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Executive Summary

Introduction and background

The key aims of the National Strategic Reference Framework 2007-2013 (NSRF) are to
strengthen the strategic focus of Romania’s Economic and Social Cohesion Policies and to
make the correct and appropriate linkages to the European Union policies, notably the Lisbon
Strategy, which builds policies for economic growth and the creation of jobs.

The NSRF has its genesis in the National Development Plan (NDP) which was developed as
a tool to guide the use of national, European Union (EU) and other funding sources available to
Romania. It justifies and prioritises public investments related to the European economic and
social cohesion policy and defines Romania’s multi-annual strategic planning and financial
programming.

The NSRF relies also on the long-term guidelines of the Strategic concept of spatial
development and integration into the European spatial structures 2007-2025 (SCSD),
thus adding the territorial cohesion dimension to the approach.

The NSRF demonstrates how Romania intends to build the sustainable development objectives
and equality of opportunity to fight social exclusion into the strategies. The NSRF explains the
implementation arrangements for the Structural Instruments. The document was developed in
partnership with key players and public consultation exercises were conducted to elicit opinions
from a wide range of stakeholders.

Economic Situation

Romania is the seventh largest EU Member State (population 21.6 million in July 2006). The
economy lags significantly behind the majority of EU countries. In 2005, GDP per capita was
34.8% of the EU-25 average and around 55% of the new EU Member States average.
Romania’s recent macroeconomic performance has been favourable (6% annual GDP average
growth over the last six years) in spite of the worsening world economic outlook. GDP growth
has been driven by high fixed investments and private consumption, fuelled by strong growth in
credit to the private sector. The EU conferred functioning market economy status on Romania
in October 2004 due to the significant progress made in the implementation of economic
reforms.

The industrial structure of Romania has changed substantially since 1990. Manufacturing has
steadily declined, with large reductions in employment, in steel, chemicals and machine
production. Agriculture is in serious decline, which has created significant problems in the rural
economy. Deep regional disparities exist and the gap between urban and rural areas is wide
and growing. ILO unemployment is relatively low - 7.2% in 2005 - but the official figures mask
many deeper social and structural problems, related especially to the high levels of subsistence
farming.

The Romanian Government's fiscal policy is based on reorienting the taxation system to
encourage growth, economic and social development and to reduce inflation. The economy
has been able to rapidly capitalise on the opportunities. Foreign direct investment has been
attracted to the country by comparatively low wages, rising productivity (although from a low
base), as well as by the market size. Romania’s geographical location within the EU is a further
positive factor.

Ministry of Economy and Finance 3



National Strategic Reference Framework 2007-2013 Romania

Analysis — Key Issues

There remain serious deficiencies to overcome in order to boost Romania’s economy. Major and
long-term structural interventions are required in the following areas:

= Basic infrastructure — Poor quality and inadequate coverage in the supply of drinking
water, sewerage and waste management. Inadequate road, rail, water and air transport
facilities and a lack of inter-connectivity, all inhibit growth. These are coupled with low levels
of environmental awareness, an under managed natural environment and the wasteful use
of energy.

= Economic competitiveness - Low productivity, outdated and obsolete production
equipment and technologies, highly energy-intensive industry, underdeveloped
entrepreneurship, a difficult business environment and inadequate business support
infrastructure, poor access to finance and insufficient R&D and ICT investment, all
hamper business growth.

» Human Capital — Limited adequacy of education and CVT to meet the needs of a modern
knowledge-based economy, low value placed on education, insufficient articulation
between education, initial VET and CVT. Inequality of opportunity leads to social
exclusion amongst vulnerable groups, such as women, disabled people and Roma.

= Administrative Capacity — Public services are weak and provide low customer
satisfaction. Lack of sufficient administrative capacity is reflected by poor management
structures, insufficient skills of civil servants, inadequate inter-institutional cooperation,
which ultimately lead to poor quality of the services delivered to the society, and thus
jeopardize socio-economic development. Particularly, management of EU funds needs
further strengthening so as to efficiently use the funds to foster economic and social
development.

= Territorial Dimension - Following industrial restructuring, regional disparities rapidly
appeared and they have continued to grow. Disparities between urban and rural are
significant and increasing; this is particularly noticeable between Bucharest IIfov
Region and the rest of the country. FDI locates in the more developed Regions and
this leads to widening disparities with other regions. Both urban and rural areas are
confronted with problems related to infrastructure (caused by under investment), local
economic development and social environment. Furthermore, rural areas are over
dependant on agriculture and infrastructure and support services for business are very
poor or non-existent. There is a need of a more structured approach at territorial level
of various sectoral and inter-sectoral development policies and derived measures.

The Strategic Response
The Vision: To create a competitive, dynamic and prosperous Romania

NSRF Objective:  To reduce the economic and social development disparities between
Romania and the EU Member States, by generating a 15-20% additional
growth of the GDP by 2015

Priorities and Actions

The NSRF Priorities have been formulated as the Government's strategic response to current
economic weaknesses and in order to create the opportunities Romania desires. The NSRF seeks to
draw the priority strands together in a uniform strategy that is suitable for Romania but also conforms
to the strategies of the European Union including the Lisbon Strategy and that will deliver economic
growth and jobs:
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= Development of Basic Infrastructure to European Standards - Infrastructure
investment will improve road and rail networks, and navigation on the River Danube
(TEN-T priority axes no. 7, 18 and 22) and support business growth and job creation.
Investments will also improve accessibility and the inter-connectivity of the national,
county and local roads, railways, airports and river services including improved links to
TEN-T routes. Investment will increase access to wider markets and all actions will
reduce travel time and transport costs. The environment infrastructure support will
improve drinking water and waste management to meet EU standards. Improved
energy efficiency in the entire energy chain — production, transportation, distribution
and end-use — will enhance economic competitiveness, improve air quality and support
sustainable development. Efforts will focus on improved management of the natural
environment and more sustainable use of natural resources.

= Increasing Long-term Competitiveness of the Romanian Economy — The strategy
will help build a dynamic entrepreneurial and productive business base, support
business start up and growth — particularly, through investment in higher added value
products and services. Innovation will be encouraged as well as the application of R&D
to market opportunities; access to finance and ICT connectivity will be improved. SMEs
will benefit of investment aid and will be supported with quality business advice and the
services they require to expand and create jobs. Tourism will also be encouraged as
an important driver of development.

= Development and More Efficient Use of Romania’s Human Capital — The strategy
aims at supporting the education and training systems to provide flexible and better
education and skills to individuals, at increasing access and participation to education
and training and at ensuring that education and training deliver the knowledge and
skills needed by Romania’s modern and expanding economy. Increased adaptability,
entrepreneurship and life long learning will be at the heart of the policies and business
will be encouraged to invest in their human capital. The modernisation of the education
and CVT infrastructure, including the provision of school equipment and ICT will be
required to provide quality education and training systems. Actions will be supported to
tackle social exclusion and promote social inclusion of vulnerable groups (women,
ethnic minorities, disabled persons) who are at disadvantage in the labour market, so
they can benefit from the new jobs being created. Improved health care and related
services will assist economic regeneration by reducing costs and the number of lost
days from work.

= Building an Effective Administrative Capacity — The strategy will improve governance in
the public sector. Investment will help to improve policy formulation and public
management decision making processes, to develop a modern, flexible and responsive
civil service system and to improve the quality and efficiency standards in the delivery
of public services. Actions will be targeted to the sectors of the administration where
the greatest impact can be achieved to aid economic and social development, support
business growth and to fight deficiencies of the Romanian economy.

= Promoting Balanced Territorial Development — The aim is to stop and hopefully
reverse the widening trend of regional development disparities by supporting and
promoting a balanced economic and social development of the Regions. The actions
will support Regions’ development by creating the necessary conditions to stimulate
economic growth in the lagging behind regions and restructure the urban and rural
areas. Investments will be targeted at improving infrastructure and ensuring local
connections to the national, European and intercontinental networks connecting
Romania to European and wider markets. Actions will target existing or emerging
development corridors or centres and create the conditions for integrated development,
with connections to regional, national and trans-European networks. Support will help

Ministry of Economy and Finance 5



National Strategic Reference Framework 2007-2013

Romania

to consolidate the local and regional business environment and enhance the natural
and cultural heritage to support tourism and urban development. The achievement of
territorial cohesion will benefit from the long-term framework of the Strategic Concept
of Spatial Development and Integration into the European Spatial Structures 2007-

2025.

Operational Programmes

The NSRF is implemented through Operational Programmes under Objectives “Convergence”
and “European Territorial Cooperation”. Table 1 presents the list of OPs prepared by Romania
and the OPs that Romania prepares in cooperation with EU members and other countries, as
well as the institutions responsible for the management of these programmes. An outline of the
OPs under “Convergence” Objective is included in the NSRF.

Table 1
Operational Programme | Managing Authority | Intermediate Bodies Fund
Convergence Objective
SOP Increase of Economic | Ministry of Economy and - Ministry for Small and Medium ERDF
Competitiveness Finance Sized Enterprises, Trade,
Tourism and Liberal Professions
- Ministry of Education, Research
and Youth (National Authority for
Scientific Research)
- Ministry of Communication and
Information Technology
- Ministry of Economy and
Finance (Energy Policy General
Directorate)
SOP Transport Ministry of Transport ) ERDF +
CF
SOP Environment Ministry of Environmentand | 8 regional IBs coordinated by | ERDF +
Sustainable Development MESD CF
Regional OP Ministry of Development, - Regional Development ERDF
Public Works and Housing | Agencies
- Ministry for Small and Medium
Sized Enterprises, Trade,
Tourism and Liberal Professions
SOP Human Resources Ministry of Labour, Family - National Agency for ESF
Development and Equal Opportunities Employment
- 8 regional IBs coordinated by
the MoLFEO
- Ministry of Education, Research
and Youth
- National Center for
Development of TVET
OP Administrative Capacity | Ministry of Interior and - ESF
Development Administrative Reform
OP Technical Assistance Ministry of Economy and ERDF
Finance ]
European Territorial Cooperation Objective
OP Cross-border National Development Ministry of Development, Public ERDF
Cooperation (CBC) Agency (Hungary) Works and Housing in Romania

Hungary-Romania

will act as National Authority
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Operational Programme Managing Authority Intermediate Bodies Fund
OP CBC Romania-Bulgaria | Ministry of Development, ERDF
Public Works and Housing
OP CBC Romania — Serbia | Ministry of Development, ERDF
Public Works and Housing (transfers
to IPA)
OP CBC Romania — Ukraine | Ministry of Development, ERDF
- Moldova Public Works and Housing (transfers
to ENPI)
OP CBC Hungary - Slovakia | National Development Ministry of Development, Public ERDF
— Romania - Ukraine Agency (Hungary) Works and Housing in Romania (transfers
will act as National Authority to ENPI)
OP CBC Black Sea Basin Ministry of Development, ERDF
Public Works and Housing (transfers
to ENPI)
OP South-East European Ministry of Local Ministry of Development, Public ERDF
Space Government and Spatial Works and Housing in Romania
Development (Hungary) will act as National Authority and
National Contact Point
OPs Inter-regional ERDF

Cooperation
= INTERREGIVC
= URBACTII
= ESPON 2013
= INTERRACT I

France
France
Luxembourg
Austria

Ministry of Development, Public
Works and Housing in Romania
will act as National Authority and
National Contact Point

Structural and Cohesion Funds Allocation

The overall Structural and Cohesion Funds allocation for Romania is 19.668 bn Euro of which 12.661
bn Euro represent Structural Funds under the Convergence Objective, 6.552 bn Euro are allocated
under the Cohesion Fund and 0.455 bn Euro under the European Territorial Cooperation Objective
(including transfers to the Instrument for Pre-accession Assistance — IPA, and to the European
Neighbourhood and Partnership Instrument - ENPI).

The NSRF financial table presents the breakdown by Operational Programme of the Structural
Funds under the Convergence Objective plus the Cohesion Fund, which amount to the total of

19.213 bn Euro. Diagram 1

shows this allocation.

Diagram 1
NSRF Allocation by Operational Programme
O Huren Administrative Capecity
D;\Hazwrc&s = Development Increase of Econarric
opent Comrpetitiveness
. 0 11%
W Techica 181 133%
Assistance
0.9% =
_ Transport
O Regord 23.7%
19.4%
O Ervironment
235%
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Implementation Arrangements

In 2007, the former Managing Authority for the Community Support Framework within the
Ministry of Economy and Finance has been renamed as the Authority for the Coordination of
Structural Instruments (ACIS) and represents the Member State in matters related to the
programming and implementation of the Structural and Cohesion Funds.

The Council Regulation no. 1083/2006 laying down the general provisions for the European
Regional Development Fund (ERDF), European Social Fund (ESF) and the Cohesion Fund
(CF) requires Member States to set down rules governing the management of Structural
Instruments. The Romanian institutional responsibilities were established by GD No 497/2004
and subsequent amendments and completions. Given the adoption of the new Cohesion Policy
acquis, a dedicated normative act will replace GD No 497/2004 in order to reinforce
coordination and management mechanisms, in line with the new EU rules. The coordination of
the NSRF implementation will be managed as follows:

= National Coordination Committee for Structural Instruments, established under
GD No 1200/2004, which will provide strategic guidance and decision-making at
political level;

= Management Co-ordination Committee, which will address management,
administrative and horizontal issues with relevance to the OPs;

= Regional coordination committees, established in the 8 Regions, in order to assist in
the correlation of interventions amongst the Operational Programmes.

Management of Operational Programmes has been designated under GD No. 497/2004 and its
subsequent amendments and completions, as illustrated in Table 1.

As regards the financial management and control, the Ministry of Economy and Finance is
designated to fulfil the role of Certifying Authority for all OPs. The competent body for receiving
the ERDF, ESF and Cohesion Fund payments from the European Commission in respect of all
OPs is the Certifying and Paying Authority within the Ministry of Economy and Finance. The
bodies responsible for making the payments to the Beneficiaries are: a) the Certifying and
Paying Authority for SOP Environment and SOP Transport (direct payment); b) the Paying
Units established in the ministries which have the role of Managing Authorities (indirect
payment). An independent body associated to the Romanian Court of Accounts has been
designated as Audit Authority.

Partnership

The Ministry of Economy and Finance, in cooperation with a wide range of institutions and
organisations, has prepared the NSRF. Furthermore, partnership consultations conducted for
drawing up the National Strategic Reference Framework and the Operational Programmes, as
well as the consultations conducted for the National Development Plan 2007-2013 provided
substantial feedback from the relevant partners, which was duly taken into account in the
preparation of the NSRF. Several rounds of public consultations took place during the
programming process.
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Introduction

The key issues in the National Strategic Reference Framework (NSRF) are drawn from the

3rd Cohesion Report published in March 2004 and the Community Strategic Guidelines on
Cohesion published in October 2006, which establish the EC objectives for the EU Cohesion
Policy. The key aims of the National Strategic Reference Framework are to strengthen the
strategic focus of the Economic and Social Cohesion policies across Romania and to make the
correct and appropriate linkages to the European Union policies and the Lisbon Strategy, which
focuses on policies for growth and the creation of jobs.

The NSRF has its genesis also in the National Development Plan (NDP), which was
approved by the Romanian Government in December 2005. The NDP 2007-2013 was
developed as a fundamental tool to guide the use of national, European Union and other
funding sources available to Romania in the period 2007 to 2013. It prioritises public
investment, related to the European economic and social cohesion policy and defines
Romania’s multi-annual strategic planning and financial programming. The NSRF was
developed through partnership working and consultations and takes into account the Regional
Development Plans of the eight Regions.

The legislative regulations and structural reforms are covered by other programming
documents, such as the National Reform Programme, the Pre-accession Economic
Programme and the Convergence Programme. This suite of documents provides linkages to
the NSRF.

The NSRF demonstrates how Romania intends to integrate the sustainable development
objectives as defined in the renewed Lisbon Agenda and the Gothenburg Strategy. The NSRF
explains the economic challenges facing Romania and the disparities that exist within her eight
Regions. It also explains the opportunities that will be available and how the Country will
address them. The NSRF explains the policy principles upon which the preparation of the
Operational Programmes have been undertaken and how they will deliver the Structural and
Cohesion Funds in Romania during the period 2007 to 2013.

The NSRF aims:

= To lay down the guidelines of the Romanian strategy for the delivery of the Structural
and Cohesion Funds (SCF) in line with the EU objectives and taking into account the
development trends of both the European and world’s economies;

= To illustrate how Romania intends to ensure the concentration of the SCF on the key
national and EC priorities;

= To address the serious weaknesses that face the country and to show the
development potential of her regions and cities;

= To demonstrate how Romania’s strategic geographical location, improvement in the
current levels of services, environment protection, innovation, entrepreneurship, and
the development of the knowledge-based economy will lead to growth and the creation
of more and better jobs;

= To demonstrate linkages between and compliance with the Community Strategic
Guidelines priorities, the Lisbon agenda and the Romanian Operational Programmes
under the Convergence and European Territorial Cooperation Objectives.
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The NSRF explains the unprecedented change that has occurred in the Romanian economy
since 1989 and the effects this has had on the Country and her people. The SCF will be a
further major agent for change and will assist the acceleration of the reform process. The
NSRF gives the framework for the implementation of that change process.

The NSRF is a strategic document and therefore does not focus on the technical details. These
can be found in the Operational Programmes. However, the rationale for the priority actions in
the early years is illustrated by some example statistics - 43 schools in Romania have no
electricity, 2,805 schools have no mains water, 32% of the population have neither mains water
nor sewerage facilities. These grim figures are purely illustrative but help to demonstrate the
legacy of the past and the enormous task of striking a balance between the major needs in
terms of infrastructure, competitiveness and human resource development, on one hand and
reducing regional disparities, on the other hand. However, Romania has recorded consistently
high rates of annual GDP growth averaging 6% during the last six years that demonstrate that
rapid progress is possible. The process of managing this economic revival will require
determined, committed and visionary leadership.
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1. Socio-Economic Analysis

1.1. Macro Economic Context

Overview

With a population of 21.6 million inhabitants, Romania is the seventh largest EU Member State.
The country’s economy bears the hallmarks of an economy on the verge of completing the
transition from centralised planning to a fully-fledged market economy. Romania is lagging
significantly behind the majority of European countries in terms of economic development. GDP
per capita recorded in purchasing power standard (PPS) was just above one third of the EU-25
average in 2005 and only around 55% of the average GDP per capita of the new EU Member
States.

Between 2001 and 2006, Romania’s macroeconomic performance improved despite the fact
that international context hasn’'t always been favourable. GDP growth has been strong and
driven by high fixed investments and private consumption. Annual GDP growth averaged 6%
during the period and was accompanied by a high macroeconomic stability. At the same time
inflation, unemployment and the budgetary deficit decreased steadily. The current account
deficit was maintained within sustainable limits during the period.

The main factor which sustained the economic growth in 2006 was the investments. The gross
fixed capital formation increased by 16.1% and the private consumption expenditure by 13.9%.
The public consumption expenditure increased by 2.5%, mainly on account of the resources
redirected to areas such as education and health.

In the recent years, the monetary policy has been strongly linked to economic sustainability and
reduction of inflation in the medium term. In March 2007 the annualised inflation declined to
3.66%. The public deficit increased from about 1.5% of the GDP during 2003-2005 to an
estimated 1.9% of the GDP in 2006, mainly driven by higher expenditure related to
infrastructure investments.

Both foreign and domestic investments increased significantly in recent years creating long-
term growth potential. During 2004-2006, gross fixed capital formation increased by an yearly
average growth of 13.2%, being with over 45% higher as against 2003. Foreign investments
were of above 20 billion Euro during 2004-2006, which is two times over the stock from 1990-
2003 period.

Evolving economic structure

After 1990, the economic structure has changed significantly, with a shift from industry and
agriculture to services. In a first phase, restructuring of industry led to a reduction in its
contribution to GDP growth from about 40% in 1990 to almost 27% at the end of the 90’s. After
2000, the structural decline was halted and the contribution industry makes to GDP growth
remained at a constant level. These changes meant substantial reductions in employment,
particularly in traditional heavy industries, such as steel, chemicals and machine production.
The increase in the Romanian service sector is comparable with other modern economies, and
the figures show that the service sector has increased its contribution to GDP growth, from
26.5% in 1990 to 49.6% in 2006 (See Table 2).
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Table 2
Structure of GDP by Sectors
- % -
2000 2001 2002 2003 2004 2005 2006**
Gross value added, of which:
Industry 273 27.7 28.1 25.0 24.7 241 23.9
Agriculture 11.1 13.3 114 11.6 12.6 8.5 8.1
Construction 49 53 58 58 59 6.3 7.0
Services 46.3 445 453 46.4 46.0 494 49.6
Net taxes 10.4 9.2 94 1.2 10.8 1.7 114
Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0

* Semi-definitive data.
**Provisional data
Source: National Commission for Prognosis, based on data from the National Institute of Statistics

Nevertheless, this evolution has had serious consequences for local economies in those towns and
cities, which previously depended on a single industry for employment. The service sector has
developed at a steady rate but is heavily concentrated in Bucharest. In other areas of the country, it
has not increased sufficiently to compensate for the decline in manufacturing and agricultural
employment.

Real GDP growth

Romania’s GDP has improved in 2006 for the 7t consecutive year, with an average growth rate
of 5.5% between 2000 and 2006. After a GDP growth of 4.1% in 2005 because of internal and
external difficult conditions, in 2006 it has registered a growth of 7.7%, one of the highest in
Europe.

Table 3
Real GDP annual growth rates 2000 — 2006
- % changes compared to the previous year-
2000 2001 2002 2003 2004 2005 2006
2.1% 5.7% 5.1% 5.2% 8.5% 4.1% 1.7%

Source: National Commission for Prognosis, based on data from the National Institute of Statistics

Foreign trade

Romania’s foreign trade increased significantly, as the economy structure is modernising with
the prospect of EU Accession. During 2000-2006, both exports and imports increased, with a
growth rate of 18.3% and 22.3% respectively. The higher increase in imports as compared to
exports led to an increase in the trade deficit as a percentage of GDP from 4.6% in 2000 to
12.1% in 2006. Two thirds of foreign trade is realised with the EU member states (52.8 billion
Euro) (See Diagram 2). However, 65% of the EU trade was carried out with 4 countries - Italy,
Germany, France and UK.
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Diagram 2
Evolution of trade exchanges during 2000-2006
- billion Euro -
45 | 40.8
35 -
25 | .
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Source: National Institute for Statistics

The share of outward processing trade export of goods is high. The structure of exports has
considerably changed in recent years, with outward processing trade from the light industry
being progressively replaced with machinery.

At the same time, Romania increased the exports of products which have a high value added.
The weight of exports of high complexity products was in 2006 over the one registered in 2004
by 8.2 percentage points (23.4% against of 31.6%). Following the significant investment
process Romania imported more and more high complexity products. Their weight in 2006 was
38.5%, compared to 35.9% in 2004. It also increased the weight of raw and energy materials
imports, which are low complexity products.

Foreign direct investment

Foreign investors who are willing to relocate production or to develop new business in Romania
are attracted by comparatively low wages, the improving productivity (although from a low
base), attractive market size, location and the prospect of EU accession. FDI rose by around
20 billion Euro in the last 3 years. The cumulative stock of FDI was of almost 31 billion Euro in
2006. FDI investors reinvested their profits significantly (1.2 billion Euro in 2005 and 2.0 billion
Euro in 2006) in the country, showing their business confidence in Romania.

These factors have changed the relationship between Romania and the other states from the
region regarding FDI. Thus, in 2006, the ratio to GDP of net foreign direct investments (9.3
percent) was much higher than in the new EU member states.

Current account

The ratio to the GDP of the current account deficit has increased from 5.8% to about 10.3%
during 2003-2006, mainly because of the increase of trade deficit, especially on the account of
the acceleration of investment, which led to the increase of capital imports. Usually, the current
account deficit is covered by FDI (which amounted to 9.1 billion Euro in 2006, compared to 5.2
billion Euro in 2005).
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Employment

The economic modernization and development have been reflected in employment, as well.
Economy reorganization affected the active population and the level of employment and
contributed to the acceleration of structural changes towards increasing employment in high
productivity activities.

Between 2003 and 2005, the employment rate of working age population has slightly
decreased (See Diagram 3), whilst ILO unemployment rate increased marginally, from 7.0
percent to 7.2 percent. Therefore, employment rates remain significantly below those
registered in the EU-25 and EU-15.

Diagram 3

Employment rate for the 15-64 years of age population

70.0—
65.2

% 65.0] 63.8

60.0- 58.0

57.8 57.9 57.7
55.0-
50.0
2002 2003 2004 2005

| @Romania EEU-25 CIEU-15 |

Source: National Institute of Statistics

The participation rate was 64.2% in the first 9 months of 2006 compared to 62.6% in the same
period in 2005, and employment rate was 59.3% compared to 57.8%.

The variations in the employment rates exist both at inter-regional level and within the regions,
in 2005 the highest employment rates being recorded in the South-West Oltenia Region
(60.1%) and the North-East Region (61.5%) while the lowest are found in the Centre Region
(54.2%) and in South-East (54.7%). In Bucharest-llfov Region the employment rate was 59.7%.

In structural terms, the last years (2005 against 2002) revealed the following trends:
e Employment decreased in agriculture by 4.3 percentage points and in extracting
industry by 0.3 percentage points;
e Employment increased in services by 3.4 percentage points and in constructions by
1 percentage point;
¢ In the manufacturing industry and in the energy, oil and water sectors, the employment
remained steady.
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The Romanian labour market has been also affected in the last year by an increasing
emigration process. A study conducted in November 2006 reveals that the share of adult
population who worked abroad in the past 17 years was 10%, at the time of survey. The option
to work abroad had a significant variation on categories of population, such as: there were
more youths than elderly; men had a higher share than women; for men aged 18-59 the
migration was more intense from the rural areas; for women, the migration residential model
was more differentiated (the temporary migration was higher for women aged 18-29 in the rural
areas, than for the same category in the urban areas; on the contrary, the temporary migration
was more prominent for women aged 30-59 in urban areas, as compared to those in the rural
areas).

Privatisation

Financial discipline in state-owned enterprises needs further strengthening but at the same time
the privatisation process of targeted enterprises has faced some delays. Nevertheless, major
privatisation initiatives have taken place recently in the industrial and energy sectors. In the
energy, mining and railway sectors, progress on privatisation has been made. However, efforts
remain to be done to tackle the accumulation of arrears of state-owned companies and to pursue
bankruptcy procedures.

The transfer of the assets owned by state to the private sector is playing an important role in
the transition process, but the resulting disintegration of several significant activity sectors and
the closing of some economic units have led to large-scale discharges, which have not been
fully absorbed by the under-developed SME sector.

Fiscal policy

The Romanian Government’s vision within the field of fiscal policy is based on the reorientation
of taxes and duties to encourage economic growth, development and reducing of inflation. In
December 2004, a major tax reform was adopted, which introduced a flat-rate income tax of
16% and lowered the profit tax rate from 25% to 16% starting with January 2005. This is
coupled with plans to accelerate fiscal decentralization and to increase public expenditure
transparency.

The key aims of the Government's fiscal policy are to improve the business environment, to
stimulate private initiative and reduce Romania’s substantial black economy. Out of the total
number of the black economy employees (around 1.1 million people), about 20% has been
made official, as result of the new fiscal policy. Other examples of this policy are the increased
expenditure on research and development, the increased investment in human capital and
improvements in medical infrastructure.

Efforts have continued to bring inflation under control following price liberalisation in 1997 when
inflation reached 151.4%. Since 2000, there has been a continuous annual decrease of
inflation, reaching 8.6% in December 2005. The process continued also in 2006 (the
annualised inflation was 4.87% in December 2006) and in the first quarter of 2007, with
annualized inflation declining to 3.66% in March 2007, comparable to the level of the new EU
Member States.

T ,Temporary Dwelling Abroad, Romanians’ Economic Migration: 1990-2006", Open Society Foundation,
November 2006
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The speeding up of the disinflation process was due mainly to the favourable effects of the
monetary and fiscal policy mix, the improvement of market expectations as regards the
sustainability of the disinflation trend and increase of the competition in the retail sector. As
regards the demand, the inflationary potential created by the increased consumption, due more
to the credit expansion than to the population incomes, has been mitigated by the favourable
evolution of the import prices, under the conditions of the appreciation of national currency.

Public Finances

Budget deficits, calculated in accordance with ESA 95, were relatively higher during the period
1999-2000 (4.5% and 4.4% of the GDP respectively), as shown in Table 4. This was the result
of the non-performing credit influence within the banking system, taken over by the public debt.
Against the background of increased macroeconomic stability, strong economic growth and
structural reforms, the deficit decreased to about 1.5% in the period 2003-2005. A slight
increase to 1.9% of the GDP was registered in 2006, when expenditure as percentage of GDP
increased by 1 point compared to 2005. Macroeconomic stability has improved the country
rating, which has lead to a decrease in public debt and a reorientation of public funds.

Table 4
Budgetary revenues and expenditure and the public deficit
- % of the GDP -
Indicators 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006*
Budgetary revenues 354 34.0 324 33.3 31.6 317 31.8 32.2
Budgetary expenditures 39.8 38.4 35.9 35.3 33.1 33.2 33.1 34.1
Public deficit -4.5 -4.4 -3.5 -2.0 1.5 -1.5 -1.4 -1.9

Source: Ministry of Economy and Finance; the data are calculated in accordance with the ESA 95 methodology.
Note: the sub-sectoral financial flows have not been considered in the calculation
* Estimates

Government debt has gradually decreased as a percentage of GDP, from 24.8% in 2000, to
15.9% in 2005. This has resulted in a low debt level, considerably below the maximum limit set by
the Maastricht Treaty of 60% of the GDP. The domestic government debt has decreased from
8.5% of the GDP in 2000 to 3.2% in 2005, due to the utilization of privatisation receipts and the
revenues from banking assets recovery for the redemption of domestic debt, while the ratio of
external government debt in GDP has decreased from 16.3% in 2000 to 12.7% in GDP in 2005,
due to the low financing needs of the budget deficit and reduced costs of foreign financing as
result of continue improvement of sovereign rating of Romania.

Fight against corruption

Corruption and the perception of corruption are major factors holding back the economic
development of Romania. The Government has adopted measures to ensure greater legislative
clarity and stability, transparency in decision-making and the de-politicization of judiciary
system. The main anti-corruption measures as regards the business environment are:

= Gradual and irreversible withdrawal of the state from the administration of the
economy, including decreasing state monopolies in provision of public utilities
Restraining the field of coverage of public decision

Clarification of the subsidies system in the economy

Strengthening the transparency in public procurement

Development of the financial markets, especially of the stock and commodity
exchanges.
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According to the Government’s vision, free competition and free access to public information,
alongside the market itself, represent the most efficient forms of fighting corruption. Substantial
progress in this regard is still required, particularly concerning the functioning of the judiciary,
but the steps taken are in the right direction.

Macroeconomic perspectives for the period 2007-2013

The 2007-2013 economic forecast for Romania is based on the assumption that the economic
growth of her main trading partners will not significantly decline and that the international
business environment will remain stable. EU accession in 2007 will accelerate Romania’s
social and economic development. Human resource development, together with increased
domestic capital will be needed to support continuous and sustainable growth, in line with world
trends, i.e. globalization, development of IT&C technologies and environment protection.

According to the macroeconomic forecasts of the National Commission for Prognosis?,
Romania’s GDP will increase on average by 6%, with the possibility of recording above the
average rates at the beginning of the period (see table 5). This will lead to a reduction in the
economic and social differences between Romania and EU member states. The economic
growth will be based on the domestic demand, especially on Government's investments
(including those financed with the support of the EU funds). The increase in the final
consumption will diminish after 2007 to an annual average rate of 6.4%. The net exports will

keep their negative contribution to the GDP growth, about 2%.
Table 5

GDP per elements of use

- percentage changes -
Average rate

2006 2007-2013 (%)
Domestic demand, out of which: 12.8 7.6
- Final consumption 11.5 6.4
Private consumption expenditure 13.9 7.3
Public consumption expenditure 2.5 2.7
- Gross fixed capital formation 16.1 11.2
Exports of goods and services 10.6 8.4
Imports of goods and services 23.0 11.9
Gross Domestic Product 7.7 6.0

Source: National Commission for Prognosis

According to the result of the macroeconomic modelling exercise, based on HEROM model
(HERMIN-type model), it is estimated that Structural and Cohesion Funds will generate an
additional 15-20% increase in Romania’s GDP by 2015, meaning that the additional annual
growth will be about 2-2.6%. These projections reflect the difference between two scenarios:
the basic scenario (“with funds”) with Structural and Cohesion Funds expenditure at the level
established in the NSRF and a “without funds” scenario where it is assumed that there will be
no SCF intervention.

Investments will increase, fuelled by the domestic and foreign financing, together with the
opportunities presented by European funding. The gross fixed capital formation will increase by
an estimated average annual rate of 11.2%. Under these circumstances, the investment rate
will increase from 24.6% of the GDP in 2006 to 33.7% in 2013. The contribution of the

2 The macroeconomic forecast for 2007-2013 was established on the basis of a set of econometric methods and
techniques and its consistency was verified mainly with the RMSM model - the version developed by the National
Commission for Prognosis and the Dobrescu macroeconomic model.
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Structural Instruments, as resulted from the macroeconomic impact assessment, carried out
with HEROM model, would be an additional increase of 28.4% in the level of investments by
2015.

Foreign trade is expected to continue to develop at a sustainable rate, higher than the GDP
growth. It is expected that, in the context of Romania’s membership to the EU, geographical
orientation of trade flows will lead to reinforcement of the position of EU member states as main
trading partners. Exports of goods and services will increase, on average, by 8.4% annually,
while imports of goods and services imports will increase by 11.9%, which will negatively
influence the trade balance.

From the supply point of view, it is estimated that constructions and services will have higher
increase rates as compared to the average GDP growth rate (see Table 6).

Table 6
GDP per Sectors
- percentage changes -

Average rate

2006 2007-2013 (%)
Industry 6.9 5.3
Agriculture 3.3 2.7
Construction 19.4 10.8
Services 7.3 6.0
Gross Domestic Product 7.7 6.0

Source: National Commission for Prognosis

It is estimated that the ratio of the current account deficit to the GDP will decrease from 10.5%
in 2007 to 8.4% in 2013. The integration into the EU will create a solid basis for ensuring the
sustainability of the current account deficit, both through the important FDI inflows and by the
use of the transfers from the EU (e.g. Structural Instruments).

For the period 2007-2013, the bringing down and maintaining the inflation between 2-3% is an
important objective within the context of meeting the Maastricht criterion of nominal
convergence. Romania’s recent track record in controlling inflation sustains an evolution of
price growing under the maximum level, starting 2010.

On medium term, during 2007-2009, it is estimated that the disinflation process would continue
due to the maintenance of the tight monetary policy and to the promotion of real positive
interest rates. Moreover, the gradual reduction of the increase of administered prices,
promotion of a cautious salary policy and continuing of the structural reforms will keep the
disinflation process on a sustainable trend. Furthermore, the acceleration of disinflation process
will help the additional decrease of the inflationary expectations. Another efficient way to
anchor the inflationary expectations will be to keep steady the trend of real appreciation of the
national currency related to Euro. This is possible if it is taken into account the perspective of a
more accelerated increase in the labour productivity in the Romanian economy as compared to
the foreign partners.

The timetable for adoption of Euro depends on a sound cost-benefit analysis, taking into
consideration the following requirements: (i) to accomplish the nominal convergence criteria on
sustainable basis; (ii) to achieve a satisfactory level of the real convergence criteria; (iii) to limit
the period under ERM 2 to the minimum required of 2 years.
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Given the need of implementing the additional structural reforms in order to ensure the capacity
and flexibility of the Romanian economy to cope with asymmetric shocks, Romania will not be
in a position to join the Euro zone earlier than 2012.

Human resource development, within a global labour market, was an important factor taken
into account when these projections were made. Romania’s population will continue to
decrease, as the birth rate continues to decline. The labour force will grow and the employment
rate will reach almost 60% until 2013 (see Table 7). The estimation was based on the statistical
data of the first 3 quarters.

Table 7
Labour force
2005 | 2006 2007 2008 2009 2010 2011 2012 2013
- percentage changes as compared to the previous year -
Labour force* -11 3.5 1.5 1.4 1.0 0.5 04 0.3 0.3
Employment* 0.1 34 1.7 1.5 1.2 0.7 0.6 0.5 0.4
Employees -1.9 5.6 2.6 22 1.6 1.2 1.2 1.1 1.0
-0 -

Participation rate* 62.4 64.5 65.5 66.5 67.2 67.6 68.0 68.2 68.5
Employment rate* 57.7 59.6 60.7 61.6 62.4 62.9 63.3 63.7 64.0
ILO Unemploymentrate | 7.2 7.3 7.1 6.9 6.8 6.6 6.4 6.2 6.1

") calculated for the working age population (15-64 years)

Source for 2005: National Institute of Statistics, Household Labour Force Survey (AMIGO), annual averages
Source for 2006-2013 period: National Commission for Prognosis. The estimations for 2006 are based on
statistical data of the first 3 quarters 2006.

Romania’s entry into the EU labour market will increase the mobility of labour, by losing
workers in favour of the European area, on one side, and attracting additional labour force from
other states, on the other side. It is envisaged that Romania will have a relatively balanced
position within this process.

A recent study? on the Romanian’s economic migration reveals that the share of adult
population who worked abroad in the past 17 years was 10%. As regards the intentions to work
abroad, according to the survey approx. 11% of the Romanians aged 18-59 would like to work
abroad in 2007. Furthermore, approx. 40% of the people who worked before wish to return
abroad. These tendencies will maintain on the medium term, taking into consideration that the
majority of those intending to work abroad in the next two years have temporary work
arrangements. The work abroad is in the most cases a strategy for a determined period, in
order to accumulate financial resources to be invested in the home country. However, for the
next decade, it is estimated that the number of migrant workers will have a certain decrease, as
the Romanian economy develops and offers, progressively but sure, more and better
employment opportunities.

It is estimated that there will be an increase in the number of employees by about 700,000
persons by 2013 compared to 2006. This figure reflects the net increase in the average number
of employees on overall economy, as a result of the offset between new jobs created and staff
reductions. Increases will occur especially in the services sector, which is expected to increase
its contribution to the economic growth. The ILO unemployment rate will continue to decrease,
reaching an estimate of 6.3%.

3 ,Temporary Dwelling Abroad, Romanians’ Economic Migration: 1990-2006", Open Society Foundation,
November 2006
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The recent changes in the employment structure, namely the reduction in agricultural
employment and the raise of employment in construction and services sector, will continue in
the next years. The results will be:

- areduction in non-payroll population involved in agriculture, mainly among the people
aged 64 and over, by various measures including going out from the labour market;

- an increase in the employed population and in particular in the number of payroll
employment in the service and mainly in the construction sector.

Although the risks regarding the achievement of the economic growth objectives are
considerably lower, some internal and external disturbing factors (such as: an unexpectedly
negative evolution of the international prices, an economic growth of the EU well below the
current forecasts, a lower than expected rate of EU funds absorption) could intensify their
action.

As regards the economic risks on medium term, if the potential economic growth of
Romanian economy is taken into consideration, as well as the external capital inflows (EU
funds and foreign investments) that make aggregate demand to be maintained at high level, it
can be appreciated that economic risks that could determine a significant slowdown of
economic growth are very low.

However, some internal and external disturbing factors (such as: an unexpectedly negative
evolution of the international prices, an economic growth of the EU well below the current
forecasts, a lower than expected rate of EU funds absorption) could intensify their action,
impeding the achievement of the economic growth objectives.

Thus, some risks persist and are mainly associated to factors that could affect the domestic
supply’s answer to demand, such as:

e Decreasing of the competitiveness of some activities having as result the decrease on
domestic market and export of some products as compared to other products from
European countries;

e Delay of restructuring and investments in order to maintain the quality standards (e.g. for
food industry capacities) that could affect some capacities; the problem is if the other
domestic producers would take on the demand surplus or will increase imports, having
effects on external deficits;

e Bad weather conditions for agriculture, reflected in reduced output;

e Much too rapidly de-location of outward processing trade in the light industry, that would
delay the recovery of this branch;

e Too high annual rates of nominal increase in the salaries, which may lead to weaker
performance as regards inflation and to the increase of the current account deficit (due to
the more accelerated pace of consumption);

e More accelerated increase of administered prices, with consequences on inflation and
competitiveness.

In the mean time, the risks related to the external economic environment continue to be
present, such as:
e an unexpected evolution, in a negative sense, of international prices, including for energy
resources;
e lower than expected EU economic growth, taking into account the high weight of the
exports to EU countries within the overall Romania’s exports;
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e the competition of less expensive products from Asia (especially of textile products and
footwear).

If these risks occur, the external deficits could deepen and could become unsustainable if their
coverage from domestic financial resources, capital transfers and foreign investments,
respectively, would decrease.

It is estimated that such factors could negatively influence the development, by reducing the
economic growth, on average, by 1 percentage point yearly, on the account of slowing down of
the exports dynamic, as well as by increasing the current account deficit, whose ratio to the
GDP could rise, on average, by about 1.5 percentage points yearly.

Under such a scenario, the diminishing of economic activity would be reflected in a slightly

higher unemployment rate as compared to the basic scenario, as well as in reduced economic
competitiveness.
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1.2. Infrastructure and Environmental Situation

Romania suffers from severe underdevelopment of its basic infrastructures caused by decades
of under-investment and neglect. Deficiencies in transport and environmental infrastructure
today act as a brake on socio-economic development by reducing accessibility for Romanian
companies to important markets, discouraging business investment in Romania and limiting the
quality of life for a large proportion of citizens to levels well below the EU norms.

Transport infrastructure

Romania occupies a key location at the Eastem border of the new enlarged Europe and will be a
‘gateway” to the East and South. Three TEN-T Priority axis cross Romania, namely Priority Axis
no. 7, 18 and 22. The TEN-T priority projects for Romania agreed until 2011 are Nadlac-Sibiu
motorway, the railway Curtici-Bragov-Bucharest-Constanta, as well as the elimination of
bottlenecks on the Danube.

Road Transport

The quality of the road infrastructure (traffic volume, load bearing capacity, surface conditions,
accident risk, impact on environment) is poor in Romania and the roads do not generally
comply with European Community standards. The density of public roads (33.5 km/100 km? in
2005) is very low compared to the EU-25 average (110.1 km/100 km? in 2003). On the major
axes, the limited road systems are increasingly congested and cannot compete with current
demands.

The total length of the public road network in Romania in 2005 was 79,704 km, with a relatively
uniform distribution (except in Bucharest-llfov where the density surpasses other regions). Of
the total, 15,934 km (19.9%) are national roads and 63,970 km are county and local roads. The
work undertaken in recent years has focused mainly on repairing and upgrading the network of
national roads. Around 3,000 km of the national roads network have been rehabilitated or are
under rehabilitation; however, needs remain high, mainly given the high deficiencies in design
and the reduced amount of maintenance works. Most of the national roads fail to ensure a
connection to the centre of the cities and the majority of cities and towns located aside the
national and European roads do not have ring roads. Moreover, the negative effects of floods
are to be seen in many areas and the risks in this respect are significant. Limited financial
resources also led to county and communal roads being neglected and their usage and quality
have declined. Only 28.36% of roads have been repaired and this has had a negative effect on
regions and their economic activities. Communal roads are generally not suitable for business
usage.

At the end of 2005, the motorway network in Romania consisted of only 228 km (0.95 km/
1,000 km2). The density of the network remains under-developed when compared to both the EU-
25 average (13.8 km/1,000 km? in 2002) and the new Member States (e.g. 52.3 in Hungary, 10.6
in Poland and 50.8 in the Czech Republic).

In 2005, car ownership in Romania was the lowest in EU-27, with 156 cars per 1,000 people.
This compares with the EU-15 average of 495 and the EU-25 average of 463. Further rapid
growth in car ownership is therefore expected over the next 10 years, considering also the
trends in other NMS (109% in Poland, 51% in the Czech Republic, compared to only 29% in
EU-15 during 1999-2002). Road traffic in Romania has increased from an annual average daily
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traffic (AADT) of 3,200 in 1990 to 4,500 in 2005. This shows an annual yearly average increase
rate of 3.7% since 2000. Continuation at this rate will increase congestions and add to pollution,
with negative effects on the economic activity, on the environment as well as the welfare of the
population.

Road public transport (in terms of passenger-km) represents around 13% of the total
passenger traffic on roads (estimated at 71.9 billion passenger-km in 2004).

The traffic safety is affected by the local and transit traffic going through the centre of the town
or village; in practice, the villages and towns develop along the roads. The number of road
accidents is high, considering the low number of cars in Romania (743 deaths/1 mil passenger-
vehicle, compared to 239 in EU-25).

Road transport plays an important role in building the economy not only in terms of access and
mobility, but also in terms of movement of freight and goods. The volume of road freight
transported in Romania is high, accounting for 65% of the total freight transport in terms of
thousand tonnes. Road freight traffic has increased from 262.9 million tonnes in 2000 to 307
million tonnes in 2005, an increase of 16.8%. At the same time, the number of million tonnes-
km has increased from 14,288 to 51,531, an increase of 261%. However, without urgent
investment in the road network, growing demand generated by increased economic activity and
domestic traffic will exacerbate the current problems and suffocate growth.

Rail Transport

In 2005, the Romanian railway network covered 10,948 km, out of which 3,999 km (36.58%
compared to 51% in EU-15) were electrified and 3,010 km (27.5% compared to 41% in EU-15)
operated as double track lines. The railway network is relatively evenly spread across the
regions but the infrastructure is well below European standards.

Upgrading the TEN-T rail network has been given special attention. It is estimated that 50% of
the total rail traffic in Romania is on the TEN-T, which covers 20% of the total Romanian rail
system length. A rail rehabilitation programme started in 1999 on TEN-T priority axis 22, but
only 90 km of route have been completed so far, in spite of the much higher needs (in 2001,
4,000 km of railway were estimated to require rehabilitation, but financing was not available).

The density of railway is approximately 45.9 km/1,000 km?2 that is below than the average in
EU-25 (51.2 km/1,000 km?2). Rail passenger-km/inhabitant per year is also low in Romania
compared to EU-15 and EU-25. For example, Romania has an average of 400 passenger
km/inhabitant per year compared to 800 in EU-15.

In 2003, there were 303 speed limits imposed on railroads due to the poor state of the railroad
track and signalling equipment. 27% of the rail network has an imposed speed limit of 50 km/h
and 39% of the network has limits of 80 km per hour. In addition, there are a number of
dangerous spots that have been identified as being of high risk. This number is increasing
because of the lack of rehabilitation works. These are worrying issues both for the TEN-T and
national network.

The locomotives of the state owned operators have an average forecasted age of 30 years and
passenger carriages are on average 25 years old while the industry “norm” has a 20 year
lifespan. Lack of financial investment has resulted in drastic cuts in infrastructure maintenance
and rehabilitation. Rolling stock is old and in poor state of repair and it is incapable of providing
a modern, quality rail transport system. These factors have led to a significant degradation both
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of the quality and efficiency of the services provided. This, coupled with poor security of the
railway transport system has led to a sharp reduction in usage.

Rail freight transport in 2005 was over 69 million tonnes. As a ratio to GDP, it is 10 times more
than in EU-15 (although mainly as a consequence of Romania’s low GDP). However, the trend
is downward. In the past 15 years the market share held by Romanian rail transport has fallen
more significantly than in the EU-15, in spite of its advantages - energy efficiency, reduced
pollution of the environment and lower number of accidents. The same trend was recorded
throughout Eastern Europe given the increasing competitiveness of the road traffic.

Water transport

The Romanian waterborne transport network includes maritime transport from seaports and
transport on inland waterways. Maritime transport operates through the Black Sea ports of
Constanta, Mangalia and Midia. There is also maritime access from the four Danube River
ports of Braila, Galati, Tulcea and Sulina, which form part of the TEN-T.

Constanta is the largest port on the Black Sea and it is located at the intersection of the TEN-T
Priority Axes no. 7, 18 and 22. It has the potential of becoming the main gateway for the
Europe-Asia corridor and it is linked to the European inland navigation systems via the Danube
River and the Black Sea Canal. The traffic capacity of Constanta Port is approximately 105
million tonnes/year following the commissioning of the container terminal. However, the
condition of the infrastructure is old and in many cases extended 20 years beyond its economic
life. In the 1990s, because of the unstable economic and political conditions in the region, the
port has experienced fluctuations in demand. It has however known a significant growth since
2000, sustained by the strongly increasing international trade.

The Danube flows into the Black Sea through the Sulina branch of the Danube, while the
Danube - Black Sea Canal provides a direct link to the port of Constanta. These transport links
provide Romania and other states with major commercial opportunities for the development of
inter-modal transport.

The Danube River also offers increased opportunities for the tourism industry (areas adjacent
to the Danube and the Danube Delta) and for the development of river ports.

In Romania, there are 32 ports on the Danube that offer commercial loading facilities. Currently
the total tonnage carried through these ports is 52 million tonnes/ year. The five Danube’s ports
on the TEN-T (Constanta, Galati, Braila, Tulcea and Sulina) are the most important and handle
34 million tonnes annually. To develop the opportunities provided by the Danube River,
remedial works are needed to improve the river navigation (navigation speed and safety) and to
exploit the advantages provided by the navigation canals. These actions will lead to improved
commercial usage and will increase the attractiveness of the river for tourism.

During 2004, 95.6% of the inland water transport was transported in private ships and freight
on inland waterways accounted for 14.6 million tones. This was high in comparison with the
new Member States (e.g. 2 million tonnes in the Czech Republic, Hungary, and Slovakia, and
10 million tonnes in Poland, figures for 2001), but very low in comparison with other Member
States (e.g. 128 million tonnes in Belgium, 329 million tonnes in the Netherlands or 91 million
tonnes in Finland).

Whilst shipping transport has the advantage of lower costs and the ability to transport larger
quantities, loading/unloading costs and the lack of modern port equipment on domestic
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navigation systems prevent the development of the inter-modal transport. In 2004, the river
traffic had a share of only 3.7% in the total freight transport. Lack of investment in this field is
leading to a significant decrease in the share of this transport means, in favour of the
transportation of goods by road.

Air transport

In 2005, the total air traffic in Romania through the 17 airports reached a total of 4.3 million
passengers, increasing from 3.4 million in 2004. 11 of the airports are on the TEN-T (Arad,
Bucharest Baneasa, Bucharest Otopeni, Bacau, Cluj Napoca, Constanta, lasi, Oradea, Sibiu,
Suceava, Timigoara), with only 5 of them recording traffic numbers over 100,000 in 2005. The
most important of these is Bucharest Otopeni (“Henri Coanda”) International Airport, the main
international gateway to the country that handled 2.6 million passengers in 2004, representing
approximately 76.4% of the total air traffic and about 80% of the total freight traffic. This airport
is expected to maintain its share of the Romanian air passenger market and it is forecasted to
handle 7 million passengers per year by 2010. The quality of the air transport infrastructure is
below international standards and will fail to cope safely and effectively with the anticipated
increase in capacity. Bucharest “Henri Coanda” International Airport terminals require
extending to cope with the increase in arrivals and departures. Luggage handling facilities are
inadequate and poorly organized and additional space is required for airport services
equipment.

Other important airports are "Aurel Vlaicu” Baneasa Airport Bucharest, Timisoara and
Constanta, located on the TEN-T. Over the last few years, the air traffic has intensified also for
the airports from Cluj and Sibiu.

In 2003, a modern air traffic management (ATM) system was brought into operation to improve
air safety over Romania, in accordance with the European harmonization and integration
programme of EUROCONTROL air traffic control.

Transport Inter-modality

The European agreement on major combined international transport networks and their related
installations (AGTC) was ratified by Romania in 1993. This agreement defines the inter-modality of
the transport infrastructure across the country. This is particularly important as the road usage
increases pressure on the environment. The current lack of interconnectivity between road, rail
and water transport exacerbates the problems.

Railways play an important part in this agreement, as they offer an environmentally friendly
alternative to roads for national and interational transport. Currently, the Ro-La system (rail
transport for motor vehicles) only operates over one route from Glogovat-Wels (Austria). The
facilities for moving trucks by rail are very few and the inter-modal handling of goods at national
level is quite low.

Ferries operate from Constanta to Derince (Turkey) and to Batumi (Georgia). These routes add to
the inter-modality of Romania’s transport network with Europe and provide links with the Danube
River.

The shipping transport has the advantages of lower costs and the ability to transport larger
quantities. Nevertheless, high loading/unloading costs and the lack of modern port equipment
on the domestic navigation systems prevent the development of the inter-modal transport.
Moving maritime containers by rail between the sea and river ports or secondary lines
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represents the main operation in the inter-modal transport in Romania (same for other
European countries). Over 40% of total number of containers are moved this way, more than in
Western Europe; however, the majority of handlings (80%) are done through private secondary
lines, which is unusual for Western Europe.

Lack of investment is leading to a breakdown in the logistics chain and to significant increases
in the transportation of goods by road (65% of the total freight traffic), thus reducing the share
of railway transport in the total freight traffic. This trend is exacerbated by the new economic
trends for a door-to-door service that can be provided by road transport operators.

The data for 2004 shows a predominance of the road transport both for the freight traffic and the
passenger traffic (where 75% of the transport is done by private cars and only 13% by public
transportation means). The railway transport has a share of 29% for freight traffic and 12% for
passengers, while the river transport counts mainly for freight traffic (7%).

Environmental infrastructure

The majority of Romania’s environmental infrastructure in terms of water supply, wastewater
treatment, solid waste management, air quality and nature and wild species’ protection is in
poor condition and significantly below modern European standards. In addition, Romania is
confronted with environmental problems such as has high levels of pollution resulting from past
industrial activities and a high risk of disasters — particularly from floods and earthquakes.

The total estimated cost for compliance with the environmental EU Directives is about 29.3
billion Euro up to 2018, which are to be covered from various financial sources: state budget,
local budgets, EU funds (pre-accession and post-accession), private funds, other sources
[Environmental Fund, international projects (other than those financed with EU support), foreign
loans]. Detailed implementation plans, specifying the financing sources, have been issued in
the context of the accession negotiations related to Chapter 22 “Environment”.

Water infrastructure

Drinking water supply. In Romania, only 65% of the population is connected to the drinking
water supply network - 98% of the urban population and only 33% of the rural population (3.4
million inhabitants). This compares very unfavourably with the situation in Europe where 96-
100% of the population is connected to the water supply network - 100% in urban areas and
87% in rural areas.

86% of the resident population of 256 urban localities (11,551,096 inhabitants) is supplied with
drinking water through the public networks. The figures show that in only 55 urban localities
(21.5%), the population is connected in a ratio of 100% to the public system for water supply.

In Romania, there are 1,398 drinking water treatment plants. For areas of more than 50
persons and less than 5,000 inhabitants, 25% of the public systems for drinking water supply
are not in compliance with the limit values for some of the chemical parameters, while in areas
with a population higher than 5,000 inhabitants, 10% of the public systems for drinking water
supply are not compliant with the standard limit values for chemical parameters.

The volume of population potentially exposed to the risk due to the age of the distribution
networks, quality and parameters of water source, for which currently there is no specific data,
could be estimated at about 9.8 million inhabitants in urban areas.
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Sewerage network. At the end of 2005, 693 localities were endowed with sewerage network.
Population benefiting of the sewerage service is around 11.5 million inhabitants, out of which
10.3 million inhabitants in the urban areas (representing 90% of the urban population) and 1.15
million inhabitants in the rural areas (10% of the rural population).

Correlating the two types of endowments - drinking water supply and sewerage systems — the
country population can be grouped in three categories:

= Population benefiting of both services — 52%;
= Population benefiting of water supply but not of sewerage system — 16%;
= Population benefiting neither of water supply nor sewerage system — 32%.

Wastewater. In 2005, out of the total volume of wastewater that needed to be treated, 21% has
been sufficiently treated, approximately 45% was represented by untreated wastewater and
34% of the wastewaters have been insufficiently treated. Therefore, almost 71% of the
wastewater coming from the main pollution sources was discharged into the natural receivers,
especially rivers, untreated or insufficiently treated. 51% of the wastewater discharged came
from thermal and electricity production and 36% was produced by public utilities, the rest of
13% resulting from other activities.

Taking into account the total number of 1,310 wastewater treatment plants (both municipal and
industrial), investigated in 2005, 492 plants, representing almost 37.6%, have adequately
functioned, and the remaining 63.4% have inadequately functioned. Out of the total of 2,609
human agglomerations of more than 2,000 population equivalents (p.e.), 340 human
agglomerations have wastewater treatment plants.

Waste management

The quantity of waste* generated in Romania was of around 36.7 million tons in 2004 (8.19
municipal waste and 28.51 production waste). The ratio between the two categories varied year
on year, the average being 29% municipal waste and 71% production waste.

Municipal waste in urban areas is managed through specialized services belonging to the
municipalities or through sanitation compa