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Foreword
Since joining the European Union (EU) in 2007, Romania’s economy has made remarkable progress. In 2015, the country achieved one of the highest growth rates of all EU Member States, at 3.7%. This growth is supported by
		exports, mainly to the EU and strong domestic demand. Local consumption has been significantly strengthened by rising wages, low interest rates, low fuel prices and VAT reductions on food items. Meanwhile, the deficit reduction is contributing to greater macroeconomic stability.
In comparison to many countries, Romania has recovered well from the global financial crisis.
			Yet the rate of Romanian GDP growth has not returned to the high levels achieved from 2000 to 2008, which peaked at over 8%, while the country continues to confront important economic and social challenges. A quarter of the population is still living below the national poverty line and in rural areas this reaches 70% of the population. Important challenges remain in eliminating the gaps between
			Romania and other economies, in particular structural problems, such as weak competitiveness. Enhancing competition is essential to improving economic performance.
Against this backdrop, the Romanian government asked the OECD to conduct an assessment of regulatory constraints on competition in three key sectors of the Romanian economy: construction, freight transport and
				food processing. Together, these three sectors account for just over 12% of GDP and almost 10% of employment.
By scrutinising 895 pieces of legislation, the OECD Competition Assessment Project identified 227 problematic regulations and 152 provisions where changes could be made to foster competition. It is never possible to quantify entirely the benefits arising from
					enhanced competition, but OECD calculations estimate that the total effect from rising expenditure, increased turnover and lower prices for the Romanian consumer could be in the region of EUR434 million per year, equivalent to 0.27% of GDP.
Full implementation of the recommendations resulting from the assessment would do much to enhance the competitiveness of the
						Romanian economy, stimulate productivity and promote economic growth and job creation.
I congratulate the Romanian Competition Council and the Romanian Chancellery on the efforts they have undertaken to reinforce competition law. These are courageous, necessary steps towards building a better future for all Romanians.
[image: graphic]
Angel Gurría
Secretary-General, OECD
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Preface
by Radu Puchiu
Romania ranks amongst European countries with the most important economic
																					growths over the past years, and this new favourable economic context should be capitalised through investments, with a view to stimulating prosperity and economic development. This inter-institutional partnership between the Competition Council and the Government of Romania concerning the “Analysis of the impact of the regulations in force over the
																						competition environment in key three sectors of Romanian economy”, under the auspices of OECD thus is an investment with important long-term benefits. 
The project strengthens inter-institutional co-operation in the field of the Regulatory Impact Analysis and helps developing the central administration’s skills to formulate public policies that
																							foster competition. 
It also lays the premises for a sound legislative reform in the three sectors representing the subject of the project, i.e. agri-food processing, transports, and constructions, and implicitly it leads to the strengthening of the competitiveness of Romanian economy. It becomes even more important considering that Romania needs
																								competitiveness in the current European, regional, and global environment. 
I would like to congratulate you on this first sectoral partnership between Romania and OECD, concluded upon the initiative of the Competition Council. This project is, beyond all doubt, an example of successful partnership that we desire to replicate in other fields of interest
																									for Romania.
I see this project not only as an important contributor towards the improvement of sectoral legislation, but also as an opportunity to reassert our strong interest in going further in our collaboration with the OECD.
I firmly believe that we will continue to benefit from OECD of such high quality sectoral analyses
																										accompanied by recommendations, because they have a considerable impact on economic development.
[image: graphic]
Radu Puchiu
Secretary of State, Chancelery of the Prime Minister, Romania

Preface
by Bogdan M. Chiriţoiu
The Competition Council’s mission is to make markets function well for consumers, undertakings and the economy and it entitles the Council to recommend amendments to laws with an anti-competitive impact. Nevertheless, creating a competitive environment means a joint effort from all
																												stakeholders – companies and authorities – to ensure citizens’ welfare, in their position as end consumers of goods and services.
In recent years, the Competition Council has become more involved in the legislative area, with a more pregnant focus on its role as an advisor to state institutions – the Government, the Parliament, regulators, and
																													local public authorities – for drawing up regulations, so as not to restrict competition.
The experience gathered in this area has shown us that the elimination of barriers to competition from regulations can lead to a decrease of prices, diversification of services and a higher customer switching rate, which, most certainly, benefits consumers.
In this context, I consider an important step for the national economy that, in partnership with the Romanian Government and the OECD, we conducted the project “Competition Assessment of laws and regulations in three sectors of the Romanian economy”. Thus, we concentrated our efforts on improving the legislation in three sectors having a significant weight in the national economy and an important impact on Romania’s economic development: food processing, freight transport and constructions. Next, we will provide all support required for the implementation of the OECD Recommendations so that they would produce benefits over the Romanian economy as soon as possible.
At the same time, I need to mention that this endeavor represents a continuation of the commitments assumed by Romania, as an Associate country to the OECD Competition Committee to assimilate the Recommendations and Guidelines of this elite Organization in the area of competition and not only.
The co-operation between the Competition Council, the Romanian Government and the OECD has led to a transfer of know-how from the OECD to the central administration in Romania.
I hope that this successful project will continue in other areas of the national economy, as it is our intention to reach a legislative system oriented towards economic efficiency and promotion of the general public interest.
[image: graphic]
Bogdan M. Chiriţoiu
President of the Competition Council, Romania
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Executive summary
The OECD was asked by the Romanian government to carry out an independent policy assessment to identify rules and regulations that may hinder the competitive and efficient functioning of markets in three sectors: construction (including public procurement and building materials), freight transport and food processing.
The project proceeded in four stages. Stage 1 defined the exact scope of all three sectors. A list of all sector-relevant legislation was collected with the help of government experts. This list consisted of 895 pieces of legislation, such as laws, (emergency) government ordinances, government decisions and ministerial orders. In Stage 2 this legislation was screened to identify potential competition barriers using the OECD’s Competition Assessment Toolkit. The review included both national provisions and pieces of legislation transposing EU directives as all three sectors are to a significant extent regulated by EU directives and regulations. We identified 227 potential restrictions of competition (95 in construction, 85 in transport and 47 in food processing). Additionally, we prepared an economic overview for each sector which contained important economic indicators such as output, employment and price trends. In Stage 3 we researched the policymakers’ objective for each provision. An in-depth analysis was carried out qualitatively and, when possible subject to availability of data, also quantitatively. In Stage 4 we developed recommendations for those provisions which were found to restrict competition, taking into account EU legislation and relevant provisions in comparable countries, notably EU Member States. Finally, we held several workshops with ministerial experts and members of the Romanian Competition Council (RCC) to build up competition assessment capabilities in the Romanian administration.
As a result of this work the report makes 152 recommendations on specific legal provisions.
Summary of the legal provisions analysed by sector
	
	Construction
	Freight transport
	Food processing

	Legislation scanned 
	162
	566
	167

	Prima facie restrictions found
	 95
	 85
	 47

	Recommendations made
	 72
	 46
	 34



If the recommendations detailed in this report are implemented, benefits to consumers in Romania and to the Romanian economy should increase in all three sectors. Throughout the project, we have tried to identify the sources of those benefits and, where possible, provide quantitative estimates. More specifically, if our recommendations are implemented, the OECD has calculated a positive effect on the Romanian economy of around EUR434million. This estimated amount stems from a small number of issues which we were able to quantify, so that the final benefits from full implementation could be larger. 
In addition, the rationalisation of the body of legislation in these sectors will also positively affect the ability of businesses to compete in the longer term, provided that the recommendations are implemented fully. As a result, we consider that the cumulative, long-term impact on the Romanian economy of lifting all the restrictions identified as harmful, including those that were more technical in nature, will be significant. In this report we do not attempt to estimate this effect.
Key recommendations by sector
Construction
	Draft application guidelines for those legal provisions from procurement legislation, which are currently applied discretionarily by the contracting authorities and reduce the number of participants in public tenders;

	Apply the tender procedure for the concession of terrains to developers building houses for young people under the age of 35, to reduce the risk of differential treatment of competing developers;

	Abolish the maximum prices for sand and gravel; 

	Exempt from the obligation to obtain a building permit all stalls which are directly affixed to the ground, without foundations or platforms and that only need to be supplied with electricity;

	Remove the national interdiction to execute construction or maintenance works in the coastal areas of the Black Sea, in seaside resorts and the area of tourist beaches, between 15 May and 15 September;

	Implement a code of conduct to eliminate conflicts of interest when professional associations are involved in the decision-making process and control the activity of public authorities; 

	Abolish outdated restrictions with respect to the location of professional schools or medical centres;


Freight transport
	Abolish unnecessary authorisations identified in the road freight sector, such as the authorisation to repair, adjust, reconstruct and dismantle vehicles and the certificate of professional competence for “abnormal load transport” (transport of goods with vehicles exceeding the applicable dimension and/or weight limits) drivers. 

	Abolish the requirement for road transport freight operators to display on their vehicles a plate containing information on the dimensions and maximum weight authorised for the vehicle.

	Modify the requirements for obtaining a copy of the transport licence. 

	Modify unclear provisions regarding access to railway infrastructure and the independence of the infrastructure manager in order to prevent possible discrimination of CFR SA against private operators.

	All tariffs set by the port authorities should be supervised and approved ex ante by an independent regulatory body.

	Port safety services, such as pilotage and towage, should not be granted directly by the port authority, but instead they should be tendered in an open and transparent procedure.


Food processing
	Eliminate 10 m2 minimum areas in stores for the sale of bread and grant operators greater flexibility with respect to the conditions in which they sell bread, so long as they can ensure food safety. 

	Apply rules concerning staff training.

	Review licence regimes in order to provide clear deadlines by which authorities must decide on applications for licences, and to ensure that the process of reviewing licence applications is free from potential conflict of interest. 

	Review control regimes to eliminate double controls by different authorities.

	Clarify ambiguous legislative provisions to remove uncertainty for market operators and reduce the potential for arbitrary decisions and corruption.

	Repeal outdated legislation, especially domestic rules that are redundant in the light of EU regulations with the same regulatory content that became effective when Romania joined the European Union.





Chapter 1. Assessment and recommendations

This assessment identifies distortions to competition in Romanian legislation and proposes recommendations for the removal of regulatory barriers to competition in three key areas of the Romanian economy: construction, freight transport and food processing. The 227 potential regulatory restrictions that were identified were analysed, and the report makes 152 specific recommendations. Among the benefits from increased competition will be lower prices and greater choice and variety for consumers as a result of entry of new, more efficient firms or from new forms of production in existing firms. This report identifies the sources of those benefits and, where possible, provides quantitative estimates. If the particular restrictions that have been quantified are lifted and the expected effects are realised, the OECD has calculated a positive effect for the Romanian economy of around EUR 434 million.


The Romanian Competition Assessment of Laws and Regulations project has identified and evaluated regulatory barriers in the sectors of construction including public procurement, freight transport and food processing, and pinpoints the necessary steps required to remove these restrictions in order to stimulate the emergence of a more competitive environment for Romanian businesses. This section outlines some of the key economic benefits that arise from competition. It then summarises the main recommendations for regulatory change and their expected benefits, both to the Romanian consumer and to the Romanian economy.


1.1. The benefits of competition

One of the main reasons to pursue pro-competitive regulatory reforms is to benefit the economy. When customers can choose between different providers of goods they benefit, and so does the economy as a whole. Their ability to choose forces firms to compete with each other. Choice and variety for consumers is a good thing in itself but, most importantly, firms that operate in competitive markets experience faster productivity growth than firms in less competitive environments. Although it is hard to measure the effect of, for example, changes in competition law on economic growth, there is solid evidence in support of each of the relationships shown below. 

This has been confirmed in a large number of empirical studies, both on an industry and on a firm level. 



Figure 1.1. Competition and growth

[image: graphic]Source: OECD (2013), Factsheet on Competition and Growth, OECD Working Party 2 on Competition and Regulation.



Improving productivity on a widespread scale enhances economic growth. Other benefits from competition can also be important. These include lower consumer prices, greater consumer choice and better quality of products and services, more employment, greater investment in R&D, and faster adoption of innovations by firms that are close to the technology frontier.

The primary reason that competition stimulates productivity seems to be that it allows more efficient firms to enter and gain market share at the expense of less efficient firms. Increased productivity from competition may arise as a result of both static and dynamic gains. Static gains follow from eliminating inefficiencies as the monopolists facing competitive pressures cease to live the “comfortable life”. Dynamic efficiency improvements arise, for example, because competition improves the ability of owners or the financial market to monitor managers, by enhancing opportunities for comparing performance, enhancing the incentive to innovate to gain market share or because competition leads managers to work harder to maintain profits (Nicoletti and Scarpetta, 2003).

The productivity impact of competitive rivalry has been studied empirically with event studies of large regulatory changes, analyses of cross-country or cross-sectoral regulatory differences and their impact on competition or productivity, and detailed firm-level analyses of productivity. In all these studies, there is ample evidence that productivity increases when competitive forces are augmented. 



Box 1.1. Empirical evidence for productivity gains from lifting regulatory barriers to competition

In Australia, broad efforts to revise laws to promote competition, which took place in the 1990s, have delivered significant benefits. In 2005 the Productivity Commission examined the effects of selected pro-competitive reforms and calculated that, by enhancing productivity in particular sectors, they had boosted Australia’s GDP by about 2.5% above levels that would have otherwise prevailed. Moreover, those reforms examined were only a selection of all reforms, suggesting that the 2.5% figure is likely to be a conservative estimate (Sims, 2013; Productivity Commission, 2005). The studies on Australia are consistent with the positive relationship between competition policy and productivity. Sims (2013), the OECD (2006) and the Productivity Commission (2005) attribute Australia’s performance turnaround to pro-competitive reforms, including those from the National Competition Policy’s regulatory reviews as well as from other reforms, such as tariff reductions that increased international competition. Australia’s productivity performance went from being one of the worst in the OECD to one of the top performers during the period of the National Competition Policy reforms.

Policies liberalising industries that were previously regulated monopolies (especially utilities) also provide clear natural experiments on the effects of competition. For example, in the US electricity industry, Fabrizio et al. (2004) find that private electricity generators facing competition had 5% higher productivity than privately-owned generators facing no competition. Cahuc and Kamarz (2004) find that after deregulating the road transport sector (“trucking”) in France, employment levels in road transport increased at a much faster rate than before deregulation, with employment growth increasing from 1.2% per year between 1981 and 1985 to 5.2% per year between 1986 and 1990. Between 1976 and 2001, total employment in the road transport sector doubled, from 170 000 to 340 000.

Davies et al. (2004) note the significant price effects from deregulation that had the effect of introducing competition, such as the introduction of low-cost airlines within Europe.

Taking the opposite approach, Haskel and Sadun (2009) look at an increase in regulation, finding that increased regulation of retailing in the United Kingdom from 1996 reduced total factor productivity growth in retailing by about 0.4% per year. More generally, Cincera and Galgau (2005) find that tighter regulation that reduced entry into European markets raised mark-ups and lowered labour productivity growth.

Source: OECD compilation.



Direct measurement of the effects of competition

The conclusion that increased competition generates high productivity is supported by detailed studies of industries and individual firms. For example, Nickell (1996) states that the evidence he examined suggests that “competition, as measured by increased numbers of competitors or by lower levels of rents, is associated with a significantly higher rate of total factor productivity growth.” Building upon and deepening Nickell’s work, Disney, Haskell and Heden (2003) use data on 140 000 separate businesses and conclude that “market competition significantly raises both the level and growth of productivity”. Blundell, Griffith and Van Reenen (1999), by examining a set of data on manufacturing firms in the United Kingdom, find a positive effect from product market competition on productivity growth.

OECD research has also provided substantial evidence that product market deregulation can result in increased growth. Mechanisms identified include shifting resources from less efficient to more efficient providers through the process of competition and lifting restrictive regulation that was holding back the take-up of information and communication technology (ICT) (Nicoletti and Scarpetta, ; Conway et al., 2006). Looking at 15 countries and 20 sectors, Bourlès et al. (2010) find that eliminating regulatory restrictions on competition in upstream sectors would enhance multi-factor productivity growth by 1% to 1.5% a year.

In a cross-country comparison of anti-competitive regulatory restrictions using the OECD’s Product Market Regulation (PMR) index,1 Arnold, Nicoletti and Scarpetta (2011) find that product market regulations that restrict competition are associated with reduced total factor productivity of firms. They sample evidence from 100 000 firms in 10 European countries, finding that anti-competitive regulations may particularly restrict the firms that are on a path to catching up with the most productive firms in their industry. Competition ensures that firms catch up more quickly to reach the technological frontier within their sector.

In Japan, work by Michael Porter and others demonstrated that it was those industries exposed to international competition that experienced rapid productivity growth, while those that operated in protected domestic markets stagnated. For example, Sakakibara and Porter (2001) conclude that “local competition – not monopoly, collusion or a sheltered home market – pressures dynamic improvement that leads to international competitiveness”. Other economists have confirmed the findings. For example, Okada (2005) finds that “competition, as measured by lower level of industrial price-cost margin, enhances productivity growth, controlling for a broad range of industrial and firm-specific characteristics.”

Ospina and Schiffbauer (2010) use firm-level observations from the World Bank Enterprise Survey database, and find that “countries that implemented product-market reforms had a more pronounced increase in competition, and correspondingly, in productivity: the contribution to productivity growth due to competition spurred by product-market reforms is around 12% to 15%”.

A detailed study of management practices in more than 10 000 firms from 20 countries finds that those firms facing more product market competition have better management practices and, in turn, higher productivity. In high competition cases, firm management practices tended to be concentrated around best practices. In contrast, when competition was less intense, a “fat tail” of firms with poor management practices was found even while some firms were well managed. Competition is a mechanism that incites firms to improve their management practices (Bloom et al., 2012).

To sum up, anti-competitive regulations that hinder entry into and expansion in markets may be particularly damaging for the economy because they reduce pressures to increase productivity and ultimately limit economic growth. Revising regulations to ensure they are pro-competitive, and lifting any barriers identified, can unleash rivalry that makes firms become more productive and, when widespread, can generate aggregate increases in economic growth.

Removing regulatory barriers to competition was the overall aim of the competition assessment project carried out by the OECD with the support of the Romanian Competition Council (RCC). The rest of the chapter outlines the main findings from the project.


1.2. Key findings from the Competition Assessment project in Romania

The main aim of the Competition Assessment of Laws and Regulations in Romania project is to improve competition in three sectors of the Romanian economy – construction, freight transport and food processing – through the removal of regulatory barriers. These three sectors had a combined gross value added (GVA) of 12.4% (construction: 6.29%2 [total NACE group F], Transport: 5.08%, Food processing: 0.98%3) of GDP by output in 2014 (2013 for Food processing as it is the last available year). 

In 2014 freight transport generated a turnover of approximately 5.08% of GDP (by output), whereas transport, including passengers, generated a GVA of 5.11% of Romania’s GDP (GDP by GVA).

These three sectors represented 401 281 jobs (Construction: 111 568 jobs4 in selected subsectors of NACE groups F and B, Transport: 133 100 jobs, Food processing5 156 613 jobs6 or 10.3% of total employment in Romania in 2014 (the total number of employees in Romania in 2014 was 3 887 461, of which 401 281 were in the three analysed sectors7). Lifting the restrictions to competition in these sectors is therefore likely to have a significant positive economic impact, both in the short term and in the long term.

The outcomes discussed in this section were reached by identifying regulatory barriers to competition, assessing their impact in terms of harm to competition, and suggesting specific recommendations to lift the restrictions. This is not an economic impact assessment. It is a methodical analysis of the legislative texts related to the sectors under analysis. 

The work has led to the identification of 227 regulatory restrictions found in the original 895 legal texts selected for assessment. In total, the report makes 152 specific recommendations to mitigate harm to competition. These are all available...
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