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Abstract

The views expressed in this Policy Discussion Paper are those of the author(s) and do not
necessarily represent those of the IMF or IMF policy. Policy Discussion Papers describe
research in progress by the author(s) and are published to elicit comments and to further debate,

This paper assesses the main issues faced by the energy sector in a transition economy such
as Romania and their macroeconomic dimension. It examines how the size of quasi-fiscal
subsidies, owing mainly to inappropriate prices and the lack of financial discipline, has led to
an increased focus on the energy sector under the IMF-supported programs. The paper
analyzes the macroeconomic impact of recent reform measures and discusses the next steps
to improve price policy and collection in energy utilities. Shifting to targeted budgetary
subsidies appears also to be a crucial reform step.

JEL Classification Numbers: H20, Lll, L94, L95, Q43,

Keywords: Romania, energy sector, quasi-fiscal activities, macroeconomic stabilization,
transition.

Author's E-Mail Address; scosse@imf.org

1 The author would like to thank Neven Mates for his very helpful guidance in the drafting of this paper,
as well as the IMF's Romania country team and Gimther Taube for their insightful comments. He is also
particularly grateful to Anca Paliu for her assistance, notably in compiling data, and her suggestions.

©International Monetary Fund. Not for Redistribution



- 2 -

Contents Page

I. Introduction 3

II. Main Issues in the Transition Process 4
A. Decline in Primary Production 4
B. Excess Capacity in the Secondary Sector 5
C. Consumption, Energy Intensity, and Dependency on Imports 5
D. Inappropriate Pricing 7
E. Financial Indiscipline 10
F. Incomplete Reform of the Listitutional and Regulatory Framework 11

III. Macroeconomic Dimensions and Implications for Fund Programs 12
A. Quasi-Fiscal Expenditures in the Energy Sector 12
B. Energy Sector Reforms Under Fund Programs 14

IV. What Remains to Be Done? 18
A. Pricing Policy 18
B. Improving Collection 21
C. Shifting to Targeted Budgetary Subsidies 22
D. Strengthening the Budgetary Transparency 23

V. The Importance of Romania's Experience for Other Transition Economies 23

Text Boxes
1. Unbundling the Energy Sector 11
2, Measures in the Energy Sector in Fund Programs 15

Text Tables
1. Total Subsidies in the Energy Sector, 2QO(M)1 13

Figures
1. Energy Demand and GDP, 1989-2001 6
2. Self-Sufficiency in Energy Resources, 1989-2001 7
3. Natural Gas Prices in 2000 8
4. Electricity Prices in 2001 8
5. Average District Heating Prices for Household Consumers in 1999 9

References 25

©International Monetary Fund. Not for Redistribution


