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ARRIVAL STATEMENT IN ROMANIA

I am very pleased to be back for my second visit to Romania,
and I thank the government for extending its hospitality.

Romania had not become a member of the World Bank on the last
occasion I was here. However, in the years since then, a close relationship
has grown between Romania and the Bank. The World Bank made its first loan
to your country five years ago, and we have subsequently committed more than
$1 billion in support of your development efforts. In fiscal year 1979 alone,
we approved loans totaling $295 million to assist five projects. The World
Bank has provided funds for projects in the industrial, agricultural and
power sectors, and we have also helped with your recovery programs following
the 1975 floods and the 1977 earthquake.

In particular, the World Bank has helped Romania to acquire needed
technology to complement your own industrial engineering expertise. Two
recent loans for the Chemical Complex in Craiova and the Steel Pipe plant
in Roman, support projects which involve the transfer of the most modern
industrial technology from abroad.

The Bank’s most recent loan to Romania of $75 million--for the
livestock sector--will be supported by a $100 million syndicated Eurodollar
credit which is being arranged as co-~financing. This is illustrative of
the catalytic role the Bank has played in mobilizing the flow of financing
from commercial banks to Romanian borrowers. The World Bank has also given
particular emphasis to projects in all sectors that will help you to bridge
your foreign exchange gap.

The World Bank’s technical cooperation with Romania has also been
significant. So far, 165 Romanians have been trained in new economic and,
financial and technical disciplines by the Bank’s Economic Development Insti-
tute, working with the International Center for Management Development
(CEPECA) in Bucharest.

We look forward to our continued involvement in Romania’s economic
development, and during my stay here I will be discussing the nature of future
World Bank cooperation with government officials.
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LOCATION OF BANK FINANCED PROJECTS IN ROMANTIA

[l
-

The following projects are not location specific: Flood Recovery Projects, Pig Production and Processing
Project, Post Earthquake Construction Assistance Project, Livestock II (Pigs II) Project.
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TIOBES

Romania

department of state = march 1978

PEOPLE

About 88 percent of the people
are icall ian, a group
which, in contrast to that of Slav or
Magyar (Hungarian) neighbors, is
traced back to ancestors closely Te-
Jated to the French, Italians, Spamsh

“Latins.”” As a result; the

Romanian language, although contain-

ing many elements of Slavic, Turkish,

(" .and other origins, is loosely related

to French, Italian, Portuguese, and

Spanish. Romania was a Roman colony

during the second and third centuries,

and modern ians consider
themselves

__Roman_ civilization. Hungarian and

OFFICIAL NAME: Socialist Republic of Romania

German are also spoken in some parts
of the country.

Most of the minority populations
reside in Transylvania or areas to the
north and west of Bucharest. Among
the principal minorities are the Hun-
garians, Germans, and Jews, with
smaller numbers of Serbs, Croats,
Ukrainians, Greeks, Turks, Armenians,
and Great Russians.

Before World War II, minorities
represented more than 28 percent of
the total, but that percentage was
halved in large part by the loss of the
border areas of Bessarabia and north-
ern Bukovina (to the U.S.S.R.) and
southern Dobrudja (to Bulgaria), as
well as by the postwar flight or depor-

tation of ethnic Germans. However, in
Transylvania, which was part of pre-

PROFILE
People

POPULATIO @ illion (1977 est.).
ANNUAL GRO ATE: .9%. DEN-

~ SITY: 236 per sq. mi. (91 per sq. km.).
ETHNIC GROUPS: Romanians 88.1%, Mag-
yars 7.9%, Germans 1.6%, Jews, Ukrainians,
Serbs, Croala, Russians, Turks. RELI-

GIONS: ox 80%, Roman Catholic
9%, Calvinist, Luthenm, Jewish. LAN-
GUAGES: Remanian, Hungarian, German.
LITERA: “ IFE EXPECTANCY
{l973~75) . (males); 71.8 yrs.
(females).

Geography

AREA: 91,699 sq. mi. (237,499 sq.
km.); (somewhat smaller than NY and Pa.

g;m\b'?%. BOUNDARIES: Tand 1,845
mi. (2,969 km.); sea 140 mi. (225 km.).

CAPITAL: Buchazest. (pop..L.9million).

OTHER CITIES: ta (290,226), lasi
(284,308), Timisoara (282, , Cluj-

Napoca (262,421), Brasov (262,041).

Government

TYPE: Communist. DATE OF CON-
STITUTION: August 21, 1965. ADMINIS-
TRATIVE SUBDIVISIONS: 40 Counties
(includes City of Bucharest). SUFFRAGE:
Universal (18 years and above) and compul-
sory.

BRANCHES: Executive—President
(Chief of State), Prime Minister (Head of
Government), Council of Ministers. Legis-
lative—unicameral Grand National Assembly
(GNA) and its Council of State. Judicial—
Supreme Court, county courts, people’s
courts.

FLAG: Three vertical bands from left
to right—blue, yellow, and red. Centered is
a coat of arms depicting mountain forest
and wheat field, with a red star atop the
emblem.

Economy

GNP: $27.8 billion (1976, in current
prices). ANNUAL GROWTH RATE: 105
percent (1975-76). PER CAPITA INCOME:
$1,300 (1976). (These are World Bank

calculations. Other estimates of GNP are
considerably higher.)

AGRICULTURE: Land 63%. Labor
36%. Products—corn, wheat, oil seeds, pota-
toes.

INDUSTRY: Labor 40%. Products—
power, mining, forestry, construction mate-
rials, metal production and processing,
chemicals, machine building, food process-
ing, textiles.

NATURAL RESOURCES: Oil, timber,
natural gas, coal.

TRADE: Exports—$7.02 billion (1977)
foodstuffs, lumber, fuel, manufactures. /m-
ports—$7.02 billion (1977): machinery,
equipment, rolled steel, iron ore, coke and
coking coal, cotton. Partners—Soviet Union,
FRG, GDR.

EXCHANGE RATES: 4.47 lei=USS$1
(official), 12 lei=US

MEMBERSHIP IN INTERNATIONAL
ORGANIZATIONS: UN and most of its
specialized agencies, Council for Mutual
Economic Assistance (CEMA), Warsaw Pact,
World Bank, International Monetary Fund,
GATT, Danube Commission, Interpol.
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Vaslui,

1918 Austria-Hungary, Romania re-
tains areas where the ethnic “minor-
ity”’ sometimes makes up three-fourths
of the local population and is there-
fore politically significant.

The official Romanian Government
policy toward the national minorities
is nondiscriminatory and allows them
a degree of cultural autonomy, while
insisting on their integration into the
national economy and providing for
compulsory study of Romanian, in
addition to the minority languages.

The Jewish community surviving
World War II has been reduced perhaps
nine-tenths over the past three decades

ROMANIA

International boundary
@®  National capital

Railroad

Road

25 50 715
1

: l?ﬁ Miles

25 5'0 '.;5 160 Kilometers

by emigration to Israel. In recent
years, up to 10,000 of the nearly
400,000 ethnic Germans in Romania
have emigrated annually to the Federal
Republic of Germany. Since World
War II there has been little emigration
of ethnic Hungarians to Hungary.
Religious observance in Romania
has traditionally been extensive, and
religious allegiances generally follow
ethnic lines with about 80 percent of
all Romanians nominally belonging to
the Romanian Orthodox Church. The
Greek Catholic or Uniate Church, to
which about 10 percent of the popu-
lace belonged, was incorporated into

the Romanian Orthodox Church by
fiat in 1948. Roman Catholics, largely
Magyar, constitute about 9 percent
of the population; Calvinists, Jews,
and Lutherans comprise most of the
remaining 1 percent.

GEOGRAPHY

Extending inland halfway across
the Balkan Peninsula and covering a
large elliptical area of 91,699 square
miles (237,499 sq. km.), Romania
occupies the greater part of the lower

basin of the Danube River system and

the hilly eastern regions of the middle



Danube basin. It lies on either side of
the mountain system—the Carpathians
and the Transylvanian Alps—which
forms, with the Balkan Mountains,
the natural barrier between the two
Danube basins. In the past two cen-
turies Romania has served as the nat-
ural gate for Russian expansion in
the Balkans and the Mediterranean
basin.

Romania’s location gives it a defi-
nitely continental climate, particularly
in the Old Kingdom (that part east of
the Carpathians and south of the
Transylvanian Alps), where tempera-
tures approximate the extremes of the
Russian climate, and to a lesser degree
in Transylvania, where the climate is
more moderate. A long and at times
severe winter (December-March), a
hot summer (April-July), and a pro-
longed autumn (August-November) are
the principal seasons of the year. The
change from winter to summer is so
rapid that there is very little spring-
time. At Bucharest the daily minimum
temperature in January averages 20°F
(-7°C) and the daily maximum in July
averages 85°F (29°C).

HISTORY

Romania has had at least 22 centu-
ries of violent and dramatic history.
From about 2 B.C., when it was
first colonized by the Dacians (a

Thracian tribe), to modern fimes this

territory has been the scene of many
invasions and migrations that have
left their mark on the country and
its inhabitants. Today the Romanians
form

an island be n the Slavic
and the Hungarian peoples.

Before the postwar Communist re-

~ gime, Romania looked to the Western

countries, particularly France, for cul-
tural, educational, scientific, and social
inspiration and development. Among
all the Balkan countries, Romania was
considered the most Gallicized; the
French language, along with Roma-
nian, was compulsory in the schools.
In 1948, the Russian language and
Soviet institutions supplanted the
French language and other Western
influences in Romanian cultural life.
Since the late 1960’s, however, Rus-
sian has not been compulsory, and
German, French, and English are
widely taught in the schools.

Romania was an independent king-
dom from 1881 until December 30,
1947, when the Communist-domi-
‘nated government forced the abdica-
tion of King Michael. Before 1938
Romania had a series of governments
dominated by a landowning aristocra-
cy, based only nominally on a liberal
constitutional system, with a de facto
limitation of suffrage. A Social Demo-
cratic Party, which controlled the
small labor movement, was tolerated
by the monarchy but never had politi-
cal power. In the thirties, an anti-
Semitic, anti-Soviet, Fascist Iron
Guard movement threatened the gov-
ernment, which was taken over in
1940-41 by the authoritarian General
Antonescu, In June 1941 Romania
entered World War II on the side of
the Axis powers.

A coup led by King Michael and
opposition politicians, with the sup-
port of the army, deposed the
Antonescu dictatorship on August 23,
1944 (Romania’s national holiday).
An armistice, secretly negotiated at
Cairo, was signed September 12 and
brought Romanian forces into the
war on the side of the Allies against
the Germans in Transylvania, Hungary,
and Czechoslovakia. Romania, which
had suffered extensive losses in the
war against the U.S.S.R., incurred
additional heavy casualties.

The peace treaty, signed at Paris on
February 10, 1947, confirmed the
Soviet annexation of Bessarabia and
northern Bukovina (originally oc-
cupied in 1940) and ceded a largely
Bulgar-populated area of southern
Dobrudja to Bulgaria. It also rein-
corporated into Romania that portion
of northern Transylvania granted to
Hungary in 1940 under German and
Italian arbitration between Romania
and Hungary. In addition, the treaty
required substantial war reparations by
Romania to the Soviet Union.

Soviet occupation forces supported
Communist organizers, and the non-
Communist political leaders were
purged. In March 1945 King Michael
was forced to appoint a Communist-
front government. The King abdicated
under pressure in December 1947
when the Romanian People’s Republic
was declared. With their accession to
power, the Communists effectively
subordinated national Romanian inter-

]

3

ests to those of the U.S.S.R. Since
late 1961, however, Romanian com-
munism has assumed an increasingly
nationalistic cast. A substantial shift
in Romania’s foreign policy has re-
sulted.

A new Constitution was adopted
in 1965. It provided that the name of
the country be changed to the Social-
ist Republic of Romania.

In 1968 a sweeping reorganization
of the administrative structure and
territorial division was carried out.
The new territorial division was rem-
iniscent of that existing before the
imposition of the Soviet-style regime.

GOVERNMENT

Romania is governed by a central-
ized executive appointed by the Grand
National Assembly. Real power, how-
ever, lies in the leadership of the
Romanian Communist Party (RCP;
until July 1965, the Romanian Work-
ers’ Party). The party’s leading role
has been written into the Constitution.

The three principal branches of the
government are the Grand National
Assembly with its Council of State; an
executive consisting of a Council of
Ministers, operating ministries, and
state committees; and a judiciary.

Like the 1952 Constitution it
replaced, the Constitution of 1965
provides for a wunicameral Grand
National Assembly (GNA). Its 349
Members are elected from single-
member electoral precincts of equal
population for regular 5-year terms,
which may be extended in times of
emergency.

The GNA is constitutionally
charged with electing the President of
the Republic, the Council of State,
the Supreme Court, the Chief Public
Prosecutor, and the Council of Minis-
ters. Its other constitutional powers
include amending the Constitution,
reorganizing the bureaucracy, and
granting amnesties. The GNA follows
party policy on all these matters.

The bulk of legislative work is per-
for_mg;_mmﬁ

€

permanent—body of 28 Members
elected by the GNA_which acts when

the Assembly is not in session. The
Council consists of a President, three
Vice-Presidents, 23 Members, and a
secretary. Its President is the President
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of the Republic, Nicolae sescu,
who was elected to this position as
the country’s first President in March
_1974."The Council of State has the
power to issue decrees with force of
law.

The Constitution defines the Coun-
cil of Ministers as the “supreme ad-
ministrative organ” of the state. The
Council is formally appointed by and
theoretically subordinate to the As-
sembly. In fact, however, it_executes
the policies e ished by p
leadership. The Council is composed
of the Prime Minister (Head of Gov-
ernment), vice premiers, and ministers
and heads of various other central
administrative organs.

The Constitution gives the Council
of Ministers extensive powers to carry
out the state economic plan, manage
the country’s economy, insure public
order, defend the interests of the state,
protect the rights of the citizens,
run the country’s armed forces and
military conscription, conduct foreign
affairs, and suspend decisions of the
county people’s councils which do not
conform to the law. In the fulfill-
ment of its functions, the Council of
Ministers is authorized to issue deci-
sions and orders, In March 1969 a
Defense Council was formally set up
to take over many of the prerogatives
of the Council of Ministers with regard
to defense matters.

Following the July 1972 National
Party Conference, several combined
party and state bodies were formed to
control a wide variety of party and
government activities, further eroding
the authority of the Council of Minis-
ters. The Swrm_ﬂmmm'?go-
nomic and Social Development, head-

_ed by President Ceausescu, was estab-
lished in 1973 to coordinate all social
and economic planning. Other new
party and state organs are the Council
for Social and Economic Organiza-
tions, which controls the size and
functions of ministries and economic
enterprises, and the Central Council of
Workers’ Control over Economic and
Social Activities which polices fulfill-
ment of economic plan targets.

The judiciary is constitutionally
limited to “defending the Socialist
order and personal rights, educating
citizens to the respect of law,” and,
by applying sanctions, ‘‘reeducating

lawbreakers and preventing the com-
mission of new infractions.” A new
revision of the judicial system is being
designed to remove misdemeanors
from the court system, reduce punish-
ments for felonies, reduce the number
of crimes punishable by death from
28 to 5 (exempting altogether youth
and some women), and create workers’
judicial councils to handle 40-50
percent of cases previously requiring
court appearance.

None of the courts—the Supreme
Court, the county courts, the people’s
courts, etc.—has authority to review
the constitutionality of laws. The
Supreme Court guarantees uniform-
ity of procedures by supervision and
decision in procedural matters. It is
elected anew by each GNA and is
responsible to it or (between GNA
sessions) to the Council of State.
Theoretically, judges and assessors (lay
judges) are independent and subject
only to the law.

The office of the Chief Public
Prosecutor, an important institution
borrowed from the U.S.S.R., is also
given constitutional status. The Chief
Public Prosecutor is vested with the
“‘supreme supervisory power to insure
the observance of the law by minis-
tries and other central organs, by the
local organs of state power and admin-
istration, as well as by officials and
other citizens.”

For territorial/administrative pur-
poses, Romania is divided into 39

Counties and the City of Bucharest.

T

§ verned by a People’s
Council, whose chairman is also the

First Secretary of the county’s Com-
munist Party organization.
N e —

Principal Government Officials

President and Chairman of the Council
of State—Nicolae Ceausescu

Prime Minister—Manea Manescu

Minister of Foreign Affairs—Stefan
Andrei

Minister
Burtica

Ambassador to the U.S.—Nicolae M.
Nicolae

Ambassador to the U.N.—Ion Datcu

of Foreign Trade—Cornel

Romania maintains an Embassy in
the United States at 1607 23rd Street
NW., Washington, D.C. 20008 (tel.
202-232-4748).

POLITICAL CONDITIONS

The transition immediately after
World War II from the pro-German
dictatorship of Ion Antonescu to the
dictatorship of Moscow-trained Com-
munists was relatively rapid. After
1947, the new government followed
the Soviet example of agricultural
collectivization and forced industriali-
zation accompanied by a remodeling
of the state along totalitarian Com-
munist lines.

However, a general ‘“de-Russifica-
tion” of the country began in 1961 as

i isplayed in-
creasing independence of the Soviet
Union, whose troops were with-
drawn in 1958. The growth of political
nationalism has also been intermittent-
ly accompanied by some relaxation of
internal restrictions. In_1965, 1967,
and 1977 nearly all political prisoners
‘were released, and prison sentences of
others were reduced or rescinded. A
degree of liberality toward cultural
creativity was shown in the 1969-71
period. Since 1964, Romania has also
permitted a sharp increase in cultural
relations with the West, although the
level remains low in absolute terms.
However, an extensive internal secur-
Whm-
ul influence on Romanian life.

The Romanian Government’s
nationalistic policies have won con-
siderable popular acceptance. Increas-
ing numbers of persons from those
strata previously most antagonistic to
the system—intellectuals and agricul-
tural workers—joined the Romanian
Communist Party. The Party’s mem-
bership rose from 1.3 million in 1965
to over 2.7 million, or more than 10
percent of the total population, by
1971.

The political leadership since the
late 1950°s has been remarkably
stable, and the passage of power from
longtime p overnment  chief

heorghe Gheorghiu-Dej, who died in
1965, t6 Nicolae Ce: u was evi-
dently smooth and uncomplicated.
“Ceausescu’s 13 years in office (party
chief since 1965, Chief of State since
December 1967 and President of the
Republic since 1974) have been char-
acterized by a slowly improving living
standard and popular acceptance of




the government’s independent foreign
policy.

" There has been no evidence of any
prospective change in Romania’s
policy of independence within the
Communist system or its active de-
velopment of relations with non-
Communist governments. Responsible
officials have repeatedly declared that
these policies will be continued.

While the government’s independ-
ent foreign policy remains popular,
1977 also witnessed important mani-
festations of unrest on the domestic
scene.

ECONOMY

After the Communist takeover in
1945, Romania’s economy was pat-
terned after the highly centralized and
controlled Soviet model. Although
Romania is a member of the Council
for Mutual Economic Assistance
(CEMA), it maintains its right to de-
cide on participation or nonparticipa-

tlon in multilateral activities and has

4Tl tlomll ]

lanmng on the

Still veloped
countries.__of _Europe, Romania has
many natural resources. Its govern-

m:m continued
impressive growth rates along with a
large measure of economic independ-
ence. In fact, Romania has sustained
one of the highest annual GNP growth
rates in post-World War II Europe
(about 8 percent per year, 1965-74,
according to World Bank estimates).

Its main economic goals are the
rapid development of industrial capa-
city and output, especially in heavy
industry; continued state ownership of
industrial facilities and collectivized
agriculture; rapid improvement of
technology and diversification of in-
dustrial production; and, a goal
since 1963, reduction of economic
dependence oni?nW'ﬂﬂm
group of countries through an expan-
sion of trade with many states.

Most of the increase in national
income has come from growth of
industrial production. This has result-

ed in a high_priority on a high rate of
investment at the expense of con-
sumption; increased availability of
inputs from agriculture and imports;

growth of the industrial labor force;
and large imports of advanced tech-
nology and equipment, particularly
from industrialized non-Communist
countries.

The relative backwardness of agri-
m

¢ agricultural labor force, which
consists now primarily of older men
and women, continue to be serious
economic problems for Romania. Al-
though the value of agricultural
output rose by 17.2 percent in real
terms in 1976, output reportedly fell
by 1.3 percent in 1977. The agricul-
tural sector has recently been receiving
greater attention as a valuable source
of  hard-currency  earnings, but
Romania’s development strategy re-
mains overwhelmingly focused on
heavy industry.

Among East European countries
Romania is second only to Poland in
area and population and has long been
a major European corn- and wheat-
important producer of oil, timber, and
more recently, natural gas. The prin-
cipal emphasis of postwar economic
programs has been on development of
power, mining, forestry operations,
construction materials, metal produc-
tion and processing, chemicals, and
machine building. These industries
now account for about three-fifths
of the gross industrial output. The
rapidly expanded machine-building
industry, a key part of the industrial
process, accounts for about one-fourth
of the gross industrial product. The
current S-year plan (1976-80) also
places heavy emphasis on the develop-
ment of the chemical industry, which
is slated to grow at an annual rate of
15 percent.

Light industry occupies a less im-
portant position in the economy rela-
tive to the prewar years when it sup-
plied about two-thirds rather than the
present two-fifths of industrial output.
Food processing and textiles lead light
industry, with production and con-
sumption of durable consumer goods
being rather low. Consumer goods are
receiving somewhat more attention in
current plans, but continued emphasis
on heavy industry sharply limits
expansion in this area,

The arthquake which struck
Roman;iaamc%I 977, although
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causing damage estimated at between
$1-2 billion, did not prevent industrial
growth from registering a 1977 in-
crease of 12.5 percent.

Although Romania is not as depend-
ent on foreign trade as other East
European countries and is largely
self-sufficient in foodstuffs and fuels,
the development of Romanian indus-

try requires imports of tfechmology,
machin equi d industrial
materials—principally rolled steel, iron

ore, coke and cokin, and cotton.
An increase in imports has forced ex-

pansion of traditional exports of food,
lumber, and fuel in order to avoid
ade deficits. It is also noteworthy
that in 1976 Romania for the first
time became a net importer of crude
oil. Manufactures, including a wide
variety of capital equipment, have
lately accounted for about one-quarter
of exports. In 1977 imports and ex-
ports were balanced at $7.02 billion
each.

Before World War II less than one-
fifth of Romania’s trade was with
nations that are now Communist, and
half of this amount was with Czecho-
slovakia. However, during the period
1947-59 annual trade with the Com-
munist world reached as high as 86
percent. In more recent times Roma-
nia has increased its share of trade
with non-Communist countries. The
non-Communist share of 1959-69
Romanian trade increased three to
four times faster than that of Com-
munist countries, and in 1973 Roma-
nia became the first Warsaw Pact coun-
try to conduct less than half of its
trade with Communist nations. In
1976 about 53 percent of Romania’s
rade was with non-Communist coun-
tries.

Kpproximately 17-18 percent of
ia’ e i ‘Soviet

Union, which is the most important
'EE'];TET}‘;;r of iron ore, coke, and other
raw materials. Romania’s second
largest trading partner is the Federal
Republic of Germany, which held an
8-percent share of Romanian trade
in 1976. Since 1960 Romania has
received substantial credits from West-
ern Europe. Romania has also attached
great importance to developing eco-
nomic ties with the Third World for
economic as well as political reasons.
In accordance with announced poli-



TRAVEL NOTES

Many foreign tourist agencies arrange
travel and hotel reservations in advance
for groups or individuals. The official
Romanian travel agency, Carpati, has an
office at 500 S5th Ave., Room 328,
New York City.

Visas are available, without fee, from
Romanian Consulates or on arrival. Be
aware, however, of the requirement
that each visitor spend the equivalent of
$10 in hard currency each day in Ro-
mania. Retain receipts for all money
exchanges and purchases carefully for
presentation on departure. Romania is
seven time zones ahead of the Eastern
US.

Climate—Romania has hot Mediter-
ranean summers and rather cold winters
with low humidity.

Health—Although no inoculations are
requested for travelers coming from the
US or Europe, it is advisable for all
travelers to be immunized against polio
and to have had a recent gamma globulin
injection. Health requirements change.
Travelers should check most recent in-
formation.

Telecommunications—Local  telephone
service is automatic and fairly depend-
able, International telephone and tele-

graph connections are generally good,
but there may be delays in placing calls.

Transportation—Bucharest has many in-
expensive, but often crowded, buses and
streetcars. Taxis are fairly inexpensive.

Driving to Bucharest from December
through February is not advised, as
mountain passes can be hazardous.
Otherwise, the main roads are reason-
ably good. Rail and air facilities are also
available for both domestic and inter-
national travel. The daily Wiener-Walzer
Express from Vienna takes roughly 20
hours to reach Bucharest.

cies, the Third World’s share of
Romanian trade is scheduled to reach
roughly 25 percent by 1980, as com-
pared to about 20 percent now.

FOREIGN RELATIONS

Since the early 1960’s Romania
has increasingly asserted its national
sovereignty and has sought closer ties
with non-Communist countries. Major
disputes with the U.S.S.R. have arisen

over Soviet proposals in 1962 to sub-

ordmate Romaman economic develop-
‘ment toa supranatmnal plannmg body
WitHin"CEMA. In a “declaration of
independence” of April 22, 1964,
the Romanian leadership sharply criti-
cized these proposals and emphasized

the right of each Communist Party to
work_out_its.own_policies in all fields
on the basis of national self-interest.

omania consistently followed this
policy during the Czechoslovak crises
in the summer of 1968, when it
publicly criticized and did not parti-
cipate in the invasion of that country
by the Soviet Union and other mem-
bers of the Warsaw Pact.

Since 1964 Romania has frequently
taken positions on international issues
markedly different from those taken
by the Soviet Union. These have
included, among many others, neutral-
ity in the early years of the Sino-
Soviet dispute and continuing pursuit
of good state and party relations
with the People’s Republic of China;
recognition of the Federal Republic of
Germany in 1967; maintenance of
relations with Israel after the 1967 war
and an independent view of Middle
East developments during the 1967
and 1973 wars as well as during the
current negotiating phase; early ap-
proaches and formal relations with the
European Common Market; an in-
dependent position (close to Yugosla-
via and the Italian and Spanish Com-
munist Parties) in international Com-
munist affairs; an active individual role
both in the United Nations and in
the CSCE process; “guest” status at
nonaligned meetings; and, in addition
to good relations with its neighbor
Yugoslavia, promotion of Balkan re-
gional cooperation efforts.

The Romanians describe their for-

ug goht_zy as one of amicable rela-
countnes-r—e.g-ar?ré?m

differing social systems, noninterfer-

mm_mmﬁggagf_?h"
states, the pursuit of peace, and the

advancement of Romanian national

ests. The record bears them out.
They have maintained proper relations
with the Soviets while rejecting
Soviet domination both directly and
indirectly. At the 1976 conference of
European Communist parties, they
were among the successful proponents
of the right of each party to develop

and pursue policies on the basis of
its own experiences and of the condi-
tions in which it operates. Their par-
ticipation in Soviet-sponsored inter-
national Communist activities has been
unpredictable.

Romania is a member of the Gen-
eral Agreement on Tariffs and Trade.
It joined the International Monetary
Fund and the International Bank for
Reconstruction and Development in
December 1972. Although a member
of the Warsaw Pact, Romania has
neither participated with troops in
Pact maneuvers abroad since 1962 nor
permitted such maneuvers within
Romania since 1964.

U.S.-ROMANIA RELATIONS

After a 15-year period of coolness,
the United States and Romania began
to improve their relations in 1960
with the signing of an agreement pro-
viding for partial settlement of Ameri-
can property claims. In the same year,
cultural, scientific, and educational
exchanges were initiated. In 1964
the legations of both nations were
raised to the level of Embassies.

In August 1969 President Nixon
paid an official visit to Romania, the
first by a U.S. President to Eastern
Europe since World War II. During
that visit an agreement was reached
providing for the establishment of a
U.S. library in Bucharest, a Romanian
library in New York, and a U.S. bank
office in Bucharest.

High-level contacts between U.S.
and Romanian leaders have multiplied
despite continuing political differ-
ences. President Ceausescu’s April
1978 visit to the
President Carter is his fourth visit
since October 1970. President Ford
(in 1975) and Secretaries of State
Rogers and Kissinger each visited
Bucharest. Also in 1975, the Roma-
nian First Deputy Minister of Defense
and Chief of the General Staff ex-
changed visits with the U.S. Army
Chief of Staff. High-level visits have
also included trips by American
Cabinet officers and Romanian Minis-
ters, Parliamentarians, and leaders in
many fields.

In 1972 Secretary Rogers and For-
eign Minister Manescu signed a Con-

-
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sular Convention to facilitate the pro-
tection of citizens and their property

* in both countries. In the same year,

Overseas Private Investment Corpora-
tion facilities were granted, and
Romania became eligible for U.S.
Export-Import Bank credits. An agree-
ment signed in 1974 for cultural,
educational, scientific, and technical
exchanges and cooperation has result-
ed in a steady growth of contacts and
exchanges of information in those
fields.

The Joint Declaration signed by
Presidents Nixon and Ceausescu in
December 1973 gave rise to the sign-
ing in April 1975 of a trade agreement
which entered into force for a 3-year
period in August of that year. Ro-
mania was accorded most-favored-
nation tariff status, the only East
European country willing at that time
to receive this treatment under the
terms of Section 402 of the Trade
Reform Act of 1974. Subsequently,
the two countries signed a long-term
agreement on economic, industrial,
and technical cooperation. Total trade
in 1977 amounted to $492 million.
Emigration remains a related issue for
discussion between the two govern-
ments, and a dialogue has been main-
tained concerning problems of dual
nationals, binational marriage cases,
and reunification of divided families.

Approximately 1,200-1,500 Ro-
manians now emigrate to the United
States each year.

Following a series of natural dis-
asters in the 1970’s—major flooding as
well as the earthquake of 1977—
assistance from private Americans and
from the U.S. Government (including
a $20 million grant for earthquake
relief) has been a positive factor in
U.S.-Romaniun relations.

Principal U.S. Officials

Ambassador—0O. Rudolph Aggrey

Deputy Chief of Mission—Thomas W.
Simons, Jr.

Counselor for Press and Culture—
Norris D. Garnett

Political Affairs Counselor—John B.
Tipton

Economic Affairs Counselor—Irving L.
Sanders

Defense Attache—Col.
Womack

Air Attache—Lt. Col. David B. Hall

Science and Technology Attache—Jay
H. Blowers

Consul—Luciano Mangiafico

Richard J.

The U.S. Embassy in Romania is
located at Strada Tudor Arghezi No.
7/9 Bucharest (tel. 12-40-40).

READING LIST
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this country. The Department of State
does not endorse unofficial publications.
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D.C.: U.S. Government Printing
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setts Institute of Technology
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Unity. Cambridge: Cambridge
University Press, 1939.

DEPARTMENT OF STATE PUBLICATION 7890, Revised March 1978
Office of Public Communication, Bureau of Public Affairs

# U.S. GOVERNMENT PRINTING OFFICE: 1978 — 0 — 261-124 2366

For sale by the Superintendent of Documents, U.S. Government Printins
Price 50 cents (single copy). Subscription price: $24.00 per year; $6.0

Office, Washington, D.C. 20402
additional for foreign mailing.

-y






L) ROMANIA - LIST OF GOVERNMENT AND ROMANIAN COMMUNIST PARTY (RCP) OFFICIALS

a)
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Nicolae Ceausescu

Ilie Verdet®
Gheorghe Oprea*

Nicolae Constantin
Ion Dinca*
Janos Fazekas¥®

Ion Ionita

Angelo Miculescu®*

Paul Niculescu-Mizil*

Emil Draganescu®*

Ion Patan®*

Cornel Burtica®*

Stefan Andrei*
Ion Coman¥*
Nicolae Agechi¥*
Ion Avram¥*

Mihai Florescu*
Gheorghe Cioara*

Vasile Patilinet®*#*

President of the Socialist Republic of
Romania

Prime Minister
Senior Deputy Prime Minister

Senior Deputy Prime Minister and
President of State Planning Commission

Deputy Prime Minister and Minister of
Industrial Construction

Deputy Prime Minister and Minister of
Home Trade

Deputy Prime Minister

Deputy Prime Minister and Minister of
Agriculture and Food Industry

Deputy Prime Minister and Minister of
inance

i i

Deputy Prime Minister and Minister
of Tourism and Sport

Deputy Prime Minister and Minister of
Technical and Material Supply and
Control of Fixed Assets Administration

Deputy Prime Minister and Minister of
Foreign Trade and International Cooperation

Minister of Foreign Affairs

Minister of National Defense

Minister of Metallurgical Industry
Minister of Machine Building Industry
Minister of Chemical Industry
Minister of Electric Power

Minister of Mines, Petroleum and Geology



Virgil Trofin*

Lina Ciobanu®*
Suzana Gadea¥*

Traian Dudas¥®

Emil Bobu*
Eugen Proca*
Constantin Statescu*

Elena Ceausescu*

Tosif Uglar*

Miu Dobrescu#*#*

Gheorghe Gaston Marin®*

Florin Iorgulescu#*

George Homostean

Tulian Bituleanu

Richard Winter#*#

Emilian Dobrescu

Ion Stanescu

Tudor Postelnicu

Gheorghe Petrescu

Constantin Nita

e

‘Minister of Forestry and Construction

Material
Minister of Light Industry
Minister of Education and Training

Minister of Transport and Telecommuni-
cations

Minister of Labour
Minister of Health
Minister of Justice

President of the National Council
for Science and Technology

President of the Committee for the
Problems of the People's Councils

President of the Council of Socialist
Culture and Education

President of the State Committee for
Prices

President, National Council of Waters
Minister of Internal Affairs

Deputy Minister, Ministry of Finance
Minister State Secretary, Minister of
Technical and Material Supply and Control
of Fixed Assets Administration

Minister State Secretary, First Vice
President of State Planning Commission

Minister State Secretary, Ministry of
Industrial Construction

Minister State Secretary, Ministry of
Internal Affairs and Chief of Department
of State Security

Minister State Secretary, Ministry of
Machine Building Industry

Minister State Secretary, Ministry of
Foreign Trade and International Cooperation



Dumitru Bejan

Dumitru Popa

Petre Blojoviei

Marin Capisizu

Mihai Marinescu

Pavoni

Caranfil

Gheorghe Popescu

Ion Rusinaru

Leonte Rautu¥*
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Minister State Secretary, Ministry of
Foreign Trade and International Cooperation

Minister State Secretary, Ministry of
Chemical Industry

Minister State Secretary, Chief of
Food Industry Department

Chief of State Agriculture Department

First Vice President of Council for
Economic and Social Organizations

Deputy Minister, Ministry of Chemical
Industry 3

Deputy Minister, Ministry of Metallurgical
Industry

President, Investment Bank

President, Bank for Agriculture and
Food Industry

President and Rector, Stefan Gheorghiu
Academy

- Note: * - Member, Council of Ministers
¥% - Auxiliary Member, Council of Ministers

Council of State

President

Vice Presidents

Secretary

Members

Nicolae Ceausescu

Gheorghe Raduleécu
Stefan Voitec

Silviu Curticeamu

Dan Anghel
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Toan Ceterchi
Gheorghe Pana

- Tamara Dobrin

Eduard Eisenburger
Ludovic Fazecas
Toan Manciuc
Gheorghe Petrescu
Ion Popescu-Puturi
Gheorghe Tanase
Vasile Vilcu

Ion Hortopan
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Richard Winter
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CURRICULUM VITAE

Nicolae Ceausescu

(President of the Socialist Republic of Romanie)

Born 191! in Olt County, the third of ten children of peasant
stock, started working in a factory at 11, Joined Communist Party at 15.

Later studied part-time and took special courses at the Military
Academy and the Academy of Economic Studies at Bucharest.

During the 1930's was prominent in anti-fascist movements, repeatedly
imprisoned for political activities. In 1939 became member of Central Committee
of the Union of Communist Youth. Spent most of early 1940's in fascist prisons.

In 1945 elected to the Central Committee of the Romanian Communist
Party. In 1946 elected as ‘the representative for Olt in the Deputies' Assembly.
In 1948, following the merger of the Romanian Communist Party and the Social
Democratic Party, became alternate member of the Central Committee. In 1952
became a member of the Party's Central Committee.

In 1948 he was appointed Deputy Minister of Agriculture and held a
succession of ministerial and party offices until 1965 when he was elected
Secr: General of ia i ty following Gheorghe Gheorghiu-

Degfs death.

He has been the Deputy of the Grand National Assembly -- the Supreme
State body since 1948. He was Chairman of the commission that drafted Romania's
new constitution in 1965. In 1967 he was elected President of the Council of
State of the Socialist Republic of Romania. Since 1969 he has been Chairman
of the Defense Council of the Republic and Supreme Commander of the country's
armed forces. :

President Ceausescu's articles and speeches have been published in
meny countries. In 1971, on the 50th Anniversary of the foundation of the
Romanian Communist Party, he received the title of "Hero of the Socialist
Republic of Romania", Romania's highest distinction.

Mrs. Ceausescu is a doctor engineer in chemigtgz. She is also a
member of the Executive Committee of the Central Committee of the Romanian
mur , the Coumncs: sters, and is Presi € Natl
Council for Science and Technology. She is one of the very few women who

hold positions of importance in either the Party or the Government. There are
three children.
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Tlie Verdet

(Prime Minister)

One of the most durable members of the Romanian leadership, Ilie
Verdet has held a number of top government and party jobs. Before his apggin -

ment.as _Prime Minister he had served since March 1978 as one of two senior
deputy prime ministers and as Chairman O he State Planning Committee. (He

had also been a senior deputy prime minister during 1967-T4.) Verdet has been
a member of the Grand National Assembly (parliament) since 1961 and of the
Defense Council since 1969, and he has been a vice chairman of the Supreme
Council for Economic and Social Development since 1977. He also belongs to
two of the leading bodies of the Romanian Communist Party (RCP): the
Political Executive Commiittee (since 1966) and that committee's Permanent

Bureau (since 197T).

Verdet was born in Comenesti in g;;;;) As a young man he worked as
a miner and later graduated from the Bucharest Academy of Economic Studies.
Tn 1945 he became a member of the RCP and he worked from 1948 until 1954 for
several locel party organizations in the Banat region. Verdet was elected
a candidate member of the Central Committee in 1955 and became a full member
in 1960, after working for two years as first secretary of the Hunedoara
Regional Party Committee. Verdet served biiefly on the RCP Secretariat in
1965 to 1967. From 1966 to 1974 he held a seat on the RCP Permanent Presidium,
the forerunner of the Permanent Bureau, after which he served again on the
Secretariat until 1978.

He does not speek English.

Gheorghe Oprea

(Senior Deputy Prime Minister)

Gheorghe Oprea was one of two persons named to the newly created
office of Senior Deputy Prime Minister in early March 1978. He had previously
served as a Deputy Prime Minister since 1974. A candidate member of the Central
Committee of the Romanian Communist Party (RCP) since 1965, he was promoted to
full member in 1972. In November 1974, he was named to the party's Political
Fxecutive Committee and Permanent Bureau. He has also been & member of the
Defense Council since April 1974 and a.deputy to the Grand National Assembly
(Parliement) since March 1975.

A mechanical engineering graduate of the Polytechnical Institute in
Bucharest, Oprea was appointed a director general in the Ministry of the
Metallurgical and Machine Building Industry in 1955 and promoted to Deputy
Minister in 1962. In 1964, when responsibility for the metallurgical and
machine building industry was divided between two new ministries, Oprea became
a Deputy Minister in the new Ministry of the Machine Building Industry. Six
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years later, in 1970, he left the Ministry to become a counselor to President
Nicolae Ceausescu. He remained in that position until his appointment as
Deputy Prime Minister in 1974,

Oprea, 50, is married and has a grown Son. He does not speak English.

Angelo Miculescu

(Deputy Prime Minister; Minister of Agriculture end the Food Industry)

s e T e

Angelo Miculescu was promoted to Deputy Prime Minister in March 1975.
He has been Minister of Agziculture since 1969g except for a 1T-month period
(1971-72) during an administrative reorganization, when he was Minister State
Secretary of Agriculture. Miculescu has been & member of the Central Committee
of the Romanian Communist Party and a deputy to the CGrand National Assembly
(Parliament) since 1969.

An engineer-agronomist, Miculescu spent his early career as the
manager of a state farm. In 1962 he joined the Higher Council of Agriculture
(HAC), the forerunner of the Ministry of Agriculture, and was appointed a
deputy chairman of the State Planning Committee. In 1965, he left the State
Planning Committee to become a deputy chairmen of HAC. He was promoted to the

position of HAC first deputy cheirman in 1966 and remeined in that post until
1969.

Mr. Miculescu was born in 1931. He speaks French and English. He
is married.

Paul Niculescu-Mizil

(Deputy Prime Minister and Minister of Finance and Governor of the Bank)

-
43
He was born in 1923; his parents were prominent Communists in the
early days of the party. He graduated from the Academy of Commercial and

Tndustrial Sciences, Bucharest, and was a professor & Bucharest University
and then at the Romanian Communist Party ( Central Commi n
Gheorghiu Academy of Social and Politicel Sciences in Bucharest.

Mr. Niculescu was close to Gheorghiu-Dej, former President of Romania.
By September, 1951, he was a Director of Studies at the Stefan Gheorghiu Higher
Party School and was promoted Assistant Rector of the school in March, 195k,
At the Party Congress in December, 1955, he was elected a full member of the
Central Committee, and in February, 1958, became Deputy Head of its Propaganda
and Culture Section, with special responsibility for propaganda. The following
May he was promoted Head of the Propaganda Section. He was re-elected to the
Central Committee at the June, 1960, Party Congress and in March, 1961, became
Secretary of the Culture and Education Committee of the Grand National Assembly.
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From 1956, when he took part in talks between Romanian and Yugoslav
party leaders, he was prominent in international party affairs. He was asso-
ciated with Romania's attempts to mediate in the Sino-Soviet dispute, notably
as a member of Maurer's delegations which held discussions with the Chinese
in September, 1964, and with the Russians in November, 1964, and again in Mey,
1965. In October, 1965, he visited Italy as head of & party delegation.

In June, 1965, he became Vice-President of the Grand National Assembly's
Permanent Commission for Education and Culture.

He was appointed a party Secretary in March, 1965, and at the Party
Congress in July of the same year was mede & full member of the Executive
Committee. Appointment to the Permenent Presidium followed in June, 1966.

At & Central Committee plenum in April, 1972, he was nominated a
Deputy Prime Minister and released from the party Secretariat. This was seen
both as a move to strengthen the Council of Ministers and as part of Ceausescu's
policy to give party activists government jobs and vice versa. It also marked
the end of Niculescu's period as Romania's chief spokesman on international
Communist affeirs in which capacity he was succeeded by Stefan Andrei.

Tn October, 1972, Niculescu was appointed Minister of Education and
Instruction to replace Mircea Malita, whose Ministry had been criticized.

At the 11th Party Congress in November, 1974, he was made a member
of the new Executive Political Committee, but has never quite recovered the
standing he enjoyed between 1966 and 1972. 1In July, 1975, he became Chairman
of the Department of Instruction, Education and Culture of the Supreme Council
of Economic and Social Development and in October, Chairman of the new Higher
Medical Council. However, in June, 1976, he %;;;_E%gfﬁgig_gg_g;nisxg;_gf
Education (to Suzana Gadea) and was made Chal 8F the Coordination Council
for the Production of Consumer Goods. In November and December, 1976,
respectively, he led a high-level delegation to Vietnam and to North Korea;
afterwards, he was described as Chairman of the joint commission of economic
and techno-scientific cooperation between Romania and those countries. He

was appointed Minister of Finance in March, 1978. ‘
He does not.speak English.

Nicolae Agachi

(Minister of Metallurgical Industry)

Nicolee Agachi, L1, has been Minister of Metallurgical Industry
since March 1969. A graduate engineer who had spent 18 years in Romania's
metallurgical industry, he was technically well prepared for the position.
His experience included tours as technical director (1965-67) and director
general (1967-69) of the large Hunedoara Iron and Steel Works--one of the
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most important industrial facilities in Romania. Agechi is a member of the
Romanian Communist Party, and he has been a full member of its Central Committee

since August 1969. He has also been a Deputy to the Grand National Assembly
since 1965.

After graduating from Bucharest Technical University in 1951, Agachi
worked for 10 years in the Metallurgical Combine at Resita. His experience
included supervision of the forge section there and of the Siemens-Martin
furnaces at the combine's steel plant. In 1961 he was brought into the Ministry
of Metallurgy as its chief of technical services, a post he held until his
1965 appointment to the Hunedoara plant.

Mr. Agachi has frequently traveled abroad in conjunction with his

ministerial duties. In addition to visiting the USSR and other East European

states, he traveled to the U.S. in 1967, China in 1971, Algeria in 1973, to
India and the UK in 1976.

He does not speak English.

Mihail Florescu

(Minister of Chemical Industry)

Mihail Florescu is Minister of Chemical Industry for the second time,
having previously served in this position from 1952 until 1965. His most recent
appointment was made in September, 1970. He is noted for his contribution during
that period to the successful development of the chemical industry. Between 1965
and 1970 Florescu served as a chief of the FEconomic Section of the Romanian
Cormunist Party (RCP) Central Committee and as a deputy chairman of the Economic

Council, the body then responsible for supervising the implementation of the
Romenian economic policy.

He graduated as a chemical engineer from the Chemistry Faculty of
the University of Bucharest. He served with the Loyelists during the Spanish
Civil Wer and with the French Resistance during World War II. After the war,
he held various govermment and RCP posts. A member of the RCP since 1933, he
was elected a full member of the party Central Committee in 1955. He was
elected a corresponding member of the Chemistry Section of the Academy of the
Socialist Republic of Romania in 19Thk. He is also a member of the Grand
National Assembly, the Romanian parliament.

Mr. Florescu is 67 years old, end is married. He speaks French,
German, English and Spanish.



Gheorghe Popescu

(President of the Investment Bank and Alternate Governor of the Bank)

Until December 1977 when Mr. Popescu was appointed to the present
position, he was the head of the State General Financial Inspectorate in

the Ministry of Finance.

Ton Rusinaru

(President of the Bank for Agriculture and Food Industry)

Mr. Rusinaru has held his present position since 1968.
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5. TOPICS FOR DISCUSSION . 8 i
, 5/ 047,

(a) The Relationship with Romania; Improvements and Disappointments 14 127

When viewed in the light of the difficulties of tlhe early years
of our relationship with Romania, the position today is satisfactory.
Indeed the degree of cooperation and mutual respect which has been developed
over 6-1/2 years of membership is remarkable in several respects given the
hostility and suspicion with which many of our interlocuters regarded the
Bank in the past. Our rélations are best in agriculture, where the Government
has presented a series of projects to the Bank backed up by convincing evidence
of their desirability and adequate supporting information. As a result the
Bank has a large number of firmly identified projects, which places us both
in a strong position. We have been emphasizing to the Romanians for years,
the need to build a strong project pipeline, and we are very pleased with this
development which has taken place mainly during the course of the past year;
the more so because it occurred in parallel with and then following our refusal
in October 1978 to finance the Cattle Development Project. A cattle subsector
mission returned from Romania in May and identified a livestock project
designed to support Romania’s beef and dairy programs on a basis that is
economically viable as well as provide for increased efficiency through
regional specialization. We enjoy excellent relationships with the Ministry

of Agriculture and the Bank for Agriculture and Food Industries (BAFI),
which is our borrower for all agricultural loans.
Good progress has been made with cofinancing. After several years

of obdurate resistance, the Government finally agreed to try cofinancing in
early 1978. Two approved projects (Roman Pipe and Livestock II) are being
cofinanced for a total amount in excess of $100 million, and the Government
has indicated its interest in cofinancing for a number of future projects.

The past year has also seen the Bank invited to lend for the transport sector
(a sector mission in March 1979 has tentatively identified a first project
although the application of standard Bank procedures for procurement and so on
still remains to be worked out), more favorable attitude by the Government
towards sector lending for power for which Romania is ideally suited, the
publication of the Basic Economic Report on Romania, and the continuation of

EDI’s work with Romania. The latter has always been one of the strongest
‘aspects of our relationship, and to date some.l65 Romanians have heen trained
either by ED ' oint EDI-CEPECA courses in Bucharest. Joint courses in

Industrial Projects and Agricultural projects are planned for later this year.
We think that the next step needed to gain the maximum benefit from the
training provided by EDI and CEPECA is the practical application by the
Romanians of the new techniques being taught (e.g., discounting, net present
value, economic rate of return, etc). To date we have always had to do the
economic analysis ourselves on the basis of data provided by the Romanians.

We are aware that to do this, the Government must take statutory action, but
Dr. Rautu, Rector of Stefan Gheorghiu Academy of which CEPECA is a part and
who is a reported confidante of Mr. Ceausecu, expressed strong interest in the
idea during discussions held in the Bank in May. ' We should suggest that we are
willing to work with the Government on applying the new techniques to one or
more Bank financed projects before they are presented to the Bank as a pilot
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operation to test the validity of the new methods as compared to those still g:fffg?
in general use in Romania. In this connection you might also point out the

value of exchange of advanced technical information to the Romanians. They
MT&MJH@ foreign experts
on the frontiers of technology where they need it (e.g. off-shore drilling,
nuclear power). They themselves have done very advanced GE?E?Iﬁ’E—E;EFE;aEE
L;EEEE“TETET#gil from shale at Anina) and should share/sell this knowledge to
other countries which would benefit from their work. At the moment this type
of exchange is severely inhibited by the approach taken towards informationm,

and by a strong reluctance to use foreign consultants in the way they are used
in the rest of the world.

Relations are less satisfactory i mic reporting. J"/"

Romania’s debt reporting is still seriously deficient and economic missions
still tend to be frustrated by the negotiating tactics for release of informa-
tion and interpretation of economic events that Romanian counterparts
frequently use.

Romanian procureme - uestions, and ‘z//?
we have to deal with a continual series of_minor infrin e Bank’s
procurement guidelines, long delays in bid evaluations, and a continued 100

percent success record by the Romanians where they participate in ICB bids.
We have no evidence of any deliberate malpractice. Their success within

Romania contrasts marke with their poor performance outside. This is
because of their unsophisticated export marketing techuiques, not responsive
to_specifications, to bid documents, poor presentation of‘ﬁaterials, poor
after sales service, etc. It would be useful if you would raise the igéﬁe

_points with the Romanians.
e

However, these deficie nor in comparison to the difficul-
ties we have faced in our work in the ;gggstrial sector. ~ The central impor-

tance of industry to the economy, the problems for it that the Bank foresees
and the necessity for the Bank to continue lending for industry are described

elsewhere (see 5(d)). Yet we have much more difficulty in obtaining goad
information about the sector, more difficulty in-engaging Cy discus-
sions, and more difficulty in de_glgaing_agg;gj__‘_giggliﬁghthan we have

experienced in the other sectors. One crucial example in the steel and
chemicals sub-sectors is that we do not have production or consumption projec-
tions beyond 1985, when at a minimum we need 1990 estimates. Clearly, part of
our difficulty is the relative sensitivity of industrial statistics, the
sensitivity of the questions the Bank has been asking, which do not appear to
have been asked before, and the possibility that perhaps increasing number of
questions on the subject of industrial policy and strategy are being raised
within Romania itself. But a part is undoubtedly the relative lack of commu-
nication with the responsible ministries, and the tight funnelling of all our
industrial work through our borrowe e Investment Bank, which 1s a somewhat
inadequate i stitution, lacking in political stature. Moreover IB
has to deal with quite a number of ministries and its relationships with these
ministries are not as strong as the relationship between BAFI and the Ministry
of Agriculture. We have two suggestions for improvement. One is to try and
eﬁgghligk_i_gore direct relationship with the various ministries, centrals and
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terprises responsible for industry though still in conjunction with the
Investment Bank (so far this has proved very difficult to achieve); the second
is to ask for an_increase in the number and-an_improvement in the technical
qualifications of the Investment Bank staff who deal with the Bank. We have
=~ begun to work on the first suggestion already but emphasis of this point will
help us a great deal. The Romanians counter the second suggestion by saying
that we should reduce Bank reporting and information requirements (these are
less than in most countries already). But the point is that if the Investment
Bank is to continue to play even a coordinating role, it must be staffed by
people who can speak the same technical language as Bank project staff. Also v
the individually petty but cumulatively annoying irritants, such as withholding
prepared data, negotiating information requirements, and control of direct
communication with ministry, central and enterprise representatives during
meetings, need to be reduced. Interestingly enough to be f
the same problem in the transport sector (the lending for which is also
channelled through the Investment Bank) partly because of our excellent
contacts developed with the Ministry of Transport through EDI-CEPECA courses.
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(b) Future Lending Relationship and its Duration

Romania has one of the higher per capita GNPs of borrower countries
(1978 - $1,750). It has been successful in sustaining a high per capita
economic growth rate of about 8.5 percent p.a. between 1950-75. (The conclu-
sions of our examination of the steel and chemicals sub-sectors could affect
our thinking on the GNP level if as reported in a preliminary manner to date
it confirms that consumption levels are inexplicably high unless.a.higher GNP
is assumed. Interesting work done by Kravis et alia at Columbia University

using a p arity a s that Romania has a higher .
GNP per ca Yugoslavia whereas Bank Atlas presently erse.)

e present lending program anticipates that lending v i tinue at the same
pominal rate of $280-295 million p.a. over the next fiver ol3

a gradual decline in real terms. The Romanian GoVernment will almost certainly
press for higher levels of lending, probably arguing that it should be in line
with the Bank s general capital increase. It will thus be necessary to explain
the Bank’s ''graduation" policy. Under the proposals contained in the paper
"Criteria for Bank Lending in the 1980°s" only two major borrowing countries -
Romania and Yugoslavia - would reach the graduation zone of per capita income
of 30 percent of OECD North during the 1980°s. Except for Barbados and
Portugal no other countries 5 percent of the OECD North average
during the 1980°s. Under the projections used in the paper Romania’s per
capita income as a percentage of OECD North would be 26 percent in 1980, 31
percent in 1985 and 36 percent in 1990. We could argue that a level rather
than rising lending program is appropriate between now and 1985 since phase

out is likely in the second half of the decade. The general strategy of our
program and its sectoral composition remain as described in the CPP approved

by you in January 1979. Your ﬁéﬁ.&ﬂwﬂﬁ%ﬂf{?&;ﬁn&?ﬁ_ﬂﬂ-
tion of discussions with the potential graduates promise ng
“Criteria™ paper. Looking forward to the phase out period in_the second half
gi,;hg 19807s; we wouldﬁgxngg;_ngggngiggg in those areas where we could help
stren a’s access to private . long-t rm
capital markets and aﬁgg_Hha;a—un—aanld-cnggg;gg__in the transfer of advanced
technolqgg frqmbahgggd. :
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(c) The Danube-Black Sea Canal Project

For the Romanians, the most impo roject at present 1is the
Danube B roject. Work on thls vast under

1976. The estimated cost of the project is about $1.7 billion JTEH'—_3356

million foreign exchange component. The project canal 1§ a part of a larger
program consisting of construction of a deep sea port at South Constanta,
expansion of certain river ports and improvements of the river Danube. The
63 km canal (i) will eliminate the restrictions imposed by the lower Danube
navigation channel on cargo movements and (ii) shorten the distance to the

sea by about 360 km. The Canal will enable Romania to use its cost efficient
energy saving inland waterway system more fully for the arge
volumes of‘buIEfcar o mainly consisting of imported raw materials. The
project will add significant additional transport capacity needed for the
growing economy and will also benefit other Danubian Countries, including
Austria, Yugoslavia and West Germany by efficient movement of their imported
raw material requirements as well as their exports. The project, moreover,
will become an integral part of the European waterway system after the c le-
tion of the Rhine-Main-Danube Canal in West Germany in 1984, The Canal will
also help accelerate the economic development of the Dobrogea region--one of
the poorer regions of Romania. The tentative gconomic return is above 20
percent. The Romanians feel that our involvement will help them mobilize
other international financial support for the Canal. They also feel as we do,
that its benefits to other riparian countries make it particulary suitable for
Bank financing and therefore less likely to raise problems with the Executive
Directors.

The project has been included for 100 million in the lending program
for some time and this_figure has been indicated to senior Romanian officials
both by the Program Director and Division Chief in lending program discussions

and by the appraisal mission last March. Subsequently, the amount was raised

to $130 million when more money became avallable for the FY80 Romania program,
-EIEEEEEEfEE:;;highe; : _ , ned to the Government, The

Romanians had con51stently pressed us to increase the loan amount above $100

million and will probably press you on the same point. You will recall that ]ﬁ)'“
at the time the decision memorandum was reviewed, you and Mr. Stern felt we [

should limit our financing to $75 million. This has not yet been mentioned 4 :I:‘ ,
to the Romanians and should be explained during your visit. We would, if -
necessary, be able to increase the amounts lent for our irrigation and live- ﬁi“/*ﬂpﬁa
stock projects scheduled for FY80 to ensure that lending remained at the

target figure of $295 million (the same level as achieved in FY79). However,

this would leave less room for co-financing in the agricultural projects.

Another impor issue on the Danube Canal project relates to é&:f:;7
procurement. One of the contributions we are making to the project is to
efsure that the full list of additional construction equipment needed to
complete the Canal is designed to permit the most efficient execution of
the work. Within this list, we have to agree the list of equipment to be
financed by the Bank which would be put out to ICB. Initially the Romanians
were inclined to include on the list for Bank financing only items which
were likely to be won by Romanian manufacturers after ICB, leaving imported
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equipment--much of it from COMECON countries--to be financed by other means.
We have emphasized to the Romanians--and you may need to re-emphasize this--
;EEE1ggg;nancﬂ_ﬂi_igslﬂéigg_ggyipment likely to be imported on the list for
ank financing. Otherwise, we may face very difficult questions from the
Executive Directors.

You should also be aware that Amne International produced a

report in 1978 charging that so-called "prisoners of conscience" form part of
the labor force Eed ToThe Tomstructlon of The CamaT—Wo TankTosion har ~
seen any evidence of this. At the time GFf the presentation of the recent
livestock and irrigation projects in March 1979, the US Executive Director’s
office noted the Amnesty International report on the canal project and asked
if we had any evidence that "prisoners of conscience" were being used as
forced labor on the two projects to be considered. We said we had no evidence
on this and the question was not raised at the Board. We would expect to deal
with any questions on the Canal Project in the same manner.




(d) The Economy and Industry

(NOTE: You may not wish to address the overall economic situation
directly but it provides an essential framework for your discussions with the
Romanian Government on future industrial policies and strategy (see p. 8)).

The Economy

Since the 1950's and until recentlyORomania has pursued a_high
growth strate whose cornerstones have beenYthe rapid development of heavy
industries an very high investment rate (1951-55 - 17.6 percent rising to
1971-75 - 34 percent p.a.). Domestic sources of energy (oil and then gas)
were in relative abundance and development priorities were simple~and obvious.

sumpt i verely restrained. Little attention was paid td~how
economically resources were being use o fficiency of the allocation
mechanism (rigid central planning), o concerns about quality or 1ncen-—

tives, The economy was also relatively closed, and the external sector played

a small although growing role in the economy. Between 1950—amnd-l1975 average
per capita growth of social product and national income cent and

8.6 percent p.a. respectively.

Beginning in the early 1970's it gradually became clear that Romania
could no longer maintain its earlier strategy. The balance between consump-
tion and 1nvestment hgg_gg_ghange, and a period of consolidation is needed to
“iron out structur imbalances, to obtain a clear indication of areas for
specialization in the future, and to permit the external sector to catch up
with the rapid pace of internal growth. The relationship between costs and
prices for the economy as a whole and in relation to the international economy
must be examined and adjusted more frequently than in the past. The issues of

efficiency and economy i llocation and quality of production in
industry and agricultur longer be ignored. 1In 1972/73 Romania became

a net importer of energy for the first time, a change which underlined the
rapidly increasing importance of the foreign trade sector, 1mpﬂﬁ&£,_h££2—2f

raw materials and industrial and so are
Egm3nials—£e;e&gn—beefewﬁag—;equixggsﬂﬁg (see 6(a) (CPP) and 6(e) (Foreign

Assistance and Debt)). In response Romania is making extensive efforts to
expand its existing export markets and develop new ones in convertible cur-
rency areas, but conditions have been difficult and are likely to become more
so in the 1980's, especially in Western Europe. TheLgxowing reliance of the

economy on the e the si atest pressure ET
Ghange_Ln—Ronﬁn*a-o-asaanmls_ﬁLEEEEﬁx

Within the individual sectors of the economy, the pressures for ‘gf//
change are also mounting. The performance of agriculture has been a source of

continuing disappointment with output consistently below target for a number
of years. The 15553QI-$ELfﬂImS£é_EEEE_EE_EE_EﬁgﬁégE;;;éEEE;i Cooperatives
(CAP), which control 74 percent of Romania's ar . e sector has also
been affected by poor weather in several years and also by underinvestment.
G}The key sector of é;dustry also faces a variety of serious problems including

manpower shortagesy” bottlenecks caused by shortage of capacity that still
ex1sts in the construction and machine building industries (though this is
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being remedied by investments in these sub-sectors), poor intra-sector
coordination. There are also serious shortfalls in export performance,
including quality of export goods and services produced, lack of export
marketing capability, and domestic market constraints because of lack of

emphasis on consumption. In the imfrastructure sectors, while the road and

rail systems complement each other reasonably well, and the electric power
system is efficient, iBgggEgggg_hﬂa_baea—helg_hggg and_an_increase_is_now
needed to meet the needs of the economy in the 1980's. In the transport
Sector the Government needs to expand and modernize existing facilities, and
should avoid premature investment in superhighway construction.

The Government has been responding energetically to these chaﬁging
circumstances. In March 1978, Mr. Ceausescu announced the introduction
of a series of '"new economic reforms" (see 6(f)), beginning January 1979. We
%mmﬂ—nm“ion of these reforms which address the
shortcomings o0f the planning system, quality of output, and the key issue of
incentives for the worker. But we are not impressed by their extent; in
essence they appear to be tinkering with the existing planning and implemen-
tation system and not a wholesale move to genuine decentralization. In
parallel with the introduction of these changes, there have been a number
of important changes to strengthen party control over management at the level
of the central and the individual enterprise. The problems of the agricultural
sector were attacked in a revised organizational structure for agriculture
announced in March 1979 (see 6(f), para. 12). It is too early to make any
judgement on their potential impact although it appears that organizational
change is being substituted for real change.

Our key concern is that these responses are only partial in nature,
and it is not clear how thoroughly senior government officials understand
what needs to be done, or where the debate on future measures is going within
the Government and more importantly within the Romanian Communist Party
(RCP), since all these problems and the possible strategy and policy responses
to them of course raise very tricky ideological issues. Thus while senior
government officials you will meet will undoubtedly place great emphasis
on "efficiency," it is not always clear whether they mean it in a physical
sense or in an economic sense. Any opportunity to discuss the economies of
resource allocation and the concept of economic efficiency should be taken.

Industry-Future Policies and Strategy

-

In March 1979 the Bank undertook in-depth reviews of the chemical
and steel subsectors in Romania. These reviews had two objectives. First,
they were intended to provide a context for project identification, so that
projects could be 'placed' more clearly in relation to Romania's investment
program and strategy within each subsector than we have been able to do in the
past; second, given the difficulties of entering into a dialogue with the
Romanians on broader questions of industrial strategy, it was hoped that the
data and programs relating to these two key subsectors would both in them-
selves throw light on these broader questions and also provide a means of
discussing them with the Romanian authorities. Despite the carefully nego-
tiated agreement of the Romanian authorities to each step involved in the
missions, in practice there were considerable difficulties and delays in
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securing key data and projections, and in engaging the Romanian authorities in
substantive discussions on the preliminary findings of the two missions.
Despite this, the draft reports of the missions represent a very substantial
advance on our past knowledge of Romanian industry and given the central role
of industry in Romania's economic development the problems they raise assuredly
merit the attention of the Romanian authorities and are the prime issues for
discussion. The main findings of the two subsector missions and the issues
relating to the individual subsectors are summarized in Section 6(d). The
main policy issues which are common to the analysis of both subsectors are
discussed briefly below. You may wish to raise these with senior Romanian
officials during your coming visit.

(i) Investment versus Consumption: Perhaps, the most crucial polZcy
issue facing the industrial sector at this time is the trade-off between
investment and consumption. Romania's past development strategy emphasized
industrial investment particularly in basic and heavy industries; the programs
in the chemical and steel subsectors for 1981-85 Plan period suggest that this
emphasis will be continued. The strategy has resulted in impressive gains in
the past. Apart from the political and social objectives implicit in this
choice, there are a number of new elements which need to be considered. The
domestic market for many chemical and steel products can support only limited
further expansion (for example planned 1985 domestic fertilizer consumption of
211 kg/ha for nitrogen and 112 kg/ha for phosphate are more than double
current Western European application rates of 85 and 53 kg/ha respectively
and planned 1985 per capita consumption of steel of 820 kg will far exceed
present levels in industrialized countries: the U.S. (600 kg), Japan (534
kg) and West Germany (590 kg) - (see Section 6d, paras. 4, 15 and 17 for fur-
ther information). There is concern about exports on two fronts, first the
capacity of export markets, especially for chemicals, to absorb Romania's
large planned expansion of exports; and second, Romania's capacity to mount
the kind of export marketing effort required. This is discussed in (ii)
below. There is already evidence that various constraints are already affect-
ing the content and magnitude of the investment programs for the two sub-
sectors e.g. the failure of both steel and chemical industry (and many other
parts of the industrial sector) to meet investment targets during each of the
first three years of the present plan and apparent difficulties in identifying
suitable projects to fill the 1981-85 investment allocations (actual projects
identified in the chemical sector total lei 47 billion versus allocation of
lei 140 billion); and, in the case of steel, the reduction of the earlier
proposed 1981-85 investment program from lei 145 billion to lei 100 billion.

A strategy based to a greater extent on satisfying the demand for consumer
goods for the domestic market could provide added inpetus for growth in both
subsectors. Romania may well be at the stage where a gradual shift towards
consumption may be needed to meet overall growth objectives. The final
discussions on the 1981-85 plan, which are in progress, may provide an
opportunity for the Romanian authorities to re-examine this question.

(ii) Export Orientation: A second critical issue_relates to the major
expansion of exports impli by present and proposed programs - Targely direct
1n the case of the chemical subsector and indirect (throsgﬁ'éxport machinery
and equipment) in the steel subsector. In the chemical subsector Romania is
becoming an increasingly large importer of its hydrocarbon needs (64 percent
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of its 1985 crude oil needs would be imported) and many other key raw mate-

rials, and will have to compete in export markets for petrochemical and : ‘!E”’,

fertilizer products with OPEC countries. Based on present productlon plans we

estimate th =35 percent of all
‘percent of the ced wou rted. Since for most basic
~themicals other COMECON countries are also building additional capacity,

much of it planned for export, those countries ﬂn_nnt_:anggﬁen;_gnnd_ﬁxpnsh

’g525ggg52.fQI*BDmanle_lg_Ehg_lﬁﬁmks. Most of Romania's additional exports
ould, therefore, have to go to market economies, in particular Western

Europe. These markets are projected to be generally weak for most basic

chemicals for the 1980's. Romania's production plans combined with our
domestic and export market projections indicate that it eed to cgptur

13 percent of gross world imports of ni;xnaﬂﬂ—iﬂ:&ll;zers in 198 versus 8
percent in 1978; and [ tics between 7-13
Edropean imports in 1985 versus 0-1 omania's main compe-

titive advantage, relatively low labor costs, is of limited relevance to

the chemical industry. Here low labor cost is more than offset by Romania's
cont inuedwww. This
results from the attempt to save foreign exchange by dupli ng technology
and equipment purchased from abroad earlier. From an economic viewpoint,

therefore the planned investments directed primarily at exports appear
questionable.

In the steel subsector Romania has some comparative advantage
account of low labor costs (labor costs in Romania afE'EEEEFﬂﬁEFTHTETTﬁ?Pﬂ
those in other major Steel producing countries like Japan and the U.S. where
it is about US$90 per ton of finished products), Eigher capacity utilization
of production units as a result of assured internal markets andllgmgjﬁzzﬂg%g
costs, only partly compensated by higher transport costs due to substantia
interplant shipments of semi-finished products (a special feature of the
Romanian steel industry). _In the future, this advantage will at least in
part be lost, because of the planned increases in wages, increased TeTiance
on imported raw materials and energy (by 1985 about 92 percent of the steel
industry's iron ore and 70 percent of its coking coal requirements will have
to be imported) by plants which are not optimally located for such imports
and possible difficulties in production planning due to Romania's increasing

export orientation. In steel the market 51tuat1qE_ig_hgngna:_samgnbabaty-

ferent from ch
‘_;;;;;5ET_EE_QQMEQQH_SQBHLLLE§, 30 percent for developing countries, and 20

) or developed countries (direct exports of steel are planned to
temporarily increase from 2.2 million tons in 1977 to 2.7 million tons in

1980 but then decline to 1.6 million tons in 1985). Nevertheless, these

plans are extremely ambitious since Romania proposes to almost triple indirect
steel exports between 1978 and 1985 by entering into fields such as plant and
equipment. In these product fields, Romania has had little experience and
lacks the necessary support infrastructure (e.g. efficient and well informed
export organization, sales and after-sales services, export financing mecha-
nisms and so on); and Romania will find it very difficult to develop this in
the medium-term.

.
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(iii) The Need for Further Capacity Expansion: Past Romanian industrial
development strategy has largely emphasized investment in new capacity as a
means of achieving a higher value of output over improved efficiency, quality
and related factors. In view of the difficulties in meeting earlier investment
targets and evident constraints on capacity expansion now and in the future,
the 1981~ eriod might well be devoted more to consolidating production
gains already achieved, e.g:, roduct quality, thus increasing the
value per unit of output, rather than the planne continuation of high invest-
ment rates; or better capacity utilization in the case of chemicals (for
example Romania's nitrogen fertiTfzer~industry in 1978 operated only at 63
percent of its capacity). Constraints in implementing projects and in
staffing and managing new plants are evident in the entire industrial sector
(for example, project implementation shortfalls in the chemical industry and
shortage of technical manpower and supplies of local equipment for the steel
industry). While Romanian planners appear to recognize these problems and
have begun to emphasize efficiency considerations, particularly through
the new economic reforms, it is not clear whether they have considered that
it might well prove advantageous to reduce the high investment rates fo
the purpos ieving efficiency-re } ives. achieve these
objectives, further major changes in the economic planning and management
systems may also need to be considered. Even after the new economic reforms,
Romania remains far more centralized than most other COMECON countries at all
stages of the economic decision-making process.

(iv) Pricing System: Domestic prices of most inputs, including energy
and imported raw materials, are between 5 to 50 percent of international prices
(when converted at the official exchange rate). The 1 nd structu f
domestic prices does not reflect thejr economic costs, and therefore, the
pricing ~system provides an inadequate basis for resource allocation. The_sub=_
st ial und ici of ener and most raw materi also appears to encourage
plant managers to continue inefficient plant designs and operating procedures.
While the official policy forbids export at prices which would result in finan-
cial losses, actual prices obtained by Romania for its exports of chemicals
and engineering goods to market economies are in general significantly below
the lower end of prices obtained by western producers. For many major export
items such as high-density polyethylene and acetone in the chemicals subsector
and engineering goods such as blast furnaces, agricultural equipment, railway
wagons and motor vehicles in the steel subsector, prices received may not
cover economic costs. While these low prices are partly due to product
quality differences and weaknesses in the Romanian export marketing set-up,
they also appear to be the result of low domestic input prices and the Romanian
practice of not including depreciation and capital charges when calculating
the minimum acceptable export prices. There seems to be some interest in
evolving a system which would give proper signals to the policy makers and
enterprise managers as to whether or not a particular export is economic.

It is likely thatM§3$3213’i§_gggg£igg_g=gjfficult phase of its
industrial developmen We beTieve that the Bank can make a contribution to
EHE‘TEfﬁETE?TEE_ET—;E;?ndustrial strategy which 1s to Romania's best advantage,
both through the identification and implementation of projects and through the

broader analysis and discussion of policy and technical questions. Another
avenue of support is through conducting EDI industrial courses in Romania.
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The industrial sector has sufficient depth and diversity to have within it
projects that are economically viable and permit the Bank to continue support-
ing the sector in our lending program, even in subsectors such as steel and
chemicals where we have serious questions at present. In the past our contri-
bution has been limited to introducing new technologies and export marketing
related to specific industrial projects, and through the somewhat less tan-
gible impact of EDI courses. The complexity of the present phase which
Romanian industry is entering, and the introduction of a new system which
somewhat increases the autonomy of decision-making at the enterprise level,
suggest that the Bank could make a significantly greater contributiopn if the ®
Romanians chose to avail themselves .o in_areas such_as-.prejeec
analyeie—and export_markets: So far we have had very limited success in
engaging the Romanians in a dialogue on industrial strategy. For any future
"dialogue" to be fruitful, senior Romanian officials would have to authorize
more open policy discussions and release of relevant macro-economic data to
the Bank. The reports of the two subsector missions are now at an advanced
stage of preparation and we expect to discuss them with the Government in
September. If we are successful in getting the Romanians to take up some of
the broader questions which these reports will raise, rather than the endless
negotiations about wording which have characterized the "dialogue" in the
past, then we will attempt to follow up these reviews, by tackling some of the
strategy questions through our macro-economic work during the early part of
1980.
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(e) IDA Membership

Mr. Knapp’s visit to the Minister of Finance in early March to
discuss Romania’s membership in IDA went very well and he is confident that

,mwuwmumm&_r’m's
intention to join IDA. His report on that visit notes that the only out-

standing questions relate to the amount of the Romanian contribution to IDA
6 and whether or not it will be tied to procurement in Romania.

ed $20 million as an appropriate contribution on the basis of statis-
tical comparis W via, although he
acknowledged that Romania“s capacity to contribute might be a little less
than Yugoslavia’s; a point which the Minister of Finance endorsed. (Yugoslavia
has subsequently announced a $20 million contribution at the IDA meeting in
Paris on March 21, to which the Romanian Government had sent an observer at
Mr. Knapp’s urging.) Mr. Knapp explained how the contribution he had proposed
would be broken out into a subscription of about $13 million and a contribu-
tion of about $7 million, with a 10 percent or about $1.2 million down payment
on the subscription, and in what form the balance could be maintained and the
rate of drawdown of the balance. In his discussions and a subsequent letter
to the Deputy Minister of Finance, Mr. Knapp noted that IDA would be prepared
to accept funds from Romania in Romanian lei and tied to procurement within
Romania since the historical rate of IDA procurement in Romania (FY77 - $2.6
million; FY78 - $1.8 million; FY79 (lst half) - $3.7 million) seems high
enough to ensure that the $18.8 million equivalent balance of Romanian funds
would be used fully. However, he strongly urged the Government not to pursue
this course since (i) few others do it, (ii) Yugoslavia does not do it,
and (iii) it would probably result in a more rapid disbursement of Romanian
funds compared to their release to IDA in freely convertible currencies, on
the basis of the historical rate of IDA procurement within Romania. You may
wish to comment both on the amount of Romania’s contribution and its form if
these questions are still subject to change. Otherwise this topic is clearly
one on which the Government will take the initiative in its discussions
with you.
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Postscript

62. This paper was reviewed on January 5, 1979 in a meeting chaired
by Mr. McNamara. The following decisions were reached:

(2) For planning purposes, the 1énding program of $1400 millionA
proposed for FY80-84 was adopted.

(b) While it was accepted that the Government was now providing
adequate project information, it is necessary-that the flow
of information be further improved, in particular as it
affects sector knowledge, lest inadequate economic justifications
make it impossible to sustain the level agreed under (a).

(c) The meeting endorsed the proposed examination of industrial
sub-sectors to evaluate the government's proposals for their
development and to ensure that the viability of projects
submitted for Bank financing can be assessed early in the
project cycle. - ‘

(d) The meeting acknowledged the CPP's exposition of the Bank's
very limited impact on Romania's macro-economic policy and
its more extensive influence on project design, but stressed
the importance of continued focus on Romania's overall develop=-
ment strategy, investment allocation and external marketing
prospects.

(e) The meeting requested that the Publication Committee's decision
not to publish the Basic Economic Report in book form be
- re—examined.’

Division 1D
CP1l, EMENA Region
February 28, 1979



(b) Political Situation

It is true to say that we know considerably less about the internal
political situation in Romania than we do in most of our borrower countries.
This is largely because of the centralized and highly secretive nature of
the regime, and because the Bank has been confined to dealing with the Govern-
ment as opposed to the Romanian Communist Party (RCP) where real power and
influence reside. We consider that the description of the Government and
Political Conditions contained in the US State Department Notes on Romania
(see part 3) is a fair and balanced assessment of the overall situation. We
‘have the following additional comments. Romania seems likely to continue to
have internal political stability since the regime's policy of independence

within the COMECON is almost certain to-be-ecentinued amd 15 potitically

“popular at home; and because the Government has permitted a mare rapid
increase in real wages in 1978 than planned, after it had appreciated the
significance-and _extent-of-feeling—underlying the miners’ strike of 1977.
(This strike was supported by 30,000 miners in the Jiu valley area of south-
west Romania, its principal coal mining area, in protest against legislation
reducing pension rights. Although it did not last long, end its leaders have
been severely penalized, its impact was not lost on the Government.)

In_the field of external political relations, Romania is likely
to sue ourse, although it w obably become_somewhat
more dependent on the US! or raw materials imports, particularly of iron
ore, gas and oil as time goes on, and this will affect the degree of inde-
perdence which Romania can show. But Romania’s growing appetite for and
marked preference for Western capital and technology will continue as a
balancing factor. A major demonstration of Romania’s policy of independence
within COMECON was the visit in September 1978 of Mr. Hua, Chairman of the
People’s Republic of China, whose visit generated genuine popular excitement
and enthusiasm. This has since been followed by Romania’s criticism of
increased defense expenditures by Warsaw Pact countries, its decision to cut
its own previously planned expenditures (with the resultant savings to be
channelled to services for children) and its condemnation of Vietnam’s inva-
sion of Cambodia. Information on the political leadership is contained in
the List of Government and RCP Officials and Biographical Data (Part 4 of
Brief).




(c) Economic Situation

(For a summary of events up to mid 1978, see CPP.)

The most significant event since mid 1978 has been the release of
information concerning Romania’s economic performance in 1978. The overall
results show that the general slowdown in growth which occurred in 1977 con-
tinued in 1978, and that whereas results were somewhat mixed in 1977, produc-
%?E;Eg;EE2EE;Egg_ig_lﬂlﬁ_gg§_gg;§g:m;y_hglow target. @m;1;1n7c0nsumpEIEE-;E}e

argets overfulfilled. Performance in each area of the ecoESE;-I§‘§EﬁﬁE?IEEE\

below:

National Income

In 1978 increase by 7.6 percent in real terms versus target of
11-11.5 percent and versus 8.6 percent in 1977. Although national income is
conceptually different from GDP or GNP it is the most reliable indicator there
is of the economy’s progress. Compared to international standards 7.6 percent
is very good. However, many scholars believe inflation in East European
countries is higher than published. A recent estimate for the period 1971-75
is 5 percent per annum, which extended into the current plan period makes
Romania’s performance less impressive.

Industry

IMM%W“
terms versus target of 10.6 percent, and versus 12.5 percent in . Net
production grew at 9.3 percent, which on the face of It is good. It may
represent the re-establishment of an appropriate gross-net ratio, which had
got badly out of line in 1977. Specific commodities showed the following
results, coal (29.3 million versus a target of 36.4 million toms), crude oil
(13.7 million versus 15.1 million tons), methane gas (28.9 million m3 versus
26.8 million m3), steel (11.8 million versus 12.1 million tons), electronic
and electrical goods exceeded plan target, while machine building and equip-
ment subsector fell a little short, chemicals (10 percent versus 15.2 per-
cent), of which fertilizers (2.46 million versus 3.1 million tons); there were
also shortfalls in the construction materials industry, the food industry had
a bad year, but industrial consumer goods largely met their relatively modest
targets. Of these results the shortfalls in chemicals and fertilizers (because
of delays in commissioning new capacity and poor capacity utilization at many
new plants), and in the construction materials industry (because of enlarged
housing program requirements) are the most significant.

In 1978 gross agricultural production increased 2.4 o
1977 versus the plan target range of b6.2-16.1 percent, measured in 1963
prices. 1977 had also been a disappointing year. Production fell well below

plan target for every crop, and also for the livestock sub-sector. Poor
weather was a factor. This performance was in spite of larger than planned

Agriculture
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investment (lei 26.7 billion versus lei 24.3 billion) and the successful
completion of the physical works associated with it. It appears that produc-
tion in 1976 was raised to a new plateau from which further improvement will
only be very gradual.

Investment

For the second consecutive year, actual investment of lei 196.6
billion fell short of the plan target of lei 212.5 billion and once again
the major shortfall was in industry (lei 98.1 billion versus plan lei 118.2

billion); agriculture received more than planned (lei 26.7 billion versus lei
24.3 billion).

Foreign Trade

—Romania did not have a good year in foreign trade., Exports increased
-enly 5.5 percent to $8.23 billion equivalent, while imports jumped 16.5 percent
to $9. on equivalent. The deficit of $849 million equivalent was due
in part to the explosion at Pitesti petrochemical complex in November but it
was chiefly due to the fragility of Romania’s export performance. Romania

had to increase its reliance again on short-term financing (January-June 1978,
$116 million was contracted).

Standard of Living

It is always difficult to make satisfactory judgements on the
consumption and personal income data as it is presented by the Romanian
Government. But in general 1978 plan targets appear to have been met.

Total real income (includes wages plus socio-cultural expenditures) increased
8.9 percent versus the plan target of 7.9 percent, and real wages rose more
rapidly than planned. Two points are worth noting: housing targets were

very significantly underfulfilled in both 1977 and 1978, partly because of the
impact of the March 1977 earthquake; and the continued high growth of retail
sales raises the interesting question of what is happening to savings and if
greater availability of consumption goods is leading to dehoarding of cash
balances by the population.
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(d) Summary of Findings of Chemicals and Steel Subsector Missions

j 128 Chemical Subsector

1s Over the past 25 years, the chemical industry in Romania (covering
chemicals, fertilizers and petrochemicals) has grown at a very rapid pace of
over 20 percent per annum. ILts share of total industrial production has grown
from 3.1 percent in 1950 to 9 percent in 1977 and of total industrial invest-
ments from 6.6 percent in 1951 (US$121 million) to 15.5 percent in 1977 (US$728
million). Its share of total industrial exports has increased from 2.4 per-
cent in 1960 (only US$15.6 million) to 11.7 percent in 1977 (almost US$600
million); in the latter year, about_2j_pg;5325_2£_£2521_223¥jcals production
_was exported (vs 10 E;zggﬂﬁ_iﬂ,lglﬂ). Today R ia has a large, well estab-
me supﬁgﬁm:ﬁmw"\
force, extensive engineering, research and design facilities and an equipment
fabrication industry, which can meet a significant part of the chemical’
industry requirements. This is a commendable achievement, despite major
difficulties faced by the industry in the past few years in meeting its
ambitious investment and production targets.

Zi Until recentl strat dopted for the industry has been

to develop projects based on indigenous raw materials (crude oil, natural gas,
salts) and aimed primarily at import substitution. The malnlgggﬁiglg_géspeﬁ
the productlon of standard refinery products and basic, large quantity chemi-
cals (such as caustic soda, sulfuric acid, fertilizers) and less on Qighgr
value, fine chemicals needed in smaller quantities. In selecting plant

EE;TEEE‘EEH configuration, Romanian authorities have_minimizgg_gg_ghg_gégsg:
possible import of know-how, processes, equipment and raw materials; they are
particularly reluctant to engage outside consultants. This policy of maximiz-
ing local content has in many cases led to the installation of plants duplicate
to those bought years ago which, though not technically obsolete, are in
general smaller and less economic than plants now beigg_installed in market

_economies. e
a5 While this past strategy has been quite successful on the whole,
in quickly expanding and diversifying production, al

industry, and perhaps the entire industrial sectgx is at an important cross-
roads toda It has exha most appare import substitution possibilities,
EE12E_hﬂd_fuBlﬁd,1Li_Iﬂ&&ﬂ_g;ﬂﬂih_ln_Ihﬁngff: In the future, a number of new
internal and external factors will increasingly influence its direction and
growth. Four such factors stand out:

(a) Romania is no longer a surplus producer of hydrocarbons and
will increasingly become a net importer of this basic raw
material for the chemical industry. It is planned that in
1985 about 64 percent of Romania's total crude oil needs
will be imported, compared to only 26 percent as recently
55—19737—_TFE_EEﬁntry already imports all its requirements
of natural rubber, phosphate rock and potash, and part of
sulfur. Domestic production of natural gas has also peaked,
though the chemical industry should be able to cover all
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its needs locally due to the recent policy decision to -
reduce the use of gas as a fuel. Domestic supplies of
some inorganic chemical raw materials, such as lime, salt
and brines, are however not likely to be a problem in the
foreseeable future;

(b) Domestic consumption of most basic chemical products is
already quite high and is planned to reach the per capita
level of most developed countries by the mid-1980s (para
5 below). At the same time, domestic markets for most
basic chemical products are already being, or will shortly
be, met from local production. Thus, domestic consumption,
which is based mainly on industrial demand, can 5
be expected to justify further rapid capacity increases
for basic. chemicals (see attached table for historic and
projected production, consumption, imports and exports of
key chemicals);

(c) Export markets are expected to remain weak through the mid-
1980s due to the substantial surplus capacities in Western
Europe, Japan and North America for practically all major
chemical products. At the same time, OPEC countries, who
at present and most likely also in the future control
Romania's hydrocarbon feedstock supplies, are currently
implementing large, modern plants aimed at capturing large

shares of export markets for petrochemical products; and

(d) While the past rapid development of the industry was based
on import substitution and on meeting industrial demand for
commodity chemicals, the w/
put a much greater emphasis on speciality products and on
products aimed at domestic consumer markets. While greater
emphasis on meeting consumer needs would create new long-
term market prospects for the chemical industry, such a

shift would also require much greater capacity in down-
stream consumer products manufacturing facilities.

4, While some Romanian planners are aware of the above fact our
analysis of the information provided by the Romanians on the 1981-85 plan for

the chemical subsector indicates that their significance for subsequent plans
is not fully appreciated; at.least-the 1981-85 development plan does not
reflect this. Planned growth rates of domestic consumption for most key
products appear optimistic, and would lead to Romanian unit consumption levels
in 1985 exceeding those in developed countries today, as shown in the table
below.
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Comparison of Domestic Consumption of Key Chemicals

Developed Countries (1976 Actuals) Romania
Western Europe USA UK France Italy 1977 1985 1985
(Actual) (Planned) (Bank
Estimate)
Nitrogen
Fertilizer
(kg/ha) 85 51 159 97 54 61 211 116
Phosphate
Fertilizer
(kg/ha) 53 27 56 96 35 43 112 ,66
Thermoplastics
(kg/capita) 29 g 31 17 11 32 13-19 /a

/a 1985 estimate. o ‘g{//
eded

As is evident, fertilizer application per hectare will already have exce
Western European levels by 1980, yet is planned almost to double from that
mm consumption of thermoplastics, is planned to treble
on a per capita basis by 1985 but without any signs that an effort is being
made to sharply increase the production of consumer goods which account for a
major portion of consumption in developed countries. Based both on an end-use
analysis and a cross—-country comparison, involving 34 developed, COMECON and
developing countries, we believe that in 1985 Romania would consume between
13-19 kg/capita of thermoplastics; even if the Bank estimates of Romanian GNP
per capita were too low (as mentioned in Section 5b of the brief) the general
conclusion would remain valid.

s Even assuming that planned domestic consumption will in fact reach
the levels assumed in the plan, export targets for 1985 appear overly opti-
mistic; yet the likelihood is that local consumption will grow at a slower
rate than planned, thus releasing an even larger portion of planned production
for exports. Since other COMECON countries are also simultaneously imple-
menting additional capacity for most basic chemicals, much of it planned for
export, those countries do not represent good export prospects for the addi-
tional capacity planned by Romania in the 1980's. Most of Romania's addi-
tional exports would, therEfore’“EEEE_E23E;t;gﬂEZ;::;5§;§E§E;EEL—¥EEEiQHlBIly
"Western Europe. ven after reducing producti i elow planned
figures (Romanian figures assume timely completion and 100 percent capacity
utilization of all plants in 1985), Bank staff estimate that to dispose of its
surplus production Romania would need to capture significant market shares of
world trade for mos€ products 1in 198>, compared to negligible shares now—fer
all products except fertilizers. Bank projections for such Romanian market
shares for key products are: nitrogen fertilizers 17 percent of gross world
imports in 1980 and 13 percent in 1985, compared to 8 percent in 1978; 1/

1/ The share falls because of the Romanian assumption that most capacity
is on stream by 1980 and growing domestic consumption accounts for a
greater share of total output thus leaving less surplus for export.
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phosphate fertilizers 6 percent of gross world trade in both 1980 and 1985,
compared to 2 percent in 1978; for various thermoplastics between 7 to 13
percent of West European imports in 1985, compared to between zero to one
percent for most plastics now; and for man-made fibers between 6 to 8 percent
of European gross imports in 1985 compared to 0-2 percent in 1977. With the
projected continued low capacity utilization of domestic industries in OECD
countries through the mid-1980's, the likely slowdown in the growth rate of
developed economies, and the expected entry of OPEC countries into the fertil-
izer and petrochemical export markets, the above export figures nece to
meet planned productlon targets appear unrealistic 1f Romania wants to Obt&lﬂ
‘profitable prices.

S s =2

6. Weaknesses in the export marketi organization make the achievement
of these targets even more_ﬁﬁgiffﬁﬁngg%éé%%zmigmanlan foreign trade system,
for many classes of industrial products at least, has been developed to handle
trade of products sold mainly on price considerations, often in the context of
bilateral trade agreements. Foreign trade enterprises which are centralized
in Bucharest, are bureaucratic, not fully informed about markets and have
hardly any arrangements for customer service; these weaknesses must be expected
to become crucial in the marketing of consumer goods and high value industrial
products. Even to achieve export levels much lower than needed to meet 1985
production targets, Romania must urgently strengthen its export marketing
organization and ensure that the quality of its products rises to Western
European standards. Since in future Romania needs to export finished products
to sophisticated customers, it needs to substantially strengthen the quality
of staff, provide much better customer servicing facilities, and improve
market intelligence capabilities.

7 While the official policy forbids export at prices which would result
in financial losses, prices i by R i its exports emicals
to market economies are in general signific er end o ices
obtained by western chemical producers, and for many major export items may
not cover economic costs. This dichotomy could be for three reasons. First,
Romania badly needs convertible foreign exchange and its exporters are under
considerable pressure to meet volume export targets. Second, domestic prices
for most inputs are between 5 to 50 percent of international prices and there-
fore domestic product prices to which export prices are compared to judge
profitability, are in general also much lower. Third, in calculating minimum
acceptable export prices no provision is made for capital charges or deprecia-
’EzEE::'Tﬁﬂkr‘tht-prttfﬂg—system fa11s_fB‘gtve—pfeper—STgnatﬁ"to the policy
makers whether or not a particular export price adequately covers the economic
cost of production. The pricing system also does not provide a basis . for
resource allocation (the level and structure of domestic prices does not
reflect economic costs) and may encourage plant managers to continue ineffi-
cient plant designs and operating procedures (by substantially underpricing
energy and most raw materials).

8. In order to save foreign exchange, the Romanians have adopted the policy
of buying know-how and equipment from abroad for the first of a series of
plants and then repeating the designs and making the maximum use of local
fabrication facilities for succeeding plants. This strategy means that while
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Romanians are still planning projects based on older, less economic (though
not necessarily technically obsolete) plants, the rest of the world is build-
ing larger, more efficient plants. Since the Romanians are in many cases
using imported raw materials for processing in these plants and then ‘exporting
a large part of their output, they have no economic advantage and may well be
suffering an overall foreign exchange loss on some of these operations.

9. Future strategy for the sector, as enunciated by the State Planning
Commission, calls for an even greater reliance on locally developed know-how
and equipment and a move downstream towards production of higher value, more
sophisticated products. Development of new know-how takes a long time and the
missions- have not come across any outstanding developments indigenous to
Romania. On the other hand, a move taowards fine chemicals and downstream

products would n many more smaller plants 1n6—Tv1ng a wide ew
_processes not yet available in Romania, wo ogJect1ves are _in

aEBarent conflict wlghﬁggchﬁgnhgzz partlchE?T§'1r Romania intends to maintain
or increase the rate of investments in the sector as planned. Marketing of
these newer, more sophisticated products, both in the home (to the extent
these may be consumer products) and export markets, would require a major
effort. Incidentally, only about 20 percent of the investments planned for
1981-1985 fit into this strategy while the remaining projects are for the
production of basic chemicals as in the past.

10. Romanian authorities are apparently finding it difficul ut

together the 1981-85 plan. Even though the Party Congress is due to meet

this Fall to approve the Plan Directives, there are apparently major ques-
tions about the size and allocation of investments; as a result preparation

of projects is lagging and it is doubtful if many major projects will be ready
in time for implementation by 1980-81 as planned. According to the State
Planning Commission, the chemical industry's investments during the 1981-85
Plan would total 140 billion lei (US$7.5 billion) or about 20 percent of total

industrial investments. However, the detail ubmitted he
Ministry of Chemicals, which reportedly includes all major chemical invest-

ments now under active consideration, needs investments totalling 47 billion
lei or only one third of the "target" investment level.  TREé project list is
consistent with the ¢apacity and production Figures submitted for 1985. It
is difficult to conceive of a total investment program three times the size of
investments reportedly identified so far, which would not materially increase
the capacities of most product groups. Possibly in the coming months, the
target investment will be substantially reduced below the 140 billion Lei
level (particularly because of the recent oil price increases). If it is
not, then the resultant even larger capacities than now indicated would
further exacerbate the market and marketing problems mentioned above. We
also seriously doubt if the chemical industry can successfully implement a
much larger investment program.

F S Our analysis of the chemical subsector also raises a numb f
policy issues which you may want to raise with senior Romanian officials.
One of the most critical policy issues—crelates to the basic economic 1ust1-
fication for developing an even more export qElgg;gd_ghgglggl,Laéusetrr
Romania is projected to become a large net importer of its energy needs,
particularly c¢rude oil, during the 1980's. While imported oil itself is not
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a significant economic disadvantage for the development of a domestic market
oriented industry, an export oriented industry in an oil importing country

must be justified on the basis of clear economic advantages. The projected
‘large crude oil imports would not only put a very heavy burden on Romania's
foreign trade balance, but also create a major uncertainty about the reli-
ability of the supply of critical feedstocks for the organic chemical industry.
At the same time, most of the incremental capacity planned for petrochemicals
and basic organic chemicals in Romania must be oriented towards export and would
require capturing of large market shares in developed countries (particularly
Western Europe) during the 1980's when the markets in these countries are
projected to remain weak and their own domestic plants expected to run substan-
tially below capacity. Romanian chemical and petrochemical exports would also
have to compete against exports into these countries from large, modern plants
being built in OPEC countries who would control Romania's basic feedstock
supplies. Since Romania's main resource advantage, cheap and well-trained
labor, is of limited relevance to the chemical industry and it would in any
case most likely be more than offset by the disadvantages of smaller, less
efficient plants planned in Romania, the economic justification for building
new capacity in the industry for serving export markets is uncertain at best;
this doubt is reinforced by our preliminary evaluation of the economic viabil-
ity of the proposed Bacau-Borzesti petrochemical complex, which is a good
representative of many export oriented chemical plants; it has a small ethy-
lene core plant based on older process design and will on the margin export
virtually all of the output. When its feedstock is priced at the cost of
imported crude even at late 1978 prices and its output at the export value,

the complex shows a very low economic return. Moreover, Romania's projected
increasing reliance on imported crude oil could also create a major uncertainty
about the reliability of the supply of critical feedstocks for the organic
chemicals industry.

12. There are other industrial policy issues which affect the chemical
industry (see Section 5d of the brief). Future Bank lending to the chemical
subsector should, of course, concentrate on projects which recognize these
issues and fit well in the future strategy for the subsector. The chemical
subsector mission has tentatively indentified four projects for FY80-82
program which are essentially directed at the domestic market, are closely
linked with production for final consumption and are based on domestic raw
materials. These are: a pharmaceuticals, a magnesium oxide, a titanium
dioxide, and a polyurethane resins project (see Section 7C of Brief--

Future Projects--for further information). The chemical mission's report

is now at an advanced stage of preparation. We intend to make it available
to the Romanians later this year for a detailed discussion of issues involved,
at the time of the preappraisal of the next chemical project tentatively
planned for September/October.

; 1 e Stgel Subsector

135 The present status of Romania's steel industry is largely the
result of a process of continuous development since 1950. The industry has
benefited from the priority accorded to basic industries within the overall
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program of industrial development underway since that time. Raw steel produc-
tion increased from 560,000 tons in 1950 to about 12 million toms in 1978,
reflecting average annual growth rates of around 12 percent in the 1950s, 14
percent in the 1960s and 8 percent in the 1970s. The industry presently
accounts for about 8 percent of gross industrial production and employs over
110,000 people. Investment in the industry in the 1976-80 plan period is
planned at US$4.2 billion or 14 percent of total industrial investment.

14, While early capacity was based primarily on Russian technology,
recent additions have taken advantage of some of the latest developments in
technology worldwide and incorporate technological improvements developed in
Romania. Technological advances are also reflected in Romania's present
capability to manufacture most types of steel plant equipment. Gains in
quality, efficiency and related factors of steel production have lagged behind
the considerable achievements in production increases, but nonetheless appear
to be approaching comparable international standards. In view of Romania's
policy of regionalization of industry, the steel production units are spread
throughout the country with extensive interlinkages and resulting cross—-flows
of product. Despite this their product mix and production plans suggest a
high degree of coordination and rationalization and in fact make up a unified
national industry.

15~ Consumption and Demand. The basic production/consumption data for
the Romanian steel industry for the period 1970-85 is provided in Annex 1.
While in the past production increased rapidly, steel imports and exports have
largely been in balance at around 2 million tons per year. In future Romania
is expected _to become a net exporter of about 1 million tons per year by 1985.
Steel consumption per capita in comparlson to other countrle

Annex 2, which indicates that Roma teel consumpti )
GNP _(based on present estimates and exchange rates) is very high by interna-
‘tiopnal stamndazds. In 1976 Romania's per capita consumption of steel was 511
kg compared to 593 kg for West Germany, 604 kg for the U.S., 54 kg for Japan
and 426 kg for France. In 1985, the per capita consumption of steel in
Romania is expected to be around 820 kg. While it is difficult to precisely
quantify the reasons for this high consumption, it can be attributed to the
following major factors:

(i) Heavy emphasis on investment in general, and within such
investment priority to steel-intensive sectors such as
industry, energy and transport and again within these
sectors emphasis on steel intensive items;

(ii) Large and increasing indirect exports of steel through
export of machinery and other steel manufactures; and

(iii) Relatively high unit consumption of steel in construc-
tion due to seismic factors and in manufactures possibly
due to "heavier" designs and inefficient steel use.

16. Economic Competitiveness. It is difficult to clearly quantify
economic costs given the nature of Romania's planning and pricing systems.
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All iggisggigna however.suggest*RQmAHia s steel industry to be internationally
competitive though not to enjoy the s1gn1f1;anf CO§L%advantages in economic

terms that—the 1n&ustry presently has in financial terms due to the controlled
low domestic prices for most of its production inputs, including low plant
cost and services. The 1ndus;:x relies increasingly gn_;mpa:ts for its two
basic raw materials. 978 it imported 85 percent of its iron ore and 60
ﬁE?E@nt‘ot its coklng coal requ1rements and is expected to import 92 percent
and 70 percent respectively in 1985 to meet the planned production targets.
However, import prices as reported are low under existing long-term supply
contracts relative to international levels. This advantage will be reduced as
contracts are renegotiated during the eighties. Capacity utilization has been
high as producers are insulated from market forces and instead cater to needs
predetermined by the national economic plan. Central planning also results

in a substantial reduction in overhead costs. Finally, wage rates are, at

present, relatively low leading to advantages in both investment and operating
costs.

7. Development Program. As shown in Annex 1 steel production in Romania
is planned to reach over 17 million tons in 1980 (an annual growth rate of
12.7 percent between 1975 and 1980) and then increase less rapidly (3.4
percent annually) to over 20 million tons in 1985. It should be noted that
these targets reflect significant reductions in plan figures made in recent
months (the 1985 target was cited as 22 million tons as late as March 1979).
Correspondingly, the industry's investment program for 1981-85 was cut from

a previous budget of lei 145 billion (US$8.1 billion) to lei 100 billion
(US$5.6 billion), or to about 15 percent of total industrial investment. The
planned increases reflect: a continuing emphasis on investment in industry;
increasing indirect exports of steel in the form of machinery and equipment of
which 50 percent is earmarked for COMECON countries, 30 percent for devel-
oping countries and 20 percent for developed countries; and some direct
exports of steel (at a level similar to the current level of about 2 million
tons annually). A breakdown of steel consumption by user sectors is shown in
Annex 3. 1In 1985 the machinery and equipment sector is planned to consume

46 percent of steel output (excluding "reserves" (Annex 3) and forgings and
castings), of which nearly half would be directed to export markets. Romania's
exports of machinery and equipment in 1985 are planned to equal around 165
kg/capita (steel equivalent) as compared to the current estimated level of
about 200 kg/capita in Japan.

18. Development Issues. The study of the steel subsector was under-
taken by the Bank and agreed to by the Romanian authorities with the specific
objective of gaining a fuller understanding of the subsector as a basis for
possible continued Bank lending to the steel industry. While this has remained

the basic objective, a number of i arding the fu irgc—
tion of the industry have emerged. Primarily, these are: ;
G et s paad

(i) Constraints to Ach1ev1ng_Product10n Targets: The proposed Eroduc-
tion targets for 1980-85 appear to be ambitious and llkely to face a number of
probleEET_ The most critical problem relates to the av. ability of man 285
technicians and skllled labor to both implement and operate the proposed
plants. An addition of over 60,000 to the labor force would be required to
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achieve the planned production increases. While some training is underway, it
appears to be far short of being able to meet these needs. In view of the
extensive interlinkages between fairly widely dispersed steel making facil-
ities that are characteristic of the system, pr oductiogn-increases would
require more than usual increases in related infrastructure, particularly in
‘EfﬁﬁEEB?EEfTEET__TEe adequacy of investments planned For~Such purposes could
not be conifirmed. Finally, while production at the existing scale has been
reasonably well coordinated, planning, coordination and control mechanisms are
likely to be further constrained as production nearly doubles. Extensive
computerization has become a necessity for which Romania may not yet have the
necessary technical expertise. In view of the above constraints, the 1980-85
period might well be devoted more to some consolidation of production cgpacity
gains already achieved than to the planned continued high capacity addition.

The recent reduction in the investment program noted earlier, might be a first
step in this direction.

(ii) Consumption and Market Factors: Assuming that the production tar-
gets can be achieved despite the above constraints, projected total consumption
levels deserve close attention. Consumption projections for steel have in
the last three months been revised downwards but still remain ambitious,
particularly in view of the planned reductions in the specific consumption of
steel in the consuming sectors, particularly in machine building and construc-
tion which remain important consumers of steel. The largest increase in steel
consumption is projected for the machine building and equipment sector. _Steel

consumption for machine; ipment destined for exports is planned to
triple between 1978-85 (Annex 3). Such an increase relies among others on

.Eigéz_iggg_iiglﬂgJ such as steel plant and equipment exports, where Romania
as as yet little international experience. It would require EEIEE‘B?Ezntza-
‘tions, after-sales service mechanisms, export financing arrangements, quality
control and other procedures which are not presently available or only inade-
quately so, in the Romanian system, and which cannot be built up in the
medium-term. In view of the lack of export experience and of these support
measures, the export plan is extremely optimistic. If the projected exports
do not materialize-the planming system might not have the flexibility to cope
with and respond quickly to the need for change, such as by increasing direct
steel exports at economic prices which in turn would require additional sales
support and organization.

(iii) Economic Costs and Competitiveness: At present, the steel industry
benefits from low labor costs (reflected in investment and operation), report-
edly Tow prices for raw materials, and sustained high levels of capacity
utilization. These factors represent a competitive advantage as regards
production costs. In the future, as local raw material prices adjust to
international levels and Romania becomes reliant on imports for most of its
raw material requirements for the steel industry, the advantage will be
significantly reduced. Further adverse effects can be expected from the
need to respond to direct and indirect export market requirements rather than
predetermined domestic needs. As noted earlier presently the steel industry
benefits from low controlled prices for its inputs and for transportation,
which is a key cost element in view of the extensive cross-shipment of pro-
ducts. It is not clear whether these "subsidies" do not distort investment
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decisions and will not lead to further eroding competitiveness, particularly

in export markets. Further, at least in Bank projects undertaken in the steel
subsector, there is evidence of the desire to produce a whole range of products
without adequate regard to the economics of such a policy. If the stee
industry is to continue to be competitive, these factors and their impact on
the industry will have to be closely examined.

19. Finally, perhaps the most crucial policy issue facing the entire
industrial sector at this time, and therefore also the steel sector, is the
trade-off between investment and consumption. Romania's past development
strategy emphasized industrial investment particularly in basic and heavy
industries. Future Plans appear to continue such an emphasis; the product-mlx
of the steel industry, for example, continues to be biased towards investment
goods. The strategy has resulted in impressive gains but might bear recon-
sideration in view of emerging constraints in executing investment projects,
in staffing and managing new plants, and most significantly in domestic and
export markets. In the future, demand from domestic consumer markets could
not only provide an impetus for economic growth, but might even be needed to
counteract a possible decline in steel use for investment goods. Romania may
therefore well be at the stage where it could begin to consider a gradual
shift in emphasis from investment towards consumption.

Z0% Future Bank Lending to the Steel Subsectors. The Romanian authori-
ties have presented several projects for Bank financing, four of which were
proposed for consideration in FY80: Coke ovens for Calarasi Stage II; Otelinox
Bar mill (Tirgoviste); Assel Seamless Tube mill (Zalau); and Tin-plate produc-
tion at Galati. The Romanian authorities may specifically request Bank
involvement in the Calarasi coke oven project. However, the coke ovens
represent only a component of a large expansion project (addition of 4 million
tons of raw steel capacity and a further 6 million tons in a second stage) and
its appraisal would require an evaluation of the entire Calarasi expansion
project. Not only would the large increase in raw steel capacity be difficult
to justify but its evaluation would be constrained since the required data is
not expected to be readily provided. Further, the project does not reflect a
domestic market or a consumer-products orientation which is felt to be appro-
priate for Romania at this time, and the Bank's involvement at this late stage
is not likely to bring about any basic changes in project concept. The tin-
plate production project at Galati appears to be the most promising for FY80
(see Section 7C of brief--Future Projects--for further information) because it
is oriented towards the domestic consumer sector and does not increase steel
production capacity that focuses on product diversification to meet domestic
needs. In addition to the Romanian proposals, the subsector mission identi-
fied a project for the computerization of steel sector coordination, in which
the Bank could play a useful role. The Romanian authorities, however, were
not keen to involve the Bank in such a project.

215 The steel subsector report is in an advanced state of preparation
and expected to be completed by August 1979. At that time, we propose to
prov1de the report to tﬁE‘R‘E!nTHﬂ“Huthurff1es, and thereafter to discuss the
major findings with the Government in September/October.




6L6T ATnr
jusmiiedsq s3defoag 1eTiISNpU]

s93jsullIse jueg (q
‘ued urjuswoy (@

wu §°6- 18 Lt Bu 19 9y 1°9% L 09%°1 'u %6 €L 9 21 €1 oyt wo Bu 901 zot 119 (1 = SuFmeITA
wu £l 6"9% %' L] £'9 8'01 0°€l v 0zs‘t eu 9¢z ovE L6S 907 062 L6% eu T 374 A4 98 1 {3 £ sapjuRIIng
wu 'z 91 9'9Z L8 e 0°zZ1 91z eu £92 e £0E L1 ozy 8z 8g (23 L wu 897 <61 78 44 = 8913019138y
(5uo3) SIVOILN0VHEVHA
9*01 6'S 9'€1 e 9'11 6'11 L'e s's1 F474 69E 941 L9 €12 €21 62 1434 01 92 0£1 ] 1 0z S SEHSINUVA GNV SINIVA
€01 6'8 z 81 Lz 8'11 €61 et 1'% z8¢ 8Ll 095 e L 1€ 181 z €81 ol 91 334 L 12 0] z $13G74 9pER UBR TEIOL
1 8'9 £'on zr - £'€1 80z £'€ 6'0€ 691 sz 761 001 5 %01 8 (€2) 65 28 (s2) €9 Ly 81 £ z $19q13 [PITITIAV
6°11 0°S1 9 0°€9 L6 1°82 8"t g €21 1 %61 oL z5 zz1 9% z1 85 1 € vy (1] - - F as3sakied
&L 't z'81 L'z T 1L ST 0°0z Z 9% 0€ 9L 113 €1 sy 1€ 71 £y €7 6 13 71 1 - - 217123700 41004108
9'9 €€l 9'cy 0°001 161 £'02 €61 z 2 o ¢ 96 13 8 0y T 1 €2 61 - 61 L z 1 PR appueied
SHIEIJ 3AVH NWH
18 9'61 P11 z'8¢ 8'6 i L1 ¥ 01z onz osy ot ont 82 €8 €5 9€1 09 6€ 66 19 1€ - - TAAANY OTIAAINAS
0'01 e '€l €EY (A 8T KAk e 9¢ £00*1 LE°T 92z e 0LL 902 S8BT 69€ 9¢1 0s 90z Wi 19 9 T (q
8'€1 1'¢ (3341 £ ey z'zt 8°L2 941 LE ey S6 TLE‘T 97z 45 0Lt 90Z $81 69€ 951 05 902 1 19 9 1 (e sajaserdowtayl elol
9LE 0'9z z's1 - z°61 = = = 6% w1 £81 ot 99 9L < ©) - - - - - - - - (e suaykdozddyog -
141 L'e 1°¢¢ 0°95 9°42 0°€z 941 0"0€ 9¢ U1 Lz 62 8€ L9 9 o1 9 ST £ 81 7 11 1 - (e suaxliskiog -
L'g T'T £’ 9'11 1 £'8 L6t z'0¢ 0zt 102 12€ 6L 1 052 6L €21 L61 Ly LE o8 9 1€ ] - (e oad -
11 £°56 L 8'9¢ 9'9 1L = - ™l €8 9T 28 18 €91 11 4 13 11 S 91 - - - - (e 240H -
s'0z 666 z'el 9'€6 z'91 e L'9 - 99 05€ 91% 9z 281 #1zZ 06 9z 201 €8 < 88 99 ] - - (e 24071 - sopasedomayy
§'s i - L'8s [ (384 6'€1 €92 9zz 8 8T €L1 8 181 81 z 71 'u wu el z9 Ll 9 1 suysay Supizesomisyl [eaol
6'01 822 - - 6°01 8'2z 7'01 - 29 - 29 LE - LE 0z - 0z 11 - 11 01 - - - spliye -
0'0 6'9 0'0 - 0'0 101 28 'L 44 z " 14 z L4 81 - 81 81 - 81 o1 S S - apdyapremroy tousyd -
6'1 9°¢ 0'0 ' 8'1 6% 1'91 919 601 9 244 66 9 S01 68 z 16 L9 - L9 € 6 1 - epAysplemioj wain - Supilesomiayl
SHISaY anv SOI1IsvId
*n 18 0'zz 0°1€1 £'s1 188 [0 1'€2 173 001 1z % Le €E1 I3 £ 0z L1 £ L1 8 1] 1 - s3uaiialag
L 9'cz 1°0¢- 6'92- L's 0L 8y ' z91 £ <91 Lot 81 <zt "% 9 001 95 0€ 98 7L I3 sz £ §o®1g uogie)
8y 68T £ £°9 STEl 6°81 9°¢ z ot is €9 0E1 sY k4 69 12 0z 1% a1 61 9€ 14 61 3 1 U030y
' L'oe £'€2 98- L't 681 8'z z'sz €91 Ls 02z 9 0z 911 £ 97 69 L3 0t 99 Ls 61 9 - Touayg
0'01 §'s - B 9'8 0'01 §'s 9'ey 980°1 = 980°1 = = 81L 095 - 0%s s9y (€9 ) ey zie Lot o1 - sof3Ismely
Lot 9'zy (0°1) - 3a 1 0°LE z'6 - 618 (65 ) 09¢ €6y (95 ) LYy 0Lt - 0L1 121 - 121 26 - - - sustddozg
T'c1 5'1E (0'0) (5°LE) 0'%1 1'1€ £°C1 - z61°1 (zs ) ov1'l "9 (s ) 265 £82 0z ) £92 434 - 131 ott - - - auayky3zg
STVOIWAHI0ELad
FiL $°1¢ %0z~ 10 £'61 8'8 1 oy el oLl 019°€T o%L' 1L 09z 0918 0052 099°L OLE‘E 09z°z 686°C 692° % £LL'E wZe't 1891 110 19nd
9'y ot 711 L 6'01 9'€ €8 SL5°L 55T 0£8°¢L 090°9 018z o'y 0£0°T z8%°9 06%'€ 0z0°2 116°¢ 6%0°S 009°€ 9LE‘T 1€L 170 sed
0"t §'s 8'sz T €9 £ 00 SEL'Y 12 4 01z'L osz'e 085°¢ oLL'e 008°1 995°y 065°7 09%'1 8n0‘y 9B8L‘Z 85Y‘Z z6L°2 00§‘1 suprosen
801 9'cZ - 801 9'cZ 0'6 - 00€‘E - 00g‘€ 086°1 - 000°1 = 000°1 00Z - 00L 84 091 - - pessad01g wyiydey
£'0- €91 (1°z¢) L'g- §'0 9'9- 1'€ 00e‘9e  (000°ZZ) 00€°21 osL‘%e  (088'61) L92'€L (0z9's) 059" 41 0£9° 61 (o%0°s) 06541 859°61 00£°21 00511 000°S Pass2201d 110 9pnin
RnF104Iad
8L £'81 s'9- 8'1¢- 9's B'EE 6 - i o1 8 133 " L9 % v ) 8 62 (G b | -4 0z 3 - - 3 PIaV 27399¥
g€ z o1 . * 8'€ z°01 0'%z - on9 - 0%9 0ES - 0€S 96€ - 96¢ 681 - 681 28 - - - spAyspyemiog
2L 681 1'8€- 8'86 0'z €42 [ 3 015 o1 [14 09¢ 011 oLy 712 71 822 €21 (91 ) Lot 06 - - - TouRyIBY
gy 9'4z = - 8% 9'4z 7' 891 009°L - 009°¢ 000°9 = 0009 oot'e = 001‘€E 058z - 0s8°Z 081‘z SE6 09y L] (. uoyyym) sescdind
1 Tea wayo A0 pasn Iﬂ.‘d—u!
SEATIVATHEA ANV ANVALAN
L wu wu wu €11 L'6 8'e 8'6 w B 001 Bu wu s'gs i wu Ry T wu 8°SE 8'4z €62 L'6 s SEAIOIIsad
8'9 6 2'se 9'y €'z ' 8'82 081°Z LEv'T Sy 9961 850°Z 929°€ ay1‘1 £€8 186°1 126 059 18t 168 €62 173 1 (C]
8y S 1'91 $'0 L5 221 8'82 019‘¢ 0ze't BE0'C 9582 £0E“T S16'Y ar1'l £€8 1861 126 . 059 18'1 168 €62 |12 1 (e (Ju2p2any %OOT) sS1a21T3ag Teiol
€€ z 2 I - - : 081 - 081 €51 - €61 6 3 8 3 &) €€ - : = 2 (q
11 L - # 11 LA > - 081 - 081 041 = 041 6% £ 49 19 @) £€ T - - - (e (0% %00T) s32z7T73a03 dYsseod
L € L'9 119 6'¢ = = - 969 615 s1Z°1 SES 9L€ 116 85% 06 8ve 0S¢ 43 <oy " 154 5 1 (q
£'9 £ 6 9'¢ 9'9 €1z R £*91 €61°1 L5t 05E‘T 6.8 001 6L6 134 06 8ns 0s€ 13 [ e Lzt 3 1 (e (S0%d %001) s3923133194 o1aeydsoyg
0L 1°11 'z <1 'y 522 8T - [ 816'1 0sT'E 8.8 789'1 095°Z %9 onL 1861 €08 €09 EET’T L9 991 61 . (a
LR €1y 0'1 941 1'E L6z 8'¢1 9'8E ez’ £92°1 005°'€ £08‘1 £0Z°1 o10‘c 9 oL 1861 €05 £09 EET'T 9 991 61 - (2 (N %001) s1e2T1F3124 snousBoliljn
SHazITi4ad
6 €91 = (9" 12-) 0 181 9'9 0°91 00z‘y - 00Z*'y sL9°z (oL ) 509°2 zoL‘1 (991) 8551 1EE°T (e81) 8nl‘l 966 15 922 13 PI2Y 21anyding
£'92 8'21- £'9 - Ll 0 9'6 't 151 006 082 08T*1 082z 8¢ 896 €2y zi€e SEL £4E €22 99¢ 0£€ 8eZ 7 <1 ®pos ajasne)
€L 901 [ 8'0- 0 Sty 9's 921 B1L £92 186 %05 Ly 186 €L 68% 798 e 156 £69 88¢ 9SE £81 66 ysy epog
i SIVOIWAHD OINVOHONT
uoy3dEmsucy  (3iodwy) uoj3onpold UoT3Idwmsuoy  (330dm])  GOYIINpoig wGojIdunsuocy  (330dmI)  GOTIonpoig  Go7Idwnsuo) (3i0duy)  UOj3IonpoiJ WOJIINPOiJ UOJIINPOId UOTIONPOIJ  GOFIINPOIJ = §39npoig (#A1oUTIg
IF3samoq Jx0dxy 273ssmog 3z0dx3 27382WO( 3z0dxy 27388m0Q 310dx3
BB6T-0861  0@6I-LL6T B B = - —
i e g NI | TRTRE. [REEC <aeT oF6T T7eT <r61 OL6T <o6T 0961 o%eT
=--330dx3/ (330dwy )---- LT LT T SRS . % 1" ) £ |+ i B e m B RS TSRS B S s rpitygs s SRR R e L
(suo3 0p0)

() seawy yamoap Tenuuy aBeaaay

HOLOSHNS TVOIREHO - VINVHOW




IBRD 14383

—_—

3
B I TR

S

Vi

S9U3led [o4u0D 1010D NFJ-f1)




ANNEX 1

Page 1
ROMANTA
Steel Pfoduction, Trade and Consumption in Selected Years
Growth Rate
1970 1975 1977 1980 1985 70-75 75-77 77-80 -80-85

Production 6.5 9.5 1l.4 17.3 20.4 37.9% 9.5% 14.9% 3.4%
an— 2.1 2.4 2.2 0% o o0 g - seem
Export 2.0 1.9 2.2 2.731 1.631-1.02 7.67 - -11.0%
Inventory

Changes 02 0.2 0.1 0.2 0:3 - - - -
Consumption 6.4 9.8 11.3 1315.2 ‘1.8 8.9 7.42 10.47% 4.6%
Consumption per

Capita (kg) b/ 317 464 536 681 820 7.9% 7.5% 8.3% 3.82
of which

indirect mach-

inery exports n.a. n.a. 53 74 85 =n.a. n.a. I1.8% 17.5%
Consumption per

Capita (kg)

excluding in-

direct exports n.a. n.a. 483 607 655 n.a. n.a. 7.9% 1.5%

a/ Projections do not include trade under compensation and barter arrangements.

b/ Comparator figures for other countries are shown in Annex 2.

Industrial Projects Department

June 1979
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a7

Steel Consumption and GNP Per Capita

Country

Argentina
Australia
Belgium

Brazil
Bulgaria
Canada
Czechoslovakia
France

German Democratic -
Republic (East)

Germany, Federal
Republic of (West)

Hong Kong
Hungary
Italy
Japan
Korea
Mexico
Poland

Romania

Spain
Sweden
USSR

UK

Us
Yugoslavia

in Selected Countries

1976

GNP Per Capita
(Us$)
(1)
1,580

6,990
7,020
1,300
2,460
7,930
3,790
6,730

4,520

7,510
2,230
2,340
3,220
5,090

700
1,060
2,880
1,400
2,990
9,030
2,800
4,180
7,880
1,750

Source: UN, World Bank Atlas

Steel Consumption Per Steel Intensit

1

~ ANNEX 2
Page 1

Capita  (kg) {kg/1000 USS)
(2) (2)/(1)
129 82
346 49
467 67

98 75
236 96
543 68
767 202
426 63
590 131
593 79
264 118
324 138
389 121
534 105
151 216

9% 91
533 185
511 365
305 102
725 80

> 567 203
407 97
604 77
182 104
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ANNEX 3

ROMANTA: Steel Consumption by Consuming Sector 1978, 1980 and 1985

(in million tons of finished products)

Growth Rate 78-85 (p.a.)

1978 1980 1985
A. Steel Products
Machine building
for domestic use 2.4 2.8 2.8
Machine building
for exports 0.9 5 2.6
Construction 2.8 3.0 3.5
Other Sectors 2.0 2.1 2.9
B. Reserves 1/ - 1.6 1.8
Sub-Total II (in terms of
finished products) 81 10.6 13.6
x 1.28 (conversion into
raw steel equivalent) 10.5 13.6 1704
C. Forgings and Castings 1.2 1.6 1.6
Total Steel Consumption
(in terms of raw steel)
including reserves: .7 15.2 19.0
excluding reserves: 1 13.1 16.7
1/

Industrial Porjects Department

2.27 »

16.4%

2.47

7.5%

7.5%
4.2%

7.27%
5.2%

(1980-1985)

Although the reserves are primarily earmarked as a result of Romanian planned

reductions in specific consumptions in major consuming sectors, the impression
given by the Romanians is that such reductions may not be likely and therefore
most reserves would be consumed.

June 1979



ROMANTA: - Steel Cdnsumption by Consuming Sector 1978, 1980

and 1985

* (in million tons of finished products)

Growth

Rate 78-85(p.a.)

1978 1980 1985
A. Steel Products
Machine building
for domestic use Lol 2.8 2.8
Machine building
for exports 0.9 1.1 . 2.6
Construction 2.8 3.0 3.5
Other Sectors 2.0 2.3 2.9
B. Reserves 1/ - 1.6 1.8
Sub-Total II (in terms of
finished products) 8.1 10.6 13.6
x 1.28 (conversion into :
raw steel equivalent) -10.5 13.6 17.4
C. Forgings and Castings 1.2 1.6 1.6
Total Steel Consumption
(in terms of raw steel).
including reserves: 31,7 15.2 19.0
excluding reserves: 11.7 13:1 16.7
1/

Industrial Projects Department

2.2%

16.4%

2,5%.
4.8%

5.6%

2.47%

7.6%

X 4

4.2%

7.2%

(1980-1985)

Although the reserves are primarily earmarked as a result of Roﬁanian planned reductions
in specific consumptions in major consuming sectors, the impression given by the
 Romanians is that such reductions may not be likely and therefore would be consumed.

June 1979 .
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(i) THE AGRICULTURAL SECTOR IN ROMANIA

Agriculture

Agriculture continues to be a key sector in the Romanian economy,
providing both convertible foreign exchange earnings and industrial raw
materials which contribute to progress in other sectors, especially in indus-
try. In 1977, agriculture accounted for 16 percent of national income and_34
percent of the labor force (compared with 74 percent in 1950). About l4. 9
million hectares, or almost two-thirds of the land area, are used for agricul-
ture. Of this area, 65 percent is arable, 30 percent is under pasture and the
remaining 5 percent is used for orchards and vineyards. About 8.5 million
hectares of all agricultural land is in Wallachia, the region composed of the
southern plains in the Danube valley. Approximately 64 percent of all arable
land is used for grain production {mainly maize and wheat), while industrial
crops (mainly sunflower and sugar beet) are the next most important. Vege-
tables are also produced for domestic consumption and export, predominantly
by private farmers and individual members of cooperatives, but also often in
large-scale commercial greenhouses operated by State farms and cooperatives.
In 1976, livestock accounts for a relatlvely high 41 percent of agricultural

grgductlon.

The qﬁlgx_nxghlgm_ of Romanian agrlculture are the 1nstab111ty of

_lia_nunaggland low productlvxgz_ Growth achieved in agricultural production
has been slower than in other sectors and has been characterized by year-to-

* year variations. The Government has taken account of these problems in its

five year plans. Investment in agriculture- accounted for 12.7 percent of
actual total investment in the 1966-70 plan period and 14.1 percent in the
1971-75 plan period. Investment in agriculture in the 1976-80 plan period is
expected to be US$7 billion, about 50 percent more than during the 1971-75
plan period. 1Included in these plans are majo; programs of irrigation
investment .to_address the sector's problems, in particular _the problem of the
_instability of production. In addition to investment, the Government has
"introduced institutional reforms, price incentives, and production targets

and delivery schedules geared to stimulate agricultural production. It has
also taken a number of other sPecific measures to increase agricultural pro-

~ductivity 1nc1ud1ng increases in the supply and utilization of fertilizers,

investments in livestock productlon and the promotion of agro-industrial
enterprises to provide processing and marketing facilities. The Bank has
also identified the production instability and the low productivity as the
two major problems in the Romanian agricultural sector as stated in the
Agricultural Sector Survey (953a-RO) and the recent basic economic report
(1601-RO). Through the process of preparing these documents and the Bank
financed projects, the Bank has maintained a close dialogue with the Govern-
ment and contributed to improving the design of agricultural development
projects. The Bank has assisted the Government efforts by providing so far



seven. loans totalling $371.5 million since 1975 when the first Bank loan for
agriculture was made to Romania. :

The Need for Irrigation Infrastructure

Instability in agricultural production results from,xulng;ggilggy
to gggg;lg_wgaghgg_cond1t1ons and the lack of infrastructure 'to mitigate ‘their
xmgact. Excessive prec;g;;at1on and flcodlng during planting and harvest
seasons, and inadequate rainfall during summer growing Séasons, have resulted
in year to year ‘fluctuations_ 1n_n§flgnax;gg£g~é Of_the qrder of 10 to r—-
cent. Fluctuations of production in particular regions can be even greater.
Only production of vegetables has increased steadily, reflecting the rela-
tively more controlled conditions undet which they are produced. The Govern-
ment is well aware of this problem and has placed high priority within the
agricultural sector on solving it. Forty percent of agricultural investment
in the 1971-75 Five-Year Plan was for land reclamation, irrigation and drain-
age; the comparable figure for the 1976-80 Five Year Plan is about 20 percent,
reflecting a relative decline in infrastructure investment and increasing
emphasis on investments to make productive use of irrigation facilities
already established. Since 1965, total irrigated land has been increased
from about 0.2 million hectares to 1.9 million hectares 'in 1977, and, the
relative reduction in the share of the agricultural budget allocated for
irrigation notwithstanding, another 700,000 hectares are expected to be
brought under irrigation during the last three years of the 1976-80 plan
period. Irrigation works to date have concentrated on large schemes using
waters pumped from the Danube. Four such projects have already been fifianced
by the Bank since 1975 including one in the Calmatui district; execution of
ﬁ?EEEE_E?Bﬁécts, which also include drainage and farm mechanization components,
is proceeding satisfactorily (see Annex II), and the proposed project would
continue Bank support in this subsector.

Agricultural Productivity

..

In addition to'improving its irrigation igﬁzastructure, Romania is
~also taking measur ﬁg to improve productivity through'upgrading thg_g,ﬂlisx_gg

fanm_mgghgglggslg_ increases 1n the supply and utlllzatlon of fertilizers,
Cgthe establishment of large-

ngQ_Lndnﬁgzgg__enterprlses to prov1d__prace551ng and mar eting outlets for
increased farm production. A lcng-term goal in development strategy is to
free labor from the agricultural sector for industry. Steps are also being
taken to reduce inequality between State farms and cooperatives in access to
farm inputs. State farms, which own 30 percent and cultivate l4 percent of
agricultural land, received about 42 percent of on-farm investment in the
1971-75 Plan period.  Productivity on State farms is correspondingly higher

than that on cooperatives, but the Government is now moyi rd elimination
of the disparities between the two types of farm organization in order to
stimu ral 1mprovement in agricultural productivity. About eighty

percent of the land to be irrigated under the project is owned by cooperatives.




Sector Organization

State agricultural units and cooperatives account for the major
portion of agricultural production; individual farmers play a much less
significant role, except in the production of a few selected commodities.

The current sector organization is primarily a result of cdllectivization

and increased government participation from 1949 to 1962, when small-scale,
peasant-oriented agriculture was replaced by large, state-owned or state-
controlled production units. The dominant form of state-owned agricultural
unit is the state enterprise (IAS). There are 392 such s rprises
averaging about 5,300 hectares and about 650 workers each. These large scale,
capital intensive farms have been considered a pilot sector in Romania and, as

such have been favored”in terms of land allocation, fertilizer distribution
and investments in irrigation and mechanization. About 2.1 million hectares
of agricultural land, of which 1.7 million are arable, are owned by these
farms. Workers on the farms are employed on salaries which are fixed by law
and vary according to skill levels. The state farms are generally well
managed by directors (usually agricultural engineers) who are appointed by
the Director General for State Farms of the Ministry of Agriculture and are
responsible to workers' councils.- The Ministry of Agriculture determines the
production plans for individual State farms; it also has a role in determin-.
ing the use of their net income, a portion of which is remitted to the State
treasury. : '

There are about @Lﬁgg_gg;ignlLn:al_p:ndgggigﬂ_ggggﬁfégixgg_(CAP)
with about 3.4 million member familigihggg_ggging_ahggg_ .0 million hectares,
of which 7.2 million are arable. Workers in cooperatives are entitled to a
minimum salary, which is lower than the salaries of their counterparts on
state farms by about 20 percent. Salaries of cooperators may be supplemented
with the cooperator's shares of profits in excess of-plan targets, as bonus
programmed to be about two percent of the planned benefits. Frequently more
than one member of a family works (on a full- or part-time basis) in the
cooperative, and some family members are employed outside of the cooperatives.
Cooperators are also allowed to farm about 0.15 hectares each in and around
their villages for their personal use, and.they are allowed to .own livestock.
Production on personal plots is always. intensive, and produce is either self-
consumed or sold to consumption cooperatives to supplement other income of the
- cooperators. About 11,800 hectares of such plots farmed by about 56,000 co-
operative members would be irrigated under the project. A cooperative is
managed by a General Assembly of cooperators and its elected President; it
reports to the District Director Generdl for Agriculture, the local repre-
sentative of the Ministry of Agriculture. Some cooperatives have begun
to pool their resources for large-scale investments in agroindustries and
livestock production. These intercooperative associations are operated by
state employees paid from intercooperative revenues. Part of the net income
from intercooperative sales is retained for further inter-cooperative develop-
ment; the balance is divided among member cooperatives in proportion to their
contribution to shares in the inter-cooperative association.

Individual farmers number only about 150,000 families and own about "
10 percent 6f t6tal agricultural land. Their lands are often located in
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mountainous regions, and include 19 percent of pasture lands and 21 percent
of orchards. Individual producers own 16 percent of all cattle, 14 percent
of sheep, and 6 percent of pigs. The indiwvi ing subsector has not
received strong government support but is significant in production of
potatoes (16 percent of production), meat (13 percent), milk (20 percent),
eggs (14 percent) and wool (12 percent). ¥ .

At the national level, the State institution in the agricultural sec-
tor is the Ministry of Agriculture and Food Industry. It plays a major role
in preparing the Five-Year Plan for the sector and is the supervisory institu-
tion for plan implementation. In each district, the Ministry is represented
by a general directorate, which is responsible for all agricultural activity
in the district including both cooperatives and State farms. Marketing is
organized nationally under 13 centrals accountable to the Ministry and respon-
sible for processing and marketing specified commodities. Each central :
obtains produce at the district level and allocates it among domestic retail,
processing, storage and export channels. A foreign“trade company is respon-~
sible for the exports of each central. .

Agricultural Investment Financing

—

The Bank for Agriculture and Food Industry (BAF;) is the Govern-
ment's specialized agency for financing projects in agriculture, irrigation
and food processing. As such, BAFI has been the Borrower F5 oans
in support of agriculture and would be the Borrower for the proposed loan.
 BAFI was established in 1968 as a channel for, and administrator of, all
investment funds provided under the State plan for the agricultural sector.
Financing in agriculture had previously been done by a department of the
National Bank of Romania. BAFI is involved in all phases of project
appraisal, execution and supervision, and it has a large technical and .
economic staff located in Bucharest, in 39 country (judet) branch. offices
and in 92 sub-branches throughout the country. One of BAFI's more impor-
tant functions is that of fiscal agent administering for the account of the
national budget, all government investment in State farms and enterprises.
BAFI also receives interest-free funds from the State budget for investment
lending to cooperatives (and in some cases State farms) and repays the Govern-—
ment as it receives repayments of the: sub-loans. BAFI has thorough review
and approval procedures for all investment projects. In addition to BAFI's
review, all agricultural investments for more than lei 10,000,000 (Us$500,000)
are reviewed and approved by the Ministry of Agriculture and those greater
than lei 70,000,000 (US$3.5 million) must be approved by the Council of
Ministers. BAFI also provides short-term credit to, and maintains settlement
accounts for all cooperative and state agricultural enterprises; it also acts
as fiscal agent for the Government for collection of state revenues from these
enterprises. As the Government's channel for investment financing in agricul-
ture, BAFI's primary source of funds is the State budget; the Guarantee
Agreement therefore includes a provision that the Guarantor shall provide all
necessary funds for the implementation and operation of the project (Section
2.02, Guarantee Agreement). The Guarantor will ensure that BAFI can meet the
debt service on the Bank loan (Section 2.01, Guarantee Agreement).
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(e) Foreign Assistance and External Debt

Romania has always been cautious in its approach to external debt.

As of June 30, 1978 convertible medium and long-term debt outstanding was $3.7

billion compared to $3.4 billion at the end of 1977; the convertible debt ser-

vice ratio in 1978 was approximately 18 percent compared to 19 percent in

1977. The principal components of Romania’s convertible debt in 1978 were as

follows: guaranteed suppliers credits (30 percent of total), financial credits

(including unguaranteed suppliers credits) (35 percent of total), Government

to Government loans (17 percent of total), and IBRD and IMF borrowings (E@
_percent of total). Approximately 80 percent of the convertible debt outstand-

ing at the end of 1978 is due for repayment within four years (1979-82).

Although eurocurrency borrowings (included under financial credits)
are still small they are the most rapidly growing form of debt because of
their relatively favorable terms. Joint ventures within Romania with foreign
participants and joint banks are also becoming. ortant means of securing
capital. Six joint ventures have been formally established to date and
will stimulate capital inflow (mainly in the form of equity) of as much
as $] _billion over the next few years if they are all consummated. The
two largest are with Kuwait for a petrochemical complex on the Black Sea
coast, and an automobile.plant with Citroen. However, all these joint ven-
tures have been delayed probably because of the hard negotiating tactics of
the Romanian Government. The single largest borrowing ever, $1 billion for
the "Candu" nuclear power project from Canada is close to being completed. A
commercial credit of $320 million from Canadian banks has been finalized and
the remaining $680 million is being lent by the Export Development Corporation
of Canada.

Romania“s access to international capital markets has been limited
but adequate in the past. For the future, Romania will continue to diversity
its sources of borrowing as much as possible, and lengthen the terms of its
debt; this latter exercise could be vitiated by developing balance of payments
weaknesses.

We have no information on Romania“s borrowing or external debt posi-
tion with respect to COMECON. The Bank does not play any role in coordinating
foreign assistance to Romania, except in the narrow sense of encouraging co-

financing on Bank financed projects.
%
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(f) The Romanian System of Economic Planning and Implementation

Organization

1. Romania is a socialist republic in which the state owns the major
productive resources. The country has a single political party, the Romanian
Communist Party (RCP). Formally, the RCP is also a part of the Socialist
Unity Front which contains trade union and other groups which are themselves
dominated by the RCP. The Party controls the organs of Government through the
existence of joint Party-Government InStitutions-and—betause some 25 percent
r—-

ofﬂ;he working population belongs to the Party. At managerial levels
tually everyone in the Government and production units is a Party member and
it is customary that the head 6f €ach level of the Government and productive

pyramid is a Party representative. The Party also maintains a system of
commissions, bodies and responsible persons parallel to the Government at all

levels: party control has tended to become tighgg;_ggging_zhg_ggggggsgige.

(a) The Party Pyramid

2. The supreme forum of the Party is the Congress ~held usually every
four years and which last met in 1975. When necessary, special conferences

are called. Between Congresses, the Central Committee of the Party is respon-
sible for decision-making and within that, the real power is located in the

Executive Committee. :

3. Little, of course, is known about the organization of the Party and
its various levels, but Party cells exist in each organization and are linked
geographically into areas from which delegates to the Congress are appointed.

(b) The Government Pyramid

4. The structure of Government basically breaks down into two systems -
central (or republican) and local. The central government system is described
in the State Department Notes. The local government system is described
below. 1In the local Government hierarchy, the highest body is the Legislative
House of People’s Councils which consists of members of executive committees
of the People”s Council from each of the 40 judets (county) into which Romania
is divided, and is responsible for discussing, approving and submitting to

the GNA measures affecting local activities. The People’s Council is an
elected governing body of each judet (county) and is responsible for planning
and administering activities under its jurisdiction (housing, local public
utilities, primary education, etc.). People’s Councils also have, like the
RCP, a Congress every five years to discuss common problems and solutions.
People’s Councils also operate at municipal, town and commune level; the
latter is the basic unit of regional organization.

Organization of Production Activities

5. Economic and social activities in Romania are or A in three
separate sectors - gtate, cooperative and private. Almost all_in is

“E?EEHIEEH'EEHE;’the state sector (under central or local government, depending
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upon whether the activity is of national or local importance) although some
handicraft activities are carried out through cooperatives. Construction s
carried out by both the state sector and cooperatives, the latter worEing

mainly in the rural sector and housing. Agriculture is carried out in state
farm units (21% of land) cooperatives (74%) and private farms (5%). Services
such as transport, telecommunications, health, education are all under state
control; in the case of ret tate sector handles much of the
urban and large-scale act;gigigf, while cooperatives cover the rural areas.

6. In those industries controlled by the central government, there is a
three-tier hierarchy of ministry, central and enterprise. Each major sector
(e.g. steel, chemicals etc. is covered by a technical ministry which has
overall responsibility for the sector and all its activities. The central is
an economic unit under the ministry which directs and coordinates the opera-
tions of all enterprises dn a_ga;;iggigE_f§E;EE;Eg;’of the sector and carries
—Eﬁf'a number of common services h as salés, training, supply and pfanning
(sometimes in a small sub-secgor the central is the enterprise). “The lowest
level in the hierarchy is the enterprise which is generally a production unit
with limited autonomy and decision-making responsibilities outside production.
Under ministerial control, there also exist foreign trade enterprises which,
with joint responsibility to the Ministry of Foreign Trade, carry out the
foreign trading operations; construction enterprises which do minor works
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