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Romania’s lower speed limit

Romania s growth engine has slowed, with potential GDP growth falling
to ¢.2.0% from 3.5%-3.75% before the pandemic. A powerful investment
cycle is preventing a steeper decline and could raise potential growth to
2.4%-2.7% by 2027-2029. The next challenge will depend less on how
much Romania builds, and more on how productively it uses those new
assets

The convergence journey continues, but no longer in the fast lane

Romania has spent much of the past two decades catching up with Western Europe at
remarkable speed. GDP per capita in purchasing power standards rose from about 44% of the
EU average at EU accession in 2007 to 78% in 2025. Labour productivity increased rapidly,
foreign capital brought technology and know-how, workers moved towards more productive
activities and EU integration delivered a substantial investment dividend. We believe that the
convergence story is not over, but the easy gains are.

That convergence machine has changed gear

The Romanian economy grew by only 0.7% in 2025 and is about to post an annual contraction
in 2026. We estimate a pick-up to around 2.2% in 2027-2028. Much of the present weakness is
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cyclical: fiscal consolidation, high inflation, subdued consumption and soft external demand
are pushing actual GDP below capacity. Potential GDP asks a different question: how fast could
the economy grow, with labour and capital employed at normal rates and without
continuously adding inflationary pressure? Our answer is roughly 2.0% today.

That is substantially less than before the pandemic. The IMF estimated potential growth at
about 3.7% in 2017-2019, largely similar to the European Commission’s estimates, and its
2025 Article IV put it at 2.0% in 2025 and 1.8% in 2026. Our central view is that the current
downturn probably exaggerates the extent of the structural damage. As the investment cycle
continues and cyclical headwinds fade, potential growth could recover to 2.4%-2.7% during
2027-2029. Getting sustainably above 3.0% again (as in the IMF's projections for 2029-2030)
would require stronger labour utilisation and a much better productivity return on investment.

Potential growth is an estimate, not an observable fact

Potential GDP cannot be measured directly. It has to be inferred from models, which is why
estimates can vary. For Romania, the current spread between various observations is rather
wide. The IMF sees a temporary trough followed by a strong recovery in supply capacity.
Romania's 2026-2028 medium-term fiscal plan embeds a much weaker profile. The EC's
published growth and output gap forecasts imply a weaker near-term path. Fitch's August
2026 assessment offers a useful and fresh cross-check: it expects growth to recover to an
estimated potential rate of about 2.3% in 2027-2028.

Romania's potential GDP growth - estimates by institution

(%) 2026 2027 2028 2029
IMF, 2025 Article IV 1.8 2.5 2.8 3.0
2026-2028 fiscal-budgetary strategy 15 1.6 1.6 1.7
European Commission * 1.2 1.4 2.2 2.5
Fitch August 2026 c2.3 c2.3

ING estimate c.2.0 c.2.b c.2.5 c.2.6

The gap between estimates does not make the concept useless, but it is a warning against
false precision. Our reading sits between the weaker assumptions from Romania’s fiscal plan
and the stronger IMF-estimated figures. The structural slowdown is real, but the 2025-2026
cyclical shock is probably making the trough look worse than the medium-term trend.

What sits behind the headline numbers

A simple way to think about potential growth is that an economy can produce more because it
has more capital, more effective labour, or combines the two more efficiently (trend total
factor productivity). The European Commission formalises this with a Cobb-Douglas production
function:
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g(potential GDP) = g(trend TFP) + 0.35 x g(capital) + 0.65 x g(potential labour)

If productive capital grows by 3%, effective labour is flat and trend TFP rises by 1%, potential
GDP growth is just slightly above 2.0%. That is close to the order of magnitude we think
describes Romania today.

The 65% labour weight is the standard EU methodology. A Romanian study suggests labour's
historical income share may be lower, implying a larger role for capital. However, changing
factor shares mainly redistributes growth between capital and productivity rather than
fundamentally altering the conclusion. For comparability, we stick to the European
Commission framework.

Contribution to potential growth

2017-19 2025-26 Change
Trend TFP (pp) c.2.2 c.08 cls
Capital accumulation (pp) cl2 c.10 c0.2
Potential labour (pp) c0.3 c.0.2 c0.1
Potential GDP growth (%) c3.7 c.2.0 cl.7

The message is clearer than the exact decimals: the constraint is not a lack of investment. It is
weaker productivity growth and less favourable labour dynamics. Gross fixed investment has
recently been around one-quarter of GDP and public investment is exceptionally high.
Reasonable assumptions for the capital-output ratio and depreciation put the capital
contribution near one percentage point. The demographic trend is negative, but participation,
migration, structural unemployment and hours worked matter too, so the current labour drag
is probably small. The residual is trend productivity, at roughly 1.0-1.2 percentage points.

Capital: the 2027 handover is the key test

The optimistic part of the story is the investment pipeline. New roads, railways, energy
infrastructure and digital networks increase the capital stock directly. They can also boost
productivity by reducing transport costs, widening labour markets, improving energy access
and lowering administrative frictions. These gains arrive with a lag, which is why potential
growth may improve even as the economy struggles in the short term.

The challenge is that 2027 marks a transition point. The Recovery and Resilience Facility ended
in August 2026, while cohesion-funded projects continue. EU inflows should remain substantial
but lower than during the peak years. Public investment is therefore likely to moderate,
making the handover from public to private investment increasingly important.
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If better infrastructure encourages factories, logistics capacity, energy projects and digital
investment, capital can continue contributing close to one percentage point and TFP should
improve as the assets are used. If private capex does not respond, Romania will have
experienced a very large investment cycle without a matching increase in its permanent
growth rate. The difference is worth several tenths of a percentage point of potential growth.

Labour: demographics matter, but they are not everything

Romania's population fell from 23.2 million in 1990 to 19.0 million in 2025. The population
aged 20-64 dropped from 13.4 million to 11.0 million and the OECD projects only 8.5 million by
2050. Taken mechanically, that path would eventually subtract around 0.6-0.7 percentage
points a year from potential growth under the EU production function weight.

But potential labour is not determined by demographics alone. It also depends on participation
rates, employment, skills and hours worked. In 2025, only 69.0% of Romanians aged 20-64
were employed, compared with 76.1% across the EU; female employment was 59.5%. These
gaps matter. The IMF estimates that closing the participation gap with the EU average could
raise the labour force by 14.5% and the level of potential GDP by about 6.5%. That is a level
effect, not an annual growth rate, but it is economically large.

For 2027 and beyond, the labour scenario therefore depends on whether Romania can employ
more women, young people and older workers, reduce informality, improve health and
childcare and use migration more systematically. Population ageing is largely predetermined
but labour utilisation is not.

Productivity is where most of the growth has gone missing

Productivity is where most of the old growth has gone missing. The European Commission
estimates that real labour productivity per hour grew by around 4.5% a year in 2015-2019 but
only about 2.0% in 2020-2025. Some slowdown was inevitable as the economy became richer
and the easiest gains from reallocation, imported technology and integration into European
supply chains were used up.

Yet Romania still has plenty of room to catch up. The EC data shows that R&D spending was
around 0.5% of GDP in 2025, compared with 2.2% in the EU. Business R&D was 0.3% of GDP;
only 8.8% of firms introduced a product or process innovation in 2020-2022; and tertiary
attainment among 25-34-year-olds was 23.2%, barely half the EU average.

The encouraging part is that Romania already hosts highly productive firms and sectors, many
integrated into international supply chains. The challenge is diffusion: spreading technology,
management practices and skills beyond a relatively small group of firms and urban centres.
This is important because the slowdown in potential growth cannot be explained primarily by
weaker capital accumulation or labour supply. Investment remains high, and the labour
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contribution has changed only modestly. Most of the decline therefore shows up in trend TFP,
which captures how efficiently labour and capital are used across the economy. In practice,
that points to slower technology adoption, weaker innovation and a slower spread of
productivity-enhancing practices from frontier firms to the rest of the business sector.
Whether the current TFP contribution is +0.6pp, +0.8pp or +1.1pp is less important than the
directional change: it is well below the 2ppt-plus contribution that underpinned Romania'’s fast
convergence years.

Al can help

Al and automation are particularly relevant for Romania because they can address two
challenges simultaneously: labour-saving technologies become more valuable as the

population ages, while digital tools can help spread efficient practices beyond a relatively small
group of highly productive firms.

The World Bank’s 2026 Innovation Rising work estimates that broader adoption of digital
technologies, including software and Al-enabled tools, could ultimately lift labour productivity
levels by as much as 10%-15% across Bulgaria, Croatia, Poland and Romania. The word “levels”
matters: this is not 10%-15% annual productivity growth. It is a cumulative gain that would
materialise only as firms adopt and reorganise around the technology.

Our baseline therefore contains no heroic Al uplift. In an upside scenario, faster diffusion could
plausibly add a few tenths of a percentage point to annual potential growth for several years.
But that requires complementary investments in skills, management quality, R&D, financing
and firms with enough scale to deploy the technology.

So how fast can Romania really grow?

Three paths for Romania's growth speed limit

Scenario Current 2027-29 Beyond 2029 What gets us there

Downside (%) 1.5-2.0 Mid1ls Weak TFP, poor investment efficiency, lower
participation

Base case (%) c2.0 2.4-2.7 Mid2s Private capex partly replaces public capex,
stable participation, modest TFP recovery

Upside (%) 2.8-3.2  c.3.0for longer Crowding-in, higher participation, faster
digital diffusion

The near-term estimate is unusually uncertain because the current downturn distorts real-
time measures of trend growth. The medium-term range is better anchored by the investment
pipeline. Beyond 2029, the range widens again: public investment normalises, demographic
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drag becomes more visible and productivity has to do more of the work.

This is also why 2.0% potential growth today does not cap actual growth at 2.0%. If output
starts below potential, actual GDP can grow faster for a time as the gap closes. The speed limit
matters over time, not in every quarter.

Why potential growth matters in the end

Estimating potential growth is difficult but getting it wrong can have real policy consequences.
For wages, productivity is the anchor. If productivity growth settles near 2.0%, repeated real
wage gains of 5.0%-7.0% or even higher would be hard to sustain without squeezing margins,
raising prices or damaging competitiveness. For fiscal policy, lower potential growth means
slower trend revenue and less favourable debt dynamics. Cutting productive investment to
protect current spending can improve today’s deficit while weakening tomorrow’s potential
GDP and, ultimately, the fiscal ratios measured against it.

The uncertainty also matters for structural budget estimates. Overestimating potential GDP
can make a structural deficit look cyclical; underestimating it risks tightening policy
unnecessarily.

Even so, potential growth of around 2.5% is not stagnation. If the EU grows by roughly
1.0%-1.5%, Romania can continue converging, only more slowly than during the exceptional
catch-up of the past two decades.

The investment bridge

Romania is not running out of things to build or scope for convergence. It is running out of easy
sources of growth. Potential growth of 3.5%-3.75% was plausible before the pandemic. Today,
around 2.0% looks more realistic, with a gradual recovery towards 2.4%-2.7% possible over the
next few years, albeit with a wide uncertainty band.

In the end, public investment can create opportunities, but it cannot guarantee lasting growth.
Whether Romania's speed limit rises again will depend on productivity, labour-force
participation and the ability of firms to turn new roads, railways, energy infrastructure and
digital networks into higher-value economic activity.

Valentin Tataru
Chief Economist, Romania
valentin.tataru@ing.com
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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