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CURRENCY EQUIVALENTS

1. Official Rate

Lei 4.47 US$1.00 -/

Leu 1.00 = US$0.22

2. Tourist Rate

Lei 12.00 = US$1.00

Leu 1.00 = us$0.08

3. Conversion Rate for Traded Goods
_ _ _

Lei 18.00 = US$1.00 LI

Leu 1.00 = us$o.o6

FISCAL YEAR

January 1 - December 31

1/ Conversions from lei and lei valuta into dollars in the report are made

using the exchange rates in force at the time. Exchange rates and
the periods in which they were in force are given in the footnotes
to pages 37 of the Report.
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ROMANIA REP. OF - SOCIAL INDICATORS DATA SHEET
LANO AREA (THOU KM2) ------- ---- -------------------------------

----------- ROANIA R°P. OF REFERECE COUNTRIES (1970

TOTAL 237.5 MOST RECENT

AGRIC. 149.0 1960 1970 ESTIMATE YUGOSLAVIA ITALY GERMANY FED. REP. OF***

GNP PER CAPITA (USS) . 550.0** 1450.0** 830.0* 1910.0* 4420.0*

POPULATION AND VITAL STAATSTICS
_______________________________

POPULATION (MID-YR, MILLION) 18.4 20.3 21.4/a 20.4 53.7 61.6

POPULATION DENSITY

PER SQUARE KM. 77.0 85.0 90.0/a 80.0 178.0 240.0

PER SQ. KM. AGRICULTURAL LAND 126.0 136.0 144.07a 139.0 266.0 439.0

VITAL STATISTICS
CRUDE BIRTH RATE (/THOU, AV) 23.9 19.0 19.7 21.0 18.6 17.3

CRUDE DEATH RATE (/THOU,AV) 10.9 8.9 9.3 9.1 9.7 11.6

INFANT MORTALITY RATE (/THOU) 75.7 49.4 34.7 55.5 29.6 23.6

LIFE EXPECTANCY AT BIRTH (YRS) 65.9 67.7 69.1 67.7 71.9 70.3

GROSS REPRODUCTION RATE 1.2 1.3 1.3 1.3 1.3 1.2

POPULATION GROWTH RATE (X)

TOTAL 1.2 1.0 1.0 1.0 0.8 1.0

URBAN 3.8 3.4 2.1 4.6 0.8 4.1

URBAN POPULATION (X OF TOTAL) 32.0 40.8 43.0 38.7 51.5 82.4

AGE STRCHTURE (PEPCENT)

0 TO 14 YEARS 27.9 /a 25.9 25.4/a 28.3 24.4 23.2

15 TO 64 YEARS 6459 / 65.5 64 .OId 64.3 65.2 63.6

65 YEARS AND OVER 7.
2
7a 8.6 9.8/a 7.4 10.4 13.2

AGE DEPENDENCY RATIO 0.5 0.5 0.5 0.6 0.5 0.6

ECONOMIC DEPENDENCY RATIO 0.7/b 0.7/a 0.7/a,b 
0
.
9
/a 0.9

FAMILY PLANNING

ACCEPTORS (CUMULATIVE. THOU) . ..

USERS (% OF MARRIED WOMEN) . ..

EMPLOYMENT

TOTAL LABOR FORCE (THOUSAND) 9600.0 9900.0 10200.0/a *- 19600.0 26500.0

LABOR FORCE IN AGRICULTURE (%) 66.0 49.0 3
6
.o/a 19.0 8.9

UNEMPLOYED (X OF LABOR FORCE) .. .. --. 3.1 0.7

INCOME DISTRIBUTICrN

X OF PRIVATE INCOME REC O BY-
HIGHEST 5% OF HOUSEHOLDS .. .. .. 15.1

HIGHEST 20% OF HOUSEHOLDS .. .. *- 41.4

LOWEST 20X OF HOUSEHOLDS * . * 6.6

LOWEST 40% OF HOUSEHOLDS - . * 18.4

DISTRIBUTION OF LAND OWNERSHIP
______________________________

X OWNED BY TOP ¶0% OF OWNERS *- * *- 15.1 /a

t OWNED BY SMALLEST 10% OWNERS .. .8. ..
4
9 /b

HEALTH AND NUTRITION

POPULATION PER PHYSICIAN 740.0 680.0 620.0 1010.0 550.0 580.0

POPULATION PER NURSING PERSON 300.0 200.0 180.0 410.0 470.0/b 350.0

POPULATION PER HOSPITAL BED 180.0 Ic 140.0/b 120.0/C 170.0 90.0 90.0

PER CAPITA SUPPLY OF -

CALORIES (% OF REQUIREMENTS) 105.0 118.0 11e.0/d 124.0 126.0 121.0

PROTEIN (GRAIMIS PER DAY) 81.0 92.D go.07r 92.0 100.0 88.0

-OF WHICH ANIMAL ANO PULSE 24.0 28.0 * - 29.0 42.0 56.0

DEATH RATE (,THOU) AGES 1-4 4.9/a 2.4 2.1 2.6 1.0 0.9

EDUCATION

ADJUSTED ENROLLMENT RATIO
PRIMARY SCHOOL 98.U 113.0 lUO.U 94.0 110.0 i29.0

SECONDARY SCHOOL 24.0 44.0 49.0 45.0 60.0 66.0

YEARS OF SCHOOLING PROVIDED
(FIRST AND SECOND LEVEL) 12.0 14.0 14.0 1290 13.0 15.0

VOCATIONAL ENROLLMENT
(X OF SECONDARY) 54.0 58.0 67.0 72.0 26.0 48.0

ADULT LITERACY RATE (%) .. .. 98.0/e 85.0 97.0 99.0

HOUSING

PERSONS PER ROOM (URSAN) .. 1 .3/C . .. ,, 0.7/a

OCCUPIED DWELLINGS WITHOUT
PIPED WATER (X) .- 88.0/c,d - 0.3/b

ACCESS TO ELECTRICITY
(X OF ALL DWELLINGS) 

4
9.0/C

RURAL DWELLINGS CONNECTED

TO ELECTRICITY (X) .- 27.0/C *. .. .

CONSUMPTION

RADIO RECEIVERS (PER THOU POP) 109.0 152.0 146.0 165.0 218.0 318.0

PASSENGER CARS (PER THOU POP) .. .. .. 35.0 190.0 220 0

ELECTRICITY (KWH/YR PER CAP) 414.0 1615.0 2411.0 1288.0 2262.0 4128.0

NEWSPRINT (KG/YR PER CAP) 2.1 2.6 2.1 4.3 5.3 17.7

SEE NOTES AND DEFINITIONS ON REVERSE
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Accumulation Fund: Tne part of national income used in the Lorm-i

of investment and change in stocks in both the

productive and non-productive sectors.

Benefit: Tne difference between the value of output mea-
sured in delivery prices and total costs of
production plus turnover tax; the equivalent

of gross profits.

Central: An economic unit subordinate to but separate from

a ministry, with responsibilities for planning,
supervising and coordinating the operations of
enterprises under its jurisdiction. It is also
responsible, through subordinate enterprises, for

research, design and foreign trade.

Combinat: A large, usually vertically or horizontally-

integrated enterprise.

Comparable Prices: A form of constant prices used to value many

statistical series, particularly social product,
national income and aggregated production data.

Romanian statistics covering the period 1950-76 and
expressed in comparable prices present data in 1963

prices. However, such series are not equivalent

to a pure constant price measure, since the aggrega-

tions are made in terms of different price weights;
for 1950-59, the aggregations are made on the basis

of weights derived from 1950 prices, for 1959-65,
on the basis of 1955 prices and for 1965-76, on the
basis of 1963 prices.

Consumption Fund: The part of national income allocated for the con-
sumption of material products and services. Con-
sumption of non-productive services is included only

insofar as they constitute part of material expendi-

tures.

Cooperative: A form of economic organization in both productive
and non-nroductivpe pctors in which assets are

collectively owned by its members. There are four
types of cooperatives: agricultural, crraft; consumer

and credit. Their activities cover arable agricul-

ture ound livestock, small-scale indretas, nen-
productive services, credit and retail sales in

rural are---.
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Delivery Price: Producer price plus turnover tax, that is, a whole-
sale price at which goods are delivered to retail
outlets.

Employed Population: The total number of wage earners in the socialist
sector; it includes workers, technical and economic
personnel, engineers, managers and administrators.

Enterprise: The basic unit of economic and social activity.
Published statistics include only those enterprises
with legal status (see Chapter Ten, Table 10.5). For
details of industrial enterprises, see Appendix 3,
and of agricultural enterprises, Chapter Eleven.

Global or Gross A gross output concept, measured in delivery prices,
Product: which measures and aggregates the production of

enterprises; it includes (and thus double-counts)
the value of intermediate goods used as inputs except
those produced in the same enterprise. The sum of
global products of all productive sectors equals
social product (see gross production and social
product).

Gross Production: A gross output concept, valued in producer prices,
which measures and aggregates the nroductinn nf

enterprises; it includes the value of intermediate
gonnds iipd na inniitsa whether prnducrd in the sm

enterprise or purchased from other enterprises.
(See global produirt annd anrial product).

Groun A Tndutrfxy: Producer goods industry.

G-roup B Industry: Cons-mmer. goods ind-u--ry

Judet: Terr;itorial and administ-tive unit. For dea-l

see Appendix 2.

Labor Productivity: Measured as social product per employee, it is a
gross output concepLt o the vaLue of productLIoL per

employed person in the socialist sector.

Leu Valuta: The 'foreign exchange leu', a unit of currency
expressing the formal gold price of the leu which
is termed the official rate. At present, the offi-
cial rate stands at 4.47 lei valuta: US$i. The
leu valuta is used only for expressing the value
of foreign trade in government sEacisEics.

Local Budget: The budget of judets, under the management of the
People's Councils.



Local Sector: State enterprises and institutions which are respon-

sib,le to th.e Peopple's Councils.

Mat-lerial Balance: A physical m.easure, use' in the plang ------ s ----- f~~ .L~3. ±~LLL~ . tlI LJIy J.d I. I ~ i Ub ~ J. LII -L jiILLLL.LL1 jJL UtC ,U-

the sources and uses of a product or resource. (See
Chapter Three.)

MLaterial Expenditures: The cost of all material inputs (kinCluding depre-

ciation) used in production.

National Income: A value-added concept measured in delivery prices

and the sum of net products in the productive sector,
where net product equals global product less material
expenditures. it does not include the net products
of the non-productive sector, or depreciation expendi-
tures; these items constitute the main difference
between national income in the Romanian definition
(System of Material Production) and the UN definition
(System of National Accounts). (See Appendix 4).

Non-Productive Sector: Includes those activities not directly related to
production: municipal services (not including dis-
tribution of water, gas, electricity and urban
transportation), housing, education, health services,
scientific services (not including scientific research
related to production), finance, administration, and
political and social organizations. (See Appendix 4).

Norm: Quantitative expression of existing rules and
standards e.g. time per operation, material expendi-
tures per unit of output.

Occupied Population: The total number of persons working in all sectors
of the economy.

People's Council: Local body of state power in judets, towns or villages
with responsibilities for planning and management of
economic and social activities under its jurisdiction.

Producer Prices: The ex-factory price, defined as the branch-average
cost of production (including a profit margin), and the
price at which state enterprises conduct transactions
for inputs and outputs in the process of production.
(See Chapter Four).
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Productive Sector: Includes industry, agriculture, forestry, construc-
tion, transport, trade telpcommun,catins and other

productive branches. Since 1970 it has specifically

tural mechanization stations, veterinary dispensaries,
passenger transport, telecommmunic t i servicing

the population and administrative and socio-cultural
UnILLt , serL V ics. rendered - , caterin -uIni

in hospitals and health resorts, scientific research
fUor t[e purpose oU proAucLlon, launLries, cleaning,

dyeing and photographic shops. (See Appendix 4).

Real Incomes: Personal incomes of the population in money and kind

(goods and services) coming from labor and social

funds.

Real Remuneration: Real wages, that is, money wages deflated by the

retail price index.

Regularization Tax: A tax on excess profits, established in 1970 and
abolished in 1977. (See Appendix 7).

Republican Sector: All state enterprises of national importance respon-
sible to ministries and other central state bodies.

Socialist Retail Trade: Distribution and sale of goods through socialist
sector outlets.

Socialist Sector: The state sector plus cooperative sector.

Social Product: The sum of global products of the productive sector.

Socio-Cultural The costs of education, health, arts and culture,
Expenditures: physical education and sport, social assistance, etc.

State Budget: The state financial plan including centralized
incomes of the state and their distribution.

Synthetic Indicator: A measure that summarizes and aggregates values of

other variables e.g. national income.

Titular: An administrative body responsible for implementing
specific tasks of the plan.

Tiirnover Tax: A tax levied on a good between production and whole-
sale (see producer and delivery prices, and Chapter
Four).

Wage Fund: The total value of wage payments to employees.
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ABBREVIATIONS

ARCOM: The foreign trade enterprise in the Ministry of
Industrial Construction

BAFI: Bank for Agriculture and Food Industries

CAP: Agricultural Producer Cooperatives

CFR: Romanian Railways

CMEA: Council for Mutual Economic Assistance - also referred
to as COMECON

CNST: National Council for Science and Technology

CPPC: Committee for the Problems of the People's Councils

GIGCDC: General Inspectorate for Guidelines, Control and
Directions in Construction

FAS: State Agricultural Units

ICA: Inter Cooperative Association

TCOR: Incremental CaDital Output Ratio

TOVR: Military Pension Scheme

TTA: State Warehousing and Distrihiition Comnanv

ORDGC: Organization for Research Design and Giidelines in

Cons truct ion

RCP: Romanian Communist Party

SAM: Stations for Agricultural Mechanization

SCESD: Supreme Council of Economic and Social Development

SGIIC: State General Inspectorate for Investments and

SMPr SystemL of MateriaL Proluuct (natonal accounts methodology

SNA: SysteU of National Acuns (U.N

SPC: State Planning CommLttee

t.o.e.: tonnes of oil equivalent
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PREFACE

1. This is the Bank's first basic economic report on the Romanian
economy. Romania joined the Bank in December 1972 and since that time the
Bank1 s economic work has been oriented towards obtaining a gradual 1/ under-
standing of the economy chiefly in support of its lending operations. Sector
work in this country has been undertaken in connection with the Bank's lending

operations, and the only sector report published to date has been on agricul-
ture. 2/ It is against this background that the present report has been pre-
pared. Its intent is to provide for the first time a comprehensive review of

the development of the Romanian economy and its prospects, and also to estab-
lish a data base for future economic and sector work. The report is intended
to be both descriptive and analytical, but makes no attempt to be exhaustive.
Only the most important economic sectors are examined; and in a number of
areas it is not overly analytical since the data available although sufficient
for a general economic review, was not sufficient for an in-depth analysis of
certain important sectors.

2. In addition, the report contains a chronological limit: it examines
the economy to the end of July 1977. Since that date, the Government has
announced a number of important changes in plans and policies. In December
1977, the National Conference of the RCP adopted a supplementary program con-
taining higher targets for the 1976-80 Plan period (including the increases
in targets for living standards and pensions originally announced in July).
In March 1978, the Plenum of the Central Committee of the RCP announced meas-
ures to enable workers ro nArtl-cinnte in the nrofits of enternrises and to

improve the functioning of the economic system through greater use of self-
management techniniiqu and finanrinl instriinmontc As a result it is nlanned

that workers' bonuses will be based in part upon profits and foreign exchange
-arr.n- that wages will hp linked -n not, nrnodrtinn inctepad of _lobal o]tp-nut

and that enterprises will be able to retain part of profits for the construc-
tior of workers' 1-ouses and other socio-cultural activities. In the sphere of

planning and implementation of enterprises' activity, the measures announced
will1 als icras the role Of profit .em"o niao agains wh.ih per-
W.Lii Z di U ±LLLkLt4b~ Lilt LUiC Ut IJ L UL _-L . L tile LUaj 'JL _ tLl-i_..LaLL- I 
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formance is to be measured will be net rather than gross production and each
economic uniL will be given grcteLL LreponUL1siU.LLy for cLaryin out iLO eco-

nomic and financial plan within both the domestic and export markets. As a
concomitant or tnese self-management measures, it is intended that financial
institutions will have a strengthened role. These measures, which are now
being debated in detail within tne counLry, are nUt dLUUSUUbUU LLI LtL tepr Lt

since they have not yet been analyzed by the Bank and discussed with the

1/ Two economic reports nave been issuea: The Economy oi Romania (Report
No. 18lb-RO) in November 1973, and Current Economic Position and Pros-
pects ok RolUlanlia (RepoLt Not. 4YLa-dK) iII OJLUUCL 17/4. til Economic

Memorandum (Report No. 818a-RO) was also issued in December 1975.

2/ Agricultural Sector Survey (Report No. 953a-RO), October 1976.
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Romanian authorities. They will be reviewed during the Bank's forthcoming
economic work on Romania.

3. The report is divided into three parts. Volumes one and two describe
the organizati0 c. and operation of this centrally planned economy and its major
sectors, reviews and assesses the economic achievements of the last twenty-
five years (1950-75), both at the macro level and in selected sectors, and
discusses the prospects for development during the next decade. Particular
attention is given to the management tools, especially the plans used in
planning and administering the economy; the 1971-75 plan and the prospects
for the 1976-80 plan are treated in detail. Volume three orovides additional
information on issues and subsectors not discussed in the main report, but are
of importance in conveying a comprehensive view of the economy. Volume four,
along with the text tables in Volumes one and two, provide a detailed data
base, making use chiefly of nublished information but containing some pre-
viously unpublished data and discussing data interpretation.

4. The findings of two missions have been particularly important for
the comnlption of this report. A basic economic mission visited Romania in
October/November 1976. It consisted of Messrs. A. Tsantis (mission leader),R. Pepner (aeneral economist), P. Davies (general economl.st) D. EL-a'lle.n-Bai1ey

r, r M ~A A &O \
5
~LLL ltLIJLLL L. £±tL.L DtL t!

(energy sector specialist), W. Wipplinger (industrial economist) and H. Van
fielden (ronsultant, transport sector specialist). rL-.e basic mission -ad been
preceded by a preparatory special economic mission in March 1976 consisting
of Messrs. O. Maiss (mission leader) A. Tsantis (general economist), R. Pepper
(general economist), P. Biraben (general economist), T. Lejano (national
accounts specialist), J. Roy (quanrtitative planner), R. Sabot (manpower
economist), J. Theodores (education sector specialist), S. Yusuf (fiscal
economist). The chapter on agriculture is based on the Bank's Agricultural
Sector Report and that on Tourism on the findings of Mr. Snoy, who visited
Romania in AprLlj/May 197J. The country economic team ultimately responsible
for this report consisted of Messrs. A. Tsantis and R. Pepper, assisted by
Mr. P. Davies in thre earlier stages of the report.

c A - I .~ !- -

,. IA UrafLt ofL tL[is report was discussed with Romanian officials in
October/November 1977 and in February 1978.
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SUMMARY AND CONCLUSIONS

Introduction

1. The nirnosp of this report -- the Bank's first basic economic report

on the Romanian economy -- is to provide a comprehensive review of the coun-

try's development and nrosnects, and to establish a data base for further

economic and sector work. The report is intended to be both descriptive and

analytical, but makes no attempTnt- tob exhaustive. Onlv the most important

sectors have been examined and in a number of areas the analysis and discus-

sion of issues is somewhat curtailed becaue t-he data available, although

sufficient for a general economic review, was not sufficient for an in-depth

ana1ysis of certain sectors. In addition, because this i9 thp first- haic

report on Romania, the procedures and institutions involved in the planning

and mJanagement of the economy are described in some detail.

2. In examining Romania's progress to date, the report concludes that,

over the last twenty-five years, the economy has experienced a major transfor-

mation. Prior to World War II, iRomania was one of the least developed coun-

tries of Eastern Europe. Its economic structure was predominantly agrarian,

wiLth approximately tLLree=quarlers of the population living in the rural

areas and a similar proportion of the labor force working in agriculture.

Organized mainly in large estates, despite spasmodic and limited attempts at

land reform, agriculture was poorly developed, providing at a low level the

subsistence requirements of the population and oriented towards the production

of export crops for sale in Western Europe. For the majority of the popula-

tion, economic and social conditions were poor. Standards of living, dependent

largely upon low-productivity agriculture, were low and the limited access to

education and medical services was illustrated by high rates of illiteracy and

infant mortality and low life expectancy. Despite the efforts of successive

governments to stimulate industrial development, industrial production and

employment had grown only slowly, the latter constituting only 8 percent of

the labor force in 1938. Such industrial development as occurred was limiteu

sectorally and regionally and was mainly in consumer goods and associated with

the production of raw materials for export; little heavy industry existed and

the only large-scale modern industry was oil. Furthermore, industry and

commerce were concentrated in a few urban areas, evidence of the limited

progress made in transforming the economy from its backward state.

3. By 1975, the economy had made considerable progress towards the

Romanian Communist Party's (RCP) long-term development goal of a highly indus-

trialized economy providing a high standard of living for the population. The

more important progress had been made in expanding the economy-'s productive

base. The level of industrial production had increased rapidly and, with the

creation of a broad industrial base, especially heavy industry, the composi-

tion of output had been diversified, thereby providing the means for the

modernization of other economic sectors and a general increase in labor pro-

ductivity and national income. Standards of living although they remained

below levels in most other European countries, had improved substantially, not
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only because of the growth of personal incomes resulting from both general
wage increases and the transfer of labor from low-productivity agriculture
to higher-productivity industry, but also because of the provision through
the state budget of expanded medical services, housing and other social ex-
penditures. Per capita gross national product in 1975 was approximately
US$1,170. 1/

Development Strategy

4. The changes in the level and structure of economic activities between
1950 and 1975 represent the outcome of a development strategy, the aim of which
has been to accelerate the growth rate and to catch up as soon as possible to
the level and structure of economic activities in the presently-developed
socialist and capitalist countries. The essential features of this strategy
can be summarized as:

(a) high and increasing rates of saving and investment. This has
been a key element in the strategy. An acceleration in the
economy's growth rate has required the diversion of a high
proportion of incremental income to investment and its allo-
cation so as to generate the maximum increase in production.
This is seen as necessary for providing a steady and sustained
growth of the Donulation's livina standards.

(b! the 'rpration of a broad industrial haRe able to nrovide hoth
capital and consumer goods. Industry has been viewed as the
key to cor.yomii nrnogrea, tha provisior of hiah 11tivryg a-nd-.
ards and economic and political independence. Industrializa-
tion policy has stressed the creation of the capital goods
industry which can provide the means for modernizing and
increasing the productive potential of other- sectors. It
also stressed the production within Romania of a wide range
o-f ir .dustraia gooAs anAdthe incorporation of: scientific anduJL .L1.U Li ...L~ ~~ JU aLLu 1 .. IL L 9 L.LLi J. 3 LL L L L I.L . aI

technological gains through the use of the most modern tech-
n4ques of production. C-er th1e past AecaAe, the 4industrial=IA.LIACO IJ.L jJ A tJ_ .J L V C. LIU L.L'CLO~ LLLC £LIOL L.

ization strategy has shifted in emphasis from the creation of
a wdUe uase of lbasiLc .LnUustrLies to-wards the dUevelopment Of

technologically advanced secondary industries, chief of which
are ina the eng'iueerrLng, meta'LLurgiLca'L andlU chemical s-ubsectors.

(c) tne development of local natural resources. Tne strategy nas
given importance to the exploitaton of all local resources of
fuels (oil, gas, coal and h'ydro-eiectric power), metais and
minerals, so as to ensure to the largest possible extent self-
sufficiency in these areas and to meet the needs of industry
and its related sectors.

1/ Utilizing the UN methodology and calculated from official statistics on
national income. Under the World Bank's Atlas methodology, per capita
gross national product in 1975 is estimated at $1,300.
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(d) the reorganization and modernization of agriculture. Agricul-
ture plays an imLpor tant ro le 4i Ro,,taiaLL. C strateg _1y

because of its important role as a sector and employer of the
population . IT s role 'as leen lo supply fooA anA ipts for

industry and the newly-urbanized industrial work force, to
proviue a source of livel[ihood for a large percentage ol the
population and to produce a surplus over domestic requirements
for export and thus permit the import of goods needed for indus-
trial development. In view of the fragmented and underdevel-
oped nature of the sector, the RCP's strategy nas nad two major
components - reorganization and the expansion of production.
Reorganization into large-scale units, that is state farms
and cooperatives, has been seen as necessary for planning
effectively the growth of the sector and making use of modern
techniques of management and mechanization. The policy for
stimulating production has centered upon the development of
arable production through irrigation, improved inputs and
better management. The aim has been to increase the share of
land used for industrial crops and the production of fodder
for the livestock industry whose share in total agricultural
production has increased substantially and is planned to
increase further in the future.

(e) the balanced regional distribution of production and incomes.
Increasing attention has been paid during the last three plan
periods to the distribution of investment and economic activi-
ties within Romania, with the purpose of reducing inequalities
in levels and structures of production and incomes in each
judet. In view of the unified national wage structure, the
allocation of investment is seen as a means of improving the
regional distribution of personal incomes.

(f) the expansion of foreign trade and international economic
relations. While the development strategy has emphasized
self-sufficiency to the largest possible extent, Romania is
too small and not endowed with enough natural resources to
be totally self-sufficient. Certain raw materials must be
imported because they are not available locally and others
must be purchased from other countries because the growth
of the economy has out-run domestic raw material resources.
Furthermore, the industrialization strategy's change of emphasis
over the past decade towards the development of sophisticated
manufacturing embodying technologv not yet available within
Romania has generated the need for capital good imports. Thus
it has been an important element of Romania's development
strategy to develop foreign trade at a sufficiently rapid
rate to ensure the economy isq supplied with raw materials and
capital goods. To this end, it has been government policy to
expand exports to pay fnr imports= Tmnortant elements of the

export promotion policy have been the expansion of trade with
all countries, attempts to improve the efficiency of trading
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activities by increasing the share in exports of highly-

processed goods, particularly products of the engineering

metallurgical and chemical industries, and, furthermore, the

signing of cooperation agreements with trading partners to
tie trade more closely to joint production, technological and
sci.entific researc and technical assistance. Over he last

decade, the government's view of the role of foreign trade has

been modified by Romania's success irn industrializing. Wh-Lereas

in the past participation in foreign trade was viewed largely

as a means of securing resources not available domestically,

a more positive role has been ascribed to exports now that

Romania's economic structure produces a comparative advantage

which it feels permits it to compete on a more equal basis with

other developed countries. Exports are promoted as a means of

improving enterprises' efficiency and quality of production,

as well as obtaining faster growth and economies of scale not

available through the domestic market.

(g) the development of human resources; in order to meet the objec-

tive of improving the standards of living of the population in

its role as beneficiary of the development process, the govern-

ment has pursued policies to make better use of the population

in its role as factor of production. The most important

policies in this respect have been a commitment to full employ-

ment, the introduction of an education and training system

geared closely to the needs of economic growth, the transfer

of the labor force from rural areas and agriculture to urban

areas and industry and the transformation of some rural towns

into urban centers. It has been an essential feature of the

overall manpower policy to raise participation rates and to

stimulate an increase in birth rates.

5. The main instrument for carrying out this strategy has been the

system of comprehensive central planning and management. Upon taking power
in 1947, the RCP began steps to bring all activities under social control, in

keeping with its belief that the transformation of the economy could not be

achieved under a decentralized market system. Since then, the RCP has empha-

sized the need for the creation and continued improvement of the planning and

management system and for the involvement of the population in the formulation

and implementation of plans.

Economic Development 1950-75

6. Between 1950 and 1975 the economy grew rapidly within the framework

of comprehensive economic planning which was made possible by the state's

control of the major productive resources and its monopoly over foreign trade.

Through this control, the state was able to mobilize the resources required

for the economy's rapid growth rate and to finance the development programs

laid out in the five-year plans. Develonment planning has been in a con-

tinuous state of evolution, changes being introduced periodically to deal with

weaknesses in previous practices and to respond to changes in the level and
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structure of activity. Until the middle 1960s, planning and implementation by

central directive was reasonably effecti-e in a simple economu, but it became

necessary to adapt it to a more complex economy. As a result, new measures
have been intrsduced 4n the past decade, with the purpose of improving the

planning process and securing better results in plan implementation.

7. Between 1950 and 1975, according to official statistics, the

Romanrian economy sustained the highest growth rat e in Eastern Europe and one

of the highest in the world. Over the period, social product and national

income grew at 9.8 percent andL .7 percent per annum, respectively. 1/ Since

population growth was of the order of only 1.1 percent per annum, per capita

growth of social product and natllonal income was a'lso high by nternational

standards, 8.7 percent and 8.6 percent per annum respectively. The driving

force behind these growth rates was the high and increasing volurm.e of invest-

ment. Between 1950 and 1975, investment grew at an annual average rate of

K13.1 percent. As a result of this high marginal propensity to invest (approx=

iMa ely 0.4 throughout the period and approaching 0.5 in some years) which

documents clearly the government's ability to mobilize resources for growth

and to maintain the growth of consumption below that of national income, the

economy raised the proportion of national income utilized as the accumulation

fund from 17.6 percent between 1951-55 to 34.1 percent in 1971-75. 2/ The

sectoral allocation of investment throughout the period reflected Ene priority

given to industrialization; approximately 50 percent was allocated to industry

and, of this, by far the largest part was directed to the producer goods sub-

sector.

8. As a result, the leading sector in the economy was industry which

experienced an average annual growth rate of 13 percent between 1950 and 1975;

the output of producer goods increased at 14.5 percent per annum, faster than

that of consumer goods (10.5 percent). During the first three plan periods,

1951-65, the difference between growth rates of producer and consumer goods

widened, due to the strong emphasis given to engineering goods and basic

chemicals industries. It was only during the last decade that this trend was

reversed, as consumer good industries have been given more emphasis without,

however, affecting the leading role of producer good industries. As a result,

the share of producer goods in total industrial production rose from approx-

imately 50 percent in 1950 to 72 percent in 1975. Throughout the period, the

leading sectors of industry were chemicals and engineering goods and, pro-

pelled by high and increasing volumes of investment, their joint share of

total industrial production rose from 16.4 percent in 1950 to 43.7 percent in

1975. Another important feature of structural change and growth within indus-

try was the lagging growth of some branches which supply raw materials and

of the consLi-mer goods industry. With the output of domestic raw materials,

1/ The interpretation of these figures should be done with care, because of

the statistical methodolnogies iu,d to calculate them. See Chapter Five

for details.

2/ Gross investment amounted to 36.6 percent of national income in 1971-75,

which corresponded to approximately 29 percent of GNP.



particularly oil, gas, coal and iron ore growing less quickly than the user

indusr ies b-ecause of l4 IU.te Aor.esti rese s I- I-a- been a subtantial
J. .t-. 

increase in import dependence.

9. While this report provides a largely statistical picture of the im-

pressive rate of industrial growth, it is unable to provi-e a full assessmLent

of the sector's past developments. It does, however, draw attention to a
number of the sector's characteritics which reflect upon the efficiency OL the
industrialization process and industrial production. Industrialization has
given rise to generally large-scale enterprises in many branches. Large size
(by international standards Romania has a very high number of employees per
enterprise) seems to have been seen as necessary for the application of ad-

vanced technology and for securing economies of scale. Between 1960 and 1975,
average employment per enterprise doubled, reaching 1,554 persons in 1975,
when 82 percent of gross industrial production and the industrial labor force

was concentrated in enterprises employing more than 1,000 persons. The growth

of average enterprise size reflected normal expansion of existing production
lines, the addition in existing enterprises of new lines and administrative

reorganization. Enterprises employing more than 2,000 persons have in recent

years been the major generators of new employment. This may explain why as
yet labor productivity increases in this group have been below average and why
economies of scale have not been fully utilized. Some inefficiencies in the
utilization of capital are also identified. In some branches, such as machine-
building, wood processing and some light industry enterprises, as a result of

investment decisions being determined by technological scale rather than the

size of the market, capacities have exceeded domestic market requirements,

thereby leading to under-;utilization of capital stock or the production of
surpluses for export of goods in which Romania has had no particular advantage.
In addition, in the past, there has been a certain non-coordination between

policies to modernize production and to reduce the wasteful use of capital

which has led to obsolete machinery being retained or new equipment being used
alongside older and less productive processes. Such difficulties have stood

in the way of greater efficiency in the use of the capital stock.

10. One industrial sector (as categorized in the Romanian methodology)
which receives especial attention in the report is energy. Rapid industriali-
zation has brought about a large growth in energy consumption, at a rate of
about 8.6 percent per annum, that eventually outpaced domestic production of

energy. In 1950Q Romania was a net exporter of energy, as a result of crude
oil exports. Over the next two decades, despite large investments in oil, gas
and rnal whinh resuilted in significant Droduction increases, domestic consump-

tion expanded more quickly. In 1972, according to Bank estimates, Romania
berame a net imnnrtpr of ienergyv largely in the form of crude oil imports,

which had begun in 1968. In anticipation of this as well as because of the
increass in 1Q73 in t-he iprirp of rrudep nil nlans were made to increase

domestic supplies of coal and to economize on the consumption of all energy
supplies.
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1i. The large volumes of investment directed towards new production
facilities necessitated the rapid expansion of the construction sector. In
1975 construction was the third largest sector in the economy, providing /.6
percent of national income and having grown at an annual average of 11.3
percent between 1950 and 1975. Construction's share in total investment,
however, has been diminishing, particularly during the last decade. This
appears to reflect two aspects of the sector; first, the diminishing share of
construction in investment as there has been a gradual but continual shift
in the allocation of investment from new facilities to the modernization and
expansion of existing enterprises; and second, the reduction in the relative
price of construction resulting from substantial improvements in its effi-
ciency in the last decade.

12. In 1950, the sector was labor-intensive, unmechanized and unsophis-
ticated; by 1975, construction was mechanized and efficiency conscious. For
much of this period, growth of the sector was propelled by increases in labor
and capital, but in the last plan period, difficulties in recruiting labor
led to accelerated capitalization of the sector, at an increasing cost. The
result of these efforts to prevent construction becoming a constraint was
an attempt to increase efficiency by increasing the sector's mechanization,
eliminating overdesign of construction work, economizing on materials, improv-
ing design work and improving training. Successful implementation of these
measures has become more urgent following the 1977 earthquake. The recon-
struction nrogram imnoses additional tasks; hpvnnd those alreadv set nit in

the 1976-80 plan, upon the construction sector, especially in the field of
hosing,.

1 ~ The othe.r mionr sectnr which lin rvw.n rannidlyr in racn,,on to, then
demands of industry is transport. In 1950, Romania had a fairly well devel-
oped and eveni- distributed rail system. Over the past two and a half decades,
government policy has concentrated chiefly upon improving all transport and
upon min4imizinr.g the costs of transporti4ng goods. Between 1950 andnA 1975 tNh

growth of goods transport grew at an annual average of 11.7 percent, somewhat
faster hthan nat4onal income anA soc4al proAtUC, but the growth of passenger
traffic was substantially smaller. As a result of government's policy to
improve tLile exLstLing system anu to concenLtrate traLficLc on tlie LaiLWays LtIh

sector has exhibited rising capital productivity. However, there have been
inuications in recent years that the capacILty of the rall system is being
reached and that further increases in traffic will necessitate costly upgrad-
ing and construction programs. Road transport nas expanded rapidly over tne
past decade, carrying as much tonnage in 1975 as rail, but much less in ton/km
terms because of the limitations imposed on length of haul. The development
of road transport has also been inhibited by the condition of the road system.
An expanded use of road transport is becoming more urgent with the development
of trading and tourist links with Western Europe where speed of transport and
delivery service for goods are regarded as more important than in the Romanian
context.

14. As a basic branch of the economy, agriculture has contributed to the
economy's development over the past two and a half decades. Between 1950 and
1975, social product and national income in agriculture increased at average



annual rates of 5 percent and 3 percent respectively. This growth in produc-
L Ltlo WOO scLUL rU eveni LLIhUugh Ltie sector's mLanpower U Mii1i SLuL Ce aUn leU oU a

tripling of labor productivity between 1955 and 1975. The growth of produc-
tion was greater in livestock tnan crop production, 4.3 percent per annumu
compared with 2.1 percent between 1955 and 1975. As a result the share of
livestock production, as a proportion of total agricultural production,
increase from 35 percent in 1955 to 43 percent in 1975. The major features of
agricultural development over the period were reorganization into state farms

and cooperatives between 1949 and 1962, and irregular improvements in produc-
tion. With regard to the latter, the major features were an increase in
cereal production generated by large increases in yields - as a result of
improved farming practices, improved inputs and irrigation. This permitted
the acreage devoted to cereals to be reduced and on the land thus released,
the cultivation of other food crops (such as potatoes, vegetables and fruit),
fodder crops (green feed and silage in particular) and industrial crops
(flour, sugar, beet, sunflower, tobacco, etc.) was expanded, to provide inputs
for industry and feed for the livestock industry, the chief components of
which are cattle, Fork and poultry.

15. However, in spite of these improvements, agricultural performance
throughout the period seldom approached the sector's potential. During the
1950s, the sector received relatively few investment funds despite its under-
developed state and most of the gains from production in this period reflected
recovery from the war, reorganization of land into larger units and price
incentives given for private farmers. Since 1960, investments have increased
more rapidly and the growth rate of gross agricultural production accelerated,
as irrigation, improved inputs and mechanization were provided. In no period,
however, have steady gains been made in production because of annual fluctua-
tions in rainfall. In spite of such difficulties, the sector has played an
important role in the economy. It has provided sufficient food for the popu-
lation to increase nutritional standards and to supply a surplus for export;
it has also supplied the non-agricultural sector with labor while maintaining
and increasing nroduitioni and in addition it has sunDlied inDuts for industrial
expansion.

16. As a result of the above sectoral developments, the structure of the
economv rnciprwpnt conside-rable change between 1950 and 1975. with industrv

assuming the mantle of the dominant sector. Between 1950 and 1975, the
proportion nf nnt-innl inrnmnp oriinating in indust rose -from 44 nprcent
to 56.2 percent in current prices, while agriculture declined from 27.8 per-
cent to 16 percent. Because of the large relativu nrirp changes occurring
over the period, the extent of the structural change is somewhat veiled.
Expressed in constant ric the declinp in nagrriculturp and incrreas in

industry would be more prominent. The employment figures express the change
more clearly. Whereas in 1950 74.1 percent of th laohnr force was emploevd in
agriculture, the proportion was only 37.8 percent in 1975. This reallocation
of employment involved an increase inurban population, although t- a slower
rate than the creation of non-agricultural jobs. This is an uncommon feature
in developing countries but has been achie-d n, Romania hv t-hp coordinated

control of employment and labor movement and by official policies to distri-
bute new capacities even]!y a o control urban growth Between 1950 and
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1975- the nronortion of the nonulation living in urban areas increased from 23
percent to 43 percent. In spite of these policies, the demand for housing has
been sci,h that 1-1i npercent of nll invesftment over the nerind hs hbeen allo-

cated to housing, investment in which grew at some 12 percent per annum. The
ca,-to-ral re alloctnin of emnloynvment alscn generat ed the needp for eduiiantinn and

training. Very comprehensive efforts have been made to provide for the proper
training of all the population. One of the first programs irtroduced was
literacy training and since 1948, when the basis for the present system was
et abUUishLLedAU , tLhLe educati.4on and t. raining system h-,as 'been AAvelo , ong wit

the manpower planning system, to meet the needs of the economy. The achieve-
merits of' th-e system Lhave b'een 'Lo improve ILLhe educational qualifications of Ith'e

labor force and to adapt continually to the needs of the economy for trained
manpower.

17. The pattern of development in Romania nas nad implications ror tne
level and structure of foreign trade and for its economic cooperation with all
trading partners. Between 1950 and 1975 the volume of foreign Erade increasea
at an average annual rate of almost 13 percent. Throughout the period, foreign
trade played an important role in the growth or the economy and aiso served as
an index of the success of development policy. The total level of imports
rose in response to the need for raw materials and capital goods. Tne policy
of diversifying sources of supply of raw materials and the industrialization
strategy stressing the development ot technologically advanced Industries led
to a more rapid increase in trade with developing countries and developed
market economies, particularly after 1965. The structure of exports in turn
mirrored the transformation of the economy. Between 1950 and 1975, the struc-
ture of exports moved away from being predominantly raw materials towards
industrial products. Whereas in 1950, 75 percent of all exports were raw
materials, in 1975, industrial goods constituted 55 percent of all exports.
The extent of Romania's industrialization have been shown, however, by the
structure of trade with developed market economies, where, in contrast to its
trade with developing and socialist countries, raw materials and relatively
unsophisticated products continue to comprise a sizeable share of the exports
although industrial exports are increasing at a rapid pace. In its trade with
developed market economies, Romania has typically been in deficit and has
financed imports by recourse to suppliers and financial credits. As a result,
Romania has increased its external debt in the past decade, but it is clear
from government actions that a conservative debt policy has been followed so
that financing the debt imposes no undue burdens on the economy.

18. The changes in the level and structure of economic activity have
been accompanied by changes in the population's standards of living, although
in view of the increasing saving and investment rate they were less substan-
tial than the increase in national income. In the early years of the period
under review, the authorities took on the commitment of providing for all the
noniplltion hasicr needs nackage. nartlv through the provision of a iob and
a wage for all people of working age and partly through the provision of
soclil consumption, siuch ns eduaiirion, health and hous5ing. From this siihbis-

tence level, the government planned annual increases in living standards.
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Between 1950 and 1975, real incomes of the population rose at an annual aver-
age of 6.2 percent, with the growth rate gradually increasing. The main
component of real incomes, wages and salaries, increased at 4.8 percent per
annum while socio-cultural expenditures. measured in current nrircs- inrreased
annually at 11.6 percent.

19. The above paragraphs provide a brief summary of the major features
of Romania's develonment sinre 1950 The main body of the report examines
the period in more detail with the purpose of illustrating the processes and
nnliries deptrm.ining the growth of the economy and identifying the pote.tial
for future growth and possible constraints. The major conclusion to be…erived from the ree of the past isthat DR..an, although sll rmain
a developing country, has been successful to date in its development efforts
-.. d thaot suhpobesas aeietife Alav e oA>p v e CS tA -aF rg ev t s. L' ei 1g mie_.. =zc Cv. ML VV | UC IXCW|x L v L| U l IIUL jL CV CIILRU L dL8 Lb Ue .Lng IUCL t

although they may have increased the costs of meeting them. It is, however,
the recurring hypohis of the report that the Roma,,ian economy has reached
an important phase in its development. Maintaining the high growth rates of
thLe past Ude-ade m11ight becoCme nIcreasingly diIIiculL ana require new measures
to deal with some problems that in the past have not been serious constraints
,u , ti L so _ L . . _ mia development.
UUL W[LCII IlilgILL uccome so at the new stage of Romania s development.

Future Plans and Prospects

20. Tne assessment of Romania's development prospects in the report is
based upon the government's proposals for the next fifteen years laid out in
the perspectives for 1976-90, and more specitically in the five-year plan for
1976-80. The perspectives provide in general terms an impression of where
the economy will stand in 1990. In short, it will have caught up with the
more developed socialist countries in terms of living standards and level and
structure of production, having a national income of some $3,000 per capita
(Romanian methodology) in 1963 prices. National income will be, it is planned,
3.5-3.8 times the 1975 level; growth will continue to be fueled by increases
in investment which in 1976-80 will be 1.8 times more than in 1971-75 and in
1981-90 two times larger than in 1971-80 and by increases in efficiency; the
allocation of investment will continue to favor industry whose growth will
lead to a gross industrial. production in 1990 of 3.5-4.0 times the 1975 level.
As a result, industry will, produce about 70-75 percent of national income in
1990. Within industry, the major sectors, constituting 55-60 percent of indus-
trial output by 1990, will remain chemicals and engineering. Complementary
investments will be made in energy resources, and these will be coupled with
a program to conserve energy which, it is planned, will contain the rate of
growth of energy consumpti.on to approximately two-thirds that of national
income.

21. In agriculture, the emphasis will be placed upon livestock devel-
opment which will amount to 50 percent of gross agricultural production in
1990; upon the irrigation of all irrigable land of about 5 million ha by
1990 (amounting to half of the arable land); and upon increased fertilizer
use, reaching around 300 kg per ha by 1990. Furthermore, the perspectives
envisage a reduction in the agricultural labor force to 12-15 percent of the
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total anci thusQ, a correspondngincrease n mechanization. In foreign trade,
the perspectives anticipate more than a three-fold increase, in constant
nrires, t-hereby maintaini-ngn the relative rmotac f trade by 1990.

22. The perspectives also provide targets for consumption and living
standards. They provide for almost a doubling in real wages (a 5.6 percent
increas per anu.,) the -increaseinsocial -os,to to -te level weeiI ~ ~ F L ILLLUL&L/ , UL lL~± es inl OUL_Lal. L4J.ULIO LL LL L ULL LU L LL~ 1 . I Wtl-L t:L ~ L

accounts for 30-32 percent of total incomes, and the reduction of the working
weelk to 40-2 hIours by 1990.

A co 19L76-f - plan t teersectivest
U * ~t% L.UUIlpdL LULIn 01' LtL~i'e 00U £V 11Vt:!yedLL W.LLLI Lile- ttlSULV- O

1990 indicates clearly that the fifteen year period breaks down into two dis-
tinct parts. Between 1976-80, the high growth rates or 1971-75 are to be

continued, after which the momentum is expected to slacken. The high growth
rates of 1976-80 support the contention that tne i970s have been viewed as a
decisive period in the achievement of long-term development objectives, during
when the economy is planned to burst through the constraints upon its transi-
tion from a developing country to an industrially-based and technologically
advanced economy.

24. Between 1976 and 1980, national income is planned to grow at 10-11
percent per annum, only a little lower than that achieved between 1971 and
1975. Gross industrial production will increase at 10.2-11.2 percent per
annum, a little lower than before, but gross agricultural production is
expected to overcome its previous poor results by increasing at 5-7.6 percent.
In addition, investment is due to increase considerably more quickly than
before, at 12.7 percent per annum. The volume of foreign trade is planned to
double in real terms, which is a much faster growth rate than in 1971-75 when
trade merely doubled in current prices. Furthermore, the growth of exports is
intended to exceed that of imports, to allow the liquidation of most external
debt and the accumulation of international reserves. The targets for consump-
tion growth are below those of production, but with a target of 6.2-7.0 percent
growth in real incomes, the increase is similar to that attained in 1971-75.
Real wages for all workers are due to grow at 5.4 percent per annum.

25. The picture for 1981-90 is considerably different. While the pers-
pectives indicate a constant growth in standards of living, the production
targets imply a relative deceleration in the growth rate. National income
would grow at 8-8.4 percent per annum which remains high by international
standards, and gross industrial production would increase at 8-8.9 percent.
Investment growth would decelerate, and growth of foreign trade would also be
slower.

26 Both the nersoectives and the sixth five-vear plan specifv a number
of additional objectives. These are improving regional distribution of
nro,durtiion and inr-mes: encouraging internal scientific and technological
development; reducing consumption of energy and raw materials; and improving
efficrinrv of nrndilrion and aualitv of goods. Improved regional development
is to be achieved through distribution of industrial and agricultural invest-
ment. Scientific and technologic2l develnpment is to be secured through
organizational improvements gearing scientific work more closely to industrial



needs and simply allocaling more funds to it. Control of consumption of raw
m,ateria'ls 'Ls to bue achie(1ved' th'rough' p'lanni'ng and' d'esiLgn andu the institutior. of
norms and indicators. And improvements in efficiency and marketability are
sought from improvements in the use of capitai and iabor and more rigorous
use of tools already in existence e.g. prices, product planning, export
incentives, etc.

27. it is to these aspects of the Romanian plans that the report turns
in attempting an assessmaent of the targets. The ambitious levels at which
targets are set are not sufficient grounds for doubting that they can be
achieved, for the government has succeeded in implementing ambitious plans
before. In assessing Romania's plans, the report focusses upon two major
issues. On the one hand, the gradual shift of emphasis from an extensive to
an intensive developmeni: strategy with its implications for increased com-
plexity and interdependence of the economy and its impact upon the planning
system and efficiency of production. And, on the other hand, the deteriora-
tion in Romania's energy and raw material balance with its implications for
foreign trade and the marketability of Romanian exports. The interconnection
of these two issues in the foreign trade sector provides the basis for the
report's conclusion thai: implementation of Romania's present five-year plan
will be more difficult l:han in the past. This conclusion is drawn without
taking into account the impact of the earthquake; it is, of course, clear
that the damage caused by the earthquake will make implementation that much
more difficult.

28. During the 1976-80 Plan period, the high target for foreign trade
is generated by the proiected increase in imports of raw materials and capital
goods. In toto, imports will grow, it is planned, at more than 10 percent per
annum. Having become a net energy importer in the early 1970s, Romania will
be importing some US$1.2 billion of crude oil in 1980 to meet forecasted demand
and will also have increased imnorts of raw materials needed to keen industry
running at full capacity. In addition, imports will increase because of the
npeci for ranit2al goods to develon drvanred secondarv industries in rhemirals,
engineering and metallurgy and thereby push these leading sectors toward the
technological frontier. Thus not only the continued oneration of the economy
but also future investment will be more heavily dependent upon foreign trade
and thus the ability of Romania to inrrease its exports. Exnorts are reniuired
to increase at 11.2 percent per annum in real terms.

29. The ability to fulfill this trade plan will be constrained in some
degree by tha nor.dition of the world economy over which Romanna has little
control, but it will be affected also by internal developments. First, it
will de-end upon whether impnorts be limited to t-he tgarget levels which

were drawn up on the basis of the norms laid down for the reduced consumption
of raw materials. In v:iew of previous performance, it would cseem ambitious

to try to trim material expenditures by 8.5-9.5 percent per 1,000 lei of mar-
ketazble proAuct4or.. Seond, h,ld A4-- 4i---- t-. plae levls dependson iinn

domestic sources of raw materials being developed on schedule. The 1976-80
I idli CUlIILdLllD d V UL y auiiJ .L L.LI.JUC .LL 61 LV Ul E 11 t1 HLvLIJ.LI p1- z VIII a v a .I* U v

schedule and threatens to increase crude oil and coal imports more than
planned. Third, it dependts upon tte ability oL LLe economy to generate
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marketable exports, particularly in the sectors of chemicals, machinery and
equipment and industrial consumer goods. It is planned that the majority of
export growth should originate in these industrial sub-sectors, and achieve-
ment of total exports will require a substantially higher growth rate of
exports from these sectors than has been achieved in the past. These are
product areas requiring high quality, responsiveness to customer demand and,
in addition, the intended destination of these products, the developed market
economies, are highly competitive markets protected frequently by tariffs and
quotas. Through vigorous negotiations bilaterally and multilaterally Romania
is trying to break down such barriers to market entry, but merely gaining the
opportunity to compete does not guarantee export sales in these areas.

30. The achievement of export targets will require improvements in the
quality of products and responsiveness to customer demands, areas in which
the economy appears to have lagged behind targets in past years. In spite of
measures taken to improve performance e.g. by giving enterprises more direct
contact with foreign customers, by repricing products to give a premium for
quality and export suitability, progress has been limited in making the trade
sector very responsive to world markets. This, again, requires further
improvements in planning to incorporate into economic management more effec-
tive tools for meeting the diverse and multitudinous objectives of an in-
creasingly sophisticated economy. The report focusses upon the existence of
important problems concerning the stimulus for standardization, the emphasis
on volumetric indices, the need for improvement of investment criteria to
establish optimum resource allocation, etc.

31. The report also examines alternative possibilities should the foreign
trndp ronstraint nnprate (for external or intprnal reasons) and concludes that

the most likely possibility would be to choose to expand external borrowing
within prudent limits and hbynnd that to maintain tight control ovpr imports.

32.ITn fo-cusin -pn~ thei inte-rnal andi exte,rnal nrnble-ms far4cin PRomania

in the future, the report does not attempt to belittle the achievements of the
economy or to suggest that it faces insurmountable problems. While the report
concludes that although the issues discussed above are not easily resolved, it

probable that Roman4a will continue to enjoy one of the highest growth
rates among developing countries over the next decade and that it will largely
succeedu i'n i,lpe,et its de-el,-ln tres. The reor als -concludes,A

bULL C Ll iMLp._LlLlt-11L.LLLr, J.LO UEVCLUJJLI-- aL CL . -EI -CjF - -.at. - -t*.LL.-C

that, as a result of the comprehensive control of economic activities and
thle cautiLous policy of thlle ove L r11t1C1en LUWdl Us th1-e use ofL foreign bcorrOwing,L

external constraints will not result in any reduction in the country's credit-
wortniness.



PART I

DEVELOPMENT OBJECTIVES AND PLANNING

CHAPTER ONE

INTRODUCTION *- GEOGRAPHICAL AND HISTORICAL PERSPECTIVE

A. Introduction

1.01 The Socialist Republic of Romania, which covers an area of 237,500
square kilometers shares common borders with four countries: to the south
Bulgaria, to the west Hungary and Yugoslavia and to the north and east the
USSR. Romania is not a land-locked country, however; it has a 245 kilometer-
long coast line on the Black Sea and along much of its southern border with
Bulgaria flows the Danube, the largest navigable river in south-east Europe.

B. TopoKraphy

1.02 Romania has a varied topography with three principal relief zones
of approximately equal size. In the middle of the country lie the Carpathian
mountains, part of the Alpine chain, which rise to over 2500 meters. Around
this mountain core there are hills and tablelands ranging in height from 200
to 500 meters, and finally there are the lowlands, the largest of which are
the Tisa Plain (Cimpia Tisei) in the west and the Romanian Plain (Cimpia
Romana) in the south. Reflecting the relief featu,res drainage is basicnlly
radial, although in the north of the country it is largely westwards into
the Tisa via the Muresul and the Somesul. Parts of the tablelands of the
northwest, particularly where glacial soils are found, have poor drainage.
In the south, the maior rivers, the Oltul, Siretul and Argesul, flow towards
the Danube. All these tributaries have large seasonal and annual variations
in flow and in years of heavy rainf all flooding occurs. The last major
flood was in 1975 when all the rivers overflowed, damaging crops and physical
structures.

Co Climate

1.03 Romania's climate can be described generally as continental,
but there is considerable local variation because of relief features and
th.e influence atL diffC4Cerenti times of the year of the 'tlanitic Oceani, the~ .&LA. LULLL L .UL LL IL. L.U~ UL L I ~ yea L L Ii tL dILL vJ dL, LIt

Mediterranean and the Eurasian land-mass. In the north and northeast
Euraslan continental infL-uences are strong, bringing heavy sniowfaWLlls and
strong winds (the crivat) in winter. The Danubian plains are influenced

0,in summer by tropical air masses that produce temperatures of up to 44 C.
In general, rainfall declines from northwest to southeast, with annual
precipitation of up to 1500 mm in the mountains and as little as 400 mm in
the southeast where the substantial variation in rainfall has made agricul-
ture an uncertain undertaking in non-irrigated areas. At the same time, the
low rainfall on the Black Sea coast, coupled with mild winters and moderately
hot summers, has encouraged tourism.

D. Natural Resources

1.04 Romania has a wide range of natural resources of varying size
and quality. More than 60 percent of its area is suitable for agriculture,
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wi thlimaIt4c and relle 4 hrceitc faorn bot arable - and Iastora

farming. The plains consist largely of fertile soils that permit the cultiva-
t4on of a wide range of cereals, loous an' Industrial crops. Arab1Le agrlcul-
ture, especially vineyards and orchards, can also be carried out in much of
the uplar.d areas wile Jin the mountains pastoral farming'sou is LU f Wu wlereever

grazing is available. Twenty-seven percent of the country, chiefly upland
anrd mountain areas, is forested; the lowlands ha-ve been largely deforesteu
for farming. Forestry has been an important industry for many years with
replanting and forest management programs renewing and conserving the lumber
reserves. The delta, the rivers and the Black Sea also contain large fish
resources.

1.05 Romania has significant resources of fossil fuels, comprising oil,
natural gas, coal and lignite, but because of their quantity and quality, the
capacity of reserves and production to meet the country's needs vary consider-
ably. The high-grade fuels, oil and gas, are in increasingly short supply,
while the largest deposits of solid fuels are predominantly low-grade lignite.
Oil and gas are found in an extensive belt around the east and southern flanks
of the Carpathian mountains and in the Danube plain bordering it; the area
has a history of commercial exploitation going back to 1860 but the largest
deposits, in the Ploiesti region, are in an advanced state of depletion and
the present oil production level of around 14 million tons annually is obtained
from a large number of wells having low individual productivity. Exploration
continues for deeper producing horizons and for new production on the conti-
nental shelf of the Black Sea, but this is not expected to lead to significant
production increases in the short term. Non-associated natural gas is found
in the Transylvanian Basin and has been extensively exploited since the Second
World War, supplanting oil as the largest single source of energy in the
Romanian economy. Oil and natural gas between them supply the greater part of
the needs of the Romanian economy for fuels at the present time and also form
the basis of an extensive refining and petrochemical industry. Romania also
has substantial reserves of solid fuels, the greater part of which are lig-
nites of relatively low calorific value. These are nevertheless being rapidly
developed as a fuel for industry and for thermal power generation and it is
intended that they will replace oil and gas as the main source of energy in
Romania. The nrincinal mining district is Gor_ in the southwest; where lig-
nite is mined by both opencast and underground methods. Bituminous coal is
mined in relativelv small qtiantities in thp soti-hwest also- near Petrosani;

but geological conditions in the deposits are very difficult and no significant
produc-1ttion inreaPss nre forpeppen Some of the coals have wpnk cnking proper-

ties and are used in the metallurgical industry. There are also small deposits
of brown coal and of anthracite which are mined, but they are not of major
economic significance. Romania has an appreciable hydroelectric potential,
most of i tIco nc.entraed.o T. in t _ i o Gat region it is be4in

developed jointly with Yugoslavia. Elsewhere most of the hydroelectric
schemes are mult-pu---os, serving for flood=control -an irrigation as -ell as

power generation, and are relatively small in size.

1.06 Romania possesses a wide range of ferrous and non-ferrous minerals
but few large dUeposiLts d increas-ingl relies upon imports, ---- c-lally o

iron ore, for its rapidly expanding industrial needs. Iron ore is mined in
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the southwest, while non-ferrous metals, particularly copper but also gold,

silver, lead, zinc and bauxite, are found in the north and west. Romania also

has deposits of non-metallic minerals, most notably salt in the foothills of

the Carpathians in the oil-field belt; many of the oil-bearing structures are

associated with oalt plugs and extrusions. In some areas, the salt plugs in-
clude potassium salts in addition to common salt. Also found are deposits of
refractory sands, the basis of a long-established glass industry, materials

for the brick and cement industries and in smaller quantities, sulphur, mica,

talc, asbestos and gypsum.

E. Population and Education

1.07 The population of Romania at the time of the January 1977 census

was 21.6 million and is increasing at approximately 1 percent per annum. The

present crude birth and death rates, 19.5 and 9.6 per 1,000 respectively in

1976, are low by international standards, and have fallen steadily from levels

that produced population growth rates of approximately 1.2 percent per annum

during the 1950s. ,he decrease in the birth rate, which continued steadily
until 1967 when the Govermuent introduced measures to reverse the decline,

reflects in large part changes in social habits associated with industrial-

ization and urbanization. The measures succeeded in almost doubling the birth

rate in the late 1960s after which a new decline has occurred. The decrease

in the death-rate. and more snectacularly the decline in infant mortality,

from 142.7 per thousand in 1948 to 31.4 per thousand in 1976, attests to
imnrovements in standards of living and increased access to medical services.

1=08 Rv 1977 t-hp iurhan nnnplat-ion had ri8en to 47.5 nercent. the steady

(but compared to many other countries relatively slow) increase since 1947
resulting from the coordination of ernnnmic devplnpment and settlement nat-
terns. Considerable internal migration has taken place in the last three
decades in response to urbanization, industrialization and the rnvturnmentfs

attempts to distribute economic activities equitably throughout the country.

The t1ransformat4on of the economy has -!so been associated withi widesnpned
improvements in education. Illiteracy, about 40 percent in the 1930s, has
been virtually eliminated and a comprehensive education system has been

developed to improve the skills and cultural level of the population.

F. The Economy before 1950

1.09 Before the outbreak of the Second World War, Romania was one of

tile 'least developed countries in -Lurope. Formed fro". the two

of Wallachia and Moldavia which united in 1859, Romania became an independent
state ifn 1877. vver tile oLLowi-Lng four decades econoic growth was slow,

reflecting the unstable political and economic conditions in the country and

within south-east Europe iin genera l. Transylvania joined RomL.ania in 1918
forming a unified Romanian state and the potential for development improved.

But because of war damage and in spite of Government actions to stimulate
industrial development through protective tariffs, state investment in infra-
structure and direct assistance to private enterprise, the Romanian economy

remained a peripheral appendage of industrial Western Europe, serving as a
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supplier of agricultural products andu mineral andA energy resUou r ces - Tus
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trial production and employment grew slowly, the latter constituting only 8
percent o01 thl'e labor fLorce iL 19.38. Suchi ilnUdustrial Udeve'lopment as occurreu
was limited sectorally and regionally and was mainly in consumer goods and
associLated witi thle production oi' raw materials for export: ILLle neaVy
industry existed and the only large-scale modern industry was oil, much of
which was controlled by foreign firms. Industry and commerce rurthermore was
concentrated in a few urban areas, evidence of the limited progress in diffus-
ing industry throughout the economy. Tne great majority or tne populatlon
lived in the rural areas working in a low-productivity agricultural sector.
Organized largely in large feudal estates (despite spasmodic attempts at land
reform) agriculture was poorly developed, providing at a low level the subsis-
tence requirements of the population and increasingly oriented towards the
production of export crops. For the majority of the population, economic and
social conditions were poor; illiteracy rates were high, infant mortality
rates the highest in East Europe and life expectancy low.

1.10 Just as the First World War damage to the economy posed massive
reconstruction problems which further impeded the largely ineffectual efforts
of the Government to develop a comprehensive industrial base, so the Second
World War severely affected the country, weakening the economic base and des-
troying much of the industrial capacity. A popular uprising removed from
power the representatives of the pre-war regime; a broadly-based progressive
government formed in 1944 prepared the way for the People's Republic estab-
lished in 1947. Under the guidance of the Romanian Communist Party (RCP),
reconstruction of the economy began and coordinated programs of development
in all sectors were initiated, with the intention of converting the backward
agricultural economy into a modern industrialized and independent state.
In the early years, however, the extent of the war damage and scarcity of
investment resources constrained economic growth. It was not until 1950 that
national income reached 1938 levels and not until 1953 that the pre-war level
of agricultural production was attained. From then on, development proceeded
at a rapid pace.



CHAPTER TWO

DEVELOPMENT OBJECTIVES AND STRATEGY

A. Development Objectives

2.01 The long-term economic objectives of the Romanian Communist Party,
established by the 11th Congress of the RCP in 1974, can be summarized as:

(a) the transformation of the economy, through rapid and sus-
tained growth in the production of goods and services and
by the application of science and technology, into a
technologically-advanced and multilaterally-developed
state;

(b) the predominant position, and thus rapid growth, of indus-
try and agriculture as the material basis of the economy;

(c) the balanced and equal development of the whole country and
the elimination of regional disparities in production and
income;

(d) the elimination of rural-urban inequalities and the diminu-
tion of differences between manual and intellectual work.
through education, mechanization and automation;

(e) the restructuring of the labor force to increase the weight
of nonagricultural emn1ovment;

Cf) Romanis's participation in the -rld enomy "on an equal
basis" with developed economies, that is, as an exporter
of highly-processed industrial and agricultural products;

(g) the provIsion. of an improved standard of living for the whole
population at a level comparable to that in developed countries.

2.02 These goals represent one major element of the overall development
goal of: t1,e PDC, that- 4s, the construcior, of socialism an' t'he eventuali~4 ffl *~~4 , L. LI L. L.Li~ ~ JLW L.A. ULA. L.A L JL L aL.Lu dIU LLIM ~ UU~

transition to a communist society. Interpreted in terms of the materialist
frametwork 0f moAes of pr oAUC- on, t.he economic goals are cor-Lcerne' with theQAA.W~A.Z A.J %AIU LA. jLUL.LJ. LU Lii LL IWLLL L L OLLLZU WLI LI1C

development of the forces of production and are regarded by the RCP as neces-
a~iy UL LI~ LL .L±ULL I UCd±u1 ±e seco-nd major element of the uRCPssary fLor thce creation o'L sociLali8sm. /XescodmorlmntrteRC'

i/ "We set out from the fact that the development of the productive forces
propels social development, the general progress of mankind", N.
Ceaucescu, speech to the Plenary meeting ot the Central Committee ot
the RCP, November 23, 1976.
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nvernll goal has hben thlei evnotit-irn of t-ha creial relAtions nf nrndctwirn,

that is, the economic, political and social relationships between classes and
individuals within society. .lhile Romanian government statements on develop-
ment stress both elements, this report concentrates its attention upon the
country's ------ i 4- _Uectives anA discusses the soc4al relatior.a of production

only indirectly, insofar as the impact upon economic growth of the planning,
organiLzatiLor andU 'implemiertatiLon ofL productiLon is oncerned.

D. DevelUpmenllL SLLdtegy

2..03 Any description of a development strategy must be ancnored to a
particular period since, as the economy progresses along a development path,
the details, emphases and, in some cases, foundations ot the strategy change.
In the case of Romania, the fundamental features of the development strategy
have remained unchanged throughout the period with which this report is con-
cerned; the strategy can be summed up as the rapid and diversified indus-
trialization of an initially agrarian economy through high rates of investment
and under comprehensive central planning of economic activities. The changes
in the strategy over time largely concern the attempts of the RCP to move the
economy from an 'extensive' to an 'intensive' development path after the mid-
1960Os. The emphasis of strategy between 1950 and 1965 was upon unbalanced
growth, centered upon the creation of new industry, in particular, the pro-
ducer good sector, with the intention of eliminating what was seen by the RCP
as the uneven development of the economy inherited after the Second World
War and establishing a broad base for a "sustained drive towards socialism".
After 1965, while the emphasis remained upon industrial growth, greater
attention was given to a more intensive strategy -- capital deepening as
well as broadening, the development of specialized secondary industries
and obtaining greater efficiency from existing inputs as well as additional
endowments of capital and labor. Furthermore, greater emphasis has been given
to the development of agriculture, with increased investment funds being
applied to mechanization and the development of the productive base. This
chapter discusses the present development strategy as it is laid out in the
1976-80 Plan and the 1981-90 Perspective Program.

2.04 The major components of the strategy are: high increasing rates of
saving and investment; rapid and comprehensive industrialization based upon
modern scientific and technological methods; the development of local natural
resources, including the modernization and reorganization of agriculture;
balanrpd rpeional distribution of production and income: expansion of foreign
trade to meet the demands of industrialization for raw materials and capital
gornds; andi finnllv the efficrpnt uitilizatinn of huiman rpsoutrres. The m2in

instrument for achieving the development strategy is comprehensive and com-

(1) Consumption and Investment

2.05 A key feature of Romar s 'S development strategy, ndA n fceacnry

condition for implementing the other components of the strategy, has been the
allocation ofL a hlgh andu ln--.reasl pror ti-n of national income to invest-
ment. In the absence of capital flows of any size, it has been necessary
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to achieve this by increasing the rate of domestic savings. During the first
p'lan periLodU, theLC -govrmn divde natior.al -ncom betwee --- mt-4n- nar.
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investment in such a way as to provide for the basic needs of the population.
Since then, it nas been go-vernment pUlicy to plan Lor a sted growt of

consumption wH1le channelling a large proportion of incremental income towards
investment. ihe allocation of national income between consumption and invest-
ment has been based upon the fact that, while investment and consumption
constitute competitive claims on resources in any single period, a high rate
of growth of accumulation and thus of national income is in the long run the
only viable basis tor a high and increasing level of consumption. Tnus, nign
rates of investment generate high levels of income which permit in the future
higher absolute levels of consumption and investment than would have been the

case with a lower rate of accumulation.

2.06 The planning Df consumption in aggregate terms has therefore been
bound up and generally subordinated to the growth of accumulation and national
income. The development strategy has provided for the steady growth of both
private and social consumption from the level of basic needs established by

the government during the first plan period, and the development of a coun-
trywide network of socialist retail outlets. The growth of private consump-
tion, and its increasing diversity, has been correlated with the increased
remuneration of the labor force, so as to avoid excess demand and forced
savings; it has also been government policy to expand, through state expendi-

tures, the level of social consumption.

(2) Industrialization

2.07 Industrialization has been the core of Romania's development stra-
tegy. Comprehensive industrialization is seen as necessary for the creation

of a modern and developed socialist society, for raising the standard of

living and for ensuring the country's economic and political independence.
Furthermore, the importance of industrialization, and particulary heavy indus-

try, in deveoplninc t-he terhnical basIs of other sertors. esnecially agricul-
ture, raising the productivity of labor in all sectors and in stimulating the
more efficsint exnplotation of raw materials has been emphasized in the dev-

elopment plans. The program of industrial development has laid great stress
upon the creation of havy ind,istrv and t-h rnon,rrirtion of npw nlants.

2.08 The industrialization strat-egy plares grpat emnhas4s unon the use of
the most modern technologies and the incorporation of scientific and techno-
logicnl advance. Whle g-reat effvrta havie bjoen mnde in RomnniA to develon

the required technology, it has been necessary to import much in the form of
investment goods. It iS a,- 4-his p4-n tt f different

components of the development strategy appears most clearly. An increased
b :1 4 v.. n 4Impor. Cp4 ta'1 gAA fA 4h@ -aw materials ae dd fnr industry')

L4j96UJ..L. .aLLy LV i .LLX jJPJLA. | 5VV- \ L -& X 

has depended upon the growth of exports which, especially in the 1950s and
17UVs, were chLiefL.Ly agricultural raw materials ar.d food products; i t

growth of exports has depended upon increases in agricultural production which
are 'large'ly a f-uinction -If investment in mechanization fertilizers, etc.,

C idL gCLy L ULIL L. U LU JIIVC0 LIII"_IIL LII LUM~L_LLLLt~ -- ,~ - 1 - -- *-'--

that is, industrial goods. During the last decade, a more balanced export
structure has been developed as a result of Iarge -inr -e in industrial
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exports. Romania's development strategy for industry has thus required com-

plementary investment in all other sectors of the economy and the development

of foreign trade.

(3) Development of Natural Resources

2.09 The development of industry generates both the potential for using

more effectively natural resources and an increased demand for such resources.

To supply the rapidly expanding needs of the Romanian economy, the state has

instituted comprehensive planning of the exploration for and exploitation of

raw materials, combining these efforts with policies to economize upon their

use wherever possible. Investment funds have been allocated throughout the

1950-75 period for production of ferrous and non-ferrous metals (notably

iron ore, manganese, copper and bauxite) and non-metallic minerals (such

as supnhur; mica, gypsum and limestone). However, local resources have

increasingly been insufficient to meet demand and imports have been neces-

sary. Particularly in the last decade, the Government has secured such raw

materials under long-term supply agreements and furthermore has shown interest

in investing in Joint production facilities abroad.

2.10 Economic growth has also generated increasing demand for energy re-

sources. The development of the four major energy sources - oil, gas, coal

and hydroelectric power - has been worked out expnlicitly within the framework

of a national energy plan, the chief goals of which are to maximise the use of

domestic energy resources and to minimize wastage nf energy resources. As a

result, the Government has invested heavily in the production of energy and
has built into it planning targets explicit indicators renuiring enternrises

to reduce energy consumption; in addition, new factories are designed for the

most appropriate energy source - frequently 4ignite - and considerable research

has been conducted to devise less-energy intensive methods. It has, further-

more, been art importar,t parameter of government's policy that the use of oil

and gas as fuels should be minimized and that they should be used in higher

value-added activities. They form the basis of a rapidly expanding chemicals

industry. Oil production has been stabilized during the last decade, an

expanding excess demand being met by imports of crude oil, and refineries and

chemicals works have been established to provide for both domestic needs and

the export market.

2.11 The present energy strategy foresees the major sources of power

for the future as lignite, HEP, and somewhat further into the future, nuclear

power. Production of lignite has grown rapidly since 1947, particularly

in the last decade, reflecting the world energy situation and mechanization

of mining operations. The first national plan for HEP as a source of power

and irrigation was drawn up in 1950; a national grid system for electricity

distribution has been established to supply electricity to all parts of the

country and thus to permit an equitable distribution of industry and rural

electrification, two important features of development policy.



(4) Modernization cf Agriculture

2.12 The interrelationship of industrial and agricultural development
in terms of foreign trade! and imports of investment goods and industrial raw
materials has already been pointed out. There are other aspects of this rela-
tionship that demonstrate not only the role of industry in modernizing agri-
culture but also the role of agriculture in stimulating industrial expansion
and the overall development of the economy. In addition to providing, through
exports of agricultural goods, the means of importing investment goods (espe-
cially in the 1950s before the industrial sector itself was large enough to
generate a significant export potential) the development of agriculture has
been required to provide food for the industrial work-force and raw materials
for processing in the ind'ustrial sector, as well as providing a source of
labor for industrial expainsion and a source of surplus for investment before
the industrial sector became large enough to generate its own reinvestable
resources. The fulfillment of these functions has required investment in
agriculture so as to raise the productivity of a declining labor force.

2.13 Government strategy in agriculture has had two major components;
reorganization and the growth and diversification of production and its
reorientation to high value-added goods. The purpose of reorganization,
accomplished primarily through the creation of state farms and collectives
during the 1950s and subsequently through refinements in their basic organi-
zation, was to create large farming units capable of utilizing efficiently
modern agricultural techniques. The strategy for the growth of production
has been to reduce the land area used for grain production (production levels
being increased through investments to produce higher yields) and to use the
land released for industrial crops and fodder crops for livestock. The main
source of production increases has been investment in mechanization. imDroved
inputs such as seeds, feed concentates and fertilizers, and irrigation, so as
to increras both 1and ansl labor nrodiirtivity and to rpduicp the iTmnnat of the
climate. The restructuring of production towards products for industrial

value-added goods in agriculture, as does the decision to divert grain output
from dirpet e-xonrt into liuprtonk nrodirtion, a part of whose output is

designed for export as processed products.

(5) Development of International Economic Relations

2.14 Rapid income growth based on the creation of a modern industrial
secto-r -enerata -great- 4increasA Amand for Jnrvestment gooAd -nA raw

materials. As industry's demand for raw materials has outgrown domestic pro-
duction, their regu'lar import hL-as buecome necessar-y. F.urteroe -h -develop= A_1-

ment of advanced secondary industries has generated a demand for imports of
sophistIicated cappitaL gocidus W1Iich, uespite the iLncreaseU capacdity ofL thLe
domestic capital goods sector, cannot be produced yet in Romania. Consequently,
tIe continued growthl oUl the Romanian economy has depended a great deal upon
the steady expansion of foreign trade. Throughout the 1950-75 period, foreign
trade policy has been primarily geared to the expansion of exports to pay for
necessary imports. In recent years, however, the stimulation of exports has
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b.een attempted not only to fir,ar.ce imot but alot otnu1ihgot
U ~LdL LU LULULULLy LU L £LLLLM LPUJLbLZi UUL. t.LOU LU LUIILLiiLUC LI±.L6L L rJUWV Li

rates in sectors where the size of the domestic market constitutes a constraint
to contirilue' growth or the achie-vement o economies ofL scaLe. Lt also appears
to be the case that, especially in the leading sectors of industry, chemicals,
metallurgy and engineering, foreign trade is viewed as a means of improving
efficiency and product quality by having these sectors exposed more to inter-
national markets.

2.15 For diverse reasons, Romania has, particularly since 1960, followed
a policy of diversifying the source of its imports and, thus in turn, the
destination of its exports. While the volume of trade with socialist coun-
tries has increased within the framework of bilateral agreements, trade has
been expanded more rapidly with non-socialist countries in the last decade, so
as to obtain the capital goods and raw materials required for the development
program. In particular, it has been government policy to develop trade with
the developing countries to secure directly materials previously obtained
through intermediaries in the developed market economies. At the same time,
Romania has attempted to change the structure of its exports so as to sell

goods embodying a higher domestic value added than agricultural products and
raw materials. Successive five-year plans have included ambitious targets to
expand the sale of manufactures, both investment goods and consumer products,
to all trading partners.

2.16 Romania's attempts to increase and diversify its foreign trade have

been carried out within the wider context of a very active policy of interna-
tional cooperation. It has been government policy to establish agreements
with trading partners covering not only trade but also joint production facil-
ities, scientific and technological exchange and a wide range of economic
cooperation activities. Furthermore, the government has joined several multi-
lateral organizations, particularly IBRD, UNCTAD, IMF and GATT.

(6) Regional Development Policy

2.17 Within the last decade, more explicit attention has been paid
to the equitable distribution of production throughout the economy and the
Government has introduced an active regionalization policy designed to dis-
tribute more equitably industrial investment and production and thereby,
through the growth of industrial employment in each judet, to equalize income
inequalities existing within the country. The regional policy has been three-
nrongd. First. the basis for effective implementation of regional policies

has been laid through the creation of machinery for regional planning and
management. Secnnd- measures are taken to limit the further concentration

of the population and to correlate the movement of the population with the
labor requirementsa of the ercnomy. The mont imnortant features have been
balanced urban growth, restraining the growth of Bucharest, expanding small
and. medium-sized uban ce.ter- ari iincurading villacies into small townships.

In addition, all manner of public services have been extended to villages.
Third, industrial investment has been allcatPd, where feasible; to iudets

which have little industry (and consequently, because of the national incomes
policy, lower personal incomUes).
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(7) Development of Human Resources

2.18 Romania's deveLopment strategy has also emphasized, as a means to

andU an enlu ofi dUevelopienL,i iL Ipr ov mentS in the leve-l of uan resources

through the relocation of the labor force, education and training and improve-
ments in living standards. It has beert goverlment policy, particularly since

the mid-1960s, to stimulate population growth, both by encouraging, through a

wide range of measures, che birth rate and by improving medical services and
nutrition. The growth of population, however, remains about one percent per

annum and the accomplishmnent of the development program has necessitated major

changes in the location and structure of the labor force. The government has

implemented an urbanization program and through investment and training

programs has enabled population to be transferred productively from agricul-

ture to industry and other non-agricultural sectors.

2.19 The education and training system plays a major role in preparing

the population for employment and it is an integral part of government stra-

tegy to tie education and training closely to the needs of the economy.
To ensure that education programs are an efficient and effective investment

for economic development, the Government carries out periodic reviews of

the sector and restructures enrollments and program content in keeping with

projections of manpower and skill requirements.

2.20 The comprehensive and coordinated planning and management of eco-

nomic activities is viewed by the RCP as a necessary condition for the imple-

mentation of its development strategy. "To accept the idea that the economy

should be left to develop by itself, through the spontaneous mechanism of the

law of value, means to give up one of the most important advantages of the

new system: the conscious direction of the economy with a view to ration-

ally utilizing all the country's resources to the satisfaction of the general
interests of the people". 1/ Accordingly, under the overall guidance of the
RCP, the country's economic resources were brought under the control of the
state and comprehensive economic and social planning was introduced. The

basis for management of the economy was laid during 1948 and 1949, with the

nationalization of large-scale industry and banks, the establishment of a

State Planning Committee and legislation providing for the collectivization

of agriculture. The centralized control of the economy's resources provided

the necessary condition for an integrated program for economic growth, and

the establishment of a State Planning Committee and planning bodies in all

sectors and at all levels of activity provided the means by which develop-

ment could be planned and administered. Details of this system are given

in Chapters Three and Four.

1/ N. Ceaucescu, Speech to the National Conference of the RCP,

December 6, 1967.
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2.21 Centralized economic control has remained strong in Romania. In the

1950's and 1960's, when the industrialization strategy focussed on a limited

number of strategic choices, centralized planning and control by directives

provided an effective way for targets to be met. However, increasing sophisti-

cation of the economy produced strains upon this system and towards the end

of the 1960's, as Chapters Three and Four show, a more detailed planning struc-

ture embodying some elements of decentralized management and planning evolved.

In general, however, central control has remained strong and such reforms as

have been introduced in the name of decentralization and efficiency have been

concerned largely with improving the implementation of plans, the outlines of

which remain fixed by the center, and improving the flow of information on

which decisions are based.
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CHAPTER THREE

NATURE AND TECHNIQUESOF ROMANIAN PLANNING 1/

A. Introduction

3.01 Development objectives, as outlined in Chapter Two, are being pur-
sued within the framework of comprehensive economirc planning. The major
instrument of economic management is the national plan for economic and social
development, which sets out for the economy as a whole, by sector and branch,
and on a regional (judet) basis, specific tasks and activities for economic
and socIal entities The availability of finrancial resources to implement
this plan is ensured through a financial plan prepared concurrently. In addi-
tion, other supplementary instruments are being used (e.g. prices, taxes,
credits) to help achieve the socio-economic objectives set by the RCP and
the Government. Comprehensive planning is facilitated by the social owner-
ship of the major productive resources of the country and the state's monopoly
or. foreign traUe.

B. Evolution of Development Planning

3.02 Development planning in Romania, as an instrument of the state's
economic management and control, has been in a continuous state of evolution.
It began with the development of two one-year plans in 1949 and 1950. The
basic planning period of five years was introduced with the first five-year
plan in 1951-55. As economic needs and priorities have been changing through
the different stages of the country's development, so has the system of plan-
ning as it adapts to new goals. At times, this has required major organiza-
tional and procedural changes involving the creation of new institutions or
the modification and abandonment of existing ones. With the 1966-70 Plan,
the principle of "continuous planning" was introduced and for the first time
the plan contained sections for each year, sector, ministry, region and
enterprise. The number cof targets was increased in the fifth Plan (1971-75),
and this and the sixth Plan (1976-80) are the most detailed ones yet devel-
oped by the authorities.

3.03 In addition to the scope of the plan itself, the proeess of nlan
elaboration has also changed substantially. Three periods can be distin-
guished in this respect:

1/ This chapter presents Romania's planning process as Bank staff have come
to understand it in their discussions with central authorities. The
obiprt of this cha-ter is primarily to convey an understanding of how
planning is reported. to be organized and undertaken. The principles of
sector planning are d4scussed4 n subsequent sector chapters. 't 's not
the intention of this chapter to provide a Bank assessment of the actual
operation of Romania's planning system and techniques.
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(a) Up to 1959, plan elaboration was centralized and targets
were handed down to lower-level units. Tne State Planning
Committee drafted the plan's targets based on the Directives
of the Party. Upon Government approval these were given to
ministries, which allocated control figures to their general
departments; these, in turn, applied the targets to their
enterprises;

(b) During 1960-66, the essentials of a dialogue in plan elabora-
tion were established. The ministries drew up proposals for
the plan after discussion with their subordinate units;
these were submitted to the State Planning Committee. The
State Planning Committee then drafted a plan based on the
Party's directives and the proposals. The plan, after
annroval by the Government, was divided by ministries and
subsequently by each ministry's subordinate units.

(c) Since 1967, the present more elaborate system has been used
in. which plan preparation Qtart hboth at the enternriRe levil

the State Planning Committee and other agencies for economic
analysis, with an extensiuv r^onrijiat40n nroress at national,

ministry and district levels when differences exist. This
process is expla-ined1 in fute eA--4 blow.-

3.0L4 S±Lnce LiIe N~dL.ltLat'---' ` IIrence ol t.he Romanian "4u-ist Party in

1967 called for the "raising of economic activity onto a higher qualitative
level"!/ and for the "strengthnening of thte role of the plan inL guiding socio-
economic processes" 2/ the Romanian authorities have undertaken a wide range
of institutional, economic and procedurai cnanges designed to improve tne
planning system and to increase the efficiency of economic management. The
changes have not been confined to the institutional organizations alone but
have included changes in the policy and practice of pricing, in financing and
investment procedures, and in the conduct of foreign trade among others. 3!
Many of the new procedures have been introduced recently and most of these
are discussed separately in this report.

I/ Report of the National Party Conference, December 1967, p. 6.

2/ Ibid. p. 54.

3/ The range of changes is illustrated by the passage of several new laws
including the following:

71/1968 The Law of Economic Contracts
72/1969 The Law on Planning and Execution of Investment
2/1970 The Law on Assurance and Control of Product Quality
1/1971 The Foreign Trade Law
9/1971 The Law on the Transfer of Fixed Assets and Supply of Materials
14/1971 Thp Law on Organization of State Socialist Units
8/1972 The Law on Planned Social and Economic Development of Romania
9/1979 The Financial Law
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C. The Principles of Planning

3.05 Planned economic management is viewed as an essential attribute of
Romanian sovereignty and national independence. It is an attribute which

follows logically from the social ownership of the means of production and

the state's control of distribution and exchange. Apart from this, four major

principles can be distinguished in the Romanian planning system:

(a) The Comprehensiveness of the Plan;

(b) Continuity of Planning;
(c) Complementarity of Economic Activity;
(d) Democratic Centralism.

3.06 In Romania, the plan is a comprehensive instrument that covers the
bulk of economic activity in all sectors and administrative iurisdictions

(judets). Even the limited resource requirements of sectors outside the
direct nirviaw of the npln (P.-g nrlvate farming and housing) are includecd

when establishing material balances in the economy for any period of time.

The pilan is the sole basis for the execution of ecor.omic ac-t41ivity tan n

time.

3.07 The process of planning is continuous. During each of the planning

periods, all econom'c units seek a reconciliation of present achievements and

medium-term plans, adjusting these to coincide with longer-term perspectives.
Monthly, quarterly and annual plans are constantly adjustebL Fi-ve year plans

are made compatible with the perspective program reflecting longer term

trends. It is difficult for an outside observer to understand how this con-

tinuous reconciliation process works with many intricate adjustments required

in diverse economic activities. It appears likely that the microeconomic

implications of new directives or national campaigns are left to the enter-

prise to reconcile in the course of plan implementation.

3.08 Economic activities are viewed as complementary, not competitive;
they are oriented towards achieving a common end: the objectives set out by

the RCP, as discussed in Chapter Two. Competing demands are reconciled in the

formulation of the plan so that. it can be derived either from an aggregation
of sector/subsector plans (vertical aggregation) or of judet plans (horizontal
aggregation). Participation in the production process is undertaken under the

framework of contractual obligations resulting from the plan and is encouraged

by material, financial, pricing ant other incentives. Despite an emphasis

recently on achieving improvements in product quality, performance is still
largely judged on the basis of achieving volumetric targets. Increasing

importance is, however, being given to improving efficiency.

3.09 Democratic centralism denotes popular participation in the formula-

tion of the plan at the enterprise level. However, this deliberation can only

be undertaken in correlation with central decisions concerning the growth
rates and resource mobilization since resource allocation in the economy at

large is a political option. The draft plan is elaborated through a combina-
tinn of rentral directives and individual aggregation; that is, draft planning
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is both downwards and upwards and any differences are reconciled throueh a
continuous dialogue between the ministries, the judets and the central plan-
ning authorities. While this dialogue provides a degree of particinntion for
the entities in the planning process, some proposals of these entities cannot
alwaria ha inrliidpeli in thp final nlan.

D. Ititutions Tnunlvud in the Process of Planning

n10 All ;tate and Socialist iniati ions are 4--- A i t o,* V -Um.A ,a .. A _ _ _ _ _ ~ L&.A U..~O

planning and plan execution. The following paragraphs give a brief description
of' th-e division of responsibliti4--es b-etween the major in-tituions ir,volvred:UJ. LI~ IV ~IUL UtI. ~jJULO AL~L. tL.L~OL'~L~~L LLI UIaUL LL~L.UL IULIb J.LIVU.LVt!U

(see also Organization Chart 1).

(a) The Romanian Communist Party (RCP). The Congress of the
Communist party, wnich is usually held every five years,
is the supreme forum for the determination of the direction
of Romania's development, and issues the directives that
become the preliminary basis for the formulation of each
five year plan. The last Congress, the Eleventh, was
held in November 1974. In the period between Congresses,
the Central Committee of the Party deals with most of the
important issues. When necesary, National Party conferences
can be convened to discuss important problems arising between
Congresses.

(b) The Grand National Assembly. The assembly is the Romanian
parliament. It is the supreme legislative organ and adopts
the laws concerning the annual and five-year plans. It has
permanent commissions in some branches and fields of the
economy that advise the Assembly on the passage of legisla-
tion. The Assembly elects the State Council, which acts for
it between sessions and controls the application of laws and
the activities of all organs of state administration. After
adoption of five-year and annual plans, the Council of State
divides the plan targets among the ministries, other central
bodies and people's councils.

(c) The Spnreme Council of Economic and Social Tleve1onment (SGERn).

Established in 1973, this Council is the chief advisory and
-dplihbrative aenc-u in tho planning field. It is rcmposed of

150-260 members who represent all areas of Romanian economic
and social life. As a joint state-party organ, the SCESD
presents studies and conclusions on the long-term prognoses
to the State Council and Central Committee of the Party. It

also reports to the Grand National Assembly on the efficiency
andli consbitLency of theC fi.Ve YUdL y larn aualUI p.lansb.

(ad) Te Legislative nouse oI reopie s Councils. iiie nouse consibLs
of deputies-members of the executive committees of the people's
counciis of each administrative jurisdiction (judet). its
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responsibility is to ensure the correlation of centrally plan-
r.ed anA local ajctiv4ties anA to di-scuss, approve an' submit toLL U ai LJLa1 CI. L..L .LL_.L ~IU L. U.Lb UV dLU UJhiL U

the National Assembly those measures affecting "local" activities,

(e) The Council of Ministers. This is the highest body of state
administration. It is responsible for the management of all
economic and social activities. i/ In the area of planning,
it has responsibility for elaboration of plans and submits
these to the National Assembly and to the State Council. After
their adoption, it supervises their fulfillment.

(f) The State Planning Committee (SPC). The SPC, which is rep-
resented by its President in the Council of Ministers, is
responsible for the actual elaboration of the draft plan and
for technical tasks involved in planning. The SPC designs a
number of plan variants based on its own studies and on the
proposals from the technical ministries, other central agen-
cies and the People's Councils. It proposes which indicators
and which norms will be used for such matters as raw material
use, inventory levels, employment and remuneration. It draws
up synthetic balances of the national economy as well as material
balances for st:rategic products decided upon by the Council of
Ministers. In terms of plan implementation, the SPC, along with
other agencies, oversees plan fulfillment, proposes corrections
of imbalances and reallocates resources. Together with the
Ministry of Foreign Trade, the SPC works on five-year plans
with other CMEA members.

(g) The People's Councils. The local elected governing body in
each of the 39 judets and Bucharest is called the People's
Council. The Executive Committee of the Council, consisting
of a chairman, two or more deputy chairmen and a number of
other members c;hosen for the life of the Council, is the
chief administrative organ of each district Council and directs
the planning activity in each district for areas in which it
has direct responsibility (housing, maintenance of local
public facilities, certain education levels, etc.) The
Council also plays a maior role in coordinating all economic
activities in t;he region. 2/ Meeting every five years, the
Congress of the District Peoonle's Councils and of the Presidents
of the People's Councils has been established to discuss com-
mon nrnholm anrd servp as a forum for working out nrograms
under their jurisdiction and the means of implementing them,
within tho franDw,ork of the national development plan.

1/ The composition of the Council of Ministers is given in Appendix 1.

2/ The system of regional government and its financing is discussed
in Apptndix 2.
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(h) Trec'nica' Ministries, Centrals ar.d Enterprises. Each ma'or
kiu, I L Li 1LJ. kLkIJL LI it u L 1bc LIU £LLL L L LII iij'.

sector of the economy has a technical ministry responsible
for its planning. The centrals are independent units of the
ministries, and were set up in 1968 to assist them in economic
administration. The centrals, each of whLich directs the opera-
tions of a group of enterprises (horizontally or vertically
integrated) perform important tasks in the pianning process. i/
They elaborate their own plans based on the proposals of their
constituent enterprises, then pass them upwards as proposals
to the ministries. They also disaggregate final plan targets
of the ministries to their enterprises. The centrals have
become "titulars" to the plans of their respective ministries
with responsibility for the fulfillment of plan targets. The
enterprise is the unit that executes the plan and has to achieve
its targets. Enterprises exist not only for production but also
for distribution of goods, trade and services.

(i) The Agencies for Economic Synthesis. These agencies, many of
which are ministries, deal with aspects of the economy which
are not specific to particular sectors. The agencies repre-
sented in the Council of Ministers that are involved in the
planning process are the Ministry of Finance (assisted by
the banking system), Ministry of Labor, Ministry of Technical
Material Supply and Fixed Assets Administration, the Ministry
of Foreign Trade and International Cooperation, the National
Council for Science and Technology, General State Inspectorate
for Investment and Construction, the State Committee for Prices,
the General Directorate of Statistics, the General State Inspec-
torate for Production Quality Control and the Ministry of Domestic
Trade. These agencies collaborate with the State Planning Com-
mittee and with the technical ministries to coordinate plan aggre-
gates within their respective fields of competence.

E. Planning Techniques

3'11 While econometrir models are used as a general reference and compara-
tive framework, their use is rather recent and not extensive or sophisticated.
Traditional Eastern European planning techniques still nredominate. These
consist of synthetic and material balances drawn up for the major products
by the Council of Minister, minictripc Snne rpntrnlc nnd the elnhnrntinn nf

special programs for various branches and sub-branches of economic activities
andu for groups of products. For the currer.t five-_year plan about- 160 sucih
programmes were developed.

1/ Industrial organization is discussed in Appendix 3.



- 19 -

(1) Balances and The System of Advance Contracting

3.12 During plan elaboration macro-economic equilibrium is achieved
thrnouh t-hp use of 2 nmnrher of svnthetic balances. The process of preparing
synthetic balances is essential in the planning system. Synthetic balances
are compiledA f,.r qsuc-h facrs as naqtional inronm;p snoial nroduct labor force.

production capacity, foreign payments, incomes and expenses of population.
But the most numerous balances, which are also discussed mnore extensively
below, are material balances. Balances are compiled at all levels to ascer-
tain the feaSibilit- of plan proposals* in the case nf :n 1mhA1:nrfp nnr
organization must negotiate with another in an attempt to reduce demand or
increase supply. A change 4n one quantity may .ecessitate changes in other

.LIL ea c U JjJt -a L - --- kC jtaf- * ; lJ

variables, which may generate more imbalance and a new series of negotiations.

3.13 In the determination of material balances, each balance has two

sections: one wwhich lists the source o'L a partLcuLar resource aU the other

which enumerates its uses. Before the balance can be made final (which is

done by successive approximations), and its components incorporated 'n the
plan sources must be made equal to uses. The Council of Ministers determines
the products for which material balances should be compilea (these are the
products of major importance) and designates the coordinator of the balance,
(usually the unit which directs the iargest share of tne production or con-

sumption of the product). With the help of the State Planning Committee, the
Council of Ministers is responsible for the compilation of about 200 material

balances for products of national importance. Balances for other products are
struck by the ministries and centrals. The basic form followed in determining

the balances is presentEd below:

Sources Uses

Beginning Stock Consumption
Production Production
Imports Investment
Releases from State Reserve Export
Other Sources Other Uses

Increased State Reserve
Plan Reserves
Ending Stock

3.14 The coordination of material balances by the central authorities is

a difficult process. It. has encountered numerous problems in the past. An
inefficient geographic distribution of local and central agencies and their
warehouses, and growing shortages of some materials at a time of accumulation

of unwanted inventories, led to two reforms in 1968 and 1971. These reforms
included: (a) changes in the norms of inventories to be held and (b) the
establishment of a new institution in planning and management, the Ministry

of Technical Material Supply and Fixed Assets Administration. This ministry,
in consultation with the! State Planning Committee and other state agencies,
has the resnonsibilitv for drawing up the plan for technico-material supply
and for determining the allocation of stocks, supply contracts, and the like.
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3.15 The equilibrium in material balances is crucial to plan implementa-
tion. As a rule, for the enterprise plan to become effective, enterprises
must complete contracts for the purchase of inputs and sale of output con-
sistent with the plan. In this way the planning authority attempts to ensure
that the actual demand for inputs and supply of output (including changes in
stocks) are balanced and consistent with the plan. The enterprises are
legallyv hbnd to t-heir procurement contracts. Tf changes in an enterprise's
plan targets require modifications to these contracts, these changes cannot
hp. Pffprtrlti withAit thp rengontiatinn nf t-hp rnntrrft wi th thp rnnpnt of

the supplier. This encourages strict adherence to initially established
plan targets. *However, in such cases as the recent cnmpnian for the reduc-

tion of consumption of raw materials, a process of accommodation is impli-
cit-ly required between the contractor -and the, supplier so -tha -ationa -oal

can be achieved. Except for items covered by material balances at the level
0if thAe central anA above, the en--4 terpi ----- all have the freedom to c.hoose

the suppliers or buyers and such factors as quality, size and delivery date
are subject to negotiation. This must lbe of L-1e sLgnif14cance to most

enterprises, however, because of the limited number of suppliers, particularly
for industrial anid intermediate goous. Disputes among thLie contracting- parties
are submitted for settlement to the Ministries concerned or the Ministry of
Technical Material Supply and F Ixed Assets AiUhnistratiOn.

(2) Econometric Models

3.16 The quantitative technical basis for Romanian planning is provided
primarily by two research institutes under the State Planning Committee. The
first of these, the Institute of Planning and Prognosis, is concerned with
overall planning methodology and long-term forecasting techniques. The other,
the Computer and Cybernetics Center for Pianning, does aii tne computations
connected with the plans and develops the sectoral models that form the basis
of the sectoral plans. The models can be divided into three categories:

(a) models for long-term prognosis, covering the period 1976-
1990, with extensions up to 2000;

(b) medium-term models, focusing on the five-year plan;

(c) sector models for important sectors of the economy.

These are discussed in more detail in Appendix 5.

3.17 While the use of input-output tables has had limited significance
so far in Romanian planning, their obvious relevance to planning problems
has resulted in extensive research efforts. A 27-sector input-output table
was completed about four years ago with the sectors roughly corresponding
to the structure of the ministries and was used to establish macro-economic
balance for the 1976-80 Plan. This table was actually reduced from an earlier
(and the first) input-output table prepared in 1972 that contained 74 indus-
trial sectors. Its application, though, to the Romanian planning was found to
hp Pytrpmplv diiffiicult.



3.18 Despite the prc,blems in developing and applying the new technique,

experimentat'Lon with tlhe mode'ls 'Ls continuing and some useful applicatior.s

have been observed. They have helped to identify those branches and sectors

which contribute most to national income in relation to the energy, materials,

national resources and especially, to imports required. In addition, they

have indicated some discrepancies in the balance between sectors.

F. The Use of Plan Indicators and Norms

(1) indicators

3.19 The responsibilities of the various economic units are estabished

and monitored through the use of indicators, which are in essence obligatory

targets through which the economic activities of enterprises, centrals and

ministries are controlled. Generally, such indicators are established at

three levels: (a) for the macro-economic parameters of the economy; (b) for

the various branches of economic activities (that is, for ministries and

centrals); and (c) for enterprises. The indicators of the national plan,

which include, for example, gross value of output, wage bill, outlays per

1,000 lei of marketable output, labor productivity, investment levels, sup-

plies for domestic markets and exports, are established by law when the plan

is approved. The rest oE the targets are established by the ministries,

centrals and people's councils and enacted into law by a Council of Ministers

decree.

3.20 At each level Df economic activity, responsibility for performance

rests at the next higher level. Thus, the ministries establish the targets

for the activities of the centrals, and the centrals for the enterprises.

This decentralization in target-setting has introduced a certain flexibility

in meeting overall plan targets. A central, for example, could accept reduc-

tinns in the targets of some of its constitutent enterprises if these reduc-

tions have no effect on the central's performance as a whole, that is, if

there are indications that they would be offset by above-target performance of

other units. Similarly, changes in targets of a central of a certain ministry

are considpred in the context of the ministry's overall performance. Reduc-

tions or substantial modifications of targets approved for a ministry are

subject to approval by the State Council.

3.21 The nature and -articular use of indicators in Romania's planning

have encouraged a growth-oriented economic performance. One of the most

important 4.ndicators, for examnle, is that of gross value of output. Because

a bonus system is partially tied to this indicator (as explained in Chapter

vour%, all' units strive to maximize output to meet established targets. A

corrective measure was introduced experimentally in 1973, incorporating net
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output into a target indicator, Uut its use 'Ls still limited. 1/ Tie emphasis
on improving product quality and efficiency in the production process has,

wever, -Ueen gradualLy iLncLeasng anud currently a numDer oI indicators
address such factors as improvements in labor productivity and reduction in
the consumption of' raw materials. The fulfillment or underfulfillment of
such indicators has also been incorporated in the bonus/penalties system.
The general rulfiiiment of such indictors has, however, proven to be dif-
ficult.

(2) Norms

3.22 In Romanian planning, norms, which are quantitative expressions of
existing rules, are prepared for virtually all activities in both productive
and non-productive sectors. Among the most important norms are work-time
necessary for the completion of an operation, fixed assets required per unit
of output, working capital consumed per unit of output and material input
per 1,000 lei of output. A system of progressive norms is applied in the
elaboration of all plans. This means that future input requirements are
not determined by reference to an average result of the past but are based
on a combination of the best and average results.

3.23 Norms are established in many different ways. Where information
is abundant, norms are fixed on the basis of time, production and staffing
studies of specific industries or even plants. When data are limited or
a technology is imported, norms are purportedly based on cadre-personnel-
production structures in similar sectors in other countries. However, it is
apparent from plant visits that this is not always the case as overmanning of
enterprises, including those with imported modern technology, has been observed.
Norms are also calculated by extrapolating from enterprises of the same size
and with the same production profile. If a norm is inaccurate, it would
affect target fulfillment.

G. The Planning Process and Types of Plans

3.24 Plan preparation is a very lengthy and time-consuming process in
which nll Pntitipe nre inuvlved= The major undertaking is the formulation of
the five-year plan. Preparations for the elaboration of the five-year plan
begin with the issuance of the plan directives by the Party Congress. The
preparation of these begins two to three years before the end of the five-year
plan then current. Available studies or prognoses are used an. new ones are

1/ Thie use of nIet output as a target idLcator differs from tiLat of gross
production (which includes both material inputs, goods in process,
servLces and depreciation) because ILt tIU1ILebLUe LtLe pLoUULcLtio of a

finished product, net of input. This indicator discourages physical
output maxlmization anu, since it maKes no alLowance Lor raw material
input, it also discourages enterprises from adopting a product mix
favoring heavy or high value products.



commissioned at selected levels of organization and economic activity in order
- ~ ~ ~ ~ ~~ ~~~- -- - II n'Il- __- -. A _to provide tne foundation for drafting tne plan direCLi-Veb. TIhebs sLUUds,

which usually cover each branch and sub-branch of national and regional eco-
nomic activity, pinpoinc products of special importance to the development
effort and of strategic value to the country. A subsequent effort is under-
taken to establish macro-economic balance by aggregating the results of these
studies in elaborating the draft outline of the plan.

3.25 The draft outline of the plan together with the long-term macro-
economic prognosis, drawn up by economic branch and by district, is analyzed
and approved by the Council of Ministers and then submitted to the Political
Executive Committee of the Party. Shortly after the Committee's approval of
the outline and prognosis, the draft directives to be issued by the Party
Congress are elaborated. A version of the emerging concensus is then received
by the SCESD and submitted for adoption first to the Executive Committee and
then to a plenary session of the Central Committee of the RCP. The current
five-year plan outline and the prognosis up to 1990, as well as the draft
directives, were approved by the Political Executive Committee in June 1974.
The draft directives for the plan period 1976-80 and the principal guidelines
for development for the subsequent 10 year period (1981-1990) were adopted by
the plenary session of the Central Committee of the RCP in November 1974.

(1) The Five-Year Development Plan

3.26 Within the bounds of the issued general directives, the five-year
development plan is elaborated by the ministries and judets. This process
involves the participation of all economic and administrative units in the
state hierarchy, which then engage in a successive submission and consolida-
tion of information "unwards" from the enterprise and "downwards" from the
plan directives as follows:

(a) On the basis of their current operations and their expected
expansion of niitniit and capacityj enternrises submit to the
centrals estimates of their production, together with their
npped fnr rcirrpnt inputs and fnr investment and working

capital. At the same time, these estimates are submitted
to the local author-ity in whose are the enterprisep isc 1ocated.ii-r iI,. ~ 1 ll-hv, I - 1,, jhrj_. --- th .rtrn1-i rc

This enables the regional plans to be elaborated simultaneously
L wiAth the brJanch ministerial nians.a

(b) NThe task of th-',e central is to-1 elaorten a nlnn fo-r itsc part--

icular branch of industry. Enterprise plans are in this way
consolidated in a first degree of a--regation, takingir
account both the suggested plans of other enterprises and the
overaL± 1 .ta_ 4 on .. Lo 4 A4 -- 4 ; to -4.aoo.ct; ,_

tuent enterprises, the centrals arrive at agreed first drafts
olf thleir plans1, WhLiLch ae Lthe L-LI t teUdU.LLU to LLIrL repctiv

ministries.
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(c) The function of the ministries is to prepare the plan for their
fields of activity. They try to achieve sector consistency
between reurmnsand availabl-1ities i;n the light of nLationLalU~L~ L .=

4
UL ~.~L~IL tU avoL..L u .L J... LL~ u LII L .LJ.,L IL 1JL I LJ.U L.Id.

priorities. The ministries bear primary responsibility for
propUsLing the creatio., ofL new enterprlstes or thLl1e expansion o

existing ones, and, together with the local authorities, for
the location o0fi new plants.

(d) At the same time, regional and local authorities are required
to prepare regional development plans for the rational use of
resources within their respective areas. In continuous con-
sultation with the respective ministries (who have their own
representative in a coordinating function attached to the
People's Councils), the local administrative bodies play an
important role in proposing the nature and location of new
investment projects in this area so regional plans are not in
conflict with each ministry's plans.

(e) Together with other "organs of economic synthesis" 1/ the State
Planning Committee (SPC) is responsible for correlating the
projects proposed by ministries and local authorities and for
ensuring macro-economic consistency of both the material and
synthetic balances. The SPC together with other organs of eco-
nomic synthesis is elaborating the draft of the plan and pre-
pares it for submission to the Council of Ministers.

3.27 Once the plan reaches the stages of final draft, it must be approved
successively by the various government and party organs in hierarchical order.
First, review and approval is obtained from the Council of Ministers. The
endorsed plan is examined by the Supreme Council of Socio-Economic Development
and subsequently submitted with recommendations to the Central Committee of
the Communist Party. The latter, in its plenary session, authorizes the plan
objectives as contained in the draft. The plan is finally discussed, approved
and ratified by the Grand National Assembly, which passes the enabling legis-
lation.

/ e. . b odiLLes suchL as hl Mnistries of Finance and Foreign Trae, th
Central Statistical Office and others engaged in the economy in a
general capacity, see para 3.10(i).
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3.28 This Law of the Plan provides the only available published informa-
tion on the fivp-vpyr plan. I/ Because the information pr nvented in the T.Lw

of the Plan is in an aggregative form, it is possible to know the plan's
ponicy objectves and action themes but not to evaluate the efficiency of
inter- and intra-sectoral. resources allocation except in very general terms.

3.29 The Law of the Plan provides the macro-economic policy objectives
of tu Part by J (a) set..ng targets for the economy agair.st whL iLc h per'LormaLce
will be evaluated and (b) establishing the basic themes for the plan's imple-
mer.tation (fLor example, i.mprovement 'in ecficiency, technology, product quality,
energy conservation). Included in the document are such macro-economic targets
as Liat'LoUiai 'Lncome growtLL, 'uIvestment le-vel, gross production ior tne indus-
trial and agricultural sectors and for their major products, employment and
productivity, standards cf living, increases in tne volume or international
trade.

3.30 The investment requirements are determined in aggregate terms.
Apparently only a small number ot projects, the major ones, are identified at
that stage; for most projects included in the total project analysis is under-
taken after their inclusion. This leads to a double bind situation at the
time of project analysis for subsequent non-approval of a project would jeo-
pardize the investment target fulfillment of an entity.

3.31 While sector targets may be summarily presented in the most aggre-
gate form in the Law of the Plan, each sector ministry is fully aware of
its being a titular of th.e plan. And, in order to ensure plan fulfillment,
performance indicators are developed for each ministry, to be achieved at
each level of responsibility by the centrals. The centrals in turn set the
targets for the enterprises. This disaggregation of indicators, eventually to
the enterprise level, is exercised within a range of discretion, accommodating
as much as possible the economic conditions prevailing in different centrals
and enterprises as long as the aggregate targets are met.

1/ In its final non-published form, the plan is comprehensive and extremely
detailed with some 2.1 chapters. Each chapter, a self-contained plan for
each respective field, forms an integral part of plan as a whole. The
principal chapters of the plan are: (1) Industrial Production, (2)
Agriculture, (3) Water Administration, (4) Forestry, (5) Transportation
and Telecommunications, (6) Technological Research and Development, (7)
Improvement of Product and Production Quality, (8) Investment in Construc-
tion, (9) Geological Exploration, (10) Technical Material Supply, (11)
Foreign Trade, (12) International Economic Cooperation, (13) Training and
Tmnrovenmnt of thp L,abor Forrp.. (14) Labor Forre- Popiilntion Wages and

Incomes, (15) Production Costs, (16) Prices, (17) The Supply of Goods and
Sprvirps for the Populationj (18) Development of the Matemrial Bai of
Education, Health Care, Culture, Housing, Local Public Facilities and
Environment Protection, (19) Social Product anrd National Income, (20)
Centralized Financial Plan, Balance of the Incomes and Money Expenses of
Population, (21) Regional Development.
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(9) Tha A-inl.o P1lon

3.32 Following practically the same procedures as those for the elabora-
tion of the five-year plan, the draft of the annual plan is prepared in detail
about six monthLs before lt is duue to le executed, i.e. Uy the mi.l.e of tlhe
preceding year. It contains the same chapters as the five-year plan and in
its pubiished fLorm iLt LS aLmost a repl'ca OL thLe five-year one i,, structure,
content and style. As an illustration, an informal translation of the 1976
nLnual Plan is g iven Ln Appendix 5. Lle targets of the anniual plan are based
on:

(a) The provisions within the five-year plan for the year in
question;

(b) The availability of new resources or reserves and the pos-
sibility of using more fully existing production capacities
as well as of increasing labor productivity;

(c) Achievements in the previous year, the rate of growth of
domestic and external markets, and other factors warranting
an adaptation of the original five-year plan targets.

3.33 Because of some flexibility in the planning process, which is finally
made concrete in the annual plan, it is not necessarily true that a summation
of the annual plans for five years will yield the targets of the five-year
plan. It also follows that enterprises may not meet annual plan targets but
still meet and surpass the five-year plan, depending on the level at which the
former are set.

3.34 In the process of annual plan elaboration, many new projects are
introduced. As a rule, these have to be fully prepared about six months
before the year of execution, including relevant techno-economic studies and
information on the financing and procurement of supplies. In earlier years
the proportion of prepared projects was much smaller and this may explain
occasional lags in fulfilling investment targets. The project selection
criteria combine technical/economic and social considerations 1/. As many
as 17 technical and economic indicators are legally specified for considera-
tion in the case of each proiect but in reality a smaller number is used in
approving the projects. Decisions to invest are a matter of policy priori-
ties and a project must integrate first into the plan priorities. Once it
is approved, resources will be allocated for it. So, implicitly, a decision
to incornorate a proiect in the Dlan implies that there is no alternative use
of funds that can provide a higher rate of return. Also, since the merit of
Pnch invPstmPnt is iliticypi indivifiuallv And therp iR nnt as invlp rritprion

I/ For a detailed review of project selection and investment criteria,

see Appendix 5.
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upon which all costs and benefits can be measured, trade-offs between the

individual criteria used must be established at some stage of the appraisal

process. This calls for a decision on the weights given in each project to

each criterion. In many cases the weights can be derived by the priorities

in the government's strategy. Finally, to the extent that prices used in

evaluating costs and benefits differ from border prices the real net benefits

cannot be easily determined.

3.35 After the drafting of the plan, the State Planning Committee, the

ministries, centrals and enterprises begin the process of arranging for supply

and marketing contracts (para 3.15), in order to make the plan concrete. In

the fall, the final amendments to the draft plan are incorporated to include

the most updated information on economic performance under the current plan,
i.e. harvest results and preliminary estimates of performance for the other

maior sectors. This draft plan is then presented to the Supreme Council of

Economic and Social Development, subsequently to the House of People's Coun-

cils, the plenum of RCP and finally to the Grand National Assembly.

3.36 When the nlan is annroved. the process of its disaggregation begins.

This involves among other things what is called the "nominalization" of pro-

duictinn targets, ie. the settino of fixed and obligatorv obiectives in stated

production lines. The Grand National Assembly, through the State Council, and
the Council of Ministers nominalize targets only for a range of maior nroducts
(in 1977 the Assembly nominalized about 60 products, the State Council about

1,300). The m4nistries and centrals allocate responsibilities for these cen-

trally nominalized products and specify the different types and qualities

ofL the products to LUbe produceA; they also nominalize an additiona! rarge of

products for the enterprises. Thus the enterprises receive some targets that

are niomilinalLzeU U'y the .JLcate Council, some uy the ministries and other s by

the centrals. Such capacities as the enterprises may then still have avail-

able can be used to produce products ou their ow.i choice, proVided supply and
purchase contracts can be found. 1/ Once the enterprise, in consultation with

the central, has decided upon its additional targets these become obligatory
and are entered as such in the plan of the enterprises and centrals. In the

end, therefore, nominalization is always 100 percent. In the process of

elaboration, however, there is a range of discretion in setting targets at

each level, from ministry and central to the enterprise.

H. Financial Planning

3.37 As already mentioned, parallel with the major national effort to

formulate the five year and annual development plans, the various units pre-

pare financial plans that identify the resources they wiii require to imple-
ment their physical plans. Financial planning plays a significant role in

helping the government attain its development objectives. It has these main

objectives:

1/ An enterprise cannc,t enter production of any product before contracts

have been completed'.
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(a) ensurirng the availability of finan.cial resources required b-
the economic development plan of the country, and establishing
the necessary correlations between tese 4na-.C4a' resources
and the various programs of development;

(b) ensuring a financial balance within the economy, -- a financial
equilibrium between resources d expenditures, a monetary
equilibrium between the money supply and the availability of
goods and services and a currency equilibriuum DeLween
resources and expenditures in foreign currency;

(c) enhancing economic efficiency in all sectors of activity, both
productive and non-productive.

3.38 The responsibility for financiai pianning at the national ievel is
that of the Ministry of Finance, which works in close collaboration with the
banking system and other agencies of economic synthesis. The banking system
consists of the National Bank of the Socialist Republic of Romania and four
specialized banks: the investment Bank, the Bank for Agriculture and Food
Industry, the Romanian Bank for Foreign Trade, the Savings Bank (See Appendix
8 for more details).

(1) The Centralized Five-Year Financial Plan

3.39 The centralized financial plan for the five-year period provides a
synthetic balance sheet for the entire economy. The financial plan is pre-
pared with reference to the targets set forth in the development plan and
its main purpose is to consolidate the relevant financial information and to
determine the consistency of the planning effort. Included in the central-
ized financial plan are all financial resources and their respective uses;
equilibrium between resources and expenditures thus is supposed to become a
test of the financial consistency of the comprehensive plan. The centralized
financial plan is elaborated on the basis of established value relations
especially concerning the domestic and foreign price levels. When preparing
the centralized financial plan annually, the impact of changing domestic and
foreign prices is considered and, accordingly, the five-year centralized
financial plan is corrected. For example, the centralized financial plan for
1976-80 was originally finalized in the prices prevailing at that date (the
domestic prices were expressed in 1963 prices). A number of modifications
have been introduced, however, with the 1974-76 resetting of production and
delivery prices. First, the State Budget for 1977 was expressed in 1977
nrices, which were known when the draft budget was being prepared and, second-
the 1977-80 centralized financial plan was also corrected to reflect the
diffprent nrirc hbap.

3.40 Corcurre,t wt,4 -h the drawing up of the annual -!an of the
the annual centralized financial plan is being prepared. Initially, the data
contained Ain the f4ve=year financial plan is disaggregated -and placed at the
disposal of the ministries, the purpose being to provide guideposts for the
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preparation of the annual plan. Preparation of the annual financial plan also

leads to the prep-aratin of the first eiraft nf the State RBiget by the Minis-

try of Finance. The annual financial plan is an operational document, which

presents the targets and financial indexes for the crainng year anti asssts

in checking the feasibilit:y of governmental directives and the intersectorial
consisOtenc of I~ the ec.n iJftU.c plank.

ILL. L L.CLdI £ULII-CI u

I. Pla Fulillen an Control

,(1 \ -.t 1
L iLa Fan u pLLMent an_u

3.41 The Council of Mixnisters oversees the execution of the plan but the

centrals also play a key role in supervision since the enterprises are directly

responsible to their centrals for the plan's implementation. Plan execution

is monitored continuously by the centrals, the ministries, local administra-
tive bodies, financial and banking institutions, tne State Planning CommiLtee

and the Central Council for Workers Control of Socio-Economic Activity, all
of which report systematically on progress in target ruiriiment. Tnus at any
given time, the central authorities have an updated and accurate knowledge
of the state of national economic performance. An incentives/penalties

mechanism is also built into the monitoring system, designed to promote ful-
fillment, even overfulfilLment, of the plan's targets and a more efficient
use of resources.

(2) Financial Control

3.42 Financial control is exercised in two ways: preventive and audit-
ing (ex-post control). The main role of preventive financial control is
to identify and eliminate non-legal spending and, thus, ensure that business
is being conducted efficiently and according to the plan. It is continuously
exercised at various levels. At the enterprise level, the chief accountant
reviews and approves all financial transactions. The Ministry of Finance and

the Bank ensure that no transfer of funds is permitted except within plan
guidelines and according to the approved techno-economic documentation for
specific investments. Finally, the Superior Court of Financial Control, as
a body of the State Council, exercises control functions for the ministries

and other centralized state agencies. Ex-post control is undertaken in order
to check whether the financial transactions have been performed in accordance

with the plan. First, there is internal financial (budgetary) control organ-
ized at the enterprise, central and ministries level. This is undertaken
at least once a year. Second, the Ministry of Finance has its own control
organizations, the State General Financial Inspectorate and at the district
level the Territorial Financial Inspectorate, that check on economic, finan-

cial and exchange transactions to ensure that they conform to existing laws.
Third, the National Bank and the other specialized banks use their inspectors
in connection with their credit operations, investment financing etc. Fourth,
the Superior Court of Financial Control undertakes similar control for the
ministries and other state agencies and checks up on the Ministry of Finance.
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(3) Plan M od ifiaio

.4 3 M1odica It"4on o tIe plan durLng th1e course of Lts o aio can be

made by the authority that approved it at each level of responsibility pro-
vd-4eda tat n o c on tr arct iJ-s un dje rfulfll fJL1edA (pa r a. 3.15)Z .Without outside per=Lb UiIUCLLULLLLLCU S..jaia. .J.J.J/ * YY.LLLII.JLLL UULC.Lueper=~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~j a LL L L U O.U

mission, an enterprise can change an output target nominalized at the level
ofLit= th LILe [LLLp e LUVlUeU L10 (IontracLs are trokL e ot new legally acceptable

contracts concluded. For an enterprise to change an output target assigned
by the central, it must demonstrate jusuiriaDie cause and tne central can
authorize the modification only as long as the central can continue to meet
output targets assigned Dy tne ministry. Likewise tne ministry can approve,
again given sufficient reason, only those plan changes by the centrals which
do not adversely affect the output targets set by the State Council.

3. A Further Assessment

3.44 Romania undertook in the late 1960 s and early 1970 s measures in
planning and management which were intended to increase the responsibility
of the enterprises in elaborating and implementing the plan and to orient the
economy to a more efficient use of its resources. While these changes were
not broad in nature and scope, they were of significance in the context of the
centrally planned and managed Romanian economy. Success in their implementa-
tion, however, has varied. In the course of the discussion above, some of
the implications and difficulties arising have been highlighted. Additional
selected topics are being reviewed briefly in this section and the following
chapter.

3.45 One of the more important new measures was the introduction in 1969
of a newly found entity: the central or industrial association. It was
established as an organ of management between the enterprises and the minis-
tries. The centrals were supposed to assist the ministries in a more effi-
cient management of their constituent enterprises by taking over some of the
enterprises' functions such as marketing and budgeting, but not production.
However, the potential gains from that reorganization cannot be realized in
all cases. While not involved directly in production, the centrals have been
responsible for overseeing the productive activities of the enterprises. Some
of the centrals maintain a role which is not dissimilar to previous functions
of the ministerial directorates that they replaced. In spite of these decen-
tralization measures, therefore, decision making has remained centralized.
Decpntra1i7ation of aiuthnritv would allow the centrals to seek economies of
scale in production operations and internalize externalities.

3.46 Certain conflicts have developed from the role of prices in the
roc e almoatin process. Monmoacr mox hp eirpt-fptC ton iuse rrt.qin mntpri ol

when they can meet cost reducing targets by selecting alternate inputs. For
example, in the 1960's government ft-tf-mpt- tA cn,vert pnerau use from gas to

coal, which were included in the targets of various enterprises, were largely
frustrateL d buecause of uincthanged lower g3C. as p p ----
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CHAPTER FOUR

OTHER MANAGEMENT INSTRUMENTS 1/

4.01 A wide range of instruments is used by the Government to assure the
implementation of the Plan and the mobilization of resources required for its
success. 'These include: the system of prices; the institution of a uniform
exchange rate to serve not only as a means of linking Romanian prices to world
prices but also as an efiiciency indicator at which goods should be traded;
financial incentives to stimulate workers and management to meet or surpass
production targets; and i-inally, financial instruments that include the State
Budget, the banking system and the use of credit, interest rates and money
supply. A more detailed discussion of the State Budget and its components
and domestic resource mobilization is given in Appendix 7; while the banking
system and other monetary instruments are dealt with in Appendix 8.

A. Prices and Pricing Policy

1. Role of Prices

4.02 The present system of prices in Romania dates from 1950 when, with
the issue of Decree 142, responsibility for setting prices was removed from
individual producers and given to responsible government bodies - the Council
of Ministers, relevant Ministries and People's Councils. The decree also
established three basic pricing principles which have governed all subsequent
price regulations:

(a) uniformity of Drices of similar commodities throughouit
the country;

(b) stability of prices through permanent control; and

(c) monitoring of prices with respect to costs, quality of
pnrodcrts qnd cgpnperl PrnnmTnir rnnditions.

64.0 Thp nrincipal Fuinit-inn nf nrince :at the nr-Qnt, ti-a n. frrm:l 1 y
laid out in the Law on Prices and Tariffs, No. 19 of 1971 which was updated
and republished on january 1, 1977. These func t4 in carrying out the role
of "attaining the economic policy objectives for socialist industrialization
andAintensive Aevelopment of agr6 icullture, for enAlarging .omestic andA foreign

trade, ensuring monetary stability and elevating the people's standard of
1living" are:

/L iIiJs chLapter presenLts the op.eration ofL managementL instruments in Romania
as Bank staff have come to understand it in discussions with central
authorities. The obJective of this chapter is primarily to convey 'ow

the instruments are reported to be used, not to provide an assessment of
how they operate.
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(a) Lto serve as a .me;ans of aggregatior. and a mhLeasure of value
for the measurement of inputs and outputs and contribu-
tion of each enterprise anrd ecooUmic u1iL to social prod-

luct and nationai incomes;

(b) to reflect the social costs of production and thereby to
contribuite to the allocation of resources to different
sectors of the economy;

(c) to stimulate econoTlic efficiency and qualitative improve-
ment of production and to encourage reduction of the
costs of production and increases in labor productivity;
and

(d) to distribute national income and goods.

4.04 In this formal sense, therefore, the role of the pricing system in
Romania is essentially similar to that of all other economies, that is, it
provides data for the valuation of goods and economic calculations. However,
since prices are only one of a number of measures and instruments used for and
subordinated to the coordinated planning and implemectation of development
objectives and are established by the state at fixec levels or within narrow
boundaries, a more detailed examination of prices at wholesale and retail
le--ls and their relationship to other instruments available to the Govern-
men_ is required to explain the specific functions of prices in Romania. The
operation of the pricing system is discussed in paragraphs 4.09-4.16.

2. Categories and Components of Price

4.05 The principal categories of prices in the Romnaian economy are:

(a) in industry

(i) wholesale. prices

- nro.dilrer nri cp
- delivery prices

(ii) retail prices

(b) in agriculture

(i) producer prices

(ii) contract prices

(iii) acquisition prices

(iv) delivery prices

(v) retail prices



4.06 Wholesale prices have been defined as "the economic means whereby
economic enterprises and organizations in the socialist sector conclude the
process of buying and se]ling in the delivery of goods among themselves." 1/
Producer prices constitute ex-factory prices usually paid by enterprises in
their sales to each other, while delivery prices (producer prices plus turnover
tax) are the prices obtained by enterprises when selling to internal trading
enterprises. 2/ Retail prices are the prices at which goods are sold to the
population by the trading enterprises.

4.07 Producer priceS consist of the planned branch-average unit-cost of
production (i.e. branch-average production cost) covering all direct and in-
direct outlays; plus a pre-defined profit (beneficiu or benefit) which ensures
a reasonable profitability for all branches, for a majority of the enterprises
in each branch and for most products within each enterprise. The production
expenditures entering into the calculation of the producer price were estab-
lished under Law (No. 19), on Prices and Tariffs, 1971 as follows:

(a) Raw Materials
(b) Fuel, Energy and Water
(c) Wages and Social Security Contributions
(d) Depreciation of Fixed Assets
(e) Tax on Production Funds (Capital)
(f) Land Tax
(g) Research aLnd Development Expenses
(h) Interest on Short-Term Credits and Other Financial Exnenses
(i) Profit

The Law also made allowance for the levying of a regularization tax upon the
nrofits of enternrises in rases whprpe, 2 a repu1t of inensn production
expenses over time, excess profits were made. In January 1977 the Law on
Prirp.^ and Tqriffq was repbih1ihPd to incorporate some changes in the system
of price formulation. In. the first place, the tax on land was no longer
counted as a pro~ductio n expenditure but became a tax tonbe paid from profits;
in the second place, the tax on productive assets was abolished and a separate
tax on nrofits was intrndiuPd, thrnoigh the T.L.w nf Taxes on Profits (Decree

391). Finally, the regularization tax was removed.

4.08 For the IAS sub-sector of agriculture, the pricing structure is
simila.r t_o that in indust-ry; there is a single .holesale price, knowLL as the
delivery price, at which all state farm produce is sold to state trading enter-

-_ a - v . v a . .a iu L.,,Ct C At a t11i 0 t tGO ACL WILL 1L FvUUL0L C

can dispose of produce. Most produce is sold to the trading enterprises at

1/ Dr. G.H. Sica, "Projection and Planning of Wholesale Prices", Bucharest,
1I J

2/ Goous delivered for export are sold to foreign trade enterprises at
producer prices.
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co[ntract prices ('contracts 'eing drawn up at the beginning o0 the crop year);
produce in excess of contracted amounts is also usually disposed of at these
prices, contracted amounts simply being increased to cover the surplus.
Produce can also be sold to trading enterprises at acquisition prices. Since
they are generally lower than contract prices, they usually apply to unforeseen
sales made when a CAP member or private farmer needs to dispose quickly of a
few animals on small amount of produce. Produce from CAP members' private
plots and private farmers is also marketed directly to the population in
peasant markets, at flexible prices within bounds established by People's
Councils. For state-sold produce, fixed retail prices, uniform across the
country but incorporating seasonal variations, are established.

3. Price Reassessments and Operation of the Pricing System

4.09 The functions of the pricing system presented in para 4.05 represent
the legislative culmination of a debate on the role of prices, profit and the
socialist market which took place in Romania during the 1960s. The debate
arose from the increasing complexity and interdependence of the economy and
the recognition that the planning and implementation of economic activities
required more indirect and decentralized instruments to complement or replace
the system of directive planning. In 1967, the Central Committee of the RCP
issued directives 1/ proposing a number of changes in the planning and admin-
istration of economic activities, in which consideration was given to the
active role prices could play in implementing and planning development objec-
tives. Until this time, for many products prices had had largely an accounting
function only; their role in the allocation of resources in the socialist
sector and in providing appropriate signals concerning economic efficiency was
small. This was, perhaps, for the best, since, as the Directives put it, "one
of the main drawbacks of the price system in our country lies in the fact that
a series of nrices are established without the social expenditures incornorated
in the given products being taken into account and that the criteria of the
lnw of vAlue whirh still governs in one form or another any economy based on

commodity production are being ignored." If prices gave the wrong signals
to economic urnits, rhe impact was negligihle as long as the Allonrnion of

resources and the implementation of production plans were governed by other
instruments and management tools which took little account of prices. The
increased sophistication of the economy and the increasing impossibility of
covering all economic activities w4th physical indicators raised the possi-
bility that economic units would pursue their financial interests as indicated
Vl.Il s~u~re Al A ..Ar..AA4ce a-;nd At Afhereby makeIA mre ,4i4ff;ic,u1t t he ful1f;1l1mentF of
Uy L t o L LLL I-, Lt tJ Vt 1o L t..... L- V_ - - X _

development objectives. As the 1967 Directives stated, the use of inappro-
priate prices, in particular, made it di-iul tUCo raise the efficiency of

production, to lower the consumption of inputs and improve the quality of
goods. Thus, the major concer0s of pr ice assessments have been wholesale
prices.

1; On the Perfecting of Management and Pianning ofL the National EuconLomy.
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4.10 In 1956, a State Committee for Prices was established to administer
the pricing system and. following disccussions of the CGntral Committpp's
directives by the National Conference of the RCP and its Tenth Congress,
an Inter-Ministerial Conmmission was annointpd to make nrnnoq1as u,ndpr thp
supervision of the SCP, for improving wholesale prices. Out of these pro-
posals camp the 1971 Law nn Prices and Tariffs which established the legal and
analytical framework for the new pricing policies. In 1974, the application
of new nroducer and delivery prices began. 1/ It was formally completed at
the end of 1976, although some corrective changes have been made since then.
As the Commiission on Prices indicated in its report, it can only be a gradual
process, in view of the past decisions that have shaped Romania's economic
progress, by which p}iCeS can buLe broughtL cLoser to so.Lial valaio.- s[, whet
measured in terms of internal values or international prices.

4.11 The price reassessment can be most usefully discussed from two
angles; first, the exteClt to which thie price changes reflect more accurately
and fully the social costs of production, and second the extent to which the
price system working with otner managerial tools has been able to carry out
the functions delineated in the 1971 Law.

4.12 In one sense, the price reassessment unequivocably led to improved
calculations of social costs of production, since between 1963, the date of
the previous price resetting, and 1974 producer prices and actual production
costs had diverged as a result of technological change and changes in factor
productivities. However, the major discussion on prices as a measure of
social costs of production centered upon what should be included within the
producer price as an appropriate charge for the use of capital. Before 1974,
improvements in producer prices (which took place in 1955 and 1963) had not
dealt effectively with the question of the calculation and distribution of net
profit. Producer prices before 1974 had included charges for capital only
insofar as depreciation expenditures were concerned. Thus no charges for
the use of capital stock were incorporated, because funds for these purposes
were generally provided through the state budget. Once the overall amount of
profit and thus the average rate of profit had been determined for each indus-
trial branch, the rate of profit for each enterprise and each product was
determined on the basis of production expenditures. The 1974-76 producer and
delivery price reassessment introduced for the first time explicit charges
on total assets and working capital as a component of production expenditures
so as to stimulate a more efficient use of fixed assets and to prevent over-
capitalization of production. The rate of profit for each product was recal-
culated on the basis of all production expenses and the average branch rate
of profit so as to take into account fixed assets and working capital.
Beginning in January 1977, the tax on productive assets was abolished (para.
4.07); at the same time, a tax on profits was introduced as a means of trans-
ferring to the state budget the difference between producer price and produc-
tion expenditures in excess of planned profit (see Appendix 7). This was done
because the authorities wish to increase the role of profit, in cooperation
with other indicators, as an instrument for stimulating greater efficiency at
the enterprise level.

1/ For the stages of inmplementation, see IBRD Current Economic Position and
Prospects of Romania, Annex B, No. 492a-RO, October 11, 1974.
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4.13 Insofar as the functions of prices in planning and implementation of
economic activity of enterprises are concerned, producer prices are more impor-
tant in the implementation of plans than in determining the allocation of
resources. The allocation of resources is made chiefly through the planning
process and the fact that the allocation is made increasingly by indicators of
value reflects the fact that the overall structure of producer prices has been
made consistent with the country's development objectives. This is of prac-
tical importance in the planning process because the reconciliation of enter-
prise plans aggregated upwards and the macro-economic plan parameters of the
State Planning Committee can only be achieved speedily and efficiently if the
combination of physical, financial and pricing instruments applied at the
enterprise level orient units in the same direction as the central plans.

4.14 In the areas where physical indicators do not constrain the alloca-
tion of resources, producer prices clearly do have an impact on production
planning. This is most obvious in agriculture where the structure of input
and output prices clearly affects the production of goods by private farmers
and members of CAPs on their private plots, but it also occurs to some degree
in industry, particularly where enterprises have some discretion over product
mix and factor utilization.

4.15 Producer Drices are also used to orient enterprises towards ftulfill-
ing their plans and to evaluate performance in executing plan objectives such
as reduction of cost and improved qualitv of goods- insofar as the structure
of prices provides appropriate signals. The fact that specific plan targets
for cost reduct'ion and new improved prod_irts have been neressary suggests that

the structure of prices while improved by the recent exercise is not yet suf-
ficiently finely-tuned to act in every case in favor of these objectives. The
Law on Prices and Tariffs provides for the continuous review and improvement
of prices and the Government has indicated that, in future, more frequent
reviews of price levels will take place, although it remains government policy
to maintain a conjstant structure of prices within each pa pro T.he need

for continued improvement is shown by the adjustments which have been made,
particularly in construction, sin.e the prodlucer price ercs CwaO co.LmLplted.

4.16, UU4-,ie th-e goverrulmen't's policies to-warlds produucer andu delivery prices

have led to considerable change in their levels and structure, it is the
relative lack of change which demonstrates go-vernment policy towards retail

prices. It is government policy to maintain as stable a level of retail
prices as possible. To this end, the five-year plan contains a target for the
maximum permissible increase in retail prices, the fulfillment of which is the
primary responsibility of the Council of Ministers, tne State Committee of
Prices and the People's Councils.

B. Foreign Trade Pricing and the Exchange Rate

4.17 Just as the planning and organizational changes stemming from the
Directives of the 1967 National Conference of the RCP concerned both the
internal organization of the economy and external economic relations (see
Chapters Three and Seven), so the reorganization of the pricing system
affected both internal and external transactions. The major impact of the
pricing reforms upon external transactions has been to expand the influence
of international prices upon Romania's domestic price levels and to make use
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in a limited way of the relationship between domestic and international prices
to helD determine the goods suitable for exnort and imnort- This has been
achieved through the institution of an exchange rate in 1973 and a more
annronriate domestic nricing syvtem, which together nprmit a more instru ctive

comparison of Romanian and international prices.

4.18 Prior to 1973, there was no link between internal and external
prices in the fo-.m of a generalized exchange rate which could be used to assess
the profitability of Romanian participation in foreign trade or to give signals
to enterprises that goods could be prof4tably exportAor imported. In view
of this, and the fact that domestic prices themselves had a number of defi-
ciencies as wel zs being 0L to ±L Uthe intierni J nLIl pLILic sIuLLULILUure,

the profitability of foreign trade could only be calculated through shadow
~L L LII, rFiL Lib0 I t:b WCLC t LdLLU OUL 1LaLrCY WLLLI.LLI LLi- pJL&dILL1.LLIr, pro=prcn exrcises. .. s were -arre ot areyw;.n.epanngr=

cess; the decision to import was taken mainly on the basis of the comparison
between the doumestic ecouumy needs and the resources avaiIable tu LUilII

the plan, and exports were established chiefly to finance the imports. More-
over, tne rinancial results of foreign transactions were not rerlectea in Lne
books of producing enterprises; they paid for imports and received for exports
the domestic price of the good, irrespective of its foreign price. Thus, the
gains from trade flowed directly to the state.

4.19 For these reasons and because the leu was not freely convertible,
the exchange rates quoted by the government under this foreign trade regime
were of limited application. Two rates were quoted. The official rate,
which was and remains the official gold price of the leu, 1/ is used only for
expressing the value of foreign trade in official statistics, the unit of
currency is known as the leu valuta, or foreign exchange leu. The official
rate with premium, 2/ which was and remains in use for non-commercial trans-
actions, among others for tourist transactions, was the only operational rate,
in the sense that it was the only rate at which non-Romanians could obtain
lei. In 1973, the government established an exchange rate (also known as the
trading rate or internal conversion coefficient), at a rate of 20 lei: US$1,
which was intended for use in the comparison of foreign and domestic prices
of goods. The rate was fixed at 20:1 because it approximated the weighted
average of all actual exchange rates for export and import transactions over
the previous three years: it therefore represented the average rather than
marginal cost of foreign exchange. Its introduction as an efficiency indicator
which would show more clearly the comparative advantage of Romanian producers
in international markets followed from the recommendations of the 1967 National
Conference Directives and subsequent studies that economic calculations in the
allocation and utilization of resources should be influenced more directly
than previously by the level and structure of international prices. In March
1978 the trading rate was revalued to 18 lei: US$1.

1/ Defined equal to 0.148112 grams of fine gold, yielding an exchange rate
against the US dollar of 6:1 before December 1971, 5.53:1 until February
1973, 4.97:1 until March 1978 and 4.47:1 from then.

2/ Before December 1971 18 lei: US$1. 16 lei: US$1 until February 1973,
14.38 lei: US$1 until October 1974, since when the rate has been 12 lei:
UiiS1 -
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4.20 The tradi nUg ratate has tLwo 4L.j rles; to deterine whether, in p4in

ciple, a particular good should be traded or not, and as a starting point for
de-e Z ---- g te di4vi1sion of "oeg exhag gaisetween th,e stale anA hUR= L~. LILI J.1 LI~ ~LL _L1 U LV J.~Lu J U. LU L R=Lr It .L L L1 e L .1d1, L ,£1 I Ct LWuL _ 1~ L. 1-L ~ 1U L Li

producing enterprise. The ground-rule for determining whether a product
shouldU bue exporteu -is thLat tlh e f'oreizgn exchange earned must, whLIen converted
into lei at the trading rate, be equal to or greater than the domestic price
of the good; in other words, the export of a good must cover the full costs of
production, including the profit margin. In principle, the basic decision to
import is determined in a simiiar fashion; tne foreign price or an imported
good is compared with the domestic price at the trading rate. Because the
structure of Romanian relative prices is not in line with the international
price structure and because enterprises may not see reflected in their domestic
costs the full foreign exchange cost of imported inputs (see para. 4.24 for
details) or in their receipts the full foreign price of an export (para 4.22)
the basic comparison ot foreign and domestic prices using the trading rate
is complemented by what amounts to a comprehensive shadow pricing operation.
For each tradable good, the profitability of trade is also calculated by
costing all inputs (traded and non-traded) and outputs in international prices.
These calculations are first made in the techno-economic study at the time
production of a product within Romania or the expansion of production is being
considered. They are also made annually by the foreign trade enterprises, and
more frequently for commodities whose international price fluctuates a great
deal. These calculations also provide the basis on which the Council of
Ministers determines whether products with an effective exchange rate less
favorable than 18 lei: US$1 can be authorized for export.

4.21 Because the structure of Romanian prices does not fully correspond
with international price structures, the shadow pricing calculations produce
situations in which the export of goods may be economically profitable, even
when the basic ground rule cannot be met. (Conversely, there may be cases
where the ground rule is met but export is not profitable.) Such cases may
also reflect situations where enterprises have not yet attained planned pro-
ductivity levels. In these cases, exports may be authorized for a year by the
Council of Ministers, after individual review at the time the annual plan is
prepared. Enterprises exporting under this approval have to take measures to
improve their productivity and export performance so that they can export pro-
fitably at the trading rate in the future. In the meantime, the enterprises,
which exchange the foreign exchange earned from export into lei at the trad-
ing rate, receive a payment from a trade equalization fund to help to recover
the full producer Drice.

4.22 The exchange rate also enters into the process whereby foreign
exchange gains are distributed between producing enterprises and the state.
For epnorts, stnndnrd foreign nrices nre eAtahliAhed AnniiAl lv ralrillated on

the basis of external prices obtained by enterprises in the previous period
and updated to account for theexpected world market situation. These prices
are used to express in value terms the volume of exports included in the annual
plan and to -re-are balance of napaents nrnijections hut their mjor onpera-

tional role is to serve as a benchmark for determining the division of foreign
exchange receipts between the enternvica ani thP state, that is, the nrice
equalization fund. In the case of goods which are exported profitably, i.e.
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the price obtained is higher than the domestic price converted at the trading
rate, the prouucing enterprises receL-ve LIL UUtUhLL dLAscr in lei, and the

difference between the standard foreign price and the domestic price is paid
into the equalization fund, that is, the profit from traue accrues to thLe

state. In the case where the enterprise secures an actual price above the
standard price, it receives all of the difference as a bonus. Conversely, if

it can secure only a lower price than the standard price, the enterprise must
pay into the equalization the difference, so that in effect the fund receives
the full difference between standard and domestic price. (See para. 4.21 for
details of what occurs iE exports occur when the actual foreign price is below
the domestic price). Thus, the standard foreign price serves as an incentive
for firms to seek the most profitable market. 1/ Enterprises also receive
bonuses in lei for distribution to employees if they overfulfill their foreign
exchange targets. 2/

4.23 For some 'conjunctural' goods, 3/ those goods with large and unpre-
dictable short-term fluctuations in their foreign prices, the system of dis-
tribution between producing or importing enterprises and the equalization fund
has been modified to protect exporters and importers from exchange losses and
gains. For these goods, the equalization fund absorbed all but five percent
of any difference between the actual price and standard foreign price.

4.24 The arrangements for imports have also undergone considerable change

over the past few years. When the trading rate was introduced, it was intended
that the cost of all imports be translated into domestic prices at the trading
rate, thereby eliminating the need for a price equalization fund, and that
differences between international and domestic prices be dealt with through a
system of tariffs. In 1974 import tariffs were established and for a few
months the equalization fund was abolished. However, the international infla-
tion of 1974 and 1975 necessitated the reintroduction of the equalization for
raw material imoorts to prevent the profitability of imDort-using enterprises
being impaired and financial flows through the economy being disturbed. Since
enternriQse rteeived fixsd nrires fnr niitnuits, increasing outlays for raw
material inputs would have reduced their profits. At present, enterprises
nay the established domestic Drice for imports, any differences between
domestic price and foreign price converted at the trading rate being settled
wit-h t-he equalizatfinn fund-. As in the case of exports, a standard price
system operates to induce enterprises to seek the most economical source
of supply. For the import of machinery nnd equipment; the domestic price

1/ Foreign trade enterprises are encouraged to seek high-priced markets for
the producing enterprises because their cnmmission is a nercentage of the

price.

2/ Before 1974, bonuses were in foreign exchange and usable for additional

imports.

3, '-on'unctural' commodities are wheat, maize, sunflower oil,, Sujar_ sheepn

cattle, live pigs, meat, softwood and beechwood lumber, cement, gas,
diesel oil, b lac oLl, nitrogenous fertilizer, caustic soda, sheet iron,
concrete iron, profiles, rolled metal and aluminium in lumps.
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paid2 by th-e final user is established hu tho onnvPrsinn nf thp fnreign nrice
Jid.U uy ULLU ucla _ flTiV- _- - _ - … a _ -_

at the trading rate plus the appropriate tariff. In the case of consumer

goods, the foreign price is converted at the trading rate and the appropriate
tariff added to form the domestic cost of the import. Any difference between

the cost and the domestic price is reflected in the financial accounts of the

importing enterprise. Thus, for investment goods and consumer goods, their

import is regulateu tLLrough the tariff an, in the last resort, the issue of

trade licenses. In 1977 new custom tariffs were established, to take into

account the changes sinice 1974 in domestic-international price relationships.

C. Incentives and Penalties

4.25 The present system of wage and salary bonuses has evolved sirnce

1970 when substantial changes were made in the prevailing one, which lacked a

sufficient incentive effect. In the earlier system, the bonuses had amountedu

to a substantial 20-25 percent of the wage fund; and they were paid out of

the wage fund. Because they were linked only to the fulfillment of plan

indicators, almost nothing additional was paid out when targets were over-

fulfilled. In the case of plan underfulfillment, penalties were not imposed

on salaries. Thus, in practice the system did not provide an incentive effect.

4.26 The 1970 measures raised basic wages and salaries to incorporate

previous bonuses. Basic wages and salaries now average about 95 percent of

total earnings. Integrated into the wage system is a new incentive scheme

that rewards performance above plan targets and penalizes shortcomings.

The maximum impact on wages under this scheme is plus or minus 20 percent.

Additional end of year bonuses are also available to workers and these are

discussed further below. Wage/salary increases or decreases are usually

determined mainly on the basis of the fulfillment or underfulfillment of four

indicators. These are divided into quantitative indicators (planned output

targets and exports where applicable) and efficiency indicators (labor produc-

tivity and material costs per 1,000 lei of marketable output). Some minis-

tries and centrals may establish other indicators as well depending upon

the patterns of production of their constituent units. As a rule, the above

four indicators have the same weight, but ministries can also set different

weights.

4.27 Salaries of employees, technical and administrative personnel are

increased or decreased by one percent for each percent of over- or under-

fulfillment of the indicators, up to a maximum salary increase/decrease

of 20 percent. For management staff, a one percent over- or underfulfillment

of the indicators leads to a four percent salary increase or decrease up to a

maximum increase or decrease of 20 percent. The salary increases or decreases

are annlied monthly but an enterprise can make up partly or fully its short-

falls in these indicators in subsequent months and salaries will reflect that.

Increases or decreases of salaries in centrals and ministries for over- or

underfulfillment of indicators are subject to the same rules.

4.28 End of year bonuses can also be paid to an enterprise's (as well as

a central's and ministry's) staff. The bonus fund amounts to two percent of

the wage fund. If excess profits are realized, the bonus fund can be augmented
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and reach a maximum of eight percent of the wage fund of an enterprise. 1/
The…re i_ a f0r-mua determinin g '_t proportion of excess profitsL aLr LLg fULIi

different activities would be allocated to the bonus fund. 2/ While the
maximum bonus fund corresponds to a- month's wages and salaries or an entiLy,
bonuses can reach up to three monthly salaries for individuals. The existing
bonus fund is distributed according to salaries but half of the fund developed
from excess profits is distributed by the management according to salaries and
the rest selectively. Ln addition, the manage,nent OL a uniL has at its
disposal another bonus fund amounting to one percent of the wage fund which it
is entitled to distribute during the course of the year to reward exceptional
performance. Similarly, the management is entitled to penalize an individual
up to 10 percent of his monthly salary if he has underfulfilled personal
tasks, even if the unit at large may have overfulfilled its targets.

4.29 While the new scheme provides substantially more incentives than
those prevailing before 1970, its effects have not yet been fully assessed.
To an outside observer, it is not clear what trade-offs the enterprise estab-
lishes between consistent and significant target overfulfillment that leads
to increased salaries as well as bonuses, and the risk that its targets and/
or norms may be reassessed if it continues to be a consistently successful
performer.

D. Financial Instruments

4.30 The objective of the public finance and banking measures in the
early 1970's was to introduce additional elements of profit orientation in the
economy and assist in the decentralization of decision making by devolving
more resources to local governments and enterprises. The measures have been
implemented with some success but, for various reasons explained in Appendices
2, 7 and 8, some of their initial impact had dissipated by 1975. Thus, the
dependence on fiscal flows through the state budget has continued to increase.
In the remainder of this chapter, only the role and functions of the principal
financial instrument, the state budget, and of the major monetary aggregates
are discussed.

The State Budget

4.31 The principal financial instrument for plan implementation is the
state budget, which in Romania includes the republican and the local budgets.
Under the law, it is drawn up balanced but when executed, it is regularly in
surplus and the Governmenl: has never had to borrow from the National Bank to

1/ Before July 1, 1977 these percentages applied to the gross wage fund.
Since then they are anplied to the net wage fund as the enternrises
(centrals and ministries) now pay a tax calculated on their wage fund.

2/ The following formula was used before July 1, 1977 and it has been
slightly modifaie sint- then: 20 nprrcnt nf exc profits arising
from increases in productivity and from decreases in material costs, 16
percent from increases oin output and 10 percent from. other activities.



- 42 -

cover expendnituires. Thca nprsistrt csrpluses are not necessarily defla-

tionary in a planned economy like that of Romania, and they may be explained
hb vaorinou fnanctr, such as for example, 4ir.ceas 4

-- -n-omes r.unsntr invet--

ment funds due to shortages of materials and machinery. The budgetary balance

of the financial and banking system.

4.32 The resources of the republican budget are collected mainly from
state enLterprLses an institutions operating on a republican scale, and from
taxed paid by the population. The republican budget finances national eco-
nomic and social objectives such as fixed investments and other important
economic projects, socio-cultural activities, national defense, etc. The
local budgets of districts, municipalities, towns and villages are financed by
transfers of profits from local enterprises and institutions and from taxes
paid by individuals, cooperatives and economic units of other public agencies.
The local budgets finance the economic and social activities carried out by
the People's Councils and local administration.

4.33 Both the republican and local budgets include reserve funds for con-
tingencies. The use of the reserve funds and any additional financing require-
ments that develop unexpectedly during the year have to be thoroughly justi-
fied and ultimately may have to be approved by the State Council.

4.34 The high growth rates of the Romanian economy attest to the gover-
ment's ability to mobilize domestic resources and this is discussed more exten-
sively in Chapter Five. The chief instrument for resource mobilization is the
system of profit transfers, taxes and other quotas and the government appears
to have used it with considerable effect in meeting its needs for investment
capital. Most of the resources are collected at the enterprise level since
the strict control exercised by the State over individual incomes makes it un-
necessary to tax the population heavily. 1/ Most of the taxes are state taxes,
but as mentioned earlier, there are some local taxes. A synopsis and defini-
tion of the taxes, quotas and other payments to the state and local govern-
ments, including the new 1977 measures, are given in Appendices 2 and 7.

E. Monetarv Instruments

4.35 The role and function of the three maior monetary instruments (bank
credit, interest rates and the money supply) are discussed briefly below.
Rpcpnt rh2ngpe nnd thpir ciirrent levels nre given in Annendix 8.

1= Bank Gredit

4.36 An 4
n,np -rant finnncial inctrime.nt deveplnpd in rpcent years has been

bank credit. This instrument was improved in 1970 and the current lending
conA4itors are set out 4.n the Firn.rcial law of November 1972, implemantea as

of January 1, 1973. The law states that credits can be extended only for

1/ As oL JuLy 19777, tLe personal salary tax was removed and i. its place a-

tax on the wage fund paid out by the enterprise was introduced.
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specific purposes such as production (including working capital), marketing,

investments or minor improvements in an enterprise's plant, and are to be

secured by the unit's assets. Credits can only be extended by the banking

system and never by enterprises. The government's decision to substitute

certain financial for fiscal flows is an important recognition of the compet-

ing demands for capital and its cost. Further, the measures adopted on credit

terms recognize the need for a more efficient capital use by the enterprises:

the average interest rate! for such credits increased and the terms were estab-

lished to reward efficient performers and penalize less efficient enterprises.

The total planned increase in funds under the Plan indicates how many new

credits can be issued, while the increases in the individual categories for

which credit funds are used are, in effect, limits beyond which banks cannot

extend credit=

4.37 The level of short-term credit in the economy is Drovided in the

quarterly Credit Plan, drawn up by the National Bank in collaboration with the

Ministry of Finance, the other banks and other agencies of economic synthesis.

It is based on an analysis, undertaken with the sector ministries, of the

activities determined by the developme.t plan and the state budgett The

Investment Bank and the Bank for Agriculture and Food Industry draw up, for

investmerLt purposes, the lan for MedA4um- and tong-Term Credit, in additinn tn

the Short-Term Credit Plan. Bank credit can be divided into three categories:

first, long- and medium-i:erm credit, primarily to finance investment needs of

enterprises; secondly, short-term credit to finance working capital needs; and

finally, consumer credit extended to thLe public for Aurable goos purchases

and housing. Long- and medium-term credits can be granted to:

(a) finance centrally-planned investments; it should be noted

that the extension of long-term credit for this purpose
is a recent phenomenon and of small scale. About 88 per-

cent of long-term investment by enterprises is finanrced

through the state budget and depreciation funds;

(b) supplement internal resources of the cooperatives and

economic units of other public organizations; this might

involve a new investment such as the modernization of

facilities, or in the agricultural sector it might be

used for the purchase of animals for breeding.

The maturity for long-term credit is up to 10 years (for agricultural coopera-

tives some credits are extended for up to 12-25 years) and for medium-term

credits up to 5 years. Two fundamental provisions for the extension of any

bank credit are that the items financed must have been included in the annua'l

plan and their production must have an adequate level of profitability to

cover the repayment of the loan within 10 years. Investment credit is also

available, with one-year maturity, to offset frictional disturbances in the

investment program of the firm, when rescheduling of a proJect causes a

higher level of disbursement.
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4.38 The largest percentage of bank credit operations in Romania is com-
posed of short-term credit, chiefly to meet the working capital needs of enter-
prises, and of these, trad e, const.ruct.ion andU agricultural organ - -izat --i a-e
the biggest users. The annual growth in this credit is, of course, dependent
upon thle increases in prodLuctLLLon. On a-verage, 45 percent ofi th'1 e workiing
capital requirements of the enterprises is financed by bank credit, while the
working capital needs of new enterprlses are met by the state budget. Bank
credits are repaid from the enterprises' profits or other specific funds. The
repaymllent period is 12 months Dut it can vary for some branches of the economy.
For example, in agriculture, the repayment terms are longer and in industry
they are shorter. The National Bank extends credits to industry, trade and
transportation. BAFI extends credit to agriculture, forestry and food indus-
try. Agriculturai cooperatives and private farmers can borrow from 45 to 60
percent of the value of their contracts with state organizations to finance
working capital needs. Finally, the investment Bank extends credits to the
construction sector. The funds of the last two banks can be supplemented by
the National Bank. Foreign trade enterprises engaged in exporting borrow from
the Bank of Foreign Trade (para. 3.38), repaying their debts once they receive
payment from their foreign trading partners.

4.39 Consumer credit is extended through two banks and its availability
and terms, as well as the items for which it can be used, vary, depending on
the consumer credit policy of the government at any period of time. Install-
ment credits are extended by the National Bank through the state trade units.
Consumer demand for the purchase of particular goods can be manipulated by
changing the credit terms for these goods, as illustrated by the 1974 case
in which the government eased credit terms for passenger cars to eliminte
an accumulation of unwanted inventories. In general, changes in credit con-
ditions are used for inventory control. Credits for housing are extended
through the National Savings Bank and these usually cover 70-80 percent of
the total housing costs with a maturity of 15-25 years. Low income earners
obtain the most favorable terms.

4.40 It has already been mentiorted (para. 3.42) that the banking system
fulfills a complementary auditing function in supervising the financial and
economic operations of enterprises, specifically their use of credits and of
state budget funds. In actuality, the banks supervise the operations of the
enterprises in many diverse ways. Because of the limitations Dlaced on cash
transactions, the enterprises depend on them to settle their accounts. Banks
may extend credits to economic units for un to 90 davs- if they are in
temporary financial difficulties. In more severe cases, when an enterprise,
for example, encounters certain onerational difficulties, it may request the
bank for extension of special credit which would be extended conditional upon
remedial Prcnomic measures to be undertaken by the enterprise. Such credits
are extended for a maximum period of six months and the interest rate is set
two percentage points higher than current applicable rates. For all outstand-
ing credits and for credits without guarantees, a penalty interest of maximum
12 percent is applied by the b_ank. In 1974, only five percent of all the bank
loans were at the penalty rate reflecting the financial discipline of most
econouLnL.. units . Tn ef Cf ect, through their tight cnr L ver tcrit the banks
can force the enterprises to comply with the Plan.
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2. Interest Rates

4.41 Interest rates are paid on all credits. These rates are set by the
central authority and are not influenced by the demand for and supply of
capital nor do they reflect risk since there is no money market in Romania.
Conceptually they are more a tax on the use of capitai than a price of capital.
By the same token, they do not necessarily reflect the social opportunity cost
of capital because the return on capital investment is derived not only from
interest payments but also from taxes and the net surplus after operations
returned by the state enterprises to the state budget. Interest rates,
therefore, are relatively low. However, since there is little price increase
in the economy, the relatively low rates result in real rates quite high in
comparison with those prevailing in many other countries today.

4.42 The Government looks upon interest payments as a device for increas-
ing the efficiency of resource use. Enterprises can borrow only for those
projects that have an adequate rate of return and all interest obligations are
serviced out of the firm's profits. While it is difficult to know the sensi-
tivity of enterprises and consumers to interest rate levels, undoubtedly it
exists. It induces enterprises to follow their stock position more closely
and the penalty interest Df 12 percent induces enterprises to take measures
for a more efficient utilization of resources. The consumer's increased
propensity to save and his response to credit charges for some categories of
consumer goods also suggest responsiveness to the level of interest rates.

4.43 Interest rates are pegged at a level somewhat below the average
profitability of enterprises and the rate structure favors sectors with a
particularly heavy demand for working capital. Trading enterprises pay the
low rate of three percent on their borrowings; agriculture is charged four
percent and industry pays the top five percent. A State Council decree in
December 1974 simplified the regulations on interest rates but left the rate
structure largely unchanged except for some special credits which were lowered
from the 6-12 percent range to 4-7 percent. The rate structure now in exist-
ence is given in Appendix 8.

3. The Money Supply

4.44 Money supply is defined as the sum of (a) the balances in the bank
accounts of enterprises, organizations and institutions and the state budget;
(b) the savings deposits of the population; and (c) the currency in circula-
tion. Cash in circulatioln is mainly limited to individuals and arises from
their transaction with enterprises and among themselves. All other transac-
tions are non-cash. Sett:lement takes the form of a transfer of funds from one

bank account to another.

4.45 Since consumers are free to use their cash income for current con-
sumpnti-on, acquisiti4on of dwellings, durable goodds and savings dleposits, the

Government pays particular attention to the planning and control of the money
in circulation. For thpls purpose, the balance orl consuiser cash pncome ai
expenditure, and cash planis, is drawn on a quarterly basis. The purpose is
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to match that portion of the income of the population devoted to consumption

with the output of goods and services available to consumers. The cash plan

is thus a component of the annual plan and it attempts to project the future

behavior of households, in terms of expenditure and savings, with the objec-

tive of attaining an equilibrium in the cash circuit of the economy.

4.46 Every effort is made to keep the increase of cash in circulation in

line with the output of consumer goods, taking into account the requirements

of stable retail prices and the increasing monetization of the economy. How-

ever, as the money supply is basically determined by the level of production,

and current credit and cash plans, its effectiveness as an instrument of eco-

nomic management is actually rather limited.
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PART II

DEVELOPMENT TRENDS AND STRUCTURAL CHANGES

CHAPTER FIVE

LONG-TERM TRENDS, 1950-75

A. Introduction

5.01 This chapter examines the changes in the Romanian economy over the
past two and a half decades; it traces the performance of the economy through
its major macro-elements and examines the most important issues arising during
the period. Further details on the stages of economic growth between 1950 and
1975 can be found in Appendix 6. In addition, the chapter provides the general
background for the detailed examination of performance between 1971 and 1975
(see Chapters Six and Seven) and the more specific discussions of plans and
performance in various economic sectors contained in subsequent chapters.

B. Economic Growth and Structural Change

5.02 Between 1950 and 1975 the Romanian economy underwent a radical trans-
formation (Figures 5.1 aind 5.2). The level and diversification of industrial
production increased rapidly, providing the basis for the modernization and
expansion of other economic sectors and a general increase in labor produc-
tivity and national income. With the transfer of labor from agriculture to
industry, the population became increasingly urbanized. Standards of living
improved substantially, not only because of the growth of personal incomes
but also because of the provision through the state budget of expanded and
improved education, medical services (both of which are free), housing and
social expenditures of all kinds. Finally, reflecting the changes in economic
structure; Romanian narticination in the world economy changed significantly
as the level of trade rose and its composition altered. In the following
paragraphs, a largely quantitative picture of the transformation is provided.
While the data clearly indicate the extent to which rapid economic progress
has been mad; Romp care is rpeiqirpd in internretina them because of the
methodologies used in their computation by the Romanian Statistics Office. 1/

5.03 According to official statistics, the Romanian economy sustained
the hiahpet arAtwth rntI nf thp Rnct-prn FiurnnPqn roiintrips hptw:wn 1950 and
1975 and one of the highest in the world. Over this period, social product
and national income incr-eased approximately ten times= Measured in comnprah1l

prices 2/, social product rose from 83 billion lei in 1950 to 864 billion in
1975, while national income grew from 35.4 billion lei to 362 billior. TIh'e
average annual growth rates of social product and national income over the

I/ Slee the glossary fLor a definition of national accounting terms i s
.1/ Je tIu L dL U .L Li LUI J_. iILULi~ LL.L~A -~'

in Romania, Appendix 4 on Social Product and National Income and on the
Romanian data.

2/ See the glossary for an explanation of comparable prices.



Graph 1: Major Economic Indicators, 1950-75, Graph II: Incomes Indiices, 1950-75
(1950=100), in comparable prices
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Figure 5.2
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twenty-five years have therefore been 9.8 percent and 9.7 percent respectively.
Since the population growth rate over the same period was only 1.1 percent per
annum, per capita sociai product and nationai income nave aiso risen at very
high rates compared with other developing countries; the average annual growth
rates have been 8.7 and 8.6 percent respectively. These aggregate figures
should, however, be regarded as approximations of the real economic growth
rather than precise measures of it for a number of reasons. In all economies,
problems exist in valuing outputs over a period in which there has been sig-
nificant structural change and large relative price changes. In Romania,
these problems have been compounded by the fact that comparable price series
are not exactly constant price series and that gross output has been used as
the primary plan target at all levels of the economy over the period 1950-75.
Nevertheless, all such caveats aside, it is clear that Romania has enjoyed
what has been internationally a high economic growth rate over the past two
and a half decades.

5.04 The driving force behind the high rates of economic growth has been
the high and rapidly expanding volume of investment that has resulted from
the government's ability to maintain a growth of consumption below the annual
increases in overall productivity and so to raise the saving rate. Between
1950 and 1975, gross investment increased 22 times, from 6.3 billion lei
(measured in 1959 prices) to 137.7 billion (in 1963 prices) (Annex 3.3); this
represented an average annual increase of 13.1 percent, considerably more than
the growth of national income. This growth can be represented more dramatic-
ally by the fact that in each plan period the volume of investment has exceeded
the volume in the previous ten years. As a result of the high marginal pro-
pensity to invest, which in some years has approached 0.5, the proportion of
national income allocated to investment rose from 17.6 percent in 1951-55 to
34.1 percent during 1971-75 (Table 5.1).

Table 5.1: UTILIZATION OF NATIONAL INCOME, 1950-75
(in comDarable Drices)

National Consumption Accumulation
Tnrnme Fuind Fnnd

1951-55 100 RI 4 17.6

1956-60 100 84.0 16.0
1961-65 100 75.7 24.3
1966-70 100 71.2 28.8
1971-75 100 65.9 34.1

Source: Anuarul Statistic.

Note: See technical glossary for a definition of terms.
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5.05 The mobilization and allocation of savings and investment in all
sectors has been under full central control. The largest, by far, proportion
of domestic savings has been appropriated and deployed by the state budget
which in turn has operated as a component of the central planning mechanism.
All other resources which fall out of the purview of the budget (for example,
depreciation funds and savings by agricultural cooperatives and individuals)
have been closely regulat:ed and monitored to ensure that their use complements
the budgetary resources in the implementation of the development plan.

5.06 Romania's fiscal system has been shaped to provide consistently
the bulk of the resources required for the country's planned development
effort. Over the last 25 years, the growth of budget revenues has exceeded
that of national income and their structure has changed markedly denoting the
expansion and deepening of economic activities as well as the effects of the
government fiscal measures to enhance the financial viability of the state
enterprices. The aim haS been to make the economic activities of these enter-
Drises more Drofitable in the context of the Romanian pricing system, and this
is clearly reflected in the sharply increased share of enterprises' profit
remissions in total budvetarv revenues.

5.07 In 1950-75, revenlues of thep statp hbidgpt inrrpaspd at an average

annual rate of 10.5 percent, from Lei 20 billion to Lei 239 billion, versus a

corresponding national incomae growth rate of 9.7 nprcent (paa 5n03). 1! As
a proportion of national income budget revenues have remained consistently in
the high range of 60-65 percent. They have been at about 50 percent of GNP in
the 1965-75 period.

5.08 The impact of t:he high rates of investment upon the growth of social
produ.t_ aLLd nati onalincl has been Omeiie bth rd,incegven to thejJLUU L. diU i~L UL L LL'J LL C LLa n~Li ULa6 LL .L£L Y j1- F~ ,'.

productive sector in its allocation. Approximately 80 percent of total invest-
ment over the lUU Wd dallUadL eU LU LL- L-UUULL1V_ c .LUL -l-U IIIUDX UL LllaL

allocated to the non-pro(luctive sector was used to support the expansion of
productive activilties; or example, investments in eUucation anU hIousing or

the newly-urbanized labor force. The high growth rate of net investment,
embodied largely in the formL of new plants and the diversification of the

production base, led to a constant increase in the volume of fixed assets.
Between 1950 and 197/, tue average auinual growth rate ol fixed assets was 6.97

percent.

1/ National income data is available in comparable prices while budget data
is in current prices. Accurate direct comparability of the data is,
therefore, not possible. Also, it should be noted that if allowance was
made for the expansion in 1955 of the activities included in the sociaiist
sector and the respective growth rates were calculated for the period
1955-75, the respect:ive growth rates would be 8.7 percent per annum ror
national income and 8.8 percent per annum for revenues.
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5.09 The patterns of investment financing reflect the nature of the
centralized economic system. As already noted (para 5.04 and Table 5.1) the
dramatic growth of investment is highlighted by the fact that in each plan
period the volume of investment has exceeded the volume in the previous ten
years. The volume of investment in 1971-75 amounted to about nine times that
of 1951-55. State funds account for the financing of most gross investment
in the economy. Of these the centralized funds and particularly the budget
nlnv the major ronl. This is 111stratpd in Table 5.2. TnvPqtmpnt finanrpci

by foreign borrowing is included in the amount reported for state budget fi-
nannina and, ic not auvailnble Qpnarntely.
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Table 5.2: FIXED INVESTMENT BY FINANCING SOURCE, 1951-75 /_

1951-55 1956-60 1961-65 1966-70 1971-75
Amt. % Amt. % Amt. % Amt. % Amt. %

Total 61.9 100 100.2 100 199.7 100 330.8 100 549.0 100
of which:

T Sor ial int

Sector 57.7 93.2 88.2 88.0 187.7 94.0 314.5 95.1 516.7 94.1

A.State
St 7 01 i z' Q/ C . -/ 1 . 7 Q7 n I)07 2 QO 0 /.OC 0A on

l.Central-
ized
SS -a -

Funds 55.0 88.9 79.7 79.5 168.9 84.6 286.5 86.6 478.0 87.1

2.Enter-

Own
Funds I.I I. 4.0 4.0 4.0 2.4 10.8 .3 17.6 3.2

B.Coopera-
tive
Sector 0.9 1.5 3.0 3.0 12.6 6.3 15.5 4.7 18.9 3.5

i.Coopera-
tive and
Mass
Organ-
izations
Funds 0.5 0.8 0.9 0.9 1.6 0.8 4.2 1.3 6.4 1.2

2.Agricul-
tural
Coopera-
tives 0.4 0.7 2.1 2.1 11.0 5.5 11.3 3.4 12.5 2.3

C.Contribu-
tion of
Popula-
tion /2 0.2 0.3 0.7 0.7 1.4 0.7 1.7 0.5 2.1 0.4

II.Private
Sector 4.2 6.8 12.0 12.0 12.0 6.0 16.3 4.9 32.3 5.9

/1 Data for 1951-65 in 1959 prices and for 1966-75 in 1963 prices.
/2 Services contributed for community works.

Source: Anuarul Statistic
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5.10 Just as the overall level of investment and its distribution be-
tween productive and non-productive sectors illustrates the priority given by
the RCP to rapid growth of production and national income, so the sectoral
distribution of investment reflects the priority given to industrialization.
Throughout the period, approximately 50 percent of total investment was
directed towards industry and, of this, by far the largest amount was allo-
cated to the producer goods industry (Table 5.3). The importance of industry
and related sectors in the allocation of investment is reflected in sectoral
growth rates and the changing structure of social product and national income
since 1950. Compared to the 9.7 percent average annual growth rate of national
income, national income from industry increased at 13.5 percent, construction
11.5 percent and transport 11.5 percent, while agriculture grew at only 3.1
percent. Relative growth rates were similar in terms of social product. Con-
sequently, the structure of social product and national income changed signif-
icantly with industry becoming the leading branch of the economy. Figure 5.2
illustrates to some degree the change in structure, but essentially underesti-
mates the extent of the changes since relative prices over the period moved
heavilv in favor of __riviiltilral voods. 1/

Table 5.3: DTSTRIBUTION OF INVESTMENT BY SECTOR 1950-75

in 1959 prices in 1963 prices
1951-55 1956-60 1961-65 1966-70 1971-75

Total investment 100 100 100 100 100
Industry 53.8 44.9 46.5 50.0 50.5

0of w_hich: Group A A46.8 . 4) A 1 1.5 2.4 42.1).. 1

B 7.0 5.7 5.0 7.6 8.4
Construction 3.7 2.5A 3.4 3. 4.7
OUIIb LLUILL jULI.J I L..j .). J. ~t. I
Agriculture and Silviculture 11.3 17.3 19.4 16.0 14.4

n I ~ - c 0 1 Il C el 1Transport 9.4 0.v 8.1 9.6 7.1

Telecommunication 0.9 0.6 0.7 0.7 1.1
Trade ..4 4.1 2.5 L.7 3.5

Non-productive services 18.5 25.1 19.5 17.0 16.7
of which: housing 10.1 15.6 l1.6 9.5 9.3

education 1.5 1.3 1.7 1.5 1.6
health 1.8 i.7 1.2 1.2 0.9

Source: Anuarul Statistic.

5.11 The changes in economic structure between 1950 and 1975 were accom-
panied by changes in the growth and distribution of population, the structure
of the labor force and the level and diversification of its skills. The

1/ Between 1950 and 1959, the price of agricultural goods tripled in rela-
tion to industrial goods. Thus, the change in structure during the
1950's is greatly underestimated in figure 5.1.



growth of population and of the labor force was quite low over the period;
population grew at a litt:le over one percent per annum wnile tne labor rorce
increased still less quickly, at 0.8 percent per annum. (See Chapter Eight
for details). The most notable changes in employment were in its regionai and
sectoral distribution. Between 1950 and 1975, the rapid growth of industry
and its related sectors resulted in a transfer of labor from agriculture and
an associated increase in urbanization. During this period, the agricultural
labor force fell from 6.2 million to 3.8 million, while non-agricultural
employment almost tripled, rising from 2.2 million to 6.3 million, that is,
from 26 to 62 percent of the labor force (Figure 5.2). Urbanization progressed
with industrialization, but at a slower rate; Romania has been one of the few
developing countries in which growth of non-agricultural employment increased
more quickly than the growth of urban areas. In 1950, 75 percent of the popu-
lation lived in rural areas and 72 percent of the labor force worked in agri-
culture. In 1975, the proportions had changed to 57 percent and 38 percent
respectively. These trends reflected the government's efforts to locate
industrial employment in both rural and urban areas and the attempts to control
the influx into cities and thereby economize on housing expenditures. (For
further details see Chapter Eight).

5.12 The increases in national income and the transfer of labor from
low-income agriculture to higher-income industry have generated substantial
improvements in the population's standard of living since 1950, although the
increases were below the growth of national income per capita. While the
latter rose at 8.6 percent per annum betwen 1950 and 1975, the total real
income of the population rose at an annual rate of 6.4 percent. As Figure
5.1 shows, a maior reason for this increase has been the rapid increase in
socio-cultural expenditures which grew at an annual rate of 11.4 percent.
Wnevs grew at a mnre modest ratep 66 nprcent nper annuim. (For filrther
details, see Chapter Nine).

5.13 The growth of the economy has had implications for the level and
structure of foreign trade. Between 1950 and 1975, the aouime f foreign
trade, measured in current prices, rose from 2.7 billion lei valuta to 53.1
billion, an average annual growth rate of almost 13 percent. Throughout the
period, foreign trade both played an important role in the growth of economy
and also mirrored the success of deve l o pment policies thronugh chnangin levenls

and structure of exports. The level of imports rose throughout the period,
.. ore or less at the saf.e rate as national ncome (Ann- ., -w1 -. hile the struc-

ture of the import bill was dominated by capital goods and raw materials
th,roughout the period1. Etesp,te the technolog4cal -upoe.nsandpoutv
L LL U6Li U L. A .CL.I.U* iC J C UI .C .i L.L u ~ LLL .) U.0 UjJ -)V UCL 0 ai F- -JSk l -..LI,

capacity of its capital goods industry, Romania's industrialization strategy
has_ reuie acntiueA inre- in -aia -od - i-...4_1-- - or- -an they have
1100 L CM4U.L L CU aC .ILILL LLIC ~Llt. L -aO Lii -. - -J ras. ---1 0 -LLLItJJ I.. -0 L I~ t. iiy ma

comprised some 35 percent of total imports during the period. As Romania's
L euL IrtsI-LIL bour .capit. aL C LIPIL L., L UCLICHIC lL ULC OVLJjL.LO L L OL C.UL le lr s,

so Romania had to develop its trade with the developed market economies
largely because such goUos were not availaUle WiLLtILI C . ImUpLLOr Lo aw

materials also maintained their high share of the total, reflecting the
rapidly expanding needs of industry ior materials either not available inl th
country or for which domestic reserves and production were inadequate. The



- 56 -

other category of imports indicative of the growth trends in Romania is indus-
trial consumer goods, whose declining share throughout the period demonstrated
in part the success at the final stage of Romania's import-substitution stra-
tegy and also the limitations maintained during the period upon the imports of
such goods.

5.14 It was, however, in the structure of exports that the transformation
of the Romanian economy between 1950 and 1975 was most clearly mirrored. As
exports increased between 1950 and 1975 at virtually the same rate as imports,
so their composition changed significantly. In 1950, 75 percent of all exports
were raw materials, chiefly agricultural products and oil, while industrial
goods constituted only 11 percent of the total. In 1975. industrial exnorts
had risen to 55 percent and raw material exports, while growing at an annual
average of approximately 10 percent, had diminished to 34 nperent of the total,
While of lesser relative importance in recent years, exports of industrial raw
materials and agricultural products have nlaved an imnnrtant role in finarncing
imports from developed market economies. Unlike other European countries,
which aenerally ran a deficit in agririiltuiral trade, Romania''s surplus enabled
the country to expand trade with the West in advance of developing competitive
industrial exnorts. One other narticular feature of Romania's exports has
been the very rapid growth of capital good exports, from 4.2 percent of the
total in 1950 to 25.3 nercent in 1975, an increase of some 120 times. Further
details of the export trends are given in Chapters Seven and Ten.



CHAPTER SIX

THE FIFTH PLAN (1971-75)

A. Introduction

6.01 The purpose of this chapter is to complete the assessment, started
in Chapter Five, of Romania's economic performance since 1950, by examining
development policies, plans and achievements during the fifth Five-Year Plan
period, 1971-75. In looking at the policies, the indicators and targets of
the Directives and the final plan, the process of implementation and the over-
all achievements of the economy during the five years, the chapter uses the
1971-75 plan period to illustrate, in concrete terms, the operation of the
planning and management system that was outlined in Chapters Three and Four.
The chapter does not discuss in detail the performance of each economic
sector - such discussions are found in the relevant sectoral rhanters - buit
provides an overall assessment of developments in the economy and discusses
the most imnortant macro-economic issues; in nartiriiulr regional development,
qualitative improvement and efficiency of production. Because of the impor-
tanre given to fnrpein tridep hv the Rnmanian Government and by the report in
its discussion of Romania's prospects, the discussion of foreign trade between
1971-75 isq inrludedpt in an sepajrateP chapte,r, rhapnter Severn.

RB The Major Features of the Plan

C; ns Th - --- t^ g4 AS ofE +-h Fif 1- 'DI K AP II -. 4- 1 QfEn _I * n.1L
- - ---- I -. E , LX uI s vca v L X L-U .. v1. 7U CaL LeIC 7L L VLII

Congress of the RCP with the publication of general guidelines for the devel-
opment of th'Le economy betw,een 19711 andu 1980 and specific Directives 'or theiJJ. LI1~~~~ ~LLiiiUiilJ U~~~~~LW~~~IL J- ~~~ I J. aiiu I 70U dllU ~~~~~~~p~ciLiC UiLCLLiVCUV u L LUL LLIB J

preparation of the 1971-75 Five-Year Plan. The guidelines for the decade
emphasized, in vi±ew ofk the progress madUe bUetweenCI 1966 anu 1968 in fulfi'ling
the targets of the 1966-70 Plan, the continuation of a high rate, and even
an acceleration, of economic growth. Tney also indicated a continuation of
the strategy adopted in previous plan periods - high rates of investments, the
primary imLportanice OfL induLStry, increases in labor productivity and economic
efficiency and the introduction throughout the economy of improved technolo-
gies - while introducing new empnases which mirrored tne progress made by the
economy in the previous de!cade. The guidelines gave particular attention to
improvements in tne structure of industry (a reflection of concern about the
appropriate division of national income between investment and consumption)
and the increased importance of electro-technical, chemical, metallurgical and
engineering industries; the promotion of technical progress in all branches
of the economy and the development of indigenous technological and scientific
research; the improved regional distribution of production; and changes in the
level and structure of foreign trade.

6.03 It was within this framework that the Directives for 1971-75 were
prepared. Measured against the 1966-70 Directives, they represented the
RCP's commitment at least to maintaining the rate of economic growth (see
Table 6.1). A comparison of the two sets of Directives produces a number of
noteworthy points: first, despite a slowdown in the growth rate of gross
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Table 6.1: ECONOMIC INDICATORS FOR 1971-75 PLAN

1975 Level Compared with 1970
(in comparable 1963 prices)

(1970 = 100)

Indicators Directives of the Law of the Achievements
10th Congress of 5-Year
the RCP Plan

1. Social Product 165
2. National income 145-150 169-176 170.6
3. Gross industrial production 150-157 169-176 184.7
4. Gross agricultural production J 128-131 136-149 125.4
5. Volume of freight transport 130-14C 154.8

6. Volume of foreign trade 2/ 14 0-15 2/ 161-172 2/ 206,1 3/
7. Volume of investment from state funds 1/ 148-153 165 168.3
0 YT. r-0,...2a ~ ~ .u. Walue ofL ±ixed captai acti-vated from

state funds l/ 16708
9.increase in the number of personunel

in the national economy 107.8-109o8 119.6 123O3
10. Labor productivity per w.orker 

- republican industry 137-140 142 137
- eonstriutinn and assembhlv 127-13] 135 i46-i
- railroad transport 133-135 133 127.2

11. Reduction of expenses per 1000 lei in
commodity output in national industry 6-7% 11-12% 902

12. Socialist retail trade sales 130-135 140-147 148A 3
13. Volume of services for the population 140-145 155-161 168.6

14, Number of houses constructed 4/ 500,000 522,000 511.700

15, Wage fund 130-135 153

16e Real wages of personnel 116-120 120 120
17. Real incomes of peasants 115-120 122-130 _
18. Total real income of the population - 140-146 146
19. National income per capita 137-142 162.6

1/ 1971-75 annual average compared with 1966-70 annual average.

2/ 1971-75 volume in 1970 prices compared with 1966-70 volume in current prices.

3/ 1971-75 volume in current prices compared with 1966-70 volume in current prices,

4/ From state funds and with assistance of state funds.

Source: Directives of 10th Congress of RCP
Law o. me rLaLI 1>97-75

Communique regarding fulfillment of the Plan over 1971-75



industrial production and the same rate of growth of investment as between
I A IC 1A f -- -,
1966 and 1970, national income was projected to grow more rapidly than in the
previous plan. It is assumed that this resulted from both a planning assump-
tion of lower ICORs and lower unit expenditures on raw materials and labor and
also from anticipated improvements in the performance of non-industrial sec-
tors, especially agriculture. Second, the 1971-75 Directives envisaged a sig-
nificant deceleration in the expansion of wage-earners, thereby predicting the
success of steps to economize on labor (as well as other inputs), to obtain
most of the planned production increases from more efficient use of existing
inputs and to strike a more desirable balance between labor in the spheres of
production and administration. In both of these cases, it might be said that
the targets reflected the anticipated impact upon the economy of the reforms
in planning and management approved by the National Conference of the RCP
in 1967 (see Chapter Three). Third, the Directives indicated the continuing
increase in the proportion of national income allocated to investment. The
increase in the consumption fund (which was to comprise 68-70 percent of
national income between 1971-75), measured indirectly by the growth rates of
wages, retail sales, services and socio-cultural expenditures, was to be below
that of national income; indeed, the Directives for 1971-75 indicated that the
growth rates of wages and retail sales were to be a little below the rates in
the 1966-70 Directives.

6.04 Between the 10th Congress and the publication of the Law of the Plan
in November 1971, the indicators were revised upwards several times in response
to progress during the last two vears of the 1966-70 Plan and the gradual
refinement of the draft Plan. In May 1971, targets were raised following a
more optimistic assessment of the impact of the 1970 floods: further increases
were built into the plan in October of the same year, due to expectations that
Romania could anticrpatP fulrthpr imnrouPmPnts in her fnreign trade performance.
As Table 6.1 shows, the final draft published as the Law of the Plan envisaged
that the ornnnmy wolild row ntg n atasubstantially f-aster rteat tharsn orrgnll1y
intended, 1/ and that the additional resources and growth possibilities identi-
fied during the preparation of the Plan were to be directed largely towards

1/ Sin-ce th projected 1975 1-.1. are bA ,.oA; dffer 1 070 1 4vel cn

the Directives and the Plan Law (in the former, it is an estimate of
1070, i n thie Iatter the pre'i. z resuts) the -nrae -sgt -in--A4

the Law on the Plan may indicate not only a real increase but also a
chlange in the Iase=year fLLigures . A Lsiri L WoLrU Uo f ULLLL Lc L4to i Us L r iU

concerning an evaluation of plan achievements. Straightforward com-
pani L ons- - UofJ taCL-rge-:ts anA adC at ual C- Lgiven in percentage tr--K do- not neces=paii.LILb LuL~L5~Lb dLI dL L dib LVtII Ll L~L Ut.:4-LdLCrt- L-_LIILb UU LIVLn~cs

sarily show whether targets have been met or not, because targets are
based upon preliminary results of the previous planining peLiod and

achievements upon actual results of the previous period. For example,
in year t, the preiiminary production estimate iS 100 units. The plan
target for the following year t + 1, requires growth of 10 percent, mean-
ing 110 units. SuppDse actuai production in year t is i;0 uniLs and
production in year t + 1 is 110 units. Target output in year t + 1 is
attained, but not the target growth rate.
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investment rather than consumption, so that the accumulation fund between 1971-
75 would amount to some 30-32 percent of national income. National income was
planned to grow at 11.1-12.0 percent per annum compared with 7.7-8.5 percent
in the Directives; gross industrial production was planned to grow at 11.1-12.0
percent per annum compared with the earlier target of 8.5-9.5 percent and gross
agricultural production at 6.4-8.3 percent compared with 5.1-5.6 percent in the
Directives. The targets in the Law of the Plan indicated that the increased
growth would be assured both by increases in resources and through their more
efficient utilization. On the one hand, a larger volume of investment - some
470 billion lei instead of the 420-435 billion lei of the Directives - and a
larger increase in personnel - one million instead of 400,000-500,000 - were
planned. On the other hand, targets for increased labor productivity and
reductions in the costs of production were increased, in keeping with the
attention given to more efficient utilization of productive resources and the
embodiment of technical progress in new investment. The increased targets
for production and investment generated greater import requirements of raw
materials and investment goods as well as greater export potential; the Law
of the Plan projected a substantial increase in Romania's foreign trade, a
1971-75 volume 61-72 Dercent above that of 1966-70; comnared with a 40-45
percent increase in the Directives.

6.05 While the Law of the Plan projected larger increases in targets for
the nrod,irtive sector, targets fnr cnnsiimntion were changed less, the latter
maintaining the rates of per capita growth planned for the previous plan
period. The increaQe in the growth rate of the wage fund (53 nperrent nuer the
five years compared to 30-35 percent in the Directives) represented a revised
target for the nuimhber of wage earners and a 20 percent increase in real wages
per employee. The upgrading of targets for socialist retail trade and ser-
vices to the population also mirrored the accelerated transfer of labor, while
the requirements laid out in the Plan for diversification of consumer goods
MLLJUU L LUL, XUaX L4LLU VC LILUVV UIP L O aLLU LIIIhJL VV U. L- LLSL.a 1 L LS .UL-UL- L IV

production were an aggregate of measures to meet the population's needs more
effectively. Ille Plan also proljecteU inicreases in othLer cUmponents of sociLo

cultural expenditures, notably pensions (planned to increase by 18 percent
between 1970 and 1975) children's allowances (planneu to increase by 27
percent) and housing, in which 522,000 units were to be constructed from
state funds. Finally, one area in which the Plan did envisage a larger
increase than the Directives was the real incomes of peasants; this reflected
the Party's wish to reduce the gap between wages of cooperative members and
state employees and to stimulate agricultural production through price and
wage incentives as well as greater volumes of investment. Taking these
elements of private and public consumption together, the Plan projected that
the real incomes of the population should increase 40-46 percent over the
five-year period.

6.06 Further revisions were made in the Plan following its publication
as law. These occurred in 1972 when the National Conference of the RCP passed
a resolution calling for fulfillment of the Plan in four and a half instead
of five years. This acceleration was planned on the basis of the successful
fulfillment of targets for industrial production and investment during 1966-
70 and the achievements of the 1971 annual plan; during 1971 the growth of
industrial output exceeded the target and agricultural production grew rapidly



following the poor 1970 harvest. As a result, the Conference stipulated that

1975 levels Ol industrial output should Lbe 40=60 bLillio lei hi-er than

initial targets, thereby permitting national income to be 20 billion lei

aDove the level in the Law of the Plan. To obtain this impLUVed performance,

emphasis was to be placed. not upon increasing the volume of investment but

upon improving the efficiency of production through fuller utilization of

capacity, technical progress, reduction in the use of fuels and raw materials,

improved organization and reallocation of personnel.

C. Plan Implementation and Achievements

6.07 The achievements of the Fifth Plan period are shown in Tables 6.1

and 6.2; they demonstrate that the Romanian economy enjoyed considerable

success in meeting the targets laid out in the Law of the Plan, and thus in

overfulfilling the Directives of the 1969 Congress. Indeed, industrial pro-

duction and investment overfulfilled their respective plan targets. However,

the economy fell a little short of the accelerated targets adopted at the 1972

National Conference.

6.08 Over the five years, social product and national income, measured in
comparable 1963 prices, increased from 523 billion to 864 billion lei and from
212 billion to 362 billion lei, respectively; these increases represented

average annual growth rat:es of 10.5 percent and 11.3 percent, respectively,
the latter just exceeding; the lower bound of the Plan target. In keeping

with the priorities and targets established in the Plan, the sector with the

highest rate of growth was industry, which overfulfilled its aggregate plan
target. while the growth of agriculture was considerably below tarRet. Gross

industrial production, 1/ measured in comparable 1963 prices, rose from 319.5

billion lei in 1970 to 586.9 billion lei in 1975, the average annual growth

rate of 13 percent exceedling the Plan target's upper bound of 12 percent.
AR a resilt, thp Plan target was fulfilled two months before the end of 1975

and some additional 30 bi.llion lei of production was obtained; achievements

therefore fell only a li!ttle shnrt nf the revised target adonted by the 1972
National Conference. Bot:h Group A and B industries exceeded the upper limits
of their rpRnperivp nlan targets. with Groun A industry, as in previous plans,

exceeding the target by a wider margin; the average annual growth rate of
Group A was 13.7 -ercent comp-ared tn tho Plan taraet nf 11 7-13 nprcpnt; and

of Group B 11.1 percent compared with a target of 9.5-11.0 percent. (For
'furl-.her details of sub-sector a . rhapter Ten)

6 .09J Gross agricutltur alj production, m.aue ncmarbe16 rcs

rose from 68.6 billion lei in 1970 to 93.8 billion lei in 1975, a 37 percent
…n…reasean' an average annual growt-h of 6.5 percent. However, measured in

terms of a Plan target which required the average annual production during
I19~ 71r-7 to be "64 percent higber than th-e annual average for 1966-70, the~171 I J LU lie `U47 -E L L 11 L LII. L t_ibbU1- U th
increase was only 25.4 percent. As Table 6.2 shows, the major gains in agri-
cultural productiorn durziig the periodI were mallae in 19171 , when product;ion ----cuiuripruc L o1-u l i LiI jJL %AI WL iuE LU .L I . - .-

19 percent after a poor harvest in 1970, and again in 1972. As a result,

1/ See the glossary for the distinction between gross industrial (agricul-

tural) production and social product in industry (agriculture).
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lable 6.2: ECOROIC INDICATORS OR THE ANUAL PLAns

1970 19T1 1972 1973 1974 19T5
Achieve= Achieve- Achieve- Achieve- Achieve- Achieve-

Indicators Units ments Plan meats Plan ments Plan ments Plan ments Plan sients

1. Social product b.le'i/ 523.4 - 5R4,o 64o1o - 708.0 - 788.0 - 863.7
2. National income b.leil/ 212.1 240.7 264.7 293.0 329.5 361.9

3. Gross industrial / 414
production b.lei- 319.5 326.8 357.8 368.6 399 - 4.2 li457.0 5ni s 2= 582- 5B69

b.leW 51~~~~~.) 2CV.u ~~~~428.7 _- 591

4. Gross agricultural
production b.leU o 8168.6 01 B1 6 97.8 89.2 io6.8 89.9 113.0 91.2 93.8

5. Volume of freight
transport b.ton/km 93.9 102.4 102.4 110.6 100.3 107.6 107.4 120.0 119.1 129.9 145.4

6. Violume of foreigu trade b.le:
valutae 22.9 27.0 25.2 30.3 28.8 35.0 36.0 50.9 49.8 60.7 53.1

7. Volume of investments -0-.1e/ el .. 2'83?4O1 10/ 10/

from state funds .±ei- 6B.2 75.u 75.7 8.2 93.8 9l.o ll8r'l19 7 2.7

8. Increase in the number 
I/

of personnel in the 5. lm-V 250,000 205,000 255,000 235,000 185,000 250,000 195,000 6.
4

m 6.3m

national economy
9. Labor productivity 2/ in 1/

- republican industry lei- 159,300 168,935 168,441 181,921 180,931 198,650 197,466 216,600 210,794 239,000 225,760

- construction and
assembly ieiL/ 64,100 68,555 69,092 73,300 73,881 78,230 80,622 85,370 87,240 95,500 94,220

- railroad transport ton/km 343,500 357,420 359,295 378,400 374,572 452,430 454,185 475,000 479,940 498,500 495,780

10. Maximum expenses per
1000 lei of commodity lei9/ 872.9 874.1 879.4 852.7 863.7 837.4 853.7 879.7 897.8 875.0 873.6

outpu-t in renublican

industry
11. Socialist retail trade

sal-es b.lei2J 93.7 100.4 102.6 108.8 108.8 120.9 117.2 128.7 129.5 140.8 140.8

12. Volume of services for 3/ g §
the population b.1ei4 - - - 20.1 20.5 22.8 22.8 25.6 25.9 28.4 27.8

13. Number of houses

constructed V .
14. Wage fund b.1ei9 103.0 103.8 109.4 109.3 120.9 117.7 134.0 129.6 154.5 137.1

15. Real wages of personn1e lei/Mo. 1302 1456 144P 1602 1542

16; Real incomes 2/of the 61 61 6/ 6/ 6/ 6/
peasantry lei/mo. - 6 - 6/ -I - - 950 898 980

17. Total real income of
the population b.lei 160 181 194 203 219 234

1) in comparable 1963 prices 7) total number of personnel

2) social product per employee 8) plan figures are in projected current prices,

while achievements are in actual current prices
3) in prices in effect on Janusry 1, 1971

9) in current prices
4) from state funds

10) total investment in the national economy

Source: Anuarul Statistic, Law of Five Year Plan 1971-75

6) not available from Plan Law and/or and Annual Plans.

achievements
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1971-75 (in comparable prices)

1971 1972 1973 1974 1975 1971-75
average

Social product 11.7 9.8 10.4 11.3 9.6 10.5
National income 13.5 10.0 10.7 12.5 9.8 11.3
Gross industrial

production 12.0 11.7 14.6 14.7 11.8 12.9
Group A 12.0 11.7 14.8 15.5 i4.4 13.7
Group B 10.7 11.9 14.7 11.9 6.3 11.1

Gross agricultural
production 18.9 9.5 o.8 1.1 2.8 6.5

Volume of freight
transport 9.0 -2.0 7.0 11.0 21.9 9.1

Construction output 7.7 7.2 7.2 3.8 7.9 6.9
Volume of foreign

tradel/ 10.3 14.3 24.8 38.3 6.6 18.4
Volume of investment 10.5 10.4 8.3 13.3 15.1 11.5
Fixed assets 9.2 8.2 8.8 10.4 11.7 9.6
Number of personnel 5.2 4.7 3.8 3.3 4.6 4.3
Labor productivitv in

- republican industry 4.5 5.7 7.8 6.9 7.2 6.4
- constriution and
assembly 5.9 7.5 9.0 9.0 7.6 7.9

- rail transport 4.7 4.9 6.5 5.7 3.2 4.
Socialist retail

trade sales 2/ 9.1 6.3 7.5 10.2 7.7 8.2
Socio-cultural

expenditures 7.6 9.7 10.6 7.4 6.8 8.4
Real wages of personnel 2.2 1.8 3.2 4.5 6.9 3.7
Total reanl 4"coe of

the population 13.2 6.8 5.6 7.2 7.0 7.9
!I.>lto income perl\lo+nrl -4

capita 12.4 o.9 9.8 11.3 8.7 10.2

cl in…prices in force on January 1, 1971

Source: Aur SutatLL Utic

Source: Anuarul Statistic



further increases above the Plan targets were anticipated at the RCP Conference
of 19-72, but agricultural production stagnated in the 'ace of poor c'limatiiciii 171Ly JUL ~g LLULLd LuUULLU1bdL~~ i LiI £L~ L Utaj¶ULL L LiL

conditions between 1973 and 1975. (For further details, see Chapter Eleven).

6.10 The sectoral growth rates led to further structural change within
the productive sector, with inuustry streUgLhening its posit.iL as the leading
branch of the economy. The extent of the change is shown, in differing ways,
by Tables 6.4 and 6.5. The former provides indices of the growth of each
sector's contribution to social product and national income measured in com-
parable prices and shows the relatively high growth of industry. Table 6.5
shows the changing structure of social product and national income in current
prices; between 1970 and 1975, industry's share of social product increased
from 61.4 percent to 64.7 percent, while agriculture's fell from 16.5 percent
to 13.3 percent and construction's declined from 10.6 percent to 8.6 percent.
For national income, Table 6.5 does not show the increasing weight of industry
because of relative price changes during the period 1973-75.

6.11 The growth in production and changes in economic structure between
1971-75 were accompanied, and to a large extent generated, by a large invest-
ment program designed to ensure "the steady growth of the entire production
potential of the country, improvement in the territorial distribution of the
forces of production, amelioration in the structure of the national economy,
improvement in the population's housing conditions and development of the
material resources of socio-cultural activities." 1/

i/ Communique on fulrillment o1 thLe 1711. PJan.
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Table 6.4: GROWTH OF SOCIAL PRODUCT AND NATIONAL INCOME,
BY BRANCH OF THE ECONOMY, 1970-75

(In Comparable 1963 Prices)

Transnort and
Year Total Industry Construction Agriculture Telecommunications

Social Product

1970 100 100 100 100 100
1971 112 111 109 121 108
1972 123 123 117 130 116
1973 135 141 123 132 126
1974 151 159 129 134 135

LI97 165 161. L.5

iJ~~JIU IUU JAJU 1UIU IU U1970 100 lV0 100 100 100

1971 113 111 110 131 109
1972 125 126 119 140 119
1973 138 147 124 133 132
1974 155 167 131 130 144
1975 171 186 144 130 169

Source: Anuarul StatistiC.
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Table 6.5: STRUCTURE OF SOCIAL PRODUCT AND NATIONAL INCOME 1970-75
(in current prices)

Transport Other Productive
andi Tele- Seruic in-

Year Industry Construction Agriculture communications cluding Trade

Social Product

1970 61.4 10.6 16.5 4.7 6.8
1971 0.4A 10.3 1. 1 A. 6.7

1972 61.1 10.1 17.1 4.5 7.2
173. 62.2L 7 . 16.1 4.4I I.7

1974 63.6 8.9 14.1 4.1 9.3
Li 7 ~~0 IC 1i i3 I3. ') A 

197J 64.7 0.0 13.3 v 9.2+.

National income

1970 58.0 10.4 18.5 6.0 7.1
1971 56.0 9.6 22.2 5.5 6.7
1972 56.5 9.5 21.2 5.5 7.3
1973 58.1 9.1 18.5 5.6 8.7
1974 56.6 8.3 15.9 5.4 13.8
1975 56.2 7.6 16.0 5.8 14.4

Source: Anuarul Statistic.

The Plan target for investments from centralized state funds (which comprised
some 87 percent of total investments in the national economy between 1971 and
1975) was slightly overfulfilled, achievements being 8 billion lei above the

target of 470 billion lei, and according to the Plan communique, the actual
sectoral distribution of investment approximated the planned amounts, with
industry receiving 57.2 percent of total centralized state funds, agriculture
16.1 percent, transport and telecommunications 11.4 percent and construction
5 percent (Table 6.6).

6.12 The total volume of investment in the national economy during the
Fifth Plan was 549 billion lei, a larger amount than was invested during the
Third and Fourth Plans together (Annex 3.3). As a result, the proportion of
national income directed towards the accumulation fund between 1971 and 1975
was 34.1 percent (Table 5.1), which surpassed the Plan target of 30-32 percent.
This is a strong indication of the efforts made during 1971-75 to accelerate
the rate of growth of the economy as well as evidence of the difficulties
facing the economy in implementing the targets of the 1972 National Conference.
As the later discussion on efficiency indicates in greater detail, the acceler-

ated growth called for by the Conference could not be provided for by improve-
mpntq in rp.cllrCp Ui,e and efficiencv but had to be secured through additional

inputs of capital and labor (see also para 6.14).
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Table 6.6- pTAt1TED ulu ACTlUAT P T A TAT TLT METTS FROM CENTRALIZED STATE

FUNDS, 1971-75

(in comparable 1963 prices)

Sector Planned Achievements
1971-75 1971-75

b. lei % b. lei %

TOTAL 4700.U- 100 478.0 100

of which:

industry 281.2 58.1 273.3 57.2

construction 18.5 3.8 23.9 5.0

agriculture 81.4 16.8 76.8 16.1

transport and
telecommunications 53.6 11.1 54.4 li.4

trade 13.2 2.7 2

mLlunicipai servicpes 8.1 1.7 2/

housi ng 3.0 2/

education and health 9 2.0 -2/

scientific research C°- 3..8

Source: Law of the Plan 1971-75
Communique on fulfillment of 1971-75 Plan

1/ components do not add to total but equal 484.4 b. lei. Percentages

for sectors are based on this higher figure.

2! not reported in Plan commulnique



6.13 The distribution of the total investment volume followed closely the
priorities laid out U n the "an:8 percent of thlLe LoLta was aLLocdu LU

the productive sector and the sectoral distribution continued the previous
plan period's emphasis upon industry (Annex 3.4). Some 277 billion lei (50.5
percent of the total) was directed towards industry, of which 231 billion lei
(42.1 percent) went to Group A industries, in particular to metallurgy, machine

building, chemicals, fuels and energy. As a result of these allocations, the
ability of Romania to supply a higher proportion of its own capital goods in-
creased; in 1975, almost 75 percent of all equipment investments were produced
in Romania. Group B industries were allocated 45.9 billion lei (8.4 percent)
and as a result of this increased allocation and the higher investment during
the 1966-70 plan period, light industry enjoyed one of the highest annual
growth rates (13 percent) of the industrial subsectors. The next largest
investments were in agriculture with 79.2 billion lei (14.4 percent of the
total), and transport and telecommunications with 55.7 billion lei (10.2
percent), followed by construction with 25.9 billion lei (4.7 percent).
During the 1971-75 plan period, greater attention was given to regional dis-
tribution of investment; a discussion of regional considerations is presented
in paras 6.26-33.

6.14 The overfulfillment of the plan target for investment was matched by
overfulfillment of the target for the number of wage earners. While the occu-
pied population increased from 9.9 million to 10.2 million, the number of
personnel rose from 5.1 million to 6.3 million, an increase of 1.2 million
(23.3 percent above the 1970 level) compared with a Plan target of 1 million
(19.6 percent). The increase in the number of personnel involved essentially
a transfer of labor from agriculture, the number of whose occupied population
declined from 4.85 million to 3.84 million while the number working in industry
rose from 2.28 million to 3.11 million. Over the period, 1971-75, therefore,
the percentage of the occupied population working in agriculture declined from
49.1 percent to 37.8 percent, while industry's share rose from 23 percent to
30.6 percent. Further details of employment, and in particular, participation
rates and urbanization, are discussed in Chapter Eight.

6.15 Tn tprms of the nprrentage of national income allocated to the con-

sumption fund, the economy between 1971-75 failed to fulfill the target of 68-
70 percent, since only 65=9 percent of national income was reported pH goAng
to the consumption fund. However, the growth of national income was such that
the growth of the consumption fu.d, 7.5 percent per annum over the Plan period,
was higher than in previous plans and made possible large enough increases in
personal incomes aznd socio=cultu--ral expeni.4 tures of the Government t- f-1f41

Plan targets. Total purchasing power of the population, expressed in terms
oL real inICU0m`e, increased bUy 46 percentII eweenL 1970 and 197, -- there A Atil 5

the upper bound of the Plan target. According to the Plan communique, the
wage fund rose by 51. billion lei (an increase oL 53 percent) during the Plan
period, denoting a slight overfulfillment of the Plan target which was due to
the higher than targeted increase in personnel. Nominal arid real wages more
or less increased according to the targets; through increases in the minimum
wage and general wage increases, the nominai monthly wage rose to an average
of 1,813 lei in 1975, just over the target set in the Plan and to 1975 lei in
December 1975, thereby attaining the goal set out in the National Conference
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of the RCP in 1972. The increase in real wages was 18.4 percent over the five
years, just short of the 20 percent target of the Plan. Increases in the
incomes of peasants also occurred through the introduction of minimum wage and
increases in procurement prices. It is not clear whether the Plan target of a
22-30 percent increase in real incomes was attained, but monetary incomes are
reported in the Plan communique to have increased by 28.7 percent.

6.16 Funds allocated from the state budget for socio-cultural needs also
increased, by 50 percent over 1970; expenditures totalled 50.9 billion lei in
1975, an average of 7,420 lei per family and financed improvements in educa-
tion, health, and pensions (for further details, see Chapters Eight and Nine,
and Appendix 10). State funds were also used to construct 511,700 housing
units, virtually meeting the Plan target of 522,000 (for further details, see
Chapter Twelve).

6.17 In the absence of Plan targets for consumption, its growth must be
estimated through the surrogate measures of socialist retail trade sales and
the volume of services carried out for the population. In both cases, the
upper bounds of the targets established in the Plan were exceeded. Socialist
retail trade sales increased by 48.3 percent over the five-year period compared
with a Plan target of 40-47 nercent. In 1975 sales totalled !40.8 billion lei
measured in current prices. The volume of services for the population totalled
27.8 billion lei measured in 1Q71 prices in 1975, an increase of 68.6 percent
over 1970, thereby exceeding the planned growth of 55-61 percent (for further
details, see Chapter Nir.e). S-aving by the population, mainly for t1e purchase
of houses and durable consumer goods, which were in increased supply during
the Fifth Plan, also grew. Savings deposits of the population reached 44.9
billion lei in 1975, an average annual growth of 16 percent over the plan
nr 4n t AX
~ v V - Pa

6In suIm-ary, Romania's economic performiIance during the Fifth Plan
indicates that the country succeeded to a large extent in formulating consis-
tent p'Lans andU carryinig them out. With the notabie exception of agriculture,
production targets were largely met and while they were assured by additional
injections of i-vestment and labor to offset the less than planned improve-
ments in efficiency, the transfer from consumption to investment was not suf-
LiLcient to prevent targets for consumption from being met.

D. Economic and Technical Efficiency

6. 19 It has been shown in earlier chapters and in section C of this
chapter that, while the main engine for economic growth has been the expanding
level of investment in all sectors and the transfer of labor from agriculture
to industry, increasing attention has been paid to improvements in the effi-
ciency of economic operations since the beginning of the 1966-70 plan period.
This has included measures to improve the allocation of resources (through
improvements in planning and management of the economy) as well as their util-
ization (through the introduction of specific plan targets for cost reduction,
qualitative improvements and reduction in resource consumption). Guidelines
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for specific programs and legislation were mapped out by the National Confer-
ence of the RCP in 1967. 1/ They stipulated better organization and manage-
ment of the branches of material production by allotting more responsibility
to enterprises and by creating large scale units; improved planning at central
and enterprise levels; improved organization of the supply of materials for
production; better utilization of financial tools and indicators and, in con-
sequence, a more effective financial plan; reforms in the price system to pro-
vide correct signals to enterprises in their implementation of the plan; and
finally, as a major task, the overall improvement of efficiency by shortening
the commissioning period for new assets, increasing the degree of capacity
utilization, ensuring a high degree of raw material processing, improving
the quality of products for both internal and external markets, incorporating
scientific and technological research in production and minimizing consumption
of inputs.

6.20 After 1967, and particularly during the Fifth Plan period, steps were
taken to imnlement these measures throuigh both legislation and new proe-pdires.
The details of the planning and organizational changes are given in Chapters
Three and Fnoir thic scrtion lnnks at the imnart of thecs meascires insnfar me
an assessment can be made and compares them with the targets published in the
Plan=

.21 Two offircienrxcy tamrgetc weore publNshedl in tha PIlan: labor produc-
tivity per worker in industry, construction and rail transport and the reduc-
tion of expenses per 1000 lei of marketed industrial output. Both are syn-
thetic indicators, combining in a single index changes in more than one eco-
no...ic -ariable. Thus, an i4-.prove.Lment in 1abor product--4ty (which Aefijned
as gross product per worker) may measure capital deepening, improved labor
skils ir,roe I b ..an V~LULagte,,-LInt higher=valu productt mixJL l-L , et-. L evethet_less,1"ZD

in the absence of more direct measures of efficiency, they serve as a useful
starting point.

e nn - - i i --- ----- I '__1-_ __ - - -

6).22-L Labaor producLiviLy in republican industry inIcreaseU by 37 percent
over the plan period, an average annual increase of 6.5 percent, reflecting
the infusion of investment and new technology and managerial improvements (see
Chapter Ten for further details). The increase, however, fell short of the
targeted increase of 42 percent, according to the pian communique because of
deficiencies in the organization of production and capacity utilization; it
may also have been the result of overmanning (see para 6.14 and Chapter Ten).
Labor productivity in construction, growing 46 percent, exceeded its plan
target of 35 percent, a performance attributable to the accelerated capitaliza-
tion and mechanization of the sector (see Chapter Twelve). Labor productivity
in rail transport increased 27 percent compared with a target of 33 percent;
the shortfall appears to have been due to a lower than planned increase in
goods traffic.

1/ Report Concerning Measures for Perfecting the Management and Planning
of the National Economy and for Improving the Administrative-Territorial
Organization, Agerpress, 1967.
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6.23 The Plan communique also reported an improvement in the efficiency
of fixed capital; the volume of gross production per 1,000 lei of iixed
capital increased 8 percent during the plan period. As in the case of the
labor productivity figures, this measure is a synthetic indicator summarizing
the impact of changes in various variables. In the absence of a plan target
or more detailed information, it is not possible to evaluate the result.

6.24 Since both the published plan targets are defined in gross output
terms, they contain the influence of many factors. For example, an increase
in labor productivity, measured as gross product per worker, could as well
denote increased material expenditures or an increase in the complexity and
stages of production as increased net output per worker. In principle, more
appropriate measures of efficiency would be the proportion of national income
in social product and capital-output ratios, but some care is required in
their interpretation since the aggregate ratios also measure a number of
factors. 1/ According to published data 2/ the capital-output ratio 3/ for
the productive sector as a whole did not change between 1970 and 1975; in both
years, its value was 2.55 and the incremental capital-output ratio (ICOR) 4/
for 1971-75 was 2.56. Changes in the sectoral ratios, absolute values of
which are not available from published data, are shown in Table 6.7. In spite
of the constant increase in the ratio for construction and for agriculture
after 1973, the stability of the overall rate was maintained by the increasing
weight of declining ratios for industry and transport. The decline in indus-
try's capital-output ratio reversed itself in 1975; it is unclear whether this
was due to inefficient use of new capital assets or to the fact that, with the
large effort in 1975 to commission new capital before the end of the plan,
gains in outDut were delayed to the following plan period. The overall incre-
mental capital-output ratio of 2.56 for 1971-75 was quite low by international
standards. SI Whilp intprnational comnarison of ICORs can be spurious for

a whole range of reasons, it remains the only measure of the efficiency of
cnaital availab,1P in thp ahbpncp of dptailpd data on canital good costs and

information on enterprises' activities. In view of the fact that the ICOR
during the 1971-75 plan was similar to the ovprAll ranital-oitpit ratio and

that the Romanian ICOR was not substantially different from those of other
couintripe at a similar leuvl of dpuplonment, one mAv concliidp that there was

no great change during the plan period in the overall efficiency of capital.

1/ cSuch as natural resource endo,ent, -resent econom nrtru re prePn

level of infrastructure, structure of investment and short-run factors
such as capacity utilization, as well as -ricin of caitaol.

L/ AnAuarul Otatistl..

' f1s _h _ -Z_ _r rz xe __A aset -4na 4ncF1;omeA

J L/ lilt L IL LU i L LAru r lo LU i4CL . vir .LUL.UuiiL.

q, The L ratLio ofL cLhange in fixed assets to change a

5/ Comparable figures (1968-73) were 3.4 for Spain, 3.3 3reece, 2.2 South
Korea, 2.9 Turkey, 1.4 Brazil.



Table 6.7: SECTORAL CAPITAL-OUTPUT RATIOS 1970-75

Capital - output ratio /_
Transport and

Year Industry Construction Agriculture Telecoimnunications

1970 100 i00 i00 i00

1971 101.8 105.5 84.0 100

1972 99.2 112.6 85.7 98.3

1973 95.2 119.4 98.5 96.2

1974 95.8 128.2 110.0 97.2

1975 99.5 139.6 121.5 92.9

/1 Ratio of fixed assets to national income (in comparable prices).

Source: Anuarul Statistic.

6.25 In principle, an increasing ratio of national income to social prod-

uct also denotes an improvement in economic efficiency, that is increased

value-added for given material expenditures. During the fifth plan, national

income grew more quickly than social product, as a result of which the ratio

of national income to social product rose from 40.5 percent in 1970 to 41.9

percent in 1975. A similar trend was shown for each sector, with the excep-

tion of agriculture where largely because of climatic difficulties increased

inputs did not achieve large production gains. Again, these aggregate mea-

sures suggest a trend but can not be put forward as certain evidence of

increased efficiency because in some cases changes in the ratio reflect

changes in sectoral and intra-sectoral composition of output quite unrelated

to efficiency. Nevertheless, the above figures and statements from the Plan

communique do suggest that progress was made between 1971 and 1975 in increas-

ing the efficiency of economic operations, especially by moving towards a

product mix with a higher value-added and producing economies in the use of

fuels and raw materials. The Plan communique reported that the value of prod-

ucts obtained per unit of processed raw materials increased substantially in a

number of branches, especiallv in mechanical engineering and metallurgy where

it rose by 43 percent over the five years. Particular attention was paid to

increasing value-added and the nualitv of nrocessing in exported goods so as

to improve the efficiency of foreign trade. The Plan also established targets

for the reduction of material expenditlure; in induistrj material exnenditures

were to be reduced by 11-12 percent, but a reduction of only 9.2 percent was

achieved, the shortfall being attributed to managerial deficienries and

failure to commission on time and to utilize fully new technologies. Special

efLforts were malue to economise on raw materials and fuels, particularly fol-

lowing the rise in the price of oil in 1973 (see Chapter Fourteen for further

details). ScientLilic researchi was directed towards .proving industrial tch-

niques so as to minimize use of fuels; for example, it was announced in 1975

that improvements in iron-smleltling technology would per,m,it a reduction in the

use of coal. Studies were commissioned within government branches to identify

economies, for example, in transport (for details see Chapter Thirteen); and
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sector and subsector-specific targets were established (for example, in 1974
iLt was announced that iLn fLut .ure 2 L5 percent oil paper needUs was to LUe met tLIroulgh
recycling used paper). Finally, producer prices of basic materials were reset
uuLrig 19747iu durLr,g the repricing exercise, LU LeL.LUCL moUre accurately their
real cost and to encourage more efficient utilization of resources.

E. Regional Development

6.26 Regional development policy, first given special prominence in the
1966-70 Five-Year Plan directives, was emphasized more strongly during the
1971-75 plan period. In order to distribute production, employment, incomes,
education and medical services more equitably through the country and to
reduce substantially the imbalances in economic and social conditions, the
plan stipulated that increased investment in productive facilities and non-
productive services should be allocated to less industrialized and poorer
judets. The plan proposed that, as a result, industrial production in the
poorer judets would increase by 20-27 percent per annum compared with the
national increase of 11-12 percent. No further specific targets were pub-
lished in the Law of the Plan.

6.27 The implications for location of investment and employment and re-
gional distribution of production were reported in more detail in the plan
communique. The communique indicated that for the less-developed judets the
growth of investment between 1970 and 1975 exceeded the national average.
Compared with a 70 percent increase in total investment, investment rose by
220 percent in Dimbovita, 190 percent in Gorj and Tulcea and above 100 per-
cent in Dolj, Bistrita-Nasaud, Botosani, Alba, Satu-mare and Vaslui. As a
result, these areas experienced a higher than average growth of fixed assets.
The poorer iudets also enioyed hiRher rates of growth of gross output than
the economy as a whole (Table 6.8); information provided by the Government
indicates that all but three of the nineteen iudets which had gross industrial
production of less than five billion lei in 1970 fulfilled or overfulfilled
their Dlan target 1/ (Table 6.8). As a resIlt; the nuimher of districts wit-h
a low volume of industrial production decreased, as shown in Table 6.9.

1/ The rapid pace of growth in the less-developed judets, however, was not
sufficient, with the exceptLoio ofL Harghita, to meet the ambitious pro-
visions established at the National Conference of the RCP in 1972. In
the directives, annual growth rates for the following Judets were give:;
Bistrita-Nasaud 20.3 percent, Teleorman 21.6 percent, Harghita 15.8 per-
cent, Dimbovita 22.6 percent, Salaj 25.4 percent and Tulcea 28.i percent.
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Table 6.8: GROSS INDUSTRIAL PRODUCTION, BY JUDET 1970-75
(in comparable 1963 prices)

Judet Gross Industrial Production
Plan Target

1970 1975 1975 1975
'000 lei '000 lei 1970 1970

Alba 4,409 8,106 124 184
Arad 6,951 11,585 167
Arges 10,441 21,937 210
Bacau 10,659 16,336 153
Bihor 7,738 14,036 181
Bistrita-Nasaud 898 1,808 201 201
Botosani 1,811 3,388 147 187
Brasov 21,838 38,295 175
Braila 6,751 11,198 166
Buzau 3,602 9,059 231 C%L

Caras-Severin 8,643 11,478 133
C1UJ 1 j-L+1,44 20,334'f 178jI

Constanta 6,619 12,842 194
Covasna 1,658 3,494 211
Dimbovita 4,864 11,372 217 234
Dol, 10,166 18,073 178
Galati 10,497 25,425 242
flori 3,374 5,82 173 172
Harghita 3,154 6,579 184 209
Hunedoara 16;747 21,5128

Ialomita 2,872 5,272 161 184
Iasi 8.731 19 13 219
Ilfov 4,312 7,433 170 172
Maramures 5,068 7,952 157
Mehedinti 2,451 6,447 233 263
Mures 10,827 17,171 159
Neant 8,175 15,933 195
Olt 3,858 13,456 341 349
Prahova 20,142 32,247 160
Satu-mare 3,610 7,688 160 213
Salaj 782 2,082 260 266
Sibiu 11,414 21,287 186
Suceava 5,906 9,928 168
Teleorman 3,040 6,970 255 229
Timis 11,544 20,659 179
Tulcea 1,453 2,675 250 184
Vaslui 2,243 4,907 209 219
Vilcea 2,777 5,638 200 203
Vrancea 2,058 4,223 145 205
Bucharest Municipality 55,947 103,147 184

Total 319,476 586,878 183.7



Table 6.9: LEVELS OF GROSS INDUSTRIAL PRODUCTION, BY JUDET, 1965-75
(in comparable 1963 prices)

Number of Judets
Value of Production 1965 1970 1975

< 5b. lei 30 19 8
5 - 10 b. lei 6 12 11
10 - 15 b. lei 3 5 7
15 - 25 b. lei 3 11
> 25 b. lei 2

Source: 1971-75 Plan Communique.

6.28 The growing importance of an industrial work force in the poorer
districts also reflects the increasing industrialization of the less-developed
regions; in 1975, the number of districts with more than one-fifth of their
inhabitants categorized as personnel was 32, compared with 27 in 1970 and only
18 in 1965. Similarly, the ponulation emnloved in non-agricultural activities
was more than fifty percent of the occupied population in 27 districts in 1975
comnared with only 13 in 1970. Acrompanying these inrreases was a trend
towards greater urbanization, to permit efficient provision of social and
rcultutral seprvices. Ths icueimrvdedical se.vics(fr xapl

between 1970 and 1975, infant mortality rates in the poorer districts showed
a radical improvement), cent-ralized rwate- -and sewrag sytems, bette- educa-
tion, etc. Further details are given in Chapter Eight on human resources.

6.29 The above statistics provide some evidence of the positive achieve-
ments of regional development policy. 'However, they demonstrate changing
levels of production and employment in each judet rather than changes in their
distribution or in per capita terms. Therefore, an analysis was carried out
of the changes in regional distribution of per capita output. Since figures
on output per Judet are r.ot publiLLteU, a pLUAoY Was calcU.LaLdU Using pUUbLiLshU

data on social product in industry, agriculture and construction, and con-
verted into per capita terms. Such series were obtained for the years 1967
and 1974 and a coefficient of variation 1/ of this output variable was cal-
culated in both absolute and per capita terms, inciuding and exciuding
Bucharest (Table 6.10).

1/ Co-efficient of variation is a normalized variance defined as

cv (x) = Var (x) x 100
x



Table 6.10: CO-EFFICIENT OF VARIATION OF PER CAPITA OUTPUT BY JUDET

1967 1974

Absolute (i) 54.09 55.27
(ii) 83.36 90.90

Per capita (1) 42.34 42.84
(ii) 43.26 44.30

Note: (i) excludes Bucharest
(ii) includes Bucharest

Table 6.11: COEFFICIENT OF VARIATIONS OF PER CAPITA OUTPUT
IN INDUSTRY AND AGRICULTURE

Industry Agriculture
1967 1974 1967 1974

Absolute (i) 75.45 67.88 46.65 53.06
(ii) 132 111 49.00 54.19

Per capita (i) 66.83 56.37 40.03 41.08
(ii) 68.48 58.47 43.19 43.87

6.30 These calculations show that industrial production has become more
equa y ditr-ib,t-ed; in other words, they demonstratP thati the. onvernment's

policy for regional development, which is phrased in terms of industrial
distribution, has been implemented successfully. The conrluiojnn is suppnnrted

further by a calculation of the coefficient of variation for the distribution
of the population enga ge 4i A-r.dtrial production fir n th number of
employees in industry by judet were converted into a proportion of population
and a coeffiC.cier.t ofP var4ation calculated. Trable 6.12 shows that, -in addition

to a general increase in the proportion of the occupied population in each
Judet ~ I 'okn nidsr,te disparity betweer. judets in the distributionr ofj UUt- L WU &.L iii6 iiL _ LLU U~ LiL y , L[LM U.L bjJCiL .L U U. I L.W~~k J L-L.

the industrial work force has declined.

Table 6.12: COEFFICIENT OF VARIATION OF INDUSTRIAL EMPLOY4ENT BY JUDET

1967 1974

(i) 58.66 46.45
(ii) 60.92 48.16
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6.31 The calculations also show that, between 1967 and 1974, the distri-
bution of agricultural production became less equal, and with sufficient
strength that the overall distribution of output between judets became no more
equal. The increasing inequality in the distribution of agricultural produc-
tion results from the constraints imposed by natural conditions upon the
regional allocation of investment in the sector. The government has announced
that attempts will be made to distribute agricultural production more equit-
ably, insofar as there are plans to make each judet as self-sufficient as pos-
sible in food production and to distribute large scale livestock operations
equitably. However, such measures are unlikely to have more than a marginal
impact upon the inequality of the distribution of agricultural production.

6.32 So far, this discussion of regional distribution has been phrased in
terms of output and employment. Lack of data on wages by judet prevents any
conclusion that the regional distribution of incomes has also improved. How-
ever, since the wage levels in industry are higher than those in agriculture,
it is likely that a reduction in the disparity in levels of industrialization
has also led to a reduction in income disparities between judets. According
to the partial data available, (Table 6.13) the gap between the average
incomes of the richest and poorest judets diminished a little between 1970 and
1975. It is probable that the gap is reduced further. in terms of total real
income of the population, by the allocation of socio-cultural expenditures on
the basis of national norms.

Tablp 6-13: TNCOMF. TEVELRT BY RTTTTYF.T 1970 and 1975

Average income in lei per month
Lowest H Highest
Judet Judet Lowest

1970 1260 1613 1.29
1975~ 1631 203 1.2

Source: Data supplied by Romanian authorities.

6.33 As a result of the government's figures and additional calculations,
itcan be conc.luded that Ror.anian regional pollicy haiis bceen successful Inso'ar

as both industrial investment and production have been directed towards the
LessUdevelopeUd judets. Furthenuore, thLe data iLdicate thlat tLhe pace ofL these
changes has been in general as fast as or more rapid than planned.
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CHAPTER SEVEN

FOREIGN TRADE AND INTERNATIONAL ECONOMIC RELATIONS

A. introduction

7.01 The development of the Romanian economy over the past twenty-five
years has been accompanied by the rapid growth of foreign trade and the expan-
sion of international economic relations with socialist, developed market and
developing countries. Between 1950 and 1975, the volume of foreign trade
measured in current prices rose from 2.7 billion lei valuta 1/ to 53.1 bil-
lion, an average annual growth rate of approximately 12.6 percent. Over the
past decade, there has been a distinct acceleration in the rate of growth, the
average annual expansion for 1965-75 equalling 15 percent and for 1970-75 18.4
percent. To some extent, this is explained by international inflation, but
more importantly, underlying the current price data there has been a steady
acceleration in the real growth of foreign trade. This can be measured not
only in terms of the ratio of trade to GNP -- approximate calculations by the
Bank suggest the ratio in 1975 to have been somewhat above 20 percent compared
to 12-14 percent in the early 1960s 2/--but also by the fact that the sectors
upon which the economy depends for much of its growth, e.g. chemicals, metal-
lurgy and engineering, have been those in which the importance of foreign
trade has increased most. The impetus for the expansion has come largely from
the side of imports to meet the needs of Romania's industrialization. On the
one hand, the pace of industrial development has outpaced the domestic resource
base, initially iron ore and coal in particular and since 1968 crude oil also;
on the other hand, the change of emphasis in the industrialization strategy
towards the development of advanced secondary industries has generated a
demand for imported capital goods.

7.02 It has been the needs of the leading sectors of industry for raw
materials and investment goods that have led to larger growth rates of trade
with non-socialist countries. Between 1960 and 1975, the average annual rate
of growth of imports from developed market economies was approximately 18 per-
cent and from developing countries substantially more, albeit from a low base.
To nnv fnr thr<p imnnrtq Rnmnnin hnq mndr cwrpait attpmnts to exnand exnorts

particularly industrial products, to all three trading areas. Romania has
adopted a very comprehensive approarh t-nwqri intprnat1innal ecornomir rplations.

It has formalized trade relations through agreements which have also estab-
li-shed the basis for tech…ological and scientific exchnang, and rop…rati…n in
production; it has attempted to negotiate the reduction of trade barriers; and
i.t h 1as j-oAlne.d and parti4 ipated actively in a number of international organ,iz-.,.

tions such as IBRD, IMF, GATT and UNCTAD. These outward-looking actions have

1/ See the glossary and Chapter Four for the definition of this currency unit.

2/ The figures for the early 1960s are quoted from J.M. Montias, "Economic
Development in Communist Romania", p. 147.
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resulted in large increases in exports and economic cooperation of various
kinds, most especially with the developing countries. A surplus on its trade
with the developing countries has enabled Romania to finance some of its
deficit with the developed market economies, whose markets Romania has had
greater difficulty in penetrating. The overall deficit that Romania has
typically run with the convertible currency area has been financed by external
borrowing.

7.03 The purpose of this chapter is to explain the importance and opera-
tion of foreign trade in the Romanian economy. Its specific tasks are three-
fold; first, to describe the role of foreign trade in the Romanian economy
and the changes in that role as the country's economic profile has changed;
second, to outline the foreign trade planning system; and third, to examine
in some detail foreign trade and international economic relations during the
1971-75 Plan period. The chapter should be read in conjunction with a number
of other sections in the report; the section on foreign trade pricing in
Chapter Four; the discussion of foreign trade in Chapter Five and Appendix 5
which examine the development of trade and international economic relations
over the period 1950-75; and the paragraphs on trade in the sectoral chapters.
Wherever possible, the discussions are supported by official data and also
information from unofficial sources. but since information on balance of
payments and external debt is given to the Bank by the government on a con-
fidential basis the discussion of these elements is necessarilv carried out
in non-quantitative terms.

B. The Role of Foreign Trade

7.04 The major role played by foreign trade in the Romanian economy over
the past two and a half decades has essentially hben to ohtain rpeouirce which
have been unavailable domestically and required to meet production plans. In
pursuing A-.d-ilop- straeg emphasizing he bronadning Nf its e,conomic

base and rapid and comprehensive industrialization, Romania explicitly rejected
the notion that its develop.ment should be g by it cmati advantage
as it appeared in the period immediately after the war. During the 1950s and
for much of the following decAade, Romania's nnprtipnation in wnrld trrde waQ
determined largely by the size and structure of an import bill generated
through, the planning of do...estic supply and demand; exports were rearded, in
principle, as desirable only to the extent that imports had to be financed,
andu as efficiently as possible.

7.05 D'uring the pas' decade, traAe has graAually b-ecom.e a le ss ----sive
I .UJ JL 1.k LiL JdL U LUC L L L i .a. a t.a.j C.ttn- -i-o

element of the economy, mainly as a result of changes on the sides of exports.
whereas thle size anu structure of trad'e contiLnues to ue derLveU largely fom
domestic supply and demand conditions which are determined within the planning
process, the government has Decolue oIUe WLii 16 LU 1AUL1, W LII11I LIJXULO,

a newly-established comparative advantage, especially in industry. As section
C of this chapter and the section on foreign trade pricing in Chapter Four
show, planning and pricing reforms have been adopted to reduce the insulation
of the economy from international influences and Lo assist iL UeteLr-LL1.-inLing 

export activities in which Romania can most profitably specialize. As a
result, export activities have an increasing role in exposing enterprises LU
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international competition so as to stimulate improvements in efficiency and

produuct quality andu th'e ass4m4ila,--on of new production processes, and thereby
to improve the marketability of Romanian exports. In addition to providing

a more appropriate uasis Llor establi4shin.g Romania's comparative adva.tage

such measures have had the purpose of securing imports with the minimum

expenditure of domestic resources.

7.06 Export activities have also a role in maintaining the growth rate,

particularly in sectors where the size or growth of the domestic market has

been a limiting factor. In such cases, exports have enabled the continuation

of growth rates beyond the capacity of the domestic market or have allowed

production at a level sufficient to secure economies of scale.

C. Foreign Trade Planning

7.07 Foreign trade is a state monopoly in Romania. ii This monopoly en-

compasses not only all import and export operations but also all international

accounts, thus creating also a monopoly of foreign exchange. It exists to

ensure that foreign trade activities are fully subordinated to the require-

ments of the country's development strategy and is implemented through the

planning system. Since every branch of the economy is connected directly or

indirectly with foreign trade, questions of control and administration of the

latter are inseparable from those concerning domestic economic activities.

Therefore, this section should be read in conjunction with Chapter Three. The

nature of foreign trade planning and the changes it has undergone in the past

decade parallel to a great extent the arrangements in the internal economy.

This section looks at the institutions and planning process governing the

foreign trade sector as bank staff have come to understand them in discussions

with Government officials.

1. Foreign Trade Institutions

7.08 The institutions concerned with the planning and implementation of

foreign trade operations are set out, and have their responsibilities out-
lined, in the Law (no. 1) on Foreign Trade, 1971. Prior to this law, respon-

sibilities for carrying out foreign trade were vested in a single ministry,

the Ministrv of Foreign Trade, which had under its general direction a number of

foreign trade enterprises responsible for securing imports and selling exports.

1/ The scope of foreign trade is defined in Article 3, Law (no. 1) on
Foreign TraAe, 1071 as "comm,ercial and economic and technico-scientific

cooperation transactions with foreign countries with regard to: sales,

purchases, and exch.arges of commodities, services, international trans-

portation and forwarding, designing and commissioning of projects,

tecnnical assistance andU cooperation, sale consignment and warehousin

of goods, agencies and commissions, financial and foreign currency

operations, insurance, tourism, and in general, any act or facts of

trade, as well as market research, tenders, proceedings, negotiations and

agreements to such operations".
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By the mid-1960s, the insulation of domestic enterprises from international
markets was hindering the development -f foreign trade, especially on the
side of exports. Along with proposals for improving the organization for do-
mestir economic activities, the Directives of the Central Committee of RCF, 1/
issued in 1967 as a blueprint for a more sophisticated management system, re-
commended that foreign trade be reorganized to carry out itLLs fLunctiLons more
effectively and, in particular, that the Ministry of Foreign Trade's sole
responsibility over the sector be ended by theAU~C entralization oL somUe
foreign trade responsibilities to the sectoral ministries, centrals and pro-
ducing enterprises. Between 196-7 and he present, the governiment has adopted
a series of laws and measures establishing new institutions and delineating
tLe responsibilities of all odLes Lnvolveu L traue. The most important and
comprehensive of the measures was the Law (no. 1) on Foreign Trade of 1971.
The following paragraph gives a brief description of the present division of
responsibilities between the major institutions involved.

7.09 (a) Council of Ministers: The highest body of state administration -
it has general responsibility for the administration and control of interna-
tional economic relations.

(b) Ministry of Foreign Trade: The Ministry has overall responsibility
for the planning and implementation of foreign trade activities. The major
elements include the preparation, in coordination with the State Planning
Committee, and implementation of the foreign trade plan which comprises a
separate chapter of the five-year plan; the authorization of imports and
exports through the issue of licenses; joint responsibility with the State
Planning Committee, Ministry of Finance, National Bank and Bank of Foreign
trade for working out and securing the balance of payments; negotiation,
in collaboration with the Ministry of Foreign Affairs and other interested
bodies, of agreements with trading partners; the investigation of foreign
markets; the organization of economic representation through diplomatic
missions or trade offices in foreign countries; and the general coordination
of external economic relations.

(c) Ministry of Finance: The Ministry has major responsibility for
foreign currency and controls jointly with the Ministry of Foreign Trade
international transactions in which foreign currency is involved.

(d) Bank for Foreign Trade: Established in 1968 as a specialized unit
of the External Operations Department of the National Bank, the Bank has the
primary function of facilitating trade by organizing trade payments, obtaining
domestic and foreign credits and concluding such banking arrangements as are
required domestically and internationally. It administers Romania's foreign
exchange reserves and payments agreements (See also Appendix 8).

1/ On the Perfecting of Management and Planning of the National Economy.
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(e) Ministries: Each sectoral ministry has responsibility for co-
o-rdinating the planning andt imnl am.nt at in of exvternal nrnnoTi re~lantio ns

specific to its sector, and ensuring the fulfillment of its part of the for-
eign trade plan. The Ministry of Transport has the specific responsibility
for overseeing the implementation of the external transport plan.

(f) Centrals, Foreign Trade Enterprises and Productive Enterprises:
The -aw T on -Foreig L rad wide ned - thi o.ate6 u of c.nom..c units able to cry

out foreign trade, stipulating that trade could be carried out directly by
_entrals, production enterpriseS s pe:C ie _ d oi t _ ens u n i

t tRltL lit, yt RUU> | Ul t:ILt: pL1bUbX b t |La| LLtUL 1L U L C|811 L I altf tLL,f PL 150_t 5, ULll S

supplying services or goods in foreign countries or to foreign interests in
- I- Aflflfl.I' -A- - "-… - - --- -I- _.- - - -_ - - -rIolnania (e.g. ARCO) arid any OLner sucn economic units that are authorized to

trade. In 1969, the majority of specialized foreign trade enterprises pre-
viously under the Ministry of Foreign Trade were made the responsiDiiity of
their respective sectoral ministries and since 1971 there have been a number
of reorganizations which have arfected both the number of units operating
directly in the foreign trade sector and their responsibilities. Since
December 1974, foreign trade has been carried out by 41 specialized foreign
trade enterprises (34 under sectoral ministries and 7 under industrial
centrals) and by export and import bureaus of the ministries and centrals.
The foreign trade enterprises, which are jointly responsible to their sectoral
ministry and the Ministry of Foreign Trade, are established as separate legal
entities with their own management and employees and specific commercial
responsibilities established by law. They are required to support all their
activities from their revenues and to operate at a profit. At the same time,
production enterprises were made directly responsible for their own trade
activities, even when they were carried out through the centrals or foreign
trade enterprises. Centrals and production enterprises now have responsibili-
ties for preparing a trade plan and for implementing the final trade targets
built into the annual plan and handed down from the ministry.

(g) Other Bodies: A number of other institutions play an important role
in Romania's foreign trade. The Chamber of Commerce is responsible for devel-
oping relations with foreign firms, economic organizations and professional
associations and staging trade fairs at home and abroad. It has affiliated
with it an Arbitration Commission for the settlement of foreign trade disputes.
Also affiliated with the Chamber is Argus, an agency established in 1971 whose
original function was to serve as a representative of foreign firms in Romania
but which has recently moved into assisting firms to set up their own offices
and acting as the channel through which they recruit Romanian personnel. The
State General Inspectorate for Product Quality Control has responsibilities in
cooperation with the ministries for controlling the quality of goods and ser-
vices sunnlied and nurchased by Romania in the foreign trade sector. In 1967
the Institute for the Study of International Economic Conjuncture 1/ was
fo,rmpd to stiidv the apnronriate develonment of Romania's foreign trade. and

in 1971 the Romanian Association for Marketing (AROMAR) was established with
responsibilities toimpnrnov the quality of market research and services for

Romanian exports.

1 I ena. .4 i- 1077 "The. T-nt-i-tut of Wornle Fcnnomx"



2. Planning Process

7.10 The planning of foreign trade is carried out within the same overall
framework. as the planning of domestic acti-v't'es. The f"ve-year plan 'or theJI. dLmWL L I~ jJdI L Ig U uue LI d L. L.i~ ±ILtL I. V-yI dI UL. Li1

economy contains a separate chapter on foreign trade and payments which sets
out thle overaLl targets for exports ana imports and specifies for each level
of organization responsibilities and targets. In essence, the central foreign
traue plan is a volumetric and financiai projection or exports and imports for
the five-year period in the field of trade, which constitutes the main part
of the overall balance of payments. Tne five-year plan does not include a
projection of the balance of payments, but this can be put together from the
provisions of the tourist and transportation plans and the guidelines for
actual capital flows. During the implementation of the five year plan, balance
ot payments projections are drawn up for use as management instruments for the
overall development of international economic relations.

7.11 The planning process for foreign trade occurs simultaneously with
that of domestic activities and is essentially similar to the planning for
other sectors with a derived demand for goods and services. Each economic
unit prepares as part of its draft plan projections of export and import needs
based upon investigative surveys of foreign markets and data on domestic pro-
duction and demand forecasts. Aggregation of enterprise plans through centrals
and ministries to the level of the State Planning Committee produces projec-
tions for the economy as a whole of import requirements and permits their com-
parison with the results of the SPC's summary schemes and econometric models.
The process of iteration and negotiation at each level of the organizational
pyramid produces a final plan which after approval is disaggregated and
presented to each level in the form of export targets and import allocations
expressed in value and volume terms. Because of the inherent uncertainty of
foreign trade, targets in the five-year plan are expressed in general terms.
More detailed targets are given in the annual plans.

7.12 The overall foreign trade plan is divided into two chanters covering
separately plans for convertible and non-convertible currencies. Prior to the
1976-80 plan, the plan was also divided into separate chapters for socialist,
developed market and developing countries, but no such division is included
now. This develonment. and the fact that it is the total nlan. rather than
the two chapters, that is divided into import and export plans illustrates
the inrreasing rommerrial nrientation of foreign trade ntivit-ies. The import

plan is specified by various categories; the most important commodities are
designated in vnlume terms- others are in valiip tPrms. whilP thPrP is q1ln

a residual category, not specified by commodity but allocated by value and
ministryr The nlnn nlso is diuided on the hnsis of uise as fonllws:

(a) imports for nroduicion:

(1)'~ raTw mr,1a tor1nl, d esinatedr nrimalrilyv in xyoluime termc

and calculated according to production norms and
technical coefficients.



(2) parts and other production inputs, designated in
volume or value terms.

(b) imports for investment:

(1) capital goods for specific projects, broken down by
project.

(2) capital goods not specified by project, for which a
total value is given for each ministry and technical
specifications defined.

(c) imports for final consumption:

(1) for important goods, volumes are specified.

(2) for all other goods, value terms are used.

The export plan is also broken down in to value or volume terms for maior
commodities. In general, the predominant target for each administrative level
is given in value terms but in certain cases volumetric targets are also given.

7.13 Tn addition to nlanning foreign trade internallvy the Romnnian
government organizes its economic relations with its trading partners so as
to rndiir AR morgh nz ne ihlts teho iinrtaint h in tht czc-or and tn svo as

jeopardizing internal development programs which are dependent upon foreign
inputs. Romania has conductpd mnst of its tradp and nayments within thp

framework of specific inter-country agreements. In the past, these agreements
were generllyu hJilteral in nr.t-ire for bont-h trnad and npyments, but in 0recent

years the tendency has been for payments to become multilateral, payments with
nonescnni tnh401- endnctyrhs beeing ford anrro.t 4 nnsly, tonvx-oJr,I a parrmen s ie i At

the end of 1975, Romania had signed 112 general cooperation agreements, 185
sectoral agreements and 235 Jontventure ---agreemnts ard ha a great nubrn'

still under negotiation.

7.14 The most institutionalized trade agreements signed by Romania are
those with socialist countrLies. IThey are negotiated bilaterlly, for a fiv
year period, during the preparation of the five-year plan and consist of a
general Lramework agreement supplemented Dy annual protocols which settle
details of purchases and deliveries. The agreements generally contain binding
quotas, i.e., quotas up to whiich import and export licenses iiuust be issued.
Prices for transactions are set at "negotiated world prices" which are now
based upon moving averages of international prices adjusted for speculation,
fluctuations, etc. Settlements for trade under these agreements are carried
out in transferrable roubles through the International Bank for Economic
Cooperation in Moscow. The institution of a multilateral settlement system
within CMEA means Romania no longer has to balance trade with each country.

7.15 Agreements with non-socialist countries aave involved similar
attempts to guide the development of trade along predictable lines, but in
general the stipulations in the agreements have been more indicative than
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binding. The agreement usually runs for up to five years and provides a
framework for trade and in many cases scientific and technological coopera-
tion, joint production and commercial ventures, exploration for raw materials
and technical assistance agreements. Further details of these various agree-
ments are given in the following section.

D. Foreign Trade and International Economic Relations in the Fifth Plan
(1971-75)

7=16 The goals set for the development of thp Romanian Peonnomy between
1971 and 1975 necessitated a further considerable increase in the volume of
foreign trade. Gontinliid growth of material production particularly in in-
dustry, generated additional imports of raw materials and capital goods which,
in view of Rom.ania's cautious approach towards expanding its external debt,
had to be largely financed by increased exports of industrial and agricultural
goods. Tlhus, Romania's participation in world trade during the Fifth Plan,
as before, was largely subordinated to the requirements of the domestic eco-
nom.y anAd dicate by _ the inufiiec ofd.. eor-sadrwmaeil

LLtL1~ ti U LA..L.aL U iy ~I..tC AC U A.LL y U~ L ULJLLLC L L CCS.UL LC_ C LU LI. W LiLa L LCL If 

and the inability to supply internally all the sophisticated capital goods and
installaions re U by LLth sLLLLatey ofL Lcor1.plt idUUsLriaizatLi.LLU. Asb a

result, much of foreign trade policy in this period was concerned with the
Uevelopuitent ol marketable export goods andu with obt aining stable long-term
supplies of raw materials and access to industrial technology.

7.17 The Law of the Plan projected an increase of 61-72 percent in the
volume of trade, measured in 1970 prices, during the Fifth Plan compared with
the volume achieved during 1966-70; translated into absolute terms, the target
equalled 151-160 billion lei valuta. The Plan forecast that imports during
the 1971-75 plan period would total approximately 75 billion lei valuta in
1970 prices, an increase of 54 percent compared with the 1966-/0 volume mea-
sured in current prices; and in keeping with the internal development of the
economy, it was envisaged that the major elements of import growth would be
raw materials and machinery and equipment. The Plan envisaged that raw
material imports would increase at approximately the same rate as total
imports, while purchases of machinery and equipment would more than double.

7.18 The Plan established both quantitative and qualitative goals for
exports between 1971-1975. The target for the growth of exports, 14.3 percent
per annum, was considerably higher than that of imports and reflected the
Government's plan to secure a positive trade balance by 1975 in both total and
convertible-currency trade and to minimize the growth of external debt. In
absolute terms, the target implied a volume of exports totalling 85 billion
lei valuta during the plan period. The Plan also indicated that there would
be changes in the geographical distribution of trade; while the Comecon coun-
tries would remain Romania's largest export market, 1/ trade with developed
market economies and developing countries was to increase rapidly to finance
the increased imports of raw materials and technology. In addition, the Law

1/ Trade with Comecon was planned to increase by 50 percent during the Plan

period.



of the Plan required that the efficiency of exports be increased; all bodies
involved in foreign trade were to ensure "the inicrease in export efficiency,
the diversification of the forms of foreign trade, the exploration of the
foreign market and the study or conjuncturai trends in perspective.!! i/ The
increased efficiency of exports, that is, the improvement of Romania's resource
terms of trade, was to be brought about largely by the general increase in
productivity of the Romanian economy, reductions in production cost, improved
quality and the availability ot more highly processed and technologically-
advanced goods for export. In particular, it was planned that exports of
machinery and equipment and chemicals (projected to constitute 41 percent of
total export value in 1975 compared with 30 percent in 1970) and the products
of light industry, notably clothing, footwear and wood products, all embodying
a high degree of added value, would be increased at a rapid rate. While
general improvements in productivity and quality and sophistication of products
provided an important basis for increased efficiency, it is clear, from the
measures proposed at the National Conference of the RCP in 1967, that further
improvements in efficiency were anticipated from the more efficient organiza-
tion of foreign trade under the Ministry of Foreign Trade and International
Economic Cooperation and also from the more direct exposure of enterprises to
the international market (for details, see Chapters Three and Four).

7.19 In addition to these policies, a major emphasis in the 1971-75 trade
plan was the development of economic cooperation with all trading partners.
The primary purpose of agreements for cooperation was similar to the bilateral
trade agreements they in some cases replaced, that is, to introduce a measure
of stability and certainty into foreign trade. A further purpose was to pro-
vide a framework for joint ventures, cooperation in production, the transfer
of technology and similar forms of inter-state cooperation. On the side of
imports, emphasis was placed upon the negotiation of long-term contracts for
raw materials and joint exploration and exploitation enterprises, especially
in LDCs. so as to ensure continuity of suDDly at advantageous terms. Such
agreements were also intended to permit the establishment of joint ventures
within Romania, to develop economic cooperation and introduce advanced tech-
nology, modern management techniques and scientific research into the Romanian
economvy On the side of exnorts; the foreign trade plan envisaged the estab-
lishment of joint production and commercial ventures in other countries, as
n monn nf PznOrtina Rnomnnin-mde mnrhinprv nnd Pni,inmrnt and tprhnnln,v.
While the major emphasis during the Fifth Plan period was clearly to be placed
upon the development of widespread cooperation with the developed market
economies and developing countries, it was also planned that Romania would
continue to ex-panAd it-s econo-mic reL-ati-ons with1 all scia;list- countries,
including Comecon members.

1. Trade Performance

7.20 The total volume of foreign trade between 1970 and 1975 increased
ILUII LL.~ULLIL LI L JJ.1 IJL IUL J L~ . dLL ~~froui 22L.97 biD 1 llon to 5. 1 billi4on leivaltincretpcs,aavag

annual growth rate of 18.4 percent. Imports increased 2.26 times from 11.8

1/ Article 24, Law of the Plan 1971-75.
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billion to 26.5 billion lei valuta and exports 2.39 times from 11.1 billion
to 26.5 billion iei valuta over the plan period, average annual growth rates
of 17.7 percent and 19.0 percent respectively (Annex 4.1). As a result of
the faster growth of exports, Romania succeeded in balancing its overall trade
in 1975 (Table 7.1). Measured in the same terms as the Five Year Plan target,
the volume of trade during 1971-75 was 106 percent higher than the 1966-70
achievements. An immediate comparison between achievements and the targeted
increase of 61-72 percent over the 1966-70 volume is not possible since the
former is expressed in current prices and the latter in 1970 prices. In the
absence of price indices relating specifically to Romanian trade, it is dif-
ficult to separate volume and price effects, especially for trade with non-
Comecon countries and to provide an accurate assessment of Romanian trade
performance during the period by using these aggregate data. There are two
further reasons why an assessment at the aggregate level is not useful; first,
Romania participates in two discrete trading areas, the non-convertible cur-
rency area of socialist countries and some trade with developing countries,
and the convertible currency area encompassing most trade with developed
market economies and the developing countries. As the tables on trade balances
and commodity structure of trade show, Romania's trading position in the two
areas (and within the convertible currency area its position in relation to
the developing countries and the developed market economies) differed consider-
ably. Secondly, the state's monopoly in foreign trade means that the trade
figures reflect changes in trade policy in response to both internal and
international circumstances. Thus, the remainder of this section attempts to
assess performance of foreign trade during the Fifth Plan by examining more
disaggregated figures.

Table 7.1: VOLUME OF TRADE BY CONVERTIBLE AND NON-CONVERTIBLE AREAS
1970-75

1970 1971 1972 1973 1974 1975
…(----- i i valta----------------

A. Total Traet

Exports 11105 12606 14373 18576 24226 26547
Imports 11761 12616 14465 17418 25563 26548
Balance -656 -10 -92 +1158 -1337 -1

B. Convertible Currency
T.rade
Exports 4980 5950 8181 13016 14110
Imports 5285 6348 I85.0 14637 1466

Balance -305 -398 -328 -1621 -551

C. Non-convertible
Currency Trade
Exports 7626 8423 10395 11209 12438
ImporTs 7330 f-1 O7n-A 17 1 1 000
imports 733 Oil/o011/ U 1U>/ 11000

Balance +296 +306 +1486 +282 +550

Source: Ministry of Finance
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7.21 The major features of Romania's trade are shown in Tables 7.1 and
7.2 and Annexes 4.1-4.8. Between 1970 and 1973, the growth of trade proceeded
at a fairly rapid rate, although as Table 7.2 shows, somewhat less rapidly
than projected in the annual plans; 1/ average annual growth rates for exports
and imports were 10.8 percent and 8.2 percent respectively. This permitted a
reduction in the overall deficit from its 1970 level of 656 million lei valuta
and in 1973 the economy actually had a surplus of 1158 million lei valuta.
Furthermore, Romania's trading position with each trading area improved. 2/
Trade with socialist countries increased by almost 40 percent between 1970 and
1973, compared with a target growth of 50 percent between 1970 and 1975, the
greater growth of exports (49 percent against only 30 percent for imports)
leading to an increase in Romania's surplus in non-convertible currency trade.
The surplus with developing countries also increased, the rate of growth of
imports (mainly crude oil, minerals and metals and raw materials) exceeding
marginally that of exnorts (122 nercent romnared with 118 nerrent-. Tn its
trade with developed market economies, however, Romania succeeded in reducing
its dpfirit only a littlp from 1250 million lei valuitai in 1970 t-n 1230 millirn

lei valuta in 1973; in that period exports rose by 82 percent while imports
inrreanqei bv only An nprcpnt.

1/ Since the targets for foreign trade in the annual plan are cast in
estimated current prices while achievements are in actual prices, a
shortfall in performance may, in principle, be due to either inaccurate
price predictions or lower volumes of trade.

2/ Care is required in interpreting the figures for trade with LDCs and
developed market economies, since exports and imports are categorized
in Romania by country of payment rather than country of origin or des-
tination. Thus trade figures quoted by Romania for countries with
important commodity exchanges may not equal those countries' own figures.



Table 7.2: VOLUME OF TRADE WITH DEVELOPING COUNTRIES AND
fT'%VX?tT rADt'T IJAT)IVPr L'rP'IThTfMATLI

1970-75

;97 ;IV 971 1972 19il3 i974 i975
----------------- (in m. lei valuta)--------------

A. Total Trade with Develop-
ing Countries and Developed
Market Economies
Exports 4652.3 5448.8 6351.6 8966.8 13726.0 14333.6
Imports 5417.8 5825.3 6995.7 9173.9 15561.7 14990.0
Balance -765.5 -376.5 -644.1 -207.1 -1835.7 -656.4

B. Trade with Developed
Market Economies
Exports 3284.5 3992.6 4549.0 5980.2 9455.4 8225.0
Imports 4534.0 4880.6 5767.7 7212.1 12108.5 10762.3
Balance -1249.5 -888.0 -1218.7 -1231.9 -2653.1 -2537.3

C. Trade with
Developing Countries
Exports 1367.8 1456.2 1802.6 2986.6 4270.6 6108.6
Imports 883.8 944.7 1228.0 1961.8 3453.2 4227.7
Balance +484.0 +511.5 +574.6 +1024.8 +817.4 +1880.9

Source: Ministry of Finance
Anuarul Statistic

7.22 Trends in trade were much less favorable, however, in the remaining
two years of the plan period. In 1974, the surplus on total trade was replaced
by a deficit of 1.3 billion lei valuta as exports grew less rapidly than
planned and imports increased considerably faster than anticipated. The causes
were both internal and external: growth of exports, 30.6 percent compared to
an annual plan target of 43.5 percent. was constrained by the failure of the
harvest, which reduced agriculture's exportable surplus, and by the world
recession, which severely affected the growth of exports of machinery and
equipment, textiles and garments. In addition, trade restrictions were
imposed on important Romanian exnorts such as beef. textiles- shoes and fertil-
izer. Large increases in the price of oil and other raw materials, and of
machinery and equipment, raised the rcost nf imnnrts substnlly and the t-notl

import bill increased by 46.8 percent compared with the plan target of 38.8
nerrcnt. CnnRiipntlv i-hP fnUnrnhla d YOlnnMantC nf ihO nrei174n2-.,c. -h?e Van

were reversed. The trade deficit with the developed market economies grew to
2.65 hillion loi vlutnai- n import-s -ose b 68 percent while exports increased

by only 58 percent; the surplus with the socialist countries decreased to less
than half a billion lei valuta, in part because export goods were shifted
to convertible currency markets. In the case of trade with the developing
o u n t ries as a group, LRXmU-anLiLa suLLredU UoLLy a s.LightlL Udeterioration i[ iL t s

trade balance, partly as a result of the structure of exports whose prices
rose to compensate fLor thi'e iLncrease cost ofL oil anid othULer raw material imports,
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and partly because of the trading and cooperative agreements established with
many developing countries during the fourth and fifth plan periods.

7.23 In 1975, the foreign trade sector experienced further problems.
Demand for Romanian goods continued to be limited by the world recession, espe-
cially in the case of textiles, machinery and wood products, and less foreign
exchange than anticipated was earned because international market prices, par-
ticularly of chemicals, cement and timber, stopped rising. Internally, severe
floods reduced the planned supply of export goods, mainly from agriculture but
also from some industrial sectors, by some 1.1-1.2 billion lei valuta. While
in 1974 the large deficit had been financed through capital inflows without
the imposition of restraint upon imports in 1975, the Government dealt with
the unfavorable developments by accepting the need to reduce or delay some
planned imports, particularly from the convertible currency area, and by run-
ning down stocks. As a result, imports grew by only 3.9 percent and with
export growth of 9.6 percent the overall trade account was practically in
balance. The deficit with the developed market economies was reduced by a
small amount to 2.54 lei valuta, with both exports and imports falling by
13 percent and 11 percent respectively. In the case of trade with developing
countries, Romania's surplus increased rapidly, reflecting further success in
expanding exports of machinery and equipment and industrial consumer goods
to the oil-producing countries; exports to developing countries increased 41
nprcent in 1975 whilp imnorts inere2sed hv 99 nprrpnt= Tradp with qnrialist
countries continued to grow steadily, exports and imports increasing by 16.4
nprcont and 15.5 nprrent rpenpctivlupy

7 .2 Thus, in the l set ya7nr of the pl an npriond tha foreign t-rade scort-
registered a lower rate of growth than planned, as internal and external
factors inhibited the growth of exports. In some cas,4. thIs l t a----

in imports of machinery and equipment, in others, the substitution of imports
fUrom rom .econ for goods fro,,. developed muarketC - c--.i--- 4, -an in -e otIhe cas

the substitution of local investment goods.

7.25 In the course of the fifth plan, substantial changes took place in
thLe geographical distribution andL comUmod ity structure of tradUe. Iln current
price terms, the weight of socialist countries in Romania's foreign trade

~ .__ --1 - I . I I ~ n o I 12 - _ - - - - _ - _- E ) n - - - -
UiminLsheu; in 1970, JO.1 percent oi exports were SoIU LU dUd 53.9 percent OL

imports were obtained from this source; in 1974, the percentages had fallen
to 43.3 percent and 39.1 percent respectively, before rising again in 1975 to
46.0 percent and 43.6 percent respectively. In the meantime, both developed
market economies and developing countries had assumed more important positions,
with the growth of the latter the most striking. While the proportion of
exports to and imports from developed countries had risen from 29.6 percent to
31.0 percent and from 38.6 percent to 40.5 percent of the total respectively,
trade with developing countries increased over four times in current price
terms. A radical change in the level and relative importance of trade with
the developing countries occurred with the oil price increase. In 1974,
Romania's trade with them rose by 56 percent (exports increasing 43 percent
and imports by 76 percent). A further increase in total trade ot 34 percent
in 1975 (43 percent for exports and 22 percent for imports) meant that in
that year total trade with developing countries was 19.5 percent of overall
trade, more than double the 1970 proportion.
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7.26 The changes in geographical distribution of Romania's trade, how-
ever, were less striking once the impact of differential price changes between
convertible and non-convertible trade is accounted for. Approximate calcula-
tions using world price indices suggest that, measured in constant prices, the
socialist countries maintained their share of trade with Romania and that the
major change in distribution was the declining share of trade with the devel-
oped market economies and, correspondingly, the rapid growth of trade with the
developing countries. From an examination of the foreign trade data, one can
only conclude that, while the oil price increase caused the terms of trade to
move heavily against Romania 1/ notwithstanding the benefits Romania derived
from price increases for its chemical fertilizer, petroleum product and energy
exports, Romania took full advantage of its economic and political relation-
shins with develoning cniintrips in gpnpral- and the oil-producing countries in
particular, by exchanging large amounts of machinery and equipment, food and
raw materia1s for fnnd nrndtirinn and indusqtrial consumpr goods for the oil it
required.

7.27 The commodity structure of trade also continued to change between
1971 and 1975, especially in exports where the changes implied sonme esiracc

in implementing Plan targets for improving the efficiency of exports (Annex
4.4. In part,n the structural changes reflected relative price chanags in

part the changing needs and productive resources of the economy. In aggre-
gate, the structure of Luports changed littl.e during t h e period, com-pris ing

almost exclusively imports of capital goods and raw materials. The proportion
of' capital goo-us in tota'l imports duec'li-nedu from 4.3 percent in 190to3.

tJi LdJ9LLdL ~~~~~~~~~~~~~~~~~~~~UUUb LII LULdI LUIjJIJLL~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ U~~~~~LL.LIICU LLLJLU t'.J..J ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~CLLCLIL LII ±~~~~~~~~~~~~~~~~~~~ I~~~~~J L~~L -V J .J*t. II I LU 1

in 1975, the decrease occurring in 1974 and 1975, reflecting the foreign
exchange constraints in th-se- years ad LLthe increased abily of LLIhe Roman L

economy to provide its own capital goods. The proportion of fuels, minerals
and metals rose from 30.4 percent to 38.2 percent during the same period not
only because of the increase in the price of crude oil (and increases in the
volume of its import) but also because of increased requirements of metals and
minerals. If imports of other raw materials are included, the proportion of
all imports in the form of raw materials rose from 42.8 percent in i970 to
52.0 percent in 1975 (Annex 4.5).

7.28 The changes in the structure of exports mirrored to a great extent
the progress of industrialization in Romania and also the limitations of the
process. Industrial goods (machinery and equipment, chemicals and industrial
consumer goods) continued to increase their proportion of exports, increasing
from 47.9 percent to 52.2 percent. While the growth of industrial consumer
good exports was no more than the growth ot exports as a wnole, macninery and
equipment and chemicals enjoyed the highest growth rates, their combined share
of exports rising from 29.8 percent in 1970 to 36.1 percent in 1975 (but raii-
ing short of the plan target of a 41 percent share in 1975). Correspondingly,
the share of raw materials in exports declined; the decline in the share ot
exports of foodstuffs and agricultural raw materials reflected the growth of

i/ An analysis carried out by the Bank of Romania's trade with developing
countries suggests that a bundle of exports capable of purchasing 100 lei
worth of imports from developing countries in 1970 would obtain only 60
lei worth in 1975.
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domestic processing industries and the relatively low growth rate in agricul-
ture, while the slight decline in the share of fuels, metals and minerals
masked the offsetting effects of price increases and volume decreases as
domestic needs took a higher proportion of supply.

7.29 The structure of exports and imports also varied by trading area,
demonstrating Romania's position in the world economy (Annexes 4.7 and 4.8).
In its trade with developing countries, Romania sold machinery and equipment
and other industrial products in return for raw materials: in its trade with
socialist countries, Romania appeared as a supplier of capital goods and
consnTmer produ1icts in return fnr rnnital anods and raw matprials; and in its
trade with the developed market economies, Romania stood as a developing
country, exporting raw materials and simpnl indlstrial manufactures in return
for sophisticated capital equipment and raw materials.

2. Cooperation Agreements and Joint Ventures

7.30 In recent years Romania has become a strong advocate of international
and technical cooperation with all countries of the world; this represents
an important change from previous periods when cooperation focused mainly on
Comecon. The diversity of these relat4ios i e

ticipation since 1971 in GATT and since 1972 in the IMF and IBRD and by the
signature sof e nLr.Ce var armn LJcvering vaiu os of .oo peUUpCLaLtLLL fLo

the development of raw material and energy supplies, for access to advanced
tech-nology an' the stiuato of ..1.ni' -xot of good and te.hnology.- C-- -- -- 1_L i U LLLL -L L.LLLC ~LLU-UL.L LULL U1.L JVuluania 5 CAjJLJLPU LJ. t- U L UUQ0 LLILL Lt-%LLtLtLU.06
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tensified during the Fifth Plan, both within Romania and in developing and
developed countries. However, it was abroad where most headway was maue in
the form of partnerships in the construction of industrial units, provision
of Romanian equipment and know-how mostly in geological exploration, provision
of turnkey projects, the establishment of joint production and commercial
ventures and, last but not least, in the field of technical assistance.

7.32 The erection of industrial plants abroad has been an important in-
strument of export promotion for machinery and equipment and the composition
of such projects gives some idea of the relative strengths of Romanian equip-
ment manufactures. In the course of the last ten years Romania has taken part
in the construction of over 50 industrial units, of which about 10 were in the
chemical industry, seven in petroleum and mining, seven in wood processing and
building materials, and six in the field of mechanical and electrical engineer-
ing. From the available limited project list, it appears that Romanian efforts
were concentrated on countries in the Middle East and Asia. In the field of
chemicals and petroleum, plants were set up or are being set up for the produc-
tion of sulphuric acid and fertilizers (Turkey, Egypt), sodium products (Iran,
Egypt) and for oil refining (Syria, India, Pakistan). Other projects included
wood processing plants (Iran, Sri Lanka, People's Republic of the Congo),
cement works (Syria), cotton mills (Sudan, People's Republic of the Congo),
power plants (Egypt, Philippines), and several production and assembly plants
for transport equipment, notably tractors (Iran, Egypt, but also Canada, USA).-
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Of more recent date is Romanian participation in geological exploration,
concentrated mainly in the Middle East, Africa and Latin -America and covering
exploration for phosphates, a wide range of ferrous and non-ferrous ores
and oil. A large number of projects are at present being constructed or under
negotiation.

7.33 Romania's capital participation in joint ventures abroad rose sub-
stantlally etween 1970 anu L19i. Louani.La Ls currentlly a1 a snarenolder in
28 production enterprises abroad 2/ and in a total of 35 commercial joint
ventures. Joint venture abroad have various purposes. Probably a majority
of them are geared towards increasing and broadening raw material supplies
of Romanian industry; they include both production and shipping companies.
Others have been established to promote Romanian exports and to gain a foot-
hold in new markets. This type of joint company focuses on production and
export of Romanian products and is found both in developing countries and in
some industrial countries. Yet others have the more general objective of
trade promotion, such as the joint banking companies set up in Egypt, U.K.,
France and the Federal Republic of Germany.

7.34 Of the 28 production-oriented joint ventures, 11 are in mining,
seven in agro-industries, including cotton, four in the exploitation of
tropical hardwood, two in light industry, and one each in machine building,
construction materials, rubber and transportation. The remaining three
companies are servicing and assembling enterprises. Within the total number,
Romania also is participating in international consortia for the exploitation
of iron ore in Gabon and Guinea and natural rubber in Liberia. Commercial
joint ventures serve mainly marketing objectives. They usually provide
Romania with access to distribution and servicing facilities for its exports
and are important in establishing a more permanent presence in foreign mar-
kets. Participation in commercial firms abroad makes it possible for Romanian
products to be sold through already existing distribution networks (normally
those of the partner firm), to keep adequate stocks of spare parts and to
perform essential servicing jobs. Romania has established such commercial
partnerships in Western Europe, North America and in some developing countries.

7.35 Finally, Romania has also increased its exports of technical and
consultancy services, particularly in chemicals, power and petroleum refining
through the agencies RomConsult and ROMENERGY.

7.36 International economic and technical cooperation within Romania
has also developed quickly, especially within the last two years. No joint
ventures with CMEA members have yet been established, although at least one
is under negotiation, but considerably more progress has been made in joint
ventures with non-socialist countries. Following the formulation of a legal
framework for the establishment of joint comnanies in Romania (Decree no 424

1/ As of October 1977.

2/ Romania is also participating in three ventures in cooperation with
soc; -1 F . Ft e
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of Nov. 2, 1972), Romania has succeeded in establishing to date eight produc-
tion Joint ventures t n 4nA dustrfay and ta of whlc thUree hLave
commenced production. The formation of two more such ventures has been
arnrouniced but th'ey Lhave not bleer. formally estab lished yet. MIhe e.i-h ---ure

d.LL[U ULI~U UU Lt1J II~V ~ Li) LU~~IL1. UtIU~L ~ LOU L~ICU y L * LL= 1 -L r, L LV C IL LU L U

established to date operate, or will be operating, in the production and
marketing oL chemical fibers, reducing gears, EDP equipment, electronic-
medical equipment, precision chains, feedstuff, and passenger cars, and in
the operation of marine transportation. The latest two ventures will produce
aircraft and petro-chemicals. The foreign capital participation, limited to a
maximum of 49 percent, have come from Italy, tne Federai Republic of Germany,
the USA, France, Austria, Japan and Libya. Operating in areas of advanced
technological requirements, the companies are expected to contribute to
increasing Romania's export potential by providing new production lines and
upgrading existing ones. Moreover, training programs in these plants are
to contribute to the dissemination of technical and organizational know-how.
(Further details on capital plans associated with these ventures are given in
para 7.45.)

7.37 Another form of foreign cooperation with Romanian firms within
Romania, more important so far than joint ventures, takes place through licens-
ing and technical assistance agreements. Some cases of major impact are gen-
erally known such as the licensing and assistance agreements between Renault
and the Dacia Automobile Works, between the Swedish ASEA and the Electro-
puters Works (diesel-electric locomotives), but on the whole little informa-
tion is available on this subject.

3. Invisibles

7.38 Romania recorded a deficit on invisible transactions as a whole
throughout the fifth plan period, as a result of developments in both trade
and capital accounts. An increasing surplus on tourism (for further details
see Chapter Fifteen) was more than offset by net payments for transportation
and telecommunications and other services, particularly interest on external
debt. The expansion of Romania's trade was accompanied by a rapid expansion
in payments to other countries for transportation services while the growth

of receipts was constrained by the limited growth of Romania's merchant fleet
(see Chanter Thirtppn for further details). Similarlyv net nayments for other

services grew over the period as interest payments on foreign borrowings were
made.

7.39 Romani a ran a smcall uirnh.1i nn invi c:jhIsp with the nnn-ronvprtfihlbp

currency area which was insufficient to offset the deficit with the convert-
ible currency area. The surplus, bowever, diminished during the plan period

from 200 million lei valuta in 1971 to 75 million in 1975. This reflected
both growth iLn Romar.ian tourist expenditures in Eastern Erp n h rda

transition from surplus to deficit in transportation services. The deficit
iWtiLLLI It IVL LiL. -LUL~L dt u LjUUU CL UC.CL I I I wL P the conlvertible currer.Lcy area doubled between 1971. and 1975, from 345

million to 750 million lei valuta. Deficits in transportation and other
services increased steadily throughout thULe period, offsetting tle surplus on
tourism. A major feature of the latter was the very slow growth of tourist
payments to convertible currency countries.
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4. Capital Flows and External Debt

7.40 In overall terms, Romania was a net importer of capital during the

fifth plan period, thereby financing a large part of its deficit on trade and
services and increasing the size of its external debt. However, an overall

assessment of capital flows and external debt is not very useful since
Romania's position with convertible and non-convertible currency areas dif-

fered greatly. With the convertible currency area, Romania was a capital
importer, while with the non-convertible currency area it had a net capital
outflow which, in fact, consisted of goods.

7.41 Between 1971-73, the inflow of medium and long term capital from
the convertible currency area was sufficient to cover the deficit on current

account, to repay credits made available to Romania between 1966 and 1970 and
to permit a restructuring of foreign debt. It was government policy during
this period to liquidate the outstanding short-term debt and an examination of

the capital flow and external debt figures shows that the policy was success-
fully carried out to the extent that less than 700 million lei valuta of
short-term debt remained at the end of 1975. In 1974, medium and long term
capital inflows increased greatly. The inflow was required to finance the
large current account deficit and to reduce further short-term debt. In 1975.

the inflow declined to 4.1 billion lei valuta, as attempts were made to reduce
imnprtq of goods. The net inflow alsn decreased substantially since the size

of annual capital repayments continued to increase. A further feature of the
capital account between 1971 and 1975 was the increasing importance of medium
and long-term credits extended by Romania to finance its exports of machinery

nd eqU4pment. Howeov -ho the-raowth of sauh credits t n 1 imi ted to asme oetont
by Romania's ability, in its trade with developing countries in particular, to
exchange At export 4 -rectl fo ar c-rudeA o and ra- materi- ala

-7 I')I T- 'I ~ ~ C ~ .~.4 A 4I I--aa -iu. -.4 4-h 4-h-
7IIn all years of the plan period, the trade su rp wt 

convertible currency area was offset by a net capital outflow, which consti-
tutedU chii'efl-y repayments ofL principal on medium andu long=te.rn loans (given
during previous plan periods to finance investment projects) and credits
extendLedU b'y 'omaniia onL short, medium andAlong term to finance exports to
developing country trading partners. Capital inflows were relatively small,

~~ ~ ~ *.L ~ Tt , ., 1 T .a4,,,4 TT1i aAclompprLS'Lng maiJnl'1y 1oar.s fLrom thLe International Investment Bank (IIB) and

repayments of export credits advanced by Romania in previous years.

7.43 The implications of the capital movements for Romania's external
debt were that between 197i and 1975 total exterLaL debt a'Lmost douledU. Te

major part of the debt was held in convertible currencies. Repayments by
Romania in the early years of the plan period reduced non-co.-vertible currency
debt and by the end of 1975, it was a small amount only, the largest part of
which was short term. it would appear that Romania is now a creditor country
insofar as the non-convertible currency areas is concerned.

7.44 Between 1972 and 1975, Romania's convertible currency debt also
almost doubled. At the end of 1975 all but four percent was medium and long
term debt, reflecting the successful attempts to reduce the level of short
term debt. Almost all of the external debt (about 80 percent) was suppliers
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and financial credits from major trading partners, particularly Germany. Italy.
UK and France. Of this, a large portion, about 40 percent, was guaranteed
suppliers credits. Almost alone of Comecon countries, Romania has not greatly
expanded borrowing from US and European banks. In 1975, total net borrowing
from such sources totalled US$670 million. 1/ approximately US$80 million less
than in 1974. The term structure of suppliers' credits, many of which are
government giiaranteed. is five to eight years at 7-8 npercpnt, whilp finanrial
credits have maturities of five to six years at 8-9 percent. As of the end of
1975, appnroximatly half nf the deht was due for repa.ment within three years
and all but 15 percent.within five years. In 1975, the debt service ratio was
17 percent, apnrovximatlyv tflip n as it had been throughout the plan period
since trade receipts and debt repayments both grew rapidly.

7.45 In the past, the Romanian government has displayed a cautious
approach. Lto external AebtL, as dem.'onstrated by thLe debt Avi.e ratio and
attempts both to improve the structure of debt and to expand exports as
rapidAly --- ----- le It Ia T.s trie to dive4if souce A-off boroignUL j9a uooi.IJJ. LL h~O~ ~O.iUI LtIt U -VA0~ OJULk_.O UL4 UULIUWLIIL, aLLU

to negotiate long term loans. The operations of the Franco-Romanian and
Anglo-RoaianuV Banks wlere IexpndtedWL t UUL 16 LLId Ldurigth Pfit dla n L lUU eIro L 11a tddi ery

1977, the creation of a German-Romanian Bank was announced. As discussed in
paragraph 7J.36, longteLrm equity Ccapital hasb sec:L btLULUU it this foL.u 

joint ventures; to date, the six ventures which have progressed beyond the
II1 - _ - .l - - _ - -61^ t I C ir 11! nv - -stage of signing have led LO an infiow of only uDGiu-_1 milijon. ne ven-

tures announced during 1977 will have a far more substantial capital inflow:
OLT-CIT, the venture with Citroen for the production or passenger cars, is
to involve a total transfer of some US$250 million; even larger flows are
expected as a result of an agreement with Kuwait, stiii to be signed, for the
construction of a petro-chemical complex costing US$1.25 million. Further-
more, it attempted to secure capital from three new sources; the multilateral
agencies (IMF and IBRD), bilateral sources including OPEC countries and the
Eurocurrency market. Romania joined the IMF and IBRD in 1972. By October
1977, Romania's gross borrowings from the Fund stood at US$363.5 million (not
including the gold tranche) with a further US$45.7 million of the latest
stand-by arrangement undrawn. Romania became an active borrower from the Bank
in 1974 and between then and 1977 secured loans totalling $697 million. To
date, IBRD remains the most important source of long term funds available to
Romania and only limited progress has been made in tapping other sources. In
1975, a US$100 million loan was negotiated from Kuwait, as part of a general
cooperation agreement; the loan carries a 9.4 percent interest rate with a
maturity of eight and grace period of three years. In the same year, the US
Eximbank, having suspended lending in 1974 following loans of $40 million,
approved a $22 million loan to finance machinery imports. The eight year
loan carries an interest rate of 8-1/4 percent. Romania has also borrowed
on the Eurocurrency market. A small initial borrowing of some US$6 million
was made in 1974 to finance the first joint venture, Resita-Renk. In 1976,

1/ The sources of this data were East-West Markets, April 5, 1976 and
East-West No. 150, March 25, 1976. East West Markets, October 4, 1976
sugpested that total indebtedness to western banks at the end of 1975
was approximately $1 billion.
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arrangements were made to borrow $50 million but the loan was cancelled be-
cause the terms were not acceptable to the Government. Subsequently in early
1977. a $50 million loan was successfully floated, at a rate of 1.25 percent

above LIBOR and an additional $75 million loan was negotiated in April.

7.46 In conclusion, it can be said that Romania has been largely success-
ful in financing its current account defirit with the convertibh1e urirncy
area through capital inflows and that it has succeeded in improving the
structure of outstanding debt. It has been less successful, however, in
diversifying the sources of its debt, especially at the long term end of the
market where IBPR remains the main lender. As a result, most of R0mania's
outstanding debt remains in the form of medium term suppliers and financial
credit. 

L L ~ L * 

5. B~alance of PEGTI-L- and I ternation ---al Reser

'7.4~7 As ac reul ote tradje and capitlmvmnsdsrbdaoe
I.-4I/ t LL uS res~uLL ULL1� ' U LU ~J.aI moUvemenL1s escrLU~ e a ve

Romania ran a deficit on its overall balance of payments in three of the five
plan years but in no year was the deficit significant in relation to the size

of transactions. It is more instructive, however, to consider separately the
balance of payments result for convertible and non-convertible currency areas.
The convertible balance was in deficit for three of the five years, 1971, 1973
and 1975. In 1971, 1972 and 1974 capital inflows more or less offset the
deficit in current account, while the large deficits of 1973 in particular and
1975 were offset by monetary movements, chiefly by borrowings from the IMF.
As a result, Romania's convertible currency reserves remained fairly constant
over the period, although measured in terms of the import bill they declined
markedly. While this decline is not as significant as in market economies in
view of the Romanian state's monopoly over trade, it does indicate the scar-
city of convertible foreign exchange.

7.48 The non-convertible currency balance was in deficit for four of the
five years, capital outflows exceeding the current account deficit in all but
1973. Monetary movement adjustments were made through payment agreements with
each trading partner.
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CHAPTER EIGHT

HUMAN RESOURCES - POPULATION. MANPOWER PLANNING. EDUCATION AND TRAINING

A. Population and Manpower Planning

1. Population

8.01 According to the January 1977 census, Romania's population totalled
91=6 millinn. The nonitinn pyramid is well strirtuiired with about 25 percent
of the people 14 years or younger and about 10 percent 64 years or older. (The
1975 population pyrnmid is given in Chart 1.) Life expectancy is 70 years.

8.02 For over a decade, government policy has been strongly pro-natalist
and directed to improve the age structure of the population at large as well
's meet the expected needs of the... economy in the,- la 1980's, whe t_. e. dem and-

for manpower in a rapidly expanding industrial sector can no longer be met by
transfers from thLILe agr 4cUltural sector as in te past.

8J .03..J Iun the early post-war p -Aiod, and e 1sp.ial betLween 194.9 and aA e

mid-1950's, the birth and death rates had showed a moderate decline; popula-
___LL___… ___1 1.. 1 _ _ C I _ _
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peaking at 27 per thousand in 1949, also began to decline gradually. A
uecline in birth rates continueu for tile next ten years encouraged by govern-
ment legislation that made abortion readily available. By 1966, it had
reached the low point of i4.3 per thousand witn population growtn down to 0.7
percent. It was at this point that the Government sharply reversed its demo-
graphic policy.

8.04 The new pro-natalist program was wide-ranging. Abortions were
severely restricted; child payments were increased and extra allowances were
given to families with more than five children. There were also special
tax concessions to parents and a liberal maternity leave policy during preg-
nancy and for children raising while retaining 80 percent of wages and full
seniority credit.

8.05 The policy had an immediate impact. In one year (1966-67), the birth
rate nearly doubled (from 14.3 to 27.4 per thousand); it eventually stabilized
at 20 per thousand. The growth of the population rose to slightly over one
percent a year, the approximate rate prevailing at the present time.

8.06 A new population census, the first since 1966, was taken in January
1977. Significant new detailed demographic data is expected to be available
in 1979. In the meantime, it is useful to look at the UN population estimate
issued in May 1975. Using their high variant population projection (with an
annual population growth of 1.1 percent), total population is estimated at 28
million in the year 2000. (It is worth noting that even this high variant
projection of 28 million is two million under present Romanian estimates for
that year.) The table below (Table 8.1) provides comparisons in urban-rural
composition as well as by sex and age for the years 1975 and 2000.
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Table 8.1: POPULATION: 1975 and 2000

1975 2000
Actual U.N. Estimate

Total (million) 21.25 28.0
Urban (%) 43 63
Rural (%) 57 37

Sex (%)
Male 49 50
Female 51 50

Age (%)
0-14 25 27.6
15-64 65 60.8
65 and over 10 11.5

Source: Anuarul Statistic and Selected World Demographic
Indicatlors by Countries 1950-2000, prep-are by the,
Population Division, Department of Economic and Social
Affairs of the Tnited Nations Secretariat, MJ.y 1975.

8. 0i7 ..the most subLstantive Lrend proJected hCLere is Lflat of an increasing
urbanization of the population (over half of it will be urban by 1982), and

_ L J _ _ _ _ _ _ _ _ _ -. ___ Ic L _ - 3_._ ._ __ _ _i - J_.._ _ Lc_ 
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over. The dependency ratio is expected to increase to about 644 per thousand
and life expectancy should reach 72 years.

2. Urbanization 1/

8.08 The changing pattern of urbanization in tne post-1950 period is
best illustrated by a comparison with the population movement in earlier years.
During the period 1930-48, total urban population increased by 22 percent, at
an annual growth rate roughly equal to the national rate of population growth
(Annex 1.4). Of this increase of 662,000, 60 percent was concentrated in the
capital city, Bucharest. During the later period of more rapid urbanization,
1948-75, when urban population increased by 147 percent, Bucharest's popuia-
tion increase was substantial but its share of the total urban growth declined
dramatically to 12 percent. No other city approached its scaie however; in
1975, Bucharest was 7.1 times greater than the next largest city, Cluj-Napoca.

8.09 In the late 1940s, the Government instituted a new policy to curb
migration into the bigger cities (while these later were referred to as "'closed
cities" they were not really closed but entry into them was restricted). The

1/ In Romania urban, semi-urban and rural areas are defined by law and not
by a common statistical denominator. This makes comparisons of migrant
flows with those of other countries very difficult.
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policy is considered to have been successful. It continues to the present
day but in more recent years, it has become more closely linked to the dis-
persion of employment opportunities outside the metropolitan areas. One
measure of its success is the higher proportion of rural migrants in small
towns in 1973 than 25 years earlier. While the proportion of population
living in urban areas increased from 23 to 43 percent, the number of dis-
tricts that were more than 25 percent urbanized nearly tripled. The largest
segment of the population, 54 percent, lived in judets 25 to 50 percent urban-
ized (Annex 1.7).

8.10 Migration. rather than differences in birth rates. accounts for the
character and extent of urbanization within the country. Actually, it was not
until 1974 that the urban birth rate catiuht uin with and nassed thp riiral nnp.
A study of the seven largest urban areas (Annex 1.8) provides a detailed
nnalvsis of the population infliu during thp entire period, 1930-73 One nf
the more interesting findings is that in 1966, almost 60 percent of the popu-
latiorn in the-sc seven centerQ ws hnbrn elcawhe-re= Detailed ev1idence of the
magnitude and direction of migratory flows for the period 1968-73 may be seen
in Figure 8.1 below and Annex 1.9.

8.!1 Of the !,885,597 migrants from one locality to another, the rura--!
urban stream was the dominant one. About two-thirds of the migrants were from
ruralL areas anA of these, an percent heaAeA for urban centers. It shloulAd bje
noted, however, that the urbanization of the country has lagged behind the
growth Li in industrial employment. Consequently, w hi4l.e less than. forty percent
of its labor force is presently employed in agriculture, more than half of the
peopULe ('abUout 57 percent) contiLnue to live in rural areas.

8.12 The pattern oL age distribution among mgrants remained much the
same during this period. The rates of migration from rural areas to urban
centers were highest among those 20-24 years old (Annex 1.10). Roughly 60
percent of those arriving in urban areas were between 15 and 29 years of age.
Urban net immigration, the balance between departures and arrivals, rose
steadily from 9.9 per thousand urban residents in 1968 to 15.3 per thousand
in 1973. Correspondingly, rural areas have had a greater net population loss -
from 6.3 per thousand to 9.8 per thousand. Variance in the rate of arrivals
from other urban areas did not influence the total urban migration balance
and the rate of immigration from suburban areas has remained constant, which
suggests that virtually all of the increase in the urban migratory balance
has been due to an increase in the rate of rural-urban migration.

8.13 The migratory pattern is unlike that of many other countries in
which older people leave the cities for rural areas. On the contrary, the
net rate of migration into the urban areas has increased for those between
55 and 57 years of age and again for those 60 years and older. It is in the
middle years - from 25-54 - that there is a steady decline in urban influx.
This may possibly be attributed to the impact of the Government's regional
industrialization policy.

8.14 Table 8.2 shows the net immigration by sex within the five districts
with the largest gain in population.
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Figure 8.1

INTERNAL MIGRATION FLOWS ARRIVALS

1968 -1973
In Urban In Subur- In Rural

Areas ban Areas Areas
58.5% 5.4% 36.1%

From Urban Area 30.1Y% i g; gA 

From Suburban Areas 5.1%M

Frorn Rural Areas 64.8%M

-

100 = ,885,97 Word Ban-1702



TaDbe 80.2: IMMIGRATION B'I SEX iN DISTRICTS WITH HIGHnES- POP'U ATION GI
(1968-73)

(Per 1000 Residents)

Sex Arad Brasov Bucharest Constanta Timis

Male 2.6 2.6 11.5 3.2 3.2
Female 2.7 3.4 15.1 4.4 4.5

Source: Demographic Yearbook of Romania, 1974.

8.15 Women, apparently, have been much more on the move than men, espe-

cially to the capital city, Bucharest. A partial explanation for this is found
.LnLl tihC r. ajJ.L¼. 3 the educaLt n LEA L.tA | .lSJLE tA _; oA 1.. e I; A S w mntl.. 1 { - ------ t4 - J t-1

enrollments in 1950 to 50 percent in 1973). Finding themselves better equipped
AucatUonal y, wuoen r,,ay have soughl more persister,tly empl ..y.e. .in the fas.t

growing urban centers. Undoubtedly, many non-working women have also followed
ruale heads of hoshod who_ had migrate and settled in -e urban _ jobs. 1LIi1~ i~d~ UL LLUUbt-ILVIUb WLil LiaU mtllrL dILt-U CaIiu bL LL LLU LLI IiW UL UdIL J UUb.

J. tile LaLoUL rulce

"al Growth and Structure of Employ-ment

8 .16 Total employment increased rrom 8.4 miliion in 1950 Lo 10.2 miltion

in 1975 (Annex 1.11), at an average annual rate of 0.8 percent. This is lower
than the population growth rate, which will be explained Delow. As a resuit
of the Government's rapid growth and full employment strategies, employment in
the state sector has expanded rapildy. In state salaried activities (agricui-
tural and non-agricultural) employment tripled between 1950-75 from 2.1 to 6.3
million.

8.17 Table 8.3 shows the growth of the labor force and the dynamic
changes that have taken place in its structure, paralleling the transforma-
tion of the economy from a predominantly agrarian to an industrialized one.

Table 8.3: EMPLOYMENT: GROWTH AND STRUCTURE 1950-1975

Growth Index
1950=100

Sectors 1950 1960 1970 1975 1975

Total Employment (000 ) 8377.2 9537.7 9875.0 10,150.8 121

percent of which 100 100 100 100
Agricultural /a 74 66 49 38 62
Industrial /b 19 26 39 49 316
Services / 7 8 12 13 227

/a Includes agriculture and rorestry.
/b Includes industry, building, transport, telecommunications, trade.
/c Includes municipal services, education, art and culture, public health

social assistance, physical culture, science and scientific research
administrations.

Source: Anuarul Statistic.
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8.18 In the course of the past 25 years, industry has generated about
two million jobs and become the most important source of employment in
Romania. Growing at an average annual rate of 5.1 percent during 1951-75,
industrial employment rose from 0.8 million in 1950 to 2.8 million in 1975.
The emerging job opportunities were largely filled by recruiting agricultural
and non-agricultural labor, predominantly people under 25 years of age with no
prior job experience in industry. While since the 1948 education reform. the
education system has been increasingly oriented toward meeting the training
requirements of the growing economy, narticularly in 1950-60 and in some
industrial branches, the demand for trained manpower was not satisfied by
the available supply and extensive on-the-inh training and in-plant short
training courses had to be organized to compensate for the excess demand of
skilled labor.

8.19 Government policies have deliberately sought to mobilize female
labor for industrial work, particularly during the past decade. As a result
of this, female employment inr. industry increased from 175,)AA in 19 1 to
534,100 in 1967; and its expansion during the past decade brought it to overone 4114on 4. 10 T1 10'7r ,.k-.e I -w . -..-. 1o li ir. 7. In 1975, about 36percent oL the total industral labuor
force were women. Industry now employs more women than does any other branch
of the state sector o0f the economy.

a in 'n- …~
8.2 ThV ILe intensity of employment generation in industry had resulted in
a rapidly growing demand for physical and social infrastructure and for addi-
tional social services. This demand has often been in excess of supply capa-
bilities, involving a considerable strain on existing facilities. Despite
the large program of housing in urban areas the demands for housing are still
unsatisfied, especially in Bucharest. Elsewhere, too, there have been problems
in housing and other social infrastructure but the provision of dwellings and
other facilities by the industrial firms themselves has helped to alleviate
the situation. in addition, transport facilities have been in increasing
demand throughout the country as many industrial laborers have found it
necessary to commute, sometimes over fairly long distances. Another conse-
quence of the rapid expansion of industrial employment has been the need for
extensive training and retraining facilities, both within industrial plants
and outside, because of the background and age composition of the new labor
force (para 8.18).

8.21 With a substantial portion of the labor force still employed in
agriculture where the potential for productivity increases from advanced tech-
nology is quite high, Romania's unabated industrialization drive is not yet
constrained by any anticipated serious labor shortages. However, some shortages
of specific labor exist in the growth industries. The Government has empha-
sized the potential contribution of the economy's "labor reserves" to the coun-
try's future industrial development. Official reference is made primarily to
the "reserves" of the rural sector and the Government has sought either to at-
tract them to urban centers or to locate industrial production activities in
rural areas, a policy that would probably reduce the social costs of migration.
While not yet a problem, the changing age structure of the rural labor force,
due to the migration of the younger element, may soon require a more careful
selectivity about the type of industry that should be located in these rural
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areas. Already special attention is being given to the "reserve" of rural
women capable of undertaking industrial jobs and this consideration has
entered into project selection criteria. In this context, the Ministry
of Labor has developed a nomenclature of jobs in handicrafts and other spe-
cialities more suitable for women, which established the guidelines for the
participation of rural women in industrial activities.

8.22 Analysis of labor participation rates and employment practices
in the various sectors, which are discussed in more detail later in the
report, clearly suggest two additional sources of labor reserves in the
economy: urban women and labor reserves in industrial enterDrises.

(b) Labor Mobilitv

8.23 In Romania, everyone of working age who desires a job is entitled
to one by law and the State ensures the placement of all individuals. There-
fore, open unemployment does not exist. However, at any given time there
are undoubtedly a certain number of labor force members who are not employed.
The se C! Romaniam areo not A- siFiro

4
4 nA as unempl oOy b u o As "in A proces of 

changing work". 1/ (In many respects this parallels the frictional or search
component of unemplo,yment found i4n labor markets of industria-lized economies.)
There is no way to estimate the magnitude of this phenomenon or the charac-
teristics of those w4i-thout work and th.e Aurat.-4on of t-ne waiting period of

unemployment, all of which are relevant to the assessment of resource costs.
Withd1-Urawals anA re=erl.tres inLo lte lauor force are freq uent, ard rales ol

turnover and inter-enterprise transfers are quite high. Because of the
emphasis on the utilizatior. of all available manpower (see para 8.35), such
shifts are subject to regulation. Withholding one's productive labor from
the economy is considered anti-social (except, for example, -where medically
justified or in the case of women when child-caring responsibilities are
greatest) and is basically not tolerated. At the extreme, they are directed
by the government to work in their area of qualification.

8.24 While there are few formal limitations to labor mobility, such
mobility is rather restricted. If a worker is not to lose accumulated
seniority rights, his transfer to a new job must be agreed upon by his current
employer. Where such a job change leads to a promotion or better utilization
of skills, the current employer cannot block it in principle. Seeking employ-
ment in enterprises in "closed cities" (para 8.09) is difficult but achievable
through "temporary" residence obtained with the assistance of these enterprises.
In some sectors, possibilities exist to obtain seasonal labor services. For

1/ The "occupied population" working in organizations is counted annually
but does not include job-seekers. The "active population", which is
larger than the "occupied" population because it includes job seekers
and military trainees, is estimated by the census, but there is no dis-
tinction between the employed and job-seekers. The latter are classified
as employed in the occupation to which they will eventually be allocated;
so, in effect, this component of unemployment is statistically defined
away.



- 105 -

example, an agricultural cooperative worker can enter into a contract with a
construction enterprise for a specified number of days' work that also allows
him to meet his full working obligations to the cooperative.

8.25 Qualified workers (graduates of vocational and industrial schools)
are free to apply for transfer to another enterprise, after fulfilling their
contractual obligations to their first employer (generally three years in
duration). Non-skilled workers can ask to transfer at any time. Evidence on
turnover rates indicates that such shifts are not uncommon among lower-paid
and young workers who are seeking higher pay, or among professionals seeking
greater job satisfaction. Fulfilling the "employment guarantee" is made still
more difficult by the fact that in Romania the aim is not just to provide any
job to a seeker but one within the worker's field of specialization.

(c) Participation Rates

8.26 Questions regarding the nature of imbalances in the supply and
demand for labor are also raised by some labor force trends, in particular
those of participation rates. Between 1956 and 1972 the ratio of the total
labor force to the population of working age declined steadily (Table 8.4).

Table 8.4: PARTICIPATION RATES 1955-75
(Ratio of occupied to working age population (15-59 years)

1955 85.0 1966 83J
1956 86.8 1967 82.5
1957 85.0 1968 81.8
1958 84.8 1969 81.2
1959 84=5 1970 80.1
1960 84.8 1971 79.8
1961 84.4 1972 79.3
1962 84.3 1973 79.1
1963 84.0 1974 78.9
1964 83.4 1975 79.0
1965 82.8

8.27 In a period when total working age population rose 19 percent, the
parti-cipati4on rate ofp workers fel7 percentL. This is no' explained alone by

the expansion of the student population and the increase in the average dura-
ti4on of schooling siLnce students 16 years an' older are included -in the actliveLx LULU LUL 1 bL UUi LU IV~i dLU UULdCLI U ILICat v
population. The authorities have advanced two additional explanations: an
increasing nuLuIber OL pensioners In the age group 55-60 years and tne with-
drawal of women for a number of years (up to seven in order to raise children).

8.28 The fall in participation rates may also reflect the lower partic-
ipation rates in urban compared with rural areas during a period of relatively
rapid urbanization. In this connection it is interesting to note that the
participation rate for males is virtually the same in rural and urban areas
whereas that for females is nearly 50 percent higher in rural areas. This
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probably reflects three factors. First, family incomes are higher in urban
areas, thus encouraging wor.en to substitute lieisre fnr work. Second, there
may be relatively fewer unskilled jobs suitable for women in urban as com-
pared with rural areas. Third, women have in the past received less education
than their male counterparts. (In 1966, the proportion of the male population
withL education beyond the primary level was roughly double that of the fetmale

population.) Women, who in the past had received less education, would be at
U LCU V sdvLaL Cta wn i g L LLL o LU J U U LJ_LL Uratn areasO, LLUUgh the Ltei L ei LO . -

lation which stipulates complete income equality between sexes.

8.29 The imbalances which have accompanied urbanization - a scarcity of
unskilled urban jobs and current or projected scarcity of skilled urban iabor -
are not easily susceptible to short-run solutions. As previously noted, the
government's pro-natalist policy is designed to meet the needs of a rapidly
growing industrial sector that is expected to be skill and capital intensive by
the late 1980s. The rapid increase in educational opportunities for women on
the post-primary level should also be beneficial.

(d) Skill and Educational Attainments

8.30 The substantial national educational efforts of the past twenty-five
years are documented in Annex 2.1. From 1950-75 when total population in-

creased by about 20 percent, the size of the total student population more
than doubled. In 1956, only 13.2 percent of the total male population and
9.6 percent of the female population had attended school for more than four
years; by 1966, these proportions had risen to 22.8 percent and 16.6 percent
respectively (Annex 2.2). The more substantial increases were those in the
rural population, particularly among women.

8.31 The limited published data on the educational/occupational matrix
of the labor force show dynamic improvements in its educational/skill com-
position and particularly in the increases of technical and administrative
personnel.
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Table 8.5: EDUCATION/SKILL COMPOSITION OF LABOR FORCE, 1961-1968

('000)

TJune Jepter.IILer

1961 1964 1968

Total Employment 3,377.4 3,924.8 4,550.1

(a) Workers 2,456.3 2,888.7 3,403.0
- qualiLfeu 1,939.6 2,22.1 2,777.0
- not qualified 516.7 663.6 626.0

(b) Technical/Administrative 670.2 803.6 967.1

- with higher education 235.5 284.6 337.6
- wth secondary education 434.7 519.0 585.8

(c) Unclassified positions requiring
primary or less than primary
education 250.9 232.5 180.0

Source: Revista de Statistica, Bucharest, November 21, 1970.

4. The Role and Functions of Trade Unions

8.32 Most of Romania's workers are organized into trade unions, which
are established in all enterprises, institutions and communes. These unions
have a multifaceted role in the political, economic and social spheres. On
one hand, they are the main vehicles for the Party to communicate with the
workers, organize mass education campaigns, provide feedback on draft laws,
and also to act in an indirect role monitoring worker performance and behavior.
On the other hand, the unions exercise the rights and duties of workers as
both producers and owners of the means of production. In this role, they may
propose legislation affecting the working people, or ensure equity in the
distribution of benefits and pay system as guaranteed by law. Because of the
multi-functions and mass representations of the trade unions. thev have de
jure participation in all executive bodies, for example, in the Council of
Ministers, People's Councils. the enterprises' or institutions' management
committees. The consistency of the unions' activities with national socio-
Dolitical and economic obiectives is achieved through the Socialist Unity
Front, which is a standing union political body under Party leadership, and
also through the narticination of the chairmen of the unions in the executive
bodies mentioned above. The horizontal and vertical coordination of these
activities is nrouided by the General Union of the Trade Unions of Romania
under which the individual unions are grouped in 13 branches of economic
acr tii, ty



- 108 -

5. Manpower Planning

8.33 In Romania, in contrast to other countries where it is practiced,
manpower planning is not concerned solely with forecasting the demand of
the labor market for new entrants from the educational system. Rather, the
allocation of the labor force among sectors, occupations and geographical
areas, as well as its training, are subject to comprehensive planning. Though
subordinated to the planning of capital investment, it is subject to the legal
requirements both of full employment of the labor force and of a minimum ten
years of education. While responsibility for all decisions rests wholly with
the central authorities, enterprises and other institutions participate in
the formulation and implementation of the plan, particularly in determining
specific labor requirements and equilibrating supply and demand. Manpower
planning directs the options available to job-seekers but individuals still
have a say in selecting a field of study, career, place of residence and
employer.

8.34 The educational system (and its planning) is a means through which
mannower nlanning seeks to attain its objectives. To the extent feasible, the
policy aims to bring about the redistribution of the labor force to meet the
needs of a raDidlv growing economy. Occunational rigiditvy for examnLe father
to son skills is much reduced because of the changing skill requirements and
grpntor edlcationml oppnrtinitiPe Emnhasic ic on the nripntation of new

entrants towards workpaths different from their parents rather than the shift-
ing of workers from activities in whirh they are already well established.
The crux of the problem is to orient those who are younger and with minimum
or no experience to work in the newer and more sophisticated industries.

83 Planning is£L.L inated by the State Plan - - - J--..Jihtth C in conjunc

tion with the Ministries of Education, Labor and Finance. The Ministry of
u ..tv - n vtlC tnCr agn; __ -- -- _ s- --- -- - e 'or euuA..-- -1nnnLIUUk.La LVL L ll LU 'JLL1tL L ll~~ Ct6t_L1LUL% Lb J. t_-bU11L.3LUI~L L -Ut-LdLULJL PIdL1I1Ii5L,

which ensures that the physical school capacity and teaching staff are adequate
to provide the necessary training at each level of education; this is based
primarily upon national and regional demographic projections and estimated
manpower requirements.

8.36 The Ministry of Labor planning is concerned with achieving ruture
balances between the demand and supply of labor within skill categories.
Within this category, demand projections are based on anticipated growth of
production as well as on changes within its structure. Other factors are
the degree of technological development, the labor intensity of work, the
utilization rate of capital and the optimality of the base year employment
level.

8.37 Supply projections relate to entrants from the educational system
and to losses from deaths and migration or from occupational change. Also
considered are changes in participation rates, hours and intensity of work.
As a general rule, adjustments in the system are made on the supply side
through control of entry and orientation of enrollments in the educational
and training system.
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8.38 The Romanian projections of labor demand and supply are more com-
prehensive andu more frequently revised than those found in the manpower plans
of other developing countries. They cover all categories of labor and are
updated annually. Projections are not only made for the four broad occupa-
tional categories (workers, foremen and technicians and professionals), corres-
ponding roughly to educational attainments (respectively, basic education of
10 years, lycee and higher education), but also for over 100 occupational
specializations within these categories.

(a) Demand Projections

8.39 In Romania, because the increase in output and changes in labor
productivity over the planning period are given parameters, demand projections
are restricted to estimates of output elasticity for labor demand. In effect,
it is the manpower required to fulfill a production target that is estimated.
This does not mean that output targets are determined without regard to condi-
tions of labor supply. If labor capacity is a binding temporary constraint on
the achievement of the output target in some enterprises, their plan will be
adapted and measures will be taken to train necessary labor. If labor is in
surplus, adjustments are made in either the output target, the technological
configuration of production or a combination of the two or the surDIus labor
will be transferred to other enterprises in need of it.

8.40 In order to account for the likelihood of technological change, the
estimates of the output elasticity of the demand for labor are hased on micro-
studies of the relationship of output to employment in both foreign and domes-
tic enterprises of varying sizes and technological sophisticti-on. From the
perspective of educational planning, the influence of technical change on the
occupational comnosition of demand is of equal, if not of greater, importance
than its influence on the aggregate output elasticity of demand. Disaggrega-
tion; therefore, of the projirted demand for labor is essential. There are
two procedures for estimating the output elasticity of demand within speciali-

zatins,and the selection of either depends on the avrailability of infor,-,.ation
regarding the organization of production within sectors.

8.41 Where information is relatively scarce, the "coefficients method"
is emnpoued. First the n,--ber of workers required to fulfill thle target
output is estimated. Then estimates are made of the requirements for the
other occupational-! categories on 1ftChe basis of thle existing ratios amtong
workers and other personnel. These are disaggregated to the level of the
subsector and t-uo enterpri4se level b-ecause of variance at that 'eve' Iin tech-jJ..O L X~A U L V~ ~i~L L I IVL LU [l-C

nology and organization of work and hence in the shape of the occupational
pyr---id. The estim ated occupational structLure of demriand Is then mrodi£ied toLLim L Lu ULUJLJ. JILI ~LULL L U IIIU .L LI1L mooLILuL
allow for expected changes during the following five to ten years due to
tech.n4cal progress.&LL J.C5

8.42 Where there is more detailed knowledge of the equipment to be adopted
and the future occupational structure of production, the "job list method" is
used. This involves determining the number and categories of work stations
manned by specified numbers of workers at various skill levels that are re-
quired to accomplish the enterprise production target, on the basis of studies
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estimating the physical output of each station. The approach requires estab-

lishment of "work norms" for each category of workers and tasks. These are

determined by time studies of production activities but more frequently by less

rigorous methods which may explain some of the overmanning that exists in the

enterprises.

8.43 Errors in demand projections can arise either from difficulties in

estimating accurately the impact of technical change or from different timing

of the education and production plans. The latter is likely to be of greater

significance, since the detailed production plans are drawn up only for five

year periods and there are no detailed estimates of output on which to base

longer run estimates of labor demand and hence the education plan. For

example, to plan in 1970 the number of first-year entrants into a five year

training program for each of the years 1971-75, requires production targets

for 1976-80. But in 1970. the Droduction targets for 1976-80 are only indica-

tive. The long gestation periods associated with investments in many types

of form.al training, and the inability of forecasting techniques to eliminate

uncertainty regarding labor requirements five to ten years ahead, suggest that

short-run imbalances of supply and demand are inpvitable. This, in turn. im-

plies that when forecasting demand any disequilibrium at the base year must be

taken into account.

8.44 A notable feature of the procedures for projecting the demand for

labor is the apparent disregard of changes over the planning period in the

level anA structure of wages. This is not bec-ause no rhanaes are antirinnpated

on the contrary, wages are expected to continue their steady rise. Not to

take account of wage changes in assessing labor requirements is equivalent

to assuming that the wage elasticity of labor demand is zero. However, since

economuic crLteria as well as engineering cr4teria are applied in the

production techniques, a zero wage elasticity of the demand for labor would

be justified only where, both before and after, the elasticity of substi-

tution between capital and labor is zero. There is a growing body of evidence

that this elasticity of substitution is positive. Thus, it appears that

managers where they have competence to decide, apply economic rules of thumb

in determining capital/labor ratios and the implicit shadow wage varies pOsi-

tively with expectations regarding the actual level of wages. While informa-

tion on wage trends for the five years following the year in which the mLan-

power plan is formulated is available, there is no firm information for the

subsequent five years, the period directly relevant to the demand projections

intended to guide the planning of education. The lack of explicit guidelines

regarding procedures to account for wage changes may resuit in misestimates on

the part of managers of the economic trade-offs involved in the substitution

between capital and labor. This situation may contribute to errors in the

projections of demand.

(b) Supply Projections

8.45 Base year supply for a specialized category of labor is simply the

number of employed workers with the requisite training. For subsequent years,

estimating gross supply is equivalent to determining (a) the output from the
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relevant program within the school system, which is estimated quite systematic-
ally and accounts fully for the internal efficiency of the education system
(e.g. drop-outs, repeaters, etc.); and (b) the training of active workers in
short-term courses, undertaken to meet constraints in the rate of expansion
of the school system and unpredicted scarcities in some specializations.
Adjustments for natural losses take account of variance of losses within
specializations among industries and sexes. For the economy as a whole, the
annual reduction of labor force due to retirement or disability is approxi-
mately 2.5 percent for men and 2.55 percent for women; the loss due to death
is approximately 0.49 percent for men and 0.23 percent for women.

(c) Equilibrating Supply and Demand

8.46 The projections of demand for specialized workers by occupation leads
to a specification of the future educational composition of the labor force.
From the perspective of supply, the educational composition of the labor force
is projected initially on the assumDtion that the distribution of students
among specializations will remain constant. The burden of synchronizing the
two Dictures so as to eauilibrate the markets for sDecific occupations five
to ten years ahead is borne almost entirely by the institutions on the supply
side: the structure of educational onnortunnities adiusts to the desired fit-iiure
occupational structure. Students in some specialized programs will be in-
crpeapd ns a nronnrfinn of the tntal and decreased in others. Hnoweur sinrp

altering the size of an entering class will not affect the supply of labor
until two to five years later, there are few adjus1tments of the formal educaa-
tional system that can rectify differences between the supply and demand in
the short term. The approach of the authorities in correcting such imbalances

is quite systematic.

8.47 First, since scarcity or surplus of a particular specialization at
the enterpri se level Aoes not imply that -n -------ate th--uatoa aegory
L.L t IC EL_C jL PL C .1 V 'L IU LI_J .LLLIjJ. L L t L. O L IM,r L EE 06 M L_ LC LIEC W% ULL FCJL .tLL EULI . LC

5
SJt 

is out of balance, the first response of an enterprise with an unexpected labor
deficit Ls to determineztu- i -Lre is an -nterprise wit a surpl us of Lat type
of labor. There are two institutions that serve to reallocate labor. The
headquarters of centrals register defici ts and surpluses of meL.mber enterprises
and if equilibrium cannot be achieved within a central, it will contact other
centra'l Iheaduquarters regarding 'labor availability andU Teur..et . 'n. a_

new enterprise begins operations, the central will form a nucleus of exper-
iencedU personnel furoum existing enterprises, d.esiLgnatedu Uy thLese enterprises,

to guide and train the workers at the beginning of the new operations. The
majorilty of tnese workers is recruIed fromL teoug U IL IIUU raLdUaUtL WhoV, ollUW-

ing their studies, have worked for 2-3 years in enterprises in the same line
of production as the new one. The additional new workers are recruited
through the mass media or word of mouth. Second, if the imbalance cannot
be eliminated by inter-enterprise mobility, the labor office, a municipal
specialized organization for registering jobs and job seekers, is contacted
for placement of the job seekers in the municipaiity. Tne labor office does
not duplicate the role of the central because employed workers who desire a
change of employer, whether or not they are in surplus, will register there
and, more important from the perspective of trying to eliminate imbalances,
so will workers re-entering the labor force after a period of absence.
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8.48 If there remains a net scarcity within a specialization, the enter-
prises' remedial policies to minimize output losses due to the short-term
labor constraints include (a) restructuring the workers' work program in that
specialty, with the aim of concentrating workers' time on those tasks for
which their training is most essential; and (b) providing short-term training
courses. Rarely, if ever, do enterprises resort to increasing the working
hours as a means of meeting labor scarcities. With regard to the short-term
courses, as they are intended to meet immediate staff needs, they are included
and budgeted for in the annual plan, not in the five year plan.

8.49 It is conceivable that within a given occupation there could be scar-
city at the enterprise level, even though the aggregate output of the school
system matches employers' requirements for additional labor and no enterprises
have surpluses. Such a situation could arise if workers trained in a specialty
enter jobs in another field. In Romania. this is unlikely to happen because of
the direct regulation of the distribution of school-leavers. The procedures
for assigning students to vacant positions are based on the premise that all
school-leavers are expected to work within the broad occupational category for
which they have been trained. The adantability of graduates to different tech-
nologies has been enhanced by reducing the number of technical specialties at
the lvcee level from over 150 to less than 100 and through the organization of
in-plant and on-the-job training.

8.50 The distribution plan for graduates of institutions of higher edu-
ration is the respnsibilityu f hbth the schnnol end organnizations in whirch

they will be employed. Students are given the opportunity to express pre-
ferences for particular vaa ncies ani those .who have eAYeltle in their Ct-udieC

are the most likely ones to have their choices fulfilled. Priority is usually
givenn to groaduates rh% wa~nt to be assige-d to-heir o.r communities or to that

in which their spouse is working. Special consideration is also given those
who require access to a particular area for medical treat,ment. Once they are
assigned, the students sign a contract obliging them to remain in their jobs
for threeye seeking transfer. Students from vocational and Eore-
man's schools also sign three-year contracts but their distribution among
em-p'loyers is determ-lined prilor to thte ir traiig Thi is tru as wel oflt - _ 1I~~~~IIIpLUy~~~~~~~~~~~~~~~~~L Lb U~~~~~~~~~~~~~~~L~~~~~~LL1LLI1~~~~~~~~~~~~~~~~~U ~~~~~~~L LUL LU LLI~~~~~~~~~~~~~~~~~~~~~~~~~~~~LL LL dLL1ILi~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~, * liI.Lb Lb LL U~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ db LLWl L L6. IL.I. I. u 11 ~_IJ
students of post-secondary schools who receive scholarships from employers.
Tne rest are allocated to joDs upon the completion of their training.

8.51 Monitoring of manpower distribution is accomplished tnrough a bal-
ance sheet of labor force utilization, which is drawn up twice a year. It
is used for both short-term and medium-term manpower planning and is a basic
reference for training plans.

8.52 Students are admitted to the specialized lycees on the basis of
their academic performance and other aptitude and psychological tests. En-
trance to universities is achieved wholly through examinations, which in
effect are also used to regulate the number attending the various higher
educational institutions. Student inducement to attend the rapidly expand-
ing technical facilities, or other educational areas marked for expansion,
is accomplished through provision of a greater number of fellowships and
higher salaries of graduates. In recent years, for example, engineers and
economists have been the highest paid professionals.
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6. The Efficiency of the Manpower Planning System

8.53 Two criteria can be employed to assess the performance of the man-
power planning system in training citizens and directing them to the appro-
priate tasks in the community. One is a criterion of the allocative efficiency
of the system. The other, a determination of whether the targets specified
in the plan for training and for the supply and demand of various specialized
categories of labor have been fulfilled.

8.54 The distribution of the labor force among sectors, occupations and
geographic areas has dramatically altered in recent decades, with the increased
mobility of workers who have been well established in their vocation and re-
sidence, and to an even greater extent, the orientation of new labor force
members to training and workpaths different from those of the preceeding gen-
erations. While the system has demonstrated an ability to shift labor in
response to changes in production patterns and techniques, and hence in labor
requirements, there is still room for improvement. Manpower planning has been
centralized but certain improvements have been undertaken as explained further
below. Its main instrument is the elaboration of manpower balances derived
through successive reconciliation between enterprises, ministries and the
State Planning Committee. This procedure has some important disadvantages.
First, it is a rather static approach in which the emphasis is on striking
balances between the manpower needs and existing and annarent labor reserves.
Within the reconciliation process mentioned above, this method facilitates
the allocation of labor only in aggregate terms. with greater weiaht givun
to industry. Despite attempts, it is also obvious it has not always been
successful in achieving a balance in labor demand and supply in some sectors.
This is evident, for example, in the existing excess demand in the construc-
tion sector (disrcussed in Chanter Twelve).

8.55 The second disadvantaae is that while the method provides a com-
prehensive picture of the distribution of labor, it leaves little scope for
review of the effective utilization of labor mmong diffe r e nt sectors andl
subsectors and at enterprise level. This review has become increasingly
imnnrtant nartly because of emerging labor shortages in several more indlus-
trialized regions (for example, Brasov and Bucharest). The Government has
apparently recognized the need for a more dynamic and decentralized approach
in manpower planning and allocation, and it has recently begun to prepare
additional labor force balances for judets and several urb-a -areas. `Wile
this may not be sufficient, it indicates Government awareness that future
productivitEy increases in industry and its competitive posUitiLon on worTld
markets, will more and more depend on labor efficiency. Reallocation of labor
among industries, and the promotion of labor mobility in general, should offer
considerable opportunities for improvement.

8.56 The fulfillment of plan targets for recruitment and distribution
of the labor force--which presumably has been accomplished to a great degree
but cannot be confirmed because of lack of data--is another evidence of the
ability of the system to mobilize labor resources. However, plan fulfillment
by itself does not imply a high level of allocative efficiency, unless the
plan targets for labor utilization were precisely those that would lead to an
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equalization of the social marginal productivity of labor in all uses. Since
in forUEiulating the plan, no explicit atte11pt is made to esftulate sadoUUW prices

of labor, fulfillment would not preclude variances in the marginal social
productivity of labor between sector or occupations or even between enter-
prises within the same sector.

8.57 A close examination of the system of labor allocation in Romania
reveals three situations in which people may either not be employed or may be
under-employed. The first is the inevitable temporary unemployment of workers
who are moving from one job to another or are re-entering the labor force.
Both groups need jobs in their specialization (para 8.23). The second is
indicated by the evidence for an excess supply of labor which is concentrated
in urban areas and consists mainly of women. Para 8.28 discusses some of the
possible reasons for a lower participation rate for women in urban areas.
Third, there is underemployment which may occur in the agricultural sector or
where workers trained in one specialization or in particular skills end up in
jobs requiring a different specialization or skills. In the case of voca-
tional school leavers, this problem has been minimized, however, in recent
years. Schools are located adjacent to the factories, the school curricula
are determined on the advice of the factory managers, the equipment used for
training is the same the students will use on the job, and, in some programs,
practical training is taking place in the factory rather than in a school
workshop. Since, on entering the school, most of the students commit them-
selves to employment in the factory for a number of years, the likelihood of a
school-leaver taking a job outside of his specialization is remote.

B. Education and Training

1. The Development of the Education System

8.58 The education system has been recoRnized and used effectively as a
vital tool for Romania's political, social, cultural and economic development.
Changes in its structure and reorientation correspond closely to the trans-
formation of Romania's economic policies and have been undertaken to increase
the sector's sensitivity to the economy's technological advances and the
changing structure and needs of its labor force.

8.59 The program is justified as a national investment in human resource
development and its intent ic to realizp thp notpntinl nf each individuanl

within the productive process. Any bias in favor of academic work on the part
of parent or student is systematically underlmined and the young are preparpf
to enter the productive process as soon as they are trained. The concept of
14 e-long education for all mem.bers of socie-y is encouraged and this applie

to the non-formal technically-oriented fields that prepare the labor force to
assir..ilate t l l- cnge as well as to art and scernce areas that

broaden the socio-cultural background of individuals.

8.60 Today's modernized system has evolved from a major reform in 1948
and subsequent corrective action in 1956, 1968, 1973 and 1977 to increase the
system's efficiency. The 1948 reform provided for the nationalization of
all educational institutions; its mCain goals were the preparation of the



younger entrants to the labor force for a more effective participation in the
country's Ueve'lopLLIent e'fclort and the erauicatiuon of illiLeracy. Compulsory
education was increased from four to seven years, at that time the duration
of elementary schooling. The next adjustment in tne educational System was

undertaken in 1955 in conjunction with the second five-year plan in Romania's
industrialization program. Tne major modification at this time was in the
restructuring of secondary schools along polytechnical lines in order to
achieve a better synchronization of academic studies with industrial and
agricultural production. (The diversification of secondary education was not
legislated until ten years later, however.) Under this reform, primary and
secondary schools were brought into a unified system of general education,
consisting of eight grades with compulsory attendance. In addition, institu-
tions of higher learning were organized to bring them into closer correlation
with the requirements of the economy and to achieve larger diversification of
the social composition of university students.

8.61 Significant shortcomings in the 1956 measures began to emerge in
the early 1960's; the system had become overcentralized and it was not keeping
pace with technological developments in the society. Their key needs were
for new programs and materials in the rapidly advancing sciences, for less
fragmentation in academic and scientific specializations, particularly at
the higher level, and for expanded studies in such areas as cybernetics,
automation, genetics and sociology. A major investigation of all levels of
education led to the corrective measures introduced in 1968.

8.62 These measures were designed to correct skill shortages and improve
labor productivity, consistent with the country's efforts to improve produc-
tion quality and compete successfully in the international markets. In addi-
tion to strengthening a more diversified secondary education. new intermediate
schools for sub-professional training were established and a national system
of refresher and innrading cnurses was orcanized. Comnulsorv education was
raised to ten years.

8.63 With the 1973 measures adopted in the plenary session of the RCP,
efforts were made to integratp training and development and to strengthen
the socio-ideological base of the system. Guidelines were established for
a comprehensive lor.g-ter mapoe and oeducation plnn in whic-h eductirnon was

integrated with practical production training at all levels and with research
at higher education leVels. New progrnams were douvelopd for thp training and

integration of women in production activity, particularly in newly developed
industries. The directives were issued for the establis.hmyent of a unified
education system, beginning with pre-primary and ending with higher education.
Permanent education was strengthened by expanding courses that ;mnproved
skills, and the social status distinctions between manual and intellectual
work were erau'.cated.

o Finally, in 1977, new efforts were undertaken to I the
link of practical training with the economy's requirements so that secondary
graduates can be directly and immediately incorporated in the econLoy p0r-

duction activities. The 1977 measures also included elimination of the one
to two years post lycee specialization and the reduction of secondary education

from five to four years.



8.65 As previously noted, these measures have been generally effective.
The education system has been linked to the transformation of the economy in

a dynamic way and has provided, both in quality and quantity, the manpower
required by the national development efforts. The main structural pattern of
the system, also depicted in Chart 2 is as follows:

(a) pre-primary education of 1-4 years for the age group of
3-6 years;

(b) compulsory education of 8 years (grade 1-8) for the age
group 6-13;

(c) secondary education of 4 years for the age group 14-17,
encompassing a compulsory level (grades 9-10) and an
optional one (grades 11-12);

(d) higher education of 3-6 years.

8.66 Access to secondary and higher levels of education is by examination,
with enrollments determined on the basis of manpower demand prognosis (paras
8.39-8.44). Specialized education begins effectively at grade 9, either in
specialized lycees or in vocational training schools. There are nine types of
lycees (industrial, agro-industrial and forestry, economic and administrative
law, medical, pedagogical, mathematics and physics, philosophy, history,
science and arts), in which a total of 82 specialties are offered (47 of these
are of an industrial nature). Vocational education is offered, either in
vocational schools or in on-the-job apprenticeship programs, with about 40

percent of the students trained in metallurgy and mechanical engineering.
An additional tvye of vocational training is provided for master craftsmen!
foremen. Until 1976/77 young people have been trained in post secondary
schnools with 2 duiration of 1-3 vyers for certain technical snecialities.

2. Mana-em.ent and Administration onf t-he Education Systemn

8.67 The Ministry of Education and Trainingr (-refe~rred to thereafte~r as
the Ministry of Education) manages and supervises all education activities
t hrough.out Romania. ---ve, only higher -ntttosaeamnsee

directly by the Ministry; the rest are subordinate to a "dual jurisdiction"
system. WLile th e Mi nistry ol Education directs and s rvis te e

tional activities (teaching and curricula), the schools are under the admin-
isLraLive conLrui OL UlbLricL gUVLLIIWC-Lb bpJLdLiCL.U ILiLIlaLL 1

central agencies 1/ (see also Chart 3 in Statistical Annex).

1/ These include the District People's Councils, the Ministries of Metal-
lurgy, Industry of Machine Construction, Mining, Oil and Geology,
Electric Power, Chemical Industry, Industrial Construction, Forestry
Economics and Construction Materials, Transportation and Telecommunica-

tions, Light Industry, Agriculture and Food industry, Domestic Trade,
Health, The Council of Culture and Socialist Education and the Ministry

of Finance.



- 117 -

8.68 District administrative control extends to all schools offering
eight years of education, and to about half of pre-primary and lycee education.
Only a handful of vocational schools are under local government control. Each
district has a school inspectorate, with its education activities supervised
by the Ministry of Education and its physical operating requirements suner-
vised by the Executive Committee of the District's People's Council. The
other institutions are administered by republican agencies- These agenries
provide the schools with the resources they require for normal operation and
also supervise their administration. At the same time, all the ministriep and
central agencies collaborate closely with the State Planning Committee and the
Ministry of Edu.cation to dptprminp their radre-personnel needs at all levels,

including management.

3. Educational Planning

8.69 The links between education and manpower planning have already been
disus in the. sectio beg -f -inning with para 8S. o .Of thi,s hapte . A- pre-
viously noted, education planning consists of two parallel exercises, those
of enroliment- and of4 physical fracilte plnig Th fo,,e cosit 4of 1-- P,-_ Z-i.CLA'i jJI0L,a aL L LLL.LCO p±hLaL1LLLIr. XLXC LULLUCL k_VLIbLbLb UL

formulation of plans for the compulsory education, for lycee level education
a nd for specialized technicladpoesinleuato/riigtIAL 0 tO± Lt~U L~L %ILLJ. ~aLIU LV_=bLULLII =U U_LdLiUt1/ Li LiiLU gL8

8.70 The school enrollment plan for basic education is very straight-
forward. All but the disabled students have to attend school; the latter
attend special schools. The plan is tnus prepared on the Dasis of popuiation
data, a yearly census of school-age children and statistical data on student
Ilows In the system of the previous years. The reople's Councli or eacn dis-
trict prepares the district plan. It is reviewed by the Ministry of Education,
wnich subsequently develops a national plan from an aggregate of all district
plans.

8.71 The enrollment plan for lycee level education requires a more de-
tailed analysis and it also involves determination of the distribution of
enrollments by types of lycees and prospects of enrollments in higher educa-
tion. Built-in asstunptions in this exercise inciude estimates regarding
enrollments by occupations and take into account dropouts and repeaters.

8.72 The plan for specialized training, known as the training plan, is
linked to the estimates of the future manpower needs of the economy. Some
of the possible errors that may develop in formulating the quantitative
targets of this plan, in view of the fact that the length of training for
most specializations extends beyond the five year plan's estimated manpower
requirements, were discussed earlier (para 8.43). However, the training plan
reflects the needs of a more distant future by orienting the training towards
the future qualitative needs of the labor force; that is, for a continuously
increasing level of general education, closer linkages of academic education
and practical work and a broader curriculum that includes the more recent
developments in science and technology. The training plan is based on the
data of the balance sheet of utilization of the labor force (para 8.51).
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parallel with the other planning exercises and is usually based on a two year
lead assessment of the adequacy of existing facilities to accUmmodate future
required increases. The evaluation of space use is systematic as it is gov-
ernead Dy Ministry or Education norms. investment proposals are prepareQ Dy

the agency that has administrative jurisdiction over the school facilities
in question and are aii aggregated and reviewed, initially by the Department
of Planning of the Ministry of Education and subsequently by the State
Planning Committee and Ministry of Finance, in the context ot the major
indicators of the five year plan and budget. Except for universities, all
other educational/training institutions are built on the basis of standard
design, which reduces costs and minimizes the period of implementation.

4. The Contribution of the Education System to Romania's Growth

8.74 One of the cornerstones in Romania's development effort has been
its education and skill development program. As noted in para 8.18, there
has been a certain lag in responding to the manpower needs of the economy,
especially for the more sophisticated skills required by technological
advances. But on the whole, considering the extent of the undertaking,
the program has been remarkably successful.

(a) External Efficiency

8.75 Improving the Labor Force's Educational Qualifications. There
have been dramatic changes resulting from the expansion of the education
system and its access for the whole population. Illiteracy, estimated at
27 percent of the population in the 1945 census, was eliminated by 1956 and
universal 10 year basic education was attained in 1975. The 1974/75 enroll-
ments estimated as a proportion of the respective age groups stood at 101
percent for basic, 49 percent for secondary and 10 percent for higher educa-
tion. which compare favorably with similar DarticiDation rates in most other
countries (Annex 2.3). 1/ The disparities in enrollment ratios by region
and spe have also been Pliminnt-pcd

8.76 The growth and changing stru-cture of enrollmontc ic um1marily
illustrated in table 8.6 (also in Annex 2.1):

1/ Estimated respectively as percentage of the following age groups: 6-14,
15-19, and 20-24 of mid-1974 populations. The excess in basic education
may be attributed to repeaters.
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Table 8.6: ENROLLMENTS: GROWTH AND STRUCTURE

Level of Er.rollments (OOO)/ Growt (1950=10) Structure (%)

Education 1950/51 1965/66 1974/75 1965/66 1974/75 1950/51 1965/66 1974/75

Primary/2 1,779 2,993 2,890 168 162 84 80 73

Secondary 93 372 708 400 761 4 10 17

General (60) (360) (344) (600) (573) (3) (10) (9)
apecial-
ized (33) (12) (363) (36) (1,100) (1) () (9)

Voc. Edu-
cation 99 i82 i92 183 194 5 4.5 5

Technical
Post-
Secondary 95 68 35 72 39 4 2 1

Higher 53 131 153 247 289 3 3.5 4

Total 2,119 3,746 3,978 177 188 100 100 100

/1 Excludes pre-primary.
/2 Includes 8 years of education.

Source: Anuarul Statistic

8.77 The striking impact of the 1966 measures, designed to orient second-
ary education to the economy's more specialized needs, is clearly demonstrated.
With the attainment of universal basic schooling, primary enrollments have
stabilized and so have general secondary enrollments. In fact, since 1966 the
full expansion of the system has been exclusively in the non-academic areas,
an impressive record (Annex 2.4). The changes in the structure of enrollments
illustrate further the growth of middle-level manpower training, an area where
shortages developed in the 1960's. This orientation of enrollments to satisfy
the demand of the rapidly growing sectors of the economy can also be seen in
the growth of the related secondary and vocational schools and university
facilities. For example, 61 industrial lycees enrolled 5300 students in 1966;
in the 1974/75 school year, their number had grown to 382 and enrollments to
252,000. Agricultural secondary schools almost doubled during the same period
and enrollments more than quadrupled. In vocational training, the growth
(1950/51-1974/75) in enrollments has been particularly high in such areas as
mining (200 percent), metallurgy and engineering (67 percent), industrial
chemistry (389 percent) in infrastructure (construction, transport and tele-
communications) and in light industries (Annex 2.5). The impact of the formal
education system's growth on the diversified secondary level has not yet been
fu.llv fplt hbecause of the npriod of training required and the raDid enrollment
acceleration in the most recent years. For example, only 27,000 graduated
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from specialized lycees in 1974. This is still a remarkable performance, how-
ever, as in 1967 there were no graduates at all with such type of training.
The growth and distribution of graduates by level of education is given in
Annex 2.6.

(ii) Relevancy of Training

8.78 The content and quality of education and training programs has been
quite efficiently related to the real needs of the economy. The adaptation of
graduates to the world of work has been productive and immediate. This is a
product both of building early receptive attitudes towards Droduction training
and of implementing a curriculum that starkly reflects the nation's priorities,
that is, one that has inrrpaspd pTnnha2is on Pxact ,ripnrpe anA production

training. To illustrate this point, Table 8.7 gives the basic distribution
of subjects in 1973-74 fnr thrpe types of schools The percentages have been
drawn on groupings of subjects over the duration of each cycle. Those for

TAl1b oe 7 DTITSTRIBUTTTION O TEACtHNG DPROGRAMS 1.073t17/.

General Secondary Industrial
Distribution of Basic Education Lycee Secondary Lycee

Houars (graAes 1-8) (GraAes 9-12) (GraAes 9-12

LIULJIdLL.LL Lt:CS

Exact Sciences 32 39 27
A VJ ~~~~~~~10 0Lts anud Phys. Ed. Lo 8

Production Training 7 17 49

Source: Ministry of Education

8.79 The outstanding aspect of these programs concerns production train-
ing. All schools at all levels are "sponsored" by neighboring production
enterprises and they are linked in a unique and relatively iow-cost training!
production program. In essence, what exists is a business arrangement in
which enterprises subcontract the manufacture ot product components to school
workshops rather than to other enterprises.

8.80 For grades 5-8, a sequential series of training modules and related
lesson plans, increasing gradually in complexity, are prepared by Ministry
of Education specialists for woodworking, electrical and metalworking. From
among the products manufactured by the "sponsoring" enterprise, the production
components that best relate to the training programs and modules are selected
for school workshops production and assembly (in consultation with management
from the enterprises and also a sponsoring secondary education institution).
Production targets and schedules are established along with the equipment,
tools and materials required for production. Pupils in the school workshop
receive related instruction with regard to the tools, materials, design and
function of the respective components.
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8.81 In actual practice, a production line approach is generally followed
wit thUe hi1gher gradles producing th_e more Adiffi- .ult cat-uponenLts. All studentsI. 6LI - LL pL L.~I LiL~UU. U.LI. L.LUL IUOII5. Il S UUf S

are rotated through the various operations, including quality controls, in
ordLer to facilitate their skill traini[g andU thLeir unduerstanding of the inter-
dependency and need for accuracy in each operation. Finally, each completed
training/production lot is also subjected to a quality controi check by a
representative of the enterprise and, upon acceptance, the school receives
full compensation for the work produced.

8.82 For specialized lycees and vocational schools, production training
is even more integrated with the enterprises. Partly, this has been designed
to increase student exposure to actual working conditions. However, it is
also probable that with the rapid expansion of specialized education, qualita-
tive training could not have been implemented without use of actual enterprise
workshops. Whatever the cause, the combination of training in the academic
environment and the world of work has been effectively made. In vocational
training, for example, students are trained in the enterprises' workshops
during their last year of training; during the second year of training the
use of these facilties depends on the availability of facilities on school
premises. In the case of specialized lycees, because of comparatively less
intensive practical training, the use of enterprises facilities is more common
in the advanced grades.

8.83 Efforts are made to relate academic work to real life situations.
Thus it is not unusual for higher education students in economics to study and
resolve real problems facing the economy or to work on actual draft plans of
the country. Technical faculty students participate in research which is
incorporated in production projects.

8.84 The State's efforts to increase labor productivity are not limited
to the formal education system. In 1971 the concept of life-long education
was introduced, providing for the periodic updating of the labor force's
skills. Annually about two million workers in almost all fields attend this
form of in-service training course. During the 1971-75 five-year plan period,
most of the active work-force comDleted at least one organized form of in-
service training, in courses ranging from one week to a few months.

8.85 Finally, adult education courses have been organized in workers and
nponlpl "univPrsitiP" uintdpr the snnsnrs-hin of municipalities and large enter-
prises. These offer a wide variety of courses at various levels. In 1971,
171 such universities offered 1,231 courses attended by about 100,000 people.
Courses were about evenly split among social sciences, natural sciences and
foreign languages. (The number of trainees attending vocational courses was
relatively limited.) More than half of those attending were over 30 years
old. Stdnsrpeete all occu-pattona1 -An soia- gous

(b) TInternal fi.e.

o OLC - --- - -

o. O 0AnoLhler contribution of tlh0Le system to thee country 5 Uevelopmuent1

efforts has been the improved internal efficiency of the education system.
Today a greater proportion of students compiete their studies and join the
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labor force with better qualifications than they would have previously. The
ir.reaes r.coEulsry duati-on to en eas are one of te measures conLtri=
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buting to that development. Others that have reduced the number of dropouts
andU repeaters are provisiors[ LULyLULIdLLL frili.1 kILlihelp for bsLUUt[ns,

particularly in the primary grades, parental guidance and special program

orEerings.

8.87 One of the greatest accomplisnments of tne system nas Deen tne

improvement in the quality of the teaching and administrative staff. Only
about four percent of the teaching force for the rirst eight grades is unqua-

lified by current standards; most of these are now enrolled in university

correspondence training programs. Romania's success in overcoming what in
other countries is a severe constraint to fast expansion of the education

system is due mainly to the fact that (a) teaching has long enjoyed an impor-

tant and prestigious role in the country; (b) salary scales are considered
within the context of a national income policy, eliminating differences in
compensation that have discouraged entry to the teaching force in the past;
and (c) educational research and educational management are recognized as
integral and vital to the development of education at all levels.

8.88 Apart from the relatively high level in the qualifications required

of the teaching force, a number of other factors contribute to maintaining
quality standards and efficiency. Some of these are:

(a) establishment of pupil/teacher ratios and of contact hours at
various levels on the basis of on-going research;

(b) the requirement that administrators must spend a specified amount

of their time (ranging from five to 50 percent) in teaching or
other direct pupil contact;

(c) restandardization of speciality posts within school inspectorates
(on the average one such post for every 250 teachers):

(d) the reaiiirement that general inspectors of the Ministry

spend at least 50 percent of their time in field visits at
the d4itri levIpui.

To accormmodate the changing requirements f tho eonnmy and tn arhipup a high

degree of teacher utilization, most teachers are required to be qualified in
two specialities, so that later on they won't have to be retrained in a rnm-

pletely new field. Finally in teacher training programs, emphasis is placed
on guida,ce andu counselling work, to prepare each teacher to address the needs

of those students for which he will be responsible during their primary or

gymnasium schooling.

on-.-----.t... Z_ 4 14 .--A l,--nn I-e k-on

8.89 one conspicuous shortaLge in tUh sped e-e

teachers of technical subjects. As an interim move, the teaching staff has

been augmented by engineers and specCialiss L frm UIL enterpriL s LO WIno make up

an estimated 50 percent of the lycees' technical teachers.



8.90 The internal efficiency of the present system, as measured by the
extremely high rates of student promotion, is shown in Tab'le 8.8. Tnis is
probably a consequence of the rigorous screening of students through placement
exams as well as tne improvements in teacning and administrative staff men-
tioned earlier.

Table 8.8: RATE OF PROMOTIONS
(Global by Group)

1970/71 1971/72 1972/73 1973/74 1974/75

1. General Education 92.9 93.7 94.2 97.6 97.9
2. Lycee Level

- Humanities 92.6 94.4 95.1 96.3 95.6
- Specialized 93.9 95.1 96.2 97.3 96.4

3. Vocational Training

- Vocational School 98.3 98.3 98.7 99.0 99.2
- Apprentice 96.9 97.5 98.3 98.4 98.8

4. Foremen Schools 99.1 99.4 99.4 99.4 99.5
5. Post Lycee Technical

Training 95.4 97.9 98.8 99.1 99.0
6. Higher Education

- of which

- Day students 90.0 92.0 94.2 94.4 93.0
- Evpning students 97.6 83.9 90.3 92.6 90.4

- Correspondence students 67.9 66.5 66.5 65.7 62.3

Source: Ministry of Educ-ation

(c) The Expected Contribution of Pre-Primary Education

Q.01 Olne of th-e f1ast-est growing segm.ents of the edcto A-stu,-i
Li J.L IJL A. UtzLU LAo .0. 55 r. UW.ULLr 0051L10L*LO Wz- LAU -lUU,XL . WL LL 1 OL

recent years has been pre-primary education. Enrollments have grown from
199,000 in 1950%/51 to 770%,00 inn 1974./ 75r, ,representing about 68 percent of1. 9J7 WU` _ z Lii L J I -J.. LU I I U,WU ` LJ. z. "'I t Ii LOL O LLLL vILL 'JU pOLO L U.

the relevant age group. The fastest enrollment growth has been registered
sic 1966c (9 percent per annumNl and is the result o'L the Goverrun,ent's soci-a'since 17U0 1.7 pecikpLdlIUI/dI 5LECLSI LLI L.UVLJ.UL

and economic objectives. The first is to affect the development of children's
social andrU personality traiLts Uuring the LormatLive years andU to peparc thLetU
for the tasks required by the elementary schools. The economic objective is
to assist gainfully employed mothers with child care and tL release women to
the labor force. As discussed earlier, (para 8.28), however, the lower par-
ticipation rates of urban women suggests that tnis objective is not being met
and that other factors may have a more serious impact.
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5. Education Finance

(a) An Overview of Education Expenditures

8.92 Romania's budget expenditures on education and training understate
the country's rommitmpnt to thp sertnr and the real amoiint of nat-ional
resources allocated to it. Education finance is complex and not all expendi-
tures are included in the national budget, which accounts for about 85 percent
of total expenditures on education/training. The factors leading to the large
understate.lent have been identified to be:

(a) theC shiLftng of Ithe burden of financing of materials and teachir.g
staff and facilities and workshop equipment use to enterprises
-WIACL C:er a Ui Ls at alt --- -J L - L. L & f V aM... LAE.. Lt L. a.ttL.Lt15 L,O UCCh b

increasingly undertaken (as discussed in para. 8.80);

(b) materials for workshop training in the formal system, including
vocational training, are given Lo Llle sLLUUos by the eterpL r L ise5

subcontracting the production of goods;

(c) payments to schools by the enterprises for the finished products
are not reflected in the schools' budgets;

(d) payment towards vocational student labor in enterprises is
reflected only in the production costs;

(e) scholarships paid by enterprises for students they sponsor,
mainly vocational training, are absorbed in the enterprises
other costs;

(f) the financing of upgrading courses from production funds is not
included in the training budget (there were reported to be in
the order of 1.2 billion lei in 1975); and

(g) in-service training expenditures for all agencies are not
separately reported.

8.93 Thus in 1975, apparent education/training expenditures amounted to
15.1 billion lei, or about 6.4 percent of total government expenditures (5.5
percent of recurrent and about 2.8 percent of capital expenditures). They
represented 3.1 percent of estimated GNP, a comparatively low allocation
considering the educational effort of the country and the fact that it is
offered free. A more representative estimate of the allocation of national
resources to the sector would be close to four percent of GNP, which is within
lO nprcpnt of the ratio for a "renresentative" OECD country. 1!

8.94 There is a nnteworthy conntancv in the historic allocation of capital
resources to the education sector. The latter's share in total investment

1/ Manuel Zj.. elman, "Pattern of educational Ex-editure", Wojrldi Rank Staff
Wk VPLaper LN. -246,II Noeme 1976.

Working Papers No. 246, November 1976.
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expenditures has remained mostly within the range of 1.6 - 2.0 percent (1950:
1.6 percent; 1960: 1.08 percent; 1970: 1.6 percent; and 1975: i.7 percent),
which implies a very high annual growth rate and also demonstrates the Govern-
ment's commitment to the provision of training faciiities and equipment in
order to implement its educational objectives. An evaluation of the historical
allocation of recurrent expenditures is not possible because of lack of data
series. As the table below illustrates, these expenditures have declined as
a percentage of total recurrent expenditures in 1975 as compared to 1970.
Also, their share of total socio-cultural recurrent expenditures has declined
(a discussion of trends in the latter is given in Chapter Nine).

Table 8.9: ALLOCATION OF STATE RECURRENT EXPENDITURES TO EDUCATION
1970 AND 1975

1970 1975

1. Total Recurrent Expenditures (lei billion) 130.9 236.2

2. Total Socio-Cultural Recurrent Expenditures (lei billion) 34.0 50.9

3. Recurrent Expenditures on Education (lei billion) 9.2 12.9

4. 3 as percent of 1 7.0 5.5

5. 3 as percent of 2 27.2 25.3

6. 2 as percent of 1 26.0 21.6

Source: Anuarul Statistic.

The commitment of resources to meet the rapid expansion of enrollments in
technical and vocational training, discussed in paras. 8.77-8.79, is illus-
trated in the table below for the period 1960-75.

Table 8.10: DISTRIBUTION OF RECURRENT EXPENDITURES BY TYPE OF EDUCATION
1960 - 1975

Total Exnenditures /1 Level and Distribution of Expenditures
Year on Education General Tech/Vocational Higher

Le ml1 160=1fT Lei mil.1960=100 Lei mil. 1960=100 Lei mi.11941a10=IO

1960 3,496 100 1,968 100 561 100 526 100
1965 6,533 187 3,474 177 1,318 235 1,027 195
1970 9,235 264 4,657 237 1,944 346 1,385 263
1975 12,893 369 6,121 311 3,717 662 1,713 326

_ Includes primary,bic andu general seconUdary education.

Source: Anuarul Statistic
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During the last ten years especially, while over-all recurrent expenditures
on education about doubled, those on technical and vocational education/
training almost tripled.

8.95 A substantial portion (64 percent) of recurrent education expendi-
tures is financed by local government. In 1975, local government financed 85
percent of pre-primary education, all of primary, about half of lycee and only
fourv nperpnt of uocationnal training expendituires. T-abhlep 8_11 ilsrae h

division of responsibility in the financing of the main levels of education
for that year.

Table 8.11: FINANCING OF EXPENDITURES 1975 /_

Republican Loal

Total
7'%JiUU -1ti N A_ W A- WULL (0OO eLl Anloun't % Aount Y

Pre-Primary 1,397,853 203,925 4.9 1,193,928 16.2
Basic 4,723,550 - 4,723,550 64.1

Lycee 2,508,193 1,146,309 27.4 1,361,884 18.5
Vocational 1,209,055 1,118,261 26.7 90,794 1.2
Higher Education 1,712,522 1,712,522 41.0 -

TOTAL 11,551,173 4,181,017 100 7,370,156 iOO

/1 includes only main levels of education.

Source: Ministry of Finance

8.96 The expenditures for materials are clearly limited because, as men-

tioned earlier, production-related materials are given by enterprises to be
used in the production of goods. This along with factors (a), (c) and (d) and
(e) mentioned in para 8.94 above, lead to a considerable distortion of unit
costs especially for basic, lycee and professional schools. For example,
based upon field data from a few sporadic school visits, the distortion from

factor (d) would average about 10 percent of unit costs, while that from
factor (e) for vocational schools could amount to as high as one third of
unit costs.

8.97 Irrespective of levels of unit costs, what is striking is that the
ratios of the unit costs among different levels of education are exception-
ally low, about 1:2 for basic to lycee and for lycee to university. Even
allowing for corrections in the substantial understatement of the levels of
unit costsj the ratios would not be much affected. This unusual relationship,

which in other developing countries is close to the order of 1:5 is explained
by the very limit-pd tparcher salary differential, as well as the understated

expenditures for instruction materials. For example, the salary of a univer-
sity profaeso ic nnlu ahnut 9-9.5 times that of a primary school teacher.
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(b) Unit Costs

8.98 An analysis of detailed education cost data for 1975 by level of
education and type of recurrent expenditure confirms the understatement of
education expenditures and the factors discussed earlier that explain this
understatement. An analysis of key data is presented in Table 8.12.

Table 8.12: DISTRIBUTION OF RECURRENT EDUCATION EXPENDITURES
AND UNITS COSTS. 1975

Total Distribution (%) Tntal Eynpndituire
Level of /1 Instruction /2
E.ducation AmnOUnt Sazla-ri e Ctudent Aidl Materials: Per Pl,n4 l

(Lei m.)

Pre-Primary 1,397 77 19 4 1,793 lei
Bas ic 41,749 019 1 1-6 i

Lycee 2,508 78 19 3 3,479 lei
17 __a"ona 1 r1 non ).L0 L.a l LA). 1_:
vUL.LL L 1)t7 X 3 ou *1 7 J U e i t!FL

Higher 1,713 69 26 4 13,402 lei
OtLII /e 1,341 69 24

/1 includes scholarships, students' food and expenditures for materials
used in social events.

/2 expenditures per pupil have been calculated by averaging 1974/5 and
19/5/76 enrollments.

/3 special education, sports schools, foremen training, upgrading courses.

Source: Ministry of Finance.

6. The 1976-80 Plan for the Development of Education

8.99 The Plan is designed to continue the momentum of the sector's growth
and its contribution to the economy's development. The achievement of four
key targets is central to the Plan's success.

(a) At pre-primary level an enrollment ratio of 89 percent by
1980 in order to provide these children with early socio-
political and educational orientation, as well as to tap the
urban women labor reserves.

(b) A generalized ten-year compulsory basic education plan by
1977, with continuing emphasis in the later years on practical
courses. The already successful implementation of this target
sets the ground for the gradual introduction of a twelve-year
universal and compulsory education plan by 1990.
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(c) Acceleration of the graduation of students from the engineering
f:acilities (Q3,000r over thi'e Cieyerprid a el so
J.L ~LLLL t-L iIV,. UU LV" YCaL F"-LLUUJ ab weILl as Uk'

higher-level institutes at-large (190,000 - 200,000 graduates
…ompared with 155,0c 0 in 1971 -75)

c ompareU wi _L *I' I J_J I. UV r 11 a v / I L * J I .

ka) Provision to about one-fifth of the laDor force (.9 million

workers) of retraining and refresher courses in the context of
the national campaign of lifelong education.

8.iO0 An adequate amount of financial resources appears to have been
allotted to implement the 1976-80 targets, although the total and specific
breakdowns have not been published. The investment allocation to education
over the five year period is estimated to be in the order of Lei 16.5 billion,
about double the expenditures of the previous five year period. The sector is
thus expected to retain its share of about 1.5 percent of the rapidly growing
total investment expenditure. The allocations should support a doubling of
student places in pre-primary education over the 1971-75 Plan (159,000 vs.
72,000); an over 50 percent increase in boarding spaces (139,000 vs. 88,000);
a substantial increase in new classrooms (14,400 vs. 10,900) and a physical
expansion in institutions of higher learning of 186,700 m2 (vs. the previous
plan's 221,000 m2).

7. Assessment of the Performance of the Education Sector

8.101 There are two further areas that can be assessed with regard to
the performance of Romania's education system. First, whether the sector has
been successful in its contribution to the country's development efforts and,
second, whether the earlier plans (their targets for enrollments, internal
efficiency, cost reduction, etc.) have been efficiently fulfilled. Unfortun-
ately, information on past five-year plans is not publicly available so the
second iudgment cannot be made. This assessment will be restricted to the
first area above.

8.102 The earlier discussion has demonstrated the significant inroads
made by Romania's edtucation system. Planning has been largely successful
and contrary to the experience in most developing countries, human resource
development has not lagged signifirantlv hbhind thp countrv's ranid econoir

development.

8.103 The system's capacity to respond in a timely and efficient way to
the economy's la or needs 4i Aue to a large dearee to the administration of

education. The ministries are largely the trainers and the users of manpower.
Thniey are LIeenly aware of their speC44fic production targets and technologies

and can develop reliable estimates of their own manpower requirements as well
as of' their facility tLo mLeet t.LIL-e.

o.4 In response to te UdemaniU posedu uy tLhie rapid rt of u industriaiLa-

tion and by specialized manpower needs sometimes exceeding the training capac-
lty of tne eaucational system, tne joining of SclUUS adllU entLterprs hb a li

emerged as a viable mechanism for manpower training. This wide-scale practice
was developed by design and the results appear to be cost effective. It has
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enhanced the external efficiency of the education system and reduced, some-
t:.ies even eliminated, costs associated witn the on-the-job training of newly
graduated students. The placement of students is also more efficient since
most of the graduates of any given training institution are absorbed by one
of the associated enterprises.

8.105 A major correction in the system has been a reduction in the number
of specialities offered in lycees and vocational training schools. Earlier
the training program had been designed to meet the enterprises' own special-
ized manpower needs. The broadening of Romania's industrial base and the
improving production technology require skilled labor able to adapt quickly to
new technologies with limited on-the-job training. Trainees are now being
given a much broader theoretical and practical preparation. Until the recent
changes in the training programs are fully implemented, however, some ineffi-
ciencies are bound to occur and additional in-service training may have to be
undertaken.

8. Conclusion

8.106 The educational system has been linked to the transformation of the
economy in a dynamic way and by and large has been successful in providing,
both in quality and quantity, the manpower required by the national develop-
ment efforts. Its growth and diversification has evolved in the context of
a continuous self-evaluation. Reforms have brought about a more equitable
educational system with access for all, and have provided lifelong learning
opportunities through a variety of adult education programs. In addition,
cultural standards have been raised, and the mix of academic and manual work
has contributed to the lessening of the distinctions between white and blue
collar workers. While it is not nossibhl-e to assess the cost effectiveness
of this impressive record, it is reasonable to conclude that the sector has
basically met ifts challenge as well as the planners' expectations and has been
a highly effective component of Romania's development effort.

8.107 Romania's decision to introduce universal and compulsory education
of 12 vears, a aoal stated in the countr-'s perspective prognosis for 1976-90
(see para 8.99), is based on similar action by developed countries at an
earli-erastae of their development. The implemetation of suchlI a prograr., wi11
be very costly in terms of space, equipment and technical teaching require-
ments. Also, the economic Justification for universal middle level technical
training has not been established concretely at this time. The period of
4m.pl.ementation of sucLL a program is suffLic.entl y long, h1owever, to enable the
Government to proceed at a pace that is justified by the economy's training
requlrem,ents and locunenLted ly relevant studies.
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CHAPTER NINE

CONSUMPTION AND THE STANDARD OF LIVING

A. Consumption: Its Composition and Growth

9.01 As discussed in Chapter Two, Romania's development strategy has con-
os4 ostent4l y ^ A emh4 A ecno 4mi go _t.th t thAe eansio 4 a mernAn.

capital intensive industrial sector. Thus in the allocation of resources,
priority has lbeen given lto investmert over consumption although consumptio

has been increased with increases in income. The government policy has been
to en1sure thL-at initially thLe basic nieedUs of thLe populatLiUon were met, sdU iri

the long run a high and increasing consumption level is attained.

9.02 As Tables 9.1 and 9.2 show, this policy has been quite effective
over the last two decades. Tne rising proportion of national income accum-
ulated, and national product invested, has helped build a strong economic
base, which will yield increasing material returns to the population in the
years to come.

Table 9.1: UTILIZATION OF NATIONAL INCOME
(in comparable prices)

N tional /1 Cnimtin1 riTi -iniPncome ----onsumption /- Accumulation ,/3
Utilized Fund Fund

1956-60 100.0 84.0 16.0
1961-65 1 0. 0 7 .7 24. 3

1966-70 100.0 71.2 28.8
197175 100.0 65. 34.1

/1 Excludes non-productive services.
7 n- - - - --_ _ - - _ - - - _ _ ._ . _ . .1 . _t.

/2 ConsumpLton of material prouuctLs allU berViCts Dy lndUiVlUUdls, Llte state,

and other institutions.
/3 Includes net investment plus change in stocks.

Source: Anuarul Statistic.
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Table 9.2: INVESTMENT AS PERCENTAGE OF GROSS NATIONAL PRODUCT /1
(in comparable 1963 prices)

1961-65 24.5
1466-70 26.7

1971-75 27.1

/1 As estimated by the World Bank from official sta4tistics.

9.03 Between 1960 and 1975, national income '/ grew at an average rate
of 9.3 percent. Although the consumption fund was allocated a smaller share
of national income, iLt 'LrLcreaseLu Lin abeso'lute sLzie andu as Table 9.3 'iLnUicates,
its rate of growth also went up during the period. In per capita terms, the
increase has been subustantial as population growth during the period averaged
less than 1 percent per annum.

Table 9.3: AVERAGE ANNUAL GROWTH OF THE CONSUMPTION FUND
(In percent)

1956-60 4.8
1961-65 5.3
1966-70 6.2
1971-75 7.5

9.04 The three chief elements of the consumption fund are: private con-
sumption of goods, direct government consumption and consumption by bodies
providing social services to the population (for example, health, education,
sports). The largest element, comprising approximately two-thirds of the con-
sumption fund, is private consumption and this is closely reflected in the
volume of socialist retail trade. 2/ Between 1960 and 1975, it increased from
41.5 billion lei to 145.6 billion lei, 3/ an average annual rate of 8.7 per-
cent, with retail price inflation under one percent per annum. Significantly,
retail sales of food were a high proportion of the total, increasing faster
than sales of non-food commodities (see Table 9.4). This is a different
pattern than that observed in countries of similar levels of development.

1/ Measured in 1963 comparable prices.

2/ This excludes the retail trade in peasant markets and consumption of
self-produced products which in 1975 were about 35 billion lei (showing
a rate of increase of about 32 percent over 1970). This also excludes
non-socialist retail trade which has been negligible since 1960.

3/ In current prices.
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The authorities have advanced a number of factors explaining this, such as
the urbanization process, the increased demand for food products produced by
the government and changes in the relative prices of food and non-food products.
Another explanation is that non-food commodities have not been always readily
available in the required quantities and of sufficient quality, and they may
also have been insufficiencies in the marketing of goods.

Table 9.4: INCREASES IN SOCIALIST RETAIL TRADE
(in average annual Dercentage rates
and in current and comparable prices)

1961-1965 1966-70 1971-75
Current Comparable Current Comparable Current Comparable

Total 10.3 9.8 7.4 8.3 8.5 8.2

Foodstuffs and
publ cateri 12).3A1' 10.5 7.7 7/. .0 70.

Non-food
commodities 8.7 9.2 7.1 9.1 8.4 8.4

Source: Anuarul Statistic anu uata provided by Romanian authorities.

9.05 In addition to trade, total private consumption includes services
for the population that are mainly carried out by the state and cooperatives.
Those provided by the state include among others services in transportation
and telecommunication while those of the cooperatives include most forms of
personal services such as hairdressing, shoe repairs, laundries and main-
tenance of housing. The volume increased by 68.6 percent between 1971 and
1975 (11 percent per annum). This increase, however, has not kept pace
with demand, particularly in the case of repairs and maintenance of housing,
repairs of consumer durable goods (such as televisions) and some domestic
and laundry services.

9.06 The other major element of the consumption fund is the consumption
of material products in the socio-cultural sector. The more relevant concept
for real consumption, however, is the total value of socio-cultural expendi-
tures as this includes the value added in the services provided. 1/ The data
in Annex 8.2 shows the expenditures by the govenment on socio-cultural activi-
ties since 1960. These do not represent the consumption element alone as

i/ For example, with respect to education, the consumption fund as part
of national income will include only those goods consumed in education
(such as books, pens, electricity) while total consumption, as part of
gross national product, will include the total "cost" of education, which
includes the valuation of the services performed by the teaching staff.
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pensions and other transfer payments are included in the total, Taking soccio-
cultural expenditures as an aggregate, the increase between 1971-75 was 8.4
percent Der annum, a figure comnarable to the increase in ret--1 trade. State
budget allocations alone represented a total of 7,240 lei per family in 1975
as agai-nst 5,200 lei in 1970, which are significant amounts considering the
average wages of 1,813 lei and 1,434 lei per month that prevailed in these
years. Basic educ…tion… is providd c^mpletely free of Aarge and health ser=
vices are provided substantially free of charge to the population.

9.07 State Social Assistance also provides consumer goods and services
directly and free to the population. Goods, ir the form of "material helps",
are provided to people in temporary difficulty because of some mishap. The
state also projviles flree centers or homes 'or those unable to work and look
after themselves. These include homes for the old and the handicapped as well
as for "special childrenI", the blina and the deaf.

9.08 Tne final element in the consumption fund is government consumption,
which consists of material goods consumed by the state in carrying out its
functions. It is a minor part of total consumption, however. In 1975, for
example, the state budget allocation for administrative, juridical and other
government organs amounted to 2.7 billion lei.

9.09 As consumption includes both goods and services, consideration must
be given to the services rendered by the housing stock. In Romania rents are
not based solely upon the value of the property but take into account the size
of the property and the income of the tenant. The maximum rent is 20 percent
of the highest individual income in the household but the average is between
7 and 12 percent of that income. Consequently, the value of housing services
must be calculated in a different way to reflect the true return to society.
An estimate of these services is given in Table 9.5.

Table 9.5: ESTIMATE OF HOUSING SERVICES CONSUMED
(1963 comparable prices)

billion lei

1965 7.0
1970 8.8
1971 9.2
1972 9.6
1973 10.0
1974 10.4
1975 10.7

Source: Annex 3.2.

9.10 The data shows an average increase between 1971-75 of about 11.8
percent per annum as against 8.8 npercent between 1965-70 and 10.4 percent
between 1961-65. The 1971-75 increase is marginally greater than the increase
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in GDP and national income but a significant housing shortage still exists.
The quality of housing is low, particularly with respect to size (the average

size of dwellings constructed in 1975 was only 33.7 square meters). 1/ The
state envisages that the housing shortage will have disappeared by 1990 and,
beginning in 1977, larger minimum sizes for new dwellings have been introduced

(Chapter Twelve).

B. Incomes

9.11 So far consideration has only been given to consumption. But if a
true assessment of the standard of living is to be made. savings as well as

consumption should be taken into account. The Romanians do not prepare data
on GNP- as such- as they use a system of Material Product Balances rather
than the standard UN System of National Accounts, which values services as
well as mntprial nrniictionn however; the Bank has made estimates of GNP ner

capita (see Table 9.6). 2/ The real rates of growth represent a significant
and connt 4 inl incroeae in the eornnmTic strength of the corninrv and are one of
the best growth records for any economy during this period.

Table 9.6: GROSS NATIONA.L PRODUCT PER C.PITA
(1963 comparable lei)

1965 9,592 1973 17,793
1n. *7f 1 w ) 077 1 n I . I a QG:I
1 7 J X L1Z I L71 t L '1U.J

1971 14,895 1975 21,662
1 n7 1 1 L A Q
17/4 LU, LVL)

Average percent rates of growth:

i961-065 08.7
1966-70 6.7
1971-75 10.0

Source: IBRD estimate based on Anuarul Statistic
and data provided by Romanian authorities.

9.12 In absolute terms, however, the GNP per capita of 21,662 lei per

annum is still low. In terms of the Bank Atlas methodology, this represents

a figure of $1,300 per annum. Romania remains one of the least affluent
countries in Europe.

1/ Floor area of bedrooms plus living rooms, excluding kitchen and bathroom.

2/ For full methodology and the concept of Material Product Balances,
see Appendix 4.
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9.13 Even GNP does not fully reflect the standard of living of the
Romanian people as individuals. Because it includes investment from state
funds, it represents some elements of national wealth but does not give a
feeling of the real income that an individual perceives as his own rather than
society's in general. A series is published in index form only, entitled
"Real income of the Population" (see Table 9.7), which incorporates both
personal incomes and imputed incomes in the form of government goods and
services provided. In other words, it represents consumption (including that
self-produced but not housing services), plus personal savings. The rates of
growth are substantial, but less than GNP per capita, due to the increasing
rate of growth of investment from national income.

Table 9.7: INDEX OF REAL PER CAPITA INCOME OF THE POPULATION
(in comparable prices)

1950 100 1971 294
1955 137 1972 311
1960 161 1973 326
1965 214 1974 346
1970 263 1975 366

Average rates of growth:

1951-55 6.5
1956-60 33
1961-65 5.8
1966-70 Li .
1971-75 6.8

Source: Anuarul Statistic.

9.14 With respect to personal incomes, there are two components: the
money income of the population and income in the for.i of goods produced andS
consumed. As stated earlier, little is known about the latter element except
that it is an important factor in the agricultural sector. Money incomes con-
sist of wages, bonuses, transfer payments from the state and "other payments".

9.15 Wages are determined by law in Romania and, as Table 9.8 shows, in
LthLe stLate sectLor they h'Cave b Leen growing constant[Ly in nominal terL-LIs bJut at a
slower rate than real incomes. This suggests that non-earned incomes (in the
orm of socio=cultural services) hLave been growing Laster than earnedu iLncomes.

Cooperative wages are based on identical scales and so similar trends should
be expected 'in that sector.
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m _n O _l TA - At1 n- AfMl'flc C n TTr"Tl frl T.AflVQc nfo fTofCfnlTTdD'Ie 7.O. AvzrIitjrz I'UtLLD vr %3 vW.n ur wriuir rDrj r1Aov'

All Employees Workers

1961-65 5.5 5.5
1966-70 5.2 4.9
1971-75 4.8 5.3

Source: Anuarul Statistic.

9.16 For workers at all levels, basic wages average about 95 percent of
total remuneration (but for any individual, the proportion may be considerably
less). These are supplemented by various forms of bonus payments and incre-
ments for uninterrupted employment or work performed under extraordinary
conditions (paras 4.25-29 and Appendix 9).

9.17 Transfer payments represent the second branch of the social welfare
system. The largest part of this is state social insurance (see Annex 5.3),
which provides pensions, sickness insurance and recuperation plans for state
employees. Expenditures in this category increased by 14 percent per annum
between 1971-75 as against 8.6 percent per annum between 1966-70. The plan
is non-contributory, that is, it is financed by state enterprises which make
payments totalling 15 percent of the wages fund. Cooperative workers are not

covered by the state plan but the law requires that they establish one of
their own under similar rules. These state and cooperative plans form the
backbone of the social welfare system for those who are able-bodied and work
in the socialist sector. Those working outside the socialist sector were not
covered until 1977 when a new pension plan was introduced (paras 9.41-9.42).

9.18 Various other transfer payments are also made. These include state
assistance for children, maternity benefit, educational scholarships and what
are termed "money helps". These "money helps" contribute to the comprehensive-
ness of the sncial welfnre svstpm; as thev involve the provision, for example.
of money to those earning less than 3,400 lei per annum.

9.19 The final element is "other payments", the miscellaneous category
that includes such thin.gs as ir.t-erest on savi74gs deposits aned inrome receivedr

from the sale of an individual's own produce on the open market. It is not
thFoughAs. Ft A 1 _o 'D a lArge Acmponent of toa ; bn omeA

.2)n To ob-ain a more complee p f the- s o- f livir4.-4 4,

Romania, it is necessary to go beyond the various components of income and

examine their distribution. Once again, the unavailability of a more compre-

hensive data base precludes a thorough examination of this problem but there
are sufficient published statistics to give an indication OL the degree OL
income equality in Romania.

9.21 Taking wages in the state sector first, the minimum wage for un-
skilled workers was set in 1975 at 1,200 iei per month and that for skilled
workers at 1,406 lei. The average monthly nominal wage in 1975 amounted to



Figu:re 9.1

Distribution of Wages in State Sector '1965, 70 and 75

1 9 7 6 . 1 6

9, E r1970 10

90 ------- - 20

30 _ _.- - --- - --. -- --i- - -7-*---*f-A. Impie -ha- in17- -- otm50-fteppltonr!evdls h]teaeaewg.-7

70 0 ___ _____8

60~~~~~~~~~~~%-~---A ----- 40

uJ~~~~~ / -- F. Impie tha -x 1970 th5o00 fCie ,tlat5%mr ha h v-aew

c, 50 --

'5l / 

_- A. Im0e - 70 <h o X%2

30 -- ---- ta-n195th oto--%-ft--opltin eeie ls tante vrae6ae

30 A~~~~~ . Implies that in 1970 the bottom 50% of thle population received lest thart the average wuage.--7

0 d C. Implies that in 1965 the bo0tom 65% of the population received less thar3 the average wage.7------0tivewages s prc. Implies that in 1975 the top 10% received at least 40% more thar the average wage.
20 E . I~~~~4. - ~ mplies that in 1965 the top, 10% received at least 50% more thar, the average wage. -- 80

/ ~~~~~~~~F. Implies that irn 1970 thie top, 10% received at least 55% more than the average waige.

(the bottomn %l1 (the tcop x %
10 -------- / -- - - __----- -- -------- 90

0 __ _ __ __-_ ___ __ _ __-_ 100
0.2 0.3 0.4 0.5 0.6 (1.7 0.8 0.9 1.0 1.11 1.25 1.43 1.67 2.00 2.50 3.83 5.0

Cumnulative wages as prcOportion of average waqle WVorld Baimk-17025



- 138 -

1,813 lei (see Annex 1.14), indicating a narrow dispersion at the lower end.
Furthermore the Law on Remuneration 1/ requires that the maximum wage/salary
be five and half times the minimum. Table 9.9 shows the distribution of
wage earners between income groups within the state sector. This data implies
that the distribution of wages within the state sector has become more equal 2/
over the last 10 years. So with respect to the state sector, not only have
wages been growing but the benefits have been accrued more by those at the
lower end than at the higher.

Table 9.9: CATEGORIES OF WAGES BY GROUP OF BENEFICIARY
(Employees in the State Sector)

in percentage terms

1960 1965 1970 1975

Less than 900 lei 65.4 39.6 7.0 -
O' 1, 1 lA1O-i 16.0 23.1 20. -

1,101 - 1,300 lei 8.9 14.2 22.2 3.5
1 ,)A1 1 cnf 1 A4 /. 7 0 1) 1- C 7AQ
X .,JV .L - L , JSVVJ o E. I 7. L E J. I LV. LI

1,501 - 2,000 lei 3.9 10.1 20.8 44.6
2,An1 =) 12 ,50 Q 08 Q. .) 8). CZ.

More than 2,500 lei 0.3 1.2 6.0 9.3

Source: Anuarul Statistic and data provided by Romanianl
authorities.

9.22 Guaranteed incomes also exist in the cooperative sector. 3/ In
livestock breeding, the figure is 1,500 lei a month; in vegetabie, vine and
fruit tree growing, it is 1,200 lei, and for other crops and agricultural
works, daily remunertion is fixed at 40 lei.

9.23 Guaranteed minimum wages do not cover those on piece work. It piece

workers fulfill their norms, they receive their contracted wage. Over-or
underfulfillment of production targets is proportionately linked with increases
or decreases in wages respectively. A majority of cooperative workers and a
significant number of state workers are on piece work.

1/ No. 57 of 1974.

2/ See Figure 9.1 which plots the cumulative frequency of each wage group

expressed in terms of the average wage of that year. The nearer to
vertical the graph, the more equal the distribution. The results
show that in 1975 only 50 percent of the state employees received
less than the average wage while in 1970 the figure was 60 percent
and in 1965 65 percent.

I/ Tntrrndiced in 1971.
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9.24 To put this into perspective, however, it must be realized that in
Romania everyone has sufficient food, clothing, housing, education and health
care. The basic needs of all people are met. Wages received are only part
of real income. The comprehensive social welfare system and state provision
of services exists for the benefit of all according to their needs (see also
Appendix 10); in addition, the price system attempts to provide goods at
prices reflecting their social cost with the result that the basic neces-
sities of life are relatively low in price while the rest are relatively
high. 1/

C. The Planning of Consumption and Personal Incomes

9.25 A basic tool in determining the split between consumption and
investment is the State Planning Committee's Unisectoral Macro-economic Model,
whose obiective function is to maximize consjmnption over a 15-year period.
This provides the given consumption/investment split and implicitly deter-
mines the low rate of time nreference by utilizing the 15-year horizon. The
extent of the problem can be seen by referring to Figure 9.2, which gives a
simnlified nir'tture of the circiular flow of income in Romania.

9.26 For a given output, the problem is to determine the level of house-
hold income that is consistent with the given consumption/investment split.
In undertaking this calculation, various other constraints have to be adhered
to. First the level of socio-cultural expenditures is predetermined. Such
services are considered to be of first priority and are taken as a given.
Second, the taxation system is also a given. Income taxes have been pro-
gress4ve with the am o .crea-ting an equitable distribution of income.
Turnover taxes are mainly used to set social prices; they represent the
diff:ILerence between financ'ia costs an' Lue derived selling price, which is
set low. Third, there is the constraint of the wage structure, which is also
detrmtlined b'y 'law.

9.27 Thus, the problem becomes two-fold. what level of household income
will lead to the desired levels of private consumption, private investment
(mainly in housing) and private savings and what wages/profit split will
lead to that level of household income. The first problem is dealt with by
means of selective consumer budget surveys covering a representative cross
section of the population (11,000 families). Each respondent provides in-
formation on income, family size and other socio-economic indicators as well
as a daily questionnaire showing his expenditure on various items. In addi-
tion, systematic and periodic surveys of the population are organized regard-
ing the demand, preferences and opinions in connection with existing and new
products. Annual consumer goods fairs are also organized in different parts
of the country where the appeal of various new products is tested. This
information, together with records of actual retail sales and prognosis
studies, can then be analyzed and used to project the future pattern of demand

1/ For example, the cost of a new Dacia car is 70,000 Lei, which represents
36 months earnings for the individual earning the average income in 1976;
rents average 7-12 percent of income.



and to determine the expected propensity to consume and the material balances
in consumer supplies. Other conventional and more indirect methods of in-
fluencing consumer demand, such as changes in the tax structure or credit
conditions, are not often used. l/ Tax levels and credit conditions are
already set at the socially optimal levels.

9.28 The estimation of the wages/profit split, or the absolute level of
wages, then becomes an arithmetic calculation given the parameters that are
already fixed. Total incomes are already determined by the level of output
as is the government/household disposable income ratio. Thus, given the
level of disposable income and its structure, which are based on such para-
meters as the Law on Remuneration and the level of transfer payments in
socio-cultural expenditures, the estimation of the size of the wage fund
can be calculated and the system made closed and consistent.

D. 1976-80 Plan Targets

(1) The Initial Targets

9.29 It has already been seen that substantial progress has been made in
recent years in increasing the level of consumption and standard of living in
Romania. Table 9.10 gives the main targets for the 1976-80 Five-Year Plan.
National income (measured in comparable prices) is expected to continue to
grow at 10-11 percent, with the consumption fund (measured in comparable
Drices) expected to increase at 8 percent remaining at 66-67 percent of it.
As the rate of increase of both real incomes and retail trade (in volume
terms) is nlanned to be slightlv lower. the indication is that the relative
price of consumer goods and services will be increasing and that the real
share of the consumntion fund in national income will be falling.

1/ Consumer credit is available for most durable goods.
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Table 9.10: PLAN TARGETS AND ACHIEVEMENTS

1976-80 Plan
Initial Revised

Achieved 1971-75 Plan Estimates
Percentage increase during period

National income 71 61-68.5
Rpal incompq nf nonpilation 46 39-40

Real wages 20 18-22 30.2
Real incomes of npentry 31 6 20-29 30.0

Services 68.6 61-68.6 75.0
Retai- trade 48 45.0-47.5 52.0

Real pensions 19 15-16 16.0
State allowance for. children 36 25-30 30-0-

Housing (number of units constructed) 750,000 815,000 1 million
ConswMption fund as Plercent ofl

iJ'JLLO uuFlIj L U LiI.i u ao A L %.CIL 

national income 66 66-67

Source: Taw on AotnoftLhe TUnified3 National Pan of Ecoomi -an -oc!a

.~IUL ~ . t.d iJI ZUUPL LULL UtLLI U LLL J U L .~ . L LL L. L L .U r£.ULLULU1Li.~ aLIU DOCjal.

Development for 1976-80 and data provided by the Romanian authorities.

9.30 Nevertheless, although the momentum may be slightly reduced, living
standards snouid continue to rise rapidly. Real incomes are expected to
increase at 7 percent per annum, retail trade at 8.7 percent per annum and
services at 11 percent per annum. These are bola targets Dut ir Komanian past
experience is a guide, they will at least be fulfilled on average.
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Table 9.11: RETAIL TRADE
(in percentage terms)

Increase in 1975 Increase in 1980
over 1970 over 1975

Meat and meat products 52.5 55-63
Milk for consumption 50.2 65-78
Butter 41.5 75-108
Cheese 36.1 60-84
Edible Oil 11.7 35-47
Sugar 29.7 30-39
Eggs 115.5 50-60
Vegetables 5.1 65-76
Fruits (including grapes) 63.3 100-154
Knitwear 64.0 60-68
Footwear 38.7 50-55
Radios 41.9 55-63
Telpvi 8ions 62.9 45-50
Refrigerators 80.7 50-54
Fuirni tuiire 52.44
Passenger automobiles 78.4 45-50

Source: T aw on AAoption of the Uniie Nat-na Plan -f EcnoicandSca
'~. ~ .~ ~ rn~JJL. .L'..JLL J L LI ni.JL .i =- . L IN hlL IL. ia LL r L . a . LL UL. i ~LLULLULI ; aL dLU .OUL I a
Development for 1976-80.

9.31 As the increase in real income is generally greater than that of
real wages (para 9.1J), anu because oi tne increases in salaried personnei
the greatest increases in consumption can be expected to occur in the socio-
cultural sectors. It is known that education, public health services and
cultural activities will receive particular attention. It is intended that
the building of over one million new housing units 1/ will help solve the
chronic housing shortage. Early reports of achievements in 1976, and new
targets for 1977, indicate that at ieast the initiai targets for the five year
period should be achieved.

9.32 Retail supplies will, as noted above, increase by approximately 8.7
percent per annum. The increases for some of the major commodities are shown
in Table 9.11. During this five year plan, particular emphasis seems to be
going to foodstuffs, as before, with the biggest increases planned for fruit,
vegetables and dairy products as against staple goods. The increase in con-
sumer durables, however, seems to be getting less priority than in the last
five year plan.

9.33 The plan law states that measures will be taken for improvement
of public supply "through ... rigorous application of the provisions of the
programs relating to production and marketing of consumer goods, achievement

1/ This is a revised five year plan target. For details see para 12.69.
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of regularity of supply of commodities as market allocations in a diversified
assortment structure and of a suitable quality." In other words, consumer
preferences should be satisfied more fully.

9.34 Further improvements are also envisaged that will not be mirrored
in the standard indices. For instance, the working week was planned to be
reduced to 44-46 hours by 1980 from the present 48, but because of the earth-
quake, this will commence in 1978 instead of 1977 and be implemented by 1982
instead of 1980. Also, the minimum sizes of state apartments will be increased
and they will tend to be of a higher standard.

9.35 Finally, along with these definitive increases in the standard of
living projected for the five year period, 33-34 percent of national income
is to be invested in returns for the future.

(2) The Revised (1977) Targets

9.36 In mid 1977, a new program with higher targets for wages and pen-
innR dilnring thp l976-An Fiup Ypar Plan nprind was adAntpei Some of the

revised targets are given in Table 9.10.

(a) Increases in Wages in Non-Agricultural Activities

9.37 An additional Lei 35 billion have been added to the wage fund over
and above the increases specified in the 1976-80 Five Year Plan. This would
entail an increase in real wages over the period of about 30 percent compared
to the 18-2-2 percent envisaged earl4er. Th-e authorities att,ibute thsaddi-3

tional increase in the wage fund to "savings realized through lowering of the
cost of, Znv-srl-e-s an' sounder management of soil osuutinfud"L1LV ~_OLLIMLLL U~_L LI.tL1C1,~Ut_LL U L L bUA.. LdiL -LULIZ ULLIPL LULL JULL 

9.38 T adIL dUitional icLease in the wage Lund is subsanial and should

lead to corresponding increases in the volume of sales of certain consumer
goods. However, the net benefit that will accrue to the workers needs to be
reviewed within a broader context and is not quite clear at this time. For
example, total socio-cultural expenditures wnicn make up a substantiai portion
of family income are not increasing as much over the previous five-year plan
period as they did in the past. The increase in the i976-80 period was 42.7
percent over the corresponding expenditures in 1971-75, while in 1971-75 the
increase over 1966-70 was 53.6 percent. To the extent that this relatively
smaller increase is due to "sounder management of social consumption funds"
there is a real gain for the consumer but commensurate with that has been a
recent government announcement to reduce further socio-cultural expenditures.

9.39 With regard to the savings realized by lowering the costs of in-
vestment, there is no published data available to analyze what proportion of
these savings has been passed on to the workers. It should also be noted
that, concurrent with the revision of the wage targets the initial targets
for productivity changes over the plan period have also been substantially
increased (in industry for example, by 10 percent). The wage increases are
contingent on attaining the revised targets for productivity increases. The
last phase of the wage increases is scheduled for 1979/80 which are the last
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years of the plan. Finally, the real wage increase will depend upon the level
of the rptail nrire index.

(b) Changes Affecting Incomes and Pensions of all
Agricultural Workers

9.40 The new program increases further over the 1976-80 period the
incomes of the workers oL state agricultural enterprises, cooperative farmers
and individual farmers. The increases in the incomes of workers in state
enterprises will amount to 30 percent as against 18-22 percent initially
planned. The real incomes of cooperative farmers will increase by about 30
percent wnichi is close to the upper range of the previously expected increase
(20-29 percent). The real incomes of independent farmers would increase by 16
percent, but no previous comparative target is available for reference.

9.41 A more important series of measures has been that of increasing the
pensions of farmers in cooperatives and the institution of a pension system
for independent farmers. The pensions would be funded by cooperative and/or
individual monthly contributions and a contribution by the State of 2 percent
of the value of products delivered to the state fund either by the coopera-
tives or the independent farmers. Without further details on the funding of
these schemes it is not possible to assess the net benefits that will accrue
to the farmers.


