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Executive summary

Purpose and importance of the problem
The main purpose of this exercise consisted in providing a recommendation
for a sound institutional process of minimum wage setting in Romania. The design
of a transparent mechanism for minimum wage setting based on objective criteria,
in order to set the grounds for evidence based dialog and decision making is a
matter of extreme importance to the wage policy in Romania due to the number of
employees who are affected, on one hand, and to the economic and social effects of
this form of state intervention on the labour market, on the other. As a country
particularity, in Romania the wage distribution is highly asymmetrical at the bottom,
with more than one quarter of the employees (1.3 million persons) being paid at the
minimum wage level.
As a starting point of our undertaking, a best practices analysis of such
mechanisms implemented in other EU or OECD countries was conducted and a
guiding context for observing minimum wage systems by selecting case studies with
better social outcomes within country-groups with similar economic patterns was
proposed. The cluster analysis placed Romania in the same group with its
neighbours and also former socialist countries: Bulgaria, Hungary, Croatia, along
also with Italy, Greece, Spain and Portugal. The results are, however, subject to the
limitation of only reflecting a static point in time, based on the current socioeconomic context.
The general conclusions drawn from the analysis of best practices indicated
that there is no evidence in favour of a minimum wage setting regime that could
work best in a country. This is because minimum wage policies highly depend on
the context. Country specific legal regimes, as well as the socio-economic context
are of extreme importance when setting the minimum wage level.
However, following other countries‘ practices, the proposed mechanism for
Romania has two main characteristic features: it is documented and transparent,
both providing for sound social dialog and socio-economic development. Full
consultation of the government with the social partners (i.e. workers‘ and
employers‘ organizations) in the process of minimum wage fixing based on
scientific impact assessment grounds is considered to be an indispensable
requirement for an effective mechanism implementation.
Institutional framework
The core of the proposed mechanism is an independent expert body, having
the responsibility of elaborating annually alternative minimum wage adjustment
scenarios based on the development of selected socio-economic indicators (i.e.
criteria for minimum wage setting) and of assessing the social and economic impact
of such changes (ex-ante and ex-post analysis).
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The expert body should be made up of specialists in social and economic
policies, in macro and micro economic modelling and in data processing, nominated
on tripartite basis. Impact assessment results shall set up the bases for consultations
or negotiations between the Government and social partners for establishing the
minimum wage level for the following year. The decision of choosing among
alternative scenarios with different implications at different levels rests with the
Government depending on its goals or priorities, but after reaching an agreement
with the social partners. Details on the legal framework, membership, budgeting,
monitoring and control of the expert body have also been discussed in the
description of the mechanism.
The main message of this exercise is the need to have an impact
assessment before any decision on minimum wages is taken and to plead for
a real consultation with social partners based on scientific-evidence-based
data. The mechanism is merely dedicated to provide a sound institutional process
for minimum wage setting and impact assessment, in order to support a scientific
background to the consultation or negotiation process between social partners and
to legitimate the economic and social consistency of Government final decision for
minimum wage setting. The dissemination of the expert body‘s reports would
strengthen the credibility of policy decision to the business environment providing
an illustration of what the consequences would be if some specific normative
criteria were to be applied (e.g., indexation to inflation, to average wage growth
etc.).
Overall, developing a framework for documented minimum wage indexation,
despite of being a complex and demanding task, once achieved, even if not in itself
sufficient, could assist in establishing social and economic policy in Romania on
sound foundations. Although there is room for further improvement, we consider
that our undertaking is a very good starting point for a more predictable minimum
wage policy.
Draft proposal of minimum wage mechanism
As an illustration of the functioning of such mechanism, herein we have
drawn up a list of indicators with relevance in minimum wage setting and selected
four of them as being potential criteria for alternative scenarios on minimum wage
indexation, based on the current context: average wage growth rate, GDP per capita
growth rate, inflation rate and the growth rate of the cost of a minimum
consumption basket.
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Table 1. Indicators used and their role in the minimum wage setting mechanism
Criterion

Sub-criterion

General level of
wages
Social
criterion

Living standards

Indicator

Function

Average gross wages
Ratio between gross minimum
wage and median gross wage
Number of employees paid with
minimum wage
Share of wages in GDP
Distribution of employees paid
with minimum wage, by gender,
age groups, occupation, NACE
codes
In-work poverty
Inequality of wages

Minimum wage setting

Minimum expenditure basket
General level of
prices
Employment
Economic
criterion

Consumer
Prices
Index/
Inflation rate
Employment rate (total, by age
groups and gender)

Economic
development/
productivity

GDP per capita (PPS)

Competitiveness

Real effective exchange rate
(REER)
Unit labour cost

Economic
activity
of
enterprises
Source: authors‘ own contribution

Turnover, profitability

Impact assessment
Impact assessment
Impact assessment
Impact assessment
Impact assessment
Impact assessment
Minimum wage setting
Minimum wage setting
Impact assessment
Minimum wage setting

Impact assessment
Impact assessment
Impact assessment

Based on the selected indicators presented above four scenarios are
developed. To these four scenarios which are the guiding principle of this exercise,
we have also added, for illustrative purposes, the scenario based on the
Government program decision, which is in place for 2017-2020. Compared to the
other scenarios based on well-defined normative criteria, however, the government
program decision scenario represents an ex-post comparison of the already taken
political decision with the other hypothetical scenarios. Given another possible
context or better, more detailed statistical evidence on indicators/ criteria related to
minimum wage, the expert body could choose/ propose other alternative scenarios.
The mechanism should entail annual impact assessments of the socioeconomic effects of the minimum wage adjustments. For this purpose, only
scenarios assuming above 1 per cent positive annual change are proposed to be
taken into consideration.
The scenarios are briefly presented as follows:
Scenario 1 - The minimum wage would be adjusted to the evolution of the
gross average wage, in order to maintain a constant ratio to average earnings. Based
7
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on this backword-looking scenario hypothesis, for the year 2018 it was estimated an
increase in the minimum wage of about 11.2%, equal to the previous annual growth
rate of the average gross wage.
Scenario 2 – The gross minimum wage would be adjusted with the evolution
of GDP/capita. Using the IMF1 forecast for Gross domestic product based on
purchasing-power-parity (PPP) per capita, the evolution of gross minimum wage for
the year 2018 was considered of about 6.23% increase.
Scenario 3– The gross minimum wage would be adjusted to the evolution of
the inflation rate. As an illustration, considering CNP forecasts for the gross average
wage and the inflation rate forecasted by the IMF, the evolution of the Gross
minimum wage for the year 2018 was considered of about 1.7%, equal to the
forecasted annual inflation rate for the previous year.
Scenario 4– The gross minimum wage would be adjusted to the evolution of
the minimum expenditure basket. As the potential increase of the minimum basket
level is quite low, as it depends mostly on the dynamic of prices in the context of
negative inflation rates registered in 2015 and 2016, in this case scenario it is
particularly difficult to build a solid and reliable hypothesis regarding the future
dynamic of the minimum expenditure basket. Moreover, since no forecasts of the
level of this indicator are available for the year 2017, the only possible assumption
could consist in correlating the dynamic of the minimum expenditure basket with
the dynamic of prices. Under this assumption, however, the hypothesis will be
identical to the one corresponding to scenario 3, meaning that for the year 2018 the
minimum wage will increase by 1.7%, which is equal to the forecasted annual
inflation rate for the previous year. In case of any other hypothesis that will assume
an increase of the minimum expenditure basket of less than 1%, the impact
assessment on socio-economic variables shall not be estimated. But, the scenario
should be evaluated each year and be activated whenever the annual growth rate
would exceed 1%. In this sense, we suggest that an updated methodology of the
minimum expenditure basket to be developed most likely by the National Institute
of Statistics (NIS), in order to combine normative methods based on expert
judgement with inputs from the effective expenditure patterns of the population.
Scenario 5 – The gross minimum wage will evolve according to the
Government program for the period 2017-2020, meaning an 8.1% increase for
2018, a 6.5% for 2019 and a 6.1% estimated for 2020.
According to scenarios‘ assumptions, the minimum wage would increase in
2018 with rates starting from 1.7% and up to 11.2% (corresponding to the average
wage growth rate).
The scenarios presented include both economic and social impact
assessment and should play a role of guidelines developed to inform and
support the actual decision on what the minimum wage increase should be.
The latter would not need to be restricted to the choice of one of specific
scenario among the ones presented to be applied automatically thereafter.
1

International Monetary Fund, World Economic Outlook Database, October 2016.
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Rather, it allows the government in consultation with social partners, to
update the minimum wage taking into account all the possible implications
of any rate of increase based on the provided impact assessment.
The main results of the overall impact assessment for the year 2018, based on
the various scenarios considered, are summarised in the following table:
Table 2. Summary of the overall impact assessment results
based on scenario analysis

Baseline

SCENARIO
SCENARIO SCENARIO SCENARIO
1
2
3
5
(Gross
(GDP per
(Inflation (Government
average
capita)
rate)
program)
wage)

Percentage change on baseline (%)
Number of
employees paid by
the minimum
wage

1289696

46.0%

28.0%

12.0%

35.0%

The ratio between
gross minimum
wage and the
median gross
wage

79.9%

10%

6%

2%

8%

In-work poverty
rate

19.8%

-0.45%

-0.24%

-0.42%

-0.48%

Gini index

25.5%

-3.7%

-2.1%

-0.6%

-2.8%

4.6%

2.6%

0.7%

3.4%

Inflation rate

*

Unit labour cost

13.5%

7.2%

4.0%

1.1%

5.2%

Wage share in
GDP

34.4%

9.3%

5.7%

2.4%

7.1%

Employment rate

61.4%

-1.9%

-1.1%

-0.3%

-1.4%

Youth
employment
(15-19 years)

9.1%

-2.0%

-1.1%

-0.3%

-1.4%

Youth
employment
(20-24 years)

39.6%

-4.4%

-3.7%

-3.1%

-4.0%

Male employment
20-24 years

47%

-1.4%

-0.8%

-0.2%

-1.0%

Female
employment
20-24 years

32%

-1.9%

-1.1%

-0.3%

-1.4%
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Employment in
Agriculture,
phishing and
forestry
(thousands)

2003.5

-2.16%

-1.20%

-0.32%

-1.57%

Employment in
Manufacturing
industry
(thousands)

1633.5

-0.80%

-0.44%

-0.12%

-0.58%

Employment in
57.4
-4.76%
-2.63%
-0.71%
Mining Industry
(thousands)
Source: authors‘ own calculations
*for this case the estimated levels of the inflation rates for the year 2018 are presented.

-3.46%

The impact of the minimum wage increase has been evaluated at
macroeconomic level (on variables such as inflation rate, wages share in GDP, total
and youth employment, detailed by economic activity, and also the real effective
exchange rate and unit labour cost as indicators of country‗s competitiveness) and at
microeconomic level as well (not only on indicators related to in-work poverty and
wage distribution, number of employees at the minimum wage, but also on
firms‗profitability and turnover).
The impact assessment of the minimum wage adjustments upon poverty and
income distributions, as well as upon the number of employees paid by the
minimum wage and their distribution based on gender, age, occupation and
economic activities relied mostly on micro-simulations. The micro-simulation
analysis allowed the estimation of the effects of minimum wage adjustments. The
results were extended to the total population from which the sample was drawn, but
under specific methodological limitations of which one should be aware when
interpreting the results.
The impact assessment based on the scenario analysis revealed that the higher
the minimum wage adjustment is, the greater the total number of minimum wage
earners becomes and also the lower the Gini index becomes. Moreover, the ratio
between gross minimum wage and the median gross wage tends to follow an
upward tendency once the minimum wage adjustment levels increase, while the inwork poverty rate turned out not to adjust in line with the minimum wage increase.
At macroeconomic level, however, the impact analysis has showed, in some
cases, the atypical effects of the minimum wage increase, partially motivated by
structural factors and labour market policies. However, as a caveat, we must
mention that there may be issues related to data quality, availability, coverage and
comparability in time, or adequacy to the topic, depending on the initial purpose of
collecting a particular indicator. Changes in data collection or indicator calculation
methodology could generate breaks in data series.
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Moreover, because of such data limitations, the impact analysis conducted on
firms‘ performance only captured the degree of sensitivity of the companies‘ profit
level relative to the minimum wage, as well as the degree of sensitivity of the
turnover at the company level relative to the minimum wage.
Limitations of the methodology used
Under these limitations, the current impact assessment analysis
conducted in this study for illustrative purpose represents only a first sketch
of what could be done as part of an impact assessment. The analysis of
different scenarios does not aim to provide alternative options from which to select
a fixed rule to be applied automatically thereafter. Rather, it provides an illustration
of what the consequences would be if some specific normative criteria were to be
applied (e.g., indexation to inflation, to average wage growth etc.). These, however,
are purely hypothetical cases, developed for illustration on the mechanism
functioning. The latter would not need to be restricted to the choice of one of
specific scenario among the ones presented. Regarding the impact of minimum
wage on firms‘ performances, because of data limitations we were only able to
capture the degree of sensitivity of the companies‘ profit level relative to the
minimum wage, as well as the degree of sensitivity of the turnover at the company
level relative to the minimum wage. Therefore, these impact studies can be
considered as an indicative for the many possibilities the future expert body
involved in the mechanism can use as a starting point.
Moreover, as the impact evaluation of minimum wage at firm level pointed it
out, the existing data should be complemented with in-depth research at company
level, for the group of vulnerable companies (micro, small and medium sized
companies in certain activity sectors) to a minimum wage increase. An important
component in building an efficient mechanism for minimum wage setting is the
correct evaluation of enterprise‘s reactive behaviour to minimum wage increase. In
this respect, we propose that the decision on the minimum wage level should
consider information on enterprise behaviour towards such a measure, derived from
a company survey, to be conducted on yearly basis and to include at least the
variables that were suggested in the questionnaire put forward.
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I.
Analysis of best practices regarding the mechanism for
establishing the national guaranteed gross minimum wage in
other countries of the European Union and the OECD
1.1 Introduction
The minimum wage can be understood as ―the minimum sum payable to a
worker for work performed or services rendered, within a given period, whether
calculated on the basis of time or output, which may not be reduced either by
individual or collective agreement, which is guaranteed by law and which may be
fixed in such a way as to cover the minimum needs of the worker and his or her
family, in the light of national economic and social conditions‖2.
Recently, the minimum wage setting mechanisms has become of great
importance on the political agenda in most European Union and OECD countries,
as substantial increases in the minimum wage rates are solicited by the trade unions.
In this sense, the entrance of Germany in 2015 in the group of European Union
member states that apply a statutory minimum wage has triggered even more
intense debates in other countries that so far rely entirely on collective agreements
when fixing the minimum wage, such as Finland and Italy.
Moreover, in the European Union there has also been recently put on debate
the question of a European coordination of minimum wage policies through a
common market with freedom of capital, goods, labour and services. Given the
current differences existing between the minimum wage levels or even the absence
of a statutory minimum wages in some countries, according to Schulten (2008) a
―European minimum wage policy would contribute to stop the ongoing
precarization of work and the undermining of social standards‖. Even if a European
minimum wage policy is unlikely to be implemented in the near future, some unions
already seized this opportunity to develop their collective bargaining policy3.
So far there are numerous methods that can be used to set the minimum
wage rates all around the world, which have both merits and shortcomings. On the
one hand, is the case of a government-set minimum wage mechanism, where the
government has full control of the minimum wage rates, while at the opposite end
of the spectrum is the system of minimum wage setting based entirely on collective
bargaining. This is the case of the Nordic countries, Austria and until recently,
Germany too. However, there are also a wide range of mechanisms in between.
Some may focus on automatic indexation based on specific socio-economic criteria,
ILO: General Survey of 1992, para.42.
An example is the Doorn Initiative, which is actually a network of unions from Benelux and
Germany that cooperate to develop a common collective bargaining rule and to monitor the national
collective bargaining policy.
2
3
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such is the case of Luxembourg, while other may rely especially on an expert body
that could either set the rates or just provide recommendations to the government.
Finding the appropriate mechanism suitable for one country is a challenging
request, as it has to take into consideration both the current socio-economic
context, as well as the legislative country-specific particularities. However, analysing
some of the best practices in the European Union and the OECD countries for
establishing the national guaranteed gross minimum wage could shed some light
and bring valuable insights in the process of designing a proper minimum wage
setting mechanism for the Romanian case as well.

1.2 Minimum wage: aim and ILO standards
At the end of the XIX century New Zealand and Australia were the first
countries that introduced a minimum wage. Its dynamic over the time has been
imprinted by those of the industrial relations and social policies. Its early role
consisted of preventing labour disputes and guarantying decent reward for workers
most exposed to low payment. Today this is still valid, although unquestionable
explicit relation with poverty alleviation, equitable earning distribution, employment
level, social security and fiscal systems are reasons for attention given to minimum
wage.
While the early settings of minimum wage gave voice to workers, in sectors
fragmented by their nature (domestic workers, catering) with low power to defend
themselves through collective bargaining, the ILO Convention no 131 (1970),
formulated the economic, social policy and trade unions movement development
context after the Second World War, stated clearly the national interest in it. It
named the requirements of economic development, productivity and employment
levels as criteria to be considered in minimum wage settings. Added to the
recommendation of attention given to workers‘ and their family needs, the cost of
living, the general level of wages and the social security benefits, the regulation
underlines the two-fold sensitive role that minimum wage plays, of guarding fairness
in society and economic development.
Such a complex role is not by far a simple decision, as it implies a mechanism,
a fixing machinery as was stated in ILO Convention no. 26 (1928). The Convention
no. 131 points out basic elements of such mechanism, like:
 full consultation of the social partners, workers‘ and employers‘ organizations,
in the process of minimum wage fixing; this envisages more than a formal
consultation, but clear steps to be taken to ensure that public authorities really
take into account the arguments and recommendations put forward by the
social partners, in the fixing minimum wage process.
 the request for freedom of collective bargaining, in case such collective
agreements exist
 participation of persons ―having recognised competence for representing the
general interests of the country‖ appointed after consultation with social
partners and
14
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periodical revision of the minimum wage to national conditions and
requirements.
Regulations on human rights and labour relations or international common
agreed policies have shaped the features of minimum wage setting (Eurofound,
2014; ILO, 2016). While the early forms of minimum wage regulation targeted only
some groups or were seen as temporary measure (ILO, 2016), nowadays there is a
clear tendency for large coverage of regulation with respect to a basic floor of
workers‘ remuneration, in the virtue of social and human rights, permanent in their
character, and a more explicit relation to social benefits and employment protection
(EC, 2016). Among the most recent proposals for introducing a statutory minimum
wage are Finland4 and Italy5. Worries on increasing poverty and inequality
worldwide around 1990 and recent economic crisis in 2008 were other moments
which reinforced attention on minimum wage and strengthen its mechanism.
National context and internal changes imprint large differences in what
concerns the complexity of consultation process, indicators or industries considered
or share of workers covered in countries which regulate at bottom workers‘
remuneration. Among them 100 have statutory minimum wage, including 22
European countries (Dickens, 2015). Figures 1.1 and 1.2 depict some statistical
differences of them.
Fig. 1.1 Minimum wage in the EU 28 and some OECD countries, 2014
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Source: stats.oecd.org (for the hourly minimum wage); Eurostat, tps00155 (for the monthly
minimum wage);

The proposal for a statutory minimum wage came from an employers‘ organisation representing SMEs, but was not involved
in collective bargaining. However, it has not received wider support.
5 In Italy, the proposal is currently under consultation with the social partners, but according to the new Jobs Act the
introduction of a statutory minimum wages is possible.
4
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