
ROMANIA
Romania’s economy is projected to contract by an estimated
0.5 percent in 2026. Depressed private consumption is the
main drag as real household incomes are squeezed by a re-
newed energy price shock compounding the 2025 electricity
price cap removal and ongoing fiscal consolidation, amid re-
strained wage growth hitting poorer households hardest. A
2027 recovery hinges on political stability, a credible fiscal
consolidation path, and sustained EU-funded investment.

Key conditions and challenges

Romania’s growth momentum has stalled with annual GDP
growth below 1 percent in the past two years, while poverty
and inequality remain among the highest in the European
Union (EU), with wide inter-regional gaps. Moreover, re-
newed convergence drivers have yet to take hold. Total fac-
tor productivity growth, the former engine of convergence
toward the EU average income level, has decelerated as
gains from the reallocation of production factors between
sectors waned, while structural and institutional constraints
to allocative efficiency, research and development intensity,
and wage-productivity alignment remain binding. A shrinking
workforce and brain drain compound these supply-side pres-
sures. In addition, a prolonged period of pro-cyclical fiscal
policy has left Romania with widened fiscal and external
deficits that, as recent economic developments show, have
amplified the exposure to energy shocks, driving inflationary
pressures and depressing growth. A pivot toward produc-
tivity-driven, private sector-led growth, underpinned by fiscal
sustainability and stronger institutions, would help create more
and better jobs.

Population1 Poverty2

million millions living on less than $8.30/day

19.0 1.0
Life expectancy at birth3 School enrollment4

years primary (% gross)

76.5 84.9
GDP5 GDP per capita6

current US$, billion current US$

438.9 23077.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

The economy contracted 0.7 percent y-o-y in H1 2026, driven by
private consumption compression (down 2.5 percent) as energy
sector-driven inflation and a public wage and pension freeze com-
pressed household purchasing power. Investment (up 10.9 per-
cent) provided a partial offset, underpinned by EU-funded infra-
structure spending front-loaded ahead of the National Recovery
and Resilience Plan (NRRP) August 2026 closure. Net export im-
provement reflects cyclical import deceleration, while persistently
higher inflation compared to main trading partners, compounded
by rising energy costs, has eroded cost competitiveness and con-
strained export growth. On the supply side, EU-funded infrastruc-
ture drove construction growth (up 12.3 percent), while industry
contracted by 2.9 percent as elevated energy costs eroded mar-
gins, and compressed household demand affected wholesale and
retail (down 3.9 percent). Inflation has remained elevated at 10.4
percent y-o-y in June 2026, driven mainly by the energy price shock,
reflecting weather-induced electricity grid imbalances and interna-
tional oil market volatility. The job vacancy rate at 0.6 percent as
of 2026Q2, near a decade low, signals a softening labor mar-
ket. The National Bank of Romania has maintained tight financial
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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conditions with the policy rate at 6.5 percent as of mid-August
2026 amid a negative output gap. Borrowing costs remained high,
reflecting tight monetary conditions and an elevated sovereign risk
premium. Private credit growth picked up to 8.4 percent y-o-y in
June, while high lending rates constrained corporate borrowing in
lei, which grew by only 3.9 percent, as firms increasingly turned to
cheaper foreign-currency loans, raising exchange-rate exposure.

Fiscal consolidation has advanced, with the deficit as share of GDP
almost halved y-o-y to 2 percent in 2026H1. The adjustment was
both expenditure and revenue-driven. Personnel costs fell 3.9 per-
cent y-o-y, a sharp reversal from the 10.1 percent increase in
2025H1, as salary freezes and bonus cuts compressed the wage
bill. The value-added tax hike to 21 percent in August 2025 lifted
receipts by 25.1 percent y-o-y.

Poverty reduction is expected to remain limited amid weak growth,
elevated inflation, and fiscal consolidation. At the US$8.3/day (2021
PPP) line, poverty is projected at 4.9 percent in 2025, only margin-
ally below 2024. Higher prices for energy and essential goods con-
tinue to erode real incomes, while softer labor market conditions
may restrain earnings growth among less skilled and vulnerable
workers. Fiscal adjustment could further dampen incomes. Poverty
outcomes will depend partly on recent reforms that increased the
progressivity of selected social assistance programs, helping pro-
tect lower income households. Compensatory measures, including
electricity vouchers through the end of 2026 and improved target-
ing for energy-poor households, should mitigate utility cost pres-
sures in the near term.

Outlook

The outlook is based on a return to political stability, continued re-
forms, and a commitment to a credible fiscal consolidation path.

Growth is projected to rebound toward potential over the
forecast period, driven by (i) continued structural and fiscal
reforms resulting in favorable financial conditions; and (ii) im-
proved institutional capacity to absorb the EU structural funds
envelope (EUR 31 billion) that supports both reforms and public
investments, with disbursements peaking in 2027–2029. Public
debt continues to rise through 2028, but at a declining pace,
pointing toward stabilization. Inflation is projected to fall in
2026H2 as the base effects of the electricity price cap removal
and value-added tax and excise tax hikes fade, declining to
around 5.2 percent in 2027Q1 in line with the National Bank of
Romania's projections. With a negative output gap in 2026, the
demand recovery is expected to remain non-inflationary, creating
room for monetary easing, real wage recovery, and a rebound in
private investment.

Poverty outcomes are expected to improve only gradually over
the medium term. As growth is restored and inflation moder-
ates, real incomes are expected to recover, supporting house-
hold welfare. Stronger absorption of EU structural funds and
easing financial conditions should help revive economic activ-
ity and employment, creating the basis for renewed poverty
reduction. However, the pace of improvement will depend
on the extent to which growth translates into broader labor
market gains.

Downside risks to the outlook remain significant. Prolonged po-
litical instability would delay reform implementation and jeopar-
dize EU fund disbursements and absorption. This could erode
investor confidence, widen sovereign spreads, compress fiscal
space and delay income recovery, particularly for vulnerable
households. The risk of a credit rating downgrade compounds
these pressures, keeping borrowing costs elevated, crowding
out private investment, and prolonging the consumption
contraction into 2027.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 2.3 0.9 0.7 -0.5 1.7 2.0
Private consumption 2.5 5.7 0.5 -2.4 1.4 1.7
Government consumption 4.0 1.2 -2.6 4.1 3.8 3.7
Gross fixed capital investment 12.3 -2.5 3.5 8.6 5.6 6.2
Exports, goods and services -1.3 -2.5 4.3 1.3 2.1 2.4
Imports, goods and services -1.5 4.0 4.9 1.7 3.9 4.3

Real GDP growth, at constant factor prices 2.0 0.2 0.7 -0.5 1.7 2.0
Agriculture 8.9 -5.7 6.6 4.6 1.1 1.1
Industry -4.3 -0.5 -0.2 -2.3 1.2 1.9
Services 3.4 0.7 0.6 -0.3 1.9 2.1

Employment rate (% of working-age population, 15 years+) 48.8 48.7 48.3 48.3 48.3 48.3
Inflation (consumer price index) 10.4 5.6 7.3 8.1 4.2 2.8

Current account balance (% of GDP) -6.7 -8.2 -7.9 -7.6 -7.4 -7.3
Net foreign direct investment inflow (% of GDP) 2.1 1.6 2.1 1.1 1.7 1.9

Fiscal balance (% of GDP) -6.6 -9.3 -7.9 -6.0 -5.8 -5.7
Revenues (% of GDP) 34.4 34.0 35.4 36.5 36.5 36.6
Debt (% of GDP) 49.3 54.8 59.3 61.7 63.2 64.5
Primary balance (% of GDP) -4.8 -7.2 -6.2 -4.3 -3.9 -3.9

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 5.1 5.1 4.9 4.9 4.7 4.6

GHG emissions growth (mtCO2e) -4.4 -3.8 -2.7 -2.2 -2.0 -1.8

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
1/ Calculations based on ECAPOV harmonization, using 2024-EU-SILC. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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