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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 cimmitted more than
$1 billion in support of your development efforts. In fiscal year 1919 alone,
we approved loans totaling $295 million to assist five projects. The World
Bank bas provided funds for DroJects 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 iilustrative 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. go 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 FINANCED PROJECTS IN ROMANIA
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The following projeetý are not location specific: Flood Recovery projeets, Pig Produetion and ProcessingProject, Post Earthquake Construetian Assistanýce Projeet, Livestock II (Pigs 11) ProjL-ct.
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depa tment of state march 1978

OFFICIAL NAME: Socialist Republic of Romania

PEOPLE German are also spoken in some parts PF

of the country.
About &L_2Srcent of the people Most of the minority populations

are thnically K.QMAnia , a group reside in Transylvania or areas to the
which, in contrast to that of Slav or north and west of Bucharest. Among
Magyar (Hungarian) neighbors, is the principal minorities are the Hun-
traced back to ancestors closely re- garians, Germans, and Jews, with
_bted to the French Italians, Spanish, smaller numbers of Serbs, Croats,
and njhgL_!jLatins " As a re`s-u1r,--tWe Ukrainians, Greeks, Turks, Armenians,
Romanian languaE e, although contain- and Great Russians.
ing many elements of Slavic, Turkish, Before World War II, minorities
and other origins, is loosely related represented more than 28 percent of
to French, Italian, Portuguese, and the total, but that percentage was
Spanish. Romania was a Roman colony halved in large part by the loss of the smse
during the second and third centuries, border areas of Bessarabia and north-
an d modern ns const er ern Bukovina (to the U.S.S.R.) and
therns Lvejjo_ha__da.% D t e southern Dobrudja (to Bulgaria), as tation of ethnic Germans. However, in
RomaR__SjyiIi4ajjR!j, Hungarian and well as by the postwar flight or depot- Transylvania, which was part of pre-

PROFILE GGvernmeot calculations. Other estimates of GNP are
considerably higher.)

People TYPE: Communist. DATE OF CON- AGRICULTURE. Land 63%. Labor
STITUTION: August 21, 196S. ADMINIS- 36%. Products- corn, wheat, oil weds, pota-

POPULATIO . 21.7 iffion (1977 est.). TRATIVE SUBDIVISIONS: 40 Counties toe&
ANNUAL GRO TE. .9%. DEN- (includes City of Bucharest). SUFFRAGE: INDUSTRY: Labor 40%. Products-
SITY. 236 per sq. mi. (91 per sq. km.). Universal (18 years and above) and coirnpul- power, mining, forestry, construction mate-
ETHNIC GROUPS. Romanians 88.1%, Mag- sory. rials, metal production and processing,
yars 7.9%, Germans 1.6%, Jews, Ukrainians, BRANCHES: Executive -President chemicals, machine building, food process-
Serbs, Croats, Russians, Turks. RELI- (Chief of State), Prime Minister (Head of ing, textiles.
GIONS: QLIhQ(Lox 80%, Roman Catholic Government), Council of Ministers. Legis- NATURAL RESOURCES: Oil, thnber,
9%, Calvinist, Lutheran, Jewish. LAN- latipe- unicameral Grand National Assembly natural gas, coaL
GU 6 S ii n, Hungarian, German. (GNA) and its Council of State. Judicial- TRADE: Exports-$7.02 billion (1977):
LIT EREZ - 98%. IFE EXPECTANCY Supreme Court, county courts, people's foodstuffs, lumber, fuel, manufactures. Im-
(1973-75)., 6 93yr (males); 71.8 yrs. courts. ports-$7.02 billion (1977): machinery,
(females). FLAG: Three vertical bands from left equipment, rolled steel, iron ore, coke and

to right-blue, yellow, and red. Centered is coking coat, cotton. Partners-Soviet Union,Geography
a coat of arms depicting mountain forest FRG, GDR.and wheat field, with a red star atop theAREA: 91,699 sq. mi, (237,499 sq. EXCHANGE RATES. 4.47 lei7-US$l

km.); (somewhat NY and Pa. emblem- (official), 12 lei S o
c Nned) BOUNDARIES: Ua,_id7r34f MEMBERSHIP IN INTERNATIONALrn rn D ' Q Economy(2 , 69 krn,); wa 140 mi. (225 km.). ORGANIZATIONS: UN and most of itsCAPITAL: ajk hAx"L 4Wp__Lq_cjjljan specialized agencies, Council for Mutual

GNP: $27.8 billion (1976, in current
OTHER CITIES; Con*tanta (290,226), Iasi prices). ANNUAL GROWTH RATE. 10.5 Economic Assistance (CEMA), Warsaw Pact,
(284,308), Ticnisoaia (2812XM,_ Cluj- percent (1975-76). PER CAPITA INCOME: World Bank, International Monetary Fund,
Napoca (262,421), Brasov (262,041). $1,300 (1976). (These are World Bank GATT, Danube Commission, Interpol.
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1918 Austria-Hungary, Romania re- by emigration to Israel. In recent the Romanian Orthodox Church by
tains areas where the ethnic "minor- years, up to 10,000 of the nearly fiat in 1948. Roman Catholics, largely
ity" sometimes makes up three-fourths 400,000 ethnic Germans in Romania Magyar, constitute about 9 percent
of the local population and is there- have emigrated annually to the Federal of the population Calvinists, Jews,
fore politically significant. Republic of Germany, Since World and Lutherans comprise most of the

The official Romanian Government War II there has been little emigration remaning percent.

policy toward the national minorities of ethnic Hungarians to Hungary.
is nondiscriminatory and allows them Religious ob servance in Romania GEOGRAPHY

a degree of cultural autonomy, while has traditionally been extensive, and

insisting on their integration into the religious allegiances generally follow Extending inland halfway across

national economy and providitig for ethnic lines with about 80 percent of the Balkan Peninsula and covering a

compulsory study of Romanian, in all Romanians nominally belonging to large elliptical area of 91,699 square

addition to the minority languages. the Romanian Orthodox Church. The miles (237,499 sq. km.), Romania

The Jewish community surviving Greek Catholic or Uniate Church, to occupies the greater part of the lower

World War II has been reduced perhaps which about 10 percent of the popu- basin of the Danube River system and

nine-tenths over the past three decades lace belonged, was incorporated into the hilly eastern regions of the middle
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Danube basin. It lies on either side of Romania was an independent king- ests to those of the U.S.S.R. Since
the mountain system-the Carpathians dom from 1881 until December 30T late 1961, however, Romanian com-
and the Transylvanian Alps-which 1947, when the Communist-domi- munism has assumed an increasingly
forms, with the Balkan Mountains, 'nated government forced the abdica- nationalistic cast. A substantial shift
the natural barrier between the two tion of King Michael. Before 1938 in Romania's foreign policy has re-
Danube basins. In the past two cen- Romania had a series of governments sulted.
turies Romania has served as the nat- dominated by a landowning aristocra- A new Constitution was adopted
ural gate for Russian expansion in cy, based only nominally on a liberal in 1965. It provided that the name of
the Balkans and the Mediterranean constitutional system, with a de facto the country be changed to the Social-
basin. limitation of suffrage. A Social Demo- ist Republic of Romania.

Romania's location gives it a defi- cratic Party, which controlled the In 1968 a sweeping reorganization
nitely continental climate, particularly small labor movement, was tolerated of the administrative structure and
in the Old Kingdom (that part east of by the monarchy but never had politi- territorial division was carried out.
the Carpathians and south of the cal power. In the thirties, an anti- The new territorial division was rem-
Transylvanian Alps), where tempera- Semitic, anti-Soviet, Fascist Iron iniscent of that existing before the
tures approximate the extremes of the Guard movement threatened the gov- imposition of the Soviet-style regime.
Russian climate, and to a lesser degree ernment, which was taken over in
in Transylvania, where the climate is 1940-41 by the authoritarian General GOVERNMENT
more moderate. A long and at times Antonescu. In June 1941 Romania
severe winter (December-March), a entered World War II on the side of Romania is governed by a central-
hot summer (April-July), and a pro- the Axis powers. ized executive appointed by the Grand
longed autumn (August-November) are A coup led by King Michael and National Assembly. Real power, how-
the principal seasons of the year. The opposition politicians, with the sup- ever, lies in the leadership of the
change from winter to summer is so port of the army, deposed the Romanian Communist Party (RCP;
rapid that there is very little spring- Antonescu dictatorship on August 23, until July 1965, the Romanian Work-
time. At Bucharest the daily minimum 1944 (Romania's national holiday). ers' Party), The party's leading role
temperature in January averages 200F An armistice, secretly negotiated at has been written into the Constitution.
(-70 C) and the daily maximum in July Cairo, was signed September 12 and The three principal branches of the
averages 850F (29 0 C). brought Romanian forces into the government are the Grand National

war on the side of the Allies against Assembly with its Council of State; an

HISTORY the Germans in Transylvania, Hungary, executive consisting of a Council of
and Czechoslovakia. Romania, which Ministers, operating ministries, and

Romania has had at least 22 centu- had suffered extensive losses in the state committees; and a judiciary.
ries of violent and dramatic history, war against the U.S.S.R., incurred Like the 1952 Constitution it
From about 20) -. C., when it was additional heavy casualties. replaced, the Constitution of 1965
first colonized by the Dacians (a The peace treaty, signed at Paris on provides for a unicameral Grand
ihriacantribie), to moierTnimies this February 10, 1947, confirmed the National Assembly (GNA). Its 349
territory has been the scene of many Soviet annexation of Bessarabia and Members are elected from single-
invasions and migrations that have northern Bukovina (originally oc- member electoral precincts of equal
left their mark on the country and cupied in 1940) and ceded a largely population for regular 5-year terms,
its inhabitants. Today the Romanians Bulgar-populated area of southern which may be extended in times of
form an island between the Slavic Dobrudja to Bulgaria. It also rein- emergency.
and the ungarian peoples. corporated into Romania that portion The GNA is constitutionally

Before the postwar Communist re- of northern Transylvania granted to charged with electing the President of
gime, Romania looked to the Western Hungary in 1940 under German and the Republic, the Council of State,
countries, particularly France, for cul- Italian arbitration between Romania the Supreme Court, the Chief Public
tural, educational, scientific, and social and Hungary. In addition, the treaty Prosecutor, and the Council of Minis-
inspiration and development. Among required substantial war reparations by ters. Its other constitutional powers
all the Balkan countries, Romania was Romania to the Soviet Union. include amending the Constitution,
considered the most Gallicized; the Soviet occupation forces supported reorganizing the bureaucracy, and
French language, along with Roma- Communist organizers, and the non- granting amnesties. The GNA follows
nian, was compulsory in the schools. Communist political leaders were party policy on all these matters.
In 1948, the Russian language and purged. In March 1945 King Michael The bulk of legislative work is
Soviet institutions supplanted the was forced to appoint a Communist- fo
French language and other Western front government. The King abdicated pef..L 28-Mm4b4ers
influences in Romanian cultural life, under pressure in December 1947 elected by the GNA which acts when
Since the late 1960's, however, Rus- when the Romanian People's Republic the Assembly is not in session. The
sian has not been compulsory, and was declared. With their accession to Council consists of a President, three
German, French, and English are power, the Communists effectively Vice-Presidents, 23 Members, and a
widely taught in the schools, subordinated national Romanian inter- secretary. Its President is the President
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of the Republic, Nicolae CeAusescu, lawbreakers and preventing the com- POLITICAL CONDITIONS
who was elected to this position as mission of new infractions." A new

the country's first President in March revision of the judicial system is being

1974he Counc of State has the designed to remove misdemeanors The transition immediately after

power to issue decrees with force of from the court system, reduce punish- World War II from the pro-German

law. ments for felonies, reduce the number dictatorship of Ion Antonescu to the

The Constitution defines the Coun- of crimes punishable by death from dictatorship of Moscow-trained Com-

cil of inau& as the "supreme ad- 28 to 5 (exempting altogether youth munists was relatively rapid. After

ministrative organ" of the state. The and some women), and create workers' 1947, the new government followed

Council is formally appointed by and judicial councils to handle 40-50 the Soviet example of agricultural

theoretically subordinate to the As- percent of cases previously requiring collectivization and forced industriali-

sembly. In fact, however, it executes court appearance. zation accompanied by a remodeling

the olicies established b party None of the courts-the Supreme of the state along totalitarian Com-

leadership. The Council is composed Court, the county courts, the people's munist lines.

of the Prime Minister (Head of Gov- courts, etc.-has authority to review However, a general "de-Russifica-

ernment), vice premiers, and ministers the constitutionality of laws. The tion" of the country began in 1961 as

and heads of various other central Supreme Court guarantees uniform- 'the Romanianricadeship--dssplay-ed in-

administrative organs. ity of procedures by supervision and creasing independence of the Soviet

The Constitution gives the Council decision in procedural matters. It is Union, whose troops were with-

of Ministers extensive powers to carry elected anew by each GNA and is drawn in 1958. The growth of political

out the state economic plan, manage responsible to it or (between GNA nationalism has also been intermittent-

the country's economy, insure public sessions) to the Council of State. ly accompanied by some relaxation of

order, defend the interests of the state, Theoretically, judges and assessors (lay internal restrictions. In .965, 1967,

protect the rights of the citizens, judges) are independent and subject and 1977 nearly all political prisoners

run the country's armed forces and only to the law. weCiekaasedi, and prison sentences of

military conscription, conduct foreign The office of the Chief Public others were reduced or rescinded. A

affairs, and suspend decisions of the Prosecutor, an important institution degree of liberality toward cultural

county people's councils which do not borrowed from the U.S.S.R., is also creativity was shown in the 1969-71

conform to the law. In the fulfill- given constitutional status. The Chief period. Since 1964, Romania has also

ment of its functions, the Council of Public Prosecutor is vested with the permitted a sharp increase in cultural

Ministers is authorized to issue deci- "supreme supervisory power to insure relations with the West, although the

sions and orders. In March 1969 a the observance of the law by minis- level remains low in absolute terms.

Defense Council was formally set up tries and other central organs, by the However, an extensive internal secur-

to take over many of the prerogatives local organs of state power and admin- ity appAratus h M tane power-

of the Council of Ministers with regard istration, as well as by officials and ful influence on Romanian life.

to defense matters. other citizens." The Romanian Government's

Following the July 1972 National For territorial/administrative pur- nationalistic policies have won con-

Party Conference, several combined poses, Romania is divided into 39 siderable popular acceptance. Increas-

party and state bodies were formed to Counties and the City of Bucharest. ing numbers of persons from those

control a wide variety of party and Eah t overinecby a People's strata previously most antagonistic to

government activities, further eroding Council, whose chairman is also tTe the system-intellectuals and agricul-

the authority of the Council of Minis- First Secretary of the county's Com- tural workers-joined the Romanian

ters. The Supre1n1_CDuail for Eco- munist Party organization. Communist Party. The Party's mem-

nomic and o cial Developmnt, ead- bership rose from 1,3 million in 1965

tby PresidentCca.sesc, was estab- Principal Government Officials to over 2.7 million, or more than 10

lished in 1973 to coordinate all social President and Chairman of the Council percent of the total population, by

and economic planning. Other new 1977.

rtyand statedorgann arethe Priof State-Nicolae Ceausescu The political leadership since the

for Social and Economic Organ1Iiza- PieMinister-Mne Manescu late 193b1s_ha`s7eeni remarkably

tions, which controls the size and Minister of Foreign Affairs-Stefan stagl, and the passagefrom

functions of ministries and economic Anrilongtime party /governiment ciehf
Minister of Foreign Trade-Cornel r eorghiu w die in

enterprises, and the Central Council of Burtica Ghergh tbhNiorgha -ej wh diedu I i

Workers' Control over Economic and Ambas aor to the U.S.-Nicolae M. 96-to Ns s

Social Activities which polices fulfill- Ncla dently smooth and uncomplicated.

ment of economic plan targets. Ambassador to the U.N.-Ion Datcu cefuscinc 19365 Chief State sac
The judiciary is constitutionally cifsne16,Cifo tt ic

limited to "defending the Socialist Romania maintains an Embassy in December 1967 and President of the

order and personal rights, educating the United States at 1607 23rd Street Republic since 1974) have been char-

citizens to the respect of law," and, NW., Washington, D.C. 20008 (tel. acterized by a slowly improving living

by applying sanctions, "reeducating 202-232-4748). standard and popular acceptance of
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the government's independent foreign growth of the industrial labor force; causing damage estimated at between
policy. and large imports of advanced tech- $1-2 billion, did not prevent industrial

There has been no evidence of any nology and equipment, particularly growth from registering a 1977 in-
prospective change in Romania's from industrialized non-Communist crease of 12.5 percent.

policy of independence within the countries. Although Romania is not as depend-
Communist system or its active de- The relative backwardness of agri- ent on foreign trade as other East
velopment of relations with non- culture an e 1 pruivmty of European countries and is largely
Communist governments. Responsible te agricultural labor force, which self-sufficient in foodstuffs and fuels,
officials have repeatedly declared that consists now primarily of older men the development of Romanian indus-
these policies will be continued, and women, continue to be serious try requires iFortiof9e y y

While the government's j ~~% d- economic problems for Romania. Al- machinery,guip. ad industrial

ent foreignpolicy remains popular, though the value of agricultural policaial-principally rolled steel, iron

1977 also witnessed important mani- output rose by 17.2 percent in real ore, coke and cokingcQal, and cotton.

festations of unrest on the domestic terms in 1976, output reportedly fell An increase in imports has forced ex-

scene. by 1.3 percent in 1977. The agricul- pansion of traditional eW.orjjof food,
tural sector has recently been receiving lumber, and fuel in order to avoid

ECONOMY greater attention as a valuable source trade deficits. It is also noteworthy
of hard-currency earnings, but that in 1976 Romania for the first

After the Communist takeover in Romania's development strategy re- time became a net importer of crude

1945, Romania's economy was pat- mains overwhelmingly focused on oil. Manufactures, including a wide
terned after the highly centralized and heavy industry. variety of capital equipment, have
controlled Soviet model. Although Among East European countries lately accounted for about one-quarter
Romania is a member of the Council Romania is second only to Poland in of exports. In 1977 imports and ex-
for Mutual Economic Assistance area and population and has long been ports were balanced at $7.02 billion

(CEMA), it maintains its right to de- a major European corn- and wheat- each.
cide on participation or nonparticipa- growingg oqAryas well as beng an Before World War II less than one-
tion in multilateral activities and has, important producer of oil, timber, and fifth of Romania's trade was with
resisted supranational planning on the more recently, natural gas. The prin- nations that are now Communist, and
grounds that economic plaiiii "a cipal emphasis of postwar economic half of this amount was with Czecho-

sovereign.ajtional er a . programs has been on development of slovakia. However, during the period

Still one othe ess deled power, mining, forestry operations, 1947-59 annual trade with the Com-

ou1tri~ nf Firope, Romania has construction materials, metal produc- munist world reached as high as 86

many natural resources, Its govern- tion and processing, chemicals, and percent. In more recent times Roma-

ment is deermined7to-show continued machine building. These industries nia has increased its share of trade
impressive growth rates along with a now account for about three-fifths with non-Communist countries. The

large measure of economic independ- of the gross industrial output. The non-Communist share of 1959-69

ence. In fact, Romania has sustained rapidly expanded machine-building Romanian trade increased three to

one of the highest annual GNP growth industry, a key part of the industrial four times faster than that of Com-

rates in post-World War II Europe process, accounts for about one-fourth munist countries, and in 1973 Roma-

(about 8 Dercent per year, 1965-74, of the gross industrial product. The nia became the first Warsaw Pact coun-

according to World Bank estimates). current 5-year plan (1976-80) also try to conduct less than half of its

Its main economic goals are the places heavy emphasis on the develop- trade with Communist nations. In

rapid development of industrial capa- ment of the chemical industry, which 1976 about 53 percent of Romani t

city and output, especially in heavy is slated to grow at an annual rate of trade was ifino-17mmunist coun-

industry; continued state ownership of 15 percent. tries.

industrial facilities and collectivized Light industry occupies a less im- Approximately 17-18 ercent of

agriculture; rapid improvement of portant position in the economy rela- Rowals, -trade is with, the Sav-lt

technology and diversification of in- tive to the prewar years when it sup- Union, which is the most important

dustrial production; and, a goal plied about two-thirds rather than the upplier of iron ore, coke, and other

since 1963, red4ilction of economic present two-fifths of industrial output. raw materials. Romania's second
dependence on any r Food processing and textiles lead light largest trading partner is the Federal

group of countries through an expan- industry, with production and con- Republic of Germany, which held an

sion of trade with many states. sumption of durable consumer goods 8-percent share of Romanian trade
Most of the increase in national being rather low. Consumer goods are in 1976. Since 1960 Romania has

income has come from growth of receiving somewhat more attention in received substantial credits from West-
industrial production. This has result- current plans, but continued emphasis ern Europe. Romania has also attached
ed in a high-priority on a high rate of on heavy industry sharply limits great importance to developing eco-
iayetment at the expense 0o con- expansion in this area. nomic ties with the Third World for

suDiptoni increse ailabl T The StX earthquake which struck economic as well as political reasons.
inputs from agriculture and imports; Romania on MIr ,T977, although In accordance with announced poli-
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over Soviet proposals in 1962 to sub- and pursue policies on the basis of
TRAVEL NOTES ordinate Romanian economic develop- its own experiences and of the condi-

Many foreign tourist agencies arrange ment to a supranational planning body tions in which it operates, Their par-
travel and hotel reservations in advance within CEMA. In a "declaration of ticipation in Soviet-sponsored inter-
for groups or individuals. The official independence" of April 22, 1964, national Communist activities has been
Romanian travel agency, Carpati, has an the Romanian leadership sharply criti- unpredictable.
office at 500 5th Ave., Room 328, cized these proposals and emphasized Romania is a member of the Gen-New York City, the right of each Communist Party t2  eral Agreement on Tariffs and Trade,Visas are available, without fee, from work out its own policies in all fields It joined the International MonetaryRomanian Consulates or on arrival. e on the basis of national self-interest. Fund and the International Bank foraware, however, of the requirement Romania consistently followed this Reconstruction and Development inthat each visitor spend the euivalent of policy during the Czechoslovak crises December 1972. Although a member$10 in hard currency each day in Ro- in the summer of 1968, when it of the Warsaw Pact, Romania hasmania. Retain receipts for all money
exchanges and purchases carefully for publicly criticized and did not parti- neither participated with troops in
presentation on departure. Romania is cipate in the invasion of that country Pact maneuvers abroad since 1962 nor
seven time zones ahead of the Eastern by the Soviet Union and other mem- permitted such maneuvers within
us. bers of the Warsaw Pact. Romania since 1964.
Climate-Romania has hot Mediter- Since 1964 Romania has frequently
ranean summers and rather cold winters taken positions on international issues
with low humidity. markedly different from those taken U.S-ROMANIARELATIONS

by the Soviet Union. These have
Health-Although no inoculations are included, among many others, neutral- After a 15-year period of coolness,
requested for travelers coming from the ity in the early years of the Sino- the United States and Romania began
US or Europe, it is advisable for all continuin to improve their relations in 1960

traeles o b imunzedagans poio of good state and party relations with the signing of an agreement pro-and to have had a recent gamma globulin viding for partial settlement of Ameni-
injection. Health requirements change, with the People's Republic of China; vdn for pail sette ameri
Travelers should check most recent in- recognition of the Federal Republic of ca pclaims. In the same year,
formation. Germany in 1967; maintenance of ctural, scientific, and educational

relations with Israel after the 1967 war exchanges were initiated. In 1964
Telecommunications- Local telephone nd ane independesntdr e o ddle the legations of both nations wereservice is automatic and fairly depend- ast andee ent duing the 1967l raised to the level of Embassies.
able. International telephone and tele- Eatdvlpesduighe16
graph connections are generally good, and 1973 wars as well as during the In August 1969 President Nixon
but there may be delays in placing calls. current negotiating phase; early ap- paid an official visit to Romania, the

proaches and formal relations with the first by a U.S. President to EasternTransportation-Bucharest has many in- European Common Market; an in- Europe since World War II. Duringexpensive, but often crowded, buses and dependent position (close to Yugosla- that visit an agreement was reached
streetcars. Taxis are fairly inexpensive. depende Ition (ls to Y os- thtviin gree ment a a

Driving to Bucharest from December via and the Italian and Spanish Com- providing for the establishment of a
through February is not advised, as munist Parties) in international Com- U.S. library in Bucharest, a Romanian
mountain passes can be hazardous. munist affairs; an active individual role library in New York, and a U.S. bank
Otherwise, the main roads are reason- both in the United Nations and in office in Bucharest.
ably good. Rail and air facilities are also the CSCE process; "guest" status at High-level contacts between U.S.
available for both domestic and inter- nonaligned meetings; and, in addition and Romanian leaders have multipliednational travel. The daily Wiener-Walzer to good relations with its neighbor despite continuing political differ-Express from Vienna takes roughly 20 Yugoslavia, promotion of Balkan re- ences. President Ceausescu's April

gional cooperation efforts. 1978 visit to the U.5. to meet-TA
The Romanians describe their for- Preiiit harter is his fourth visit

as one of amicable rea- since October 1970. President Ford
cies, the Third World's share of tions with all countries regardless of (in 1975) and Secretaries of State
Romanian trade is scheduled to reach differing social systems: noninterfer- Rogers and Kissinger each visited
roughly 25 percent by 1980, as com- ence in th'e internal affairs of other Bucharest. Also in 1975, the Roma-
pared to about 20 percent now. states, the pursut Qf peace, and the nian First Deputy Minister of Defense

advancement of Romanian national and Chief of the General Staff ex-
interests. The record bears them out. changed visits with the U.S. Army

FOREIGN RELATIONS They have-maintained proper relations Chief of Staff. High-level visits have
with the Soviets while rejecting also included trips by American

Since the early 1960's Romania Soviet domination both directly and Cabinet officers and Romanian Minis-
has increasingly asserted its national indirectly. At the 1976 conference of ters, Parliamentarians, and leaders in
sovereignty and has sought closer ties European Communist parties, they many fields.
with non-Communist countries. Major were among the successful proponents In 1972 Secretary Rogers and For-
disputes with the U.S.S-R. have arisen of the right of each party to develop eign Minister Manescu signed a Con-
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sular Convention to facilitate the pro- Approximately 1,200-1,500 Ro-
tection of citizens and their property manians now emigrate to the United READING LIST
in both countries. In the same year, States each year.
Overseas Private Investment Corpora- Following a series of natural dis- This list provides a general indication
tion facilities were granted, and asters in the 1970's-major flooding as of the material currently available on
Romania became eligible for U.S. well as the earthquake of 1977- this country. The Department of State
Export-Import Bank credits. An agree- assistance from private Americans and does not endorse unofficial publications.

ment signed in 1974 for cultural, from the U.S. Government (including American University. Area Hand-
educational, scientific, and technical a $20 million grant for earthquake book for Romania. Washington,
exchanges and cooperation has result- relief) has been a positive factor in D.C.: U.S. Government Printing
ed in a steady growth of contacts and U.S.-Romanian relations. Office, 1972.
exchanges of information in those Fice , 972.
fields. Fischer-Galati, Stephen A. The New

Romania. Cambridge: Massachu-
The Joint Declaration signed by Principal U.S. Officials setts Institute of Technology

Presidents Nixon and Ceausescu in Press, 1967.
December 1973 gave rise to the sign- Ambassador-O. Rudolph Aggrey Gilberg, Trond. Modernization in
ing in April 1975 of a trade agreement Deputy Chief of Mission-Thomas W. Romania Since World War I.
which entered into force for a 3-year Simons, Jr. New York: Praeger, 1975.
period in August of that year. Ro- Counselor for Press and Culture- Hale, Julian. Ceausescu's Romania.
mania was accorded most-favored- Norris D. Garnett London: Harkar, 1971.
nation tariff status, the only East Political Affairs Counselor-John B. Ionescu, Ghita. Communism in
European country willing at that time Tipton Rumania, 1944-1962. London:
to receive this treatment under the Economic Affairs Counselor-Irving L. Oxford University Press, 1964.
terms of Section 402 of the Trade Sanders Jowitt, Kenneth. Revolutionary
Reform Act of 1974. Subsequently,
the two countries signed a long-term Defense Attache-Col. Richard J. Breakthroughs and National

theent contreconoig lnstra Womack Development: The Case of Ro-
agreement on economic, industrial mania, 1944-1965 Berkeley:
and technical cooperation. Total trade Air Attache-Lt. Col. David B. Hall University of California Press,
in 1977 amounted to $492 million. Science and Technology Attache-Jay 1971.
Emigration remains a related issue for H. Blowers Seton-Watson, R. W. A History of
discussion between the two govern- Consul-Luciano Mangiafico the Romanians from the Roman
ments, and a dialogue has been main- Times to the Completion of
tained concerning problems of dual The U.S. Embassy in Romania is Unity. Cambridge: Cambridge
nationals, binational marriage cases, located at Strada Tudor Arghezi No. University Press, 1939.
and reunification of divided families, 7/9 Bucharest (tel. 12-40-40).
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ROMANIA - LIST OF GOVL71,=;T AND RCMANIATI COMMLMTST PARTY (RCP) OFFICIALS

GOVERNMENT OFFICIALS

Nicolae Ceausescu - President of the Socialist Republic of
Romania

Ilie Verdet* - Prime Minister

Gheorghe Oprea* - Senior Deputy Prime Minister

Nicolae Constantin - Senior Deputy Prime Minister and
President of State Planning Commission

Ion Dinca* - Deputy Prime Minister and Minister of
Industrial Construction

Janos Fazekas* - Deputy Prime Minister and Minister of
Home Trade

Ion Ionita - Deputy Prime Minister

Angelo Miculescu* - Deputy Prime Minister and Minister of
Agriculture and Food Industry

Paul Niculescu-Mizil* - Deputy Prime Minister and Minister of
Finance

Emil Draganescu* - Deputy Prime Minister and Minister
of Tourism and Sport

Ion Patan* - Deputy Prime Minister and Minister of
Technical and Material Supply and
Control of Fixed Assets Administration

Cornel Burtica* - Deputy Prime Minister and Minister of
Foreign Trade and International Cooperation

Stefan Andrei* - Minister of Foreign Affairs

Ion Coman* - Minister of National Defense

Nicolae Agachi* - Minister of Metallurgical Industry

Ion Avram* Minister of Machine Building Industry

Mihai Florescu* Minister of Chemical Industry

Gheorghe Cioara* Minister of Electric Power

Vasile Patilinet" Minister of Mines, Petroleum and Geology
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Virgil Trofin* - Minister of Forestry and Construction
Material

Lina Ciobanu* - Minister of Light Industry

Suzana Gadea* - Minister of Education and Training

Traian Dudas* - Minister of Transport and Telecommuni-
cations

Enil Bobu* - Minister of Labour

Eugen Proca* - Minister of Health

Constantin Statescu* - Minister of Justice

Elena Ceausescu* - President of the National Council
for Science and Technology

losif Uglar* - President of the Committee for the
Problems of the People's Councils

Miu Dobrescu** - President of the Council of Socialist
Culture and Education

Gheorghe Gaston Marin* - President of the State Committee for
Prices

Florin Iorgulescu* - President, National Council of Waters

George Homostean - Minister of Internal Affairs

lulian Bituleanu - Deputy Minister, Ministry of Finance

Richard Winter** - Minister State Secretary, Minister of
Technical and Material Supply and Control
of Fixed Assets Administration

Emilian Dobrescu - Minister State Secretary, Fitst Vice
President of State Planning Commission

Ion Stanescu - Minister State Secretary, Ministry of
Industrial Construction

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

Gheorghe Petrescu - Minister State Secretary, Ministry of
Machine Building Industry

Constantin Nita - Minister State Secretary, Ministry of
Foreign Trade and International Cooperation



Dumitru Bejan - Minister State Secretary, Ministry of
Foreign Trade and International Cooperation

Dumitru Popa - Minister State Secretary, Ministry of
Chemical Industry

Petre Blojovici - Minister State Secretary, Chief of
Food Industry Department

Marin Capisizu - Chief of State Agriculture Department

Mihai Marinescu - First Vice Pre6ident of Council for
Economic and Social Organizations

Pavoni - Deputy Minister, Ministry of Chemical
Industry

Caranfil - Deputy Minister, Ministry of Metallurgical
Industry

Gheorghe Popescu - President, Investment Bank

Ion Rusinaru - President, Bank for Agriculture and
Food Industry

Leonte Rautu* - President and Rector, Stefan Gheorghiu
Academy

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

Council of State

President - Nicolae Ceausescu

Vice Presidents - Gheorghe Radulescu
Stefan Voitee

Secretary - Silviu Curticeanu

Members - Dan Anghel
loan Anton
loan Ceterchi
Gheorghe Pana
Tamara Dobrin
Eduard Eisenburger
Ludovic Fazecas
loan Manciuc
Gheorghe Petrescu
Ion Popescu-Putu4i
Gheorghe Tanase
Vasile Vilcu
ion HortopAn



Council of Ministers

President of the Council - Ilie Verdet

Senior Vice President - Gheorghe Oprea

Vice Presidents of the - Ion Dinca
Council Janos Fazekas

Angelo Miculescu
Paul Niculescu-Mizil
Ehil Draganescu
Ion Patan
Cornel Burtica
Stefan Andrei
Ion Coman
Neculai Agachi
Ion Avram
Mihai Florescu
Gheorghe Cioara
Virgil Trofin
Lina Ciobanu
Suzana Gadea
Traian Dudas
Emil Bobu
Eugen Proca
Constantin Statescu
Elena Ceausescu
losif Uglar
Gheorghe Gaston Marin
Florin Iorgulescu
Vasile Gliga
Gheorghe Pana
Dumitru Popescu
Gheorghe Radulescu
Leonte Rautu
Constantin Dascalescu
Stefan Voitec

Auxiliary Members - Vasile Patalinet
Miu Dobrescu
Teodor Coman
Mihai Gere
Nicolae Giosan
Ion Iliescu
Stefan Mocuta
Mihai Telescu
loan Ursu
Richard Winter
Ludovic Fazecas



Grand National Assembly

President - Nicolae Giosan

Vice Presidents - Stefan Mocuta
Aneta Spornic
Gheorghe Puscas
Virgil Teodorescu
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General Committee
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Secretaries - Dumitru Popescu
Virgil Cazacu
Constantin Dascalescu
losif Banc
Marin Vasile
losif Uglar

Executive Committee
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CURRICULUM VITAE

Nicolae Ceausescu

(President of the Socialist Republic of Romania)

Born 1918 in alt 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
imprisonpl for political activities. In 1939 became member of Central Committee
of the Union of Communist Youth. Spent most of early 194 0'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 1952became 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 1265 when he was el=jt4
Secretary General ofjJhRomanuan Communist]Part following Gheorghe Gheorghiu-
DeJ 's 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
many 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 chemistry. She is also a
member of the Executive Committee of the Central Cornmittee of the Romanian
CommunistParty, the Council-of tnisters and is TrefTita'tinal
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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Tile 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_appoint-

ment as Prime Minister he had served since March 1978 
as one of two senior

deputy prime ministers and as Cia-rnan of the State Planning Committee. (He

had also been a senior deputy prime minister during 1967-74.) 
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 1977).

Verdet was born in Comanesti in 19. As a young man he worked as

a miner and later graduated from the Bucharest Academy of Economic Studies.

In 1945 he became a member of the RCP and he worked from 
1948 until 1954 for

several local 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 btiefly 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 speak 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

Executive Committee and Permanent Bureau. He has also been a member of the

Defense Council since April 1974 and a-deputy to the Grand National Assembly

(Parliament) 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 and the Food 
Industry)

Angelo Miculescu was promoted to Deputy Prime Minister in 
March 1975.

He has been Minister of Agriculture since 1969, except for a 17-;onth period

(1971-72) during an administrative reorganization, when he was 
Minister State

Secretary of Agriculture. Miculescu has been a member of the Central Committee

of the Romanian Communist Party and a deputy to the Grand 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 chairman of HAC. He was promoted to the

position of HAC first deputy chairman in 1966 and remained in that post until

1969.

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

is married.

Paul Niculescu-Mizil

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

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

Industrial Sciences, Bucharest, and was a professor at Bucharest University

and then at the Romanian Communist Party (Rd) Central CommefW itefan.

Gheorghiu Academy of Social and Political 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, 1954.

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.



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 May,

1965. In October, 1965, he visited Italy as head of 
a 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 made a full member 
of the Executive

Committee. Appointment to the Permanent Presidium followed in June, 1966.

At a 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 affairs in which capacity he was succeeded by Stefan Andrei.

In 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. In 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 lost his post as Minister 
of

Education (to Suzana Gadea) and was made Chairman of 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 Aachi

(Minister of Metallurgical Industry)

Nicolae Agachi, 41, 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. Agachi 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 Economic Section of the Romanian

Communist Party (RCP) Central Committee and as a deputy chairman of the Economic

Council, the body then responsible for supervising the implementation of the

Romanian economic policy.

He graduated as a chemical engineer from the Chemistry Faculty of

the University of Bucharest. He served with the Loyalists during the Spanishy

Civil War and with the French Resistance during World War II. After the war,

he held various government 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 1974. He is also a member of the Grand

National Assembly, the Romanian parliament.

Mr. Florescu is 67 years old, and is married. He speaks French,

German, English and Spanish.
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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.

Ion 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

(a) The Relationship with Romanial Improvements and DisappoiRtments

When viewed in the light of the difficulties of tite 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 r6lationa_are best in agriculture, --rhere the Government
has presented a series of projects to the BanY -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. J celle nte 14tiopshiRs_ with- the -Uiulgtry
2L A iculture and the Bank for Agriculture and Food Industri

_.f,r - , -es-, (BAFI),
which is our borrower or a I - r I c urt5raU-71oans -

G!I pr ore-s,s-tas-bqep m.44g_5i th cofliancin . After several years
of obdurate xesistance, the Government finally agreed to try cofinancing in
early 1978. Two approved projects (Roman Pipe and Livestock 11) 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, -g s t

- GpetTs-uf-ourrel -ti a hi , and to date some -hav,---hep
--ileher by ED1 or In o nt 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
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
wouldenefit considerably tro theuse of highly specialize ioreiqn experts
on the frontiersof technology where they need it (e.g. off-shore drilling,
nuclear power). They themselves have done very advanced work ina number of
areas (e.g. oil 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 information,
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 in omic reportin
Romania's debt reportingi-sstill seriously deficient and economic missions
still tend to be frustrated by the negot ating eaQticsafor release of informa-
tion and interpretation of economic events that Romanian counterpar s
frequently use.

Romanian pyocurgemntDpractices conaue to rls2 questions, and
we have to deal with a continual series of minor infringementa1-oof1heBan's
procurement guidelines, long delays i bid evaluatiQns, 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 markedly with their poor performance outside. This is
because of their unsophisticated export_marketing techniques, not responsive
to specifications, to bid documents, poor presentation ot materials, poor
after sales service, etc. It would be useful if you would raise the above
points with the Romanians.

However, these deficiencies are minor in comparison to the difficul-
ties we have faced in our work in the industrial 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 god
informati_a about the sector, more difficulty in -ngagi n poTTcy scus-
sions, and more difficulty in deveoping a project pipeline than 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 borrower, the Investment Bank, hIis a somewhat
inadequately staffed institition, 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
establish a more direct relationship with the various ministries centrals and
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enterprises 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-anJipprovement 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 emphasls7of 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
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 we do not seem to be facing
the same problem in the t_ranspo-lt 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 purchasing power parity approach suggests that Romania has a higher
GNP per capita. than Yugoslavia whereas Bank Atlas presently stastLS -reVerse.)
The present lending program anticipates that lending will continue at the same

nominal rate of $280-295 million p.a. over the next five years thus involving
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
Portuga1--fnother countries Yatlivf 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 visit to Romania can be regarded as the initia-
tion of discussions with the potential graduates promised i r teang
Criteria" paper. Looking forward to the phase out period in the second half
of the 1980's, we would expect to continue in those areas where we could help
strengthen, through co-financing, Romania's access to private long-term

capital markets and also where we could cooperate in the transfer of advanced
technology from abroad.
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(c) The Danube-Black Sea Canal Project

For the Romanians, the most important project at present is the

Danube Black Sea Canal project. Work on this vast undert'ARing started in
1976. The estimated cost of the project is about $1.7 billion with a $550
million foreign exchange component. The project can5aTiWiThpart 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 a 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 movemn o lar4e
volumes of bulk cargo 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 comple-

tion of the Rhine-Main-Danube Canal in West Germany in 1984. The C anal will

also help accelerate the economic development of the Dobrogea region--one of

the poorer regions of Romania. The tentative conom ic return is above 29
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 proect has been included for 100 million in the lending program
for some time and this figure has been indicated to senior omanian oticials
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 available for the FY80 Romania program,
although this higher figure has not been mentioned to the Government. The
Romanians had consistently pressed us to increase the loan amount above $100
million and will probably press you on the same point. You will recall that
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
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-
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 important issue on the Danube Canal project relates to
procurement. One of the contributions we are making to the project is to
ensure tEat 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



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--
the im ortance Qf Inc uding equipment likely to be imported on the list for
an inancing. Otherwise, we m3y face very difficult questions from the

Executive Directors.

You should also be aware that Amnesty International produced a
report in 1978 charging that so-called "prisoners of conscience" form part of
the labor force used-InWihe constluctTion of the Canal. No Bank mission has
seen any evidence of this. At the time of 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.
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(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 19 50's and until recentlyi omania has pursued a high
.growth strate whose cornerstones have been the rapidj_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 simpl nd obvious.

__ntumption was severely restrained. Little attention was paid t ow
economically resources were being used t ho th fficiency of the allocation
ecrigid central pianning), a&5Yo concerns about uality or incen-
tives., The economy was also relatively closed, an t e external sec ayed
a small although growing role in the economy. Between 1)95.n 4975 average
per capita growth of social product and national income(was 8.7 pe 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 investment has to change, and aperiod of consolidation is needed to
iron out struct±ral 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 in resource allocation and quality of production in
.industry and agriculture can nq-loager be ignored. in 1727-73rfomania became
a net importer of energy for the first time, a change which underlined the
rapidly increasing importance of the foreign trade sector; imporzs, both of
raw materials and industrial technolog*y are-growingrpidl and_so are
Romania's foreign borrowing requirements (see 6(a) (CPP) and 6e) NForeign
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. The growing reliance of the
economy on the external sector i ertainl the siige greatest pressu reo r
rhange in Remeuia's- ec4omic atrategy.

Within the individual sectors of the economy, the pressures for
change are also mounting. The performance of agriculture has been a source of
continuing disappointment with output consistently beow tTtXr for a number
of years. The poorest performers seem to be the Agricultural Cooperatives
(CAP), which control 74 percent of Rmania's arable laad. ¶Thesector Eas also
been affected by poor weather in several years and also by underinvestment.

. The key sector of ',qdustry also faces a variety of serious problems including
&.manpower shortage bottlenecks caused by shortage of capacity that still
exis s in te 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-infrqstiri-sectors, while the road and
rail systems complement each other reasonably well, and the electric power
system is efficient, investment hs d back and an jcrease is now
needed to meet the needs of the economy in the 19 80'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 changing
circumstances. In March 1978, Mr. Ceausescu announced the introduction
of a series of "new economic reforms" (see 6(f)), beginning January 1979. We
ar im ressed by-Tue .n = dcidection of these reforms which address EEW
shortcomings o the planning system, quality of output, and the key issue of
incentives for the worker. But we are not impressed by thei- extent in
essence they appear to be tin g-witEEE Fee isting 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 "iefficiency," 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 andStrategy

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 policy
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 ciiical ssue lates to the major
expansion of exprts imp2Litd by presen and proposed programs - g ect
in the case of the chemical subsector and indirect (throug export 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
fertilizer products with OPEC countries. Based on present production plans we
estimate thate-es mple iu_4445, 5D-5 percent of alljf.ilizer andr65--A
percent__f termop1atics -prQduced would be_e,&p_iZted. Since for most basic
themicals other COt1EGON countries are also building additional capacity,
much of it planned for export, those countries gowsnLt epresent good expozw
propects th '. Most of Romania's additional exports
-V-6uld, 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 need to c pture
13 percent of gross world imports of nitrn frtilizers in 1985 versus 8
percent in 1 and or varios hermanlastics between 7-13 of West
European iports in 1985 versus 0-1 -er, . 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 nffsat by Romania's
continued usf.-l.amall ss effici usig old processes. This
results from the attempt to save foreign exchange by TTTTdr T n 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_gn-
account of low labor costs labor costs in Romania are about one-third of
ihose in other major steel producing countries like Japan and the U.S. where

it is about US$90 per ton of finished products), higher capacity utilization
of production units as a result of assured internal markets and
costs only partly compensated by higher transport costs due to substantial
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, increaed riance
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 situation is howevsr anmtta-4 f-
ferent from ch i eaindirart evports are
destined for N es, 30 percent for developing countries, and 20

-percnrtor 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 1981-8L-RIa period rmight well be devoted more to consolidating production
gains already achieved, e.g.,ro uct 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 niltrogen TeTrtTtirT-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 for
the purpose_oLAchi ving efficienc - eIate a tve TT5 ~ Zrieve these
objectives, further major changes in the economic pTanning 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 .Land structu. .f
domestic prices does not reflecutathaeconomic costs, and therefore, the
pricing system provides an inadequate basis for resource allocation. The"u.Al,

fenerLy and most raw materialsalso 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 tha Romania is entering a difficult phase of its
industrial development. We e tieve that the Bank can make a contribution to

iCRLformu ation of an industrial strategy whicY Ti to RomaRr'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 contributi9__L-the

Romanians chose to avail themselves of our expertLse in areas such as project

exportmarktT. So far we have had very limited success in

engaging the Romanians in a dialogue on industrial strategy. For any ftture

"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.



- 13 -

(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
MW.-Ceseaenwill us thB. occasion of ynar visit to announce Romania'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. Mr. Knap2
pyoposed $20 million as an appropriate contribution on the basis of statis-
tical comparisonsw th Green AustrIa.Italy and Yugn§lavia, 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. (Xugoslavia
has subsequentl anRoUU.Q!Zd 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 K

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 1
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 (1st 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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COUNTRY PROGRAM PAPER -- ROMANIA

Postscript

62. This paper was reviewed on January 5, 1979 in a meeting chaired

by Mr. McNamara. The following decisions were reached:

(a) For planning purposes, the lending program of $1400 million

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
CP1, 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
haveInternal political stability since ther egTmes policy of independence
within the COMECON is almost certain-to be continued and ia pititrtty
popular at home, and because'the dovernment hfd%Permitter a more rnpld
increase in real wages in 1978 than planned, after it had appreciated the
significance and extent of feeling -andflYTing 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, and 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 pursue its .e ourse, althoughi1twill probably become somewhat
more dependent on Lhe USSR for raw materials imports, particularly of iron
ore, gas and oil as time goes on, and this will affect the degree of inde-
pendence which Romania can show. But Romania's growing apgtite for_and
marked preference for Western capital and technology will continue as a
balancTgtactor. A major demoustration 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).
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(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-

tion performance in 1978 was uniformly below target. Only in consumption were

targts overfulfilled. Performance in each area of the economy is suima ;fT-

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 nat iaTincome 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

In_121Z_gro5aindustrial production increased by 9 percent in real

terms yggsus target of 10.6 percent, and versus 12.5 percent infT 977. Net

production grew at 9.3 percent, whIch on-the Tae-of-EtTs 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 tons), 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.

Agriculture

In 1978 gross agricultural production increased 2.4 percent oyeV-

9L7ujer-u 7flan target range of 6.2-1t.1 t,tmeasured 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
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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 ain foreigne Exp1ts, increase
only 5.5 percent to $8.23 billion equivalent, while imports jumped 16.5 percent
to $9.08billon 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

I. Chemical Subsector

1. 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. Its 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 IJS$15.6 million) to 11.7 percent in 1977 (almost US$600
million); in the latter year, about-25-p-arcent of total chemicals production
was ex orted (vs 10 pe rent in Today Romani.a as a arge, well tab-
li -sed. and invt!2 rat che ind, Y, supporied by a compeTe a M®r
fo e, ex ensive 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.

2. Until recently, the s rate for the industry has been
to develop-_ Toe' Fsbased on in3rge -er-i'als (cru-Se oilnatural gas,
salts) and aimed primarily at import substitution. The main emphisis yA
the production of sLandard refi -nery products and basic, large quantity chemi-
cals Tsuch -as caust_i s;da, ulfuric acid, fertilizers) and less on higher
value, fine chemicals needed in smaller quantities. In s_e-1e-c'-ng--p-1a-n t
designs and c6 1-guration Romanian authorities have-miTtiaiged t2 _he-extent
possible iaLporL...o.f_know-how, pKq .esses, ecjuipm,-n aaJ_raw materials; they-Tre
particularly reluctant to en age outside consulLnnt5. This policy of maximiz-
ing local codfent has in -ma-ny cases led to the installation of plants duplicate
to those bought years ata which, tho gh not technicail-y--obsoTeTe,ar-e in
general smaller and less economic than plants now being installed in market
economies.

3. While this past strategy has been quite successful on the whole,
in quickly expanding and diversifying production,_ya-1w-Lije cal/
industry, and perhaps the entire industrial secrqr is..._at an important cr ss-

_oad-s__t9_4ay_. - It has eYhau_; t_cd most zipparent-01pprt subs itjLtiqn Raj§ ibilities,
which-had fucled its rapid growLh in (h _rist. 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 np_1_2nZer asurplu-s_pro ns and
will increasingly become a nor i I mporter 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
w rf-T - _f6_perci_,nt

:e imported, compared to only as recently
as 1975-.-- The country 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, canno6 alnztr-
be expected to justify further rapid capacity tacrvases
for basic chemicals (see atiiached 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 future dev will have to <
put a muc rater 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 factors, 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 aErec_ijated; at least the 1981-85 development plan does not
reflect tTiis. Planned growth rates of domestic consutiplon t Ior mostkey
products appear optimistic, and would lead T 5R0mniaiunuit 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 43 112 066

Thermoplastics
(kg/capita) 29 37 23 31 17 11 32 13-19 /a

/a 1985 estimate.

As is evident, fertilizer application per hectare will already have exceeded
Western European TeveT-by 1980, yefi=s ianead amost to double from that
level by 1985. Domestic consumption of ohermoplastics, is planne7aEo 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.

5. 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 thatIcal 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' 5 Adi-
tinal exports would, therefore, have to go to market economies, parti ly
Western Europe. Even after reducing productinrestimates blow-pTanned
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 most products in 198T5 compared to negligible shares__uw.4or
al 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 necesary to
meet n production targets aper unrealistic if Romania wants to obtain
profitable prices.

6. Weaknesses in the export marketing organization make the achievement
of these targets even more questLionable. The Romanian 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, pr _sbt,ined by Roman fnr its exErEL o chemicals
to market economies are in general significantly below-the-1ower end of prices
obtained by western chemicalprducers, 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 proision is made for capital charges or deprecia-
tion, Thus,the pringwsystem fails to grvc proper-sgnatrYo ttpoicy0
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



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 rds fine chemicals and downstream
products would mean many more smaller plants invo ving a wide rangcofnew
prYeqss not yet avAilable in Romania. Thus, these two objectives are in
apparent conflict with each other, particularly if Romania intens 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 difficultzaput
toge1ther the 1981-85 plan. Even thoughtihe PartyCongress 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 detailed-prcject list submitted by_ihe
Ministry of Chemicals, which reportedly includes all major chemical invest-

ments now under active consideration, nee - investments totalling 47 billion
lei or only one third of the "target" investment leve . The p 9ro1Yc listi s
consistent with the capacity and production figuf_s 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.

11. Our analysis of the chemical subsector also raises a n2Mh-_QfL
policy issues which you may want to raise with senior Romanian officials.
One of the most critical policy issues relate to the basic economic justi-
fication for developing an even more export orientgdjchemicaandustry.
Romania is projected to become a large net importer of its energy needs,

particuTary-cr-ue a01, 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 imprting country
must be justified on the basis of clear economic advantages. The projected
large crud67e oil imports would not only put aiveryheavy 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 woutd 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.

II. Steel Subsector

13. 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 tons 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 comparison to other countriesiss-hoVrtfl
Annex 2, which indicates that Romanian steel consum tjgajn relaLig_to_La
GNP (based on present estimates and exchangerEe`s) is very high by interna-
tionalaa4 d&. In 1976 Romania's per capita consumption o 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 s L

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 indications however suggest Romania's steel industry to be internationally
competitive though not to enjoy the significant cost advantages in economic
terms that the industry 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 indust-ry_relies increasingly i
basic raw materials. In 1978 it imported 85 percent of its iron ore and 60
percentcofTts coking coal requirements 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 resdlts
in a substantial reduction in overhead costs. Finally, wage rates are, at
present, relatively low leading to advantages in both investment and operating
costs.

17. Development Program. As shown in Annex I 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. In 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 imporrant issiog regarding the future direc-
tion of the industry have emerged. Primarily, these are:

(i) Constraints to Achieving Production Targets: The proposed 2roduc-
tion targets for 1980-85 appear to be ambitious and likely to face a number of
problem"i.T--TtE most cri7tiZ_al problem relates to the availability of managers,
technicians and skilled labor to both implement and operate the proposed
plantE."7n 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, producti'on ncreases would

require more than usual increases in related infrastructure, particularly in
transportation. The adequacy of investments planned for such purposes could

not be confirmed. 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 cqpacity

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 machinery and eqjuipment- destined for exports is planned to
triple between 1978-85 (Annex 3). Such an increase rel-es among others on

entry into_11A ds, such as steel plant and equipment exports, where Romania

has as yet little international experience. It would require sale_?s_Fr-tra-

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 planning systenm 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: JADsent _he ILi-A-ury
benefits from low labor costs (reflected in investment and operation), report-

edly lo1w prlces for raw naterials, 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

significantl duced. Further adverse effects can be expected trom the

needto 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-mix
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.

20. 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.

21. The stetlsutseco_Egpan is in an advanced state of preparation
and expected to be completed by August 1979. At that time, we propose to
provide the report to the Romanian-aurioiies, and thereafter to discuss the

major findings with the Government in September/October.
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ANTNEX I
Page 1

ROMANIA

Steel Production, 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 11.4 17.3 20.4 7.9% 9.5% 14.9% 3.4%

a aImport 2.1 2.4 2.2 O.8rA' 0.5511 2.7% -4.4% - -9.9%

Export 2.0 1.9 2.2 2.7-2 1 1.6 1-1.0% 7.67. -11.0%

Inventory
Changes 0.2 0.2 0,1 0.2 0.3 - - -

Consumption 6.4 9.8 11.3 15.2 19.0 8.9% 7.4% 10.4% 4.6%

Consumption per
Capita (kg) b/ 317 464 536 681 820 7.9% 7.5% 8.3% 3.8%

of which
indirect mach-
inery exports n.a. n.a. 53 74 165 n.a. n.a. 11.8% 17.4%

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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ANNEX 2
Pa6,e 1

Steel Consum2tion and GNP Per Capita

in Selected Countries 1976'

Countr GNP Per Capita Steel Consumption Per Steel Intensit
(US$) Capita __.(k&) Ilk /1000 US$)
(1) (2) (2)/(1)

Argentina 1,580 129 82

Australia 6 990 346 49

Belgium 7,020 467 67

Brazil 1,300 98 75

Bulgaria 2,460 236 96

Canada 7,930 543 68

Czechoslovakia 3,790 767 202

France 6,730 426 63

German Democratic
Republic (East) 4,520 590 131

Germany, Federal
Republic of (West) 7,510 593 79

Hong Kong 2,230 264 118

Hungary 2,340 324 138

Italy 3,220 389 121

Japan 5,090 534 105

Korea 700 151 216

Mexico 1,060 96 91

Poland 2,880 533 185

Romania 1,400 511 365

Spain 2,990 305' 102

Sweden 9,030 725 80

USSR 2,800 567 203

UK 4,180 407 97

us 7,880 604 77

Yugoslavia 1,750 182 104

Source: UN, World Bank Atlas
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ANNEX 3

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

(in million tons of finished products)

1978 1980 1985 Growth Rate 78-85 (p.a.)

A. Steel Products

Machine building
for domestic use 2.4 2.8 2.8 2.2%

Machine building
for exports 0.9 1.1 2.6 16.4%

Construction 2.8 3.0 3.5 3.2%

Other Sectors 2.0 2.1 2.9 5.4%

Sub-Total I 8.1 9.0 11.8 5.5%

B. Reserves 1/ - 1.6 1.8 2.4% (1980-1985)

Sub-Total II (in terms of
finished products) 8.1 10.6 13.6 7.5%

x 1.28 (conversion into
raw steel equivalent) 10.5 13.6 17.4 7.5%

C. Forgings and Castings 1.2 1.6 1.6 4.2%

Total Steel Consumption
(in terms of raw steel)

including reserves: 11.7 15.2 19.0 7.2%

excluding reserves: 11.7 13.1 16.7 5.2%

1/ 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.

Industrial Porjects Department
June 1979
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1978 1980 1985 Growth Rate 78-85(p.a.)

A. Steel Products

Machine building
for domestic use 2.4 2.8 2.8 2.2%

Machine building
for exports 0.9 1.1 2.6 16.4%

Construction 2.8 3.0 3.5 2.5%.

Other Sectors 2.0 2.1 2.9 *8

Sub-Total I - 8.1 9.0 11.8 5.6%

B. Reserves 1/ - 1.6 1.8 2.4% (1980-1985)

Sub-Total II (in terms of
finished products) 8.1 10.6 13.6 7.6%

x 1.28 (conversion into
raw steel equivalent) 10.5 13.6 17.4 7.5%

C. Forgings and Castings 1.2 1.6 1.6 4.2%

Total Steel Consumption
(in terms of raw steel) 7.2%

including reserves: 11.7 15.2 19.0

excluding reserves: 11.7 13.1 16.7

/ 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 would be consumed.

Industrial Projects Department
June 1979
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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.14.9

million -he_ctares_,__oraTm-os t 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), whli ind7usTYtar
crops (mainly sunflower and &ugar 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 relatively high 41 percent of agricultural
duct'

pro ion.

The major problem,s, of Romanian agriculture are the instability of

its output and low productivity. Growth achieved in agricultural production

has been i lower -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. Included in these plans are majo r s of irrigation

investment -Lo-addrez,al the sector's problems, in particular the prob em of the

instability of production. In addition to investment, the'Government has'

introduced instituLional 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 including increases in the supply and utilization of fertilizers,

investments in livestock production and the pro-Motion 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

0601-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
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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 yulnerability
to erratic weather conditions and the lack of infrastructure 'to mitigate their
impact. Excessive precipitation and flooding during planting and harvest
seasons, and inadequate rainfall during summer growing seasons, have resulted
in year to year fluctuations in national output of the order of 10 to 20 per-
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 alreajWI eenTiiaced
by the Bank since 1975 including one in the Calmatuldistrict; execution of
tiese protects, 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 i astructure, Romania is
also taking_measure to improve productivity throu h Zpgrading the Uty of
farmmechanizat ion,'increases inte7 supply And utilization oF tertilizers,
the establishment of largeascale V lexes,andVthepomotio of
ago-jdustrial enterprises to,provide processing and marketing outlets for
increased farm production. A long-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 14 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 moving toward elimination
of the disparities between the two types of farm organization in order to
stimulateKeralimprovement in agricultural productivity. About eighty
percent of the land to be irrigated under the project is owned by cooperatives.
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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 (LAS). There are 392 such state enterprises

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 4,400 agricul-tural pr ction cooperatives (CAP)
with about 3.4 million member families and owning'akout . minion hectares,

of which 7.2 million are arable. Workers in cooperatives are entitled to a

minimu salAry, which is lower than the salaries of their counterparts on

state farms by about 20 percent. Salaries of cooperators may e suppiemented
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 fu.l- 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 General 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 of tbEaFagricultural 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 cattle1 14 percent
of sheep, and 6 percent of pigs. The in4ividual farming 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 (BAFI) is the Govern-
ment's specialized agency ,for financing projects in agriculture, irrigation
and food processing. As such, BAFI has been the Borrower for all Bank1 ans
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 iT 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 13.7
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 (18,

percent of total). Approximately 80 percent of the convertible debt outstand-
ig Iat tI e*nd 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 important 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 $1-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-do,vernment institutions anti- bvcause _s 'Ome -25 -percent
of the working populdtion--belongs to the Party. At -m anagerial levels,,,_y1r-
tulally evervone in the Government and production units ls a Parfy hi ember and
it is c I ust I o I mary that the head of each level of the Governmeni'ai4 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 tighter during the past decade.

(a) The Party Pyramid

2. The supreme forum of the Party is the Con_gre held usually every

,_four years and which last met in 1975. When necessar I y, 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. In 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

S. Economic and social activities in Romania are p_"anized in three
separate sectors state, cooperative and private. Almost all.indq&=-is
orkan-1zed. under 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 is
carried out by both the state sector and cooperatives, the latter working
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 retail trade, the state sector handles much of the
urban and large-scale activities, while cooperatives cover the rural area.

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. tieel, 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 in a particular sub-sector of the sector and¾carffes
out a number of common services such as sales, trafning, supply and planning
(sometimes in a small sub-sector the central is the enter rpIse. The lowest
level in the hierarchy is the enterprise which is generally a production unit
with limited autonomy and decision-making responsibilities outsUide-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
and projects to supplement the work of the large construction enterprises
under the Ministry of Construction; and research, engineering and design
institutes which carry out research and project preparation. Small industries
controlled by the local Government are subordinated directly to a department
of the People's Council.

7. In agriculture under the control of the state, there is also a
three-tier hierarchy of ministry, Agro-Industrial Councils (AIC) and state
farm (IAS). The Ministry exercises its overall responsibilities through
various Departments and regional offices. The Agro-Industrial Councils were
announced in March 1979 and are not yet in place. They will play a very
similar role to the industrial centrals, acting as regional administrators,
coordinating the activities of all agricultural organizations under their
geographical jurisdictions (that is, state farms, cooperatives (CAPs), machine
tractor stations, research and education institutes and consumer cooperatives).
Initially, they will concentrate on agricultural production but over the
longer term they will have a broader role in developing and directing regional
agricultural development. The state farm is the production unit which is
customarily made up of farming units covering both arable and livestock
activities. It is owned by the State, and has employees. In agriculture
organized under the control of cooperatives (CAPs) (these farms are owned by
their members and are underdeveloped relative to state farms), the same
three-tier hierarchy exists, but in a formal sense the cooperatives have more
decision-making authority. In practice, the cooperatives are controlled
fairly tightly through party planning mechanisms. Privatz_farms exist mainly
in mountainous areas and are independent of government control. Private plots
in irrigated areas are small in area but highly productive. There is a steady
effort to bring the private farms into the planning system through incentives
and cooperative ventures between socialist units and the private farmers. The
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new agricultural reform of March 1979 in addition to establishing the AICs
stated that all inputs to all agricultural units must be equalized in order to
increase overall production and eliminate differences in performance.
The likelihood of this happening is not good. Management of both IASs and
CAPs is quite good and the volume of other inputs is not likely to change much
in the medium-term. If an equalization (or reallocation) of inputs away from
the IASs (which have the best land) to CAPs does occur, it may even cause a
decline in output.

Planning and Implementation of Plans

8. Romania's economic development is controlled through the social
ownership of the means of production and distribution, and through planning of
economic activities. Four principles can be said to underlie the planning
system; complementarity of activities, continuity, comprehensivess of the
ylan, and democratic centralism.

9. Economic activities are regarded as complementary not competitive,
and to be oriented to a common objective. The planning process is a means
of reconciling and coordinating needs and supply. The planning process is
continuous and each organization which carries out its activities in the
framework of a plan is constantly revising its plan. The process also takes
place within a formal framework of five-year and annual plans, a brief out-
line of which is given below. The plan is a comprehensive document that
covers the bulk of economic activity in all sectors and levels of administra-
tion, and once finalized, the plan becomes the sole basis for economic
activities. The principle of democratic centralism expresses the idea of
grass roots participation in plan formulation and the process of reconciling
enterprise level plans with the overall aims of the economy. In principle, it
implies a discussion between equals; in practice, as shown in the section on
the New Economic Reforms (see 6(g)), the enterprise levels have been dictated
to, and the principle of democratic centralism has frequently meant only the
obligation of the lower levels to implement the plans which have been decided
for them at higher levels.

10. The planning process for the five-year plan begins about three
years before the beginning of the plan period, when producing enterprises
submit heir plans to their central and to the People's Council (a regional
plan is prepared at the same time as the sectoral/ministerial plan); foreign
trade enterprises submit their proposals to the enterprises, the centrals to
the Ministry of Foreign Trade. The centrals (and People's Councils) amal-
gamate the proposals, maybe modifying them in accordance with their own
priorities, and then submit them to the ministry level which carries out the
same consolidation and reconciliation before submitting them to the State
Planning Commission (SPC) which receives draft plans from all agencies and
studies from economic institutes and carries out its own modelling analyses.
It is responsible for producing a consistent plan draft and frequently does
this only after considering a number of variants dealing with the major
allocative and productive options. The SPC's draft is then scrutinized by
the Supreme Council of Economic and Social Development (SCESD), a joint
party-government body, before being passed on to the Party Congress for its



- 18 -

formal approval and publication as Directives for the 5-year plan. These are
usually issued about two years before the beginning of the plan period in
question and constitute the RCP's requirements for growth during the period.

11. Following the Congress' approval, the SPC breaks down the draft plan
and produces guidelines which are submitted to the Ministries. These are
decentralized to central and enterprise level and provide the framework within
which the enterprises prepare a new draft plan, involving foreign trade
enterprises, design institutes and suppliers and purchasers in the same and
other ministries, as well as the People's Council in which the enterprise is
located. As before, the enterprise's plan is submitted through the central
where changes may be made and then to the Ministry which, after a similar
process, submits the ministerial plan to the SPC. As in the case of the
Directives, the plan, once finalized by the SPC, is submitted through the
state and party organs of the SCESD, the RCP Executive Committee, the
plenary session of the Central Committee and finally to the GNA, after whose
approval the major aspects and targets of the plan are embodied in law.

12. The fi.v-year plan is implemented through annual plans, whose
preparation is similar to that of the five-year plan, begning at enterprise
level and ending in a law of the annual plan. Under the New Economic Measures,
greater dialogue between enterprises and the center is planned, to alleviate
an earlier problem which resulted in enterprises, which were largely excluded
from the reconciliation process after providing their first drafts, being
given unrealistic plan targets.

13. Just as there are clear responsibilities for plan formulation, so
the various levels of the economy are responsible for implementation, moni-
toring and responses to changing circumstances. Each level of production and
government administration has direct responsibility for the fulfillment of
plan tasks and is responsible for ensuring that organizations under its supervi-
sion fulfill their plan tasks. Each central is then responsible for the
performance of the enterprises under it, and these monitoring tasks are
facilitated by the regular reports that enterprises make and the computeriza-
tion of financial results. Monitoring is also carried out by the banks (i.e.
IB, BAFI and the National Bank) which provide fixed and working capital, by
the Ministry of Finance in the case of overall financial matters, by the
Ministry of Technical Supply in the case of deliveries of inputs into produc-
tion and the Ministry of Foreign Trade and Bank for Foreign Trade in the case
of trade and international financial matters respectively. At the local level
the People's Councils are responsible for the fulfillment of the total plan
for their judet (county). This overlaps of course with the responsibilities
of ministries and centrals for all planned activities under their jurisdiction.
One of the impressive features of this system is the way in which judet
authorities and the local RCP bosses assist the centrally controlled centrals
and enterprises in their judet to break bottlenecks in plan and project imple-
mentation both by the use of resources under judet control and by using
their influence in Bucharest through RCP channels to support a central or
enterprise in its dialogue with its superior ministry or central.
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The Banking System

The National Bank

14. The National Bank combines the functions of a central bank and a
commercial bank. It is responsible for currency issue and organizes and
coordinates the circulation of money and all activities connected with short-
term credit. It prepares, together with the State Planning Committee, the
Ministry of Finance, the Ministry for Material Supplies and the specialized
banks, the credit and cash plans and monitors their implementation. It
extends credits to the enterprises and economic organizations which have
accounts with it on the basis of the approved plan. The specialized banks
also hold accounts at the National Bank and may receive credits from it to
supplement their own resources. All state economic units (except those in
agriculture, construction and foreign trade) are required to hold current
accounts at the National Bank and to channel all transactions through these
accounts. The Bank also is the main conduit for budgetary flows and, with the
agreement of the Ministry of Finance, coordinates and monitors the collection
of state revenues. In the field of foreign relations, the National Bank
participates in planning the balance of payments and monitors its planned
execution. It establishes the rates of exchange in lei of the foreign curren-
cies and organizes the exchange of foreign currencies. Finally, it concludes
some external financial contracts and payments agreements.

The Investment Bank

15. The Investment Bank (IB), which is one of the two institutions
through which World Bank funds are channelled, is the channel for all State
sources of majq domestic investmBet financaing other than in agriculture and
food processing industries. Since 1973, IB has also been slowly increasing
its own funds for lending but the amount remains insignificant. IB also acts
as the channel for all long-term foreign borrowing for its sectors of respon-
sibility. The President of L LeQrat Athe Minister of Finance who has
comprehensive authority in the financing of all projects. 1B S7operations are
carried out by 40 branches. lB has a range of responsibilities in the imple-
mentation of projects. Its role is somewhat similar to that of the World Bank
in project preparation, execution, procurement, disbursement, supervision and
evaluation, although its degree of involvement is often quite limited. IB has
no legal authority to bring its view to bear directly on the management of an
enterprise. In practice, however, IB can recommend action to the Ministry of
Finance, which, in turn, can act through the ministry concerned with the
project. Foreign borrowing is the responsibility of the Foreign Relations
Department, which however is understaffed and does not have staff with adequate
technical backgrounds to permit them to play a role of any importance in
project preparation and implementation. World Bank staff have often noted
their lack of contribution in these areas and have found them even somewhat of
a bottleneck in certain instances. The IB is not a politically powerful
institution and from our perspective at least its relationships with counter-
part ministries do not strike one as good.
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Bank for Agriculture and Food Industry

16. The Bank for Agriculture and Food Industry (BAFI) which is the
second of the two institution through which World Bank funds are channelled is
an integrated bank established to finance production and investment in agricul-
ture and agro-industries. BAFI's operations are carried out by 39 branches
and 57 sub-branches. About 800 credit cooperatives also execute BAI opera-
tions.on a commission basis for small-scale lending. BAFI acts as financial
agent for State investments in agriculture and agro-industries and plays a
similar role to the IB in project processing. Long-term investments in State
enterprises are normally financed from the State budget. Long-term lending to
State agricultural enterprises by BAFI itself started in a very limited way
with the "Small Mechanization Program" and on a regional basis under a Bank-
financed project (Sadova-Corabia Agricultural Credit Project) as well as
other Romanian-financed projects. The introduction of lending by BAFI is
designed to require greater financial responsibility in the State agri-
cultural sector. Short-term capital requirements of State enterprises are
met by BAFI production credits. BAFI also makes both short- and long-term
loans to the cooperative sector and to a limited degree to individual coop-
members and private farmers. BAFI appears to be a good quality institution
with technically capable staff who work in close cooperation with their
counterparts in the Ministry of Agriculture. BAFI is also a more politically
powerful institution than the IB.

Romanian Bank for Foreign Trade

17. The Romanian Bank Jor Foreign Trade executes all foreign payments
and undertakes all other operations in foreign exchange. It provides Romanian
foreign trade enterprises export and import credit facilitiAs. The Bank
has concluded a large number of agreements with foreign banks in order to
develop Romanian exports. In 1975, the Romanian Bank for Foreign Trade
monitored the implementation of 115 such agreements, and the network of
correspondent banks had been extended to 1,055, in 110 countries. Finally,
the Bank has entered into joint operations in four countries, forming the
Anglo-Romanian, French-Romanian, German-Romanian, Egypt-Romanian banks in
which the Bank for Foreign Trade owns 50 percent of the capital.

The Savings Bank

18. The Savings Bank serves the banking needs of the_population. It has
an extensive network of branches and sub-branches (about 1,800 altogether) in
both urban and rural areas. In addition, there are 8,000 counters, manned
by part-time personnel, in schools and enterprises throughout the country.
Both sight and term deposits are offered and both bear interest. A part of
these funds--about 40 percent-- are lent to finance housing. The remainder
are available to the National Bank to finance its own lending for working
capital.
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(g) Summary of New Economic Reforms of 1979

1. In comparison with any other East European country, Romania operates
a very centralized economic system. The introduction of decentralized planning
and implementation and of financial and other indirect indicators and signals
has been very gradual. For every couple of steps in this direction there has
been a step backward to tighter central government and Party control. The
growing complexity of the economy, the interdependence of sectors and increased
involvement in the world economy have, however, generated pressures for
economic reforms. To date, these have been restricted largely to making the
existing system of central planning work more effectively.

2. The Government announced its latest package of reforms in February
1978, and since last summer has been slowly implementing the changes following
widespread debate. The Government announcements have given two objectives for
the measures: first to improve economic efficiency and to stimulate rapid
growth on a least-cost basis; and second to bring the economic and financial
system into line with the responsibilities of enterprises embodied in the
present laws of self-management and democratic centralism. The measures can
be divided into two areas:

(a) improvements in planning and management;

(b) incentive, bonus and profit-sharing schemes.

3. The improvements in planning and management can be broken down into
four topics:

(a) The Planning Process: in the past, enterprises have not been
fully involved in preparing the annual plan since, having prepared their first
draft, they have been largely excluded from the reconciliation process. As a
result, enterprises often received final targets and tasks which did not
correspond to what they could achieve. Under the new measures, enterprises
will be involved in the reconciliation process, so the Annual Plan reflects
reality more closely. In addition, changes are being made to the contracting
system. In the past, the annual plan was made operational when contracts for
inputs and sales for that year were signed; because circumstances changed
between completion of the plan and the signature of contracts, the latter were
frequently different from the plan which thus lost its orientative function.
In future, enterprises will be allowed to conclude contracts over several
years; these will form the basis of the first draft of the annual plan and
will be modified annually according to the precise form of the plan targets.

4. These measures acknowled.gethat planning in Romania has been too
centralized and has, as a result, resulted in enterprises receiving inappro-
priate targets. The measures which are designed-to involve the implemefntrs
of plans more fully in plan formulation, and to ensure plans reflect reality,
do not mean that Romania is moving towards a system whereby the aggregate
plan is little more than a collection of individual enterprise plans. The
importance of the central plan remains and enterprises will still be operating
within the confines of guidelines established at centralized levels.
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5. (b) Indicators and Value Targets: the planning system in Romania has
used for many years value and volume indicators to provide indirect instruc-
tion to enterprises. The major plan target has been gross ouptut which,
because of double-counting and its failure to distinguish between inputs and
final ouptut, does not stimulate enterprises to be concerned about increased
efficiency. The new measures replace gross output with net output as the
primary plan target. Other indicators previously based on gross output, e.g.
labor productivity, production per unit of capital, will be rebased on net
output. Net ouptut will become the basis on which wage payments and efficiency
and quality indicators will be based, and as of January 1, 1979 the tax on
profit was replaced by a tax on net output.

6. As technical changes, the new measures for indicators and plan
targets are not extensive or radical; in many cases they represent an exten-
sion and refinement of what exist already. Their major importance is ideolo-
gical, representing a changing perception of Romania's position in the world
economy, the role of comparative costs in determining production, the ability
of the present pricing system and an expanded system of indicators to guide
enterprise decisions more fully, and the capacity of enterprises to take on
more economic and management functions. The extent to which enterprises'
decisions on efficiency are appropriate depends, of course, upon the accuracy
of prices in reflecting production opportunity costs. Price signals have
traditionally not played an important role in influencing decision-making
at the level of the enterprise, a more direct administrative approach has been
preferred, and price resettinig have been an occasional, and not a continuous
process. Considerable distortions have thus built up in the economy and will
undoubtedly affect the responses of individual enterprises to the new net
production indicators. Whether the Romanians feel they can operate their new
system without a major price resetting is unclear.

7. (c) Responsibilities and Financial Performance of Enterprises. Existing
legislation governing the responsibilities and rights of enterprises sets
out more than enterprises are presently equipped to handle. Thus, the new
measures contain proposals to match enterprise capabilities with their legal
responsibilities in carrying out plans and to improve the accounting of
enterprise expenditures and income. In future, each enterprise will prepare,
as a planning implementation tool, an income and expenditure budget which will
include all financial flows within the enterprise.

8. In addition, enterprises in future will retain a greater proportion
of their revenues so as to carry out their legal responsibilities. In the
past, almost all profits were channelled to the state budget and new invest-

ments were financed from it. In future, retained profits will be channelled
into funds for investment, working capital, housing, social activities and

profit-sharing; where necessary, these funds will be supplemented by budget
flows.

9. (d) Foreign Trade. Over the past decade, foreign trade has undergone
numerous reorganizations in order to promote an increased flow of exports.
In future, the producer enterprise will have primary responsibility for
the fulfillment of export targets and thus the foreign trade enterprise will
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be put in the position of being an agent for the producer. This change
which continues the previous practice of substituting institutional change
for the more mundane but necessary work of export promotion and quality
improvement, is to be complemented by a revised bonus scheme linked to foreign
exchange earnings.

10. The changes in the wages and bonus systems introduced under the
New Economic Measures revolved around the introduction of net output and
incentives for foreign exchange earning. The payment of wages will in future
depend upon the fulfillment ofnetCoutput and foreign trade targets rather
than gross output; the bonus payments will be determined by the overfulfill-
ment of profits and foreign exchange targets. A portion of excess proflff
will be paid into a bonus fund for distribution to workers, individually
and collectively; overfulfillment of foreign exchange earnings will generate
payments into the bonus fund and also may generate the use of a small pro-
portion of the earnings for the financing of workers' trips abroad.
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(h) Cattle Develogment Project: Summary of Ruminant Livestock
Subsector_Survey Mission Findings and Recommendations

The mission undertook an assessment of the potential resource
base and concentrated on identifying efficient production systems and asso-
ciated investments for beef, dairy and sheep production.

Findings

While some segments of the rumLnant livestock production systems
were found to be well conceived, considprable scooe for increased efficlency
was identified. Modern Romanian beef, and lambproduction systems arZ -a -
able but milk-p-ro-dur-tion is not. For beefand sheep meat productivity is
quite satisfactQr ZaIry cow productivity and output are_-p- . The
genetic production potential of the existing stock Is adequate. However,
worthwhile gains in milk production efficiency of the cow herd could be made
by increasing the share of Friesian cows based on imports in the herd. The
prevailing dairy cow housing and milking systems are outmoded and very ineffi-
cient in terms of labor use and milking efficiency. This is also true of the
more modern systems now being developed in Romania. Technical assistance in
design and housing and milking systems would be needed to help them bridge the
gap and achieve reasonable labor costs.

Considerable improvement in animal feed production efficiency is
possible. Crop yields, particularly on irrigated land are very po'or-cTu-!-'to
insufficient mechanization and inadequate use of fertilizers, heOulcides, and
pesticides. Standard cropping patterns do not provide for optimal animal feed
value output. Weak crop management and, to a more serious degree, the internal
pricing system are also constraints to optimizing animal feed production.

Grasslands are exploited rather than managed. Increased carrying
capacity of 1 million cows, or the equivalent- Js_witliin ready re.ach.--A-1roMest
investment per hectare and increased fertilization will arhieve this and
provide the lowest cost feed base possible in Romania. Crop and poultry
by-products which are currently being utilized are also an extremely important
source of low cost feed and available in very large quantities especially in
the irrigated areas.

The problem facing Romania is not one of constraint on feed base
size but rather of utilizing the large mix of available feeds in an optimum
economic manner. Improvement of the rather poor quality of Romanian forage
produced both on rainfed and irrigated land can further expand this base and
greatly reduce the cost of livestock production.

Recommendations

The mission has recommended that Romania prepare a project incorpo-
rating both new and modernized dairy and beef production systems utilizing
grass and crop and poultry by-products as well as various green forages and
silages and incorporating investment in harvesting, handling and storage of
feeds. Technical assistance during project preparation would be necessary in
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the detailed design and cost of animal barns, milking units and feed produc-
tion and handling systems. Investment would include incremental processing,
storage and transportation systems as well as a national forage quality
control laboratory.

Comparison With Previous Cattle Development Project

Last October the Bank decided against financing a beef and dairy
production project on the grounds that its calculated economic return was not
sufficiently high to justify Bank lending. In conveying this decision to the
Romanians, we emphasized, at Mr. McNamara's request, that our rejection,of the
project did not indicate our belief they should not proceed with it but rather
our belief that Bank financing of the project would lead to an attack by many
ED's on the size of the Bank lending program for Romania.

The on-farm investments proposed by the latest mission would be
basically similar to those proposed under the previous project. Many of the
dairy and beef production units would be sited on irrigated land although a
significant number would be located in natural pasture areas. However we do
not expect the same problems of economic viability: the envisaged reduction
in operating costs through improved labor productivity, reduced unit feed
costs and reduction of the opportunity cost of land for forage production (due
to proposed changes in the cropping pattern) should ensure a satisfactory
economic rate of return. Given their interest in increasing efficiency we
would expect the Romanians to accept the suggestions for technical improvement
although the details still have to be worked out. Likewise more work remains
on the other key factors affecting project viability - milk and beef prices.
Considerable controversy developed within the Bank on the appropriate prices
to be applied to Romania's production of milk and beef. We have not yet
received definitive guidance on the issues of the tradeability of milk and the
long-term economic prices for imported milk powder if this is considered as an
acceptable substitute. With respect to beef, the Bank's projection of a real
price increase for the period 1977-85 dropped from 56 percent to 34 percent
during the course of the appraisal. In the latest (May 1979) commodities
projections, the real price of beef is expected to decline 10 percent between
1979 and 1985. The mission has recommended a specialized analysis of the
market and price outlook for the quality of beef - feed lot - which would be
produced under the project for export.
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STATUS OF BA.17K GROUP OPERATIONS IN ROMNIA

STATEMENT OF BANK LOANS (As of May 31, 1979)

US$ Million
Amount (less cancellations)

Loan Number Year BorroVer Bank TW IDA Undisbursed

One loan fully disbursed 20.0 -

Ln- 1020 RO 1974 Investment Bank Fertilizer 6o.o 6.6

Ln. 1027-RO 1975 Investment Bank Special Steel TO-O 3.4

In. 1028-Ro 1975 Investment Bank Thermal Power 60.0 0.0

In. 1082-RO 1975 BAF1--J Irrigation 70-0 0.0

In. 1083-RO 1975 BAPI Agricultural 30.0 5.0
Credit

Ln. 1169-Ro 1976 BAFT Flood Recovery 4o.o 2.0

In. 1242-RO 1976 Investment Bank Hydropower 50.0 16.9

In. 1247-RO 1976 BAK Irrigation 60.o 24.4

In.1368-Ro 19T7 BAFI Irrigation 60.0 38.2

In. 1436-Ro 197 Investment Bank Bearings 38.0 34.5

Ln. 1447-RO 1977 Investment Bank Glass Fiber 18.3 4.2

Ln. 1448-Ro 1977 Investment Bank Polyester 50.0 22.8

In. 1479-RO 19T8 BAK Agricultural Credit 71.0 52.3

IA. 1509-RO 1978 BAF1 Irri ation 40.5 4o.5

Ln. 1536-Ro 1978 Investment Bank Tire 85.0 84.2

Ln. 1581-RO 1978 Investment Bank Post Earthquake 60.0 54.3

Ln. 1634-Ho 1979 Investment Bank Chemicals 4o.o 4o.o

In. 1651-Rop, 1979 Investment Bank Pipe 4o.o 40.0

In. 1652-RO& 1979 Investment Bank Therm I Power 70.0 TO-O

In. 1669-RO'P/ 19T9 BAFI Livestock T5.0 75.0

Ln. 1670-RO 1979 BM Irrigation 10.0 10.0

Total 1,177.8 684.3
of which has been repaid 9.5

Total now outstanding 1,:LT5.3

Amount sold 19.4

of which repaid 16.9

Total now held by Bank b/ 1,158.4

Total undisbursed 684.3 684.3

Bank for Agriculture and Food Industry

Excluding exchange adjustments.

c/ Not yet effective.
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B. PROJECTS IN EXECUTION

L. No. 1020 Bacau Fertilizer Project; US$60 Million Loan of June 28, 1974;
Date of Effectiveness: December 31, 1974; Closing Date:
December 31, 1979

The project is proceeding satisfactorily after initial delays due to
changes in site and project scope, and delays in design and construction.
About 85 percent of total procurement has been completed, and construction is
well advanced. The ammonia and the DAP plants have been commissioned, and the
urea plant is expected to be commissioned by the end of 1979, about 24 months
later than expected. The final project cost is expected to be close to the
appraisal estimate.

Ln No. 1027 Otelinox Special Steel Project; US$70 Million Loan of July 10,
1974; Date of Effectiveness: April 3, 1975; Closing Date:
December 31, 1979

Execution of the project was delayed about one year, primarily be-
cause of the complexity of two large bid packages, the Romanians' lack of
familiarity with international competitive bidding procedures under the Bank's
Guidelines, and lack of interest and competition among suppliers. The con-
tracts for the two steel mills under the loan have been signed and construc-
tion is progressing in accordance with contracted schedules. Total project
costs are expected to be essentially equal to appraisal estimates. The Bank
loan is expected to be fully disbursed in mid 1979 and the project is now
expected to be completed in September 1979.

Ln No. 1028 Turceni Thermal Power Project; US$60 Million Loan of July 10,
1974; Date of Effectiveness: November 6, 1974; Closing Date:
June 30, 1979

Delays in construction due to late delivery of equipment are likely
to result in a nine-month delay in commissioning of generating units. Project
execution is otherwise according to plan and satisfactory. Training of future
operational staff is in hand. The loan is now fully disbursed.

Ln No. 1082 Giurgiu-Razmiresti Irrigation Project; US$70 Million Loan of
February 6, 1975; Date of Effectiveness: May 5, 1975; Closing

Date: June 30, 1979

Construction of project works is progressing satisfactorily and
about 99 percent of the project has been completed. Procurement is completed.
About 70 percent of the project area was irrigated during 1978, and the full
project area will be irrigated during 1979. Total project costs are expected
to be about US$33 million less than appraisal estimates. The loan was fully
disbursed in March 1979.



-3-

Ln No. 1083 Sadova-Corabia Agricultural Credit Project; US$30 Million Loan
of February 6, 1975; Date of Effectiveness: April 29, 1975;
Closing Date: December 31, 1979

Progress continues to be satisfactory in implementing subprojects.
Construction of the pre-mix feed mill is satisfactory and final project pro-
curement, for chemicals and fertilizers, has been carried out under bulk
contracts tendered internationally. Disbursements amounted to US$25.0 million
as of May 31, 1979 or 83 percent of the loan amount.

Ln No. 1169 Flood Recovery Project (Agricultural Component); US$40 Million
Loan of November 12, 1975; Date of Effectiveness: December 2,
1975; Closing Date: December 31, 1979

Project execution is proceeding well and disbursements are on
schedule. Equipment procured under international competitive bidding has
been delivered and only small quantities of spare parts remain to be pro-
cured. Delivery of flood warning equipment is expected to be completed in
mid 1979 and installation may extend into 1980. The loan closing date has
been extended to December 31,. 1979 and may need to be extended further.
Disbursements as of May 31, 1979 totalled $38.0 million or 95 percent of the
loan amount.

Ln No. 1242 Riul Mare Retezat Hydropower Project; US$50 Million Loan of
April 28, 1976; Date of Effectiveness: July 26, 1976; Closing
Date: December 31, 1981

Due to shortage of manpower, tunneling works have been delayed and
mechanized excavation methods are expected to be introduced in 1979. Project
execution is currently about one year behind schedule. Civil works for the
dam and underground power station are well underway, and about 75 percent of
the loan amount has been committed.

Ln No. 1247 Rasova-Vederoasa Irrigation and Agriculture Development Project;
US$60 Million Loan of April 28, 1976; Date of Effectiveness:
November 3, 1976; Closing Date: June 30, 1981

Construction of pumping stations, canals, and other project works
is well underway and progress on these facilities is satisfactory. Facilities
for four dairy farms are complete and contracts for purchase of 9,130 imported
heifers (100 percent of total) valued at over US$8 million have been awarded.
Procurement contracts for all equipment have been awarded. The feedmill and
silo in Negruvoda is 62 percent completed. Work on soil erosion control and
the land levelling is behind schedule.

Ln No. 1368 Ialomita-Calmatui Irrigation Project; US$60 Million Loan of
March 2, 1977; Date of Effectiveness: June 23, 1977; Closing
Date: June 30, 1982

Procurement for this project has been consolidated with that for
the Rasova-Vederoasa Project (Ln. 1247) noted above, and all contracts have
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already been awarded. Some construction equipment and about 35 percent of
pipe has been delivered. Construction of project works is about 40 percent
complete and progress is satisfactory.

Ln No. 1436 Brasov Bearings Project; US$38 Million Loan of June 15, 1977;
Date of Effectiveness: August 11, 1977; Closing Date:
December 31, 1982

Contracts on most major packages have now been signed and implementa-
tion of the project is proceeding satisfactorily. Project costs are expected
to be close to, or slightly over, appraisal estimates, according to the
initial cost data and overall economic aspects of the project look somewhat
more favorable due to the improved market outlook, improved product mix, and
changes in project design to achieve lower product costs.

Ln No. 1447 Bucharest Glass Fiber Project; US$18.3 Million Loan of June 15,
1977; Date of Effectiveness: August 11, 1977; Closing Date:
June 30, 1980

Procurement is about 90 percent complete, and execution of the proj-
ect is proceeding satisfactorily with some minor cost overruns and about four
months behind schedule.

Ln No. 1448 Cimpulung-Muscel Polyester Project; US$50 Million Loan of
June 15, 1977; Date of Effectiveness: October 3, 1977;
Closing Date: March 31, 1981

The main supply contract has been signed, and execution of the
project is proceeding satisfactorily with production still expected to begin
in early 1980 as planned.

Ln No. 1479 Pig Production and Processing Project; US$71 Million Loan of
July 15, 1977; Date of Effectiveness: September 28, 1977;
Closing Date: June 30, 1982

Project implementation is proceeding satisfactorily. Construction
materials and slaughterhouse equipment procurement under ICB is almost com-
plete. Disbursements as of May 31, 1979 were $18.7 million.

Ln No. 1509 Viisoara Irrigation Project; US$40.5 Million Loan of January 27,
1978; Date of Effectiveness: May 15, 1978; Closing Date:
December 31, 1983

Bids for all procurement contracts were received in November and
December, 1978, and all contracts have been awarded. Construction of project
works is proceeding satisfactorily, and are about 25 percent complete.

Ln No. 1536 Tires Project; US$85.0 Million Loan of March 30, 1978; Date of
Effectiveness: June 9, 1978; Closing Date: December 31,1981

Construction of the Zalau plant (truck tires) is on schedule. The
Turnu-Severin plant (off-the-road tires) has been delayed 15 months mainly
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as a result of difficulties in obtaining adequate responses from prospective
suppliers of the main technology and equipment package. The Romanian Govern-
ment has recently begun negotiations with Dunlop (U.K.) for the OTR package.

Ln. No. 1581 Post Earthquake Construction Assistance Project; US$60.0 Mil-
lion Loan of June 12, 1978; Date of Effectiveness: September
5, 1978; Closing Date: June 30, 1981

Procurement is proceeding satisfactorily. Disbursements have lagged
because the amount of advance contracting has been greatly reduced, because of
the use of terms which extend payments far beyond what was envisaged, and be-
cause of delays in submitting withdrawal applications. They are expected to
accelerate in FY80.

Ln No. 1634 Craiova Chemical Project; US$40.0 Million Loan of January 15,
1979; Date of Effectiveness: Not yet effective; Closing Date:
December 31, 1982

Initial procurement is proceeding satisfactorily.

Ln No. 1651 Roman Seamless Pipe Project; US$40.0 Million Loan of February 26,
1979; Date of Effectiveness: Not yet effective; Closing Date:
December 31, 1982

Initial procurement is proceeding satisfactorily, but construction
has not yet begun because of a five-month delay in final project approval,
which approval is also a condition of effectiveness of the Bank loan.

Ln No. 1652 Second Turceni Thermal Power Project; US$70.0 Million Loan of
February 26, 1979; Date of Effectiveness: June 29, 1979;
Closing Date: December 31, 1982

Initial procurement is proceeding satisfactorily.

Ln No. 1669 Second Livestock Project; US$75.0 Million Loan of April 16,
1979; Date of Effectiveness: July 6, 1979; Closing Date:
June 30, 1984

Initial works are proceeding satisfactorily.

Ln No. 1670 Mostistea and Calmatui Irrigation and Drainage Project; US$70
Million Loan of April 16, 1979; Date of Effectiveness: Not
yet effective; Closing Date: June 30, 1984

Initial works are proceeding satisfactorily.
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C. FUTURE PROJECTS

ROMANIA - LENDING PROGRAM FY80-84

(US$ millions)

FY80 FY81

Covurlui Irrigation 95 Irrigation VII 70
Livestock III (Poultry) 85 Horticulture 70*
Industry X (Steel) 40 Industry XI (Chemicals) 40*
Danube Black Sea Canal Power IV (Sector) 115

4 295 4 295

Industry XII (Chemicals) 40 (81R)

FY82 FY83

Irrigation VIII 70* Irrigation IX 70*
Livestock IV 60* Irrigation X 70
Agriculture Credit II 60 Industry XIV 40
Industry XIII (Chemicals) 40* Power V 100*
Transport 1 50

4 280
5 280

FY84

Agriculture Credit III 70*
Agriculture Credit IV 70
Industry XV 40*
Industry XVI 40
Transport II 60*

5 280

Industry XVII 40 (84R)

* = Standby Project

R = Reserve Project
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FY80

Covurlui Irrigation Project

Provision of irrigation and drainage facilities on about 180,000
ha, and drainage and soil erosion control facilities on another 30,000 ha in
the judet (district) of Galati in eastern Romania to increase and stabilize
agricultural production and to raise national income and labor productivity.
Total cost roughly estimated at $465 million. The project was appraised in
June, 1979.

Livestock III (Poultry)

Support of investments in integral poultry complexes for broiler
production, poultry slaughterhouses, breeding farms for rearing parent stock
and modernization of existing broiler production units, to increase production
of poultry meat primarily for the domestic market. Total cost estimated at
$311 million including $109 million foreign exchange portion. The project was
appraised in March and April 1979.

Industry X (Steel)

A project consisting of a cold reduction mill and tinning line at
Galati has been identified by the steel industry sub-sector mission. It is
oriented towards the domestic consumer sector and would feed the canning and
processing industries. Capital cost is about $210 million with a foreign
exchange component of $90 million. Of the other projects suggested by the
Romanians, our difficulties with being involved in the coke ovens project for
Calarasi Stage II are described in Section 6d (para. 20) of the brief, because
it may be the subject of a specific request by the Government to you. They
also suggested a seamless tube mill project but it is directed primarily
towards export markets where future prospects are uncertain (capital cost $127
million, with a foreign exchange component of $55 million); and a bar mill
project with a capital cost of $57 million and a low foreign exchange compo-
nent of $22 million (resulting from increased domestic equipment manufacturing
capability); but as project details become available, this could perhaps be
combined with other projects into a viable package, as was done in the case of
the 1978 Tire Project.

Danube Black Sea Canal Project

The project is the construction of a 63 km. canal from Cernavoda
on the Danube to South Constanta-Agigea on the Black Sea. It includes con-
struction of three ports on the canal (at Cernavoda, Medgidia and Basarabi),
two locks, and associated power, irrigation and bridge works. Total project
cost is $1.7 billion equivalent, with a foreign exchange component of $550
million. In addition a new deepwater port at South Constanta-Agigea, is being
constructed. The Bank loan will finance only the Canal. Appraisal was
completed in March, and the project has an estimated economic return of 27
percent.
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Irrigation VII (Cimpia Buzaului and Bucsanic Ciordiu Irrigation and Drain-
age Project (FY81S)

Irrigation, drainage including title drainage and soil erosion
control works for about 135,000 ha. in four provinces north and west of
Bucharest. About 200 km. river training work also included. Cost estimates
not yet available. Preparation mission scheduled for November 1979.

Horticulture (FY81S)

Planning new orchards and vineyards in favorable areas located

throughout much of the country. Revamping and modernizing existing orchards
and vineyards, including installation of irrigation systems. Building packing

and storage facilities, processing plants for freezing and canning products
and a wine facility. The objectives of the project are to improve fruit
quality and increase exports. The Romanians have not yet provided an analysis

of export market prospects. The total cost of the entire investment programs

is roughly estimated at $650 million, including about $130 million foreign
exchange. A preparation mission is scheduled for early September 1979 to be
followed by appraisal in October.

Industry XI (Chemicals)

The project is not firmly identified yet. The chemical sub-sector

mission has tentatively identified four projects of potential interest to the
Bank for lending. A more detailed analysis of the preliminary project data

will be completed by July 9, and the Romanian Government advised which of

these projects are worth pursuing further. They are: (i) Pharmaceuticals;

this project may consist of four separate plants which will produce anti-

biotics, vitamins and glucose-based derivatives based on maize byproducts.

Capital cost is US$217 million with a direct foreign exchange component of

US$25 million. (ii) Magnesium Oxide; a plant to produce 100,000 tpy of this

material, all of which is required for furnace refractories in Romania. The

Romanian developed process uses an ingenious technology integrated with an

existing soda ash plant operating on indigenous raw materials. Capital cost

is US$85 million with a direct foreign exchange component of US$28 million.

(iii) Titanium Dioxide; 30,000 tpy capacity using local ilmanite ore. All

production will be used in the local paint, paper and fiber industries.
Capital cost is estimated at US$105 million with a direct foreign exchange

component of US$26 million. (iv) Polyurethane resins; 30-40,000 tpy capacity.
The products are used for insulation and as upholstery fillers. There are

some doubts about process safety and product performance still to be resolved.

Capital cost is estimated at US$194 million with a direct foreign exchange

component of US$40 million.

Power IV

The project is not firmly identified yet. The Government has

proposed three projects for possible Bank financing. These and a possible

sector loan or transmission subsector loan will all be examined by an identi-

fication/preappraisal mission in July.
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Industry XII (FY81R)

(See Industry XI.)

FY82

Irrigation VIII

The project is not identified yet.

Livestock IV

Following the livestock sub-sector mission in May 1979, a livestock
sub-sector report is being prepared which is likely to recommend a possible
newly designed cattle development project which should be economically viable
and technically sound.

Agricultural Credit II

This project is not identified yet.

Industry XIII

(See Industry XI.)

Transport I (Integrated Railway/Highway)

This project will consist of modernization of some key railway lines
together with primary roads which serve them. Details and costs remain to be
determined once the Government has prepared the project in detail.
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September 29, 1978

MEMORANDUM FOR THE RECORD

Romania: Annual Meetings 1978 --
Meeting with the Romanian
Dele ation oa leplemler 28

Present: Messrs. Nico1escu-,1,JJzil (Vice Prime Minister and Minister
of Finance), Popescu (President, Investment Bank),Moisescu (Investment Bank), Looij.en (Exectitive Director)

Messrs. McNamara, Benjenk, Paijmns, Humphrey

1. Mr. Nicolescu-Telizil opened the meeting by saying bow happy be hadbeen to note Mr. McNamara's strenuous efforts to help solve difficultdevelopment issues. He also passed on the greetings of President Ceausescu,In conmenting on the relations between the Bank and Roma ia, Mr. Nicolescu-Mizil spoke favourably of the cooperation between the Bank and.Romania, andsaid that over the years each had learned much from the other. He hoped thatsome of the problems being encountered in projects now under discussion wouldbe quickly solved, an d that the Bank would continue to support Romania byfinancing projects to be undertaken in the next five-year plan (1981-85). Hestressed that Romania was still a developing country, with a good growth ratederived from investing a very high proportion of national income. Fle fullysupported Mr. McNamarals observation that no external participation could re-place strenuous d3mestic efforts. The volume of lending received by Romaniafrom the Bank should be interpreted as support for Romania's developmentstrategy. 'He emphasized that Romania would continue to follow an acceleratedprogram of industrial development, since there was still a long way to go beforeit reached standards of living enjoyed in the advanced industrial countries. Hehoped that it might be possible for the World-Bank to provide higher levels oflending in the future than in the past, in particular in support of the nextfive-year plan (1981-85) now under preparation.

2. Mr. McNamara said that the Bank wanted to support Romania and to continueto give it preferential treatuent, in the sense that the Bank's total funds werelimited and that there was a qut-off level of income per head above w iich theBank. did--not-,jerld to a country. In relation to this cut-off level,the Eank -as.prpKtding relatively larj-,e support to Romania. We Were doirg this becauseRoman ia-s" 1 v`e-ls_ o f -"s'a-v i'n g s were its pro-gram sound and its own effortsgreat. He expected that as Romania's per capita income rose, there would beincreasing opposition to lending at the levels being discussed. For this reasonit was important that these problem areas would be addressed: the- pipeline ofjiEojLe ,f s--r_ne 11oU o rma_ion and Llie-iZz cof nanc ng. n this connection= of- - ____ -
Mr. McNamara referred to future industrial projects w7iere lie--felt the pipeline wasat present rather weak. In addition there continued to be delays in obtaininginformation, especially for the industrial sector. lie pointed out that controversyover information tended to delay work on projecLs.
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3. Mr. McNamara then turned to the subject of cofinancing. He said that
the size of Romania's investment program meant that large amounts of capital
were needed. The Bank was a financing agent of last resort and it was therefore
necessary for us to show our Board that, when we brought forward a project,
Romania had made the maximum effort to obtain funds from other sources at
competitive rates. He realized that Romania's concern was that increased co-
financing might mean lower levels of support from the Bank. In fact the reverse
was the case -- we could only support our present levels of'lending if they were
supplemented by cofinancing. He believed that these problems could be solved,
and that lending could continue at the present high levels.

4. In response, the Deputy Prime Minister said that the Government had now
made a decision in principle in favour of cofinancing with the Bank, provided
the terms were competitive. He also reaffirmed that it was Romania's intention
to provide all the information needed for project appraisal. In response to
Mr. McNamara's request that Romania should participate in the negotiations for
the sixth IDA replenishment and provide funds for IDA, the Minister said that he
would take this up on his return to Bucharest. In conclusion, the Minister
renewed the invitation for Mr. McNamara to visit Romania in the near future.
Mr. McNamara replied that it would be difficult for him to make this visit before
the end of calendar 1978, due,to his preoccupation with the Bank's capital increase,
but that he hoped to visit Romania at a mutually convenient time in the first half
of 1979.

William S. Humphrey
Division Chief, Country Programs 1D

Europe, Middle East and North Africa Region

Cleared with & cc: Mr. Paijmans

cc: Mr. McNamara's office

Messrs. Stern
Benjenk
Knox
Dubey -
Maiss
Pepper
Steel/Ijichi

WSHumphrey:js



Memorandum for the Record January 26, 1979

William S. li'umph-rey, Division Chief, E%-1'-A CP1D

ROMANUIA - 'Meetinr Petween Mir. Runinaru. President of BAFI,
.ar;d r. ;.iara on JanuJayu5, 1679

1. Mr. Rusinaru, President of BAFI, met with Mr. MeNara at 5:00 p.m.
on January 25. Messrs. Besteliu and Angel of the Romanian E mbassy in
7;ashinp,ton were also present, in adlition to Messrs. Behjenk and myself
from the Bank.

2. Mr. Rusinaru started by saying that his Government was looking
forward to receiving Mr. Mconamara in Fomania, and wondered if he could give
any indication of the timinF! of the visit. M1r. Yc'.'mar% said that dis-
cussions related to the prospective capital increase required his presence
in WashinFton for a number of important Board meeting,s over the next fev
months. However, he hoped to be able to visit Romania at a time convenient
to the Government in the second quarter of 1979.

3. M1r. Rusinaru vent on to describe Bank relations with Romania as
very good, and stressed that Romania appreciated both the financial and
technical assistance provided through the medium of Bank lending. Romania's
ext Five-Year Plan, which was under preparation, would be designed to

-ontinue Romania's present growth rates and there would consequently be a
large number of investment projects requiring finance, including finance
from the World Bank. He understood that the Bank's management was studying L
the question of graduation, and his Government accepted that Romania would
eventually raduate. Howqver. in the next ie years-the irwestment nee s
ThItfl~T ea.vyadthe hoped that Bank lendir vould continue if possiblr

-at-~n-her7level than at present. He understood the importance of the
capital increase, and of the IDA replenishment. He conveyed a message from
Finance Minister Ticolescu-Mizil that the question of Romania's IDA membership
was being studied in Bucharest.

4. Mr. Rusinaru then referred to the experience of the cattle project,
and said that the Fomanian Government agreed with Mr. McNmra's decision
for the Bank not to finance this project if he thought that it woulC cause
difficulties when presented to the Executive Directors. The Government
wished to continue to work with the Bank in this sector, and the timing
of a mission to diccuss the prep ration of an alternative project was being
decided with the Region. Mr. Mc>mara conented that the Bank would be
happy to work with the Romanian Government towards a project which would
satisfy both their objectives and our own standards.

5. Mr. Rusinaru then turned to the negative position of some of the
T:xecutive Directors towards Romania, and asked what the Government could do
to get more suprort on the Board for Bank lending to Romania. In this context
he stressed that ?omania enjoyed excellent political relations with many of
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the countries whose Executive Directors were sometimes critical of Bank
lending to Romania, and that Romania had now accepted cofinancing and
indeed was contemplating as much as t100 million of commercial bank
financing for the livestock project now being negotiated.

6. With respect to graduation, Mr. MceNamara commented that the Bank
being a lender of last resort needed some method to determine whether a
country could obtain its needs for external capital without using Bank
financing. The Board, in the past, had taken the income per capita of a
country as an indicator to determine this. However, in the case of Romania,
he felt that the per capita income was much too-rctjrh and crude an instrument
to measure Romania's needs for Bank financing. It was his impression that
the new plan contained a large volume of investment in projects which also
would benefit from Bank technical assistance, demonstrating Romania's
continued need for Bank financing. He thought it would be helpful if the
Romanian Government could bilaterally approach the Government of the US,
the UK, the Federal Republic of Germany, and France, to emphasize that
Romania, after making all efforts to tap other sources of external capital,
still had need of Bank financing and technical assistance. In particular
Mr. Rusinaru might wish to visit the US State Department and Treasury,
along with the Ronanian Ambassador, during his present visit to Washington.
It would also be good if the approaches to other Governments took place
before April 1, since the Management had promised the Executive Directors
a discussion of graduation policies some time after that date. Mr. Rusinaru
indicated he would follow up on these suggestions.

7. Finally, Mr,.Rusinaru asked whether the lending ceiling of $295
nillionfor-Romaniafor FYT9 co'ld be raised. The two projects being
negotiated were the last for the fiscal year, and therefore the last oppor-
tunity for Romania to receive a higher lending amount. Mr. McNamara stressed
that because the capital increase had not yet occurred, the Bank was having
to allocate funds since countries' needs were greater than our ability to
supply finance. Romania was already one of the 5 or 6 largest recipients
of Bank funds in relation to the size of the country. Additional money
could only be made available to Romania by cutting the allocation for some
other country. In addition to the difficulty this raised because of the
already relatively large Romanian program, it also could raise political
questions of why the Bank was giving undue preference to a country already
near the margin of graduation. An increase in the $295 million lending
ceiling for FY79 would therefore be very difficult. While not wishing to
say no, he would not want to hold out much hope that an increase would be
possible.

cc - Mr. ¶Tlanra

Cleared with and cc: Mr. Benjenk
cc: Messrs. Stern, Knox, Paijmans (o/r), Fuchs, Haynes, Pollan, El Darvish,

Frank, Dubey, Kavalsky, Steel, Ijichi, Pepper

ISHumphrey:ap
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SUMMARY OF THE SADOVA-CORABIA AGRICULTURAL CREDIT PROJECT

Loan 1083-RO

Loan Amount; $30 million

Board Date: January 25, 1975

Project Completion Date: December 1982

Total Project Cost: $59.5 million equivalent

of which Foreign Currency: $22.7 million
Local Currency: $36.8 million

As of May 31, 1979
Physical Works: More than 90 percent complete

IBRD Commitments: $29.9 million (99.7 percent complete)
IBRD Disbursements: $25.0 million (83.3 percent complete)

PLoject
Description: The project consists of about 40 percent of the ten-year

investment program for on-farm development and agro-industries
required to bring the 74,600 ha. Sadova Corabia irrigation
scheme (in southern Romania along the Danube) into full produc-
tion. The project area was sandy and almost non-productive
before the introduction of the irrigation scheme. It also
includes some investment in dairy farms and heifers for four
existing farms, two beef fattening farms, a fruit handling and
storage complex, 15 refrigerated trucks, a feed mill and silo,
a pre-mix feed mill, machinery and equipment for farm mechani-
zation services to cooperatives, a leaf analysis laboratory,
and training for technicians. The project is being admin-
istered by BAFI. Loans are made to cooperatives and State-
owned enterprises on the basis of detailed plans, most of which
have been completed.

Status: The project is making good progress. The feed mill and silo
in Corabia is completed and operating at full capacity. The
Sadova fruit handling and storage complex is also completed
for operation. Construction of the pre-mix feed mill is pro-
gressing well after some delay due to the cold winter. Other
sub-projects are also well underway. The Bank loan is almost
fully committed, and the cumulative disbursements through
May 31, 1979 was $25.0 million.



-2-

SUMMARY OF PIG PRODUCTION AND PROCESSING PROJECT

Loan 1479-RO

Loan Amount: $71.0 million

Board Date: July 21, 1977

Project Completion Date: December 1981

Total Project Cost: $322.5 million equivalent

of which Foreign Currency: $71.3 million
Local Currency: $251.2 million

As of May 31, 1979

Physical Works: About 35 percent complete

IBRD Commitments: $60.4 million (85 percent complete)
IBRD Disbursements: $18.7 million (26.3 percent complete)

Project
Description: Agricultural credit sub-projects under the project include

investments undertaken in 1977 and 1978 for the establishment
of large scale pig breeding/fattening farms, establishment of
farms for production of crossbred gilts, modernization of
existing pig production complexes, development of testing and
selection centers, dispersion of production capacity, and
provision of adequate slaughtering and processing units.

Status: Project implementation is proceeding satisfactorily. To
date the Borrower, the Bank for Agriculture and Food Industry
(BAFI) has approved $272 million equivalent investment sub-
projects under this project. The approved amount is about 85
percent of the planned investment under this project. The
quality of construction is good and there is a definite stan-
dardization of building design throughout all project facili-
ties. Construction of new complexes and other facilities is
either some weeks ahead of schedule or on schedule, but there
are some delays in construction of slaughtering and processing
units. As a result, disbursements under this project are
about 4 percent behind the planned target.



SUMMARY OF THE SECOND LIVESTOCK (PIGS II) PROJECT

Loan 1669-RO

Loan Amount: $75 million

Board Date: March 20, 1979

Project Completion Date: December 1983

Total Project Cost: $435.5 million equivalent

of which Foreign Currency: $95.0 million
Local Currency: $340.5 million

As of May 31, 1979: Loan not yet effective.

A $100 million cofinancing syndicate loan
is at an advanced stage of negotiation
between BAFI, the Borrower, and several
European and Japanese banks led by a French
bank.

Project
Description: Provision of continued support to the planned expansion of

the Romanian pig industry. Agricultural credit sub-projects
are estimated to include investments undertaken in 1979 and
1980 for construction and modernization of large scale social
sector breeding, production and fattening farms, slaughtering
and processing plants, a pig nutrition related research com-
ponent and assistance through investment credits to small scale
individual producers in expansion of pig production.

Status: The status of preparation for effectiveness was reviewed by a
supervision mission in May. No problems are expected in meet-
ing the deadline. Apart from the usual legal opinion, no
special effectiveness conditions are attached to the loan.
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SUMMARY OF BRASOV BALL BEARINGS PROJECT

Loin 1436-RO

Loan Amount: $38 million

Board Date: May 26, 1977

Project Completion Date: December 1981

Total Project Cost: $80.9 million equivalent

of which Foreign Currency: $40.0 million
Local Currency: $40.9 million

As of May 31, 1979
Physical Works: Construction 70 percent complete

Equipment 10 percent complete

IBRD Commitments: $31 million
IBRD Disbursements: $3.5 million

Project
Description: Expansion of Brasov Bearings plant from annual production

level of 20 million to 33.5 million bearings per year with
expanded product mix and improved quality.

Status: The project is generally being implemented on time and pro-
gress has been satisfactory; equipment delivery and start-up
timing for major facilities will very probably be ahead of
appraisal schedule. Marketing prospects particularly exports
are looking better than they did at appraisal which may boost
the project's financial and economic returns once operations
begin.

The problems the Bank has faced in this project are typical
of most of our projects financed in Romania. We have had
continual problems with inadequate reporting, and we have
faced a steady stream of minor infringements of the Bank's
Procurement Guidelines as well as a lack of effective com-
petition for all packages on which Romanian manufacturers
have bid.
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

11 AOFFICE IVIEMORAINJIDUM
TO: Mr. Robert S. McNamara DATE: July 11, 1979

FROM: J. Burke Knapp

SUBJECT: Romanian Contriil tLn to IDA 6
1

One of the matters that I_t9p2,_you will be able to resolve during
your discussions with the Romanian authorities --on your fort_h_c_oMTMr'V'isit to
Bucharest is the question of Romania joining_TDA and making a contribution
to IDA 6. 1 at W h dr-Yo urconv-e-n ienc-e-a 'copy-of my memorandum to Files
dated March 26, reporting my conversations on this subject in Bucharest on
March 9, together with a copy of my letter -of March 21, 1979 to the Deputy
Minister of Finance setting forth the procedures by which, through a capital
subscription of about $13 million equivalent, plus a further special con-
tribution of $7 million equivalent, Romania cquLd tike a participa-49D in
IDA 6 in the amount of $20 million equiva-Iei i. We have received no response
e&-tH1i,lJtte_r,but T think 1 qe. can definitely expect them to join IDA and
make their required capital subscription. Whether or not they will top this
up with a special contribution remains to be seen. I think they will be
ready to reach an agreement with you on this at Bucharest. (You may recall
that we once heard through Mr. Stojiljkovic that the Romanians were thinking
of what kind of a "plum!' they could present to you in Bucharest and that
after considering a University degree they were coming to think of partici-
pation. in IDA as an appropriate presentation!)

Herewith a few comments:

of 2Q aillion equivalent, this is based mainly
on an appeal to them to ke,ep _ejwlth osla a. The two countries have
about the same but the Romanian GNP and per capita income are

ckoned at 77 percent of Yugoslavia's. Of course on the other hand Romania
is a late comer since Yugoslavia has long since made its capital subscrip-
tion to IDA and released it for IDA's use, as well as making further contri-
butions to IDA 3, 4 and 5.

2. Since Romania is not yet a member of IDA their first contribution
to the Sixth Replenishment would be their membersha._5_pD"r_iPtJ2n., which
would amount to $13 million equivalent, cal j d,,qn the basis of the
standard ratio between IDA and Bank subscriptions. Tliere -is'ample-piecedent
for regir-ain -- tibsdfiptfon-s .by new membeis- 'as'a contribution to IDA Replen-
ishments - the latest case was the UAE in IDA 5.

3. We are also prepared to accept as a contribution to a Replenishment
any funds provided "in useable ford', a term interpreted to cover not only
amounts made available in convertible currency, but also amounts tied to
local procurement if, in our judgment, there Is a reason le rospect o
util -izing-tRe, e_ ioEies oh d-_comp -_-t1t1ve'__ba'sis' during the Rep leni sfi7nient7is-
bursement period. IDA procurement in Romania averaged 0.4,percent of total
identifiable foreign procurement by IDA 1iCFT7T,_FY78 and the firilt half
of FY79i/; even if only half of IDA disbursements from a $12.5 billion

1/ It was actually 0.8 percent in-the first-half of FY79.



Mr. Robert S. McNamara - 2 - July 11, 1979

Sixth IDA Replenishment took the form of identifiable foreign procurement,
0.4 percent of this amount would come to $25 million. Hence we are
prepared, if necessary, to accept Romania's contribution to IDA 6 on a
tied basis, except for the $1.2 million down payment on their original
subscription which must be made in freely convertible currency. (For
further details see my letter to the Deputy Minister of Finance of
March 21, 1979, including the argument presented to them that they ought
nonetheless to make all of their contribution to IDA 6 in freely convertible
form.)

Attachments

cc: Messrs. Cargill
Benjenk
Vibert

JBKnapp:isk



OFFICE MEMORANDUM
TO: Files DATE: March 26, 1979

FROM: J. Burke Knapp ,

SUBJECT: Romanian Contri htiAn to IDA 6

Pursuant to arrangements made by Mr. Looijen with the

Romanian Finance Minister, I visited Bucharest on March 9 for discus-
sions regarding Romania's possible contribution to IDA 6. I was

received very cordially. The discussions were positive in tone and

Romania subsequently sent an observer to the IDA meeting in Paris.

I have no doubt that Romania will join IDA and make a contribution to
IDA 6. The only outstanding questions relate to the amount of their

contribution, and whether or not it will be tied to procurement in

Romania.

In Bucharest I met at 11:30 a.m. on March 9 with the Deputy

Minister of Finance, Mr. Bituleanu, who was accompanied by the President

of the Agricultural Bank, the President of the Investment Bank, and a

representative of the Foreign Office. After making a general exposition
about why Romania should join in support of IDA 6, we got down to the
subject of the amount and form of their possible contribution. On the
basis of various statistical comparisons with Yugoslavia, Greece, Austria
and Italy, I proposed that their participation in IDA 6 be in the amount
of $20 million, the same as we had asked from Yugoslavia, although I

also frankly acknowledged that their capacity to contribute night be a
little bit less than yugoslavia's. (It should be noted that Yugoslavia
announced a contribution of $20 million at the IDA meeting in Paris on

March 21.)

I pointed out that this sum would be divided between subscrip-

tion money and a contribution, probably in the ratio somewhat like

$13 million and $7 million respectively. We then discussed the question

of whether these sums (aside from the 10 percent payment on their sub-
scription to IDA, which must be paid in convertible currency) would be
released in freely convertible form or only for use in financing IDA
procurement in Romania. Mr. Bituleanu asked me to write him a letter

expressing our views on this subject and I have since done so (see copy
attached).

At 7:00 p.m. I called upon the Minister of Finance, Mr. Niculescu-

Mizil, with much the same group present on the Romanian side, and we went

through the same subject matter. He suggested that the figure of $20 mil-
lion might be somewhat high, commenting, among other things, that Romania
was in a difficult position because it had not supported the Comecon Bank.

He concluded that he would discuss the matter with the President, Nicolae

Ceausescu, and would advise us in due course of the Romanian decision.
I expect that this would be communicated to Mr. McNamara when he visits
Romania in May, and I have some hopes that they will rise to the challenge
of matching the Yugoslav contribution.

Attach.
cc: Mr. McNamara
cc: Messrs. Benjenk, Gabriel, Vibert, D.R. Clarke

JBKnapp:isk



(Re-written in the Paris Office
and delivered by hand to
Mr. loan Mada, Senior Economist,
Ministry of Finance)

iharch 21, 1979

Dr. lulian Bituleanu
DeDuty Minister of Finance
Miistry of Finance
Strada Doamnei, .
Eucharest, _omania

Dear Dr. Bituleanu:

First of all may I express my warm appreciation for the kind
reception that you gave to me when I called upon you last week in
Bucharest to discuss the subject of Romania's particination in the
Sixth Replenishment of IDA Resources. I hope that I shall have the
op?ortunitv of greeting an Observer from Romania at the reetinr to
be held in Paris on March 21 - 22, and in any case I am confident
that in due course we shall have your Government's participation in
our forthcoming Replenishment.

In the meanwhile, I am writing to clarify certain points that
came up during our discussion with regard to the manner in which
Romania could participate in the Sixth Penlenishment. I take as a
starting point the suggestion that I submitted for your considera-
tion, nanely, that the Romanian participation be in the amount of
US$20 million, realizing at the same time that you have come to no
decision on this figure.

We would expect a US$20 million participation to take the form
of a subscription to IDA's capital i;. the anunt of approximately
US$13 million equivalent, plus a further contribution of US$7 mil-
lion equivalent. I/

With respect to the modalities for the payment of these amounts,
about $1.2 million would be payable in convertible currency as soon
as Romanian membership in IDA became effective. The remaining amount
of approximately US$18.8 million equivalent would be payable initially

I/ The exact distribution between these two amounts would be subject
to further refinements in accordance vith the rer'ular nrocedurcs of
the Association: for one thing, the figure of approniratoly US'13
illion equivalent has been calculated on the assuCption that Mor:nia

takes up the alitional shares in the World Pant whic*i ere allocte
to it under Resolution 4314 of the 3oard of Governors of February ' , 1^ 7 7 .
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in let, either in cash or in non-interest bearing demand notes, su-
ject to release to IDA under one of the following alternatives:

a) In freely convertible currency to be drawn upon pro rata
with other resources provided to IDA by donor countries for
nur!oses of the Sixth Replenishment (attached is a table
showing the presently estimated rate of drawings under this
alternative), or

b) In lei as and when required to finance nrocurement in

Romania for purposes of projects financed by IDA out of

Sixth Replenishment Resources (in this case the rate of

disbursement would depend upon the amount of Procurement
in Romania).

As you vill see, after reviewing the matter here, I can confirm

that IDA would be pre-ared to accept funds from Romania under the

second alternative, since the rate of IDA procurement in 7omania in
recent years makes it appear likely that US$18.S equivalent of
Romanian funds would be usable by IDA for disbursements on projects
financed by Sixth Replenishment funds. According to our records IDA
financed purchases in Romania of US$2.6 million in FY1977, US$1.8 mil-
lion in 1Y1978 and US$3.7 million in the first half of 1979.

In spite of the technical availability of this second alternative,

I would urge you nonethel,ess to give your earnest consideration to' the
adoption of the first alternative. First of all, the great majority of
the donors to the Sixth Replenishment will be making their funds
available'.in freely convertible form and it seems to me that Romania
would get maximum political credit for its participation in the Sixth
Replenishment if it, too, made its funds available without procurement
restrictions. (Incidentally, Yugoslavia has been releasing its capital
subscriptions to IDA in this form.) Secondly, as a matter of your own

practical interest, it seems very likely, on the basis of the recent
record of IDA procurement in Romania, that you would hve to release
your funds more rapidly under the second alternative than under the
first.

With best regards,

Sincerely yours,

($ed) .1 Surke 4ragr

J. Burke Knapp

P.S.
End. As soon as your Government has reached a decision in principle cn

this matter, we would be very happy to receive a Romanian delegation
in Washington to work out the final details.

Cleared with Messrs. Nurick and Perch

cc: Messrs. Nurick, Perch and Vibert



Estimated Rate of D nawn,_ on Country Donor Contributions

To Sixth Replenishment

Fiseal Year Percent Amount for Romania

(In US$ Equivalent)

1981 0.2

1982 5 0.9

1983 13 2.4

1984 20 3.8

1985 20 3.8

1986 15 2.8

1987 10 1.9

1988 7 1.3

1989 5 0.9

1990 4 0.7

11 Assuming US$20 nillion Romanian participation in the

Sixth Replenishment, of which US$18.8 million would

be sub>ject to pro rata drawings.

JEK
March 16, 1979



-
1
l
-
�

l
i

�1
-

��
�
1

1l

��

�
��

i

� �

!-



ROMANIA -- INFORMATION MEDIA

Although prior censorship was formally abolished in 1974, Romanian
newspapers and broadcasters are directed not to carry reports or commentaries
wh ' ich may,_promote "internal unrest, fascism or violations-ofnormaFor-soc--l-M-

-ist 'morality". While th6--g-over-n-iment announced in 1977, it was abandoning all
forT-s of offical censorship in favor of "self-censorship", President Ceausescu
told the party conference that the change was designed to tighten controls
r ther than to relax them, and since then the media has been even more closely
regulated.

Newspapers

All newspapers are affiliated to the party or government. Of more
than 50 dailies nationwide, the most influential are published in Bucharest.

By far the largest and most important is Scinteia, the organ of the
Central Committee of the Communist Party of Romania, which has a circulation
of 1,600,000. Scinteia Tineretului (circ. 250,000) is the paper of the
Communist Youth Union, and Romania Libera (circ. 350,000) is published by the
Front of Socialist Unity (FUS). All three of these papers are published in
Romanian, but the FUS also publishes a Hungarian language paper called Flore
(circ. 150,000) and a German language daily called Neuer We& (circ. 65,000T

The Central Trades Unions Council and the agricultural cooperatives
both publish weeklies in Bucharest. In addition to the Hungarian and German
papers published by the FUS, there are nine dailies published in the languages
of the national minorities of Romania, including Hungarian, German, Serbian
and Armenian.

New Agencies

The national news agency, Agentia Romana de Presa (Agerpress) is
a government department, based in Bucharest with bureaux throughout the
country and in 22 foreign countries. The Italian News Agency (ANSA), the
Yugoslav Tanjug agency, the Associated Press and a number of Communist bloc
agencies all maintain bureaux in Bucharest.

Radio and Television

A government age-icy, Romanian Radio and Television (Radiotelevi-
ziunea Romana) operates all radio and television services. Romanian Radio's
home service, based in Bucharest, consists of three programs. A national
program for all sections of the public, is broadcast in ni-ne cities, and
carries all or part of the 22-hour daily schedule. The second program is
primarily educational and cultural, broadcast for 19 hours a day. The third
is devoted largely to music and is broadcast for 8 or 9 hours a day.
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The six regional stations (at Bucharest, Cluj, Tirgu Mures, Timi-
soara, Craiova and lasi) originate their own programs and also link up with
the national network. In addition to Romanian-language programs, these
stations also broadcast in Hungarian, German and Serbian, with some summer-
time programs in English, Russian and French.

Romanian television service began regular operations in 1957, and
now broadcasts two programs totalling around 60 hours a week. They consist of
news and information (16 hours), arts, letters and science (13 hours), light
entertainment (12 hours), education (11 hours), and broadcasts for ethnic
minorities (3 hours, in Hungarian and German).

About 27 percent of programs are imported. Most foreign programs
are broadcast through Eastern European Television (Intervision) and a small
number from western European countries and the USA. In 1970, Romanian tele-
vision originated 59 hours of Intervision programs and received 289 hours.

In 1976 there were approximately four persons per radio and 7.2
persons per TV set.
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News Service of the Department of Information and Public Affairs

This news item appeared on page 53 of the 2-8 IECEIMER 1978 issue of:

0 THE NEW YORK TIMES 5 THE WALL STREET JOURNAL OI THE CHRISTIAN SCIENCE MONITOR
O THE WASHINGTON POST 5 THE JOURNALOF COMMERCE 3 THE ECONOMIST

Le d6fi roumain

The Warsaw pact is having its biggest row but also Rumania's choice of issue. Sev--.
since the Soviet-led invasion and occupa- eral smaller Warsaw pact members are
tion of Czechoslovakia in 1968. The latest already shelling out a lot of money in .
troubles began with Rumania's refusal, at support of Soviet policy in Africa and
the pact's summit meeting in Moscow on Asia. A further increase in military bud-<
November 22nd and 23rd, to toe the. gets would be highly unpopular in these
Soviet lin'e, and President Ceausescu's countries, and would have to be kept as-
decision to give his act of defiance the quiet as possible. But this will be difficult'
widest possible publicity. ', after the fuss made -by the Rumanians.

In Moscow, Rumania declined to sign a Equally, more military integratiori is un-
declaration condemning the CampFivi welcome because-it emphasiscs theismall-
agreements between Israel and Fgypt er east Europeans second-class status,
and voiced its disagreement with the compared with Russia The Russians
pat's strong anti-Chinese lne fTst have.a further score.to settle with Ruma
iously,, it refused to go along with the nia over its efforts (togetherwith Jugosla--`' .,,- ,, tA. ,

proposals fIr a general increase in mili- via) to bring China and the west Europe- used as an excuse for-the country's con-
tary expenditure within the pact, arguing - an communist parties closer togetber., tinued low living standards, which the
thit tie stiteoifthe world did not warrant tilting the balance against Russia. ' regime is now hastily'trying to improve.
such an increase and that Rumania would But ticking Rumania off, let 7alone Even strong political- and ideological
rather spend money on improving its bringing it to heel, may prove far from' pressure on Rumaniaimight rally dis
people's living standards. It also voted easy. Rumania's I80,000-strong,' badly- affected." Rumanians' . round - Mr
against hepiroposed speedl ng up of rmili- equipped army wouldbceno match for the Ceausescil. -

integration in the Warsaw pact, and combined might'of the rest of the Warsaw" Oustin -Rumania ,rom"the Warsaw
repeated that Rumania was not prepared pact in the event of an invasion. But such pact would open the way "to a formal
to p1ace its forces under foreign generals' an invasion would cause consternation in alliance between Rumania and Jugosla-
command. The only document Rumania the west, as well -as in the developing' via, which already has,a circuitous (but
did sign, along with its fellow pact mom- countries where Rumania and its -well- never severed) link with Nato throughits'
bers, was a 9,000-word declaration calling travelled president are known and liked; 1953 Balkan pact wiih Greece and'Tur-
for a world treaty renouncing the use of and it would produce a wave of sympathy key. Yet doing nothing might damage'-
force in international relations. Who for Rumania inside the Soviet block, . Warsaw pact discipline still further. Since
could object? - especially in Poland. It would almost all the choices are invidious, the Russians

The Russians are clearly angry, and are certainly drive Jugoslavia closer to the are likely to take their time over decding
iepo:ted to be thinking of recalling their west. Even a desperate last-resort policy what Rumania's punishment should be.
ambassador from Bucharest, in concert of assassinating President Ceausescu '"

with the other Warsaw pact countries. would not by itself work in the Russians"
There are dark mutterings about other favour unless it were followed by political
reprisals against Rumania. But Rumania changes inside Rumania. But Mr
has been little more than a nominal Ceausescu's vigilant -secret police give
member of the Warsaw pact ever since it their Soviet counterparts little opportuni-
refused to come out against Israel in the ty for such plots.
1967 Middle East war, and followed this Economic sanctions applied by the So-
up by declining to join in the invasion of viet block would certainly hurt Rumania,
Czechoslovakia in 1968. Since then it has even though less than half of its total
persistently refused permission for War- trade is with other Comecon countries.
saw pact manoeuvres to be held on its Much of its iron ore comes from Russia,
soil, as do many other raw materials (though

What may have particularly annoyed not its oil). But sanctions might actually
the Russians this time is the Rumaiiians' strengthen rather than "weaken Mr
cheekiness in publicising their chalienge; Ceausescu's government. They could be


