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|. Romania

1. History!

The Romanian people derive much of their ethnic and cultural character from Roman influence, but
this ancient identity has been reshaped continuously by Romania’s position astride major continental
migration routes. Romanians regard themselves as the descendants of the ancient Romans who
conquered southern Transylvania under the emperor Trajan in 105 CE and of the Dacians who lived in
the mountains north of the Danubian Plain and in the Transylvanian Basin. By the time of the Roman
withdrawal under the emperor Aurelian in 271, the Roman settlers and the Dacians had intermarried,
resulting in a new nation. Both the Latin roots of the Romanian language and the Eastern Orthodox
faith to which most Romanians adhere emerged from the mixture of these two cultures.

The Middle Ages

From the arrival of the Huns in the 5th century until the emergence of the principalities of Walachia
and Moldavia in the 14th century, the Romanian people virtually disappeared from written history.
During this time Romania was invaded by great folk migrations and warriors on horseback who
traveled across the Danubian Plain. It is believed that in the face of ceaseless violence the Romanians
were forced to relocate, finding safety in the Carpathian Mountains. As military chief Helmuth von
Moltke observed: “Resistance having nearly always proven useless, the Romanians could no longer
think of any other way of defense than flight.”

For the next 600 years the Romanian lands served as battlegrounds for their neighbours’ conflicting
ambitions. The Romanians were unable to withstand the imperial pressures first from the Byzantines
and then from the Ottoman Turks to the south in Constantinople (now Istanbul), or later from the
Habsburg empire to the west and from Russia to the east.

Modern Age

In 1859 the principalities of Walachia and Moldavia were united, and in 1877 they proclaimed their
independence from the Ottoman Empire as the modern Romania. This was accompanied by a
conversion from the Cyrillic alphabet to the Latin and by an exodus of students who sought higher
education in Western Europe, especially France.

20th Century?

The country gained recognition of its independence in 1878. It joined the Allied Powers in World War
| and acquired new territories - most notably Transylvania - following the conflict. In 1940, Romania
allied with the Axis powers and participated in the 1941 German invasion of the USSR. Three years
later, overrun by the Soviets, Romania signed an armistice. The post-war Soviet occupation led to the
formation of a communist "people's republic" in 1947 and the abdication of the king. The decades-
long rule of dictator Nicolae Ceausescu, who took power in 1965, and his Securitate police state
became increasingly oppressive and draconian through the 1980s. Ceausescu was overthrown and
executed in late 1989. Former communists dominated the government until 1996 when they were
swept from power. Romania joined NATO in 2004 and the EU in 2007.
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2. Culture®*

The unique culture of Romania is the result of its position at the heart of three European regions, the
Balkans, Eastern Europe and Central Europe, all of which historically enjoyed distinct cultures and
histories. The cultural evolution of Romania manages to be of these cultures, yet different from them
in many ways, due to the rich ethnic mix of its peoples. The roots of Romanian culture go deep, with
elements of Slavic, Medieval Greek, Byzantine, Turkish, Hungarian and Saxon German influences as
well as Western European flavours from the last 250 years.

The first artistic productions on the current territory of Romania date back to the Neolithic and Bronze
Age. Costumes, dances, ceramics and other expressions of popular culture originate in the Geto-
dacian traditions as well as those of other peoples who settled in the region after the departure of the
Roman armies in 271 AD.

Until the 9th century, Romanian art was essentially religious. Under the occupation of the Ottomans,
cultural development persists because the Ottoman vassal regime leaves a greater autonomy than in
Bulgaria, for example. On the other hand, the Romanian nobility has always supported the
development of the arts and in particular the construction of castles and other buildings. The 15th and
16th centuries witnessed the glory age of Romanian art and architecture.

The awakening of national consciousness in the 19th and 20th centuries gave a new impetus to
Romanian artistic production thanks to such great names as the playwright Eugéne lonesco, the
sculptor Constantin Brancusi and the composer Georges Enesco.
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Romanian Presidency of the Council of the European Union:

mission and priorities

The first Romanian Presidency of the Council of the European Union is to take place against a backdrop
of large-scale developments that will determine the shape of the European Union: the reflection on
the future of the Union; the United Kingdom'’s process of leaving the EU; the transition towards a new
legislative cycle as a result of European elections, and implicitly the end of the European Commission and
European Parliament’s terms of office; and the negotiations on landmark policies and strategies, such as
the post-2019 strategic action framework, the Economic and Monetary Union and the future Multiannual
Financial Framework. At the same time, challenges on the international scene deem necessary an active
role of the Union in global affairs, in accordance with its Global Strategy on Foreign and Security Policy.

Romania will have the opportunity to take over the Presidency of the Council of the European Union
in a period in which Member States are making a common effort towards identifying solutions to the
major challenges currently faced by the European project, and towards shaping the Union’s actions for
the next decade, with the aim to strengthening peace, freedom, stability, prosperity, social solidarity
and cohesion that the project has been delivering ever since its inception. In order to strengthen
the European project, it is more than necessary to strengthen the bond between citizens and the
Union by having citizens actively involved in European affairs and by bringing them closer to the
decision-making process. Meanwhile, there is an ever-increasing need for reform and innovation in
certain areas of European policies. As part of this collective effort, Romania will be a strong supporter
of furthering the European project so that the EU could respond to today’s challenges and meet the
expectations of European citizens in a cohesive, unitary and fair manner.

The Sibiu Summit on 9 May 2019 will represent an important moment in projecting a stronger, more
united, more cohesive and more democratic Europe. This high-level event will provide an opportunity
to raise awareness among European citizens of the tangible results of the decisions made at European
Union level and of the reforms required in order to move forward while simultaneously strengthening
the European project.

While holding the Presidency of the Council of the European Union, Romania will act as a genuine and
honest broker in order to find solutions that enable progress of the European agenda. It will act in
coordination with Finland and Croatia, as the Trio of Presidencies, while also ensuring continuity with
the previous Trio in achieving the objectives established by the Strategic Agenda.

The European Union’s current legislative programme, which is in its final phase of implementation,
lies at the core of the responsibilities of the Romanian Presidency. In seeking agreement within the
Council of the European Union, as well as during its negotiations with the European Parliament, the
Romanian Presidency of the Council will act in line with the priorities defined in the 2014 Strategic
Agenda for the European Union, with the Rome and Bratislava Declarations issued by European leaders,
as well as with the Joint Declaration on EU legislative priorities for 2018-2019.

~—— romania2019.eu 1



The Romanian Presidency’s work programme is founded on the belief that any vision for the future
must be built around the key principles that have steered the evolution of the European Union so far. In
formulating the priorities of the Presidency, Romania factored in citizens both as source of inspiration
and as beneficiaries of the European action. Romania’s efforts will focus mainly on the legislative and
non-legislative files that have a direct and immediate impact on citizens’ daily lives. Throughout its
work while holding the Presidency, Romania aims at achieving tangible results and at maximising
the benefits that a strong and cohesive Union could bring to each and every citizen. The Romanian
Presidency will aim for the EU policies to be permanently in line with the principle of cohesion among
Member States, regions and all citizens. We consider cohesion to be a common European value, as
well as an expression of unity among the countries and regions of the European Union. The promotion
of economic and social convergence is essential to the Union’s harmonious, balanced and sustainable
development, which can be achieved by closing the development gaps among various regions and
creating genuinely equal opportunities for all citizens.

On the one hand, determining the topics of interest was a democratic, bottom-up and deliberative
process, which provided public institutions and various social stakeholders with the opportunity to
reflect their views on the most important topics that should be included among the priority files of
the Romanian Presidency. On the other hand, the main concern when determining the priority lines of
action was the extent to which the content corresponded to the principles enshrined in the Treaties.

The European project needs a creative and an enhanced perspective to overcome the challenges it is
currently facing and to provide new impetus to the integration process. Decisions on the future of European
policies must be supported by their proper reflection within European Union’s financing priorities in order
to allow for the European policies to turn into tangible results for citizens. In this context, the Romanian
Presidency will contribute to defining the principles for the upcoming post-2020 multiannual financial
cycle. The future multiannual budget should provide the Union with the resources it needs to achieve
the objectives for the seven years that follow, maintaining a balance between continuing the growth and
convergence policies and addressing the new challenges that have arisen.

The Romanian Presidency’s work agenda will focus on four main pillars, which will be reflected in the
specific actions of the various decisional configurations of the Council of the European Union, as well
as in the events that will take place within its mandate.

1. Europe of convergence: ensuring convergence and cohesion for a sustainable and fair
development for all citizens and Member States, by enhancing competitiveness and closing
development gaps, social progress, promoting connectivity and digitization, stimulating
entrepreneurship and strengthening industrial policy.

2. Asafer Europe: making Europe safer by increasing cohesion among Member States facing new
security challenges that threaten citizens’ safety and by supporting cooperation initiatives in
this area.

3. Europe, a stronger global actor: enhancing Europe’s global role by continuing the work on
the implementation of the Global Strategy, ensuring the availability of the resources required
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at EU level, and promoting the enlargement policy, EU action in its neighbourhood and the
implementation of the EU’s global commitments.

4. Europe of common values: stimulating EU solidarity and cohesion by promoting policies
to fight discrimination, encourage equal opportunities and equal treatment for men and
women, and increase citizens’ involvement in European debates.

1. EUROPE OF CONVERGENCE: growth, cohesion, competitiveness, connectivity

FOTO: SHUTTERSTOCK Sustainable development, closing
development gaps, convergence,
employment and social rights
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Union. These opportunities relate
both to fundamental rights and
equal conditions for development, as well as to access to fairly paid jobs for employees and to development
opportunities for companies within the Single Market. Maintaining a fully functional European Single
Market as well as preserving the fundamental freedoms on which this is based, is an essential pillar for
the actions taken to strengthen the European project. This objective can only be reached by ensuring fair
and non-discriminatory access for all citizens to the benefits of the Single Market.

The Multiannual Financial Framework plays a major role in providing the proper means for achieving
the objectives of policies founded on the Treaty, such as the Cohesion Policy or the Common
Agricultural Policy and also in addressing new challenges.

Growth-enhancing policies must still aim at reducing development gaps and the differences in the
living standards between the various regions of the European Union and between citizens, and to
pursue social and economic cohesion, including urban development. Simultaneously, increasing
the competitiveness of the European economy remains a priority, including by developing
entrepreneurship and supporting SMEs. The functioning of the Economic and Monetary Union may
be optimised by coordinating economic policies, entailing measures designed to enhance economic
resilience and improving budget coherence.

From the perspective of a ‘Europe of convergence’, the social dimension represents a key component
in any effort to increase European Union’s overall competitiveness. For this purpose, Romania will
support the implementation of the European Pillar of Social Rights, promoting equal opportunities,
equal access to the labour market, fair labour conditions and social inclusion, including through the
increased involvement of social partners. Promoting workforce mobility remains a key factor for
ensuring the effectiveness of the Single Market, as well as an adequate response to demographic
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developments within the Member States. In addition, it is important to prevent workplace risks and
promote safer and healthier working conditions in order to increase productivity and competitiveness,
and improve living standards for citizens.

A greater capacity is required at European Union level to act in a swift, coordinated and
multidimensional manner, and a permanent political commitment must be ensured for Europe’s
education and health sectors, which have faced significant challenges in recent years. A coordinated
approach to these challenges — including the appropriate infrastructure adapted to the current
requirements, designing coherent and streamlined cooperation training programmes for the labour
market, and adapting the education and health systems to new technologies — will lead to sustainable
solutions for the future.

Innovation and digitisation

The European Union has a huge potential in terms of developing the digital economy, artificial intelligence,
block chain technology, state-of-the art computing, 5G, and enhancing cybersecurity. Romanian
Presidency’s aim is to contribute to capitalising as much as possible on this potential, so that Europe can
become a worldwide digital leader and European companies can acquire a global dimension.

Innovation and research contribute to job creation, and help increase companies’ competitiveness
on global markets, improve people’s quality of life and generate sustainable economic growth.
Simultaneously, a significant decrease of the digital gap between Member States, regions, categories
of European citizens, and industrial sectors is needed. Information technology and communications
skills represent an important means of improving social and economic inclusion. Special attention must
be paid to developing and implementing measures to improve digital skills and digital literacy, including
by making this a long-term priority for the EU and taking a coherent approach regarding digital policies
under the 2021-2027 Multiannual Financial Framework.

Connectivity, competitiveness and markets

The efficient functioning of the European Union and the achievement of its economic, social and security
objectives depend on the ability to ensure an appropriate level of interconnection within the Single Market
in the areas of energy, transport, telecommunications and capital market. A real convergence at European
level means facilitating connections of all types, as this should contribute not only to maintaining the four
freedoms of movement operational, but also to increasing the competitiveness of the European economy
and improving the standard of living in less-developed regions. It is important to focus on facilitating the
development and creation of functional links, where needed, between East and West and between
North and South in order to allow for non-discriminatory access to resources and to the benefits of EU
membership, and for sustainable support for a more competitive European economy.

Stronger mechanisms are also needed to address the specific needs of European macro-regions.
Strategies for these macro-regions should take an integrated and long-term approach, and particular
attention should be paid to achieving the objectives of the European Union Strategy for the Danube
Region (EUSDR). The fact that the Romanian Presidency of the Council of the European Union in the
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first six months of 2019 coincides with Romania’s holding the rotating Presidency of the EU Strategy
for the Danube Region from October 2018 until October 2019 provides an opportunity to promote on
the EU agenda the added value of regional cooperation and of the development of cohesion through
macro-regional strategies, namely the EU Strategy for the Danube Region.

With regard to competitiveness, developing the Single Market also requires enhancing EU’s industrial
policy. The European industry needs a long-term policy, which should take into consideration the
diversity of the current industrial base in the EU, and the impact of developments in digitalisation
and artificial intelligence. Promoting the digitalisation of the industry at European level will be a
priority topic for the Romanian Presidency.

The Energy Union is a key political and economic project for the future of Europe which needs a
clearly defined regulatory framework, as energy interconnections are paramount in this respect. The
creation of fair conditions with regard to competition is also a priority.

2. A SAFER EUROPE

EU internal security, management of
external borders, functioning of the
Schengen area and current challenges

Currently, the European Union is confronted
with a wide range of risks and threats that
undermine the values and prosperity of our
open societies. In this context, increasing
the safety of European citizens is at the

FOTO: SHUTTERSTOCK centre of their needs and expectations.

Ensuring the security of the external borders is one of the most important assurances that the area of
freedom, security and justice can operate efficiently. Implementing the Schengen evaluation mechanism,
the EU-wide IT systems and their interoperability will create the conditions for a safer Europe, able to act
in a unitary manner for preventing and managing security-related challenges. In this context, strengthening
the EU agencies and structures operating in this area will be a priority.

The migration topic requires further attention, in particular as regards the need to find solutions that
will allow for effective and sustainable management of the phenomenon, based on a comprehensive
approach both to the action within the EU and the promotion of cooperation with countries of origin
and transit. The fight against the root causes should remain a major concern for the Union, in parallel
with combating human trafficking.

The fight against terrorism remains a priority that is part of efforts to strengthen EU’s internal
security. Special attention must be paid to preventing and combating radicalisation, including online
radicalisation. The fight against human trafficking also remains a major challenge. Priority will be given
to consolidating police cooperation and fighting organised crime in all its forms.
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Theemergenciesthatthe Members Statesorthe Unionhave dealt withinrecentyears have demonstrated
that an immediate, effective response requires closer inter-agency cooperation and a focus on efforts
to rescue victims and provide emergency medical care. For this purpose, the cooperation in the area of
civil protection remains a priority in order to provide an integrated response in the event of complex
emergencies with disastrous consequences.

Cybersecurity

In a world of accelerated digitalisation, the EU must work and make further progress on protecting
citizens’ safety in the virtual space. The review of the EU cybersecurity strategy was a good starting point
for improving cooperation at the European level; however, additional efforts are required in order to
improve the Union’s resilience to cyber-attacks. Cybersecurity cannot be considered merely optional,
and public policies as well as any project relating to the digital society should take cybersecurity into
consideration.

By pursuing discussions at EU level on countering hybrid threats, together with EU partnersand EU institutions,
improvements can be made to early warning capabilities and the fight against this type of threat in Europe.

A Union of freedom, security and justice

An effective Union needs to eliminate fragmentation by enhancing trust and by ensuring greater
consistency between home affairs policies and instruments. In order to support an enhanced security
area, police cooperation must be developed and adapted to the new realities and challenges, by
following a community-centred vision and applying ‘community policing’ principles, and by embracing
an innovative concept of ‘policing in a connected world’.

We support facilitating the operational implementation of the European Public Prosecutor’s Office
and the potential extension of the scope of its work to include terrorism-related crime in order to
increase security within the EU and to ensure fair access to justice for those accused of criminal
offences handled by the Prosecutor’s Office.

3. EUROPE, A STRONGER GLOBAL ACTOR

Common Security and Defence Policy and the
efficiency of EU external action

The global profile of the European Union will be
fundamentally dependent on the pace at which
the Global Strategy is implemented and on the
efficiency of its various instruments. In the general
security context, the EU needs to continue its
efforts to strengthen resilience, to fight hybrid
threats and to enhance its strategic communication
capacity, based on an integrated approach.
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As regards the efficiency of EU external action, it is essential to enhance the ongoing initiatives, which,
inter alia, further develop the European Union’s defence capabilities, such as the Coordinated Annual
Review on Defence, the European Defence Fund, and the Permanent Structured Cooperation, while
promoting a stronger partnership with NATO. Special attention will be paid to civil-military coordination
and to improving civilian crisis-management capacities, which is an area of excellence for the EU.

The EU enlargement process

Special attention must continue to be paid to the Western Balkans, in order to ensure the stability,
security and development of the EU’s immediate neighbourhood. The European perspective for the
partners in the region must be advanced, based on their own merits and on criteria specific to the
process. A structured and sustained dialogue with the youth in this part of Europe will contribute in an
efficient manner to achieving EU’s accession objectives. Turkey is a candidate country and a key partner
for the EU in many areas.

Consistency of the EU’s policy in its neighbourhood

In order for the EU’s policy in its neighbourhood to be consistent, the effective implementation of the
Eastern Partnership requires a special focus on extending the benefits associated with the free trade
agreements currently in force and on interconnectivity — in particular in the transport, energy and
digital sectors — with the most advanced countries in the Eastern Partnership that have concluded such
agreements. The Eastern Partnership ten-year’s anniversary will occur during the Romanian Presidency,
and may be the proper moment to discuss the Partnership’s post-2020 future. A special focus must
be placed on strengthening the concrete EU answers to the European aspirations of the Republic of
Moldova, Ukraine and Georgia.

It is timely to reaffirm the importance of the Black Sea on the European Union’s agenda, including
from the perspective of reinvigorating the Black Sea Synergy and of moving forward projects under
the Three Seas Initiative. This initiative is a mean of increasing political visibility, and of continuing EU’s
involvement in successful regional programmes and projects, such as research and blue economy. In
addition, the EU’s strategy on connectivity with Asia opens up new prospects for cooperation between
the EU and Central Asia.

Implementation of EU’s global commitments

The implementation of EU’s commitments as a means of ensuring stability and increasing
predictability on the international scene is one of the guiding principles of the European Union in
support of preserving a global multilateral order based on rules.

In this respect, it is worth stressing the paramount importance of Transatlantic relations in maintaining
the global multilateral order, the importance of strengthening international law, and the role of the
EU in supporting effective multilateralism on a regional and global scale. Relations between the EU and
the UN must also be enhanced given our common priorities in terms of improving global governance,
fostering sustainable development and promoting peace.
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Further attention must be paid to enhancing relations between the European Union and the African
continent over the medium term. Possible areas of action include increased investments and trade,
and enhanced cooperation on education and training.

The ‘New European Consensus on Development: our world, our dignity, our future’, adopted by
the European Council, represents the framework for a common approach to development policy,
through which the EU and the Member States commit themselves to a more powerful, more effective,
enhanced, coordinated and accelerated action to implement the 2030 Agenda. This line of action
should be continued.

International trade remains a priority. In this respect, the EU must promote an open, transparent,
multilateral trade system based on the rules of the World Trade Organisation (WTO), and ensure its
own ambitious involvement in the WTO reform process. Negotiations must be carried forward on a
number of ambitious, comprehensive and balanced free trade agreements with important third-party
partners that share the EU’s values as regards promoting the WTO trading system.

4. EUROPE OF COMMON VALUES

Solidarity, cohesion, equal opportunities and social justice

The process of strengthening the European project must be
founded on a unified, inclusive and open approach for all Member
States. Promoting cohesion, as a common value of the European
Union, is a key element of efforts to rebuild citizens’ trust. At the
same time, promoting the values included in the Treaties, such as [
cohesion, equality, freedom, democracy, human dignity, justice,
and solidarity, may contribute to ensuring genuine support for the
European project.

Mobility is an important pillar of the European project and of
the promotion of common values, the development of skills and
the integration of citizens into the labour market. There is also

a need to identify measures that can contribute to closing the
gaps in terms of access to educational, volunteering or vocational
training opportunities, including for young people. The promotion
of mobility, inclusion and excellence through the future Erasmus+
programme will contribute to promoting European values among

young people. \

Equal opportunities and equal treatment for women and men are
also topics Romania will address while it holds the Presidency,

focusing on reducing gender-based discrimination on the labour
. . . . . £
market and in the business environment, and on fighting the |

gender pay gap. In addition, increasing women’s representation on ' : g..
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the labour market will require further discussions at European level on tackling a number of issues in
support of work-life balance. Gender equality will be a second national priority topic to be promoted
at European level.

Democracy, freedom and respect for human dignity

The objective of a more democratic Union can be achieved by ensuring the equal treatment that
all Member States and European citizens aspire to, and by bringing the decision-making process in
Brussels closer to the citizens. For this purpose, promoting a unified and efficient application of the
transparency principle at the level of the EU institutions will contribute to increasing citizens’ trust in
the European project. At the same time, there is a need to step up and simplify communication and
provide information directly to citizens about the solutions that the EU has identified for their daily
concerns, and about the main challenges that the Union is facing both internally and externally. The
values enshrined in the Treaties, such as human dignity, freedom, democracy, equality and the rule of
law, together with the principles underpinning the European Pillar of Social Rights — equal opportunities
and access to the labour market, fair labour conditions, and social inclusion — will be continuously
steering EU action. In addition, there is a need for streamlined and sustained action to protect free and
democratic EU elections from external interference.

Combating racism, intolerance, xenophobia, populism and antisemitism

A strengthened and powerful Union relies on better knowledge of the cultures, mindsets and traditions
of various groups co-existing in European societies, as well as on promoting better intercultural
interaction and dialogue.

Raising awareness and promoting European values at the level of the whole society must be reflected in
efforts to combat racism, intolerance, xenophobia, populism and antisemitism, and to discourage hate
speech. In this respect, the fight against online disinformation and fake news, including by improving
education in the mass-media sector and by designing European mechanisms which promote best
practices for combating disinformation, is an important aim.
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During the Romanian Presidency, the European agenda will be marked by a number of key developments
that will have deep implications for the European project: the United Kingdom leaving the EU and the
end of the reflection process on the future of the EU. The informal Summit of European leaders in Sibiu,
scheduled to take place on 9" of May 2019, will be an important moment for defining the strategic
vision of the Union over the next five years. The Romanian vision is that unity and cohesion are the
essential starting points for shaping the future of the Union and for strengthening citizens’ trust in the
European project.

Due to its specificity, the General Affairs Council plays a significant role in ensuring horizontal political
coherence and an integrated vision as regards the elements that will shape the strategic future of the
Union, and especially the means by which issues are reflected in the actual action taken at EU level. From
this perspective, the Romanian Presidency aims at ensuring continuity in the role played by the General
Affairs Council in preparations for the meetings of the European Council and the implementation of the
leaders’ decisions.

The Romanian Presidency will focus on the 2021-2027 Multiannual Financial Framework as a
foundation for further advancing the EU objectives. The Enlargement Policy, as an instrument capable
of extending stability and prosperity across Europe, will represent another important topic, which
contributes to a safer and a more prosperous future for the EU. The Romanian Presidency will also
follow up on the status of and outlook for the implementation of the 2030 Agenda for Sustainable
Development at European Union level.
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~=A balanced budget for a cohesive and competitive Union

The European Union needs a strong project for the post-2020 period that could lead to its strengthening
and this aim can also be achieved through a credible and balanced budget.

The Romanian Presidency will contribute to defining the main principles of the 2021-2027 Multiannual
Financial Framework. The future multiannual budget should provide the Union with the resources it
needs to achieve the objectives for those seven years. The Romanian Presidency’s commitment, expressed
at political and technical level, as well as the cooperation with the European Council, the European
Parliament and the European Commission, are important for the final outcome of the negotiations.

Stimulating greater convergence across the entire Union remains a priority, as a basis for further
advancements in all European policies. While moving forward in the negotiations on the post-2020
cohesion package, the Romanian Presidency will aim for the creation of an investment-based framework
able to stimulate economic and social development for all Member States and for all European regions.
From this perspective, the Romanian Presidency intends to increase the pace of negotiations within the
Council of the EU on the European Commission’s proposals, with a focus on the Common Provisions
Regulation and the Interreg Regulation, with the purpose of ensuring continuity and a smooth transition
towards the next programming period.

During its Presidency of the Council of the European Union, Romania will also hold the rotating
Presidency of the EU Strategy for the Danube Region (October 2018 — October 2019). In this twofold
position, Romania will continue to actively promote the added value of regional cooperation and the
development of cohesion through macro-regional strategies, with a focus on the EU Strategy for
the Danube Region/EUSDR. The Romanian Presidency will aim to facilitate the adoption of Council
Conclusions based on the Comission’s report on the implementation of macro-regional strategies.The
Presidency will also be actively involved in the review process for the EUSDR Action Plan.

In order to make sure that the objectives of the 2020 Europe Strategy for a more competitive Union are
achieved, the Romanian Presidency will ensure continuity in the implementation process for the 2019
European Semester, which will end with the adoption of Country-Specific Recommendations in June 2019.

~=Bringing the European project closer to citizens

The European elections on 23-26 May 2019, which symbolically mark 40 years since the first direct
elections were organised for the European
Parliament, will also be a special opportunity to
revitalise citizens’ trust in the future of the EU. The
Informal Summit in Sibiu, which takes place two
weeks before the European Parliament elections,
is an opportunity to demonstrate EU’s capacity
| to provide an agenda founded on priorities that
reflect citizens’ expectations, including in response

| tothe citizens’ consultations organised throughout
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2018. The cross-cutting topic of citizens’
protection and empowerment will be addressed
by supporting greater citizen’s involvement
in the European decision-making processes,
and in a shared reflection on the future of the
European project. From a practical perspective,
the Romanian Presidency will aim to ensure a

better communication with citizens on the results
.‘.Z.ZL of actions undertaken at EU level (Communicating
Europe), based on the outcome of the citizens’
consultations and in view of the upcoming European elections, including through a better ‘Knowledge
about the European Union’, as a tool of awareness and internalisation, especially among the younger

generation, of the benefits of the European project and its development.

As part of its efforts to respond to citizens’ expectations, the Romanian Presidency will aim atimplementing
the Interinstitutional Agreement on Better Law-Making as a foundation for a high-quality law-making
process that is effective, efficient, clear and simple, able to avoid over-regulation and administrative
burdens. The public consultation and impact assessments of legislative initiatives are key elements in
reaching this objective. The Romanian Presidency will report on developments and progress achieved.

~— Enlargement policy as a foundation for stability and prosperity

The Romanian Presidency will seek to further advance the enlargement policy, which is an instrument
that was successful in extending stability and security across the European continent. A special
attention will be paid to candidate countries and to potential candidates with impact on ensuring
stability and security in the region. The Romanian Presidency will pay attention to the implementation
of the principles, criteria and instruments of the enlargement policy, of the provisions included in
the Stabilisation and Association Agreements, and of the decisions of the Council of the European
Union, including the European Commission initiatives in the communication ‘A credible enlargement

perspective for enhanced EU engagement with the Western Balkans’.

During the Romanian Presidency, the Agenda adopted at the EU-Western Balkans’ Summit in Sofia
on 17 May 2018 will continue to be implemented, and the aim will be to adopt unitary Council
Conclusions on enlargement following the publication of the European Commission Communication on
the enlargement package, in line with the decisions adopted at the GAC meeting of 26 June 2018. The
Romanian Presidency will make efforts to achieve progress and facilitate political decisions in relation
to all partners involved in the enlargement process.

~—=Brexit

As regards the withdrawal of the United Kingdom from the European Union, the main objective
remains maintaining the unity of the EU27 and ensuring an orderly withdrawal of the United Kingdom,
as well as preparing European citizens and companies for a smooth transition towards an EU of 27
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Member States. Ensuring clarity and transparency
in this process and compliance with the EU
Treaties (Article 50 TEU) will also be essential. The
Romanian Presidency will cooperate closely with
the European institutions and with Member States
in order to follow all the institutional procedures
arising from such developments, including those
related to the implementation of the agreement
after 29 March 2019.

Moreover, the Romanian Presidency will aim at
building a future relationship as close as possible

between the EU and the United Kingdom, and to advance further the negotiation process in order to

strengthen a comprehensive partnership that should reflect areas of common interest.
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Romania intends to take the opportunity of its Presidency of the EU Council in order to support the High
Representative in fulfilling the ambitious goals set by the Global Strategy. In order to be able to cope with

the full range of current threats and risks, the European Union must have adequate instruments available.

As regards the efficiency of the EU’s external action, Romania will support the High Representative in
strengthening ongoing CSDP initiatives, with the main goal of developing the EU defence capabilities,
within a framework of complementarity and strengthened partnership with NATO. Romania will continue
actions towards strengthening the resilience of the EU and its partners, combating hybrid threats and
enhancing strategic communication, including by better coordinating European and national instruments
in these fields. Another priority for Romania will be to continue EU efforts to combat terrorism.

Special attention will also be devoted to the Western Balkans, with a view to ensuring the stability,
security and development of the EU’s immediate neighbourhood. We will follow up on the progress of the
European perspective of the EU’s partners in the region, based on their own merits and on the process-
specific criteria. There will be a special focus on involving young people from the region in this process.

Ensuring enhanced consistency of Union’s action in its Eastern neighbourhood will be a priority for
the EU as we celebrate the tenth anniversary of the initiation of the EaP and the fifth anniversary of the
first Association Agreements. Romania will cooperate with the EEAS, Member States and its partners to
give this milestone the prominence it deserves. An objective of Romania’s action will be to extend the
benefits of the free trade agreements currently in force and of the connectivity with the EaP countries,
especially in the transport, energy and digital fields. A special focus will be placed on enhancing the
specific responses that the European Union can give to the aspirations of countries such as the Republic
of Moldova, Ukraine and Georgia to benefit from an explicit European perspective. At the same time,
Romania will reaffirm the importance of the Black Sea on the European Union agenda. Bearing in mind
the finalisation of the new EU Strategy for Central Asia, Romania intends to contribute to revitalising
EU-Central Asia relations.

In order to ensure stability and security both near the border and at global level, it is important that the
EU honours its commitments. Globally, Romania will support EEAS’ efforts to strengthen international
law and the multilateral system. To this end, there will be a focus on highlighting the crucial importance of
the transatlantic relationship in maintaining the rules-based international order. As regards cooperation
for development, the Romanian Presidency of the EU Council will focus on the negotiation of the new
ACP Agreement, on adopting appropriate financial instruments and on the youth issues. The Romanian
Presidency of the EU Council will also promote the modernisation of the WTO with a view to safeguarding
and promoting the rules-based multilateral trading system and will support initiatives to enhance and
advance the relations between the European Union and the African continent at a higher level.
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~= Efficiency of the EU’s external action

Common Security and Defence Policy/CSDP

Romania intends to support more mature actions in the CSDP field, as a central component of an
increased EU global role, with a focus on strengthening the existing mechanisms and ensuring
the synergy of new instruments (Coordinated Annual Review on Defence/CARD - European
Defence Fund/EDF - Permanent Structured Cooperation). For Romania, it is important to ensure
the coherence of these initiatives with similar NATO instruments and processes. Romania
will support actions on research and development and on strengthening the progress made in
defence industrial cooperation. Romania will actively support the implementation of the new
action framework on the EU integrated approach during the entire conflict cycle and on ensuring
a comprehensive and flexible response in the CSDP civil component.

Romania will strongly support the strengthening of the EU-NATO partnership, in the spirit of
synergy and complementarity of the efforts of the two organisations in the field of security and
defence. Romania will also follow up on the implementation of the cooperation agenda, mainly
in the following fields: cyber defence, combating hybrid threats, countering terrorist threats,
resilience, strategic communication and military mobility.

Instruments of the EU Global Strategy

Romania can contribute to the integrated approach on the concepts of hybrid/resilience/
strategic communication in the EU’s external action, both from a political perspective and in
terms of European instruments. We will follow the lessons learned in the cooperation with the
EU’s partners, on the internal European security and resilience, in terms of the internal/external

nexus.
Efficiency of instruments

In the context of the discussions on the future Multiannual Financial Framework/MFF, the
Romanian Presidency will be responsible for leading the negotiation process on the external
component of the MFF, and of the future external action financing instruments, with a focus on
their efficiency. Besides the budget aspects, a point of interest will be the improvement of the
working methods of the Foreign Affairs Council.

~=EU action in the relationship with Western Balkans and Turkey

The Western Balkans is an area of strategic interest for the European Union. The Romanian
Presidency will pragmatically address the structural causes of the persistent risks in the region.
Romania will focus mainly on youth issues and on the EU’s strategic communication for South-
East Europe. Romania will encourage a reflection process on the topic of the current regional
cooperation framework and of the EU’s liaison with the multiple cooperation initiatives and
structures.
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As Turkeyis acandidate country and akey partner of the EU in fields such as migration management,
combating terrorism and Euro-Atlantic and regional security, the Romanian Presidency will make
every effort to impart a pragmatic and constructive dynamic to EU-Turkey relations.

~= Consistency of the EU’s policy in its neighbourhood

EaP consistency as a successful EU policy in the last decade

The EU’s action in the Eastern Neighbourhood will benefit from a favourable context during the
first semester of 2019, when we celebrate the tenth anniversary of the launch of the Eastern
Partnership/EaP. Romania will support the organisation of a high-level Anniversary Conference
in Brussels in May 2019, with the aim of agreeing upon an anniversary outcome document
to mark the momentum. In coordination with the EEAS, the European Commission, Member
States and Eastern partners, Romania will be involved in the implementation of the agenda and
of the communication strategy for the 10th anniversary of the EaP, in cooperation with other
international actors interested in promoting the EaP’s objectives, and will use various informal
meetings to foster a reflection process on the future EaP after 2020.

The Black Sea on the EU agenda

It is important, during
the first semester of
2019, to reaffirm the
importance of the Black
iy Sea on the European
s agenda, through a new
impetus given to higher

el W 1 EU involvement in
I sectoral cooperation
projects, based on a
common maritime

e el agenda for the region.

EU-Central Asia relations

In the context of the review of the Central Asia Strategy, to be finalised in 2019, and of the
adoption of the EU-Asia Connectivity Strategy in the autumn of this year, there is an opportunity
to revitalise EU-Central Asia relations. Romania will contribute in fields such as water resources
management, education and connectivity.
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~=Implementation of EU’s global commitments

FOTO: SHUTTERSTOCK  The Romanian Presidency will
support the strengthening of
EU’s role in the multilateral
global architecture and in
safeguarding the rules-based
international order. Romania

| will emphasise the crucial
importance of transatlantic

relations, of strengthening
international law and of
raising the EU’s profile in the
multilateral system.

Against the background of challenges to the multilateral trading system, the Romanian Presidency
of the Council intends to promote the modernisation of the multilateral trading system under the
aegis of the World Trade Organisation (WTO). An active EU involvement as a leader in the process of
identifying solutions to update the multilateral trading system defined by the WTO is of the essence in
order to reach this objective.

Romania will support EU’s efforts for the implementation of the sustainable development goals/
SDGs. In this context, one of the tasks is to coordinate the validation process for the first Voluntary
Review of the implementation of the 2030 Agenda at the EU level and support for partner states, with
a view to presenting it during the High-level Political Forum in July 2019, in New York.

The Romanian Presidency of the Council of the EU will coordinate the negotiation process for building
a common vision among the EU Member States on the new partnership with ACP countries, as the
current Cotonou Agreement expires in 2020. Romania will also support actions for the implementation
of the new European Consensus on Development.
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Europe is going through a period of economic recovery, thanks to both the efforts of Member States
and actions taken at European level to deepen the Economic and Monetary Union. The economic and
monetary architecture of the Union is now stronger, offering undeniable proof of European cohesion,
but additional efforts are needed if its full potential is to be realised.

In light of the favourable circumstances of the European economy, characterised by growth, stability and
positive developments, the Romanian Presidency of the EU Council intends to take work forward in the
economic, financial and fiscal fields, with a view to promoting growth and investment and supporting
structural reforms and fairness, for the benefit of Member States and European citizens.

The Romanian Presidency of the EU Council is fully aware that the completion of the Economic and
Monetary Union is an important component of the roadmap developed in preparation for the meeting
of EU leaders in Sibiu of 9 May 2019. At the same time, better regulation in the fiscal field, within the
limits of the Treaties, has the potential to ensure effective and fair taxation at European level and, not
least, help combat fraud and tax evasion, for the benefit of Member States and European citizens.

Especially in a post-Brexit context, it is crucial to maintain the EU’s unity, with the constructive and
transparent involvement of all Member States in this process. With this in mind, it is extremely important
to ensure close coordination between the Council of the European Union and the Eurogroup, and the
Romanian Presidency intends to promote this approach throughout its term.
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~=Strengthening the Economic and Monetary Union and the Banking Union and furthe

developing the Capital Markets Union

Based on the outcomes of the Austrian Presidency and of the extended Euro Summit, the
Romanian Presidency intends to continue efforts aimed at strengthening the Economic and
Monetary Union and at completing the Banking Union by continuing the risk reduction process,
including for non-performing loans, and supporting discussions on the use of the European
Stability Mechanism as a backstop for the Single Resolution Fund, and on the European Deposit
Insurance Scheme. The initiatives will improve the resilience of the euro area, with an impact on
the prosperity and stability of the European economy as a whole.

In this context, the Romanian Presidency intends to ensure an open and transparent decision-
making process at European level, including with regard to countries which are not members of
the Euro Area.

The process of removing barriers to the development and integration of European capital markets
should continue. Consequently, the Romanian Presidency will continue to work on the proposals
related to the Capital Markets Union, in order to reduce to a minimum differences in terms of
jurisdiction, to optimise opportunities for investors and to ensure SMEs’ access to a wider range
of financial resources.

As part of the efforts to develop the Capital Markets union, the Romanian Presidency will consider
the implementation of the FinTech action plan and sustainable finance.

~= Fair and effective taxation

FOTO: SHUTTERSTOCK Starting from citizens’

expectations regarding  the
EU’s ability to identify viable
solutions to fair taxation issues,
the Romanian Presidency will
continue efforts to modernise the
" VAT system, especially the VAT
regime for e-commerce. Along
the same lines, the Romanian
- Presidency is prepared to support
constructive debates on the

common corporate tax base.

Also, the Romanian Presidency will work on the proposals on the taxation of the digital economy,
while considering the possibility of finding an internationally agreed solution. Based on the
progress made during the Austrian Presidency, the Romanian Presidency intends to finalise
negotiations on the Commission’s new proposals on excises duties.
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In order to foster tax transparency and fair fiscal competition globally, the Romanian Presidency
will work on updating the EU list of non-cooperative jurisdictions following the evaluation of the
commitments made by third countries.

In response to Member States’ requests to strengthen external border security, the Romanian
Presidency will work on the draft Regulation on financing border control equipment as a priority.
The Romanian Presidency also intends to advance negotiations on the Regulation on Customs
post-2020, a programme which supports the development of the electronic systems necessary
for implementing the EU Customs Code, as well as the activities of and cooperation between
customs authorities.

In order to avoid double taxation and address the negative impact on competitiveness which
might occur in the internal market, the Romanian Presidency intends to promote discussions
on the Regulation on Fiscalis post-2020, a cooperation programme which enables national tax
administrations to acquire and exchange information and expertise.

~=Ensuring coordination of economic policies at European level, with a view to enhancing

performance and strengthening the resilience of economies

The Romanian Presidency will encourage the implementation of structural reforms and
investment within the EU by preparing the debates on the European Semester and ensuring a
transparent environment, so as to facilitate the adoption of conclusions on the Annual Growth
Survey, the Alert Mechanism Report and the recommendations for the Euro Area and the approval
of the Country-Specific Recommendations package for 2019-2020.

In order to support priority reforms in all Member States, the Romanian Presidency will help
facilitate discussions on the development of a Reform Support Programme within the future
European budget. The Romanian Presidency intends to advance negotiations on the InvestEU
programme, dedicated to supporting investments at EU level in all Member States.

The Romanian Presidency will ensure that the discharge for budget implementation for 2017,
the future implementation of the 2019 budget and the preparatory work for the 2020 budget
will be managed as efficiently as possible.
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The EU is currently facing a wide range of challenges, with an impact on the prosperity of our economies
and on European citizens. In this context, there is a need for joint action, eliminating fragmentation,
fostering trust and cohesion of actions, and ensuring greater coherence between the policies and
instruments which define the area of freedom, security and justice.

In order to achieve this objective, increasing the level of safety is at the centre of the needs and
expectations of European citizens. Measures needed to strengthen a Union based on freedom and
security include ensuring coherent and uniform implementation of the actions included in the EU
internal security strategy and promoting the implementation of new instruments which would ensure
additional security and lead to the smooth operation of the area of free movement.

Also, the issue of migration remains in focus, in order to continue the substantial efforts of the European
Commission, the European External Action Service and previous Presidencies, which strived to turn the
concept of a comprehensive approach on migration into actions which should lead to the efficient and
sustainable management of this phenomenon.

Improving judicial cooperation between Member States by enhancing the efficiency of the judiciary and
consolidating mutual trust between the judicial authorities of all Member States, as well as supporting
the adaptation of European judiciaries to digital developments are important lines of action which can
help consolidating the area of freedom, security and justice.

An efficient pursuit of the EU objectives in the area of justice and home affairs is closely linked to ensuring
a predictable and flexible framework in response to new realities and challenges, including with regard
to the financing instruments of these objectives. With this in mind, the Romanian Presidency of the EU
Council will continue efforts to make substantial progress on the sectoral proposals on the financing

instruments in this area.
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Home Affairs Dimension

~=Strengthening EU internal security

The internal security of the European Union is a priority issue both for Member States and for the
Union as a whole.

The fight against terrorism remains a priority, and the Romanian Presidency intends to boost the
exchange of good practice between Member States in this area, as part of the efforts to strengthen EU
internal security. Special attention will be given to preventing and combating radicalisation, including
online radicalisation. The Romanian Presidency will continue and attempt to finalise negotiations on
the draft Regulation on preventing the dissemination of terrorist content online.

The Romanian Presidency of the EU Council will highlight EU results and national good practices as
regards ensuring citizens’ security in fields such as strengthening the protection of public spaces,
including through the use of EU funded projects. The Romanian Presidency will promote the sharing of
expertise on cooperation between competent national authorities in relation to combating terrorism.

Following the same goal of ensuring proper implementation of the strategic framework defined at
EU level, the Romanian Presidency intends to monitor the progress made on the EU policy cycle for
organised and serious international crime for the period 2018-2021 and to participate actively in the
launch of the actions included in the 2019 operational action plans.

The Romanian Presidency intends to promote two initiatives in the field of police cooperation, given its
importance in the context of measures meant to strengthen cooperation between Member States in the
area of home affairs. The first initiative aims to promote an innovative concept in carrying out police
activities - Policing in a connected world — Novel actionable information - focused on three dimensions:
technology, mobility and intelligence analysis. The concept is to be used both for prevention strategies
and for fighting crime, and adapted to current and future technological developments. Its aims are
to harmonise the role of analysis units in the institutional law enforcement architecture, identify
benchmarks to define the role of analysis outcomes and promote their potential, train intelligence
analysis personnel and develop analysis methods.

The second initiative focuses on adapting the police response to the multicultural particularities of
emergent communities within the Member States, and on extending the initial prerogatives of the
operational support officers (provided for by the ‘PRUM Decisions’) towards a preventive approach,
focused on closeness to the community. The presence of the operational support officers on the
territory of the Member States, for longer periods of time, will make a substantial contribution to
policies of different communities, to the development of preventive measures and to combating crime
and victimisation.

As regards the EU policy on combating drug trafficking, the Romanian Presidency will monitor the
progress made in the implementation of the Action Plan 2017-2020 under the EU Drugs Strategy.
Fighting migrant trafficking/smuggling is another topic of interest for the Romanian Presidency, in the
context of broader efforts to manage migration.
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~—Integrated management of the EU external borders/Strengthening the Schengen area

External border security is one of the most important safeguards for the efficient operation of the area
without internal border controls, and each Member State must implement, at the highest level, the
rules provided by European legislation.

The Romanian Presidency intends to facilitate the discussions on the new proposal to strengthen
the operational capacity of the European Border and Coast Guard Agency (Frontex) with a view to
promoting the efficient and coherent action of this Agency in managing migration challenges.

In 2019, interoperability and the implementation of IT systems developed at EU level will be very
important topics on the agenda. Thus, the Romanian Presidency supports the adoption of the
interoperability package as soon as possible and intends to grant more attention both to updating the
current EU systems (SIS, VIS and EURODAC) and to preparing the implementation of new EU systems
(EES, ETIAS, ECRIS-TCN).

The Romanian Presidency will make efforts to finalise negotiations on the proposal to strengthen the
security of identity cards of EU citizens and of residence documents issued for EU citizens and their
family members, an initiative which would eliminate various gaps in the fields of identity and travel
document security, improving the safety of European citizens.

Furthermore, in light of the need to adapt the current Schengen framework to constantly evolving security
challenges, efforts will be made with regard to the proposed amendments to the Schengen Border Code,
to the rules applicable to the reintroduction of controls at internal borders with the aim of preserving
the free movement area. The Schengen evaluation mechanism will also be a key topic, to monitor the
adoption of draft recommendations related to announced evaluations, as well as unannounced on-site
visits, and the implementation of the Action Plans by the evaluated Member States.

~Efficient and sustainable migration management

The Romanian Presidency will support efforts to ensure the implementation — or, where appropriate,
the monitoring of the implementation — of European Council Conclusions on both the internal and
external dimensions of migration.

The goal is a more effective return policy at European level and an efficient and sustainable approach,
with full observance of migrant rights and taking into account the specific situations in migrants’
countries of origin.

In an attempt to reduce irregular migration flows into the EU even further, the external dimension
of migration will also be a priority. The focus will be on strengthening cooperation with countries of
origin and transit, and the Romanian Presidency will support any initiative aimed at consolidating such
cooperation. The Romanian Presidency will also encourage dialogue with other countries of interest,
based on the existing programming documents and by capitalising on relevant regional processes.

The Romanian Presidency will take action with regard to the instruments included in the reform package
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on the Common European Asylum System, so as to foster the identification of consensus solutions.
These solutions should contribute to the objective of achieving a more efficient asylum system and, at
the same time, take into account the specific capacities of the different Member States.

The visa liberalisation dialogue, carried out in parallel with the signing of readmission agreements, is an
important element of the Common Policy on Visas. The Romanian Presidency will continue discussions
on these topics, depending on the developments related to the relevant roadmap. The visa reciprocity
mechanism is also an important topic on the EU agenda, in cooperation with the European Commission.

~=Civil protection

During the Romanian Presidency, the proposal
to amend the Decision no 1313/2013/EU on a
Union Civil Protection Mechanism /RescEU will
be formally adopted by the European Parliament
and the Council of the EU. In order to translate
it into action, the Romanian Presidency will

focus on stimulating synergies between the
medical component and the rescue component
| of the EU’s integrated response to complex
emergencies with catastrophic consequences.

A Union of justice and freedoms

~==Civil justice

The Romanian Presidency’s main objective
in this area is to make citizens’ lives and
businesses’ activities easier by improving
mutual recognition and enforcement of
decisions and judgments in family law and in |
civil and commercial matters with cross-border g
implications. Improving the legal framework so
as to better protect the best interest of children
via strengthening the rules on parental |
responsibility in cross-border cases and on the
civil aspects of international child abduction
(Brussels Il bis recast) represents a priority for
the Romanian Presidency, which aims to reach

a political agreement on the proposal.

Special attention will be paid to deepening judicial cooperation in international civil procedural law
through the proposal for a Regulation on the law applicable to the third-party effects of assignments of
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claims (COM(2016) 411 final), and by modernising Regulation (EU) 1393/2007 on service of documents and
Regulation (EC) 1206/2001 on taking of evidence. The Romanian Presidency intends to advance negotiations
on these three instruments, present progress reports or organise orientation debates, as the case may be.

The Romanian Presidency will pay particular attention to concluding the procedural stages for the
adoption of the Insolvency Directive, aimed at ensuring that entrepreneurs and companies have
access to effective preventive restructuring and second chance procedures, and, at the same time, at
protecting the legitimate interests of creditors, debtors, employees and society at large.

In the field of contract law, the Romanian Presidency will endeavour to complete the final stage of
negotiations on the draft Directive on the sale of goods and on the draft Directive on contracts for the
supply of digital content.

~=Criminal justice

The concrete objectives on judicial cooperation on criminal matters are, in terms of legislation,
to advance negotiations on the e-evidence legislation package and, in terms of non-legislative
matters, to facilitate the adoption of Council Conclusions on improving the practical application
of instruments for judicial cooperation in criminal matters and of Council Conclusions on
improving synergies between the judicial networks set up by the Council in the field of judicial
cooperation on criminal matters and between them and Eurojust.

A full operationalisation of the European Public Prosecutor’s Office (EPPO) in November 2020,
with proper human and financial resources, requires completing several stages in the first half of
2019. For this purpose, the Romanian Presidency of the Council of the European Union will closely
follow this dossier, with the objective to set up the EPPO College within the foreseen timeline.
The objective is to reach an agreement between the EP and the Council on the person who will
be appointed as European Chief Prosecutor and on initiating the appointment procedures for
European prosecutors.

The two draft legislative proposals on electronic evidence will represent the main legislative
priorities in the field of judicial cooperation on criminal matters during the Romanian Presidency,
with the goal of reaching an agreement between the two co-legislators before the end of the
European Parliament’s term.

Another major priority will be to strengthen mutual trust between judicial authorities of the Member
States in order to improve the enforcement in practice of mutual recognition instruments, in
particular the Council Framework Decision 2002/584/JHA on the European arrest warrant and the
surrender procedures between Member States, and Council Framework Decision 2008/909/JHA on
the application of the principle of mutual recognition to judgments in criminal matters imposing
custodial sentences or measures involving deprivation of liberty for the purpose of their enforcement
in the European Union. The objective is to ensure the right balance between protecting fundamental
rights and ensuring mutual recognition, while avoiding impunity for offenders.
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One of the Presidency’s complementary objectives will be to improve synergies between the
European Judicial Network, the European Network of Contact Points in respect of persons
responsible for genocide (Genocide Network), the Network of National Experts on Joint
Investigation Teams and the European Judicial Cybercrime Network, and between them and
Eurojust, as they are important tools for strengthening and facilitating judicial cooperation in

criminal matters.

~=Justice in support of a competitive Europe / Justice in the digital age

After the adoption of the European
e-Justice Strategy and Action Plan
for 2019-2023, the Romanian
Presidency aims to start concrete
actions to implement the
measures set forth in the strategic
documents, thus supporting the

\\ e ; :_ development and advancement of
I r\ et A B s European e-justice.

Special attention will be paid

FOTO: SHUTTERSTOCK

to improving judicial training.
A number of debates are foreseen on the European Commission’s document evaluating the
implementation of the 2011 Strategy, ‘Building trust in EU-wide justice — a new dimension to
European judicial training’, and on the possible adoption of Council Conclusions on this topic.

Regarding the proposal for a Directive of the European Parliament and of the Council on
the protection of persons reporting on breaches of Union law, the Romanian Presidency will
endeavour to advance as much as possible the negotiations under the current term of the
European Parliament.

The external dimension of Justice and Home Affairs

The Romanian Presidency of the EU Council intends to ensure that the external dimension of
Justice and Home Affairs policies will contribute to strengthening the EU’s role as a global actor
and consolidating its relationship with its strategic partners — the USA, Eastern Partnership
countries, the Western Balkans — and with other third partners.

Regarding the EU’s relationship with the USA, the Romanian Presidency will make efforts to
further the dialogue with the USA on matters of mutual interest, such as the cross-border
access to electronic evidence and various aspects of judicial coperation in criminal matters (e.g.
extradition and mutual judicial assistance).

In the area of home affairs, the Romanian Presidency is interested in continuing the exchange of
ideas on topics related to the interoperability of IT systems, management of EU external borders,
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migration management and fighting terrorism. With regard to this last topic, exchange of best
practices will be encouraged, with a focus on preventive efforts and particularly on preventing
and fighting radicalisation, including hate speech.

The Romanian Presidency will also pay special attention to the Western Balkans area, as countries
in this area are important partners in preventing and fighting violent extremism, radicalisation
and terrorism. The Presidency will pay increased attention to ensuring stability in the region
by promoting the adequate functioning of the judiciary. Supporting these countries’ shared
European aspirations, including judiciary reform, is an important step towards guaranteeing
regional security and development. The Romanian Presidency will focus on technical cooperation
with these states and will promote a cooperation framework based on dialogue and trust. With
this in mind, the Romanian Presidency will consider an interim evaluation and the need to develop
a new plan for fighting illegal trafficking of firearms, depending on the objectives achieved by
that time.

The Romanian Presidency will aim to strengthen the thematic dialogues with EU partners, in
particular those with the USA, CELAC and Brazil on the international component of the policies
onillegal drugs. In this area, the Presidency will contribute to a more cohesive internal approach,
promoting a common EU position and increasing the EU’s visibility as a global actor in the field
and, in particular, in its relationship with the United Nations.

At the same time, the Romanian Presidency will support the provision of a coordinated EU
contribution in the field of private international law, such as through the Hague Conference on
Private International Law, UNCITRAL and UNIDROIT.
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EMPLOYMENT, SOCIAL POLICY,
HEALTH AND CONSUMER
AFFAIRS COUNCIL




The social field presents a wide range of challenges for the EU taking into account its direct impact
on European citizens. As a cross-cutting sector with broad implications, it is also intertwined with all
other fields. Moreover, the proclamation of the European Pillar of Social Rights has seen the social
field acquire new dimensions, opening up the possibility for more cohesive European action aimed at
achieving social and economic cohesion throughout the EU.

Labour mobility is an essential aspect as it is a tangible reflection of the fundamental principle of
freedom of movement and, as such, it is inseparably linked to the functioning of the EU’s single market.
Against this backdrop, one of the priorities of the European Union must be to advance the mobility
principle as a driver for growth, competitiveness and employment within the Single Market. In concrete
terms, mobility means that the European mobile worker and his or her family should receive the same
treatment — in terms of working conditions and social and economic integration — in their host Member
State as the citizens in the respective Member State.

At the same time, it is essential that the European worker be afforded adequate protection. We need
concrete measures to promote equal and safe employment, by improving workplace conditions and
protecting workers against factors that may endanger their health and safety.

Itis impossible to have a fully functional and operational labour market without promoting and securing
gender equality. Ensuring equal opportunities for women and men is a priority derived from Article 3
of the Treaty on the European Union. This will be a first Romanian priority theme to be promoted at EU
level. It is important that the required measures are taken to reduce the pay gap between women and
men and to ensure a balance between professional and family life.

Guaranteeing access to healthcare for all European citizens is the central pillar of the EU’s health policy.
Investment in healthcare is a key element in reducing the economic and social gap.

Moreover, access to innovative, safe and easily available medication is vital for European citizens’
health. Thus, one of the Romanian Presidency’s lines of action in this area is a multidimensional
approach and a political commitment to finding common solutions to cross-cutting problems.

Ensuring patients’ access to medication is a topic of special interest, one that is ever present on the
European agenda and key among citizens’ needs. At the same time, issues such as fighting antimicrobial
resistance, improving vaccination coverage, reducing medication abuse and improving the control of
transmissible diseases also remain important issues.

34 ~— romania2019.eu



~=Labour mobility and fair working conditions as drivers for growth and competitiveness

on the Single Market

In the field of employment and social affairs, the Romanian Presidency will contribute to promoting the
labour mobility principle as a driver for competitiveness on the single market. Free movement of workers
within the EU is a way of putting into practice the fundamental freedom of movement of persons, enshrined
in the Treaty on the Functioning of the European Union (TFEU). This freedom requires that the EU citizens
have equal access to jobs throughout the Union and is supported by a number of factors, such as the equal
treatment with regard to working conditions and access to social security.

Using actions already taken at Union level — such as the Europe 2020 Strategy, the European Pillar of
Social Rights and the European Employment Strategy — as a starting point, the Romanian Presidency
aims to consolidate mobile workers’ access to the rights conferred to them by the Treaty on the
Functioning of the European Union, particularly as regards social security.

Moreover, special attention will be given to encouraging cooperation between public employment
services and labour inspectorates in the Member States. The main objectives of this will be to mitigate
the risk of discrimination and undeclared work, to improve the systems in place for informing —or raising
awareness among — current or potential mobile workers regarding their rights and obligations, and to
identify the factors that influence labour mobility, including those related to mobile workers’ returning
to their Member States of origin, and find hands-on solutions for facilitating their reintegration and
voluntary retention on national labour markets.

Given the importance of this topic, the Romanian Presidency is considering to organise a debate on
labour mobility as a key element in ensuring labour market balance. Workers’ mobility will also be
discussed at the informal meeting of the Employment Committee (EMCO) and the meeting of the
EURES national coordinators.

In terms of legislation, the Romanian Presidency will continue negotiations on the proposal for a Regulation
amending Regulation (EC) No 883/2004 on the coordination of social security systems and Regulation (EC)
No 987/2009 laying down the procedure for implementing the former, aiming to find a solution that is fair,
non-discriminatory and in line with the fundamental objective of free movement.

Regarding the proposal for a Regulation establishing a European Labour Authority, together with
Member States, the Romanian Presidency will explore the best options for defining the roles and
responsibilities of the future Authority and will aim to complete the negotiations on this file.

Preventing workplace risks and ensuring safer and healthier working conditions will also be a priority
for the Romanian Presidency. Health and safety at work is a complex area of the EU’s employment
agenda. It is an integral part of designing and organising work processes and plays an important role in
preventing potential problems and ensuring maximum efficiency at the workplace.

The Romanian Presidency plans to advance negotiations on the regulatory framework for the protection
of workers and improvement of working conditions, which will have a direct impact both on workers
and on productivity.
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At the same time, the Romanian Presidency proposes to continue the negotiations on the proposal
to amend Directive 2004/37/CE on the protection of workers from the risks related to exposure to
carcinogens or mutagens at work. It will also work towards Council conclusions on ensuring health and
safety in the context of new forms of work.

Moreover, the Plenary meeting of the Senior Labour Inspectors Committee will be dedicated to early
awareness-raising on workplace health and safety among young people. A debate regarding the main
occupational health and safety issues in Europe will also be organised.

~ Promoting gender equality and economic independence of women and men

FOTO: SHUTTERSTOCK According to Article 3 of the Treaty
on the European Union, promoting
equality between women and men
is one of the fundamental principles

i of the Union. Similarly, Article 23 of
the Charter of Fundamental Rights
of the European Union requires
equality between women and men
to be ensured in all areas, including

employment and remuneration.

Another objective of the Romanian Presidency is therefore to provide equal opportunities for
women and men on the labour market, by reducing the pay gap between women and men and by
implementing measures to help workers maintain a balance between family and professional life. The
differences between the EU Member States in terms of women’s role and position in society need to be
reduced, by balancing women’s and men’s income in a manner that consolidates women’s economic
independence.

In terms of national public policies to ensure equal opportunities for women and men, including
reducing the pay gap, the Romanian Presidency’s goal is to encourage entrepreneurship among women
and promote actions that contribute to increasing women'’s presence in decision-making positions in
both public and private entities. In this regard, promoting gender equality is a key factor in promoting
balanced and inclusive growth, as encouraging women’s employment has a positive impact on labour
market efficiency.

In support of these objectives, the Romanian Presidency will take over the negotiations with the
European Parliament on work-life balance for parents and carers and will continue the discussions
on the proposal for a Directive on improving the gender balance among non-executive directors of
publicly listed companies.

Inthis context, the Romanian Presidency will organise a series of high-level events on equal opportunities
for men and women.
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~= Guaranteeing access to healthcare for all European citizens

Promoting universal access to treatment for
all those who need it, fighting antimicrobial
resistance, improving vaccination coverage,
reducing medication abuse and improving
the control of transmissible diseases are
among the objectives of the Romanian
Presidency. At the same time, patient
mobility will be a special topic of the
Romanian Presidency, and among other
things, an exchange of views will be held on
S the implementation of Directive 24/2011/
EU on the application of patients’ rights in cross-border healthcare.

The Romanian Presidency intends to organise debates on patient mobility and to encourage cooperation
between Member States in the treatment of patients under the age of 18 who suffer from rare diseases,
as well as in implementing Directive 24/2011/EU for these patients.

Continuing efforts to ensure patients’ access to medication is one of the most important aspects that
the Romanian Presidency will pursue. The Presidency aims to contribute significantly to identifying
methods to increase vaccination coverage, in the context of threats to public health, by facilitating the
exchange of best practices and expertise.

Antimicrobial resistance (AMR) and associated infections will also be important topics for the
Romanian Presidency. One of the main objectives will be to advance the discussions on the One Health
collaborative approach to risks to the health of humans, animals and ecosystems. The Presidency will
propose a set of Council conclusions on fighting AMR and hospital-acquired infections.

Moreover, the Romanian Presidency will continue the negotiations in the Council on the proposal for
a Regulation on coordination in health technology assessment. Particular attention will also be paid to
healthcare issues in the proposal for a Regulation on the European Social Fund (ESF+), successor to the
Health Programme of the European Union.

Healthcare digitisation (e-Health) will also be a topic of interest for the Romanian Presidency, and a
meeting of ministers and the e-Health Network will be organised.
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COMPETITIVENESS COUNCIL




Coordinated actions in several areas are required in order to drive competitiveness and economic
growth throughout the European Union.

A European priority is to ensure the full functionality of the European single market, with a focus on
eliminating barriers to cross-border movement of goods, labour, services and capital, but also on
combating unfair commercial practices.

At the same time, maintaining a strong industrial base is a prerequisite for the competitiveness of the
European economy, job creation and for ensuring that high added-value goods account for a significant
share of exports.

In a global context, the main challenge facing the single market is the need to adapt the EU’s economy
to the rapid technological progress. In this regard it is important to consolidate the scientific and
technological base of the European industry, thus stimulating its international competitiveness and
generating economic growth and jobs. The digitalisation of European industry is another priority theme
that will be promoted at EU level.

Space technologies, data and services play a key role in advancing Europe’s strategic interests and in
the daily lives of the European citizens. The European space industry is one of the most competitive.
The EU’s new Space Programme will help it maintain its position as a leader in the space industry and to
adapt to new needs and technologies while reinforcing Europe’s autonomous access to space.

While Europe is a world leader in science, it lags behind other highly industrialised countries when it
comes to innovation. The idea of a European Council for Innovation (EIC) is part of the EU’s efforts to
provide innovative enterprises with more opportunities and adequate tools to become internationally
successful. The Romanian Presidency aims to substantially advance the negotiations on Horizon
Europe, the research and innovation framework programme which is the most important European tool
dedicated to strengthening the EU’s potential for innovation and economic growth. Intensified efforts at
EU level are needed in order to develop an adequate framework to effectively stimulate research and
innovation throughout the European Union, facilitate better networking and cooperation between all
Member States and reduce the gaps in this field. This will generate a positive impact on the overall
objective to strengthen convergence and cohesion at European level.

Tourism is becoming increasingly important for development and economic growth. This sector should
therefore be more visible on the EU agenda. Particular attention should be paid to promoting measures
to better integrate this sector into a wide range of EU policies, sustainable and responsible tourism,
as well as high-quality services, which may translate into competitive advantages for companies, in
particular for SMEs, and, at the same time, into tangible benefits for the European consumers.
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~=Towards a more integrated, more equitable and more digitized Single Market tha

facilitates economic and social convergence in the European Union

The single market plays a decisive role in increasing competitiveness in the European Union, by
facilitating the free movement of goods, services, persons and capital. It is vitally important that the
EU removes the remaining barriers within the single market and provides a fair and competitive
framework for European consumers and companies.

After 25 years of the single market, and considering that its success depends not only on the regulatory
framework, but also on the degree of implementation and on the economic realities, the Romanian
Presidency will propose the adoption of a set of Council conclusions on the single market.

The Romanian Presidency will endeavour to advance and, wherever possible, finalise the legislative
initiatives on the single market. Thus, regarding the internal market for goods, the Presidency will aim
to complete the legislative file on compliance and enforcement of Union harmonisation legislation
on products. This file, together with the file on mutual recognition are of high importance for the
single market.

Moreover, the Romanian Presidency aims to advance the negotiations on the New Deal for Consumers
package and on supplementary protection certificates for medicines. The Romanian Presidency also
places importance on the legislative files on explosive precursors and motor vehicles.

The proposal for a Regulation on establishing the Single Market Programme is a particularly important
file within the 2021-2027 Multiannual Financial Framework and has an impact on the competitiveness
of the single market, SMEs and European industry. The Romanian Presidency intends to advance the
negotiations on this file as much as possible.

In a global context, the main challenge facing the single market is adapting the EU’s economy to rapid

technological changes.

Promoting a smart economy and enterprise
mobility by updating the European Union’s
company laws through the two directives
on the use of digital tools and processes
in company law, as well as cross-border
conversions, mergers and divisions, will
also be important files.

Increasing innovation and digitalisation in
the SME sector, promoting start-ups, scale-
ups and unicorn companies are aspects of

interest to the Romanian Presidency. The
Presidency will organise debates on the inclusion of these companies in the value chains, with a direct
impact on the competitiveness of European industry.
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The Romanian Presidency will organize debates
on the opportunity of revising and updating
the Small Business Act for Europe, in order
to adapt it to the digital era. The debates will
take place via the European network of SME
representatives (Network of SME Envoys).
The Presidency aims that aspects related to
entrepreneurship and SMEs’ competitiveness
_ are discussed at ministerial level, in the context
i LIRS of the debates on EU’s industrial policy.

The Romanian Presidency will support the promotion of fairness and transparency in online
intermediation services, aiming to conclude the negotiations on the proposal for a Regulation on online
platforms (Platforms-to-Business Regulation). The Presidency will make efforts to identify reasonable
compromise solutions that will allow for increased transparency and combat unfair practices, while
respecting the freedom-of-contract principle, without hindering innovation.

At the same time, the Presidency will continue reforms in the field of copyright, contributing to the
modernisation of the European legal framework, adapting it to digital progress and, implicitly, driving
forward the competitiveness of the EU economy. In this context, the aim will be to ensure a fair balance
between the interests of consumers, who need access to high-quality online content, service providers,
as contributors to the EU’s economic growth and, last but not least, right holders who need adequate
remuneration for their works.

~=Ensuring a long-term vision on the European Union’s industrial policy

It is important that the EU maintains a strong industrial base in order to ensure the competitiveness
of the European economy and job creation, and to ensure that high added-value products account
for a significant share of exports. The European industry needs a long-term vision for the period until
at least 2030, considering the diversity of the current industrial base, and taking advantage of the
opportunities given by digitalisation, innovation, decarbonation and the circular economy, all of which
are critical areas for the future of the industry. The digitalisation of European industry must become a
priority for the Union.

The Romanian Presidency will promote Council conclusions aimed at encouraging a long-term vision
for the EU’s industrial policy. The Romanian Presidency will approach industry, focusing on artificial
intelligence and digital transformation, and continue the existing cycle of debates on artificial
intelligence. Moreover, the Presidency will organise debates on the defence industry and other
industrial and creative sectors.

The Romanian Presidency will continue to promote the systematic integration of industrial
competitiveness into all policy areas of the Union, an aspect of major importance in maintaining the
EU’s global competitiveness.
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Adapting industrial systems to digitalisation is a challenge that can be turned into an opportunity to
increase Europe’s industrial competitiveness for the next decade.

Digital transformation and artificial intelligence are the main factors that will define 2030’s industrial
policies, for which we will need to develop adequate capabilities. In this context, we will encourage
debates on the opportunities and challenges of artificial intelligence on the one hand and, on the
other hand, on the development of digital skills and digital literacy, with a view to reducing digital
gaps and increasing social and economic inclusion, as well as increasing investments in education and
performance in STEM (science, technology, engineering and maths).

Moreover, the Romanian Presidency intends to organise debates on certain aspects that might
contribute to the development of an adequate ethical and legal framework for artificial intelligence,
which would enable citizens and enterprises to trust the technology they interact with, understand
how it works, benefit from a predictable regulatory environment and enable effective measures to be
taken to protect their fundamental rights and freedoms.

Considering the dynamics of the automotive sector in the context of digitalisation and of environmental
and mobility policies, the Presidency will promote an open and focused dialogue on the future of the
automotive industry.

Moreover, the Presidency will organise debates on the defence industry as well as on other industrial and
creative sectors. The Romanian Presidency intends to advance negotiations on the proposal for a Regulation
on the European Defence Fund, which is a particularly important file within the Multiannual Financial
Framework 2021-2027, for the development of the technological and industrial base of European defence.

~—=Supporting excellence in research and innovation throughout Europe and increasing

competitiveness through adequate measures and tools at European and regional levels

One of the major objectives of the Presidency in the field of research and innovation is to promote
European solutions aimed at reducing research and innovation performance gaps between EU Member
States, through fair measures and adequate tools, in order to strengthen the European Research Area.
1 One way to achieve this objective is to

promote the expansion of participation
and sharing of scientific excellence
within the Horizon Europe Programme
of the European Union in order to
build a critical mass of researchers and
ensure an adequate level of research,
development and innovation activities
in all Member States.

The success of the Framework Programme is not only conditional on the involvement of a high-
level scientific community, but also on the existence of state-of-the-art research infrastructures and
accessible, compatible and flexible funding programmes and rules, using synergies to enable the
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participation of all performant private and public researchers and to strengthen networking among
researchers from various countries.

While remaining true to the principle of excellence, it is important to identify those measures and tools
which may help to reduce the research and innovation disparities at European level. The Romanian
Presidency will endeavour to advance the negotiations on the Horizon Europe file, with the aim of
facilitating a fair, accessible, transparent and efficient post-2020 framework for research and innovation
in the entire European area, limiting the types of implementation instruments and simplifying access for
participants in the Horizon Europe Programme. The Presidency’s objective is to advance negotiations
on this file and make substantial progress.

Moreover, supporting European policies and initiatives at various stages of implementation in the
field of research, innovation and space, such as missions and partnerships, the European Open
Science Cloud (EOSC), the European Innovation Council (EIC) and the European Space Programme
will be among the Presidency’s priorities.

In launching the new Horizon Europe Framework Programme, the EU aims to introduce a new vision
into its research and innovation policies by launching missions to deal with a series of global challenges.
The goal of these missions is to bring research and innovation policies closer to the citizens, an objective
that is also pursued by the Romanian Presidency. Moreover, European research partnerships are
undergoing a reform in order to limit the number of implementation instruments and simplify access
for participants in the Horizon Europe Programme. The Romanian Presidency will support the progress
in implementing the EOSC.

At the same time, the Romanian Presidency, through the EIC, will support the aim to incentivise
market-creating innovation that provides added value in the EU, with a focus on expanding innovation
at European and international level.

The EU’s position as a leader in the space industry will also be supported by its new space programme,
which will help it to adapt to new needs and technologies while reinforcing Europe’s autonomous access
to space. The Presidency intends to advance the negotiations on the proposal for a Regulation on the
EU Space Programme as part of the package of sectoral proposals under the 2021-2027 Multiannual
Financial Framework.

Another major objective for the Romanian Presidency is the development of a European Strategic
Framework for cooperation in research and innovation in the Black Sea region. Given the strategic
importance of the Black Sea for the entire European Union, a detailed understanding of the interactions
between the Black Sea and the rivers which flow into it is of crucial importance for the scientific
substantiation of integrated management plans. Research, innovation and education are the most
important tools to maximise the potential provided by the Black Sea region for blue growth, through
living resources, tourism, culture, transport renewables or hydrocarbons.

In this regard, the Presidency will aim to promote a Strategic Agenda for research and innovation in the
Black Sea region, which will be a strategic document defining regional, national and European priorities.
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Connectivity is a fundamental element for the integration of European markets and in facilitating the
fundamental freedoms of the European Union. Guaranteeing the efficient functioning of the European
Union and achieving its economic, social and security objectives depend on ensuring an adequate
level of single market interconnectivity, a priority justified by European developments, in particular
in the energy, transport and telecommunications sectors. By focusing on the development of smart,
sustainable and fully interconnected networks, the European Union can achieve the single market goals
in a truly efficient and sustainable manner.

Increasing mobility is supported by good connectivity that, alongside infrastructure, depends to a great
extent on the modernisation and diversification of transport services or the use of innovative means
of transport or traffic management systems. At the same time, the European-level measures should
ultimately lead to more effective functioning of the single market, through the identification of fair and
balanced solutions that take into account the particularities of all Member States.

Bearing in mind that Romania’s mandate as the Presidency of the Council of the EU partially overlaps
with its term exercising the Presidency of the EU Strategy for the Danube Region, Romania proposes
as one of the priority themes to incentivise connectivity and mobility in the Danube region, by working
towards convergent policies and strategic projects for transport and digitalisation. To that end, it is
necessary to continue the discussions with the states of the region in order to ensure and maintain the
navigability on the Danube River and its navigable tributaries.

At the same time, in order for Europe to be stronger and more competitive worldwide, it is crucial that its
economies reach a high level of digital development, competitiveness and innovation, the more so since
digital technologies are transforming all aspects of economic and social life. Digitalisation is an efficient
tool in support of the cohesion objective. Digitalisation does not only mean investments in advanced
technologies, but also allowing every European citizen’s access to digital skills and new technologies so
as to improve their quality of life, work, professional performance, health and interaction with public
authorities. To achieve their goal, more efforts are required to reduce as much as possible the digital
gap between various regions, categories of citizens or economic sectors, so as to ensure that the
benefits are spread throughout the Union, both in the use of technology and in social development.

At the same time, improving connectivity and energy security through infrastructure development is
an essential means for consolidating Europe’s energy system. The future of the Energy Union rests
with a governance system that supports and implements innovative solutions, based on energy
efficiency measures, with a view to transitioning to clean energy and for the benefit of the European
consumer. We aim for a European energy market that provides more security to Member States, trust
in the reliability of market signals on long-term energy needs to investors, and safe, sustainable and
affordable energy to consumers. Last but not least, energy storage solutions (whether for electricity or
natural gas) are the optimal method to strike a balance between economic benefits and the strategic
objectives of the energy system of the future.
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~=Sustainable mobility as a driver for economic growth and competitiveness

TSR One of the objectives of
the Romanian Presidency
is to ensure a more
competitive and safer
mobility, with an impact
on the functioning of the
single market and to the
benefit of the citizens. To
achieve the Presidency’s
objective of a Europe of
convergence, Romania
aims to contribute to
improving the functioning

of the EU single market. In
this context, an essential part is played by the development of a modern, multimodal, interoperable and
efficient trans-European transport network that will further strengthen cohesion, improve accessibility
and provide connectivity both within the Union and with neighbouring regions, while stimulating
investments for economic growth. Achieving this objective will contribute to bridging the development
gaps between regions and between Member States, to job creation in the European Union and to
ensuring the transition to low emissions mobility.

The priority for the Romanian Presidency will be to continue negotiating the three mobility packages,
aiming at achieving a balanced compromise for the proposals on land and maritime transport and
infrastructure. At the same time, the Presidency aims to advance negotiations on the Connecting
Europe Facility (CEF 2.0), with the aim of funding infrastructure and related projects under CEF to
support the objectives of developing the TEN-T networks.

In the land transport sector, the Romanian Presidency will continue the negotiations on Mobility
Package |, aiming to identify optimal solutions to ensure a more efficient functioning of the single
market, more competitive and safer mobility and an adequate balance between improving working
conditions, reducing administrative burden and enforcement of regulations. Thus, the Presidency will
aim to achieve a compromise on the files on access to the occupation of road transport operator and
access to the road transport market, posting of drivers, social legislation and leased vehicles.

At the same time, the Romanian Presidency will make efforts to advance the negotiations on the
proposal concerning railway passengers’ rights.

The Presidency will pay a special attention to initiatives that improve road safety, aiming to advance the
negotiations on the road infrastructure safety management file.

The revision of the Combined Transport Directive for the development of intermodal freight transport
infrastructure is a good opportunity to define support measures for this type of transport. The measures
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should ensure efficient use of existing freight transport infrastructure, by attracting the flow of goods
from road to railway and inland waterways transport, thus generating economic growth and low
environmental impact and eliminating road traffic jams. The Romanian Presidency will aim to advance
the negotiations on this file, as well as the file on procurement of non-polluting vehicles.

In the maritime transport sector, the Romanian Presidency will aim at starting negotiations with the
European Parliament on the legislative initiative regarding the training of sailors and the certification
recognition system. With regard to the Council Recommendation on small passenger ships, the
Presidency aims to restart the discussions, with a view to adopting this file.

An important objective of the Presidency is to make real progress in achieving the objectives for
completing the TEN-T network that will ultimately contribute to increasing the European Union’s
cohesion and competitiveness in terms of sustainable mobility and interconnectivity.

The Romanian Presidency pays special attention to streamlining the project authorisation process and,
as a result, to accelerating the implementation of TEN-T priority projects. For this reason, it will aim at
advancing the negotiations on the proposal for a ‘Smart TEN-T’ Regulation.

In the new age of mobility and digital, where the EU aims at becoming a world leader in digitalisation,
the development of a Single European Transport Area requires creating synergies between the
objectives of the transport, energy and telecommunication strategies. Thus, standards and trends in
the development of transport infrastructure and services in terms of multi-modality, digitalisation and
innovation must be considered in the development of the EU-wide transport network. The Romanian
Presidency will therefore aim at starting negotiations with the European Parliament on the legislative
initiative establishing a single reporting interface at European level (European Maritime Single Window)
and will also aim at advancing discussions on the file regarding the use of electronic information in
freight transport.

In aviation, the international dimension will take priority. The Romanian Presidency will facilitate
discussions on the negotiation, signing and entry into force of air transport agreements between the
EU and third countries.

~=A borderless and continuously transforming Digital Europe

The Romanian Presidency will place a special emphasis on all matters concerning digitalisation,
throughout the EU’s society and in all economic sectors. Europe has a huge potential in relation to the
development of the digital economy, artificial intelligence, block chain, high performance computing,
the internet of things (loT), 5G and strengthening cybersecurity.

The Presidency’s objective is to contribute to maximising the use of this potential, so that Europe can
become a world leader and European enterprises acquire a global dimension. Moreover, it is equally
important to ensure and increase citizens’ trust in the online environment, by prioritising e-skills, digital
education and cybersecurity matters on the European agenda.

Thus, the Presidency will have an ambitious, creative and future-oriented approach. It will make
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efforts to advance and, where feasible, complete negotiations on current legislative files, such as
re-use of public sector information, Digital Europe Programme, CEF-Telecom, privacy of electronic
communications (ePrivacy), creating the European Cybersecurity Industrial, Technology and Research
Competence Centre and the network of coordinated national centres.

FOTO: SHUTTERSTOCK In the continuously and rapidly changing
B digital ecosystem, it is essential that Europe’s
strategies, policies and regulatory framework
be connected to the technological realities of
the market. In this context, the Presidency will
start discussions on strategic and economic
priorities, objectives and topics from the
perspective of the future of the post-2020
Digital Single Market European Strategy for
Europe. These debates will be particularly

important, especially considering the rapid
worldwide development of new technologies, 5G and data economics, but also against the background
of the challenges related to complexity, cyber-attacks, access to and responsibility for data, lack of
digital skills and digital gaps. The Romanian Presidency will support the reduction of the digital gap and
the development of e-skills in order to achieve a real European digital economy and society.

Given Europe’s huge potential in terms of tech experts, intelligence and innovation capabilities, another
important priority for the Romanian Presidency is to promote the participation of women in the tech
sector -“"Women in tech — towards a cultural change’-, by promoting new professional development
opportunities for girls and women.

~=Towards a genuine Energy Union

The Romanian Presidency will continue the EU’s efforts to implement the Energy Union initiatives,
focusing on three topics of interest, namely to continue the implementation of the Energy Union
(legislative dimension), to support the development of the future European energy system (power
infrastructure, storage and technologies) and to contribute to strengthening nuclear security.

From the legislative perspective, the Presidency will aim to conclude the files concerning the reform of
the electricity market part of the Clean Energy package, including by formalising political agreements.
Last but not least, the Presidency aims to achieve progress on the regulation on tyres’ labelling file.

Constructive efforts will be made in the negotiations on the Natural Gas Directive, with a view to
consolidating a comprehensive, coherent and transparent regulatory framework that equally reflects
the political will of the co-legislators.

Moreover, the Romanian Presidency will aim to achieve progress in the inter-institutional negotiations on
the Connecting Europe Facility, the file being dealt in close cooperation with Transport and Telecom sectors.
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Outlining the future of the FOTO: SHUTTERSTOCK
European energy system, another
thematic priority of the Romanian
Presidency will aim to ensure
energy transition and achieve post-
2020 energy and climate change
goals. Considering that the Clean
Energy package is deemed to be
the most advanced regulatory
framework for energy transition, a
special attention needs to be paid
to Europe’s energy infrastructure,

energy storage solutions and

innovative technologies that should be developed to support the transition. The Presidency will work
towards Council Conclusions on the vision of a future European energy system that contributes to the
achievement of energy transition and energy security objectives.

Additionally, the Romanian Presidency will take forward the policy debates on the Strategic Long-Term
Vision for a Climate Neutral Economy.

Implementing the highest standards of nuclear security for the protection of workers, public and the
environment remains one of the priorities of the Romanian Presidency.

In the constantly changing current global context, the Presidency will work towards Council Conclusions
on strengthening nuclear security through enhanced physical protection.

At the same time, it is important to prepare the discussions that will take place in the 2021 meeting of
the contracting parties to the Conference on Physical Protection of Nuclear Facilities of 2021.
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The Common Agricultural Policy contributes and will continue to contribute to increasing the cohesion
of rural areas and to preserving European agriculture’s vitality and competitiveness. Guaranteeing
food security and safety for European citizens at reasonable prices and higher quality are valid political
objectives, present on the European agenda, but also with a real impact on the global agenda in the
field.

Reforming this policy for the post-2020 period will intensify the process of modernisation and
simplification of the agriculture acquis, taking into account the need to adapt to future social, economic
and environmental requirements. The future Common Agricultural Policy should protect the European
agriculture model that is based on the principles of food sovereignty, sustainability and capacity to
respond to the real needs of European citizens, be they farmers or consumers. The European farming
sector should continue to remain viable and competitive, capable of supplying the citizens with quality
foods at reasonable prices. Bureaucracy should be reduced for European farmers. Also, the competitive
disadvantages faced by European farmers on international markets should be removed.

At the same time, the regulation of unfair trading practices in agri-food markets is a step towards
fairness and fair competition, which aims at strengthening the farmers’ position in the agri-food supply
chain.

Measures to protect plants and plant products contribute to preserving farming competitiveness.

The single strategy on monitoring and protecting animal health at EU borders is a tool designed to
guarantee the competitiveness of the agri-food sector, taking into account that certain serious viral
animal diseases are present in the vicinity. In the current critical context of climate change and incidence
of animal disease in Europe and its neighbouring areas, biosecurity should remain among the main
topics on the agenda of chiefs of European veterinary agencies.

Regarding the Common Fisheries Policy, efforts should be focused towards finalising the multiannual
management plans and achieving progress on the future European Maritime and Fisheries Fund and
the Control Regulation.

Progress in implementing the EU Forest Strategy must be identified, taking into account the need to
ensure trans-sectoral synergy after 2020.
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~—Agriculture

Managing the negotiation of the legislative package related to the reform of the Common
Agricultural Policy (CAP), in the context of the new Multiannual Financial Framework 2021-2027,
is the main priority for the Romanian Presidency in the field of agriculture. The Presidency will
continue the discussion on the modernisation and simplification of the CAP, ensuring that, through
the reform process, the provisions of the Treaty on the Functioning of the European Union are
followed. Given the major role that the CAP plays in increasing the single market’s cohesion and
competitiveness, the modernisation and simplification will increase the efficiency of interventions
under this policy, provide for
a fair standard of living for
the farming population in the
future, guarantee food security,
ensure reasonable food prices
for all citizens and increase the
productivity and competitiveness
of European agriculture, taking
into account the special nature
of farming that results from the
social structure of agriculture
activity and the structural and
natural differences between

FOT@ SHUTTERSTOCK

various regions.

Taking into account the objective of adopting an agriculture policy better adapted to future
challenges and demands that adequately meets Member States’ needs and specifications,
continuing preparations for the next programming period is one of the major objectives of the
Presidency. In full correlation and complementarity with the negotiations on the Multiannual
Financial Framework 2021-2027, the Romanian Presidency will aim to advance discussions and
facilitate consensus on the key elements of the future CAP, with a view to achieving a partial
general approach on the legislative proposals comprised in the CAP reform package.

Bio-economy, innovation and agricultural research will be among the topics for debate in the
Council of the European Union in the first half of 2019.

The Romanian Presidency envisages to continue discussions aimed at identifying measures to
encourage the production of protein plant with the objective of ensuring EU’s independence in
this sector.

The proposal for a Directive on Unfair Trading Practices is an important step forward, intended to
consolidate farmers’ position in the agri-food supply chain. The Romanian Presidency will pursue
the final procedural steps to adopt this proposal.

Another file of interest for the European agri-foods sector is the proposal to repeal the Regulation
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on the definition, description, presentation, labelling and the protection of geographical
indications of spirit drinks. The Romanian Presidency will aim at finalising the negotiations and
adopt the proposal.

In the field of plant health, the Romanian Presidency will deploy all efforts to contribute to raising
public awareness on this goal. The Presidency will promote the development of plant health
infrastructure in Member States, in the context of the implementation of the new plant health
regulations (plant health and official checks) and of the public information programmes on the
upcoming events of 2020 (International Year of Plant Health).

The single strategy on monitoring and protecting animal health on EU borders is a priority topic
for the Romanian Presidency, considering that serious viral animal diseases are present in the
vicinity of the EU. Prevention is the key element that contributes to maintaining the EU’s territory
free of animal diseases, thus protecting the functioning and development of livestock farming,
which contributes significantly to the economic growth of Member States and the European Union
as a whole.

Implementing measures to control, monitor and eradicate major animal diseases have a
considerable social and economic impact. For this reason, a single strategy applied uniformly by all
the Member States would strengthen EU’s prevention capacity. Biosecurity is the most important
tool for preventing the contact of pathogens with exposed animals. The Romanian Presidency
will aim to reach an agreement on the technical elements deemed essential in the EU and on
harmonised biosecurity measures. The Recommendations of the Working Party of Chief Veterinary
Officers may form the starting point for the future development of specific regulations in the
area. Another important topic that the Presidency wants to address concerns the progress made
in implementing the European Union’s Action Plan against Antimicrobial Resistance in the field of
veterinary medicine, the ‘One Health Approach’.

The transparency of the EU system for assessing food chain risks, the decision-making process,
effective and consistent communication, and bringing these processes closer to citizens are topics
that will be addressed with particular attention by the Romanian Presidency.

~=Fisheries

Regarding the Common Fisheries Policy, the Romanian Presidency will continue work on the
multiannual management plans, with the purpose of making progress in debates and achieving a
political agreement with the European Parliament.

The Presidency will deploy all efforts to advance the discussions on the proposal for a Regulation to
amend the Control Regulation and the future Regulation on the European Maritime and Fisheries
Fund post-2020.

The external dimension of the Common Fisheries Policy remains an important priority of the
Romanian Presidency programme.

——— romania2019.eu 53



~=Forestry

Adapting the forestry sector to climate and society changes and stopping land degradation

The European agenda
places a special emphasis
on adaptation to climate
changes and sustainable
management of forests,
in the context of the 2030
Agenda and the Forest
Europe process, as well as
on promoting a new forestry
strategy for the European
Union after 2020.

The focal point of the
Romanian Presidency in the

field of forestry policy is the
preparation of EU’s and Member States’ participation in the UN Forum on forests and the review
of the progress made in implementing the EU Forestry Strategy, with a view to ensuring a trans-
sectoral synergy after 2020 and continuing the discussions on entering a binding agreement on
forests in Europe, considering the outcomes of the Round Table of 2018. Other relevant topics
include revising EU activities to stop deforestation and the Forest Law Enforcement, Governance
and Trade Action Plan/FLEGT.
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The European Union’s environmental policy has become more comprehensive and streamlined into
other policies of the European Union. Reducing the gaps against the European Union average in what
regards the transition to a circular economy, including in the area of investments made available under
the Cohesion Policy for the waste sector, is a central aspect of citizens’ needs and expectations.

The EU has become a global promoter of sustainable development, aiming at creating a symbiosis
between sustainable development principles, competitiveness and social cohesion. The goal is to
implement sustainable development principles through a global and cross-sectoral approach meant to
tackle economic, social and environmental challenges in an integrated manner.

Moreover, Member States’ efforts are channelled towards consolidating EU’s leadership role in
achieving the long term goals of the Paris Agreement, ensuring the transition to a low-carbon economy
and continuing the integration of actions to fight climate change across sectors in EU’s major policies.
Attention will also be given to ensuring the quality of drinking water, efficient use of water resources
and prompting and promoting biodiversity.

The environmental and climate change policies shape Europe’s future and the new development
trends. The transition to a circular economy and to low carbon emissions development will contribute
to improving European citizens’ quality of life.
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~Implementing the Paris Agreement — a pathway to economic growth with low carbon
emissions

The Romanian Presidency will continue to advance the EU

agenda on climate change, in order to contribute to the
implementation of the Paris Agreement. Efforts will be directed
towards a sustained and coherent dialogue aimed at outlining
a shared EU vision on a long-term strategy to encourage
climate change actions and a sustainable transformation of the

economy.
: ,\ Regarding the legislative files, the Presidency aims to finalize
iy - . A
r'm M the negotiations on the proposal to establish CO, emission
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standards for new heavy-duty vehicles, a proposal meant to
support Member States in reducing road transport emissions. Additionally, the Romanian Presidency
will deploy the necessary efforts to advance as much as possible the negotiations on the legislative
proposal on monitoring maritime sector CO, emissions.

The Presidency will coordinate the active participation of the EU and Member States in the international
negotiation session in Bonn (17-27 June 2019).

~=Sustainable Development —implementing the 2030 Agenda for sustainable developmen
and strengthening the environmental dimension of sustainable development

Sustainable development and the
economic, social and environmental pillars
are the new framework for global, national,
regional and local development, and their
promotion is an overarching objective for
the EU and Member States.

The Presidency will coordinate the active
participation of the EU and Member States
in the fourth meeting of UNEA that will take
place in Nairobi, during 11 - 15 March 2019,
on the theme of ‘Innovative solutions for
environmental challenges and sustainable

consumption and production’.

A sustainable management of chemicals is particularly important in order to ensure a clean and healthy
environment. Alongside the other Member States, the Romanian Presidency will have the opportunity
to promote EU’s vision on this matter, as well as on the chemicals / waste interface at the triple COP
meeting of relevant Conventions (Basel / Rotterdam / Stockholm) that will take place in Geneva on
29 April - 10 May 2019.
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The Presidency will coordinate the EU and Member States’ representation in the 17* session of the
Committee for the Review of the Implementation of the Convention to Combat Desertification (CRIC),
which will take place in the Cooperative Republic of Guyana in January 2019. The Romanian Presidency
will also start to prepare the EU position for its participation at the 14" Conference of the Parties to the
Convention to Combat Desertification.

~=Biodiversity — post-2020 challenges and opportunities in the EU and international contex

The Romanian Presidency will promote the benefits of biodiversity at European and international level.

Providing adequate funding for measures to protect biodiversity is a key element in achieving EU’s
targets and the relevant targets of the Convention on Biological Diversity (CBD) and the 2030 Agenda.
Considering the importance of the programmes to support biodiversity and climate change, another
important item on the Presidency’s agenda will be to considerably advance the negotiations on the
LIFE Programme, in the context of the Multiannual Financial Framework.

Based on the outcomes of the COP 14 meeting of CBD, the Presidency intends to organise a debate at
ministerial level on consolidating the biodiversity action plan beyond 2020.

Aconference on large carnivores will be held in Bucharest, toemphasise theimportance of representative
species on our territory and their conservation needs.

The Presidency will coordinate the active participation of the EU and Member States to the important
international meetings that will be held in the first half of 2019, including the 18™ Conference of the
Parties to CITES (Sri Lanka, 23 May — 3 June2019) and the 7" Plenary Session of the Intergovernmental
Science-Policy Platform on Biodiversity and Ecosystem Services (France, 29 April — 4 May 2019).

~—= Water management

The Romanian Presidency will focus on advancing the negotiations on the legislative files concerning
the re-use of water and the quality of drinking water. Efficiency in the re-use of water and high quality
in drinking water will contribute to the European Union achieving the specific sustainable development
objectives under the 2030 Agenda.

Implementing the Marine Environment
Strategy and the measures to protect and
preserve biodiversity are essential for
achieving a good environmental status
in Europe’s marine regions by 2020. One
of the most serious threats to water and
marine environment quality, namely the
pollution with plastics and micro plastics,
will be a topic for debate in the informal
GOBLIMMENIEEEY  Fnvironment Council.
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Education, culture, youth and sport policies take a central place on the European agenda, having both
a high social relevance and a significant economic dimension.

Strengthening European policies in these areas contributes to the EU’s economic and social development,
conveys a consistent message about European identity and supports the objective of building a more
transparent and citizen-centred Union.

Although the areas of education culture, youth and sport are in the competences of the Member States,
the progressive transformation of intergovernmental initiatives into EU actions and the success they have
had over time further underline the importance of the added value of these initiatives at European level.

Education and culture are key to Europe’s future, both from the individual perspective of the European
citizen who should enjoy the opportunity to study in any EU Member State and to have full access to
Europe’s rich cultural heritage, and from the perspective of consolidating the European project, for a
stronger and more cohesive Union, based on shared values.

Developing the feeling of belonging to Europe involves understanding and promoting European values
in formal, non-formal, and informal education contexts. The role of education, culture and youth-
centred policies is thus a determining factor in promoting shared European values and ideals, as well
as in creating a European identity.

The initiative to establish the European Education Area by 2025 — which Romania supports — is
defining for the future of the European Union, and aims to identify suitable solutions for the numerous
challenges confronting the EU today. By creating a pole of educational excellence and mobility, the
European Education Area will support all European education and training systems, making them more
competitive and attractive for students and teachers from around the world.
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~— FEducation that connects

The central theme of the programme of
the Romanian Presidency is Connecting
Education’, pursuing three major dimensions:
mobility, inclusion and excellence.

The Romanian Presidency will aim at
strengthening the European identity
through education and culture, and
at advancing high-quality, inclusive
education, paying special attention to
key-skills learning, acquired in a lifelong

learning process.

Learning mobility is one of the most important tools that contributes to the development of professional
competences and skills, as well as to increasing employment opportunities. The Presidency will continue
discussions on the proposal for a Regulation on the Erasmus+ Programme, with a view to agreeing a
programme that favours inclusion and that will contribute to increasing the mobility of pupils, student,
teachers and administrative staff, as well as to promoting European values through education. A special
attention will be given to establishing and developing European universities’ networks and centres of
excellence in vocational and technical education.

At the same time, one of the files that will be subject to debate concerns the proposal for a Council
Recommendation on high-quality early childhood education and care systems, with the objective
of its adoption, emphasising the importance of early education and care services for strengthening
inclusion and cohesion, as well as the European dimension and the integration of families and children
from third countries. Through this Recommendation, Member States will be supported in their efforts
to improve the accessibility and quality of the early education and care systems.

Moreover, the Romanian Presidency will focus on promoting training, multilingual and cultural
awareness.

Regarding the contribution of education to the European Union’s cohesion and competitiveness,
the Romanian Presidency will act to reach a consensus of the ministers of education on the Council
Recommendation on a comprehensive approach to language teaching and learning. Foreign-language
learning may be stimulated by the use of digital tools, aiming to increase pupils’, students’ and staff
mobility and developing an inclusive cultural environment.

Learning foreign languages can contribute to: increasing employability, social inclusion, active citizenship
and personal fulfilment. All Member States recognised the need to consolidate multilingualism and
develop language skills in the Union.
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~= Facilitating young people’s access to EU Single Market opportunities

The Romanian Presidency will aim at contributing to increasing the quality of the dialogue between
public authorities and the young, at all levels (local, regional, national and European), by promoting the
active participation of the young, including those from disadvantaged areas, in the European Union’s
actions. This, in fact, is a significant parameter in the activity of the current Trio, with Finland and Croatia
lined up to continue the debates on improving youth inclusion and the structured dialogue process.
On the brink of the European elections of May 2019, young people’s involvement in community life
FOTO: SHUTTERSTOCK is an important dimension of
the Romanian Presidency to the
European Union Council. Against
the backdrop generated by Brexit,
rising Euro-scepticism and the
migration crisis, the Presidency’s
objective is to bring young
people closer to the European
project, by developing skills and
promoting active participation
and volunteering. In this context,
the Romanian Presidency aims to
advance as much as possible the
interinstitutional negotiations on
the proposal for a Regulation on
the European Solidarity Corps.

The Romanian Presidency aims to promote, as a main topic in the field of youth, the increase of the
adaptability of young people to challenges faced in finding a job.

Youth will also be a significant priority for the Romanian Presidency in the field of culture. In connection
with the opportunities brought about by digital development, we will highlight the importance of
ensuring young generations’ access to culture, with a view to developing creative, intercultural and
communication skills, which are vital for meeting the challenges of a continuously changing world. For
this purpose, the Presidency aims to propose Council conclusions that will foster measures supporting
creativity and entrepreneurship. In the context of social developments, marked by an extensive process
of transformation and reassertion of the system of values, it is necessary to consolidate the feeling of
belonging to a European cultural community. This can be achieved by promoting and supporting an
increased involvement in the community and wider access to culture and cultural heritage. The young
people play a critical role in promoting these values — intercultural dialogue, solidarity, volunteering,
equal opportunities and active citizenship — and in promoting a unified message on European identity,
based on their creative potential and high level of interest in new information and communication
technologies.
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~—=Making the best use of European heritage and developing cultural and creative sectors

At the same time, considering that our shared cultural [FEEEGURESIES
features give us the feeling that we belong to a
common space, we will approach the theme of cultural
heritage by making use of the legacy and momentum
generated by the European Year of Cultural Heritage
2018, by organising debates and events.

Heritage plays a fundamental role in increasing
a region’s attractiveness, representing a shared
European resource of which all European citizens
should be aware.

The Romanian Presidency will emphasise the
importance of preserving cultural heritage by
ensuring high quality standards in conservation and
interventions. In the context, it is useful to identify
best practice, but also unsuccessful interventions
that highlight a worrying decrease in the quality of
restoration work, detrimental to authenticity.

Maximizing the European cultural and creative
potential for the benefit of all European citizens will
be an important issue for the Presidency, which will
emphasise the importance of developing the cultural
and creative sectors. They contribute decisively to the
social development and economic growth by, among
other things, developing a highly qualified workforce.

The Romanian Presidency aims to continue the
negotiations on the proposal for a Regulation
establishing the Creative Europe Programme (2021
— 2027), for the purpose of supporting the cultural

and creative sectors, with the objective of facilitating
substantial progress in this dossier, to ensure the predictability and continuity of projects for the benefit
of all parties involved. Aspects concerning the implementation of the programme will be discussed in
the meetings of the network of Creative Europe Desks that will be held during the Romanian Presidency.

Moreover, in order to support the European film industry and its cultural diversity, the Romanian
Presidency aims at contributing to the promotion of European film works, with a focus on co-
productions, via Conclusions on improving the cross-border circulation of audio-visual creations and
co-productions.
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The field of music will also be promoted during the Romanian Presidency, in the context of the changes
generated by digital developments.

Considering the current challenges that the media and audio-visual industries are confronted with,
fighting disinformation through media literacy and quality journalism is a stringent necessity. In order
to reinforce trust in the digital media, the Romanian Presidency will facilitate debates on this issue,
inviting Member States to share national best practices and solutions and to contribute to concrete
European initiatives and actions.

~=Facilitating access to sport for all European citizens

The Romanian Presidency will focus on facilitating access to organised sports for persons with fewer
opportunities, and intends to put forward Council Conclusions on access to organised sport for people
with disabilities.

The Presidency will act to foster performance in sports, emphasizing the positive perspective of the
sports club — a space where community members meet, interpersonal relationships are established or
developed, and athletes who provide exemplary role models are trained.

In legislative terms, the Romanian Presidency is prepared to make significant progress regarding the
regulation for establishing the Erasmus programme, including the sports chapter.

At the same time, debates will be organised on sports’ development in the digital age, with the aim
of increasing the awareness level of sport organizations on the economic opportunities offered by the
Digital Single Market.

In order to promote a clean sport, the Romanian Presidency of the EU Council will facilitate the
formulation of the common position of the Member States and of the European Union on the
review of the World Anti-Doping Code and International Standards that accompany it. Also, in the
anti-doping field, under the Romanian Presidency the review process of the Council Resolution
on the representation and coordination of EU Member States in WADA Foundation Board’s
meetings will continue.
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2. Priority Dossiers under the Romanian EU Council Presidency
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Priority dossiers under the Romanian
EU Council Presidency

Introduction’

Romania will hold the EU Council Presidency from January to July 2019. Its Presidency comes at the
end of the European Parliament’s current legislative term, with European elections taking place on
23-26 May 2019. This is the first time that Romania holds the EU Council Presidency since joining the
European Union on 1 January 2007.

Romania has a bicameral legislature. The Parliament consists of the Senate (the upper house) having
137 seats and the Chamber of Deputies (the lower house) with 332 seats. The members of both
houses are elected by direct, popular vote on the basis of proportional representation to serve four-
year terms. The executive branch of the Government is directly or indirectly dependent on the
support of the parliament, often expressed through a vote of confidence.

The Social Democratic Party (PSD) heads the current governmental alliance with the centre-right
Liberal-Democrat Alliance (ALDE). Romania is a semi-presidential republic, with Klaus lohannis as
President in office since November 2014, and the current Prime Minister, Viorica Dancila (PSD), in
office since January 2018.

PART A: POLITICAL PRIORITIES OF THE ROMANIAN
PRESIDENCY

This note looks at the Romanian Presidency priorities, with those dossiers which figure in the Joint
Declaration agreed by the three institutions as priorities up to May 2019 marked with an asterisk (¥).

Romania will focus on the over-arching principle of cohesion as a common European value, and as
an expression of the unity between EU Member States and regions. To this end, it has announced
that its Presidency programme will focus on four main pillars:

# ensuring fair and sustainable development through an increased level of convergence,
cohesion, innovation, digitalisation and connectivity;

# maintaining a safe Europe;

# strengthening the EU’s global role; and

# aEurope of shared values.

On the first pillar, there is consensus at the EU level that strengthened convergence between the
Member States would allow better functioning of the European Single Market and a strengthening
of the EU’s competitiveness. To this end, ongoing work by Parliament and Council on the

' This document was originally prepared in preparation for the Conference of Presidents’ visit to Bucharest

in November 2018.

Published by EPRS | European Parliamentary Research Service

Author: Lucienne Attard
Interinstitutional Relations Unit, Directorate-General for the Presidency
PE 630.313 - December 2018

EN



EPRS | European Parliamentary Research Service

Multiannual Financial Framework (MFF) 2021-2027 (2018/0166 APP)* is crucial for stimulating
economic growth. The European Parliament adopted an interim report on the consent to the MFF
in the November | plenary, while the specific programme proposals which have been referred to
parliaments’ committees, at the request of the Conference of Presidents, are now starting to be
voted following adoption of the interim report, in the interest of ensuring consistency with
Parliament’s general position. An increase to a ceiling of at least 1.11 % of GNI has been proposed
by the European Commission. Moreover, the proposed decision on own resources provides for a
range of new resources, including a tax on non-recycled plastic packaging waste and Emissions
Trading Scheme auctioning revenues. These measures would cover 22 % of the EU budget in 2027.
As of today, it seems more likely that the MFF negotiations will be agreed in the Council under the
following Finnish Presidency. For its part, the European Commission has issued a communication
calling on the Council to reach agreement on the MFF by the end of 2019, after the consent of the
European Parliament.

The Romanian Presidency pledges to make further progress on the Banking Union and banking
reform, and on the Capital Markets Union. The following legislative proposals have been in the
negotiation process during the Austrian Presidency, or could be passed over to the Romanian
Presidency for conclusion:

# Recovery and resolution of central counter-parties* (2016/0365 COD);

= Credit servicers, credit purchasers and the recovery of collateral* (2018/0063 COD);

# Minimum loss coverage for non-performing exposures* (2018/0060 COD) -

# Framework for the development of EU sovereign bond-backed securities* (SBBS)
(2018/0171 COD) - linked to the deepening of EMU, this proposal is politically sensitive.

On deposits insurance, while work is ongoing under the Austrian Presidency, this proposal could be
passed over to the Romanian Presidency:

> European Deposit Insurance Scheme* (2015/0270 COD).

Energy and transport are considered by the Romanian Presidency to be key sectors for achieving
competitiveness of European industry and for ensuring an adequate level of interconnection in the
Single Market. The following are the legislative proposals currently on the table. The Romanian
Presidency is expected to focus on concluding these proposals, in the absence of an agreement
reached by the Austrian Presidency.

On Energy:

# Common rules for the internal market in electricity* (2016/0380 COD);
# Internal market for electricity* (2016/0379 COD);
= European Agency for the cooperation of energy regulators* (2016/0378 COD);

On these legislative proposals, work is ongoing under the Austrian Presidency and it is hoped that
on most, reaching agreement will be feasible before the end of the year.

On transport:

7 Use of vehicles hired without drivers* (2017/0113 COD); Parliament is planning to adopt
its first-reading position in January 2019;

Interoperability of electronic road toll systems* (2017/0128 COD);

Cabotage - Amending Reg (EC) No 1071/2009 and Reg (EC) No 1072/2009 with a view
to adapting them to developments in the sector* (2017/0123 COD);

Clean and energy-efficient road transport vehicles* (2017/0291 COD);

Combined transport of goods between Member States* (2017/0290 COD);
International market for coach and bus services* (2017/0288 COD);

Emission performance standards for new passenger cars and for new light commercial
vehicles* (2017/0293 COD).

LTS
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In the light of little progress on most of these proposals, Parliament may opt for the adoption of a
first-reading position before the end of the legislature. In fact, on 25 October 2018, Parliament
adopted its first-reading position on Charging of heavy goods vehicles (Eurovignette)*
(2017/0014COD). The Austrian Presidency has not considered this as a priority in view of the fact it
would effectively phase out the vignette-based system effective in Austria.

On the second pillar, the internal security of the EU is a priority matter for the Romanian Presidency.
The security of the external borders, through the implementation of the Schengen evaluation
mechanism, and the EU developed information systems and their interoperability will be key points.
Linked to this is the question of cybersecurity, combating radicalisation and the prevention of
terrorist activity.

The following are ongoing legislative proposals which the Romanian Presidency is expected to
prioritise, unless a conclusion is reached under the current Presidency:

# Cybersecurity Act* (2017/0225 COD);

# European Criminal Records Information System (ECRIS)* (2016/0002 COD);

# Interoperability between EU information systems in the field of borders and visa*
(2017/0351 COD); and its amending proposal Framework for interoperability between
EU information systems and amending the Eurodac Regulation, the Regulation on SIS,
the ECRIS-TCN Regulation and the EU-LISA Regulation* (2018/0152 COD);

# Interoperability between EU information systems in the field of police and judicial
cooperation, asylum and migration* (2017/0352 COD).

For the Security Union Package:

# Cross-border access of law enforcement authorities to electronic evidence* (2018/0108
COD);

# Appointment of legal representatives for the purpose of gathering evidence in criminal
proceedings* (2018/0107 COD);

# Cross-border access to and use of financial data by law* (2018/0105 COD).

On the third pillar, strengthening the EU’s global role, the aim is to work on the implementation of
the Global Strategy and its various instruments. In this regard, the Romanian Presidency will focus
on the development of EU defence capabilities, for example through the Coordinated Annual
Review on Defence (CARD), the European Defence Fund, Permanent Structured Cooperation
(PESCO), and promoting closer relations between the EU and NATO.

Romania will also focus on the external component of the MFF, and on future external assistance
financial instruments. The Eastern Partnership, which will celebrating its ten-year anniversary, is also
a main priority for the upcoming Presidency. Romania would like to link the benefits of the free trade
agreements already in force and the inter-connectivity with the most advanced of members of the
Eastern Partnership. Moldova, and its European aspirations, as well as the enlargement strategy for
the Western Balkans, will feature prominently during the upcoming Presidency.

On the fourth pillar, a Europe of shared values, the Romanian Presidency will seek to promote
cohesion as a common EU value. The need to rebuild citizens’ trust plays a central role. To this end,
there is a clear need to promote the values enshrined in the Treaties, such as cohesion, equality,
freedom, democracy, human dignity, justice and solidarity. The following legislative proposal is key
to this objective:

# European Citizens' Initiative (ECI)* (2017/0220 COD) - the aim is to improve the
functioning of the ECI, to make it more accessible to citizens and less burdensome.

With a view to bringing the EU closer to citizens, and in an effort to deepen citizens’ consultation,
the Romanian Presidency will be holding, on 9 May 2019 in Sibiu, an informal summit on the future
of the EU.
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Finally, on the question of a Europe of common values, the Romanian Presidency would like to
develop further the discussion on Article 2 of the EU Treaty, and the impact of the EU on citizens’
perceptions, particularly with regard to xenophobia and anti-discrimination.

PART B: OTHER JOINT DECLARATION FILES

The Presidents of the European Parliament, Council and Commission agreed on the Joint
Declaration on the EU’s Legislative Priorities for 2018-2019, in which they committed to giving
priority treatment in the legislative process to a series of initiatives in key policy areas.

The following are all the legislative initiatives remaining in the Joint Declaration, currently being
discussed in Parliament, or which are in the negotiation process with the Council. Those proposals
forming part of the Romanian Presidency’s priorities, mentioned in part A of this paper, are not
mentioned again here.

MIGRATION POLICY

The following is a list of migration legislative proposals on the Joint Declaration list on which
agreement between the two institutions remains a difficult process. It is hoped that the Romanian
Presidency will be able to unblock the deeply divergent positions before the end of the
parliamentary term.

# Asylum: Member State responsible for examining an application for international
protection (Dublin System)* (2016/0133 COD); this proposal is also impacted by the
infringement procedures against the Czech Republic, Hungary and Poland for non-
compliance with relocation obligations;

Common procedure for international protection in the Union* (2016/0224 COD);

Entry and residence of third-country nationals for the purposes of highly skilled
employment* (2016/0176 COD).

LTS

NB: on the following migration proposals, partial provisional agreements have been reached
between the co-legislators; however, due to cross-referencing with the Dublin System, they cannot
be finalised. Furthermore, these agreements still require confirmation by the Council. These are:

European Union Agency for Asylum* (2016/0131 COD);

Asylum: Eurodac* (2016/0132 COD);

Standards for the reception of applicants for international protection* (2016/0222 COD);
Standards for the qualification of third-country nationals or stateless persons as
beneficiaries of international protection* (2016/0223 COD);

» Union resettlement framework* (2016/0225 COD).

THE SOCIAL DIMENSION OF THE EUROPEAN UNION

On the coordination of social security systems* (2016/0397 COD), aiming to update EU rules on
coordinating social security provisions of EU citizens, a general approach at Council level has been
reached and the EMPL committee adopted its report on 20 November 2018. The committee’s
mandate will be the subject of a vote in plenary in December, with interinstitutional negotiations
possibly commencing under the Romanian Presidency.

CONNECTED DIGITAL SINGLE MARKET

The following two legislative proposals, which are at the heart of the Digital Single Market, are
linked:

= Contracts for the supply of digital content* (2015/0287 COD);
= Contracts for the online and other distance sales of goods* (2015/0288 COD).

L T T T
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Negotiations are ongoing on the former with a possibility of reaching an agreement before the end
of 2018. On the latter, negotiations are planned to commence in mid-December, hence flowing over
to the Romanian Presidency.

Also linked to the Single Market are the following proposals, which are part of copyright reform:

= Copyright in the Digital Single Market* (2016/0280 COD);
# Online transmissions of broadcasting organisations and re-transmissions of television
and radio programmes (SatCab)* (2016/0284 COD).

It is to be noted that for the above, both co-legislators encountered difficulties on finding common
positions and work is ongoing with trilogues expected in December 2018.

Other ongoing files impacting the Single Market:

# Promoting fairness and transparency for business users of online intermediation
services* (2018/0112 COD);

> Respect for private life and the protection of personal data in electronic
communications (e-Privacy)* (2017/0003 COD).

INTERNATIONAL TRADE AGREEMENTS

Finally, on international trade agreements, finalising balanced and progressive Free Trade
Agreements remain a priority for the EU as a whole. While the Japan Economic Partnership
Agreement is set to receive consent from plenary in December 2018, substantive progress could be
achieved before the end of the legislature on two further planned agreements:

# Singapore
# Vietnam

For both Singapore and Vietnam, the Commission is negotiating two separate agreements, one on
free trade and one on investment protection. In both cases, Parliament’s consent may be sought in
2019, before the end of the current legislature.
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3. Romanian Presidency priorities discussed in parliamentary committees®

The priorities of the Romanian Presidency of the EU Council of Ministers are being outlined to
parliamentary committees by ministers, in a series of meetings.

Romania is holding the Presidency of the Council until the end of June 2019. Hearings take place from
21 January onwards.

Transport and Tourism: need for EU level action to boost tourism development

“There is a need for renewed efforts to develop an applied strategy for growth in tourism in the EU
and the Presidency will aim to draft Council Conclusions on tourism development in Europe”, said
Tourism Minister Bogdan Trif. “We need to look at the impact of tourism at local level and promote
tourism that is environmentally and economically sustainable and boost use of digital technologies in
tourism,” he added.

MEP welcomed the focus on developing tourism and stressed that further efforts are needed to solve
problems caused by too much tourism and to ensure that the needs of persons with disabilities are
fully addressed. MEPs also highlighted the potential of bicycle tourism, the importance of financing
tourism initiatives at EU level and advancing the use of multimodal ticketing.

Agriculture and rural development: CAP, food chain, diseases

Moving forward with the reform of the post-2020 EU farm policy is the Presidency’s main priority,
Agriculture and Rural Development Minister Petre Daea told MEPs on Wednesday. The Presidency will
also seek to finalise the new EU rules against unfair trading practices in the food supply chain and
focus on efficient ways to tackle the spread of animal diseases, such as African swine fever, Mr Daea
added. MEPs questioned the timetable for reforming the Common agricultural policy (CAP) and raised
concerns about trade negotiations with non-EU countries.

Environment, Public Health and Food Safety

Ms Gratiela Leocadia Gavrilescu, Romanian Deputy Prime Minister and Minister of the Environment,
said that the Presidency will focus on concluding inter-institutional negotiations on the CO2 standards
for heavy-duty vehicles, and on advancing negotiations on the new LIFE programme. She aims to close
negotiations on the main parts of the text, as an agreement between the heads of state and
government on the Multiannual Financial Framework is still pending. The Romanian Presidency will
also kick off the discussions in Council on the incoming proposal for CO2 emissions reductions in
maritime transport, she said.

The priorities she listed also featured the EU biodiversity strategy post-2020, greening the EU
semester, the ongoing debate on endocrine disruptors, and sustainable development.

Mr loan Denes, Minister of Waters and Forests, announced that the Presidency will work to advance
negotiations on the two legislative files on water management -the Drinking Water directive and the
Water Reuse regulation.

5 http://www.europarl.europa.eu/news/en/press-room/201901221PR24027/romanian-presidency-priorities-
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Mr Petre Daea, Romanian Minister of Agriculture and Rural Development, said that the Romanian
Presidency will work on the proposal on the transparency and sustainability of the EU risk-assessment
system throughout the food chain (the so-called "general food law"), with the aim of reaching an
agreement by mid-February.

Ms Sorina Pintea, Romanian Minister of Health, said that the Council Presidency will move forward
with negotiations on the health technology assessment regulation. The Presidency will also, on 1
March, organise a ministerial conference in Bucharest on the next steps towards making the EU a good
practice region in the fight against antimicrobial resistance, and will work to increase the coverage of
vaccination in the EU.

Civil Liberties, Justice and Home Affairs

Brexit, migration and security are the main challenges in the field of home affairs, according to
Romanian Minister for Internal Affairs, Carmen Dan. On the reform of the asylum system, Mrs Dan
insisted it is key to find a balance between responsibility and solidarity. She acknowledged how
difficult it is for member states to reach a common position on the Dublin Regulation and said that her
aim is to unblock the negotiations, at least on the files that are most likely to be adopted.

Romanian Justice Minister Tudorel Toader pointed to the fight against cross-border crime and
improving police cooperation as key objectives of the Presidency. He highlighted the importance of
extending the competencies of the European Public Prosecutor’s Office (EPPO) to other serious
offences such as terrorist crimes, but not before the agency becomes operational. Toader also faced
several questions from MEPs on rule of law and the fight against corruption in Romania.

Legal Affairs

Justice Minister Tudorel Toader promised close and fruitful cooperation with the Legal Affairs
committee until the end of its term. Finalising talks on whistle-blowers, the company law package and
cooperation of courts and access to documents are the main priorities for the Romanian presidency.

The Presidency looks forward to opening talks on the Justice and Rights and Values Programmes and
pointed out that, similar to the whistle-blower directive, protecting citizens’ rights must be a key
component during negotiations. The Romanian minister concluded by underlining that it is vital to
educate and inform citizens on matters of law and EU values.

During the hearing, MEP stressed the importance of the Copyright file and urged that it should be
unblocked in the Council. They raised their concerns over rule of law and ongoing judicial reforms in
Romania and encouraged cooperation with the Venice Commission.

Regional Development: Cohesion, a common European value

Moving the negotiation process forward on the 2021-2027 EU long-term budget will be one of the top
priorities during the Romanian Presidency of the Council, according to Minister of European Funds,
Rovana Plumb, on Tuesday. The minister also outlined that the main priorities set by the presidency
are a “Europe of convergence, a safer Europe, Europe as a strong global actor and Europe of common
values”.

MEPs insisted that the Regional Development Committee is ready with all legislative files and wants
to have a chance to negotiate with EU member states, seeking a broader approach for cooperation.



Industry, Research and Energy

In the field of energy, the Romanian Presidency will focus on the consumer and on diversifying energy
sources, supply and security as well as affordable energy services, Anton Anton, Romanian Minister
for Energy announced. The Presidency will formalise political agreements on the reform of the
electricity market, part of the Clean Energy package and wants to advance in the negotiations on the
common rules for the internal market in natural gas as much as possible.

Alexandru Petrescu, Romanian Minister for Communications and Information Society said that the
Romanian Presidency will focus on digitalisation throughout the EU and in all economic sectors. They
will move forward and, where feasible, complete negotiations on legislative files, such as re-use of
public sector information, Digital Europe Programme, the telecom part of the Connecting Europe
Facility (CEF), privacy of electronic communications (ePrivacy), creating the European Cybersecurity
Industrial, Technology and Research Competence Centre and the network of coordinated national
centres.

One of the major objectives of the Presidency in the field of research and innovation is to promote
European solutions aimed at reducing research and innovation performance gaps between EU
member states, Nicolae Hurduc, Romanian Minister for Research and Innovation said. The Romanian
Presidency will also endeavour to advance the negotiations on the Horizon Europe file.

Niculae Badalau, Romanian Minister of Economy (responsible for industry including defence industry)
stated that the Romanian Presidency will continue efforts to develop a long-term EU industrial policy
strategy for 2030 and push for Council conclusions on this issue. Artificial intelligence was also
mentioned as crucial for European industry.

Transport

Promoting connectivity, digitalization and the use of technology in order to increase the
competitiveness of the European transport industry are the highest priorities for the Romanian EU
Council Presidency, said Rovana Plumb, Interim Minister for Transport.

The Presidency will focus on proposals on managing road safety infrastructure, rules for hiring trucks
from another member state and aerodynamic truck cabs. They also aim to make progress on the
Eurovignette proposal, rail passenger rights and clean vehicles directive, the Connecting Europe
Facility regulation, as well as training of seafarers and the Maritime Single Window. It is ready to
discuss the mobility package and it will address ending seasonal clock changes in the second half of
the Presidency.

MEPs welcomed the ambitious plans, but remarked that negotiations between the Council and
Parliament will need to be concluded well ahead of the elections in the Parliament. MEPs greeted the
focus on developing the TEN-T network and finalising the renewal of the Connecting Europe Facility
and rail passenger rights. They expressed hope that Romania can use the presidency period to tackle
unfair competition in transport.

Employment and Social Affairs: promoting fair labour mobility across the EU

“Our presidency aims to promote the free mobility of workers as a driver of growth and
competitiveness in the internal market, while combating fraud and inequalities”, Minister of Labour
and Social Justice Marius-Constantin Budai said on Wednesday 23 January in the Employment
committee. The Romanian Presidency priorities include: guaranteeing the European Pillar of Social



Rights by being more inclusive of social partners; promoting health and safety in the workplace and
fostering equal opportunities for men and women on the labour market, namely by reducing the wage

gap.

The minister underlined that the Council is confident that it will come to an agreement before the end
of the current legislative term on the following files:

setting up a European Labour Authority;

the coordination of social security systems;

transparent and predictable working conditions;

the third proposal on the protection of workers from carcinogens and mutagens (CMD3) and
e the work-life balance directive.

Foreign Affairs

Promoting the EU enlargement policy with the Western Balkans, strengthening ties with the
neighbourhood countries and consolidating the EU's global strategy are amongst the priorities of the
Romanian Presidency. As Romania’s Foreign Affairs Minister Teodor Melescanu put it, “cohesion will
be the motor of our presidency”. The Presidency will aim to keep all communication channels with
Turkey open, bearing in mind that Turkey is a strategic EU partner in many areas.

The Romanian presidency of the Council comes at a historical moment for the EU, with Brexit around
the corner and the upcoming European elections. Together with bolstering the EU’s external action,
the presidency will focus on countering disinformation and developing a European mechanism to
share best practices to fight misinformation.

Women'’s rights and gender equality: work-life balance, women on boards and Istanbul Convention

“We will strive to close negotiations and reach a deal on the work-life balance Directive during a final
trilogue on Wednesday”, the Romanian Labour and Social Justice Minister Marius-Constantin Budai
said on Tuesday. Other priorities of the Presidency are to move forward with the negotiations on the
Directive on improving the gender balance among non-executive directors of companies listed on
stock exchanges (the so-called Women on Boards Directive), which has been blocked for several years
in the Council. Tackling the gender pay gap and fighting all forms of discrimination are also high on the
Romanian Presidency’s agenda.

Regarding the Council of Europe Convention on preventing and combatting violence against women
(known as the Istanbul Convention), Mr. Budai declared that the Romanian Presidency will do its best
so that all member states ratify it (to date, eight EU countries still haven’t done so).

Economic and monetary affairs: banking and capital markets union, European Monetary Fund

ECOFIN Chair and Public Finance Minister Eugen Teodorovici said on Monday 21 January that the
Presidency would aim to continue deepening economic and monetary union, particularly through
progress on the banking union and the capital markets union. making progress towards fairer taxation,
and improving economic convergence. MEPs were particularly interested in Mr Teodorovici’s views
on the European Monetary Fund and stabilisation mechanism proposals, as well as what progress
could be made towards a Eurozone budget. They also asked about the next steps on digital taxation,
the list of non-cooperative jurisdictions for taxation purposes as well as the review of the EU financial
supervisory agencies.



Budgets: invitation to appear declined

Successive Council presidencies have been invited to present their priorities on EU budget-related
matters, without ever accepting. The Romanian Presidency has so far refrained from answering,
despite the number of important files of common interest being dealt with by that committee: the
2020 budget, the 2021-2027 Multiannual Financial Framework, the protection of financial interests in
case of rule of law deficiencies, InvestEU and the Reform Support programme, inter alia.

Culture and education: mobility, inclusion, support for artists and fair remuneration for authors

The Presidency will focus on early childhood education and care as well as language teaching and
learning, as they can contribute towards increasing mobility and creating an inclusive environment,
National Education Minister Ecaterina Andronescu said on Tuesday.

Culture and National Identity Minister Valer Daniel Breaz said they would try to finalise negotiations
on the copyright legislation, highlighting the importance of fair remuneration of artists, but also access
to content. Access to more opportunities, integrating more easily in the labour market and
volunteering for young people will be the main priorities in the field of youth, Youth and Sports
Minister Constantin-Bogdan Matei said.

Internal Market: Online platforms, market surveillance, consumer protection rules

Finalising the negotiations on online platforms and market surveillance rules to ensure that products
sold in the EU are safe are among the priorities of the Presidency, said Economy Minister Nicolae
Badalau, on Tuesday. The 2021-2027 single market programme, which will depend on the Multiannual
Financial Framework (MFF) negotiations, is also high on the agenda.

On updating consumer protection rules (the “Omnibus proposal” voted through on Tuesday in the
committee, which also deals with dual quality of products), the Presidency will seek to obtain a Council
position at the beginning of February, the minister ensured MEPs, so that negotiations with Parliament
could start soon.



lll. Politics in Romania

1. Political System®’

Romania is a semi-presidential republic, founded on democratic principles and the separation of
powers. The highest state representative is the President, whose term office lasts for 5 years, with a
maximum of two terms. The head of government is the Prime Minister, whose term office lasts for 4
years with no term limit. Romania is a bicameral state, with the Senate or Senat counting 136 seats
and the Chamber of Deputies or Camera Deputatilor counting 329 seats.

Executive functions are held by both government and the president. The country is divided into 41
counties and the municipality of Bucharest. Each county is administered by a county council,
responsible for local affairs, and a prefect responsible for administering national affairs at county level.

The Romanian legal system, based on the Napoleonic Code, is inquisitorial. The judiciary is
independent, and judges appointed by the president are not removable. The president and other
judges of the Supreme Court are appointed for six-year terms, and may serve consecutive terms.
Proceedings are public, except in special circumstances provided for by law.

Judicial power is vested in a hierarchical system of courts, culminating with the supreme court: High
Court of Cassation and Justice (/nalta Curte de Justitie si Casatie), whose judges are appointed by the
president on the recommendation of the Superior Council of Magistrates.

The Ministry of Justice represents the general interests of society and defends the rule of law and
citizens' rights and freedoms. The ministry exercises its power through independent, impartial public
prosecutors.

The Constitutional Court (Curtea Constitutionald) judges issues of constitutionality invoked in any
court and judges the compliance of laws (or other state regulations) with the Romanian Constitution.
The court, outside the judicial branch, follows the tradition of the French Constitutional Council with
nine judges serving nine-year, non-renewable terms. Since the 2003 revision of the constitution, its
decisions cannot be overturned by parliamentary majority.

2. Brief history of the parliamentarian institution®

The parliamentary history in Romania starts in 1831, when, in Wallachia, a constitutional document
was adopted, named The Organic Regulations, implemented, a year later, in Moldavia too. The organic
regulations set the foundations for the parliamentary institution in the Romanian Principalities.

The Paris Agreement of 1858, and, mostly, The Agreement's Developing Statues (which introduced
the two-chamber representation), adopted on the initiative of prince Alexandru loan Cuza, by means
of a plebiscite, in 1864, perfected and enlarged the principle of national representation. Under the
political regime established by the Paris Agreement, the legislative power faced an obvious process of
modernisation, and the legislative power as National Representation, which operated in accordance
with the organisation and operation mode of parliaments in Western Europe at that time.

The historical process of formation of the Parliament of Romania in the modern age strongly boosted
the affirmation of national sovereignty, subsequently leading to the Union of the two Principalities, in

5 https://europa.eu/european-union/about-eu/countries/member-countries/romania_en
7 https://en.wikipedia.org/wiki/Politics_of Romania#ludicial_branch
8 http://www.cdep.ro/pls/dic/site2015.page?den=istorie2&idl=2



1859. Under the dome of the Romanian Parliament, on 9 may 1877, the Declaration of Romania's
Independence was read, and, in 1920, the documents of union of the Romanian historical Provinces
with the country were ratified.

In February 1938, under strong political pressure, King Carol Il, who always undermined the role of
the parliamentary institution, imposed a rule of authoritarian monarchy. Under the royal dictatorship
regime, the Parliament only became a decorative body, deprived of its main attributes.

In the autumn of 1940, by the setting up of the military dictatorship regime, the activity of the
Parliament was suspended. After 23 August 1944, under the pressure of the Soviet and communist
forces, the Parliament was re-organised as a single legislative body, the Assembly of Deputies, to be
changed, according to the 1948 Constitution, into the Great National Assembly, a formal body, totally
subordinate to the communist power.

The Revolution of December 1989 opened the road for Romania coming back to the authentic
democratic regime, based on free elections and political pluralism, observing human rights, the
separation of powers and the ruler’s responsibility before the representative bodies. Thanks to the
documents issued by the provisional revolutionary power, Romania has returned to the two-chamber
parliamentary system. All these stipulations can be found in the country's new Constitution, approved
by referendum in 1991.

During this so tormented decade of post-communist transition, the Chamber of Deputies - along with
the Senate - has debated and adopted an impressive number of laws and regulations, aimed at
reforming the entire society on democratic bases, giving guarantees for the respect of fundamental
human right, promoting the reform and privatisation, consolidating the market economic institutions
and those of the state ruled by law, which are prerequisites for Romania's integration in the European
and Euro-Atlantic structures.

3. Recent political context®!%1

Six parties are currently represented in the Chamber of Deputies. The two ruling parties are the Social
Democratic Party (PSD) and the Alliance of Liberals and Democrats (ALDE). The other parliamentary
parties are National Liberal Party (PNL), Save Romania Union (USR), Democratic Union of Hungarians
in Romania (UDMR) and People’s Movement Party (PMP). There are 17 seats assigned to national
minorities.

Distribution of mandates

PSD: 154 seats
ALDE: 20 seats
UDMR: 21 seats
USR: 30 seats
PNL: 69 seats
PMP: 18 seats
Minorities: 17 seats

% https://www.economist.com/europe/2017/06/22/romanias-social-democrats-yank-their-own-prime-
minister?zid=307&ah=5e80419d1bc9821ebel173f4f0f060a07

10 https://www.politico.eu/article/romanian-mep-viorica-dancila-nominated-as-new-pm/

11 https://www.politico.eu/article/romanian-government-survives-confidence-vote-viorica-dancila/



The next general election is due in late 2020 or early 2021.

The PSD came first in the parliamentary election in December 2016 with 46% of the vote. But the
party’s leader, Liviu Dragnea, was barred from becoming prime minister because of a felony conviction
for electoral fraud. The little-known Sorin Grindeanu was appointed instead. After six months in office,
the PSD won a no-confidence vote and kicked Mr Grindeanu out of power. The PSD claimed it was
removing Mr Grindeanu over his failure to pass most of the party’s legislative programme. In fact, it
had more to do with his falling-out with Mr Dragnea.

Grindeanu was replaced by Mihai Tudose, who in turn lost the party’s support after half a year in
office.

In January 2018, the Social Democrats proposed Viorica Dancila, MEP since 2014, as new head of
government, thus becoming the first woman to hold the PM’s position ever. Just days before taking
over the presidency of the Council of the EU on January 1st 2019, the Dancila government survived a
confidence vote in parliament following the opposition’s accusations of drifting away from the EU and
the rule of law.

Since the PSD gained power in late 2016, Romania’s political life has been marked by continuous
nation-wide anti-government protests against judicial reforms. Following the latest decree, which was
deemed by critics as a direct attack on prosecutors’ independence, President lohannis called a national
referendum for May 26 to back the proposed anti-graft reform. The plebiscite would coincide with the
European Elections, giving the Romanian a people a chance to evaluate de Socialist government.?

12 https://www.reuters.com/article/us-romania-corruption-referendum/romanias-president-calls-referendum-
to-back-anti-graft-reform-idUSKCN1R926Y



IV. Political Actors

1. Presidency of Romania®?

President of Romania

First name: Klaus
Surname: lohannis

Date of birth: 13 June 1959

Place of birth: Sibiu, Romania

A member of an old family of ethnic Germans having roots in the surroundings of Sibiu back to the
half of the millennium, President lohannis speaks German and English fluently. In 1990 he joined the
Democratic Forum of Germans in Romania (DFGR) where he apprenticed working in community
matters. In 2000, he was appointed a DFGR candidate for Mayor of Sibiu elections, and ultimately
elected exceeding 70% of votes. He won four mandates until 2014 when he was elected President of
Romania.

Klaus lohannis took his oath before the Parliament on 21st of December 2014

2. Prime Minister of Romania

First name: Viorica
Surname: Ddncild
Date of birth: 16 December 1963

Place of birth: Rosiori de Vede, Romania

Viorica Dancila became a member of the Social Democratic Party in 1996, as part of the PSD
organization of Teleorman County. Over the years she has held several positions in both PSD and the
local administration. Viorica Dancild was a local council and a county councilor until 2009, when she
was elected MEP for her first term. Also, Viorica Dancila occupied several leadership positions in the
party, as president of the local organization, vice president of PSD Teleorman and president of OFSD
Teleorman.

Before entering politics she was an engineer with Petrom SA and prior to that a teacher at Videle
Industrial High School.

Viorica Dancild’s cabinet received the vote of confidence from Parliament on 29 January.

13 https://www.presidency.ro/en/president/klaus-iohannis



3. Presidencies of Parliament
President of the Chamber of Deputies'

First name: Nicolae-Liviu
Surname: Dragnea

Date of birth: 28 October 1962
Place of birth: Gratia, Romania

Political party: PSD

President of the Senate®”

First name: Cdlin

Surname: Popescu-Tdriceanu

Date of birth: 14 January 1952
Place of birth: Bucharest, Romania

Political party: ALDE

1 http://www.cdep.ro/pls/parlam/structura2015.mp?idm=103&cam=2&leg=2016&id|=3&pag=1&prn=08&par=
15 https://www.senat.ro/FisaSenator.aspx?ParlamentarlD=522AFEA4-BO0C-44EC-802F-BE592C406A5C
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4. Cabinet of Romania® (as of April 2019)

ANDRONESCU Ecaterina

Minister of Education

ANTON Anton

Minister of Energy

BADALAU Niculae

Minister of Economy

BIRCHALL Ana

Vice Prime Minister for Romania's Strategic
Partnerships' Implementation

BREAZ Valer-Daniel

Minister of Culture and National Identity

BUDAI Marius-Constantin

Minister of Labor and Social Justice

CIAMBA George

Minister-delegate for European Affairs

CUC Razvan

Minister of Transport and Infrastructure

DAEA Petre

Minister of Agriculture and Rural Development

DAN Carmen Daniela

Minister of Internal Affairs

DENES loan

Minister of Waters and Forests

GAVRILESCU Gratiela Leocadia

Vice Prime Minister, Minister of the
Environment

HURDUC Nicolae

Minister for Research and Innovation

ILIE Viorel

Minister for Liaison with Parliament

INTOTERO Natalia-Elena

Minister for Romanians Abroad

LES Gabriel-Beniamin

Minister of National Defence

MATEI Constantin-Bogdan

Minister of Youth and Sports

OPREA Stefan-Radu

Minister for Business Environment, Commerce
and Entrepreneurship

PETRESCU Alexandru

Minister for Communications

PINTEA Sorina

Minister of Health

PLUMB Rovana

Minister of European Funds

STEFAN Viorel

Vice Prime Minister

SUCIU Daniel

Minister of Rural Development and Public
Administrations

TEODOROVICI Eugen Orlando

Minister of Public Finance

TOADER Tudorel

Minister of Justice

TRIF Bogdan Gheorghe

Minister of Tourism

16 http://gov.ro/en/government/the-cabinet-of-ministers/




5. Main Political Parties
The Social Democratic Party (Partidul Social Democrat, PSD) is the biggest and

most influential political force in the country. It traces its origins to the
@ ? Democratic National Salvation Front, a breakaway group established in 1992
from the post-communist National Salvation Front. The party’s founder, lon
Iliescu, was also the first freely elected head of state after the Romanian
PSD Revolution. The current president of the PSD is Liviu Dragnea. He was elected

as leader after the former Prime Minister of Romania Victor Ponta stepped
down on 12 July 2015, following charges of corruption that were later dropped. On the European level,
the PSD is part of the Progressive Alliance of Socialists and Democrats (S&D).

The Alliance of Liberals and Democrats (Alianta Liberalilor si Democratilor, ALDE) was founded in

June 2015 from a merger of the Liberal Reformist Party (PLR) and Conservative Party (PC). In
November 2015 the party was admitted into the Alliance of
Liberals and Democrats for Europe. In the 2016 legislative

election, ALDE received 5.6% of the vote and 20 seats in the
V Chamber of Deputies, and 6.0% of the vote and 6 seats in

the Senate. In December 2016, party co-presidents Calin
Popescu-Tariceanu and Daniel Constantin signed an accord
with Social Democratic Party (PSD) leader Liviu Dragnea to

form a new coalition government with ALDE as the junior partner.

7~ ™\ The Democratic Alliance of Hungarians in Romania (Hungarian: Romdniai

Magyar Demokrata Szévetség, RMDSZ; Romanian: Uniunea Democratd

Maghiard din Romdnia, UDMR) is a political party in Romania representing the

Hungarian minority. Officially considering itself a federation of minority

interests rather than a party, from the 1990 general elections onwards the

RMDSZ UDMR has had parliamentary representation in the Romanian Senate and
o J

Chamber of Deputies. From 1996 onwards, UDMR has been a junior coalition
partner in several governments. The party is a member of the European People's Party (EPP).

The Save Romania Union (Uniunea Salvati Romdnia, USR) was founded
following the success of the Save Bucharest Union (USB) party in the 2016 local
elections. After being officially registered as a political party in 2016, it united
with the local USB and Union for Codlea (city in central Romania) parties, thus
USR gaining most of its initial membership base from the two latter parties. It is

Uniunea

Salvati Romania currently the third largest political party in the Romanian Parliament after the

2016 legislative elections and runs on an anti-corruption platform. USR is not
affiliated with any European Parliament parliamentary group.



The National Liberal Party (Partidul National Liberal, PNL) is a conservative-
liberal political party in Romania. Refounded in 1990, it claims the legacy of the
major political party of the same name, active between 1875 and the late
1940s. Based on this legacy, it often presents itself as the first formally
constituted political party in the country and the oldest party from the family
of European liberal parties. It merged in 2014 with the Democratic Liberal Party
(PDL). Currently, it is the second-largest party in the Romanian Parliament, with
68 seats in the Chamber of Deputies and 25 in the Senate, behind the governing

Social Democrats. PNL is part of the EPP on the European level.

PMP

The People's Movement Party (Partidul Miscarea Populard, PMP) is a centre-
right political party created in March 2013 by supporters of then president
Traian Basescu, following his break with the leadership of the Democratic
Liberal Party (PDL). In the 2014 European election, the party won 6.2% of the
votes and two of Romania's 32 seats. PMP is a member of the EPP in the
European Parliament.
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ROMANIA
PARLIAMENTARY ELECTIONS
11 December 2016

OSCE/ODIHR Needs Assessment Mission Report
27-29 September 2016

l. INTRODUCTION

Following an invitation from the Permanent Missi@minRomania to the International Organizations in
Vienna to observe the 11 December 2016 parliamgetactions and in accordance with its mandate,
the OSCE Office for Democratic Institutions and HumRights (ODIHR) undertook a Needs
Assessment Mission (NAM) from 27 to 29 Septembdre NAM included Steven Martin, Senior
Adviser on New Voting Technologies, and Ulvi AkhlundOSCE/ODIHR Election Adviser.

The purpose of the mission was to assess the gcdeal environment and the preparations for the
parliamentary elections. Based on this assessitinenlyAM should recommend whether to deploy an
OSCE/ODIHR election-related activity for the fortimsing elections, and if so, what type of activity
best meets the identified needs. Meetings were Wil officials from state institutions and the
election administration, as well as with represevea of political parties, civil society, mediaychthe
international community. A list of meetings is ared to this report.

The OSCE/ODIHR would like to thank the Ministry Bbreign Affairs for its assistance and co-
operation in organizing the visit. The OSCE/ODIHRgrateful to all of its interlocutors for takiniget
time to meet with the mission.

Il EXECUTIVE SUMMARY

In the 11 December parliamentary elections, votdgliselect 330 members of the lower house of
parliament and 136 members of the upper house ghraufully proportional system. The elections
will be conducted under a substantially revisecalldgamework. Key changes address a number of
previous OSCE/ODIHR recommendations and include meawisions on voter and candidate
registration, recruitment of polling staff, postaiting for citizens abroad, political and campaign
finance, and deadlines for review of complaints appeals. Most OSCE/ODIHR NAM interlocutors
stated that the drafting process of the new laws gemerally inclusive, included public consultagion
and they were overall satisfied with the outcome.

The elections will be managed by two administrastictures: the Permanent Electoral Authority
(PEA) and a three-tiered structure of election Ausg headed by the Central Election Bureau. Most
OSCE/ODIHR NAM interlocutors expressed a high lewél trust in the professionalism and
confidence in the impartiality of the election admtration, though some reservations were noted
concerning its ability to recruit enough trainedffto fill lower-level positions.

Voter registration is managed by the PEA, whichraets the electoral register based on a compilation
of information from various government authoriti&sce 2014, the PEA has introduced a centralized
electronic register to increase list accuracy arel/gnt multiple entries. The number of voters is
estimated at 18.9 million. The majority of OSCE/®IR NAM stakeholders expressed support for
the PEA's initiatives to improve the integrity dfet register as well as general confidence in Vater
accuracy.
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Candidate registration procedures were amendedid,2specifically with regard to establishing
parties, and candidate registration requirementd, some of introduced changes address previous
OSCE/ODIHR recommendations. Although the numbepatfies eligible to contest the elections
increased significantly compared to previous etetj some OSCE/ODIHR NAM interlocutors noted
that the signature collection process posed chgdeto new and smaller parties.

The electoral campaign commences 30 days beforermasl on the Saturday preceding election day.
Despite stringent regulations, all parties that @®CE/ODHR NAM met with noted their ability to
campaign freely and convey their messages to gwaehte. Most OSCE/ODIHR NAM interlocutors
did not express significant concerns over party eadpaign finance. However, some questioned the
PEA’s ability to efficiently fulfil its oversight dties given limited resources.

A range of media outlets operate in the countryhwiélevision considered the primary source of
political information. While the media landscapeansidered open and vibrant, aside from the public
broadcaster, outlets were generally characterizedpditically aligned with the larger parties.
Broadcast media, both private and public, are stilie strict and detailed regulations of campaign
coverage. OSCE/ODIHR NAM interlocutors generallyaabthat the Audiovisual Council was only
partially effective in its oversight function of h@ during elections.

The system of complaints and appeals offers arctefée opportunity for legal remedy. In line with
previous OSCE/ODIHR recommendations, the legighatiestablishes an expeditious dispute
resolution process. Overall, OSCE/ODIHR NAM intettors expressed confidence in the complaints
process and the impatrtiality of authorities to res@lectoral disputes.

Most OSCE/ODIHR NAM interlocutors expressed confice in the legal framework for elections
and noted the overall professionalism and impétialf the election administration and its ability
efficiently organize elections. While a number oéyous OSCE/ODIHR recommendations have
been addressed, the OSCE/ODIHR NAM interlocutorécaveed a potential observation activity,
recognizing that an external assessment and recodatens would be of added-value and certain
aspects of the electoral process would benefit fiather review.

In this context, areas that could benefit from egvinclude the implementation of the amended legal
framework, campaign and campaign finance regulatma the media’s campaign coverage. Based
on this, and available resources, the OSCE/ODIHRMNAcommends the deployment of an Election
Expert Team (EET) for the 11 December parliamentegtions. The OSCE/ODIHR EET would
focus its efforts on the effects of the new ledista and application of election procedures, the
conduct of the campaign, campaign finance and &spdcmedia campaign coverage. Given the
number of concurrent election-related activitieirtg place across the OSCE region in the fall of
2016, the deployment of an EET to the 2016 parligarg elections in Romania will be contingent
upon availability of resources.

Il. FINDINGS
A. BACKGROUND AND POLITICAL CONTEXT
Parliament is composed of two chambers: a loweiséothe Chamber of Deputies, and an upper

house, the Senate. The president is directly eletel appoints the prime minister and government
with the approval of the parliament.
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Following the last parliamentary elections in 20fl#% coalition of the Social Liberal Union (USL)
comprising the Social Democratic Party (PSD), Nald.iberal Party (PNL), and Conservative Party
(PC) won the majority of seats in both houses amdhéd the government. Other political forces
represented in parliament include the Right Romadiiance, led by the Democratic Liberal Party,
the Democratic Union of Hungarians in Romania (UDMRnd various national minority
representatives in the lower house.

The ruling coalition disbanded in February 2014eralPrime Minister Victor Ponta from PSD rejected
attempts by the PNL to replace several cabinetstars. The PNL left the government and a new
cabinet consisting of the PSD, the UDMR, and twalsiparties took office in March 2014. For the

November 2014 presidential election, Klaus lohagnieader of the PNL, was elected on a reformist
and anticorruption platform.

In 2015, the PNL initiated two no-confidence votbest neither passed. A fire at a nightclub in
Bucharest in October 2015, resulting in the dedtla several dozen individuals, prompted mass
demonstrations under an anti-corruption slogan wpttotesters demanding resignations and
prosecutions as well as new anti-corruption legta This resulted in the resignation of the prime
minister in November 2015, followed by the appoiatinof Dacian Ciolpas the new prime minister
to lead a technocratic caretaker government.

The OSCE/ODIHR has observed eight elections in Reensince 1996, most recently in 2012, when
the OSCE/ODIHR deployed an Election Expert TeamTI(&&r the parliamentary elections. The EET
concluded that “the elections were administeredgssoonally and efficiently but more could be done
to bring the legal framework further in line withSGE commitments and other international
standards™.

B. ELECTORAL SYSTEM

The bicameral parliament is composed of 466 s88Gseats in the Chamber of Deputies and 136 seats
in the Senate, all members are elected for four-tgrens. Following the adoption of a new electiaw |

in July 2015, the parliament will be elected throwa party-list proportional systefiThe number of
members of parliament (MPs) is determined by aa&sgstem: one deputy of the lower chamber per
73,000 citizens and one senator per 168,000 cgizElections are to be held in 43 multi-member
constituencies related to 41 counties, the murlitypaf Bucharest, and a constituency for citizens
living abroad®

To qualify for representation, parties must pasateonal threshold of five per cent of total vahotes

or twenty per cent of total valid votes in at lefsir constituencies. Coalitions must pass a higher
threshold — an additional three per cent for that fadditional party and one per cent for eachypart
thereafter, up to a maximum of ten per cent. Inddpat candidates must pass the threshold of their
constituency (the number of votes needed to ololaghmandate) to be elected.

Minority groups enjoy constitutionally guaranteespresentation in parliamehtEach recognized

1
2

See previous OSCE/ODIHR election reports on Romania

The previous two legislatures were elected thraaudjhst-past-the-post electoral system introducedd08; prior
to this, a proportional electoral system was ircela

Citizens abroad are represented by four sedtsitChamber of Deputies and two in the Senate. fliciad data
is available on the number of citizens abroad dstimates place the number around three million.

Article 62 of the Constitution stipulates thatdanisations of citizens belonging to national mities, which fail
to obtain the number of votes for representatioRanliament, have the right to one Deputy seat,eantier the
terms of the electoral law.”

3
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national minority is entitled to one seat in thea@iber of Deputies, which is not subject to the five
per cent threshold.Instead, organizations representing national ritirerqualify for a seat if the
number of votes received exceeds five per cenh@faverage number of votes needed to obtain one
mandate.

C. LEGAL FRAMEWORK

Parliamentary elections are primarily regulatedtfsy 1991 Constitution (amended in 2003), 2015
Law for the Election to the Chamber of Deputies dnel Senate (Election Law), 2003 Law on
Political Parties (amended in 2015), 2006 Law amakcial Activity of Political Parties and Electoral

Campaigns (Political Finance Law, amended in 2020615 Law on Postal Voting, and the 2002
Audiovisual Law (Broadcasting Law).

The legal framework also includes government deossiand regulations of election management
bodies on specific aspects of the electoral procassh as voter registration, political financed an
election day procedureBor these elections, the schedule of electoraviies and samples of key
election-related materials were established by goaent decisions on 6 September. Two
government emergency ordinances were adopted alfi¢hd elections: on introducing the possibility
for citizens living abroad to request postal votvig email, and on extending the deadlines to
reimburse campaign expenditures following the 20di6e local elections.

The elections will be conducted under a substdptialvised legal framework.The new Election
Law altered the electoral system from single-rodinst-past-the-post system to one that is fully
proportional. Other key changes to the legislagorce the last parliamentary elections include new
provisions on voter and candidate registrationfglasting for citizens abroad, recruitment of g
staff, political and campaign finance and deadlimekated to complaints and appeals. Some
amendments address previous OSCE/ODIHR recommendatn addition, legal provisions for non-
criminal campaign violations have been revised layify procedures. Depending on the type of
violation, sanctions can be imposed by the pohagher level election bureaus, and representatfes
the PEA President.

The legislation explicitly provides for the obseiwa of voting and counting by citizen and
international observers, proxies of electoral cetatets, and the media. Most OSCE/ODIHR NAM
interlocutors emphasized the crucial role playedibyen observers.

Most OSCE/ODIHR NAM interlocutors stated that thafting process of the new laws was generally
inclusive, included public consultation, and thegre overall satisfied with the outcome of the
legislation. Several highlighted the importance t@rmonisation of electoral laws to address
remaining inconsistencies and increase stability@edictability of electoral legislation.

Twenty groups are officially recognized as natiominorities through their membership in the Cduné
National Minorities, a government consultative bodyhey are Albanians, Armenians, Bulgarians, Croats
Czechs, Germans, Greeks, Italians, Jews, Macedgritamgarians, Lipovan Russians, Poles, Roma, Risths,
Serbs, Slovaks, Tatars, Turks, and Ukrainians. izeed Slovak minorities are represented by the same
organization. The Hungarian minority participaite®lections at the national level. Thus there maximum of

18 seats in the upcoming parliament made avaifableational minority representation.

The Election Law, Political Finance Law and Law Bolitical Parties were amended in 2015 as parrof
electoral reform process. The Law on Postal Votias adopted in response to protiediowing long voting
times and a large numbers of citizens living abreaable to vote during the 2014 presidential edecti
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D. ELECTION ADMINISTRATION

Elections are managed by two administrative stnestuthe Permanent Electoral Authority (PEA) and
a three-tiered structure of election bureaus astadd for each election, headed by the Central
Election Bureau (CEB). The mid-level comprises 48nS§lituency Election Bureaus (BECS),
including bureaus for the Municipality of Bucharestd for citizens living abroad. Voting will be
organized in approximately 18,600 Polling StatiolecEon Bureaus (BESVs). The Ministry of
Foreign Affairs, in co-operation with the PEA, wastablish 417 polling stations abroad. In addjtion
the law provides for the establishment of additigraling stations abroad at the request of attleas
100 voters living in locations far from embassiEmsulates, or cultural centres.

The PEA is an autonomous institution responsiblesisuing decisions and instructions to supplement
the legal framework, ensuring logistical arrangetserevising constituency delimitation, overseeing

the electoral register, and supervising politicadl @ampaign finance. The PEA is led by a president,
appointed by a joint session of parliament, andpsued by two vice-presidents. All three are

appointed for an eight-year term and cannot beypaember$. The current president was appointed

in 2012 and is a woman.

The CEB is composed of up to 21 members. Five jsifigen the High Court of Cassation and Justice
are randomly selected, and subsequently elect BB €Chairperson and deputy from amongst
themselves. Other members include the PEA presidemnt vice-presidents, up to 12 party
representatives, and one representative of theéapaahtary group representing national minorities.
Each parliamentary party is entitled to a seathen@EB, while the remaining seats are filled after
candidate registration based on the number of datek fielded by non-parliamentary parties. The
CEB oversees the electoral process, publishes stantelists, adjudicates appeals of lower-level
decisions and tallies final results. BECs oversaenty level activities and consist of three judges
appointed from the local tribunal, one PEA représt@re, and up to nine representatives of parties,
alliances, and national minority organizations iingrin the county. BESVs comprise a president and
a vice-president, who are usually magistrates gallexperts, and up to seven representatives of
electoral contestants.

Parliamentary parties have priority to appoint mersbat all levels® BESV management positions

(president and alternate) are randomly appointedhbyPEA from among experts registered in its
electoral database, who pass mandatory traiftirigpllowing the introduction of postal voting, a

special BESV will be created within the BEC foriziins abroad?

The PEA plans a voter awareness campaign, incluidirgggn language, targeting minority groups,
first-time voters and citizens abroad. For voterthwlisabilities, legislation allows assistance hwit
voting, provides for mobile voting, and requiredlici buildings to be accessible.

Most OSCE/ODIHR NAM interlocutors expressed a hig¥el of professionalism and confidence in

Seven such polling stations will be opened fasthelections, including four in Moldova, two ina8p and one
in the United Kingdom.

One vice-president is appointed by the PresideRbmania and the other by the prime minister.

Bucharest County Court judges serve on the BEieotonstituency for citizens abroad.

The same priority is enjoyed by national minesthaving their own groups in the parliament, anthé case of
CEB formation, the parliamentary group of natioméhorities in the lower chamber.

1 Some 50,000 experts are thus far included irddtabase. Other BESV members are trained by tasfrective
parties and other nominating bodies.

According to the law, an electoral bureau fortpbgoting shall be set up for every 10,000 voters.
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the impartiality of the election administrationptigh specific reservations were noted concernmsg it
ability to recruit enough trained staff to fill l@slevels positions.

E. VOTER REGISTRATION

Citizens aged 18 years or older on election dayehgible to vote, unless disenfranchised by alfina
court decision for reasons of legal incapacity ®mpart of a judicial sentence. Voter registratisn i
managed by the PEA, which extracts the electorpster based on a compilation of information from
various government authorities, including the NadiloRegister of Persons’ Records, maintained by
the Ministry of Interior. Since 2014, the PEA hasroduced a centralized electronic register as a
means to increase list accuracy and prevent meléptries:> The number of voters is estimated at
18.9 million. Some 609,000 voters are enrolled lom egister of citizens abroad, with some 7,000
registering for postal voting.

The Election Law provides for permanent and supplgary voter lists. Voters are to cast their
ballots at the polling station where they are reegesd, and can be included in a supplementary voter
list if they reside in the corresponding localitydapresent identification and proof of their dor@ci
Voters can verify their records online or in-perstina voter’'s residential address differs from the
permanent one, s/he can apply to the respectiversagffice to update their information not later
than 45 days before election day. To prevent mleltgnd illegal voting, the PEA introduced an
electronic system of voter verification on electiaglay. Voters are required to present their
identification cards, which are and stamped anctlad against the electoral register through the
centralized electronic system. The majority of OBQIBIHR stakeholders expressed support to the
PEA’s initiatives to improve the integrity of théeetoral register as well as general confidence in
voter list accuracy.

F. CANDIDATE REGISTRATION

Citizens with the right to vote can stand for alatt minimum of 23 years old for the Chamber of
Deputies and 33 years old for the Senate. Candidate be nominated by parties, coalitions, and
organizations representing national minorities, ran independently’ Candidate registration
procedures were amended in 2015, and some of thageb address previous OSCE/ODIHR
recommendations. Supporting signature requirementsstablish political parties have eased, the
requirement to submit financial deposits for caatikdregistration was lifted, and voters can support
multiple candidates and parties. The number ofigmsgligible to contest the elections has increased
compared to previous elections, partly due to reduequirements for registration.

The CEB registers candidate lists at the natioeadll with contestants required to submit lists of
supporters of at least one per cent of the totalber of voters registered in the electoral regiater
the national level® BECs register candidate lists of parties, allisnaad independent candidates

13
14

The electronic register has been used in the ghrevious elections since its introduction in 2014
Organizations representing national minoritiest @re part of the Council of National Minoritiesdathat have
obtained a seat in either house of parliament noagimate candidates without further pre-conditidhg&nother
organization representing a national minority waata nominate candidate(s), it should obtain tstaf “public
utility” and provide a list of persons constitutiag least 15 per cent of the citizens who decldinethselves as
belonging to the respective minority.

The Law on Political Parties previously requir28,000 supporting signaturder a party to be formally
registered. In February 2015, the Pirate Party dddg complaint with the Constitutional Court claigithe
requirement was a violation of the constitutionedyisions on freedom of association. The Court eghsntly
struck down the requirement as unconstitutionaj an 6 May 2015, a modified version of the law was
approved, which allows the formation of a politipalrty with only three signatures.

16 Around 185,000 signatures.
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standing in one or several constituencies; comestequire at least one per cent of the total rermb
of voters permanently registered in the constityenbere they intend to run, with a minimum of
1,000 signatures. Signature verification is noturegyl by law and the OSCE/ODIHR NAM was
informed that it is not undertaken by the authesitat any level. The CEB and BECs must decide on
the registration of contestants within 48 hours reteiving registration documerlts. Some
OSCE/ODIHR NAM interlocutors noted that the numbérequired signatures posed challenges to
the newly established political parties that hadited structures in place to facilitate signature
collection.

G. ELECTION CAMPAIGN AND CAMPAIGN FINANCE

The electoral campaign commences 30 days beforesatisl one day prior to the elections. Several
OSCE/ODIHR NAM interlocutors noted that due to 8tert campaign period, some parties started
early informal campaigning, essentially circumvegtthe regulations. Although the law provides for

equitable campaigning conditions for all contedaittextensively regulates campaigning, including
the format and location of candidates’ printed mate The use of billboards is prohibited as is

distributing many types of campaign material. Desgtringent regulations, all parties that the
OSCE/ODHR NAM met with noted their ability to cannga freely and convey their messages to the
electorate.

Many OSCE/ODIHR NAM interlocutors do not expect #drant campaign and opined that key
campaign issues would centre on the economy, se@#fhre, poverty reduction, and migration.
Parties intend to centre campaign efforts arounallsmeetings, door-to-door canvassing, posters, and
advertisement in the private media, as well asheniniternet and social media. Some OSCE/ODIHR
NAM interlocutors alleged that the misuse of adstirative resources may occur in isolated instances
and that vote-buying is still attempted in the mecenomically deprived regions of the country with
minority, especially Roma, communities being marsceptible to such practices.

Political and campaign finance is primarily regathby the Political Finance Law and supported by
relevant government decisions. Recent amendmentisljyaaddress previous Council of Europe’s
Group of States against Corruption (GRECO) reconutatons'® The PEA monitors compliance
with political and campaign finance regulations aadh initiate investigations at the request of any
interested person @x officio, issue fines, and refer matters for court act@onvictions for related
offences can lead to the annulment of an MP’s miznalad removal from office. Electoral contestants
are required to submit detailed financial reporisr@ome and expenditures to the PEA not later than
15 days after election day. The PEA has 30 daghéok these reports, but the scope of its review is
limited to checking whether declared expenditur@scim declared donations without a thorough audit
of specific expenses.

Parties may receive donations from individuals kgl entities up to an annual limit set at 200 and
500 minimum gross salaries respectivelyParties can also apply for loans from individu@lp to
200 minimum gross salaries) and from financialitngbns (up to 500 minimum gross salaries), and
some OSCE/ODIHR NAM interlocutors opined that tlicgm of financing was insufficiently
regulated. An expenditure ceiling exists for eaghdidate (60 minimum gross salaries) and the limit
of additional expenditure by parties and coalitimealculated by adding up the maximum values for
each proposed candidate.

1 Electoral authorities coordinate with several ggovnent agencies on candidate registration, inetudhe

National Integrity Agency, which focuses on reviegicandidate declarations on assets/interests.
GRECQ's Third Round Compliance report of 2@ides that 8 of 13 recommendations concerningjiqalli
finance have been fully implemented with the renmgjrd recommendations partially implemented.
Currently,the national minimum gross salagt at 1,250 RON (approximately EUR 280).
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Parties receive state funding divided between thp@séies that previously obtained parliamentary
seats (75 per cent) and those that gained at3@akstcal council seats (25 per cent) in proportion
the valid votes obtained in the corresponding &last® State funding can increase in proportion to
the number of seats obtained by women candidats. darties noted to the OSCE/ODIHR NAM
about specific internal policies promoting womendidates.

In addition, amendments foresee the reimbursenfa@mpaign expenditures to electoral contestants.
According to the law, within 90 days after electaay, the PEA must reimburse incurred expenditure
in all electoral constituencies to contestants iabig at least three per cent of the valid votest ca
nationally?* Most OSCE/ODIHR NAM interlocutors did not expresgnificant concerns over party
and campaign finance; however, some questione®B#es ability to efficiently fulfil its oversight
duties given limited human and financial resources.

H. MEDIA

A range of media outlets operate throughout thentguwvith television (TV) considered the primary
source of political information. There are 10 naéibTV channels, some 300 local TV channels, and
over 500 terrestrial radio stations. The circulatiof print media is limited, with the Internet
increasingly used as a source of political infoiorat Most OSCE/ODIHR NAM interlocutors
characterized the media landscape as open andhyilaighough aside from the public broadcaster,
outlets were generally characterized as politicallgned with the larger parties to the exclusién o
smaller and newly established ones.

Campaign coverage by broadcast media, both praadepublic, is subject to detailed and complex
regulations outlined in the legislation, which reega a neutral and impartial approach. The National
Audiovisual Council (CNA), a regulatory body for dadcast media, passes additional media
regulations on campaign coverage before each efecti

The law provides for free access to public televisand radio, including territorial stations, fdr a
parliamentary parties to promote their platformscts access is also granted to non-parliamentary
parties that submit full candidate lists in at ted8 constituencies. Broadcasting time granted by
public and private broadcasters and editorial b®andst ensure non-discriminatory conditions. All
contestants are required to apply for broadcasiting no later than 40 days before the electionctvhi

is proportionally calculated based on the numbercarididate lists. Independent candidates are
entitled to a total of five minutes of broadcastiimge on territorial stations. The law also proader
talk-shows and debates between contestants and rf@iesentatives; the appearance in such
programmes is not considered electoral publicityn@nian public televisionl{¥R) plans to organize

a series of debates, the basic principles of warelstipulated in the law.

By law, candidates holding public offices may appearing news programmes strictly in matters
related to the exercise of their office and thisirae is not counted towards the broadcasting tine
the party with which they are associated. Privataticasters are required to offer equal opportunity
for paid ads for all contestants and require ositliet publish their respective price lists. The
publication of opinion polls or broadcasting patts as prohibited two days before the elections.

The CNA intends to conduct monitoring of all naabrand territorial broadcasters during the
campaign for compliance with election-related ragjohs, which focuses on time allocation over tone

20 Equal to some 0.04 per cent of income of theedtatiget.

The amount varies from 20 to 50 per cent depgndimthe type of expenditure.
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and contenf? The CNA may issue various sanctions dependingpenific violations. OSCE/ODIHR
NAM interlocutors generally noted that the CNA wady partially effective in its oversight and its
responsibilities can be further clarified, monibgyi capacity improved, and sanctioning powers
strengthened. Several OSCE/ODIHR NAM interlocuteteessed that external monitoring of the
media’s campaign coverage would be of value.

l. COMPLAINTS AND APPEALS

The system of complaints and appeals offers cartestind voters an effective opportunity for legal
remedy. In line with previous OSCE/ODIHR recommediuies, the Election Law establishes an
expeditious dispute resolution process for compdai@nd appeals against elections commission
decisions with one to three calendar days allotbechppeals and decisions. Such appeals are filed
with the superior election bureau and appealedutiirahe hierarchy of the election administration
with CEB’s decision being final. Amendments allowarfies to challenge CEB decisions on the
election results within 24 hours before the Highu@of Cassation and Justice.

Complaints regarding voter lists are filed with tb@unty offices or local PEA office, which have
three days to take a decision. This decision caappealed within three days to the local court,civhi
then has three days to adjudicate the appeal. Desi®f the CEB and a BEC for citizens living
abroad regarding the registration of candidated bleasettled by the Bucharest County Court. All
other BEC decisions regarding candidate registmaten be contested or appealed to the tribunal of
the respective county and settled within 48 holinese could be further appealed at the higher level
court. Complaints regarding campaign violations loarfiled with BECs or the police. BEC decisions
on the campaign can be challenged within 48 howorssuperior electoral bureaus. Overall,
OSCE/ODIHR NAM interlocutors expressed confident¢hie complaints process and impartiality of
the election administration and courts in resohatectoral disputes.

V. CONCLUSION AND RECOMMENDATION

Most OSCE/ODIHR NAM interlocutors expressed confice in the legal framework for elections
and noted the overall professionalism and impétialf the election administration and its ability
efficiently organize elections. A number of pre\so@SCE/ODIHR recommendations have been
addressed, and interlocutors generally statedatibatmprehensive OSCE/ODIHR observation mission
was not required. However, they welcomed a potemiservation activity, recognizing that an
external assessment and recommendations coulddmilefl-value and certain aspects of the electoral
process would benefit from further review.

In this context, areas that could benefit from egwvinclude the implementation of the amended legal
framework, campaign and campaign finance regulaimhthe media’s campaign coverage. Based on
this, the OSCE/ODIHR NAM recommends the deploynadrdn Election Expert Team (EET) for the
11 December parliamentary elections. The OSCE/ODHEER would focus its efforts on the effects
of the new legislation and application of electpmocedures, the conduct of the campaign, campaign
finance and aspects related to media campaign ageefGiven the number of concurrent election-
related activities taking place across the OSCiorei the fall of 2016, the deployment of an EBT t
the 2016 parliamentary elections in Romania wilcbatingent upon availability of resources.

22 The CNA noted that neither its monitoring repaores complaints and related documents are madécpubl
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EXECUTIVE SUMMARY

Romania’s economic growth model, based on
consumer spending, affects the country’s ability
to reach EU living standards in a sustainable
way. The near halving of GDP growth in 2018,
largely due to a slowdown in consumer spending,
has revealed the limits of Romania’s economic
growth model. Strong wage increases, a decreasing
work force and skills shortages risk undermining
the country’s ability to compete internationally.
Moreover, investors’ confidence is being eroded
by persistent legislative instability, unpredictable
decision-making, low institutional quality and the
continued weakening of the fight against
corruption. Inequality and poverty remain high,
with increasing regional disparities. Ensuring
continuity with past reforms and shifting the
growth model to investment could set the economy
on a sustainable path towards convergence with
EU living standards and help reduce inequality (*).

Despite the substantial slowdown in 2018,
growth remains robust. After a 7 % advance in
2017, real GDP growth (i.e. adjusted for inflation)
slowed down to an estimated 4 % in 2018. Higher
inflation dented disposable income and consumer
spending, which is the main driver of economic
growth. Strong growth in imports of consumer
goods, which outpaced exports, caused the
country’s current account deficit to continue to
widen.

The labour market is under increasing stress.
The lowest unemployment rate in a decade
(3.8 %), a declining labour force and persistent
skills shortages have brought Romania close to full
employment, which makes recruitment difficult
and drives wage growth. Employees’ earnings are
low compared to the EU average but the strong
growth since 2016, also driven by hikes in the

() This report assesses Romania’s economy in light of the
European Commission’s Annual Growth Survey published
on 21 November 2018. In the survey, the Commission calls
on EU Member States to implement reforms to make the
European economy more productive, resilient and
inclusive. In doing so, Member States should focus their
efforts on the three elements of the virtuous triangle of
economic policy — delivering high-quality investment,
focusing reforms efforts on productivity growth,
inclusiveness and institutional quality and ensuring
macroeconomic stability and sound public finance. At the
same time, the Commission published the Alert
Mechanism Report that initiated the eighth round of the
macroeconomic  imbalance  procedure. The  Alert
Mechanism Report found that Romania warranted an in-
depth review, which is presented in this report.

minimum wage and public-sector wages, risk
putting pressure on competitiveness if not
accompanied by corresponding productivity
increases.

The public deficit has been increasing, driven
mostly by spending on wages and tax cuts. Tax
rates have been repeatedly cut while public wages
have significantly increased since 2015 and are set
to increase further. At the same time, public
investment fell to a post-EU accession low in 2017
and is set to rebound only slowly. As a result, the
public deficit has substantially increased since
2015 and is forecast to break the 3 % of GDP
threshold required under the Stability and Growth
Pact, pushed up also by increases to pensions. In
June 2018 the Council launched a new significant
deviation procedure addressed to Romania (%). The
structural deficit is projected to remain broadly
stable at around 3.4 % until 2019 and to increase
considerably in 2020.

Financial sector stability has been put under
strain. Recent parliamentary and government
measures have created risks to the stability of the
financial sector. These could negatively impact
lending and limit the impact of monetary policy,
and may reverse several years of continuous
improvement. In addition, changes to the rules on
privately managed pensions increased
unpredictability and may have undermined their
long-term viability. This in turn may curtail the
development of capital markets and deprive the
economy of an important source of long-term
investment financing.

Public and private investment in infrastructure,
education, healthcare, social inclusion and
innovation would improve productivity and
long-term growth. Public investment has been
subdued in recent years and is expected to recover
only slowly while private investment could be
affected by increasing uncertainty. Investments in
transport, energy and environmental infrastructure
would strengthen the economy’s long-term growth
potential and would have a positive impact on the
population’s standard of living. The education
system does not sufficiently prepare people for
employment and better social integration. Making

(® https://www.consilium.europa.eu/en/press/press-
releases/2018/06/22/hungary-and-romania-called-on-to-
correct-significant-budgetary-deviations/



sure that Romania’s work force achieves its full
potential means investing also in social inclusion
and healthcare. Increased public and private
financing of innovation would help Romania’s
economy move towards higher value added
activities. Annex D identifies key priorities for
support by the European Regional Development
Funds, the European Social Fund Plus and the
Cohesion Fund over 2021-2027, building on the
analysis of investment needs and challenges
outlined in this report.

Romania has made limited (}) progress in
addressing the 2018 country-specific
recommendations. There has been limited
progress in the following areas:

e Efforts to strengthen tax compliance and
collection were limited to updating the
guidance on the registration of certified cash
registers and the use of risk assessment to audit
taxpayers.

e On public procurement, the creation of a
central purchasing body and the transition to e-
procurement are welcome developments, but
other reform commitments were stopped or
even reversed;

e Social dialogue remains largely formalistic.

e Access to quality education is very unequal and
the acquisition of basic and digital skills is
limited,

e In the healthcare system, the roll-out of
community care centres suffered further delays,
limiting prospects for shifting to outpatient
care;

e Limited progress was made on public
investment project preparation and
prioritisation, while the take-up of EU funds is
slow.

There has been no progress in the following areas:

e Fiscal policy, including the adoption of the
annual budget, continues to depart from the

() Information on the level of progress and actions taken to
address the policy advice in each respective subpart of a
country-specific recommendation is presented in Annex A.

Executive summary

requirements under the national fiscal

framework,

e The minimum wage continues to be set by the
government in an ad hoc manner, while the law
setting a minimum inclusion income is not yet
in force;

e The decision-making process remains highly
unpredictable, with complex and sometimes
controversial legislation being adopted through
emergency decrees, without impact assessment
or stakeholder consultation;

e The corporate governance of state-owned
enterprises is at risk of being weakened.

Regarding progress towards its national targets
under the Europe 2020 strategy, Romania is
performing well on employment rates, national
greenhouse gas emissions, renewable energy,
energy efficiency and tertiary education. R&D
investment and early school leaving remain some
distance away from their respective targets.

Romania performs poorly on most of the
indicators of the Social Scoreboard supporting
the European Pillar of Social Rights. The high
economic growth has translated into better job
prospects and increased household disposable
incomes. However, Romania still has a high
number of early school leavers and, although
decreasing, a high number of young people not in
education, employment or training. This raises
concerns about equal opportunities and access to
employment. Romania has not yet achieved a
mature social dialogue, and its Social Scoreboard
performance indicates a critical situation on
reducing poverty.

The main findings of the in-depth review in this
report and the related policy challenges are as
follows.

e Romania’s current account deficit has been
widening and its composition raises
concerns. From a nearly balanced position in
2014, the current account deficit increased to
3.2% of GDP in 2017 and is forecast to
deteriorate further. Imports of consumer goods
have increased much faster than those of
capital and intermediate goods. This means that



the deterioration in the current account is
driven more by consumption than investment,
which will not support long-term economic
growth.

Rising labour costs may hurt Romania’s
ability to compete internationally. The cost
of labour per unit of goods and services
produced has increased strongly since 2016, as
wage increases have outpaced productivity
growth, albeit less so in industrial sectors open
to international trade. Coupled with the gradual
depreciation of the national currency, the
impact on Romania’s cost competitiveness has
so far been limited and has allowed it to gain
export market shares. Nevertheless, the
pressure on private-sector wages due to high
levels of employment, minimum wage hikes
and spillovers from public wage increases may
make Romania’s economy less competitive in
the future. In addition, trade tensions may
weaken demand for Romania’s exports.

Risks to the financial sector have
substantially increased. The functioning and
stability of the financial sector and the long-
term financing of the economy may be harmed
by recent legislative initiatives including a
retroactive cap on mortgage interest rates and a
tax on banks’ assets linked to the interbank
interest rate. Moreover, new rules targeting
privately managed pensions may hinder the
development of what is still a very small
capital market in Romania.

The business environment and investment
decisions are being hurt by unpredictable
policymaking.  Consultation of relevant
stakeholders is limited and impact assessments
are lacking or are of low quality. Recent
legislation on the financial sector, privately
managed pensions and the energy and
telecommunication sectors could hinder future
investment  opportunities and  increase
uncertainty, making the economy less attractive
to national and international investors.

Other key structural issues analysed in this report,
which point to particular challenges for Romania’s
economy, are the following.

Executive summary

Labour and skills supply are not keeping up
with the fast-changing needs of the economy.
The limited availability of skilled labour,
population ageing, weak internal mobility and
continued emigration are limiting economic
growth. Despite labour shortages, certain social
groups, including the Roma, have difficulties
entering the labour market. Schemes to help
people into work provide little focus on
comprehensive solutions, including upskilling
and reskilling. Minimum wage levels continue
to be set without a comprehensive predictable
mechanism and the number of collective wage
bargaining agreements is low, especially at
sector level.

Despite recent improvements, poverty and
income inequality remain high, and regional
disparities are deepening. One in three
Romanians is still at risk of poverty and social
exclusion, with particular groups such as
children, the Roma, people with disabilities and
the elderly being more affected. Income
inequality is one of the highest in the EU,
reflecting in part the low redistributive capacity
of the tax and benefit system. Inequality of
opportunity is also high. Social services have
insufficient quality and coverage, and uneven
territorial distribution. The limited integration
of employment, education, health and social
services does not allow for a sustainable
inclusion of diverse disadvantaged groups enter
employment and escape social exclusion. After
repeated delays, the law which will increase the
adequacy of the minimum inclusion income is
expected to enter into force in April 2019.

The insufficient capacity of the public
administration limits development
opportunities. Red tape and the lack of quality
public services continue to harm investment,
but the reform of the public administration is

progressing only slowly. The public
procurement  system  requires  enhanced
transparency, monitoring and supervision.

Scattered resources, fragmented responsibilities
between different services and levels of the
public administration lead to ineffective
delivery of public services. Funding of public
services is uneven across regions, counties and
smaller administrative units, while local



authorities’ revenues lack stability and
predictability.

The weak performance of the education and
training system is not helping Romania to
catch up with the EU. Spending on education
remains one of the lowest in the EU. Low
participation in early childhood education
hampers the development of cognitive and
social skills. Early school leaving remains high,
and attainment levels in basic skills are low and
not improving. Rural-urban disparities persist
and vulnerable groups, including the Roma,
continue to have limited access to quality
inclusive mainstream education. The quality
and labour market relevance of higher
education and vocational education and
training face challenges, while access to adult
learning is limited.

The healthcare system faces many
challenges. Low funding and an inefficient use
of public resources limit the effectiveness of
the health system. Continued migration has
resulted in a sizeable shortage of doctors and
nurses. Health infrastructure and the prevalence
of informal payments remain sources of
concern. Access to healthcare services for those
living in rural areas and for vulnerable groups
is limited. These in turn have a negative impact
on the population’s health status.

Despite significant public investment after
EU accession, physical infrastructure
remains underdeveloped. The general
condition and reliability of the road and rail
networks are very poor. In addition, energy,
waste, water and waste water infrastructure
continue to show deficiencies. Substantial
challenges remain over climate change
adaptation, risk prevention, disaster resilience
and air pollution.

Romania’s modest performance in research
and innovation limits growth prospects. The
country lacks a coherent strategy to help firms
move towards higher value added activities.
Public and private spending on research and
development is one of the lowest in the EU,
resulting in a low quality of the public science
base and a low innovative capacity. Links
between  science and  business  are

Executive summary

underdeveloped, while technology imports are
not being substituted by home-grown
innovation.

The corporate governance of state-owned
enterprises is only loosely applied. The
legislation in this field could be weakened
through forthcoming legislative amendments
before Parliament. Appointments of interim
boards are a recurrent practice, departing from
the spirit of the corporate governance laws.

Progress in the fight against corruption has
suffered significant setbacks. The
independence of judges and prosecutors has
been weakened by recent amendments to the
justice laws. The Kkey anti-corruption
institutions have come under increased
pressure, raising concerns about their ability to
continue the fight against corruption. The
ongoing amendments to the Criminal Code and
Code of Criminal Procedure could further
weaken the fight against corruption and other
serious crimes, undermining progress achieved
over the past 10 years.
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GDP and potential growth

Economic growth has slowed down but remains
robust. Real GDP is estimated to have grown 4 %
in 2018, down from a peak of 7 % in 2017 (Graph
1.1). The slowdown has been driven mainly by a
deceleration in private consumption due to high
inflation, fuelled by energy prices, and the fading
of the effects of public policies aimed at increasing
disposable income. However, private consumption
continued to be the main driver of growth.
Investment remained broadly stable and net
exports became more negative as exports continue
to decelerate faster than imports, affected by price
hikes and the slow-down of external demand.

Graph 1.1:  GDP growth and demand-side components
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Growth is expected to remain broadly stable in
the medium run. Real GDP is projected to remain
below 4 % in 2019 and 2020 (Graph 1.1). Private
consumption is set to continue being the main
driver of economic activity, although slower
increases in wages and a tighter credit environment
could restrain its evolution. The contribution of the
external sector to growth is forecast to remain
negative but to improve as the growth of exports
remains broadly stable while import growth is
projected to decrease, following the slowdown in
consumption. Investment is expected to increase
somewhat more than in 2018.

On the supply side, the economic deceleration
was more evenly distributed across sectors. For
the first three quarters of the year, business

services accounted for a stable 38 % of GDP.
Industry and trade represented 24 % and 18 %,
respectively. In terms of contribution to growth,
business services are estimated to have accounted
for 1.3 pps, followed by industry with 1 pp. and
trade with 0.6 pps (Graph 1.2). The slowdown in
exports registered in 2018 is taking a particular toll
on the performance of trade and industry.

Graph 1.2:  GDP growth and supply-side components
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Potential growth has been driven mainly by
total factor productivity. Potential GDP growth
has strengthened in recent years, to reach 4.5% in
2017. (Graph 1.3). It is estimated to have remained
strong in 2018, but is forecast to decrease
progressively. Total factor productivity has been
the main contributor to potential growth, despite a
slight slow down in 2018. Labour made a modest
but positive contribution in 2018 due to lower
structural unemployment and a higher labour
participation rate. After 2018 however, total factor
productivity is expected to slow down and labour’s
contribution to potential growth to worsen due to
slower growth of the working age population.



Graph 1.3:  Contribution to potential growth
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Regional disparities

Despite convergence towards the EU average,
disparities within the country are still
significant. Romania’'s GDP per capita has
increased from slightly more than 40 % at EU
accession, in 2007, to more than 60 % of the EU
average in 2017. Differences across regions are
substantial. In 2016, the Bucuresti-lIfov region
recorded a GDP per capita in Purchasing Power
Standards of EUR 40400, 1.4 times the EU
average and almost 4 times that of the Nord-Est
region, the country’s poorest region. Excluding the
capital region, GDP per capita is half the EU
average. Bucuresti-llfov also registers twice the
EU average in terms of investment as a percentage
of GDP and 1.5 times the national average (Graph
1.4 and Section 4.4.4). When considering all EU
regions, Romanian regions with initially lower
levels of GDP per capita have experienced
comparatively higher growth rates since the
country's accession.

Disparities are also felt in the labour market. In
2016, labour productivity divergence across
regions was one of the highest in the EU.
Bucuresti-lIfov registered the highest productivity
(22 % above the EU average), while productivity
in the Nord-Est region is only one-third of the EU
average (Graph 1.4). Average productivity for all
regions excluding the capital is only half the EU
average. The regional unemployment rate in 2017
varied significantly, from 2.9 % in Nord-Est to
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7.7 % in Sud-Vest Oltenia, despite a reduction in
the gap across regions from 6.9 pps in 2016 to 4.8
pps in 2017. Regional socio-economic indicators
show a major divide between a growing capital
that mainly attracts skilled labour in higher value-
added sectors and the rest of the country where
employment is concentrated in lower value added
sectors in a context of outward migration.

Graph 1.4:  Disparities across Romanian regions
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Investment

Romania continues to have one of the highest
investment ratios in the EU. In 2017, total
investment accounted for 22.6 % of GDP, above
the EU and neighbouring countries' averages of
201% and 20.2% respectively. Private
investment, which reached 20 % of GDP in 2017,
is estimated to have increased somewhat despite
concerns about fiscal and legislative instability and
unpredictability (see Section 4.4.2). Public
investment, by contrast, remains subdued, partly
due to the slow uptake of projects under the EU
financing period (see Section 4.4.2). In 2017,
public investment fell to a post-EU accession low
of 2.6 % of GDP, just at the EU average but below
neighbouring countries (Graph 1.5). However, it is
estimated to have slightly recovered in 2018 and
forecast to progressively recover in coming years.



Graph 1.5:  Gross fixed capital formation

35

forecast

w
o

N
(&)

_—

N
o

% of GDP
= =
S} o

(&)

I T -
S-S Z2=zZC”S=2==zZzZ=>
1

07 08 09 10 11 12 13 14 15 16 17 18 19 20

Romania gov Romania private == == EU excl RO gov

EU excl RO total == == EU13-ROgov === EU13-RO total

Source: European Commission

Investment could be hit by increasing
uncertainty. Levels of investment could be
heavily affected by the susceptibility of private
investment to more challenging financial
conditions and the government’s under-execution
of initially budgeted projects. The persistent
unpredictability of policymaking creates a climate
of instability which could hinder business
confidence and investment decisions (see Sections
3 and 4.4). Moreover, the recent emergency
ordinance (%) introducing a set of far-reaching
fiscal measures (see Section 3) may affect private
investment in energy and communication and the
financial sector's capacity to finance the economy.

External position

The current account deficit widened further in
2018. The deficit is estimated to have worsened to
4.3 % of GDP due mainly to the deteriorating trade
balance (Graph 1.6). As a result, the current
account balance is increasingly diverging from the
economy’s fundamentals (°), which for Romania
imply a balanced current account. The export
market share is estimated to have remained on a
gentle upward path in 2018. This evolution is felt
in the net lending/borrowing, which became
negative already in 2017 when the current account
deficit started to widen markedly and the capital
account balance almost halved. By sector, the net
borrowing needs come mainly from households

() Government emergency ordinance 114/2018
() For details regarding the estimation of current accounts’
fundamentals, see Coutinho, Turrini and Zeugner (2018).
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and, to a much lesser extent, the government.
Corporations are net lenders.

Graph 1.6:  Current account breakdown and capital
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The net international investment position is still
improving. Strong nominal GDP growth
facilitated a further improvement in the net
international investment position to an estimated -
47.8% of GDP in 2017 and -44.8 % in Q3-2018.
However, progress has slowed down as a result of
the widening current account deficit and some
deceleration in nominal GDP growth (see Section
4.4).

Inflation and monetary policy

Inflation reached a post-crisis peak in 2018.
Inflation as measured by the harmonised index of
consumer prices turned positive in 2017 and
continued to increase throughout 2018, to reach an
annual average of 4.1 %. This is the result of both
internal and external factors. Internally, inflation
accelerated at the beginning of 2018 as the effect
of the January 2017 tax cuts faded away. Increases
in the excise tax on energy products in autumn
2017 further added to the increasing trend.
Internationally, the hike in food prices and, to a
larger extent, of energy prices, further spurred
headline inflation (Graph 1.7). In 2018, Romania
had the highest inflation rate in the EU, well above
the euro area average. Headline inflation is
expected to moderate to 3.3 % and 3.1 % in 2019
and 2020, respectively, on account of weakening



domestic demand. Core inflation has remained
more stable, at an average of 2.7 % for the whole
of 2018.

Graph 1.7:  Contributions to headline inflation
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In 2018 the National Bank of Romania
tightened its accommodative monetary policy.
As inflation increased, the key monetary policy
rate was raised three times by a total of 0.75 pps in
the first months of 2018, to 2.5 %. These were the
first hikes in 10 years. Since May 2018, however,
the National Bank of Romania has kept the rates
constant, anticipating the return of the annual
inflation rate, as measured by the consumer price
index, to within the Bank's target of 2.5 %=1 pp,
reaching 3.3 % in December 2018.

The conduct of monetary policy is increasingly
constrained by fiscal policy measures. The
recent introduction of a tax on banks’ assets linked
to the interbank rate (ROBOR) is likely to limit the
room for manoeuvre of the monetary policy. It
may also introduce a conflict between the
objective of maintaining price stability and that of
safeguarding financial stability (see Section 4.2).

Labour market, poverty and social exclusion

Labour market conditions continued to
improve, supported by robust economic growth.
The activity rate increased to 72.3% in 2017,
exceeding the pre-crisis level of 68.7 %. The
unemployment rate in December 2018 (3.8 %) is at
its lowest level in a decade (Graph 1.8). However,
the shrinking workforce in the context of
unfavourable demographics represents an obstacle
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for companies in filling job vacancies and finding
the relevant skills on the labour market. As such, it
could limit potential GDP growth. The labour
market continues to be characterised by weak
social dialogue, with a very limited involvement of
social partners in policy-making.

Graph 1.8:  Labour market overview

30
25
20

015 "%

10

2004
2005
2006
2007
2008
2009
2010
2011
2014
2015
2016
2017

I
o
o
N

2002
2003
2012
2013

m— Activity rate 20-64 (rhs)

Unemployment rate 15-74 (lhs)

Long-term unemployment rate 15-74 (lhs)
Youth unemployment rate 15-24 (lhs)

NEET rate 15-24 (lhs)

(1) Activity rate and employment rate (% of population),
total, ages 20-64; Unemployment rate and long-term
unemployment rate (% of labour force), total, ages 15-74;
Youth unemployment rate (% of labour force), total, ages
15-24; NEET: Not in education, employment, or training (% of
population), total, ages 15-24

Source: European Commission

Wages and unit labour costs continued to
increase at a rapid pace in 2018. The record low
unemployment rate, structural labour supply
shortages and public policies increasing public and
minimum wages (°) are forcing a correction in the
labour market. Overall, wages are estimated to
have increased further in 2018, also due to the
impact of the 2017 change in the structure of social
contributions, which shifted the burden almost
entirely to the employees. As a result, unit labour
costs have grown on average 8.1 % annually since
2016. These developments imply the risk of a
competitiveness loss given that productivity
developments can no longer compensate for such
wage increases (see Section 4.4.1).

(®) The minimum wage rose to RON 1 900 (c. EUR 413) in
2018 (a net increase of 9 % when accounting for the effect
of the shift in the social security contribution), and further
to RON 2080 (c. EUR 450) in January 2019. For
university graduates with at least one year of work
experience the minimum wage was set at RON 2 350 (c.
EUR 510) (see Section 4.3.1).



Despite the growing labour shortages, some
groups are not fully integrated in the labour
market. Participation rates remain particularly low
for people with low education attainment, and
among women and people with disabilities. The
share of young people not in education,
employment or training, while on a decreasing
path since 2015, remained relatively high in 2017
at 152%. A large part of the long term
unemployed either remain unemployed (73.2 %) or
fall into inactivity (13.2 %). The active labour
market measures in place do not sufficiently
address upskilling and integrated service delivery
(see Section 4.3.1).

High poverty and inequality rates hamper
Romania's ability to achieve inclusive growth.
Although decreasing, poverty and inequality rates
remain very high. Income inequality has declined
over the past 2 years but remains one of the highest
in the EU, reflecting in part the weak redistributive
capacity of the tax and benefit system. More than
1.5 million people earn under EUR 3 per day
(Friedrich-Ebert-Stiftung, 2018) and 3.9 million
people suffer from severe material deprivation.
Opportunities are unequal, in many respects. High
poverty levels are associated with unemployment,
low education attainment, high intergenerational
transmission of poverty and regional disparities.
The share of children living in poverty or social
exclusion (4 out of 10) is one of the highest in the
EU. Socioeconomic status greatly affects students'
performance, deterring sustainable growth in the
long-run (see Section 4.3.3). The education and
care systems are not conductive to sufficiently
independent living and to the employability of
people with disabilities (see Section 4.3.2).

Public finances

The public deficit is projected to widen, mostly
due to increases in current spending. In its 2018
Autumn Forecast, the Commission projected the
headline deficit to increase from 2.9 % of GDP in
2017 to 3.3 % of GDP in 2018, mostly driven by
public wage increases. The headline deficit was
projected to increase slightly further in 2019, to
3.4 %, and then to jump to 4.7 % in 2020 due to
significant increases to old-age pensions. The
pension point, i.e. the main parameter used for
pension indexation, is set to increase by 15 % in
September 2019 and by 40 % in September 2020.
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The structural deficit () is projected to remain
broadly stable at around 3.3% to 3.4% of
potential GDP until 2019 and to increase to 4.5 %
in 2020 (Graph 1.9). In June 2018 the Council
launched a new significant deviation procedure
addressed to Romania.

Graph 1.9:  General government balance and output gap
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The tax cuts and expenditure increases are
being financed with public debt. Because of the
widening of the public deficit, the general
government debt is projected to increase from
35.1 % of GDP in 2018 to 38.2 % of GDP in 2020.
Assuming no policy change, public debt is
projected to increase to above 60 % of GDP in
2029 (see Section 4.1.4). The financing cost of
public debt has been steadily increasing since mid-
2017 to levels well above those observed for peer
countries (Graph 1.10).

(') Defined as the deficit corrected for the business cycle and
one-off operations.
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Graph 1.10: 10 year government bond yield: Romania and Graph 1.11:  Loans to households and non-financial
peers corporations
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Financial sector

Consumer credit accelerated in 2018. The stock
of loans denominated in Romanian lei (RON)
continued to increase for both households and
corporations. The domestic currency increased its
share of the loans' stock to 65.9 % in November
2018, up from a low of 35.6 % in May 2012.
Credit to non-financial corporations, albeit still
increasing, has somewhat decelerated in 2018
compared to 2017 (Graph 1.11). Meanwhile,
household lending has picked up on the back of an
increase in the growth of consumer credit and
mortgage lending, although the latter registered a
slight slowdown. As of January 2019, a new macro
prudential regulation limits the level of
households’ indebtedness (see Section 4.2).
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Banking sector stability is threatened by recent
legislative changes. Capital adequacy at system
level continued to increase and stood at almost
20 % at the end of September 2018. As banks
increased locally collected deposits and reduced
dependency on parent funding, the loan-to-deposit
ratio declined to around 76 % at end-September
2018. The share of non-performing loans in total
loans fell below 6 %, but sales of impaired assets
declined significantly as of March 2018 following
changes to the Fiscal Code. Moreover, in
December 2018, Parliament adopted several laws,
not yet enacted (including retroactively capping
interest rates in loan contracts), which are expected
to hamper the disposal of non-performing loans
and negatively impact the already very low level of
financial intermediation in  Romania. More
worryingly, the newly introduced tax on banks’
assets could have a long- lasting damaging effect
on banks’ ability to finance the economy, on the
conduct of monetary policy and ultimately on
economic growth (see Section 4.2).

The second pension pillar was further
weakened. In December 2018, the government
significantly increased the minimum capital
requirements for second pillar pension funds’
management companies operating in Romania,
while substantially reducing the allowed level of
the administration fees. Moreover, participants
with at least 5 years of contributions are now
allowed to opt out of the second pillar. These
changes, following a 2018 reduction in the
proportion of the contributions accruing to the
second pension pillar, significantly weaken the



second pension pillar, with negative consequences
for future pension adequacy, the development of
the local capital market and the long-term
financing of the economy (see Section 4.2).

Housing market

The growth rate of house prices is slowing
down, but developments vary at sub-national
level. Housing demand has been adversely affected
by higher lending costs and overall higher prices.
House prices increased by 5.7 % in Q3-2018, less
than the same period of the previous year (6.2 %).
The deceleration continued in the first quarters of
2018 on the back of volatile demand, especially in
the residential segment, due to the tightening of
both public (the Prima Casa programme) and
private credit conditions. Substantial regional
differences persist. House prices advanced by less
than 6 % in Bucharest in Q3-2018, but some
counties saw double-digit increases.

1. Economic situation and outlook
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Table 1.1: Key economic, financial and social indicators - Romania
forecast
2004-07 2008-12 2013-15 2016 2017 2018 2019 2020
Real GDP (y-0-y) 6.8 0.7 3.6 4.8 7.0 4.0 3.8 3.6
Potential growth (y-0-y) 5.7 29 2.7 3.6 4.5 4.6 4.1 4.1
Private consumption (y-0-y) 13.2 0.0 3.6 7.9 10.0
Public consumption (y-o-y) -2.4 1.2 0.1 2.2 2.6
Gross fixed capital formation (y-o0-y) 23.2 -3.7 1.6 -0.2 3.5
Exports of goods and services (y-0-y) 9.9 7.0 10.7 16.0 10.0
Imports of goods and services (y-0-y) 22.3 1.4 8.5 16.5 11.3
Contribution to GDP growth:
Domestic demand (y-0-y) 14.4 -1.1 2.5 5.1 7.5
Inventories (y-0-y) -1.4 0.0 0.3 0.0 0.2
Net exports (y-0-y) -6.4 1.3 0.6 -0.3 -0.7
Contribution to potential GDP growth:
Total Labour (hours) (y-0-y) -0.4 -1.0 -1.0 -0.2 0.2 0.4 -0.1 -0.1
Capital accumulation (y-0-y) 2.1 2.2 11 0.9 1.3 1.3 1.4 15
Total factor productivity (y-o-y) 3.9 1.7 25 3.0 3.1 2.9 2.8 2.7
Output gap 6.2 1.4 28 -11 15 0.5 02 -03
Unemployment rate 7.2 6.6 6.9 5.9 4.9 43 4.2 4.1
GDP deflator (y-0-y) 13.2 6.2 2.6 25 4.7 6.5 3.8 3.5
Harmonised index of consumer prices (HICP, y-0-y) 8.1 5.7 1.4 -1.1 11 41 3.3 3.1
Nominal compensation per employee (y-0-y) 15.8 7.9 4.3 15.0 12.3 13.0 6.7 6.7
Labour productivity (real, person employed, y-0-y) 7.4 2.3 4.1 6.0 4.0 . . .
Unit labour costs (ULC, whole economy, y-0-y) 7.8 5.5 0.2 8.5 8.0 9.3 2.5 3.0
Real unit labour costs (y-0-y) -4.8 -0.6 -2.3 5.9 3.1 2.7 -1.2 -0.5
Real effective exchange rate (ULC, y-0-y) 9.5 -2.7 -0.5 6.7 6.3 6.8 -1.1 0.7
Real effective exchange rate (HICP, y-0-y) 8.5 -2.9 0.9 -1.2 -1.7 2.4 -0.4 0.8
Savings rate of households (net saving as percentage of net disposable
income) -22.3 -5.4 -9.6 -8.1 -7.6
Private credit flow, consolidated (% of GDP) 13.9 3.0 -1.2 0.6 1.7
Private sector debt, consolidated (% of GDP) 43.3 70.6 62.7 55.6 51.0
of which household debt, consolidated (% of GDP) 11.9 214 18.2 16.7 16.2
of which non-financial corporate debt, consolidated (% of GDP) 315 49.3 44.4 38.9 34.8
Gross non-performing debt (% of total debt instruments and total loans
and advances) (2) 14 14.8 7.7 5.1
Corporations, net lending (+) or net borrowing (-) (% of GDP) -2.8 0.4 7.6 7.8 7.7 8.3 6.5 6.6
Corporations, gross operating surplus (% of GDP) 25.9 28.2 31.8 311 317 314 320 325
Households, net lending (+) or net borrowing (-) (% of GDP) -4.7 0.2 -4.3 -4.0 -6.4 -6.9 -5.3 -4.6
Deflated house price index (y-o0-y) . . -1.4 5.2 3.3
Residential investment (% of GDP) 2.0 2.9 2.5 2.6 4.2
Current account balance (% of GDP), balance of payments -10.2 -6.2 -1.0 -2.1 -3.2 -4.3 -4.5 -4.7
Trade balance (% of GDP), balance of payments -11.3 -7.4 -0.6 -0.9 -2.1 . . .
Terms of trade of goods and services (y-0-y) 4.3 1.0 1.8 -0.3 -1.5 0.6 -0.2 0.0
Capital account balance (% of GDP) 0.5 0.6 2.4 2.5 1.2
Net international investment position (% of GDP) -37.2 -61.7 -58.2 -49.0 -47.8
NIIP excluding non-defaultable instruments (% of GDP) (1) -5.0 -22.2 -16.5 -6.7 -5.8
1IP liabilities excluding non-defaultable instruments (% of GDP) (1) 35.8 57.7 50.7 40.0 374
Export performance vs. advanced countries (% change over 5 years) 84.0 70.5 24.0 20.1 30.9
Export market share, goods and services (y-0-y) . . 7.0 8.6 3.1
Net FDI flows (% of GDP) -7.1 -2.8 -1.9 -2.6 -2.4
General government balance (% of GDP) -1.7 -6.1 -1.4 -2.9 -29 -3.3 -3.4 -4.7
Structural budget balance (% of GDP) o 5 -0.6 -2.2 -3.4 -3.3 -34 -4.6
General government gross debt (% of GDP) 14.6 27.0 38.2 37.3 35.1 35.1 35.9 38.2
Tax-to-GDP ratio (%) (3) 28.5 27.3 276 265 258 262 262 26.2
Tax rate for a single person earning the average wage (%) 27.2 28.5 25.6 . . .
Tax rate for a single person earning 50% of the average wage (%) 22.7 25.5 22.9

(1) NIIP excluding direct investment and portfolio equity shares
(2) domestic banking groups and stand-alone banks, EU and non-EU foreign-controlled subsidiaries and EU and non-EU

foreign-controlled branches.

(3) The tax-to-GDP indicator includes imputed social contributions and hence differs from the tax-to-GDP indicator used in the

section on faxation.

Source: Eurostat and ECB as of 31-1-2019, where available; European Commission for forecast figures (Winter forecast 2019 for

real GDP and HICP, Autumn forecast 2018 otherwise)




2 » PROGRESS WITH COUNTRY-SPECIFIC RECOMMENDATIONS

Since the start of the European Semester in
2011, 59 9% of all country-specific
recommendations addressed to Romania have
recorded at least ‘some progress”. 41 % of
country-specific ~ recommendations  recorded
‘limited" or 'no progress' (Graph 2.1). Overall,
Romania has advanced in implementing its
country-specific recommendations since 2013, and
some reforms have been pursued even during
economically challenging times. However, the
reform momentum appears to have waned over the
past few years. In several policy areas subject to
country-specific recommendations action has
slowed down or even been reversed and significant
efforts are still needed to achieve tangible results
on implementing reforms.

Graph 2.1:  Overall multiannual implementation of 2013-
2018 CSRs to date
Full
Implementation

3% No

Substantial Progress
Progress /_ 12%
10%
\_ Limited
Progress
29%
Some —
Progress

46%

(1) The overall assessment of the country-specific
recommendations related to fiscal policy exclude
compliance with the Stability and Growth Pact.

(2) The multiannual CSR assessment looks at the
implementation since the CSRs were first adopted until the
February 2019 Country report

Source: European Commission

On fiscal adjustment, past progress has been
gradually undone. Since 2009, Romania has
pursued a significant fiscal consolidation which led
to achieving its medium-term objective in 2014
and 2015. However, since 2016 the authorities
have been pursuing an expansionary fiscal policy
that led to a substantial departure from that
objective.

Progress on labour market and social assistance
reforms has stalled since 2016. The minimum
wage continues to be set by the government in an
ad-hoc manner, without applying a set of objective
criteria. Social dialogue remains ineffective, while
the role of certain important institutions has been
recently weakened. The implementation of the
minimum inclusion income law, adopted in 2016,
stalled in 2017 and is now expected to be enforced
only as of April 2019. Active labour market
policies are not comprehensively looking to
individual needs and are insufficiently focused on
upskilling.

Access to quality and inclusive education is
highly insufficient. Early school leaving remains
problematic and the acquisition of basic and digital
skills faces substantial challenges. Ensuring equal
opportunities for students from poor households
and the Roma community remains a challenge.
The limited availability of nurseries and their
uneven distribution does not support children’s
early cognitive and social development and
women’s return to the labour market. The labour
market relevance of education is limited.
Forecasting and anticipation of skills needs
remains unused, hampering the adaptation of the
education system to labour market needs.

The healthcare system is faced with multiple
challenges. Progress of reforms in key areas such
as the development of integrated community care
centres and the building of regional hospitals has
been delayed, while in other priority areas the
measures taken by the authorities appear
insufficient. The administrative capacity of the
Ministry of Health continues to be very limited,
while poor investment planning and lack of
political commitment further hamper the progress
of reforms. The shift to outpatient care remains at
an early stage, with most efforts concentrated on
hospital care.

The conduct of public policy continues to be
highly unpredictable. Important and sometimes
complex legislative changes are still adopted
without proper consultation of stakeholders, while
impact assessments are often lacking. This often
results in additional legislative changes being
necessary to correct the unintended effects of
emergency ordinances adopted on very short
notice. Contradictory public statements about the



2. Progress with country-specific recommendations

Table 2.1: Assessment of 2018 CSR implementation

Romania

CSR 1: Ensure compliance with the Council
recommendation of ... June 2018 with a view to
correcting the significant deviation from the
adjustment path toward the medium-term
budgetary objective. Ensure the full application
of the fiscal framework. Strengthen tax
compliance and collection.

CSR 2: Complete the minimum inclusion
income reform. Improve the functioning of
social dialogue. Ensure minimum wage setting
based on objective criteria. Improve upskilling
and the provision of quality mainstream
education, in particular for Roma and children
in rural areas. Improve access to healthcare,
including through the shift to outpatient care.

CSR 3: Increase the predictability of decision-
making by enforcing the systematic and
effective use of regulatory impact assessment
and stakeholder consultation and involvement
in the design and implementation of reforms.
Improve the preparation and prioritization of
large infrastructure projects and accelerate
their implementation, particularly in the
transport, waste and waste water sectors.
Improve the transparency and efficiency of
public procurement. Strengthen the corporate
governance of State-owned enterprises.

Overall assessment of progress with 2018 CSRs:
Limited progress

Limited progress

Limited progress

No progress

No progress was made in ensuring that the
national fiscal framework is implemented
Limited progress was made in strengthening tax
compliance and collection.

No progress was made in completing the
minimum inclusion income reform.

Limited progress was made on improving social
dialogue.

No progress was made on minimum wage
setting.

Limited progress was made on upskilling and
improving access to quality mainstream
education.

Limited progress was made on shifting to
outpatient care

No progress was made on improving the
predictability of decision making.

Limited progress was made on strengthening
project prioritization and preparation in public
investment.

Limited progress was made on implementing
the national public procurement strategy.

No progress was made on improving the
corporate  governance of State owned
enterprises.

(1) This does not include an assessment of compliance with the Stability and Growth Pact.

Source: European Commission

future of important reforms also contribute to the
overall climate of unpredictability of policy
making, negatively affecting the business
environment.

Overall, Romania made limited progress (%) in
addressing the 2018 country-specific

() Information on the level of progress and actions taken to
address the policy advice in each respective subpart of a
country specific recommendation is presented in the
overview table in Annex A.

recommendations. There was limited progress on
tax compliance and collection, upskilling and
education, social dialogue, outpatient care, public
investment prioritisation and public procurement.
No progress was made on the fiscal framework,
minimum wage setting, minimum inclusion
income, predictability of decision-making and the
corporate governance of state-owned enterprises.



2. Progress with country-specific recommendations

Box 2.1: EU funds and programmes contribute to addressing structural changes and to
fostering growth and competitiveness in Romania

Romania is a large beneficiary of EU solidarity. EU funds allocated to Romania amount to EUR 30.8
billion for the 2014-2020 programming period, potentially representing around 2.4 % of GDP annually. As
of the end of 2018, around EUR 20.8 hillion was allocated to selected projects. EUR 7.9 billion of the total
allocation was paid to Romania. In addition, EUR 1.2 hillion was allocated to specific projects on strategic
transport networks through the Connecting Europe Facility. Furthermore, Romanian research institutions,
innovative firms and individual researchers benefited from other EU funding instruments, notably Horizon
2020.

EU funds can help address policy challenges identified in the 2018 country-specific recommendations.
Actions financed include investments in transport, energy, water and waste management infrastructure,
education, employment and social policies, strengthening healthcare, extending broadband access and
developing public administration and inter-operable e-government services. As a result, 315 km of TEN-T
railway lines and 378 km of TEN-T roads are under construction; almost 140 000 additional households will
have access to broadband of at least 30 Mbps; around 750 000 additional people could benefit from
improved water supply and more than 2.5 million people are set to be served by improved wastewater
treatment. In addition, 1 793 micro-enterprises and 688 SMEs have received direct support to strengthen
their competitiveness. The SME Initiative has generated EUR 361 million of loans supporting 1 344 SMEs.
Moreover, the European Social Fund is currently supporting ongoing active labour market measures for
about EUR 473 million, while other EU funds will also enable the hiring of 174 new researchers. Despite
some progress, implementation is still delayed in several sectors including for smart, sustainable, social and
connectivity investments. The reform of the public administration, a precondition for EU funding support, is
progressing at a slow pace. In addition, the implementation of some key country specific recommendations
and related reforms is severely delayed (see Section 2).

In addition, the Commission can provide tailor-made technical support upon a Member State's
request via the Structural Reform Support Programme to help Member States implement growth-
sustaining reforms to address challenges identified in the European Semester process or other
national reforms. Romania, for example, is receiving support for the establishment of a national
promotional bank. The Commission is also assisting the authorities in their efforts to develop an
economically and environmentally sustainable water and waste water sector, to modernise the health service
delivery model and to reinforce the administrative capacity of the National Agency for Fiscal Administration
to improve tax compliance and revenue collection. In addition, in 2018, work has started on assisting the
National Institute of Administration in introducing modern methods of training of public administration, on
conducting the first evaluation of state aid schemes to assess market outcomes and optimise their design in
the future, and on creating a mechanism of early detection/warming and intervention for identifying children
at risk of repeated school drop-out.

EU funding can contribute to the mobilisation of private investment. Out of the total European Regional
Development Fund financing, EUR 350 million is to be delivered via financial instruments and is expected
to leverage additional private investment of around EUR 1 billion. European Social Fund financial
instruments should support in particular the creation of new jobs and investments in the social economy.
However, implementation has not started. Romania is advancing in the take up of the European Fund for
Strategic Investments, with total financing amounting to EUR 652 million and expected to trigger EUR 2.7
billion in additional private and public investments (*). A Romanian project backed by the European Fund
for Strategic Investments is "Agricover Loan for Small and Medium-sized Enterprises”, for which the
European Investment Bank provides a EUR 15 million loan to Agricover Credit IFN to finance small
projects in the agricultural sector.

EU actions are intended to strengthen national, regional and local authorities and civil society. Around
EUR 1 billion has been allocated to strengthen the capacity of the public administration at different levels
and encourage cooperation with relevant stakeholders. The Coal Regions in Transition Initiative seeks to
improve socio-economic and technological transformation processes in the Jiu Valley mining region.

https://cohesiondata.ec.europa.eu/countries/RO#

(*) nhttps://ec.europa.eu/commission/sites/beta-political/files/romania-investment-plan-factsheet-17x17-dec18_en.pdf



https://cohesiondata.ec.europa.eu/countries/RO
https://ec.europa.eu/commission/sites/beta-political/files/romania-investment-plan-factsheet-17x17-dec18_en.pdf

3 « OVERALL FINDINGS REGARDING IMBALANCES, RISKS AND

ADJUSTMENT ISSUES

Intfroduction

The 2019 Alert Mechanism Report concluded
that a new in-depth review should be
undertaken for Romania to examine the
possible existence of imbalances (European
Commission, 2018i). An in-depth review was not
prepared for Romania in 2018 and no imbalances
have been identified. This chapter summarises the
findings of the analyses in the context of the
Macroeconomic Imbalances Procedure (MIP) in-
depth review that is contained in various sections
in this report (°).

3.1. IMBALANCES AND THEIR GRAVITY

The current account deficit has been widening
markedly. From being nearly balanced in 2014,
the current account registered a deficit of 3.2 % of
GDP in 2017 and is estimated to have deteriorated
further to 4.3 % of GDP in 2018. This evolution
implies an increasing divergence from the
economy's fundamentals, which point to a close to
balanced current account. This is mainly the result
of an increasing deficit of the trade in goods,
spurred on by the private consumption boom
against the backdrop of an expansionary fiscal
policy in times of high GDP growth. The net
international investment position, in turn, has
improved to -47.8 % of GDP in 2017. The 20 pps
correction since 2012 has been mainly due to the
strong nominal GDP growth more than offsetting
the widening current account deficit. The capital
account surplus added further relief.

Unit labour costs have been growing strongly.
Despite significant productivity gains in recent
years, which are to some extent a catching-up
effect from a low starting point, wage increases
have been significantly outpacing productivity
growth since 2016, leading to a marked
acceleration of unit labour costs. This in turn has
led to an appreciation of the unit labour costs-

(®) Analyses relevant for the in-depth review can be found in
the following sections: Public finances and taxation
(Section 4.1); Financial sector (Section 4.2), Labour market
(Section 4.3), Competitiveness reforms and investment
(Section 4.4). Some of the elements relevant for the in-
depth review came into existence only after the publication
of the 2019 Alert Mechanism Report.

based real effective exchange rate (see Section
4.4.1).

Public and minimum wages have been
increasing at a rapid pace, with potential
spillovers to the private sector and negative
implications for competitiveness. Public wages
are on a marked upward trend. The more subdued
evolution of wages in the tradeable sector in recent
years, as well as relatively robust productivity
developments, have allowed exports to remain
competitive so far and helps explain the more
limited loss in cost competitiveness in tradeables.
Nevertheless, empirical evidence shows that the
public sector has a leading role in wage
determination in Romania. Therefore recent and
future wage increases in the public sector may lead
to substantially higher private sector wages,
including in the tradeable sector, undermining
competitiveness. Also the unilateral government-
set increases in the statutory minimum wage,
starting in 2015 and due to continue into 2019,
have added to wage pressures and reinforce the
potential negative effect on competitiveness.

Recent legislative initiatives risk threatening the
normal functioning of the financial sector.
These include a parliamentary law retroactively
capping mortgage interest rates and a government
emergency ordinance imposing a tax on banks'
assets linked to interbank interest. Furthermore,
measures aimed at the second pension pillar, also
passed into law by the emergency ordinance, may
strongly hinder the development of capital
markets, which are already very shallow in
Romania. The new risks to the banking sector, the
weakening of institutional investors and the
increasing unpredictability of policy making may
also dent private investment.

3.2. EVOLUTION, PROSPECTS AND POLICY

RESPONSES

The current account deficit is on a deteriorating
trend, with its composition being a concern.
Prospects imply a further deterioration in 2019 and
2020, to close to 5% of GDP according to the
Commission’s 2018 Autumn Forecast. Romania is
one of the very few Member States whose current



account deficit is worsening. Changes in
composition are also a concern, as growth in
imports has been substantially higher for consumer
goods than for intermediate or capital goods. This
means that the import spree is not adding much to
the potential future growth of the economy or
improving living standards in a sustainable way.

Recent improvements in the net international
investment position may stall. GDP growth,
while still robust, has slowed in 2018 and is
expected to slow further in 2019 and 2020, while
the current account is forecast to continue to
deteriorate. That could end the substantial
improvement of the net international investment
position observed over the past 5 years. The
composition of the net international investment
position, with a small debt weight, may mitigate
risks. Overall, however, recent and prospective
developments on the external side expose the
economy to growing risks, especially in times of a
more uncertain and weakening world economy.

While the export performance is still strong,
fast-growing unit labour costs can hurt
competitiveness and the country’s external
position. Romania’s export market shares
continued to increase in 2017 despite increasing
RON-denominated export prices. The gradual
depreciation of the national currency over the past
2 years has somewhat reduced the pressure on the
price competitiveness of exports. However, private
sector wages are under pressure from a very tight
labour market, repeated minimum wage increases,
and possible spillovers from strong public sector
wage hikes. This could trigger competitiveness
losses, including in the sectors more exposed to
external competition.

Threats to the external performance also arise
from the current policy trajectory and the
external environment. These could increase
macroeconomic volatility, undermine the capacity
to withstand adverse shocks, and eventually slow
down convergence toward the standards of living
in other EU countries. Uncertainty over policy and
legislative decisions, including those with potential
impact on investment and production decisions,
contributes to the overall perception of
unpredictability in public policy making. The main
external risks to the economic outlook include an
abrupt shift in global risk appetite against the
backdrop of continued monetary policy

3. Overall findings regarding imbalances, risks and adjustment issues

normalisation in the EU, as well as trade tensions
leading to weaker external demand. If these
developments were to materialise, they would have
a negative impact on investment and exports.

3.3. OVERALL ASSESSMENT

Romania faces increasing risks in the form of a
deteriorating current account deficit and
accelerating unit labour costs. The current
account deficit has been widening since 2014
mainly due to a growing deficit of the trade in
consumer goods. Despite a good export
performance and significant export market share
gains since 2012, growth in imports has
persistently outpaced that of exports. Repeated
increases of the minimum wage and public sector
wages have put unit labour costs under growing
pressure. The impact of the wage policies on cost
competitiveness has so far been mitigated by a
number of factors: productivity gains, a slow pass-
through to the tradeable sector of the rising
economy-wide unit labour costs, and currency
depreciation. However, the continuation of this
trend entails potential competitiveness losses,
leaving the country vulnerable to external shocks.

Policy measures adopted so far may exacerbate
the risks of imbalances. Government decisions on
public and minimum wages have played a major
role in increasing risks to cost competitiveness.
Also, an expansionary fiscal stance limits the room
to cushion potential shocks. The persistence of
these trends can further harm the confidence of
economic players, reduce the economy's capacity
to adapt to shocks that may arise at home or spill
over from abroad, and affect the economy’s
growing external financing needs as measured by
the high and worsening external deficit.

Recent government decisions have increased
risks in the financial sector and may negatively
affect private investment. These decisions could
lead to a lower availability of credit, fewer long-
term investors, and an unstable and unpredictable
policy-making environment. In light of the
economy’s limited debt tolerance, strong reliance
on foreign investment and past record of capital
flows volatility, addressing the ongoing trends
would prevent a reversal of investors’ sentiment in
a context of slowing economic activity and
increased uncertainty in the economic outlook.
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Box 3.1: MIP assessment matrix (*) - Romania 2019

Gravity of the challenge

Evolution and prospects

Policy response

Financial sector
and investment
(see Section 4.2)

External balance
(see Section
4.4.1)

Imbalances (unsustainable trends, vulnerabilities and associated risks)

Recent legislative initiatives may
hurt the functioning of the financial
sector, international capital flows
and private investment, and might
constrain the conduct of monetary
policy. These legislative initiatives
include: (i) a parliamentary law
retroactively  capping  mortgage
interest rates; (i) a government
emergency ordinance imposing a
tax on banks' assets linked to the
interbank interest rate; and (iii)
measures weakening the second
pension pillar and the development
of capital markets.

The current account deficit has
persistently deteriorated, to an
estimated 4.3 % of GDP in 2018.
The widening deficit has been
driven mainly by a worsening trade
deficit in goods, which went from
4.3% of GDP in 2014, when the
current account was close to
balance, to 6.7 % in 2018.

The banking sector’s capital adequacy
and quality continued to improve in
2018. However, the financial sector’s
ability to finance the economy may be
impaired and its stability threatened by
legislative  changes introduced in
December 2018, including a retroactive
capping of mortgage interest rates, a new
tax on banks’ assets and changes to the
second pension pillar.

The December legislation may also
hinder foreign and domestic private
investment due to tighter credit and a
shallower capital market with weaker
institutional investors. Unclear
implementation details blur the potential
overall effect in the economy, adding to
the already beleaguered  business
environment, affected by political and
legislative uncertainty and
unpredictability.

The trade deficit will continue to widen,
pushing the current account deficit to an
estimated 4.5 % of GDP in 2019 and
47% in 2020. The deterioration is
taking place in a context of buoyant
foreign demand and strong gains in
export market shares. Less favourable
external conditions could lead to an even
stronger than forecast worsening of the
current account. At the same time, the
NIIP is expected to improve at a slower
pace or even to worsen from levels that
are already behind what is suggested by
economic fundamentals.

The consumption-led widening of the
current account deficit is not supportive
of potential GDP growth. The trade
deficit in goods worsened in spite of a
strong export performance (the export
market share has increased by more than
a third since 2012). The change in the
composition of imports is also
worrisome. The trade balance in
consumer goods shifted from a small
surplus in 2014 to a deficit of 2.3 % of
GDP in 2017. Imports of consumer
goods are growing significantly faster
than other imports. Consumer goods
imports increased by 14 % in the last 3
years, twice as much as imports of
intermediate and capital goods.

Parliamentary and governmental
legislation for the financial
sector, the second pension pillar
and energy and communications
companies have increased risks
to the financial sector and
investment.

The widening of the current
account deficit is in large part
linked to Romania's private
consumption, which expanded,
in real terms, by 7.9 % in 2016,
10.1% in 2017, and 4.6 % in
2018. A persistently
expansionary fiscal policy has
been fostering this consumption
boom through successive
indirect tax cuts and substantial
public and minimum wage hikes.
Public investment, however,
contracted sharply in both 2016
and 2017, although is estimated
to have slightly increased in
2018, indicating that the
government's  fiscal  stance
encourages growth in the short-
run to the detriment of its long-
term prospects.
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Gravity of the challenge

Evolution and prospects

Policy response

Competitiveness
(see Section
4.4.1)

After a modest evolution in the
aftermath of the crisis, unit labour
costs (ULCs) in Romania have
started to pick up in recent years. In
2017, economy-wide ULCs grew by
8 %, the highest increase in the EU.
The ULC acceleration has been
driven entirely by wage growth, with
productivity continuing to improve
at strong rates, while nominal
compensation per employee
increased by an average of 15 %
between 2016 and 2018.

As a result, the ULC-based real
effective exchange rate (REER) has
appreciated continuously since 2016
while the export-price-based REER
also started appreciating in 2018. For
the future, the impact of these cost
and price competitiveness losses
may be exacerbated in an
environment of trade tensions and
slowing external demand.

Net wages increased by 13 % in the first
11 months of 2018. They remained higher
in the public sector (19 % year-on-year)
followed by both industry and market
services which still grew at a robust pace
(around 10.5% year-on-year). Public
wage developments may further spill over
into the private sector and trigger lagged
competitiveness losses.

The impact of increasing ULCs on price
competitiveness has been limited so far.
Export prices, however, resumed growth
in 2017 and the corresponding REER
started to appreciate in 2018, signalling
risks to price competitiveness.

Competitiveness continues to be tied to
non-cost factors such as deficient
infrastructure,  particularly in  poorer
regions, and a cumbersome business
environment, fuelled by political and
legislative uncertainty and
unpredictability, which hinder long-term
economic decisions and hurt business
confidence and investment.

Repeated ad hoc public wage
and minimum wage hikes have
driven the acceleration of
wages in the overall economy.
The gross minimum wage
almost doubled from RON
1050 in July 2015 to RON
2080 in January 2019,
resulting in a highly
compressed wage distribution.
The share of workers earning
the minimum wage, which was
below 10 9% until 2012, has
grown to 37 % in 2017.

Wages in the public sector
grew by more than 75%
between 2015 and 2018,
significantly ~ outpacing the
private sector. Further
substantial increases have been
approved for the coming years.

Conclusions from the IDR analysis

. The current account balance is deteriorating as the growth of imports continues to persistently outpace that of exports. This is despite
export market share gains. Cost competitiveness has been deteriorating on the back of strong wage growth. Recent parliamentary and
governmental decisions may hurt the functioning of the financial sector and have added to the prevailing perception of an
unpredictable policy-making environment.

. The deterioration of the current account balance is expected to continue in the medium term, reflecting the ongoing private
consumption boom. Imports of consumer goods have been a major driver of the current account deterioration, spurred by fiscal-led
private consumption. Spillovers from public sector wages to the private sector and a deterioration of external conditions due to
increasing trade tensions could further trigger a significant worsening of the country's current account. Recent legislation affecting the
financial sector may distort the functioning of the sector, erode international capital flows and impact private investment.

. Policy action has contributed to the accumulation of vulnerabilities for the Romanian economy on several accounts. The expansionary
fiscal policy, in a context of high GDP growth, has repeatedly stimulated an already fast growing economy and led to the widening of
the current account deficit. The recent increase in unit labour costs, triggered by successive public and minimum wages increases, may
compromise external competitiveness. Recent legislative initiatives have created new risks to the functioning of the financial sector,
international capital flows and private investment.
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4 » REFORM PRIORITIES
4.1.

4.1.1. FISCAL POLICY (*) ('0)

The authorities have been reducing taxes and
increasing current spending, while cutting
public investment. (Graph 1.1) Tax revenues have
been dropping following cuts in consumption tax
rates in 2016-2017 and a cut of the flat personal
income tax rate as from 2018. On the other hand,
collected social contributions  significantly
increased in 2018 thanks to the social security shift
on the employees and to the cut to the proportion
transferred to the second pension pillar (Box
4.2.1). On the expenditure side, public wages have
been significantly increased in an ad-hoc manner
since 2016. The unified wage law, adopted in
summer 2017, increased gross wages in the public
sector in 2018 and beyond. At the same time,
public investment gradually fell to a post-EU
accession low in 2017 and is projected to have
increased only slightly in 2018. These policies
have increased the public deficit and boosted
private consumption (see Sections 1 and 4.4.1) to
the detriment of long-term growth.

Graph 4.1.1: Drivers of change of general government
balance
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Source: Eurostat, European Commission 2018 Autumn
Forecast (for 2018)

(*) An asterisk indicates that the analysis in the section
contributes to the in-depth review under the MIP (see
Section 3 for an overall summary of the main findings.
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PUBLIC FINANCES AND TAXATION

4.1.2. TAXATION

The tax structure is characterised by low levels
of revenues, with high reliance on consumption
taxes. The tax-to-GDP ratio stood at 24.9 % in
2017, the lowest value since 1996. This represents
the second lowest level in the EU — well below the
EU average of 39.2 %. The tax structure largely
relies on consumption taxes, while the share of tax
revenues  from  labour  (including  social
contributions) is well below the EU-average
(European Commission, 2019a).

The power of the tax system to reduce poverty
and correct social disparities is limited. Income
inequality remains one of the highest in the EU
and a third of Romanians are at risk of poverty, the
highest rates in the EU (Section 4.3.2). The
relatively low level of tax revenues limits
Romania's ability to tackle these problems, either
via redistribution or through financing public
goods and services (Section 4.3.2). In addition, the
tax structure relies substantially on consumption
taxes, which have no or very little redistributive
impact. The design of labour taxation is among the
least progressive in the EU, as measured by the
difference between the relative tax burden for low-
and high-income earners (Graph 4.1.2). This partly
explains the limited redistributive impact of the tax
and benefit system (Graph 4.1.3). The graph shows
that both non-pension social benefits (the distance
between the square and triangle) and taxes (the
distance between the triangle and the cross) have a
low impact on income inequality.



Graph 4.1.2: Degree of progressivity of labour income
taxation in EU Member States, 2017
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(1) The indicator takes into account personal income taxes,
social security contributions and family allowances. (2) The
indicator is based on tax wedge data for a variety of family
compositions (single, one earner couple, two earner
couples, all three without and with two children). Those are
then weighted according to their prevalence in the
respective Member State (2) The setup of two earner
couples combines a person earning 67 % of the average
wage with either a person earning 50 % or 167 % of the
average wage

Source: European Commission calculations, based on
Eurostat and OECD data.

Graph 4.1.3: Redistributive power of the tax and benefit
systems in EU Member States, 2016

60

55

50 A4 ®o0 o o o
. .
. . e d N ¢
45 - *
4 . : q
0 : i : ion @ “ * 4
A | . A*-' . i ‘¥ "“
cs o0 e A T oAz omA 4% .
35 . . M Y S~ : e Lt X e X X
4‘A4 ;::6-4 AP i
SRR RS i i -
. . 4
25 .
20 Lo
YT EXEZEHIEESEDREUEE2E 3052

Market income inequality (pensions = market income)
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Disposable income inequality
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(1) Income data are adjusted for household size
(equalisation). (2) Income inequality is measured by the Gini
coefficient. The value 0 corresponds to perfect equality
(same income to everybody) while 100 corresponds to
maximum inequality (all income distributed to only one
person and all the others have nothing.) (3) EU-SILC 2016
data are based on income generated in 2015 (with the
exception of Ireland and the UK.)
Source: European Commission calculations, based on
Eurostat data

The implementation of several environmental
taxes has been delayed. The implementation of
the landfill tax introduced in 2014 was gradually

23

4.1. Public finances and taxation

postponed until 1 January 2017. This tax proved to
be short-lived as on 1 July 2017, the government
decided to suspend its application until 1 January
2019. However, government emergency ordinance
74/2018 introduced a contribution for the circular
economy, imposed at relatively low levels, to be
collected by the sanitation/waste collection
companies. The government is also planning to
introduce in 2019 a pollutants-dependent car
registration tax (see Section 4.4.2). Moreover, the
mandatory contribution/surcharge for failure to
achieve the collection targets by economic
operators placing on the market electrical and
electronic equipment and portable batteries and
accumulators, and by collective organisations has
been postponed until 2020.

Tax compliance remains low, as exemplified by
the high value added tax (VAT) gap. The VAT
gap is defined as the difference between the VAT
liability theoretically due and VAT actually
collected. It thus represents lost revenue due to
evasion, fraud, insolvencies, bankruptcies,
administrative errors or legal tax optimisation. The
VAT gap in Romania was the largest in the EU in
2016 as a share of VAT theoretically due (CASE
et al. 2018). It amounted to around 36 % of VAT
theoretically due, compared to the EU average of
approximately 12 %. The gap increased by about
2 pps in 2016 compared to the previous year.

The large shadow economy poses additional
challenges in terms of tax compliance. The
Romanian informal economy is estimated at 22 %
of the total economy (2014 estimation based on
OECD methodology), with the unregistered
workforce the biggest component. The National
Institute of Statistics estimates the unobserved
economy at about 21 % of GDP in 2017 ().
According to a recent study (PWC, 2018), 42 % of
surveyed organisations reported having been
subject to economic crimes (defined as fraud
committed by consumers, cybercrime, business
misconduct) in the last 24 months, a significant
increase compared to the 2016 study (17 %).

Undeclared work in Romania is high. It is
estimated to account for around one fifth of labour
input and a quarter of gross value added in the
private sector (European Commission, 2018m).
Although coercive measures were expanded, i.e.

(*Y) http://www.consiliulfiscal.ro/ionut_site.pdf.
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by enlarging the legal definition of undeclared
work situations (*%), the overall number of cases
detected by the labour inspectorates is still low.
Coordination between the labour inspectorates and
the fiscal authorities is, however, improving. Still,
“envelope wages” (i.e. underreported salaries)
have so far been only treated as a tax collection
problem and not as a labour relations issue. The
preventive measures are not showing sufficient
results and could benefit from stronger cooperation
with social partners.

Tax evasion is facilitated by high use of cash
payments. According to the National Bank of
Romania, cash payments are four times larger than
electronic payments. Only 77 % of total bank cards
are active, in the context of a relatively low level
of financial education (*}). Only 58% of
Romanian adults hold a bank account compared to
94 % in high-income economies and 63 % in
developing countries. About a third of pensioners
receive their rights in cash (World Bank, 2017b).
All this facilitates the spread of the shadow
economy and tax evasion. Law 19/2018, amending
government emergency ordinance 193/2002 on the
introduction of modern payment systems (the so-
called "cashback law") now obliges companies
with a minimum turnover equivalent to EUR
50 000 to operate card readers or other modern
electronic payment systems. Although a positive
development, its ability to reach consumers in rural
areas remains to be assessed.

The tax administration has taken some steps on
internal reorganisation and processes to
enhance tax compliance. The tax administration
moved about 24 000 mid-sized
contributors/companies from the control of
regional tax administrations to county-level ones
as of November 2018. The tax administration has
recently updated its guidelines on the registration
of certified cash registers and the issuing of single
identification number for cash registers. It is also
in the process of operationalising the use of its risk

(*?) False part-time contracts, fake/fraudulent suspension of
work and failure to declare/register work contracts in the
electronic labour registry at least 24 hours in advance.
Done by government emergency ordinance 53/2017, OJ
644 of 7 August 2018, approved through Law 88/2018, OJ
315 of 10 April 2018.

According to the Standard&Poor’s Ratings Services Global
Financial Literacy Survey, only 22 % of adults in Romania
understand basic financial concepts, against a European
average of 52 %. For details, see Klapper et al. (2015).

*)
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analysis in order to identify, assess and manage the
risk of tax non-compliance. As of July 2018, the
Large Taxpayers Office began sending taxpayers
formal questionnaires about risk indicators
identified in their specific activity which may
influence their risk rating. Even though the criteria
for risk assessment are not made public, the
questionnaires may help the tax administration
identify inconsistencies in the VAT reporting
obligations of the notified taxpayers (**).

4.1.3. FISCAL FRAMEWORK

The Fiscal Responsibility Law sets national
numerical fiscal rules which should guide the
budgetary process. It contains a structural deficit
rule, which requires compliance with or
convergence to the medium-term budgetary
objective of a structural deficit not exceeding 1 %
of GDP (™). The national framework also contains
several auxiliary rules concerning expenditure and
revenue items. Furthermore, the government is
required to prepare an update of the fiscal strategy
— which sets out the macroeconomic assumptions,
medium-term budget planning and expenditure
ceilings that should guide the annual budget
process — and send it to Parliament by 15 August
of the preceding year. The Fiscal Responsibility
Law also requires that the Prime Minister and the
Minister of Finance sign a joint statement
certifying that the draft budget and the fiscal
strategy respect the fiscal rules set in the Law, and
the principles of fiscal responsibility.

As in previous years, the national fiscal
framework has not been respected. According to
the national Fiscal Council, the 2018 budget is in
flagrant contradiction with the fiscal rules set up
by the Fiscal Responsibility Law (Fiscal Council
2017). In particular, the 2018 budget targeted a
headline deficit of close to 3 % of GDP, which is
inconsistent with the structural deficit rule. The

(*) In particular, those in relation to their third parties (possible
VAT abuse/non-compliance), the registration of a profit
margin below the average of the market (possible transfer
pricing abuse/non-compliance), as well as abnormal
variations of certain financial indicators such as labour
productivity, indebtedness, liquidity, rotation speed of
fixed assets (financial management implications, possible
abuses/non-compliance).

The path of convergence is defined in agreement with the
EU institutions, based on the rules of the Stability and
Growth Pact.

)



2018 budget amendment from September broke,
among others, rules prohibiting increases: (i) of the
nominal headline and primary deficit ceilings
during the fiscal year; and (ii) in personnel
expenditure and total government expenditure
excluding EU funds during the fiscal year. The
second 2018 budget amendment, published in
November, also broke several national fiscal rules.
The draft 2019 budget, approved by the
government on 8 February, again broke multiple
fiscal rules, including the structural deficit rule
(Fiscal Council, 2019). Moreover, as in previous
years, the authorities did not send an update of the
medium-term fiscal strategy to Parliament by the
statutory August deadline, thereby undermining its
guiding role. Also, as in previous years, the
authorities derogated from the requirement to sign
a statement that the 2019 budget and the fiscal
strategy respect the fiscal rules and principles of
fiscal responsibility.

4.1.4. DEBT SUSTAINABILITY ANALYSIS AND
FISCAL RISKS

Over the short term, no significant risks of
fiscal stress are foreseen. The value of the early-
detection indicator of fiscal stress (‘S0’), which
assesses risk within one year, is below its critical
threshold. None of the fiscal and financial
competitiveness sub-indexes point to short-term
vulnerabilities. Financial markets’ perceptions of
sovereign risk remain medium-grade, with a
‘BBB- stable’ or equivalent rating of the sovereign
debt from the three major rating agencies.
However, the financing cost of public debt has
been increasing since mid-2017 (see Section 1).

The public debt ratio is expected to gradually
increase, leading to debt sustainability risks in
the medium term (*°). Due to a high structural
primary deficit, and assuming no-policy change,
the debt-to-GDP ratio is set on an upward path and
expected to go beyond the 60 % of GDP Treaty
reference value by 2029. Adhering to the existing
fiscal rules, i.e. full compliance with the
requirements of the preventive arm of the Stability
and Growth Pact, would set the government debt
ratio on a significantly lower trajectory relative to
the baseline scenario at unchanged fiscal policy

(*%) For an overview of fiscal sustainability assessment see
European Commission (2019b). See also Annex B.
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(Graph 4.1.4). The structure of the government
debt in terms of maturity longer than 1 year helps
to mitigate vulnerabilities. However, the high share
of government debt in foreign currency and the
substantial holdings of debt by non-residents could
be aggravating factors, as could the negative net
international investment position.

Graph 4.1.4: General government debt projections (% of
GDP)
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Source: European Commission calculations.

The high fiscal deficit and increasing ageing
costs are set to negatively impact government
fiscal sustainability over the long term. The
relevant indicator (‘S2’), points to a required fiscal
adjustment of 5.9 pps of GDP to ensure that the
public debt ratio remains sustainable over the long
term. This is driven by the initial budgetary
position (a contribution of 3.7 pps of GDP) and
aging costs, in particular pensions and health care
(a contribution of 2.1 pps of GDP).

These projections do not take into account the
long-term impact of the new pension law. The
law adopted by Parliament in December 2018
changed several parameters used to calculate
pension benefits. It will lead to substantially higher
long-term pension costs. In particular, the pension
point value will rise as the indexation factor for
existing pensions would no longer converge to
prices but will, instead, remain permanently
composed of wages and prices. Moreover, the
contributory period used in the calculation of one’s
pension is now shorter, leading to higher pension
expenditure for new pensions. However, the
abolishment of the correction index for new
pensions (which used to partly link the first
pension to wages) will mitigate the overall pension
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expenditure increase implied by the other
parameters.
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Banking and insurance (*)

Following several years of efforts to strengthen
its resilience, the banking sector faces increased
stability risks. Banking sector capitalisation has
been flat since 2016 at around 19 %, well above
the EU average. The common equity tier 1 ratio
declined marginally in the first half of 2018, but
remained reassuring at 17.5%. The non-
performing loans ratio declined to below 6 % by
the third quarter of 2018, while the flow of new
non-performing loans has again increased in the
first months of 2018, in particular for household
loans in local currency. With sovereign bond
holdings of roughly 20 % of total assets (compared
to 2.2 % in 2008) and a pronounced home bias, the
banking sector is heavily exposed to domestic
sovereign debt, leaving banks vulnerable to an
increase in sovereign spreads and interest rate
hikes. Due to their deposit-based funding model,
banks have issued few debt instruments.
Consequently,  compliance  with  minimum
requirement for own funds and eligible liabilities
will entail higher costs, in particular in the context
of Romania’s under-developed capital market.

Tax measures have slowed down sales of non-
performing loans by banks. In mid-2017, the
government limited as of January 2018 the tax
deductibility of expenditures related to non-
performing loans sold by banks to third parties to
30 %. Full tax deductibility was previously the rule
(European Commission, 2018a). Law 72/2018
introduced an additional tightening of the tax
regime for the non-performing loans sold by
banks, by taxing both the income from the sale and
part of the losses recorded at sale. The law treats
70 % of the difference between the book value of
the non-performing loans sold or written-off
(covered partially or entirely by loan-loss
provisions) and the sale price as being similar to
income and, therefore, subject to taxation. This
treatment goes against efforts to develop the
secondary market for impaired assets in the EU. It
discourages the sale of non-performing loans and
would hinder balance sheets’ repair if these loans
were to increase again. The Romanian secondary
market for impaired assets, the most dynamic in
Eastern Europe in recent years, recorded sales of
EUR 8.5 billion in 2015-2017 but has stalled since
Q1-2018.
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A recently introduced bank tax is likely to
create strong headwinds for the banking sector.
In December 2018, without impact assessment or
consultation of stakeholders, the government
adopted an emergency ordinance introducing a
new tax for banks (the "tax on greed") levied on
total assets and linked to the level of the interbank
interest rate (ROBOR). The levy is calculated on a
quarterly basis. It increases gradually from 0.1 %
to 0.5 % of total assets depending on how much
the quarterly average ROBOR surpasses an
arbitrarily set threshold of 2 %. The tax is very
pro-cyclical and raises calibration concerns, as it
inhibits the price-setting mechanism in the banking
sector. At the January 2019 level of the ROBOR, it
will amount to 1.2 % of total assets per year. Based
on a preliminary analysis, the tax is likely to put a
strain on financial stability by significantly
impacting the solvency and profitability of banks
and by worsening further the situation of weaker
banks. The impact of the levy on banking sector
profitability appears to be much higher than in
other EU countries which introduced such taxes in
the past, including regional peers. Moreover, the
bank levy is likely to constrain credit activity, as
banks may deleverage to reduce total assets,
further lower banking sector intermediation, and
reduce flexibility for monetary policy and hamper
its transmission mechanism. Banking sector
intermediation in Romania (measured as the ratio
of private sector credit to GDP) is currently the
lowest in the EU.

Three laws with potential negative impact on
the banking sector were recently adopted by
Parliament. These laws are still to be enacted. The

law capping interest rates in mortgage and
consumer loan contracts raises significant
concerns. The caps’ calibration (*") could

potentially harm lending activity and financial
intermediation (*®). They may have an adverse
impact on the supply of banking services and
financial products by credit institutions and hinder

(*') The law is unclear about the application of caps, as a
reference is missing. It can be inferred, however, that the
legislator intended to have a cap of 3 pps above the
monetary policy rate for mortgage loans, tighter than
previously discussed, and 18 % for consumer loans.

Caps on interest rates exist in other EU Member States, but
with the objective to protect consumers from usury
practices. Caps are normally linked to an average market
interest rate and target mainly consumer loans or loans
granted by non-financial institutions. Mortgage loans are
less frequently impacted.

)



access to credit for clients with a higher risk
profile. The law capping the value recoverable
from non-performing loans sold by banks will
further hinder banks' ability to further reduce non-
performing loans and continue balance sheet
repair. It will negatively impact the revenues of
investors in these loans and of debt collection
companies, increasing the likelihood of market
exits, undermining the secondary market for
impaired assets. Furthermore, the right granted to
defaulted borrowers to buy the impaired assets
from investors at capped values and obtain full
debt discharge is likely to induce moral hazard and
weaken significantly payment discipline in the
banking sector. It may reduce access to credit for
some categories of borrowers as banks are likely to
become increasingly selective. Moreover, the
retroactive application of the laws capping interest
rates and banks’ receivables from credit
agreements concluded in the past will increase
legal uncertainty (**). Without prejudice to
legitimate consumer protection objectives, the law
eliminating the writ of execution of loan contracts
will prevent the out-of-court repossession of
collateral by banks and increase the overall
recovery time for collateral. This will further
adversely impact non-performing loans resolution
and disposal.

Several other legislative initiatives by
Parliament are also of concern. The Parliament
intends to amend the 2016 law on debt discharge
and has discussed the possibility of including the
Prima Casa loans under the scope of this law. This
would make the State guarantee on loans
inapplicable, which could be regarded as an
attempt by the State to backtrack on its financial
obligations under the Prima Casd scheme. As
such, it could put under strain the country’s rating.
Attempts to modify the Statute of the National
Bank of Romania and remove the legal protection
of staff involved in prudential supervision of credit
institutions, which go against good international
practices, would significantly weaken prudential
discipline and the supervision of credit institutions.

The banking sector’s exposure to the real estate
market has steadily increased in recent years.
Banks are the financial intermediaries most

(*) It is also in breach of the principle of non-retroactivity of
civil law, which is one of the reasons for which these laws
are being challenged in the Constitutional Court.
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exposed to the real estate sector. Real estate
lending to households accounts for over one third
of total credit to the private sector, with the bulk of
loans being granted at variable interest rates. This
increased exposure has been markedly supported
by the government-sponsored Prima Casa
programme (*°). The robust economic growth and
developments in the residential real estate market
in recent years, could justify a phasing out of the
Prima Casa programme.

Household indebtedness has increased in recent
years, although from low levels. Due to the
sustained increase in housing loans since 2015,
household indebtedness has increased in absolute
terms. Whereas household debt-to GDP stood at
just below 17 % in 2017, well below the EU
average, the indebtedness level of low-income
borrowers constitutes a matter of concern as they
are the most exposed segment to an increase in
interest rates. To curb the risks from the high
indebtedness of individuals with low income, the
National Bank of Romania introduced as of
January 2019 maximum levels of indebtedness for
both RON and foreign currency denominated loans
(40 % and respectively 20 % of net income). These
levels can be increased by 5 pps for borrowers
taking out a mortgage loan for the first time to buy
an own occupied dwelling.

The insurance sector is still highly dependent on
compulsory car insurance. Insurance activity
expanded further in 2017, when gross written
premiums increased by roughly 3 % compared to
2016. Meanwhile, insurance penetration (**) has
remained subdued (1.1 % at the end of 2017) and
at low levels compared to EU peers. The insurance
sector remains highly dependent on non-life
insurance (in particular compulsory car insurance),
which generated 79 % of the gross written
premiums in 2017. Life insurance, the main driver
of the insurance business in the EU, and household
insurance have significantly lagged behind. The
compulsory car insurance market (motor third
party liability insurance) has been dominated by
insurers subject in recent years to supervisory
measures aimed at restoring compliance with
solvency requirements. This market segment could
benefit from further efforts to increase

(*) See e.g. European Commission (2017 and 2018a).
(**) Defined as the share of gross written premiums in a
country's GDP.



profitability, through cost-cutting measures and
maintaining adequate levels of technical
provisions, thus improving the insurers’ capacity
to meet their obligations towards policyholders.

Access to finance

Retained earnings and asset sales are the main
sources of financing for Romanian companies.
Access to finance, mainly to bank financing, does
not represent a pressing issue for most Romanian
companies. In fact, appetite for external financing
of their operations is low. According to a recent
survey (NBR, 2018b), Small and medium-sized
enterprises resort to bank financing less than larger
corporations (22 % vs 50 %). They also report
lower rates of success in obtaining the full amount
requested compared to large companies (19 % vs
44 %). The appetite of small and medium-sized
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enterprises for non-bank financing has also
remained subdued, mainly due to their low level of
financial education and burdensome (and often
costly) administrative requirements.

Loan demand from non-financial corporations
has picked-up in Q2-2018. This trend continued
in Q3-2018 and is estimated to have continued in
the last quarter, albeit at a slower pace. Credit
standards applicable to corporate loans tightened
moderately in Q3-2018 following the introduction
of macro-prudential measures by the National
Bank of Romania. In contrast, credit standards for
corporates in the euro area continued to ease in
Q3-2018 (NBR, 2018c).
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Box 4.2.1: Second pension pillar in Romania

Since 2008, Romania has had a three-pillar pension system, including a second pillar based
on defined contributions. The first pillar is a mandatory pay-as-you-go scheme. The second
pillar, also mandatory, is fully-funded and is run by private pension funds’ management
companies. The third pillar consists of voluntary individual pension savings. As of end-November
2018, the seven second pillar funds were managing assets worth RON 48.2 billion (EUR 10.3
billion) for 7.2 million individual participants. Around 63 % of their assets were invested in
government bonds, 19 % in equity and 8 % in deposits. While investment in government securities
is close to the prudential and legal threshold, exposure to equity remains well below the 50 %
maximum limit.

Several government decisions undermine the viability of the second pension pillar. The
contributions to the second pension pillar, which were to be progressively raised to 6 % of gross
wages by 2016, were just 5.1 % by 2017 and have been reduced to 3.75 % in 2018. Moreover,
government emergency ordinance 114/2018, adopted in December, made the second pillar
optional, with employees now having the possibility to opt out after contributing for 5 years to the
second pillar and transfer future contributions to the first pillar. The government emergency
ordinance also significantly increased the minimum capital requirements for pension funds’
management companies and reduced the administration fee levied on gross contributions from
2.5 % to 1 %. As such, the funds’ management companies can retain only 0.2%, since 0.5% are
transferred to the National Pension House and 0.3% to the Financial Supervisory Authority. These
changes make the operating environment for pension funds’ management companies highly
unpredictable, negatively affect their financial results, and increase the likelihood of their market
exit. They also reinforce the overall perception of an unpredictable legislative environment.

The short-term budgetary gain from the likely reduction of the transfers to the second-
pension pillar will dissipate in the long-term while the retirement income will be less
diversified. The second pillar is classified outside of the general government sector. Therefore, the
reduction of transfers to the second pillar, following the likely opt-out of some employees entirely
to the first pillar, will decrease the general government deficit in the short term. However, this
budgetary gain would dissipate in the long term as the diverted social contributions would be
accompanied by an obligation to pay the corresponding pensions in the future. Furthermore, the
changes to the second pillar are likely to result in even less diversified retirement income and
subject pensions to higher political and demographic risks. Past pension cuts and recent significant
increases to the pension point have shown a tendency to depart from the statutory pension
indexation formula.

The weakening of the second pillar can hamper the development of the capital market.
Second pillar funds have invested approximately RON 8.3 billion (c. EUR 1.8 billion) in shares,
mainly domestic. This accounts for some 5 % of the market capitalisation of the Bucharest Stock
Exchange. In 2016, they were among the top performers in the region (European Commission,
2018a). Direct comparison with the performance of the first pillar is not possible since payments
under the first pillar are the result of a political rather than an investment decision. Pension funds
can support developing capital markets and boost investment if the assets they manage are allowed
to grow and the predictability of the legislative environment is conducive to long-term
investments. Empirical literature points to a positive impact of second pillar pension funds on
market capitalisation (Enache et al., 2015). The likely market exit of some pension funds due to
the recently adopted measures could deprive the Romanian economy of a potential source of
investment funding, thus curtailing further development of what is currently a rather small and
undeveloped capital market.
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4.3.1. LABOUR MARKET

Employment is growing but labour shortages
continue to increase on the back of economic
expansion. The employment rate has increased
steadily for the past 5 years reaching 65.5 % in
2017, above the pre-crisis level of 64.4%. The
unemployment rate of 3.8 % in December 2018,
was the lowest in a decade, pointing to a tight
labour market. Meanwhile, the country continues
to face serious adverse demographics (**) due to
fast ageing (*°), low birth rates and emigration. The
contribution of labour to potential GDP remains
low but positive, supported by the low
unemployment rate and remaining untapped
potential in the labour market.

The continued emigration of the labour force
challenges sustainable economic growth. In
almost three decades Romania lost 23.3 % of its
working-age population due to emigration (World
Bank, 2018). The decrease in annual GDP growth
due to emigration is estimated at 0.6 to 0.9 pps
(IMF, 2016). Over 3 million people are estimated
to have left the country, with the highest numbers
leaving from the larger cities (Roman, 2018).
Emigration from poor rural areas and of the young
population (15-34 years old) is prominent in the
Nord-Est and Sud-Muntenia regions (Roman,
2018). While the main drivers of emigration are
higher wages, better working conditions and public
services, in particular education and health
(European Commission, 2018a), the emigration of
people with higher education is also due to the low

(* From -4.7% in 2010 to -6.2% in 2017 the population
change trend is negative (Eurostat).

(®) The projected old-age dependency ratio per 100 persons is
forecast to reach 35 % in 2030 (25 % in 2015) (Eurostat)
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quality of public governance (IMF, 2016). Some
measures aimed at reducing outward labour force
migration were adopted in December 2018,
notably in the construction sector, by exempting
employees from income tax as of January 2019,
for a period of 10 years and the adoption of a new
specific minimum wage for the sector (*) (see
Section 4.4).

Internal labour market mobility schemes are
used to address labour shortages, but barriers
persist. Unemployment rates vary significantly
across regions. The capital region and the
metropolitan areas in the Vest and Nord-Vest are
service-driven regions which offer better labour
market opportunities and attract more qualified
workers. In contrast, in the regions with a
manufacturing economic base, the urban industrial
centres attract mainly unqualified workers from the
neighbouring rural areas (World Bank, 2017a).
Although internal mobility schemes are in place
and supported by a national mobility plan, their
implementation is lagging behind. Potential
beneficiaries complain about the administrative
burden related to its implementation and the lack
of an integrated solution for the unemployed (such
as limited provision of social and education
services for family members).

(**) Government emergency ordinance 114/2018
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Box 4.3.1: Monitoring performance in light of the European Pillar of Social Rights

The European Pillar of Social Rights is designed as a compass for a renewed process of upward
convergence towards better working and living conditions in the European Union (*). It sets out
20 essential principles and rights in the areas of equal opportunities and access to the labour
market; fair working conditions; and social protection and inclusion.

Romania still faces a significant number of challenges in the areas covered by the Social
Scoreboard supporting the European Pillar of Social Rights. The country has one of the
highest early school leaving rates and a high number of people living at risk of poverty or social

Equal
opportunities
and access to

aged 18-24)

Early leavers from education
and training (% of population

Gender employment gap

Income quintile ratio (S80/520)

Weak but improving

the labour - -
At risk of poverty or social Weak but improvin
market exclusion (in %) P g
Youth NEET (% of total . .
population aged 15-24) ek ImprotinE
Employment rate (% . q
population aged 20-64) Weak but improving
Dynamic Unemployment rate (%
labour population aged 15-74) SR R
markets and | _Long-term unemployment On average
fair working GDHI per capita growth Best performers
conditions
Net earnings of a full-time . q
single worker earning AW Weak but improving
Impact of social transfers
(other than pensions) on
poverty reduction
Social Children aged less than 3
years
protection in formal childcare el
i i Self-reported unmet need for
and inclusion p To watch

medical care

Individuals' level of digital skills

Members States are classified according to a statistical methodology agreed with

the EMCO and SPC Committees. The methodology looks jointly at levels and changes
of the indicators in comparison with the respective EU averages and classifies
Member States in seven categories (from "best performers" to "critical situation").
For instance, a country can be flagged as "better than average" if the level of the
indicator is close to EU average, but it is improving fast. For methodological details,
please consult the draft Joint Employment Report 2019, COM (2018)761 final. Data
update of 29 January 2019.
NEET: neither in employment nor in education and training; GDHI: gross disposable

exclusion. While labour market
performance has improved, the overall
inactivity and especially inactivity of
women remain a concern. The available
skills are not keeping up with the needs of
the labour market and future work patterns.
The lack of basic competences among the
Roma and people in vulnerable situations
do not allow them to fully benefit from
economic expansion and to gain a foothold
in the labour market. The design of social
inclusion policies, the availability of social
services and social transfers are still not
fully effective at getting people out of
poverty and lack an integrated approach
combining  employment, health and
education measures.

Significant challenges persist on equal
opportunities and social protection.
Inequality of opportunity persists in
education, healthcare and access to social
services, with rural areas disproportionately
affected. Territorial coverage of existing
social services is very uneven, and not
correlated with communities’ needs. The
lack of consistent evidence basis for
policymaking and unpredictability of
reform timelines are preventing effective
implementation and  sustainability  of
results.

Conversely, the de-institutionalisation of children shows some positive results. The
coordinated approach linking legislative changes, adequate funding mechanisms and support to
the local authorities is showing its first results. The shift towards community-based support is
accompanied by individualised assessment of children’s needs while capacity-building activities
are being developed to support municipalities. Additional efforts are still needed to ensure the
availability of foster families across the country and to improve and professionalise their care
competences.

() The European Pillar of Social Rights was proclaimed on 17 November 2017 by the European Parliament, the Council
and the European Commission. https://ec.europa.eu/commission/priorities/deeper-and-fairer-economic-and-monetary-
union/european-pillar-social-rights/european-pillar-social-rights-20-principles_en
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The activity rate of women is low despite the
overall positive economic conditions. The
activity rate of women aged 20 to 64 is 63.7 % (20
pps below that of men). The situation is
particularly critical for young and middle-aged
women whose inactivity rate is 5 pps above the EU
average (*), mainly due to personal and family
responsibilities (*°) (Graph 4.3.1). This is primarily
due to low participation of children aged 0-3 in
formal childcare (15.7 % in 2017). The lack of
efficient measures to promote an early return of
women to the labour market further aggravates the
situation. Regions such as Centru, Sud-Est and

Vest have female employment rates below
50 % (*). Further investments in childcare
facilities could increase the labour market

participation of women.

Graph 4.3.1: Inactive female population by reason for
inactivity
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Care responsabilities

The number of young people neither in
education, employment or training is steadily
decreasing. The share of young people neither in
education, employment or training stood at 15.2 %
in 2017, down from 18.1 % in 2015 and 17.4 % in
2016, but is still among the highest in the EU.
Implementation of the Youth Guarantee shows
some signs of improvement. The proportion of
beneficiaries taking up an offer within the 4-month
target has increased significantly from 25.9 % in

(*®) The inactivity rates of women aged 25-49 are 24.7 % for
RO and 19.7 % for the EU (Q3-2018, Eurostat data)

(%) 43 % of women aged 25-34 and 48.7 % of those aged 35-
44 are inactive for personal reasons or due to family
responsibilities (Eurostat).

(%) National Institute of Statistics, 2017 data
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2016 to 40.2% in 2017. However, the Youth
Guarantee coverage of the young people neither in
education, employment or training is poor (only
14 % of this group aged 15-24 are registered). This
points to the Ilimited outreach measures
implemented so far and to ineffective coordination
between the education, employment and social
sectors. In the meantime, emigration remains very
high among young people, with Romania being
one of the EU countries with the highest numbers
of emigrants aged 15 to 24 (European
Commission, 2018b).

Access to the labour market is particularly
challenging for certain social categories. The
share of long-term unemployment in total
unemployment declined from 50 % in 2016 to
41.4% in 2017. However, a large part of the
people in this group either remain unemployed
(73.2 %) or fall into inactivity (13.2 %), with only
about one in eight (12.3 %) being registered with
the public employment service, one of the lowest
registration rates in the EU. At the same time, the
employment rate for people with disabilities
(43.5%) is slightly below the EU average
(48.1%). The labour market participation of
people with low educational attainment, which
also include persons from the Roma community, is
low, as only 46 % of them are active (Graph 4.3.2).
Measures co-financed by the European Social
Fund such as targeted employment subsidies and
job coaching are planned but their implementation
is delayed.

Graph 4.3.2: Activity and employment rates for selected
groups
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Active labour market policies provide a limited
response to the labour market needs. The
measures in place still focus mainly on financial
incentives for companies rather than on tailor-
made approaches addressing the comprehensive
needs of the unemployed, notably upskilling and
integrated services delivery. Despite the increase
in the amount of subsidies for employers who hire
young people neither in education, employment or
training and other vulnerable groups, the take-up
of the measures is slow, pointing to a limited
evidence- base behind this policy. Nevertheless,
the measure for unemployed people aged over 45
and single parents (*®) shows some positive results.
The excessive administrative burden associated
with accessing labour market measures remains
unaddressed.

The planned reform of the public employment
service has been significantly delayed. The
public employment service has a very limited case
management approach. The lack of integration of
employment, social and education services and the
ineffective cooperation with employers remain
important barriers. The accumulated delay in the
implementation of the European Social Fund co-
financed measures is undermining the service’s
effectiveness as a broker in the labour market
delivering services for employers and the
unemployed.

Wage increases are large, particularly in the
public sector. After years of moderate wage
growth, Romania displays one of the fastest wage
increases in the EU, strong even for a catching up
economy faced with high poverty rates. Between
2011 and 2015, nominal compensation per
employee grew at an annual average rate of 3.5 %,
below productivity. This relationship reversed in
2016, when compensation per employee increased
by 15 % (Graph 4.3.3). Subsequent increases of
12.3 % in 2017 and an estimated 13 % in 2018 are
much faster than the pace consistent with an
unchanged real effective exchange rate or expected
based on inflation, productivity growth and
unemployment. Gross wage growth was mainly
driven by the public sector (see Section 4.4.1).

(*®®) The number of employment subsidies requests for this
category increased from 334 in January 2018 (before the
subsidies were increased) to 3 470 in September 2018.
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The minimum wage was increased again in
January 2019 without an objective mechanism.
A government decision issued in December 2018
increased the minimum wage from RON 1 900
(EUR 413) to RON 2 080 (EUR 450) from January
2019. Moreover, a higher minimum wage of RON
2 350 (about EUR 510) was introduced for people
with a university degree and, in a subsequent
emergency ordinance, an even higher level of
RON 3 000 (EUR 652) for workers in the
construction sector. Previous ad hoc increases of
the minimum wage resulted in one in three
employees earning the minimum wage in 2017, a
rate almost four times higher than in 2011
(Romanian Labour Inspectorate) (*°).

Graph 4.3.3: Productivity and labour costs (GDP deflator)
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Skills are not evolving in line with the needs of
expanding economic sectors. 81 % of employers
declare having difficulties filling job vacancies
The hardest profiles to fill in are electricians,
welders, mechanics and engineers in the chemical,
electrical, civil and mechanics sectors (Manpower,
2018). The ICT sector is growing, also based on
the development of specialised business clusters
i.e. in the Cluj county area, and it represents a
valuable future economic potential. However, the
number of Romanians aged 20-29 holding a
science, technology, engineering and mathematics
degree fell from 16.6 per 1 000 individuals in 2014
to 14.4 in 2016 (19.1 in the EU). The available IT

(*®) In 2017, the minimum wage was 44.6 % of average
monthly earnings in industry, construction and services.



skills are not keeping up with the emergence of IT
hubs, as only 29 % of individuals have basic or
above basic digital skills (European Commission,
2018k). Skill mismatch represents an additional
challenge for Romanian firms (EIB, 2018).

The upskilling of the labour force would benefit
from a comprehensive approach. At present
there is neither a global assessment available of
skills needs nor one at economic sector level. The
labour market relevance of vocational education
and training is limited. Some steps have been taken
to recognise learning outside formal education and
training and to steer the new dual vocational
education and training system (see Section 4.3.3),
yet important challenges remain. Other important
barriers are: (i) the limited offer of non-formal
education and training; (ii) limited participation in
vocational qualifications' programmes for people
with a low level of qualifications®; (iii)
insufficient coordination between stakeholders;
and (iv) insufficient system monitoring, quality
assurance and staff training.

Collective agreements coverage is low,
particularly at sector level. According to national
authorities, around 15% of employees were
covered by collective agreements in 2017. The
current delineation of sectors does not facilitate
collective bargaining at sector level and only one
agreement at this level was in force in 2017. In 24
out of the 30 industrial sectors there is no complete
representation of social partners able to negotiate a
collective agreement. The authorities have initiated
plans to revise the definitions of economic sectors
but no agreement has been reached yet. Trade
unions consider that employee representatives,
who signed 8 out of 10 existing collective
agreements, were not selected through a
transparent procedure.

Social dialogue is insufficiently used for
engaging social partners on policy issues and
reforms in a timely and meaningful manner.
Beyond the collective bargaining framework,
social partners do not enter into a voluntary
dialogue to improve labour market conditions.
Most social dialogue takes place formally, within
the Economic and Social Council and the Social

() The legal provisions have been changed recently to allow
people with a very low educational attainment to
participate in vocational qualification courses.
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Dialogue Committees. Despite the established
framework of dialogue and consultations, the
stability and the role of these institutions has
weakened over the last year.

4.3.2. SOCIAL POLICIES

The poverty rate decreased in 2017 but remains
very high. One in three Romanians are still at risk
of poverty and social exclusion. Despite a decline
of 2 pps compared to 2016, monetary poverty is
one of the highest in the EU, affecting 23.6 % of
the total population in 2017. The main drivers of
poverty are inactivity, low education attainment,
intergenerational transmission of poverty and lack
of inter-regional mobility. Poverty and social
exclusion levels in rural areas are more than twice
as high as those in cities (Graph 4.3.4). Vulnerable
groups in rural areas (children, people with
disabilities, members of the Roma community and
the elderly) face particularly high poverty rates.
Moreover, the country has the highest rate of in-
work poverty in the EU (17.4 %).

Income inequality remains high, with regional
and gender gaps. Despite a considerable decrease
since peaking in 2015, income inequality remains
well above the EU average. As shown in the Social
Scoreboard accompanying the European Pillar of
Social Rights, the income of the top 20 % of the
population exceeds by 6.5 times the incomes of the
bottom 20 % (EU: 5.1) (Eurostat). High income
inequality levels are experienced particularly
within the working-age population, and can be
attributed more to the poorer being relatively
poorer rather than the richer getting relatively
richer. The rate of in-work poverty is five times
higher for low-educated workers than for
university graduates. Men are more exposed to this
risk than women. However women are twice as
likely as men to be inactive (see Section 4.3.1).



Graph 4.3.4: People atrisk of poverty or social exclusion by
degree of urbanisation
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Children living in poverty are more likely to
remain poor in their adult life due to
inequalities of opportunity. Romania has the
highest share of children living in poverty in the
EU. The poverty risk for children is indirectly
correlated with parents' education level, and this
correlation grew stronger in 2017. Moreover, due
to shortcomings in the education and health
systems, children born today are set to enter the
labour market with only 60 % of their real
potential, the lowest level in the EU (*).
Compared to the EU average, families with low
incomes report higher difficulties in affording
education for their children. The existing offer of
public services and the education system do not
manage to address this challenge. Growing
inequalities of opportunities also affect other
vulnerable groups such as young adults and the
Roma community.

People with disabilities have limited support to
achieve independent living and access
employment. Care for people with disabilities is
mainly focused on providing medical assistance
rather than enabling independent active living.
Children in this group have limited access to pre-
school facilities and drop out of school twice as
often as other children. The education system does
not prepare them sufficiently for an independent
life. Employment quotas have been set to boost
employment of people with disabilities, but this
reform has not been matched with sufficient and
targeted active labour market policies. The lack of

(*" Human Capital Index 2018, World Bank
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synergies between the relevant benefits and the
community-based social and employment services
aggravates the situation further. A dedicated
European Social Fund co-financed project aiming
to increase the employability of people with
disabilities is under preparation. Preparing the
deinstitutionalisation of adults with disabilities is
just starting, with the first visible results expected
for 2021.

The situation of the Roma community shows
very little progress. The living conditions of part
of the Roma community are characterised by
informal, unhygienic and irregular settlements.
Eight in ten Roma live in a house without running
water and only one in two has medical insurance.
Lack of identification documents and/or property
deeds precludes some Roma from accessing public
services and claiming their rights. Implementing
the National Roma Inclusion Strategy is being
hampered by the fact that coordination between
line ministries is not always a priority. The
implementation of the National Roma Platform is
still pending. Several Roma inclusion projects
through integrated measures, co-financed by the
European Social Fund, are under implementation.
Sustainability of the measures is, however,
challenging as the existing projects are fragmented
and rely heavily on external funding.

According to the European Pillar of Social
Rights, social transfers have a low impact on
reducing poverty and income inequality.
Government spending on social transfers is low
(Graph 4.3.5). This contributes to the overall low
impact of the tax and benefit system on income
inequality (Graph 4.1.3). The social reference
index used as a basis for most social benefits has
not been updated since its introduction in 2008. It
also depreciated considerably in relation to the
minimum wage from being almost equal to it in
2008 to roughly five times lower in 2018. As a
result, poverty rates for people with low and very
low work intensity increased by half since 2010.
The impact of social transfers on reducing income
inequality is also low.



Graph 4.3.5: Redistributive power of social transfers

14

-
N

10

Reduction of income inequality via social
transfers (excluding pensions)

10
Social tranfers (excluding pensions) as % of GDP

(1) Social transfers exclude pensions

(2) Income inequality is measured by the Gini coefficient.
The value 0 corresponds to perfect equality (same income
to everybody) while 100 corresponds to maximum inequality
(allincome distributed to only one person and all the others
have nothing.)

Source: European Commission

The minimum inclusion income reform is not
yet completed. The minimum income benefit in
Romania is among the least sufficient in the
EU (*3. A law adopted in 2016 is designed to
increase coverage and adequacy of benefits and to
pair them with activation measures. Its entry into
force has been postponed to April 2019 and is still
uncertain. In the meantime, the national authorities
have attached stronger activation measures and the
tapering of benefits to the current minimum
income guaranteed scheme. Following the
adjustment, social assistance beneficiaries that
refuse one job lose their social benefit for a year.
On the other hand, they can cumulate the
minimum guaranteed income with income from
seasonal activities included in their municipality’s
plan.

Social security for atypical workers is
inadequate. One in three atypical workers is at
risk of severe material deprivation. Moreover, self-
employed and part-time workers, people in low-
qualified jobs and those living in rural areas are
most at risk of in-work poverty compared to other
employees. Daily and seasonal workers do not
have formal access to social security rights
covering unemployment, maternity, accidents and

(*3 According to the Benchmarking Framework on Minimum
Incomes conducted within the Social Protection
Committee. For details, see the draft Joint Employment
Report 2019, COM(2018) 761 final
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occupational
2018n).

injuries (European Commission,

The high level of housing deprivation hampers
social inclusion. One in seven households faces a
serious housing problem (e.g. humidity, lack of
sanitary facilities) (**). Overall housing deprivation
is the highest in the EU. Romania's housing stock
is low quality, energy inefficient and deteriorating
because of lack of maintenance (Housing Europe,
2017). Post-institutionalised children, the victims
of domestic violence and the mentally ill are
particularly in need of housing. Social housing
policies are being decentralised without a strategic
framework, which makes poverty worse in areas
that are already poor. Through measures co-
financed under the European Social Fund
approximately 260 vulnerable communities are
currently supported, but not all vulnerable groups
are covered.

Social services are characterised by uneven
territorial distribution and insufficient coverage
and quality. According to the Ministry of Labour
and Social Justice only around 20% of
administrative territorial units have licensed social
services. Services are usually concentrated around
richer or urban areas, while needs exist mostly in
poorer, rural areas and regions (*). Some
vulnerable groups face a severe lack of services,
e.g. the homeless, young people leaving
institutions, and the elderly. The shortage of social
assistants, particularly in rural areas, compounds
this issue. Access to the profession is costly and
laborious (**). Coordination between the local,
county and national levels is ineffective, also due
to the fragmented distribution of powers and
responsibilities. There is no direct link between
financing and needs at county and local levels. The
underfinancing of private service providers is
affecting the continuity of services at local level,
as more than two thirds of the current providers are
non-public. Use of alternative financing methods,
including volunteering and sponsorships, is low as

(%) National Institute of Statistics, 2017

(*) According to the Ministry of Labour and Social Justice,
more than half of the social service providers are located in
towns with more than 100 000 inhabitants.

(*) After graduation all social assistants need to register with
and obtain a certificate from the National College of Social
Assistants, a non-governmental entity in charge of a
national register of social assistants.



the existing legal incentives are perceived as
insufficient (see Section 4.4).

Integration of services is progressing at a slow
pace. Social, employment, health and education
services are poorly integrated, limiting the
effectiveness  of  activation measures and
worsening social conditions. A dedicated EU co-
funded project to introduce integrated teams (*°) in
139 marginalised communities started
implementation in the second half of 2018. The
project will design integrated case management
methodologies that can be scaled up at national
level and envisages closer collaboration with
employment services.

The old-age pensions have been increasing
although some structural challenges remain
unaddressed. The elderly have lower poverty
rates than other groups. Due to significant
increases beyond the standard indexation
mechanism, the average old-age pension from the
state social insurance increased by 10.0 % in 2017
and 9.4% in 2018 (*"). The pension law adopted in
December 2018 is set to increase pension
adequacy but also budgetary costs (see Section
4.1.3). Some structural challenges with an impact
on pension adequacy remain unaddressed. The
effective average retirement age is close to the EU-
average. However, the retirement age is not equal
between women and men. Coupled with shorter
contributory periods for women, this results in a
considerable pension gender gap.

The long-term care sector is not ready to deal
with a rapidly ageing population. Romania faces
one of the fastest ageing rates in the EU, a trend
that is not fully taken into account in the design of
current policies or projections of long-term needs.
In 2016, homes for the elderly covered only 1 % of
the population over 75 years old. There are very
few at-home and day-care services. When they do
exist they are normally close to areas with higher
income. Additional investments appear necessary

(*) The municipal teams are expected to include social
workers, community nurses and the county school
counsellors.

() Source: National House of Public Pensions. These growth
rates exclude some special pensions schemes such as old-
age pensions of farmers, military, lawyers and clergy.
Including these categories, the growth rates are 12.3% in
2017 and 9.6% in 2018 (the latter being an estimate).

38

4.3. Labour market, education and social policies

for the country to keep up with the ageing rate of
its population.

4.3.3. EDUCATION

The educational system is underfinanced and
administrative capacities to modernise it
require strengthening. The acquisition of
basic (*®) and digital skills (**) faces significant
challenges. Investment in education remains one of
the lowest in the EU (3.7 % of GDP compared to
4.7 %). This gap is particularly relevant at pre-
primary and primary levels of education (*°) which
are key to preventing early school leaving,
ensuring equal opportunities and tackling
inequalities later in life. Recent legislative
measures postpone until 2022 the legal
requirement for allocating the equivalent of 6 % of
GDP annually on education. This threshold has
never been reached. Strategic planning, aligning
system-monitoring to educational priorities and
improving the use of results at central, county and
school level is faced with challenges (OECD,
2017).

Modernisation of the school network and
optimisation to address demographic trends is
lagging behind. The number of children in pre-
university education decreased by 14 % between
2007 and 2017 (excluding children in nurseries). A
recent mapping shows that 10 % of schools are
overcrowded, while 58 % have excess capacities
(*"). 38 % of schools in rural areas have outside
lavatories, without running water or sewage,
compared to 7% in urban areas. School
laboratories and libraries are often lacking and
school buses are insufficient. Regular maintenance
and rehabilitation are lagging behind due to the
lack of funding by local authorities. 58.5 % of
kindergartens have excess capacities.

The acquisition of cognitive skills is hampered
by low participation in quality early education

(*®) Despite efforts to introduce a competence-based school
curriculum, almost 40 % of teenagers lack the basic
competences in reading, mathematics or science.

(*) Measures were taken to improve digital skills in schools
(European Commission, 2018e), but only 52 % of young
people aged 16-19 have basic or above basic digital skills.

() In 2016 Romania invested the equivalent of 0.7 % of GDP
on pre-primary and primary education compared to the EU-
average of 1.5 %.

(**) 46 % in urban areas and 63 % in rural areas



and care. The participation of children aged 4 to
the starting age of compulsory primary education
is below the EU average (88% vs 95% in 2016).
Pre-school participation is particularly low in rural
areas (**) and among Roma (*®). Only 15.7 % of
children aged 0-3 are enrolled in nurseries (EU:
34 %), including due to lack of facilities. The
Ministry of Education is in the process of drawing
up cost and quality standards and the necessary
curricula, together with training for specialised
staff. EU funded activities are being implemented
but face delays.

Early school leaving remains very high,
hampering the development of high skills. The
rate of early leavers from education and training
stood at 18.1 % in 2017, almost 8 pps above the
EU average. The indicator is particularly high in
rural areas (27.1%) and among Roma (77 %,
FRA, 2016). The proportion of out-of-school
children remains high (**). An integrated approach
to prevent early school leaving is still missing.
There have been only scattered efforts to improve
the quality of education in schools with high
dropout rates. A project setting up an early
warning system to identify pupils at risk of drop
out started in 2018. Access to second chance
programmes is insufficient and their design is not
tailored to the needs of adult learners. The
provision of career guidance services is limited.

Teachers’ ability to apply a learner-centred
approach are not sufficiently developed. Initial
teacher education insufficiently focuses on
challenges in the classroom, including supporting
children with learning difficulties or children at
risk of dropping out. The European Social Fund is
co-financing the retraining of teachers to support
the new competence-based curriculum. However,
implementing a learner-centred approach in
education is not applied across-the-board. Teachers
in rural areas are much more likely to lack the
necessary qualifications. In addition, the school
funding model and teachers’ merit allowances are
not sufficiently geared towards improving the
outcomes of disadvantaged schools and students.

(**) 97.4 % in urban areas compared to 85% in rural areas in
2016-2017 (National Institute of Statistics)

(*®) Only 38 % of Roma children attend kindergarten (FRA,
2016).

(*) In the 2016/2017 school year, the gross enrolment rate was
89 % in primary and 91 % in lower secondary education.
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The education system fails to compensate for
socio-economic  disadvantage, perpetuating
already high income inequalities. Parents’
socioeconomic  status greatly affects school
outcomes (PISA, 2016). The transition to upper
secondary education is particularly challenging for
students from vulnerable groups and those living
in rural areas. This is mainly due to financial costs
of studying in urban areas where most high schools
and professional schools are located. Roma
inclusion in education is a significant challenge,
including due to poor quality of education in
Roma-majority schools.

Dual-vocational  education and training
education is being rolled out in a bid to address
skills shortages. In September 2017, more than 2
400 students (equivalent to 8 % of students in

professional schools) were enrolled in dual
education, i.e. education incorporating a
partnership with employers. Measures are

envisaged to revise the school curriculum for
vocational education and training, professional
qualifications and training standards. However,
vocational education and training is still
considered a second-choice option by students and
parents. Moreover, the employment rate of recent
vocational education and training graduates
remains relatively low (67 % in 2017, vs. an EU
average of 77 %), indicating that labour market
relevance is a challenge. Employers complain of
vocational education and training graduates’
outdated skills, including due to outdated
equipment and teaching methods. They report a
heavy administrative burden for taking part in
dual-  vocational education and training
programmes.

Higher education is not sufficiently aligned with
the labour market. Although tertiary educational
attainment has doubled over the decade, it remains
low (26 % in 2017 vs. an EU average of 40 %).
The number of graduates in science, technology,
engineering and mathematics is low, including due
to low participation in higher education. Only 4 %
of new university entrants have parents with low
educational attainment. Employers report that
graduates entering the labour market have overly
theoretical skills and often lack key soft skills,
including problem solving, teamwork and
communication. Several Romanian universities



have started offering a limited number of online
courses (*).

4.3.4. HEALTH POLICIES

The health of the population remains below the
EU average, despite recent improvements. Life
expectancy at birth was 75.3 years in 2016,
compared to 81 years for the EU.(*) The
amenable mortality rate, i.e. deaths that could have
been avoided through optimal quality healthcare,
was two and a half times higher than the overall
rate in the EU in 2015 and is not converging
towards the EU level (*). Ongoing initiatives
include screening campaigns for oncological and
cardiovascular diseases and a legislative initiative
on vaccination. In addition, the current national
multiannual plan promotes various healthy living
initiatives.

Spending on healthcare is comparatively low
and staff shortages are an ongoing concern.
Spending on preventive care slowly increased in
recent years, from 1.3 % of the public healthcare
budget in 2011 to 1.6% in 2016. However,
coordination of prevention measures and funding
is not progressing fast enough. Provision of key
diagnostic and therapeutic medical equipment is
very low, particularly in hospitals, despite a high
supply of hospital beds. In addition, the coverage
of high cost novel medicines, especially in the area
of cancer treatment, remains limited, despite recent
improvements. A shortage of healthcare staff,
coupled with high workforce emigration poses
challenges to the proper functioning of the health
system. In 2016, there were 56 000 physicians in
Romania which in per capita terms was the third
lowest number in the EU. In 2013, more than a
fifth of the total number of Romanian doctors were
working abroad (World Bank, 2018). Recent
increases in public salaries in the health sector
could increase workforce retention, especially
when coupled with complementary measures to
improve working conditions.

() https://www.mooc-list.com/countries/romania
(*®) Eurostat general mortality data
(*') Eurostat causes of death data
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Graph 4.3.6: Spending on healthcare by Member State,
2016
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Source: Eurostat System of Health Accounts.

Unmet needs for medical care remain high,
especially for wvulnerable groups. Despite
improvements in recent years, high disparities in
the accessibility of healthcare are reported between
different groups as well as between urban and rural
areas. The rate of unmet healthcare needs due to
long travelling distances was the third highest in
the EU in 2017 (*®). The widespread practice of
informal payments is a significant impediment to
the accessibility of healthcare. The government has
taken measures to foster transparency and
governance, including by setting up a patient
feedback mechanism. A comprehensive
assessment of the results is not yet available.

The healthcare system is characterised by
inefficiency and limited accessibility. The uptake
of ambulatory care (such as one-day surgery) in
hospitals has increased. Legal and financial
measures were recently taken to incentivise the use
of ambulatory care in hospitals and specialised
ambulatory services outside of hospitals. However,
progress on shifting to outpatient care remains low.
The current design of competencies between
medical services might lead to gaps in healthcare
services coverage, especially in rural areas and
marginalised communities. Preparations are under
way for the building of the first three of a total of
eight planned new regional emergency care
hospitals. However, implementation and budgetary
challenges for the building of the hospitals remain.

(*®) Eurostat Survey on Income and Living Conditions data


https://www.mooc-list.com/countries/romania

Due attention is needed in preparatory planning
efforts to embed these hospitals in regional referral
schemes. This would allow for optimised
allocation across the spectrum of primary,
secondary and tertiary care.

Improvements in community care are much
needed but delayed. The roll-out of community
care centres delivering integrated care has suffered
further delays. Improved community care could
reduce the current high level of avoidable hospital
admissions for ‘ambulatory care sensitive
conditions’ such as diabetes and hypertension
(OECD, 2018a). The continued decline of the
share of patients’ lists registered with family
physicians (*) hints at the health system’s
decreasing capacity to monitor patients in primary
care settings. Various planned policy measures to
boost the uptake of e-health solutions across the
health system continue to be delayed, including the
move to a fully functional operation of electronic
health records.

Access to long-term care, rehabilitation and
palliative care is poor. Longstanding concerns
have not been remedied over patient access to
rehabilitation services (WHO, 2016), that typically
enable patients to experience a smooth transition
out of hospital following surgery. Rehabilitation
care is provided in ambulatory and inpatient
settings, but access to such care is not adequate
and waiting lists are long. Coverage and public
spending on long-term care in Romania is among
the lowest in EU; only 7.9 % of palliative care
needs were covered in 2014.

4.3.5. INVESTMENT

Increased investment in skills, education and
training, healthcare and social inclusion is
important for improving productivity and long-
term inclusive growth. The main obstacles to
business investment include high labour force
emigration and skills shortages, unfavourable
demographics and regional disparities. This points
to the need to invest in early childhood education
and prevention of early school leaving, improve
quality and inclusiveness, and matching education
curricula  (notably vocational education and
training and tertiary education) to local and

(*) National Health Insurance Fund, 2017 Activity Report
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regional labour market needs, while better
anticipating the new skills requirements and
introducing more flexible upskilling and reskilling
opportunities. Ensuring sustainable growth also
requires matching investment in social inclusion,
specifically by supporting a wide range of active
inclusion measures, and the deinstitutionalisation
of children and of adults with disabilities, as well
as increasing access to integrated social, education
and healthcare services, in particular for children at
risk of poverty and vulnerable groups. It is also
important to pay due attention to geographical
disparities in the availability and quality of these
services.
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4.4.1. COMPETITIVENESS AND EXTERNAL
POSITION (*)

Labour costs have increasingly outpaced
productivity developments. Unit labour costs
(ULCs) have accelerated strongly. Nominal unit
labour costs started to accelerate in 2016 (Graph
4.4.1), growing by 8.5 % in 2016, by 8 % in 2017
and by an estimated 9.3% in 2018. This
acceleration has been driven entirely by
compensation per employee, which has been
increasing by double digits in nominal terms since
2016. Productivity developments have only
partially — mitigated such impact.  Labour
productivity per person grew 6 % in 2016, 4.3 % in
2017 and an estimated 3.3 % in 2018, well above
regional peers. In levels, labour productivity
amounts to around two thirds of the EU average.

Graph 4.4.1: Nominal unit labour costs, growth breakdown
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So far the rise in nominal unit labour costs
stems mainly from the public sector. Overall,
unit labour costs increased by almost 70 %
between 2014 and 2017. Growth has been stronger
and accelerating faster in the public sector, where
unit labour costs increased by 27.5 % and 20.7 %
in 2016 and 2017, respectively (see Section 1).
Unit labour costs in other sectors have experienced
milder increases, but those in construction were
already showing significant growth in 2017
(14.6 %) while those in industry, Romania's main
exporting sector, expanded substantially less, by
7.5 % in 2016 and 3.6 % in 2017.
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Graph 4.4.2: Evolution of unit labour costs by sector
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The increase in nominal compensation per
employee comes mainly from public wage but is
also meaningful in the private sector. Public
sector compensation per employee is estimated to
have grown annually at an average of above 20 %
over the last 3 years, whereas private sector
compensation increased by an average of around
10 %. A similar decoupling of public wages from
private wages took place in the run-up to the 2009
crisis, leading to a strong correction in the
following years (Graph 4.4.3). Wage levels in the
public and private sectors differ substantially, with
public wages 34 % higher than private wages.
These cannot solely be explained by the different
skill composition in these sectors.



Graph 4.4.3: Evolution of public and private wages
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Spillovers of the wages' growth from the public
to the private sector may further affect
competitiveness. Unit labour costs developments
in the tradable sector (mainly industry and ICT in
the case of Romania) have been much more
moderate than in the overall economy. This has
softened the pressure on the country's cost
competitiveness and supported the very strong
export performance in recent years (Graph 4.4.4).
However, wage developments in the public sector
can spill-over to other sectors, triggering additional
competitiveness  losses. Empirical  evidence
suggests that the public sector in Romania plays a
leading role in wage dynamics, with public-wage
increases eventually leading to less than
proportional wage increases in the private tradable
sector, which are in turn fully adapted by the non-
tradable sector. A 10 % increase in public wages is
estimated to lead to a 6.6 % increase in wages in
the tradable sector (Biea et al, 2019). Additional
evidence suggests that a 10 % increase in public
sector wages leads to a 3.5% increase in the
average wage growth in the industry sector over a
year (NBR, 2016).

The profitability of firms has remained robust
despite the recent increase in unit labour costs.
Profitability deteriorated in the aftermath of the
crisis across sectors but has been improving since
2013. 2016 data, the latest available data, suggest
robust profit rates in construction, manufacturing
and retail. This reflects the fact that labour cost
growth for the private sector was relatively
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subdued up to 2016. However, since then labour
costs have been growing faster. Repeated
minimum wage increases with additional indirect
effects on the wage scale, together with potential
spill-overs from public sector wages put additional
upward pressure on private wages (see Section
4.3), creating significant pressure on firms'
profitability and/or prices.

A number of non-cost factors also affect
Romania's competitiveness negatively. The poor
state of road and railway infrastructure affects
businesses' effectiveness in moving goods and
services across borders, limits labour force
mobility and aggravates regional disparities (see
Section 4.4.2). The economy's low innovative
capability is another key factor limiting
competitiveness  (see  Section 4.4.2). A
cumbersome business environment, marked by
frequent and unpredictable legislative changes,
together with excessive red tape and persistent
inefficiencies in the public administration
undermines investment decisions and risks
reducing the country's attractiveness to foreign
investors (see Section 4.4.5).

Romania has gained export market share in
recent years. Romania's export market share
increased by 8.5 % in 2016 and by a further 3.1 %
in 2017 (Graph 4.4.4). Over 2012-2017, it
increased by 37 %, second in the EU only to
Ireland, and significantly above gains in other peer
countries. From 2016 to 2017 export market share
gains shifted from machinery and equipment, to
the vehicle industry and mineral products. Growth
in the latter sector was particularly strong, even if
from a relatively low base. For services, exports
continued to rely on transport and
telecommunications. On quality, for the last 10
years, Romania has increasingly specialised in
medium high-tech products, which now account
for almost 50 % of total manufacturing exports.
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Graph 4.4.4: Export market share growth

Graph 4.4.5: RON-denominated export price evolution
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Romania's strong export performance has been
supported by subdued export prices but risks to
price competitiveness are emerging. The price of
exported goods in the domestic currency (as
measured by the export of goods deflator), fell
each year between 2013 and 2016 (Graph 4.4.5). It
resumed growth in 2017, increasing by 3.5 %. In
the first three quarters of 2018 the price of
exported goods increased, on an annual average,
by 3.7 %, 4.5% and 5 % year-on-year respectively,
raising concerns that the country's price
competitiveness could start deteriorating. The
evolution of the real effective exchange rate
deflated by export prices also signals risks. It has
been depreciating since 2015 but began
appreciating in the first quarter of 2018.

A gradual depreciation of the currency has
mitigated the effect of rising export prices.
Between December 2016 and December 2018 the
RON fell by 3% against the euro. This
depreciation has partially compensated for the rise
in export prices and has supported the country's
strong export performance in euro area markets.
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High unit labour costs might hinder
competitiveness. The acceleration of unit labour
costs has put pressure on the real effective
exchange rate and Romania's cost competitiveness.
As a result, the real effective exchange rate,
subdued over the last few years, has started to pick
up. The inflation-based real effective exchange
rate (*°) depreciated every year between 2014 and
2017 due to the nominal depreciation of the RON.
In 2018, however, the stabilisation of nominal
exchange rates (see Section 1) allowed an
appreciation of the real effective exchange rate by
an average of 2.4 % year-on-year, putting pressure
on price competitiveness (Graph 4.4.6).

Despite a strong export performance, the
current account deficit has persistently
deteriorated since 2014. From a balanced position
in 2014, the current account reached a deficit of
3.2 % of GDP in 2017 and is estimated to have
widened further to 4.3 % in 2018. The widening
current account deficit has been driven mainly by a
worsening trade balance in goods, triggered by
strong growth in imports, which outpaced exports.
The deficit in the trade in goods gradually
increased from 4.3 % of GDP in 2014 to 6.5 % in
2017.

(*°) Computed using the Harmonized Consumer Price Index
and measured against a group of 42 trade partners
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Graph 4.4.6: Real effective exchange rate growth

Graph 4.4.7: Breakdown of the trade balance
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Consumer goods imports have substantially
outpaced other imports. The change in the
composition of imports raises concerns. Imports of
consumer goods have been growing significantly
faster than those of capital and intermediate goods.
The boom has been fostered by an expansionary
fiscal policy directed at increasing disposable
income, which has driven private consumption.
Since 2015, consumer goods imports have
increased by an annual average of 13.5%. The
corresponding figures for imports of intermediate
goods and those of capital goods were 6.7 % and
9.1 % respectively. As a result, the balance of trade
for consumer goods moved from a small surplus in
2014 to a deficit of around 2.1 % of GDP in 2017.
In contrast, the trade deficits in capital and
intermediate goods deepened slower and the
surplus in services has slightly increased since
2015 (Graph 4.4.7). A current account deficit
driven by consumption, rather than investment,
does not support potential GDP growth (see
Section 1).
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The net international investment position
(NIIP) is improving at a slower pace. The net
international investment position reached -47.8 %
of GDP in 2017, almost 10 pps above 2014 (Graph
4.4.8). This improvement has been due to the very
strong GDP growth and to a positive capital
account. However, progress has slowed down. The
net international investment position improved just
over 1 pp. in 2017, reflecting a deceleration of
GDP growth and a widening current account. By
components, net direct investment has remained
broadly stable as a share of GDP, averaging -41 %
in the last 8 years, but has steadily increased its
share in the net international investment position
by 36 % in the 8 years up to 2017. The share of
other foreign liabilities to GDP declined as
Romania repaid external debt.



Graph 4.4.8: Net international investment position
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Foreign direct investment (FDI) flows remain
volatile. In 2017, foreign direct investment inflows
declined by about 7 % compared to 2016. In the
first 11 months of 2018, however, they were nearly
20 % higher than in the same period in 2017
(Graph 4.4.9). The 2018 increase was accounted
for by debt instruments (intercompany loans). At
the end of 2017, 43 % of the foreign direct
investment stock was concentrated in industry,
about 15 % in construction and some 12 % in
financial intermediation (NBR, 2018a). The main
countries of origin for foreign direct investment in
Romania are Germany, the Netherlands, Austria,
France and Italy.

Graph 4.4.9: FDI flows by investment type
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4.4.2. PRODUCTIVITY AND INVESTMENT

Productivity developments

Productivity has increased substantially over
the past two decades, albeit from a low level.
Despite being the third lowest in the EU, labour
productivity increased from almost 22 % of the EU
average in 2000 to nearly 60 % in 2017. Total
factor productivity has also increased substantially.
It averaged 0.8 % over 2007-2017 (vs. 3.7 % over
1995-2007) but is picking up again. In 2017,
Romania recorded the highest total factor
productivity growth in the EU despite some factors
holding back further gains: low infrastructure,
dysfunctionalities in labour and product markets
(see Sections 4.3 and 4.4.3), weak innovation
capacity, and a cumbersome business environment
(see Section 4.4.5).

Labour productivity diverges significantly
across firms. The gap between the 10 % least
productive and the 10 % most productive firms
remains very wide (CompNet database). This gap
could be due to large differences between foreign-
owned and domestic firms but may also signal the
slow spread of technological advances. Exporting
firms (mostly multinationals) are more productive
than non-exporting ones (ECB, 2017). Large
divergences in terms of productivity are translating
into high wage dispersions and high inequality.

A National Productivity Board was set up in
2018. Following a 2016 Council Recommendation,
in August 2018 Romania announced that the
Council of Economic Programming, part of the
National Commission for Strategy and Prognosis,
would also serve as Romania’s National
Productivity Board. The board should contribute to
addressing the relatively low productivity levels in
Romania and boost ownership of structural
reforms, as recommended by the Council.

Investment activity

Investments in infrastructure and innovation
are particularly needed to set growth on a
sustainable path. Romania is poorly connected to
the EU’s main transport corridors. The low quality
of transport infrastructure affects shipping times
and limits labour force mobility, resulting in
additional costs for businesses. It also undermines
business investment decisions and magnifies



regional disparities. Investment in the energy
infrastructure is necessary to ensure a better
integration in regional energy markets and secure
the country’s energy supply. Romania recycles
only a very small part of the waste it produces and
a significant part of its population is still not
connected to public water supply. Substantial
investments in waste and wastewater infrastructure
are needed to allow Romania to improve the life
quality of its citizens and move towards a greener
economy (see Box 4.4.1). Romania’s long-term
economic prospects depend on the economy’s
capacity to move from the production of relatively
low-technology goods to higher value-added
products and services. This requires a significant
increase in the financing of research and
innovation activities.

Total investment is relatively high. In 2007-
2018, total investment represented 26.7 % of GDP
on average, well above the EU average (20.3 % of
GDP). Private investment accounted for some
80 % of the total. Public investment was strong
immediately after EU accession, in 2007 (around
6 % of GDP), but has lost momentum since 2016,
dropping below 4 % of GDP on the back of a
slowdown in EU funds absorption. While private
investment in  Romania has  constantly
outperformed regional peers, public investment
started lagging behind as of 2014, except for a
slight rebound in 2016.

Private investment would benefit from a
qualitative improvement. Private investment is
geared towards replacement needs and capacity
expansion, and significantly less towards
developing new products or services. According to
a recent survey (EIB, 2018), firms invest most in
machinery and equipment and least in research and
development. Asset quality, as measured by the
share of state-of-the art machinery and equipment,
is significantly below the EU average (28 % vs
44 %).

Policy unpredictability is a key obstacle to
investment. Uncertainty about policy and labour
and business regulations are cited by firms as the
main obstacles to long-term investment (EIB,
2018). A survey by the National Bank of Romania
(NBR, 2018b), identifies fiscal unpredictability as
the most pressing issue facing Romanian
companies in 2017-2018. This is corroborated by
Eurobarometer (2018b). For almost half of
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surveyed companies, the instability of the tax
legislation was a major obstacle to investment. In
another recent survey (EY, 2018), Romanian
companies identified fiscal and legislative
instability, political instability and a lack of vision
of public policy as the main barriers to increasing
their business. 85 % declared that their investment
plans have been affected by fiscal and legislative
unpredictability. The adoption by the government
in December 2018, without any impact assessment
or public consultation, of a set of fiscal measures
with  far-reaching consequences for several
economic sectors reinforced the prevailing
perception of policy unpredictability (*Y).

EU funds account for a large share of public
investment in Romania. Since 2014, capital
transfers from the EU accounted for a quarter of
public investment spending and 1% of GDP
annually. Following a drop caused by the delayed
start of new EU-funded projects, absorption
improved by the end of 2018 (*%).

EU funds have been made available to upgrade
Romania’s infrastructure but their
implementation is lagging behind. Recurring
bottlenecks and delays have slowed down
implementation of EU-funded investment projects.
Access to EU funds was conditioned on reforms
addressing structural policy challenges. However,
these reforms are still at an early stage, hampered
by high political volatility, low political buy-in,
and the absence of long-term planning.
Furthermore, there is no strategic management
framework for either nationally-funded or EU-
funded public investment. EU funds absorption is
also held back by limited administrative capacity
to prepare and implement large investment projects
coupled with an inefficient application of public
investment management rules, a lack of real
prioritisation, and lengthy tender procedures. In the
2007-2013 programming period Romania was a
major beneficiary of EU funds, having received
EUR 17 billion. However, it was not able to absorb
about EUR 1.6 billion of its initial EU funds
allocation (European Commission, 2018l).

(®Y) See section 4.4.5 for a further discussion on the impact on
the business environment of public policy-making.

(®?) As of 29 January 2019, the absorption rate stood at 26 % of
the total allocation, compared to the EU average of 28 %.



Public-private partnerships are increasingly
seen by the government as an alternative to EU
funding. The low absorption rate of EU funds
notwithstanding, the authorities have announced
that they intend to develop major infrastructure
works, including several motorways and regional
hospitals, using public-private partnerships rather
than EU funds. However, the successful
implementation of such projects requires strong
public institutions and expertise in negotiating
public-private partnership contracts, and keeping
overall costs under control. The experience of
other EU Member States highlights the importance
of a strong institutional setting. While in some
Member States a good level of service and
maintenance  was  observed, public-private
partnerships have often resulted in an inappropriate
risk sharing between the public and private sectors,
cost overruns and delays (European Court of
Auditors, 2018). A move towards public-private
partnership contracts unaccompanied by reforms to
improve administrative capacity could result in a
high future fiscal burden for the State budget.

Research and innovation

The competitiveness gap between foreign-
owned and domestic firms has not narrowed.
This suggests a gap in the take-up and financing of
research and innovation activities. Foreign-owned
firms account for two-thirds of Romania’s exports
of goods (Foreign Investors Council, 2017a) and
increased their share of total value added from
39 % in 2008 to 44 % in 2015 (Eurostat). They
have a strong presence in key medium-tech and
high-tech manufacturing sectors, with their share
of value added in the manufacturing of motor
vehicles exceeding 90 %. Their labour productivity
is also twice that of domestic firms. Conversely,
the agro-food sector, dominated by small, domestic
holdings, is characterised by very low levels of
productivity, which means that Romania is not
able to fully exploit its significant agricultural
potential (NBR, 2018d).

The innovation gap separating foreign-owned
and domestic firms signals that technology
imports have not been substituted with home-
grown innovation. Several multinationals in the
automotive and IT sectors have set up research and
development activities in Romania. Most seek
experimental development rather than industrial
research. However, technology spillovers to
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domestic firms remain limited, in part because
foreign-owned firms primarily source from other
foreign companies. Domestic firms mainly supply
low value-added components (ACAROM; AKH
Romania, 2018). No targeted policy has been
developed to leverage technology spillovers from
foreign direct investment and promote research
and innovation as a driver for future
competitiveness  (Foreign Investors Council,
2017b; Horobet & Popovici, 2017).

The economy's overall innovative capacity
remains low. Romania ranks last in the EU in
terms of innovation and its performance has
deteriorated since 2010 (European Commission,
2018c). Furthermore, the start-ups' survival rate
beyond 5 years dropped from 60 % in 2009 to
40 % in 2014 (European Commission, 2018d).
With the exception of the ICT sector, Romania has
few fast-growing firms (*%).

At sub-national level, research and innovation
is more diversified and dynamic. Innovation is
modest in all Romanian regions, albeit with a large
gap between best and worst performers. Under the
'Catching Up Regions Initiative’,  smart
specialisation strategies and governance structures
were set up in two pilot regions (Nord-Est and
Nord-Vest), leading to the development of regional
entrepreneurial discovery processes (**) and a
pipeline of projects to be co-financed by EU funds.
The initiative is being rolled-out to all Romanian
regions.

Investment in research and development (R&D)
remains critically low. R&D intensity (i.e. R&D
expenditure as a percentage of GDP) has been flat
since 2000, at 0.5 % in 2017 vs. 2.7 % in the EU as
a whole (Graph 4.4.10). Public R&D intensity fell
from 0.32 % in 2011 to 0.21 % in 2017. Despite an
increase in recent years, business R&D intensity
remains well below the EU average (0.29 % vs.
136 % in 2017). This under-investment in
business R&D results in a number of researchers
per capita in the private sector over six times lower

(*®) Enterprises with an average annualised growth in the
number of employees of more than 10 % per year over a 3-
year period and at least 10 employees at the moment
growth began.

(*) An inclusive and interactive bottom-up method under
which participants from government, industry, academia
and civil society build connections and partnerships,
identify potential investment opportunities and develop
project pipelines.



than the EU average and in a very low number of
patent applications. In early 2017, government
emergency ordinance 3/2017 introduced a 10-year
tax exemption for R&D firms, but procedural
norms are still in preparation.

Public R&D funding is insufficient and
declining. This has translated into an overall
stagnant scientific performance (*°) and a low level
of international scientific  cooperation (*°).
Although substantial investments are needed, the
government has no clear plans to address this
issue.

Graph 4.4.10: R&D intensity 2000, 2007, 2017 and 2020 target
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The economy's research and innovative
capacity could be improved by increased
science-business cooperation. Higher education
institutions do not systematically integrate industry
needs into their teaching and research
programmes. Knowledge transfer offices are not
yet fully operational despite EU funds having been

(*) Measured as the share of top 10 % most cited publications
in total publications.

(*®) Measured as the share of international co-publications in
total publications
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allocated for this. The continued decline in the
number of tertiary graduates in science,
technology, engineering and  mathematics
(European Commission, 2018e), further hampers
knowledge transfer. Romania is also confronted
with a significant migration of skilled people,
having one of the largest scientific diasporas
among EU countries (European Commission,
2018h). Further investments supporting science-
business cooperation and skills are needed.

Romania has not yet developed a coherent
vision for moving towards higher value added
activities. Existing policies (the Competitiveness
Strategy, the National Strategy for research and
development and the 2014 Small and Medium-
sized Enterprises Strategy) are loosely coordinated
and do not provide adequate measures for firms to
move up the value chain. Non-financial measures
targeting start-ups and innovative small and
medium-sized enterprises (e.g. business support
services, support to competences) remain
underdeveloped, whilst existing schemes (mostly
funding measures) are not customer-oriented
(European Commission 2018d). The use of
financial instruments with an innovation
component is limited, even if some equity
instruments were set up. The combination of EU
funds grants and financial instruments is largely
unexplored.

Digitalisation

Digitalisation is a key challenge for boosting
innovation and competitiveness. In this respect,
Romania presents a very mixed picture. On the one
hand, there are elements of excellent connectivity
and a proven potential to develop services
especially in the ICT sector, which contributes 6-
7% to Romania’s GDP. The digital sector is
growing, with two major hubs in Bucharest and
Cluj-Napoca, as well as significant ICT
investments in other cities. On the other hand,
Romania scores poorly on all other components of
the Digital Economy and Social Index, including
digital public services, digital skills of the overall
population and digitalisation of businesses
(European Commission, 2018Kk).
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Box 4.4.1: Investment challenges and reforms in Romania

Macroeconomic perspective

While Romania continues to have one of the highest investment ratios in the EU, its investment performance
since the crisis has been volatile. An acceleration of investment in 2015 was followed by a contraction in
2016 as public investment fell due to a slow uptake of projects financed by EU funds under the 2014-2020
programming period. Investment grew again in 2017 on account of an upturn in private investment, but
remained subdued in 2018. Public investment inched slightly up in 2018, after having declined for 2
consecutive years, but remains significantly below pre-crisis levels.

Assessment of barriers to investment and ongoing reforms

Financial Taxation CSR
GG A EVELTT LN Access to finance

Cooperation btw iemia, research and busi

Regulatory/ administrative burden CSR

Public Public administration CSR

ECIWTS{E ({11 Public procurement /PPPs CSR

R&D&I

VALTELEEN judicial system Financing of R&D&I
environment Insolvency framework services / lated pr
C ition and ri y fr k Retail
Labour EPL & framework for labour contracts Sector specific [SUBIIEILN]
market/ Wages & wage setting CSR regulation Digital Economy / Telecom
Education [ CSR Energy

Transport

No barrier to investment identified Some progress

CSR Investment barriers that are also subject to a CSR
No progress
Limited progress

Substantial progress
Fully addressed

The overall business environment presents challenges that are hampering investment. These include
continued unpredictability of policymaking, shortages of skilled workforce and the limited labour market
relevance of education and training. Some measures have been taken to tackle these issues, but many
barriers remain to be addressed to lift growth and accelerate convergence (see Sections 4.3 and 4.4).

Selected barriers to investment and priority actions under way

1. The recurrent legislative uncertainty continues to hamper the business environment. Investment may be
held back by frequent and unpredictable legislative changes enacted without proper stakeholder
consultation or impact assessment, by the authorities” contradictory declarations about important reforms
and by persistent uncertainty over the direction of the fight against corruption (see Section 4.4.5).

2. Despite relatively high public investment spending over the past decade, infrastructure remains deficient
in both qualitative and quantitative terms, hampering competitiveness and investment. The development
of quality infrastructure is being held back by: (i) comparatively low absorption of EU funds; (ii) low
administrative capacity; and (iii) remaining inefficiencies in project preparation, prioritisation and
implementation (see Section 4.4.2).

Investment activity could be supported by the forthcoming National Promotional Bank. The institution
will be responsible for coordinating the implementation of financial instruments in Romania. It will be well
placed to address market failures which have been identified during an ex-ante assessment delivered mid-
2018. The feasibility study for the new National Promotional Bank and its associated implementation
roadmap are expected to be delivered by end of February 2019, enabling the start of the implementation
phase.
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Romania lacks a clear strategy to digitise
businesses. In 2016, the government launched a
Manifesto for Digital Romania (*') setting out
principles aligned with a vision for a digital future.
However, a clear national strategy for digitising
industry is still missing. The integration of digital
technologies by businesses remains very low, with
the percentage of firms using electronic
information sharing decreasing from 22 % in 2015
to 17 % in 2017 (European Commission, 2018k).

The digitalisation of the Romanian economy
could be affected by recent fiscal measures. In
December 2018 the government set a minimum
price threshold for spectrum licences of 4 % of the
2018 turnover of the telecom sector per year of
licencing. The national regulatory authority will
launch the 5G spectrum auction by the end of
2019. These measures could endanger the success
of the auction and adversely affect the roll-out of
5G networks. The excessive pricing of 5G licences
could negatively impact the very competitive
pricing of telecommunications services.

Transport

The general condition of the road infrastructure
remains poor. The infrastructure is not keeping up
with the traffic demand generated by an expanding
economy (*°), despite the availability of significant
EU funding. The road network is among the least
developed in the EU (Graph 4.4.11). With only 38
km per 1 million inhabitants, Romania has by far
the lowest motorway density in the EU. The
country ranks also relatively low in the quality of
its road infrastructure (WEF, 2018) and has the
highest road fatality rate in the EU. The under-
developed infrastructure is detrimental to delivery
times and road safety and hinders the country's
competitiveness. Significant investments would be
warranted to increase the quantity and quality of
the infrastructure.

The reform of the railway sector is lagging
behind. Although the Railway Reform Authority
was established and studies have been initiated, the
reform continues to be delayed. In addition, heavy
underinvestment in maintenance has reduced train
speed and affected delivery times of rail freight

(*") https://see40.0rg/2017forum/
(*®) Romania built only 352 km of new Trans-European
Transport Networks (TEN-T) roads by the end of 2017.
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transport. Upgraded railway lines designed for
speeds of 160 km/h are not used to their full
potential. The European rail traffic management
system is not operational anywhere on the core rail
network, affecting safety, reliability, traffic
capacity, and accessibility.

Graph 4.4.11: Quality of public infrastructure index, Romania
and regional peers
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Source: World Economic Forum, The Global Competitiveness
Report 2018

Urban mobility is weakly developed across
Romania. Urban mobility suffers from chronic
underfinancing, poor sector organisation and the
weak administrative capacity of local providers. A
number of growing agglomerations (Bucharest,
Cluj, lasi, and Timisoara) are facing increased
challenges due to the recent expansion of their
functional areas and suburbanisation, as well as the
poor quality of urban mobility plans and delayed
implementation of existing projects. Bucharest is
one of the most congested cities in the world (*®).

Telecoms networks

Romania is lagging behind in rural broadband
coverage. Despite outstanding fast broadband
take-up, with 53 % of homes subscribing to
broadband connections of >30Mbps (EU average:
33 %), overall broadband coverage is still below
the EU average (74 % vs. 80 %). These figures
also hide a large urban-rural digital divide, with

(*®) https://www.tomtom.com/en_gb/trafficindex/



https://see40.org/2017forum/
https://www.tomtom.com/en_gb/trafficindex/

less than 40 % of rural areas covered (European
Commission, 2018K).

EU funds were allocated to bridge the urban-
rural digital divide. During the 2014-2020
programming period some EUR 125 million were
allocated from EU funds. The RO-NET project
supporting the deployment of national broadband
infrastructure in ‘white areas' (*°) is expected to be
finalised by July 2019. For a significant part of the
remaining ‘white areas’, the Next Generation
Network investment projects will be developed by
private operators deploying last-mile access
infrastructure. Additional public investment may
be needed for broadband infrastructure to further
increase the coverage of rural areas.

More efforts are needed to improve fixed and
4G broadband coverage. Despite a leap from
45% in 2016 to 72% in 2017, mobile 4G
broadband coverage is still well below the EU
average of 91 %. Fixed broadband coverage is
static at around 88 % (EU average: 97 %).
Broadband network deployment is particularly
affected by the cumbersome authorisation process
at local level. A better coordination between
ministries, the national communications regulator
and local authorities is needed to ensure
streamlined assistance to operators interested in
investing in broadband. In November 2018, the
national communications regulator adopted a
decision on maximum tariffs chargeable to
network operators for access to public property,
which could lower costs in the deployment of
communications networks.

Energy and climate

Energy intensity remains above the EU average.
While primary energy consumption is broadly
stable, final energy consumption increased in 2016
by 1.8%. The legal and operational framework
hinders investments, as procedures are considered
overly complicated by many project developers.
Buildings renovation, investments in district
heating systems to improve heating services and
develop district cooling systems can significantly
contribute to enhancing energy efficiency and
support the transition to a low-carbon economy.
The development of renewable energy sources and
energy efficiency products supports job creation

(*®) Areas not covered by telecom networks.
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and growth. In the absence of additional measures
Romania will not reach the 2030 climate targets, as
established through the Effort Sharing Regulation.

A total investment need of around EUR 22
billion on energy and climate for 2021-2030 was
indicated by Romania. The draft National Energy
and Climate Plan was submitted on 31 December
2018 in line with the Regulation on the
Governance of the Energy Union and Climate
Action (™). In the final National Energy and
Climate Plan to be adopted by 31 December 2019,
Romania will provide an overview of its
investment needs until 2030 for the different
aspects of the Energy Union, including renewable
energy, energy efficiency, security of supply, and
climate mitigation and adaptation. This will further
contribute to the identification and assessment of
energy and climate-related investment needs.

Recent legislative changes could hamper future
investments in the energy sector. Government
emergency ordinance 114/2018 may distort the gas
market, put at risk investments and delay the
development of Romanian offshore gas production
in the Black Sea. It may also hamper the
development of infrastructure relevant for security
of supply and solidarity in the Energy Union (see
Section 4.4.3).

Integration in regional gas and electricity
markets requires additional investments. In
2017, Romania’s electricity interconnectivity level
was 7 %, below the 2020 target of 10 %. With the
finalisation of planned projects of common interest
on transmission infrastructure pending, the
Romanian electricity system is overall well
developed. The timely achievement of pending
projects will increase Romania’s integration in the
regional market and relieve existing congestions in
the south-east region while accommodating
renewable development in north-east Bulgaria and
southeast Romania (the Black Sea Corridor project
of common interest). Investments in the gas sector
are further needed to enable bi-directional flows,
enhance interconnectivity with neighbours and
fully exploit the advantage of the Black Sea
resources, which would benefit security of supply
and competition in the region.

(*Y Regulation (EU) 2018/1999 of the European Parliament
and of the Council of 11 December 2018 on the
Governance of the Energy Union and Climate Action.



Environment

The  waste management  system is
underdeveloped. Key gaps are insufficient
separate collection, the lack of economic

incentives to move away from disposal, inefficient
producer responsibility schemes for packaging,
lack of infrastructure and investments in projects
higher up the waste hierarchy and lack of
administrative capacity and public engagement.
Due to the lack of separate collection, the
country’s  performance  continues to  be
characterised by very low recycling of municipal
waste (14 %, including 7 % material recycling and
7 % composting) and very high landfilling rates
(70 %) (Eurostat, 2017 data). However, the figure
does not include the temporary storage prior to
disposal, which, if added, would increase this rate
further. This puts into question the achievement of
the EU waste targets (European Commission,
2018j). The national waste management plan was
adopted in 2017, with the aim of reaching the 50 %
recycling target of municipal waste by 2020 and
reducing biodegradable municipal waste going to
landfills to 35 % (*%). County waste management
plans, which will put the national waste
management plan into practice, are still under
preparation. Government emergency ordinance
74/2018 introduced some measures which could
incentivise the separate collection of municipal
waste. These include the pay as you throw
principle, minimum service requirements for
sanitation companies, a contribution for the
circular economy to replace the suspended landfill
tax (see Section 4.1.2) and extended producer
responsibility. However, its implementation will
represent a significant challenge. A pipeline of
projects to be financed by EU funds under the
current programming period has not yet been
developed. An inter-ministerial  committee
established in October 2018 aims to ensure better
governance and coordination of technical aspects
in the sector.

The water and waste water infrastructure is
also deficient. Connection to the public water
supply is incomplete, with only approximately
57 % of the population connected, the lowest rate
in the EU. Water infrastructure is being upgraded
through EU co-financed regional projects totalling

(®3 Art 5.2(c) of the Council Directive 1999/31/EC of 26 April
1999 on the landfill of waste
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EUR 2.5 billion. Considering the current low level
of compliance with collection and treatment
requirements, investments in the sector will remain
a priority in the medium and long term.

Air quality is very poor. Domestic solid fuel used
by households and the energy sector remain the
main sources of air pollution. Traffic also has a
significant impact. Over 25 000 premature deaths
per year are due to air pollution (European
Environment Agency, 2018). The abolishment in
2017 of a vehicle registration tax resulted in a
surge of second-hand car sales, aggravating air
quality. The government is considering introducing
a pollutants-dependent car registration tax in 2019.

Romania lags behind on several other
components affecting standards of living. This is
the case for green infrastructure, climate change
adaptation, risk prevention and disaster resilience,
the rehabilitation of old contaminated sites and the
prevention of floods and other natural hazards.
Romania also does not comply with EU limits on
the emission of several major pollutants, while the
implementation of the EU Nature Directives
represents a considerable challenge.

4.4.3. SINGLE MARKET INTEGRATION

Internal market for goods and services

Obstacles to the free movements of goods
persist in the retail trade of agricultural and
food products, gas and timber. National rules in
these areas favour the domestic market, creating a
barrier to trade and restricting market access from
other countries. For instance, rules issued in 2016
give priority to marketing local food products. In
the case of gas, emergency ordinance No 64/2016
envisages an increase of domestically produced
gas to be traded on the centralised market. As for
timber, priority access is given to local furniture
manufacturers to use timber from state-owned
forests.

Access to certain professions and services
remains restricted by a cumbersome regulatory
framework. This is the case for civil engineers,
architects, accountants and tourist guides (**). For

(*®) The European Commission has developed a composite
indicator on the restrictiveness of most existing barriers to



lawyers, the level of restrictiveness is similar to
EU levels (Paun et at, 2013). Reducing
administrative complexity for businesses and
reforming the licensing system are now on the
government agenda. A comprehensive reform of
the licensing system for services, intended to
redesign and simplify the procedures, is scheduled
to be implemented in 2019-2020 with the
involvement of the Competition Council.

Energy market

Regulatory changes in late 2018 constitute a
roll-back from the deregulation of energy prices
for households. The process had been completed
in 2017 for electricity and was expected to end in
2021 for gas. In addition, regulated gas tariffs, set
below the reference price, will also apply to the
non-household sector. Retail markets remain
highly concentrated, with switching rates below
1% in 2016 (CEER, 2017) while competition on
retail energy markets is not yet fully functional.
This is unlikely to change considering the latest
backtracking from a competitive and open energy
market.

Progress towards competitive and liquid
markets in line with the EU regulatory
framework appears to have been undone. This
is the case particularly for gas. Recent legislative
amendments (the Energy Law and government
emergency ordinance 114/2018) risk undermining
the functioning of the gas market, against its stated
objectives, limiting competition, discouraging
internal producers and hurting investments. This
could have negative repercussions on domestic gas
production and on the long-term energy security of
Romania and the region. In addition to the
provisions of the Offshore Law these could also
put at risk the bi-directional Bulgaria-Romania-
Hungary-Austria gas corridor (phase 2), thus
precluding collateral economic and budgetary
benefits from royalties, job creation and
infrastructure development in the country.

Collaborative economy

New restrictions to the collaborative economy
are being introduced despite strong growth

the access to and exercise of regulated professions. It is
based on data collected from Member States,
complemented by desk research.
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potential. According to a recent survey 23 % of
respondents have used a service offered via
collaborative platforms, most frequently in
transport (49 %) and accommodation (41 %)
(Eurobarometer, 2018a). Restrictive requirements
have recently been introduced on certain types of
platforms intermediating transport services by
treating them as taxi dispatchers. Draft legislation
on ride-sharing services that would introduce
further restrictions is being discussed in
Parliament. Following the strong development of
this sector, the Competition Council is currently
assessing the market, the behaviour of the
economic operators and regulation's impact on the
sector. A study will be published in 2019.

4.4.4. REGIONAL DISPARITIES

Significant needs remain in infrastructure and
human capital in all regions. Despite sustained
convergence towards the EU average in the last
decade, all regions continue to face socio-
economic challenges. Large portions of the
country lack the basic conditions for a transition to
a dynamic, high-value added, knowledge-oriented
economy. Three of the eight Romanian regions
remain among the 20 poorest regions in the EU
(Eurostat, 2016). Most of the economic
development takes place in the capital region,
followed by the Vest, Centru and Nord-Vest
regions, whereas Sud- Vest Oltenia (GDP at 42 %
of the EU average) and Nord-Est (GDP at 36 % of
the EU average) are lagging behind. At national
level, GDP stands at about 60 % of the EU average
(Eurostat, 2017). The Bucharest-lifov region
displayed one of the highest rates of growth in
GDP per capita in the EU over 2007-2015
(Eurostat regional yearbook 2017).

Different development patterns call for tailor-
made investment priorities.  Fast-growing
metropolitan areas are increasingly confronted
with  development challenges related to
suburbanisation, traffic congestion and pollution.
Smaller cities and surrounding areas, however,
face challenges related to access to the labour
market, as well as education, healthcare and other
social services. The same applies to areas marked
by specific territorial challenges (e.g. remoteness
and difficult access, environmental protection) or



industrial decline (**). As a result, the rural-urban
divided is increasing. Poverty is mainly
concentrated in rural areas, where skills and
employability are low and the connectivity to the
centres of economic opportunities is poor.
Improving the connectivity of less developed rural
communities requires  substantial additional
investments.

Municipalities' low administrative capacity
limits development opportunities. The capacity
of urban authorities to plan strategically and to
coordinate and cooperate efficiently is limited,
preventing them  from  fully  exploiting
development and financing opportunities. In
smaller municipalities, scale is an additional
challenge, both in terms of administrative capacity
and the potential for efficient provision of public
services.

A deficient transport network affects
Romania's connectivity and competitiveness.
Romanian regions are poorly inter-connected, with
the Nord-Est region faring particularly badly. The
Romanian sections of the core TEN-T Rhine-
Danube and Orient-East Mediterranean corridors
are still not completed. The missing links (the
Sibiu-Pitesti motorway and the Brasov-Predeal and
Timisoara-Craiova-Calafat rail connections) pose
significant obstacles to regional, inter-regional and
cross-border mobility. Investments in river
navigation and multi-modal transport have been
modest, not exploiting the full potential of the
country’s geographic and economic connections.

4.4.5. GOVERNANCE AND INSTITUTIONAL
QUALITY

Business environment (*)

The conduct of fiscal and economic policy
remains highly unpredictable. A notable
example is the government emergency ordinance
adopted in November 2017 which shifted the
burden of social contributions almost entirely onto
employees, which was accompanied by a cut of the
flat personal income tax rate from 16 % to 10 %.
Both changes entered into force in January 2018
without a proper impact assessment and with
limited public consultation. Some unintended

(®) Such as the Danube Delta or the Jiu Valley mining area.
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effects on the net wages of part-time workers and
employees in the IT and the R&D sectors led to
additional amendments to the Fiscal Code in
February 2018. This practice was repeated in
December 2018, when the government passed
emergency ordinance 114/2018, immediately
applicable as from 1 January 2019, containing a
series of measures on taxation, pensions and public
investment. On taxation, the ordinance introduced
a progressive tax on bank assets (see Section 4.2),
tax incentives for the next 10 years in the
construction sector (**) and rules affecting the
functioning of the energy and telecommunications
sectors. The ordinance also undermines the role of
second pension pillar funds (see Box 4.2.1)

The business environment is negatively affected
by this persistent legislative instability.
Important  legislative initiatives are  often
announced by the government just before adoption
(such as government emergency ordinance
114/2018) with very limited consultation of
relevant stakeholders and limited or no impact
assessment.  Moreover, legislative initiatives
previously invalidated by the Constitutional Court
often re-emerge in forms which raise more
concerns for investors. Over recent years,
contradictory public statements by the authorities
on the direction of certain reforms have added to
the overall climate of unpredictability, with
potential negative implications for firms'
investment decisions.

Corruption remains a major issue and hampers
the business environment. Corruption as well as
patronage and nepotism are identified as obstacles
to doing business in Romania by 85 % and 82 % of
businesses respectively (EU averages: 37 % and
38 % respectively) (European Commission,
2018a). Romania’s position on the incidence of
corruption indicator of the 2018 Global
Competitiveness Index is stagnating (WEF, 2018)
ranking among the last in the EU, but some regions
have made significant positive advances in recent
years (Charron and Lapuente, 2018).

(*) An exemption from personal income tax and a 3.75 pps
reduction in social contributions for employees.



Judicial reform and the fight against corruption

The amended justice laws have undermined the
independence of judges and prosecutors and
public confidence in the judiciary. The amended
laws entered into force in July and October
2018 (*%). They contain a number of measures
weakening the legal guarantees for judicial
independence, in particular new provisions on the
material liability of magistrates for their decisions,
the establishment of a special prosecution section
investigating offences committed by magistrates, a
new early retirement scheme (%), restrictions on
freedom of expression for magistrates and
extended grounds for revoking members of the
Superior Council of Magistracy (*®), and measures
specifically weakening the checks and balances
underlying the operational independence of
prosecutors. There is a risk that these elements —
both on their own and cumulatively — could result
in pressure on judges and prosecutors, and
ultimately undermine the independence, efficiency
and quality of the judiciary. This concern has also
been raised by a number of outside observers,
notably the Council of Europe Venice Commission
(2018a) and the Group of States Against
Corruption (GRECO, 2018). The amendments also
raise questions as to the capacity of prosecutors to
continue the fight against high-level corruption
with the same degree of independence (European
Commission, 2018f).

The implementation of an action plan for the
enforcement of court decisions is progressing.
The action plan is advancing and a list of measures
was submitted to the government in September
2018 (European Commission, 2018f). Proposals
include amendments to the legal framework in
order to guarantee timely execution of judgments
and a mechanism to supervise and prevent late
execution of judgements for which the State is a
debtor. The Ministry of Justice and the Superior

(*) Law 207/2018 amending and completing Law 304/2004 on
the judicial organisation entered into force on 20 July. Law
234/2018 for amending and completing Law 317/2004 on
the Superior Council of Magistracy entered into force on
11 October. Law 242/2018 amending and completing Law
303/2004 on the statute of judges and prosecutors entered
into force on 15 October.

Emergency ordinance 92/2018 of 15 October 2018 delays
for 1 year the entry into force of the early retirement
scheme but does not abandon it as recommended by the
Venice Commission (2018a).

(°®) Emergency ordinance 92/2018 introduces further changes

in the revocation procedure.

)
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Council of Magistracy are also advancing on
putting in place an IT registry of court decisions in
which the State is a debtor or a creditor.

A pattern of pressure on the key anti-
corruption institutions has created growing
concerns about their continued ability to deliver
and on the irreversibility of the fight against
corruption. The National Anti-Corruption
Directorate has been a particular target of pressure,
including heavy public and media criticism from
senior politicians (European Commission, 2018f).
Both the dismissal of the sitting Chief Prosecutor
of the National Anti-Corruption Directorate and
the proposed replacement ignored the negative
opinion of the Superior Council of Magistracy,
raising major doubts over the process. The
pressure has extended to the High Court of
Cassation and Justice. The steps taken by the
government may also be reflected in an apparent
reduction in the cooperation with the National
Anti-Corruption Directorate, with many public
institutions such as ministries, the Court of
Accounts and other control bodies reportedly more
reluctant to flag up potential fraud and corruption
cases.

The ongoing amendments to the Criminal Code
and the Code of Criminal Procedure could also
undermine the fight against corruption.
Amendments adopted by Parliament before the
summer of 2018 under an emergency legislative
procedure constitute a profound overhaul of the
2014 reform, upsetting the balance between the
public interest in sanctioning crime, victims’ rights
and the rights of suspects. The amendments also
reduce the scope of corruption as an offence. This
was also highlighted by the Venice Commission
(2018b) and may raise questions on whether the
amendments are compatible with international
conventions ratified by Romania. Many of the
changes were ruled unconstitutional in October
2018 (European Commission, 2018f).

The implementation of the national anti-
corruption strategy is progressing at technical
level, but political developments undermine the
credibility of the process. The Technical
Secretariat within the Ministry of Justice published
its first monitoring report in March 2018 and has
continued to organise thematic evaluations of
public  institutions’  corruption  prevention
measures. In August 2018, the government



adopted standard methodologies for use by

institutions at central level when evaluating
corruption risks and carrying out ex-post
evaluation  of  integrity  incidents.  The

implementation of the strategy appears to have
progressed in some important vulnerable sectors,
especially in education, internal affairs and at local
level, but less obviously in the case of health. At
the same time, several ongoing legislative
initiatives give a contradictory signal in terms of
political support for the continuation of corruption
prevention and sanctioning, and raise concerns
regarding their potential impact on the strategy’s
implementation. The ongoing reform of the
Administrative Code should also support the
implementation of the strategy by strengthening
the professionalisation of the national and local
public administration and by ensuring the effective
implementation of corruption preventive measures,
such as the responsibility of managers of public
institutions in the prevention and occurrence of
integrity incidents. (European Commission, 2018f)

Corporate of state-owned

enterprises

governance

The performance of state-owned enterprises has
improved in a context of strong economic
growth. Overall, the economic and financial
performance of state-owned enterprises improved
in 2017 on the previous year (Fiscal Council,
2018). Total revenue, operational results and
profits increased, while arrears and indebtedness
decreased. This evolution is largely in line with
that of private companies in the same period.

The corporate governance of state-owned
enterprises is insufficiently implemented and
may be weakened. The relevant legislation(*®) is
robust but a number of amendments were
approved in December 2017 to exempt some 100
state-owned enterprises from Law 111/2016,
including most large ones. The amendments were
referred back to Parliament by the Constitutional
Court in early 2018, on procedural grounds.
However, legislators are preparing their re-
introduction (). Also, implementation of the

(*) Namely Law 111/2016 on SOEs corporate governance and
the accompanying implementing legislation, which updated
the previous relevant legislation, government emergency
ordinance 109/2011 (European Commission, 2017a).

(™ The exemption was again approved by the Senate in June
2018 and is awaiting the vote in the Chamber of Deputies.
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legislation ~ remains  sparse.  Despite  an
improvement in the number of state-owned
enterprises which have started appointments under
Law 111/2016, only a small number had
completed the procedures as of mid-2018. The
repeated appointment of interim boards is still the
norm, and appointments made in accordance with
the legislation frequently diverge from its spirit.
Furthermore, in 2018 the Ministry of Finance did
not meet a legal obligation to publish the annual
report on state-owned enterprises’ activities and
governance (). Nor is the Ministry of Finance
fully exercising its powers to request
implementation ~ of  corporate  governance
legislation by non-compliant companies beyond
some effort to remind non-compliant firms of their
obligations to make public accounts and reports.

Several of the larger state-owned enterprises
may be transferred to a new Sovereign Fund. In
November 2018, the government adopted a
framework allowing for the creation of
government-owned investment funds. This paves
the way for the setting-up of a long announced
Sovereign Development and Investment Fund (%),
to which the government intends to transfer the
ownership of some 30 state-owned enterprises.
The Fund’s goal, governance and potential
economic and fiscal impact have yet to be
clarified. The framework sets the funds' objectives
in very broad terms: job creation, the development
of infrastructure, stimulating innovation and
increasing competitiveness. The government's
intention is that the Fund will be classified outside
the budget perimeter. This will have a fiscal
impact which cannot be estimated until the Fund is
fully set up but which could be substantially
negative, in particular in the early years.

Public administration

The reform of the public administration system
is advancing at a slow pace. This is particularly
the case for the decentralisation process and
capacity building of local authorities, public
consultation and evidence-based decision-making,
as well as implementation of the e-governance

(™ Ministry of Finance (2017: pp.6-7) summarises the
Ministry's obligations under Law 111/2016.

(™®) The Parliament approved in June 2018 the creation of the
Fund. In July, however, the Constitutional Court ruled that
only the government can set up such a fund.



measures (). Regulatory impact assessments

continue to be formalistic, although their quality
and actual wuse vary across sectors. The
development of impact assessment competencies
and tools is ongoing. A robust policy monitoring
mechanism with a transparent reporting system is
lacking, and ex-post evaluations are carried out on
an ad- hoc basis. The legal and institutional
framework for a quality control function of impact
assessments at governmental level has not been
formally established.

Stakeholders’ engagement in policymaking
remains limited. The reshuffling of
responsibilities  for  public  consultation at

government level has stalled progress in this area.
The quality of public consultation continues to be
hindered by operational factors, such as short
periods of consultation (i.e. 10 calendar days or
less), late announcement of important legislative
initiatives, limited follow-up and feedback to
stakeholders during and after the consultation

process. The authorities have committed to
increasing transparency and better involving
citizens  through the Open  Government

Partnership. However, a centralised website for
public consultation (consultare.gov.ro), one of the
key deliverables of this process, is not consistently
used.

The implementation of the strategy for civil
servants continues, yet the relevant legal
framework has not been adopted. The entry into
force of the law transposing the strategy is still
pending, delaying the actual implementation of the
human management reform at central level.
Reform of local public administration will be more
limited in scope compared to initial ambitions. The
authorities are developing new tools and
instruments, including a framework for a national
competition for civil servants, with results
expected in 2019. The National Institute of
Administration became operational in 2018 and is
taking steps to develop its organisational strategy
and a training programme portfolio for civil
servants.

Measures to increase the performance of public
administration are not widespread. Wage
increases are not correlated with performance

(™) As shown by the recent report on the implementation of the
2014-2020 strategy for public administration strengthening
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evaluation and the delivery of better services to
citizens and businesses. Recent legislative
measures appear to limit the number of civil
servants over 2019-2021, depending on the
available approved budget for each institution.
This measure could result in uneven quality of
public services. The attractiveness of the public
administration as an employer remains low for
young qualified people (only 3 % of total civil
servants are aged below 30, and over 41 % are
above 50). The employee turnover rate is among
the highest in the EU ("*). Romania ranks 40th out
of 41 among OECD/EU countries in 2018 on
executive capacity, down four places on 2017
(Bertelsmann Stiftung, 2018).

The national administration’s fragmented IT
system increases the administrative burden for
citizens and businesses. The GovITHub project,
launched in 2016, which entailed a public-private
partnership based on fellowships and voluntary
work in order to develop public services, has been
discontinued. Moreover, the national
administration continues to face difficulties in
attracting and retaining ICT specialists which can
develop digital public services. The lack of
coordination between the public institutions in
setting up digital public services represents an
additional challenge. This limits the benefits of a
functioning and interoperable e-government
system for citizens and businesses. Investments are
necessary to create interoperable digital public
services among public institutions and to attract
and build IT skills.

Public service delivery

High fragmentation of competencies and
resources affects the coherence and availability
of services provided. National and regional
strategies for different public services are not well
translated into integrated measures at regional and
local level. Funding of public services is uneven
across regions and territorial administrative units
and does not correspond to local needs. Factors
like a unitary strategic approach per type of
service, existing gaps and needs to develop new
services are overlooked. National programmes, for
example in the health sector, do not benefit from

(™ The employee turnover rate = the rate of employees leaving
the civil service, due to other reason than retirement, to the
average number of employees (EU pack 2017)



multi-annual  budgetary planning, and are
sometimes delayed or interrupted because of a
temporary lack of funding.

Revenues of local administrations lack stability
and predictability. Important strategic measures
are delayed, such as setting appropriate cost and
quality standards for all services and increasing
local budgets' resources. Elements like inflation,
updated standard costs and the need to develop or
improve services are not factored into the
budgetary allocation, resulting in a lack of or low
quality service delivery. Fiscal decentralisation has
stalled and the capacity of local authorities to
increase the share of their own resources remains
limited. The government plans to beef up the
revenues of local authorities by increasing their
quota from the revenue taxes from 73 % (in 2018)
to 100 %. These changes are planned to be
incorporated in the revised Code for Local Public
Finances.

The system and mechanisms for delivering a
minimum package of integrated public services
are not developed. The government programme
makes reference to the minimum package of public
services to be made available to citizens in rural
areas. However, the legal, institutional and other
necessary instruments to deliver these services
have not yet been developed. There is no
integrated framework to ensure a minimum
package of services to the citizens, including
health, social protection and education. The
national programme for local development
envisages substantial investments but these are
limited to infrastructure related investments. A
new development and investment fund will be set
up in 2019 to finance priority investment areas at
local level, but its operational and financing
mechanisms still need to be developed.

The long-envisaged decentralisation of public
services continues to progress very slowly. There
has been some progress in assessing the
opportunities and impact of decentralising
competencies in four out of the eight sectors
envisaged by the strategy (tourism, youth and
sport, education, water and forests). However, the
overall progress for all sectors is limited. Limited
action has been taken to improve the balance
between competencies to be decentralised and the
financial resources and ability of local authorities
to deliver good quality services. Short-term
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budgetary solutions were provided for in the 2018
state budget law to ensure the same level of
financing of local authorities as for 2016 and 2017
and to compensate for the loss of revenue due to
income tax reductions. Additional actions are
needed to increase administrative capacity at local
level especially for competencies to be
decentralised.

Public procurement

Further efforts are needed to increase the
capacity of contracting authorities. Despite some
initiatives to professionalise procurement and to
increase technical and procedural capabilities at
the level of contracting authorities, further
extensive efforts are required. One such example is
the plan to train 4 100 civil servants in 2 years. The
share of negotiated procedures without prior
publication has remained among the highest in the
EU (21% in 2018). Moreover, about 34 % of
contracts awarded by public institutions in 2018
were single bids.

The public procurement system requires
enhanced transparency, monitoring and
supervision. The recent developments on e-
procurement, such as the ongoing transition to a
new e-procurement system, have laid the
foundation for more transparency in the
procurement process. The supervision function
needs to be fundamentally strengthened so the
authorities can take adequate measures to further
increase the transparency of the public
procurement system and boost competition in the
public procurement market. To that end, the
introduction of appropriate key performance
indicators will be crucial to achieving a functional
and efficient supervision system.

Centralised public procurement is not yet
operational. The legislation setting-up a central
purchasing body operating at national level was
recently adopted. Before expanding centralised
procurement to more complex products, it is very
important to build on the experience acquired in
the procurement of simple products that are subject
to demand aggregation. Moreover, there are plans
to develop aggregated contracting systems for
local contracting authorities within a geographical
area.



The ex ante external control sample for public
procurement has been significantly reduced.
The initiative for this control has been transferred
to the contracting authorities. Moreover, the
responsibility for the ex-ante control of EU-funded
contracts or agreements was taken over by the
managing authorities, which may not be fully
prepared in terms of technical expertise and
personnel for this shift of responsibilities. These
important changes were not linked to or based on
the measured performance and reliability of
contracting authorities against well-established key
indicators, and were not supported by, for instance,
an impact assessment. The streamlining of ex ante
controls is essential for reaching the objectives of
the national strategy. However, to achieve an
efficient and transparent public procurement
system, it is important to couple streamlining with
measures to increase the accountability and
capacity of the contracting and managing
authorities.

The track record of the National Integrity
Agency remained steady on investigations of
incompatibilities and administrative conflicts of
interests. The PREVENT system for systematic
ex-ante checks of conflicts of interests is now fully
operational and the National Integrity Agency
reported positive results. However, the stability of
the legal framework on integrity continues to face
challenges (European Commission, 2018f).
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ANNEX A: OVERVIEW TABLE

Commitments Summary assessment (")

2018 country-specific recommendations (CSRs)

CSR 1: Ensure compliance with the CouncilRomania has made Limited progress on addressing
recommendation of ... June 2018 with a view to|[CSR 1

correcting the significant deviation from the
adjustment path toward the medium-term budgetary
objective. Ensure the full application of the fiscal
framework.  Strengthen tax compliance and
collection.

Ensure compliance with the Council recommendation|The compliance assessment with the Stability and
of...June 2018 with a view to correcting the(Growth Pact will be included in spring, when final
significant deviation from the adjustment path toward|data for 2018 will be available.

the medium-term budgetary objective.

Ensure the full application of the fiscal framework. |No progress. There was no progress on ensuring the
application of the fiscal framework. The 2018 budget
did not comply with the deficit rule, which requires
compliance with the adjustment path towards the
medium-term structural objective. The 2018 budget
amendment from September broke, among others,
rules prohibiting increases in: (i) the nominal
headline and primary deficit ceilings during the fiscal
iyear; and (ii) personnel expenditure and total
government expenditure excluding EU funds during
the fiscal year. The second 2018 budget amendment,
published in November, also broke several national
fiscal rules. Moreover, as in previous years, the
authorities did not send an update of the medium-
term fiscal strategy to Parliament by the statutory|

(™) The following categories are used to assess progress in implementing the country-specific recommendations (CSRS):

No progress: The Member State has not credibly announced nor adopted any measures to address the CSR. This category covers a
number of typical situations to be interpreted on a case by case basis taking into account country-specific conditions. They
include the following:

no legal, administrative, or budgetary measures have been announced

in the national reform programme,

in any other official communication to the national Parliament/relevant parliamentary committees or the European Commission,

publicly (e.g. in a press statement or on the government's website);

no non-legislative acts have been presented by the governing or legislative body;

the Member State has taken initial steps in addressing the CSR, such as commissioning a study or setting up a study group to
analyse possible measures to be taken (unless the CSR explicitly asks for orientations or exploratory actions). However, it has
not proposed any clearly-specified measure(s) to address the CSR.

Limited progress: The Member State has:

announced certain measures but these address the CSR only to a limited extent; and/or

presented legislative acts in the governing or legislative body but these have not been adopted yet and substantial further, non-
legislative work is needed before the CSR is implemented,;

presented non-legislative acts, but has not followed these up with the implementation needed to address the CSR.

Some progress: The Member State has adopted measures

that partly address the CSR; and/or

that address the CSR, but a fair amount of work is still needed to fully address the CSR fully as only a few of the measures have
been implemented. For instance, a measure or measures have been adopted by the national Parliament or by ministerial decision
but no implementing decisions are in place.

Substantial progress: The Member State has adopted measures that go a long way towards addressing the CSR and most of them
have been implemented.

Eull implementation: The Member State has implemented all measures needed to address the CSR appropriately.
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Strengthen tax compliance and collection.

A. Overview Table

August deadline.

Limited progress The Romanian tax administration
(ANAF) has recently updated its guidelines on the
registration of certified cash registers and the issuing
of single identification numbers for cash registers.
They have been more active in using risk assessment
for the management and auditing of taxpayers,
mostly for value-added tax (VAT) and corporate
income tax purposes. However, the relative weight of
the unobserved economy is about 22.5 % while the
VAT gap (i.e. the difference between the VAT
liability theoretically due and VAT actually
collected) remained the highest in the EU in 2016 (at
about 36 %). The introduction of the cash registers
with an electronic memory connected to the servers
of ANAF is slowly being implemented, also due to
suppliers' shortages.

CSR 2: Complete the minimum inclusion income
reform. Improve the functioning of social dialogue.
Ensure minimum wage setting based on objective
criteria. Improve upskilling and the provision of
quality mainstream education, in particular for Roma
and children in rural areas. Improve access to
healthcare, including through the shift to outpatient]
care.

Complete the minimum inclusion income reform.

Improve the functioning of social dialogue.

Ensure minimum wage setting based on objective
criteria.

Improve upskilling and the provision of quality

Romania has made Limited progress on addressing
CSR 2

No progress. The Law on minimum inclusion
income is expected to enter into force in April 2019.
However, no visible progress has so far been
observed.

Limited progress. The social dialogue law is
currently in being debated in Parliament after a long
period of consultation with relevant stakeholders.
/Another competing proposal, drafted with the help of
some social partners, has also been put forward. Both
legislative initiatives are being debated together.
Currently, most social dialogue takes place formally,
within the Economic and Social Council and the
Social Dialogue Committees. Despite the established
framework of dialogue and consultations, the
stability and the role of these institutions weakened
in the most recent period.

No progress. Minimum wage levels continue to be
set in an ad-hoc manner, and are not based on a
comprehensive and predictable mechanism.

Limited progress. There has been limited progress

mainstream education, in particular for Roma and

in improving the provision of quality inclusive
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children in rural areas.

Improve access to healthcare, including through the
shift to outpatient care.

A. Overview Table

mainstream education, in particular for children in
rural areas and Roma. The measures financed by the
European Social Fund are in early stages of
implementation. Work on developing the early
warning mechanism to prevent school dropout
continues. The methodology to monitor and prevent
school segregation has not been adopted yet. Overall,
early school leaving remains very high. Rural-urban
disparities and Roma inclusion in education remain
problematic. While the authorities are planning some
measures, active labour market policies continue to
provide limited focus on upskilling. A global
assessment of skills needs for various economic
sectors still needs to be developed and implemented.

Limited progress. Since 2018 there have been
serious delays in key areas such as integrated
community care centres, funding of regional
hospitals with related care referral plans, etc. In other
relevant areas (such as the uptake of one-day planned
surgeries) the effectiveness of previously taken
measures remains to be demonstrated.

CSR 3: Increase the predictability of decision-
making by enforcing the systematic and effective use
of regulatory impact assessment and stakeholder
consultation and involvement in the design and
implementation of reforms. Improve the preparation
and prioritization of large infrastructure projects and
accelerate their implementation, particularly in the
transport, waste and waste water sectors. Improve the
transparency and efficiency of public procurement.
Strengthen the corporate governance of State-owned
enterprises.

Increase the predictability of decision-making by
enforcing the systematic and effective use of
regulatory impact assessment and stakeholder
consultation and involvement in the design and
implementation of reforms.

Romania has made No progress on addressing CSR
3

No progress. There is still persistent legislative
instability and lack of decision-making predictability,
which risk eroding investors’ confidence. Regulatory
impact assessments continue to be formalistic,
although their quality and actual use vary across
sectors. A robust policy monitoring mechanism with
a transparent reporting system is lacking, and ex-post
evaluations are carried out on an ad- hoc basis. The
legal and institutional framework for a quality|
control  function of impact assessments at
government level has not been formally established.
Stakeholders’ involvement in policy-making remains
limited. The quality of public consultation continues
to be hindered by operational factors, such as short
periods of consultation, late announcement of
important legislative initiatives, and limited follow-
up and feedback to stakeholders during and after the
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Improve the preparation and prioritization of large
infrastructure  projects and  accelerate  their|
implementation, particularly in the transport, waste
and waste water sectors.

Improve the transparency and efficiency of public
procurement.

Strengthen the corporate governance of State-owned
enterprises.

A. Overview Table

consultation process.

Limited progress. Large infrastructure projects are
being prepared and sent to the European Commission
for approval, due in particular to the increased
involvement and cooperation with the European
Investment Bank (through the Joint Assistance to
Support Projects in European Regions programme
and the Project Advisory Support instrument).
Implementation, however, continues to lag behind.

Limited progress. There has been limited progress
in implementing the national public procurement
strategy. The transition to a new e-procurement
system and the putting in place of legislation on a
Central Purchasing Body to operate at national level
are positive examples. However, some reforms
started under the Action Plan drafted in the context
of the ex-ante conditionality that Romanian had to
fulfil on public procurement and which were relevant
for the implementation of EU funds, have been
stopped and, with the recent adoption of the
government emergency ordinance no 114/2018, even
reversed. Furthermore, important efforts are needed
to increase the capacity of contracting authorities and
to enhance transparency, monitoring and supervision
of the public procurement system, as well as
legislative  stability and predictability. The
streamlining of ex-ante control of public
procurement should be based on the measured
performance and reliability of contracting authorities.

No progress. Corporate governance legislation
applicable to state-owned enterprises is robust but
only sparsely applied. The exemption of some 100
companies from the legislation, adopted end-2017,
has been barred by the Constitutional Court on
procedural grounds, but was again approved by the
Senate in June 2018 and awaits final approval in the
lower house.

Europe 2020 (national targets and progress)

Employment rate target set in the NRP: 70 %.

The national target of 70 % by 2020 is within reach
as the employment rate in the age group 20-64 was at
68.8 % in 2017.

R&D target set in the NRP: 2 % of GDP

Romania’s R&D intensity in 2017 was 0.5 % of
GDP, the lowest in the EU and representing only a
quarter of the national target. Romanian R&D
intensity fell annually by 1.1 % between 2007 and
2017. To reach its 2020 target, R&D intensity in

64



A. Overview Table

Romania will need to grow by an average of 58.4 %
per year until 2020. In 2017, public R&D intensity
increased by 4.8 %, while business R&D intensity|
increased by 7.4 % compared to 2016. Thus, business
R&D intensity reached 0.29 % of GDP in 2017 while
public R&D intensity amounted to 0.22 % of GDP.

National greenhouse gas (GHG) emissions target:
- 19 % in 2020 compared with 2005 (in sectors not
included in the EU emissions trading scheme)

IAccording to preliminary estimates in 2017,
greenhouse gas emissions not covered by the EU
Emissions Trading Systems (ETS) decreased by,
1.7 % between 2005 and 2017.

IAccording to the latest national projections based on
existing measures, non-ETS emissions will increase
by 1.4 % between 2005 and 2020. The target is
consequently expected to be met with a margin of
17.6 pps.

However, the 2030 target would be missed by a
margin of 12.5 % based on existing measures, as
emissions are projected to increase above the base
lyear in the long run.

2020 renewable energy target: 24 %

\With 24.4 % renewable energy share in gross final
consumption in 2017 (Eurostat provisional data),
Romania is on track and slightly above in attaining
its renewable energy target for 2020. In light of the
stable or slightly decreasing share, continued efforts
are needed to install more capacity in a context of
economic growth.

Energy efficiency, 2020 energy consumption targets:

Romania's 2020 energy efficiency target is 43 Mtoe
expressed in primary energy consumption (30.3
Mtoe expressed in final energy consumption)

Romania appears to be on track for reaching its 2020
target. However, both primary and final energy
consumption increased in 2017, and therefore
continued efforts are needed to limit energy
consumption in a context of economic growth.

Early leavers from education and training: 11.3 %.

\With a rate of 18.1% in 2017, achieving the target by
2020 is not within reach.

Tertiary education target: 26.7 % of population aged
30-34.

\With a rate of 26.3% of people aged 30-34 having a
tertiary degree in 2017, Romania has almost reached
the national target. However, the rate remains
significantly below the EU-average of 40%.

Target for reducing the number of people at risk off
poverty or social exclusion, expressed as an absolute
number of people: 580 000 (base year 2010: 8 425
000).

The national target of 580 000 people is already
considered reached. The population taken out of
poverty or social exclusion in 2017 was of 2 074 000
persons, considerably higher than in the previous
years ( e.g. 1420 000 in 2016, 1 680 000 in 2015).
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ANNEX B: COMMISSION DEBT SUSTAINABILITY ANALYSIS AND
FISCAL RISKS

RO - Debt projections baseline scenario [ 2017 [ 2018 [ 2019 [ 2020 [ 2021 [ 2022 [ 2023 [ 2024 [ 2025 | 2026 [ 2027 | 2028 | 2029
Gross debt ratio 35.1 35.1 35.9 38.2 40.4 427 45.1 47.7 50.3 53.0 55.8 58.6 61.6
Changes in the ratio (-1+2+3) -2.2 0.0 0.9 22 2.2 23 25 26 26 2.7 2.7 28 3.0
of which
(1) Primary balance (1.1+1.2+1.3) -1.5 -1.9 -1.9 -3.2 -3.2 -3.1 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0
(1.1) Structural primary balance (1.1.1-11.2+1.1.3) -2.0 -1.9 -2.0 -3.1 -3.1 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0
(1.1.1) Structural primary balance (bef. CoA) -2.0 -1.9 -2.0 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1 -3.1
(1.1.2) Cost of ageing 0.0 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 -0.1 -0.1 -0.1 0.1 -0.1
(1.2) Cyclical component 05 0.2 0.1 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (21+2.2+2.3) -2.7 -1.9 -1.0 -0.9 -1.0 -0.7 -0.5 -0.4 -0.3 -0.3 -0.2 -0.2 0.1
(2.1) Interest expenditure 1.3 1.4 14 15 16 1.7 1.8 19 2.0 22 23 25 27
(2.2) Growth effect 2.4 11 1.2 1.2 14 1.4 15 1.4 1.4 15 -15 1.6 15
(2.3) Inflation effect -1.6 21 -1.3 1.2 11 -1.0 0.8 0.9 0.9 -1.0 -1.0 11 11
(3) Stock-flow adjustments -1.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
0 . Debt as % of GDP - RO 0 Debt as % of GDP - RO
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- Adverse combined scenario ~—Enhanced higher interest rate scenario == p60_p80 E==3p80_p90 —p50 e Baseline
Debt sustainability analysis (detail
Short Medium s1 — Y IS - ) Negative - DSA s2 Long
term term Baseline Historical Lower GDP . Higher shock on Slu‘cha‘sllc term
SPB growth interest rate spB projections
Risk category MEDIUM Low MEDIUM MEDIUM  MEDIUM MEDIUM
Debt level (2029) 61.6 55.3 64.0 65.2 67.8
Low MEDIUM MEDIUM  : Debt peak year MEDIUM MEDIUM MEDIUM
(S0=0.3) (S1=1.5) : Percentile rank 89.0% 84.0%

Probability debt higher
Dif. between percentiles

Note: For further information, see the European Commission Fiscal Sustainability Report (FSR) 2018.

78.7%

(52=59)

[1] The first table presents the baseline no-fiscal policy change scenario projections. It shows the projected government debt dynamics and its decomposition between the primary
balance, snowball effects and stock-flow adjustments. Snowball effects measure the net impact of the counteracting effects of interest rates, inflation, real GDP growth (and exchange
rates in some countries). Stock-flow adjustments include differences in cash and accrual accounting, net accumulation of assets, as well as valuation and other residual effects.

[2] The charts present a series of sensitivity tests around the baseline scenario, as well as alternative policy scenarios, in particular: the historical structural primary balance (SPB)
scenario (where the SPB is set at its historical average), the Stability and Growth Pact (SGP) scenario (where fiscal policy is assumed to evolve in line with the main provisions of the
SGP), a higher interest rate scenario (+1 pp. compared to the baseline), a lower GDP growth scenario (-0.5 pp. compared to the baseline) and a negative shock on the SPB (calibrated
on the basis of the forecasted change). An adverse combined scenario and enhanced sensitivity tests (on the interest rate and growth) are also included, as well as stochastic
projections. Detailed information on the design of these projections can be found in the FSR 2018.
[3] The second table presents the overall fiscal risk classification over the short, medium and long-term.
a. For the short-term, the risk category (low/high) is based on the S0 indicator. SO is an early-detection indicator of fiscal stress in the upcoming year, based on 25 fiscal and financial-
competitiveness variables that have proven in the past to be leading indicators of fiscal stress. The critical threshold beyond which fiscal distress is signalled is 0.46.
b. For the medium-term, the risk category (low/medium/high) is based on the joint use of the S1 indicator and of the DSA results. The S1 indicator measures the fiscal adjustment
required (cumulated over the 5 years following the forecast horizon and sustained thereafter) to bring the debt-to-GDP ratio to 60 % by 2033. The critical values used are 0 and 2.5
pps. of GDP. The DSA classification is based on the results of 5 deterministic scenarios (baseline, historical SPB, higher interest rate, lower GDP growth and negative shock on the
SPB scenarios) and the stochastic projections. Different criteria are used such as the projected debt level, the debt path, the realism of fiscal assumptions, the probability of debt

stabilisation, and the size of uncertainties.

c. For the long-term, the risk category (low/medium/high) is based on the joint use of the S2 indicator and the DSA results. The S2 indicator measures the upfront and permanent
fiscal adjustment required to stabilise the debt-to-GDP ratio over the infinite horizon, including the costs of ageing. The critical values used are 2 and 6 pps. of GDP. The DSA results
are used to further qualify the long-term risk classification, in particular in cases when debt vulnerabilities are identified (a medium / high DSA risk category).
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ANNEX C: STANDARD TABLES

Table C.1: Financial market indicators
2013 2014 2015 2016 2017 2018
Total assets of the banking sector (% of GDP)” 63.6 60.1 57.6 55.5 52.5 50.6
Share of assets of the five largest banks (% of total assets) 54.4 54.2 57.4 59.1 59.4 -
Foreign ownership of banking system (% of total assets)” 90.0 90.0 205 91.4 773 745
Financial soundness indicators:?
- non-performing loans (% of total loans) - 20.7 13.4 9.7 6.6 5.9
- capital adequacy ratio (%) 18.8 17.7 18.9 19.2 19.4 18.6
- return on equity (%) 0.0 -15.2 113 10.6 11.7 15.9
Bank loans to the private sector (year-on-year % change)” -3.5 -1.3 45 33 71 6.4
Lending for house purchase (year-on-year % change)” 9.7 9.2 155 134 13.2 117
Loan to deposit ratio? - 67.2 67.6 68.2 69.2 72.1
Central Bank liquidity as % of liabilities” 03 - - - - 0.0
Private debt (% of GDP) 66.8 62.1 59.1 55.6 50.8 -
Gross external debt (% of GDP)? - public 20.8 218 19.6 19.0 17.9 16.2
- private 30.2 28.9 26.8 28.2 27.9 26.7
Long-term interest rate spread versus Bund (basis points)* 384.4 333.1 297.8 322.9 364.1 427.9
Credit default swap spreads for sovereign securities (5-year)* 180.4 1374 110.0 105.9 92.5 83.5

(1) Latest data Q3 2018. Includes not only banks but all monetary financial institutions excluding central banks.

(2) Latest data Q2 2018.

(3) Quarterly values are not annualised

* Measured in basis points.

Source: European Commission (long-term interest rates); World Bank (gross external debt); Eurostat (private debt); ECB (all
other indicators).
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C. Standard Tables

Table C.2: Headline Social Scoreboard indicators

(% of population aged 16-74)

2013 2014 2015 2016 2017 2018 °
Equal opportunities and access to the labour market
Early leavers from education and training
(% of population aged 18-24) 17.3 18.1 19.1 185 18.1
Gender employment gap (pps) 16.3 16.7 175 17.6 171 18.3
Income inequality, measured as quintile share ratio (S80/S20) 6.8 7.2 8.3 7.2 6.5
At-risk-of-poverty or social exclusion rate' (AROPE) 41.9 40.3 37.4 38.8 35.7
Young people neither in employment nor in education and
training (% of population aged 15-24) 7.0 170 18.1 1r4 152
Dynamic labour markets and fair working conditions’
Employment rate (20-64 years) 64.7 65.7 66.0 66.3 68.8 70.0
Unemployment rate? (15-74 years) 7.1 6.8 6.8 5.9 49 41
Long-term unemployment rate® (as % of active population) 3.2 2.8 3.0 3.0 2.0 18
Gross disposable income of households in real terms per capita4
98.0 99.4 106.1 116.7 129.1

(Index 2008=100)
Annual net earnings of a full-time single worker without
children earning an average wage (levels in PPS, three-year 8581 8621 8987 9609
average)
Annual net earnings of a full-time single worker without
children earning an average wage (percentage change, real -0.1 0.3 5.0 85
terms, three-year average)
Public support / Social protection and inclusion
Impact of social transfers (excluding pensions) on pove

P 5 ( gp ) on poverty 18.4 12.8 13.3 14.2 16.6
reduction
Children aged less than 3 years in formal childcare 6.0 2.6 9.4 17.4 15.7
Self-reported unmet need for medical care 10.9 9.8 9.4 6.5 4.7
Individuals who have basic or above basic overall digital skills 26.0 28.0 29.0

(1) People at risk of poverty or social exclusion (AROPE): individuals who are at risk of poverty (AROP) and/or suffering from

severe material deprivation (SMD) and/or living in households with zero or very low work intensity (LWI).

(2) Unemployed persons are all those who were not employed but had actively sought work and were ready to begin

working immediately or within two weeks.

(3) Long-term unemployed are people who have been unemployed for at least 12 months.

(4) Gross disposable household income is defined in unadjusted terms, according to the draft Joint Employment Report 2019.
(5) Reduction in percentage of the risk of poverty rate, due to social transfers (calculated comparing at-risk-of poverty rates

before social fransfers with those after fransfers; pensions are not considered as social transfers in the calculation).

(6) Average of first three quarters of 2018 for the employment rate, long-term unemployment rate and gender employment
gap. Data for unemployment rate is seasonally adjusted (annual series, for EE, EL, HU, IT and UK data based on first three

quarters of 2018).
Source: Eurostat.
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Table C.3: Labour market and education indicators

Labour market indicators 2013 2014 2015 2016 2017 2018*
Activity rate (15-64) 64.9 65.7 66.1 65.6 67.3 :
Employment in current job by duration

From 0 to 11 months 5.2 5.0 6.2 49 5.8

From 12 to 23 months 5.8 6.0 7.4 6.4 6.7

From 24 to 59 months 21.2 20.0 195 20.5 19.8

60 months or over 67.8 69.0 66.8 68.2 67.7
Employment growth*
(% change from previous year) -0.9 0.8 -1.3 -1.1 2.8 0.2
Employment rate of women
(% of female population aged 20-64) 56.5 57.3 57.2 57.4 60.2 60.7
Employment rate of men
(% of male population aged 20-64) 728 740 4T 750 773 9.1
Employment rate of older workers*
(9% of population aged 55-64) 41.8 43.1 41.1 42.8 445 45.9
Part-time employment*
(% of total employment, aged 15-64) 90 87 88 74 68 66
Fixed-term employment*
(% of employees with a fixed term contract, aged 15-64) 14 15 14 14 12 11
Participation in actlvat_lon labour market policies 31 29 35 45
(per 100 persons wanting to work)
Transition rate from temporary to permanent employment 577 578 565 56.1 56.9
(3-year average)
Youth unemployment rate
(% active population aged 15-24) 287 24.0 2L 206 183 162
Gender gap in part-time employment 1.0 13 0.7 0.4 0.2 0.6
Gender pay gap1 (in undadjusted form) 4.9 4.5 5.8 5.2 35 :
Education and training indicators 2013 2014 2015 2016 2017 2018
Adult participation in learning
(% of people aged 25-64 participating in education and training) 20 15 13 12 11
Underachievement in education 39.9

) . . o . g .

Tertiary educational attamment (% of !Jopulatlon aged 30-34 having 229 250 256 256 26.3
successfully completed tertiary education)
Variation in performance explained by students' socio-economic
status® 138

* Non-scoreboard indicator

(1) Difference between the average gross hourly earnings of male paid employees and of female paid employees as a
percentage of average gross hourly earnings of male paid employees. It is defined as "unadjusted"”, as it does not correct for
the distribution of individual characteristics (and thus gives an overall picture of gender inequalities in terms of pay). All

employees working in firms with ten or more employees, without restrictions for age and hours worked, are included.

(2) PISA (OECD) results for low achievement in mathematics for 15 year-olds.
(3) Impact of socio-economic and cultural status on PISA (OECD) scores. Values for 2012 and 2015 refer respectively to

mathematics and science.

(4) Average of first three quarters of 2018. Data for youth unemployment rate is seasonally adjusted (annual series, for EE, EL,

HU, IT and UK data based on first three quarters of 2018).
Source: Eurostat, OECD
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Table C.4: Social inclusion and health indicators

2012 2013 2014 2015 2016 2017

Expenditure on social protection benefits* (% of GDP)

Sickness/healthcare 4.0 3.9 3.9 3.8 3.9

Disability 1.2 11 11 11 1.0

Old age and survivors 8.2 8.0 8.0 7.9 7.8

Family/children 13 1.2 12 13 1.4

Unemployment 0.2 0.2 0.1 0.1 0.1

Housing 0.0 0.0 0.0 0.0 0.0

Social exclusion n.e.c. 0.2 0.2 0.2 0.2 0.2

Total 15.2 14.6 14.4 14.3 14.3

of which: means-tested benefits 0.6 0.6 0.6 0.6 05
General government expenditure by function (% of GDP, COFOG)

Social protection 12.3 115 11.4 114 11.6

Health 3.8 4.0 4.0 4.2 4.0

Education 3.0 2.8 3.0 31 3.7
Out-of-pocket expenditure on healthcare (% of total health expenditure) 22.4 20.2 20.3 21.3 20.8
Children at risk of poverty or social exclusion (% of people 505 514 50.7 468 49.2 a7
aged 0-17)*
At-risk-of-poverty rate® (% of total population) 229 23.0 251 25.4 253 23.6
In-work at-risk-of-poverty rate (% of persons employed) 19.0 18.4 19.8 18.8 18.9 174
Severe material deprivation rate’ (% of total population) 311 29.8 25.9 227 238 19.7
Severe housing deprivation rate®, by tenure status

Owner, with mortgage or loan 19.9 16.1 4.9 16 14 12

Tenant, rent at market price 19.0 21.2 32.8 53.0 46.0 27.2
Proportion of people living in low work intensity households* 79 76 72 79 8.2 6.9
(% of people aged 0-59)
Poverty thresholds, expressed in national currency at constant prices* 3884 3888 3991 4253 4518 5167
Healthy life years (at the age of 65)

Females 51 5.2 57 5.7 5.6

Males 5.9 5.8 5.9 6.3 6.2 :
Aggregate replacement ratio for pensions® (at the age of 65) 0.7 0.7 0.7 0.6 0.7 0.6
Connecﬁtlvny dimension of the Digital Economy and Society Inedex 439 462 498 541
(DESI)
GINI coefficient before taxes and transfers* 53.2 51.8 52.1 54.1 54.4 52.3
GINI coefficient after taxes and transfers* 33.2 34.0 347 374 347 33.1

* Non-scoreboard indicator

(1) At-risk-of-poverty rate (AROP): proportion of people with an equivalised disposable income below 60 % of the national

equivalised median income.

(2) Proportion of people who experience at least four of the following forms of deprivation: not being able to afford to i) pay
their rent or ufility bills, i) keep their home adequately warm, iii) face unexpected expenses, iv) eat meat, fish or a protein
equivalent every second day, v) enjoy a week of holiday away from home once a year, vi) have a car, vii) have a washing

machine, viii) have a colour TV, or ix) have a telephone.
(3) Percentage of total population living in overcrowded dwellings and exhibiting housing deprivation.

(4) People living in households with very low work intensity: proportion of people aged 0-59 living in households where the
adults (excluding dependent children) worked less than 20 % of their total work-time potential in the previous 12 months.
(5) Ratio of the median individual gross pensions of people aged 65-74 relative to the median individual gross earnings of

people aged 50-59.

(6) Fixed broadband take up (33%), mobile broadband take up (22%), speed (33%) and affordability (11%), from the Digital

Scoreboard.
Source: Eurostat, OECD
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Table C.5: Product market performance and policy indicators

Performance indicators 2012 2013 2014 2015 2016 2017
Labour productivity per person1 growth (t/t-1) in %

Labour productivity growth in industry -6.38 3.98 0.19 8.52 217 4.34

Labour productivity growth in construction 9.01 4.72 2.70 6.84 5.37 -3.25

Labour productivity growth in market services 35.86 3.85 0.64 3.10 3.59 5.03
Unit Labour Cost (ULC) index? growth (t/t-1) in %

ULC growth in industry 19.86 -3.55 0.59 -0.06 7.24 3.55

ULC growth in construction -1.54 -3.96 -12.10 4.96 -2.90 13.85

ULC growth in market services -18.71 3.01 5.72 -0.17 10.65 3.04
Business environment 2012 2013 2014 2015 2016 2017
Time needed to enforce contracts® (days) 512 512 512 512 512 512
Time needed to start a business® (days) 8.0 8.0 8.0 8.0 12.0 12.0
Outcome of applications by SMEs for bank loans* . 0.99 0.94 0.46 0.36 0.69
Research and innovation 2012 2013 2014 2015 2016 2017
R&D intensity 0.48 0.39 0.38 0.49 0.48 0.50
General government expenditure on education as % of GDP 3.00 2.80 3.00 3.10 3.70
oo b et o | || w|  w| @]
Population having completed tertiary education® 14 14 14 15 15 15
Young people with upper secondary education® 80 80 80 80 80 80
Trade balance of high technology products as % of GDP -1.79 -1.96 -1.66 -1.75 -1.60 -1.87
Product and service markets and competition 2003 2008 2013
OECD product market regulation (PMR)’, overall 1.69
OECD PMR/, retail 1.80
OECD PMR7, professional services :
OECD PMR/, network industries® 1.97

(1) Value added in constant prices divided by the number of persons employed.
(2) Compensation of employees in current prices divided by value added in constant prices.
(3) The methodologies, including the assumptions, for this indicator are shown in detail here:

http://www.doingbusiness.org/methodology.

(4) Average of the answer to question Q7B_a. "[Bank loan]: If you applied and tried to negotiate for this type of financing
over the past six months, what was the outcome?". Answers were codified as follows: zero if received everything, one if

received 75% and above, two if received below 75%, three if refused or rejected and treated as missing values if the

application is still pending or don't know.

(5) Percentage population aged 15-64 having completed tertiary education.

(6) Percentage population aged 20-24 having attained at least upper secondary education.

(7) Index: 0 = not regulated; 6 = most regulated. The methodologies of the OECD product market regulation indicators are

shown in detail here: http://www.oecd.org/competition/reform/indicatorsofproductmarketregulationhomepage.htm
(8) Aggregate OECD indicators of regulation in energy, transport and communications (ETCR).

Source: European Commission; World Bank — Doing Business (for enforcing contracts and time to start a business); OECD (for
the product market regulation indicators); SAFE (for outcome of SMEs' applications for bank loans).
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Table C.6: Green growth

Green growth performance 2012 2013 2014 2015 2016 2017
Macroeconomic
Energy intensity kgoe / € 0.27 0.24 0.23 0.22 0.21 0.21
Carbon intensity kg/€ 0.96 0.85 0.83 0.80 0.74 -
Resource intensity (reciprocal of resource productivity) kg/€ 3.35 3.26 3.23 3.71 343 3.02
Waste intensity kg/€ 191 - 1.26 - 1.17 -
Energy balance of trade % GDP -3.05 -1.90 -1.41 -0.91 -0.94 -1.31
Weighting of energy in HICP % 12.5 12.4 12.2 12.3 11.9 12.4
Difference between energy price change and inflation % 13 5.0 0.1 2.8 -1.0 1.6
Real unit of energy cost %;’;;’eﬂ“e 295 27.6 265 26.6 26.7 ;
Ratio of environmental taxes to labour taxes ratio 0.18 0.19 0.22 0.24 0.23 -
Environmental taxes % GDP 2.0 2.0 2.3 2.4 2.3 1.9
Sectoral
Industry energy intensity kgoe / € 0.16 0.15 0.14 0.14 0.13 0.12
Refal _unlt energy cost for manufacturing industry excl. % of value 215 21.2 20.6 204 20.3 )
refining added
Share of energy-intensive industries in the economy % GDP 11.6 11.4 12.0 12.3 12.4 12.4
Electricity prices for medium-sized industrial users €/kWh 0.08 0.09 0.08 0.08 0.08 0.08
Gas prices for medium-sized industrial users €/kWh 0.03 0.03 0.03 0.03 0.03 0.03
Public R&D for energy % GDP 0.01 0.01 0.02 0.01 0.02 0.01
Public R&D for environmental protection % GDP 0.02 0.02 0.01 0.01 0.01 0.01
Municipal waste recycling rate % 14.8 13.2 131 13.2 133 13.9
Share of GHG emissions covered by ETS* % 44.6 38.0 38.2 37.7 35.2 -
Transport energy intensity kgoe / € 0.60 0.54 0.53 0.48 0.43 0.42
Transport carbon intensity kg/€ 1.68 1.53 1.52 1.35 121 -
Security of energy supply
Energy import dependency % 22.3 18.1 16.4 16.4 216 23.1
Aggregated supplier concentration index HHI 12.4 12.8 14.2 17.8 19.9 -
Diversification of energy mix HHI 0.23 0.23 0.23 0.23 0.23 0.23

All macro intensity indicators are expressed as a ratio of a physical quantity to GDP (in 2010 prices)

Energy intensity: gross inland energy consumption (Europe 2020-2030) (in kgoe) divided by GDP (in EUR)

Carbon intensity: greenhouse gas emissions (in kg CO2 equivalents) divided by GDP (in EUR)

Resource intensity: domestic material consumption (in kg) divided by GDP (in EUR)

Waste intensity: waste (in kg) divided by GDP (in EUR)
Energy balance of trade: the balance of energy exports and imports, expressed as % of GDP
Weighting of energy in HICP: the proportion of 'energy' items in the consumption basket used for the construction of the HICP
Difference between energy price change and inflation: energy component of HICP, and total HICP inflation (annual %
change)
Real unit energy cost: real energy costs as % of total value added for the economy
Industry energy intensity: final energy use in industry (in kgoe) divided by gross value added of industry, including construction
(in 2010 EUR)
Real unit energy costs for manufacturing industry excluding refining : real costs as % of value added for manufacturing sectors

Share of energy-intensive industries in the economy: share of gross value added of the energy-intensive industries in GDP
Electricity and gas prices for medium-sized industrial users: consumption band 500-20 00MWh and 10 000-100 000 GJ; figures
excl. VAT.

Recycling rate of municipal waste: ratio of recycled and composted municipal waste to total municipal waste

Public R&D for energy or for the environment: government spending on R&D for these categories as % of GDP

Proportion of GHG emissions covered by EU emissions frading system (ETS) (excluding aviation): based on GHG emissions (excl
land use, land use change and forestry) as reported by Member States to the European Environment Agency.

Transport energy intensity: final energy use in transport sector including international aviation, (in kgoe) divided by transport
industry gross value added (in 2010 EUR)

Transport carbon intensity: GHG emissions in fransport sector divided by gross value added of the transport activities

Energy import dependency: net energy imports divided by gross inland energy consumption plus consumption of
international maritime bunkers

Aggregated supplier concentration index: Herfindahl-Hirschman index for net imports of crude oil and NGL, natural gas and
hard coal. Smaller values indicate larger diversification and hence lower risk.

Diversification of the energy mix: Herfindahl-Hirschman index of the main energy products in the gross inland consumption of
energy

* European Commission and European Environment Agency

Source: European Commission and European Environment Agency (Share of GHG emissions covered by ETS); European
Commission (Environmental taxes over labour taxes and GDP); Eurostat (all other indicators)
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ANNEX D: INVESTMENT GUIDANCE ON COHESION POLICY
FUNDING 2021-2027 FOR ROMANIA

Building on the Commission proposal for the next Multi-Annual Financial Framework for the period
2021-2027 of 2 May 2018 (COM (2018) 321), this Annex D (") presents the preliminary Commission
services views on priority investment areas and framework conditions for effective delivery for the 2021-
2027 Cohesion Policy. These priority investment areas are derived from the broader context of investment
bottlenecks, investment needs and regional disparities assessed in the report. This Annex provides the
basis for a dialogue between Romania and the Commission services in view of the programming of the
cohesion policy funds (European Regional Development Fund, Cohesion Fund and European Social Fund
Plus).

Policy Objective 1: A Smarter Europe — Innovative and smart industrial transformation

Romania’s expenditure on research and innovation is significantly below the EU average and the
country displays a stagnant research and innovation performance and low technological outputs. High
priority investment needs ("") are identified to enhance research and innovation capacities and skills
and the uptake of advanced technologies, in all Romanian regions, including in the capital region,
taking into account the results of the Catching Up Regions Initiative and in particular to:

e support collaboration between public research institutions and innovative industries, increase the
attractiveness and performance of research and development organisations and encourage applied
research through innovation hubs and joint national and transnational investments in early product
validation, commercialisation, patenting, start-up formation and technology transfer;

e support Entrepreneurial Discovery Processes and Project Development Labs at national and regional
level and provide training on skills for beneficiaries on marketing research results and developing
project and business plans in order to strengthen the preparation and implementation of smart
specialisation projects;

e strengthen research and innovation performance and foster productivity growth by identifying smart
specialisation areas on the basis of national and regional needs and potential;

o reinforce the current research and innovation infrastructures, capacities and skills to ensure
participation in Horizon and other EU programmes and initiatives, to integrate international, cross
border networks and transnational clusters and set-up joint research and education programmes and
co-financing schemes;

¢ link higher education and vocational centres to the national and regional innovation and smart
specialisation reskilling system;

e support the capacities and skills development of regional and national stakeholders, involved in the
design and implementation of smart specialisation strategies and projects, in close cooperation with
beneficiaries.

(®) This Annex is to be considered in conjunction with the Proposal for a Regulation of the European Parliament and of the Council
on the European Regional Development Fund and on the Cohesion Fund COM(2018) 372 and the Proposal for a Regulation of
the European Parliament and of the Council on the European Social Fund Plus COM(2018) 382, in particular as regards the
requirements for thematic concentration and urban earmarking outlined in these proposals.

(") The intensity of needs is classified in three categories in a descending order - high priority needs, priority needs, needs.
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Romania performs significantly below the EU average in terms of digital public services and the
integration of digital technologies by businesses. Priority investment needs are identified to reap the
benefits of digitisation for citizens, companies and governments, and in particular to:

e strengthen the Information and Communications Technology up-take by small and medium-sized
enterprises, including investments in infrastructures, foster digital skills and services and further
support digital innovation hubs, living labs, etc.;

e increase measures for e-government, including the introduction and consolidation of Europe wide
interoperable services, e-inclusion, e-health, e-learning, e-skilling.

Romania’s share of innovative companies is behind the EU average and the country is confronted with a
persistent low level of business investment in research and innovation. Priority investment needs are
identified to enhance growth and competitiveness of small and medium-sized enterprises, and in
particular to:

e support the creation of new companies (start-ups, scale-ups), increase their survival rates and raise
their degree of competitiveness and internationalisation;

e increase the innovation capacities of companies, by introducing product, organisational or marketing
innovations, by providing training on innovation management and smart specialisation specific
skills, marketing research results skills, by supporting key enabling technologies and acceleration of
market access and by supporting industrial cluster development and integration into industry-
research driven cooperation networks, including cooperation with the EU Strategy for the Danube
Region countries;

o facilitate access to finance for small and medium-sized enterprises, including by encouraging seed
and early stage finance for high-potential innovative start-ups.

Policy Objective 2: A low carbon and greener Europe — Clean and fair energy transition, green
and blue investment, circular economy, climate adaptation and risk prevention (%)

Energy intensity in Romania remains above the EU average and energy poverty affects one household
out of four. Priority investment needs are identified to promote energy efficiency measures and
renewable energy, and in particular to:

e support energy efficiency renovation of public and residential buildings;

e support energy efficiency measures in district heating systems, together with the promotion of
renewable energy into the district heating and cooling;

e promote small-scale renewable energy in combination with energy efficiency renovation of
buildings;

e strengthen the capacity of managing authorities, project developers and public authorities.

Romania is lagging behind regarding measures for tackling climate change adaptation, the rehabilitation
of old contaminated sites and the prevention of floods and other natural hazards. Priority investment
needs are identified to promote climate change adaptation, risk prevention and disaster resilience,

(® While outside of the scope of the ERDF and the Cohesion Fund (art. 6, paragraph 1(h), COM (2018)372), energy
interconnectors could be financed by the Connecting Europe Facility in line with its objectives (art. 3, paragraphs 1 and 2 (b),
COM(2018) 438).
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and in particular to:

e support measures for emission reduction, elimination (exchange) of energy sources for district
heating, complementary to the energy efficiency investments;

e implement the risk prevention strategies and address climate change and natural risks (floods,
drought, forest fires, landslides, earthquakes), as prioritised nationally and in cross-border and
transnational coordination and cooperation.

Water and wastewater infrastructure is largely insufficient and high priority investment needs are
identified to promote sustainable water management, and in particular to:

e promote regional water management schemes, including through capacity building;

e support schemes for addressing water pollution (dispersed sources) and maintaining/improving the
status of water bodies;

e cooperate in international programmes for the Danube region and the Black Sea.

The waste management system in Romania is one of the least developed in the EU, with high landfilling
rates and the poor quality of waste infrastructure. High priority investment needs are identified to
complete the waste management system, to promote the transition to a circular economy, and in
particular to:

e invest in capacity-building for all stakeholders involved in the transition to circular economy, and
promote circular economy in small and medium sized enterprises;

e expand the waste management schemes at county level in order to increase reuse and recycling, to
prevent waste generation and divert waste from landfilling;

e support the administrative and management capacity at the national and county level on waste
prevention, separate collection and recycling.

Important gaps remain in reaching the EU’s objectives in the areas of maintaining biodiversity,
restoring ecologically damaged areas and reducing pollution, in particular in highly sensitive areas.
Priority investment needs are identified to enhance biodiversity, green infrastructure in the urban
environment, and reducing pollution, and in particular to:

e support management and conservation measures in protected areas, in line with the EU
environmental legislation for areas such as the Danube basin, the Black Sea and the Carpathians, in
cooperation with the EU Strategy for the Danube Region countries;

e support ecological restoration and develop new municipal green areas connected with emission
reduction objectives;

o accelerate the closure and rehabilitation or the remaining incompliant landfills, storage and dumping
sites and the decontamination and rehabilitation of contaminated industrial sites.
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Policy Objective 3: A more connected Europe — Mobility and regional Information and
Communications Technology connectivity

The general condition and reliability of road and rail infrastructure in Romania are poor and its transport
networks remain among the least developed in the EU, without tackling geographical obstacles to
traffic, such as the Carpathian Mountains and crossing the Danube to Bulgaria. High priority investment
needs are identified to develop a sustainable, climate resilient, intelligent, intermodal Trans-
European Networks for Transport, including improved access to Trans-European Networks for
Transport, national, regional and cross border mobility, and in particular to:

e develop core and comprehensive Trans-European Networks for Transport road and rail networks,
notably links with peripheral regions across the Carpathian Mountains e.g. the north-east and to the
Danube Delta, and unlock industrial centres e.g. around Pitesti;

e put the European Railway Traffic Management System into operation on the core rail Trans-
European Networks for Transport;

¢ implement the adopted traffic safety strategy and carry out road safety measures to reduce the high
road accident fatality rate and mitigate environmental damage;

e improve the navigability of the Danube River in cooperation with the Danube region Member
States;

e support the administrative capacity building of the major transport beneficiaries i.e. the national rail
and road companies, other transport authorities, and the Ministry of Transport;

o develop core and comprehensive Trans-European Networks for Transport cross border connections
e.g. realising additional transport connections across the Danube, either by constructing new bridges
or improving ferry connections.

Sustainable multimodal mobility in urban areas is poorly developed. High priority investment needs are
identified to promote sustainable multimodal urban mobility, based on sustainable multimodal urban
mobility plans, in particular to:

o develop sub-urban rail and multi-modal connections in and around larger urban centres;

e promote sustainable and accessible modes of transport, such as low-carbon collective public
transport, active modes of transport, that will reduce congestion, emissions, traffic accidents, etc.;

e support development of urban transport systems in less-developed regions, such as light rail, metro
and tram lines, cycling friendly infrastructure.

Even though Romania has one of the highest shares of subscriptions to fast broadband in the EU, the
coverage of fixed and mobile (4G) broadband networks remains one of the lowest in the EU, with a
very pronounced urban-rural divide. Investment needs are identified to enhance digital connectivity,
and in particular to:

e support white spots in densely populated areas or surroundings of urban areas and in rural areas ;

o reduce the cost of deploying high-speed electronic communications networks;
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e improve the capacity of the programme authorities and beneficiaries.

Policy Objective 4: A more social Europe — Implementing the European Pillar of Social Rights

Unfavourable demographics, high labour force emigration, lack of relevant skills, lead to tight labour
market conditions. High priority investment needs are therefore identified to improve access to
employment through active labour market policies, anticipate skills needs and support labour
market transitions and mobility and in particular to:

e improve the design of active labour market policies, by a better integration with education and social
services to ensure tailor-made assistance to jobseekers;

e consolidate and support social entrepreneurship and social economy;

¢ support the improvement of working conditions, provision of flexible working arrangements, as well
as ensure employability of persons with disability and older workers;

o Dbuild robust skills anticipations systems, implement targeted upskilling and reskilling measures that
meet labour market needs; reinforce participation in adult learning in collaboration with relevant
stakeholders, and develop services on lifelong guidance to foster career transition;

e address local and regional labour market shortages and labour force migration, by improving the
internal mobility measures and supporting new type of businesses matching local economic
opportunities;

The education system is characterised by low attainment levels in basic, digital and soft skills, high
early school leaving, and low labour market relevance of vocational education and training and higher
education. High priority investment needs are therefore identified to improve the quality, effectiveness
and labour market relevance of education and training systems; promote equal access to inclusive
education and lifelong learning, and in particular to:

e improve the accessibility, quality and affordability of early childhood education and care, including
related infrastructure;

e prevent early school leaving, by introducing a learner-centred approach for children at risk, and
flexible second chance programmes, accompanied by relevant counselling and career guidance.

Improve teachers’ skills to address children from vulnerable groups;

e improve access to quality inclusive education, in non-segregated facilities, in particular for Roma,
learners with disabilities and in rural areas, including relevant infrastructure;

e improve quality of vocational education and training to adapt to labour market developments,
including necessary trainings and provision of equipment;

o improve labour market relevance of tertiary education, in particular for professions with high labour
market demand, including joint training actions and traineeships in companies;

o support development of innovative and effective teaching methods and technologies.

Poverty, social exclusion and inequalities remain among the highest in the EU, with significant regional
and local disparities in quality and access to social and healthcare services. High priority investment
needs are therefore identified to foster active inclusion, to promote socio-economic integration of
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Roma community, to enhance access to quality services and address material deprivation, and
invest in housing, health care and long-term care infrastructure and in particular to:

e develop and consolidate individualised integrated services, in particular in marginalised areas;
initiate targeted measures to support children at risk of poverty and social exclusion;

e increase quality and availability of social services and develop tailored family-based approach;
e improve access of Roma community to integrated support and mainstream services.

o support the upskilling of social, health-care and long-term care workers and tackle territorial
disparities;

¢ support deinstitutionalisation of children and of adults with disabilities, including relevant training,
services, and infrastructure;

o develop social housing services and infrastructure for vulnerable groups, in a comprehensive way, to
reduce spatial segregation, including by urban regeneration projects;

o address material deprivation through food and basic material assistance to the most deprived;
e increase access to primary health services and prevention; develop outpatient care and e-health
solutions, in particular at community level and for vulnerable groups; support health infrastructure

with emphasis on primary/ambulatory care and intermediate care facilities;

e develop home care, long-term care and community-based services and infrastructure, in particular
for the elderly and people with disabilities; support effective national active ageing measures

Policy Objective 5 — A Europe closer to citizens by fostering the sustainable and integrated
development of urban, rural and coastal areas and local initiatives

Growth is mainly confined to strong agglomerations and is marked by increasing sub-urbanisation
challenges. Smaller cities and surrounding territories face different challenges related to access to labour
market, education, healthcare and other social services. High priority investment needs are identified, a
compulsory urban earmarking is introduced and a coordinated approach to investments from all policy
objectives is needed to foster the integrated development and security in urban areas, and in
particular to:

e invest in metropolitan areas (growth drivers) marked by strong growth and on-going sub-
urbanisation with a view to strengthen the planning and coordination capacity to steer integrated
urban investments for driving growth, innovation and productivity, in line with a coordinated
functional area approach;

e support sustainable urban development of county capitals in order to ensure access to new jobs and
basic public services at local level, in line with their growth potential and a more tailor-made and
differentiated approach needed for these cities;

e increase the administrative capacity and cooperation possibilities of urban authorities in the
programming and the implementation phase.

Disparities between regions, between rural and urban areas and between citizens remain very strong and
call for tailor-made investment priorities based on specific territorial and socio-economic needs and
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development potential. High priority investment needs are identified to foster the integrated social,
economic, cultural and environmental local development and security and in particular to:

e support integrated territorial strategies in structurally challenged areas, e.g. the counties of Vaslui,
Teleorman and Mehedinti;

e support specific territorial initiatives aimed at the reconversion of the economy in regions affected
by industrial decline and mining, such as the Jiu Valley (taking into account the results of the Coal
and Carbon-Intensive Regions in Transition Initiative);

e support sensitive areas of specific environmental importance, such as the current Danube Delta
Integrated Territorial Investments;

e increase the administrative capacity of the local authorities in the programming and the
implementation phase.

Factors for effective delivery of Cohesion policy

e improved and simplified procedures in order to eliminate excessive documentation and over-
bureaucratic requirements; enhanced use of simplified costs options;

e increased capacities of EU Funds managing authorities, intermediate bodies, final beneficiaries, and
other bodies to prepare and implement projects, especially in waste, roads, railways, education,
health sectors and for regional and local public authorities in preparation of their integrated
territorial development strategies and project applications;

¢ development and implementation of a roadmap on administrative capacity building necessary for the
effective administration and implementation of the EU Funds;

o improved and more efficient measures to prevent and address conflict of interest, fraud and
corruption;

o strengthened social dialogue and capacity of social partners and of the civil society organisations, to
participate to the development, implementation, monitoring and evaluation of public policies and
projects, especially by supporting coordination and networking structures;

e continued adequate capacity building of local authorities to increase quality of services’ delivery
(especially in social, education and health sectors);

e investments and programming under the five policy objectives, taking into account the relevant
national and/or regional and local strategies and investment plans and results from the Catching-up
Regions Initiative and the Coal Regions in Transition Initiative;

e improved public procurement performance, in particular by reducing the rate of "single-bidding"
instances or "no calls for bids" numbers;

e broader use of financial instruments and /or contributions to Romania’s compartment under
InvestEU for revenue-generating and cost-saving activities.
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QA8a | would like to ask you a question about how much trust you have in certain
media and institutions. For each of the following media and institutions,
please tell me if you tend to trust it or tend not to trust it.
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QA8a.14 | would like to ask you a question about how much trust you have in
certain media and institutions. For each of the following media and
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The key indicators

1. LIFE IN THE EUROPEAN UNION

Autumn 2018

QC1 Some analysts say that the impact of the economic crisis on the job market
has already reached its peak and things will recover little by little. Others, on
the contrary, say that the worst is still to come. Which of the two statements
is closer to your opinion?

(%)
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D78 In general, does the EU conjure up for you a very positive, fairly positive,
neutral, fairly negative or very negative image?
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QA15 What is your opinion on each of the following statements? Please tell me for each statement, whether you are for it or against it.
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The key indicators

2. EUROPEAN UNION CITIZENSHIP

QD2 For each of the following statements, please tell me to what extent it
corresponds or not to your own opinion.

(%)
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QD4T Which of the following do you think is the most positive result of the EU?
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3. INFORMATION ON EUROPEAN POLITICAL MATTERS

QE2 And overall, to what extent do you think that you are well informed or not
about European matters?

(%)
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QEST Where do you get most of your news on European political matters? Firstly?
And then?
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VI. Visiting Romania

1. Main attractions'’

Once known as "Little Paris," Bucharest in Romania is a capital rich with storied history that merges
with its modern identity. The confluence of architecture is dizzying yet fascinating. Byzantine
buildings; 16th-, 17th-, and 18th-century churches; Art Nouveau mansions; and Neoclassical facades
survived earthquakes, war, and later, communism. During that political era, block panel masonry left
its imprint, as well as the gargantuan Palace of the Parliament, the prized creation of former dictator
Nicolae Ceausescu.

The charm of Bucharest is revealed by exploring its sprawling city parks, admiring the works at its
excellent museums, and getting "lost" in the gritty yet charming lanes that weave through the Old
City. A stroll down Calea Victoriei, arguably the prettiest street in the city, is an encounter with the
country's grandest buildings and meaningful monuments, all a testament to times gone by. Exploring
Bucharest is about understanding its complex past that is giving way to its modern sensibility as a
booming European capital.

1. The Old Town

The Old Town is one of Bucharest's earliest settlements, where structures date back to the 15th and
16th centuries. Throughout time, it was the seat of Romanian princes, a center for trade, a place to
worship, and a crossroads for travelers. It managed to survive Ceausescu's 1980s razing of one fifth of
the city to build his vision of a new Socialist capital. After spending decades as a slum, much of the Old
Town has been gentrified and renovated. Historic buildings have been gallantly restored, yet other
properties are still awaiting their facelift. The contrast gives that much more charm to the pedestrian
lanes and cobbled streets lined with mom-and-pop bookshops, theaters, restaurants, and cafés.
Location: Between Calea Victoriei to the west, Bulevardul Bratianu to the east, Dambovita River to the
south, and Regina Elisabeta to the north

2. Parliament Palace

The Palace of the Parliament is one of the top tourist attractions in Bucharest. It is the world's second
largest administrative building (after the Pentagon), an architectural colossus that also claims title as
the heaviest building in the world. Boasting more than 3,000 rooms over 330,000 square meters and
constructed with marble and steel, it was originally called the People's House by its visionary, the
former dictator Nicolae Ceausescu, who used it as his family's residence and as the seat of his
government. To complete it, he razed places of worship, workshops, factories, parks, part of the Old
Town, and entire neighborhoods. More than 20,000 workers and 700 architects worked on the
opulent Neoclassical-style palace over a span of 13 years while Romanians faced poverty. Still
unfinished, a small portion houses Romania's parliamentary headquarters and the National Museum
of Contemporary Art. Scheduled tours bring visitors up close to its vastness, the kitsch, and the
outrageous luxury Ceausescu would have continued to experience had he not been overthrown in a
coup d'état.

Address: Strada lzvor 2-4

3. Romanian Atheneum

Home to the Romanian George Enescu Philharmonic, the stately Romanian Athenaeum is the city's
most prestigious concert hall. The 19th-century building, designed by French architect Albert Galleron,
resembles an ancient Greek temple with a 41-meter-high dome and a peristyle of six lonic columns.
The interiors feature a lobby of intricately painted gold-leaf ceilings, cascading balconies, and spiral
marbled staircases. The 652-seat auditorium is known for its excellent acoustics and its fine art. A 70-
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meter-long and three-meter-high fresco that winds its way around the circular hall proudly depicts
scenes from Romania's history.
Address: Strada Benjamin Franklin 1-3

4. Stavropoleos Church

Tiny, peaceful, and beautiful, the Stavropoleos Church was built in 1724 by a Greek monk, loanikie
Stratonikeas. With its intricately carved entrance lined with columns, the Brancovenesc-style church
stands apart as a unique landmark in Bucharest. The Orthodox church features fine stone and wood
carvings and a combination of Romanian and Byzantine elements. It is surrounded by a garden
courtyard filled with 18th-century tombstones. Inside, several frescoes and wood icons can be
admired. The church complex once included an inn and a monastery but both were destroyed. The
church itself was restored several times after damage from earthquakes.

Address: Strada Stavropoleos 4

5. Old Princely Court and Old Princely Court Church

In the Old City, the Old Princely Court was the palatial residence of Wallachian princes, including Vlad
Tepes, otherwise known as Vlad the Impaler, who inspired Bram Stoker's tale of Dracula. A statue of
the infamous Romanian prince stands among what's left from the past, including the court's walls,
several arches, and columns.

A 16th-century prince, Mircea Ciobanul, repaired the palace after Vlad the Impaler's rule, and he grew
the surrounding Lipscani area as the trading core of Bucharest by establishing a community of skilled
craftsmen. In 1559, Ciobanul built the Old Princely Court Church next to the palace. For the two
centuries that followed, it was the place for succeeding Romanian princes to be coronated. Also
worthy of a visit is the Old Court Museum, which features pottery and artifacts found during an
archaeological dig around the ruins.

Address: Strada Franceza 25-31

6. Revolution Square

Revolution Square earned its name after setting the scene of dictator Nicolae Ceausescu's final
minutes of power in Romania. On December 21, 1989, a coup d'état ensued here with the help of a
crowd of more than 100,000, forcing the leader of the communist party to flee and changing the
course of the country's history. Until that date, the central square was known as Palace Square, due
to its proximity to the Royal Palace, which is the current home to the National Museum of Art. Other
historic buildings stand nearby, including the Senate Palace, the Romanian Athenaeum, and the
Athenee Palace Hilton Bucharest.

Revolution Square is also known for the dramatic Monument of Rebirth. Erected in 2005, it includes
the names of the 1,058 victims of the bloody revolution and a bronze statue of Iuliu Maniu, the
Romanian prime minister imprisoned by the communist party.

Address: Calea Victoriei Boulevard, Bucharest

7. The Arch of Triumph

Finished in 1922, Bucharest's first Arch of Triumph was made from wood and dedicated to the
Romanian soldiers who fought in World War I. In 1936, it was reconstructed in granite and designed
by architect Petre Antonescu at a height of 27 meters. The arch is adorned with sculptures created by
the most notable Romanian sculptors, including lon Jalea and Dimitrie Paciurea. It continues to serve
its purpose of being the central point for military parades. Romanian soldiers march beneath it for big
events, including the first of December, which is the country's national holiday.



Address: Kiseleff Road

8. National Museum of Art

In the former Royal Palace, the National Museum of Art is Romania's leading art museum housing the
most complete collection of Romanian art, including medieval and modern art. Established in 1948,
the museum is also where the Royal Collection, including Romanian and European art dating back to
the 15th century, can be admired. More than 100,000 works are in the various halls, including
paintings by the country's most celebrated artists, Theodor Aman, Nicolae Grigorescu, and Gheorghe
Tattarescu. The modern Romanian collection features sculptures by Milita Petrascu and Dimitrie
Paciurea. One room is dedicated to Constantin Brancusi, one of the most influential sculptors of the
20th century. The European Gallery next door has 15 rooms including works by El Greco, Monet,
Rembrandt, Renoir, and Rubens.

Address: Calea Victoriei 49-53, Bucharest

9. Dimitrie Gusti National Village Museum

Founded in 1936, this unique open-air museum stretches through leafy Herastrau Park and depicts
the traditional way of life in Romania. Visitors can wander through 300 traditional buildings, including
peasant homes with steep roofs, thatched barns, heavy log cabins, various types of churches,
workshops, and mills - all of which have been transported from towns across every region of Romania.
Each building was carefully taken apart, shipped to the museum, and rebuilt to be part of the walkable
village-like setting in the park. The Village Museum also displays artifacts and pottery as well as other
traditional items hailing from around the country.

Address: Sos. Kiseleff 28-30, Herastrau Park, Bucharest

10. National Museum of Romanian History

The National History Museum is set in a Neoclassical building originally built for the Romanian postal
service. Since 1970, the museum's 60 rooms display the country's most fascinating historical exhibits
dating from prehistoric to modern times. The biggest permanent exhibit is a huge replica of the 2nd-
century Trajan's Column, built in honor of the conquering Roman emperor Trajan, who defeated
Romania's ancient Dacian tribes. Thousands of gold items and Neolithic artifacts, including jewelry
dating to the time of the Geto-Dacians can be found in the Romanian Treasury. On permanent display
are the Romanian Crown Jewels, including stunning emerald pieces made for Queen Marie, who was
the wife of Romanian King Ferdinand. Also here are gold artifacts from the 4th-century Pietroasele
Treasures. They were once considered the most valuable treasure collection in the world before
Tutankhamen's tomb was unearthed.

Address: Calea Victoriei 12, Bucharest

11. Bucharest Parks

Bucharest is swathed in beautiful parks that are frequented by locals year-round. The oldest city park,
designed in the mid-19th century, is Cismigiu Garden. Renting rowboats is one of the most popular
things to do here in the summer, and the ice rink is popular in the winter. German landscape architect
Carl Meyer designed the park, which opened in 1860, bringing in 30,000 trees and plants from the
Romanian mountains and greenery from botanical gardens in Vienna.

Spread over 400 acres, Herastrau Park is home to the Dimitrie Gusti National Village Museum, an
open-air theater, sports club, and an old-fashioned amusement park. At its lake, boat rentals are
available to the public every summer. Bordering the park, 19th- and 20th-century villas are the homes
of Bucharest's elite.



Designed by French landscape artist Eduard Redont and completed in 1906, Carol Park is considered
one of the most beautiful parks in the capital. Romania's Tomb of the Unknown Soldier is located here
as well as a Roman-era styled open-air theater called Arenele Romane, which is popular for summer
concerts.

12. Carturesti Carusel

Set inside a beautifully restored 19th-century building in the center of the Old Town is the city's most
impressive bookshop, Carturesti Carusel. The 1,000-square-meter space is spread throughout six
floors, with shelves stocked with more than 10,000 books as well as 5,000 albums and DVDs. Its design
is impressively minimal, playing with light that filters through a central skylight, creating an
atmosphere that is like a moving carousel, hence its name, which means "Carousel of Light."

The bookstore is a local hub, not only for reading and browsing through books, but for art and relaxing.
Carturesti Carusel is also frequented for its changing contemporary art displays, media center
presentations, and welcoming top floor bistro café.

Address: Strada Lipscani 55, Bucharest



2. Practical Information

1. Hotel

Mercure Bucharest City Center
15, 17, 17A George Enescu Street
10302 Bucharest

Romania

Tel: +40 37 242 60 00
Fax: +40 37 242 60 01

2. How to reach the hotel from the airport!®

The 783 Express line connects Bucharest Henri Coanda International Airport with the city center. It is
approximately a 45-minute ride. This line runs day and night. At night, the bus leaves every 40 minutes.

Airport stops:

In front of the Arrivals Terminal and Departures Terminal
Price for one trip is 3,5 lei.

The magnetic card valid for two travels costs 7 lei.

To reach the hotel, you must exit the bus in Piata Romana station. It is a five-minute walk to the hotel.

e 2
Academia S HH Anmelden
de Studii 8 e
3 03
Economice = g\\e‘v‘
din Bucuresti swad@ a
Q Kulturzentrum
British Council \u
harest ‘ gm\“esc
. oyradd wine!
a Kino ‘;
heraton @ a Cinema Elvira Popescu
Krankenhaus 2
Spitalul Clinic de S
Pvark (@) " Urgente Oftalmologice o
cul | C Bratianu ® 2 |
S
@ Piata Romafia (1 \ Parc
O a R¢
® Shift Pub
Muzeul ° Shift |
Colectiilor de Arta
9 rthodoxe Synagoge
v A
Sinagoga Esua Tova
vitel Bauernmarkt .. . N
Piata Amzei ® Fantana cu Copii e
Gradina Eden
@
& Journey Pub O
Q>0°°\ o A0z Y 1]
b4 (202 pia\? Park
& SW Parcul Gradin:
&

Vergniigungszentrum
The Void Escape
Room Bucuresti

Hotel Mercure& e
Bucharest City Center

Facultatea de Limbi
si Literaturi Straine

Ateneul RGG5 5?2

Vcbmmdatan A AAIA Aannla 1.

18 http://www.bucharestairports.ro/en/transport/bus

Icoanei

Vergni 4 gsz
6(

»

i N
S mda

100 .



3. Transport®®

A trip by bus, tram or trolleybus costs RON 1.3 (some 28 euro cents) while a trip by the express bus
has the price of RON 3.5 (EUR 0.75). However, RATB also offers several types of subscriptions, namely
one-day, 7-day or 15-day passes, and monthly passes. Their prices vary depending on the lines/line
the user needs it for.

The Bucharest subway is ran by Metrorex. The metro system is made up of four lines (M1, M2, M3
and M4) with a total of 53 stations. Taking the subway is usually the best choice in Bucharest, even
during rush hours when the capital gets extremely crowded. Unlike the buses or trams, you can
estimate how much time you’ll need to reach your destination, especially as the trains’ ETA is shown
in stations. The metro trains run daily from 05:00 to 23:00. Travelers can choose from several types of
cards, such as the two-trip card (RON 5), 10-trip card (RON 20), one-day pass (RON 8), weekly, monthly
or yearly passes, and cards for groups.

Moreover, RATB and Metrorex have introduced several types of single tickets in December last year,
which means that a person can travel by both bus/tram/trolleybus and subway with only one ticket.
For example, a single ticket valid for 60 minutes costs RON 5 while a one-day joint pass costs RON 17.
They can be purchased from both RATB and Metrorex ticket offices.

There are several taxi companies in Bucharest, such as Meridian, Speed Taxi, Cristaxi, Taxi 2000,
Cobalcescu and Pelicanul. Their tariffs start at around RON 1.39 per km but can go up to RON 3.5 per
km, and the prices are usually written on the cars’ doors. The numbers for calling a cab can be found
on the cars, as well as on the taxi companies’ websites, with some of them even having mobile apps.

There are two companies offering ride-sharing services in Bucharest, namely Uber and Taxify. Both
are cheaper than the taxis, but their activity may be affected by the City Hall’s new regulation, which
stipulates that only authorized carriers with dispatch services authorized by the municipality will be
able to carry out taxi transport activities in the Romanian capital.

4. Dress code

Monday evening:

No formal evening clothes are required for (or worn by the Bucharesters at) the opera or concert hall,

a dark suit for the gentlemen and a dress or dark trouser suit for the ladies would be appropriate.

Tuesday morning:
Meetings with the Parliament presidents, no formal clothes are required.

5. Telephone
Country calling code: +40
6. List of useful contacts

Ms Elisabetta FONCK
Mobile phone: +32 (0) 473 64 67 46

1% https://www.romania-insider.com/short-guide-bucharest-transport



FMA Secretariat:
Tel: 32/2 28 40703
E-mail: formermembers@europarl.europa.eu

7. Embassies and consulates in Romania

e  British Embassy
24 Jules Michelet
010463 Bucharest
+40 21 201 7200

e  French Embassy
13-15 rue Biserica Amzei
010392 Bucharest
+40213031000

e German Embassy
Strada Cpt. Av. Gheorghe Demetriade 6 - 8
011849 Bucharest
+40 21 202 98 30

e Italian Embassy
9 Henri Coanda
010667 Bucharest
+4021 3052100

e Spanish Embassy
3 Louis Blanc
011751 Bucharest
+40213181077

e Dutch Embassy
Bd. Dimitrie Pompeiu, no. 5-7
020335 Bucharest
+40 21208 60 30

e Honorary Consulate of Luxembourg in Romania
Str. Dr. Raureanu Nr 4, sector 5
050048 Bucuresti
(+40) 213103510

Embassy of Luxembourg in Greece

23A, Ave. Vas. Sophias & 2, rue Neophytou
Vamva

GR- 106 74 Athénes

(+210) 725 64 00

8. Climate in Bucharest


mailto:formermembers@europarl.europa.eu

Bucharest has a humid continental climate (Dfa), with warm to hot, humid summers and cold, snowy
winters.

The average daily temperature in June is around 20° C, ranging between an average low 13° C and
average high 27° C. On average, there are 11 rainy days in June.

9. Electric power supply
In Romania the power plugs and sockets are of type F. The standard voltage

is 230 V and the standard frequency is 50 Hz. This socket also works with
plug C and plug E.

10. Languages

In Romania there are several spoken languages. Beside Romanian, the countrywide official language,
other spoken languages are spoken and sometimes co-official at a local level. These languages include
Hungarian, Romani, Ukrainian, German, Russian, Turkish, Tatar, Serbian, Slovak, Bulgarian, and
Croatian.

11. Currency

The Romanian leu (code: RON), plural lei, is the currency of Romania. It is subdivided into 100 bani,
singular ban, a word that is also used for “money”.

12. Emergency numbers
The general emergency number in Romania is 112.
13. Smoking in Bucharest®

Smoking is banned at work (offices, conference rooms, hallways, elevators, enclosed balconies), in
public institutions, and in the common areas of residential buildings (hallways, elevators). Moreover,
people can not smoke in commercial areas (stores, exhibitions/fairs in enclosed spaces, malls,
enclosed markets), in restaurants, cafes, bars, enclosed patios, hotels and guest houses, clubs,
theaters, and gyms. The smoking is also banned in train stations, airports, enclosed railway platforms
and public transport stations, taxis, and company cars, as well as in education and medical units and
in or near children playgrounds.

Smokers can enjoy a cigarette in outdoor spaces that have no roof, or have a roof but less than two
walls. For example, they can smoke in the garden, open balconies, open patios, and open kiosks. The
smokers can also light a cigarette on the railway platforms and public transport stations, but only if
they are open spaces. Smoking is also allowed in parks, but not in the vicinity of playgrounds, inside
personal homes, and inside any enclosed space which doesn’t host economic activities (it’s not a
workplace), such as tents, patios, and pavilions destined for personal events.

20 https://www.romania-insider.com/non-smoking-romania-a-short-guide-to-the-new-regulations-on-smoking-
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14. Tips

It is be safe to take the 10% rule as a safe bet, but the higher the bill you have to pay, the lower the
percentage can be. Although cash is still king in Romania, more and more restaurants and cafes accept
payments by card. Unlike other countries, though, in Romania there is no additional “tip” option on
the bill, so if you want to leave a tip, you will actually have to put something on the side.
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