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ECONOMIC COHESION AND MARKETS INTEGRATION
Marin DINU
Coralia ANGELESCU
Dorel AILENEI
Academy of Economic Studies, Bucharest
Abstract. Economic cohesion is always approached in terms of regional disparities
(preamble of Treaty of Rome, article 130a, Single European Act, article 130a of the
Maastricht Treaty). Authors consider that a such approach is unappropiate because it is
focusing on the efects not on the causes. We submit with idea of necessity of a new European
cohesion policy (Tarschys, 2003) and we propose a new definition for the concept of
economic cohesion. We think that an appropriate definition of cohesion concept must be
made according General Theory of Systems (Collier, 2006). The main properties of cohesion
emphasize on a system of centrifugal and centripetal forces and flows that promote the
inward or that promote dispersion. Authors approach these kind of forces and flows
according to Krugman theory, but they consider that the basis of economic cohesion is the
network of integrated markets. We think that the concept of market integration (as in EnkeSamuelson model, Roehner, 1995) is more useful to understand the economic cohesion and
the process of economic integration in EU. Furthermore we see two dimension in market
integration process: a horizontal one – as a network of regional/local markets, and a vertical
one – as technological kinks up-downstream.
The authors will try to find a system of measurements for the degree of integration of
regional markets from Romania and to find a correlation between this indicator and the level
of regional development.
Key words: economic cohesion; centrifugal and centripetal forces; market integration,
network of markets
JEL classification: R10, R13.
REL classification: 13C, 16H.
Cohesion represent the base of the force and stability of a system and according to this
principle European Economic Community has been considered a priority the issues of
economic and social cohesion. Even so the idea of European Union is founded on political
principle, the economic interests prelease in the European construction. The objectives of
Treaty from Rome (article 2) relieve the economic items drawing:
• The promotion of a continuous, harmonious, sustainable and balanced
development through the EU;
• A high level of employment and social protection;
• Equality between men and women;
• Sustainable and non-inflationary growth;
• A high degree of competitiveness;
• Raising the standard of living and quality of life;
• Protection and improvement of the quality of the environment;
• Economic and social cohesion and solidarity among the member states.
The means to achieve these objectives (article 3) better relieve the importance of
economic factors:
• The creation of a common market and an economic and monetary union and by
implementing common policies;
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•
•
•
•
•
•

The elimination of customs duties and quantitative restrictions on intra-group
trade;
The freedom of movement for goods, persons, services and capital in the internal
market;
The assurance of an undistorted competition in the internal market;
The establishment of a common commercial policy towards third countries;
The adoption of common policies in agriculture, transport, employment,
environment, industrial competitiveness, and research and development;
Coordination of social policies and sustaining those by European Social Fund.

However, the idea of economic and social cohesion isn’t in the first line of the CEE
objectives, those two features approaching separately. Thus, in the Preamble to the Treaty of
Rome it was mentioned: member states of the European Community are anxious to ensure
their harmonious development by reducing the differences existing between the various
regions and the backwardness of the less favored regions. Never the less, only in 1975 the
European Fund for Regional Development was established and a unitary approach of regional
policy was achieved only in 1983 with Terremolinos Chart establishment(1). In the same way
the social objectives of CEE have been too broadly established in the Treaty of Rome. The
Article 117 of Treaty included references that member states recognized the need to improve
living and working conditions of the people.
The greatest achievement of the Treaty of Rome was the setting up of European
Social Fund as a support for social common policy. Never the less the text of Treaty is rather
enough broadly in its terms as to reassure that member states welfare role was not to be
usurped. There was an agreement to collaborate in specific field of labor legislation, working
conditions, trade union and collective bargaining matters and so on.
The separation of the two dimensions of European cohesion was founded in a
substrate dilemma of EU project: since the main of objectives achieving was a single
functional market, it must be recognized the competitive markets trend toward a great
inequity. In those circumstances economic and social inequities diminishing was approaching
as a necessary correction to the single market functioning rather an item of European
cohesion. This feature appear in the cohesion concept definition in literature European
integration (Mole, 2001): cohesion has no clear definition. It is best understood as the degree
to which disparities in social and economic welfare between different regions or groups
within the Community are politically and socially tolerable.
The major impulse for economic and social cohesion increasing has been made from
business environment, by the proposal made by executive managers of Philips (Wisse
Decker) and Volvo (Per Gyllenhammer) in 1983, for a program of a single market creation.
This proposal was the start point for the Programme for the Completing of the Internal
Market in June 1985. This was an important step towards Single European Act adoption in
1987. The importance of two acts consists in:
• Removal of non-tariff barriers (NTB) for internal trade;
• Increased competition within CEE;
• Unification of factor markets through full liberation of factor mobility;
• Monetary integration;
• Promotion of cooperation among firms in R&D;
• Social Charter(2).
The economic and social cohesion concept was officially introduced into CEE
documents since Single European Act (came into force on July 1987) was signed. The
concept importance is growing according as the European integration process is deeper. Thus,
Treaty of Maastricht was setting to consolidate economic and social cohesion: the policy for
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economic and social cohesion is focused to delay diminishing between different regions and
the lag of less favorite regions. At the same time there was defined the Mechanisms of Social
Europe and the concept of citizen of UE. Further more it was setting a new fund – Cohesion
Fund. Agenda 2000 for a Stronger and Wider Union (1997) and European Council from
Lisbon brought concept of economic and social cohesion in the forefront of EU objectives.
A new definition of economic and social cohesion concept
To define the cohesion concept ought to appeal to General Theory of Systems.
According that cohesion refers to the cause of the dynamical stabilities that are necessary for
the continued existence of a system or system component as a distinct entity. These stabilities
arise from the constraints which dynamical interactions within a system impose on the
dynamics of its components (Collier, 2006).
A dynamical system is a set of interacting components that is characterized and
individuated from other systems by its cohesion.
The economic and social cohesion became an very important problem of performance
for EU when used a such definition. Very important is the fact that by cohesion the EU
defines intrinsically itself, by the relationships between the member states, but delimits itself
forms the rest of world, obtaining a distinctive identification on the international stage. The
main properties of cohesion are:
1. Cohesion comes in degrees and is sustained by forces and flows which emerge in
different ways, dimensions and intensities.
2. Cohesion must involve a balance of the intensities of centrifugal and centripetal
forces and flows that promote the inward or that promote dispersion.
3. Cohesion must involve a balance of propensities of centrifugal and centripetal
forces and flows that favors the inward, or dispersion. This balance is conditioned
by the space and time fluctuation and distribution of centrifugal or centripetal
forces and flows.
The derived aspects of cohesion now follow from the basic properties:
A1. A dynamical system will display a mix of cohesive and non-cohesive properties.
A2. Cohesion then is not just the presence of interaction.
A3. A property is cohesive only where there is appropriate and sufficient restorative
interaction to stabilize it.
A4. Cohesiveness is perturbation-context dependent with system properties varying in
their cohesiveness as perturbation kinds and strengths are varied.
A5. The interactive cohesive support of nominally system properties may extend
across within-system, system-environment and within-environment interactions.
A6. Cohesion characterizes all properties, including higher order process properties
that are interaction-stabilized.
According to this approach, the analysis of EU cohesion by perspective of economic,
social and regional disparities is unproductive while there are not pointed out the forces and the
flows which make these differences. These kinds of forces were identified by P.R. Krugman:
• Concentration or centripetal forces are vertical linkages, thick labor markets,
economies of scale and agglomeration, local knowledge spillovers and
intermediate transportation costs.
• Dispersion or centrifugal forces are: immobile factors, land rent/commuting,
congestion costs, wage differentials, global knowledge spillovers and high and
low transportation costs.
The analysis of space and time distribution and propensities of centrifugal or
centripetal forces and flows could be most usefully rather simple systems of disparities
measurements. From this point of view an economic approach of group interests is very
productive. According to this approach individuals accept to be member of a group if the
benefits are greater than the cost membership (Dows, 1957). From this point of view we
9
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could better understand the long series of controversies and hesitations from EU constructions
and the delay in promotion of economic and social cohesion as the first order objective of
common policies. The analysis of economic and social cohesion as a distribution of
dynamical interests, of economical, political and military forces is more productive. An
important argument in this sense could be the following (Jovanovic, 2005): Lasting
friendship, durable alliances, lifelong understanding and enduring gratitude in international
relations simply do not exist. They have never existed on long term. What exists and lasts is
only the politics of national self-interest.
Basic model
Since the economic factors sustain EU cohesion (not exclusively), we think that most
appropriate approach for testing the degree of integration is a system of market integration.
The concept of markets integration has two alternative approaches(3):
 a market (or a region) is integrated if there are „enough” arbitragers which are
acting „efficiently” in a sense that supposes a number of conditions such as, for
instance, the requirement of perfect information.
 The degree of market integration is defined in terms of price differential between
local markets (or in equivalent variables). If these differentials are small the
markets are said to be well integrated, and poorly integrated by contrary.
The basic model of spatial price equilibrium is been formalized by Stephen Enke
(1951) and Paul Samuelson (1952, 1957). The are more solution for a spatial price
equilibrium model with two markets: graphical, algebraically or variation and it is possible to
generalize for more markets.
Schematic representation of the equilibrium equations for two markets (1, 2) is
showed in figure 1. In this system there are following notations:
E-S: excess of supply function for each market;
P’1, P’2: inner price (price for an isolated market);
P1, P2: prices of excess of supply from the two markets;
t: cost of transport.
In these circumstances, the trade takes place between the two markets only when the
price difference exceeds the cost of transport (represented by a threshold gate).
P1 *

t

* P2

E-S

E-S

P′1

P′2

Figure 1. Schematic representation of the equilibrium equations for two markets

Generalizing the schematic representation of the equilibrium equation for more than
two markets it results a chain of markets if from producer to consumer there is a chain of
intermediaries placed on a linear route of transport, or a network of market – if there is a

10

Theoretical and Applied Economics. Supplement

11

network of spatial connection between the markets. In the figure 2 we illustrate schematic
representations of the equilibrium equations for a network of markets.

E-S

E-S

E-S

E-S

E-S
P′

E-S

E-S

P′

P′
E-S

P′
P′

E-S

P′

P′

P′

P′

Figure 2. Schematic representations of the equilibrium equations for a network of markets.

Empirical analysis
We analyzed the framework of price differences on Romanian food market for testing
the degree of integrations. For that our work focused on four basic food products: potatoes,
dry bean, milk and eggs. Our sample overview on the prices on 41 markets from residences of
county and Bucharest (NUTS 3), between 1992-2006. We use variance as measure of price
differences. The results of analysis showed that these local market are well integrated,
variance is quite small, but it is increasing on the period (figure 2). We conclude that there
exist two sub-periods: one of very small variance of prices (1992-1999) and another of price
differences increasing (2000-2006). The main reason for very small differences of prices on
the first period consists in the low level of people incomes (high level of poverty). In the
second period, people income begin to increase and the price differences increase also. Even
so we think that the trend of divergence local prices is not a sight of weakness of degree of
integration of local markets, but an effect of big inflation from Romania.

V A R IA N C E S

VARIA TION OF PRICES OF SOME BASIC FOOD PRODUCTS
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Figure 3. Variation of prices for potatoes, milk and eggs on local markets from Romania, between 1992-2006
Source: Authors calculus based on statistical year books.
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V A R IA N C E S
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Figure 4. Variation of dry bean prices on local markets from Romania, between 1992-2006
Source: Authors calculus based on statistical year books.

By food products, the bigger variance of local process was counted for dry bean (from
0.000005218 in 1992 to 0.2435 in 2006). Two factors cause this fact: the differences of pedoclimatic conditions, and very small increase of production. A similar explanation can be
presumed for milk prices variation (the second by variance). The small variances of prices are
marked for eggs, and we think that reason consists in low level of prices for this product.
The bigger variances of prices for dry bean and milk suggest us to test the influence of
production variation over the price variance. Our econometric test showed that there is not a
direct relation between variation of production and prices variances for those food products.
But the dynamic of price differences for these four basic food products was stochastic. We
think this is normal in the transition period. To prove that the authors use a set of VAR
equations with two lags:
VP_X (t) = ρ1×VP_X (t-1) + ρ2×VP_X (t-2) + ρ3×R_Prod_X(t-1) + ρ4×R_Prod_X(t-2) + εt
Where:
VP_X: variance of prices of X product (potatoes, milk, eggs, bean).
R_Prod_X: rate of production X increasing:
ρ: parameters
ε: errors of estimntion.
The results of VAR estimations are shown in table 1. There are strong autoregressive
links for price variances, especially for the first lag, but weak links between price variances
and production variations. Very interesting are the results for potatoes and milk, where the
second lag has a stronger influence than first lag. It seems to exist a memory of prices for
these two products. We consider this fact normal for milk because it takes time to growing up
a cow for milk production. But it is strange for potatoes prices variance. Probably there is a
cob-web process in prices equilibrium. As we have supposed, the limited production of dry
bean had a important influence over price variation (the coefficients of autoregressive
function are significant for this product).
VAR estimations for correlation between variance and rate of variation
of production for some basic food products
Table 1
Price Variance
Variable
PV Potatoes (-1)
[t-stat]
PV Potatoes (-2)
[t-stat]
R_ Potatoes produc(-1)
[t-stat]
R_Potatoes produc (-2)
[t-stat]
C
R squared
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Potatoes
0.314786***
[ 0.72253]
0.797297***
[ 1.80506]
0.001789***
[ 0.29454]
0.001789***
[ 0.29454
0.001789
[ 0.29454
0.620812

Price Variance
Variable
PV Milk (-1)
[t-stat]
PV Milk (-2)
[t-stat]
R_ Milk produc (-1)
[t-stat]
R_Milk produc (-2)
[t-stat]
C
R squared

Milk
0.464882*
[ 2.27982]
1.186884*
[ 4.10942]
-0.025227**
[-1.25178]
-0.003997**
[-0.20490]
0.001379
[ 1.33131]
0.972708
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Price Variance
Variable
Price Variance
Variable
PV Eggs (-1)
[t-stat]
PV Eggs (-2)
[t-stat]
R_ Eggs produc (-1)
[t-stat]
R_ Eggs produc (-2)
[t-stat]
C

13
Potatoes
Eggs

Price Variance
Variable
Price Variance
Variable
PV Bean (-1)
[t-stat]
PV Bean (-2)
[t-stat]
R_ Bean produc (-1)
[t-stat]
R_ Bean produc (-2)
[t-stat]
C

Milk
Dry Bean

0.769625**
1.263055
[ 2.14204]
[ 3.63306]
0.127649**
0.014843
[ 0.28330]
[ 0.03354]
-4.65E-05***
-0.074300
[-0.01331]
[-2.46480]
0.000500***
-0.030992
[ 0.17407]
[-0.85720]
0.000261
0.012714
[ 0.97756]
[ 1.31003]
R squared
0.601230
R squared
0.935819
Note: * significant at - 1%; ** significant at - 5%; *** significant at - 10%; n.s. – not significant

Conclusions
 Local market for potatoes, milk, eggs and dry bean are well integrated at low levels
of prices and incomes.
 There are increasing trends for price differences for potatoes and milk, but still in
normal limits. These trends are caused mainly by inflation.
 The dynamics of prices are strongly stochastic.
 The influences of production variations are weak, except the case of dry bean.
 An extension of analysis on agricultural markets of EU would be very useful for
testing the impact of CAP over these markets.
Notes
(1)
(2)
(3)

This document has been adopted to the European Conference of Ministers for regional
spatial planning, , 20th may 1983, Terremolinos, Spain.
Charter on Fundamental Social Rights for Workers has been adopted by member states,
except UK, in December 1989.
Bertrand M. Roehner, Theory of Markets, Springer-Verlang, 1995.
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THE EFFICIENCY OF ROMANIAN REGIONAL POLICY
Marin DINU
Cristian SOCOL
Andrei HREBENCIUC
Academy of Economic Studies, Bucharest
Abstract. With the integration in EU, Romania is a member of a redistributive model,
which uses cohesion policy to reduce the gaps between the regions in Europe and make a
major contribution to growth, jobs and democratic stability. In this paper, we identify the
main priorities to increase the efficiency of Romanian regional policy. We consider that the
major pillar of increasing intra and interregional cohesion is the growth rate of absorption
the structural funds allocated from the EU. How influences the increasing absorption of
structural funds the real convergence process with the EU? What are the main mechanisms to
obtain faster capacity of structural funds absorption? What are the main mechanisms to
increasing structural convergence with the EU countries?
Key words: absorption capacity; cohesion; structural convergence; conditional
convergence
REL classification: 16H, 16J.
JEL classification: R11, R13.
Romania’s integration within the European Union supposes the affiliation to a
redistributive, ambivalent, economic and social model. This means a model with a social
finality, in which the market’s failures are solved by using the public policies. It is a
regulating strategy model, which spreads prosperity from the center towards the periphery,
through the conferred structural and cohesion funds. This is to help the real convergence
process of the poorer countries within the European Union with the rough nucleus constituted
of the more developed countries.
One of the main financing methods for the investment projects in these fields, under
the terms of the restrictions on the public budget, consists of the structural and cohesion
funds, conferred by the European Union. According to EU’s financial perspective, during the
2007-2013 period, Romania has been allotted 19 billions Euro and other almost 12 billions
Euro from other European programs as structural and cohesion funds (8 billions Euro for
agriculture, rural development and fishing).
During the last 18 years, Romania’s adheration to the European Union has represented
a massive exercise for “anchoring” reforms, new policies and a better administrative practice.
The entering of the working hypotheses for the European model supposes the possibility to
access the structural and cohesion funds. On the conditions that all the 8 regions in Romania
are eligible to receive cohesion funds, we may consider Romania as a cohesion country,
besides the EU members which have regions with a GDP/inhabitant less than 75% of the
communitary average.
The European Union’s cohesion policy is implemented through three big funds: The
European Regional Development Fund (ERDF), The European Social Fund (ESF) and The
Cohesion Fund.
According to the strategy of the Ministry of Finances, the European funds should
provide the diminishing of economic and social development disparities between Romania
and the countries members to the European Union, by generating a 15% supplementary
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increase of the GDP until 2015. On the other hand, as a strategic objective, they should
substantially contribute to the creation of a competitive, dynamic, and prosperous Romania.
As a result of the EU cohesion policy, during the period 2007-2013, Romania will
potentially benefit from 30 billions Euro which are non-repayable. From this amount, 19.21
billions Euro will enter Romania under the form of structural and cohesion funds (12.66
billions represent structural funds within the „Convergence” objective, 6.55 billions Euro are
allotted through the Cohesion Fund and 0.45 billions are allotted to the „European Territorial
Cooperation” Objective).
At the end of 2006, Romania sent to The European Commission the strategic document
referring to the schedule of the Structural and Cohesion Funds – The National Strategic
Reference Framework. The document – which should be elaborated by each state member to
EU, according to the new community acquis regarding the cohesion policy – explains the
way in which the structural instruments will be implemented in Romania during the period
2007-2013. Thus, the money coming from the European Union will be allotted to the projects
in fields such as infrastructure (42% of the total amount), environment protection (24%),
increase in the economic competitivity (13%), developing the human capital (18%) and
strengthening the administrative capacity (3%).
The European funds allotted to Romania during the period 2007-2013
Table 1
20072013
19.21
8.98
6.55
3.68
8.25

2007

2008

2009

2010

2011

2012

2013

Total of structural and cohesion funds
1.28
1.85
- The European Regional Development Fund
0.60
0.86
- The Cohesion Fund
0.44
0.64
- The European Social Fund
0.23
0.36
Total of funds for agriculture and rural
0.76
1.05
development
- The European Fund for Agriculture and
8.02
0.74
1.02
Rural Development
- The European Fisheries Fund
0.23
0.02
0.02
TOTAL
27.47
2.03
2.90
Source: the Ministry of Economy and Finances, 2008.

2.51
1.16
0.86
0.49
1.35

3.03
1.42
1.03
0.58
1.27

3.26
1.53
1.11
0,63
1.27

3.51
1.63
1.19
0.69
1.28

3.77
1.79
1.28
0.70
1.28

1.32

1.24

1.23

1.24

1.23

0.03
3.86

0.04
4.30

0.04
4.54

0.04
4.79

0.05
5.05

The fields in which Romania can submit projects in order to access these funds cover
a great part of the areas where we have a low real convergence with the countries from The
European Union. It refers to the transportation, electrical power, environment, researchdevelopment, informational society, professional training or tourism infrastructure.
From the point of view of the absorption of the European structural funds, the
efficiency of the regional policy may be analyzed by using the Ph. Martin’s macroeconomical model (2000). It takes into consideration the interdependencies beteween the
regional inequities, the agglomeration and the economic growth and it considers that they can
be explained through the theories underlying the endogenous economic growth and the
geographical economics.
The model’s hypotheses are as it follows: two regions – a richer central region (C) and
a poorer peripheral region (P); the agglomeration index (A) – an index of the activity
concentration – calculated as the ratio between the number of companies in C and the total
number of companies; the inequity index (R) – measured as the ratio between the per capita
income in C and that in P; the geographical effect (centripet force) (the AA straight line) –
the relation between the agglomeration degree (A) and the level of the regional income
disparities (R) is a positive one (the bigger the regional inequities, the greater the interest of
the companies in locating in C, due to a larger market); the growing relation (the SS straight
line) – the activities’ agglomeration generates technological externalities, which reduce the
innovation cost; the innovation rate (s) will be increased and it will generate a superior rate of
15
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economic growth (s) (at the national level); the competitiveness effect (centrifugal force) (the
RR straight line) – the strong competitiveness determines a decrease in the profits in C; thus,
there is a negative relation between R and A.
R
R2
R*
R1

RR
C2

AA2
AA
C
C1

A2 A* A1
s2
s*
s1

D2

AA1

D
D1

A

The initial balance is represented by
the points C and D.
- if there is a decrease in the costs of
transaction between the regions,
then the agglomeration will get
increased (AA – AA1), this
determining a bigger rate of growth
(s1) and a lower inequity of the
incomes (R1);
- if there is a decrease in the costs of
transaction inside the poor region,
then the agglomeration will get
decreased in the center (AA – AA2).
The movement of the companies
towards P reduces the innovation
rate and increases the incomes in C,
emphasizing
the
inter-regional
inequities.

s
Figure 1. The impact of the transaction costs on agglomerations

The applied policies have different effects on the economic growth-cohesion proceses:
a) the improvement of the infra-structure (the decrease in the transportation and
transaction costs)
- intra-regionally, the public intervention favors the regional convergence, but the
rate of the economic growth is decreased;
- inter-regionally, the rate of growth is greater, under the terms of the activity
concentration.
The fact that the investments in infra-structure are intra and interregional counts less,
because only the nature of the growth – cohesion arbitration modifies. The conferring of
funds for industrial re-conversion in the peripheral regions causes the reducing of the
agglomeration in the center, because the received subsidies reduce the incense to leave the
periphery. Moreover, the rate of the economic growth will be more reduced, under the terms
in which the concentration degree get decreased and the income inequities get increased.
b) policies which aim to promote innovation (figure 2), with the help of the subsidies
for research-development, educational infra-structure and capital markets, determine a
decrease in the innovation cost and, implicitly, a bigger rate of growth for the same
agglomeration level. On the other hand, the increase in innovations determines a decrease in
the profits in the center, and this results in the decrease of the income inequity and the
agglomeration will tend to get decreased.
This instrument is not affected by the growth-cohesion compromise, because it
generates an economic-social cohesion, a territorial cohesion and a greater rate of economic
growth.
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R
RR

AA

RR’
C
R*
R’

E
A’

s*
s’

A*

D
E’
D’

A

The initial balance is represented by
the points C and D.
- the rate of the economic growth is
bigger (SS – SS’), due to
innovations;
- the decrease in the degree of income
inequity supposes the movement of
RR towards RR’, for the same level
of agglomeration;
- the new balance is reflected by the
points E and E’.

SS
SS’

s
Figure 2. The impact of the structural funds and of the innovation on agglomerations

The re-locating of the economic activities in the peripheral regions leads to an
economic growth for a few times, because:
- the economic activities which prefer the periphery are not research-development
activities; these ones are more attracted by the cheap manpower;
- these activities are not sufficiently numerous so that they could generate an
agglomeration which is in favor to the economic growth at the periphery.
But the Romania`s capacity to absorb European structural and cohesion funds is very
limited. The level of the funds received by Romania from EU, in 2008, will represent 2.2% of
the GDP, exceeding with 0.8% the value in 2006. Romania’s contribution to the European
Union’s budget is 1.3 billions Euro. Theoretically, the received amounts are bigger than the
amounts with which we contribute. On the conditions that Romania does not succeed in
absorbing a significant part of the funds put at disposal by EU, Romania will find itself in the
situation of paying more than what is received.
The decreased absorption capacity of the European funds by Romania is an extremely
decreased one. The lack of eligible projects, of institutional mechanisms and of co-financing
possibilities made Romania able to absorb only 21% of the total funds allotted by EU in 2007
(meaning the advance of 440 millions Euro given by EU; in fact the effective absorption is 0).
The ex-communist countries which adhered in May 2004 had a degree of effective accessing
between 20 and 30% during the first year (without taking into account the advance from EU).
In the table below it is noticeable that Romania is the only country member to the EU
which had a net contribution to the communitary budget during the first post-adheration year.
Degree of absorption of the European funds (structural, cohesion, for agriculture, rural
development and fisheries) during the first post-adheration year
Table 2
– percentage –
Countries

Absorption degree
(percentage of the allotted amount)

Czech Republic
41.5
Poland
42.8
Slovakia
41.6
Hungary
42.9
Romania
21.7
Source: National Bank of Romania, www.bnro.ro, 2008.

Net position compared to the EU budget
(percentage of the country’s GDP)
“+” net absorption
“-” net contribution
0.18
0.19
0.24
0.38
- 0.36
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Conclusions
All those mentioned above are fields in which both Romania and The European Union are
interested to develop. Romania needs financial resources in order to increase the investments and to
render the economy more dynamic, with the purpose of obtaining a sustainable economic growth
which can diminish the development disparities compared to the occidental countries. The
European Union is similarly interested in order to have a commodity market in our country in
which there is a critical mass of technological services and, at the same time, in order to maximize
the economic advantage subsequently to Romania’s adheration.
Anyway, the only available solution in order to increase Romania’s speed of
convergence with the European model remains the high revaluation of the financing related to
the integration process. That is the reason why some institutional reforms must be adopted at
the level of the Romanian public administration so that the eligibility degree of the projects
proposed for financing to the European Union could get increased. On the other hand, it is
necessary to find the co-financing resources of the funds received from the EU, by creating
public-private partnerships and by performing training activities for training the human
resources involved in the projects’ conceiving and implementation.
Romania’s not becoming the peripheral area of the European Union makes it
neccesary that this country possesses and encourages competitive production technologies
and a highly qualified manpower.
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REGIONAL DISPARITIES IN ROMANIA IN THE CONTEXT
OF THE EU’S COHESION POLICY
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Abstract. This paper proposes a statistical analysis of regional disparities in Romania
based on a composite index which considers simultaneously a series of variables in order to
get a multidimensional characterisation and ranking of the development regions. The
disparities pointed out are subsequently addressed from the general European context
perspective, highlighting both Romania’s place as well as the position of its regions in the
picture of the overall EU disparities. They support the need to strenghten the territorial
dimension of the cohesion policy in the financial exercise 2007-2013, considering that more
than 80% of the EU cohesion budget are allocated for the Convergence objective. A series of
challenges which Romania as well as the other new member states have to face in order to
become net beneficiaries of the cohesion policy are also discussed.
Key words: regional disparities; composite index, cohesion policy.
JEL Classification: R11, R58.
REL Classification: 13C, 16H, 16J.
1. Introduction
Narrowing or even closing the economic development gaps is one of the most complex
and difficult issues in regional policy. In order to address this goal, policy makers need operative
instruments of regional economic analysis, such as synthetic measures of territorial inequalities.
The territorial inequalities are the result of an uneven distribution of natural and
human resources, the effect of many different economic, social, politic and demographic
variables and of the way they spatially interconnect, and are also marked by the historic
evolution of the regions. Consequently, the assessment of territorial disparities requires many
data and information regarding various economic, social, political, cultural and geographical
aspects that influence the development gaps.
In this context we attempted to contribute to the existing research with new statistical
multidimensional measurements, focusing on recent evolutions in Romania’s territorial
inequalities.
2. A composite index of regional disparities
Various variables have to be considered simultaneously in order to get a
multidimensional characterisation and ranking of the territorial units in a country. One
simple, yet powerful statistical technique that meets the needs of multidimensional
comparisons is the relative distances ranking method. It combines different ranking criteria
into one all-embracing hierarchy. Compared to other ranking methods, it has the advantage
that it also measures the relative distances (therefore inequalities) between the units for each
one of the variables employed and combines them in one synthetic value. All these make the
relative distances method a valuable multidimensional measure of disparities.
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The specific of this method is the transformation of the initial values of variables into
X ij
relatives to the best value for each criterion (variable): the ratio
measures the relative
X max j
distance of each territorial unit i to the best performance for variable j. The same computation
is repeated for every ranking criteria j and the average relative distance of each unit i to the
best performance is further calculated as a simple geometric mean of the previous ratios for
all the variables j:
m
X ij
(1)
Di = m ∏
j =1 X max j
Finally the territorial units i can be ranked according to the decreasing value of the
average relative distance Di. Since it provides a multicriterial measurement of relative
distances, therefore disparities, between the territorial units, this simple yet powerful method
is suitable for the evaluation of spatial inequalities.
We have constructed a new variant of the relative distances ranking method adapted
to multi-level analysis, so as to make it possible to measure simultaneously the intra and
inter-regional disparities based on the same ratios (individual relative distances).
Economic disparities between the territorial units in a region can be compared with
the disparities inside other region only if there is a common reference ground. Since the
traditional method of relative distances does not satisfy this requirement, we decided to
replace the best performance for a variable j ( X max j ) by the average national value of that
variable ( X j ), thus obtaining a new formula of the multicriterial distance to the mean for
every territorial unit i:
m

Di = m ∏

X ij

(2)
Xj
This way, regardless of the territorial perspective, we get a fixed position of each
territorial unit, the individual distances relative to the mean enabling comparisons at different
levels-national and regional.
The economic criteria for disparities measurement had to be synthetic indicators,
relevant for the analysis and spatially comparable (such as values per capita). Considering the
goals of our research, and the limitations of statistical data available as well, we selected three
main economic variables:
 GDP per inhabitant, as a key measure of the development level;
 the unemployment rate, as an essential indicator of the local labour market;
 the average monthly net earnings, for its connection with the standard of living.
Another problem to be solved refers to the different perspective upon best
performance in the case of the unemployment rate. Unlike the other two variables selected,
the lower the unemployment rate, the better the performance of a region/county. Formula (2)
had to be adapted to this particularity by inverting the ratio for unemployment rate:
j=1

Di = 3

X GDPi X AEi X UR
⋅
⋅
X GDP X AE X iUR ,

(3)

where:
- Di is the composite index of disparities (the multicriterial distance to the national
average for the territorial unit i);
- X GDPi , X AEi and X URi stand for GDP per inhabitant, average monthly earnings
and unemployment rate in the county/region i;
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- X GDP , X AE and X UR are the national averages for GDP per inhabitant, average
monthly earnings and unemployment rate.
Both individual and average disparities point to favourable positions when above the
unit value and show negative situations when below 1.
Territorial inequalities have been measured in Romania only relatively recently (Green
Paper, 1997, Pascariu, 2002, Goschin, 2008). The studies revealed an uneven regional
distribution of economic activity and an even bigger intra-regional heterogeneity recorded by
county. Territorial inequalities have increased during the transition period to the marked
economy, although their level is still below the one recorded in most European countries
(Constantin et al., 2008, Goschin et al., 2008).
The data in Table 1 depict the overall image of disparities by region from the
perspective of the multicriterial measure of inequalities which reunites the three main
economic variables: GDP per capita, average monthly net earnings and unemployment rate.
The regional ranking with respect to the national average in 2000 against 2005 displays
stability at the extremes of the distribution, the first two places being held by the regions BucharestIlfov and North-West, while the regions South and North-East have been constantly the last ones.
The distance between the extreme positions (held by Bucharest-Ilfov and North-East regions)
increased from 0.9478 (meaning 94.78% of the national average) to 1.0313 (103.13%) during 20002005, but is lower than the corresponding distance between the extreme counties.
The composite index of disparities by region
Table 1
Region

Average composite index of disparities

2000
North-East
0.777961
South-East
0.935756
South
0.912979
South-West
0.940855
West
0.992267
North-West
1.001947
Center
0.997265
Bucharest-Ilfov
1.725762
Source: authors’ computation.

2005
0.808986
0.921524
0.864391
0.870843
1.083653
1.088392
0.907345
1.840255

Dynamics of the
composite index
2005/2000
1.039879
0.984791
0.946781
0.925587
1.092099
1.086278
0.909833
1.066344

The North-East region encompasses some of the poorest counties in Romania, such as
Vaslui, constantly on the last place in all territorial hierarchies (figures 1 and 2), Botoşani,
Neamţ and Suceava, therefore inequalities are small here.
The range of relative disparities is low within this region, except for unemployment
rate (Table 2) and the average composite index of disparities takes the smaller regional value
in Romania (Table 1).
The range of relative disparities by region
Table 2
The range of relative disparities (
Region

GDP per inhabitant
2000
2005
34
31
52
52
48
45
33
38
33
48
55
47
28
35

North-East
South-East
South
South-West
West
North-West
Center
Bucharest-Ilfov*
Source: authors.
* the results are not statisticaly significant

X max j − X min j

) in percentage points for:
Xj
Average net earnings
Unemployment rate
2000
2005
2000
2005
18
18
69
76
30
23
88
73
17
37
62
117
25
32
84
54
25
20
84
120
18
26
78
57
20
17
55
71
-
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The South-East region is a relatively well developed region, slightly below the
average performance (Table 1). The separate analysis of disparities by variable gives a more
complex image, with a wide range of economic performances of the counties and
consequently displays large disparities. Constanţa, which is situated above average for all the
ranking criteria, represents the success story of the region, while other counties have lower
but still satisfactory results (for instance, Galaţi in 2005), but there are also some poor,
clearly underdeveloped counties (Tulcea, Brăila, Buzău).
The South region – Muntenia – includes only one developed county – Argeş, which
continued its upward trend during 2000-2005, while Prahova is about the average and all
other counties in the region are clearly under the average and on a declining trend.
In the South-West region – Oltenia – all the counties are placed under the national
average, which explains the relatively low amplitude of economic disparities in this region.
Inequalities slightly increased in 2005, compared to 2000, for GDP per capita and earnings,
but sharply decreased for the unemployment rate.
The West region includes two developed counties – Timiş and Arad, situated on an
upward trend in the last years and two underdeveloped ones – Caraş-Severin and Hunedoara.
Separate measurement of disparities by criteria show that the inequalities in the West region
do not originate from the GDP/capita, like in many other regions. On the contrary, all the
counties in the region have good values for this indicator. The weakness came from the high
unemployment rate generated by economic restructuring, especially in Caraş-Severin and
Hunedoara. On the opposite side stands Timiş, a well-developed county, having a very low
unemployment rate (of about one third of the national average).
The North-West region is more polarised than other areas of the country: Cluj and
Bihor counties are well developed, Satu Mare stands above the average only because of its
low unemployment rate, while Bistriţa Năsăud, Maramureş and Sălaj are clearly
underdeveloped, all having low levels of GDP per capita.
The counties in the Center region all have good values of GDP per capita, but serious
problems of unemployment, excepting for Mureş. Even the most developed county in the
region – Braşov) faces an unemployment rate high above the national average in 2005.
During 2000-2005, there was a general declining trend for the economic performances in the
Center Region, excepting for Sibiu county.
Clearly the most developed region in Romania, far above all other regions for all economic
criteria considered, the Bucharest-Ilfov region, is dominated by the Bucharest municipality. Both
territorial units belonging to this region are very well placed in all partial hierarchies. The Bucharest
municipality is the absolute economic leader: a level of GDP per capita double than the national
average, unemployment rate at half of the average, and high earnings.
Given the recorded regional disparities, regional policy has to play an important role,
which is closely related, in the 2007-2013 programming period, to the cohesion policy of the
European Union. Regional disparities in the enlarged EU deepen this policy and emphasize
its horizontal dimension.
3. Regional disparities in the EU and the cohesion policy
The EU’s cohesion policy has two interdependent components: vertical cohesion,
focused on diminsihing social disparities and solidarity with the disadvantaged groups and
horizontal (territorial) cohesion, which concentrates on diminishing regional disparities and
solidarity with the population of the declining regions.
The need for this policy is well illustrated by the state of disparities(1) in the EU, both
at national and regional level in 2005, which shows that even the most developed countries of
the EU record important regional imbalances. It is also clear that, even if between the
majority of countries the relative regional disparities do not differ very much, the situation is
much more difficult in the countries with a GDP per capita substantially under the EU
average: in these countries even the most developed regions display a lower development
level compared to the EU average (Table 3).
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Disparities at national and regional (NUTS II) level between the EU countries
Table 3
Country

GDP/capita
(PPS) (% of
the EU-27
average)
Austria
128.8
Belgium
121.1
Bulgaria
35.3
Denmark
126.7
Finland
115.1
France
111.9
Germany
115.2
Greece
96.4
Ireland
143.7
Italy
104.8
Gr. Britain
119.3
Netherlands
131.0
Poland
51.3
Portugal
75.4
Czech Rep.
76.6
Romania
35.4
SlovaKia
60.6
Slovenia
86.9
Sweden
123.8
Hungary
64.3
Source: Eurostat, 2007

Region of the
maximum
GDP/capita (PPS)
Vienna
Brussels
Yugozapaden
Hovedstaden
Aland
Ile de France
Hamburg
Attica
S-E
Bolzano-Bozen
Inner London
Groningen
Mazowieckie
Lisbon
Prague
Buch.- Ilfov
Bratislava
Zahodna Sl.
Stockholm
Central Hung.

% of the
EU-27
average
177.6
240.5
52.2
161.1
139.5
172.6
202.1
131.1
158.1
136.7
302.7
164.0
81.2
106.3
160.3
74.8
147.9
104.7
172.2
104.9

Region of the
minimum
GDP/capita
(PPS)
Burgenland
Hainaut
Severop.
Sjaelland
East F.
Fr. Guiana
NE-Brandenb.
West Greece
Brd, Mid., W.
Sicilly
Cornwal&Isl.S.
Flevoland
Lubelskie
Norte
Centr.Moravia
Nord-Est
Vych.Slv.
Vzhodna Sl.
East-Mid. Su.
Northern H.

% of the
EU-27
average
88.7
79.5
26.9
94.9
85.3
50.5
74.2
59.1
104.3
67.4
77.4
96.3
35.0
58.9
59.8
24.2
43.1
71.4
105.4
40.9

Max/
min
2.00
3.02
1.94
1.70
1.63
3.41
2.72
2.22
1.52
2.03
3.91
1.70
2.32
1.80
2.68
3.09
3.43
1.47
1.63
2.56

Under these circumstances the EU’s regional policy is closely related to the horizontal
dimension of the cohesion policy. It is based on the financial solidarity of the member states
and, consequently, a substantial share of their contribution to the EU budget is directed
towards the less prosperous regions and socially disadvantaged groups. This policy, funded
by the Structural Instruments, supports the less developed regions, the reconversion of
industrial areas with structural difficulties, the diversification of activities in rural areas and
urban renewal in declining cities. The funds allocated for regional policy exceed one third of
the total EU funds.
For the 2007-2013 programming period, a budget of 307.6 billion Euros is allocated to the
cohesion policy, representing 35.6% of the total EU budget (of approximative 862.4 billion
Euros). Thus, the annual average allocation for the cohesion policy is approximative 44 billion
Euros, which exceeds the annual average allocation for agriculture (41.8 billion euros).
The cohesion policy is currently organised around three basic objectives, namely
Convergence (which supports the less developed regions), Regional Competitiveness and
Employment (which supports the regions – others than the less developed ones in order to reach
the Lisbon Agenda targets) and European Territorial Cooperation (which promotes the balanced
development of the EU territory and the exchange of best practices among all EU regions).
The Convergence objective aims to diminish the amplitude of the inter-regional
disparities, focusing mainly on the least developed regions. Eligible regions for funding under
this objective are the current NUTS II level regions whose GDP per capita, measured in PPS,
is below 75 % of the average GDP in EU-25 for the period 2000–2002(2). In EU-27, there are
84 of these regions, in 17 member states. 51 regions in this group (out of a total of 55 regions
in NMS) belong to 11 new member states.
Also, the states whose GNP per capita at PPS is below 90% of the EU-25 average for
the 2001-2003 period are elligible for being funded via the Cohesion Fund(3).
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The regions eligible for the Structural Funds under the objective of Regional
Competitiveniss and Emplayment are all regions not covered by the convergence objective.
These regions may be NUTS 1 or NUTS 2.
In the described context it is obvious that the new member states are the net
beneficiaries of the cohesion policy: all of them benefit from the Cohesion Funds and a large
number of their regions are also financed under the Convergence objective.
The structural assistance for the new member states represents 35% of the EU budget,
that is 308 billion Euros, out of a total of 862,4 billion. For the EU-8 (the countries that joined
EU in 2004 minus Malta and Cyprus) plus Romania and Bulgaria the allocated budget is 175
billion Euros, that is more than half of the cohesion policy’s budget.
Hence, the big challenges that the EU-10 countries (EU-8 plus Romania and Bulgaria)
have to face, which pertain to their capacity to absorb the EU funds and use them efficiently.
The experience of the countries that employed successfully the EU funds in the previous
financial exercises shows that they have been remarked by open economies, solid public
policies and an administration capable to implement them. At regional level, the impact of the
EU assistance will depend upon the investing of the EU funds in viable project, of a high
value added and important multiplier effects.
Concluding remarks
The objectives of present paper are to analyze the economic disparities existing at
inter and intra-regional levels and to emphasize their role in developing and implementing
cohesion policy in EU. The method we use is quantitative and based on adequate statistical
instruments. In order to better answer to our purposes, a new variant of relative distances
methods was developed, considering the average national values of different ranking criteria.
The advantage of our method is that ensures the comparability of existing disparities between
regions, by mean of a composite index and allows the ranking of regions based on three
variables: GDP per inhabitant, average monthly earnings and unemployment rate.
There were quantified and pointed out important discrepancies between Romanian
regions in 2000 and 2005, which increased in 2005 as against 2000 in four regions (NorthEast, West, North-West, Bucharest-Ilfov), and decreased in others (South, South-East, Center
and South-West). The analysis, deepen at intra-regional level, also reflects the existence of
disparities between counties from the same region (for instance in North-West and West
regions) while other regions are more homogenous and present smaller differences (for
instance, Bucharest-Ilfov).
The territorial discrepancies are a reality at national level, but also at European one,
and the situation is more difficult in the countries with a GDP per capita substantially under
the EU average.
Under these circumstances the EU’s regional policy is closely related to the horizontal
dimension of the cohesion policy. This policy is based on the financial solidarity of the
member states and therefore the new member states are the net beneficiaries of the cohesion
policy: all of them benefit from the Cohesion Funds and a large number of their regions are
also financed under the Convergence objective. This implies big challenges that the EU-10
countries (EU-8 plus Romania and Bulgaria) have to face, which pertain to their capacity to
absorb the EU funds and use them efficiently.
Romania will also have to prove its capacity to absorb the EU funds and this will have
direct consequences in regional development, followed by decreasing of economic inequalities.
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Notes
(1)
(2)

(3)
(4)

Academic literature operates with both disparities and gaps, regional inequalities. Some
authors consider that inequalities becomes disparities when the magnitude exced 30%
Amoug these regions, the regions offected by the ”statistical effect” are also eligible (i.e.
regions that would hove remaind below 75% of GDS per capita in the absence of
enlorgement) – the so colled „phasing-out regions”
Countries affected by the so-called “statistical effect” are also eligible.
Among these regions, the regions Objective 1 in 2006, whose GDP per copita is higher
than 75% of EU-15 average, are also eligible – the so-colled ”phasing-out regions“
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CHANGES IN INVESTMENT PROCESSES
FROM THE EUROPEAN UNION AND EUROPEAN COHESION
Dragoş HURU
Amalia CRISTESCU
Anca Maria GHERMAN
Academy of Economic Studies, Bucharest
Abstract. EU formation as unique space leads, without doubt, to the changes of
structure, quality and nature for competitive advantage. In this way, the market for real
capital, the market for foreign direct investment, began to decide within the framework of a
new allocation model. Relative or comparative advantages induce political and economical
changes in EU structure. The earnings from differences for revenue courses in international
tread, the differences generated by the varied production factors prices or by the state
implication are censored from transaction costs. The capital available for international
investment in West Europe is not going immediately in the state market with a lower labour
cost, as we expect in absence of tariff barriers in Europe. For the first time in history, an
economical agreement, or more a union, is accomplished with political concession which
makes possible for people to migrate in different national labour market, and more, this
phenomenon changes the real value for investment costs. For the East European citizen it is
more convenient (in a large measure) to migrate towards Western markets.
In this paper we research the way of changes for comparative advantage in labour
and capital market and, in consequence, we study how is changed the entire investment
process. We expect as in this process of European transformation the work methods, the
culture (as a work phenomenon and as a social phenomenon), the knowledge, the mentalities
and the tolerance to be changed in Europe. We intend to see if it is like this and if we can talk
here of the cohesion degree increase between different European region and the creation of
European citizen. Especially in Romanian case we will determine, as we specified earlier, it
not yet a real convergence process whitch overfufill as value the nominal convergence that
determined increased value for regional cohesion.
Key words: investment; comparative advantage; economic and social cohesions.
REL classification: 7L, 16B.
JEL classification: F21, R11.
The base of this paper is the assumption that the foundation of European economic
integration is internal trade liberalization with all European resources, all European
production factors or goods.
From a conceptual and functional point of view the investment represents a scientific
category with big interpretation valences. The understanding of the investments leads to the
real capital creation, like a functional and developer support for complex business and it is
determined on the economical efficiency as real rate of return. The most important thing is to
create a comparative advantage, of competition advantages that the investment can create
(Huru, 2007). One of the effects of economic union nascency is represented by the
elimination of any obstacle in international economic relation and unification the advantages
for investing in any part of large economic unique areas which are the same one with the
strong traditional commercial markets. The placement of investments in different
geographical areas (referring to those there are part of economic union) can be studied using
the terms of traditional theory of comparative advantage because we can’t identify the
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relational advantage and the margin between different emplacement in union. For the territory
out of union this fact can be materializing in to a comparative advantage because it is much
easier to communicate the advantage of the investment placement in the firm environment.
The changes in investments environment is not a spatial problem. The international
strategy does not determine only a spatial, or geographical distribution across the country.
(Rossi-Hansberg, 2005). In globalization the firm with high performance is specialized in the
production of a large number of goods because consumer and firms demand a much larger
basket of products. The profit for a local firm derives from locating near firm; in international
vision a firm could attract the entire profit in the sector of economic activity. In the same
time, the benefit from exports of products or from intermediate inputs could be a supplement
for their profit. Firms are able to determine benefits without return for every time on a
specific location considered as a base like the merchants of Venice. In this way regional
cooperation and cohesion in Europe involve towards to the higher scoring.
To rich his goal one entrepreneur, even a local one, must develop a regional vision for
markets. Even in the lack of investment in real capital the European business produce
knowledge and intellectual capacity through which the entrepreneur can fructify much better
way the opportunities offered by the opened markets. Consuming resources, involving
comparative advantage from different European region, the businesses is thriving. The
comparative advantage which existed in Europe became internal for the unique market and is
perceived as business opportunities. In consequence, the managers are forced to investments
which will allow accommodations of the processes and of the ways of achievement of
economics functions so that the relative different advantages derived from different
economical and geographical regions to become business advantages. This phenomenon
take place in the base of innovative culture (Knight, Cavusgil, 2004) which transforms the
comparative advantage into a unique competitive advantage in Europe. The rationality for
this process can be presented in the following way of reasoning:
We analyze the value of one transaction with an economic object (resources, goods,
production factors, etc.) in two situations –1 before EU construction, and 2 – after EU
construction.
1. Value before EU construction
We define a system of linear vectors V1-Vn, assimilated to transactions through which
a final good, a resource or a production factor which had a comparative advantage, had
reached from one to another region of Europe, in order to be integrated in a business as a
competitive advantage in the market.
In the knots of vectors system, on the junction of each vector with another, there can
be reached the operations which should be done for making compatible into the different
market the economic object. The operations A,B,…,N had been dictated by custom tariff and
non tariff restrictions, by the necessary operations for certification and improvement of the
legal standards and of the physical conditions of goods.
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The value of each one of this vector it is obtained as a complex number as follows:
Vn=an+ibn
Where:
an - The value of economic object in the moment n-1 of the all transaction;
ibn - The non-natural part of the complex number. This value is defined as a
non-natural number because it expresses the value of all transactional costs implied by the
real transaction with economic objects. A part of these transactional costs, as like in the
theory of Coase or Williamson, will be expressed in the explicit costs, and another part will
be supported by the beneficiary firm as a sunk cost which affect negatively the efficiency at
the firm level and the utility for the consumer.
The final value of economic object is:
n

∑Vn =

[(a1+a2+…+an)-a1×(n-1)]+i(b1+b2+….+bn)

i =1

For each value an+1 it is added the value of transactional costs transformed in explicit
costs from transaction index “n”; so, the series “a” is a growing up arranged series, is like an
upstairs in the sense of ascending, which stair represent a base for the next one. It is a
waterfall effect which represents an explicit cost made for realisation of a linkage between the
two markets – the origin market and the destination market – a cohesion cost appeared in the
lack of pre-negotiation agreement, in the lack of political convention and concession as in the
case of European Union. From each an value it is needed to substract the value of a1 to obtain
the spore of explicit costs, generated by the compatibleness operation of the economic object
in the destination market.
2. After EU construction - actual value
IT is defined one single linear vector SV which represents the single transaction for
economic object between two different markets in Europe, without special negotiation for
intermediary stage and transaction partially. Contracts specific to each phase had been
replaced by another frame contract, multiplied in European rule, law and order (we hope the
multiplier is stopped in the moment when the exponential growth of costs exceeds the
advantage obtained from statement of specific stipulation).
The value of this vector is also a complex number with form:
SV=a1+i×h
a1 - The value of economic object in the origin country;
h - The value of transactional costs perceptible as an explicit cost or as a sunk cost.
The difference value between sum of all vectors Vn and vector SV is equal with:
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n

∑Vn -SV=[(a2+…+an)-a1× (n-1)]+ i(b1+b2+….+bn-h)
i =1

Where:
[(a2+…+an)-a1×(n-1)] is a positive number and represents the value of all taxes,
services and bureaucratic action implied by each transaction.
(b1+b2+….+bn-h) also represents a positive value. It is rational to assume that value of
transactional costs is growing in the case of assistance action of the principal transaction, that
of one economic object in cause, in consequences b1+b2+….+bn>h. How much of this value
is transformed into a natural number becoming an explicit cost is hard to know, it is
conditioned by the nature of European bureaucracy and by the nature, costs and evolution of
methods and techniques for transportation and communication.
The values of economic transfer in this method include the value of tendency not only
the statistic value one at time (Haney, 1939).
Before European integration the value of upper differences was supported for
transferring an economic object with comparative advantage from one European region into
another and was reflected into an economic and social life as a Pareto optimum loses. Now in
EU the partial disappearance of the mentioned value (it’s counting what we can never talk
about the total disappearance of transactional costs….explicit or sunk costs) makes that the
comparative advantages became competition advantages at the firm level in case of those
firms capable to put into good use the new business opportunities. We assist to a general
efficiency growth, to an improvement in Pareto sense, that makes the all resources allowance
more efficient in EU space and the Union is becoming more competitive in comparison with
the non-EU economic space.
In this way the all costs of EU functioning at the central level can be seen as common
investments of all consumers and all firms for growing the general efficiency. All costs at
firm level implied by the bureaucratic adaptation or by the synergy in business medium are
investments because are implying the benefit growing on the long term.
The classical investment of transferring the international capital and knowledge in EU
space is not the only investment that makes it well functioning. Phenomenon’s which can be
interpreted as paradoxes ones are also appearing, for example labour forces migration in Europe.
In classical model of foreign investments the capital migrated to the labour which had a
comparative advantage (in this way was cheaper); now the labour resources became more mobile
n

for migrating to available capital, in this way the value

∑Vn -SV is much smaller, the resources
i =1

allocation is rearranged by the economic realty in order to be more efficient.
The new business environment key issues are determined by the transformation of the
determined variable of: industry environment; relatives geographic position; general strategy
and interaction with bureaucratic environment; market selection; customer preferences;
oligopolistic strategies; horizontal and vertical integration; economic linkage; management of
multicultural factors; multicultural public relation; all of these are implying the necessity to
adapt, implying further investments (Ricart et al., 2004). The differences across the country in
EU, the differences between nature of production factors, the differences between institutions,
the differences between competitive advantages, the differences between ideas and ways of
thinking are involved and are integrated in a unique production system. In Europe is created a
single philosophy about how to interpret the economic rationality in a different and divers
way of application. This brings the region across Europe and consolidates the specific for
each this region (Waldrop, 1992). Performing these changes in terms of theory of complexity
we assume that the political and social evolution in Europe with an immense impact is
pushing the involvement at economic world of European Union into the tendency of
spontaneous self-organizing. The economic agents existent in geographical space of EU, the
good entrepreneurs, observe the opportunity offered by the decrease in transactional cost and
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integrate this advantage in their activity. They assume some costs for supplementary
investments but their benefit in rising and the systemic risk is diminished.
The assumption of ceteris paribus and the statistical observation maybe not
demonstrated entirely, or not at all, with what we affirm here. But, the European construction
is under development, is not finished yet. The econometric calculus which determines the
time horizon necessary for relevant results in practice implies too many non-stochastic
variables and in this case is too much approximation. The estimation of hypothetical growth
implied by the European Union creation, the possible beneficial effect of the common market,
the changes in the pattern of trade was realized in the economic theory (Balassa, 1963, Motta,
Norman, 1996, Sapir, 1992).
In that transformation the region in Europe became conjunction, the linkage became
more strait, the inter- and intra-regional collaboration became more ample, the changes
between region became more divers and more abundant, we believe, the cohesion is more
strongest. The explanation is simple, all economic agent try to earn the new value of
opportunity costs: the differences

n

∑Vn -SV.
i =1
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Abstract. European regional policy is designed to bring about concrete results,
furthering economic and social cohesion to reduce the gap between the development levels of
the various regions. Convergence among European regions has remained strong in recent
years, leading to a marked narrowing of disparities in GDP per head, employment and
especially unemployment rates. This trend is largely driven by improvements in the least
prosperous regions.
Key words: disparities, regional policy, convergence, economic cohesion, Cohesion Fund.
JEL Classification: R11, R13.
REL Classification: 16F, 20J.
The Regional policy of the European Union (EU) is a policy with the stated aim of
improving the economic well-being of certain regions in the EU. Around one third of the
EU's budget is devoted to this policy, the aim of which has been stated to be to remove the
disparities in wealth across the EU, restructure declining industrial areas and to diversify rural
areas which have declining agriculture.
The largest enlargement of the European Union took place in May 2004 with ten new
member states, mostly from eastern or central Europe, followed by accession of Bulgaria and
Romania in January 2007. Most of these states are poorer than the existing members and the
impact of this means that the EU's average GDP per capita has been reduced leading to some
regions in the earlier EU-15 no longer qualifying for extra financial help.
Economic cohesion has been a policy consideration for the European Community for
half a century. In this period it has become increasingly important and it is likely that it will
remain a priority: if the Lisbon Treaty is ratified, Article 3 of the Treaty on European Union
will state that the Union “shall work for the sustainable development of Europe based on
balanced economic growth and … promote economic, social and territorial cohesion, and
solidarity among Member States.”(1) The Treaty also recognises that it is important that all
Member States and regions share in this increasing prosperity and, more specifically, that
there is a convergence in living standards across the various regions. The EU seeks to achieve
this through its Regional Policy for which the European Structural and Cohesion Funds
provide the financing.
Although Article 158 of the Treaty establishing the European Community mentions
social cohesion, the degree of success of regional policy is largely judged on the reduction of
regional differences in Gross Domestic Product (GDP) per head.
Policies to tackle regional disparity have been in place for fifty years. The European
Social Fund, European Agricultural Guidance and Guarantee Fund (EAGGF) and the
European Regional Development Fund (ERDF) were created in 1958, 1962 and 1975
respectively. Of these, the ERDF was the first explicit regional fund, and was based on then
existing premise that regional policy should be still a national rather than Community
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concern. Initially there was nothing to stop the Member States substituting the ERDF funds
for their own regional expenditure, effectively turning the ERDF payments into a rebate.
In 1986, the Single European Act allowed for a regional policy designed to counter any
negative repercussions of the single market. An agreement at the February 1988 European
Council doubled the funding allocated to the structural funds and increased the emphasis on the
poorer regions as part of a significant review of the EC budget. The reforms, made in preparation
for the single market, gave the Commission a much greater role in the delivery, implementation
and regulation of the Policy. The Funds could no longer be used by the Member States as they
saw fit, as how and where they were spent now required Commission approval. The principles
incorporated in these reforms still remain at the heart of regional policy.
A concern to assist the poorer Member States cope with the challenge of the single
market (and in particular the need for adequate investment in infrastructure) without reaching
the convergence criteria required for the EMU led to the creation of the Cohesion Fund in
1994. Rather than supporting poorer regions, this focussed on support for the poorer Member
States (defined as those countries with a Gross National Income per head below 90% of the
EU average).
In the late 1990s, some Member States raised concerns about the relatively lacklustre
performance of the European Union as a whole in terms of productivity growth and the levels
of unemployment. This led to the Lisbon Strategy, published in 2000 and relaunched in 2005.
It now has two major targets at the European level—increasing the share of public and private
investment in R&D to 3% of GDP; and securing an employment rate of 70%, both by 2010.
The implications of the strategy for EU regional policy is that it should focus on three
priorities: improving the attractiveness of regions and cities in the Member States;
encouraging innovation, entrepreneurship and growth in the knowledge economy; and
creating more and better jobs.
As a consequence, the aim of the Structural and Cohesion Funds became not only the
reduction of income inequalities, but also the sustained increase in the growth rates of poorer
regions. The Commission stated that “cohesion policy has been recognized as a key instrument at
the Community level contributing to the implementation of the growth and jobs strategy – not just
because it represents one third of the Community budget, but also because strategies designed at
local and regional levels must also form an integral part of the effort to promote growth and jobs.
The role of SMEs (small and mediumsized enterprises), the need to meet local skill demands, the
importance of clusters, the need for local innovation centres is such that in many cases strategies
also have to be built from below, at the regional and local levels”(2).
The importance of regional policy has grown with the progressive enlargement of the
EU. The states that have acceded in the past five years had lower GDP per head than the
Union they were joining and their accession has by itself had the statistical effect of
considerably widening disparities between Member States and between regions. The extent of
these current differences is visible in Table 1. The poorest regions are to be found in Romania
and Bulgaria, where all nine regions have a GDP per head that is below one-third of the EU
average. The Nord-Est in Romania has the lowest GDP per head in the EU with an index of
24. At the other end of the spectrum, the richest regions are Inner London, UK (303);
Luxembourg (264); Bruxelles-Cap./Brussels Hfdst, Belgium (241); and Hamburg, Germany
(202). The GDP per head of some regions, especially the large cities and Luxembourg, is
overstated due to commuting patterns: commuters to the region where they work contribute to
that region’s GDP but are not classed as inhabitants.
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Regional GDP per Head in the European Union, 2005

Table 1
Country

Year of accession

GDP per head (PPS, EU27=100)*
National
Richest region
Poorest region
Bulgaria
2007
35.3
52.2
26.9
Romania
2007
35.4
74.8
24.2
Latvia
2004
49.9.
n.a
n.a.
Poland
2004
51.3
81.2
35.0
Lithuania
2004
53.2
n.a
n.a.
Slovakia
2004
60.6
147.9
43.1
Estonia
2004
62.9.
n.a
n.a.
Hungary
2004
64.3
104.9
40.9
Portugal
1986
75.4
106.3
59.8
Czech Republic
2004
76.6
160.3
59.8
Malta
2004
77.4
n.a
n.a
Slovenia
2004
86.9
104.7
71.6
Cyprus
2004
92.6
n.a
n.a
Greece
1981
96.4
131.1
59.1
Spain
1986
103.0
133.9
69.7
Italy
1958
104.8
136.7
66.9
France
1958
111.9
172.6
50.5
Finland
1995
115.1
139.5
85.3
Germany
1958
115.2
202.1
74.2
United Kingdom
1973
119.3
302.7
77.4
Belgium
1958
121.1
240.5
79.5
Sweden
1995
123.8
172.2
105.4
Denmark
1973
126.7
161.0
94.9
Austria
1995
128.8
142.7
88.7
Netherlands
1958
131.1
164.0
96.3
Ireland
1973
143.7
158.1
104.3
Luxembourg
1958
264.3.
n.a
n.a.
Source: Eurostat News Release, 12 February 2008, Regional GDP per Inhabitant in the EU-27
*PPS is purchasing power standard, which corrects for differences in national prices not taken into
account by exchange rates. “Region” refers to NUTS2 regions n.a. denotes not applicable. Estonia, Cyprus,
Latvia, Lithuania, Luxembourg and Malta are all treated as single regions.

The main objective of cohesion policy is the reduction of economic and social
disparities between the levels of development of European regions. Lagging regions must
thus remain the focus of the policy. Yet, a majority of contributions – along with the
European Parliament – argues that the policy should cover the whole territory of the EU,
considering that cohesion policy is not a simple mechanism of solidarity, but also aims at
fostering the endogenous development potential of European regions.
The large majority of stakeholders recognises territorial cooperation as an essential
part of cohesion policy and appreciate that it is now a “fully-fledged” objective. They
underline that territorial cooperation is one of the best examples of the added value of this
policy and, for this reason, should be strengthened.
The Fourth cohesion report identified a series of challenges with which regions and
Member States are and will increasingly be confronted: globalisation, demographic change
and social tensions, climate change, and increased energy prices. While it is widely admitted
that cohesion policy should also address such challenges, most of the contributions point out
that cohesion policy cannot be the only instrument, not even the principal one. Some consider
that these challenges are already being addressed through the delivery of the Lisbon and
Gothenburg Agendas. Others recall that tackling these challenges should not overshadow the
main objectives of cohesion policy as enshrined in the Treaty.
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Some contributions urge the Commission to complement GDP per head in PPS with
other measures of well-being and standards of living.
Concerning the content of cohesion policy, a consensus seems to emerge at this stage
on the following cross cutting themes:
1. Competitiveness is at the heart of cohesion policy. The requirement of
“earmarking” a significant share of the fi nancial resources for the key investments linked to
the renewed Agenda for growth and jobs is clearly supported. In particular, research,
innovation and upgrading skills to promote the knowledge economy, development of human
capital through education and training, adaptability, support for business activities
(especially, small and medium enterprises), strengthening of institutional capacity and
development of an entrepreneurship culture are deemed as key areas in which investments
should be concentrated.
2. Active labour market policies are also at the heart of the actions proposed to boost
employment, strengthen social cohesion and reduce the risk of poverty. A significant number
of participants consider that cohesion policy should contribute to Europe’s social dimension
by improving employment prospects of the most vulnerable groups such as youth, elderly,
disabled, immigrants and minorities.
Social and economic partners and civil society organisations stress the important role of
the social economy in producing quality jobs, enhancing innovation, contributing to the
development of rural areas and providing a number of services of general interest. They also point
out the contribution of capacity building to the enforcement of principles of good governance and
partnership. Finally, some voices representing civil society argue that cohesion policy should
support groups that have special difficulties entering the labour market.
3. The third cross cutting theme is sustainable development. Many contributions
consider that cohesion policy should strengthen its orientation towards the delivery of the
objective of the Gothenburg Agenda. In particular, the policy could contribute to reducing
greenhouse gases emissions through mitigation policies aimed at improving energy efficiency
and promoting the development of renewable energies.
From a scientific approach, regional policy brings added value to actions on the
ground. The policy helps to finance concrete projects for regions, towns and their inhabitants.
The idea is to create potential so that the regions can fully contribute to achieving greater
growth and competitiveness and, at the same time, to exchange ideas and best practices.
Three Funds are used for regional policy:
• The European Regional Development Fund (ERDF) finances direct aid for
investment in companies (particularly small and medium-sized enterprises), infrastructure,
financial instruments (such as capital risk funds and local development funds) and technical
assistance measures. It is allocated on a regional basis.
• The European Social Fund (ESF) finances projects in the labour market that
improve skills (human capital) and access to employment opportunities and social integration.
It is again allocated on a regional basis.
• The Cohesion Fund finances developments in transport networks which have been
identified as priority projects by the EU; projects related to the environment; and energy and
transport projects with clear environmental benefits. It is allocated at the Member State level,
with finance from the Fund conditional on compliance with the Stability and Growth Pact
requirement of not running an excessive public deficit.
The Funds are allocated to meet three objectives:
• The Convergence Objective is “aimed at the speeding up the convergence of the
least-developed Member States and regions”(3). It is the main instrument of regional policy
and accounts for 81.5% of spending. It covers the areas of “improvement of the quality of
investment in physical and human capital, the development of innovation and of the
knowledge society, adaptability to economic and social changes, and of the protection and
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improvement of the environment and administrative efficiency”(4). It is focussed on the
poorer regions, defined at NUTS2 level.
• The Regional Competitiveness and Employment Objective is designed to act “outside
the least developed regions … at strengthening regions’ competitiveness and attractiveness as
well as employment by anticipating economic and social changes, including those linked to
the opening of trade”(5). The Objective accounts for 16% of regional funding and is funded by
the ERDF and ESF. Every region not covered by the Convergence Objective is eligible and it
is up to the Member States to decide which of their regions should receive funding.
• The European Territorial Cooperation Objective has the aim of “strengthening
cross-border cooperation through joint local and regional initiatives.” Unlike the other
objectives, it operates at the NUTS3 level (although in practice a NUTS2 region can be
designated, if all its NUTS3 regions are chosen). This means that it operates in regions that
are also eligible for the first two objectives and, with its narrow remit and relatively small
budget, it is a complement to them. Regions that formerly qualified for Objective 1 status
under the 2000–2006 financial framework, but are now no longer eligible for convergence
funding, receive transitional competitiveness funding as “phasing in” regions. The accession
of the 10 new Member States had the statistical effect of lowering the EU GDP per head by
about 12.5%. This made some regions and countries that would have been eligible for support
under the old calculation, ineligible. These areas have been given tapering transitional support
up until 2013, known as “phasing out” regions when under the convergence objective.
Regional policy’s share of the budget has also increased over time: as Table 2 shows,
by 1988 the share was 17% and since then it has slowly risen and is budgeted to be 38% by
2013. For the 2007–2013 Financial Framework, the total funding available is €308 billion at
2004 prices which constitutes approximately 0.38% of the EU’s GNI. However, the
proportion of the budget allocated to regional policy has not risen significantly in recent years
despite the increased disparity in wealth in the enlarged EU.
Policies’ shares of the EU budget

Table 2
Year

Percentage of European Budget*
Size of EU Budget* as %
of EU
Regional Policy
Common Agricultural
GNP or GNI
Policy
1975
6.2
70.9
0.53
1980
11.0
68.6
0.80
1985
12.8
68.4
0.92
1988
17.2
60.7
1.12
1993
32.3
53.3
1.20
2000
34.8
44.5
1.07
2007
36.7
47.1
1.04
2013
38.1
43.0
0.93
Sources: European Commission, The Community Budget: Facts in Figures, 2000; European Navigator at
www.ena.lu and Commission documents.
Notes: * Total appropriations for payments. 1998, 1993, 2000 and 2007 are the first years of the Financial
Frameworks, Sources: European Navigator at www.ena.lu, European Commission,
EU Budget 2006—Financial Report.

The biggest beneficiary of the Structural and Cohesion Funds between the Member
States for the financial framework 2007–2013 is Poland with €60 billion (19.4% of the total),
followed by Spain (€32 billion, 10.2%) and then Italy (€26 billion, 8.3%).
Although GDP/GNI per head is used to determine the eligibility of the region/Member
State for funding, the actual moneys received are determined by a formula that involves other
criteria. These are the Member State’s relative prosperity, the number of people unemployed
(Convergence Objective only) and in addition, for the Regional Competitiveness and
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Employment Objective, the number of jobs needed to reach an employment rate of 70%, the
number of workers employed with a low education level, and population density.
The European Council sets, and Council and the European Parliament then fine tune,
the amounts to be allocated to the Structural and Cohesion Funds. The Commission, in
consultation with the Member States, draws up the Community Strategic Guidelines on
Cohesion which set out the broad guidelines for the use of the Funds. The guidelines are used
to produce the aims for each objective and are now aligned with the Lisbon Strategy
priorities. For the 2007–13 period, the Guidelines identified three main priorities:
• improving the attractiveness of Member States, regions and cities by improving
accessibility, ensuring adequate quality and level of services, and preserving their
environmental potential;
• encouraging innovation, entrepreneurship and the growth of the knowledge economy
by research and innovation capacities, including new information and communication
technologies;
• creating more and better jobs by attracting more people into employment or
antrepreneurial activity, improving adaptability of workers and enterprises and increasing
investment in human capital.
Each Member State prepares a National Strategic Reference Framework (NSRF),
coherent with the Strategic Guidelines, over the course of an ongoing dialogue with the
Commission. The rules outline that, after the adoption of the strategic guidelines, a Member
State has five months to send its NSRF to the Commission. That document defines the
strategy chosen by the Member State and proposes a list of operational programmes that it
hopes to implement. The Commission has three months after receipt of the NSRF to make
any comments and to request any additional information from the Member State.
The Commission validates certain parts of the NSRF that require a decision, as well as
each operational programme (OP). The OPs present the priorities of the Member State (and/or
regions) as well as the way in which it will lead its programming. An obligation exists
however for the countries and the regions concerned by the convergence objective: 60% of
expenditure must be allocated to the priorities arising from the Union's strategy for growth
and jobs (called the Lisbon strategy). For countries and regions concerned by the
competitiveness and employment objective the percentage is 75%. For the 2007-2013 period,
around 450 operational programmes will be adopted by the European Commission. Economic
and social partners as well as civil society bodies participate in the programming and
management of the OPs.
After the Commission has taken a decision on the operational programmes, the
Member States and its regions then have the task of implementing the programmes, i.e.
selecting the thousands of projects, and to monitor and assess them. All this work takes place
through what are known as management authorities in each country and/or each region.
The Commission commits the expenditure (to allow the Member State to start the
programmes), pays the certified expenditure per Member State and monitors each operational
programme alongside the Member State.
Strategic reports are submitted by the Commission and by the Member States
throughout the 2007-2013 programming period.
In the United Kingdom, the Government has allocated ERDF Regional
competitiveness funding between the United Kingdom’s Competitiveness regions(6) by
reference to population, GDP and levels of innovation, enterprise and skills. For the ESF
Regional Competitiveness Funds, the criteria are numbers of jobless people, numbers of
working-age people with no qualifications, and numbers of working-age people with low
qualifications(7).
Regional differences in living standards within individual nations are sometimes
considerable. When nations join together in an economic union, regional disparities within
such unions of nations are likely to be very wide indeed. Moreover, one of the consequences
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of economic integration is to cause major dislocation in depressed regions – unless policy
markers take action to prevent this from happening.
The entry of the UK into the EU and its participation in subsequent developments
have not only had implications for regional disparities in living standards but also thrown
open the whole question of who should control regional policy. The emergence of a
distinctive EU regional policy effectively ended the UK goverment’s virtual monopoly of
regional policy within its borders. The reforms to EU regional policy since 1989 have been
welcome steps towards a stronger EU regional policy. Welcome though many of these
reforms have been, we must not lose sight of just how serious the regional problem remains
within the EU. Regional disparities have barely narrowed in the EU since 1975. Moreover, in
allowing the accesion of new member states from Central and Eastern Europe, the EU is
effectively taking on a whole raft of new regional problems. This is occuring at a time when
the SEM and EMU are themselves posing new regional challenges.
The division of regional policy responsabilities betwen the EU and the individual
member states remain a continu issue. Considerable disagreement exists over the role that
each party should have.
Territorial cohesion is seen, notably by regional and local actors, as an opportunity to
strengthen the role of regional and local authorities and other actors in the implementation of
the policy. Several contributions stress the role of urban areas and their interdependence with
rural areas as important dimensions of economic, social and territorial cohesion. Cities are
often identified as places characterised by significant social exclusion, poverty and
unbalanced development. Existing mechanisms in favour of some specific areas such as the
outermost regions or the northern sparsely populated areas are not questioned.
Many are also confident that the notion of territorial cohesion will help to better
integrate a territorial dimension in the design and implementation of European sectoral
policies.
A consensus seems to emerge in favour of more flexibility under territorial
cooperation so that regions can cooperate with regions other than neighbour regions or
regions belonging to the same geographical area. Cooperation with regions and countries
neighbouring the EU is also considered essential.
In future the focus should be on priorities such as innovation, education, support for
SMEs, EU-wide infrastructure and the fight against climate change. There is also necessary a
stronger coordination between Cohesion Policy and other EU sectoral policies, notably rural
development policy. The Cohesion Policy would benefit from further simplification and
greater involvement of local and regional authorities, whilst co-operation between regions is
seen as one of the areas delivering most in terms of European added value.
Notes
(1)

A similar expression was in Article 2 of the Treaty establishing the European Community
COM(2006) 281. European Commission The Growth and Jobs Strategy and the Reform
of European cohesion policy. Fourth Progress Report on Cohesion, p. 8.
(2)
Council Regulation (EC) No. 1083/2006 of 11 July 2006 laying down general provisions
on the European Regional Development Fund, the European Social Fund and the
Cohesion Fund and repealing Regulation (EC) No. 1260/1999, Article 3(a).
(3)
Council Regulation (EC) No. 1083/2006 of 11 July 2006 laying down general provisions
on the European Regional Development Fund, the European Social Fund and the
Cohesion Fund and repealing Regulation (EC) No. 1260/1999, Article 3, 2(a).
(4)
Council Regulation (EC) No. 1083/2006 of 11 July 2006 laying down general provisions
on the European Regional Development Fund, the European Social Fund and the
Cohesion Fund and repealing Regulation (EC) No. 1260/1999, Article 3(6).
(5)
All regions other than Cornwall, West Wales & the Valleys, and the Highlands & Islands.
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National Strategic Reference Framework for EU Structural Funds Programmes, 2007–
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RURAL-URBAN INCOME AND CONSUMPTION DISPARITIES
IN ROMANIA
Anca DACHIN
Coralia ANGELESCU
Gabriela MOLĂNESCU
Academy of Economic Studies, Bucharest
Abstract. The sustained economic growth in Romania since the year 2000 has been a
favorable evolution for the improvement of the living standard. However the disparities
between the urban and rural areas are still significant, depending on income differences, but
also on life styles and availability for a change. The paper presents a comparative
rural/urban analysis of the consumption behavior of households during the period 20002007. The share of own consumption tends to decrease as a result of the income increase, the
diversification of activities and the opening up to other European consumption models. The
rural population is still strongly dependent on agriculture, while its consumption is specific to
a relative poor population. The reduction of the income gaps and the qualitative improvement
of the households` consumption are priorities of the regional development policies.
Key words: household income; consumption expenditures; rural-urban disparities;
food consumption; own consumption.
JEL classification: O18, R2.
REL classification : 8D, 16F, 16G.
Introduction
The increase of household income and the intensification of the relations to the EU
countries through trade, movement of persons and information exchange determine the
consumption increase and its structural changes. The trend toward a consumption model
closer to the European one is under the influence of tradition, the experiencing and
assimilation of foreign customs, the access to information regarding a healthy life style, as
well as the policies for economic development and cohesion. The success of a cohesion
policy depends also on suitable evaluations (Balázs, 2005, pp.60-67).
Effects of economic growth on the distribution of households` income
The sustained economic growth in Romania since the year 2000 has been a favorable
evolution for the improvement of the living standard. The total income per household, in real
terms, was in 2007 by 68% higher than in 2001. In its turn consumption was a driving force
for economic growth in the same period, while the growth rate of the final household
consumption after 2000 was higher than the growth rate.
Most households feel the effects of a rapid economic growth or economic decline, but
the gains from growth are often unevenly distributed among income groups. According to a
recent study (Poverty Assessment, IBRD, 2007, p.11), during the period 2000-2006 in
Romania, the impact of economic growth was relative even among the main household types,
employment categories and age groups, therefore the economic gap between rural and urban
areas has been maintained.
In general, economic growth is a necessary condition for the income increase of the poor
population, but this is not enough. However pensioners and self-employed in agriculture were
categories in severe poverty that benefited most from economic expansion, by an income increase
above the national average rate, but the absolute income level per household is still low.
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The potential demand is partly covered by the consumption of agricultural products
from own resources, which had a share in total household income varying from 31.2% in
2000 to 15.8% in 2007. Even if this share is strongly decreasing as a result of economic
growth, it still shows a relative low level of development and organization of the agri-food
markets, which is usually associated with a low living standard.
The urban/rural differences in total income per household continued to be large after
the year 2000 (figure 1). Only in 2004 it was a visible gap reduction, when Romania had a
very good agricultural year.
1,2
1,1
1

Urban

0,9

Rural

0,8
0,7
2001

2002

2003

2004

2005

2006

2007

Figure1. Ratio of total income per household in urban/rural
areas to average income in Romania in the period 2001-2007.
Source: Calculations based on Coordinates of the living standard in Romania. Household income and
consumption, National Institute for Statistics, Romania, 2002-2007.

Rural households depend on agriculture
By having the major option for subsistence agriculture, households in rural areas
depend strongly on the income from agriculture. Obviously, the highest dependency is in the
case of farmers` households. These are defined as households where the head has the
occupationl status of being self-employed in agriculture or member of an agricultural
association.
In 2006, from the total income in a farmer´s household in the rural area 27.7% was
money income from agriculture and 43.4% was equivalent value of consumption of
agricultural products from own resources (table 1). Consequently, the farmers´ households
depend in a proportion of about 70% on agriculture. Due to the high level of own
consumption, other types of households also depend significantly on the agriculture activity,
even if they rely primarily on salary, pensions, non-agricultural profits or social benefits. For
them the own consumption is an income diversification, counting as a subsistence source.
Most of these households are not prepared to develop market oriented production units. An
international comparison is difficult, because of methodological differences, but this high
degree of household dependence on subsistence agriculture is not specific to EU-countries.
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Income structure of households in Romania in the rural area, 2006

Table 1
(in %)
Employees

Self-employed in
non-agricultural
activities
100

Farmers

Unemployed

Pensioners

Total income,
100
100
100
of which:
A.Money income,
76.3
72.8
55.5
74.9
of which:
- income from agriculture
2.5
6.4
27.7
5.2
B. Income in kind
Equivalent value of
20.8
26.1
43.4
23.5
agricultural products`
consumption from own
resources
Source: Coordinates of the living standard in Romania. Household income and consumption, 2006
National Institute for Statistics, Romania, 2007.

100
62.3
6.6
36.1

The total income per household in the rural area was only 68% from the
corresponding level in the urban area in 2006 and 73.5% in 2007. Also the composition of
income in the two areas is different (figure 2). In the urban area gross salaries have the
highest share (65%), while in the rural area the dominant component is the equivalent value
of agricultural products from own resources (32.3%).
Generally the rural population has lower income compared to the urban population
because self-employment in agriculture is dominant in the employment structure and the
income from this non-competitive activity is reduced. Many self-employed in agriculture are
members of a subsistence household and also many household heads are pensioners. Low
incomes are also the result of under-employment, combined with the low productivity in
agriculture. However, the increase of agricultural income will determine the income increase
in the rural area. An important contribution will have the Common Agricultural Policy by
means of EU funds for agriculture and rural development, which aim at stimulating the
performance in agriculture and the diversification of activities, considering the potential of
multifunctional agriculture.
Working for a salary is a very important way for improving the well-being of rural
households. If at least one family member becomes an employee, the income level changes
significantly. In many cases the chance to get a salary, especially in a non-agricultural sector,
is a good reason for people to give up self-employment (both in agricultural and nonagricultural activities). On this base, under the circumstances of economic growth, the share
of gross salaries in the total income per household in the rural area increased from 20.1% in
2001 to 27.3% in 2007. This trend is expected to continue. According to recent data (Rural
Barometer, 2007), more than half of the respondents (1511 persons aged over 18 years) think
that they cannot get more profit in agriculture, while 19.6% are not employed in agriculture.
85% of the respondents have no intention to develop a farm or to start own business in the
next to years.
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100%
80%
60%

15,8
19,8

32,3
21,6

40%
20%

6,4
18,7

51,4

65
27,3

Equivalent value of agric. products`
consumption from own resources
Income from social provisions
Income from nonagricultural
independent activities
Income from agriculture

0%

Total households

Urban

Rural

Gross salaries and other salary
rights

Figure 2. Composition of the total income per household, total and by area,
in 2007 (in %)
Source: Calculations based on NIS data.

Consumption expenditures still reflect a low well-being status
The main destination of income is consumption, supported by money expenditures
and the equivalent value of consumption of agricultural products from own resources. The
changes in consumption expenditures follow the income trend, but the increase or decrease of
income level do not mean an immediate and proportional change of the living standard. The
level and structure of consumption are determined by economic factors, mainly household
income and consumer prices, but also demographic, social, geographic or circumstantial
factors. The interdependent influences generate territorial disparities even within the rural
area (Rusu, 2005, pp. 5-15).
The ratio of total consumption expenditures per household in the urban/rural area to
the national average indicates a visible difference starting with the year 2001 (figure 3),
which remains afterwards relatively unchanged. This situation shows that the main growth
sources are in the urban area, which has also a higher capacity to obtain credit for
consumption.
The structure of the total consumption expenditures indicates an important deviation
from the European average. Even if during the last years there is a trend of increasing
consumption expenditures in real terms and decreasing own consumption, the share of
expenditures for food and non-alcoholic beverages reaching 41.7% in 2007 is significantly
higher than in the EU–27 (table 2). Methodological differences in calculating own
consumption do not change the situation. The market for food and beverages has not yet
reached the saturation point. The life style also marks structural differences in consumption:
the population in Romania compared to EU–27 gives a relative higher preference to alcohol
and tobacco (even if the absolute consumption of alcohol per capita is lower than in some EU
countries), to clothing and footwear and to communications. The agri-food consumption is
still typical of poverty, especially rural poverty (World Bank, IAE, 2005, pp.137-149) and the
access to food consumption in restaurants is still very limited.
The data regarding the structure of consumption expenditures show that about half of
the potential demand of rural households is for food products. This includes the money
expenditures for food and beverages, consumed or not consumed, as well as the consumption
from own resources, all together having the share of 67.1% in the total expenditures of the
rural household in 2001 and 49.5% in 2007. A further decrease of this share is expected.
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Figure 3. Ratio of total consumption expenditures per household in urban/rural areas
to average in Romania

Source: Social trends 2005, NIS, p. 78 and own calculations based on NIS data.

Total consumption expenditures of households in Romania,
in 2007, by areas, compared to the EU-27 average (in %)

Table 2

Total
Urban
Rural Average UE-27*
households
year 2005
Food and non-alcoholic beverages
41.7
37.7
49.5
12.8
Alcoholic beverages, tobacco
6.5
5.8
7.8
3.6
Clothing and footwear
6.8
7.0
6.2
5.8
Housing, water, electricity, gas and other fuels
15.5
16.4
13.8
21.7
Furnishings, household equipment and routine maintenance
4.6
4.8
4.3
6.3
Health
3.9
4.2
3.2
3.5
Transport
5.9
6.4
5.1
13.5
Communications
5.1
6.0
3.4
2.8
Recreation and culture
4.6
5.4
3.1
9.5
Education
0.8
1.0
0.3
1.0
Hotels and restaurants
1.2
1.3
1.0
8.9
Miscellaneous goods and services
3.4
4.0
2.3
10.7
*Household final consumption expenditures consists of the expenditures, including imputed expenditures,
incurred by resident households on individual consumption goods and services, including those at prices that
are not economically significant
Source: National Institute for Statistics, Romania and Eurostat Yearbook 2008, p. 230.

The money expenditures of the population have increased for all categories of
households. The purchase of non-food products and the payment for services have increased
their share in the total money expenditures, reaching 35.4% in average per household and,
respectively, 28.8% in 2007 (figure 4), by having different values in the urban and rural areas.
100%
80%
60%

28,8

31,5

22,4

Payment for services
39,8

35,4

33,5

35,8

35

37,8

Total households

Urban

Rural

40%
20%

Non-food products
Food products

0%

Figure 4. Composition of money expenditures per household, total and by area,
in 2007 (in %)

Source: calculations based on NIS data.
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The present structure of the consumption expenditures will change gradually, as a
consequence of income increases and the penetration of new consumption models.
Changes in the food consumption
Romania, with its 45% rural population, has a mixed food consumption model. On
one hand, there is the consumption model of the urban population, who has the access to food
products mainly restricted by the purchasing power of the households. On the other hand, the
rural consumption model is specific to households owning land. Their food consumption
depends both on the own production and on the purcahsing power, which is determined by
the ratio of producer prices to prices of products bought on the market. Obviously these two
models do not exist in a pure form, since the urban population also has a significant own
consumption, due to product transfers from their relatives in the rural area.
Recent trends in the food consumption in Romania:
• High consumption of bread and cereal products, which are basic food for all types
of households. There was a slight decrease of this consumption per capita in the
period 2001-2006. The share of cereals in the total dietary energy consumption is
about 45%, the highest level compared to the EU-27 countries;
• Increase of vegetable consumption, but also a significant increase of fruit
consumption in the recent years, especially in the urban area;
• Low consumption of meat and meat products, but having an upward trend since
2001-2002. These products have a share of 7.2% in the total dietary energy
consumption, the lowest level compared to the EU-27 countries;
• Increase of consumption of milk and milk products, mainly due to the increase of
domestic production;
• Increase of consumption of non-alcoholic beverages and beer, which partially
substitute the declining wine consumption.
The own consumption of a product in physical units can be calculated as the
difference between the consumed and the purchased quantity, by using the data from the
Family Budget Survey (NIS). The specific situation of Romania is the high share of
consumption from own resources for several products: eggs, milk, vegetables, leguminous
beans, wine (table 3). In fact, in the rural area is a significant food demand on the market only
for those products that cannot be produced in the household (bread, sugar, vegetable oil, some
beverages). However the own consumption tends to decrease, both in rural and urban area.
Share of own consumption in Romania, by groups of products,
in 2007 compared to 2002 (in %)

Table 3
Total households
Bread and similar products (kg)
Potatoes (kg)
Leguminous beans (kg)
Vegetal oils, total (kg)
Vegetables and canned vegetables (equiv. fresh
vegetables) (kg)
Fruit, total (kg)
Wine (l)
Fresh meat, total (kg)
Meat products (kg)
Milk, total (l)
Cheese, sour cream (kg)
Eggs (nr.)
Fish and fish products (kg)

Urban

Rural

2002
18.6
39.9
65.0
8.9
46.1

2007
11.8
30.9
58.3
3.3
41.1

2002
9.1
20.7
44.6
7.6
29.2

2007
7.5
16.5
42.9
2.6
27.6

2002
22.8
62.7
80.4
11.0
67.5

2007
16.4
47.9
71.0
4.2
59.1

38.3
85.5
46.5
37.4
45.0
47.7
60.0
19.0

27.4
78.7
33.8
23.0
37.9
38.4
53.3
12.4

26.1
70.3
27.7
21.3
18.2
28.3
34.1
19.2

18.2
65.6
20.2
14.5
15.9
22.5
28.8
13.1

61.0
92.2
74.1
57.1
68.7
70.2
89.9
19.0

44.8
86.3
54.6
35.2
60.2
59.0
81.9
11.5

Source: Calculations based on NIS data.
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This situation shows that in the subsistence economy of the rural area in Romania the
food consumption is less dependent on money income, the consumption of calories is higher
than in the urban area, while food is less diversified. Also the cost per calorie is lower than in
the urban area. Even if the rural population is rather in a more favorable position from the
quantitative point of view, the qualitative side is in deficit. As income increases and the
network of shops extends and becomes accessible for the rural area, it is expected to have a
relative approach in the consumption composition of the two areas.
In the European Union consumption seems to be characterized by a transition from
the agri-industrial model to the saturation model. The population able to reach the saturation
is rather interested in the qualitative and nutritional side of food consumption. Beyond the
variety and the contrasts between tradition and modern approach in the consumption models,
the healthy nutrition is gradually imposing its role (CINDI Dietary Guide, 2000). The healthy
life style becomes a main feature for the consumption models. Under the pressure of the EU
requirements, Romania also started to be concerned about aspects of nutrition, food safety,
food identity and the reconsideration of traditional technics of food production. There is an
open question about the trend in Romania toward one of these models. These changes will
also influence the structure of the household consumption expenditures.
Conclusions
The impact of economic growth was relatively even among the main categories of
households, by status in employment and by age groups, therefore the economic gap between
rural and urban areas regarding total household income has been maintained during the period
2001-2007. There was a change of the income structure for the average household in the rural
area, as a result of income diversification and general increase of pensions. The consumption
expenditures follow the trend of the income increase, since the savings are low. In the rural
area half of the potential demand is for food products, but this component tends to decrease.
The present structure of the consumption expenditures will gradually change because of
income increases and changes in the consumption model. Inertia given by tradition will
continue to play a role, but it will be mixed with new habits in nutrition brought by people
working abroad. In addition are the requirements of the European Union regarding food
safety, food identity and the reconsideration of traditional technics of food production.
Note
(1)

The paper is based on the reasearch program “Study of the impact of adherence on
producers and consumers“, consorţium coordinated by ICEADR, dr.Elena Toma (coord),
partners: IEA-INCE, ASE Bucharest, USAMV Bucharest, S.C.Agroserv, beneficiary
Ministry for Agriculture and Rural Development, period 2006-2010; project manager for
ASE: prof.univ.dr.Anca Dachin
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URBAN NETWORKS OF ROMANIA AND BULGARIA AS BASE
FOR REGIONAL DEVELOPMENT
Dorel AILENEI
Anca DACHIN
Dragoş HURU
Delia ŢÂŢU
Academy of Economic Studies, Bucharest
Abstract. The paper is based on the idea that cities are poles of economic
development, having the role of ”centers for the adjacent regions (areas)”. From this
perspective, an urban network with balanced spatial distribution and with large cities is a
guarantee for regional development. In addition, the developed urban networks may be an
important support in the development of international exchanges. Unfortunately the urban
networks of Romania and Bulgaria are poorly developed and have an unbalanced territorial
distribution. Even if Bulgaria has a higher urbanization degree, its urban network has the
prevalence of small towns being in decline after the restructurations during the transition to
the market economy. Romania has a lower urbanization degree, but has several big cities that
could restore the balance of the urban network by developing large urban poles. If we
analyze the urban centers of the two countries situated in the proximity of the Danube, we
notice the prevalence of small towns. The main motor and railway transport connection
between the two countries (E85) has on one side of the Danube the medium sized town
Rousse (179,000 inhabitants) and on the other side a small town Giurgiu (70,000
inhabitants). Under these conditions, the support of the two urban networks for transborder
cooperation is generally low. The construction of the second bridge over the Danube
(Calafat-Vidin) could give an impulse to the economic flows between the Sofia Area and the
South-West of Romania.
Key words: urban network; central places; regional development; transborder
cooperation.
JEL Classification: R12, R15, R58.
REL Classification: 16C, 16J.
State of development of the urban network in Romania
Having a 54.9% urbanization degree, Romania holds the last place in the UE. This
situation has a deep historical determination, because Romania has been entirely a rural place
for a long period of time. So, until the end of the Second World War, Romania`s urbanization
degree was about 25%. The forced industrialization process during the communist period
doubled the level of this indicator. After 1990, the Romanian urbanization degree was
stabilized around 54%.
From the numerical point of view, Romania’s urban structure is dominated by small
and very small cities and, on the other hand, as number of inhabitants the outstanding part is
based on the big cities and on Bucharest municipality (table 1).
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The structure of urban area in Romania

Table 1
11,879,897
12,848
63,392
709,031
1,252,321
1,789,788
1,490,022

Share of
population (%)
100.0
0.1
0.5
6.0
10.5
15.1
12.6

4.4

1,870,262

15.7

10

3.2

2,767,274

23.3

1

0.3

1,924,959

16.2

Number of
cities
314
5
15
96
93
59
21

Share of
number (%)
100.0
1.6
4.8
30.6
29.6
18.8
6.7

100,000 – 199,999

14

200,000 – 999,999
1,000,000 and over

Group
Total
Sub 3.000
3,000 – 4,999
5,000 – 9,999
10,000 – 19,999
20,000 – 49,999
50,000 – 99,999

Population

Source: The Statistical Yearbook of Romania, INS, 2006.

Differences between the two types of structures can be seen in figure 1
0%

Numerical structure of the cities

3%
4%
Very small

7%

Small
Medium

19%

Important
Big

67%

Very big

Urban structure-population

16%

17%

15%
23%

13%

Very small
Small
Mediate
Important cities
Big
Very big

16%

Figure 1. The urban network structure in Romania, by number and by population

We notice that about 67% of Romania’s cities are very small (less than 20,000
inhabitants), while only 3% represent the big cities (200,000-360,000 inhabitants). Still those
25 cities with a population of over 100.000 inhabitants cover about 55.2% of the urban
population (taking into account that the capital city represents 16.2% of the urban
population).
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The lack of balance in the urban structure is also maintained in relation to the territory.
The 25 cities which have more than 100,000 inhabitants are classified according to the
development regions as such:
The degree of urbanization and the large cities, by development regions
Table 2
Region
N-E
S-E
S
S-V
V
N-V
Centru
B-I

Degree of
urbanization (%)
43.4

Cities with more then 100.000
Inhabitants (no.)
Bacău, Botoşani, Suceava,
Piatra Neamţ (4)
Buzău, Focşani (2)
Piteşti (1)
Drobeta-Turnu Severin, Râmnicu Vâlcea (2)
Arad (1)
Baia Mare, Satu Mare (2)
Sibiu, Târgu Mureş (2)

55.5
41.7
47.5
63.6
53.1
59.9
92,5
Source: Statistical Yearbook of Romania, 2006.

Cities with more than
200,000 inhabitants (no.)
Iaşi (1)
Brăila, Constanţa, Galaţi (3)
Ploieşti (1)
Craiova (1)
Timişoara (1)
Cluj, Oradea (2)
Braşov (1)
Bucureşti (1)

This unbalanced distribution of urban area on Romania’s territory can also be
observed on the map of the main urban localities (figure 2).

Figure 2. The map of the main Romania’s urban localities

The analysis of the Romanian urban structure by using the Zipf relation (Jula, 1999),
also pointed out the lack of balance between big and small cities. The econometric analysis of
rank-size type for Romanian cities was achieved, firstly, starting from a classical function of
P
Zipf type: Pr = 1
rα
where: P1 represents the population of Bucharest, Pr – the population of the rank r, αpositive constant econometric value.
The econometric testing of the function in a classical way leads to uncertain results.
The coefficient α is close to 1 (according to the theory) and the t test indicates the rejection of
the H0 assumption: α in not significantly different from 0, considering a probability close to
1. But the Durbin-Watson statistic analysis indicates a strong positive autocorrelation of the
values of the residual variable.
In this case, the classic function of Zipf type was slightly changed by the introduction
of some variables named DUMMY in order to take over the shock induced by the absence in
the data series of large cities that have a population of about one million inhabitants. These
cities could constitute elements of balance in relation to the large share of the capital city.
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In fact the function has the following form:
Pr = P1 × rc(1) + c(2) × DUM3 + c(3) × DUM5
where: P1, Pr, and r have the previous significance, c(1) - c(3)- are the econometric coefficients,
DUM3 and DUM5 are DUMMY variables, with value 1 in the position 3 and 5, and u is a
random variable with medium 0 and non-zero dispersion. Testing a function of this type leads to
significant results. The positive results indicate a lack of big cities with rank 3 and 5.
We can also notice deviations from the rule in both extremes of the population`s
distribution in the urban settlements. At higher level, Bucharest Municipality is
overpopulated compared to the national urban network. At the other extreme, urban areas are
small. Therefore, by calculating the ratio of the capital`s population to the population of these
urban centers, the result is a rank, according to the rank-size relation, up to 1200-1300, much
higher than the recorded rank varying between 200-260.
Starting from the obtained results, we can notice that to achieve a balanced urban
structure, according to the mentioned theory, Romania should follow in the long term one of
the following alternative scenarios for regional development:
a) Development of an urban agglomeration of about 1 million people and an urban
centre of 500-600 thousand people;
b) Development of a 3-4 urban agglomeration or an urban centre of over 500-600
thousand people;
c) Reduction of the size of the capital city.
Starting from the existent urban structure, we consider that the scenario (b) has a
higher degree of probability. So we consider that the area Galati-Braila already has about 560
thousand people and the distance between the two cities is short. The area ConstantaMangalia stands at about 450 thousand people and the west area Timisoara-Arad could
develop to an urban pole, starting from 520 thousand people that already exist.
The analysis of the urban network in Bulgaria
Having a share of the urban population of about 70%, Bulgaria’s urban structure is
likely to have a better spatial distribution than Romania. However, this distribution in not
considered to be satisfactory by specialists in regional development, who believe that the
present urban network distribution is “the cause for the socio-economic development
disparities observed within the national territory, which appear like disparities between the
planning regions, but especially like disparities within the regions“.

Considering that the level of economic development depends on the large cities
which can play the role of dynamic centers with various regional and national functions, it is
said that such centers are: Sofia, Plovdiv, Varna, Burgas, Rousse, Pleven, Stara, Zagora, etc.
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As we can notice in the following map, the urban network of Bulgaria is not sufficient developed so
that it can spread its influence all over the national territory. It is noticed the absence of large cities
in the North-West region, in the south areas of the South-West region, South-Central and SouthEast, as well as in the extreme north region of North-East. The existence of medium size cities can
not compensate positive effects that should be created by the big cities.
From the perspective of the European model of polycentric development, the
polycentrism index for the country is estimated around the European average. The area of
urban agglomeration of the capital is classified as a category of the lower category, the fourth,
according to the scale of Metropolitan European Growth Areas – MEGA. The European
regions considered to be functional urban areas are Polovdiv, Varna and Burgas.
The Urban Area National Model of Bulgaria defines three levels of city functional as
urban centers and their agglomerations: the capital area, large cities (over 100,000
inhabitants) and medium size cities (over 30,000 inhabitants). This urban network includes 32
cities and covers 11.2% of the national territory and 52.6% of the total population (Table 3).
Republic of Bulgaria – City agglomerations

Table 3
Agglomerations
Capital`s agglomeration
Agglomeration of the 6 large cities
1
Plovdiv
2
Vama
3
Burgas
4
Rousse
5
Pleven
6
Stara Zagora
Agglomeration of the medium size cities
1
Pazardjik
2
Haskovo
3
Veliko Tarnovo
4
Sliven
5
Shoumen
6
Dobrich
7
Yambol
8
Pernik
9
Vratsa
10
Gabrovo
11
Kazanlak
12
Blagoevgrad
13
Vidin
14
Kardjali
15
Karlovo
16
Kyustendil
17
Targoviste
18
Montana
19
Lovech
20
Silistra
21
Razgrad
22
Petrich
23
Dupnitsa
24
Svistov
25
Smolian
Total 32 agglomerations

Territory
km2
2254.7
5342.3
1277.48
628.75
986.18
590.42
812.32
782.90
4711.9
523.31
443.97
516.11
466.09
440.67
89.85
289.81
249.21
214.50
124.85
113.12
95.45
168.79
92.38
110.86
70.85
120.54
119.26
146.96
84.78
121.43
104.46
93.49
86.77
88.67
12,299.9

% of the
national total
2.02
4.81
1,15
0,57
0,89
0,53
0,73
0,71
4.28
0,47
0,40
0,46
0,42
0,40
0,08
0,26
0,22
0,19
0,11
0,10
0,09
0,15
0,08
0,10
0,06
0,11
0,11
0,13
0,08
0,11
0,09
0,08
0,08
0,08
11.14

Population
Inhabitants
1,285,600
1,282,834
546,472
395,266
292,745
189,438
194,100
191,145
1,566,753
166,132
161,735
157,182
134,323
132,473
122,530
111,740
126,566
108,068
87,732
81,120
77,713
75,651
69,694
69,415
69,034
64,025
60,254
60,248
60,307
57,664
57,489
51,026
47,954
48,232
4,161,807

% of the national
total
16,56
16,53
7.04
5.09
3.77
2.44
2.50
2.46
20,19
2.14
2.08
2.03
1.73
1.71
1.58
1.44
1.63
1.39
1.09
1.05
1.00
0.97
0.90
0.89
0.89
0.82
0.78
0.78
0.78
0.74
0.74
0.66
0.62
0.60
53.62
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• The first level of the hierarchy is given by the capital area covering 2245.7 km2 and
has a number of 1,312,220 inhabitants (16.94% of the total population);
• The second level is composed of six cities and their corresponding areas: Plovdiv,
Varna, Bourgas, Rousse, Pleven, Stara Zagora, covering 5342.29 km2 with a
population of 1.282.834 inhabitants (16.56% of the total population);
• The third level is composed of 25 cities with an average size of their corresponding
areas and covers about 4,711,95 km2, with a population of 1,566,753 inhabitants
(29.23% of the total population).
It is considered that many of these cities have lost their function of active organizers
and centers of growth and development. These cities should be encouraged through
appropriate policies to recover their role of regulation of neighboring territories.
In conclusion, the urban network of Bulgaria has the following characteristics:
• With some minor exceptions, the population of most urban settlements has
diminished, which indicates a decrease of urban development both from
quantitative and qualitative point of view.
• The urban network is poorly distributed in the territory, especially regarding large
cities which should be centers and engines of socio-economic development. This
situation raises the issue of "center-periphery" development and reveals interregional differences and especially intra-regional, raising the political challenges of
regional development.
• The existence of large cities in certain areas represents an opportunity that can be in
the benefit of the surrounding areas. In the absence of large cities in peripheral
areas, it is necessary to promote faster development of cities of medium and small
size to compensate this deficit.
• Small towns are also poorly distributed in the territory and are often located near
the rural areas. Positive aspects of this situation lies in the active relations between
rural and urban areas, but there is still the risk of the diminished role and regulation
functions of these cities. This may have a negative influence on rural areas, because
the flows of population from rural areas into cities as a result of deteriorating living
conditions.
• Spatial Plans (general and detailed) of human settlements are outdated and
irrelevant after the processes of privatization and restitution. Preparation of new
cadastre and new sets of plans is a high necessity. Big cities and their
corresponding areas should be designed in the new general plans, so that they can
play a positive role in regional development and in the reduction of intra-regional
disparities.
• The process of urbanization in the region North-West is too slow. There is no city
with a population of over 100,000 inhabitants to play the role of economic growth
pole. Most important cities that could aspire to this role are: Vidin, Monata, Vratsa
and Mezdra. Vidin might be the most appropriate in view of its position of strategic
location in the border area with Romania. Here is in plan a new bridge over the
Danube (Calafat-Vidin).
• The main centers of urban development in the North-Central region are: Pleven,
Rousse, Veliko Tarnovo, Lovech, Gabrovo and Svishtov.
• The key center of development in the region North-East is the urban area Varna.
• In the South-Eastern regions, in addition to the central role played by Bourgas, can
be developed also the urban centers Sliven and Yambol which can form an
important pole of economic growth.
• In South-Central region, urban Plovdiv and Stara Zagora may become an important
center of economic development.
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• The dominant role of the capital in the South-West should be balanced by
strengthening the development of urban areas Kyustendil, Dupnitsa and Petrich.
Urban network of the Romanian-Bulgarian border
Of those listed above results that the urban network of Romania and Bulgaria is less
dense in the border area between the two countries. Thus, Romania has no city of great
stature situated in the border area, while Bulgaria has here his fifth city, as number of
inhabitants (Rousse – 189,438 inhabitants) (table 4).
Table 4
The main cities in the Romanian-Bulgarian border area or in its proximity
Romanian border
No. inhabitants
Calafat
18,571
Turnu Măgurele
30,550
Zimnicea
15,625
Giurgiu
69,819
Olteniţa
27,942
Călăraşi
73,881
Big Cities with large influence in the region
City
Population
Distance-km
Craiova
300,182
111
Bucureşti
1,924,959
65
Constanţa
306,332
44
City

City
Vidin
Nikopolo
Svishtov
Ruse
Tutrakan
Silistra
City
Pleven
Dobrič
Varna

Bulgarian border
No. inhabitants
75,651
Small town
47,954
189,438
Small town
60.307
Population
194,100
122,530
395,266

Distance-km
143 (E83)/50
48
114

The absence of big cities from the Romanian-Bulgarian border (with the exception of
Rousse) can be compensated by the existence of cities of large size in the proximity of the border:
Craiova, Constanta and Bucharest on the Romanian side and Pleven, Dobrich and Varna on the
Bulgarian side, in conditions in which in the area are important EU corridors for transport and
communications towards South Eastern Europe that are transiting these countries:
• Transport Corridor No. 7: Main – Rhein – Dunăre (3,500 km);
• Transport Corridor No 4: Berlin – Praga – Bratislava – Budapesta – Bucharest–
Rousse – Solon – Istambul;
• Transport Corridor No 9: Helsinki – Kiev/Moscova – Odesa/Chişinău – Bucureşti –
Rousse – Plovdiv – Solon/Istanbul;
• Transport Corridor No. 8: Duras – Tirana– Skopie – Sofia –
Rousse/Giurgiu/Varna/Burgas.
Currently the main road and rail link between Romania and Bulgaria is the bridge over
the Danube, from the Giurgiu-Rousse. Here is the European route E85 which is linked to the
Sofia-Istanbul highway, in the south, and with Bucharest in the north, and also makes the
connection between Moldova and Kiev. Also in this part transits the E70 route which
connects Varna to Bucharest and Pitesti.
Another important link between the two countries is the E87 route linking Varna to
Constanta with extensions in the north to Tulcea, and in the south to the highway to Istanbul.
Another route with important perspectives is E79. This route can shorten the
connection between the capital of Bulgaria and the central and western part of EU after the
bridge over the Danube at Vidin-Calafat will be finalized.
These routes are particularly important in circumstances in which Serbia's EU
accession is a matter of medium or even long time horizon, since they make the connection
on land between Bulgaria and Greece with the rest of UE (by internal routes). Thus, the
economic cooperation at the Romanian-Bulgarian border may be intensified in the new
conditions and particularly after the opening of the second bridge over the Danube.
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MECHANISMS OF STABILIZING THE PRICES
AND IMPLICATIONS ON THE AGRICULTURAL MARKETS
Coralia ANGELESCU
Cristian SOCOL
Aura-Gabriela SOCOL
Academy of Economic Studies, Bucharest
Abstract. Romania’s integration in the European Union supposes harmonizing the
instruments of the Romanian agricultural policy with those of the European Union. In this
paper, we make an analysis of the welfare benefits and losses generated by the state’s
intervention through the mechanisms of stabilizing on the agricultural markets. The result of
analysis shows the necessity of emphasizing the pro-market reforms within the Common
Agricultural Policy and the movement from the subsidy on ha/on animal when conferring
subsidies for rural development.
Keywords: market failure; public intervention; agricultural policy; mechanisms of
stabilizing the prices.
REL classification: 13C, 15B, 15E.
JEL classification: Q11, Q58.
Seldom, there occur the so-called market failures in the operation of the agricultural
markets, reasons which make the government’s intervention necessary. Thus, the existence of
a market power concentration at the level of the buyers or of the sellers, the existence of the
public assets, of the externalities, of the clandestine passenger problem and of the problems
related to the imperfect information (the moral hazard, the asymmetrical information and the
adverse selection) are all reasons which justify the government’s intervention. Moreover,
there occur incertitude and risk situations in taking decisions, the protection of the natural
environment, the inefficient adjustment of the offer to the demand, the unclear defining of the
propriety rights which impose the existence of a planner who desires the increase of the
consumer and the producer’s surplus.
Most of the times, a sub-optimal conferring of resources is achieved within the
agricultural markets, a public intervention being necessary. Mainly, there are two types of
government intervention on the market, in order to try to re-establish an optimal re-conferring of
the resources. In case there is only one distortion in a branch of economy, the government uses
the available instruments in order to re-establish the optimum situation (best-world, the first
degree optimum). At the same time, there are situations – which are more frequent on the
agricultural markets – when the solutions for the re-establishing of a second degree optimum
(second best world) try to minimize the relative distortions between that specific branch
(agriculture) and the other branches of the economy with reference to the conferring of the
resources.
In case a few hypotheses of the partial balance models (countries with open economy;
a homogenous product; the prices exogenous to the model are given; the number of
population, the production technology and the consumers’ preferences are considered as
given; there will be made abstraction of the transport costs and of the exchange rates effects),
we can analyze the effects of the instruments for the common agricultural policy with the
help of the classical conceptual models of partial balance. By examining the relative
efficiency of the state’s intervention measures and of the benefits and losses distribution
between the three leading actants: consumers, producers and government, as administrator of
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the national budget, we may show both the efficiency of the mechanisms of stabilizing the
prices on the agricultural markets and the net effect upon the general welfare (Vincze, 1999).
The appliance of the agricultural policy’s instruments results in interventions from the
state through which the resources are inefficiently re-conferred compared to the competitive
balance situation, either the exterior commerce is distorted, or the consume gets decreased, or
there are great budget expenses etc. All these measures result in a loss of welfare (net loss of
welfare – deadweight loss) at the level of the society, loss which does not occur as a benefit
to neither of the actants on the market (Vincze, 1999).
The policies of sustaining the price on the market include a series of instruments:
drawings and taxes in the case of the import; antidumping taxes; subsidies in the case of the
export; guaranteed prices and acquisitions, and the production quotas and the channels
through which the Common Agricultural Policy finances the agricultural producers are the
following: the guaranteed minimum prices; the subsidies in the case of export; a common
customs tariff compared to the imports from the third countries; the set-aside system –
payments in order to give up farming a part of the arable land and subsidies for practicing an
ecological agriculture (Vincze, 1999).
The system of stabilizing the prices on the EU’s agricultural markets suffered a
transformation from The Pure System for Agricultural Drawings (pure SPA) (which consists
only of the external protection, through the commercial policy, without supporting the intraEU price) into The Combined System for Agricultural Drawings (combined SPA) (the
external protection in addition to the supporting of the price for the communitarian
agricultural products). At present, the pure SPA and the combined SPA cover, together, from
90% to 95% of the communitarian agricultural production.
1. The Pure System for Agricultural Drawings uses the commercial policy as a mean
of protecting the intra-EU prices. It uses the drawings in the case of the imports, if the world
prices are more decreased and the drawings in the case of the exports, if the world prices are
more increased. Within this procedure the minimum prices are not maintained in order to
acquire the offer surplus. The system is used for almost a quarter of the EU’s agricultural
production, for flowers, for quality wine, for certain fruit and vegetables, for rice and birds.
Drawings and taxes in the case of the EU import. It is a tax which is retrieved for the
imported goods. Usually, the effect of the measure is the increase in the internal price and the
analysis of applying this instrument supposes the taking into consideration of three
simplifying hypotheses: if the analyzed country is small, its actions do not influence the
world price; without the public intervention, the internal price would concur the world
price(1); the balance price mentioned in the analysis represents the autarchy conditions. On
autarchy conditions, the (internal) balance price is greater than the world price. Thus, the
liberalization effects are in the favor of the consumers (Vincze, 1999).
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Figure 1. The agricultural drawings in the case of the EU imports

The effect upon the welfare:
→ the consumers’ surplus: ΔC = – (a + b + c + d + e)
→ the producers’ surplus: ΔPR = + a + b
→ the national budget: ΔB = + d
The global welfare: ΔW = – c – e
If the autarchy price PEU is bigger than the world price, the PUE – PW drawing limits
the world imports to ED1. The internal agricultural income gets increased with a + b. The
consumers pay bigger prices, so a+b and also a d income of the drawing towards the
agricultural fund and an e loss of welfare, caused by the production costs which are bigger
than those of the imports c and also caused by the distortion of the consumption e. The
incomes from the drawings d are used for the subsidies in the case of the export for a certain
agricultural product.
The loss of welfare – c refers to the decrease in efficiency within production (due to
protectionism), and – e refers to the loss of efficiency with reference to the consumption.
Both effects are caused by the loss in profit which is achieved through the choice of
protectionism and to the renouncement to the liberalized commerce. The main effects
occurred as a result of the appliance of the import tax are the following: the internal price gets
increased, the production gets increased (conditioned by the elasticity of the offer), the
internal consumption and the import get decreased (according to the elasticity of the internal
and external demand), and the government collects the value of the import taxes (Socol,
2004).
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Agricultural drawings and subsidies in the case of the EU export
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Figure 2. The agricultural drawings in the case of the EU exports

The effect upon the welfare:
→ the consumers’ surplus: ΔC = –(a + b + e )
→ the producers’ surplus: ΔPR = +(a + b + c)
→ the national budget: ΔB = –(b + c + d + e)
The global welfare: ΔW = –(b+e) – (d+ e)
The losses – (d+e) are caused by the offer expansion by the less efficient conferring of
resources and –(b+e) by the decrease of the demand. Another cause of the welfare losses is
the distortion of the external commerce. In the case of the offer excess ES0, with a unit
subsidy of PUE – PW in the case of the export. At PW, the Union would import ED1. The
production at the Q2 level increases the agricultural income with PUEQ2 (PUE – PW), meaning
(a+b+c+d+e) of which the Agricultural Fund pays (PUE – PW)ES0, meaning (b+c+d+e) to
the farmers who export outside the community.
The welfare losses are very big because the subsidies in the case of the exports imply
artificial surpluses, generated by the high protection, which are subsequently sold at a low
price (the costs for welfare are three times bigger).
The hidden effects of the SPA analysis (“hidden” to the previous diagrams):
• in a multi-product analysis, the costs will be much bigger because the cereals
protected by drawings can be substituted by duty free products
• for the small agricultural producer, the prices must be established at level which is
a much higher than the costs of the great and efficient farmers (we find the benefits
of applying the PAC to the great farmers, and the problems related to “the standard
of living” can be found to the small farmers; the great farmers may acquire more
technology, more lands, the prices of the inputs will get increased etc.)
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2. The combined system of the agricultural drawings (combined SPA). Through the
programs of sustaining the prices, the government sustains the price of some basic
agricultural products over the balance level of the free market (the world price). The effects
of the program consist of the offer expansion and of the occurrence of the products surplus
and for increasing the efficiency of these programs of sustaining the prices, it is
recommended to use them together with the production crediting and depositing programs,
existing the possibility of occurrence of two situations: the internal price > the guaranteed
price, case in which the farmer revaluates the surplus on the market and repays the credit
obtained at the beginning of the campaign plus interest; the internal price < the guaranteed
price, when the farmer revaluates the production to the state at the guaranteed price in the
account of the credit and of the interest (details about this kind of programs in Vincze, 1999).
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Figure 3. The effect of the program for sustaining the prices

Remark: the sustaining of the price at a superior level will be related to the level of
balance internal price, which concur with the world price in the case of the open economies.
Elements
Price
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Variation
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The effect upon the welfare:
→ the consumers’ surplus: ΔC = – (a + b)
→ the producers’ surplus: ΔPR = +(a + b + c)
→ the national budget: ΔB = – (b + c + d)
The global welfare: ΔW = – b – d
The net decrease of the world welfare occurs as a result of the decrease in the demand
(–b) and of the offer expansion by the less efficient conferring of resources (–d). The
appliance of this program disadvantages the consumers of agricultural products, it favors the
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producers (it increases the short-term offer as a result of the increase in price) and it requires
great expenses from the national budget.
The compensatory payments

S

D

Price

PUE

c

b

a

PW

e

d

f

g

D0
S1

S0

Quantity
D1

Figure 4.The effect of conferring the compensatory payments

Elements
Price
Offer
Demand

T0
Pw
S0
D0

T1
PUE = Pw + Sp
S1
D1

Variation
gets increased
gets increased
gets decreased

The effect upon the welfare:
→ the consumers’ surplus: ΔC = - (a+b+c+d)
→ the producers’ surplus: ΔPR = +(a+b)
→ the national budget: ΔB = +d
The global welfare: ΔW = – co.
The loss – c is caused by the renouncing to the specialization of the products which
have a relatively competitive advantage, re-conferring resources for the product with subsidy.
The production subsidies create fewer distortions than the comparable tariffs. The net
costs for welfare of the compensatory payments’ system (-c) are lower than in the case of the
agricultural drawings system (SPA) (– c – e). Within the compensatory payments’ system
there is an unbalanced loss e for the producers. Moreover, the “hidden” redistribution of the
income from the consumers to the producers a+b+c and d to the EU budget, from the SPA
system, is replaced by a “visible” one, in the compensatory payments’ system, subsidy which
occurs in the budget.
Another instrument which is frequently used within the Common Agricultural Policy
is related to the sustaining of the intervention price and the guaranteeing of acquiring the
surplus of products by the state, at this price.

59

Romania in the European Union. The Quality of Integration. Regional Development

60
Price

ES1

D

S

Pi

c
a

b

e

PW

d

f

g

ED0

Quantity
S0

D1

S1

D0

Figure 5. The effect of sustaining the price and guaranteeing the acquisition by the state at this price

Remark: an importing country is taken into consideration
Elements
T0
T1
Variation
Price
PW
Pi
gets increased
Offer
S0
S1
gets increased
Demand
D0
D1
gets decreased
External commerce ED0 ES1 From importer into exporter
The effect upon the welfare:
→ the consumers’ surplus: ΔC= -(a+b+e+f+g)
→ the producers’ surplus: ΔPR=+(a+b+c)
→ the national budget: ΔB=-(b+c+d+f)
The global welfare: ΔW=-(e+f) –(g+f)-( b+d).
The losses -(e +f) are caused by the expansion of the offer by the less efficient
conferring of the resources; – (g+f) by decreasing the demand; - (b+d) by distorting the
external commerce.
There must be mentioned that, in order to decrease the cost of this program for
sustaining the prices, it is usually necessary to take part in set-aside programs (which limit the
production), so that the generated surpluses could be reduced (Vincze, 1999).
This measure contributes to equilibrating the commercial balance, it helps to the
increase of the farmers’ incomes but its effect is that of decreasing the consumers’ welfare
and also high budget expenses.
The subsidy of the producer’s price
With reference to the subsidy of the producer’s price, the farmers receive a
compensation which equals the difference between the sustaining price and the market price.
Within this model, there is already a difference between the producer’s production price and
the price paid by the consumer.
In practice there are two ways of conferring subsidies to the producers which became
famous: the subsidy conferred to the sells and the subsidy conferred to some cost elements.
From an economic point of view, they have the same effect: they lower the producers’
marginal or the total costs.
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Figure 6. The effect of the program for subsidies of the producer’s price

The price with subsidy is related to the internal balance price. The subsidy is conferred
for the quantity S1.
Elements
Price
of the producer
at the consumer
Offer
Demand
Available at export

T0

T1

Variation

Pe
Pe
S0
D0
0

P
Pe
S1
D0
Es

gets constantly increased
gets increased
constant
gets increased

The effect upon the welfare:
→
the consumers’ surplus: ΔC =0
→
the producers’ surplus: ΔPR =+(a+b+c)
→
the national budget: ΔB =-(a+b+c+d)
The global welfare: ΔW = -d.
The loss – d is caused by the increase in the production by the inefficient conferring of
resources. There is observed that the measure is neutral from the consumers’ welfare point of
view, the state transferring welfare from the contributors to the agricultural producers.
Conclusions and recommendations
The instruments of the agricultural policy are applied in a different way, in
compliance with the development level of that country and with the objectives of the
agricultural policy which is desired to be achieved. The efficiency of one ore another
measure mainly depends upon the elasticity coefficients of the demand and offer with
reference to prices and incomes, to the marginal rate of substituting the production factors
etc. The instruments of agricultural policy which have been presented above acquire a higher
efficiency when they are applied in combination, in a mix established according to the
influence factors (Vincze, 1999).
In order to increase the efficiency of the mechanisms of stabilizing the prices on the
agricultural markets, there are necessary some structural reforms which include: the
elimination of the constraints which limit the flow of the agricultural workers towards
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activities with a more increased added value; stimulating an intense flow of foreign
investments; implementing an educational system which leads to a better qualifying of the
agricultural workers; creating a stimulating framework for the development of the nonagricultural activities in the rural environment; the emphasized liberalization of the
agricultural market and, implicitly, the flexibility in the mobility of the production factors in
order to more efficiently confer the resources and to develop some market oriented
agricultural policies. The European Union and, implicitly, Romania, need the movement of
the emphasis from an exclusively agricultural policy towards a policy of rural development.
Notes
(1) For the marketable goods, the opportunity cost for producing the good is the world
price. In the case of the exportable goods, this is the marginal income which would be
obtained by the national producers in the case of producing a supplementary unit. In
the case of the importable goods, the world price represents the minimum price which
should be paid by the internal consumers if they want to increase the consumption
with a supplementary unit of that good.
(2) The analysis of programs – supporting the prices and producer subsidies based on detailed
presentation in Vincze (1999) – Politici agricole in lume, Editura Presa Universitara
Clujeana, Cluj Napoca.
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Abstract. The main aim of this paper is to argue if the cohesion policy is able to
promote a convergence between regions and countries, on the basis of the new economic
geography and endogenous growth theories. Despite its ambitious goals, the cohesion policy
cannot provide both efficiency (higher economic growth rates at national level) and equity
(less regional inequalities inside a country). This statement is sustained by endogenous
growth theory and new economic geography approaches, which consider that cohesion policy
is not able to solve the trade-off between efficiency and equity. In addition, the economic
integration process generates an agglomeration of the economic activities in the most
developed regions, which increase the inequalities. Thus, the free market process induced by
economic integration will generate a divergence and not a convergence process.
Key words: new economic geography; cohesion policy; agglomeration; economic
growth; regional divergence.
JEL Classification: R10, R12, R58.
REL Classification: 16B, 16D, 16F, 16J.
According to neoclassical growth theory, economies characterized by similar
structural features will record a process of income convergence. This assumption was valid
under the terms of the decreasing marginal yields and of achieving a full economic
integration. The neoclassical analysis lacks, according to Myrdal, two essential processes: the
agglomeration and flows of complementary factors. The agglomerations will attract both
technological, informational, financial flows and the labour, respectively the capital
production factors. Therefore, this situation contradicts neoclassical approach according to
which the capital moves in opposite direction compared to the labour, which is towards the
less developed regions. The compensatory mechanism is replaced by another in which capital
flows, migration movements of people are turning to more developed regions where they
place most trade. Thus, the national growth rate is influenced by the evolution of
clusters/agglomerations representing some development poles.
Causes of agglomeration
There are two main causes of the formation of economic agglomerations. The first
relates to the specific endowment of each region and can not be modified (climate,
geographical location, road networks, etc.). Those of the second type refer to the factors that
influence the decision to locate in a particular region. Firms tend to locate in regions
characterized by large markets which will induce a center-periphery structure type nationally.
An initial minor advantage of one region over another can generate a repartition of economic
activities into a stable core-periphery pattern (Krugman, 1991). The school of the new
economic geography provides some explanations for the lack of convergence, thus removing
the standard neoclassical model. One of them concerns the assumption of constant scale
returns. For neoclassical, a region twice as high in terms of provision of inputs will produce
twice as much. This conclusion is verified in reality because most activities involve high
levels of fixed costs and increasing returns to scale.
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Under these conditions, entrepreneurs will locate their activities in a few places. Firms
will seek to focus its activities in the proximity of the large markets, which will enable them
to benefit from economies of scale and less transportation costs. Consequently,
agglomerations are formed by concentration of economic activities around large markets, as
evidenced by the following figure:
Agglomerations build-up

Circular causality process

More companies will locate
their activities in
agglomerations

Demand effect

The companies will offer a
greater variety of products

Income effect

More persons migrates towards
agglomerations

The workers’ income is more
increased

Figure 1. Agglomerations build-up

The self-supported of building-up the agglomerations leads to the distribution of the
economic activities according to the core (where there is a tendency to locate the activities) –
periphery diagram (where from the economic activities are delocalization). The
agglomeration of the economic activities in the “core” region is the expression of a balance
between the centripetal forces which determine the economic polarization in the center and
the centrifugal forces which influence the dispersion of the economic activities towards the
periphery.
The impact of agglomeration on regional disparities
The activities agglomeration is an economic increase factor, which allows a stimulation
of accumulating other production factors, but it does not lead to achieving the cohesion (that is
diminishing the regional inequities). The agglomeration phenomena create a tension between
efficiency (the superior economic growth) and equity (the economic cohesion).
At the same time, the growth process which is more increased in a certain region
(being stimulated by the economic agglomeration) attracts more economic activities in that
area (the commodity market potential being bigger), and this fact will emphasize the
economic agglomeration process. When the competition is increased, the agglomeration will
get decreased (as in figure 2).
Dispersion

Economic growth

Agglomeration

Economic growth

Figure 2. The economic agglomerations’ impact on the economic growth
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The policies promoted within EU support the economic growth process, but they do
not generate economic cohesion, too, because there is a tendency to polarize the economic
activities, according to the “center-periphery” model. The question is whether the economic
integration process can achieve conciliation between two essential processes: the economic
growth and the inter-regional cohesion of the member states.
Agglomeration forces tend to induce widening economic divergences between core
and periphery. Economic activities involving the use of new technologies and higher skilled
workforce will locate in the core region¸ while activities involving natural resources such
agriculture will choose periphery. These developments are associated with poor labor
mobility in the EU member states and low wage differentiation between regions, which
favors the concentration of economic activities in developed regions. In these circumstances,
the policy should aim at reducing compromise between efficiency (due to a higher rate of
national growth) and equity (increasing income inequality between regions).
In present, it’s registered a tendency of reducing the development differences between
the members states of European Union, while the regional disparities inside them are still
maintain. This happens although the regions that have a reduced level of development have
benefited from communitarian structural assistance. The conclusion is that the allocation of
structural funds is only a necessary condition, but not sufficient enough to create a sustainable
economic growth. The existence of a core-periphery structure between the regions of some
countries can generate a distortion of the effects of a cohesion policy – the agglomeration in
the center region can generate a higher rate at a national level whereas the cohesion can be
affected. This compromise can be put aside if the structural funds will generate a regional
drive effect as a consequence of the local policies that are promoted.
The regional disparities in Romania
According to the neoclassical analysis, the economic integration process will induce a
trend of convergence between regions because the less developed regions will record growths
which are more increased than those with a relatively increased development level. The
empirical studies performed on the whole of the European Union regions confirm the
arguments of the new geographical economy. Thus, the agglomerations strive to have more
increased growths because they are characterized by relatively more increased flows of
investments, by an increased weight of services and by a labour with high qualifications. The
relatively poorer regions are less dynamic, lacking a significant input of capital and facing the
labour migration towards agglomerations. The result is that their economic growth rates are
lower, and this fact will emphasize the shift towards the agglomerations.
The solution for diminishing the regional shifts of a country resides in the occurrence
of new poles of growth in the poorer regions. Thus, there will be a „polycentric” development
(balanced at the territorial level) which will diminish the development disparities induced by
a „monocentric” development. We have analyzed these tendencies recorded in Romania
during the period 2005-2007 according to the NUTS III regions’ evolution, meaning that of
counties. In the regional studies there are analyses of these two situations using the functional
urban areas concept. When there are no comparable criteria between the countries there will
be made considerations to the towns with at least 50,000 inhabitants. Because we have not
had data referring to the economic evolution of the towns, we have taken into account the
counties, because their economic growth is especially the result of the urban agglomerations.
The variables used for the analysis are the GDP per inhabitant in each county, as an
approximation of the development level and the annual economic growth rate. Based on
these, we have achieved a regression of the growth rates according to the development
hierarchy. The more raised their slope, the more increased tendency towards a monocentric
development. Thus, the richer counties will record superior growth rates, thus forming
national growth poles. In case the regression slope decreases, then there is the potential of
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occurrence of other growth regions, even in the poorer counties. The figure below emphasizes
the diminishing in importance of the more developed counties, as a result of the movement of
the distribution line from T0 to T1.
Log GDP

T1B
T1A
T0
The counties hierarchy (economic growth)
Figure 3. The correlation between slope and monocentric development degree

In order to achieve a balanced territorial development there are two choices for the
public policies:
a) Stimulation of the economic growth in the counties which currently have a lower
degree of economic development (T1A). This constituted exactly the main objective
proposed by Romania when preparing the strategy of attracting communitary
structural funds. The main factor which could affect this target refers to the low
capacity of the relatively poorer counties to attract those funds;
b) The economic growth dispersion from the less developed counties towards the others
(T1B). This constitutes the result of the national redistribution.
An increased tendency towards a polycentric development does not automatically
generate a decrease in disparities between counties, but it represents a condition for
their diminishing. Only a positive slope reflects the decrease in the development shifts,
because it suggests the fact that the less developed counties record more increased
economic growth rates.
Within this study we have analyzed the macroeconomic evolutions recorded at the
level of the counties during the years 2005, 2006 and 2007, based on the data offered by The
National Prognosis Commission. Regarding the economic growth, for the year 2005, on the
whole of the economy, this recorded a lagging (4.1%) compared to the previous years, under
the terms of a diminishing in the agricultural production and of a slower increase (2%) of the
industrial production. At a regional level, the growths were different, from 2.2% in the
North-East Region to 7.3% in the Bucharest Region.
Initially we have achieved a hierarchy of the first ten counties, according to the level
of the GDP per inhabitant. Within these, we can observe a maintaining of the order for the
most developed five counties (Bucharest, Ilfov, Timiş, Braşov, Arad). Due to the highest rate
of national growth during 2006, Alba county has replaced Mureş county among the most
developed 10 counties in Romania. In the chart below there can be observed the performance
of a polycentric tendency among the 10 counties. In 2006, the growth rates of the three
counties (Sibiu, Alba, Gorj) in the hierarchy were superior to the first ones, fact which
explains the slightly positive trend.
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Figure 4. The polycentric/monocentric tendency among the most developed ten counties

In the following chart we have performed a hierarchy of all the 42 counties in
Romania. Compared to 2005, we can observe a decrease in the regression slope of the
economic growth rate according to the economic development hierarchy. This constitutes a
proof of the economic strengthening recorded in the poorer counties. If during 2005 a part of
those recorded an increase below 2%, during 2007 neither of the counties had a rate of
increase for the real GDP lower than 4%. The dispersion of the growth rates has substantially
diminished during the last analyzed year, the trend being limited between 6.5% and 6%.
According to the evolutions of the polycentric development degree there can be asserted that
there was a performance of a diminishing in the shifts increase between the counties and
between the NUTSII regions during the following period.
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Conclusions
The anticipated diminishing of the disparities during 2008 is evident for all the
regions, even in the case of the counties which recorded relatively low increases of the GDP
during 2005. The applied development programs are estimated to determine significant
variations in the economic growth of each developing region both on a whole and in the
structure of the gross domestic product. The approach to the national economic growth
environments is evident for all the regions, except Bucharest, for which there are estimations
for the highest growths.
For the next period at the region level, the estimations regarding the evolution of the
gross domestic product show evolutions superior to the national average in the regions with a
lower development level (North-East, South, etc.) and equal rhythms or below the national
level in the regions with a higher development level. The annual evolutions of the regional
gross domestic product are supported by the increase in volume of activity in all the fields,
especially in engineering which will record an annual average rhythm over 10% in all the
eight developing regions. Also, the services will support the economic growth of each region,
the annual average rhythm during the period 2007-2010 exceeding 6%.
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II. DETERMINERS OF HIGHER EDUCATION GRADUATES INSERTION
ON MARKET IN ROMANIA
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DECISIVE FACTORS OF TRANSITION OF THE TERTIARY
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AND MEASUREMENTS POSSIBILITIES
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Abstract. Today the model of direct transition in which school and work succeeded
each other is substituted with a model of indirect, dual, transition, in which school and labour
can superpose for certain periods of time, alternating with unemployment or inactivity. The
analysis of the decisive factors of the school-work transition allows a succinct review of the
different approaches of the scientific literature in this field. Building instruments for the
measurement of the transition from school to work is a challenge that becomes more and
more a necessity for Romania. This paper presents a set if instruments for the measurement of
the transition from school to work.
Key words: school to work transition; factors, research instruments, labour market
insertion; graduates.
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The transition from school to labour appoints the process of insertion on the labour
market of the young graduates that have exited the educational system. In this process, the
young acquire their first experiences of professional insertion, no matter if their studies have
been finalized or not (Garcia, Merino, 2007, p. 24). The transition from school to labour
starts, generally, during the last years of study and includes the first attempts of the young on
the labour market, most often in the formal economy, but sometimes also in the informal
economy. According to OECD (1999, p. 48), through the concept of transition we must
understand “the period that starts in the first year of the age when less than 75% of a
population studies without working and ends in the last year when 50% of the population
works without studying”.
From a biographic perspective, the transition towards the adult life is interpreted as a
part of the biography that extends from the beginning of the physical puberty and social
adolescence to the full emancipation towards the family (OECD, 1999, p. 23).
The investigation of this integration process is burdened because the classic/direct
transition, in which the labour succeeded school, has been replaced with an indirect transition
model (dual), in which school and labour can be superposed for certain periods of time,
alternating with unemployment and inactivity.
In order to describe the more and more sinuous routes of the youth, OECD (2000)
adopted, in 2000, the concept of itinerary that allows comparisons between countries through
the description of the relations existing between the training manners and the structure of the
labour market. Thus, the educational system offers training alternatives and the young people
chose their own itineraries of transition, being influenced in their decisions by the public
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authorities, the employers and their own families. The idea of itinerary or professional
trajectory has a central position in the transition from school to labour and implies another
way of seeing and thinking the social and professional insertion of the young.
It is unanimously accepted that the integration of the young on the labour market has a
decisive role for their social and economic wellbeing and for their future development.
Accordingly, the concept of transition from school to “decent work” has been developed,
considering that an individual doesn’t successfully end this transition until he manages to be
employed in a workplace that implies practicing decent labour (according to ILO, 1999:
productive labour in condition of equal liberties, security and dignity, the rights of the
workers being protected and valued adequately, in parallel with being largely and completely
included in the social security schemes). Also, the problematic can be extended to the
transition of the young towards their first “significant” workplace, meaning a workplace
taken after leaving the educational system, for at least six month and that implies at least 20
hours of work per week (the Bureau of Statistics of the European Union). The analysis of
young people’s integration on the labour market must also focus on the degree of accordance
between the qualifications of the young and the occupations that they practice as an indicator
of the quality of the transition from school to labour.
Typology of the models of transition from the university education to labour
The scientific literature offers four models of transition from school to work,
generically named: the Japanese Model, the German Model, the French Model and the
American Model.
The Japanese Model is based on a direct transition: scholar education – labour, with
on the job training. On the internal market the firms recruit young graduates, without a
specific training or for a precise job. The young employees activate on different jobs,
acquiring knowledge about the firm, about the specificity of the work field. The relation
employee-institution is mainly focused on the method of work and on attitude rather than on
the knowledge baggage.
In the German Model, the theoretical and practical training blend, that’s why the
system is also named dual or alternative. The force of this system consists in the fact that
early school leavers are few and that it allows a continuous training towards superior
qualification levels. The dual system allows a labour market insertion of the young that,
consequently to their training, will progressively and naturally mould on the job. Its weakness
consists in its slow pace.
The French Model is based on a vocational training in the scholar environment, on a
formal principle that tally the level of training that best suit the needs with the hierarchical
levels of employment. This conception puts on a secondary level the professional dimension,
favouring the general knowledge.
In the American Model all the students are offered a common educational approach
until the finalising of the secondary education that combines the practical and theoretical
education. This is a system that maintains the disadvantaged students in the educational
system preparing them for the labour market. The transition towards employment is made
during the tertiary education, preceded by expensive lectures (Ehlert, Cordier, 2002).
Decisive factors of the transition from education to employment
The scientific literature records an interesting debate on the most important factors that
influence the process of transition from school to labour: structural factors that reflect the
belonging of the individuals to a certain social class versus individual factors that include the
capacity and the abilities of the individuals to act for the improvement of their labour market
participation(1). Even though some authors argue for the reduction in importance of the social
“origin” of the individuals in entering and participating in the labour market, it is obvious that for
some of the young their precarious socio-economic status plays an important role in the process
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of their professional integration. Compared to the others, they have to undergo multiple
transitions in the same time, at an earlier age or based on less human and social capital.
One can differentiate between the linear transition from school to labour and the non
linear transition, experimented mostly by the young from disadvantaged groups, with low
socio-economic status and/or with a lower qualification level. The linear transition is smooth
and direct and doesn’t include major interruptions or come backs. Considering that very few
of the young manage to escape the unemployment at the end of the educational process, it is
assumed that even those that experience unemployment between the moment of the exit from
the educational system and the moment they enter the labour market are still characterised by
a linear transition.
The non-linear or complex transition is to be seen in the young that experience chaotic
moves between different occupational statuses after they exit the educational system
(Furlong et al., 2002). Thus, this type of transition is characterised by multiple interruptions,
occupation changes, and long or repeated periods of unemployment, frequent job changes and
returning to school after having entered the labour market (Salas, 2006). In fact, the
distinction between the linear and the non-linear transitions is based on the relation
established between the vulnerability and the marginalisation, referring to the measure in
which the transition experiences from school to labour have a role in deepening the
vulnerability and increasing the marginalisation. Consequently, the non-linear transition is
characterised by a higher risk of failure in entering and integrating on the labour market, thus
increasing the deficit of social participation and the social exclusion.
An adequate social participation of the young assumes at least two important
transition processes: the transition from school to work and the transition from dependency to
independency, including creating a family. Presently, the young remain for a longer period of
time in a state of dependency on their families or the state, compared to previous generations.
This is connected to the extension of the education period, but also to the fact that people
choose to get married and have children at an older age.
Still, the negotiation of the two transitions is influenced by the socio-economic
context in which they take place. The economic environment, the economic development and
labour force demand at a local level may significantly facilitate or burden the insertion on the
labour market. In an area characterised by economic dynamism and high labour force
demand, the labour market integration will be easier. Also, the high level of salaries that
typically characterise these areas will favour the exit of the young from the dependency state
(on the family, state or other institutions). On the contrary, in the areas with a lower level of
economic development, the employment opportunities will be rare and the young will
become more vulnerable towards long term unemployment and poverty.
Also, the social capital of the young proves to be essential in this transition period.
Whether we refer to the affective and emotional support, or to the material/housing support or
to the information/opportunities that become available through the social networks, the
relations that the young have with the other members of the community may prove
themselves to be anchors of the process of transition to labour. In fact, the social relations, but
mostly their quality, play an important part in their entering and participating on the labour
market. Even more, the family and the relations of the young with the other members of the
family are as important in this period.
The individual characteristics, in the shape of knowledge and skills acquired in school
and through vocational training, as well as the abilities and talents, also determine the
potential of the young in entering the labour market. Many specialists interested in the
problem of the marginalized young are in favour of the theory of positive results in spite of
difficult conditions. This means that some of the young manage to use personal resources or
those from their environment in order to surpass the difficult conditions they experiment in a
manner that leads to obtaining positive results, a fair social and professional integration. Also,
investigating the manner in which these young people negotiate their transition to work may
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offer important information on the factors that may facilitate this process, factors with a
replication potential for future programmes and support policies.
The prolongation of the time needed in the transition from school to labour is
explained through a series of factors, most importantly being the economic restructuring and
evolutions, the development of new employment forms, the increase of unemployment
among the young, the changes inside the systems of social protection, the extension of the
educational period, and so on.
The fact that the young people of the present confront with a much more difficult
transition comparing to those from a few decades ago is well known. In the past, the
transition from school to labour was a mass, linear phenomenon, including just one phase of
transition, the phenomenon being mediated mostly by the family, the social class, the gender,
and so on. The young from similar environments and with similar educational level had
similar experiences when entering the labour market. Presently, the transition of the young to
labour has become complex, fragmented, prolonged, with a strong individualistic feature,
depending mostly on the qualities/abilities of the individual (OCDE, 2000).
The diversification of the opportunities and of the potential professional trajectories
generated by the increase of geographical mobility may lead to atypical models of transition
from school to work. There are young people that, discouraged by the employment
perspectives from the national labour markets, choose to migrate temporarily or for ever to
other countries, where they either accept jobs that are under their qualification level or they
return to school for equalising their studies or for qualifying/specialising in other areas.
The experts consider that the transition from school to labour has become longer and
more difficult presently compared to the way it was a few decades ago (OCDE, 1999).
Today, few of the young people that exit the educational system manage to rapidly integrate
on the labour market and to consolidate their gained status. The high rates of unemployment
among the young and the significant incidence of underemployment for this group indicate
only a few of the difficulties that this group faces during the transition from school to labour.
This phenomenon is present not only in the developing countries, but also in the advanced
economies, where the active measures and the support programmes are better developed and
focused. The empiric studies showed that once employed, the young develop professional
skills and self trust, so that moving towards other workplaces becomes easier and they
manage to face the possible interruption in their participation on the labour market. The
unemployment risk decreases with ageing.
Possibilities of measuring the transition from school to labour
In this complex context, wanting to know the coordinates of the process of transition from
school to labour of Romanian tertiary education graduates is an ambitious step. But identifying
the structure, the types and the characteristics of this process, as well as its main determinants has
as final scope a better grounding of the educational and employment policies.
For this we considered the following steps to be necessary:
1. development of a methodological and conceptual approach for investigating the
process of transition from school to labour adequate to the specific of educational
system and the Romanian labour market, with a special focus on the tertiary
education;
2. evaluation of the degree of social insertion on the labour market of the tertiary
education graduates in the first, third, fifth and tenth year after graduation,
identification of the main types of transitions and of their predictors;
3. evaluation of the employment potential for the tertiary education graduates on
sectors and in regional profile;
4. Evaluation of the need of qualifications for the tertiary education graduates,
including the degree of satisfaction of the employers towards the level of
qualification of the employees that graduated tertiary education.
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In order to achieve the research objectives it is necessary to develop a complex
methodology including both quantitative and qualitative approaches appropriate to the
specificities of each objective and target group. Thus, three distinctive components of
research were developed, each with a specific investigation methodology.
1. National survey among the tertiary education graduates
The research instrument: structured questionnaire applied “face to face”. The main
investigation themes:
- Educational experience and vocational training;
- Professional experience during studies;
- Labour history during the first 10 years from the graduation of tertiary education
(including migration for labour) – periods of employment, unemployment and
inactivity, manners for searching employment, occupations and occupational
mobility, lack of concordance between employment and educational qualification,
job tenure, promotion and labour conditions – type of contract, wage, and so on;
- Starting a family and the relation with the family of origin in the first 10 years after
graduation;
- Intentions and career plans on the short and medium term.
2. Case study on the postgraduate education
The research instrument: structured questionnaire self administered in universities
among students from master and doctoral studies.
The main themes of investigation:
- Educational experiences and vocational training;
- Labour history after graduation;
- Motivations for continuing the education;
- Perceptions on the employment opportunities for the highly qualified labour force
in the specific area locally, regionally, nationally and internationally;
- Intentions and career plans on the short and medium term.
3. Regional level focus-groups – 8 focus groups (one for each development region)
The research instrument: focus group guide with the following themes:
- Phase and directions of regional development;
- Highly qualified labour force need in the regional profile and on sectors;
- Policies and services of employment and policies for the young;
- Migration of the highly qualified young people for labour abroad, and so on.
Note
(1)

Higher Education in Europe, Higher Education for the Twenty-First Century, UNESCO,
1997.
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INEQUALITY REDUCTION ON LABOUR MARKET – AN ESSENTIAL
CONDITION FOR THE ACCOMPLISHMENT OF THE ECONOMIC
AND SOCIAL COHESION
Dorel AILENEI
Mihaela Hrisanta DOBRE
Delia ŢÂŢU
Academy of Economic Studies, Bucharest
Abstract. The issue of economic and social cohesion has two main dimensions
intensely interrelated: a regional one (important for the EU Regional Policy), and a national
one (as a social stratification – important for EU Social Policy).
For Europe the concept of economic and social cohesion implies the improvement of
labour and living conditions for the communitarian citizens, respectively the decreasing of
existing inequalities. From the EU Social Policy perspective, economic and social cohesion
implies the development of two capital areas: the use of work force – consistent with the
prosperity objective; equal opportunities and social inclusion – consistent with the social
solidarity objective.
This article will try to cross analyse the main discrepancies between the Romanian
labour market and the one of the EU – in Romania the issue of economic and social cohesion
is a major one because of the large economic gap towards the EU countries. The persistence
of economic and social cohesion in Romania is underlined by the large economic gaps
existing at the intra and inter-regional level.
Key words: labour market; social and economic cohesion, regional analysis.

JEL classification: C23, J21, R23.
REL classification: 12G, 12I.
Since the setting up of European Economic Community the issues of economic and
social cohesion have been considered a priority: economic and social cohesion and solidarity
among the member states (Treaty of Rome, art. 2).
The issue of economic and social cohesion has two main dimensions strongly related: a
regional one (important in the Regional Policy of EU) and a general one at national level or of
structures integrated by states (as social stratification- important in the Social Policy of EU).
According to the European point of view the concept of economic and social cohesion
assumes both improving work and life conditions of communitarian citizens and cutting down
present inequalities. These elements have been taken into account since the document setting
up European Economic Community (Treaty of Rome, art. 117): “Promoting the improvement
of life and work conditions of workers allowing the equalization of these in progress”.
In the approach of the EU social policy, economic and social cohesion assumes the
development of two prior domains:
• The use of labour force- subscribed to the aim of social solidarity;
• Equal opportunities and social inclusion – subscribed to the aim of social solidarity.
Achieving the target of cohesion through the Regional Policy of EU can be described:
“in two words, solidarity and cohesion, summing up the values the regional policy of EU”:
• Solidarity since the policy wants to help citizens and regions that are less
developed compared to the average of EU;

77

78

Romania in the European Union. The Quality of Integration. Regional Development

• Cohesion since there is positive benefits for everybody if the disparity of incomes
and wealth between poor countries and regions and those richer diminishes.
Never the less, the separation of the two dimensions of European cohesion (economic
and social) was based on a substrate dilemma of EU project: since the main of objectives
achieving was a single functional market, there it must to recognize the competitive markets
trend toward a great inequity. In those circumstances economic and social inequities
diminishing was approaching as a necessary correction to the single market functioning
rather an item of European cohesion. This feature appears in the cohesion concept definition
in literature European integration (Mole, 2001): cohesion has no clear definition. It is best
understood as the degree to which disparities in social and economic welfare between
different regions or groups within the Community are politically and socially tolerable.
For Romania the economic and social cohesion is very important taking into account
the great disparities of economic development compared to the states members of EU.
The current paper is structured in four parts as it follows: (1) literature review; (2)
methodology and data base; (3) empirical results; (4) conclusions.
1. Literature review
As we have seen it is not easy to define the concept of cohesion as it can be interpreted
in various ways. There are approaches that focus on the stability level of social and territorial
relationships; as there are other approaches that focus on the convergence process of
disparities among regions and social groups. In some cases cohesion is defined specifically in
terms of income and unemployment rate disparities. Thus, the analyses made at European
level concerning economic and social cohesion give priority to indicators such as income
distribution as well as employment of the labour force.
The concept of economic cohesion – defined as shrinking/reducing economic
gap/disparities across regions – was introduced by the Single European Act adopted in 1986
and ratified in 1987.Thus, there were created the premises of a self determined economic and
social cohesion policy which aims to facilitate the adherence of Member States to the single
market. The Amsterdam Treaty (1997) confirms the importance of economic and social
cohesion policy as well as of the reducing the gap among living standards across different
European regions. Social cohesion is a feature of a society based on connexions and
relationships between social units such as: individuals, groups, association as well as between
territorial units (McCracken, 1998). Emile Durkheim, sociologist, was the first one who used
the concept of social cohesion. He considered it as the future order of the society and defined
it as interdependence characterised through loyalty and solidarity between members of
society (Jenson 1998). Items often used in describing social cohesion are: strengthening of
social relations, sharing the values and the existence of a common way of interpretation,
living a common identity and a common sense of community, as well as reliance between
members of community (Woollez, 1998, Jenson, 1998).
The concept of social cohesion incorporates two main dimensions that can be
distinguished in an analytical way:
• The first dimension concerns reduction of regional disparities, of inequalities and
of social exclusion;
• The second dimension concerns the strengthening of social relations, of
interactions and connexions. It covers the entire concepts that in general are
considered as parts of a society social capital.
After analysing the specific literature in this area, there were identified five main
aspects that have to be considered when defined social cohesion (Jenson, 1998):
a. Appurtenances – isolation, related to shared values, identity, involvement feeling;
b. Inclusion – exclusion, related to equal opportunities;
c. Involvement – detachment;
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d.

Recognition – rejection that concern to respect, to tolerate differences in a
pluralist society;
e. Legitimacy - illegitimacy, by keeping in line with the institutions that have a
moderator role in conflicts settlement in a pluralist society.
O’Conner (1998) thinks that the social cohesion concept covers three categories: values,
identity, culture that define a society; differences and divisions: inequality and inequities, cultural
diversity, geographic division, associations and networking, infrastructure, values and identity.
Similar to these categories, Woolley (1998) distinguishes three means to define social
cohesion: as absence of social exclusion; as interactions and connections based on social
capital; as shared values and communities focused on group identity.
The main disparities among member states and the other regions are due to: infrastructure, the
quality of environment, unemployment, labour productivity, the scale and diversity of a
business, innovation potential and degree of technology used in business sector.
One of the main problems of UE Member States is linked with their low capacity to
generate new working places. This aspect is a very important one as regarded through social
problems that are generated. If we analyse this phenomenon from occupational point of view and
not from unemployment perspective, it is noticed some discrepancies among occupational ratios
recorded at regional level. Beyond heterogeneity of factors that influence the GDP/capita, it could
be said that some parts of gaps between countries is caused/explained by productivity while other
parts are caused by difference among occupational and participation ratio.
Increased productivity of developed country is based on technological innovations. It
is considered that in developing countries access to new technology had a lower impact on
productivity while changing in the structure of production is the main driving force behind
the higher economic rates. Of a particular importance is to study the relation among
productivity and economic development from both angles. Thus, productivity of a sector is
exogenous determined by learning through experience, innovation and inter-industries
relationships. As an expansion of economy takes place those factors become more important
for productivity increase. Thus, the link/bound among increase and productivity is not
explained by the access to new technology but through a process of development
characterised by a under utilisation of resources. A dynamic structural change means more a
development of industry and services sectors but suppose to have the ability to generate
constantly new activities, to assimilate the work force surplus and to promote the integration
of productive sector within the internal economy (Ocampo, 2005).
2. Methodology and data base
In the first part of the empirical study we analysed the influence of productivity, of
employment rate and of the activity rate on GDP/capita at PPS recorded in Member States,
among 2000 – 2006. The input data were taken from Eurostat (www.eurostat.ec.europa.eu)
and as method we used the pooled data regression (a pooled data analysis). It is assumed that
differences between UE Member States concerning GDP per capita is due to differences
recorded in labour productivity, employment rate, activity rate. We shall analyse separately
the influence of this three variables on GDP, as activity rate and employment rate are directly
correlated, in order to avoid multicolinearity. Based on this variables we made the model:
Ln(Yit) = αi + ßi×Xit + εit,
(1)
Where:
Yi – dependent variable
Xi – independent variable
t = 1 … T - time period,
i = 1…n - the number of countries used in the analysis,
αI, ßi - parameters that will be estimated.
εit - estimation error.
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The variables are shown in Table 1.
Variables used in labour market
disparities analyse
Table 1
Symbol
Variable
Y
GDP/capita
P
Labour productivity
ER
Employment rate
AR
Activity rate

In the second part of the paper, based on the results previous obtained we
accomplished a thorough analysis of labour productivity for Central and Eastern European
Countries expecting Malta due to a lack of data. The analysis was made based on the
methodology described in World Economic and Social Survey 2006, and data were taken
from Eurostat database. Decomposition of labour productivity aims to identify the
contribution of agricultural, industrial, service sectors to augmentation of productivity rhythm
at national economy level. Thus, the starting point is to determine overall production as sum
of industries output ∑ Xi0 = X 0 , where X i0 is the initial level of production in industry i. If
i

represents the initial weight of production of industry i in overall production and
ε = L / L 0 represents the initial weight of employed of industry i in overall employed
population, then labour productivity in industry i is X i0 / Li0 and its growth rate is
θ = X / X0
i
0

i
0

i
0

i
0

ξ iL = (X̂ i − L̂i ) , where X̂ i and L̂i are the average growth rhythm of production in industry i,
respectively the average growth rhythm of number of employees in industry i. The growth

[ (

) ]

)(

rate for the entire economy is ξ L = ∑ θ i0 X̂ i − L̂i + θ i0 − ε i0 Li .
i

This rate has 2 components:
∑θ 0i Xˆ i − Lˆi , yield due to stuctural productivity

(

)

i

∑ (θ

i
0

)

− ε 0i L̂i , yield due to reallocation effect.

i

3. Empirical results
The results obtained on the base of the regression function for the period 2000-2006
are shown in Table 2:
Results of regressions for 2000-2006
Table 2
Eq 1
P

Eq 2

Eq3

0.0137*
(43.63)

ER

0.0434*
(9.255)

AR
R2
D-W

0.91
2.1

0.31
1.95

0.0344*
(15.49)
0.13
1.85

The values of t statistics are between brackets. ***, ** and * point the significance
threshold of 10%, 5%, 1%, respectively.
From the below graphs, it can be noticed that the larger part of the difference GDP per
capita at PPS is due to significant gap in productivity.
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Figure 1. Labour productivity in UE, 2006
Source: Eurostat.
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Figure 2. Activity rate in UE, 2006
Source: Eurostat.
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Figure 3. Employment rate in UE, 2006
Source: Eurostat.

This situation can be explained by disaccord between the education level and current
job, by low motivation of the employees, lack of technological progress.
We shall make a thorough analysis for Central and Eastern Europe as productivity
represents the main factor in GDP per capita evolution (in PPS). At economy level, the
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increase of labour productivity can be achieved through technological progress or through
moving the resources from a sector to another. The second approach tends to become more
important for the transition countries although it leads to an increased level of unemployment,
as it is not accompanied of an increase in production. In this part of paper is made an analysis
by contribution of every sector to labour productivity and employment rate for Central and
Eastern Europe, in 2000 –2006. The analysis is based on decomposition of the increase of
productivity on economy level in changing of structural productivity and generation of labour
reallocation effect from sectors with a lower productivity to sectors with a higher
productivity. The results are shown in Figure 1.
Slovakia
Slovenia
Roumania
Poland
Hungary
Lithuania

Productivity gain
Realocation gain

Latvia
Cyprus
Estonia
Czech Replubic
Bulgaria

-2

2

6

10

Figure 4. The annual average growth rhythm for labour productivity, 2000-2006
Source: Own calculation based on EUROSTAT data.

As it is noticed, in the case of all analysed countries was recorded a growth in labour
productivity. The reallocation effect for labour among the sectors has a low weight in
productivity estimation which means that the majority of Central and Eastern European
countries restructured their economy before year 2000. Restructuring process is noticed
mainly for Romania and Bulgaria, this phenomenon having a negative impact on labour
productivity growth. In order to have a clear picture on the factors that determined a growth
of labour productivity it is necessary to distinguish the two effects at industries level
(Angelescu, Ţâţu, Dobre, 2008). Thus, it is noticed that a growth of labour productivity is due
to dynamics recorded in service sector, the best performance being recorded by Estonia,
Romania, Lithuania and Latvia, after which follows industry with higher performance in,
Romania, Slovakia and Lithuania. The agriculture sector had a smaller contribution to
average growth of labour productivity, the only country with a relative higher growth
comparing with the other countries being Romania, but lower compared to the contribution of
the other sectors. (an aggregate growth of productivity of 9.27%, 1.64% is due to
agriculture, 2.65% is due to industry and 5.67% is due to services).
Concerning the reallocation effect that is noticed especially in Romania and Bulgaria,
it is predominant in agriculture due to lower labour productivity.
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Conclusions

The difference in GDP per capital in PPS in UE countries is to a significant level due
to productivity gaps. The labour productivity of ECE recorded a growth between 2000-2006
mainly in services and industry (manufacturing). Concerning the labour reallocation process,
it was mainly noticed in agriculture. One possible solution to reduce the gap on Romanian
labour market compared with the other UE countries could be an improvement of current
educational system and a better labour productivity by: increasing investments in human
capital, as stated in Lisbon Agenda, creating private partnerships among firms, public
institutions, universities, adapting educational system and training system to labour market
demands.
Note
(1)

A detailed analyze was presented in the paper: Angelescu, C., , D, Dobre, M., „Structural
Change Analysis for Eastern and Central European Countries”, International Conference
Integrative Relations Between The European Union Institutions And The Member State,
may, 2008
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INSERTION OF YOUNG PEOPLE INTO THE LABOUR MARKET
IN THE ECONOMIC AND SOCIAL CONTEXT OF ROMANIA
Mirela-Ionela ACELEANU
Alexandra ADAM
Georgiana BALABAN
Academy of Economic Studies, Bucharest
Abstract. The problem of professional insertion, especially under the aspect of the
access to employment, preoccupies the society and retains the attention of young people and
of their families, of employers, of university staff and of governments. In the contemporary
economy, where the accent moves from the predominantly quantitative approaches of labour
force towards those of qualitative type, a very important role comes to education, to the
continuous preparation of young people, so as to cope with the competition on the labour
market. For analyzing the insertion of young people into the labour market it is important to
know the social, demographic and economic context, for putting into evidence the possible
influences upon the evolution of young people employment.
Key words: professional insertion; demography, employment, unemployment,
education.

JEL Classification: J11, J21.
REL Classification: 8G, 12I, 12G.
World changes rapidly, and the economic, social AND technical evolutions influence
the way of life and action. Globalization, technical and technological revolutions transform
the contemporary economy in the so-called “economy of knowledge”, where new ways of
organization and work govern the business world, requiring the accelerated development of
competences, solid knowledge and an increasing responsibility.
At the beginning of the ’60s, G. Becker stated that, „few countries, unless none of them,
haven’t reached a period of sustained economic development, unless having invested substantial
amounts in the labour force” (Becker, 1977). The validity and the present interest of this
statement are confirmed by the increasing importance granted to education and to any form of
professional training of population: the expansion of the compulsory school duration,
accompanied by an increase of the expenses allotted to education and the permanent adjustement
of the educational offer to the present and the longterm requirements of the economy.
Also, studies and researches in the field carried out during the last decades
demonstrate the fact that the society imposed the movement of the accent from the
predominantly quantitative approaches of labour force towards those of qualitative type,
expressed by the level of education and professional training.
1. Demographic Aspect. Dynamics of the population of Romania during the first
half of the XXIst century
Knowing the dynamics of population, its probable evolution by certain characteristics,
especially the evolution of labour resources and the active population, is very important for
the substantiation of programs of social and economic development, of strategies and policies
in the field of insertion of young people into the labour market.
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The evolution of demographic processes involves both an ex post analysis of these, as
manifestated in the last part of the XXth century, and an ex ante analysis, as a perspective of
the demographic processes up to the year 2050.
The ex post analysis designates that way of research of social and economic
phenomena and processes that are performed after these took place, based mainly on the
existing statistical data.
The ex ante analysis represents a predictable investigation of social ans economic
facts and processes.
Characterization of the population evolution in Romania is possible based on the
information available beginning with the year 1912, when the population of Romania counted
12,768,399 people.
During the 1930-1940 period the number of population in Romania showed an
increasing trend. In the next period, 1940-1946, the population decreased, following the
decrease of natality and human losses caused by the war. The highest increasing rhythm of
our country’s population was recorded in the 1966-1977 period, as an effect of the measures
of abortion prohibition. In the year 1978, the population of out country reached 21,914,163
people, that meant a total growth of 2,811,000 people compared to the year 1966.
The 1979-1991 period marks an increase of population with approximately 1,300,000
people. The continuous decrease of natural growth (from 8.7‰ to 1‰) was due exclusively to the
decrease of the mortality rate that reached 11.9‰ in 1991, compared to 18.6‰ in the year 1979.
The beginning of the transition process to the competitional market economy also
marked, among others, the change of the direction of population evolution in the country. If
in the 1950-1991 period the dynamics of the population of Romania registered a continuously
increasing trend, beginning with the year 1992 this was characterized by a decrease trend.
Practically, the year 1991 was the turning point of the direction change in the evolution of the
population in Romania. Thus, the 1992-1998 period registered a decrease of the population
effective, following the accelerated decrease of natality, the increasing trend of mortality, to
which is also added the negative balance of the migration abroad. Among the causes of these
phenomena we can count: worsening of the standard of life, manifested by the decrease of
real incomes, unemployment, inflation, insufficiently developed health care services, problem
of lodging. Migration abroad contributed on its turn to the general falling-off of the
population, but in a more reduced degree.
The population of Romania constantly decreased beginning with 1992, this decrease
being caused mostly by the negative natural growth of the population, as a result of fertility
diminishing and of the low level of natality per 1000 inhabitants. The aged population
constantly grew and in certain rural regions the aging phenomenon is very accentuated.
Thus, the age structure of the population reveals a sustained process of demographic
aging, especially because of the natality decrease, the aging process being more accentuated
in the rural area.
The population of Romania is decreasing and, according to all the estimations with
respect to the evolution of the population in Romania in the future, this will continue to
decrease, at least up to the level of the year 2050. The census of population from the year
2002 confirmed this decrease, and the demographic projections announce the continuation of
the decreasing trend started in the year 1992 with even more intensity.
Unde the conditions where, globally, projections regarding the evolution of the world
population in the 1970-2050 period show its increase, those regarding the evolution of the
population in Romania suggest, in all the prognosis versions, a greater or smaller decrease of
population, a decrease that also may be observed in the diagram below.
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Chart 1
Romania's population evolution(1970 - 2050)
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Figure 1. Romaia’s population evolution (1970-2050)
Source: Population Division of the Department of Economic and Social Affairs of the United Nations
Secretariat, World Population Prospects: The 2004 Revision and World Urbanization Prospects,
http://esa.un.org/unpp

In the effort to find out the causes of population decreasing in certain countries,
specialists refer to the structure per ages of their populations. In Romania, the share of young
population was in the year 2004 greater with 1.8 percentage points than the old population.
Yet, the evolution of population structure shows an aging of the population in Romania, a
decrease of the number and share of young people in the total population.
Specialist in demography analyze and assess the dynamics of population and its structural
modifications by using some concepts, with the help of which there is grasped and assessed the
relation between stability and change in the development of the demo-economic problems.
Generally, specialists in demography consider that change supposes the knowledge of
the factors that affect a certain status, transforming it into another status.
The process of change can be regarded only as a result of the factors that are exterior
to it. Thus, the new status is due both to the own nature of the initial status, to the dynamism
of its transformation, and to some external factors.
2. Employment and unemployment – implications on the youths
All the changes regarding the active and employed population, by average and sex,
have notable particularities at the balance between centuries, as it may be seen from the next
table’s dates.
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Population’s participation to work force by average and sex

Table 1
1998

1999

2000

2002

2004

2005

Active population
(thousands persons)
Total
By average
Urban

11,577

11,566

11,585

10,079

9,957

9,851

5,751

5,685

5,674

5,188

5,471

5,431

Rural

5,826

5,881

5,911

4,891

4,486

4,420

6,295
5,282

6,262
5,304

6,254
5,331

5,525
4,554

5,423
4,534

5,361
4,490

10,845

10,776

10,764

9,234

9,158

9,147

5,220
5,625

5,098
5,678

5,039
5,725

4,607
4,627

4,980
4,178

5,011
4,136

5,885
4,960

5,799
4,977

5,772
4,992

5,031
4,203

4,906
4,252

4,889
4,258

732

790

821

845

799

704

531
201

587
203

635
186

581
264

491
308

420
284

By sex
Masculine
Feminine
Employment
(thousands persons)
Total
By average
Urban
Rural
By sex
Masculine
Feminine
ILO Unemployed
(thousands persons)
Total
By average
Urban
Rural
By sex
Masculine
410
463
482
494
517
472
Feminine
322
327
339
351
282
232
Source: Survey upon the work force in households and the Statistic Annual 2005, 2006
(Starting with 2002, the dates were extended having as a base the results from Population’s and Habitation’s
Census, from 18 March 2002).

As it can be observed from the previous table, there has been a decrease in active
population, explained through a drop in the occupied population/employment and a slight
decrease in the number of unemployed persons. The evolution of the active population closely
follows that of the total population, which is decreasing. On the other hand, the evolution of
the active and employed population is also influenced by the change in the computation
methodology, applied starting with 2002, as well as other economic type of factors, such as
the exodus of population to work in foreign countries. Most affected by unemployment are
people living in urban areas, as a direct result of deindustrialization, and the male population
(4.7% as compared to 3.1% in the case of women).
A large part of the employment is concentrated in the rural area, but this does not mean
that the agricultural sector is developed, but rather that the statistical data is influenced by
atypical situations, such as the large number of elderly people registered as being occupied in
the field of agriculture. The high degree of employment over 50 living in the rural area reveals
an accentuation of the aging process undergone by the working force living in this area,
especially the female population. Besides the demographical aging manifested in the rural
area, this process also highlights the living standard of the aged population living in the rural
area, those without financial support having to provide for themselves through agriculture.
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Until 1990 the most intense migratory flow was from village to city, the share of
employment in the urban environment being bigger than the one in the rural environment.
Immediately after 1990, once the legislative forbiddance regarding the residence’s
establishment in the big cities was dissolved, migration from village to town grew rapidly,
more than 616,000 people having left the rural areas in order to settle in the urban areas. After
1991, as a consequence of the land reform and of the industrial reorganizing, migration from
rural to urban areas decreased annually, and the one from urban to rural increased.
In order to go further with the employment’s analysis, the breakdown of the
employment by groups of ages and by activities of the national economy is given below, for
the year 2005.
The employment by groups of ages and by activities of the national economy in 2005
Table 2
Total
employment
(thousands
persons)

Of which, by age groups (%)
15-24
years

25-34
years

35-44
years

45-54
years

55-64
years

9,147
9.4
27.6
25.4
23
9.5
Total
Agriculture. hunting and
2,939
10.4
20.2
17.2
18.4
18.5
sylviculture
2,269
8.8
28.1
32.2
26.7
4.1
Industry
507
10.1
30.7
26.2
27
5.9
Constructions
968
12.9
37.2
27.6
18.6
3.5
Trade
Transport, storage and
450
3.9
29.9
34.5
26.8
4.8
communications
520
9.9
31.7
29.1
24
5.1
Public administration and defence
413
3.8
28.8
22.6
32.1
12.3
Education
353
2.9
31.6
27
28.9
9.1
Health and social assistance
Source: Survey upon the work force in households and the Statistic Annual 2006

65
years
and
over
5.1
15.3
0.1
0.1
0.2
0.1
0.2
0.4
0.5

The employment structure by age groups in 2005 indicates quite big share of the
employment with an age of over 50 years, as a result of the demographic aging phenomenon.
In the group of 55-64 years and the one of over 65 years, the biggest weight of the
employment is registered in agriculture, being followed by education and health.
Regarding the employment by study level, there was an increase in the share of people
with high studies, from 8.2% in 1997 to 12.6% in 2005, but also of the ones with high-school
and professional studies. Even if the weight of people with primary studies and/or without
graduated school has reduced it is still high: 7.8% in 2005.
The employment by educational level in 1997-2005 (% of the total)

Table 3
Year
2003
2004
2005
Superior level
8.2
10.4
12.1
After high-school level or technical foreman
4.6
4.3
4.8
High-school level
29.8
30.5
30.6
Professional, complementary or apprenticeship level
21
24.7
25.3
Secondary level
21
21.2
18.8
Primary and without graduated school level
15.4
8.9
8.4
Source: Survey upon the work force in households and the Statistic Annual 2004, 2005, 2006.
Educational level

1997

12.6
4.8
30.7
25.5
18.6
7.8

According to a study realised by the Public Opinion Barometer (May 2003), which
showed different aspects regarding the employment structure in Romania, the relation
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between the educational level achieved by a person and its occupation is a direct one on the
workforce market in Romania. The majority of persons with intellectual occupations or with
managerial positions are graduates of short- or long-term superior studies (78.5% and 30.4%
respectively), while technicians have at least after high-school studies (70.7%). High-school
graduates may be found in administrative jobs (51.1%), the armed forces (50%), services and
commerce (51.3%). The qualified (46.1%) and unqualified (40.6%) workers are graduates of
the professional, complementary or apprenticeship education and some of them of the 10
years compulsory education. The persons without school or those who finished only the
general education (primary and secondary level) are either farmers (5.2% and 56.6%) or day
labourers working in agriculture (5.9% and 45.1%) or domestic persons. The significant share
of students who frequent high-school or a superior form of education will determine
important changes in the employment structure, at the ending of their studies. Due to age and
the educational level achieved, the secondary and superior education graduates present the
highest level of professional mobility.
Analyzing the percentage change of the employment in 1995-2007, in Europe, an
augmentation may be observed, in general. Regarding the evolution of the employment,
Romania is the sole country among those analyzed which registered a decrease of this
indicator during the entire period. During 1995-2002, the annual decrease rates of the
employed population were the biggest in Romania (between 5.2% in 1995 and 2.5% in 2000).
The activity and employment rate in Romania also decreased in the period 1995-2005,
and it was more accelerated during the last years. The causes of this evolution were: the
production’s decrease, especially of the industrial one, in the conditions of a reducing internal
market and of a lose of some important segments of the external market, as a result of the
weak competitiveness of Romanian products on foreign markets; the failure of macrostability programs and lags registered in the accomplishment of necessary privatizations; the
reduction of investments and the restructuration of some unprofitable economic agents, the
low mobility of the workforce from a territorial and professional viewpoint; constraints
determined by the international economic environment.
On the other hand, the two rates are also influenced by the decreasing of the active
population and employment, that follow a more slow reduction in the total population; they
are influenced by the increasing number of people who go to work abroad, by the large share
of employed working in agriculture, especially old people, by the reduction of personnel, but
also by the methodology’s change regarding the indicators’ calculation, after 2002.
In this context, the employment rate of the young people has decreased (15-24 years).
The main reasons were the increasing scholar population able to work and the lack of work
places for this category, but also the reduction of the birth-rate. In 1996, among 100
youngsters (15-24 years), 39.9 were employed and only 32.5 among 100 elderly persons
(over 65 years). In 2000, among 100 youngsters only 35.1 were employed and among the
elderly persons 35.7, thus the employment rate of old people became superior.
The reduction in the employment rate registered in Romania draws away our country
from the achievement of Lisbon’s strategy objective (of 70% until 2010). It is hard to believe
that Romania will accomplish an occupation level of 70% until 2010, having to catch up 12.3
percentage points in the next five years, taking into consideration the fact that the
employment rate has decreased during the last 7 years.
Unemployment can also be presented in relation to employment. The unemployment
rate at EU level slowly increased during 2002-2005 (after 2005 a slight decrease of this
indicator was registered), as a result of the adaptation programs to the EU policies adopted by
the countries that were integrated later, but also the result of workforce mobility from less
developed countries to more developed ones. The highest rate of unemployment is registered
in Poland and Slovakia, and the smallest in Great Britain. The rate of unemployment for the
less than 25 years population is high in Poland, Slovakia and Greece, among the smallest
values being in Denmark and Great Britain. Romania registered an augmentation of the
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unemployment rate during recent years; an increase in the unemployment of young people
can also be observed, the highest level being registered among those with primary studies
(8.1%) and the lowest among those with superior studies (2.6%) – in 2004.
The unemployment rate has been increasing continuously in the European Union
since the Communities’ creation: 2.2, 4.9 and 9.8% respectively during the four decades from
1960-2000, with a slight comeback at the end of the century. Most affected by unemployment
were youngsters: the unemployment rate was of 20% on average in 1991-2000 for persons
aged 16-24 years, being approximately 29.6% in Greece and 26.2% in Spain, according to
Eurostat.
Among the EU’s unemployed, half are in long-term unemployment – a year or more.
However, the different measures adopted by member states, more specific, the European social
model – regarding large unemployment benefits, the reduction in working hours’ number, the
restriction of the employers’ right to dismiss, greater powers of syndicates – resulted in the
reduction of work market’s flexibility and the emphasis of unemployment problem.
The next table, that presents the rate of unemployment among youngsters, with ages
between 15-25 years, shows Romania’s position from this point of view, at the 2007 level, in
comparison with other European states. This indicator is 21.1% in Romania, 6 percentage
points higher than the EU-25 average.
Unemployment rate among the young people (15-25 years)
Table 4
-%Year 2005
Year 2007
EU-27
18.3
15.3
EU-25
18.2
15.1
Belgium
21.5
18.8
Bulgaria
22.3
15.1
Germany
14.2
11.1
Spain
19.7
18.2
France
21
19.4
Hungary
19.4
18
Italy
24
20.3
Poland
36.9
21,7
Romania
20.2
21.1
Norway
11.6
7.3
Great Britain
12.8
14.3
Source: EUROSTAT, Indicators-Socio-Economic Development,
europa.eu.int/comm./eurostat

Studies on the unemployment features in Romania show that the probability of being
unemployed is much higher in the young people case between 15-24 years, of the vocational
education graduates and in urban areas (World Bank, 2003). In 2003, unemployment among the
young people (15-24 years) recorded the highest rate – 31.4% of the total unemployment ILO
(58.2% men and 65.6% women). Depending on the level of training, it was found that the highest
shares among the unemployed are owned by the graduates of vocational school, complementary
or of appretinces (32.8%), high school graduates (35.6%) and the gymnasium graduates (19.9%).
Graduates of higher education had, in total unemployment ILO, only share of 4.6%. It is obvious
that a higher education level acts like a protective factor against unemployment.
The most alarming segment of youth are those who are untrained or with only
primary education, who in a proportion of 85% and 76% need more than 24 months to find a
job, compared with the 6.6% who are university studies graduates.
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High rate of unemployment among young people compared with other age groups,
and also the fact that the time required to find a job is even lower as the educational level is
higher, confers a greater importance to the diploma, at the beginning of career than during it.
But, holding a graduation diploma of education, be it even superior, does not guarantee taking
employment, only increases the chances to hold/fill a job.
Reducing the jobs, increased competition for those remaining have resulted, in
addition to the emergence of unemployment, another phenomenon, the one of "triggering/ to
lower the social position of" or of "underemployment invisible." Even if it is less evident in
the labor market from Romania, it is obvious that in an economy in prolonged crisis, is
preferable to fill a job below the level of education achieved, rather than unemployment. On
age groups, the phenomenon is more pronounced among young people: 12.5% of those who
carry on a lower activity than the level of their training are aged 15-24 years, compared to
6.4% of employed persons with the age of 50-64 years. On occupations categories, the most
affected are the workers who operate in services, trade and assimilated, the farmers and
skilled workers in agriculture, forestry and fisheries. But in the case of young people it is
possible that an increase in the number of jobs appropriate to the level of their education to
raise the chances of mobility, either within the institution/company in which they operate
(internal mobility) or outside it (external mobility).
Not all graduates of education or professional training are beginners on the labour market.
A study on young people (MECT, ASE, ICCV, 2003) showed that both pupils and students are
working/work during studies (of a total of 48.8% of pupils and students, 16.7% worked). Persons
who during school or professional training acquire also professional experience have higher
chances of mobility. The type of mobility that prevails, either internal or external, horizontally or
vertically, depends on who invests in educational or professional training. When the investments
are made by a person, external mobility is encouraged, and when the company or employing
institution is the one that invests, prevails internal mobility. Currently, number of companies,
institutions which invest in training employees is increasing. The main features of companies and
institutions from Romania which invest in staff training are: big economic power, advanced
technology, a market with a high level of competition. In these companies, staff benefits from a
training process organized, with a high quality standard. Usually, these companies, institutions are
in big cities or areas developed economically, facilitating professional internal mobility either
horizontally or vertically, and staff has at least a medium level of education and it is
predominantly young. For the other professional categories and age, the National Employment
Agency (NEA), through its subsidiaries, which manages programs for active labor market should
constitute a solution of insertion and professional mobility. However, at the level of Agency only
2.5% of its budget is allocated to run active programs, the largest share of the budget is allocated
to the payment of unemployment benefit. The legislative system, the attitude of decision-makers
regarding school education and qualification of people of working age, the general economic
situation and the fact that, at least in the present and short-run, the number of graduates of higher
education is raised, does not encourage investments in training or in professional reorientation of
the population. In these circumstances, those who are excluded from the labor market or who do
not work in an institution/company that invests in training staff have very limited opportunities to
integrate professional or to find a job appropriate to the level of education achieved.
How changes in the labor market are very intense, and training for socio-economic
integration through the education system requires a longer time, it is necessary a more
detailed analysis on the relationship between education, insertion and professional mobility,
studies of diagnosis and prognosis on the educational offer, on the evolution of the labour
market. Based on these studies, it is possible to eliminate all forms of education and training
that do not meet current requirements and perspective of our society, the increase of
education on the labor market and of its contribution to national income.
Thus, it requires a new management of the labor market, enabling the launch and
sustain employment in conditions of alignment to the guidelines of the European Union and
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appropriating of the acquis communautaire. From this perspective, it is required a
macroeconomic strategy to achieve the creation of new jobs and combating unemployment,
particularly long-run unemployment. It seeks the creation of new jobs, modernizing the
structure of labor force, increase economic efficiency, optimize the ratio between active
measures and passive measures of the labor market, strengthen social partnership, a better
training of labour force.
According to previous report of the Club of Rome, the solutions which are applicable
to combat unwanted effects of unemployment are included in four possible categories:
mobilizing the labour supply, development of skills related to employment, promoting the
spirit of active search, creating directly employment .
On the other hand, ascension of supra-symbolic economy determine a redefining of
the problem of unemployment. If the companies in the second Val an injection of capital
spending and/or purchasing power of consumers could stimulate the economy, generating
jobs, in the global economy today, the money of consumers could end up in other countries,
without help to support domestic economy. Thus, it is not possible to reduce unemployment
only through increasing the number of jobs, because the unemployment has gone from the
quantitative phase to the qualitative. Unemployed persons can not hold certain positions free
only if they keep certain knowledge, professional skills appropriate requirements of these
jobs. Education, insertion and professional mobility are crossed in various ways: a high level
of education increases the speed of insertion of an individual on labor market and raises the
chances of professional mobility; the institutions that invest in employee training are
characterized by a high degree of tehnology, direct its investment in young staff with high
level of training and fosters professional mobility.
If before, the future of a graduate with a degree seemed assured immediately,
associated with a social status and a high standard of living, now no longer know with
certainty the meaning and value of a degree. From the '90 young graduates have encountered
growing difficulties in finding a job and the need to plan and adapt the education system at
increasingly rapid changes in production systems - appeared thus, a field of research focused
on problematic relationship between learning and work/employment.
In this context insertion professional problem, especially in terms of access to
employment concerns the society and holds the attention of students and their families,
employers, professors and of governments (one of the criteria for assessment of higher
education). Professional insertion should be understood as a result of interaction between
universities (their values and strategies), employers (their logic and needs) and graduates
(their way and the professional and social dynamics) and in addition may include more
subjects of research: planning of education, permanent training and professional insertion.
With the aim of a higher recovery of superior human factor, in Romania is necessary
to intensify structural adjustment of labour force, in accordance with the restructuring of the
economy and with the prospects for integration in the European Union, which implies a
significant improvement of the system of permanent/continuous professional training.
Lifelong learning and permanent education includes all learning activities undertaken
to improve knowledge, skills and competence, either through national education system,
through study-on your own or outside the national education system through attendance in
courses, seminars, conferences.
The rate of participation in the education of the population aged 25-64 years represent
the share of population 25-64 years who continue its studies in the national education system
and outside it, including its own account, in the total population aged 25-64 years.
The rate of participation in the permanent education of the population aged 25-64
years per 100 inhabitants in 2007 was also reduced in Romania, being only 1.3% compared to
10.3% in the EU 25. Of the countries surveyed only Bulgaria recorded a value so low of this
indicator (1.3%). Among the countries to which the value of this indicator is the largest are
Sweden, Switzerland, Denmark, Great Britain and Finland.
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Figure 2. People who participate at life long learning (25-64 years) (% 2007)
Source: EUROSTAT, Indicators Socio-Economic Development, europa.eu.int/comm/eurostat/

Differences relative to the developed countries are very high (with 22.1 percentage
points higher the share of the population participating in lifelong education in Finland than in
Romania, with 9.1 percentage points higher in Spain, with 6.1 percentage points higher in
France), which underlines once again the big gap between Romania and developed countries.
Romania must implement strategies for lifelong learning, including improving quality
and efficiency of education systems and training. Developing a policy for learning during the
entire life assumes permanent qualification and re-qualification of labour force by updating
and adapting competences to face competition from an enlarged Union and a global economy,
by keeping step with technological changes and increasing of the importance of knowledge in
production value. Turning to students and training institutions, this intervention include
specific actions to achieve basic knowledge in the field of information and better exploitation
by companies of the opportunities offered by information society, in synergy with measures
to promote the information society. As a member of the European Union, Romania should
pursue improving skills, career development and reducing disparities of professional
qualification. In the European Union has been set as the target for 2010 to achieve a medium
level of participation in the process of lifelong learning at least 12.5% for the adult population
capable of working aged 25-64 years. Also, at least 85% of the population aged 22 years in
the European Union must have completed secondary education.
Thus, for Romania achieving these targets is very important because allows it to face
the competitiveness in the labor market and to meet an increase in labor productivity. On the
other hand, through investment in education, lifelong learning programs, young people will
be able to adapt easier to changes imposed by the competitive environment, entering easier on
the labor market. The policies will aim increasing investment in human resources, investment
in training of youth/adults at level of enterprises, ensure access to all relevant information on
opportunities for education and training, using information and communication technologies.
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Abstract. In the knowledge based society the development of high levels of skills and
knowledge are critical. Labor markets need to be as flexible as possible as this enables the
economy to respond rapidly to changes in the global market.
The creation of more and better jobs and a better social cohesion, simultaneously
with an improved productivity and competitiveness depends on the sustained quality and
synergies between employment, education, training and R&D policies and between those and
the macro and microeconomic policies.
Key words: education; insertion of young people in the labour market; life long
learning; employment; unemployment.

JEL Classification: I21, J21, J62
REL Classification: 4D, 8G, 12I
Knowledge society is based on high qualification of human resources, on growing
quality of employment and on generalized access to information, within a new paradigm of
constant innovation of methods, processes and products, with a growing incorporation of
intellectual added value, which induces growing responsibilities for education, training and
employment systems.
The insertion of young people into the labor market represents an important issue
amongst all the countries within the European Union and this process is studied differently
from one country to another. Professional insertion should be seen as a process taking place
in time as there is a convergence as well as divergences in the dynamics among learning and
work. The methods concerning the transition between school and labour evolved lately
becoming far more complex and even longer.
Improving correlation of the educational supply with needs of social and economic
development favor increase employment opportunities for young graduates, but also a
contribution to the growth of productivity, to the economic and social development, in general.
Theories about insertion of young people into the labour market:
• Initially, insertion of young people into the labour market was explained by taking
in consideration the main features/factors such as: age, gender, social origin;
• Thurow (1975) explained insertion of young people into the labour market starting
with the theory of competition for a job which allows a better understanding of the
role of education in the hiring process, as well as the compatibility among job
requirements and the level of the preparation of a person;
• Diambomba (1995) and Paul (1989) explained insertion of young people into the
labour market starting with the theory of human capital focusing on the year of
studies;
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• Vincens (1989) and Diambomba (1995) consider that the process of insertion of
young people into the labour market could be explained by the mechanisms of
labour market;
• Lepage (1987) and Vinces (1981) explained insertion of young people into the
labour market starting with the theory of „job search” which is focused on studying
the behaviour of people while looking for a job.
However, each analysis concerning the insertion of young people into the labour
market takes into account the period of time between obtaining a diploma and searching an
employment. In the process of professional insertion could be involved several actors such as:
graduates – their evolution depends on the influence of various actors during this process, as
well as their behavior do not submit to a strict economic rationality; employers and
universities – education.
The importance of education and life long learning
The influence exerted by the education system over the labour offer does not apply
only on qualitative side, especially on its diminishing as a result of the growth of those that
are in different preparation forms, but is constituted in one of the most important factors in
modeling the labour offer from a qualitative and structural point of view, representing also
the place where the option of the young generation for a particular kind of activity is showed.
Changes in the modern workplaces, brought about by technology, management
innovations and increased competition in the global marketplace, have led to many concerns
about the adequacy of workforce skills. Therefore in the contemporary society investing in
people and skills is essential.
The contemporary specialists almost from all areas are preoccupied to find some
adequate answers regarding the growing role of the education. Most of them reached the
conclusion that there are two motifs which make social sciences to have an interest in
education: (a) this is transmitted to the people, through its culture, no matter the practices,
customs and manner of thinking; (b) the transmission is made through some institutions,
some of them playing a bigger social role. Of this double process handles the ethnologists and
the psychologists, and also the economists and sociologists. The former search and research
the individual effects of the transmission of the education, the others of the social context of
the functioning of the institutions and the manner in which the education contributes to the
cultural progress and to the leap from one civilization to another.
The need for education is real for all categories of people, because in the fight for
adapting and changing it is necessary first to modify our way of perceiving and of
understanding the things from the life we live in. In essence, it is about modeling together, by
investing in ourselves, the character and also the entire personality, so that we may
accomplish a balanced auto-renewal in the transition process.
Education is the most secure possibility of people to confront with an insecure future.
This increases the chances to find a job, but it doesn’t mean is a guarantee in fighting with a
possible unemployment. If, in the past, a person, after having some professional knowledge
or some qualification, had gained a job and did not suffer important changes during its active
period of work, nowadays to be able to adapt to the new evolutions, the working force should
start a professional continue and constant preparation process.
Under the impact of the explosion of informational technology and the new economy,
education suffers significant changes, as it becomes continuous and interactive, and on the
other hand supposes the capacity to use efficiently, rapidly and creatively the knowledge, and
the available information, easy to access, especially by means of the Internet.
An important motivation for individuals to invest in education is that the acquired
knowledge and skills tend to raise productivity and hence earnings potential. A further
important motive behind acquiring more education is to gain a stronger foothold in the labor
market and thus lower the risk of unemployment. Educated workers are more likely to
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participate in the labor market and their active working life is generally longer than for those
with lower educational attainment.
The case of Romania
In Romania as well as in the European Uniont was noticed a pattern according to
which the insertion of young people become a very difficult process which involves longer
period of time after graduating and actually finding a suitable job.
Currently, in the world there are around one billion of young people with age among
15 - 24 years, 85% of them living in the developing countries. The participation rate among
young people decreased at world level from 59.3% to 54.4% between 1994 -2004 due to
longer period of time for education. Currently, within the EU there are around 62 billions of
young people, which represents 12.7% of the entire population.
According to INSSE there is a descending trend concerning the evolution of young
population until 2025. The main explanations are: a drop in number of deliveries, longer
period of time for education, social mobility and woman emancipation.
Evolution of young population during 2004-2025
Table 1
2004
2015
2025
Urban
14.4%
13.5%
11.6%
Rural
18.3%
16.4%
15.6%
Source: Projection of Romanian population per area, until 2025, p. 19.

The unemployment rate was 23.4% among young people in January 2007 (Romania),
with Greece being the only one who recorded a higher rate – 24.7%). The rate is three times
higher that the unemployment rate at the entire population level. Table 2 shows that EU
member state recorded higher percentage for young people.
Education level and occupation level

Table 2
Level of Education
20-24 years
25-64 years
UE-27
77.4
69.3
UE-25
77.5
69.1
Denmark
77.1
81.0
Poland
91.1
84.8
Portugal
49
26.5
Romania
76
73.1
Slovenia
90.5
80.3
Slovakia
91,8
87.9
Greece
84.1
60
Ireland
85.8p
65.2p
France
82.6
66.4
Source: www.eurostat.org.

Unemployment Rate 2007
15-24 years
Total
16.8
7.5
16.5
7.5
6.5
3.3
26.2
12.6
17
7.6
23.4
7.5
10,2
5
23.4
11.2
24,7
8.7
9.4
4.4
21.3
8.4

Unemployment Rate 2006
15-24 years
Total
36.0
64.3
36.9
64.6
63.7
76.9
23.5
53.9
36.1
68
24.9
59.6
35.3
67.1
25.7
59.3
24.5
61
48.0
68.1
28.8
63.0

On the one hand, the current situation could be explained by lack of concordance
among level of education (a theoretical one) and the demands of labour market and, on the
other hand, by the desire of companies to hire more qualified personal. The importance of the
diploma at the beginning of career is higher as the unemployment rate is smaller among the
young people with a higher level of education compared to other categories as well as the
period of time for finding a job is shorter for an educated person.
Romania has the highest percentage of early school leavers in the region, with 23% of
the population between 18 and 24 leaving all forms of education, and one of the lowest
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percentage of life-long training. Long-term unemployment among recent graduates indicates
a mismatch between the skills the education system provides and the labour market demand.
For instance, among EU countries, Romania is on the last places regarding population with
tertiary education per 100 population (as Bulgaria), with 1.3%. The education system is
undergoing a comprehensive reform, which has already produced significant changes,
especially in compulsory educations.

Figure 1. Evolution of employment (PO) and unemployment rate (RS) among young people (15-24 years)
Source: www.insse.ro

Occupational rate among young people (15-24 year) is smaller than overall population
as many of them are caught in the educational system and do not have a job. On the other
hand, decreasing of young people employment can be determinate of young people migration
abroad, declining birth and illegal work. For the young aged 19-24 years it was noticed an
increase in education level (university level) from 26.7% in 1998 to 51.2% in 2005. In 1997
to 2006 occupational rate in Romania dropped from 36% to 24%, while in UE was noticed
an increase (less for 2005 year). There was an increase of the gross rate for higher education
mainly for women during 1996 - 2007 (Table 3).
Rate for higher education

Table 3
Superior
Women
Men
Source: www.insse.ro

1996/1997
22.2
23.3
21.1

1999/2000
28
30.8
25.2

2002/2003
38.9
44
34.1

2005/2006
47.5
54.4
40.9

The phenomenon could be explained by an increase in private educational offer at
university level as well as by higher qualifications requirements form the employers’ part.
So, there is a growing of higher graduates, the highest share of their being in region
of Bucharest-Ilfov (30%), followed by North-East (14%). They are actually areas/regions in
which it held the largest increase of the education supply.
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Figure 2. Number of tertiary (higher) graduates by development region-2006
Source: www.insse.ro, authors’ calculations

The labour market requirements shaped the students profiles. This is the reason why
there is a drop in the number of students with technical degree as well as an increase in
numbers of students for other profiles both for men and women (Table 4).
Students distribution by profiles

Table 4
Profiles
Total
Technical
Economic
Juridical
Medico-pharmaceutical
University
Arts
Source: www.insse.ro

2000/2001
W
M
53,5
46,5
28,4
71,6
60,9
39,1
52,7
47,3
64,6
35,4
67,7
32,3
54,9
45,1

W

2005/2006
M
55,4
29,4
62,6
49,3
69
67,5
55,8

44,6
70,6
37,8
50,7
31
32,5
44,2

The change was caused by the desire of higher incomes or a higher wage for a short
period of time. According to a research made by INCMPS, the most wanted jobs are in the
field of: marketing, sales, human resources, IT and in many cases university degree is
neglected in the favor of the opportunities in the market. According to the Euro barometers of
2007 the most wanted jobs within EU are in the field of: commerce and administration
(20.1%), engineering and constructions (13.3%), IT (10.2%).
Assuring the professional preparation is a problem that concerns not only companies,
graduates, employers but also governments. In this way, the state through Ministry of Labour,
Social Solidarity and Family had decided to get involved in solutioning this problem so in
National Development Plan from 2007 until 2013, that specify the Romanian domains that
need major intervention into the human resources domain, it has been elaborated a program
that will bring the labour force to the Union standards. The general objective of the program
is to develop the human capital, to make the durable adhesion on the labour market of a
widely number of person. According to Lisbon declaration there is a substantial effort
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towards diversification of educational system and developing of an European educational
system focused on vocational training and involvement of firms in preparing the young even
from university. This can be possible through:
• the growth in education and professional preparation of human fund;
• to promote the entrepreneur culture;
• to facilitate the access of young people on labour market;
• to improve the access on jobs for unemployment people;
• the reinsertion on work market of inactive persons including rural areas;
• reforms in educational system.
In terms of creating a single European market, where informations, capitals, peoples,
goods and services move free and quick, where economic rationality is different global face
of national, there are radical changes in educational strategy of each country. So, Romanian
education system should consider necessities imposed by participation in international
competition. On the other hand, the degree of economic and social development of a country
depends very much of the training of its members, especially in terms of a society based on
knowledge, which is a permanent learning society.
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THE IMPORTANCE OF COUNSELING AND CAREER
ORIENTATION SERVICES FOR THE INSERTION OF UNIVERSITY
GRADUATES ON THE LABOUR MARKET
Mădălina MILITARU
„Spiru Haret” University, Bucharest
Cezar MILITARU
„Dimitrie Cantemir” Christian University, Bucharest
Abstract. Education, insertion and professional mobility are intersecting in various
ways: a high level of education increases the speed of insertion the individual on the labour
market and it increases the chances of professional mobility; the institutions that invest in
employee training are characterized by a high degree of technology, they direct their
investments in young staff, with a high level of training and support the idea of mobility.
Information, guidance and counseling services represent the services that are
designed to assist individuals of any age and in any moment of their life deciding in
education, training and occupation and in managing their own career.
Key words: insertion; labour market; counseling and orientation services;
professional mobility; advisory and placement in work centers and offices.

REL classification: 4A.
JEL classification: J08, J21.
The educational services, culture, and art, health and social maintenance, physical
exercise and sport, as well as some general services like: national defense, public order,
environment protection etc. are a part of the public financed services being supplied to the
customers with a free title, a joint destination and having as main purpose the satisfaction of
spiritual needs of the members of the society.
The market represents the organization form of goods and services exchange, based
especially on the existence of the price, as against to other grounds as traditions or political
choice. Using the term market often implies, although it is not always specified, the
additional assumption of the existence of a competition market, whose terms determine the
optimal assigning of the resources.
The market in the education field represents that form of market in which the demand
and offer for human capital is shown.
The education market has the next basic features (Suciu, 2000):
• young people are very sensitive to specific terms of the labour market, when they
make the decision to invest or not in the human capital, to attend a higher education
institution. They perceive very quickly which are the most advantageous professions both
from the earning perspectives and from the work opportunities and meaning the socioprofessional status offered by the jobs.
• there is a slight falling behind of the educational market in comparison with the labour
market which collects, intensifies and rewards the investments made on the education market
The school market emerges the moment the candidates for the places of future
students are selected. We are dealing here with a potential market which makes the object for
external marketing, the institution offering many majors, curricula, professional trained staff.
Another situation is when the interaction between the institution’s staff and the
student takes place during the educational process, a series of specific tasks being carried out.

101

102

Romania in the European Union. The Quality of Integration. Regional Development

From the offer’s point of view, these activities form the basic services class, called
educational services.
The potential these educational institutions have ensures a proper environment for
carrying out other types of services as: scientific research (basic and applied), micro
production activities and trade, carrying out services within the student’s practical work.
Usually these activities are derived from the basic ones having a secondary role. They form
the class of additional services. Having a well-marked trade character these make very
important sources of obtaining incomes necessary for the basic activity.
Finally, the educational centers hold a series of activities designed to meet the needs
of accommodation, meals, leisure, activities that have a well-marked socio-cultural character.
They form the class of social and cultural benefits.
Just like in the case of a regular market, in the educational field, we can speak about
the existence of defining elements for a market: demand, offer, price, competition. The
education market analysis implies the need to answer two fundamental questions (Marinescu,
2001): “which is the product?” and “who are the customers?”
There are several candidates for this “product”, with various reasons, depending on
the stage of formal education the reference is made to. Generally, it is believed that the
primary educational product represents certain knowledge, but also spreading this knowledge
in a particular form and competence (Popescu, Brătianu, 2004).
There are other meanings like that the “student” is considered to fulfill the role of
educational product. In this sense of the word, the use of terms such as “supply of graduates”
make education seem a manufacturing line whose products are students and the university a
simple factory of mass production as described by A. Toffler in his work ”The Third Wave“.
Yet human beings are impossible to be brought to a standard, just because they bring to the
educational process a series of experiences, emotions and very often different opinions (E.
Sallis). In this context, the analysis of the educational product quality is very different from
the mere inspection of a company’s products and services. The idea of the student as a
product leaves out the complexity of the educational process, as well as the characteristic
features of every individual that takes part in the educational activity as a customer and at the
same time producer of human capital.
Therefore, on the education segment, the final product of the university is not the
graduate but his human development as an added value, the skill gained at the end of his
studies. The final result may be expressed by the amount of skills and knowledge gained,
which enables him to insert efficiently and to fulfill oneself professionally in a certain field of
socio-economic life. The validation of internal competence is given by the grant of a higher
education diploma that recognizes the acquiring of skills, and the external validation by the
extent in which knowledge and skills gained have contributed to shaping the graduates ability
to meet the requirements of the mentioned area, and of course to his professional and material
achievement on this grounds.
Regarding the term „customer”, for many analysts of the educational system, it has a
trade meaning, distinctive, that cannot be applied in education. Generally, the costumers are
the demand for education carriers, which form however a fairly diverse class.
In some authors acceptance, the term customer in the case of education services can
be structured as follows (Marinescu, 2001):
• primary customers represented by those who learn, students, the main beneficiaries
of the educational product, and who become, at the same time, educational human capital;
• secondary customers represented by parents, local and central administrations,
various sponsors, with a direct part in financing the educational product;
• tertiary customers made up from the future beneficiaries of the labour, represented
by the graduates namely organizations and the society as a whole. Tertiary customers are not
directly involved in the progress of the educational process, their “customer” nature being
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acquired indirectly, by reference to the owners of educational human capital (the graduates),
to whom they come in contact via the labour market.
The modern meaning of the concept customer called for an expansion of this field
adding the idea of interest in achieving the product party.
Customers, meaning the interested parties, may be domestic or foreign to the
organization. In an organization, for the generation of products or services cooperate, usually
after a type flow algorithm, a number of groups and individuals. In such a configuration, each
group or individual who contributes to the making of the product or service is a provider for
all those whose contribution is subsequent. The latter act as internal beneficiaries and have
their own demands regarding the quality.
The main foreign customers of a university are companies and other employing
organizations as well as graduates (Dragulescu, 2004). Students have a dual quality: one as active
participants in the education process and second as internal customers. The other “benefit
partners” of the university are: on the outside, the state, the national authorities, the local
community and public administration, the pre-university educational institutions, the national and
international academic and scientific community, parents and potential sponsors of students,
university creditors and sponsors, etc. and, on the inside, the university’s staff and management.
In the context presented the educational services offer appears to be drawn up from all
the activities that specialized units carry out in order to meet the demand stated by both
beneficiaries, as well as carriers of labour.
The new economic and social context, related to Romania’s aspirations regarding the
status of EU member country, implies high achievements in all areas of activity.
Education is a medium and long-term investment and improving its quality will have
sure repercussions over the quality of life and work.
It can also be said that depending on the quality of education, there will be increases
in the field of:
• the percentage of employment;
• social cohesion;
• economical competitiveness … and others.
The duty of higher education institutions consists in building a flexible,
comprehensive and complex process of educational activities, performed in a conscious
manner, organized and systematic with a direct and determined outcome towards some
individuals or groups of individuals.
The duty of universities is to ensure the training in the field: economic, legal, historical,
philological, socio-political, etc. which would fully correspond to present and future requirements
of a society that endures important changes both economically and socially.
Vocational training for university graduates is estimated by the percentage of
employees in the field they majored in, both in the country as well as abroad.
To continue the road to excellence in education and research and to ensure a more
active presence in the community service the university should strive for: innovation and
quality, both in education as well as in research, to be an active presence in the national and
international academic world, actively involving itself in the community development.
The main strategic objective of the university should be to become a strong education
ground as well as a strong scientific research ground, ensuring the training of specialist for
the reference fields covering the needs of specialists claimed by the development of the
society.
The principles of operation of the university are: university autonomy, abiding to the
Romanian laws, including to the Ministry of Education and Research and ARACIS
instructions and orders, prohibiting all discrimination on grounds of nationality, race, sex,
religion, political beliefs and others like that, against a person, on the entrance in the
university, filling a teaching job, research or management or any benefits conferred by the
university; avoiding political engagement or subduing to the political structures.
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Among the basic properties of the university there must be included: the orientation
university and departments towards meeting to a great extent the requirements of the labour
market, to concern in all activities it carries on to the requirements of laws and regulations on
quality and in university education field, lining up the university to the standards and best
practices of academic activities of the European Union countries, continuous improvement in
performance, efficiency and effectiveness of the quality’s management system, stimulating
the whole teaching staff towards achieving the policies and goals in the quality field.
The rapid growth of places for students in universities, the change of financing
mechanisms (based on the schooling figure) have led to the emerge of competition between
institutions. In these circumstances the information campaigns, working with high-school
counselors, the fairs of educational offers have become elements of an active policy for
promoting the institutions. There emerged permanent structures – information centers, public
relations offices – which offer informational services and counseling.
The lack of flexibility in the curricula, that virtually blocks the mobility of students
and their capability of choosing from a wide variety of options, makes the information and
purely academic counseling services yet to be developed. In incipient forms but still, they
exist. A few trends are noticeable. The presence of psychologists in these centers is already a
recognition of the existence of a real need for professional counseling. In universities with
major programs of students exchanges have already emerged structures to assist them (offices
dedicated to these programs). It is expected that, as the curricula will become flexible, also
for other students to emerge the appropriate structures and counseling services. For now
notable is the job of manager of studies that began to be recognized and charged with
responsibilities as curricula, recognition of periods of studies.
The career education is considered a goal or an aspiration, giving it a greater share to
the process that would ensure the development of the career (counseling in career orientation,
initial and continuous professional training, promoting and training for the career etc.).
Career development and education for career have as linked terms the counselors, a
larger area; there is also another significant difference: if the process of counseling is, usually,
a strictly individualized, focused towards a customer or a group of customers, education of
career (as well as development) refers to an age group with a much broader range.
Career development (in a sense) assumes that in the succession of the filled jobs in a
certain area there was not only a process of quantitative growth but also a qualitative, in the
gathered experience area, on the grounds of professional training skills shown at the job.
Career development stages are: exploration, testing, settle down, keeping up, the middle
career crisis, job change, the decline; the sequence and browsing these steps is not immutable.
Exploration starts very early, even from childhood and consists in identifying and
clarifying the benefits/own possibilities in order to be further developed throughout their
career.
The period of testing usually involves trying several jobs, that allow gathering
experience required in the next steps. The propensity of employees in this search is to settle
down within a company (firms, institutions) in accordance to his aspirations and own
abilities.
Settling down is the period which the employee can design his career on the long-term
because his job already offers him safety and stability. The main concern now becomes
getting quickly promoted and raising the professional status.
Keeping up is the phase in which the employee (who already has a part in the
organization) is asked for higher performances and additional tasks (for example, to mentor
the younger colleagues).
Around the age of 40, the events linked to the family and increased financial
aspirations, sometimes generate the middle career crisis, when the employee is pressured to
change his job.
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“The crucial moment of the career” or major change of profession is manifested either
by a return to the exploratory stage in order to launch in a new career or change of
professional status, possibly going through the “flat” phase.
The flat phase of the career is defined as the point of the career in which the
perspective of a new promotion is very small.
The decline is characterized by reducing the interest towards work, the reduction of
efforts and getting ready for retirement.
The education for a career includes topics that are nor apparently linked to pursuing a
profession, such as: family life, leisure time, bringing up children and educating them, family
money, issues regarding values and the quality of life, how we deal with dramatic situations in
life: death, divorce, natural disasters, unemployment, deprivation of liberty etc… (Jigau, 2000)
“Education for career relates to skills acquisition that will make the individual capable
to make those decisions on career in a satisfactory manner to themselves, to be able to put
these into practice, to be able to evaluate himself and ascertain «where they are now and
where he wants to get in the future.» (Jigau, 2001, apud Watts, 1993).
Education and career guidance involve the provision of means and support to
individuals in order for them to apply the acquired knowledge in actual circumstances of the
labour market and to be able to make a decision in choosing a career, their professional
future” (Jigau, 2001).
The psychological management approach of the professional career is divided into: a)
choice of career and b) the development of the career. The first aspect concerns the nature
and orientation process and the choice of profession by young people, while the second
aspect involves changes and subsequent adjustments involved in an individuals professional
life. Of course the distinction between career choice and its development is in a way artificial.
Often choices made at a young age are modified or restructured in adult life, they often
become obsolete and must be adjusted in light of developments in the career world. Also,
career choices often reflect changes and adjustments caused by the person concerned. This
clearly shows that the option for a certain career cannot be mistaken with the choice for a
profession or a job. Another important concept is that of “career management”. This refers to
attempts of influencing the nature of their own career or another person’s career. Nowadays
there is a need for human development, for having an active role in managing their own
career. More and more organizations are highly involved in managing their employees
careers.
The radical changes we are witnessing on the labour market have major implications
on professional career. Here are some features of the labour market these days that implicitly
influences the management of professional careers:
• a burdening job activity, both in terms of hours worked weekly as well as daily
stress at the job;
• organizational changes, especially by removing layers of management, removing
layers and decentralization, reorganization and layoffs;
• a greater competition due to globalization which means that the organizations in
developed countries are increasingly involved in controlling costs and maximum use of the
workforce (skills, knowledge, etc.);
• work activity based more on team, where individuals with different specializations
are put to work together on a specific project, having certain purposes and for a short period
of time (e.g.: developing a new product);
• more short-term contracts, where the duration of a persons employment is
specified from the beginning. Renewing the contract when the commitment expires is an
exception and not an obligation of the organizations;
• more frequent changes of job skills required to the labour, that is because of some
changes required by the technological progress;
• more part-time jobs. Most of the part-time jobs are taken by women and many
workers are involved in activities at two or three companies;
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• labour is in a continuous change. The low birth rate and the increasing longevity
means that the average age of people working or available as labour is in a continuous growth
in western countries. Immigrants and other social factors, shows a great diversity in terms of
ethnic structure, cultural values and employee’s sex;
• an increasing number of self-employment and employments in small
organizations. Ironically, it can be said that a small organization is a bigger one after layoffs,
but in reality most small organization have never been big;.
• greater pressure on occupational and retiring schemes, due to the old population,
and greater mobility between jobs and organizations.
For students in the first year of study, the counseling relationship is based especially
on management strategies practice and making a career plan.
Career strategies aim to anticipate major problems and long-term planning.
Here is a brief presentation of the most significant strategies:
• self knowledge (desires, skills, interests, opportunities, individual capabilities,
strengths/ weaknesses);
• professional knowledge (company’s profile, work terms, employee number,
occasions, opportunities, threats, economic issues, rival companies);
• building a professional reputation (highlighting their own qualities, skills and
competence, ability to invest and ability to complete projects);
• adaptability, flexibility, competitiveness (ensuring permanent consistency between
personal abilities and the ones sought on the labour market, responsiveness to change);
• specialization doubled by culture (the development and mastering of a specialized
field in parallel with the updated general information);
• proof of their success (recognition of their own results and achievements);
• preparing a backup plan (ready for action at any given moment);
• maintaining a financial and psychological shape (ensuring a permanent ground
both psychological and material).
Taking into account these strategies the student will be monitorised in making an
initial career plan, he will be encouraged to explore ways of application, thus avoiding
accepting the first job in disadvantageous conditions. It is tried to get rid of the mentality that
students or young graduates can accept any job because they lack experience. Thorough
preparation of a career plan may provide a promising career since the beginning.
More and more universities are interested to know the graduates future, to assist them
in finding jobs. So the career centers were created (guidance and counseling). They manage
databases, organize job fairs and sometimes even do research regarding the employability of
graduates. It is noticeable that these services are offered not only occasionally, but are the
subject to the activity of some permanent structures. This means that universities
acknowledge other duties than those relating to training.
The main objective for the higher educational system is the achievement of a link
between what is required on the labour market and the programs, methods and process of
professional training of the beneficiaries. This priority is considered to be essential, because other
aspects depend on its implementation. Meanwhile, the issue itself may be conducted by the
educational institutions, without making a reference to the limited degree of institutional
autonomy they have today. It is no need for a government norm. It just requires an institutional
opening and establishing a dialogue with the main participants in the labour market.
Education, insertion and professional mobility are intersecting in various ways: a high
level of education increases the speed of insertion the individual on the labour market and it
increases the chances of professional mobility; the institutions that invest in employee
training are characterized by a high degree of technology, they direct their investments in
young staff, with a high level of training and support the idea of mobility.
Depending on the precise circumstances of the market, it is increasingly difficult for
those who want to get a job that corresponds to their aspirations, to achieve the objective
without improving the quality of their own offer (their skills and adaptability to what is new).
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However, the problem is that the placement rate of graduates is low, often at the
minimum of acceptance. Statistics reveal the relatively low employment among graduates.
This is for many reasons, of which we can enumerate:
1. the impossibility to mix the curriculum with the requirements of the employers,
who sometimes ask for majors in restricted domains;
2. the desire of employers to recruit individuals with prior experience;
3. the graduates distrust in their own forces;
4. the lack of training for showing ones own abilities (achievable through job-club
activities).
It on the first case something can be done through organizing courses in collaboration
with the employer, and on the second case only time can act by employing/retirement/the
unfortunate (of course) lack of specialists with prior experience, on the last two cases it can
be acted through a specific counseling, group or individual, carried out at the same time with
the same courses and following the overall motivation of students, impediments that stand in
the way of insertion on the labour market of the students group or the student regarded as
individual adapting to the type of counseling depending on the stage where they are and the
particularities of each member of the students group.
So the recommendations for higher education institutions are:
• creating common platforms for professional practice with the help of such the link,
between what is required on the labour market and what the institutions for vocational
training must teach will be strengthen. In this framework, the vocational training institutions
will also be up to date with the issue of quotas set for areas in which now specialists are
formed. In fact as we have shown the problem of quotas must be the primary interest between
the one who teaches and the employer of trained specialist;
• encouraging internal and external mobility of the beneficiaries. It is important to
stimulate the business mobility and the sharing of experience, especially the mobility based on
professional practice. To a great extent, the mobilities depend on the opening of the institutional
system. It is noticed that in Western European countries the share of individual mobilities, that
aren’t watched over by the government authorities, is the largest. Of course vocational training
institutions must contribute to the quality and effectiveness of these mobilities. Thus vocational
training institutions will take part in increasing the sharing of experiences between similar
institutions from Europe based on the established partnerships. Another win of this initiative will
be the coordination of programs and methods of professional training with the requirements on
the external markets, especially the European labour market. It is important that after the
mobilities, the equivalence of the marks, to be done;
• setting up and developing counseling and vocational guidance centers. First, there is a
need for regulatory framework of these centers to be created, in accordance with the government
scope, the private and the non-governmental one. We found that in some institutions of vocational
training such as centers exist but their work is combined with other areas of interest of the
institutions, for example European integration. Therefore, the mission of counseling and
vocational guidance is disturbed. So we recommend that these structures would have
characteristic objectives for the informational process, counseling and vocational guidance. The
activity of such structures within the institutions of vocational training has a fundamental role in
the process of evaluating the quality assurance and accreditation of such institutions.
The need for binding group counseling with individual counseling comes from the fact
that although employment/getting a job seems an individual problem it may become a group
problem. Sometimes not only a group problem but even a problem of the masses in the context of
layoffs that had taken/are taking place in some important socio-professional categories.
Young graduates must be prepared to adapt their way of thinking to the new
requirements of the market and of the constantly changing society. Therefore, their trainers
and advisors have the task to prepare with a baggage of necessary skills in planning their
future career. At the coming of age, at the beginning of a university cycle, it is assumed that
young people have already been vocational oriented, making a successful choice. During the

107

108

Romania in the European Union. The Quality of Integration. Regional Development

years they spend in the university, they are to verify the accuracy of previous professional
choices and to strengthen their ability to manage their own career.
Information, guidance and counseling services represent the services that are design to
assist individuals of any age and in any moment of their life deciding in education, training
and occupation and in managing their own career.
They include a wide range of activities:
• individual or group assistance so as to take the decision regarding initial studies,
vocational training courses, additional education and training, choosing a job;
• change jobs or reorientation of labour
• on-line services for providing information services on jobs, study courses and trainig.
In each university center there have been for several years now established centers,
advisory and placement in work offices for students (CCPSS - BCPSS) which ensure the link
between university environment and the economic, administrative, social and cultural one.
These centers/offices are operating in the following course:
• Curriculum orientation: establishing the optimal study route for the student to
obtain the necessary skills needed in order to get a job after graduation, in accordance with
the aspirations, skills, own performances, and the offer of the labour market;
• Advising students/ graduates on issues regarding continuous vocational training:
post graduate courses, master degrees or Ph. D;
• Preparing graduates to fill a job: drawing up a curriculum vitae, writing a letter of
intent or nomination (spontaneously or as a response to an advertisement), participate in a
selection interview;
• Labour market analysis: identifying the labour market requirements, individualization
of the global market of jobs, setting goals on the pursued segment of market.
Therefore, advisers and consultants employed in these centers are the ones who
provide training/counseling services on career management.
In support of designing the customer’s career the activity of the centers must provide
adaptation training route (in the boundaries of existing educational offer or its amendment) at
the request of the labour market. Therefore, the primary actions concern the analysis of the
job offers as well as forecasts of their dynamics.
An important feature of the employees in these centers for information, research and
investigation finalized in discussions with recruiting labour economic agents, with the central
MMSS authorities) and local (county lines for work), the National Agency for Employment
and Training, with its district branches, with the project/programs managers for training,
retraining, requalification.
In conclusion, the database of each center or office will make their activities public
among economic agent, will inform students about the offers and dynamic of the labour
market, will create internet pages on the university’s website.
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ECONOMETRIC ESTIMATIONS FOR ROMANIA
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Abstract. In a previous paper, we analyzed, in terms of theory, the conditions in which
the effect induced by the income elasticity of demand over the dynamics of the services
surpasses the substitution effect generated by the price dynamics done by low level of
productivity so that the regional growth rate of the demand for service sector is higher than
the growth rate of the productivity in the same sector. And, from the different evolution of the
two variables, results the long-term growth of the share of employment in services in the total
employment at the regional and national level. Because the theoretical hypotheses are very
restrictive, in the present paper we test for Romanian economy, through an econometric
model, the conditions when services create vacancies. We found that the increase in
employment in services outnumbers the differential productivity between the national
economy and a particular sector, as well as in theoretical model. In the long run this has the
effect of an increase in the ratio of employment in services to the total employment, even if the
economy crossing slump period.
Key words: labour productivity; regional employment; elasticity of employment to
income and to productivity.
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Introduction
Forty years ago, Baumol (1967) demonstrated that if the growth rates of the factors’
productivity were different from a sector to another, then the employment, and, generally, the
factors of production tended to go to the sectors in which the productivity increase more
slowly (the technological stagnant sectors). The result was that the productivity rate would
decrease asymptotically to the specific rate of the technological stagnant sector.
The service industry is seen as a sector with a high consumption of production factors.
At the same time, the labour productivity and, generally, the production factor effectiveness
in the services have a slower evolution than in other sectors of the economy, especially as
compared to the manufacturing industry (Baumol, 1967, 1985, Baumol, Blackman, Wolff,
1989). These and also other reasons, like resources management, led to a trend of the service
price to increase more rapidly than in other economic activities. Such evolutions create some
difficulties for the financial support of the service sector, especially the collective ones, but
also the individual ones.
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1. The theoretical model
Theoretically, we may consider that the demand for services (Sd) is an increasing
function related to the population incomes (V) and a decreasing one regarding the level of the
prices (p) on the services market. Formally, Sd = f(V, p(w)). We also admit the hypothesis
that the level of the prices on the service market (p) is a decreasing function in the labour
productivity in service industry (w).
The services supply (Sof) depends on the resources involved in the production process,
factors of technological ground, the dynamics of the prices, economic policies or other
specific factors: the structure of the market, the evaluation of the economic environment
evolution and so on. In a short run, we consider that the supply of services is a function of the
employment in service industry (L) and the recorded productivity of those employees (w).
From the equilibrium equation (Sd = Sof), we obtain:

rL = rv×ev + rw(ep×epw - 1)

(1)

Symbols used:
rL – rate of employment in service industry;
rv – growth in total income;
rw – labour productivity rate of services;
ev – income elasticity of demand for services;
ep – price elasticity of services demand;
epw – elasticity of service price related to labour productivity in these activities.
We demonstrate that if:
1. the price of services is inelastic regarding the productivity,
2. demand for the final consumption services is also inelastic regarding the price
of these goods,
3. the demand for services is elastic regarding the evolution of the income,
4. the productivity of services has a slower evolution than the one in the national
economy, then the modification rate of employment in services is positive.
Moreover, the increase in employment in services outnumbers the productivity
differential between the national economy and that sector. In the long run this
has the effect of an increase in employment in services, with a higher rate
related to the dynamics of employment recorded at a national level, and of an
increase in the ratio of employment in services to the total employment.
2. Empirical estimations
Because the hypotheses presented above are very restrictive, we test for Romanian
economy, based on equation (1), the conditions when rL > 0 (services create vacancies)
For this, we estimate based on regional data the equation (1)
rL,a = a1× rv,a + a2 × rw,a + ea
(2)
where:
rL,a – rate of employment in service industry, in region a;
rV,a – growth in total income, in region a;
rw,a – labour productivity rate of services, in region a;
ea – error in regression equation.
In econometric model, we used the standard approach:
rL,a ≈ d(ln(L_serv))
rV,a ≈ d(lnV)
rw,a ≈ d(ln(w_serv))
where
d – is the differencing operator (so that d(x) = xt – xt-1);
ln – means the natural logarithm;
Therefore, we used regression between rate of employment in service industry,
d(ln(L_serv)) and growth in total income d(lnV) and labour productivity rate of services
d(ln(w_serv)), through regional data
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d(ln(L_serv?)) = a1· d(ln(V?)) – a2· d(ln(w_serv?)) + e
The findings are (2):
Dependent Variable: d(ln(L_serv?))
Method: Pooled EGLS (Period SUR)
Total pool (balanced) observations: 36
Linear estimation after one-step weighting matrix
Variable
d(ln(V?))
d(ln(w_serv?))
R-squared
Adjusted R-squared
S.E. of regression
F-statistic
Prob (F-statistic)
R-squared
Sum squared resid

Coefficient
Std. Error
0.291533
0.030917
-0.205577
0.021796
Weighted Statistics
0.723183 Mean dependent var
0.715042 S.D. dependent var
1.014764 Sum squared resid
88.82499 Durbin-Watson stat
0.000000
Unweighted Statistics
0.452823 Mean dependent var
0.039493 Durbin-Watson stat

t-Statistic
9.429616
-9.431969

Prob.
0.0000
0.0000
-0.195602
1.900967
35.01140
1.970312

0.013518
2.345173

The estimators for equation (2) are:
r La = 0.291533× rVa − 0.205577 × rwa , R2 = 0.72, dw = 1.97

(0.0309 )

(0.0218)

(In round bracket under the coefficients there are the standard deviations).
The sign of coefficients is the expected one. The growth in total income leads to
growth of the demand for services and, therefore, to growth of the occupation in that sector,
while the augmentation of labour productivity in services has a negative effect on the
dynamics of employment. Furthermore, if rwa = 0, then rLa = a1·rVa, which means that a1 is the
income elasticity of employment in services and, in the same way, a2 is productivity elasticity
of employment in services. But, a1 > |a2|, so that, if the income are changing in a comparable
way with productivity on the national level and the national productivity increase faster than
the services productivity, in other words rV ≥ rw, than rL > 0, so the modification rate of
employment in services is positive.
We test similar equations for industries, agriculture and, finally for the whole economy.
rL,s = a1× rv + a2 × rw,s + e
where
rL,s – rate of employment in sector s;
rV – growth in total income;
rw,a – labour productivity rate in sector s;
a1 – the elasticity of employment in sector s to income;
a2 – the elasticity of employment in sector s to sectoral productivity;
e
– error in regression equation;
s
– sector ∈ {Agriculture(3), Industry(4), Services(5), Whole economy}
We used the regional data. The findings are(6):
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Agriculture

Industry

Services

Whole
economy

Elasticity of employment to income

-0.2316
(0.0473)

0.2691
(0.0551)

0.2911
(0.0342)

0.2659
(0.0369)

Elasticity of employment to sectoral
productivity

-0.3379
(0.0349)

-0.2334
(0.0505)

-0.2056
(0.0240)

-0.3586
(0.0249)

R2

0.8359

0.4375

0.7027

0.8446

Durbin-Watson stat.

1.9380

1.9011

1.9725

1.7574

(In round bracket under the coefficients there are the standard deviations).
For agriculture, both elasticities are negative, which means that by increasing income
and/or productivity employment declines. And this happened in Romania after 1990.
For industry, labour productivity dynamics is greater than the value registered at the
national level. If the income is changing in a comparable way with productivity on the
national level, then industry productivity grows faster than the income. On the other hand, the
industry elasticity to income and to productivity are close in absolute value. This means that
the effect of productivity is stronger than the effect of income, so that employment in the
industry decreases.
For whole economy, the employment decreases, because the elasticity of employment
to national productivity is higher than the income.
Notes
(1)

For method of estimation, see Jula D., 2003, Introducere în econometrie (Introductory
Econometrics), Edition Professional Consulting, Bucharest
(2)
Method of estimation: pooled EGLS (period SUR), pool (balanced) observation: 32,
software: EViews
(3)
Agriculture, hunting and sylviculture, fishery and pisciculture.
(4)
Industry (including electric and thermal energy, gas and water) and construction.
(5)
Trade, Hotels and restaurants, Transport, storage and communications, Financial
intermediations, Real estate transactions, renting and service activities mainly rendered to
enterprises, Public administration and defence, Education, Health and social assistance.
(6)
Method of estimation: pooled EGLS (period SUR), pool (balanced) observation: 32,
software: EViews
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SOCIAL PROTECTION AND INEQUALITIES IN LABOUR MARKET
PARTICIPATION IN THE EUROPEAN UNION –
A COMPARATIVE ANALYSIS
Eva MILITARU
National Research Institute for Labour and Social Protection
Abstract. Although social protection plays a very important role in poverty
alleviation, its effect cannot be sustainable without reducing the individuals’ dependence on
the social transfers. Because of this, most of the Member States focuses their attention
increasingly on the relationship between social protection and labour market and how this
influences on individual or household’s decision to participate in the labour force. The paper
aims at analyzing from a comparative perspective the relationship between social transfers as
part of the social protection system and the inequalities in labour market participation in EU
countries. The main reason is to determine the extent to which the differences/ inequalities in
labour market indicators for EU countries can be explained by the work incentive indicators.
Key words: social protection; labour market; social transfers; work incentive.
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The social protection framework in the European Union
Social protection is the core component of the European Social Model. The second
article of the Treaty considers social protection as well as social and economic cohesion as
being the leading tasks of the Community. The ESSPROS Manual (the European System of
Integrated Social Protection Statistics), coming from the need to operationalize the concepts
linked to social protection, defines social protection as encompassing ”all interventions from
public or private bodies intended to relieve households and individuals of the burden of a
defined set of risks or needs, provided that there is neither a simultaneous reciprocal nor an
individual arrangement involved”. The risks that may give rise to social protection are also
set by convention in the ESSPROS manual as follows: illness/healthcare, disability, old age,
survivors, family/children, unemployment, housing, social exclusion not elsewhwew
classified. As for the word „intervention” it should be understood in its broder sense, that of
covering the financing of benefits and related administration costs, as well as the actual
provision of benefits, which can take the following forms in the core system: cash payments
to protected people, reimbursements of expenditure made by protected people, goods and
services directly provided to protected people.
Social protection in the European Union accounts for 27.5% of GDP in 2005, while it
stood for 29% in 1993; this decrease in social protection’s share in GDP is due to the fact that
the new Member States spend around 15% of their GDP on social protection.
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Total expenditure on social protection in EU countries, % of
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Figure 1. Total expenditure on social protection in EU countries, % of GDP, 2005
Source: EUROSTAT.

It is important to mention that the Member States hold the whole responsibility for
financing and organizing their social protection systems, the European legislation in the area
being focused mainly on the application by the countries of the fundamental principles of the
Treaty. The Treaties of Amsterdam and Nice reiterated the role for the Community to
“support and complement the activities of the Member States” in a series of objectives
relevant to social protection: the social security and social protection of workers, combating
of social exclusion and modernization of social protection systems. This represents the basis
for policy cooperation and coordination processes which have developed during the last
decade and are involving information exchanges, policy evaluation and identification of best
practices. All these are founded on an explicit acknowledgement of subsidiary and diversity
of national systems. The Lisbon Council recommended the open method of coordination as a
tool for implementing the actions in the field of social protection, introduced in order to
promote best practices and a faster convergence towards the goals of the European Union.
It is of common acknowledgement at the EU level that social protection systems are
challenged by aging, the persistence of poverty and social exclusion, the growing inequalities, the
changes in society and family structure, changes in job content and they need reforming and
modernizing to face these challenges. The cooperation in the field of social protection at EU level
has been growing significantly from the Lisbon Council 2000 where an integrated socioeconomic strategy for Europe was drawn up and was later revised in 2005 and 2008. One of the
most important conclusions reached by the Council was the fact that modernizing and improving
the social protection systems of the Member States is a perquisite for the attainment of the global
strategic goals, idea that was then reiterated in the Social Policy Agenda adopted by the Nice
Council. The central idea is that of a triangle of economic, employment and social protection
policies. More and more, social protection is seen as playing an extremely important role in
economy, guaranteeing that an efficient, dynamic and modern economy is based on a solid
foundation and giving a great importance to social justice. Also it is stressed the role of the
individual and citizens’ participation to economic and social life.
After the Nice Treaty in 2000, The Social Protection Committee was founded with the
intention to promote the cooperation between Member States in the area of social policies, its
main objectives being: to make work pay and provide secure income, to make pension systems
sustainable, to promote social inclusion and to ensure a high quality and sustainable health care.
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For the first time, in December 2001, an integrated policy paper was issued – Joint Report on
Social Inclusion – which set the common elements for poverty and social exclusion
alleviation and for the promotion of social inclusion at EU level. Based on National Action
Plans for Poverty and Social Exclusion Alleviation, the document aimed at identifying best
practices and innovative approaches of common interest for the Member States. The Report
identifies a series of key risk factors which characterize all the Member States and limit the
access to the systems that promote social inclusion:
- Long-term dependency on low/ inadequate income;
- Long-term unemployment;
- Low quality of employment;
- Low educational attainment and illiteracy;
- Coming from a vulnerable family (divorced parents, single parent, many children,
domestic violence);
- Disability;
- Poor health;
- Living in a disadvantaged area;
- Poor living conditions;
- Migration or belonging to an ethnical minority, racist and discriminative behaviour;
- The vicious circle of poverty and social exclusion.
Unemployment, especially long term, is the main risk for poverty and exclusion for all
Member States. Thus, the common opinion is that promoting access to employment is the best
way to tackle poverty and social exclusion. EU’s opinion is that it should be created job
opportunities and employability has to be improved in order to have more open and inclusive
labour markets.
The 2008 Joint Report on Social Protection and Social Inclusion reiterates the need
for the social and economic policies to support and reinforce each other and also emphasizes
that social protection reforms and active social policies have contributed to economic growth
and job creation. Though, for Europe’s sustainable development, poverty and social exclusion
alleviation as well as modern social protection systems, strong fiscal policies combing social
adequacy and economic sustainability are fundamental. Because of the growing need to make
the concepts from the social protection area more operational, the European Commission
developed a set of overarching indicators for social protection and social inclusion which put
into practice the three overarching objectives for social protection and social inclusion: to
promote social cohesion, equality between men and women and equal opportunities for all
through adequate, accessible, financially sustainable, adaptable and efficient social protection
systems and social inclusion policies; effective and mutual interaction between the Lisbon
objectives of greater economic growth, more and better jobs and greater social cohesion, and
with the EU’s Sustainable Development Strategy; good governance, transparency and the
involvement of stakeholders in the design, implementation and monitoring of policy.
The key dimensions for the overarching indicators for social protection and social
inclusion are: risk of poverty, intensity of poverty risk, income inequalities, health outcome,
inequality in health, educational outcome and human capital formation, access to labour market,
financial sustainability of social protection systems, pensions adequacy, inequalities in access to
health care, improved standards of living resulting from economic growth, employment of older
workers, in-work poverty, participation in labour market, regional cohesion.
The indicators will have to be assessed in the light of key context information: GDP
growth, employment rate, unemployment rate, long term unemployment rate, life expectancy
at birth and at 65, old age dependency ratio, distribution of population by household types,
public, current and projected as % of GDP, social protection expenditure, making work pay
indicators (unemployment trap, inactivity trap, low wage trap).
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Consequently, we shall try to shape Europe’s social dimension with the help of some of the
indicators mentioned earlier.
Although the employment rate has increased in the late eight years, some of the EU
countries having reached the goals set for 2010 by the Lisbon strategy, there is still a great
number of individuals and families living in poverty. Increasing employment rate is crucial for
the maintenance of the welfare state and for the accomplishment of an important number of
socio-economic objectives, though some researches show that, in many cases, the positive effects
of increasing employment are partially offset by changes in other variables such as labour supply,
eligibility criteria and social benefits’ generosity (De Beer, 2007, pp. 375-388).
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Figure 3. Employment rate, total and by gender, in EU countries, 2006
Source: EUROSTAT.

The figure bellow shows the relationship between social protection expenditure and
employment rate. It is worth noticing that the Northern countries which adopt the so called socialdemocratic regime (Sweden, Denmark, Finland, Netherlands) and also the United Kingdom are
characterized by high levels of employment, but also high levels of social protection (EspingAndersen, 1991) The continental countries (France, Germany, Austria, and Belgium) also spend a
great deal on social protection, but their achievements in terms of employment rate are a bit lower
compared to the Northern countries. The Central and Eastern European countries have low
spending on social protection, while employment rates vary from 54.5% in Poland to 68 % in
Estonia.
Employment rate and social protection expenditure, 2006
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Figure 4. Employment rate and social protection expediture, 2006
Source: EUROSTAT.
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At risk of poverty rate defined as the share of persons with an disposable mean threshold
income below 60% of the national equivalised median income was 26% in 2006 (source:
Eurostat) before social transfers and of 16% (78 million persons) after social transfers. This
difference between poverty rate before and after social transfers, reveals, once again, the
important redistribution role that social transfers play in Europe. It shouldn’t be forgotten that
poor in a country does not necessarily means poor in another country due to the relative poverty
threshold. In countries with greater incidence of poverty it seems to be also an important poverty
gap, while in countries with less poor the distribution of income is more equalitarian.
In the social democratic countries (Sweden, Denmark, Finland, and the Netherlands) we
encounter the greatest differences between poverty rate before and after social transfers, due to
the generosity and universality of their protection systems. The difference between before and
after transfers poverty rate is also high in the liberal countries (UK and Ireland), but in their case
the poverty rate before social transfers is the highest in EU. The Mediterranean countries (Italy,
Spain, Portugal, Cyprus, Greece) do not display significant differences between the poverty rate
before and after social transfers, nor the Baltic countries and Romania.
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Figure 4. Poverty rate before and after social transfers
Source: EUROSTAT.

It should be added that almost 8% of the EU citizens are in poverty while in work,
which is a very serious issue. The economic dynamics has drawn the labour market dynamics,
but in spite of job creation there is a great range of disadvantaged people on the labour
market: women, young people, and elderly, low skilled or low educated persons which cannot
keep up with these changes. Though, it should be noticed that long-term unemployment has
been decreasing from 4.2% in 2004 to 3.7% in 2006, and also the share of persons from
jobless households has been declining.
Share of persons aged 18-59 who are living in jobless households , 2007
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Source: EUROSTAT.
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Though as already mentioned social protection plays an important part in poverty
alleviation, its effect can not be sustainable without decreasing individual’s dependency to
social transfers. That is why the Member States focus their attention on the relationship
between social protection systems and labour market and on the effects of this relationship on
the decision to participate in the labour force. Further on, our paper will analyze the link
between social transfers, as part of the social protection system, and inequalities in labour
market participation in EU countries.
The relationship between social transfers and labour market participation in EU
countries
The level and structure of social transfers and their interaction with the labour market
is a very important subject of debate in the international economic and scientific environment.
At European level, based on a series of studies carried out in several years, the Commission
has been promoting since 2000 the idea that social transfers, together with tax policies are
responsible for the low level of employment and the slowing down of economic growth in the
European Union.
This mutual relationship between employment and social protection was firstly
pointed out by the European Commission in 1999 and it followed the idea that employment is
the main driver of sustainability of social protection systems. It was also emphasized that the
new labour market needs a new social protection subordinated to the same principles of
flexibility and security and equilibrating rights and responsibilities. So, even since 1999, the
European Commission has decided that along with the employment strategy, another strategy
envisaging the modernization of social protection should be developed.
The third employment guideline of the Lisbon Strategy proposes to ensure inclusive
labour markets, enhance work attractiveness, and make work pay attractive for job-seekers,
including disadvantaged people and the inactive through active and preventive labour market
measures, including early identification of needs, job search assistance, guidance and training
as part of personalized action plans, and provision of necessary social services to support the
inclusion of those furthest away from the labour market and contribute to the eradication of
poverty and also ongoing review of the incentives and disincentives resulting from the tax
and benefit systems, including the management and conditionality of benefits and a
significant reduction of high marginal effective tax rates, notably for those with low incomes,
whilst ensuring adequate levels of social protection.
Researches done in this area revealed that tax and benefit policies act in a diversity of
ways and influence households’ welfare, income distribution and the decision to participate in
the labour force in various forms.
In this context, our paper aims at analyzing, in a comparative approach, the
relationship between benefits and tax systems and the inequalities in labour market
participation in EU countries. The purpose of our attempt is to establish whether the
differences in labour market indicators in EU countries can be explained by the evolution of
work incentive indicators (marginal effective tax rates).
Methodology
The analysis will be carried out for the 27 Member States, by interpreting the results
obtained after building regression models in which the dependent variables will be, in turn,
labour market indicators and independent variables will be, also in turn, different work
incentive indicators. This category of indicators measures the taxation effect of earning more,
namely the percentage of the gross earnings which is “taxed away” through taxes and social
contributions. We have chosen for our study the following indicators:
- unemployment trap, which measures the percentage of gross earnings which is "taxed
away" through higher tax and social security contributions and the withdrawal of
unemployment and other benefits when an unemployed person returns to employment. This
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structural indicator covers single persons without children earning, when in work, 67% of the
average earnings.
- low wage trap, which measures what percentage of the gross earnings is "taxed
away'" by the combined effects of higher taxes and reduced or lost benefits. This structural
indicator covers:
 employed single person moves from 33% to 67% of the average earnings
 earner in a one-earner couple with two children (in the age of 4 and 6) moves
from 33% to 67% of the average earnings.
- tax wedge on the labour cost, which measures the relative tax burden for an
employed person with low earnings.
As labour market indicators, we have chosen the following:
- employment rate of working age population, calculated by dividing the number of
persons aged 15 to 64 in employment by the total population of the same age group
- unemployment rate, calculated by dividing the number of unemployed by the
economically active population;
- part-time employment, as the share of persons employed part-time in the total
employment
- female part-time employment, as the share of women employed part-time in the
female total employment.
Data source
Because of the great importance of data comparability in a comparative analysis such
as, we have used one single data source, namely the EUROSTAT. Thus, we have ensured a
relatively common data collection methodology. We have used time series for the period
between 1996 and 2006 for the tax wedge on the labour cost, employment rate,
unemployment rate, part-time employment, and time series for the period 2001-2006 for the
unemployment trap and low wage trap indicators.
Methods and techniques – Models
In order to establish the existence and sign of dependency between the indicators of
marginal taxation and labour market indicators we have employed a cross-section panel
regression method; this is because the length of our series wouldn’t allow for a regression for
each country. We also decided to group the EU countries by the social model they fit in best,
according to Esping-Andersen’s classification. We have added the Central and Eastern
European countries in a separate group, so that finally we have five groups of countries:
1) The social democratic model: Denmark, Sweden, Finland, the Netherlands;
2) The conservative model: France, Belgium, Germany, Austria , Luxembourg;
3) The Mediterranean model: Italy, Spain, Portugal, Greece, Cyprus;
4) The liberal model: United Kingdom, Ireland;
5) The Central and Eastern European countries: Bulgaria, the Czech Republic,
Slovakia, Hungary, Poland, Lithuania, Latvia, Estonia, Slovenia, Malta, Romania.
Main results
Before presenting the main results that occurred after analyzing the regression models
developed, we consider very useful a brief analysis of the work incentive indicators in the
countries of study.
Thus, the figure below shows a classification of EU countries by the value of the tax wedge
on the labour cost indicator, which measures, as already mentioned, the fiscal burden on a low
wage earner. We can see that in a great number of countries (14) the tax wedge accounts for
between 40 and 50% of the marginal gross earning, for other ten countries it spreads between 30
and 40%, while in Malta, Ireland and Cyprus the fiscal burden is under 20%. As for Romania, it
holds the eighth rank in the descending classification by the value of the tax burden, with 42.5% of
marginal gross earnings. The so-called conservative countries have high tax wedges on the labour
cost, while the liberal countries are at the other end of the ranking.
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Tax wedge on labour cost in the European Union countries, 2006
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Figure 6. Tax wedge on labour cost in the European Union countries, 2006
Source: EUROSTAT.

As for the unemployment trap, we find high values of the indicator in the Nordic
social democratic countries (Sweden, Denmark, and the Netherlands) very generous in
unemployment benefits, but also in France, Luxembourg or Belgium. Slovenia is the EU
country with the highest value of the indicator; in its case 94% of the additional earning by
moving from unemployment to work is taxed away for a person earning 67% of the gross
average earning. In other words, a high unemployment trap is equivalent to a lower incentive
to go back to work. Slovenia is the country with the lowest unemployment trap, it taxes only
40% of the additional earning of an unemployed becoming employed. As for Romania, 70%
of the additional income is taxed through fiscal and social contribution mechanisms.
Unemployment trap in the EU countries, 2006
100.00
90.00
80.00
70.00

%

60.00
50.00
40.00
30.00
20.00
10.00
Slovakia

Malta

Greece

Cyprus

Estonia

Czech Republic

Austria

Romania

United Kingdom

Italy

Bulgaria

Germany

Finland

Ireland

Hungary

Lithuania

Spain

Portugal

France

Poland

Belgium

Netherlands

Sweden

Latvia

Luxembourg

Denmark

Slovenia

0.00

Figure 7.Unemployment trap in the EU countries, 2006
Source: EUROSTAT.

It is important to remark that the above mentioned indicator covers single persons
without children, while the decision to participate in the labour market is not an individual
decision, it is usually taken at family level and it doesn’t depend only on income level. For an
unemployed person with children, for example, a job could lead to tax exemptions (e.g.
Germany), while for an unemployed the access to the labour market means at the same time
access to social protection rights.
By comparing the low wage trap for the two situations mentioned above (employed
single person, earner in one-earner couple with two children) we find very interesting
information about the family policy of the Member States. For example, Cyprus has a small
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wage trap for an employed single person (6%), but for an earner in one-earner couple with
two children moving from 33% to 67% of the gross average earnings is taxing away 90%the
additional earning. Italy is the only European Union country where the low wage trap for an
earner in one-earner couple with two children is negative, thus encouraging poor families
with children to get higher income. The fact that in most of the countries the low wage trap is
higher for families with children than for single persons indicates that families with children
benefit of generous means tested social transfers. We can also see that in the Northern
countries (social democratic model) the low wage trap is high because their social protection
system relies on generous benefits to poor families. The Mediterranean countries (Italy,
Spain, Greece, and Portugal) have small low wage traps, especially for a single person, while
the conservative countries (France, Austria, Germany, Belgium, and Luxembourg) are at the
average. The former socialist countries from Central and Eastern Europe have small low
wage traps, meaning that they are either not offering important social benefits for poor
persons, or that the difference between the benefits offered for the two income thresholds
does not differ significantly. Romania is one of the few countries for which the low wage trap
for a family with one earner and two children is smaller then that for a single person, fact
explained by the existence of the minimum guaranteed income scheme which is a means
tested benefit increasing with family size and it also creates employment incentive by an
additional 15% of the benefit for families with working members.
Low wage trap in the EU countries, 2006
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Figure 8. Law wage trap in the EU countries, 2006
Source: EUROSTAT.

Trying to capture between countries and time evolution of work incentive indicators,
as well as the relationships between them and labour market indicators, we built cross-section
panel regression for five groups of countries, divided by social models and the Central and
Eastern European countries. In order to study the sensitivity of results to the regression
method employed, we applied two methods: GLS (cross section weights and fixed effects) –
the generalized least squares accepting the existence of cross section heteroskedasticity and
employing fixed effects for each country and OLS common no weights – the ordinary least
squares with no weights and common constant for all countries. We have also used context
variables such as: GDP, inflation rate and openness of the country (imports and exports
divided by GDP).
The main results of the regression modeling are shown in the tables below, for each
equation we have indicated the sign of dependency, but only for the statistically significant
cases at the 10% level. Except for the new Member States, there are relatively important
differences between the results of the two methods. We explain these differences by a higher
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dispersion between the values of indicators for these groups of countries; this spread is
corrected by weighting the countries in the GLS method.
Group 1: Central and Eastern European countries
 The employment rate of the working age population depends significantly (at 10%
level) and positively on the low wage trap for one earner couple with two children
aged 4 or 6. It could seem surprising at first sight, but we explain this by the fact
that a higher low wage trap could lead to higher employment because unemployed
and economically inactive persons enter the labour market in hope of escaping this
trap through significantly higher earnings. This result is valid regardless of the
regression method.
 Part-time employment (total or female) is negatively influenced by the
unemployment trap, namely higher the unemployment trap, less chances that a
person to be employed part-time. The increase in earnings due to the transition
between unemployment and part-time employment is in general smaller than that
due to the transition between unemployment and full-time employment, thus the
unemployment trap becomes more significant.
 The low wage trap is positively correlated with the unemployment rate and
negatively correlated with the part-time employment.
 The tax wedge on the labour cost negatively affects part-time employment.
The fact that the results are almost similar irrespective of the method indicates a low
degree of dispersion between the country indicators.
METHOD OLS common no weights/ METHOD GLS cross section weights
Dependent variable/
Independent variable
Employment rate(age
16-64)
Unemployment rate
Part-time employment
Part-time employment,
female

Unemployment
trap
/positive

Low wage trap
– a single
person
/positive

negative/negative
negative /negative

positive
/negative
negative

Low wage trap – one
earner couple with two
children
positive /positive
positive
/negative
negative/positive

Tax wedge on the
labour cost
positive
/positive
negative /negative
negative/negative

Group 2: The conservative model – France, Germany, Luxembourg, Belgium, Austria
 The significant differences between the results of the two regression methods
indicate the existence of a high spread between countries for the indicators under
analysis, the second method that takes into account this spread by weighting the
countries displays different results.
 The unemployment trap has a negative impact on employment rate and part-time
employment.
 The low wage trap for a single person affects employment rate negatively and parttime employment positively. This result can be explained also by the high part-time
employment registered in these countries, as well as for its positive trend in the last
decade, so that we talk about more flexible labour markets.
 The same situation as in the case of Central and European countries is found for the
low wage trap for one earner couple with two children, which has a positive
influence on employment rate as the unemployed adult may enter in the labour
force.
 The tax wedge on labour cost for low wages has a positive influence on
unemployment rate, as we know that the conservative countries are among the
countries with the highest labour taxation, especially through the social
contributions component.
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METHOD OLS common no weights/METHOD GLS cross section weights
Dependent variable/
Independent variable

Unemployment
trap

Employment rate(age 16-64)
Unemployment rate

negative/positive

Part-time employment
Part-time employment,
female

Low wage trap – one
earner couple with
two children
positive

Tax wedge on the
labour cost

negative

positive/ negative

negative

Low wage trap
– a single
person
negative
positive/
negative
positive

negative

positive/positive

/positive

positive

/positive
positive/ negative
positive/ negative

Group 3: The Mediterranean model – Italy, Spain, Portugal, Greece, Cyprus
 As in the case of conservative countries, the unemployment trap is positively
influencing the unemployment rate, though in this case the unemployment benefit
recipients are less.
 A higher low wage trap for a single person leads to employment reduction,
increase in unemployment and female part-time employment. The low wage trap
for one earner couple with two children negatively affects female part-time
employment, the fact being difficult to explain unless the relationship between low
wage trap and female employment is analyzed.
 The positive relationship between the tax wedge on labour cost and part-time
employment could suggest a shift from formal to undeclared employment,
especially having in mind the tourism specificity of their employment.
METHOD OLS common no weights/METHOD GLS cross section weights
Dependent variable/
Independent variable
Employment rate(age 1664)
Unemployment rate
Part-time employment
Part-time employment,
female

Unemployment
trap

positive
/negative
/negative

Low wage trap –
a single person

Low wage trap – one
earner couple with two
children

Tax wedge on the
labour cost

negative/ positive

positive/ negative

negative/positive

positive/ negative

positive/positive

positive

/negative

positive

negative/negative

positive

positive /positive

Group 4: The social democratic model – Denmark, Sweden, Finland, the Netherlands
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This group of countries acts different from the others regarding the relationship
between unemployment trap and unemployment rate, which is negative. The
unemployment trap in these countries is very high due to the generous benefits
granted to unemployed persons, but still unemployment rate, especially the long-term
unemployment rate, is among the lowest in Europe.
The positive relationship between unemployment trap and employment rate suggests,
in fact, the successful promotion of employment through generous unemployment
benefits, but also through the implementation of active labour market policies (The
Danish Flexicurity Model).
This group of countries behaves differently also with respect to the dependency
between low wage trap for a single person and employment rate, which is positive.
This result could be also explained by the generous benefit systems, but also by the
universality and equality of these transfers.
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METHOD OLS common no weights/ METHOD GLS cross section weights
Dependent variable/
Independent variable
Employment rate(age 16-64)
Unemployment rate
Part-time employment
Part-time employment,
female

Unemployment
trap
positive
negative/
negative

Low wage trap – a
single person
positive/ positive

Low wage trap – one earner
couple with two children
negative/positive

negative

Tax wedge on
the labour cost

positive/ negative

/positive

negative

/positive

negative

/positive

positive

Group 5: The liberal model – the United Kingdom, Ireland
 The low wage trap has a negative influence on employment rate and part-time
employment, which could suggest, as in the case of the social democratic model,
the enhanced efficiency of employment policies.
 The low wage trap for one earner couple with two children is positively influencing
part-time employment, which suggests an increased flexibility of the labour market
regarding to working time.
 The tax wedge on labour cost has positive effects on part-time employment.
METHOD OLS common no weights/ METHOD GLS cross section weights
Dependent variable/
Independent variable

Unemployment
trap

Employment rate(age 16-64)
Unemployment rate
Part-time employment
Part-time employment,
female

Low wage trap –
a single person

Low wage trap – one
earner couple with two
children

positive/ positive

Tax wedge on
the labour cost
/negative
/negative

negative/ positive

positive/ positive

positive/ positive

negative/ positive

positive

/positive

positive/ positive

Conclusions

On the basis of the above mentioned results we could draw some interesting
conclusions. First of all, we notice that Central and Eastern European countries have very
similar behaviour regarding the relationship between social transfers and labour market
participation, given by the relatively low dispersion of between countries value of indicators,
and also suggested by the similar results obtained for the two methods.
The unemployment trap influences negatively the employment rate and positively the
unemployment rate in the Central and Eastern European countries, the countries belonging to
the conservative and Mediterranean model. In the United Kingdom and Ireland the
dependence is not statistically significant at 10%. For the social democratic countries the
dependence is reversed, which is in line with their principles, namely high level of social
protection and active labour market policies. Practically, the different results for the groups
suggest the different ways of protecting people against labour market risks, focusing on a
higher security of income and lower security of employment.
As for the link between low wage trap for a single person and labour market
indicators, we find that it can be of both signs depending on the group under study. Thus, in
Central and Eastern European countries, conservative and Mediterranean countries the
influence of the low wage trap for a single person is negative for the employment rate and
positive for the unemployment rate. In the Northern and Anglo-Saxon countries the
relationship is reversed, so that a higher low wage trap is equivalent to a higher employment
rate and lower unemployment rate. Active labour market policies play a very important part,
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labour markets are functioning efficiently so that even if there is a raise in the low wage trap
this does not lead to the reduction of unemployment and to the growth of unemployment.
The low wage trap for one earner couple with two children is positively correlated
both with unemployment rate and employment rate for the Central and eastern European and
Mediterranean countries. In fact, it should be mentioned that in most of the countries in
question the low wage trap and unemployment rate have declined, while the employment rate
has been increasing in the recent years. The positive relationship between low wage trap and
employment rate could be explained by the decline in both indicators in many Eastern and
Central European countries and by the between countries dispersion of indicators for the
Mediterranean countries, which makes the relationship reversed in sign in the case of the
second method. In the social democratic countries, characterized by the highest low wage
traps, the employment rate is negatively influenced by this trap, while the unemployment rate
is positively affected. There are significant differences for the social democratic countries in
the case of the two low wage trap indicators, the family changes everything, the decision to
enter the labour market of the second adult is significantly influenced by the generosity of
social transfers granted to families with children.
The link between the tax wedge on labour costs and part-time employment is positive
for the Mediterranean countries and could suggest a shift from formal to undeclared
employment, and negative for Eastern and Central European countries. The tax wedge on
labour costs has a positive influence on unemployment rate in the conservative countries, as
we know that the conservative countries are amongst the countries with the highest labour
taxation, especially through the social contributions component.
References

Carone, G., Salomaki, A., „Reforms in Tax-Benefit Systems in order to Increase Employment
Incentives in the EU”, Economic Paper, 2001
De BEER, P., „Why work is not a panacea: a decomposition analysis of EU-15 countries”,
Journal of European Social Policy 17, 2007, pp. 375-388 2007
Esping-Andersen, G. (1991). The Three Worlds of Welfare Capitalism, Cambridge, Polity
Press
Esping-Andersen, G. (1996). Welfare State in Transition (National Adaptations to Global
Economies), Londra, Sage Publications
Ham, J., Terrel, K., Svejnar, J., „Unemployment and the Social Safety Net during Transitions
to a Market Economy: Evidence from the Czech and Slovak Republics”. William
Davidson Institute Working Paper No 169, 1998.
Hantrais, L., (1995). Social Policy in the European Union, Londra, Macmillan Press
Hill, M. (1996), Social Policy: A comparative Analysis, Londra, Prentice Hal,.
Kowalski, P. Burns, A., „The jobs challenge in Poland: policies to raise employment”, OECD
Economics Department Working Papers no. 414, 2004
Lavalette, M., Pratt, A., „Social Policy: A Conceptual and Theoretical Introduction”, Londra,
Sage Publications, 1997
Lubyova, M., van Ours, J.C., „Work Incentives and the Probability of Leaving
Unemployment in the Slovak Republic”, William Davidson Institute Working Paper
No. 82, 1997
Mihut, L., Lauritzen, B. (1999). Models of Social Policy, Editura Didactica şi Pedagogică,
Bucureşti
Naumescu, V., „Introducere în studiul politicilor sociale”, curs universitar, Cluj, 2007
OECD, „Benefits and Wages”, 2004
Puhani, P. „Unemployment Benefit Entitlement and Training Effects in Poland during
Transition”, The William Davidson Institutes Working Paper No 226, 1999

126

Theoretical and Applied Economics. Supplement

127

Sutherland, H., „Micro-level Analysis of the European Social Agenda”, EUROMOD Working
Paper Series, 2005
Wilensky, H., „Comparative Social Policy: Theory, Methods, Findings”, IIS, Univ. Calif.
Press, 1985
Wolff, J., „Unemployment Benefits and Incentives in Hungary: New Evidence”, The William
Davidson Institutes Working Paper No 111, 1997
Work, A., Leetmaa R., Paulus A., Anspal S.,”Tax-Benefit Systems and Growth Potential of
the EU”, 2007
„Joint report on Social Inclusion”, Comisia Europeană, Brussels, 2001-2004
„Joint report on Social Protection and Social Inclusion”, Comisia Europeană, Brussels, 20052008
„Joint Employment Report”, Comisia Europeană, 2003
„Portofolio of overarching indicators and streamlined social inclusion, pensions and health
portofolios”, Comisia Europeană, Brussels, 2006
„Mutual Information System on Social Protection in the EU Member States”, Comisia
Europeană,MISSOC 2002-2007, source: http://ec.europa.eu/employment_
social/social_protection/missoc_tables_en.htm
„Key issues on social protection and employment”, The Social Protection Committee,
Comisia Europeană, Brussels, 2003
„Anuarul Statistic al Romaniei”, Institutul Naţional de Statistică, Bucureşti, 1997-2007

127

128

Romania in the European Union. The Quality of Integration. Regional Development

THE LABOUR FORCE MOBILITY- A PREMISE FOR
THE FLEXIBILITY OR FOR THE LACK OF BALANCES
ON THE LABOUR MARKET?
Alina Ştefania CREŢU
Academy of Economics Studies, Bucharest
Abstract. The external labour mobility represents one of the most important
phenomena for the social-economical changes in Romania, as well as for its citizens’ lives. A
great attention should be paid to the internal fluxes on the labour market, especially if we
consider the labour deficits divided on regions and domains of activity. In the context of
Lisboan Strategy Romania, as member state of European Union, aims at reaching a higher
degree of flexisecurity, which assigns on the one hand a raised level of labour flexibility in
general and, on the other hand, the social security assurance. In addition to this, in this
article we also discuss the relation which sets out between the staff instability and labor
productivity, as well as possible ways of diminishing the labor lack of balances.
Key words: instability; labour market; flexisecurity, regional and local lack of
balances.

JEL Classification: J01, J61.
REL Classification: 12E, 12G.
Present considerations concerning the complexity of post-adhering labour
migration phenomena
According to a study effected by the Public Opinion Barometer considering a
representative national pattern, 10% from the households own at least one member who
temporary works abroad, while the major part of the migrants workers come back in the
country. In addition to this, the data provided by the International Labor Organization (ILO)
show that 47% from the Romanians who worked abroad did not have legal documents for
hiring, very often being paid with inadequate wages, lacking the minimal conditions of labour
protecting and remaining, partially or totally, out of the social protection schema.
The complexity and risks of labour mobility determined the European Union to
propose for Romania a transition period after adhering in order to foresee the apparition of
labor unbalances and the tension generated by public opinion. The Romanian migrants more
and more become agents of development. The remittances significantly rose from 958 million
euro in 2002 to 6,3 milliards in 2007, and these changes aim to go beyond the foreign
investments. We can distinguish two consequences of labor migration:
– better administrated, it could stimulate the economic and social development at
personal, familial and communitarian level, leading to the unemployment and
poverty decreasing (in the latest years Romania had an important economic raising
due to the ISD’ s and money sent from abroad by the Romanian emigrants)
– an expansion of house expenditure takes place, such a model of economic raising
representing one which will create a supra healed economy; in 2007 some regions
registered amazing raisings (the constructions domain 34.1%, the domain of trading
14% and so on), which fact could lead to an unconstrained raising on long term.
Why do young people emigrate? One out of four persons considers looking forward
for a job abroad in the following three years. Moreover, only 21% from the youth consider
that they can make easier their life in Romania than abroad. The integration in UE and the
government policies to draw employees lead to a rising of youth options towards institutional
employers, in this way emphasizing the struggle for talents. According to the data offered by
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the Synergize Consulting representatives the labour abroad mirage affects approximately one
quarter from the young professionals. Generally, they consider that they have more
opportunities abroad than in Romania.
The labour market offers minimal chances for graduates. The employers and relevant
social partners implication is very limited concerning the university educational planning. The
link between the universities and employers is very weak and differs from the practice carried on
in the vocational and technical education. In order to facilitate the professional insertion European
instruments such as European CV and Euro-pass have been adopted. From the perspective of
higheror education relevance to the labour market requests the following difficulties can be
mentioned: there is no link between the system and the dynamic labour market necessities; a clear
equivalence between the university education and the criteria (formal or based on competences)
on the labor market; there is a lack of studies and systematic analyses concerning the existent
correlation between the offer of university education and labor market requests, not only
considering the quantitative aspect (the school figure is not based on an analyze of labor request
evolution), but also considering the structural aspect (divided on domains and levels of
qualification); narrow educational interests are used (over 270 specializations), which determined
numerous parallelisms, inadequate use of financial resources, difficulties in the proper definition
of didactic rules and made harder the graduates insertion on the labour market; there are
inconsistencies concerning an improvement strategy development between the partnership and
the economic and social environment. The partnerships with the business community are not
developed enough.
The most important problem with which the university education graduates confront
refers to the “lack of experience”. However, most companies begin to give up this condition
and offer jobs if the youth get over several practice phases during the university studies.
Yearly, approximately 1,000 jobs are available at national level for the university education
graduates. The requests number is situated between 100,000 and 120,000, still at national
level. The situation is still more complicated concerning the number of 12th class graduates,
where only in Bucharest are approximately 200,000 graduates. According to some unofficial
estimation almost 90% from graduates find a job by themselves. However, still remain 20,000
youth who do not have a chance to get hired.
The UE member states from the centre and east of Europe have the richest offer of jobs
for Romanians. A considerable number of vacant jobs for Romanians (255) comes from Czechs
Republic, but half of them are estimated to the IT engineers (windows operational system).
Among the advantages offered by the abroad migration we mention:
– the Romanians who learned abroad are different from those who studied here
through calm and optimism. They have the Stanford rings recognition, the certainty
of knowledge got in the American universities, international exposal through
internships in various domains and they look in a capitalist way at the challenges
from the balkanian private environment.
– The social help for rising the child by which can benefit the Romanian citizens who
legally work in Hungary are very attractive. According to the legal precautions
from this country concerning the social assistance the foreign citizens who are
allowed to stay here and also contribute to the social security system can benefit of
the corresponding services, respectively the birth indemnity, the maternity
indemnity and the indemnity for the child rising (the birth indemnity – 244 euro,
and in case of twins – 322 euro, the maternity indemnity – 70% from the monthly
basic pay, the indemnity for the child rising- 70% from the mother’s basic pay, but
it cannot be more than 260 euro).
– Conditions in order to get indemnities: a subscribe probation of 180 days from the
latest two years or not to have followed the secondary school or university studies
at a public educational institution and to rise the child in family in Hungary.
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For the period 2007-2009 was foreseen the revisal of legislation concerning the
continuous professional formation and the Professional Education of Grown Ups National
Council of consolidation of administrative capacity, with role of national authority for
qualifications. The development of continuous system education is made according to the
social partnership principle by supporting the foundation and forming of rectories
committees. The social partners are implied in the qualification defining and validation, as
well as in the process of providers of grown ups education authorization and of competences
evaluation. The development of continuous and initial professional education programs in
order to assure a higher attractiveness and stabilization for these.
The labour deficites analyze
Millions of Romanians are looking for a job abroad while the country has difficulties
in finding workers for certain domains of activity.
The labor markets from the new UE member states can cause misunderstandings to
someone abroad. Even if the unemployment rates are down (approximately 5.5% in Romania)
or up (over 15% in Poland) the lack of labor force is felt by the entire economy.
There is a too small infusion of foreign labor in Romania in order to cover the
necessary in some companies. Better than wait the return of over two millions of Romanians
from Occident the Romanian companies decided to use labour force from Asia. The
specialists affirm that in the following years the number of foreigners who will search for a
job in our country will rise.
These days the labour deficites in Romania can be presented in this way:
– 350,000 workers in constructions and light industry (the number of those receiving
permission to work here is of 4,628 legally, while considered with illegal
conditions of work reaches 8,000, from which result that those working in legal
conditions can occupy less than 1,5% from the vacant jobs). The government
approved a decision for the elaboration of 12,000 authorizations for the foreign
workers, the main countries being Turkey (813), Moldavian Republic (278) and
China (246). In Romania in this area of activity the wages vary between 600-700
euro per month, no matter the domain, and 1,000 euro per month for specialists. In
the European countries these wages are several times bigger.
– 7,000 workers in agriculture. Either they are agronomic specialists or unqualified
workers, Romanian prefer to live abroad for better wages. In Italy and Spain is
obtained a wage between 800 and 1,200 euro monthly, while in Romania the wages
are only of 400 lei for the unqualified workers and 700 lei monthly for specialists.
The migration explains why the unemployment rate is so down in Romania, although
the industrial reorganization is strongly felt. There are in Romania towns and areas where the
unemployment rate is approximately 0%, and the employers find it difficult to find employees
for certain jobs. In addition to reducing the unemployment rate the migration also determines
certain pressures of raising the wages. From this results the tendency of a phenomenon
apparition, which, ironically, reminds of the command system: the simultaneous presence of
lack and surplus. Within a market economy this should not be a rule of this game which
rather indicates the market rigidity because certain factors. However, it can be observed that
this simultaneity is also met at very high unemployment rates.
The migration fluxes generate monotonous trajectories of regional development in the
indigenous countries. It can be concluded that the link between migration and development is
not necessarily a direct one, but it is a much more complex relation who if it is not better
administrated can produce even unexpected effects.
Another problem which we deal with is that the money sent in the country is not
gathered, but spread towards hundreds and thousands of housekeeping’s. The money sent
protect the migrants families from falling into poverty and modestly contribute to the local
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development by improving the houses, however not by investments in projects of local
infrastructure.
Also the structural problem of transferring the sums earned by the emigrants abroad
should be considered, the major part being informal (relatives or friends). The official transfer
facilities are very expensive, and this is why the necessity of reducing such costs, which
would lead to national economic raising, keeping the funds in the bank system and
stimulating the consumption and bank credit. Greece and Portugal took measures with respect
of this by opening branches in the destination countries. The services included expenses
supported by the government with an attractive rate of profit and facilities for stimulating the
investments in the indigenous country, in this way appearing the possibility of diminishing
the lack of balances on the labor market.
It is not to be neglected the fact that in addition the monetary remittances also appear some
social remittances (the ideas, practices and social capital) which are transferred between the
destination countries and the indigenous countries, these being capable to affect the familial rules,
the sexes’ roles, the classes and races identity, the political, economical and religious participation.
In order to raise the internal geographical instability we take into consideration the
covering of labor force lack in domains requested by the local and regional markets, by
raising the visibility of vacant jobs and of facilities offered by the employers, in such a way
that the workers should be motivated to change their job.
Considering the external dimension of geographical instability, Romania will follow
the adequate administration of economic migration for compensating the internal lack of
labor in certain domains.
The flexibility of labour market analyze through considering the domains of
activity, regional and local disparities and the atypical work contracts registered in 2007
- on domains of activity: the indicator ins/outs values > 1 in extractive industry,
electrical and thermo energy, gases and water, constructions, financial intermediates,
strike bound transactions and other services, education, health and social assistance;
agriculture, manufacturing industry, trade, transport, depositing and communications,
as well as other economic activities are characterized by a negative trend of evolution
(values of the indicator > 1). As well, the maxim value is reached in the case of
financial intermediates (2,2) which register the highest positive raise concerning their
number of employees, as we can notice in the first graphic.
2.5

inflows/outflows

2.20

2.0

1.5

1.44
1.29

1.21

1.15

0.99

1.10

1.0

1.30

0.91

0.85

0.79

0.92

0.88

0.66
0.5

0.0
A+B

C

D

E

F

A+B= agriculture, forestry, fish breeding
C= extractive industry
D= manufacturing industry
E= electrical and thermo energy, gases and
water
F= constructions

G

H

I

J

K

M

N

O+P

Total

G= trade
H= hotels and restaurants
I= transport, depositing and communications
K= strike bound transactions
M= education
N= health

Figure 1. Fluxes of employees in 2007: the report between ins and outs, on economic activities.
Source: INCSMPS, Inquiry on labour force demand, 2008.
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the labor market mobility in Romania from the point of view of working contracts on
limited period of time or part time contracts. In this domain, although some
progresses have been made, by introducing the new code of work, still is a certain
rigidity which could affect the insertion of new graduates or even that of some
students. Only 7% from the companies have also employees with part time contract
and these represent 3, 7% from the total number of employees who work in the
investigated companies. As results from the second graphic, big companies use part
time work in a proportion of 40%, being followed by the middle companies (20%).
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Figure 2. Companies which use part time and partial working contracts, considering the developing region (%)
Source: INCSMPS, Inquiry on labour force demand, 2008.

It is well known the fact that in the economic domains which develop temporary activities
can be found the biggest weight of part time contracts. Therefore, after the economic activity,
from this persoective, on the first place is situated the energetic domain (26.35%), followed by the
extractive industry (18.4%), transports, constructions and strike bound transactions.
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Figure 3. Companies which use a part time contract, considering the economic activity (%)
Source: INCSMPS, Inquiry on labour force demand, 2008.

On the other hand, only 20% from the investigated companies use partial contract. As the
company’s proportion raise, the probability to hire part time employees is bigger. 55% from big
companies and 45% from middle companies use employees with partial contracts. A situation
corresponding to this type of employment on domains of activity is presented in the figure 4.
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Figure 4. Companies which use the partial contract, considering the economic activity
Source: INCSMPS, Inquiry on labour force demand, 2008.

The weight of the occupied population with partial program in the total of the
occupied population is relatively low (17-20%), after 2003 being registered a lowing down
trend which reaches 13% in 2007. This evolution can be a result of economic rising, which
determined the raising of job number in the domain of services and not only, in this way
being created the possibility of complete program employment(Figures 5 and 6).
The weight of part time occupied population within the total of occupied population

Figure 5

Figure 6

Occupied population(total), full time occupied population, part time occupied population
Source: AMIGO, 1996-2007

- From a regional point of view we can notice that the most reduced instability of
contractual working rules is in S and NE, at the other edge being areas such as
Bucharest-Ilfov and centre. The performed analyze also emphasizes two possible
models (Figure 7):
The former is characterized by partial work contracts, rarely we deal with part time
contracts (such extremes being met in SE and V, with registered values of 32.6% and 0.7%,
respectively 34.6% and 0.9%).
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The latter is characterized by the use of both forms of contracts at quotation over the
national medium (Bucharest-Ilfov, center and NV).
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Figure 7. Companies which use part time and partial working contracts, considering the developing region (%)
Source: INCSMPS, Inquiry on labour force demand, 2008.

The labour force mobility versus labour productivity
Concerning the labour flexisecurity we mention that the studies performed at
European level showed that, no matter if we speak about a country which strongly protects
the job or one that practices a flexible system, it was proved that the rate of losing jobs and
respectively of create new jobs are somehow similar. The labor market flexibility in the form
of the employer’s possibility to put an end to a certain working contract implies expenses for
the economy, especially in the fourm of a lower level of productivity and innovation. It was
proved that there is a connection between the job protection, the period of remaining at the
respective job and productivity.
The studies realized in the domain proved that there is a connection between the
period of remaining at the respective job and productivity. According to these, the raise with
a year of the years of service contributes with a raise of 0.1% of the work productivity.
Generally, a length of service less than four years negatively influences the productivity. The
positive relationship between the length of service and productivity begins at a four years
length and comes closer to its end at approximately 14 years. The workers who exert their
function less than six months are with a quarter less productive than the workers with a length
of two years.
The job protection also prevents the situation in which the companies would fire in
strategies which can not be sustained on a long period of time, leaving the expenses to the
state or workers.
The flexicurity promotes a combination between a flexible labour market and a high
degree of security in order to occupy the market forces and the incomes, at the same time
with giving a central role to the social partners, which also supposes a high level of training
for work. As a consequence, concrete measures must be taken aiming at improving the
professional education system. At the same time, the development of some active policies on
the labor market becomes necessary, so that people should be supported to face fast social
changes, unemployment and transition towards new jobs. In addition to this, a permanent
education system must be developed in order to assure the continuous adaptability of
employees. The program refers only to one of these concept components, namely working
relations flexibility, without referring to the parallel concept of security. This concept
developed in the north states, and it is based on an efficient partnership between the social
partners, whose role is fundamental in the attempt to implement it in Romania.
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The employers must invest more and more in the human capital, especially in the form
of professional training. The companies will have to cease the present policy of “stilling” the
already prepared workers. If they continue this policy they will aliment the wage line for
certain categories of workers. No employer will invest in the professional training of an
employee who immediately leaves the job. If flexibility means the restriction of any
restrictions in ceasing a working contract then these measures must be similarly applied if the
worker’s intention is to leave the job.
There is also a connection between the jobs’ protection and innovation, namely that
without it the workers are more reticent to innovation. The studies performed by the
European Foundation for the improvement of life and work conditions showed that a rising of
occupying forms beyond a certain level determines a worsening of working conditions. In
practice it was proved that there is a correlation between promoting the flexible forms of
occupying and worsening of working conditions. Even if in certain conditions a direct
correlation would not exist it was noticed that in all cases the labour market flexibility raising
gets worse the working conditions.
Those workers who have not access or have limited access to their professional
training are exposed to losing their job or finding another job. In this way the possibility to
make career is also extremely reduced.
Possible consequences of lack of balances on the labour market and solutions of
diminishing them.
The lack of specialists in certain domains continually developing (IT, retail,
assurances and so on) will be followed by an artificial raise in the wages of these industries,
which could determine the return of those workers left abroad. As a consequence the
companies’ preoccupation to analyze the salary costs by considering the profit will rise more
and more. Another tendency on the salary market next year could be the extension of other
benefits on long term, such as the pans afferent to the giving actions for management or key
employees.
In order to sustain the labour market deficits the changes which will take place will
sustain the employers’ policy of attracting and retaining who become more and more
inventive in according wages, benefits based on performance in order to raise the employees’
loyalty, which are even harder to get. All these could lead to the raise of work productivity by
motivating the employees.
For the year 2009 we can expect an evolution of wages similar to that estimated on
different positions for the year 2008.
Organization chief
9.3-12%
Executives
9.6-10,8%
Managers
10.6-12%
Specialists
11.3-12%
Sale specialists
11.6-12%
Qualified workers
11.3-12,8%
Unqualified workers
11.7-15%
Source: MERCER (Ziarul financiar. Profesii, December 2007).

The main ways used in order to find labour force:
– on the basis of recommendations received from the workers, friends or
acquaintances (26.8%)
– by announcing the jobs in the central and local press(29.7%)
– 16.4% from the companies search labor force in collaboration with public
occupying service, which means an improvement of National Occupying Agency
implication in business (it is still hard to know which was the main modality to
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gain labor force; the companies can use the public occupying service, but not
necessarily in the right meaning of the word);
– private occupying agencies which put the announces with vacant jobs on web sites
register important weights (15.8%).
Analyzing the way in which the companies use the public occupying service we can
notice that in S and SV regions are characterized by the best collaboration between the
companies and occupying agencies, while Bucharest-Ilfov is the region with the lowest rate
of cooperation. However, if we study the request structure we notice that Bucharest-Ilfov is
also the region which requests the biggest proportion of labour force with higheror education.
In this way it can be explained the fact that the companies from this region use in a smaller
proportion the public occupying service.
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Figure 8. The weight of those companies which search labour force in collaboration
with the public occupying service, considered on developing regions (%)
Source: INCSMPS, Inquiry on labour force demand, 2008.

Concerning the evolution of staff deficit for the year 2009 it is expected its increase in
certain industries, while the employers’ efforts to gain their employees will raise in the
conditions in which the lack of specilists is proportional with the salarial advance.
It is anticipated the companies’ orientation towards more generous areas concerning
the labor force this attitude being followed by wage rising also in the areas left behind, but
also by suplimentary expenses related to the realocation of some specialists or managers who
lack from the respective areas. An important change is connected to the selection criteria of a
new employer, in such a way that apart from the salary there are a lot of criteria which take
into consideration the level of responsibility and authority offered, the organization’s culture,
the manager’s type and not in the last the office’s position, consdering the traffic jams. A
raising of voluntary fluctuations from 20% in 2008 to 25% in 2009 is expected.
The lacks of balance between request and offer will be even more emphasized.
Related to the recruting methods the main advantages of online recrutation are the rapidity of
employment process and the realization of a selecting system of the CVs improper for certain
functions. A market improvement can be noticed and its effects begin to be seen: there is now
a quite big flexibility of specialists’ imports from one industry to another, while the investors
invest more and more in the improvement oftheir image on the market.
The working conditions improvement represents an urgency for Romania. Taking into
consideration the fact that the flexibility determines a worsening of working conditions then
the necesity becomes even more stringent. If we do not invest more in the professional
training of the workers then it will be harder and harder that the request of labor force should
be onorated by the offer.
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