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Introduction
The coordination of the economic and budgetary surveillance policies is one of the European Commission's permanent concerns, as it represents a requirement for increasing the interdependence generated by the completion of the Internal Market and the Economic and Monetary Union. Moreover, according to the provisions stipulated in articles 99 and 104 of the EC's Stability and Growth Pact, budgetary assistance in the EU is based on the in-depth and correlated analysis of the Stability or Convergence Programs (developed by the Member States that did not yet adopt the Euro currency). 

For Romania, the completion of a seven-year interval of preparations (2000-2006)  for the EU accession and the start of another interval of preparations (2007-2013) for the adoption of the euro currency, which has approximately the same duration, is a significant opportunity to continue the reforms and to reduce regional economic disparities. Improvements concerning real convergence must be made in such a manner not to affect the nominal convergence criterion, which is by maintaining macroeconomic equilibrium.

For these reasons the Convergence Program is of particular importance for Romania, being the first Program to evaluate the possibilities for sustainable economic development, while promoting policies aimed at reaching convergence and improving the sustainability of public finances. 

The timetable for adopting the euro is essentially a problem of temporal optimization, where the speed is dictated by a cost -benefit analysis, subject to the following constraints:

(i) fulfil on a sustainable basis the nominal convergence criteria;

(ii) attain a satisfactory level of the real convergence criteria;

(iii) reduce ERM2 participation to the mandatory minimum of two years.

Although it is stipulated that after joining the European Union, the monetary and exchange rate policies of each state become the object of common concern, it is also clear that the choices of the monetary and exchange rate strategy after EU accession represents, primarily, a responsibility and a prerogative of the member state. 

The calendar proposed by the Romanian authorities for entering the exchange rate mechanism ERM 2 and, eventually, for euro adoption, has to fulfil the following conditions:

 to allow a sufficient time interval to fulfil constraints regarding nominal and real convergence criteria; 

 to be ambitious enough in order to focus the political will on the continuation of reforms. 
 1. The main structural reforms in order to improve convergence
In addition to the fiscal consolidation trough improved efficiency and accountability in the spending of public resources, one of the main current challenges in the area of economic policy is the need to create adequate conditions for the functioning of the labour market and stimulate entrepreneurship. These areas are crucial for sustaining a rapid real convergence process and enhancing the competitiveness of the economy. Labour market flexibility is essential for economic performances.
 The main objectives and principles of the revised Lisbon Strategy which where the base for the Romania’s National Reform Program have multiple aspects: structural reforms finalisation; employment increase; development of an economy based on knowledge through a continuous learning process, an informational society, science, research and innovation, a friendly business environment promotion. 
The labour market in Romania is characterized by a relatively low activity rate from a comparative perspective, high unemployment rates for the age categories of 15-19 years and 20-24 years, a high percentage of early retirement from the formal labour market and significant employment in the agriculture sector with work relationships that are not subject to taxation.

After 1990, the employed population declined continuously. The activity and the employment rates for the working age population had sinuous evolutions reaching, in 2005, the level of 62.4%, and 57.7% respectively, lower than the EU 25 average by 9.2 and 7.7 percentage points, respectively. 

The restructuring and the privatization process led to a migration of the urban population made redundant from the restructured sectors towards the rural area for subsistence agriculture. The agriculture became the last resort employer, determining the surpassing of the employment rate in the urban area by the rural one. The development of a competitive agriculture focused on medium-sized farms is expected to lead to the orientation of the active population of the rural area towards the agriculture services sector. Moreover, the consolidation of economic performance in industry and services will represent an additional incentive for the population segment employed in the subsistence agriculture towards the non-agricultural activity area. 

 Thus, it is estimated that in 2009, against the backdrop of the total employed population, the weight of population employed in the agricultural sector will decrease to 26.3%, 5.8 percentage points lower as against 2005. 
The government proposes an annual increase of the employment working age population 15-64 years rate of 0.9 percentage points on average, reaching at 61.6% and a decrease of the ILO unemployment rate with 0.5 percentage points in order to reach 6.8% until 2009, measures that need labour market reforms, to permit competitiveness increase and also to reach the budgetary objective.
The government will continue to concentrate its efforts on the three priorities laid down in the re-launched Lisbon Agenda: (i) attracting and upholding more people in the labour market,(ii) improving the adaptability and (iii) boosting the investments in the human capital, correlated with the demographic problem and migration, social exclusion, and with associated elements such as the population's health and the sensitive aspects of poverty. 

A number of programs are expected to further contribute to the flexibility of the labour market:

- supporting training and obtaining management qualifications intended to make the entrepreneurship a career option, program supported by grants from the European Social Fund;

- individually tailored assistance services for the unemployed, especially for the long-term unemployed, youth and vulnerable social groups;

- offering incentives for the employees to develop companies and careers, also aimed at enhancing the awareness of employers and employees as to the necessity of the long-life learning.
The introduction of the flat income tax in 2005 was intended to spur investments and create new employment opportunities on the one hand, and on the other hand to reduce the number of workers in the informal economy (it is estimated that this measure has so far clarified the situation of about 150,000 workers) and to trim down the burden associated to the tax administration. The government intends to continue the reduction of the labour burden by diminishing gradually the social security rates. Supplementary measures are envisaging the reduction of the contribution to the unemployment fund granted for certain time intervals to defined target groups: young graduates, workers aged over 45 years, single workers who support their families, disabled persons.
In the context of the ongoing adjustment of the labour market, the government focuses to ensure equal access and reinsertion for the youths, women, elderly people and the persons considered disadvantaged. Thus, special attention will be paid to the consolidation of the institutional capacity, especially at local level, with a view to efficiently use the programs financed under the European Social Fund. The objectives set by the government regard the decline in the long-term unemployment rate from 4.0% in 2005 to 3.5% in 2009 and the increase in the elderly employment rate from 39.4% in 2005 to 42.8% in 2009.
Quality training, acquirement of new skills by the work force facilitate the improved competitiveness of the labour market and to that extent becomes increasingly important in a knowledge-based economy and a global marketplace. As a significant requirement in developing the knowledge-based society is represented by adjusting the initial education and lifelong learning system, the government will give priority to the modernization of the national education system and the public service for employment. In this respect, through the National Reform Program, a complex set of objectives was set, regarding the stimulation of developing skills for digital economy and employment mobility, participation in initial and lifelong education, as well as the overall education reform.

Regarding life-long learning and vocational education, Romania recorded a very low rate of participation to education and training among the population in the 25-64 age group (1.1% - 2001, 1.1% - 2002, 1.3% - 2003, 1.6% - 2005). The low number and the inconsistent geographical coverage of training providers for adults, the entrepreneurs/ enterprises low interest for the investment in developing human resources, as well as the training supply which focused more on programs for general skills (computer usage, foreign languages, accountancy, etc.) and less on specific skills determined a low rate of participation to these programs.

For the year 2010, it is estimated an increase by more than 7% of the participation rate to education and professional training for the 25 - 64 age group, representing an increase by 5.4 percentage points as against 2005.

An important requirement in developing the knowledge-based society is represented by adjusting the education and vocational training systems in order to meet the market requirements. This implies upgrading the educational system regarding the initial and lifelong education and vocational training and updating the education curriculum and continuous teacher training.

Hence, regarding the education of young people as participants to the knowledge-based economy with a view to stimulate the development of digital economy skills, there are programs for supplying IT systems for the schools in rural areas and the introduction of the digital literacy concept starting with the elementary school level. To reduce the gaps between schools in rural and urban areas, investments will be promoted to generalize the endowment of IT infrastructure of the rural schools by setting up an informational centre in each of the 2,884 settlements.

With a view to alleviate early school leaving, Early Education Reform has been promoted with dedicated components for the disadvantaged categories, focusing on Roma children, on children from special schools integrated in mainstream schools, and on children from social-economic disadvantaged groups. In addition to this, with a view to attract school age youths in the educational system, there are provided transportation services to schools for the students in isolated areas. Within the context of reforming the educational system, it is envisaged a concentration of the educational services supply (facilities related to a complex educational process, adequate material resources, diversified on education profiles, facilities related to leisure activities, etc.) in a “Community resources centre”, the project aiming to the enhancement of education quality and compatibility to the European educational system, within the program for building school campuses.

Romania recorded a significant dynamic in the labour market regarding the domestic geographic and occupational mobility. Within the context of diversification in the labour market, it is necessary to continue the process of adapting training services to the employers’ needs and the development of perspectives for new occupations, so that capable individuals can easily switch jobs through acquiring of new competences. In this vein, it is envisaged a competences and partial qualifications certification system, allowing practicing one or more occupations and acquiring full qualifications, including the development of individuals’ ability to employ independent activities. With a view to enhance the domestic geographical mobility and close the labour market deficit in certain local and regional markets, it is sought to increase the visibility of openings as well as of the facilities promoted by employers, so that workers would be provided incentives to change their jobs.

As regards the external dimension of geographic mobility, adequate management of the economic migration will be required with a view to offset labour force deficit in certain sectors. Special programs for the admission of foreign workforce will be drawn up depending on the Romanian labour market demands. At the same time, incentives will be provided for attracting highly skilled foreign personnel required especially in R&D and management fields.
A key issue for the investment decision is represented by the existence of a clear, stable and predictable business environment. In order to accomplish this objective it is necessary, on one hand, to have better regulations, and on the other hand, to set the ways of supporting the entrepreneurial initiative. In this respect, The Action Plan for the Removal of Administrative Barriers in Business Environment was set up, and its implementation has simplified the legislative and administrative procedures related to business start-up and development on a competitive basis with direct impact on increasing the efficiency of the licensing and approvals system.

World Bank -Doing Business 2007: How to Reform ranked Romania on the top place in the region and ranked it the second out of a number of 175 economies, in relation with its performance on reforming the business environment, due to more simplified procedures for issuing constructions licenses and to the establishment of the one stop office for processing applications. The reforms of labour laws allowed term contracts to be extended to 24 months, encouraging initial hiring. New customs procedures cut to half the time to satisfy regulatory requirements for foreign trade. Romania has also significantly improved the quality of the information made available to potential investors and cut down the interval necessary for carrying out bankruptcy procedures.
To improve the business environment, the government is implementing a wide range of measures, some of which as follows:
- continue the transposition of the Internal Market Directives and the promotion of legislative simplification in over regulated fields – the elaboration of impact assessments and cost-benefit analysis for the adoption of new legislation;

- implement the objectives provided for in the document for „Policy in the field of State Aid (2006-2013)’’;

- reduce the level of state aids and focusing them to support horizontal objectives and to diminish the economic and social disparities between the Romanian regions;

- implement the newly adopted legal framework regarding bankruptcy, with a view to enforce fiscal discipline and promote competitiveness;

- improve communication with the business environment and develop administrative capacity on regulatory provisions impact assessment;

- implement environment and quality management systems and certification of products under an adequate certification infrastructure;

- develop portals with a view to facilitate e-commerce and business networks and support electronic commerce as a key element in business development;

- develop a set of mechanisms to support the internationalization of some products and the realization of Romanian investments in EU member states and worldwide;

- improve public transparency and communication, including via internet.
2. Accelerated and sustainable economic growth
Economic and social reforms implementation will ensure on one hand, the mechanism to favour the action of the factors leading to economic growth, and on the other hand will give sustainability. 

 NCP macroeconomic forecasts for 2007-2013, based on the projected reforms success, according to the latest programmatic governmental documents, and on the absorption of the communitarian funds, reveal the possibility for Romania to record a real GDP annual average growth of about 6%. 
Using the Cobb-Douglas production function for 2007-2009 we foresee an average increase of potential gross demand product of 6.7%. Due to significant increase rates of the investments (on average 13-14% annually) the capital stock will increase on average with 5% annually, having a depreciation rate of 5%. This evolution will determine the increase of the capital contribution to potential GDP increase. Employed working age population potential (15-64 years old) will continue to increase, on average 1.6% annually, especially through well paid jobs creation. The evolution of employment will lead to a positive contribution to potential GDP increase. Total factors productivity will continue to have a significant contribution, the usage of high productivity technologies will lead to a quality improvement of the output.
The macroeconomic frame which was the base for 2007 Spring forecast takes into consideration for 2007-2009 an economic growth lower than potential GDP’s growth,  taking into consideration some risks both internal and external. 
According to the projected development scenario, average real GDP growth will be 6.2% annually, with a gradual reduction of the negative contribution of the net exports.
A consequence of this evolution will be the decrease of economic and social gaps between Romania and the other EU member states. From the economic development point of view, Romania still lags far behind most European countries. The gross domestic product per capita, expressed in standard purchasing power (SPP), was in 2005 just one third of the EU 25 average and only 50% of the new EU member states average. The gross domestic product per capita in SPP is expected to reach approximately 40% of the EU 27 average in 2009.
From the domestic supply point of view, it is estimated that the increase rates will be higher as against the GDP one in constructions and services.

The support for a higher economic growth rate will be represented mainly, by the domestic demand, and especially the investments demand, based on important foreign investments inflows and on the absorption of communitarian funds. A decisive premise for an accelerated economic development is the internal growth potential capitalization and the improvement in the national output contribution to aggregate demand satisfaction.
Following the large increase in private consumption of 13.9% in 2006, as a result of the expansion of retail credit, starting with 2007 we expect a significant slowdown in growth (an annual average of 9.7%), as a result of the implementation of measures to limit the credit expansion by promoting higher real interest rates and by maintaining a prudent wage policy in the public sector. The lower increase in nominal unit labour cost as against the GDP deflator will foster production growth in conditions of low inflationary pressures, leading to an increase of the companies' profitability. 

Continuing its 2006 acceleration (16.1%), the gross fixed capital formation will record significant growth rates (an annual average of 13.4%), based on the announced public investments and on substantial inflows of private investments, both domestic and foreign, boosted by improved perceptions regarding the business environment as a result of the country's EU accession.
A higher equipment and technologies necessity, and also for raw materials will lead to a higher value of the imports as against exports. As a consequence, net exports will maintain their negative contribution to real GDP growth, but on a downward trend from 5.7% in 2007 to 4% in 2009. 
The share of gross fixed capital formation in GDP will increase by 4 percentage points over 2007-2009, with a significant increase in the public sector. The share of the private sector might decrease as a percent of GDP in the first part of the interval, but will recover afterwards. Weak savings in the private sector will require foreign financing needs ranging from 8.8% to 9.3% of the GDP. It is important to note that a large part of this amount will be covered by foreign direct investments, estimated to reach an average of 6% of the annual GDP.
Domestic saving will cover to a larger extent the planned investments (gross capital formation), namely 47-48 %. Moreover, there will be an increase in the level of investments financed through capital transfers from abroad, leading to the decrease in the external financing requirement between 0.8% and 1.5% of GDP.

In the next period the level of external deficit will be still at higher levels, mainly due to investment process, in order to modernize the productive instrument and to develop the infrastructure, which will increase imports.

In 2007-2009, once with a higher volume of exports, an annual average rate of 16.1% is it also expected the improvement of their structure, having an increase of the share of higher added value, trend also manifested in 2006, when the exports of machinery construction industry exceeded the exports from light industry. So, the share of machinery construction industry in total exports will increase from 31% in 2006 to 45% in 2009.
The imports evolution will record an average increase rate of 18.3%, the gap between the exports and imports increase will lead to an average increase of the commercial deficit of 21.9%. As in exports, the share of the machinery construction industry in total imports will increase from 38% in 2006 to 42% in 2009.
The increase rate of extra EU exports will be higher than intra EU exports due to new markets and also to exports consolidation in countries where Romania is already present, as a consequence of a higher competition in the supply. In the same time we forecast an increase of the imports from EU over the country average, imports referring to manufacture goods, medium and high technology. Imports from other areas will increase but on a downward rate as a consequence of the lower degree of national economy   material intensive. 
Intra EU exports and imports of goods will record an average increase rate of 16.0%, respectively 19.5%, leading to an annual average rate of the commercial deficit with EU of about 27%. As regards extra EU foreign trade, this will have an average growth rate of 16.5% for exports and 16.3% for imports, with an average increase of commercial deficit of 16.2%.

Current account deficit will increase with an annual average of 19.5%, the share of it in GDP being maintained at over 11% on the whole period.

Due to different evolution of exports and imports, goods balance deficit will maintain the higher level of contribution to current account deficit.
An important component of current account deficit is the revenue balance, in which is reflected the reinvested profit by foreign investors, balance which will reduce its negative share in GDP with 0.5 percentage points.
As regards the evolution of current transfers balance, we forecast a positive contribution to improve the commercial deficit impact and the revenues impact on the current account. In this context the share of current transfers in GDP is forecasted at 5.3% in 2009.
Over 2007-2009, the foreign deficit financing, non interests generator, will represent on average about 70% of GDP, because of direct investments and capital transfers from EU.

Simultaneously with the stabilization of the foreign direct investments’ level, the forecasts outline a diminishing trend in the coverage ratio of the current account deficit, from 60% in 2007 to 46% in 2009. At the same time, there is estimated a significant increase of the coverage of the current account deficit by capital transfers, to a large extent determined by the EU funds absorption. Thus, it is estimated to expand their contribution to current account deficit coverage until 12.4% in 2009.
On the medium term, over 2007-2009, the disinflation process is estimated to continue as a result of the implementation of a firm monetary policy stance characterized by positive real interest rates. Additionally, the gradual reduction of adjustments in administered prices, a prudent wage policy and the continuation of structural reforms will maintain the disinflation process on a sustainable path. So, it is expected that the average inflation rate will decrease from 6.6% in 2006 to 3.2% in 2009.
At the same time, the acceleration of the disinflation process will help to decrease inflation expectations. Moreover, another efficient mean for anchoring these expectations will be the preservation of the real appreciation trend of the domestic currency against euro. This scenario is possible taking into account the prospect of an accelerated labor productivity increase in the Romanian economy in comparison with its main external partners.

The industrial production prices will continue their downward trend, compared to the consumption prices, nevertheless maintaining higher values. The gap between the two categories of prices will decrease significantly over the forecast horizon. Besides, the labour resources will be influenced by external migration sold, including the temporary one.

The results of structural reforms and of the economic growth in the latest years will be visible in the real economy through labour force market improvement, mainly due to the increase of foreign investments, competitiveness increases and not at least due to wages increases.

A better functionality of markets, including the labour market, will be reflected in total population, employment and employees dynamics. The actual demographic situation will influence decisively the population evolution next period. Taking into account the hypothesis of the forecasts
, total population will continue to decrease with about 0.4 percentage points annually. Important changes will take place also in population age structure, which will be characterized by a continuous demographic ageing process, through a decrease of the young population under 15 years and of the old population. 
Active working age population (15-64 years) will increase in 2007-2009 with about 372 thousand persons, and the employed working age population with about 395 thousand persons.

As a consequence, both activity and employment rates will continue to increase after 2006. Between 2007 and 2009 we expect a growth of the activity rate of 2.6 percentage points, in the context of an increased active working age population over the employed working age population. The working age population’s employment rate will increase by 2.8 percentage points due to fiscal policies, long-lasting and performing job creation and to the balance between job flexibility and security. 

According to the trend registered over the past years, the unemployment rate’s decrease will continue, reaching a value of approximately 6.8% in 2009. This decrease will be possible due to a more effective implementation of the active employment policies.

The accelerated economic restructure, changes in productive and functional basis stocks from the economic and social system will lead to a structural change of the employment. The most important will be the decrease of the employment from agriculture both with the increase of the employment in market services.

� The forecast refers to indicators regarding the labour force, computed in structure and on the basis of the methodology used by NIS in households’ labour force Survey.





