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About this publication

This publication is a product of the Open Society Institute T Soya
within the European Policies Initiative (EuPl) and the project fiThe
Unynished Business of the Fifth Enlargement Countrieso.

fiThe Unynished Business of the Fifth Enlargement Countrieso is a
policy project of the Open Society Institute T Soya within the European
Policy Initiative (EuPl).

The EuPl aims at stimulating and assisting new Member States from CEE
to develop capacity for constructive co-authorship of common European
policies at both government and civil society levels (www.eupi.eu).

The project was implemented from May 2008 to April 2009. The main
outcome of the project is a publication comprised of ten national reports
and a comparative analysis. The national reports describe and analyse
the post-accession state of affairs in the ten new member states (NMS)
from CEE. They do not include data gathered after December 2008, and
therefore do not repect the latest impact of the global economic crisis.
The comparative analysis may have references beyond this period.

The projectis research methodology was based on the initial
hypothesis that although the new EU member states from CEE have
formally complied with all EU membership criteria and thus completed
the accession agenda, speciyc problems persist. These problems are,
to a certain extent, common among them due to shared historical
experiences and legacies. In view of their comparable level of integration
in the EU, the new member states could look for common answers to their
post-accession challenges and, in doing so, contribute to the competitive
advantage of the EU as a whole.

The research hypothesis has been tested through inquiry and analysis
conducted by national experts from each of the ten new member states
from CEE: Bulgaria, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland, Romania, Slovakia and Slovenia. These national
experts adhered to the same methodology and were asked to describe
and analyse the post-accession state of affairs in eleven policy areas.
Through this process, the experts were able to identify existing and/
or potential post-accession fiproblem areaso in their countriesi political
development and governance, economic development, welfare system
and social inclusion, health system, educational system, justice and
home affairs, migration, research and innovation, agriculture and rural
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development, regional development, level of EU funds absorption and
their correlating impact.

The national experts were also asked to identify the existing
membership leverage for post-accession problem-solving in each policy
area and to provide a typology according to the following criteria: active
and passive EU leverage,! hard and soft mechanisms for inpuence, and level
of signiycance and effectiveness of their impact.?

On the basis of the national expertsi ten country reports and the
typology of the membership leverage represented by a table (Part C) in
each report, a comparative analysis of the post-accession state of affairs
was developed.

Authors of the country reports:
Bulgaria
Open Society Institute T Soya expert team:

George Angelov, Senior Fellow, Dr. Hristo Hinkov, lvanka lvanova,
Program Director, Assya Kavrakova, Program Director, Marin Lessenski,
Policy Analyst, EuPI, Elitsa Markova, Program Director, Zvezda Vankova,
Program Coordinator, Boyan Zahariev, Program Director, Dimitar Vaneyv,
Expert, Ministry of Agriculture, Madlen Vladimirova, Private Consultant
on CAP

1 The active and passive leverage typology is deyned and used by other
authors mainly with regard to the EUis role for stimulating reforms in the candidate
countries (Vachudova, M. A. (2002) The Leverage of the European Union on Reform
in Postcommunist Europe, Paper presented at the Conference of Europeanists, The
Council of European Studies, Chicago, 14-16 March, 2002) where the active EU
leverage concerns the linking of the progress of accession with the adoption of EU
norms while the passive one is the attraction of the EU as a gravity centre of prosperity
and successful development. For the purpose of the present study the typology is used
to assess the effectiveness of the membership leverage over the new member states
from CEE.

2 After the accession to the European Union the membership leverage over the
member states is active with the exception of some policy areas, where the EU still
exerts passive leverage because further integration depends on meeting certain post-
membership conditionality (i.e. accession to the Schengen area; accession to the
Euro area). Moreover in the policy areas where decisions are taken primarily on the
EU level, the membership leverage is hard as breaching the rules is accompanied by
sanctions and therefore it is signiycant in terms of inpuence on a national level and
effective as it manages to ensure the necessary enforcement by national stakeholders.
The opposite is evident with regard to the membership leverage in policy domains of
national competence where the EU produces mainly recommendations which are not
binding and therefore are not accompanied by sanctions (soft leverage) and most
often neglected by national decision-makers, which makes them non-signiycant in
terms of impact and therefore non-effective (e.g. the Open Method of Coordination in
education and social inclusion).
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Czech Republic

Radomir Gpok, Executive Director, EUROPEUM Institute for European
Policy

Estonia

Alf Vanags, Director of the Baltic International Centre for Economic
Policy Studies (BICEPS)

Hungary

Co-ordinating author: Tam8s Szeml®r, Ph.D, Scientiyc Deputy Director,
Institute for World Economics of the Hungarian Academy of Sciences,
Budapest

Contributing authors: Bence PetRvS8ri, Ph.D Student, Corvinus University,
Budapest, Dr. Ang®la Rag8ny, trainee at the Legal Service of the Council of
the EU, Dr. Mikl-s Somai, Ph.D, Senior Research Fellow, Institute for World
Economics of the Hungarian Academy of Sciences, Budapest, Judit Szil8gyi,
Research Fellow, Institute for World Economics of the Hungarian Academy
of Sciences, Budapest, Ph.D Student, Corvinus University, Budapest

Latvia

Lead author: Dr. Andris Spruds, Lecturer at the Riga Stradins
University, Faculty of European Studies, and Vidzeme University College,
Department of Political Science

Co-authors: Martins Daugulis and Karlis Bukovskis
Lithuania

Vitalis Nakrogis, Associate Professor at the Institute of International
Relations and Political Science (Vilnius University) and partner in the
Public Policy and Management Institute, and Ramgnas Vilpigauskas, Chief
Economic Policy Advisor to the President of Lithuania

Poland

Leszek JesieE, EU Policy Coordinator, Polish Institute of International
Affairs

Romania

Cristian Ghinea, Director of the Romanian Center for European Policies
(CRPE)

Slovakia

Vladimir Kvetan and Karol Frank, Institute of Economic Research of
the Slovak Academy of Sciences

Slovenia

Urban Boljka, PhD Candidate, University of Ljubljana
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Executive Summary

Romanians joined the EU with great hopes and high expectations.
Accession seemed to be the ynishing line of a painful transition, in all areas:
economic, social and political. Soon it became clear that the EU is not a
panacea to all problems in the country and certainly not the answer to all
hopes. There was a state of general confusion after 2007, not because the
EU failed in some particular yeld but because the previous expectations
were too high. During accession negotiations, the country seemed to have
a direction and a goal. Once the process ynished, we lived in the same
country, but without a clear goal.

The strict EU conditionalities put the country on a clear track for several
years, and ensured some stability and progress throughout the 2000-2007
period. The political crisis, which took constitutional dimensions in 2007
with the impeachment of the President, represented a return to confusion
and instability and raised even more questions about the credibility of
politicians. Many Romanians still expect the EU to help them gain rights
and social advantages that only domestic politicians can decide upon. Very
recently, a labour union leader declared he would denounce the national
government to Brussels for not increasing salaries in his yeld. It seems
that, after so many years of EU tutoring, many actors have come to depend
on Brussels too much.

EU leverage over Romania is much weaker now than it was before
accession. Even where the European Commission has formally retained
some power, such as in anti-corruption policies through the Cooperation
and Veriycation Mechanism after accession, local interests have prevailed.
The government and the majority in parliament have succeeded in
dismantling the anti-corruption mechanisms created with EU support in the
pre-accession period. The European Commission will have no other choice
but to maintain the post-accession veriycation, using more fistickso such as
cutting some EU funding.

Romania is a hesitant actor in its full EU-member capacity and it is not
actively involved in the great debates and dilemmas regarding the future
of the Union. Romania promotes actively its interests in narrow yelds such
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as EU policy towards the Republic of Moldova. fiEuroped as a concept still
seems an imaginary reality which provides funding.

Although the Romanian economy has enjoyed seven years of sustained
growth, at an average of over 5%, the very structure of the economy is
still precarious, based on investments and poorly qualiyed labour, and
far from the R&D-based economy envisaged by the Lisbon Strategy.
Agriculture contributes disproportionately to the national GDP but ensures
only minimal subsistence for millions of peasants with average farms
of around 2.5 ha. The infrastructure is weakly developed and remains
a problem despite heavy increases in budget spending. Corruption and
administrative blockages make the infrastructure unable to keep up with
economic developments, becoming an obstacle to further investments.
Both the educational and health care systems are in perpetual reform, with
permanent small adjustments and limited overall transformations. Romania
is not yet able to take advantage of the EU inter-governmental mechanisms
(e.g. OMC) in the above-mentioned areas and a common Romania-EU
strategy should be created to address this problem.

EU funding is a promise that is still expected to be delivered on. The
years 2007 and partly 2008 were spent preparing the relevant procedures
and Romania ended 2007 as a net contributor to the EU budget. Still, the
high number of projects submitted shows a serious need for changes in all
major areas, such as transportation, public services, rural development,
and environment.
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Political Development
and Governance

Summary

The Romanian political spectrum is
highly fragmented, with unstable
alliances between parties and a
general tendency to ignore policies
over politics.

The popular President Traian Bas-
escu has been the central ygure in
the last years, with parties organ-
ising alliances for and against him.
The semi-presidential Constitution
has created a confused system,

as the directly elected President
is unable to control governmental
policies, with the disputed excep-
tion of foreign policy and national
defence.

EU integration was a major objec-
tive for all the signiycant parties,
including the extreme right, until
2007. But the accession was fol-
lowed by political and constitu-
tional crises which included the
impeachment of the President. The
minority government of the Liberal
Party was blackmailed by the pop-
ulists in parliament into increas-
ing social spending, which made
Romania face the current economic
crisis with a budgetary deycit of
3.5-4% for 2008 and gloomy per-
spectives for 2009. A new govern-
ment was formed after the unde-
cided November 2008 elections,
with the two major parties creat-
ing a figrand coalitiono of more
than 70% in parliament. But the
chances of the former enemies to
succeed in this formula are small.

Issue: Recent political
developments

Romanials President Traian
Basescu was elected in 2004
with the support of a coalition
between his own Democrat-
Liberal Party (formerly social-
democrat, now centre-right)
and the Liberal Party (right-
wing). Winning the presidency
in a dramatic second round
of voting, Basescu used his
position to appoint the Liberal
leader Calin Popescu-Tariceanu
as Prime Minister and brought
two minor parties into a
coalition to ensure a majority
in parliament. This coalition
functioned with major tensions
until 2007, striving for EU
accession. The latent tensions
between the President and
the Prime Minister became
unbearable after accession, the
former accusing Tariceanu of
corruption and ties with shady
business interests. Tariceanu
was unhappy with the activity
of the Basescu-supported
Justice Minister Monica
Macovei, under whom the Anti-
corruption Ofyce launched
several spectacular corruption
investigations targeting eight
former and current ministers.
As a result, the coalition
imploded and the Presidentis
party was excluded from the
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The political crisis government in April 2007. The Liberal

took constitutional Party formed a minority government
. . with the Hungarian Party, ofycially
proportions in securing 20% of the votes in parliament,

2007 When_ th? but receiving the added support of the
new majority In Social Democratic Party.

parliament impeached An awkward game started between
Basescu, accusing the politically isolated President,
him of breaking the the weak government and the leftist

opposition, with the latter passing
laws and forcing the government to
apply them. Against all odds, Tariceanu stayed in ofyce until the winter
2008 elections. The political crisis took constitutional proportions in 2007
when the new majority in parliament impeached Basescu, accusing him
of breaking the constitutional order. This accusation was rejected by the
Constitutional Court, but parliament continued the procedure. Basescu was
suspended for 30 days, during which a referendum had to be held in order
to ratify parliamentis decision. Although the turnover was low, Basescu won
the popular vote, with more than 70% rejecting his impeachment.

constitutional order

The general elections held in November 2008 led to a virtual equality
between the Presidentés PDL and the leftist PSD, each of them winning
around 33% of the votes. The Prime Ministeris Liberal Party placed third
with 18%. Each of the two big parties needed Liberals in order to be able to
form a government but the political game was further complicated because
in the absence of a clear winner, the current President had the right to
appoint a person of his choice to form the government. Thinking they
were the indispensable king-makers, the Liberals demanded the position
of prime minister, an awkward request from a junior partner in a future
coalition. Given the situation, a spectacular move took place when the
formal enemies PDL and PSD formed a grand coalition and the government.
President Basescuis party formed an overnight alliance with the party he
had permanently accused of corruption.

Issue: Stability of government and capacity to reform

Until the 2008 elections, the weak position of the Liberal government,
permanently blackmailed by its allies in the legislature to increase social
spending, led to incoherent budgetary policies. The public budget deycit
reached 2.9% in 2007 and jumped over 3% in November 2008. The
politicisation of public administration and independent agencies as well as
the fipork barrel-likeo distribution of resources took endemic proportions.

A new electoral system was adopted for the 2008 elections. As the old
proportional system of closed lists was accused of creating unaccountable
MPs, a strong public campaign advocated a uninominal (one MP per
constituency) system. The outcome is an awkward mixed system based
on uninominal vote with proportional distribution of the seats. Although it
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allows the electorate to vote for fipeople not listso (as the campaign slogan
asserted), the distribution mechanism is difycult to understand even for
experts and led to situations in which the candidate winning the largest
number of votes (but less than 50%) lost the seat, since the distribution
took into account the partyis score for each county. Thus, around 30% of
the newly elected MPs actually lost the competition in their constituencies,
but won the seat because of the redistribution mechanism, at the expense
of the candidates obtaining more votes (if a candidate from the same party
obtains more votes in another constituency in the same county, he/she gets
the seat although he/she did not run there). The new system created much
confusion and will most probably be changed for the next elections.

As noted above, the November 2008 elections did not produce a clear
winner and an unexpected figrand coalitiono was formed by the two biggest
parties. The new alliance has more than 70% in parliament and easily voted
into ofyce its government led by Emil Boc, the formal president of the PDL,
while Mircea Geoana, the PSD leader, became President of the Senate.
The two parties equally split the chairs in the government and created a
complex political mechanism to manage their alliance. They also signed a
document called fiPartnership for Romaniad which lists some policies to be
promoted by the new executive. It mixes necessary ynancial measures to
deal with the economic crisis with populist promises. Few people expect
the new alliance to last four years as the signed document stipulates. The
internal tensions between the two old enemies will be aggravated in 2009
by the presidential elections, when the two partners will compete against
each other, with the PDL supporting Basescu for a second term in ofyce and
the PSD opposing him by running its own candidate.

Romanian governments are not committed to the existence of
autonomous regulation agencies. Some were created in the pre-accession
period with EU assistance in order to enhance the stateis role in regulating
the communication and energy sectors. But the new agencies are besieged
by the political parties and private companies. The most dramatic cases
concerned the sacking of the director of the autonomous National Agency
for the Regulation of Telecommunication. Although this agency scored high
in several evaluations undertaken by independent auditors, the government
intervened without proper explanations, therefore the allegations of
pressure from powerful communication yrms cannot be ignored. The
former manager sued the government and won, but the Prime Minister
simply changed the name of the institution in order to avoid applying the
judgeis decision. As the autonomy and functionality of this agency were
guaranteed by the EU agreements and the EC has serious leverage in the
communications area, this case should be used as an example in the event
of future attempts to politicise autonomous agencies.

In January 2009, the European Commission started an infringement
procedure against Romania, considering that the removal of the former
manager and the decision to change the name of the institution compromised
the independence of the agency.
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Issue: Euro-scepticism

Romania has one of the highest levels of trust in the European Union
and Euro-scepticism is low. According to the 2008 Eurobarometer, for 67%
of Romanians (the highest level in the EU) the European Union conjures a
positive image. The same survey shows that 64% of Romanians consider
that Romaniais EU membership is a good thing and 65% consider that
the country has beneyted from being a member. Romanians also tend
to trust the European Union (66%) more than they trust their parliament
(12%) or the national government (17%). Although popular trust in the EU
has decreased in the last few years (it was 80% in 2004), the Romanian
population continues to invest hope in the EU, as an effect of overwhelming
distrust in national actors. This may give the EU some unofycial political
leverage over Romanian politicians, since the declarations of EU ofycials on
Romania tend to create sensations in media and political circles.

Issue: Relative inpuence of populism and nationalism
(xenophobia)

The parliament elected in late 2008 is the yrst Romanian parliament since
1992 where no xenophobic parties are present. The traditional leader of the
extreme right in Romania, Corneliu Vadim Tudor, lost his seat in the Senate
and his Great Romania Party remained outside the legislature, far below
the 5% electoral threshold. This was a result of the general improvements
in the economy and of speciyc political developments, in which Tudor was
faced with the rise of a new extremist leader, Gheorghe Becali. Tudor
traditionally won the votes of the people frustrated with the transition,
but the eight years of economic growth and the massive migration of low-
skilled workforce to the West shrank his political base. While he started as
a possible ally of Tudor, Becali ynished as an open enemy despite the close
political views of the two. Becali is one of the richest Romanians, having
made a fortune from real estate transactions, some of them illegal. He owns
the popular football club Steaua Bucharest and exhibits extreme bigotry
and intolerance in his frequent public appearances. Several years ago he
literally bought a party, called the New Generation Party, in order to lead
Romania as, he claimed, God had ordered him. Becali ran in the November
2008 elections in a Bucharest district dominated by poverty and poor living
conditions where people rebelled three years ago against the electricity
company that cut off power supply to a neighbourhood for not paying its
bills. Becali intervened and paid the debts in front of TV cameras. Despite
such spectacular gestures, Becali was not voted for by the people he had
paid for and took only third position in that constituency. His party won less
than 2% of the national vote despite the huge media presence of Becali,
who used to bribe journalists in order to get media attention. Although it
respects the proportional distribution, the new electoral system based on
nominal constituencies did not help leaders like Tudor and Becali who failed
to build party apparatuses and expected to win votes only by the power
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of their personalities. With both extremist leaders outside parliament, it
remains to be seen if they will challenge the political establishment from
the streets, especially if the economic crisis hits Romania hard.

Issue: Major issues of public opinion, including
corruption perceptions

Romania ranked 70th out of 180 countries in Transparency Internationalis
2008 Corruption Perceptions Index, the second worst position in the
European Union. The perception of corruption seems to be worse than the
actual situation, as the country received an overall rating of fistrongo (81
out of 100) in the 2007 Global Integrity Index. Romania has one of the
strongest legal anti-corruption frameworks assessed by Global Integrity.
However, if Romaniais score for the legal framework is high (96 of 100), its
score for actual implementation is much lower (65 of 100). Romania has a
very large implementation gap (31), with practical implementation of anti-
corruption laws being weak. That said, Global Integrityis position is that
Romania fihas a consistent moderate-to-good governance performance,
with few obvious trouble spotso.

The 2008 Nations in Transit report shows that Romania maintained its
2007 score for Electoral Process, Civil Society, Independent Media and
Corruption but scored worse for Judicial Framework and Independence.
Romaniais overall Democracy score was the lowest among the EU new
member states. Corruption remains a major concern for public opinion, but
its importance in the political arena is visibly decreasing. President Basescu
won his yrst term in 2004 with a strong anti-corruption message, directed
mostly against the Social Democrat Party (PSD). As the PSD formed
the government in December 2008 in alliance with Basescuis party, it is
expected that corruption will lose its pre-eminence on the ofycial agenda.
A good part of the pro-Basescu public expected the return of the popular
anti-corruption campaigner Monica Macovei as Justice Minister, but the PSD
vetoed this move. Thus this public, already disappointed by the alliance
with the PSD, found new reasons to feel betrayed. The economic crisis
and its effects is tending to become a major preoccupation for the media,
and it will probably dominate the agenda in 2009. The new government
faces difycult challenges, with an unbalanced public budget, inpationary
pressures and rising unemployment.

Issue: Participation at EU level (representation
in the EC, EP, major positions supported/promoted
by the country)

With its 22 million people, Romania has the seventh largest population
among the European Union member states (4.4% of the total EU population).
Hence, Romania has been allocated 35 seats (out of 785) in the European
Parliament. In the Council of Ministers Romania has 14 out of 345 votes,
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i.e. 5.4% of the votes necessary to reach a decision by qualiyed majority
and 15.3% of the votes necessary to obstruct any decision. The general
feeling in Bucharest and Brussels is that Romania is not yet prepared to
play its role as an EU decision-maker accordingly with its formal power.
The broken promises made during the accession process have given the
country a poor image among Brussels circles, and the continuation of
the monitoring mechanism on justice and agriculture undermines the
credibility of Romanian initiatives at EU level. The Romanian government
has expressed only marginal positions on major European debates, such as
the CAP fihealth checko or climate change actions. There are three issues
that Bucharest has tried to put on the EU agenda since its accession in
2007: Black Sea region security, enlargement towards the Republic of
Moldova and EU common policies for the Roma minority. The Black Sea
Initiative of the EU is for the moment a diplomatic success which remains to
be conyrmed by real actions. Romania has a long-term strategy to keep the
EUbs door open to the Republic of Moldova, a neighbour country with which
it shares a common history. Romaniais strategy is to bring the Republic of
Moldova closer to the status of ofycial candidate and Bucharest successfully
promoted in October 2008 an EU Council statement promising Moldova
a membership perspective if the country continues reforms. Finally, the
Romanian attempt to secure EU involvement in solving Roma community
problems has had little tangible effects. Nice speeches have been given in
Brussels, but the majority of EU countries oppose the precedent in which a
transnational population is recognised as a European minority. Thus, while
the EU will try to coordinate national efforts, the Roma situation will be
dealt with at national levels. Although Romania hoped for the creation of
an EU agency for Roma and an fiEU-isationo of the issue, this has not been
accomplished.

Conclusion

The European Union has little leverage in the political area after
accession. Romania ofycially met the Copenhagen political criteria after
starting accession negotiations in 2000. During the accession process,
the European Commission took advantage of its gatekeeper position to
correct some lagging areas. Thus, the EC defended freedom of speech,
independence of public service and anti-corruption mechanisms during
the one-party, strong government of Adrian Nastase (2000-2004).
After accession, the EC lost its leverage over politics. The eagerness of
Romanians to join the EU created huge pressure on Romanian governments
to follow the negotiations agenda in the pre-accession period. But once the
big prize was secured, Romanian politicians clearly changed their attitude
after accession. The European Commission has been attacked whenever
it has intervened to remind Bucharest of its previous promises. The post-
accession monitoring mechanism in justice and agriculture has proved to
be ineffective in keeping the country on the right track. The collaboration
of the minority government and opposition Social Democrat Party (PSD)
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was Vvisible in 2007 and 2008 in their efforts to dismantle the anti-
corruption institutions created with EU assistance before 2007. With a new
government in which the PSD is an equal partner, it is not clear at all that
Romania will ensure the independence of the Anti-corruption Ofyce (DNA).
The Commission should maintain the pressure on the new government and
it should consider continuation of the monitoring mechanism after 2009.

The post-accession political crisis in Romania is not an exception in the
CEE region, but the Romanian case is exceptional given the dimension of the
crisis and its constitutional implications. The EC and other EU institutions
should use their indirect inpuence to signal about the implications of
political instability over Romaniais policies, especially in areas connected
with EU interests, such as budgetary stability, foreign policy and anti-
poverty strategies.

Also, the EC should use the limited ofycial leverage still at its disposal.
State subsidies in the economy should be carefully monitored. With some
of the big Romanian companies facing problems in the current economic
turmoil, pressure to grant them state subsidies will increase. The EC
should ensure a clear and transparent process for granting such transfers,
preventing the traditional method of state help for companies which are
better connected with the parties in power.
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Economic Development

Summary

Romania remains the second
poorest country in the EU and
eight years of solid economic
growth have not changed this
situation. Some independent
forecasts estimate that at the
current pace, the country will need
more than 20 years to reach the
EU-25 average. But the economy
already shows worrying signs.

The Liberal government in ofyce
until December 2008 increased
budgetary spending and the deycit
jumped to over 3%. The possibility
to pump state money into the
economy to deal with the economic
crisis is limited. Major Romanian
companies have announced
collective layoffs and pressure on
the public budget is increasing.
Social frustration is consistent, as
the eight years of growth have not
brought signiycant improvements
in the infrastructure or education
system. The newly installed
government has set bold targets
(1.7% deycit in 2009), but it will
need strong political will to deliver
on some of the electoral promises
made by the parties that formed
the new executive. Budget cuts
are needed to face the crisis but
the new coalition government

has limited chances to remain
united when confronted with such
challenges.

Issue: GDP per capita
and economic growth

Romania has only the second
lowest GPD per capita in the

European Union, estimated
at 09 800 (PPS). Fuelled by
increased investment, rising

wages and a lending boom, Ro-
maniais economy grew faster
than expected, reaching 9.3%
in the second quarter of 2008
T up from 8.2 % in the yrst
quarter. This growth rate was
more than three times higher
than the EU average and sec-
ond only to Slovakials.

The fastest growing sectors
were construction and services.
The country also witnessed the
highest retail growth in the Euro-
pean Union. Seventy-yve percent
of the economic output comes
from the private sector. Although
2008 was the eighth year in a
row with signiycant economic
growth, the global ynancial crisis
had already started to take its
toll on the countryis economy.
Budgetary revenues decreased
in October and November 2008
and major companies announced
collective layoffs in an attempt to
deal with the crisis. As the lend-
ing conditions of banks become
stricter and foreign investment
freezes, the economic growth for

2009 is estimated at 3-5%, although these estimations are not very reliable
since the full effect of the crisis is not yet visible in Romania.
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Issue: Budgetary deycit and public spending

Since budgetary spending is on the rise, the current ynancial crisis
leaves few options for state intervention. In June 2008, the European
Commission warned that Romaniais budgetary deycit was set to rise from
an estimated 2.9% in 2008 to 3.7% in 2009, over the 3% EU limit. This
estimation was contested by the Romanian government at that moment
but proved to be overoptimistic. The budgetary deycit jumped to over
3% in November 2008 and the governmentis aim (2.3%) proved to be a
moving target. The new government has set the ofycial target of reducing
the budget deycit to 1.7% in 2009, but it is hard to imagine how this could
be achieved. The document signed by the two parties forming the new
government sets this optimistic target, but at the same time promises to
launch various investment projects in order to boost the economy.

In October 2008, on the eve of the parliamentary elections, the Chamber
of Deputies unanimously passed the Social Democratsi bill awarding a 50%
pay raise to more than 400 000 teachers. The former government was
caught by surprise, although its own MPs voted for this populist bill, and
Prime Minister Calin Popescu Tariceanu asked for a ruling from Romaniais
Constitutional Court. The Constitutional Court upheld the constitutionality
of the law and the bill was approved by President Traian Basescu. This led
to growing demands for higher salaries in the public sector and trade union
threats of general strikes. The new government is composed of the same
parties that publicly supported the rise in teachersi salaries. It is not clear
if they will follow their own populist rhetoric from the election campaign.

Unlike the Euro area, which succeeded in halving its budgetary deycit
between 2003 and 2006 (from 3.1% to 1.5%), Romania missed the
opportunity given by its economic growth in the last few years and increased
its deycit. Investment spending of the public administration reached (3.2
billion in the yrst seven months of 2008, more than double the amount
invested during the same period of the previous year. Personnel spending
also went up 34% to almost 5.5 billion, not taking into consideration the
last political scandal surrounding teachersi wages.

As regards the distribution of wealth, Romania has a Gini index of 31,
not far from the average EU Gini index of 30.7. However, it is worth noting
that the Gini index emphasises declared income and excludes the informal
economy, which is an important part of the Romanian economy.

Issue: Inpation

Romania ended the troubled period of the late 1990s with hyperinpation.
The Central Bank and the governments adopted anti-inpationary policies
which succeeded in bringing inpation down to less than 10% in 2004, for
the yrst time after 1989. This created conditions for credit expansion,
which saw a real explosion in the last few years. The sums contracted
by Romanians for periods longer than yve years were six-fold higher in
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December 2007 compared with the same month in 2005. But the higher
wages and increasing budgetary deycit drove annual inpation to a three-
year high of 9% in July 2008, raising concerns about a new inpationary
cycle. The high rate of inpation forced the Central Bank to raise its key
interest rate to 10.25%, currently the highest in the EU. The National
Bank of Romania estimates that the annual rate of inpation will be 6.7% in
December 2008 and 4.5% in December 2009. The new government has set
a target of 5% for 2009 and a gradual decrease to 3% by 2012.

Issue: Labour market

Altogether 30% of the Romanian population are employed in agriculture
and primary production, one of the highest rates in Europe. Most Romanians
work in full-time jobs, with only 9.7% of employees having part-time
contracts, while the EU-27 average is 18.1%. Just 2.7% of Romanians in
employment had a second job in 2006, while the EU-27 average is 3.7%. The
unemployment rate was 4.2% in March 2008, with a male unemployment
rate at 4.4% and a female rate at 4.1%. In June the unemployment rate
decreased to 3.8%, a record low in the last 16 years, but increased to
4.4% in December 2008. Unemployment will increase as Romania starts to
feel the effects of the global ynancial crisis. French manufacturer Renault
temporarily closed its Romanian plant, Dacia, as demand for its no-frills
model, Logan, decreased worldwide. The ArcelorMittal Hunedoara steel
plant announced plans to suspend production for approximately two months
due to the economic crisis. Oltchim, one of the largest chemical companies
in Romania, also decided to cut production by up to 40% in November and
said 550 workers would be laid off in December. Another chemical company,
Azomures, will send all its 2 000 employees to temporary unemployment,
given the sudden decrease in fertiliser demand. Alro Slatina, the largest
aluminium producer in Central and Eastern Europe, plans to cut aluminium
production by up to 25% in 2009 and has announced collective layoffs.
Alrois plans have already triggered social unrest in Slatina, a city dependent
on this major employer.

The unemployment rate in Bucharest and the West of the country
tends to be lower than in other regions. Despite the low overall ygures, the
economy is facing a lack of skilled workers in certain sectors. Migration to
Western Europe, especially Spain and Italy, has led to a labour shortage
in certain domains such as tourism, construction, clothing and leather
goods industry, agriculture. Entrepreneurs have already started employing
Asian workers especially in construction and the clothing industry, but this
practice is somewhat experimental, the numbers reaching only several
thousands.

Issue: Salaries

The minimum monthly salary is around U150 while the average gross
nominal salary is around 0U480. The guaranteed minimum wage increased
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by 39.3% between 2004 and 2007. Between 2004 and 2006 the average
wage increased by 40.6%. These ygures are well above the economic
growth and it is expected that wage growth will slow in 2009 in the new
economic context.

There are major differences between the regions, with employees in
Bucharest earning 120% more than employees in the North-East (the
poorest region in the EU in terms of standard of living). The difference
between the capital city and the second-ranking region in terms of earnings
is also signiycant T around 30% Tmaking Bucharest a real economic engine
as compared with the rest of the country.

Issue: FDI pows

Foreign direct investment increased by 32% in the yrst eight months
of 2008 compared to the same period of the previous year, reaching
U6.5 billion. Romaniais FDI level is one of the highest in Central Eastern
Europe and covers a great part (65%) of the current account deycit. It
was estimated that FDI would rise to about 010 billion by the end of 2008.
But this optimistic expectation may remain unfulylled in the context of
the ynancial crisis, with investors more reluctant to engage in long-term
projects. Romanials poor infrastructure is one of the main obstacles to
foreign investment and a public scandal broke out recently when Mercedes
announced it preferred Hungary over Romania for a new production plant
given the better roads there.

Issue: Regulatory business environment and rating
of the country in terms of business environment,
economic freedom, competitiveness

According to the 2008 Index of Economic Freedom, Romaniais overall
economic freedom score is 61.5, which ranks the country 68th in the world
in this respect. Even though its score is 0.3 higher than in 2007, Romania is
ranked 30th out of 41 countries in Europe and its overall score is below the
regional average. Its high levels of business freedom, yscal freedom, and
trade freedom are above the world average but labour freedom, property
rights, and freedom from corruption are below the world average and have
lowered the countryis score.

According to the World Bank Doing Business 2009 report, an index
that measures the ease of doing business, Romania ranks 47th out of 181
economies.

Issue: Adoption of the Euro
and economic convergence with the EU

As an EU member, Romania is obliged under the Accession Treaty to
join the Eurozone but in order to do that it must comply with speciyc
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The government has monetary requirements (the Maastricht

set the target of joining or convergence criteria). Romania met
the Eurozone in 2014 the criterion for annual budgetary

deycit (below 3%) in the last eight

but without strong years but it lost this advantage in
political will and more 2008, with the ofycial ygures for the
coherent policies it is end of the year already exceeding the
certain that this goal threshold. The gross government debt

to GDP (13%) satisyes the Maastricht
condition, but the inpation and interest
rates are still too high. The government
has set the target of joining the Eurozone in 2014, but without strong
political will and more coherent policies it is certain that this goal cannot
be achieved.

cannot be achieved

Issue: Export and import

Romaniais exports increased in 2008 by 18.4% year on year. The
National Prognosis Commission estimates that exports will reach 034.8
billion (FOB) by the end of 2008 while imports will be around (54.1 billion
(FOB), a 15.3% increase over 2007. Thus, Romania will experience a trade
deycit of 09.3 billion (FOB-FOB) or 14% of GDP.

Altogether 70% of Romanials exports go to the EU. Thus, the state of
the Western economies has a direct impact on internal production and
this is the main concern for the future, as the growing rate is expected
to decrease sharply in 2009-2010 in the context of the global economic
crisis. In the yrst seven months of 2008, Romanials main export partners
were lItaly (15.9%), Germany (15.9%), Turkey (7.8%), France (7.5%)
and Hungary (5.2%). In the same period Romania imported mainly
from Germany (16.5%), Italy (12%), Hungary (6.8%) and energy from
Russia (6.6% of total imports). In the yrst seven months of 2008,
Romania registered trade deycits in its relations with economies such
as Germany (02.2bn), Russia (01.8bn), Kazakhstan (01.5bn), Austria
(01.2bn), Hungary (Ul1l.1bn) and China (01.1bn), and a trade surplus of
0793 million with the Middle East and Africa. Romaniais main export items
include: chemicals, agricultural products, footwear, vehicles, mineral
fuels and oils, machinery, metal products, and textiles. Romania mainly
imports machinery, mineral fuels and oils, vehicles, electric and electronic
equipment, and plastics.

Conclusion

The European Commission warned Romania about its increasing
budgetary deycit. Joaquin Almunia, Commissioner for Economic and
Monetary Affairs, stated that fiwe will have to take measures against
Romania, according to the Stability Pact. | wouldnit want to see this
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happening, which is why | call on Romanian authorities to make the
necessary decisions.0 The necessary decisions were not made and the 3%
threshold was surpassed in November 2008. The European Commission is
entitled to open the Excessive Deycit Procedure against Romania, according
to the Maastricht Treaty. But the Ecoyn Council cannot implement the last
step in this procedure and impose ynes on Romania since only Euro-area
member states that do not take sufycient measures to correct a budget
deycit exceeding 3% of GDP can be subject to sanctions. Nevertheless, the
Council may decide to impose other types of sanctions, such as reducing
the available EU funding, as the Governor of the Romanian Central Bank
warned at a public conference in December 2008. This is still a remote
possibility for the moment and most probably the Commission will watch
Romania carefully, waiting to see if the new government will pursue its
target deycit for 2009 (1.7%).

Following the economic crisis, some European voices have raised
the possibility of a relaxation of the Maastricht criteria for entering the
Eurozone, in order to facilitate the integration of the CEE states. Protection
of a strong currency has proved to be an efycient umbrella in ynancial
crises. Under the current Maastricht criteria, Romania has small chances
to reach its 2012 target. The newly established government is ambivalent,
combining budgetary targets with largesse in social promises. The best
solution would be a firoad mapd to bring Romania into the Eurozone,
commonly agreed between Bucharest and the EU, with the possibility for
some of the Maastricht criteria to be relaxed (these criteria were politically
suited to yt the old EU in the particular conditions of the early 1990s).
Such a road map could be agreed with each of the new member states
which still has difyculties in moving close to the Euro adoption criteria.
The alternative is to leave these governments to face alone the economic
crisis and at the same time to proceed with the reforms necessary to meet
the Maastricht criteria. But unilaterally assumed plans do not provide real
political incentives. The Romanian public, for instance, could be convinced
more easily to accept budget restrictions by a road map agreed with the
EU (reproducing the EU conditionality/reward model accepted during the
accession negotiations).

Regarding the ynancial crisis impact, it is most likely that Romania
will not need to make use of the economic emergency fund of the EU or
an emergency loan from the International Monetary Fund, as was the
case with Hungary. However, if the banking sector remains blocked due
to international depression, such an eventuality cannot be deynitively
excluded.

Romanian authorities are reluctant concerning the French proposal for
a sort of ieconomic governmento, even though the country is not in the
Euro area yet. President Basescu took a surprisingly harsh position before
the European Council against the idea to create a European agency for
regulating the banking area, stating that the Romanian Central Bank is the
only actor which may regulate the internal sector. Basescu played symbolic
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politics in this case, since the Central Bank will anyhow lose some of its
powers once the country enters the Eurozone. Being totally dependent
on exports to the EU and on European investments, Bucharest will most
probably follow the lead of big member states in respect of new economic
mechanisms.
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\/\/elfare System and
Social Inclusion

Summary

Romania is a country of deep
contrasts. The grey homogeneity
of the communist period was
replaced during the transition by
a largely fragmented and divided
picture. The capital and the big
cities enjoyed much better new
opportunities than the Eastern
regions and the small cities.
Access to infrastructure and
social services is way below the
European average, especially

in rural areas. While at the
beginning of the transition the
pensioners were neglected,

the last few years have seen

a signiycant increase in their
pensions. This was a political
decision and it tried to repair
past injustices. But the rapid
pace and populist methods
jeopardise the stability of the
pension system, which would

go bankrupt without regular
funding from the state budget.
The EU leverage in social issues
is soft and limited, given the EUis
own institutional design. Much
depends on Romaniads capacity
to use the Open Coordination
Method. But the country needs
assistance to develop internal
capacity in that direction.

Issue: Employment

At the end of 2008, Romania
had 4.8 million employees,
5.7 million retired persons
and 340 000 unemployed
(4.4% unemployment rate).
As retired persons outnumber
employed persons, the public
pension system is unbalanced,
with populist pressures making
things even  worse. The
retirement age is 65 for men
and 60 for women. The former
government proposed a plan
to equalise the retirement age
either by raising it to 65 for
women or by introducing an
intermediary variant of 62-63
for both sexes. Considering the
current deycit of pension funds,
most probably the choice will
be 65 for both sexes. Informal
employment is widespread in
Romania, representing more
than 30% of total labour force
occupation according to recent
OECD studies. The sectors most
prone to informal employment
are construction, agriculture
and tourism. In these and
other sectors there are yrms
that hire workers without
labour contracts and workers
who under-declare their wages

and receive cash payments (fienvelope paymentso). Some of the factors
that lead to informal employment are: complicated and strict regulations,
lengthy administrative procedures, high payroll taxes and social security
contributions.
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Issue: Access to services

While in urban areas the quality of and access to services has increased,
in rural areas access remains difycult. Romaniais total road network is
estimated to be 198 817 km long, out of which 60 043 km are paved
and 138 774 km are unpaved. Romania has one of the largest railroad
networks in Europe with a total of 11 380 km of railway network, of which
3 971 km are electriyed, and a total track length of 22 247 km (8 585 km
electriyed).

Only 52% of Romanians have both running water and access to the
sewage system, 16% have only running water and 32% have neither. Only
11.5 million Romanians (out of a total population of 22 million) have access
to the 18 381-km-long sewage system, including 10 million in towns and
1.5 million in the countryside. Forty-seven Romanian towns, including
Bucharest, dump untreated sewage into rivers and 63% of sewage
treatment plants do not operate properly.

Altogether 46% of Romanian households have access to the natural
gas network; 74.7% of households in urban areas but only 9% in rural
areas have access to this type of service. A quarter (25%) of households in
rural areas and 70.3% in urban areas have access to a landline telephone.
Mobile phone growth has outpaced landline growth, and mobile usage is
widespread with 1 062 mobile phones per 1 000 inhabitants. Romania
has a very high penetration rate for cable television, with over 79%
of all households watching television through a CATV network in 2007.
The satellite broadcasting market is also developing rapidly (in 2008 it
covered nearly 2 million households). There are 5.8 million connections
to the Internet, out of which 3.2 million are broadband (end of 2007). It is
estimated that there are 7 million Internet users.

Issue: Housing

Romania has a very high percentage of ownership of dwellings, with
90% of the population owning their houses. This is a result of the early
1990s policy to sell cheaply the apartment blocks previously owned by the
state. Increased earnings, the arrival of foreign nationals on the housing
market and a broader level of housing loans have led to the Romanian
housing market experiencing a boom in the last few years. However, in
2008, the growth was more moderate and in some sectors the market
stagnated. Some of the problems facing the housing sector are the lack
of infrastructure in rural areas, the degradation of the existing buildings,
the insufycient number of social houses, the difycult access to a house for
disadvantaged categories (young people, socially disadvantaged, people
with disabilities). More than 50% of all apartments in Romania need
heating rehabilitation. The governmental scheme to support special loans
taken by ownersi associations for this purpose has had limited effect due
to administrative bottlenecks and the reluctance of people to associate for
such goals.
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Because in Romania the average The current pension

habitable area per dwelling is below system faces serious

the EU average, the government
has introduced minimum poor area prObIemS due to the

requirements for the apartments being demographic changes
built. But the chaotic administrative

system which grants construction permits makes this measure difycult to
implement.

Issue: Pensions

The current pension system faces serious problems due to the
demographic changes. A negative natural population growth and a series
of early retirements in the 1990s (masking the structural unemployment
caused by the bankruptcy of the socialist industry) led to the present
situation, where Romania is the only EU country that has more pensioners
than employees. This demographic pressure, coupled with poor management
of the state pension system, led the government to launch a private pension
system in 2007. Under this system, more than 3 million Romanians under
35 have opted for one of 14 private pension funds. Starting from 2008, two
percent of every employeeis income is redirected from the state pension
fund to the private funds. This contribution is subject to an increase in
the following years, while the contribution to the state system is due to
decrease accordingly.

In the second half of 2008, the government decided to increase pensions
by 20% as of 1 October. The increase was scheduled for next year but the
government and the opposition Social Democratic Party decided to apply
the measure before the 30 November 2008 elections. Under this measure
some 5.5 million pensioners will see their pensions increased. The average
pension in Romania was around 0153 and will increase to around U184. The
measure is likely to further inpame inpationary pressures. In November
2008 President Basescu caused a stir by declaring that the pension system
was on the verge of collapse. Although the wording was too strong, the fact
remains that over Ul billion were transferred in 2008 from the state budget
to the pension fund and this sort of subsidy will remain necessary in the
future.

Issue: Social security system

Romania has one of the highest overall contributions to the social
security system in the EU. Recently the government increased the taxation
base by eliminating pension caps for employers and including the entire
gross income of employees. Romanian citizens are entitled to a minimum
guaranteed income as a form of social assistance. The number of people
receiving minimum guaranteed income decreased from 383 671 in
December 2005 to 284 798 in 2008.

oo



Issue: Social services

In December 2005, the Romanian government approved a National
Strategy for the Development of Social Services and an action plan for
its implementation in the 2006-2013 period. The strategy aims to bring
social services closer to their beneyciaries by sharing responsibilities at the
regional and local levels. Some of the strategyis objectives are to integrate
families better into the local community by providing family counselling, to
increase protection against ill treatment and abuse in the family, to integrate
children and youth that leave social institutions, to provide accommodation
for the elderly in nursing homes, and to introduce protection measures for
disabled people.

Some of the problems faced in this area are the gap between the
expectations of beneyciaries and the available resources, the uneven
distribution of services, differences between different categories of
beneyciaries, and poor management and lack of trained personnel.
Institutions that provide care and accommodation for the elderly or for
persons with disabilities offer often inappropriate living conditions and have
a high number of beneyciaries per institution/room.

Issue: Roma/other minoritiest integration and
citizenship issues

Romania has the largest Roma population in Europe. While the 2002
census recorded 535 140 ethnic Roma, it is believed that the ofycial census
underestimates the size of this minority, since they tend to avoid the social
stigma by declaring themselves Romanians. Roma have a double minority
status. They are an ethnic community and most of them belong to the socially
disadvantaged groups of society. They are still subject to discrimination and
marginalisation. The best integrated among them are the members of the
economic elite and the ones with a secondary level of education. But only
9.6% of Romaniais Roma ynish secondary education and only 1% of them
are enrolled in tertiary education. School abandonment creates conditions
for the failure of the social integration of the Roma minority. In an effort to
increase the number of Roma who complete their studies, the government
has taken afyrmative action-type measures, such as quotas in high schools
and universities. These measures have slightly increased the number of
Roma students but are far from solving the problem of the integration of
the Roma.

In 2004 the government established a National Agency for the Roma,
a body that aims to improve the social and economic situation of this
minority. It also adopted measures and programmes aimed at improving
their situation. However, the results are far from the hoped targets. Unlike
the Hungarian minority, the Roma are politically fragmented and are
represented by only one MP in the Chamber of Deputies, as all other ethnic
minorities.
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The Romanian government supports The Romanian

a comprehensive European policy government supports
for the Roma minority, including the a Comprehensive

establishment of a European Agency

for Roma and a special unit within European policy for
the Commission. Romanials argument the Roma minority,
stated that their high mobility rate including the

gave the Roma the special status of establishment of a
a European minority, especially after

Romanials accession. But this idea was European Age_ncy fqr
reluctantly received by other member ROMa and a special unit
states fearing a precedent that could within the Commission
be used by other minorities, such as

the Muslim minority in Western Europe. Such member states opposed
ficommunitarisingd the Roma problem. Romaniass initiative was a failure, and
the only signiycant outcome was to raise the issue on the agenda. Despite
the symbolic gestures and nice words, the Commission did not agree upon
the Europeanisation of the Roma problems, although it promises support
for Romania and other countries that have to deal with Roma issues.

Issue: Poverty

The economic growth rates registered after 2000 have led to a reduction
of the poverty rate, which had reached very high levels in the second half of
the 1990s (41% in 1999). However, poverty remains a problem in Romania,
with 13.8% of the population living below the poverty line according to
the World Bank poverty assessment (as of 2006). Two thirds of Romaniais
poor live in rural areas. Although Romania converges in income and living
standards towards the EU, the gap remains large.

Conclusion

Romania has the social structure of a backward country trying to catch
up. There are several regions and some economic sectors that constitute
the engines of the development process, but also some black holes
remain. The North-East and South-East regions are dominated by poverty
and stagnation while the agriculture sector employs a large share of the
uneducated and poor rural population. The EU Structural Funds are expected
to help Romania to pull out such regions from their backwardness. Despite
its ambitious goal concerning a fisocial Europeo, the EU itself has only soft
leverage to inpuence social issues in member states. Pensions, education,
health system are all areas of action for national governments, with only
some inter-governmental instruments from the EU. The Open Method of
Coordination is a complex instrument that requires active involvement
and strategic initiative from the member states that want to beneyt
from the experience and assistance of other EU countries. The Romanian
authoritiesi lack of experience within EU activities has made Bucharest a

uo



reluctant and inactive participant in the OMC. Following the streamlining
of the OMC on Social Protection and Social Inclusion, Romania released
in September 2008 its own fStrategic National Report Regarding Social
Protection and Social Inclusion, 2008 T 20100 in order to adapt common EU
objectives for social inclusion, pensions and health systems. The report is
a useful description of Romaniais social situation but it lacks objectives and
initiatives to use the OMC to the countryis advantage. For the time being,
Romania participates in two social projects within the OMC framework,
one of them addressing social services for vulnerable groups (Romania is
project manager) and the other one addressing the prospects of youngsters
leaving the child protection system (Romania is a partner in this project).
This is way below the OMCis potential for a country with such social needs.
Our recommendation is for the EU to try to assist Romanian authorities
in developing internal expertise for identifying social needs that can be
addressed within OMC and networking capacities in the same framework.
Romania has gotten used to expecting EU inputs for common projects.
This was the way things functioned during the negotiations process, with
the EU identifying the necessity and proposing twinning-projects and other
forms of assistance. That stage has ended, but the Romanian institutions
still expect external input. Without a change in attitude, Romania will not
beneyt from the opportunities created by the OMC.
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Health System

Summary

The quality of Romaniads health
care system and its health care
sector status indicators are
well below the EU and regional
average.

Although the entire population
formally has universal access

to basic health services and
some reforms were introduced
after 1989, many people still
have inadequate access to
health services because of
formal and informal charges.
The amount allocated from the
state budget to the state health
system doubled between 2004
and 2007. Although this was a
welcome change for doctorso
wages, the quality of the system
has remained low and the
impact for ordinary patients has
remained limited. The structural
deyciencies of the system

T centralised, unaccountable,
and politically controlled 1 has
limited the effects, constituting
a lesson: increasing funding
cannot be a substitute for real
reform of the health system.

Issue: Human resources

gooooogrooogoa

Issue: Access to health
care services

The Romanian health care sys-
tem is characterised by a sharp
contrast between ambition and
possibilities. It tries to cover the
entire population but the quality
of the services is poor and pay-
back schemes are dominant.
Formally the system covers
96% of the urban population
and 89% of the rural one. A to-
tal 145 100 inhabitants of villag-
es are not registered at all with
a family doctor. But the actual
access to services is lower, with
Romania having only 1.9 doctors
per 1 000 inhabitants or far be-
low the European average of 3.8
doctors per 1 000 inhabitants.
Even these statistics may not
be accurate, as medical school
graduates are also included in
the total 59 000 doctors. The
Romanian  Doctorsé  Council
statistics show that there are
47 000 doctors, of which 7 500
are interns. Almost one third of
the medical specialties are not
entirely covered countrywide.

Adding further to this dire situation is the growing phenomenon of
Romanian doctorsi migration to Western European countries. Doctors
migrate at a rate that exceeds 2%, a fact which is termed as code red by the
World Health Organisation (WHO) and which can have long-term effects on
the health care system. Four percent of Romanian doctors have requested
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Doubling the amount of documents allowing them to leave the
funding in three years countr:y tofwzo(;ISSabroad. I? gh5e7y(rjst nine
L months o , a tota octors
_has not S|gn|yc_antly_ requested the Romanian Doctors)
improved the situation Council to issue them certiycates of
and quality of the moral integrity in order to be able to
system work abroad. Romanian doctors leave
the country because of low wages, poor

conditions and lack of modern technology in Romanian hospitals.

Issue: Quality of health care services and corruption

Due to the low wages in the sector, bribery (gift-giving) is widespread in
the public health care system. Gift-giving has become common if one wants
to receive quality care. Even though the infant mortality rate declined
substantially from 1994 (26.9 per 1 000 live births) to 2006 (14.9 per 1 000
live births), the levels are still above those of the EU and the average for
the countries in the region. Most infant deaths are caused by prenatal
conditions and malformations (57%), but high proportions are also due to
diseases of the respiratory system (37%).

Parliament passed in 2006 a new package of health laws designed to
improve the quality of services. The laws are based on principles, such as
accessibility, universality, solidarity in funding health services, incentives
for effectiveness and efyciency as well as service delivery linked to health
care needs. The laws separated the management of public hospitals from
the medical personnel and activities. Parliament also introduced a so-called
fitax on viced meant to yght excessive consumption of tobacco and alcohol
products. Funds levied are used to ynance investment in the health care
system and other national health programmes.

The Ministry of Public Health also launched a national health care
evaluation programme in order to determine the health risks of the entire
Romanian population. The programme is ongoing, with the yrst results
published in August 2008.

Issue: Financing

Health care is funded by the state budget for public health programmes
and the social insurance-based system. Funding has increased since the
insurance-based system was introduced. The former government sharply
increased funding from the state budget, with the funds allocated to primary
health care increasing by 50% in 2007 compared with the previous year. In
net amounts, the public health care system received (4.3 billion in 2007,
compared with 02.1 billion in 2004. Although it looks impressive on paper,
doubling the amount of funding in three years has not signiycantly improved
the situation and quality of the system. The major part of this increase
went for the much-needed pay raises for medical personnel. Despite
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this, at least half of all users of health services report making additional
payments. The increased funding was swallowed by the unreformed and
centralised system, with politically appointed hospital directors who are not
accountable to their public.

Issue: Hospital privatisation

Hospital privatisation is a long-term goal of the reform programme of
the Romanian health care system launched in 2005. While certain hospital
services have been privatised, entire hospitals have not been privatised
so far. Although the former government came to power with promises
to differentiate the efycient hospitals from the inefycient ones and to
privatise some of the latter, the consequent laws were less ambitious. It
seems that the powerful unions and doctorsi associations opposed further
steps. Although very pro-market in its political statements, the Liberal
government failed to introduce a market-like mechanism in the sector. It
increased spending without reforming the essential socialist health system
and as a result patients have felt little change. That is why Romanians are
keen to avoid using the services of the public health system and those
earning enough actually do so by using private facilities, which are totally
ignored by the state.

Issue: Private health insurance funds

The private medical service system in Romania accounts for 6-8% of a
market that was worth U350 million in 2007 and is expected to exceed 1400
million in 2008. The number of subscriptions for private medical services
stands at 400 000. However, the private health insurance market has only
14 000 clients. The difference between the two numbers is signiycant:
many Romanians pay directly for private medical services but do not take
out private health insurance. This is a rational decision since all Romanians
are obliged to pay for public health insurance but refuse to beneyt from the
public health care system.

The Romanian authorities continue to increase the funding of the state
system and to completely ignore the developing private market. In 2007,
the private health insurance market was worth 0110 million and it is expected
to double in the next yve years. Health insurance premiums are deductible
for employers up to the limit of 4200 per year per person. A package of
insurance usually exceeds this level, therefore employers are reluctant
to offer this beneyt. Some employers prefer to offer annual subscriptions
to private medical centres instead. This system typically includes a free
GP check-up and an appointment with a specialist, but not surgery or
treatment. There is unfair competition between the universal health-care
system which is corrupt and inefycient, and the private system, which is
more competitive but expensive. As all employees contribute to the state
system, in fact those people pay twice: once for a public system which they
do not use and once more for a private one.
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Conclusion

The fiStrategic National Report Regarding Social Protection and Social
Inclusion, 2008 T 20100 was issued in September 2008 by the Romanian
government to respond to its obligation under the OMC social protection and
social inclusion framework. It lists several priorities regarding the health
systemis accessibility, quality and ynancing. All of them propose small
corrections of the health system, revealing a bureaucratic mentality based
on centralism and institutional control. Although it includes some vague
references to EU health care standards, the report fails to propose some
actions within the OMC framework or to advance creative ideas to use the
European experience in reforming health systems. We consider this section
of the report totally inappropriate, given the intention of the document to
analyse the Romanian health system in a European perspective. The EU
should assist Romanian authorities in drafting a real strategy to attract EU
assistance and funding in reforming the local system.

Unfortunately, the EU lacks real leverage in this sector, as the health
system is subject to national policy. But a creative approach from Brussels
should consider providing political and ynancial incentives for Romania
to place its health system reform in a European context, including by
conducting real changes in its old-fashioned policies.
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Educational System

Summary

Romanians tended to believe
that their educational system
was a well-performing one

and took pride in the results

of some high-performers in
international competitions,
especially in mathematics

and sciences. But the average
level has been constantly
decreasing in recent years, due
to structural problems: low
wages of teachers, permanent
and confusing reforms, political
indecisions, lack of funding,

and brain drain. Put in an
international context, the
quality of the Romanian school
system ranks in one of the last
places in Europe. The difference
between urban and rural areas
is substantial, with a shockingly
small percentage, just 1%, of
all pupils born in villages going
on to university. Romania is not
even close to the Lisbon agenda
benchmarks and a coherent
strategy is needed if the country
is to succeed in adapting its
educational system to meet the
challenges of the new economy.

gooooogtoaoooa

Issue: Reform of the
education sector (all
levels of education from
primary to higher)

The Romanian education sys-
tem went through several re-
forms after 1989, but the basic
features of centralisation and
short-sightedness remained
deeply entrenched. Every new
government had new ideas
about reforming education, but
they left the structural prob-
lems basically unchallenged.
For example, the examination
system that allows a student to
gain access to high school was
changed four times in eight
years.

Compulsory schooling was
changed from Grade 8 to Grade
10, but this policy was not fol-
lowed by a proper implementa-
tion strategy. Decentralisation
was limited and incoherent.
Following the reforms made
in 1999, the local government
councils now own the school
buildings and facilities and pay
for maintenance and develop-
ment. But it is the central gov-

ernment that establishes the standards and the curricula, decides on the
state of teachers and salaries that are then merely transferred to the local
level.

Several measures were taken to adapt the school curricula to the
various needs identiyed by the labour market, but these attempts met
with resistance from teachers. In 2005 the government launched a pilot
programme in eight counties, designed to transfer to school level the
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decision-making, mandates and resources for the organisation and funding
of schools.

The government also adopted social measures, such as introducing a
limited rural transportation service, subsidising the purchase of computers,
and offering scholarships for socially disadvantaged students. More than
0190 million were invested in the rehabilitation of school buildings. The
government created 82 Schools of Crafts and Trades especially in the rural
areas.

Issue: Quality of higher education

Romania makes efforts to align its higher education system to the
Bologna process and in 2004-2005 introduced the three cycles of higher
education qualiycation. Two agencies have been created to deal with the
management of the quality of education: the Romanian Agency for Quality
Assurance in Pre-University Education (ARACIP) and the Romanian Agency
for Quality Assurance in Higher Education (ARACIS).

The number of students has increased rapidly (there are now as many
places in universities as there are students graduating from high school),
but the quality of higher education has not improved. Private universities
have also proliferated but, at the same time, academic standards have
declined. According to the Shanghai Universityis Academic Ranking of World
Universities, no Romanian university is included in the top 500 universities
worldwide.

There is an important rural-urban divide, with students in rural areas
receiving lower-quality education. Rural students generally score less in
various assessments. The situation is dramatic when it comes to rural
students accessing university, with only 1% of them succeeding in entering
university.

Issue: Student-per-teacher ratio

Contrary to the regional trends, literacy rates are falling in Romania
and high-school dropout rates are rising. At the same time, students are
dropping out at an earlier age. The country generally ranks in the middle
of the list in terms of student-per-teacher ratio. While stafyng levels have
remained more or less the same, due to a negative population growth
the number of students at the primary and lower-secondary level has
decreased. This leads to a better student-per-teacher ratio but also to
decreased teaching loads and thus lowered salaries. At the tertiary level
the situation is the opposite. In the last four years, the student-per-teacher
ratio at the tertiary level has increased by 20% (from 21 students per
teacher in 2004 to 28 students per teacher in 2008).

Deterioration of the social status of teachers has led to deterioration
of the quality of the people wanting to become teachers, as indicated by
the results from the national examinations for tenured teaching positions.
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School life expectancy (the total number of years of schooling which a child
of a certain age can expect to receive in the future) in Romania (14 years)
is generally lower than in the other EU member states. The rate of school
abandonment has increased during the last four years, reaching 19.2%
in 2007. Romania has a very high rate of school abandonment compared
with countries such as Slovenia (4.3%) and Poland (5%) or with the EU-27
average rate of 14.8%. Migration partly explains this increase in school
abandonment. Home tutoring has increased throughout the last decade,
basically forming a parallel system to the state educational system.

Issue: Student performance and outcomes

Romanians have taken the quality of their educational system for
granted for a long time. This was encouraged by a limited number of elite
schools that produced good results in international competitions, especially
in mathematics and natural sciences. However, this is to change as a general
trend of deterioration of the education system is gaining ground. The sense
of urgency is supported by results from external evaluations. According to
the most recent PIRLS (Progress in International Reading Literacy Study)
survey, Romanian fourth-graders rank 36th out of 45 participant countries.
In 2001 the country ranked 22nd out of 35th. The average score registered
(489 points out of 1000) places Romania after Russia (558 points) or
Hungary (551 points) and on the same rank as Trinidad, Iran, Indonesia or
South Africa. The PIRLS tests the capacity to interpret, deliver and integrate
information after reading a text or various fragments of the text. Romania
ranked 47th out of 57 participating countries in the 2006 OECD-PISA
ranking, having obtained lower scores than in 2001 when it ranked 34th out
of 43. Among the participating EU countries, Romania registered the highest
proportion (53.3%) of pupils in the lowest reading level. Girls scored higher
than boys (with the exception of mathematics) and pupils attending urban
schools had higher average scores than those attending rural schools.

In the last Trends in International Mathematics and Science Study
(TIMSS) assessment, Romania ranks 25th out of 38 participating countries,
again with better results in urban areas. Although the rate of participation
in all levels of education of people under 29 has constantly increased over
the last few years, Romania ranks last but one (Bulgaria) in Europe in the
TIMSS assessment. Romania has also one of the lowest rates of lifelong
learning in Europe. These external evaluations have generated debates
in the Romania media, since the country was proud in the past with its
mathematics and science standards, but the general decrease in quality
registered in recent years has affected this area too.

Issue: Teacher training and career

At the primary level of education, the proportion of certiyed teachers
(those having a teacher diploma) has continued to decrease, reaching
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93.5% in 2007-2008. Qualiyed teachers are being replaced by high-school
graduates, which affects the quality of the educational process, especially in
remote rural areas unattractive for qualiyed staff. However, the downward
trend is slowing. A slightly negative trend (-0.2%) is registered also in post-
secondary non-tertiary education. At the other levels of education (primary,
secondary, vocational), there is a 0.5-2% increase in the proportion of
qualiyed teachers. At the tertiary level, all teaching staff are certiyed.
At the European level, 14% of pupils/students study in schools that have
a shortage of certiyed teaching staff. The Romanian educational system
has ageing human resources. The average age of teachers is 40 years for
females and 44 years for males. Altogether 72.6% of all teachers are female;
the highest proportion is registered at the primary level of education and
the lowest at the tertiary and vocational levels of education.

Issue: Governance and school management

School principals have a low negotiating power at local and county level.
Some of them do not have the necessary competences, while others do not
communicate efyciently with decision-makers. Since it is the local councils
which allocate money for repairing school buildings and for educational
material, the school principalsi ability to convince local decision-makers is
becoming more and more important. But many of them are used to waiting
passively for money from the state, therefore the distribution process
suffers from the tendency to consider schools as a system separated from
the local communities. There is also a lack of trust in local governments
in rural areas, where many local ofycials do not hold a university (or even
high-school) degree.

Issue: Financing of education

The education budget increased annually from 3.5% of GPD in 2005
to 4.3% in 2006, to 5.5% in 2007 and 6% in 2008. In 2008 the education
budget increased by 27% as compared with the previous year. In 2007,
altogether 17% of all public spending was on the educational system. In
2001 teachersi salaries (the main part of primary education spending)
were re-channelled through the local government budgets. However, the
system is still controlled centrally since the local governments receive and
distribute the salaries according to strict rules established by the Ministry
of Education. The local governments cannot increase or decrease the sums
and they cannot hire people.

The educational ynance system is fragmented, as maintenance costs
are ynanced by the local governments while salaries are ynanced by the
central government through earmarked grants to the county level and then
to the municipality level. Other spending items, such as costs of textbooks
and costs related to teacher training and student scholarships, come under
the responsibility of the national budget. At the same time, costs related to
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the free meals programme in primary The maintenance part
Ischciols_,rharel_dtlstrflbut(;,:d ;’;\t _thei- gozn?y of the school ynance
evel. e list of schools included in . .
the recent national programme of SySt?m IS decen_trallsed
investments was established at the W_h'le t_he salaries _part
central level, and in the yrst part of is strictly centralised
the programme the Ministry tried to

control the allocation, management and work supervision before leaving
it to the local level. The maintenance part of the school ynance system is
decentralised while the salaries part is strictly centralised.

The Ministry of Economy and Public Finances has the main responsibilities
for teachersi salaries while the local governments are responsible for
maintenance costs and they do not report to the Ministry of Education.
Thus, the Ministry of Education has little inpuence over the ways funds are
allocated while it is in theory politically responsible for the way resources
are spent in the educational sector.

Basic ynancing of state-owned universities is provided according to the
number of students enrolled. Universities have other sources of ynancing,
such as fees, services, research contracts and other types of activities,
therefore the funds coming from the state budget represent 65-80% of
their total budgets. Private universities use self-funding. Although after
their accreditation they are entitled to receive state funds, this does not
happen in practice.

Conclusion

EU leverage in the yeld of education does not match the ambitious targets
set in the Bologna and Copenhagen processes. Romanian universities have
made efforts to change towards the Bologna targets and most of them
have succeeded, but this has not improved in practice their comparative
performance. Many voices in universities even consider Bologna a missed
opportunity that has substituted formal transformations for real reforms.
Further attention should be focused on eliminating the divide between rural
and urban areas, especially in raising the percentage of rural youngsters
who succeed in going on to university. This is an unexplored opportunity for
Romania within the OMC framework.
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\]ustice and Home Affairs

Summary

When Romania started accession
negotiations in 2000, corruption
was a marginal issue, given

the lack of speciyc acquis
communautaire and the EUfs lack
of experience in dealing with
corruption in member states.
Faced with the lack of political
will and even open counter-
reaction, the EU developed

in several years a series of
conditionalities that basically
put Romaniais anti-corruption
policies on automatic pilot. In
order to ensure the continuation
of this track after accession,

the European Commission
invented speciyc benchmarks

in this yeld for Romania. But

the post-accession veriycation
mechanism has failed in the
face of a strong reaction from
Romanian politicians who
previously enjoyed immunity
from prosecution. It is time for
the EC to decide in 20009 if the
veriycation mechanism will be
maintained and if so to change
its stick-and-carrot incentives.

Issue: General JHA
sector reform

Corruption has been a problem
for Romania throughout the
accession process. While the
country shares with Bulgaria
the last places in independent
evaluations made by Transpar-
ency International and Free-
dom House, the EU insists that
Bucharest pass laws, create
institutions and prove its politi-
cal will to yght corruption. New
institutions have been created
under pressure from the Eu-
ropean Commission and a new
generation of prosecutors work-
ing within these institutions
have initiated investigations
against high-level politicians.
A couple of years ago, it was
hard to imagine that the drive
against corruption would go so
far as to charge eight ministers.
This is a major breakthrough,
considering the traditional obe-
dience of Romanian prosecutors
towards politicians. In the con-
text of EU pressure and growing
internal animosity towards cor-

ruption, the newly created National Anticorruption Directorate (DNA) started
high-proyle investigations in 2005-2006. A slow counter-reaction from the
political parties followed and a real anti-anti-corruption coalition was formed
in parliament. Most of the political class mobilised to change the legislation
empowering prosecutors, and the government even attempted to close down
the DNA in 2007. As it is the President of Romania who appoints top prosecu-
tors, a vicious yght erupted between the President and parliament. Some ob-
servers even blame this factor as the main cause of political crises. Between
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2004 and 2007, the European Commis- New institutions have
sion was theoretically able to postpone been created under
Romanials accession and maintained

its leverage over the Romanian gov- pressure from t_he
ernment. The EC openly supported the European Commission

reformist Justice Minister Monica Ma- and a new generation
covei in her conpicts with the majority of prosecutors
in parliament and with the autonomous Working within these

Superior Council of Magistracy (CSM), a

body dominated by judges from the old institutions have

generation. The EC repeatedly criticised initiated _inves_tigations
the CSM for blocking reforms. As an act against high-level
of deyance, in 2006 parliament rejected politicians

prosecutorsé request for a warrant to

search the house of former prime minister Adrian Nastase, accused of re-
ceiving bribes during his term in ofyce. The case continued spectacularly and
in 2008 the legislature voted to stop the prosecution (after the Constitutional
Court extended the immunity of incumbent government ministers to former
government ministers as well).

Once EU accession was secured, an open assault started against
Macovei and the anti-corruption measures agreed with the European
Commission. The Senate voted a motion against her. There was no
constitutional procedure for parliament to dismiss a government minister in
Romania except by dismissing the entire Cabinet. The accusations against
Macovei were simply embarrassing for Romania, because they concerned
the legislation passed following Romanials commitments to Brussels in
order to gain entry into the EU. The European Commissioner for Justice and
Home Affairs made public statements supporting Macovei, which brought
protests against the Commission for allegedly interfering in internal politics.
As ministers from the Democrat Party refused to continue without Macovei
and the opposition threatened to bring down the whole government, the
Prime Minister dismissed all his former allies from the government. The
conpict between the Prime Minister and the President (informal leader of
the Democrat Party) became irreconcilable. A new Justice Minister was
appointed from the Liberal Party and he immediately tried to sack the
deputy chief of the DNA but subsequently failed because of opposition
from the CSM and the President. The targeted prosecutor was the head
of Section Il of the DNA, which handles most of the cases concerning
incumbent and former dignitaries.

The President of the Chamber of Deputies, Bogdan Olteanu, summoned
prosecutors to parliament to report on the state of investigations against
MPs, but the General Prosecutor appealed to the CSM, which ruled that this
was a breach of the separation of powers. The Liberal Party (upset by the
investigations against incumbent ministers) and the Social Democrat Party
(upset by the investigations against former ministers) strongly cooperated
in parliament in order to change the laws under which prosecutors acted. A
new law was passed in late March 2007, decriminalising certain aspects of
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bank fraud previously under the jurisdiction of the DNA. Another law simply
forbade prosecutors to tap communications without the knowledge of the
prosecuted persons. This came against the simple evidence demonstrated
by a report of the American Bar Association that Romanian legislation
was already weak concerning the powers of prosecutors to investigate
corruption, compared with the American and European standards. The
European Commission commented that ithese amendments would seriously
limit the potential of the investigators in collecting evidence, particularly
when tackling well established criminal groups or powerful governmental
representatives deeply involved with corruptiond. Reminding of the old
times when the diplomats accredited in Bucharest were astonished by the
practices of a highly Byzantine political class, the American ambassador
publicly condemned the new legal provisions, saying they were not proper
for a modern state, member of the EU. Bogdan Olteanu, President of the
Chamber of Deputies and one of the fiyoung Turkso in the Liberal Party,
replied that the ambassador should mind his own business, because he
himself was a political appointee of the Bush administration. To make the
whole story even more embarrassing, the British ambassador commented
that he supported the position expressed by fithe American governmento.
These positions repected the clear disillusionment of foreign actors (the USA,
EU, UK) involved in the transformation of Romania with what happened after
accession. These ambassadors participated later in a quasi-secret meeting
with members of the parliamentis judicial committee in order to convince
them to drop their battle against the prosecutors, but with little effect.

Romania, together with Bulgaria, were admitted to the EU in 2007 on
the condition that they accept a fiCooperation and Veriycation Mechanismo
(CVM). This was meant to ensure that the two countries would continue
reforms after accession. The European Commission maintained the option to
activate some safeguard clauses. There are two such clauses, one concerning
the internal market (agriculture being the potential risky area in the case of
Romania) and the second one on JHA (judicial reform and anti-corruption).
Once the safeguard clause on Justice is activated, there are no obligations
for other member states to recognise the Romanian judicial decisions. The EC
established four benchmarks to judge Romaniais progress in judicial reform:

1. Ensure a more transparent, and efycient judicial process notably
by enhancing the capacity and accountability of the Superior Council of
Magistracy. Report and monitor the impact of the new civil and penal
procedures codes.

2. Establish, as foreseen, an integrity agency with responsibilities for
verifying assets, incompatibilities and potential conpicts of interest, and for
issuing mandatory decisions on the basis of which dissuasive sanctions can
be taken.

3. Building on progress already made, continue to conduct professional,
non-partisan investigations into allegations of high-level corruption.

4. Take further measures to prevent and yght against corruption, in
particular within the local government.
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The last three benchmarks directly address corruption issues. Neither
one of them was met in a satisfactory way until the ECis last assessment
report released in July 2008. The National Integrity Agency (ANI) created
with EC cooperation was politically blocked throughout 2007, the law
regulating its operation was modiyed and it was stripped of some of its
initial powers. The ANI announced its yrst investigation against a member
of the Senate only in July 2008. The case had a depressing start, as the
lawyer representing the investigated person was also a political appointee
in the ANIlés supervisory board. The lawyer made public threats against the
investigators, but the Senate (which appointed her under the law) refused
to dismiss her. While praising efforts made by DNA prosecutors, the EC
criticised other institutions and noted in two reports released in 2008 that
not a single case of high-level corruption was ynalised. All the cases started
against former and current ministers were blocked by parliament or by the
Supreme Court of Justice, which sent them back to the prosecutors.

Issue: Internal security situation (crime rate,
organised crime, terrorism risk)

The average homicide rate in the 2004-2006 period was 2.17 per
100 000 inhabitants, compared to an EU-27 average of 1.46. However, the
overall crime rate is decreasing.

The overall crime rate in Romania stood at 304 per 100 000 in 2005,
263 in 2006, and 214 in 2007. In 2008 there were no contract killings or
bank robberies, while violent crimes decreased from 1 688 in 2007 to 1 570
in 2008. Violent crimes represent only 0.4% of all offences committed.
Romanian organised crime groups are not big but they are expanding in
dimension and scope. They are involved in cross-border drug trafycking,
human trafycking and credit/debit card fraud. Romaniais EU accession has
facilitated the movement of Romanian organised crime groups in the EU.

The current National System for Terrorist Alert threat level is set to
Moderate. The Romanian Intelligence Service has determined the existence
of a guarded risk of terrorist attacks.

Issue: Functioning and reform of the justice system

The Romanian justice system is widely criticised for its lack of
accountability, predictability and transparency. During the accession
negotiations, the European Commission pushed for the creation of an
autonomous body to oversee the careers of judges and prosecutors. The
Romanian government accepted to create the Superior Council of Magistracy
(CSM) but it set the rules to favour the conservative establishment within
the profession. Thus, only the heads of the tribunals and the prosecutorsi
ofyce are allowed to run in the internal election for CSM members. Before
the reform was implemented, the then Justice Minister took care to staff
all the new bodies with politically selected magistrates. Thus, Romania
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rushed to grant formal independence to the judiciary before reforming it,
allowing the conservatives within the system to set the new rules. This
proved to be a disastrous mistake, soon to be regretted by the European
Commission itself. Thus, the EC reports constantly criticise the CSM for
opposing real reforms. The majority of CSM members are in a pagrant
conpict of interest because they prefer to cumulate ofyces for material
gains. Independent professional associations (which tend to attract young
open-minded magistrates) put public pressure on the CSM to establish
clear and transparent criteria for career advancement, but their appeals
have little impact since the CSM members prefer to control the process.
The most criticised practice is to appoint magistrates not in permanent
positions but in temporary ones, with the possibility to replace them at any
time without proper justiycation. This practice leaves magistratesi careers
to the discretion of CSM members, which tend to take decisions in closed
sessions and to refuse to provide proper reasoning of their decisions.
Another practice is to substitute the legal way of entering the profession
(by written exam) with the so-called fiinterviewso, with candidates facing
the CSM members in unprepared discussions. Although this is meant to
be an extraordinary procedure, the CSM has abused it. In 2007, the CSM
admitted 139 to become magistrates through interviews, almost equal the
number of those accepted by the regular procedure (159).

Issue: External border management and Schengen
agreement implementation

Romania is set to implement the Schengen agreement by 2011. On 17
September 2008, Romania ofycially received the Schengen Questionnaire,
the second stage of the Schengen evaluation process, after remitting the
Declarations of Readiness regarding accession to the Schengen area in June
2007 and June 2008. In December 2008, Romania presented the answers
to the questions in the Schengen Questionnaire.

The next step for Romania will be the evaluation visits due to start in
March 2009, when European experts will verify the stage of implementation
of the Schengen acquis in the yelds of police cooperation, personal data
protection, visa, sea borders, air borders, land borders and Schengen
Information System T Supplementary Information Request at the National
Entry (SIS/SIRENE). According to the Accession Treaty, Romania will be
allotted 0559.8 million under the Schengen Facility and Cash-pow Facility
until 2009. Considering the regular migration between Romania and Western
Europe, Schengen accession is an important political target for every
Romanian government. The process seems to be working on schedule,
with mostly technical difyculties to be overcome. The exception is the
introduction of biometric passports in accordance with Council Regulation
No 2252/2004. Some extreme-right groups with the backing of part of
the Romanian Orthodox Church have protested against this measure. The
media have reported the spectacular claims of some clerics that the new
passports represent just the beginning of an apocalyptical plan to conquer
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the Romanian nation under i6660 or ithe number of the beastd. Such claims
have produced some fuss in the media, with mainstream opinion-makers
condemning the tolerance of the Church for such political interventions by
its members.

Conclusion

What happened in the anti-corruption yeld represents a major failure
for EU post-accession conditionality and tools for leverage. Corruption was
a problem for Romania from the very beginning of the negotiations and
remained problematic even after accession. The political will to include
Romania in the EU prevailed and the decision remains controversial even in
Brussels. In 2004, the Commissioner for Enlargement, G¢nter Verheugen,
decided to close the negotiation chapter on Justice and Home Affairs despite
the negative recommendation of DG Justice (according to interviews made
by the author of this report with Commission ofycials). The EUis strategy
functioned after the 2004 elections when political will in Bucharest matched
foreign pressure. The EU empowered the reformists in Bucharest and gave
them space to breathe in an otherwise hostile environment. But once
accession was secured for 2007, the Commission strategy proved its limits.
Foreseeing this situation, the Commission tried a compromise solution:
it accepted the accession but established a post-accession monitoring
mechanism. The experts interviewed for this report unanimously consider
this mechanism to be inefycient because it has not prevented Romanian
politicians from attacking and almost dismantling the anti-corruption
mechanisms established before 2007. The main threat attached to the
CVM T that sentences passed by Romanian courts would not be recognised
in other member states T could be costly for Romanian emigrants and
may induce business costs for Romanian and European investors, but it
would not affect the politicians who have more immediate interests to
defend. Implicitly recognising its failure, the Commission has not activated
this safeguard clause despite all the above-mentioned facts and its own
exasperation with the situation. Some independent reports note that the
EC is considering extending the veriycation mechanism and attaching more
fistickso to it, such as suspending some EU funds, and delaying the countryis
accession to the Schengen area and Eurozone. Such measures would inpict
costs precisely on the most mobile citizens, those travelling abroad and
those applying for EU funding, but they would not make a serious difference
in decision-making. Our recommendation for the EC is to make a decision
after carefully analysing the concrete measures of the new government
and the new majority in parliament. If they remain as hostile as the former
ones, the EC should try to inpict maximum costs on decision-makers.
Maybe some symbolic gestures, such as open condemnation of Romania
by the next European Council for its corruption problem, would be more
relevant for politicians than the measures currently considered in Brussels.
Limiting the EUils response to the area of technical aspects is a mistake: the
problem is political and it should be addressed by political means.
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Migration

Summary

Migration in and out of Romania
was marked by the countryts
accession to the European Union.

A wave of Romanians migrated to
Western Europe for a job and the
savings they sent home was one of
the main revenues for the country
(estimated to be up to 5% of GDP).

Emigration has had certain
positive effects, such as reduction
of unemployment and poverty,
especially in rural areas or in those
affected by the restructuring of
the economy in the 1990s. But in
the long term, emigration creates
new problems for a country

with an ageing and declining
population. Romania lost 4.9%

of its population between 1992
and 2002 and this ygure does not
include the temporary migration

to Spain and ltaly, visible mostly
after 2005. With the economic
crisis hitting Spain, many expected
a massive return of those
migrants. But it seems they prefer
to wait for new opportunities there
rather than to return to a life they
had run away from. According to
some estimations, only around
10% of the Romanians working

in Italy and Spain are seriously
considering returning home
because of the economic crisis.

gooooooioaroong

Issue: General
demographic trends

Romania has a total population
of 22.2 million (data for
November 2007). The long-
term trend is downward,
with a 4.9% total decrease
in population between 1992
and 2002. According to an
official estimation, Romaniais
population will decrease to
16 million by 2050, at current
birth rates. Following the
pro-birth  measures taken
in the Ceausescu period,
Romania currently has one
of the highest shares of
young adults in Europe. If
the present pension system
is not changed significantly,
this wave of adults will create
serious problems when they
exit the labour market.
Romania also has the largest
share of rural population in
Europe, 44.8%, most of them
living in small unproductive
farms. The average life
expectancy is 69 years,
significantly more for women
than for men (73 versus 66
years). Romanians constitute
89% of the population, with
Hungarians (6.6%) being the
most numerous and compact
minority. The Roma population

is officially estimated at 2.5%, but unofficial estimates speak of at least
double this figure.
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Issue: Outgoing migration

Exact data are not available, but the unofycial estimate is that around
1.5 million Romanians have gone to work abroad. Countries such as Spain
and lItaly (the main destinations for Romanian emigrants) show a strong
increase in immigration from Romania in 2006, followed by an even larger
increase in 2007. Romania is now the most important country of origin
for immigration into Spain, with the number of Romanians entering Spain
almost tripling between December 2006 and December 2007. According
to World Bank estimates, remittances from migrant workers account for
as much as 5% of Romaniais GDP. Some started returning home in late
2008 after the economic crisis hit Spain, but the number of returning
Romanians is still low. The associations of Romanians working in Spain and
Italy estimate that about 10% are seriously considering returning home.
The Romanian media report that many of the migrants would rather wait in
Western Europe for better times than return home, since they are sceptical
about the opportunities offered in the country.

Issue: lllegal immigration and asylum seekers

Given the discrepancy in living standards between Romania and the West,
Romania is not a target for emigration from other EU countries. It largely
remains a transit country for immigrants heading towards Western Europe,
but this may change with the catching-up process. The Ministry of Interior
and Administrative Reform estimates that the annual number of immigrants
will increase to 15 000-18 000 and could even reach 25 000-60 000 after
2010. Ofycially, several hundred illegal immigrants enter Romania every
year T in 2006-2007, for example, there were show 697 illegal entries in the
country, most of them from Moldova, Turkey and Ukraine.

Between 1991 and July 2007, the Romanian authorities registered
15 965 asylum seekers and offered protection to 2 723 of them. At the
end of July 2007, there were 810 foreigners enjoying the protection of the
Romanian state (549 adults and 261 children). Most of the asylum seekers
came from lraq (43.2%), Iran (12%), Palestine (8%) and the Democratic
Republic of Congo (7.1%). Of the total, 72.5% had refugee status while
27.5% had other forms of protection. Most of them were young (77% are
under 45 years old) and male (75.6%). Altogether 25% had ynished their
studies in Romania and 64.5% had a job. Those who speak Romanian well
or very well made up 79%, and 48.5% had arrived in Romania more than 10
years ago. These numbers are still far below those in Western countries and
it is not clear to what extent Romania is prepared to become a destination
country in the coming years.

Issue: Regulated immigration

Regarding regulated immigration, there were 54 000 foreigners with
valid permits in 2006, a number that constitutes only 0.2% of Romaniais
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population. The most important part of immigration consists of repatriations
involving citizens of the Republic of Moldova. Romania formally grants
citizenship to the Moldavians who were Romanian citizens before 1945
(when what is now the Republic of Moldova was part of Romania) and their
descendants. Since the Moldavian Constitution forbids dual citizenship, the
exact numbers are not available, but some estimations speak of 500 000
Moldavians obtaining Romanian citizenship after 1989. As an obligation
assumed for EU accession, Romania has become more selective in the last
few years and has created administrative barriers to granting citizenship to
Moldavians.

The government created in 2007 a new central authority under the
control of the Ministry of Interior and Administrative Reform T the Romanian
Ofyce for Immigration, which unites a series of previously separate bodies,
including those dealing with labour force. This body deals with issues
related to granting of visas, asylum applications, employment authorisation
and gathering data about foreigners.

In 2007, several changes were introduced into Romanials work permit
scheme. A new residence permit for work purposes was introduced under
this scheme, replacing the two separate work and temporary residence
permits. In addition, EU citizens and their family members are no longer
required to have a work permit. The government also signiycantly raised the
ynes for businesses employing foreign nationals without a work permit.

At the beginning of the economic transition, de-industrialisation created
a migration trend from cities to villages, with some of the former peasants
brought to cities by the communist authorities choosing to move back.
This was especially common among poorly educated persons with little
opportunities in the new economy. However, this trend was reversed in
2006, the yrst year after 1989 that saw an increase in urban population.
Out of the Romanians going to Western Europe in search of better jobs, an
estimated three quarters come from villages and from the eastern regions
which have the highest poverty and unemployment rates.

Conclusion

Given the fact it is not a target country for external migration, Romania
showed limited interest in the negotiations concerning the European
Pact on Immigration and Asylum. Romanian ofycials insisted on a clear
differentiation between free movement of EU citizens within the EU borders
and migration from non-EU states. This was meant to ensure that the
Romanian citizenst right to travel and work in the EU would not be affected
by the new European policies. Concerning the Blue Card directive, Romania
tried to underline the icommunity preferenceo principle granting its citizens
priority in regard to third states. As in Romania, unlike in Western Europe,
there is no public debate on migration, the country has limited incentives to
participate in common policies in that area.
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Research and Innovation

Summary

The Romanian R&D system faces
a dilemma similar for all state-
dominated sectors: funding

has risen in the last few years
but results are yet to be seen.
The situation in the health

care and education systems is
the same. As the state budget
increased due to economic
growth, politicians increased
public funding but failed to
make the necessary reforms.
Thus, research funds doubled

in 2007 compared with 2004.
However, they are spent on old-
fashioned state-owned institutes
isolated from the real economy
and dominated by nepotism and
excessive bureaucracy.

In these conditions, Romania
will continue to be a technology
importer and a provider of cheap
workforce for western employers
such as Nokia, which has a new
plant in Transilvania. The good
news is that the brain drain
estimated after accession did not
have the expected proportions,
educated Romanians preferring
to take advantage of the
opportunities brought by local
economic growth.

Issue: Model of R&D
investment and
generation

Research and development
expenditure constituted 0.7%
of GDP in 2008, almost double
that in 2004 (0.38%). Despite
this increase, R&D funding is
well below the 3% target es-
tablished in the Lisbon Strat-
egy. Even those limited funds
are not spent efyciently, as
most R&D activities take place
in old-fashioned state-owned
research institutes, with little
connections to the real econo-
my. The public/private funding
ratio is 2:1, with private fund-
ing amounting to just 0.3% of
GDP. Only 20% of all private
companies in Romania T well
below the 42% EU average T in-
vested in research in 2007.

The level of innovative
culture is rather low in both
the academic and business
yelds. Innovation at the
entrepreneurial level has never
been consistently supported
by a functioning system of
technological transfer, and
risk capital can be considered
absent.

Approximately 41 035 persons were involved in the R&D sector in
2005, out of which 29 608 were researchers. Research and development
activities continue to take place mainly in the public sector (around
60%). Although an infrastructure for research does exist T 753 units
with research and development activities, out of which approximately
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Only 209% of all private 389 research institutes and centres

Companies In Romania 2ingdher72du?§;:;dit:gd ai\?ssgitsu;:eocri]:lis:;
I well beIOV_V_ t_he 42% researchers (in approximately 50
EU average T invested scientiyc and technological yelds,
in research in 2007 including high technologies such as
electronics, medicine, pharmaceutical
industry, aeronautics) T the discrepancy between Romania and the EU is
still severe: at the human resources level, Romania has 3.31 researchers
per 1 000 working force (2004), as compared with an EU average of 5.4 per
1 000; at the technological level, the gap is considered to be as large as
yve to ten years.

Issue: Brain drain

Many voices warned Romania that EU accession would imply a severe
brain drain towards the West once freedom of movement for workers
created new opportunities for educated Romanians. With the particular
exception of the health care sector, these warnings have proved to be
exaggerated. Indeed, the majority of the Romanians who have taken the
opportunity to work abroad are low-skilled, since their living standards in
Romania were low and they had no positive expectations. As for the skilled
workforce, the impact has been limited. EU accession happened in a period
of high economic growth and the average wage has more than doubled in
the last four years. The principal beneyciaries are skilled people working
in big cities and in the new economy: services, the banking sector, IT. The
credit boom created new incentives and capacities for long-term plans.
An internal evaluation made by the IT industry associations shows that
workers in this yeld stopped leaving Romania after 2006-2007, and that
some who had gone to work abroad are now returning home. The average
monthly salary of project managers at big IT yrms in Romania exceeds
U2 500, which in comparative terms and prices is better than that of their
counterparts working abroad. Doctors and qualiyed medical staff are the big
exception in this positive picture. Four percent of all Romanian doctors have
requested documents to leave the country to work abroad. Considering that
Romaniais medical system still remains largely unreformed and centrally
controlled, Romanian doctors ynd few incentives to stay in the country,
especially young doctors who encounter serious barriers to entering the
system. The pay raise ordered by the government in the last two years has
not signiycantly improved the incentives, because it has not affected career
patterns.

Conclusion

As in the other sectors, Romania is not ready to use the opportunities
offered by the OMC in R&D. The old network of research institutions are
not connected with the real economy and have no incentive to change,
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