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THE RETURN OF ION ILIESCU
If PSD wins the continuity will be less with the current government, and more
with the indecisive and erratic perestroika-style policies of 1992-1996
Most governments in transition countries had little to do with the economic growth during
their mandates. Since the post-communist economies were distorted and in need of substantial
structural reforms, the typical indicators of growth were as likely to show the lack of reforms as
their presence, while the beneficial effects of painful policies, when they were implemented, may
have appeared only after a certain period of time, often longer than an election cycle.
This is a very important point for the democratic accountability in the East-European societies:
if the public discussion is muddled and voters cannot make the right connection between cause
and effect, then accountability is weakened, good policies are not identified and rewarded, and
incentives for political professionalization are low. Keeping the country on the right course
depends in such cases only on the determination (and even selflessness) of its leaders, who are
taking risks without knowing for sure if they would be able to reap political benefits before the
following ballot. Their values, character and agenda become all the more important in such
situations.
Therefore, a comparative analysis of the three main stages in Romania's post-communist
political history – the era of pains without reform under the first full mandate of president
Iliescu (1992-1996); the era of painful reforms under the center-right coalition (1997-2000); the
era of harvesting the benefits of reforms under the PSD government (2001-2004) – offers a good
basis for bulding scenarios for Romania 2005-2008. All we have to do is look back at the
proven track record of each of the main political actors in order to judge their professionalism
and leadership quality.
Romania inherited from the Communist times one of the most distorted economies in
Eastern Europe, characterized by severe missalocation of resources; obsolete and energyintensive industrial assets; primitive, subsistence agriculture, dotted with huge and
inefficient state farms; penury of basic goods and repressed inflation; and no small private
sector worth speaking of. The task facing the new authorities was staggering – but so was
the situation in other transition countries like Bulgaria, while in the Baltic States domestic
problems were compounded by their uneasy geostrategic position. The policy choices
made by the political leaders after 1989 made therefore the all the difference, and they
explain why some ex-Communist countries are more successful today, while others are "at
the bottom of the heap".
With hindsight, SAR believes that the transition strategy most beneficial for the
Romanian society as a whole would have been a Polish-style shock therapy in the early
'90s, aimed at correcting as many distorsions as possible, as fast as possible, while the
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public enthusiasm due to democratization was still high after the overturn of Ceauşescu.
The stock of public assets existing in December 1989 could have been used to alleviate
some of the pains of this shock therapy. Private property could have been re-constituted
faster than it has been. This choice, however, required a relatively competent and selfless
government pursuing political suicide for the greater good. Poland, luckily, had such a
government; Romania, unfortunately, did not. Instead, in a move which was increasingly
obvious after 1992-3, the Romanian ruling parties (an assortment of reformed Communist
apparatchiks and nationalist fire-brands) prefered to give away control over economic
policy to various rent-seking groups, in exchange for being allowed to control politics
unchallenged, because they had no alternative career option. Public resources, including
property which should have been quickly restituted to rightful owners, were squandared
with the same purpose – perpetuation in power – either on gifts to cronies, or on populist
handouts to the voters. Given the circumstances of the time such developments occured in
all the new democracies of Eastern Europe. But the extent to which the ruling elite was
risk-averse and willing to accept stagnation in exchange for political control made
Romania unique among the would-be EU candidates of that time. We still struggle today
with the effects of this deliberate strategy.
Ironically, the crucial choice Romania faced during the '90s was not between a fast and
painful course versus a slow and painless one, as many decision-makers thought at that
time. As history proved, social hardship
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Rather, the real option and only one available was whether to give a sense to this social
suffering: push reforms faster and cross the valley of mourning, or not. And here the
marked contrast between the first half of the decade, overwhelmingly dominated by the
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personality of Ion Iliescu, and the second one, of the center-right government, becomes
apparent. It is obvious from the brief description below that the interval 1993-1996 was a
time lost for reforms and development in Romania.

THE THREE STAGES OF ROMANIAN TRANSITION
• 1990-1996: After two turbulent initial years dominated by political consolidation of
the new institutions and the first stabs at stabilization and privatization, Romania fell
under a spell of patologic stagnation, with no clear direction of evolution. Economic
policies were muddled and implemented with archaic, neo-soviet instruments. Price
controls and other tools of administrative intervention in economy were preserved in
oder to continue populist redistribution. Between 1993 and 1996 the economic reform
practically halted, with little to be shown in the way of achievement. The positive
economic growth, against a background of hyperinflation, financial indiscipline and
soaring public deficits, did probably more harm than good and contributed decisively
to the deterioration of the banking system. The problem was not so much that of
leftist vs. rightist policies – but that of the extreme indecision and lack of courage of a
government headed by a weak prime-minister and controlled with an iron hand by
president Iliescu. The best case study to illustrate this chronic indecision leading to
erratic policies is that of property restitution: agricultural land, urban property and
industrial mass privatization. While in other CEE countries some sort of decision was
reached in a reasonable interval about what and how to restitute (more, like in the
Czech Republic; or less, like in Hungary) the issue was left to drag for years in
Romania, one social group was played against another, and property restitution was
not regarded as a matter of law, but a subordinated, instrumental one employed to
maximize political gains. In each area mentioned several succesive laws were passed1,
usually clashing with each other, and important decisions related to implementation
were left to be taken case by case by the low-level bureaucracy. Many conflicting
property rights were thus created, unpredictability and permeability to corruption
increased, and Romania has become the transition country with the highest rate of per
capita property cases in courts. Unfortunately 1992-1996 was exactly the period when
the window of opportunity for restructuring and privatizing was wide open –
favourable world economic cycle, willing strategic investors – and the basis for the
further success among other EU candidate countries was laid down precisely in this
period.
Key actors responsible: Ion Iliescu (president), Nicolae Văcăroiu (prime minister), Florin
Georgescu (minister of finance)
• 1997-2000: Against a background of political cacophony and weak implementation
capacity that characterized the center-right coalition, important structural reforms
1

For example, two rounds of mass privatization vouchers were distributed in Romania. The second, issued
in 1994-5, partly canceled the effects of the first one issued by the Roman government in 1991, with
serious legal consequences.
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were nevertheless initiated, both in the economy and the broader public sector. This
happened because some of the new leaders truly believed in reforms; but also because
the 1992-96 policies were clearly unsustainable and a correction had to take place no
matter what, or else a Bulgarian-style crisis would have striken Romania. In fact, we
barely escaped such a collapse in 1998-99, when the pile of debts made by the previous
government had to be repayed, the bubble built in the banking sector popped off, and
the democratic institutions had to be defended against the riots of politicallymanipulated miners. On the positive side, the problems in crucial areas of the
economy such as the mining and heavy industry were for the first time seriously
tackled; the currency was made convertible and prices were liberalized; interests rates
were normalized (i.e. became positive); the health and education sectors were
transformed institutionally; and so was the fiscal system, including local budgets,
where transparent, formula-based transfers for local government were introduced.
Major privatizations began – Romtelecom, Dacia, BRD, cement, steel plants – and the
banking sector was cleaned out. For the first time, Romania appeared to have a
government with a genuine pro-reform agenda. The clear position adopted during the
Kosovo crisis, in contrast with the traditional pro-Milosevic leaning of Iliescu, is
credited today for earning the country's acceptance into NATO. Finally, in the last
year of this interval, the care-take government of Isărescu adopted a supply-side
economic package and started the negotiations with the EU. On the downside, the
coalition accomplished less than it could, one cause of this partial failure being the
terrible cadre policy of the parties then in power, and the sheer number of partners in
the ruling coalition (four main parties and a host of other small but vocal groups).
Moreover, the external conditions turned against Romania: the East-Asian crisis,
followed by the Russian crisis gave potential strategic investors cold feet precisely
when Romania's governments finally decided that foreign direct investment is a good
thing and privatization acceptable after all. Reforms of the public administration and
judiciary began too late and too indecisively to produce any palpable results, and
strong lobby groups managed to delay the finalization of property restitution until the
end of the decade.
Key actors responsible: Emil Constantinescu (president), the party leadership of the
Christian-Democrats, Liberals and Democrats; Mugur Isărescu (head of the central bank,
then prime-minister)
• 2001-2004: With no serious domestic or international crisis on their hands, the centerleft Năstase government has staged a reasonable performance as care-takers of the
reforms initiated in the previous period. President Iliescu has stuck to his rather
limited constitutional attributions and intervened less than before in the domestic
policy – at least in the first three years of his mandate – allowing premier Năstase to
grow in office as the likely successor. The restructuring of the mining and heavy
industry has continued, though at a slower pace, and so has privatization: in some cases
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processes already started were finalized (Galaţi steel plant); in other cases it is entirely
the merit of this government (the first assets sold from the energy sector). Overall, the
performance was less bad than some of the critics of this government had expected,
especially in economy, as they build reasonably well on the fundations laid with so
much effort before. Today the economic growth is largely real and healthy, unlike
before 1996. However, the image of the current PSD leaders as competent managers is
an exaggeration, unless we take bureaucratic discipline for competence. By and large
their actions were predetermined by existing agreements with the EU, IMF and the
World Bank. This foreign supervision, though not always optimal, was much better
than the catastrophic policies pursued independently in 1992-96. The current cabinet
scores high marks only compared with the previous, inept PSD (PDSR) government of
that era. It was during the current mandate that Bulgaria overtook Romania as the best
South-East European performer. Bucharest is last to conclude accession discussions
with Brussels, mostly due to the slow pace of negotiations in 2001-02, under
Integration minister Puwak, who politically reshuffled the staff of the Ministry before
having to step down being accused of embezzlement. Also on the downside, the
Năstase government has not advanced any further with reforms in sectors where the
current course is obviously unsustainable: pensions, health care. In fact, it has left them
exactly where they were in 2000. In other areas, such as public administration and
judiciary, things are arguably worse today than four years ago, as informal political
control over these sectors has increased, not decreased. Ironically, while Romania has
progressed technically by closing acquis chapters, it has made steps back on preaccession political criteria like the independence of judiciary, freedom of speach and
corruption in administration.
Key actors responsible: Adrian Năstase (prime minister); and, especially in 2004, Ion Iliescu
(president)

TWO SCENARIOS
There are two possible scenarios regarding the results of the November 2004 elections in
Romania:
A. The opposition DA Alliance wins, the Bucharest mayor Băsescu becomes president,
and the government is formed by the two members of the Alliance, the Liberals and
the Democrats, with the parliamentary support (and, possibly, executive participation)
of the Hungarian Alliance (UDMR). In this case we will probably assist to the
speeding up of reforms in the first year / year-and-a-half. Public administration,
judiciary and the law enforcing agencies will gain more independence – not necessarily
because the new rulers are on average more honest or moral, but because the current
informal relations between the political class and main rent-seeking groups on the one
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hand, and the administration and judiciary on the other, will be uprooted by the
rotation in power. The challenges for the DA Alliance government may come from
the uneasy cohabitation between its components, the Liberals and Democrats (though
things should be simpler this time with only two partners); and from the bottom-up
pressures of various interest groups within the parties eager to get access to public
resources, especially the Liberals, who in the last year have significantly outgrown
electorally their shaky organizational structure.
B. PSD wins, prime-minister Năstase becomes president, moves to the Controceni palace,
and becomes largely insulated from domestic issues. Current president Iliescu returns
to the leadership of the ruling party and takes effective control over domestic policies
(the junior electoral partner PUR is negligible entity). Iliescu will impose a weak prime
minister with shaky support in the party so that he can rule from behind the scenes.
Since he is a politician of formidable skill, but a weak and opportunistic leader in
terms of policies, the new four-year mandate will bear his indelible mark: populism,
double language at home and abroad, triangulations between the main economic
interest groups, manipulation of state institutions and nominally independent agencies
through close allies placed at their top. The group of people Iliescu has supported all
along and placed on the parliamentary lists this year appear stikingly different from
the young, professional public managers advertised by Năstase's wing of the party as
"the new PSD"2. They are rather mid-aged, gray bureaucrats with uncertain skills and a
history of collaboration with various intelligence services, tied with the president by
personal loyalty. Since he has never used his authority to push any consistent and
identifiable policies, or to really fight corruption in practice, a new period of
stagnation can be expected, similar to that of 1992-96, with the only difference that this
time we will be stuck not at the start line, but somewhere along the way towards
Europe. The sources of growth will gradually wear off, and country will enter another
era of lost opportunities. Romanian will eventually join the EU, but will remain a
black hole with pervasive corruption and Byzantine politics, hard to understand by its
partners, where nothing is what it appears to be and things are decided not by open
discussion, but by informal negotiations, and rules are enforced selectively.

Challenges and test cases for the 2005-2008 mandate
• Purging the Parliament of representatives who have dubious personal histories,
switched parties while in office or were in conflict of interests at various moments in
the past. While no political actor is perfect in this respect, the current ruling party
proved to be the least willing (or able) to clean its ranks, in spite of the attempts made
in the last few months.
2

In short supply even in the executive, anyway.
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• Reforming and depoliticizing the judiciary. This monumental task has better chances
under scenario A because, as it was shown above, the rotation in power may create a
window of opportunity for a final wave of reforms able to make Romania politically
compatible with the EU.
• Preserving the necessary independence of the central bank (BNR) from the executive,
after the new governing board took office in October this year. The delicate balance
between interest rates and inflation may be difficult to maintain, especially if scenario
B becomes reality, with people like Florin Georgescu, the sloppy minister of finance
during the stagnation era, as deputy-head of the central bank.
• Fixing the pension system: reducing the high pressure on contributors and in the same
time maintaining the real value of pensions. The "recalculations" proposed by both
main contenders in November elections are a necessary, but far from sufficient step.
They represent a marginal adjustment, not a structural reform of a system which is
rapidly approaching the point of collapse. The situation is actually so bad that there
are no quick fixes to it, and as a result we do not see here any scenario which is better
than the other.
• Selling the remaining state-owned banking sector: BCR and CEC. For all the recent
hype about Eastern Europe as a re-discovered land of opportunity, our region – and
Romania in particular – are still not attractive enough by themselves to lure in large
foreign investors. Transparency and predictable behaviour are crucial for speedy and
successful privatization of important national assets. The protracted experience with
Petrom and BCR so far, where important bidders were put off by indecision and
erratic signals from the Bucharest government, are not good omens for the future.
Scenario A seems to be better than B, since only two or three years ago key decision
makers from PSD still had doubts whether the state should completely sell its banking
assets.
• Concluding important public procurement contracts in a transparent manner, by
defending the national interest. For example, will the foreseeble buying of fighter jets
for the army in 2005 or 2006 be the next big public procurement scandal, after the
string of such cases this year? National security is no excuse for spending taxpayers'
money without accountability, nor should such contracts be used in attempts to buy
off the benelovence of Western partners or get political waivers to unfulfilled
international committments. Comparing the recent controversial contracts with
partners like Bechtel, Vinci or EADS, with the famous Bell Helicopter affair of 1998,
when the issue was debated openly and the government decided finally to resist
pressures, it looks again that scenario A is the one that guarantees more transparency.
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