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ABSTRACT: Romania’s medium-term fiscal frameworkgalls eficit to decline gradually from
about 8 percent of GDP in 2024 to 7 percent in 2025 afd 3 percent{or J#Ss) by 2031. With limited scope
for expenditure consolidation — given the low expen -to-GDP ratio — revenue mobilization is
imperative. IMF technical assistance proposes a tax refor ckage aimed at mobilizing revenues, while

tax planning. The key recommendations shift the fiscal'yrden away from labor taxation (including social
insurance contributions) toward taxes on a lesser extent, on capital. The detailed
recommendations, if fully implemented, can g ues of at least 1.2 percent of GDP in 2025.
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Background

Romania’s medium-term fiscal framework calls for the fiscal deficit to decline gradua¥y from about 8

obilizing revenues, while
improving work incentives, remaining attractive to capital inyestment closing loopholes for abusive
nts to secure the EU’s
disbursement of funds, the deficit pressures can be segh as an opportunj for Romania to make
important structural improvements to its tax mix, not shifting the burden away from mandatory

income levels, although at the aver
large tax wedge at low incomes cr

exemptions are substantial [
wage workers create oppo

his is the difference between the gross cost of labor—including all taxes and levies on labor paid by companies—and post-tax
whlge income of individuals, divided by the gross cost of labor.
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converting it to a refundable tax credit, which would provide cash support to comp
especially those that are new and small.

sidy accrues to low-income households.
ment to promote the consumption of merit

Romania has com et the EU-wide emissions reduction targets by 2030 and set a net-zero
path for 2050, b

(CAMA) syg¥fem with a deadline of the fourth quarter 2025. This implies switching the current property tax

a market value-based system. However, to this date, the property tax framework in the Fiscal Code is

unc d. Pilots of CAMA models have been tested on some administrative units, including three in

Bucharest. Romania should use value-based assessment where market information allows, both for

r@sidential and non-residential properties, and curtail exemptions from the land and building tax, while
oviding relief in other forms for vulnerable groups and specific taxpayers.
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Summary of Recommendations

The IMF’s technical support to Romania provided as key a recommendation for re ing the tax system
to shift the fiscal burden away from labor taxation (including SSCs) toward taxes on con jon and, to
a lesser extent, on capital. The detailed recommendations, if fully implemented, can genergfe revenues of
at least 1.2 percent of GDP in 2025. e

A. Labor Taxation

Moving from the single 10 percent PIT tax rate on labor inco o 2 syste two marginal tax rates,
15 and 25 percent, with the latter applicable at the 90" incorfie perceptnT o reduce the labor tax wedge
j reduced or eliminated. Fiscal
ould be addressgtl with more generous

space permitting, the labor tax wedge at low incomes
allowance or by introducing a program of in-work be

groups in other forms. The taxation
corporate sponsorships and rgplee

should be substantially redu from its glirrent level of EUR 500,000, preferably by harmonizing it with
the registration thregh X'88,500).

C. Consu

~
To increas €ate fiscal space for reducing the rate of the health care contribution, the
reduced VAT r sed to the standard rate, except possibly for staple foods—the

increasf could be p e to smooth its impact on consumer prices. In addition, the standard
from 19 percent to at least 20 percent in 2025 and subsequently to 21 percent—
U-27 average of 22 percent. Inflation-adjusted excise taxes on tobacco and alcohol should
e excise rate for still and sparkling wines should be unified at around RON 60/hl (at
flation-adjusted excises on fossil fuels should be increased gradually toward their
optimal The additional carbon pricing should be accompanied by programs, such as targeted cash
transfers, t&protect lower-income households from the impact on energy prices.
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