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Introduction 
The improvement of the real convergence represents a difficult process, due not only to the international 

context and the uncertainties regarding the extinction of the world-wide economic and financial crisis, but also to the 

apparent divergence between the macroeconomic stability requirements and the economic growth, necessary in order 

to accelerate the process of catching-up to the European Union average. 

In other words, the difficulties come from the superposition of three processes with negative impact over the 

economic growth on short and medium-run, respectively: 

 EU’s global policies aiming to ensure durable economic growth, respectively involving the reduction of 

emissions, changes of climate etc; 

 Policies aiming to combat the crisis, which take into account modalities of reimbursement of the aid given to 

the EU member states; 

 Ensuring the sustainability and, implicitly, the reduction of the budgetary deficits, policy resulting in effects 

over the investment expenditure, but also over the consumption. 

The most pregnant concern within EU still refers to the accomplishment of a durable and sustainable economic 

growth, instead of moving the emphasis nevertheless the increasing macroeconomic imbalances, to the resumption of 

the economic growth at its potential level and the subsequent acceleration of the policies aiming to durability and 

sustainability, in order to comply with these objectives on long run (at the horizon of year 2020). 

Further to the constraints brought upon by the general framework, other ones, more specific for Romania and the 

structure of its economy, particularly for a less developed and modern country, but especially for the behavior of the 

economic agents, may appear. 

 

1. Why would be the economic stability important? 
The concept of macroeconomic stability was traversed by many modifications during the latest years, within 

the economic discourse. The first years after the World War were dominated by the Keynesian thinking, considering 

the macroeconomic stability as a complex of internal and external balances, which involved full employment and 

stable economic growth, accompanied by reduced inflation. In time, the fiscal balance and the stability of prices have 

become central, replacing the Keynesian accent on real economic activity. This alteration has lead to the 

minimization and even, more radical, elimination of the anti-cyclic role of the macroeconomic policy. Although such 

change admitted the cost of the higher inflation and the unsustainable fiscal deficits, as well as the limits of the fine 

tuning of the macroeconomic policies, in the view of softening the business cycle, it lead to the underestimation of 

both the cost of the real macroeconomic instability and the efficiency of the aggregate demand management. 

Promoting the economic stability is, to some extent, a way to avoid the economic and financial crisis. This 

means the avoidance of significant oscillations of the economic activity, of the high inflation and of the excessive 

volatility of the rate of exchange and of the financial market. 

Instability increases the uncertainties and discourages investment, hinders or delays the economic growth and affects 

the welfare. A dynamic market economy necessarily involves a certain degree of instability, as well as a gradual 

structural change. The challenge, for the policy makers, would be to minimize the instability without reducing the 

economic ability to improve the life standard through productivity, efficiency and higher employment. 

The economic and financial stability is a national and multilateral challenge. Thus, the recent experiences of 

the world-wide financial markets have shown that the countries have become more interconnected, while problems 

affecting one sector can result in problems in other sectors and even in effects abroad. 

In the meantime, we must take into account that the development assumed by the economic and financial 

stability – synonym with a sustainable economic growth – should be founded on own resources, rather than on 

foreign capital inflows. 

But any acceleration of the economic growth, able to reduce faster the economic and social gaps, considers 

the foreign investment, resulting in effects over the macroeconomic imbalances. Even if the only one appealed would 

be the foreign investment, this would lead to the increase of the current account deficit, above the target limits, either 

through the reinvested profit, or through the capital import. 

This is how a relative contradiction between sustainability and convergence appears, as it is visible mainly 

during the recession times, when the domestic (private and public) resources are diminished. 
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The financial and economic crisis commenced in 2008 has brought to light a series of structural weaknesses, 

within the European Union (generally) and, in particular, the Euro area economies. On this background, the necessity 

of a stronger coordination of the member states’ economic policies has become obvious.  

As from 2009, the coordination mechanisms for the economic policies have begun to develop, but, 

unfortunately, only toward ensuring the economic and financial sustainability. Although the objectives of Europe 

2020 Strategy refer to convergence, economic growth and job creation, there is no adequate clarification of the 

modalities to harmonize the sustainability and real convergence priorities within the European Union. 

 

2. Implications of the new economic governance over the real convergence process  
The European Council decided on June 17th, 2010 to implement one of the recommendations of the Van 

Rompuy working group, related to the economic governance, by mean of strengthening the ex ante coordination of 

the economic policies, through the introduction of the European Semester, starting with January 1st, 2011. 

The European Semester integrates the already existent procedures related to the fiscal policies and to the 

structural policies, e.g. the ones from the Stability and Growth Pact (SGP), the General Guidelines for the Economic 

Policies of the member states and the Guidelines regarding the working force employment, under Europe 2020 

Strategy. Moreover, The European Semester extends the supervision further, over the macroeconomic imbalances 

domain. Hence, The European Semester applies both to the fiscal and macroeconomic policies, and to the structural 

ones.  
On the basis of the lessons learned during the crises, The European Semester includes 3 coordination 

components for the economic policies: 

 Structural reforms within Europe 2020 Strategy. The latter one, adopted in June 2010, is based on the kind of 

desirable economic growth, i.e. an intelligent, sustainable and socially inclusive one. At a national level, the 

member states present their structural reforms, necessary in order to accomplish the Europe 2020 Strategy 

targets, within the National Reform Programs. 

 The fiscal-budgetary supervision, within the Stability and Growth Pact (SGP) has been strengthened at its 

both preventive and corrective levels. The preventive component of SGP – transposed by the countries outside 

the euro area in the Convergence Programs – refers to the obligation of the member states to reach and maintain a 

medium-term budgetary objective (MTO), which must be linked to the structural budgetary deficit, while 

not to the effective one. 

 The macroeconomic imbalances supervision. This is one of the new components of the macroeconomic 

policies coordination. Monitoring the macroeconomic imbalances has become necessary, as the accumulation of 

certain macroeconomic imbalances in some states peripheral to the Euro Area threatens even its existence. An 

index system, used in order to detect the imbalances, at the macroeconomic level, is introduced. 

Procedurally, the coordination of the structural reforms is synchronized with the fiscal-budgetary supervision and 

this is what The European Semester adds further to the pre-crisis period. Consequently, the two components will 

have, from now on, a common calendar. Moreover, the coordination within The European Semester will be made ex 

ante, contrary to ex post, as previously made. From now on, the direction of the economic policies, at EU level, will 

be established before the elaboration of the national reform programs and of the stability/ convergence programs and 

before the national budgets adoption. 

The new supervision procedures, for the fiscal-budgetary policies and for the macroeconomic imbalances, will no 

longer refer only to Euro Area. While the preventive part of these procedures applies to all EU27 member states, the 

corrective part applies only to the Euro Area countries. 

 
2.1. The fiscal – budgetary supervision represents the first component of the new economic governance, which 

induces constraints in the real convergence process, in the way of limiting the room for the public investment 

destined to the catching-up, but also considering the importance given to the diminution of the sovereign debts in the 

assessment.  
Back to SGP’s prevention component, there is a noticeable lack of references to the economic convergence 

and, even less, to the real convergence within SGP’s global objective, respectively „the sound government finances, 

as a means of strengthening the conditions for price stability and for strong sustainable growth, underpinned by 

financial stability, thereby supporting the achievement of the Union’s objectives for sustainable growth and 

employment”
1
. 

The fiscal – budgetary supervision is already regulated at EU level and is obligatory for all the member 

states. In 2011, both the Council’s Directive 2011/85/EU related to the requirements in respect of the member states’ 

budgetary frameworks and the 5 European Parliament and Council’s regulations (six pack) which put in application 

the provisions of the Directive, without any further need to transpose the Directive in its integrality at a national level, 

were issued. Out of these 5 regulations, the European Parliament and Council’s Regulation (EU) no. 1175/2011, 

modifying the Council’s Regulation (EC) no. 1466/97, regarding the consolidation of the supervision of the 

                                                 
1 Regulation (EU) no. 1175/2011 of the European Parliament and Council’s Regulation (EU), modifying the Council’s Regulation 

(EC) no. 1466/97, regarding the consolidation of the supervision of the budgetary positions and the supervision and coordination 

of the economic policies 
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budgetary positions and the supervision and coordination of the economic policies, stating precise budgetary rules in 

order to reduce the budgetary deficits, is the most pregnant. 

The defining parameter of the macroeconomic stability is the medium-term budgetary objective (MTO), 

which is defined in cyclically adjusted terms, net of one-off and other temporary measures (ex: sale of assets)
2
 

The MTO pursues a triple aim:  

(i) providing a safety margin with respect to the 3% of GDP deficit limit. This safety margin is assessed for each 

Member State taking into account past output volatility and the budgetary sensitivity to output fluctuations. 

(ii) ensuring rapid progress towards sustainability. This is assessed against the need to ensure the convergence of 

debt ratios towards prudent levels taking into account the economic and budgetary impact of ageing populations. 

 

(iii)  taking (i) and (ii) into account, allowing room for budgetary maneuver, in particular taking into account the 

needs for public investment. 

The MTOs are differentiated for individual Member States to take into account the diversity of economic and 

budgetary positions and developments as well as of fiscal risk to the sustainability of public finances, also in face of 

prospective demographic changes. The country-specific MTOs may diverge from the requirement of a close to 

balance or in surplus position. 

Compared to the MTO’s value of 0.7%, agreed in 2009, Romania has diminished its expenditures incurred with 

the ageing of the population by more than 3 pp  (in The Sustainability Report 2009 Romania was included in the first 

risk category, due to the pension expenditures, but the later pension reform has lead to a significant decrease of them. 

According to the latest EC assessment, Romania’s minimum budgetary objective (MTO) corresponds to a 1.3% 

structural deficit. 

The medium term budgetary objective is based on the structural budget deficit, calculated according to the 

potential gross domestic product. In other words, the macroeconomic stability aims to EU states reaching the 

budgetary balance, within the forthcoming years, while the sustainable development shall result from the evolution of 

the potential gross domestic product. 

The modalities to reach the MTO are regulated by Regulation 1175/2011, providing as follows: 

 Each member state has a medium term objective, differenced for its budgetary position. Taking into 

consideration these factors, for the member states participants and for the member states participant to ERM 

II, the national medium term budgetary objective is situated in an interval defined between     -1% of GDP 

and the budgetary balance or surplus, out of which the one-off and temporary measures are deducted, on the 

basis of periodically adjusted data 

 For those member states which reached the medium term budgetary objective, the annual expenditure 

growth should not exceed a medium term rate of GDP’s potential growth, unless such excess corresponds to 

discretionary measures related to income 

 The adjustment trajectory in order to reach the MTO implies an annual improvement of the structural deficit, 

by at least 0.5% of the annual GDP 

 The structural budget deficit represents the level of the budgetary deficit which is obtained if the economy 

would be characterized by a GDP level equal to its potential level and represents the residual figure resulted after the 

elimination of the economic cycle’s effects and of the measures with only temporary effect over the income. 

SBD = BD – CC – Mtemp 
where: SBD – structural budget deficit 

   BD – consolidated deficit, according to ESA95 

   CC – the cyclic component of the deficit 

                           Mtemp – one-off and temporary measures (e.g. sale of non-financial assets) 

                                                 
2 The medium-term budgetary objective is calculated as a maximum acceptable deficit, as compared to ERM II’s objectives, to the 

public debt’s level and to the implicit liabilities resulting from the national deficit of the pension system. 

Here are the formulas used by the European Commission in order to establish the MTO for each country:  

),,max( 2/ ERMEuroMBILD MTOMTOMTOMTO   

where MTOMB and MTOEuro/ERM2  refer to the "minimum benchmark" as agreed by the EFC and to the Treaty obligation for Euro 

and ERM II Member States to have an MTO not lower than –1% of GDP, respectively, while the component MTOILD relates to 

implicit and explicit liabilities: 
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first term on the right hand-side is the budgetary balance that would stabilize the debt ratio at 60% of GDP. The second term, 

corresponding to the budgetary component of the S2, is the budgetary adjustment that would cover a fraction of the present value 

of the increase in the age related expenditure. The third term represents a supplementary debt-reduction effort, specific to countries 

with gross debt above 60% of GDP. 
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In other terms, the structural budget deficit represents the deficit of the consolidated general budget which 

would have resulted, had the economic growth corresponded to GDP’s potential level, provided the budgetary income 

and expenditures are not temporary or exceptional. 

Hence, the optimal real growth of Romania’s gross domestic product would be– on medium and lung run – 

around 3%, the actual level of its potential gross domestic product. Further to this constraint, the pace of our catching-

up to EU’s average is influenced, within the first years of the forecast horizon, by the necessity to diminish the 

structural budget deficit down to the MTO’s level. In 2011, Romania’s structural budget deficit was 3.9%, compared 

to the maximum agreed level of 1%. 

 
The structural deficit in some of the UE’s countries 

- % of GDP - 

 2008 2009 2010 2011 

Romania -8.3 -9.7 -6.1 -3.9 

Bulgaria -0.2 -3.1 -1.7 -1.3 

Hungary -4.5 -2.5 -3.5 -4.3 

Czech Republic -4.4 -5.8 -4.8 -3.2 

Estonia -4.7 -1.1 -1.2 -0.7 

Greece -9.7 -14.7 -8.7 -5.4 

Leetonia -6.4 -6.0 -3.2 -1.7 

Lithuania -5.4 -7.0 -4.9 -4.9 

Poland -4.6 -8.0 -8.0 -5.0 

Slovenia -5.0 -4.3 -4.6 -4.7 

Spain -4.3 -8.7 -7.6 -7.5 

Source: Autumn forecast 2012, the European Commission 
 
2.2 Monitoring macroeconomic imbalances 

The ECOFIN Council of 15 March 2011 reached an agreement on a general approach for a Regulation on 
the prevention and correction of macroeconomic imbalances. This have resulted on the design of the scoreboard 
that includes the indicators that shall be used as a tool to facilitate early identification and monitoring of imbalances. 

The Council has agreed that the Scoreboard shall be made up of a small number of relevant, practical, simple, 

measurable and available macroeconomic and macro-financial indicators for Member States. The scoreboard shall 

also include indicative thresholds for these indicators to serve as alert levels.  

The choice of these indicators was made after several rounds of consultations with Member States taking into account 

the EU competitiveness.  

The scoreboard of indicators, and in particular alert thresholds, were differentiated for euro and non-euro 

area Member States being justified by the specific features of the monetary union and relevant economic 

circumstances. 

Overall, the scoreboard is a supporting tool whose indicators aims at detecting at an early stage the 
building up of external and internal macroeconomic imbalances. 
The indicators identified aim at picking up important developments in different sectors and parts of the economy, 

while also trying to avoid overlaps in terms of surveillance. 

The choice of indicators was motivated by four principles: 

(i) To highlight the most relevant dimensions of macroeconomic imbalances and competitiveness losses, 

which need to be corrected by structural, fiscal and financial polices with a particular focus on the 

smooth functioning of the euro area;  

(ii) to have a limited number of indicators in the scoreboard;  

(iii) to keep the scoreboard simple and transparent; and  

(iv) to ensure data availability, timeliness and quality. 

 
Suggested indicators for the detection of imbalances:  
 3 year backward moving average of the current account balance as a percent of GDP, with the a threshold of [-

4/+6]% of GDP; 

 net international investment position as a percent of GDP, with a threshold of -35% of GDP;  

 5 years percentage change of export market shares measured in values, with a threshold of -6%; 

 3 years percentage change in nominal unit labour cost, with thresholds of +9% for euro-area countries and 

+12% for non-euro-area countries.  

 3 years percentage change of the real effective exchange rates based on HICP/CPI deflators, relative to 35 other 

industrial countries, with thresholds of  

[-/]+5% for euro-area countries and [-/]+11% for non-euro-area countries; 

 private sector debt in % of GDP with a threshold of 160%; 
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 general government sector debt in % of GDP with a threshold of 60%; 

 private sector credit flow in % of GDP with a threshold of 15%;  

 year-on-year changes in house prices relative to a Eurostat consumption deflator, with a threshold of 6%.  

The analyse of the 10 indicators in 2011 shows that Romania has no internal macroeconomic imbalances, falling 

within the proposed economic parameters, but identifies two potential external and competitiveness imbalances. The 

first one is the current account deficit, averaged over the last three years, of -4.3% of GDP, slightly below the lower 

limit of the range of variation of -4% and +6%. The second one is the net investment position of -63% of GDP, which 

puts us beyond the maximum threshold of -35% of GDP. 

The first annual report of the Commission on the alert mechanism was published on February 14, 2012 and 

identifies 12 EU Member States with macroeconomic risks that require in-depth analysis: Belgium, Bulgaria, Cyprus, 

Denmark, Finland, France, Italy, United Kingdom, Slovenia, Spain, Sweden and Hungary. States under the financial 

assistance program of the EU and the IMF - Romania, Greece, Ireland and Portugal - is already under a consolidated 

economic surveillance. 

The scoreboard underlines the loss of competitiveness and risks of imbalances in the less efficient European 

economies in the last decade. 

In Ireland, for example, the housing prices raised by 55% before the onset of International crisis, being the signal of 

real estate overheating. Private debt has doubled, reaching in 2010 the highest level in the EU, of 341% of GDP, and 

wages grew annually by at least 10% till 2009. 

Greece has recorded high trade deficits and spent more than disposable income, constantly missing ranges for exports 

and public debt. Public debt rose from 104% of GDP in 2001 to 145% of GDP in 2010, currently hovering at over 

160% of GDP. In addition, the unemployment rate was around 10% since 2001. So, the poor Greek economy was 

known for years, but the clear signs were neglected throughout the last decade. 

Portugal has the same problems, with high trade deficits and high levels of private debt, ranking on the 3
rd

 

place in the EU after Ireland and Cyprus. 

The scoreboard indicates the development of strong economies, as well. In 10 years of Economic and 

Monetary Union, Austria never reached the public debt limit of 60% of GDP - which is also one of the nominal 

convergence criteria. In contrast, Germany has missed it in nine years, and France in eight years, emphasizing the 

more conceptual than practical character of Maastricht criteria included in the Stability and Growth Pact. In addition, 

France has consistently missed the criterion of dynamics of export market share, losing ground to other countries 

every year since 2001. 

Among the monitoring indicators of macroeconomic imbalances the current account balance has 
implications for the pace of real convergence meaning that, in fact - according to system of national accounts – the 

current account balance equals the external financing of investment. The threshold "balance" of -4/+6% of GDP for 

current account deficit represent, on one hand, a constraint for real convergence, because the FDI amplification 

(process necessary for accelerating the reduction of the gaps) increases the current account deficit and, on the other 

hand, because any investment among emerging countries involves imports of equipment and technologies, which can 

not be quickly assimilated into domestic production. 

From a macroeconomic perspective, the current account balance is the sum of private and public deficits. Given that 

the budget deficit (ESA 95) will be in the coming years close MTO, by 1-1.5%, it means that the private sector will 

be able to attract investment from outside sources for business development representing more than 3% of GDP, 

compared with 5 to 6% of GDP in the period before the crisis. The positive effects on potential GDP will be not 

significant and therefore the economic growth will be moderate (but based on saving and without deficits, so 

sustainable). 

GDP evolution and macroeconomic deficits 
  2008 2009 2010 2011 2012 
GDP – percentage changes % 7.3 -6.6 -1.6 2.5 0.7 

Current account deficit - % of GDP -11.6 -4.2 -4.4 -4.3 -3.6 

Budget deficit - % of GDP (ESA95) -5.7 -9.0 -6.8 -5.5 -2.8 

Source: Ministry of Public Finance, National Commission for Prognosis, National Bank of Romania 

 
3. Real convergence through GDP per capita, at PPS 

For any European Union’s member state, the estimation of its real convergence to EU’s average implies the 

estimation of the gross domestic product per capita, expressed in an artificial currency, meant to eliminate the price 

differences among countries. The European statistics service Eurostat uses the so-called PPS (Purchasing Power 

Standard) currency which, for the countries within the euro area, is equal, as parity, with the euro, while for the 

national currencies of the remaining countries parity indexes are estimated under certain European and international 

programs. Convergence can also be seen as a diminution of the gap between the life standard of the poor and the 

developed countries. 

Europe strives to reduce this gap between its rich and poor members, to strengthen the European economy, 

making it more competitive and able to create more jobs, so that its citizens would enjoy a better life. GDP’s growth 
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is faster in poorer countries which became EU members in 2004 and in 2007 than in other member states and this 

leads to the diminution of discrepancies. 

There is a certain improvement of the life standard in Europe, within the latest years, respectively up to 

2008. Based on PPS, which makes the international comparison possible, the life standard in EU is among the highest 

world-wide. 

The EU average gross domestic product per capita, expressed in PPS, has grown yearly. Noticeable, even in 

2004 and 2007, when the latest rounds of EU joining took place, for new and less developed member states 

(including Romania), the average GDP per capita at PPS increased. 

In 2004, the average GDP per capita exceeded by 1000 PPS the one in 2003, as the GDP per capita of each 

country which became EU member in 2004 increased by values between 500 and 1500 PPS. The most significant 

increases were recorded by Cyprus (1500 PPS) and Slovenia (1400 PPS). 

Furthermore, in 2007, the average GDP per capita raised by 1200 PPS as compared to 2006, while in Romania, the 

GDP per capita raised by 1300 PPS (as from 38% to 42% of EU’s average), and in Bulgaria by 800 PPS (as from 

36% to 38%). 

The highest standard can be found in Luxembourg, where GDP per capita is more than twice and a half 

higher than EU’s average. The next ranked are Ireland and Holland, where the GDP per capita is circa 1.3 higher than 

the European average. 

Regarding the annual evolution of EU’s average GDP per capita in PPS, the growths exceeded 1000 euros 

until 2007. The economic and financial crisis, which gradually took over the European countries beginning with the 

second quarter of 2008, resulted in a recession which lasted up to 2009, affecting also the GDP per capita, so that its 

EU average recorded a rather insignificant growth in 2008 (+200 euro). Some of the EU member states even recorded 

diminutions: the most severe in Ireland (-2900 euro), Denmark, Estonia, Spain, Italy, Sweden and United Kingdom 

(by values between 100 and 500 euro). The figures for countries like France and Malta maintained their level from 

2007. Among the countries where the GDP per capita in PPS grew in 2008, Romania (+1300 euro) and Bulgaria 

(+1000 euro), are strong leaders; in the remaining countries the augmentation was by 100-500 euro. 

Generally, the crisis period 2009 – 2011 can be characterized as a period of stagnation for the real 
convergence process. The annual reductions or growths were modest, less than 1000 euro. Consequently, Romania 

keeps its last rank among the 27 states, situated at circa 74% of the Hungary’s gross domestic product or at 75% of 

the Poland’s
3
 

 
Gaps regarding GDP per capita, expressed in PPS, as against EU average = 100 

 

 2008 2009 2010 2011 

UE27 100 100 100 100 

Euro area – UE17 109 109 108 108 

Czech Republic 81 82 80 80 

Slovakia 73 73 73 73 

Hungary 64 65 65 66 

Poland 56 61 63 65 

Romania 47 47 47 49 

Bulgaria 44 44 44 45 

Souce: Eurostat 

The mentioned constraints could be counterbalanced by a significant improvement in the absorption of the 

European funds. Thus, an acceleration of the real convergence process could take place. Depending on the mentioned 

assumptions, two evolution scenarios have been estimated, for the real convergence at the horizon of year 2020, 

scenarios which also emphasize the impact of the new economic governance over this process (the difference 

between the two scenarios). 

Estimation of the real convergence for Romania 

Note: The estimation took into consideration only the hypotheses regarding the economic growth, the 

population being considered at its level from 2011. 

                                                 
3 The two states, Poland in particular, have been chosen for the comparation, on the one hand due to the quite similar economic 

structures and, on the other hand, because, before the crisis, there was a few year-perspective for Romania to catch up with these 

countries. For example, in 2008, the gross domestic product per capita in Romania in PPS represented 84% of the Poland’s one. 

Based on the growths paces of that period, Romania would have left Poland behind before 2020. 

  2011 Growth index 2020 Annual growth 
Romanian GDP per capita in PPS 12300 1.20 14700  + 2% annual 

  % of EU27’s average  48.8  53.3  

  1.42 17507  +4% annual 

% of EU27’s average   63.5  
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Romania’s potential gross domestic product will improve until 2020, as result of the stronger contribution 

from capital and working force, but it won’t return to its pre-crisis levels. The annual growing pace for the potential 

gross domestic product is estimated at circa 3% annually, as compared to almost 5% before 2008. Bearing in mind 

the macroeconomic balance requirements, Romania could overpass EU’s average gross domestic product per capita, 

in PPS, within the next 4 years, so that in 2020 the real convergence could come close to 55%. If the foreign 

investment, but in particular the European funds, will supplement the gross fixed capital formation, the annual GDP 

growths could exceed 4%, case in which the real convergence would improve by 10 percentage points. 
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