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Macroeconomic Environment
Introduction
The past year was a difficult one for Romania. Real GDP grew by an estimated 0.3 per cent, down
considerably from 2011 when output rose by 2.2 per cent. The drop in growth can be partly explained by
external factors. Declining demand in the Eurozone, Romania’s largest trading partner, as well as a sharp fall in
agricultural output, contributed to the decline in output (year-on-year) in Q3 2012 (see Figure 1).
Export growth was negative throughout the year (see Figure 2), although imports were also down on the
previous year’s levels for most of 2012, resulting in a moderate trade imbalance and a current account deficit
that is low by regional standards (at 4 per cent of GDP). Inward foreign direct investment declined by 25
per cent in 2012, reflecting both the general aversion to emerging market risk among investors, as well as
possibly heightened anxiety over the political situation in the country following the events in the summer of
2012. Meanwhile, domestic demand remained subdued, held back by low consumer confidence, uncertainty
about the future path of reforms, and limited credit growth.
Figure 1.

Source: Romania Statistics Office
Inflation remained moderate and within the central bank’s target range of 2.5 ± 1 per cent throughout the
first half of 2012, but it has accelerated more recently on account of rising food and energy prices, reaching
4.95 per cent year on year in December 2012 (see Figure 3). This was the highest inflation level since the
April 2011 peak of 8.4 per cent year on year. On a more positive note, Romania continues to report one of
the lowest unemployment rates in emerging Europe. The level of unemployment fell from 7.3 per cent of the
labour force at the end of 2011 to 6.7 per cent at the end of 2012. However, labour force participation rates
are low in comparison with most other EU countries.
Figure 2.

Figure 3.

Source: International Monetary Fund Trade Data; Romania Statistics Office
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Market reaction to the mid-year political events led to depreciation pressures on the Romanian
currency and a considerable rise in CDS spreads. Between mid-March and the beginning of June, CDS
spreads rose by more than 60 per cent, from 295 to 480 basis points (see Figure 4). The exchange rate
vis-a-vis the euro peaked at the end of July at 4.63, the Romanian leu having depreciated by roughly 5 per cent
since the beginning of the year and over 13 per cent since April 2011 (Figure 4). Since the political crisis
subsided, spreads have returned to early 2011 levels and the Government was able to issue Eurobonds at
uite favourable rates in late 2012 and early 2013. The RON also recovered in the second half of 2012,
ending the year at 4.4 to the euro.
The agricultural sector was strongly affected by the summer drought in 2012. Total grain output fell by
40 per cent year on year, the second largest such decline recorded in the past 25 years. Maize, a major
export crop, was particularly strongly affected, with output falling by roughly 50 per cent. Wheat production,
meanwhile, declined by 30 per cent. The agricultural sector accounts for 7 per cent of GDP, over 8
per cent of total exports, and 30 per cent of total employment in Romania; thus, its weak performance had a
noticeable impact on the economy, as noted above in regard to Q3 GDP and exports.
The financial sector has been subject to orderly deleveraging pressures, a high and rising level of
non-performing loans and declining profitability. About 80 per cent of banking sector assets in Romania
are foreign-owned, and foreign banks rely considerably on parent bank capital to finance lending. One of
the main spillover effects from the Eurozone crisis has been cross-border deleveraging in the financial
sector. Romania was not as strongly affected by deleveraging pressures as some of its EU peers, but
considerable outflows have been recorded since Q4 of 2011 and only minimal reversal has been seen recently.
Credit growth fell from around 10 per cent year on year in March 2012 to less than 2 per cent year on year by
the end of 2012 (see Figure 5) and was therefore negative in real terms.

Figure 4.

Source: Bloomberg.

Credit growth has been negatively impacted by the implementation of stricter credit policies, which
have, at least in part, resulted from the rise in the portfolio of non-performing loans (NPLs). NPLs have
risen from under 3 per cent of total loans in 2007 to over 18 per cent of total loans at the end of 2012.
While there is a functioning NPL market in Romania, weak competition in the sector and the resulting inefficient
pricing has prevented a faster clearance of the NPL portfolios from banks’ balance sheets. According to the
quarterly banking survey conducted by the National Bank of Romania, a significant share of banks tightened
lending standards in 2012. Most of these banks reported tightening credit conditions for household loans,
particularly mortgages. Bank profitability has suffered as a consequence, too. The banking system has been
loss-making since August 2011, mainly as a result of the large net provisioning costs as well as weaker
operating profits. According to data from the central bank, at the end of the year the return on assets of the
banking system was -0.58 per cent while the return on equity was -5.36 per cent.
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Figure 5.

Source: National Bank of Romania via CEIC data service.

Policy response
The scope for fiscal and monetary stimulus was limited in 2012. As part of its Stand-By Arrangement (SBA)
with the IMF, the Government has been committed to a programme of fiscal adjustment since 2009 to bring
the public deficit down to a sustainable level, in line with EU requirements. Furthermore, following the
sharp rise in the fiscal deficit during the 2009 crisis, the management of the country’s public finances has
been under close EU scrutiny as part of the excessive deficit procedure.
Some increases in Government spending took place last year as a result of a 15 per cent hike in public
sector wages (a partial reversal of crisis-related wage cuts in 2010) as well as reimbursements to
pensioners for cuts in pensions that were later deemed unconstitutional. This resulted in a mid-year budget
revision that raised the fiscal deficit target from the initial 1.9 per cent of GDP to 2.2 per cent of GDP, in
agreement with the IMF. However, the economic difficulties in the second half of the year took a larger than
expected toll on public finances, disrupting further the pace of fiscal adjustment and also the clearance of
government arrears. The end-year deficit of 2.5 per cent of GDP, using the authorities’ cash deficit definition,
slightly exceeded the revised target. Furthermore, the Government asked for and received a three-month
extension of the SBA, which was due to expire in March 2013, to have more time to meet its targets on reducing
payment arrears of the local administration and state-controlled companies.
Notwithstanding these slippages, fiscal performance was overall quite impressive considering that 2012 was
also an election year. Major expenditure-related overruns were avoided. The general government deficit in
accrual terms fell below the 3 per cent of GDP EU benchmark under the Maastricht Treaty, and this is a first
step towards the termination of the excessive deficit procedure for Romania. Furthermore, the structure of
public debt has continued to improve, with the share of leu-denominated and longer-term debt increasing
further in 2012.
Declining inflation through most of 2011 and into the beginning of 2012 gave the monetary authorities some
space for loosening of monetary policy in the first quarter of 2012, and the central bank cut the policy rate
over three consecutive months from 6 per cent at the beginning of January to 5.25 per cent in March.
However, the subsequent rise in inflation, expectations of continuous upward pressure on prices, and the
reduction in international reserves following central bank interventions aimed at smoothing the exchange
rate pressures limited the scope for further relaxation of monetary policy. The central bank has kept the
policy rate unchanged at 5.25 per cent since March 2012.
The issue of cross-border deleveraging has featured prominently on the agenda of supervisory
authorities. Romania has taken part in the European Banking Coordination Initiative, better known as the
Vienna Initiative, since 2009. The first Vienna Initiative is considered a success in Romania in that it
ensured that the banking system remained liquid and well-capitalised throughout the financial crisis, in part
due to the commitment of the nine main foreign-owned banks to maintain their exposure to the country.
The successor Vienna Initiative 2.0 provides a platform for discussions and coordination between major
banking groups that operate in the region, home and host country regulators and international organisations
on matters of common interest. This includes issues such as prevention of disorderly deleveraging, dealing
with NPLs, promoting local currency capital markets etc. The Romanian banking sector regulator is one of
two host country representatives in the Steering Committee of the Vienna Initiative 2.0, which guides the
practical work of the Initiative and prepares strategic decisions for the full forum.
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Outlook and challenges ahead
Re-igniting and sustaining growth is the primary challenge for policymakers in Romania. In the short term
the outlook is clouded by developments in the Eurozone, and only limited recovery is expected this year.
The EBRD’s January 2013 forecast for GDP growth in Romania in 2013 is 1.4 per cent.
However, with Romania’s PPP-adjusted per capita GDP at less than 50 per cent of the EU average, the
convergence potential of the Romanian economy over the medium term is quite high. If the authorities
implement the necessary structural reforms to unlock this growth potential, the economy could benefit
considerably from the expected recovery of the Eurozone and global economy over the coming years.
The global financial crisis has taught us that Romania’s pre-crisis growth model based on capital
inflow-financed consumption is not sustainable and that an export-led growth strategy is more suitable for
sustained growth over the long-term. As a small open economy and an EU member state, Romania can boost
its exports by strengthening the competitiveness of its enterprises and diversifying its export base.
In this respect, Romania needs, first and foremost, to make its business environment more attractive for
investors, as this would enhance competition and productivity through new skills and processes.
Romania currently scores quite poorly compared to most other EU member states on most business
environment and competitiveness indicators. The 2013 World Bank Doing Business Report ranks Romania
at 72nd place out of 185 countries on overall ease of doing business. With this score, Romania is ranked
below all but two EU member states. It scores particularly poorly on indicators pertaining to getting
electricity, paying taxes, dealing with construction permits and resolving insolvency. Similarly
Romania ranks 82nd out of 144 countries on the World Economic Forum’s Global Competitiveness
Indicator, below all EU countries except Greece. In this index, Romania scores quite poorly on the
indicator for infrastructure quality (97th on overall infrastructure and 134th on transport infrastructure).
The results from these surveys point to some concrete reform priorities for enhancement of the business
environment:
-		
		
		
		
		

Significant investments are needed to improve the quality of the country’s infrastructure.
Given the limited fiscal space, better use of EU structural and cohesion funds is critical in the
coming years Absorption of EU funds has increased, but still remains quite low at 11.5 per cent.
The authorities should also step up efforts to attract private investment and know-how to key 		
infrastructure projects.

-		
		
		
		
		

Simplification of tax procedures, building on existing reforms to electronic tax filing, and
remoing bureaucratic red tape could also go a long way in supporting the corporate sector.
In addition further progress is needed in addressing corruption. According to Transparency
International’s Corruption Perceptions Index, Romania is considered among the most corrupt
EU countries (ranked 66th out of 176 countries).

-		 A more resilient financial sector is needed to ensure a steady supply of capital for the growing
		 economy. Priorities include progress in reducing NPLs and further strengthening of local capital
		 markets.
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Good Governance
Main Issues and FIC Recommendations
For an economy like Romania, sound governance guidelines and practices need to be seen as an initial
prerequisite for attracting capital so much needed for sustained long-term economic recovery and
sustainable growth. We cannot discuss corporate governance without taking into consideration its
relationship with business ethics. To encapsulate the correlation between these two topics, we can
acknowledge that business ethics can make corporate governance more meaningful, while shortcomings in
corporate principles can frequently lead to ethical lapses.
Romania, along with Bulgaria, is not only the poorest country in the EU, but also the most poorly governed
states. The strong linkage between corporate governance and corruption or unethical behavior helps us
better understand the determinants of the poor economic performance in these two countries.
Therefore, economic growth strategy should aim primarily at improving good governance practices and
decreasing the level of corruption, as one of the most widespread unethical behavior, common for both
private and public sector.
Corporate governance principles and their benefits are very little known and/or implemented in state
controlled companies and public institutions, therefore the authorities should enhance this framework, as
well as recruit a highly qualified management for these companies/institutions.
At the same time, there should be a clear regulatory separation between the roles of the state as a
policy maker versus the state as a majority shareholder, reinforced by a full administrative separation of the
responsibilities in these different capacities.
Because of all government activities, public procurement is one of the most vulnerable to unethical
conduct- like fraud and corruption – there should be close co-operation between government and the private
sector to maintain high standards of integrity, particularly in contract management.
A system of legal incentives for companies should be implemented, hence encouraging business to report
internal incidents of corruption. Joint training workshops for law enforcement, judicial authorities and
companies’ representatives should be provided, covering existing domestic laws, corporate liability and
fighting corruption.
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Taxation
Main Issues and FIC Recommendations
The 16% flat tax on corporate and personal income remains an attractive aspect of the Romanian tax
system for investors, and the incorporation of social contributions into the Fiscal Code in 2011 has aided
transparency. However, improvement is needed on stability of legislation and on the consultation
process. Tax evasion should be tackled more effectively through more focused tax audits, concentrating on
taxpayers and sectors which present a high risk of evasion. Honest taxpayers should be helped by a quicker
refund process, particularly for VAT. Many refund requests are currently subjected to bureaucratic delays,
which is harmful to the economy.
A Holding Company law should be introduced, in line with legislation in other CEE countries, to
encourage groups of companies to base themselves in Romania. Social security contributions should be
reduced, as they are high in relation to the benefits they deliver and as such represent a significant expense for
employers, which can act as a deterrent to investing in Romania. The cap at five times the average
salary should be extended to cover health and unemployment fund contributions. Legislation on taxation of
income from gains on capital markets by foreign based investment funds should be clarified, preferably to
state explicitly that these funds are taxable in their country of origin. Inventory and asset write-offs should
be made deductible for profit tax purposes, in line with most other EU member states.
Romania has one of the highest VAT rates in the EU, at 24% following the hike in 2010.
The FIC believes that the economy and hence the state budget would benefit if VAT were reduced to its
original rate of 19%. A reduced rate for basic food, fruits and vegetables should also be introduced to mitigate
VAT related tax evasion. Another welcome VAT related measure would be the reintroduction of the
postponement of payment of VAT on imports from outside the EU until the goods reach their end user.
This would give significant cashflow benefits to business, and hence encourage economic growth.
The newly introduced VAT cash accounting system, which brings benefits to some taxpayers, nevertheless
causes difficulties for some non-eligible taxpayers which cannot claim deduction rights on transactions
with eligible taxpayers. Consequently, the system should be made optional, and non-eligible taxpayers
should have full deductibility rights.
Development of private pensions is beneficial as it relieves the burden on the overstretched state system.
The mandatory private pension system (Pillar II) must be protected by maintaining the current timetable
for the transfer of social contributions to private pension funds. Deductibility for contributions to private
pensions (Pillar III) should be increased to 1000 euros per year.
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Healthcare
Main Issues and FIC Recommendations
We cannot speak about a healthy business without a healthy community. In order to create wealth a
society needs health. Indeed, healthy people are more active, more productive and contribute more to the
development of the economy and society. Unfortunately, the health status of the population in Romania
raises significant concerns. The health indicators are poor - Romania ranks last in Europe in terms of life
expectancy and first when it comes to infant mortality. The incidence of chronic disease remains well above
the EU average.
The causes for this are diverse. Romania had the lowest share of its GDP allocated to health in 2012 at 4%.
Furthermore, there is a lack of efficiency in resource allocation and there is a need to enable better systems
of monitoring spending. Also, Romanian patients face barriers in accessing the newest treatments, the most
innovative drugs with the potential to reduce costs to the healthcare system by helping them to return
to active employment, reducing hospitalisation days and reducing the adverse effects of ill-health on the
economy.
Due to the significant migration of healthcare professionals to Western Europe, the number of doctors in
Romania has decreased, making access to healthcare even more difficult and this directly affects the health
of Romanian citizens in the long term. Moreover, the Romanian healthcare system does not place sufficient
focus on the prevention and early detection of diseases which could have a major impact on health or on the
main determinants of the burden of disease.
The FIC recognizes that the current difficult economic situation has led to severe constraints on the
healthcare budget. However, to be competitive, Romania will need to think strategically and focus
resources on the sectors which will allow sustainable growth in the medium and long term.
We believe healthcare could be one of these sectors but the Government must be prepared to invest more.
We would also welcome more legislative clarity and predictability and long term vision from the authorities,
with an emphasis on projects that have a multiplier effect in the medium and long term.
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Environment and Sustainability
Main Issues and FIC Recommendations
The FIC appreciates that after transposing and continuing to implement almost all existing EU environmental legislation into domestic law, the Government of Romania (GOR) continues to be proactive in
discussions about new or revised EU environmental norms, to ensure that these will not have
significant negative effects on business in Romania. The FIC has some concerns about lack of legislative
predictability and considers that several environmental regulations and matters needs to be discussed,
reviewed and agreed in advance between the business sector and the environmental authorities.
The FIC appreciates the transparency demonstrated by the Ministry of Environment and Climate Change
(MECC) and by the Ministry of Economy (ME) during the transposition and planning for implementation of
European legislation on climate change.
Operational Sectoral Program Environment (SOP Environment) is the most important program, approved
for Romania, for accessing European funds for environmental projects and we hope that the absorption rate
will increase in the new 2014-2020 period.
The FIC welcomes the Environmental Fund Administration’s (EFA) achievements on financial support
for environmental projects. However, the FIC has noticed that during the last few years, most projects
financed through the Fund were mainly related to the fleet renewal scheme (old cars scrapping scheme),
heating systems in houses, renewable energy and some water and forests projects for local authorities.
Private companies did not have the opportunity to apply for financing to support their environmental
projects and needs.
Sustainability involves economic development which respects long term environmental and social
well-being and Corporate Social Responsibility (CSR) is a way in which companies can develop
sustainably and support the wider community. There have been several positive initiatives in Romania in
relation to CSR. (i) the National Strategy on Social Responsibility Promotion 2011 – 2016, which focused
on the three directions, social, environmental protection and education and research, and (ii) the National
Sustainable Development Strategy (NSDS) of Romania for 2013-2020-2030. However, the GOR developed its
CSR policy without an adequate consultation process with all stakeholders.
Cooperation between authorities (ministries), the business environment and other stakeholders is
necessary for the successful implementation of both Sustainable Development and CSR strategies.
FIC members are investing in building stakeholder trust and simultaneously improving their business
performance in a sustainable way.
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Infrastructure
Main Issues and FIC Recommendations
Quality infrastructure is critical for economic growth, and in Romania much still needs to be done to
upgrade the country’s infrastructure to European standards. The state budget has limited funds available for
infrastructure projects, and so alternative sources of financing need to be found. The Romanian government
should enhance the legislative framework governing Public- Private-Partnerships (PPPs) and improve the
absorption rate of EU funds. The public procurement system needs to be refined.
In April 2012 the Ministry of Transport (MTI) kick-started a project for the preparation of an infrastructure
master plan for the period until 2030. This is a welcome development, which will make it easier to attract
investment, secure financing and complete projects within a clear timeframe.
The launching of some EU funded Corridor IV road and rail projects is also welcome as is the creation in
December 2012 of a new Ministry for the coordination and management of large infrastructure projects.
This Ministry should be given sufficient resources and specialist staff to design, develop and manage major
infrastructure projects. It should use project management methods and clearly assign responsibilities to the
people involved in the development of each project.
The FIC welcomes the draft PPP law, which makes the legal framework for PPPs easier, but believes it can
be improved. Legislative parallelism (more than one piece of legislation covering the same issue) should
be ironed out, the private party should be allowed to initiate a PPP, while the general terms for the state’s
involvement should be clarified to give greater transparency.
Clear provisions on the selection and assessment procedure should be included in the PPP law, and should
not appear merely in secondary legislation.
Absorption of remaining EU funds under the 2007-13 programming period should be maximised by
concentration on major infrastructure projects. Public authorities should prioritise EU funded
projects, which should be more effectively monitored, and should take place within the framework of an
infrastructure master plan. Regional benchmarking with other EU countries should be carried out, while the
selection and assessment process should be speeded up. The administrative capacity of institutions involved in
managing projects should be enhanced.
The public procurement system should be improved, to increase EU funds absorption, and to promote
better use of national resources. The legal framework should be made more stable and transparent, with
more effective consultation when changes are made. Enhanced measures to tackle conflicts of interest
should be taken, with effective penalties for breaches, to restore the credibility of the public procurement
system. The regulatory framework should be strengthened, and more effective monitoring of projects in
conjunction with market data should be introduced.
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Energy
Main Issues and FIC Recommendations
Romania needs a clearly defined energy strategy to give investors and market players clear visibility with
respect to the policy goals that the government is pursuing for the energy sector. It is also paramount that,
associated with this strategy, the government should approve a roadmap with clear milestones setting out
how these policy goals will be implemented in the coming decades.
Energy is one of the areas where Romania could create significant economic growth in the short and long
term. Yet, inconsistent and insufficiently thought through policies, which impact in a negative way the
regulatory and fiscal frameworks in which investors are working, decrease the attractiveness of the sector,
despite its significant potential as a driver of economic development for Romania.
To continue attracting new investments, the Romanian energy sector needs the following:
-		
		
-		
		
-		
		
		
-		
		
		
-		
		
-		
		
-		
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Continuation of the liberalisation of the energy markets with the timely implementation of the
price deregulation timetables in the electricity and gas sectors.
Implementation and effective application of well balanced regulation, sending the right signals
to investors.
Relaunch of the privatisation process, which stopped in 2009, to bring new investments to the
ailing energy infrastructure, in particular in the electricity generation sector, where urgently
required investments have to be incentivized through well designed regulatory stimuli.
Maintenance of stability of the support mechanism for renewable energy to prove that already
carried out or committed investments in the energy sector are protected, whilst the impact on
final consumers is fine-tuned within the limits of the existing rules.
Enhancement of integration into the European energy sector, especially with respect to the
electricity and gas infrastructure, with enactment of appropriate legislation to support this.
Stability in the fiscal system, in particular through the avoidance of special taxes and levies on
energy activities.
Implementation of a coherent energy efficiency policy, which would make energy consumption
sustainable in the long term and keep it at affordable prices for end-consumers, in particular
for vulnerable customers.

Agriculture
Main Issues and FIC Recommendations
Romania’s agricultural potential is great, but still poorly developed. The investors interested in this potential
are present and are confident that, if the government makes agriculture a priority, as already expressed in
the 2011 edition of the White Book, conditions favourable to sustainable economic development may be
created.
Romania ranks fifth in the EU by total arable land area, but produces less than 3% of the EU’s agriculture
output and has a labour productivity 7 times lower than the European average.
Excessive land fragmentation, the use of inadequate technologies, poor infrastructure as well as the poor
rate of absorption of structural funds are some of the current issues still facing Romanian agriculture.
As a result, Romanian agriculture is largely subsistence based, with low productivity, and uncompetitive on
the EU market.
If productivity in Romanian agriculture were to converge towards European standards, Romania could
become the third power in Europe, after France and Germany. To improve competitiveness and reach the
performance levels of other EU Member States, the Romanian authorities should develop better the huge
potential of agriculture through a concrete and determined policy to boost the productivity of this sector.
Sustainable development should be at the core of future strategies for agriculture, which should have a
key role in accelerating economic growth, providing food security, reducing poverty, narrowing income
disparities, developing rural areas and protecting the environment.
If urgent measures are not taken, the agricultural sector could become a burden for the national
economy instead of being a source of economic growth and a factor for the sustainable development of rural
communities.

11

Labour and Education
Main Issues and FIC Recommendations
A solid and sustainable system of pensions and social services is an essential condition for the general
macroeconomic balance and for that of public finances.
The income tax and the social security contributions for non-resident employers (including those outside
the EU) and their employees performing activity in Romania can be paid in a similar way to the social
contributions due for local labour contracts. The 1-year limitation for work permits issued for staff on
secondment, in the case of third-country nationals, should be eliminated since Romanian social
contributions are now due under secondment contracts in the same way as they are due under local labour
contracts.
Good development of private pension funds and positive investment performance to the benefit of the 6
million clients depends on a favourable, stable and predictable legislative environment that should not
change the essential parameters of the system. Mandatory private pensions (2nd pillar) must be protected,
by keeping up the existing schedule with respect to the transfer of contributions to private pension funds
(by increasing the percentage transferred from 4% in 2013 to 6% in 2016, i.e. by 0.5% per year).
To consolidate legislative stability and predictability on the most important issues relating to labour, the FIC
recommends a few changes to the Labour Code, including the elimination of the ‘three fixed-term individual
labour contracts which can be concluded between the same parties for the same position’ limit, and the
overtime and weekly rest legislation.
In terms of education, there is a need to clarify the scope, terms and conditions of internships for
professional adaptability. Internships could become compulsory and ongoing.
The share which practical activities have in the evaluation systems of universities should be increased.
Better information and career counselling services for students to facilitate professional integration after
graduation are needed.
In the last 2 years, the pass rate for the national leaving certificate exam has been at a record low level,
i.e. under 50%. This generates worries with respect to the quality of competencies and dramatically limits
the number of those who can go on into higher education. In the long run, this deterioration of educational
standards could jeopardize the advantage which Romania offers investors of providing qualified labour.
Companies in Romania would like to have the possibility to anticipate tendencies in education in the long
run. A better communication policy on the new directions in education, clear and comprehensive norms to
accompany the new legal provisions, more support granted to educational institutions to implement the new
measures are some elements that could reduce current difficulties.
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Technology and Innovation
Main Issues and FIC Recommendations
Starting from 2013, the White Book is dedicating a separate chapter to Technology & Innovation in view of
the rising importance of this sector to Romania’s economic development and also the recent national and
regional investment and growth opportunities.
Achievements and successful initiatives on the IT&C market:
1.
2.

The government is investing in qualified staff offering employers incentives to create new jobs
in fields such as IT&C. Romania is a regional pole for international IT&C companies outsourcing
their operations.
The IT&C outsourcing market has been growing

FIC recommendations for better IT&C governance:
1.
2.
3.
4.

Enablers should support e-Government strategy implementation and help Romania to achieve
European targets in terms of broadband accessibility and uptake.
More fiscal incentives should be offered to support the development of R&D in Romania and
the creation of new jobs in the future.
Tighter relations should be developed between the university curricula and the tech labor market’s
needs.
Considering that all the recommended improvements areas belong to the Digital Agenda, it is vital
to highlight the importance of this topic for Romania.

With the implementation of the internet into mobile devices, and with the combination of these two,
ubiquitous connectivity has become a reality. The advancement of IT&C explains why new mobile
Government applications should emerge and why Government has many opportunities to use wireless
channels. M-Government with smartphone should join the main stream in the near future.
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Management of Public Institutions
Main Issues and FIC Recommendations
Corporate governance in SOEs should be improved by implementing adequately and swiftly the rules on
independent boards and professional management, as well as those relating to transparency and protection
of minority shareholders.
The transparency of the law making process should be increased by conducting comprehensive and proper
consultations with the relevant stakeholders, particularly with the business environment.
A Government unit should be set up to prioritize public investments that present to the authorities every
year the proposed public investments to be financed based on efficiency criteria and follow up the process.
The structure of salaries in the public sector should be changed to reward skills and responsibilities that
should be accompanied by a reduction in the overall number of employees.
Separation between the state’s role as shareholder and as lawmaker should be formalized by:
(i) increased transparency; (ii) align Romanian legislation to international standards and practice; (iii)
public dissemination of general goals taken into account by the State through its shares / properties and its
role in corporate governance; and (iv) a clearer way of exercising the ownership rights within the State’s
administration.
A legal framework should be implemented to allow and stimulate the development of covered/corporate
bonds that would also make an important contribution to the development of the local capital market as a
whole.
A committee should be set up to monitor the way the various ministries/agencies implement the
government’s economic program so that the government can take the appropriate corrective measures in
due time.
The National Agency for Fiscal Administration should agree on the implementation of an electronic
garnishée order system in close cooperation with the banking community.
That would bring great benefits to the state budget, the banks, as well as to the company or individual
against which the garnishée order is enforced.
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Good Governance
Corporate governance involves a set of relationships between a company’s management, its board, its
shareholders and other stakeholders (authorities, suppliers, customers, investors, employees and the
community at large). It also provides the structure through which the objectives of the company are set, and
the means of attaining those objectives and monitoring performance are determined1.
More specifically, it is a framework of rules and practices by which an organization ensures accountability,
fairness and transparency, while holding the balance between economic and social goals as well as between
individual and community goals.
A well-defined and enforced corporate governance framework helps companies produce better results and,
subsequently, represents a key element in improving economic efficiency and growth.
More than being a necessity for the proper functioning of the market economy, corporate governance is
extremely important as it helps boost the confidence of domestic and foreign investors.
The degree to which a company observes basic principles of good corporate governance is an
increasingly important factor for investment decisions. Therefore, for an economy like Romania, sound
governance guidelines and practices need to be seen as an initial prerequisite for attracting capital so much
needed for sustained long-term economic growth.
Looking back over the recent global economic and financial crisis, we can see that its causes were not
only regulatory weaknesses at both national and international levels, but also poor corporate governance
practices. For example, the OECD linked the financial crisis to “failures and weaknesses in corporate
governance arrangements” and recognizes the need for better guidance and stronger efforts at
implementation of its corporate governance principles2. The G20 adopted a similar approach, stating that
one of the causes of the financial crisis was poorly designed executive compensation packages that lead to
excessive risk taking.
We cannot discuss corporate governance without taking into consideration its relationship with
business ethics. It is not surprising that among the various elements identified as having caused the
financial crisis unethical business practices have been singled out. Unethical behaviour by business
has serious consequences not only for shareholders, employees, customers, suppliers etc, but also for
the community at large. Therefore, to encapsulate the reltionship between these two topics, we can
acknowledge that business ethics can make corporate governance more meaningful, while shortcomings
in corporate principles can frequently lead to ethical lapses. Since the effects of the international financial
crisis have also spread to the Romanian economy, which is still in the process of recovery, we consider now,
more than ever, a good opportunity to re-discuss the need to enhance governance principles and to cultivate
ethical business practices so as to build more transparent, responsible and sustainable markets.
1
2

OECD Principles of Corporate Governance (2004)
The Corporate Governance Lessons from the Financial Crisis, Grant Kirkpatrick, OECD, 2009
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1.1		 Positive Developments
In Romania there have been some important initiatives to propose good corporate governance principles
namely:
•		

The Corporate Governance Code of the Bucharest Stock Exchange (January, 2009)

The reviewed 3 BSE Corporate Governance Code delivers governance principles addressed to listed
companies that have issued financial instruments traded on a regulated capital market, encouraging
other companies to adhere to these corporate values. It includes a set of voluntary recommendations to be
applied pursuant to the “comply or explain” mechanism. Companies listed on Tier 1 are required to comply
with at least 14 recommendations while all companies must publish a Corporate Governance Compliance
Statement on a yearly basis, indicating which recommendations of the CG Code have in practice been
complied with, providing explanations in cases of non- compliance.
For the 2011 financial year, Romanian listed companies were for the first time required to report their
compliance with the BSE CG Code. The change brought about some improvements, but the disclosure
offered by the majority of companies was still inadequate. In this context, at the end of 2012, Bucharest
Stock Exchange and EBRD launched a joint project on corporate governance in Romania to strengthen
monitoring and implementation of the BSE CG Code.
The BSE also established the Corporate Governance Institute in 2003, whose aim is to raise Romania’s
managerial culture to international standards and encourage listed companies to comply with sound
corporate governance principles.
•		 The American Chamber of Commerce in Romania (AmCham) Code of Corporate Governance
		 (August, 2010)
This Code provides guidance to Romanian joint-stock companies which are members of AmCham in their
day-to-day management, as well as in the relationship between various corporate bodies, shareholders and
other stakeholders, and establishes best practices of supervision and accountability.
Its aim is to cover principles in Romanian legislation in relation to companies, as well as to introduce new
recommendations where the law is silent and, thus, a source of doubt. This is one of the first initiatives to
propose a body of good corporate governance principles to non-listed companies in Romania.
•		
		

The Corporate Governance Code introduced by Government Emergency Ordinance no. 109/2011
(December, 2011)

At the end of 2011, in the context of undertakings made by the Romanian government to the
International Monetary Fund, the Romanian Government passed this Emergency Ordinance which sets
forth specific statutory rules for the corporate governance of enterprises controlled by the Romanian state
(a significant number of the targeted companies that are listed on the Romanian regulated markets or that
are envisaged for listing in the near future).
•		
		

FIC position paper on Enhancing Corporate Governance in State Controlled Companies and public
institutions (December, 2011)

This paper was issued with the aim of being another supportive tool for the authorities which, until
then, have constantly postponed the process of developing a corporate governance framework for state
controlled companies and public institutions. The FIC document contains specific proposals on how
to ensure effective corporate governance, highlighting the necessity for a clear regulatory separation
between the role of the State as a policy maker and the State as a shareholder.
Corruption continues to be a problem in Romania. Whether it takes place in the private or public sector,
corruption causes serious damage to business and society. Moreover, the consequences of corruption
and bad governance are not just local, but can be far-reaching, with multiple and sometimes invisible
ramifications. Regardless of many years of developing anti-corruption policies and organizing institutions
specializing in fighting corruption, the measurement of its perception tells us that 96 per cent of Romanians
agree this is a serious problem for their country4.
There are several initiatives coming from the private sector and non-governmental sector that try to weed
out the presence of unethical behaviors like bribery or any act of corruption in both the public and private
sectors:
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3
4

The first BSE code of corporate governance was adopted in 2001, and then reviewed in 2009, based on OECD Principles.
http://ec.europa.eu/romania/news/15022012_eurobarometru_coruptia_ro.htm

•

Romanian Clean Business Coalition (RCBC) is an initiative group formed by entrepreneurs, managers
and representatives of civil society, with the aim of making a significant contribution to decreasing
the level of corruption in Romania. It also seeks to determine the willingness of the Romanian business
environment to give bribes and to propose measures to reduce this phenomenon.
The RCBC also been an active participant in the Cooperation Platform with the Business
Environment established within the National Anti-Corruption Strategy 5, requiring the enforcement
of public policies that encourage ethical behavior. RCBC has proposed several legal incentives
for those entities which conduct ethical business behavior, like:

		
		
		

-

Introducing anticorruption clauses in contracts with suppliers and distributors.
Organizing training courses on business integrity for top management in companies.
Introducing a system of “encouraging conformity programs” in public procurement procedures.

•

Another initiative that focuses on promoting business ethics is that of the Centre for Legal Resources,
with the support of the British Embassy in Romania. The Centre has issued a comprehensive study
on „Ethics and Compliance in the Romanian Business Sector”6 which discusses what actions the
Romanian State can take to stimulate Romanian companies to invest in ethics and internal compliance
systems. The study reports that foreign capital companies in Romania have developed stronger ethics
and internal compliance procedures then domestic capital ones. Nevertheless, both types of companies
tend to agree with policies that require anticorruption clauses in public procurement contracts and
allow participation in public tenders only to companies that have developed an internal compliance
program. In order to raise awareness, foster compliance and encourage self regulation and voluntary
reporting, the study recommends that the Government should pass a business conduct law that
prescribes minimal standards or principles to be met by any commercial organization in Romania.

•

According to a survey carried out by GFK on “Perception on corruption in Romania” 7, the specificity
of corruption in Romania is that is a “ubiquitous, generalized phenomenon, monopolizing all
backgrounds and fields, with direct and powerful influence over every citizen and every business.”
Although corruption is a phenomenon seen mainly in the public sector, the participants in this survey,
all part of the business environment, emphasized that corruption is increasingly seen in the private
sector too, small businesses being more susceptible to such unethical acts than large companies,
which are much better regulated.

Some of the conclusions drawn from business representatives who participated in this study are:
		 		 			
		 		 =>
			
•

Corruption has become a modus vivendi, a state of normality and a habit.
The system maintains and even forces corruption. Bribery has become a prerequisite, which filters
access to free or deserved positions (in education, health, politics, business etc).
There is no adequate punishment of corruption, but rather collective pressure to be corrupt.
Therefore, corruption is a major impediment for the past, present and future development of
Romania as a society, democracy and as an environment friendly to global business.

According to the Forecast Report for 2013 released by the Romanian Academic Society (SAR), “the
fundamental instrument for reaching economic recovery is good governance” 8. The Report shows
statistical evidence that good governance indicators (government favouritism for companies, diversion
of public funds due to corruption) as well as red tape indicators (time to pay taxes, time to import
and export, ease of doing business) are powerful explanatory factors of economic performance at
the level of the EU-27. The Report argues that poor economic performance is determined by the
strong correlation between high levels of corruption and persistent elements of poor governance
such as: favouritism in the making of government decisions, unfair and discretionary spending of
public funds, a high budget deficit, low tax collection performance and a high level of bureaucracy.
These correlations explain, again, why Romania, along with Bulgaria, is not only the poorest country
in the EU, but also the most poorly governed. Therefore, economic growth strategy should aim
primarily at improving good governance indicators.

Two of the most important initiatives at the international level to promote responsible citizenship,
while ensuring that businesses and other societal actors act towards achieving a more sustainable and
equitable global economy are the UN Global Compact (GC) and the Global Reporting Initiative (GRI) 9.
The latest Romanian National Anticorruption Strategy (NAS 2012-2015) was adopted by the Government in March 2012. In addition to the previous
strategies, the NAS 2012 – 2015 has a holistic and multidisciplinary character and is addressed not only to all public institutions, but also to the business
environment and civil society.
6
http://etica.guvernmaibun.ro/newsletter/35-etica-si-conformitatea-in-companiile-din-romania-raport-de-cercetare
7
“Perception on corruption in Romania” is a qualitative analysis based on interviews made in November 2012, by GFK Romania. Authors:
Mirela Dadiloveanu and Catalina Serafini
8
Alina Mungiu, Annual Analysis and Forecast Report for 2013, Romanian Academic Society, March 14, 2013
9
The United Nations Global Compact is a strategic policy initiative for businesses that are committed to aligning their operations and strategies with ten
universally accepted principles in the areas of human rights, labour, environment and anti-corruption.
The Global Reporting Initiative is the most widely used reporting framework that provides guidance on how organizations can disclose their sustainability
performance on human rights, labor, environmental, anti-corruption and other citizenship issues.
5
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These two voluntary codes play complementary roles, as the 10 principles of the GC in the areas of human
rights, labor, environment and anti-corruption correspond to the GRI performance indicators10.
For example, for the anti-corruption principle of the GC there are 3 correspondent GRI indicators, as seen
below:

In Romania, around 50 companies apply one or both standards11. These companies voluntarily choose
to integrate sustainability reporting within their operation. When a company commits to making a
sustainability report they will in turn create a good reputation as a responsible citizen and gain credit value,
given that they are seriously committed and not doing it merely to create an illusion of good will.
1		 Alcatel Lucent
2		 Arcelor Mittal Gala]i
3		 Arcelor Mittal Hunedoara
4		 Arcelor Mittal Ia[i
5		 Avon Cosmetics
6		 Banca Comercial` Romån`
7		 BCR Banca pentru locuin]e
8		 BCR Leasing IFN
9		 BCR Pensii
10		 British American Tobacco Romånia
11		 Bunge Romånia
12		 Coca-Cola HBC Romånia
13		 Colgate Palmolive
14		 Compania Hotelier` Intercontinental
15		 Cosmote
16		 Danone Romania
17		 DHL
18		 Electrolux

19		 Ericsson
20		 Eurisko Consulting
21		 Europharma Distribu]ie
22		 Friesland Cåmpina
23		 GlaxoSmithKline
24		 Glencore Protein Romånia
25		 IMB Romånia
26		 Indesit
27		 ING Asset Management B.V.
28		 ING Bank Romånia
29		 ING Pensii
30		 Johnson Wax
31		 Jones Lang Lasalle Services
32		 LG Electronics
33		 Lindegaz Romånia
34		 L’Oreal
35		 Microsoft Romånia
36		 OMV Petrom

37		 Orkla Foods Romånia
38		 OTP Bank Romånia
39		 Pfizer Romånia
40		 Philips
41		 Procter&Gamble Distribution
42		 Quadrant Amroq Beverages
43		 Raiffeisen Banca pentru Locuin]e
44		 Raiffeisen Bank
45		 Raiffeisen Capital&Investment
46		 Raiffeisen Leasing IFN
47		 Sanofi - Aventis Romånia
48		 SAP Romånia
49		 Star Foods
50		 Unilever South Center Europe
51		 Vodafone Romånia
52		 Volksbank Romånia

Undoubtedly, there are many other companies founded on a commitment to basic ethical and governance
principles. Most companies (especially corporations) have put in place a code of ethics for their employees
to conduct themselves in a particular manner while doing business. At the same time, as mentioned above,
at least three noteworthy corporate governance codes have been developed and issued by different entities
(the stock exchange, the government and one chamber of commerce). Companies voluntarily comply with
these governance recommendations as there is no legal requirement to do so (although the codes linked
to stock exchange listing requirements may have a coercive effect). However, few companies report their
sustainability performance, and in Romania this is still largely a voluntary exercise, in a way similar to codes
of conduct or management standards. Still, the trend is positive as various initiatives have been launched,
aiming to put CSR reporting on the public policy agenda.

1.2.

Areas for Improvement

1.2.1. Corporate Governance
As mentioned above, corporate governance has become a part of Romanian economic life, both conceptu-
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10
“The Global Compact catalyzes leadership and innovation in translating key corporate responsibility commitments into organizational vision and action
through its ten principles. The GRI’s Sustainability Reporting Guidelines provide methods for measuring progress and communicating performance against
the GC principles. The universal principles on which the GC is based are a central reference point in the GRI Guidelines. Therefore the two initiatives are
mutually reinforcing, and provide a seamless value platform for organizations looking to implement sustainability policies in their business practices” Making the connection. The GRI Guidelines and the UNGC Communication on Progress, The United Nations Global Compact Office, 2007.
11
Romanian Business Leaders Foundations, Clean Business Coalition Recommendations, Ruxandra Băndilă (PWC) and Cristian Ducu (Centre for
Advanced Research in Management and Applied Ethics), 2012

ally and from a regulatory point of view, only within the last ten years. This delay is the result of the many
inconclusive efforts that have targeted political, juridical, social and economic reforms12.
Far more Romanian companies need to implement a code of ethics, which is considered as “best
practice” of governance in developed economies. In Europe, on average, 73% of companies have such a code.
In Romania, only 47% of companies provide information on the existence of a code of ethics13.
The Global Competitiveness Report 2012-201314 issued by the World Bank is relevant to an understanding
of where Romania stands for corporate governance and business ethics. This report provides users with
a very comprehensive database of competitiveness indicators for 144 industrialized countries and emerging
economies, including two indicators relevant for us here: the efficiency of the board of directors, which
reflects the efficiency of corporate governance, and the ethical behavior of companies.
The findings for both indicators show us that Romania is among the last countries inside EU, with a critical
rank for ethical behavior of firms, as seen below:
Efficacy of corporate boards Ethical behavior of firms
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Country
Rank/144 Rank/144
Country
Sweden		
6
2
Finland
Finland		
9
4
Denmark
Netherlands
10
6
Netherlands
Denmark		
12
8
Sweden
United Kingdom 15
10
Luxembourg
Luxembourg
16
12
United Kingdom
Germany		
17
14
Germany
Austria		
18
18
Austria
Belgium		
20
20
Belgium
France		
21
21
Ireland
Lithuania		
34
23
France
Ireland		
40
31
Estonia
Estonia		
43
40
Spain
Czech Republic
64
41
Portugal
Slovakia		
71
42
Malta
Poland		
80
45
Cyprus
Malta		
84
52
Slovenia
Latvia		
86
53
Poland
Hungary		
94
62
Lithuania
Portugal		
101
65
Latvia
Spain		
103
90
Italy
Romania		
118
98
Hungary
Slovenia		
122
107
Bulgaria
Greece		
131
115
Czech Republic
Bulgaria		
132
116
Slovakia
Italy		
134
126
Romania
Cyprus		
139
130
Greece

FIC Recommendations
Public companies - public utilities and companies where the State holds shares both wholly and partly - are
an important segment of the national economy and, consequently, liquidity, solvency and functionality of
these companies have a decisive influence on the stability of the whole economy.
Critics claim state companies are inefficient due to cronism and a lack of accountability about the way they
are managed. Given these problems and the fact that corporate governance principles and their benefits are
very little known and / or implemented in state controlled companies and public institutions, the authorities should enhance this framework, as well as recruit highly qualified management for these companies /
institutions.
At the same time, there should be a clear regulatory separation between the roles of the state as a
policy maker versus the state as a majority shareholder, reinforced by a full administrative separation of
the responsibilities in these different capacities. Likewise, the state should clearly define its behaviour
in each of its capacities and disclose promptly any conflict of interest deriving from such capacities.

12
Corporate Governance in Emerging Economies: The Case of Romania, Niculae Feleagă, Liliana Feleagă, Voicu Dan Dragomir and Adrian Doru Bigioi,
Theoretical and Applied Economics, No. 9, 2011
13
Idem
14
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_2012-13.pdf
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1.2.2. Business Ethics
According to a study by the Heritage Foundation, lack of ethics (inherent unethical behavior) and of
economic freedom15 explains 71% of corruption: the lower in the Index of Economic Freedom, the more
corruption there is in a country. Although Romania’s score is 0.7 points better than last year, reflecting
improvements in four of the ten economic freedoms (labor, fiscal, monetary freedom and government
spending), there was still little progress in tackling corruption.
To increase foreign investment in Romania, the Romanian government must work harder to weed out the
presence of unethical behaviors like bribery or any act of corruption.

Source: The Heritage Foundation/Wall Street Journal - 2013 Index of Economic Freedom
2013 Index of Economic Freedom - Romania’s economic freedom score is 65.1, making its economy the 59th
freest in the 2013 Index. Romania is ranked 28th out of 43 countries in the Europe region, and its overall score
is higher than the world average.
Despite the challenging political environment, Romania has undertaken reform measures. Nonetheless,
perceived corruption16, exacerbated by a relatively inefficient judicial system, undermines the foundations
of economic freedom and undercuts the prospects for dynamic long-term economic expansion.

FIC Recommendations
Of all government activities, public procurement is one of the most vulnerable to unethical conduct, like
fraud and corruption. According to the World Economic Forum, bribery in government procurement
is estimated to be adding 10-20% to total contract costs. Because governments around the world spend
about USD 9.5 trillion each year on the procurement of goods and services, we can estimate a minimum of
USD 900 billion per year to be lost due to bribery.
Weak governance in public procurement hinders market competition and raises the price paid by the
administration for goods and services, directly impacting public expenditure and therefore taxpayers’
resources. The business community is one of the major victims of public corruption, but it can also be a
powerful actor of change.
Because public procurement is a major risk area where interaction between the public and private sectors
can lead to corruption, there should be close co-operation between government and the private sector to
maintain high standards of integrity, particularly in contract management.
A system of legal incentives for companies should be implemented, hence encouraging business to report
internal incidents of corruption. Joint training workshops for law enforcement, judicial authorities and
companies’ representatives should be provided, covering existing domestic laws, corporate liability and
fighting corruption.
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15
According to The Heritage Foundation/Wall Street Journal annual Index of Economic Freedom, economic freedom is “the absence of government
constraint or coercion on the production, distribution, or consumption of goods and services beyond the extent necessary for citizens to protect and
maintain liberty itself.”
16
Romania ranks 66th out of 174 countries in Transparency International’s Corruption Perceptions Index for 2012
The 2013 European Commission Progress Report under the Co-operation and Verification Mechanism (CVM) of the EU Treaty noted once again that
Romania had not succeeded in remedying shortcomings in the fight against corruption.

Taxation
2.1

Positive Developments

In the last few years, the Romanian fiscal environment has generally improved. The country has a
competitive flat rate of 16% for both corporate and personal income tax, which has brought many benefits
to the economy since its introduction in 2005. The flat tax boosted growth and encouraged compliance.
In January 2011, legislation on social contributions was incorporated into the Fiscal Code, aiding
transparency. In recent years, transfer pricing legislation has been clarified and now closely follows OECD
and EU guidelines. Provision exists for Advance Pricing Agreements (APAs), although the procedure for
applying for them has not yet been fully developed.

2.2

Areas for Improvement

2.2.1

Stability of Fiscal Legislation and the Consultation Process

The FIC believes that a stable tax system is critical to attract investment to Romania.
In addition, consultation between the state authorities and the business community is essential to
review both draft legislation and the implementation of existing legislation. This will enhance the quality of
legislation and help it to be applied uniformly. There have been some examples of very good communication
between the business community and the state authorities, such as the various discussions between the
FIC and ANAF. However, there is a continuing problem of legislation being passed quickly, often at very
short notice, and with little time for the business community to have effective input.

FIC Recommendations
The FIC welcomes ANAF’s openness to dialogue and looks forward to continuation and enhancement of the
consultation process with both ANAF and the Ministry of Finance (MF). The FIC also urges the MF to give
the business community more time to review draft legislation, and in particular to implement the provisions
of Law No. 52/2003 (the “Sunshine Law”) more widely. This law gives an opportunity for interested parties
to comment on draft legislation before it passes into law.
To aid fiscal stability, the FIC also recommends the removal of the de regula (“as a rule”) clause from Article
4 of the Fiscal Code. In its current form, this Article states that changes to the Fiscal Code may be made only
by a Law, that they should take effect only from 1 January of the following fiscal year, and that, as a rule,
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(de regula) they should be announced at least six months in advance. The de regula clause has in practice
allowed the authorities to make frequent changes to fiscal legislation at very short notice. In addition to the
elimination of the de regula clause, the FIC also urges more effective implementation of the rest of Article 4.

2.2.2

Combating Tax Evasion

Tax evasion, affecting both direct and indirect taxes continues to be a problem. FIC members are concerned
about this, because it creates unfair competition, putting those who comply with the law at a disadvantage.
Currently, tax audits are not always focused in the right way to enhance revenue collection for the state
budget. Often, taxpayers who claim tax refunds are subjected to particularly rigorous audits, regardless of
whether or not they present a high risk of fiscal evasion. This can often be a waste of resources which could
be used more effectively to protect budget revenue.
Recent amendments to the Fiscal Code introduced new provisions aimed at disallowing any tax benefits
secured by double tax treaties in the case of transactions deemed artificial, which have as their main
purpose avoiding taxation or obtaining tax advantages that normally could not be obtained.

FIC Recommendations
The FIC recommends that tax audits should be made more efficient by concentrating on taxpayers which
present a high risk of fiscal evasion. Penalties for tax evasion should be increased, and a list of taxpayers
with arrears should be made public.
With regard to the recently introduced provisions on artificial transactions, the FIC recommends that
the current wording be clarified as it includes terms that are not defined at all or not defined properly in
Romanian tax legislation. This gives them too broad an interpretation, thus potentially raising the risk of
abusive practices by the authorities.

2.2.3. Tax Refunds
Recently, several companies have had difficulties securing prompt refunds of overpaid tax, particularly
since the start of the recession. Refund requests are frequently refused for spurious, bureaucratic reasons.
This causes severe hardship to businesses and can even lead to bankruptcy. The situation is harmful to the
overall health of the economy and ultimately has a negative effect on budget revenue too, as companies
which go out of business no longer pay taxes.
Currently, interest for late tax refunds may be requested by taxpayers only under certain conditions.
In fact, taxpayers’ applications for interest for late tax refunds are often ignored by the tax authorities,
forcing the taxpayer to litigate to recover the interest.

FIC Recommendations
The tax authorities should take steps to ensure swift refunds for companies and individuals who are eligible
and should not create unnecessary bureaucratic obstacles or delays.
If delays do occur, the tax authorities should be required to pay interest automatically at the time the
refund is made, provided that legal requirements are met, and not subsequently, following application by
the taxpayer, as happens at present.

2.2.4. Reinvested Profit
Reinvestment of profit helps a business to grow, boosting economic growth, and consequently enhancing
budget revenue. For this reason, many countries offer tax incentives to companies which reinvest profit.

FIC Recommendations
The FIC recommends full exemption from tax for reinvested profit.
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2.2.5. Holding Companies
Currently there is no Holding Company law in Romania, which acts as a deterrent to groups of companies
basing themselves in the country. Such an initiative has been under discussion, while publicly available
drafts exist, and have even been discussed by Parliament but never passed. Passing a Holding Company law
would encourage investment (the Netherlands is a good example of how attractive legislation on holding
companies can act as a stimulus to the economy).

FIC Recommendations
A Holding Company law should be passed to allow the creation of corporate structures which will eliminate
double taxation of dividends and allow the compensation of profits and losses within a group.
This would bring Romanian legislation into line with that of other CEE countries such as the Czech
Republic, Poland and Bulgaria, encourage the setting up of holding companies in Romania and
discourage migration to tax havens. It would also generate advantages such as: (i) Promoting economic
growth by increasing investment in Romania. (ii) Helping the development of financial and professional
services in Romania, so creating more and better paid jobs while at the same time generating more tax revenue.
(iii) Reducing bureaucracy and at the same time allowing a decrease in the number of public servants
dealing with companies, so taking the pressure off the public budget. (iv) Allowing Romania to attract
groups of companies which might develop their business in the region. (v) Allowing companies to ensure
their financing needs and manage group liquidities. (vi) Simplifying reporting and reducing administration
costs for business.

2.2.6. Social Security Contributions
The FIC welcomes the reintroduction of the cap on social security contributions for employment contracts
at five times the gross average salary. This will boost employment, particularly of top level managers in the
private sector, whose talents are needed to help firms recover from the recession.
However, social security contributions remain high in relation to the benefits they deliver.
They represent a significant expense for employers, which can act as a deterrent to investing in Romania.
Lowering contributions would act as an incentive to investment and encourage employment, ultimately
leading to an increase in revenue for the various social security budgets.

FIC Recommendations
The FIC recommends that social security contributions should be reduced. Also, the cap should be extended
to heath and unemployment fund contributions.

2.2.7. Taxation of Income from Gains on Capital Markets
by Foreign Based Investment Funds
Legislation on taxation of these funds is unclear, leading to confusion and discouraging investment.
Although GEO No. 127/8 October 2008 exempted non-resident investment funds which are not legal
entities from taxation, this does not apply to foreign based legal entities. The Ordinance also created many
uncertainties, for example the possibility that Romanian 16% withholding tax may apply for dividends and
interest earned from a Romanian paying entity.

FIC Recommendations
These funds should be exempted entirely from paying Romanian tax, and the legislation should make this
clear. In most EU countries, investment funds which purchase investments on the local capital markets
simply pay all their tax in the country where they are based, and do not pay tax separately in each state
where they invest. However, if it is considered necessary that Romania should tax these gains, then the
arrangements for registration and payment should be made much clearer and simpler than they are at
present. Specifically, the provisions in the Fiscal Code contained in Article 30 (3) and 30 (4) of Title II
and Article 67 (3) of Title III and Point 96 of the Norms are unclear and contradictory in many parts. Also,
imposing tax on interest and dividends paid to foreign funds which are not set up as legal entities might
be viewed as discrimination and in contradiction with EU fundamental freedoms, since the treatment of
Romanian investment funds appears to be more favourable.
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Additionally, the system for taxing capital gains derived by non-residents from Romania (which generally
involves appointing a Romanian fiscal representative) is excessively bureaucratic and burdensome, causing
serious disruption and barriers against bringing foreign capital to the Romanian Stock Exchange.
In practice the gains to the Romanian state deriving from this type of taxation are minimal.
As a healthy capital market is a key component of a strong modern economy, the FIC strongly recommends
that this system should be aligned with EU best practice.

2.2.8. Deductibility of Inventory Write-offs
Many companies, especially those dealing with perishable consumer products, encounter inventory losses.
In relation to food products and pharmaceutical products in particular, companies are obliged to write off
inventory, either because it has passed its sell-by date, has become damaged and is not safe to sell to the
consumer, or because of other quality issues. In this respect, fiscal law in Romania is too restrictive and,
unlike most other countries, does not generally permit the company to claim a tax deduction for inventory
or other assets written off for the above reasons, or indeed for any reason.
The Fiscal Code on profit tax is more restrictive in this respect than the VAT provisions.
Profit tax deductions are not allowed for inventory write-offs whereas VAT deductions are.
Companies should not suffer a tax disadvantage when inventory/assets are written off as this penalises the
company for carrying out its normal business. In addition, the denial of a fiscal deduction for inventory
write-offs is discriminatory since other EU Member States permit such deduction.

FIC Recommendations
Fiscal deductions should be permitted for inventory or asset write-offs. The profit tax provisions should be
aligned with those for VAT.

2.2.9. VAT Rate
VAT was raised from 19% to 24% with effect from 1 July 2010, with only a few days notice. While the FIC
understands the pressures the GOR was facing, the rise in VAT was damaging to business, increasing its
costs at a time when finances are already tight. It consequently made it harder for businesses to recover
from recession with negative effects for budget revenue too. In addition, the very short notice given before
the rise caused severe problems for many businesses which had to update their systems as well as changing
their business plans in only a few days. By comparison, when the UK government raised VAT in 2010, it gave
several months notice before the increase took effect.

FIC Recommendations
The FIC reiterates its recommendation made in October 2010 in its Program for Economic Growth that the
standard VAT rate should return to 19%. This would provide a boost to business, help recovery and hence
lead to a rise in budget revenue. In addition, the FIC recommends that the tax authorities should intensify
efforts to clamp down on the subterranean economy as a more effective way to increase budget revenue
than raising taxes. Additionally, a reduced rate for basic food, fruits and vegetables should be introduced to
mitigate VAT related tax evasion.
The FIC also recommends that in future any major changes in tax legislation should be announced well in
advance, to give businesses time to prepare.

2.2.10. Collection of VAT on Imports
In late March 2007, the GOR passed GEO No. 22/2007 to reverse many changes made from 1 January 2007
to the collection of VAT on imports from outside the EU. Between 1 January 2007 and the date when this
Ordinance took effect, it was possible for payment to be postponed until the imported goods reached
their end user, whether in Romania or in another EU Member State. This short lived reform had given
Romania one of the most favourable VAT regimes in the EU. It gave significant cash flow advantages to
importers, encouraging foreign investment, and was particularly beneficial to companies which transported
goods on to other EU Member States, making Romania an attractive entry point into the European Single
Market. Neighbouring countries do not apply such a system, instead collecting VAT at the frontier or requiring
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guarantees, so this meant that Romania was more competitive. If the new arrangements had been left in
place, transit of goods through Romania could have provided a valuable boost to the local economy in areas
like Constanta, and benefited Romanian transport companies which would have moved goods across the
country’s territory.

FIC Recommendations
The FIC recommends the revocation of GEO No. 22/2007 and the reintroduction of the system which
applied from 1 January to 15 April 2007, to allow payment of VAT on goods imported from outside the
EU to be delayed until they reach their final user in Romania or another EU Member State, without the
requirement for guarantees to be paid at customs. In the long term, this would improve budget revenue,
because it would generate opportunities for growth in trasit traffic of goods imported from outside the EU
whose final destination is in another EU Member State.

2.2.11. VAT cash accounting system
Starting 1 January 2013 the new VAT cash accounting system came into force. Taxpayers who meet certain
criteria in relation to their turnover are required to apply the system. The aim of this system is to bring
additional cash flow benefits for eligible taxpayers by allowing them to collect VAT when they cash it from
their suppliers, although this may not exceed 90 calendar days from the date when the invoice was/should
have been issued. There is also an indirect impact for non-eligible taxpayers which have transactions with
eligible partners whose deduction right is restricted at the time when they pay the invoice. This breaches
the principle of neutrality which should apply to the VAT system as well as increasing the administrative
compliance burden for non-eligible taxpayers.

FIC Recommendations
The FIC recommends that the VAT cash accounting system should be optional and also the restriction on
the deductibility right for non-eligible taxpayers for transactions with eligible partners should be eliminated.

2.2.12. Continued development of private pensions funds
The mandatory private pension system (Pillar II), currently covering almost 5.8 million participant
members, must be protected by maintaining the current timetable for the transfer of social contributions
to private pension funds (increasing the contribution rate from 4% in 2013 to 6% in 2016, by 0.5 % annually).
Also, the overall viability of this system must be protected, especially its cost efficiency.
The optional private pension system (Pillar III), managing the savings of approximately 300,000 participants,
should be consolidated by gradually increasing tax incentives to facilitate adherence to these pension funds.
More significant tax incentives have already been implemented in neighbouring Member States to encourage
private retirement savings and, implicitly, the reduction of the pressure on the public pension budget on a
long-term basis.

FIC Recommendations
The FIC recommends continuing to increase the contribution rate to mandatory private pension funds
(Pillar II) by 0.5% per year, from 4% in 2013 to 6% in 2016, as well as continuing to extend the fiscal
deductibility applicable to employers’ contributions to optional pension funds (Pillar III) from the current
400 euros per year to 1,000 euros per year.
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Healthcare
3.1.

Positive developments

Investors in the healthcare sector are like any investors, they look for markets where there is the right
balance between risk and return. Romania used to be a relatively attractive place for companies
investing in healthcare because the significant risk profile (compounded by very long payment terms, as
well as exchange rate volatility) was compensated by higher growth potential. There are still considerable
long term opportunities as the level of unmet medical needs is high and there are multiple possibilities to
add value. However, operating in this environment entails challenges and companies are required to deal
with uncertainties and risks. Significant uncertainty is created by the authorities through frequent legislative
changes or, in some cases, lack of proper implementation of European legislation, a problem that affects
other sectors as well.
The Romanian healthcare sector is a dynamic one with a highly skilled work force.
This is a key ingredient for any successful business, and has been a further reason why Romania has been
seen as an attractive destination for investment. However, the level of training needs to keep up with the
changes and trends in the global business environment so that skills match the demand on the market.
Also, Romania loses skilled labour by exporting well trained medical staff to Western Europe.
This exodus is currently one of the biggest challenges the healthcare sector is facing.
An ever increasing number of physicians choose to leave the country.
The Romanian College of Physicians estimates more than 11,200 physicians have left Romania over the
last 5 years. This migration reduces the number of healthcare professionals in Romania, making access to
healthcare more difficult, and hence directly affects the health of Romanian citizens in the long term.
Due to the aging population, most European countries have increased investment in healthcare.
The World Bank estimates that public expenditure on healthcare in the EU could almost double as a
percentage of GDP from 8% now to 14% in 2030. Public expenditure for healthcare in Romania currently
stands at only 4% of GDP. Therefore, to reach EU standards of living, it is critical for the government to
invest more. The chronic under-financing of the system has serious consequences: life expectancy in
Romania is the lowest in Europe, infant mortality the highest and chronic diseases indicators are below the
European average.
The current fiscal environment raises significant concerns for companies operating in the healthcare
sector in relation to the sustainability and predictability of the business model.
Pharmaceutical manufacturers are subject to an expropriatory tax, the so-called clawback tax,
requiring them to fully cover the overspending of public funds allocated to drugs. Clawback introduced a
new dynamic to market growth, as it decoupled “real” market growth from “net” market growth.
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The “real” market growth (or drug consumption) is likely to remain at current levels because it is driven by
unmet medical needs which remain high in Romania.
The “net” market growth (or revenue from sales made by pharmaceutical companies after they pay
clawback) will be at the level of the budget allocated for drugs. Considering that public spending on drugs
has stagnated since 2009 due to fiscal constraints, while consumption has increased, pharmaceutical
producers are forced to cover the deficit between the funds allocated and the real needs of the market.
This tax also includes revenues of other economic agents and VAT, even though the Constitutional Court
has ruled the application of the latter tax to be partially unconstitutional as applying a tax on the value of
reimbursed medicines including VAT represents double taxation.
In response to the economic downturn, which has affected Romania for the last few years, the
Government has undertaken drastic cost-cutting measures. Whilst this has helped contain some healthcare
costs, the reforms have also resulted in reduced access to healthcare for many Romanian patients.
One of the cost-containment measures used by the Government has been to block the reimbursement of
new, innovative drugs. Since 2008, over 140 new treatments have accumulated which have all necessary
approvals in place, but which are still waiting for a final decision on reimbursement.
The products awaiting reimbursement decisions include drugs with life-saving potential.
There are also innovative drugs with the potential to reduce costs to the healthcare system by enabling
patients to return to active employment, reducing hospitalisation days and curbing adverse effects etc.
Prices of prescription drugs are regulated by the Ministry of Health, internationally referenced and set at
the level of the lowest price within a basket of 12 countries in the European Union. Regulating the price at
the minimum level has led to savings for the healthcare budget in the short-term, but raises concerns about
patients’ access to drugs in the long-term. The current pricing methodology in Romania creates incentives
for re-exporting drugs to countries with higher prices, leading to a shortage of drugs for Romanian patients.
Delays in payment of bills by the Government can in practice reach 330 days affecting the financial
sustainability of all companies due to chain effects. The Government seems committed to implementing
the EU Late Payments Directive starting 16 March 2013, decreasing payment terms in the healthcare sector
to 60 days for bills registered after this date. This would improve the financial sustainability of companies
in the healthcare sector which in the end would lead to better access to treatment for patients in Romania.
For bills registered before 16 March 2013, the Government is looking to gradually decrease the stock of
debts in the healthcare sector by the end of 2014.

3.2.

Areas for Improvement

3.2.1. The fiscal environment improved, to encourage foreign
investment
The FIC understands the need to introduce an additional tax, the clawback tax, with the aim of controlling
the growth of public spending on drugs. However, the current version of the clawback tax which is actually
an expropriatory tax, sends a strong negative signal to the business environment. The low predictability of
the budget allocation for drugs is a key concern. Pharmaceutical companies face a challenge in calculating
their future clawback contribution, and consequently, in evaluating the financial impact, given the absence
of multi-annual budgeting in the public sector. Also, the level of the budget should take into consideration
the real needs of the market. Drug producers are the only ones required to pay the tax while they are not
the only actors responsible for overspending on drugs and they also cover the revenues which are actually
earned by pharmacies and medicine distributors, as well as VAT.

FIC Recommendations
The clawback tax should be revised to make it more predictable and fair, also taking into account
the Constitutional Court’s ruling.
The tax itself should be applied on revenues of the payer and not of other legal entities.
The funds raised from the clawback contribution should be used exclusively for the drugs budget.
The budget allocated to drugs should be reconsidered to reflect the consumption of drugs realized
in the year preceding that for which the clawback tax is calculated.
Multi-annual budgeting should be introduced to increase predictability.
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3.2.2. Adequate access to drugs
Ensuring patients can obtain reimbursement for essential drugs under the public health care system and
that the drugs are available in pharmacies.
We welcome the steps taken towards preparing an interim Health Technology Assessment (HTA) system
to quickly assess drugs waiting to be reimbursed. However, the new reimbursement methodology needs
to be adopted as soon as possible to ensure patients have access to the newest treatments that have been
on-hold for the past 5 years. We welcome the commitment taken by the Minister of Health to ensure the new
reimbursement list becomes operational starting from 1 July 2013.
We are encouraged by the Government’s commitment to implementing a national tender system, to
ensure a better estimate of the need for drugs over a period of time, guarantee the supply of drugs and
avoid shortages, thus ensuring continuous treatment for patients. However, given that drugs already have
a nationally approved maximum price, the FIC is prepared to engage in a dialogue with the authorities
so that key issues created by national tenders are properly identified and acceptable solutions found.

FIC Recommendations
The reimbursement list should be updated regularly to encourage innovation.
An interim HTA (Health Technology Assessment) should be introduced to ensure a transparent
and predictable procedure for the inclusion of new drugs on the reimbursement list and a better
assessment of drug benefits;
Pricing policy should be revised to ensure adequate supply of drugs on the Romanian market.

3.2.3. A modern IT system for healthcare
(e-prescription, e-card, e-file)
Romania has limited public resources and the healthcare system faces huge challenges in meeting the
needs of the population. This makes the maximisation of efficiency in resource allocation absolutely
paramount. We welcome the Government’s efforts to fight fraud and abuse in the system while enabling
better monitoring of spending commitments by introducing a modern IT system including e-prescription
and e-card. However, more needs to be done to make the system fully accessible and operational.

FIC Recommendations
The authorities should ensure that the e-prescription system is fully operational.
An e-card should be introduced at national level and efforts should be continued to build a central
data base comprising electronic health records.

3.2.4. Adequate number of healthcare professionals within
the Romanian healthcare system
Romania faces a major crisis caused by a lack of healthcare professionals: in 2010 there were an average of
2.4 healthcare professionals for 1,000 inhabitants, compared to the EU average of 3.6. The migration rate is
9% compared to the EU average of 2.5%. In 2011, there were more physicians leaving the country than new
graduates so the situation is likely to deteriorate further.
Romania’s GDP would increase by 6%, if the country had a labour force with a health status similar to the EU
average. Instead it is losing around EUR 18.6 billion (15% of 2010 GDP) of economic output over the medium
to long term, as a result of the poor health of its population.17
The low level of access to healthcare professionals due to migration has a direct effect on the long term
health of Romanian citizens. Consequently, the FIC believes that it is critical for the authorities to take
steps to deal with this problem, bearing in mind that a healthy business environment depends on a healthy
community.

FIC Recommendations
Performance related pay should be introduced in the healthcare sector.
Healthcare professionals should be separated from other public sector employees in terms of wage policy.
17
Pharmaceutical Industry in Romania, Main developments and the impact on society and the economy, Romanian Academy, Institute for Economic
Forecasting, February 2012
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Access to continuous professional development should be improved.
The social importance of healthcare professionals should be acknowledged.
The role of professional associations in reforming the system should be enhanced.
A higher budget allocation for salaries is ultimately essential to ensure the retention of healthcare
professionals.

3.2.5. Funding the healthcare system
The FIC recognizes that the current difficult economic situation has led to severe constraints on the
healthcare budget. However, to be competitive, Romania will need to think strategically and focus
resources on the sectors which will allow sustainable growth in the medium and long term.
We believe healthcare could be one of these sectors but the authorities must be prepared to invest more.
The Government should commit to gradually increasing the healthcare budget as a share of GDP by 2% by
the end of 2014, with a clear aim to reach the European average by 2016.

FIC Recommendations
A gradual increasing in the share of GDP allocated to healthcare to 6% and an effective combination
between public and private funding for healthcare should be implemented.
Efficiency in collection of healthcare contributions should be implemented.
The contribution base should be widened by eliminating exemptions.
Funds should be transferred from the state budget to cover the exempted or uninsured population.
Access to the market for private insurance companies should be facilitated by allowing fiscal deductions.

3.2.6. Education, prevention and health promotion should
be encouraged
Currently, the Romanian healthcare system does not put sufficient focus on the prevention and early
detection of diseases which could have a major impact on health or on the main determinants of the
burden of disease. The overall allocation of resources should strike an appropriate balance between
healthcare, disease prevention and health promotion to address current and future health needs.
This was also recommended by the World Bank in 2011: “In addition, we are recommending to design and
implement Health in All Policies (cross-sectoral population preventive programs), including legislation to
reduce risk factors (e.g. tobacco taxes, banning tobacco in public spaces, etc) and national communications
campaigns, and targeted population-based and individual-based preventive interventions and programs to
reduce high prevalent risk factors and increase cancer screening, vaccination and growth monitoring.”18

FIC Recommendations
Appropriate levels of funding should be allocated to prevention programmes.
An incentive system should be defined for general practitioners to be actively involved in education
and prevention programmes, including vaccination.
Programmes should be developed to promote a healthy lifestyle (focusing on eating habits, tobacco and
alcohol consumption, physical exercise).
A programme should be implemented to increase the level of health literacy.
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Romania Functional Review HEALTH SECTOR Final Report April 28, 2011, The World Bank Europe and Central Asia Region, page xix

Environment and Sustainability
4.1

Positive Developments

The FIC appreciates that after transposing and continuing to implement almost all existing EU
environmental legislation into domestic law, the Government of Romania (GOR) continues to be proactive in
discussions about new or revised EU norms, to ensure that these will not have significant negative effects
on business in Romania.
The GOR has put into place public consultation procedures giving interested parties the possibility to
express their opinions on various environmental issues. A new draft National Waste Management
Strategy has recently been published and all stakeholders have been given opportunities to be involved
in the process.
The GOR has developed all necessary procedures and put efforts into supporting regional and local
authorities to apply for and to access EU funds (Regional Development European Fund and Cohesion Fund)
to solve environmental problems, such as for example water and waste management.
The new Governing Programme includes environmental protection objectives for the period 2013-2016.

4.2

Areas for Improvement

4.2.1

Environmental legislation - Improvement of environmental
legislation and of the regulatory framework

The FIC has some concerns about lack of legislative predictability and considers that several environmental
regulations and matters need to be discussed, reviewed and agreed with the environmental authorities.

FIC Recommendations
Legislative predictability should be increased, and a uniform and consistent legislative framework should
be created, based on EU principles.
Consultation with industry representatives should take place prior to the adoption of new environmental
norms and regulations or prior to the modification or amendment of the current ones.

31

4.2.1.2 Climate Change Issues
The FIC appreciates the transparency demonstrated by the Ministry of Environment and Climate Change
(MECC) and by the Ministry of Economy (ME) during the transposition and planning for implementation of
European legislation on climate change.

FIC Recommendations
The FIC considers that close cooperation is needed with the environmental authorities to implement Ministry of Environment and Forests Order No. 3420/2012 on the approval of the procedure for issuing authorizations for greenhouse gas emissions for the period 2013-2020.
Consultation with specific Romanian industries should be carried out for the 2014 revision process on carbon leakage status and on any potential amendments to GD No. 780/2006. (The authorities may even already
have initiated amendments, but industry has not yet been consulted).
Secondary legislation should be adopted (implementation norms, including rules on new entrants,
closure rules) supporting the implementation of GD 780/2006.
The new strategy for climate change, set to cover the period 2014-2020, should be adopted.

4.2.1.3 Remediation of contaminated sites
The remediation of contaminated sites is currently governed by Ministry of Environment and Forests Order
No. 756/ 1997 approving the Regulations on the evaluation of environmental pollution, by GD 1408/2007 on
the methods of investigation and assessment of soil and subsoil contamination and by GD 1403/2007 on the
remediation of the areas where soil, subsoil and terrestrial ecosystems have been affected.

FIC Recommendations
A methodology for applying these GDs is needed to ensure transparency, predictability (in
terms of timing, actions required, etc.) and to avoid misinterpretations of these regulations.
Detailing the framework for contaminated sites may also ensure a better clarification of the potential
liabilities for private companies operating on historically contaminated sites, as well as the possibility for
such private companies to access state aid or EU Funds for decontamination.

4.2.2

Waste Management

The Waste Management Framework Directive was transposed into Romanian legislation through Law no.
211/2011 on waste and GD no. 856/2002 on waste management and for the approval of the list of waste items,
including hazardous waste.

FIC Recommendations
The FIC recommends that the authorities should give particular attention to:
Achieving a balance between local authorities’ and industries’ responsibilities. The authorities should be
made accountable for the collection of post consumption waste (e.g. packages, electric and electronic
equipment waste) as the obligation to collect selectively these waste flows is the legal responsibility of the
local authorities. The waste management obligations for all operators performing similar activities should
be clearly stated.
Clarification by the GOR as to whether it intends to adopt a decision setting forth a special regime for
specific types of waste, as required under Law 211/2011. (Aside from the decisions already in place on
waste electrical and electronic equipment, batteries, end-of-use vehicles, etc.). The GOR should also clarify
whether it intends to set out rules on how waste management costs are to be allocated based on the
“polluter pays” principle.
Clarification of the by-products concept and on the cessation of waste status versus recovery in
waste reporting.
Clarification of the status of the approval and the implementation of SOP Environment projects for
municipal waste management and sewage sludge treatment as well as for disposal of it.
Better implementation of the recommendations set out by the European Commission in support of the
various waste-related directives (e.g., recognition at the national level of co-processing in cement plants as
simultaneous mineral recycling and energy recovery, as well as best practice for resource efficiency).
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Setting a methodology for waste flow registration (traceability) from the generation/collection
place to the storage, transport, treatment and final recycling/recovery/disposal, and reporting;
Developing a database that will allow online reporting and which will integrate all reporting obligations
on waste, including all the necessary correlations between the various waste lists/ categories allowing for
various types of reports, imposed by the waste management regulations, to be generated, as well as allowing
the traceability of waste flows, and with an appropriate level of security (ensuring confidentiality, where
necessary). The FIC offers its support for the design, testing and operation phases of this database.
Developing a plan for replacement of any products on the market due to energy efficiency.
This would be an extremely attractive up-front investment that would pay for itself over time.

4.2.2.1 Packaging and Packaging Waste (PPW)
Romania has so far complied with its EU obligations on PPW, primarily due to the sustained efforts of
industry, which is continuing its consistent efforts to successfully achieve the challenging packaging waste
recovery and recycling targets.

FIC Recommendations
The specific requirements for waste (including various types of material coming from waste) traceability
should be regulated, upgraded and reporting procedures correlated at national level to secure accurate data
submitted to the European Environment Agency, reduce free riders, and create the premises for a level
playing field for all responsible economic operators.
The deposit system should be avoided as it leads to parallel collection systems at municipality level and
as a consequence to unnecessary multiplication of costs. It undermines the GOR’s ongoing efforts focused
on implementing selective collection at national level as Romania’s strategic option, which benefits from
substantial EU financing (EUR 1.17 billion–Axis 2 Waste Management, Sectoral Operational Program
Environment). Taking into consideration Romania’s economic capacity, the implementation of a deposit
system puts an additional disproportionate burden on the shoulders of industry (fillers and importers).

4.2.2.2. National Sewage Sludge Strategy
The FIC appreciates the MECC’s approach to establishing a national strategy for this specific waste stream.
Currently most waste water treatment facilities are planned to be fitted with dehydrating facilities to reduce
the water content (from 96-98% to 70-85%) from the resulting sludge.

FIC Recommendations
Further reduction of the amount of sewage sludge to be treated, by setting up of drying facilities as close
as possible to generating sources should be included in this strategy as one of the main targets. This would
allow for lower logistics costs, as well as increased treatment alternatives including recovery of this sludge
by co-processing in cement plants.
To make the use of sewage sludge more attractive for farmers, the authorities should (with due
consideration for relevant EU legislation) review and simplify the authorization procedures by appointing
a single issuing body and/or requesting the authorization from one side only (either the producer or the
farmer) & by drafting a “Best Practice” Guide, in cooperation with FIC members, for the elimination of
sewage sludge.

4.2.2.3 Waste Electrical and Electronic Equipment (WEEE)
GD 1037/2010 on WEEE fails to address the concerns expressed by industry, or to integrate its proposals.
The problems are as follows:
•

The responsibility to reach the WEEE collection targets has been totally transferred to produc
ers, under the threat of the suspension of their activity, even though, according to the same GD,
WEEE collection from households should be carried out by local authorities.

•

There are no measures stated in the GD to require the other actors from the so called “parallel 		
flows” to register and report the quantities of WEEE collected and treated.
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•

There are no penalties set out for illegal WEEE collection and treatment. Only those operators
which have environmental permits for collection and treatment of WEEE can be fined for
breaching the provisions of the GD. Non-authorized collectors are not mentioned so they are
subject only to the provisions of the framework legislation, which sets much lower penalties.

•

Despite the provisions of the EU Directive and opinion of the EU Commission, the GD still
maintains the provision that the guarantee for “orphan new waste” will be managed by the EFA.

FIC Recommendations
As in the past, the FIC still recommends an urgent review of GD 1037/2010, possibly through the
transposition of the new Directive 2012/19/EU, and the following reforms:
•

Clear responsibility should be imposed on the authorities for the achievement of the WEEE
collection targets (collection objectives for local authorities and strong enforcement to combat
illegal “parallel” flows).

•

Cancellation of the current legal provisions which make producers responsible for the result
of an activity (collection of WEEE from households) which should be performed by the local
authorities;

•

All actors that handle WEEE should be required to register and report. High penalties should
be imposed for illegal collection and treatment.

•

A coordination and compensation entity should be established for WEEE collection schemes
(clearing house).

•

The involvement of the EFA in the management of guarantees should be eliminated.
The management should instead be carried out by the authorities with a role in the
implementation of WEEE legislation.

•

Industry should be consulted before adoption of the norms on the WEEE framework, as well as
prior to the adoption of the transposition act of the new WEEE Directive 2012/19/EU.

Additional elements that should be put in place when the new Directive 2012/19/EU is transposed into
Romanian legislation are:
•

Obligations should be introduced for all parties which collect and treat WEEE to follow the
minimum treatment requirements, achieve the recovery and recycling targets included in the
Directive and report the results to the authorities.

•

An entity should be established which has a role in coordination, monitoring and compensation
of the obligations of the producers and local authorities (clearing house).

•

The possibility to use a visible fee should be introduced.

4.2.3

Funds for environmental projects

4.2.3.1 EU Funds
Operational Sectoral Program Environment (SOP Environment) is the most important program, approved
for Romania, for accessing European funds for environmental projects.
The current program allows funds to be used for projects related to fresh and waste water, waste and
contaminated sites, environmental issues related to heating systems as well as floods and coast erosion.

FIC Recommendations
The business sector should have an active involvement within working groups with relevant authorities to
define and improve procedures for the upcoming EU funds programme.
The business sector should be given the opportunity to improve the current environmental project selection
process to increase the absorption of funds.
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4.2.3.2 Environmental Fund allocations
The Environmental Fund was set up as an economic-financial instrument, managed by the GOR, and
designated to co-finance various environmental projects. The Fund’s incomes come mainly from
environmental taxes companies pay for various activities (e.g. air emissions coming from fixed sources,
metallic and non-metallic waste recovery; packaging, tyres and electric and electronic equipment waste
recovery and recycling, etc.).
The FIC welcomes the Environmental Fund Administration (EFA)’s achievements on financial support for
environmental projects. However, the FIC has noticed that during the last few years, most projects financed
through the Fund were mainly related to the fleet renewal scheme (old cars scrapping scheme), heating
systems in houses, renewable energy and some water and forests projects for local authorities.
Private companies did not have the opportunity to apply for financing to support their environmental
projects and needs.
Theoretically, the EFA should organize periodical rounds for selection of proposed environmental projects
related to various environmental issues (e.g. pollution prevention, reduction of impact on air, water and soil,
use of clean technology, waste management, etc.) and any company (private and state owned) should be
able to apply to obtain funds from the EFA.
As many companies contribute to the Fund and most of the Fund’s income comes from industry, the FIC is
concerned about the limited access which industry has to this Fund.

FIC Recommendation
When the EFA develops its annual working plan for environmental performance improvement, and sets its
annual priorities, it should take into account a range of subjects so that industry will be able to apply for and
obtain funds to finance its environmental projects.
The related financing guides should set eligibility criteria that are accessible for companies.

4.2.4

Regulatory & Tax incentives

The FIC recommends the incorporation of more incentives into Romanian legislation to promote
environmentally friendly behaviour by companies and individuals.

FIC Recommendation
The “green” incentives should include: brownfield redevelopment, energy saving buildings and building
improvements, reduced VAT for environmentally friendly products, tax exemption for bicycles used for
travelling to work and the promotion of electrical and electronic equipment which is energetically efficient.

4.2.5

Sustainability and Corporate Social Responsibility

Sustainability involves economic development which respects long term environmental and social
well-being and Corporate Social Responsibility (CSR) is a way in which companies can develop sustainably
and support the wider community.
There have been several positive initiatives in Romania in relation to CSR. (i) the National Strategy on
Social Responsibility Promotion 2011 – 2016, which focused on the three directions, social, environmental
protection and education and research, and (ii) the National Sustainable Development Strategy (NSDS) of
Romania for 2013-2020-2030.
However, the GOR developed its CSR policy without an adequate consultation process with all
stakeholders. Cooperation between authorities (ministries), the business environment and other
stakeholders is necessary for the successful implementation of both Sustainable Development and CSR
strategies.
FIC members are investing in building stakeholder trust and simultaneously improving their business
performance. Companies in Romania are not required to report non-financial information, thus voluntary
rules and guidelines (e.g. Global Reporting Initiative) are considered by organizations when disclosing the
sustainability performance.
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FIC Recommendations
Promotion of transparency in relation to the application of social, ethical and environmental standards by
the business community as well as public institutions, encouraging utilization of internationally recognized
reporting standards/guidelines (e.g. GRI), as well as external verification of the reported information.
Promotion of a legislative requirement on sustainability/CSR reporting.
Companies should be explicitly included (as main stakeholders) in the implementation procedure and
technical inter-ministerial working groups aimed at developing further the NCSR and NSD strategies.
A “Stakeholder Engagement Plan/Dialogue” guideline should be drafted and applied by companies/
authorities, according to their type of activity.
The government and public authorities should begin a regular dialogue with business on how best to give
incentives for responsible business conduct, as well as on specific sustainable development issues.
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Infrastructure
The important role which infrastructure plays in the overall economic growth and health of an economy and
the fact that for Romania, it is one of the key factors in economic growth, means that primary consideration
should be given to investments in Romanian infrastructure.
One of the key issues is budgetary constraints. Overall there is a shortage of available funds within the
Romanian budget to allocate to large infrastructure projects. The legislative framework governing
alternative solutions such as PPPs needs further improvement. Additionally, although there has been a
significant improvement in absorption of European funds, Romania’s record has been extremely
unsatisfactory in this sector. Apart from the funding constraints, another key area is the public sector’s
limited ability to roll out large infrastructure projects within a clear timeframe.
The FIC notes that although there have been improvements, intensive and substantial progress needs to be
made on other key drivers of infrastructure development, i.e. the passage of further legislation to facilitate
PPPs, as well as better absorption of European funds. The public procurement process also needs further
refinement to facilitate the implementation of the upcoming master plan for infrastructure.

5.1.

Positive Developments

5.1.1. The master plan
In April 2012 the Ministry of Transport (MTI) kick-started a project for the preparation of an infrastructure
master plan. The master plan is for the period until 2030. This is a significant development, as the FIC
believes that a clear infrastructure master plan is critical for attracting investment for infrastructure,
securing financing and completing projects within a clear timeframe, according to strategic priorities and
their systemic integration.
The master plan will provide technical and economic data, project recommendations based on a cost
benefit analysis and technical solutions, as well as financing options for projects proposed.
It will allow the authorities to initiate the required steps in time, i.e expropriation, launching of the tenders
and monitoring the progress of the different projects to be launched.
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5.1.2. Absorption of European funds
and new projects under Corridor IV
There has been a slight increase in absorption of EU funds. A number of Corridor IV related road and rail
infrastructure projects have been launched. Although a slowdown was noted in projects launched in the
second half of 2012, we hope that this positive trend will continue.

5.1.3. Creation of a Dedicated Entity to handle large
Infrastructure Projects
The new government elected in December 2012 has introduced a new Ministry for the coordination and
management of large infrastructure projects. It is important that this Ministry should be given sufficient
resources and specialist staff to design, develop and manage such infrastructure projects.
This also now provides a chance to introduce project management methods and clearly assign
responsibilities to the people involved in the development of the project.
The FIC has always advocated the setting up of a new independent management body for road and
intermodal infrastructure. The creation of this new entity should be strengthened in the shortest possible
time by appointments of senior and reputable infrastructure specialists and successful implementation of
key projects. Otherwise it might be seen as a purely political move.

5.2.

Areas for improvement

5.2.1. Improving the PPP Regulatory Framework
The FIC has been actively involved in the development of the PPP legal framework by providing direct
input to the consultation process and best practice precedents to the relevant regulatory authorities and by
frequently taking a public stand on the issue. The FIC welcomes the new PPP draft law which brings
practical solutions to a number of essential issues ignored or blocked by the former regulations
(e.g. financial aspects, rights of investors/creditors deriving from a project).
There are, however, certain issues for which FIC believes there is room for significant improvement, such
as operational aspects of the Project Company, private partner selection procedure, application of relevant
guarantees for the project, as well as allocation of project risks.

FIC Recommendations
Legal parallelism:
Overlaps and correlations between GEO 34/2006 and the new PPP draft law must be clarified under specific
regulations so as to allow for a clear differentiation between applicable mechanisms and appropriate legal,
financial and economic approaches, under conditions of transparency and competitiveness.
PPP Initiative:
The FIC recommends that the initiative to establish a PPP should be equally granted to the private partner
as well. This would contribute to raising private partners’ interest and involvement, would increase the
transparency of the process and would curb fraudulent behaviours and non-competitive practices.
State support:
The relevant provisions of the PPP draft law on Government support are somewhat general. Although it is
a common practice to assess the level of public contribution on a case by case basis, the private partner
needs the government’s involvement to show transparency and predictability either through budgetary or
administrative measures. Thus, it would be advisable to give consideration to the need for explicit legal
provisions that offer some form of support, including guarantees, as well as operational and authorization
incentives.
Private partner selection procedure:
The selection and assessment procedure is too short of procedural details to be operationally feasible and
applicable. While the application norms will further spell out the provisions of the law, the relevant and
determining provisions should be part of the law and not included in secondary legislation, so as to promote
a transparent and flexible legal framework for PPP projects.
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5.2.2. Acceleration of Absorption of EU funds
Romania continues to rank lowest among CEE countries for absorption of European funds. By the end of
2012 the absorption rate had reached only 11.87% of the overall allocation. Moreover, the suspension of
payments affecting the most important Operational Programmes has had as a direct negative impact on
numerous infrastructure projects.

FIC Recommendations
Taking into consideration the very short period remaining for absorption of the structural instruments
allocated to Romania under the 2007-2013 programming period, focus and attention towards
implementation of big projects that would result in maximum absorption is required and infrastructure
projects are a natural candidate. The FIC has already identified and advised the Government about a number
of large infrastructure projects that can be rolled out on a priority basis increasing the overall absorption.
Public authorities should work to carry out EU funded projects on a priority basis. Some progress has been
made, but it is far below the CEE average, when compared to e.g. Poland or the Czech Republic.
Special monitoring mechanisms should be developed to ensure smooth and effective progress of major
projects, as they are likely to bring the most significant positive impact on overall economic stability and
growth.
The government should prepare an up to date integrated infrastructure master plan to ensure faster
implementation of complex infrastructure projects. This master plan should pay particular attention to
prioritisation and resource optimisation as well as to reducing process fragmentation.
It is important that Romania should carry out regional benchmarking with neighbouring EU countries (the
most relevant being Poland, Hungary and the Czech Republic), share some of their successful experiences
and also apply lessons learnt in streamlining the processes of absorbing EU infrastructure funds to improve
the take-up rate.
Reduction of the time taken for the evaluation and selection process of projects as well as faster
conclusion of financing and contracting is needed. This could be achieved through simplification of the
relevant procedures, as well as possible extension of eligible categories of costs. The FIC also recommends
employing “lump sums” and ”flat rates” to alleviate the highly bureaucratic reimbursement process.
The administrative capacity of the institutions in charge of the management of the operational programmes
should be enhanced, by adopting appropriate performance management tools and ensuring an adequate
motivational mechanism, training and empowerment of staff, as well as considering use of independent
expertise for the most burdensome and complex activities.
An important step forward in enhancing the general credibility of the institutional architecture used to
administer structural instruments would be a more transparent implementation and wider consultation.
This particular aspect is all the more important for the present period when the foundation for next
programming period is being laid down. Only broad consensus among all the stakeholders on the main
priorities for allocation of funds can lead to successful implementation of the next financing programme.

5.2.3. Strengthening of the Public Procurement System
The FIC believes that an improved public procurement system would result in increased European fund
absorption and better use of national resources. Some of the key issues related to procurement which need
to be improved are the overall legal framework, the institutional architecture, the control mechanism as well
as a need to consider an overall management information system that allows better procurement.
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FIC Recommendations
The existing legal framework governing public procurement has undergone multiple amendments.
For better understanding of the parties involved i.e. the Contracting Authorities (CA) and the Economic
Operators (EO), and ensuring better compliance, modifications of the legal framework should be made,
in thorough consultation with both contracting authorities and economic operators. Impact analysis of
legislative changes must be carried out based on cost/benefit analysis. This would also increase the stability
of the overall procurement system.
Overall, there has been an increase in the number of complaints against public procurements.
This increase has arisen in relation to all stages i.e. right from the tender launch up to the awarding of the
contract. This indicates a lack of confidence in the procurement system. To increase the level of confidence,
increased transparency is essential. Use of reputable independent experts in the entire process beginning
from the drafting of the tender applications and especially in the evaluation of offers could be instrumental
in restoring the quality and credibility of the system. Another critical issue for enhancing confidence would
be improving the way prevention and detection of conflicts of interests, is carried out, as well as ensuring
that appropriate civil and criminal proceedings are pursued when rules on conflicts of interest have been
breached.
The institutional architecture responsible for regulating, monitoring, control and verification of public
procurement is very complex. Additionally, in the case of acquisitions financed by structural and
cohesion funds, there are further institutions and authorities involved in carrying out these functions.
Use of professional experts is necessary and will help the implementation of an improved public
procurement process.
An assessment should be carried out to determine whether staffing levels are adequate for regulators,
monitoring and control institutions and contracting authorities. Consideration should be given not only to
the number of people, but also to capabilities and quality of experience. Appropriate remuneration, as well
as training is essential. Bureaucratic workflows need to be re-assessed to improve efficiency.
One of the least developed functions of the public procurement system is monitoring and regulating
infrastructure investments and comparing with market data. This needs detailed and well thought through
analysis of items such as competition levels per type of acquisition, market prices for each main category
of goods, services and public works, access of European companies to the public procurement market in
Romania, as well as access to public acquisitions for Romanian companies on European markets, trends
of public acquisitions in Europe etc. Enforcement of such a function will help the contracting authorities
in better shaping their tender requirements (as regards qualification criteria, budgets, evaluation grids) and
enable economic operators to better plan their resources and participate in public procurement procedures.
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Energy Sector
6.1.

Positive Developments

There have been several positive developments in the energy sector in the past two years.
Romania completed the implementation of the EU’s third liberalisation package for the gas and
electricity markets, in general with good results. Greater autonomy for the regulator and the allocation of
more resources to it have been important steps.
The approval of the deregulation timetable for electricity and gas prices is another positive change in energy
policy.
The development of the renewable energy sector thanks to a well designed investment support scheme has
been one of the major achievements of the sector in the last few years and has, until now, been a success
story. The wind sector in particular has seen strong growth, from 14 MW installed in 2010 to around 2,000
MW of wind capacity now in operation. A few biomass and solar plants have also started to produce
electricity, although their installed capacities are still limited. However, with a few notable exceptions,
conventional electricity generation has not seen the same degree of growth.
Until recently, the stability of the fiscal and regulatory framework in the field of oil and gas exploration and
production has led to notable new discoveries and to a halt in the decline in domestic production.
Yet, a series of outstanding unsolved issues hinder the growth of the energy sector and decrease its
attractiveness to investors in a context where the need for investments is massive both in the next twenty
years (several billion euros) and also in the short term. This is why it is of the utmost importance for the
authorities to give guidance to the market with a well thought-through and stable energy strategy as well as
to propose a roadmap with clear milestones to implement it.

6.2.

Areas for Improvement

6.2.1. Liberalisation
Liberalisation and respect for free market economy principles are key factors to attract investors and ensure
competitiveness.
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Whereas in theory the Romanian energy market is fully liberalised, in practice market opening is
undermined by several factors.
Schemes to protect vulnerable consumers against unavoidable price increases also remain difficult to
implement in the absence of an adequate definition of vulnerability.

FIC Recommendations
On the gas market, the price for internal production has not yet been aligned with international market
prices. In addition, a regulated final price through regulated tariffs is still available to every customer,
regardless of their level of vulnerability and the volume consumed. While the need for a transition phase is
understandable and necessary, the pace of gradual moves towards full deregulation needs to be maintained.
A similar situation can be found on the electricity market, where there are also cross-subsidies between
regulated residential and regulated business customers.
The Foreign Investors Council welcomes the approval of a mid-term plan by the Romanian government
for the deregulation of energy prices as a result of the negotiations with international organisations.
At the same time, the government should further commit to keeping to this timetable to give confidence to
private investors that the full liberalisation of the two markets will be achieved by the end of this decade.
However, to mitigate the impact of rising prices on consumers at risk of falling into fuel poverty, there is an
urgent need for a clear and fair definition of vulnerable consumers, who will benefit from state protection
and directly targeted support schemes.
In the electricity market, liquidity has improved as a result of higher outputs committed by state-owned
producers to Opcom’s trading platforms and due to the entry of private companies into the
generation sector. However, this improvement has been achieved while harming the flexibility of electricity
trading because of the legal obligation to trade electricity exclusively on Opcom, which creates major
operational difficulties for electricity suppliers and small generators (in particular in the renewable
energy sector). The FIC recommends that the authorities should once again allow the trading of
electricity through OTC contracts to restore the flexibility required by the sector, especially to better reflect the
consumption pattern of final customers.

6.2.2. Renewal of energy production facilities
and energy infrastructure
Renewal and rehabilitation of ageing energy production facilities and energy infrastructure ought to be one
of the Romanian government’s key priorities for the energy sector. Until 2009, significant privatizations
took place in the gas and electricity sectors, covering exploration and production of oil and gas as well as
distribution and supply of both electricity and gas. Major international investors entered the market. At the
same time significant energy production projects were launched, most of them as PPPs.
Since 2009 the privatization process has come to a halt and in addition most projects in the energy
generation sector have either been cancelled or are severely delayed.
This can only partially be explained by the impact of the recession. Other key reasons are a lack of
attractiveness of the market for both Romanian and foreign investors due to serious market distortions, as
well as the lack of stability, predictability and competitiveness of the Romanian electricity, gas and heating
markets.

FIC Recommendations
Stability of the regulatory framework affecting the profitability of investments and the predictability
of regulatory changes are key requirements to improve the attractiveness of the energy market for
investors. Yet, the authorities have made decisions in the past which have eluded these principles,
undermining investors’ trust in the regulatory process in Romania. Unless regulatory change becomes
more transparent and stable, investors are unlikely to continue to invest significant amounts of money in
the Romanian energy sector.
In the electricity sector, pure “energy only” instruments coupled with low wholesale electricity prices are
inappropriate to incentivize new investments, particularly in flexible power plants. To ease the constraints
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on the electricity grid by providing additional balancing reserves whilst offering trust to investors that their
money will be recovered, a capacity remuneration mechanism to remunerate flexibility of assets should be
put in place.

6.2.3. Regulation
Well balanced regulation that attracts investments, is predictable and is really applied is key to the
development of the Romanian energy sector in all its dimensions (electricity, oil, gas and heat).
This has been a significant issue in the gas sector over the last three-four years, especially because
increases in gas purchasing costs have not been properly passed-through to regulated tariffs, and is
increasingly a problem in the electricity sector as well. Gas suppliers have suffered significant losses
because of this market distortion.

FIC Recommendations
Correct and timely application of appropriate regulation is of paramount importance to ensure both security
of supply and continued investment into the Romanian energy sector. The upcoming start of new regulation
periods in both the gas and the electricity sector should be an opportunity for the Romanian authorities to
restore investors’ confidence and propose adequate investment incentives.

6.2.4. Renewable Energy Promotion
Romania has huge potential for projects in the renewable energy sector, covering wind, hydro, biomass
and solar energy, although only the wind sector has seen major investments so far.
Mainly due to these developments, Romania is on its way to meeting its obligations set out in the 2020
targets for renewable energy. The approval of Law 220-139 by Parliament in 2012 has been welcomed by
the energy sector as a very positive sign of support from the State authorities for the development of the
renewables sector.
However, attempts to again amend the long-awaited support mechanism, especially if these should take
place without proper consultations with an industry that has already invested a significant amount of money
in renewable energy capacities, would send an extremely negative signal to the market and would have
wide-reaching consequences.

FIC Recommendations
Investments in clean and new technologies need a reliable support scheme which gives investors a long
term profitability forecast. While investors understand that the support mechanism must be affordable to
consumers, they also expect the new primary and secondary legislation to be quickly implemented and to
remain stable over time. Any change in the legislation which would hurt plants currently in operation and
already committed projects would cast extremely serious doubts over the overall investment climate in
Romania.
Significant hurdles to the development of projects, such as the de facto ban on long term power purchase
agreements introduced in 2012 should also be lifted.

6.2.5. Integration into the European Market
Romania can play an important role in the energy market, especially in the South-East-European (SEE)
region. Therefore its import and export positioning needs to be enhanced.

FIC Recommendations
The electricity transmission connections and the capacities of the system to supply surrounding countries
should be enhanced and their development should be accelerated, alongside full market coupling.
On the gas side, the Szeged-Arad pipeline connection to Hungary began operations in 2010.
This was an important step to diversify sources of imported gas and to increase the security of supply.
The completion of the reverse flow is needed to further integrate the Romanian energy sector into the
European market and to comply with the principles of fair trade of goods within the EU.
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In addition, the construction of other gas interconnections (Giurgiu-Ruse, Iasi-Ungheni) is still needed
and awaited. The opening of the market for exports too would further increase the competitiveness of the
Romanian gas market.

6.2.6. Taxation of energy companies
The government announced an increase in taxation for energy companies in January 2013.
For many of the tax increases there was no consultation with the industry and no clear justification.
The new taxes are applied directly on volumes (transmission and distribution) and on revenues
(gas production) and have no relation to the actual profit of companies.
These taxes target the sectors where energy companies have a ready invested the largest amounts of money
in modernisation of assets and development (for gas production as well as gas and electricity distribution).
The government’s policy to increase the tax burden on energy companies in a non-transparent way will
significantly reduce their returns and will decrease the attractiveness of future investments in the energy
sector.

FIC Recommendations
The Foreign Investors Council does not welcome special taxes on energy companies as they are often not
well balanced and distort the market. Equal treatment of enterprises and stability of taxation policy in
Romania are paramount to increase the trust of investors in the Romanian economy.
The government should use and respect the instruments already defined by the Fiscal Code to balance the
central budget.

6.2.7. Energy efficiency
Romania is using its energy resources inefficiently due to a combination of factors which include old assets,
low (often subsidized) energy prices, reckless consumer behaviour and an inefficient regulatory framework.
The potential for energy savings is immense both in the industrial and in the residential sectors, as well as
in the highly inefficient heating sector.

FIC Recommendations
The Foreign Investors Council considers that energy efficiency represents a key answer to the problem of
increasing energy bills for final consumers. More efficient use of valuable energy resources would ease the
financial burden of rising energy prices, which is an inevitable trend. In the context of the new EU legislative
frameworks on energy efficiency, the government should make this policy a priority for Romania in the
coming years. Energy efficiency should be stimulated through a clear decision making structure, campaigns
to make its benefits known to the general public, the allocation of EU funds and through higher subsidies
or tax breaks.
Beyond energy savings that can be achieved through the modernisation of the gas and electricity
infrastructure, district heating and combined heat and power generation also require specific attention
as well as clear and stable regulatory policies and incentives.
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Agriculture
7.1.

Positive Developments

The past two years have seen progress, for example:
•
•
•
•
•

The drafting of sectoral strategies by the Ministry of Agriculture and Rural Development
(MARD) – these are still at project level and have yet to be communicated and discussed with the
main economic agents and their associations in order to be enacted and implemented.
The effective operation of the Agriculture Payments and Intervention Agency (APIA) – an
absorption rate of 95% has been achieved for European funds intended for direct payments or
subsidies for agriculture.
The enforcement of legislation on labelling of products, according to EU Directives.
The permanent and constant observance of eligibility criteria for new structural projects.
The enforcement of the fiscal method of reverse taxation on cereals and plants whereby illegal
trade involving cereals decreases and fiscalisation of the agricultural sector has increased.

There has been a positive dialogue between representatives of the FIC Agriculture Task Force and the
MARD, and the Minister of Agriculture has been available to discuss and jointly analyze urgent matters,
for example irrigation issues and the merging of agricultural plots. The willingness of the authorities to
communicate with the FIC must be welcomed and deemed as a positive step, independent of the relative
capacity of the state to enact and enforce public policies on agriculture.

7.2.

Areas for Improvement

Some of the sources of inefficiency which have led to the low productivity of the Romanian
agricultural sector are:
•
•
•
•
•

Poor capacity for drafting and enforcing sectoral policies.
Poor capacity for absorption of structural funds.
Excessive fragmentation of agricultural plots (with limited investment capacity).
Poor infrastructure in rural areas.
Lack of interest in using agricultural lands related to Energy Crops and the lack of strategies
to develop organic (Bio) products.

45

7.2.1. Sectoral Policies
The FIC has frequently emphasized the natural need of investors for greater predictability from the
authorities on priorities and sectoral strategies for the medium and long term.
The FIC appreciates the drafting of strategies for cereals, for fruit and vegetables storage and for partial
improvement of agricultural irrigations.

FIC Recommendations
The potential in agriculture has not been achieved because development of the sector has not been a
priority in government economic policy. Thus, greater involvement of all decision-makers in implementing
development strategies is required, with a strong participation by manufacturers’ associations and state
institutions in the finance and environment field, so that a general consensus can be reached on achieving
the objectives of such strategic documents.
Sectoral strategies should also be developed for other fields, such as bio agriculture or biomass energy,
which could present great opportunities for Romania.
According to the Ministry of Agriculture, draft Agriculture Strategies have already been prepared to tackle
these issues. We await with interest their imminent communication and the initiation of the consultancy
process with leading associations of Farmers and Economic Agents.

7.2.2. Absorption of Structural Funds in Agriculture
The Payment Agency for Rural Development and Fishing (APDRP) has managed to attract only EUR 2 bn.
out of the total EUR 8 bn. available. This absorption rate is extremely low mainly because of the authorities’
inefficiency in using funds in agriculture. The reasons for this situation may be summarized as follows:
-

The excessive bureaucracy in project assessment and validation.
The blockage of projects by the submission of challenges by participants in tenders and delays
in the settlement of such cases in court.
The lack of project co-financing.
Non-compliance with the requirements for the submission of files – many projects are submitted
without the accompanying “Comfort Letter.”

FIC Recommendations
To overcome these obstacles in attracting structural funds, the newly established Ministry of European
Funds must have genuine decision-making power, thus improving the rate of validation of projects.
Furthermore, the banking sector should reassess the opportunities for supporting agricultural activities and
their potential, facilitating the co-financing of structural projects and reanalysing the investment risk in this
field in a positive manner. Also, the authorities should make projects more financially efficient through a
state aid scheme, subsidising a percentage of the interest or decreasing the guarantee ceiling.
At the same time, projects already approved but deemed financially unachievable should be eliminated as
soon as possible to release significant amounts of money that is not being used.
The Ministry of Agriculture’s efforts to encourage the use of agricultural land as collateral assets that may
secure credits granted by banks in the agricultural sector represent a positive development.

7.2.3. Merging of Agricultural Lands
Approximately 65% of the agricultural land in Romania belongs to farms with a surface area smaller than
2 ha. The FIC has already called for the merging of plots so as to allow their rational and productive
development, using high performance equipment.
Recently, the MARD prepared a draft law to incentivize the merger of agricultural lands, which would
involve a state aid scheme whereby the state would compensate owners who cede the use of their land,
pay notary fees and guarantee loans contracted for the purchase of land.
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FIC Recommendations
Given that the merger of agricultural plots is vital to modern development and the increase of efficiency in
agriculture, the FIC encourages all political parties and decision makers to support this draft, and to adopt
it urgently, using emergency procedures as appropriate.
A legislative framework should be created which authorises the SPA (State Property Agency) to purchase
and sell agricultural lands with the clear purpose of forming large plots, as a step to promoting efficiency
through modern agricultural methods.

7.2.4. Rural Infrastructure and Irrigation
The FIC has noticed a lack of interest in PPPs in rural areas and for general rural infrastructure projects
(sewerage, roads, treatment plants, etc.).

FIC Recommendations
To increase productivity in agriculture and develop rural areas, rural infrastructure and irrigation systems
must be developed, the latter for guaranteed production, independently of adverse weather conditions.
For instance, the major irrigation project “Siret – B`r`gan”, although a priority for the MARD, has not seen
much interest from the other ministries (the MF and MEF), which need to approve financing.
In addition, the implementation of the program of subsidies compensating energy expenses incurred for
water pumping is necessary. Although this is a priority for the MARD, it will not succeed if the GOR fails to
release budgetary funds and pay subsidies on time.
It is important to promptly and clearly prepare the new National Program for Rural Development (NPRD)
so that the Euro 1.5 bn. earmarked for this fund is rapidly accessed, leading to rapid growth of the rural
environment, the development of infrastructure projects and the creation of employment.

7.2.5. BIOMASS, an Alternative for Romania’s Energy Supply
Romania’s imported thermal energy deficit is 29.6% of the total thermal energy needed. Only 300,000 ha out
of the 2,000,000 ha available fallow land (not used and not earmarked for food production) would be enough
to guarantee Romania’s thermal energy independence. It is time to view agriculture not only in terms of food
production, but also as a primary source of energy, constituting a comparative/competitive advantage for
the country.

FIC Recommendations
Romania must urgently adopt legislation that observes European provisions on the development of
energy as part of agricultural policy and diversification of the use categories of agricultural land. In the EU,
Energy Crops are a distinct category of use of agricultural lands, and the harmonization of Romania’s
legislation with that of the EU has been delayed for several years in an inexplicable way, to the prejudice of the
interests in the agricultural sector, impeding investment and preventing the agricultural sector from using
this specific economic advantage

7.2.6. Common Agricultural Policy (CAP)
Real involvement by Romania in achieving the objectives of the CAP and the prioritisation of the
development of agriculture would obviously lead to increased investment.

FIC Recommendations
Such extensive involvement requires a clear definition of the priorities in agricultural strategies, and this
process is not possible without a real coordination of all factors involved in this field.
The FIC would be pleased to give expert advice to help this process.
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Labour and Education
8.1.

Labour Market

8.1.1. Positive developments
In 2010 a reform of the public pension system was initiated (Law no. 263/2010), as well as a parallel
development of the private pension system (via an increase in mandatory amounts transferred to private
funds and an increase in tax deduction for voluntary private funds).
A solid and sustainable system of pensions and social services is an essential condition for the general
macroeconomic balance and for that of public finances. In 2012, the budgetary deficit of state social
insurance (BASS, the public pension system) was RON 12.9 bn. (i.e. 2.9 bn. euros, which represented
2.1% of GDP). Added to this are the amounts for non-contributory pensions paid from the state budget
(social allowance for pensioners, farmers’ pensions, pensions for retired magistrates etc.) Consequently, the
imbalance in the pension system can be considered entirely responsible for the deficit of public finances in
2012.
This, in spite of the fact that in previous years several measures had already been implemented that
contributed to a more sustainable approach to the pension system. Out of these measures, the most
important was the law on the single pension scheme for public service pensions, and the revision of social
services. Thus, the BASS deficit decreased in 2012 against its historical peak of 2011 (3.1 bn. euros, i.e. 2.3%
of GDP) because the pension point was kept at the same value, the retiring age was increased and significant
limitations were put on the retirement process (both on early retirement and on invalidity pensions).
However, since the sustainability of the public system of pensions is still precarious and since
demographic forecasts are not favourable, a parametric reform of the public system on its own is not
enough to consolidate the pension budget in the long run and to secure adequate pensions for future
generations of Romanians. Therefore, further development of the private pension scheme launched in
2007-2008 is absolutely necessary to improve the general capacity of the pension system and to meet the
expectations of the active population. Only by complementing the public pension system by strong privately
funded schemes, that should add up to the public component of PAYG, can the pressure of a rapidly aging
population and the deterioration of demographic dependence be diminished.
In parallel with the reforms in the public system, private pension schemes have benefited - according to
the legal framework – from further development, although with a certain delay. Thus, the contributions
transferred on a mandatory basis to private pension funds (2nd pillar) in 2010 – 2012 were on the increase
because of the growth in the percentage transferred to the private scheme (from 2% of the participants’
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gross income in 2008 and 2009 to 4% in 2013. Moreover, voluntary private pension schemes (3rd pillar)
continued to attract more and more contributors, willing to save for their retirement and persuaded by the
tax deduction (up to 400 euros/year –which was exempted from tax and social security for the employer and
exempted from income tax only for the employee).
Since they were launched, 5-6 years ago, up to the present, private pension schemes in Romania have
earned some 6 million clients (individual accounts), established net assets of more than RON 10.2 bn. and
obtained very positive investment performance. The 2nd pillar recorded an average annual return of 11.5%
from the date it was set up until the end of 2012 whereas the average return of 3rd pillar funds is 7.7%.
These results show that there should be further development of private pensions.

8.1.2.		 Areas for Improvement
8.1.2.1.		 Work permits
In accordance with Romanian legislation on work permits and residence permits, foreign citizens
(non-EU/EEA) are allowed to work in Romania on secondment, hired by non-resident employers, only for
a year. Starting from the second year, they are required to sign a labour contract with resident employers
(companies based in Romania) to carry out their activity in Romania.
Currently, following recent amendments to the Fiscal Code, Romanian social contributions are compulsory
for non-resident employers (including those outside the EU) and their employees performing activity in
Romania. Moreover, non-resident employers or their employees can register in Romania for social security
purposes and thus declare and pay all social security contributions to be paid for staff on secondment in
Romania, according to Romanian legislation. Therefore, the income tax and the social security
contributions for the above mentioned contracts can be paid in Romania in a similar way to the social
contributions due for local labour contracts.
Following the introduction into the Fiscal Code of provisions on the possibility to conclude agreements for
the declaration and payment of social security contributions between non-resident employers and resident
or non-resident individuals, the procedure for the registration of such agreements has been approved and
certain procedural aspects in relation to cases where no such agreements have been concluded have now
been clarified
Through the Government Decision establishing the number of working authorizations that may be issued to
foreign citizens, the number of working authorizations that could be issued to permanent workers in 2012
was reduced from 3,000 to 2,300, while the number of working authorizations that could be issued to posted
workers in 2012 was raised from 700 to 1,400.

FIC Recommendations
The 1-year limitation for work permits issued for staff on secondment, in the case of third-country
nationals, should be eliminated. Romanian legislation does not prevent in any way the extension of the
secondment procedure for over a year, as long as the people concerned (foreign employers and their
employees) correctly comply with their fiscal and social security obligations, and the Romanian state does
not suffer budgetary losses since Romanian social contributions are now due under secondment contracts
in the same way as they are due under local labour contracts. This proposal would simplify the work of the
immigration office, reducing the heavy workload and thus saving time for the issuing of certificates and
other necessary documents.

8.1.2.2. Pension system
Legislative predictability and stability represents an essential condition for the attraction and upkeep of
investments. When launching private pension schemes in Romania, the shareholders of private pension
funds invested sums of over 500 mn euros, and they estimated a recovery period for the initial investment of
some 10-15 years. Good development of private pension funds and positive investment performance to the
benefit of the 6 million clients depends on a favourable, stable and predictable legislative environment that
should not change the essential parameters of the system.
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FIC recommendations
The FIC recommends the preservation of legislative stability in the private pensions sector and of the
system’s viability and the implementation of legislative initiatives with respect to the payment of private
pensions and to measures meant to encourage the coverage growth of voluntary pension funds (3rd pillar).
These measures should be introduced following dialogue with the private pensions industry.

8.1.2.3.

Further development of private pension funds

Mandatory private pensions (2nd pillar) which currently enroll almost 5.8 mn members must be protected,
by keeping up the existing schedule with respect to the transfer of contributions to private pension funds
(by increasing the percentage transferred from 4% in 2013 to 6% in 2016, i.e. by 0.5% per year).
The viability of the whole system must also be protected, especially with respect to cost efficiency.
The voluntary private pension system (3rd pillar) which manages the savings of some 300,000 participants
should be consolidated by gradual increase in fiscal incentives to facilitate citizens’ enrolment into the
respective schemes.
In neighbouring countries, more significant fiscal incentives are already in place to encourage private
savings for retirement and thus, reduction in the long run of the pressure on the public pension budget.
For instance, in the Czech Republic (the most developed market for voluntary private pensions in Central
and Eastern Europe), the annual tax deduction rate is 8% of the gross salary, i.e. more than 900 euros per
year per employee (based on an average salary). Moreover, the state grants a 5 euros per month bonus per
employee, which means an extra net amount of 60 euros per year, the equivalent of another tax deduction
of 400 euros per year per person. Thus, the deduction amount can be up to 1,300 euros per year which,
in 16 years, has led to a coverage of 90% of the Czech Republic’s active population in voluntary private
pensions. In Poland, employees’ payments to voluntary pensions are totally exempt from income tax and
the tax deduction for employers is 7% of the employee’s gross salary, i.e. 600 euros per year based on
an average salary. In Hungary, the employees’ payments benefit from a tax exemption of 30% (i.e. more
than 400 euros per year based on an average salary) and employers’ payments are totally exempted from
income tax. In Bulgaria, all payments made by individuals to the voluntary pension system get an income tax
deduction up to 10% of participants’ annual income. Furthermore, payments made by employers are
completely deductible up to 360 euros per year. In Estonia payments made to voluntary pension funds
get an income tax deduction up to 15% of participants’ annual income. In Latvia, payments made to voluntary
pension funds get an income tax deduction of up to 10% of participants’ annual income.

FIC recommendations
The FIC recommends a continuous increase in the transfer rate towards mandatory private funds
(2nd pillar) by 0.5% per year, from 4% in 2013 up to 6% in 2016. The FIC also recommends a gradual increase
in tax deductibility for employers’ payments to optional pension funds (3rd pillar) from the current amount
of 400 euros per year to 1,000 euros per year.

8.1.2.4.

Working time

The Romanian Labour Code generally provides fair conditions in relation to working time, both for
employers and employees. However, these provisions are far stricter than the minimum conditions on
working time as recommended by Directive 2003/88/EC of the European Parliament and of the Council
concerning certain aspects of the organization of working time (the “Working time Directive”).
As a consequence, some significant employers carrying out their activities in large industrial plants are
experiencing difficulties observing the Romanian Labour Code provisions related to the weekly rest period
and overtime regulations.

8.1.2.4.1. Weekly rest period
We appreciate the efforts being made starting 2011 by the Romanian authorities towards achieving a certain
degree of flexibility in relation to the balance between employers’ and employees’ rights and obligations and
we consider that it is possible to improve even further these legislative provisions.
The main difficulty is that the Romanian Labour Code uses the day as a reference period for calculating the
weekly rest period, and not the hour, as provided by the Directive.
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FIC recommendations
Having in mind the provisions of paragraph (15) in the Preamble of the Working time Directive stating
that: In view of the question likely to be raised by the organization of working time within an undertaking,
it appears desirable to provide for flexibility in the application of certain provisions of this Directive, whilst
ensuring compliance with the principles of protecting the safety and health of workers, and also the fact that
the Working time Directive is very clear in expressing rest period in units of time, i.e. in days, hours and/
or fractions thereof, we consider that defining the minimum weekly rest period as “48 consecutive hours of
weekly rest” instead of “two consecutive days of weekly rest” will bring a significant improvement in terms
of flexibility with major benefits for both employers and employees.

8.1.2.4.2. Overtime
In relation to overtime, we consider the step being made by the Romanian authorities in allowing
compensation between free time granted in advance by the employer with overtime performed by the
employee in a future reference period of 12 months (article 122 paragraph (3) of the Romanian Labour
Code) as useful, but unfortunately this legal provision lacks specific and clear instruments for real world
implementation.

FIC recommendations
We strongly recommend the increase of the reference period to a minimum period of 36 months, or a longer
period, if this should be agreed by the social partners.

8.1.2.5.

Labour Code and Social Dialogue Law

To consolidate legislative stability and predictability on the most important issues relating to labour, the FIC
recommends the following measures:

Proposed changes to the Labour Code:
-

Elimination of the limit of three fixed term individual labour contracts which can be concluded
between the same parties for the same position.

-

Overtime legislation and weekly rest: For production companies with seasonal activity, the
reference period should be set at 12 months, the maximum weekly working period (including
overtime) should be increased, and employers should be able grant weekly rest days on
non-consecutive days and not limited to a one week period. Employers should also be able to
penalise employees for absence from agreed overtime, which is not possible under current
legislation, leading to disruption to manufacturing activity.

Clear application norms for the Labour Code
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-

The application and implementation of some normative procedures causes difficulties for HR
administration within companies, generating risks of penalties for non-compliance from the
labour authorities. For example the Electrotechnics Collective Labour Agreement, signed in
November 2010, should have brought several benefits, but these have not yet been realised.

-

For Production facilities, a clear working schedule and payment system for variable shifts should
be introduced.

-

The Labour Code should be aligned with the Social Dialogue Law (for example in relation to the
period in which an employee can appeal in court against an employer’s decision).

-

There are cases when the same articles in the law have varying interpretations in many locations
across the country. The authorities should give clear guidance, and incorporate this into the
application norms to the Labour Code.

-

A performance objective clause should be introduced. Salary increases should be directly
correlated with the fulfilling of the performance objectives set by the employer and their
non-observance should be a permitted reason for dismissal.
The evaluation procedure for professional non-performance should be stipulated in the
employer’s internal regulations and should not be required to be included in individual or
collective labour agreements.

8.2.

Education

8.2.1. Positive developments
The quality of the labour force trained by the Romanian educational system is an important attraction
point for foreign investors. Safeguarding this advantage depends on the continuous development of the
Romanian educational system. For some years now, Romania has showed itself more and more interested
in increasing national economic competitiveness via reforms in education. This interest was stirred both
by local concerns and by European approaches. The National Reform Program – based on the Europe
2020 strategy - aims at meeting specific educational objectives, i.e. a decrease in the share of early school
leavers and an increase in the number of young people completing third-level education. The Education Law
(no. 1/2011) was an important step taken in this direction and introduced a series of elements which
encourage qualitative improvement of education, such as competency based development, lifelong learning,
relaunch of vocational training and the introduction of alternative study paths.
Education is of strategic interest for businesses. Employees remain one of the most valuable resources for
each employer. They are capable of dramatically influencing organizational performance.
That is why the development of the national education system represents a key factor for business success
and sustainability in Romania.
Taking into account the dynamics of the business environment, investors’ interest can be deemed
sustainable. Changes occurring in the economy rapidly generate needs for new competences that
secondary and higher education are called to cater for as soon as possible and at a level that makes
performance possible. Should the Romanian educational environment not be able to offer long term
solutions for an elite labour force, considering the fierce competition with other labour markets, the future
of businesses in Romania would be seriously endangered.

8.2.2. Areas for Improvement
8.2.2.1 Adapting the educational system to the labour market’s needs
The employment rate for young graduates is an important challenge in Romania, as elsewhere.
Representatives of the business community, including the FIC, have repeatedly pointed out discrepancies
between the outcomes of the current educational system in Romania and the graduate profiles employers
need, including the competencies required by the company such as: softwares (SAP, Team Center, Siemens
Step 7), knowledge concerning the management of the production systems (TPM), knowledge concerning
the supply chain process, technical English, and quality systems.
One of the most serious difficulties is the predominantly theoretical training of graduates and their reduced
capacity to transfer the knowledge acquired in institutes of higher education into the workplace.
Recent initiatives such as the draft law on internships for professional adaptability prove that policy makers
have become increasingly aware of this problem. However, the FIC considers that there still is room for
improvement. Another significant difficulty is graduates not being familiar with specific requirements of
professional life.
Concentration of vocational schools would fill the gap of qualified workers and specialised trainers
(helping to offset the low degree of theoretical and practical knowledge).

FIC recommendations
The FIC underlines the need to clarify the scope, terms and conditions of law enforcement in the case
of internships for professional adaptability and recommends a single type of agreement, different from
the individual labour agreement. If this suggested distinction is not made, negative consequences could
ensue, such as limited access for young people to internships and problems related to the development
and termination of agreements for professional adaptability internships.
To increase graduates’ employability an optimum solution could be the consolidation of company
internships in the curricula for secondary and third level education. Internships could thus become
compulsory, should the curricula be amended. Internships should be ongoing, all school year round.
Close cooperation between the teaching staff, interns and the companies where they work on issues related
to planning, monitoring, assessment and acquisition of experience accumulated by students during their
internships is also essential. The share which practical activities have in the evaluation systems of
universities should be increased.
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Last but not least, better information and career counselling services for students during secondary school
to prevent early school leaving and facilitate professional integration after graduation are needed.

8.2.2.2 Education system quality
In the last 2 years, the pass rate for the national leaving certificate exam has been at a record low level,
i.e. under 50%. This generates worries with respect to the quality of competencies developed in secondary
school and dramatically limits the number of those who can go on into higher education. In the long run,
this deterioration of educational standards could jeopardize the advantage which Romania offers investors
of providing qualified labour.
We have also noticed the new principle of complimentary financing of higher education institutions
according to a standard cost per student. This measure can stimulate competition among institutions, but at
the same time, it can lead to a lowering of assessment standards.
According to the 2012 QS World University Ranking none of the Romanian universities is to be found in
the top 600 of the best higher education institutions worldwide. A first ranking of Romanian universities
conducted in 2011 by the European University Association, and the ranking of study programs delivered by
accredited universities according to the Education Law (no. 1/2011) and Government Decision 789/2011,
starting with the same year represent the first steps taken to boost the quality of the Romanian education
system.

FIC recommendations
The FIC considers that it is highly necessary to cultivate a performance culture in educational institutions,
especially those of higher-education. This can be done by introducing programs targeting performance
management with the teaching staff, increasing teaching staff and students’ diversity, intensifying
international cooperation programs and improving the management of higher education institutions.
The FIC also recommends that the ranking of study programs and, implicitly, the assessment criteria be
decided in partnership with representatives of the business sector to make sure that the latter are relevant
to the economic environment.

8.2.2.3. Legislative framework
The legislative framework for education is also characterized by instability and uncertainty.
The high number of pieces of legislation and the delay between the passing of a law and its enforcement
make it more difficult for all stakeholders to adequately prepare for efficient implementation of new
provisions and for reaching a maturity level in the application of new principles.
To illustrate this statement we shall give the example of a preparatory course for elementary school and
for the 9th grade for which the enforcement methodology of the Education Law is constantly under debate.
Other provisions with major impact, such as the introduction of the VET leaving certificate, curriculum
reform and changes to textbooks are currently under analysis.

FIC recommendations
Companies in Romania would like to see a simpler and more stable legislative framework, and the
possibility to anticipate tendencies in education in the long run. A better communication policy on the new
directions in education, clear and comprehensive norms to accompany the new legal provisions, more
support granted to educational institutions to implement the new measures – all these are some elements
that could reduce current difficulties.

8.2.2.4. Relationship between education and business
The number of invitations received by FIC for participation in consultations on education remains limited
despite the numerous changes made to the education system over the last few years.
As the project on internships for professional adaptability developed in 2012 proved, consultation between
policy makers and partners from the business sector can significantly improve draft education legislation,
with minimum costs. The FIC is a strong supporter of communication and close cooperation between the
education and business sectors, the two being essential for the development of Romanian society and the
economy.
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FIC recommendations
Good cooperation between representatives of education and business can be supported by granting enough
time for consultation on major projects in education and increased transparency with respect to ongoing
projects, so that companies can bring their best contribution to these efforts.
Regular information sessions, analysis and exchanges of experience between educators and employers can
bring about trustworthy and sustainable relations and thus improve cooperation between the two parties.
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Technology and Innovation
9.1. Positive Developments
During 2011 and 2012 Romania experienced positive developments in the Technology and Innovation
sector, which were facilitated by several important legislative and strategy measures adopted during this
period as well as by the development of technology and the willingness of IT&C partners to invest in new
technologies. The key aspects are presented below.

9.1.1. Incentives for the IT&C sector
In August 2012, the Romanian Government adopted Resolution no. 797/2012 setting up a state aid scheme to
support investments promoting regional development using new technologies and which create new jobs.
This scheme aims to fund salary costs of highly skilled staff qualified in areas of research and development,
innovation, energy, information, technology, telecommunications as well as in high tech manufacturing and
is available for companies which create at least 200 new jobs and maintain them for a minimum of five years.
Companies that intend to make an initial investment in Romania in one of the areas of activity mentioned in
the Resolution, and which will create at least 200 jobs and where there is a minimum twenty per cent IT&C
component in the investment plan qualify for aid of up to 28 million euros.
The validity of the Scheme and for which financing agreements may be issued, is for two years (2012 –
2013) and the payment will be made during 2013 – 2018, up to the limits of the annual budget allocated to
the scheme. The maximum budget is RON 440 million, although there is the possibility for this to be
supplemented.
In 2009 – 2013, the EU allocated Euro 190.5 million for the implementation of IT systems by the Romanian
public authorities. The Romanian Government decided to facilitate IT spending and allocated 500 million
euros for eRomania projects, which will be financed from EU funds (40-50%), the central budget (20%) and
Public Private Partnerships (30-40%).
In 2010 – 2011, the Romanian Ministry of Communications and Information Society also approved 147
million euros for the financing of several IT projects in the SME sector, 70% being covered by EU funds.
This budget makes government an important player on the Romanian IT market, which will shape the
demand for products and services in the next three years.
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9.1.2. Development of IT&C Outsourcing
Romania is one of the fastest growing IT markets in Central and Eastern Europe and a regional pole for
international IT&C companies. Some of the biggest IT&C multinationals have selected Romania (Bucharest,
Cluj-Napoca, Brasov, Timisoara, and Iasi) as a central hub for their IT&C outsourcing activities or for their
software developments.
Some of the local strengths that contributed to these positive decisions were: a highly skilled and low cost
workforce, proven experience and credentials, a sound network of higher IT&C Education Institutions,
local presence for the biggest multinationals and strategic location to serve the EU market.
During times of economic uncertainty, many companies look at outsourcing as a way to achieve cost
savings. The externalization of selected IT&C functions can be particularly appealing for companies looking
to cut costs and reduce non-strategic assets from their balance sheets. Outsourcing was first introduced
by IT&C multinationals looking to externalize part of their worldwide activities to Romania as in the cases
of: Orange Shared Services Platform Operations in Romania (managing the operations of France Telecom
Group for all FT- Group Shared Services on Mobile & Internet), Ericsson Global Service Delivery Centre in
Bucharest, Huawei Global Services Center in Bucharest, IBM Global Delivery Centre in Bucharest, and HP
Global e-Business Operations Centre (which is the shared services and business process outsourcing center
of HP in Romania).
Local telecom operators recognized the benefits of outsourcing when Romtelecom externalized part of its
field operations to Ericsson and Vodafone Romania decided to outsource part of its field operations to
Huawei.

9.2.

Areas for Improvements

9.2.1. Facilitating Romanian “Silicon Valley” initiatives
(Innovation farms)
The Romanian R&D system went through a very difficult period post 1989. Underinvestment and delayed
restructuring meant that connection to global trends in science and technology was only possible in isolated
cases and the still fragile enterprise sector in Romania could not exert a real demand for innovation.
Patenting activities are modest: Romania’s State Office for Inventions and Trademarks (OSIM) statistics
show a relatively constant number of patent applications filed by Romanian applicants during 2003 – 2009 of
around 45-50 applications/million inhabitant.
Given these weaknesses in R&D capacity, Romania’s performance on innovation is similarly poor.
According to the Innovation Union Scoreboard 2010, Romania’s innovation performance is well below
the EU-27 average, ranking fourth to last among the EU-27 countries. In this respect, the main innovation
challenges are to increase the innovative potential of enterprises, particularly SMEs, to improve technology
transfer and business support infrastructure (business incubators, technology transfer offices, technology
parks etc.) as well as to improve partnerships among industry, university and R&D institutions.

FIC Recommendations
The FIC recommends that the Government should support initiatives to build high-tech facilities and
to provide a fiscal incentives policy for a limited period for all the stakeholders that will be part of this
ecosystem and will involve Romanian resources and foreign capital in designing products and services for
the EU market.
Tax free high-tech parks should be developed to attract scientific and technological research institutes,
universities and enterprises to invest in R&D and training, creating added value and improving the quality
of human resources and growth of Romanian science and technology. This initiative would help position
Romania among the leading EU countries from an IT perspective. Moreover, it could contribute to reshaping
the legacy Romanian R&D centres and exploiting the synergies with foreign R&D entities and investors.
Technology transfer projects involving international organizations, enterprises and governments must be
prioritized in the high-tech area. When investing in high-tech parks, foreign investors should benefit not only
from preferential tax rates, including corporate income tax, import tax and VAT, but also free land rental for

58

the whole life of their projects. These projects could be also prioritized in terms of accessing cheap capital
via preferential interest rates from the European Bank for Reconstruction and Development.
Scientific and technological projects as well as policies directly serving key national socio-economic
programs and with potential to increase Romanian Intellectual Property assets should be prioritized.
In this way the initiative is meant to support the government’s strategy for R&D and Innovation with the goal
of boosting Romania IP assets.

9.2.2. e-Government as a Service
The Romanian e-Government infrastructure is based today upon the main e-Government portal that
should provide a single point of contact to public services at national and local levels, also incorporating
a transactional platform. The Ministry of Information Society (MIS) is the body responsible for defining
e-Government policies and strategies and together with the Agency for Information Society Services (ASSI)
and other subordinate bodies coordinates the implementation of the e-Government strategy which is carried
out through private sector subcontractors.
The main challenge for e-Government is to select, integrate and promote those programs and applications
that will have the biggest impact on Romanian citizens’ daily lives.

FIC Recommendations
There are many enablers that could be considered by Government and MIS as part of the e-Government
strategy to support the economy and where foreign investors could bring value. The FIC considers that
those which could have the greatest impact are:
-

Public Cloud - Cloud computing, data centre virtualization and a shift to an all-IP network
promise real operating costs savings, reducing carbon footprints and improving service for
customers. Through (mobile) cloud computing, e-Government can rapidly deploy solutions and
provide applications where the underlying technology components can perfectly match the
business life cycle.

-

Electronic Services delivered over a Public Cloud - The availability of user-friendly and secure
electronic services is the ultimate goal of e-Government initiatives targeting both the public and
SMB sectors. There are some core e-services such as e-Auction, e-Tax, e-Voting, e-Payment,
e-Commerce, Social Security services (involving payment of pensions, social benefits and
insurance), Civil Registration services (securing birth, marriage certificates), Cyber Laws
(Cyber Security and e-Commerce Laws) and security system features to protect all transactions/
activities across the internet and among government offices and functions.
The most recent trends show a number of governments in developing countries have shifted
to user-oriented strategies and maintained one-stop-service portals with plans to gradually
expand and enhance service delivery.

-

E-Health has the potential – besides the simplification of administrative procedures – to secure
and raise availability, accessibility and quality of health services. E-Health is an essential
contributor to improving patient safety. Good health is the fundamental value for quality of life
and this is why the FIC considers (mobile) e-Health as a key enabler for Romania’s long term
health strategy. E-Health services will allow medical check-ups via mobile phone,
videoconferencing or in front of the computer. In Romania there are three main categories of
user which will benefit from the potential of telemedicine: the business sector, General
Practitioners’ clinics and the public sector.

-

e-Learning - To overcome cultural and organizational challenges, the Government should deploy
e-learning to train its officials and citizens.

-

e-Inclusion - means both inclusive IT&C and the use of IT&C to achieve wider inclusion
objectives. It focuses on participation of all individuals and communities in all aspects of the
information society. The role of e-Government in delivering accessibility and usability to
vulnerable groups such as old people, and handicapped people, will become an important global
issue.
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9.2.3. Incentives for investors
The Ministry of Finance has published a draft decision on its website that makes each IT company operating
in High Tech related fields that will invest in creating at least 200 new jobs and will keep them for at least
five years potentially eligible to receive state aid worth over 28 million euros. This is a good start on the long
road to encouraging investors from both SMEs and SMBs to accelerate their decision to enter the Romanian
market in or to consolidate their operations here.

FIC Recommendations
The budget for the existing scheme launched on 1 October 2012 should be continued beyond the end of 2013
to stop the brain drain and encourage investment in high value added products and services.
Tax credit for R&D activities should be increased from 20% to 50% to give Romania a competitive advantage
to attract FDI.
EU initiatives should be launched to support economic clusters in production fields and in services related
to High Technology.

9.2.4. Engagement with Universities
In the R&D landscape, Romanian universities are expected to support socio-economic developments.
Romanian universities have been traditionally focused on the teaching mission, but after Government
Decision 1418/2006 they were forced to assume a research mission, as a condition for accreditation.
The third mission of universities - contribution to local or regional wealth and economic development is in a very incipient stage, with only a few universities consolidating their technology transfer and
commercialization infrastructure and personnel (mostly the leading academic centers in Bucharest,
Timisoara, Iasi, Brasov, and Cluj Napoca).
As a result, higher education institutions are mostly education providers, as their research activities account
for only a small share of activities and are not performed on a systematic basis. Concepts like ‘entrepreneurial university’ or ‘university-industry consortia’ have only recently emerged in the public debate and some
support measures have been adopted, but their impact is still minor.
Universities and industry experience significant gaps in their cooperation that are mainly generated by
the lack of resources for R&D, an unclear or inappropriate range of R&D providers to choose from, poor
managerial skills of researchers, a lack of awareness of the benefits of research and innovation and, more
importantly, the lack of an innovation culture among SMBs. From this perspective, it is very interesting to
explore the patterns of commercialization of academic knowledge in Romania and to compare universities’
current performance on available indicators.
One specific project that puts Romania in the European spotlight is the Extreme Light Infrastructure
(ELI) initiative in Magurele. The European Union will spend about 700 million EUR ($900 million) to build
the world’s most powerful lasers, technology that could destroy nuclear waste and provide new cancer
treatments. The ELI project has obtained funding for two lasers to be built in the Czech Republic and
Romania. The lasers are 10 times more powerful than any yet built and will be strong enough to create
subatomic particles in a vacuum, similar to conditions that may have followed the start of the universe.
Eventually, the power of the light beams could be used to deteriorate the radioactivity of nuclear waste in
just a few seconds and target cancerous tumours.
This project will involve investments of approximately 300 million euros for building of the necessary
civil constructions, laser facilities and gamma facilities. The acquisition of suppliers is on-going for all
components.

FIC Recommendations
The FIC recommends that foreign investors should engage with Romanian universities to create an environment designed for innovative testing and the development of new products and services mixing investors’
assets, the scientific potential of academic personnel, and the creativity of students - the most demanding
and technologically aware community. The goal will be to capitalize on Romania’s enormous reservoir of
educated talent and R&D potential. One concrete action would be to facilitate the creation of an Innovation
Portal to challenge talented students to propose innovative services and concepts that can be then monetized by foreign investors.
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Today’s students are tomorrow’s employees, business customers or business partners.
As the transport and buildings facilities in the Magurele area, where the project is being developed, need
major improvements, the FIC recommends that the infrastructure projects for the development of
world-class facilities around Magurele should be a top priority for the Romanian Government. Development
of quality public transport (e.g. trams and buses) to link the site to Bucharest and the surrounding areas
should also be a priority.

9.2.5. Development of Broadband connectivity
Quality internet access for citizens results in major opportunities to apply e-Government services.
Broadband penetration is one of the key market indicators allowing access to the designated online
service at high speeds that will stimulate willingness to use such services as well as the development of new
services. Mobile phone usage allows interaction regardless of location.
Thus, higher penetration will increase the likelihood of citizens accessing e-Government.
The ITU/UNESCO Broadband Commission for Digital Development established a set of four targets to be
achieved by 2015 to make broadband policy universal and boost affordability and broadband uptake:
-

Target 1: Making broadband policy universal. By 2015, all countries should have a national
broadband plan or strategy or include broadband in their Universal Access/Service Definitions.

-

Target 2: Making broadband affordable. By 2015, entry-level broadband services should be made
affordable in developing countries through adequate regulation and market forces (for example,
amount to less than 5% of average monthly income).

-

Target 3: Connecting homes to broadband. By 2015, 40% of households in developing countries
should have Internet access.

-

Target 4: Getting people online. By 2015, Internet user penetration should reach 60% worldwide,
50% in developing countries and 15% in Least Developed Countries (LDCs).
The key challenge in Romania is to ensure and promote the development of broadband
infrastructure and services, particularly in more remote rural areas, where significant funding
may be required to achieve the goal of ubiquitous access to broadband services.

FIC Recommendations
The levels of inequality in access to IT&C still remain high, while a cost effective broadband connectivity
solution is a must to bridge the Digital Divide between the developed urban areas and the developing white
zone located mainly in rural areas.
The next and greatest challenge for Romanian policy-makers is to define a new broadband strategy, based
on the above principles, that identifies ways of making these Digital Agenda targets happen.
A good first step would be to quantify the gap between the targets and what the market is likely to provide,
with detailed analysis on an area-by-area basis. This gap may be closed by efficient supply-side incentives
(the Universal Service Fund could be a framework) and by demand-side stimulation backed by Government
initiatives, but ultimately the scale of the challenge will almost certainly need large-scale external funding.
Investors might be interested in supporting the Government in continuing the IT&C programs, such as
‘Knowledge – Based Economy’, ’Telecenters’ and ‘Computers for Schools.’ Public-Private Partnerships
between operators and public entities could be a solution to (public) financial constraints. PPPs would
be an intelligent solution to mitigate the problem of lack of public money, especially as PPPs can draw on
EU funding, which can be shared between the operators committed to building the rural broadband
infrastructure. Public administration can also benefit directly from the achievements of the private sector
and learn from its good practice.
At the same time, government support is needed to accelerate the implementation of the Ro-NET project
(Project for the development of broadband), where a new strategy has been approved and for which two
tenders will be launched (Feasibility Study and Programme Management).
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Management of Public Institutions
10.1.

Positive developments

Improving corporate governance in State Owned Companies (SOEs) is an objective undertaken
by the Romanian Government as per the Letter of Intent addressed to the International Monetary Fund.
The regulation on corporate governance in SOEs – Government Ordinance 109/2011 - was passed in
September 2011 and entered into force in December 2012 establishing clear, transparent criteria and
procedures for selecting independent boards and professional management teams in SOEs.
This Ordinance sets a good framework for setting these companies on the path towards
greater profitability and efficiency requiring increased transparency and disclosure (including regular
independent audits and publishing of quarterly financial reports), stricter rules for reporting and approving
transactions with affiliates and better protection of minority shareholders’ rights.
Likewise, it clearly stipulates that the tutelary authority and the Ministry of Public Finance cannot
intervene in the management activity of SOEs while business plans with detailed objectives and
implementation schedules must also be drafted once the boards and management are appointed.
The Government has acknowledged that the consequence of not doing so would be the “perpetuation of
dysfunctions in SOEs,” which would affect their capacity to “contribute to balancing the state budget and
re-launching the economy.” Successive Romanian governments have publicly stated their commitment
to reform state-owned enterprises, acknowledging that independence from political influence and
professionalism of management teams are essential for improving the efficiency of these companies.

10.2.

Areas for improvement

10.2.1. Corporate governance in SOEs
The government’s decision to pass such legislation should have led to the implementation of good
governance mechanisms in SOEs. The implementation of this regulation has started. However, the sense
of urgency has been lost since the Ordinance entered into force and significant delays have occurred in
this process. More than one year on, only a few companies have independent boards, even fewer have
professional managers and, in most cases, the process of selecting human resources consultants has not
even been finalized.
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Moreover, in those companies where the Ordinance has been implemented there have still been difficulties,
such as (i) in some SOEs, temporary board members and managers have been appointed, but they are,
nevertheless, allowed to make significant changes in top and middle management positions, (ii) in other
SOEs, candidates for the Board recommended by independent consultants and ultimately appointed were
still politically affiliated or had no relevant professional experience.
Most of the provisions relating to transparency and disclosure have not yet been implemented in SOEs.

FIC Recommendations
Corporate governance in SOEs should be improved by implementing adequately and swiftly the rules
on independent boards and professional management, as well as those relating to transparency and
protection of minority shareholders. The more the process is delayed, the more these chronic inefficiencies
will affect SOEs. Likewise, a single public authority should be appointed to oversee the enforcement of the
Ordinance in all SOEs. This would streamline the process and would be a new sign of the Government’s
commitment towards reform. Another sign of such commitment would be to amend the Ordinance to include
requirements for SOEs to implement its provisions within a set period and to specify time limits on
appointments of independent boards and general managers.
Moreover, the Romanian authorities have already showed commitment in the latest letter of intent
addressed to the IMF, asking to accelerate the implementation of corporate governance rules and promising
to select only professional board members and management from lists of qualified candidates prepared by
an independent human resources consultant hired to assist in the process.

10.2.2. Transparency
The passing of a law without proper consultation with professionals in the field, as well as frequent changes
in legislation have increased the uncertainty for investors, making them more reluctant to invest.
Moreover, the costs of such regulations are high for companies which have to struggle to adapt or acquire
systems and expertise to cope with the changes. As any regulation should be governed by the general public
interest, stakeholders should be involved in the law making process as the owners of the best knowledge in
the area in which they operate.

FIC Recommendation
The transparency of the law making process should be increased by conducting comprehensive and proper
consultations with the relevant stakeholders, particularly with the business environment.
A clear rationale for the proposed changes should be provided, preferably accompanied by a quantitative
and qualitative impact assessment.

10.2.3. Public investments
There are currently about 40.000 projects financed from public money and all seem to enjoy the same degree
of priority. As a result, with the limited available resources spread thinly among so many public projects,
very few get finalized each year, while large amounts are being spent merely for conservation purposes,
with no tangible result for the economy. This is at least part of the reason why Romania has one of the worst
physical infrastructures in the EU, which in turn represents a deterrent for investors, both local and foreign.

FIC Recommendation
A Government unit should be set up to prioritize public investments. This unit should be responsible for
presenting to the authorities every year the proposed public investments to be financed from the budget or
donor funds, based on efficiency criteria. Once the list is approved, there should be no deviations except in
exceptional publicly disclosed and justified cases.

10.2.4. Structure of salaries in public sector
People holding key positions in public institutions- President of the country, Ministers, Secretaries of
State, etc. - as well as others holding highly skilled jobs (such as doctors) have salaries lower than those
of mid-managers in some private companies or even in some SOEs. There is, therefore, a disincentive for
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talented people to join the public sector. Moreover, the current structure of salaries in the public sector
has two other collateral negative effects: high-ranking people are perceived as having accepted their jobs
because of reasons mostly associated in the public perception with corruption, while many well-trained
people choose to emigrate, thus depriving the country of talented people it has spent money training.
It is, therefore, clear that a new payroll structure rewarding responsibility and competence should be
devised for the public sector by restructuring the current system, but without suffocating the private sector
with new taxes.

FIC Recommendation
The structure of salaries in the public sector should be changed to reward skills and responsibilities.
To avoid an increase in the overall public payroll bill, this measure should be accompanied by a reduction
in the overall number of employees.

10.2.5. Clear separation between different roles of the State
There should be a clear regulatory separation between the roles of the state as policy maker and other
functions of the state. Whenever there is an unclear involvement of the state in the activity of companies,
especially in SOEs, uncertainties are raised for investors. To encourage investors to develop businesses in
Romania and to ensure the conditions for professional management of SOEs and for a functional market,
one important tool is to ensure separation between the state’s roles as shareholder and as law maker in a
coherent and transparent manner. Such regulatory separation should be reinforced by a full administrative
separation of the responsibilities in different capacities. The State should clearly define its behaviour in each
of its capacities and disclose promptly any conflict of interest deriving from such capacities.

FIC Recommendations
Separation between the state’s role as shareholder and as lawmaker should be formalised - The state’s
role as policy maker should be to act in the public or general interest, while the state’s role as majority
shareholder should be to maximise the company’s profits. Between the two roles, conflicts may arise.
To manage such situations, corporate governance rules should defined and implemented along the following
lines: (i) SOEs should not be exempted from the application of general laws and regulations. (ii) Any such
regulation should observe the transparency issues outlined above. (iii) Any obligations and responsibilities
outside the generally accepted practices that state owned companies are required to undertake should be
clearly mandated by laws complying with the above recommendations. (iv) The state should disclose the
ownership rules meaning the overall objectives of the state ownership and its specific role in the corporate
governance of the SOE. (v) The state should refrain from becoming involved in day to day management and
should allow the management of SOEs to independently exercise their responsibilities. (vi) The exercise of
ownership rights should be clearly identified within the State’s administration as mentioned in the corporate
governance recommendation.

10.2.6. Implementation of a legal framework to allow and stimulate 		
the development of covered/corporate bonds
Currently Law 32/2006 regulates the issuance of mortgage bonds only, but no issuance has yet been made
because the law is not aligned with international standards. The Romanian Banking Association (ARB) has
suggested amendments to Law 32/2006 to align it with international standards.
This would allow the development of the capital market and allow banks to diversify their funding sources
with positive effects on credits granted to legal entities and private individuals.

FIC Recommendation
A legal framework should be implemented to allow and stimulate the development of covered/corporate
bonds. This would bring significant benefits for banks. Currently, banks are confronted with discrepancies
between the maturities of loans granted and of the resources attracted as deposits (1-3 months), which
limits their potential to grant loans, especially long term and especially in RON. The issuance of covered
bonds would allow banks to diversify their financing sources by using the existing loan portfolio, and, based
on clear eligibility criteria, these covered bonds could be accepted as guarantees at the National Bank of
Romania (as is happening in other EU member countries). The development of the covered bonds market
would also make an important contribution to the development of the local capital market as a whole.
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10.2.7. Improving the monitoring capabilities of the government
The development over the years of the financial performance of SOEs is just one of the cases in which lack
of monitoring has allowed initially manageable situations to deteriorate into serious problems.
Persistent mis-management has led to many SOEs accumulating huge losses and significant levels of
indebtedness. For some, the issues they are now facing are so big that no restructuring is possible any more
without a huge amount of state aid, which the European Commission may be reluctant to grant approval for,
and no serious investor is likely to consider investing in these enterprises. Consequently, closure may be the
only option for some of the distressed companies, with all the negative financial and social consequences
deriving from such a process. Even the solution of insolvency, which the government has started to
implement for some SOEs, may not lead to a different outcome, apart from the fact that it creates a huge
moral hazard. Therefore, improving the monitoring capabilities of the government would seem to be logical
to avert the occurrence of such situations in the future. This would also help to prevent huge delays in other
areas, such as absorption of European funds or major infrastructure projects, to give just two examples.

FIC Recommendation
A committee should be set up to monitor the way the various ministries/agencies implement the
government’s economic program. This committee should draw the authorities’ attention to deviations from
deadlines or targets – for example the level of absorption of EU funds or delays contracting or building a
motorway – so that the government can take the appropriate corrective measures in due time.
The committee should also signal at an early stage if any particular SOE is facing problems, to avoid
situations where closure becomes the only option.

10.2.8. Implementation of electronic garnishée orders to improve 		
cash collection for the state budget
In the past two years, ANAF (the National Agency for Fiscal Administration) has taken steps towards
implementing a system which would automate garnishée order flows between the institution and the
banking system. Although there have been several proposal from Transfond in cooperation with the
Romanian Banking Association (ARB), due to the frequent political changes, no decision has yet made
in this respect. ANAF, as well as all parties involved/stakeholders would benefit greatly from the
implementation of such a system, which would involve no costs for ANAF and reduced costs for the banking
institutions, while the decrease in the amount of time needed to process a garnishée order in electronic
format would also be beneficial.

FIC Recommendation
The National Agency for Fiscal Administration should agree on the implementation of an electronic
garnishée order system in close cooperation with the banking community (via the Romanian Banking
Association and Transfond), to improve information flows. This would bring great benefits to the state
budget, given that for the time being, the setting-up of a garnishée order takes longer, and needs more
resources, both from ANAF and from the bank. At the same time, this also affects the company or individual
against which the garnishée order is enforced, due to the period of time from the setting-up to the ending of
a garnishée order, and lack of access to funds, after the required amount has been paid.
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