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Context for the SCD

Systematic Country Diagnostic:

Is a major analytical
diagnostic of the World
Bank Group (WBG)

« Independent view of
technical staff

« Based on analysis of

data and existing
studies by WBG,
external partners, and
independent research.

Identifies a set of
constraints and priorities
for sustainable reduction in
poverty and increase in
shared prosperity.

Informs strategic
engagement of the WBG
with Romania.

Country Partnership
Framework 2024-2029
focuses on:
» Diagnostics of the SCD
« WBG comparative

advantage

« Government priorities.
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Where does Romania
stand today, and what
emerging trends will
shape its outcomes?

@ WORLD BANKGROUP

September 2022



(@Ds) o1zsougeiq A1quno) d13eWAISAS BlUBWIOY 2202 1aquwaydag

1202
0202
rs 6T0C
T o = 8107
© < W LT0Z
.M w = 910z £ =
S .2 S107 s %
@ O c v10T o 0o
— o @ Bl o
o 9 b= €100 € o —
> = = o = 8 3
& oz & — 9
- [+T1 I —
O g otoz = E T
o < 2 600 2 8 @
0n — u o £
@ S = goor £ 2 5§
£ 3 ® £00T
- o m 9002
+ ._mo < 5002
W — 00z
- O €007
o0 ._m 2002
._w. o 1002
2 b 0002
: Q.
N O 0 W o &N O = W0
1 1 1 1 1

2021
2020
2019
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009
2008
2007
2006
2005
2004
2003
2002
2001
2000

EU-27 =100
== == Romania
Czechia

Poland
Croatia

..supporting an impressive convergence

Slovakia
Bulgaria

[ T ¥ o O o B o O o N i s T |
S 0 M~ wooown s M ™

with the EU (though still some way to go)...

(Sdd) 00T= £Z-n3 ‘endes yad 4qo |eay

puepR|
EIUENYLT
BIU0]S]
BY BN
BlUBWIOY
Puejod
EIAJET
EP{EAOIS
eled|ng
Sinoguiaxn
BIYIaZ])
Aeguny
snidAy
EIUIAO|S
uapams
BI1EOJT)
wnidjag
PuEjul4
SPUBIYI3N
uieds

LT N3
BLISNY
Jewuaq
JJueld
Aueuwiso
[egnuod
EREET )
Aey

«
o0

Source: Eurostat, AMECO, World Bank calculations

.
>
()]

d
@)

4

d
c
(4]

4
(0))

.m
c
c
@)

ad
7))
Q
@)

d
Q
l
Q

M

High but volatile growth

=
—i
o 1l

o LM = ™M ™~

(T20Z-0002) Ymo.3 4ao |eay

Romania’'s economic growth has been among

the highest in the EU in the last two

decades...



Where does Romania stand today?

Large fiscal deficits and public debt

Fiscal deficits —already high before the pandemic -widened During COVID-19, Public debt stock rose by 12% of GDP as
as government moved to limit the impact of the pandemic financing needs increased, and will remain elevated in the
on output, employment medium term
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Where does Romania stand today?

Highest poverty rate in the EU
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Where does Romania stand today?

A tale of two Romanias”: urban vs. rural
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Where does Romania stand today?

Low and unequal access to public services
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Where does Romania stand today?

Private sector dominated by small firms in established sectors
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What emerging trends will shape its outcomes?

Emerging risks and new opportunities for Romania’s sustainable and inclusive growth in the
medium- and long-term.

1 COVID-19 pandemic 2 War in Ukraine 3 Digitalization

Romania Systematic Country Diagnostic (SCD)

« Widening deficits and rising debt « Energy security considerations « Opportunity to boost productivity, and
« Disproportionated - and lasting -  Negative economic impact (e.g. rising | transform jobs and skills
adverse effects on poor and vulnerable food and energy prices), especially on « Risks of shifting demand and skills,
households (income decline, access to the poorest and most vulnerable and deepening existing inequality
education and health, etc.) + Inflows of Forcibly Displaced Persons between regions, and across

population groups

« Widening deficits and rising debt « Unprecedented amount of funding available for Romania to support post-pandemic
« EU-wide commitment to reduce recovery, green and digital transitions, and support convergence with the EU
emissions and put growth on more « Requirement of strong institutional capacity to absorb and use the funds efficiently

environmentally sustainable path

These complex challenges are also interrelated
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What is holding back
Romania: constraints to

growth and prosperity?

@ WORLD BANKGROUP
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What is holding back Romania?

High political volatility leads to constant
changes in priorities and discontinuity in
reforms

1990-2021 — Average term for Prime Ministers and Cabinets
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Source: National School of Political and Administrative Studies, July 2017,
“Chronic Government Instability”

Romania falls well below the EU average
for efficiency and effectiveness of policy
implementation
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Lack of capacity to utilize effectively
resources, including European funding,
remains a key challenge for Romania
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What is holding back Romania?

Expenditure on human capital and Insufficient spending and low generosity of social assistance programs led to Romania
social services is one of the lowest in having the lowest impact of social transfers on poverty reduction in the EU

the EU

Gerrmany

Francs The impact of social transfer (excluding pensions) on poverty reduction in Romania has

Swed .
weden declined
Belgium

Romania Systematic Country Diagnostic (SCD)
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What is holding back Romania?

Romania’s working-age population (especially youth) is Skills is the top constraint to private sector growth, and
declining. In addition, Romania has one of the highest share has been intensifying
of emigrants in the population among EU countries.

16 inadequately educated workforce —

14 tax rates |

Romania Systematic Country Diagnostic (SCD)
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What is holding back Romania?

Romania’s infrastructure (particularly transport)
conditions overall are the lowest in the EU

Quality of Transport
Infrastructure

(overall)
6.0

5.0

Quality of airport %m

infrastructure </ ;
\

.L

Quality of railways

uality of Ports
Q y infrastructure

Bulgaria —— Croatia Czech Republic
Hungary Italy Poland
s ROmania Slovenia — = EU Avg.

Source: World Economic Forum, The Global Competitiveness Report 2017/18

\\> Quality of roads
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The financial sector (particularly financial intermediation)

remains shallow. Financial inclusion in Romania is a tale of

“ [ ] o o L] o [J o [ J
two Romanias” —with significant urban/ rural disparities.
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What is holding back Romania?

Impediments to competition in Romania are associated Romania’s economy is limited in its innovative capacity,
with state control of the economy and barriers to entry and ranking at the bottom of the EU innovation scoreboard

rivalry, especially in services

Romania Systematic Country Diagnostic (SCD)

o 3.0 1
3 180 -
2
2 [ Emerging Innovators Moderate Innovators Strong Innovators [l Innovation Leaders 2014 —2020
[
2 2.5 160 -
[]
£
S
§ 204 Average of all countries = 1.90 140
o
= 1.69
©
S 156 1.65 120
S 454 141 148 ]
% 129 1.33 1.34
;6 1.13 100 -
£
x 1.0 -
=
o
80 +
0.5 A
60
3.0
Top 5- Slovak Hungary EU-15 Czezh OECD Romania Poland Romania 409
PMR Republic average Republic Average sim. 2017
2013
20 -
Barriers to Entry and Rivalry Barriers to Trade and Investment
0 -
Captures the government’s direct Includes rules that limit market entry Covers tariff- and non-tariff barriers RO BG LV PL SK HU HR EL PT LT CZ ES SI MT CY IT EU IE FR EE AT LU DE NL BE DK FI SE
participation in commercial activities and reduce the intensity of rivalry to trade and FDI
and state influence in markets among competitors
through rules that affect market %
outcomes o
QV
_
3
Source: Markets and People: Romania Country Economic Memorandum. International Development in Focus. Source: DESI 2020 -
. . T . [}
Using OECD Product Market Regulation (PMR) indicator, as in lootty et al. (2020) =
(]
0p)]



What is holding back Romania?

Vulnerability to natural disastrs and untapped opportunity to be more environmentally friendly

Romania is vulnerable to natural hazards (some of which The declining natural capital and European Green Deal
are intensifying with climate change), with vulnerable commitments necessitate climate mitigation action
populations disproportionately affected, but its readiness

to adapt relatively low

Natural Capital - Romania

Drought  Egrthquake SRR

Storm
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What are Romania’s
priorities for inclusive,
strong, and sustainable
growth?

@ WORLD BANKGROUP
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What are Romania’s priorities for inclusive, strong, and sustainable growth?

To address the constraints holding Romania back, 6 pathways are identified:

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased lmproved Environmental Improved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

September 2022



What are Romania’s priorities for inclusive, strong, and sustainable growth?

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased Improved Environmental lmproved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

- Mitigate the impact of the political instability
through the establishment of medium-long term
How to get strategic and spending priorities

there? « Improve citizen’s trust of the state

o Ensure fiscal sustainability

September 2022



What are Romania’s priorities for inclusive, strong, and sustainable growth?

What can
Romania
achieve in the
next 5-10
years?

Predictable
institutional
and economic
environment
for the citizens
and business

How to get
there?

Strong
and sustainable growth
that benefits the poor and vulnerable

Equal access to Increased lmproved

high quality health and access to
public services in education better private-
infrastructure outcomes for all sector jobs
and social

services

« Enhance public sector human resource management to
improve public service delivery

« Increase effectiveness and efficiency of public service
delivery at central and local level.

« Improve access to quality public services for the poor

and vulnerable

Environmental
sustainability
(mitigation of

climate change)

of economic
activity

lmproved
resilience to
natural disasters
especially for
vulnerable
households
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What are Romania’s priorities for inclusive, strong, and sustainable growth?

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased lmproved Environmental lmproved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

o Improve health outcomes and provide equitable access

How to get to health services
there? « Provide access to quality education for all

» Strengthen life-long skills formation

September 2022



What are Romania’s priorities for inclusive, strong, and sustainable growth?

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased lmproved Environmental lmproved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

« Close the gaps in transport and other connectivity
infrastructure for international and transnational

How to get connectivity

there? e Increase financial intermediation and inclusion.

o Improve the competitive environment and foster

innovation

September 2022



What are Romania’s priorities for inclusive, strong, and sustainable growth?

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased lmproved Environmental lmproved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

« Accelerate decarbonization and

ensure energy securit
How to get . /

there?  Reduce environmental

degradation (water, land,

atmospheric)
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What are Romania’s priorities for inclusive, strong, and sustainable growth?

Strong
and sustainable growth
that benefits the poor and vulnerable

Romania Systematic Country Diagnostic (SCD)

Predictable Equal access to Increased lmproved Environmental lmproved
What can institutional high quality health and access to sustainability resilience to
Romania and economic public services in education better private- (mitigation of natural disasters
achieve in the environment infrastructure outcomes for all sector jobs climate change) especially for
next 5-10 for the citizens and social of economic vulnerable
years? and business services activity households

« Scale up risk prevention/reduction,
and improve preparedness, response,
How to get and recovery from natural disasters.

there? « Continue effort to improve public and

private financial resilience to natural

disasters.
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Next steps
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Online consultation SCD

Face-to-face consultation SCD

Publication SCD

Online consultation SCD

September 8 -
October 9, 2022

September 19 -
October 6, 2022

2023

mid-2023 - 2024




