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context and perform an ex-ante socioeconomic impact assessment to check its applicability.
In terms of methodology, we rely both on microsimulations and econometric analysis to test
the micro and macroeconomic impact of several alternative minimum wage adjustments. The
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of a minimum wage setting mechanism for Romania, where the national literature review is
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1. Introduction

In the post-pandemic period, the minimum wage has become an important
objective for both political and economic decision-makers. One reason for the
growing interest is the consensus that minimum wages, set at the right level, can help
low-paid workers without harming employment prospects. The question that has
arisen, particularly at the EU level, has been how countries should set their optimal
minimum wage. The processes that countries use to set their minimum wage rate and
structure differ greatly, as do the methods for adjusting it.

According to the Directive (EU) 2022/2041 of the European Parliament and the
Council on adequate minimum wages in the European Union, Romania is currently
required to implement an objective minimum wage setting mechanism that considers
the economic and social dynamics and allows social partners’ involvement in the
consultation/ negotiation process to set the minimum wage.

In order to propose an effective minimum wage setting mechanism for
Romania, we first need to evaluate the current national and European minimum wage
setting frameworks. The main findings of our comparative analysis of best EU
practices of minimum wage setting mechanisms do not indicate an ideal unique
minimum wage setting mechanism universally applicable to all member states. In
this context, the process of setting the national minimum wage should be adapted to
the specificities of each labour market, as it can vary substantially from one country
to another in terms of low-wage workers, formal and informal economy, and labour
market regulations (European Commission, 2022, 2024).

Although the decision-making process for setting the national minimum wage
may considerably vary from one country to another, there is a permanent growing
interest in using consultative bodies or groups of experts to advise the competent
authorities in terms of statutory minimum wage. Such a trend may be considered a
successful approach, especially because the institutions or expert groups may
perform ex-ante and ex-post impact assessments providing the Government with a
set of minimum wage policy recommendations (Popescu et al., 2017).

The novelty in the paper consists of designing an objective minimum wage
setting mechanism tailored for Romania. Compared to previous attempts in the
literature (Popescu et al., 2017), the current mechanism proposal is in line with the
Directive’s guidelines and with the general objective of the reform provided in the
National Recovery and Resilience Plan.

We first tackle the legal framework for the implementation and operation of
such a mechanism considering the national context. Next, we formulate a set of
procedures for setting the statutory minimum wage, based on a set of objective
criteria that ensure decent living conditions, reduced in-work poverty rate and gender
income inequality, social cohesion, and increased social convergence. The minimum
wage setting mechanism should aim to protect, at the same time, the existing jobs
and to create new ones to support fair competitiveness between firms, including
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small and medium-sized enterprises (SMEs). Taking into consideration the
Directive’s guidelines, we identify the most relevant objective criteria and
socioeconomic indicators for monitoring and ex-ante impact assessments. Next, we
propose a scenario for adjusting the annual statutory minimum wage in Romania and
perform an ex-ante socioeconomic impact assessment to check its applicability. In
terms of methodology, we performed both microsimulations and econometric
analysis to test the micro and macroeconomic impact of several alternative minimum
wage adjustments. Throughout these steps, several recommendations will be
proposed to support the design of a minimum wage setting mechanism for Romania,
where the national literature review is rather scarce.

2. Fundamental aspects underlying the development
of a minimum wage setting mechanism

In recent decades, the minimum wage has become an accepted way to tackle
the extremes of low pay in many countries. Numerous methods are used to set
minimum wages around the world. In most states, the government has complete
control over minimum wages. Models for setting the minimum wage include
formulas, government rate setting, union-bargained rates, and rates recommended by
a group of experts. Expert groups whose recommendations are informed by
socioeconomic analyses have the advantage of being able to respond to changing
economic conditions and build consensus between businesses and workers without
political interference.

At the European level, there are only six countries with sectoral minimum wage
regimes established through collective bargaining (Austria, Cyprus, Denmark,
Finland, Italy, and Sweden). Meanwhile, the majority of minimum wage setting
mechanisms in the EU do legally provide a single value for the statutory minimum
wage. Nevertheless, there are important differences in terms of what role the social
partners play in adjusting the minimum wage level. Within the universal scheme, the
minimum wage is set by the Government’s institutionalised decisions (EUROMOD,
2010-2022, OECD, 2021).

More specifically, there are a few countries where the minimum wage
indexation process matches a particular indexation formula, social partners being,
however, required to advise on the amount. In this case, several adjustments are
being supported prior to the implementation (Belgium, France, Luxembourg, Malta,
The Netherlands, Slovenia). In other countries, the perspectives of social partners
are considered by a scientific committee, which then provides recommendations on
the minimum wage indexation process. This is the case for Germany, Greece,
Ireland, France, and the United Kingdom. However, for most countries, including
Romania, the minimum wage is decided by the government, following bilateral
consultative processes (Bulgaria, Spain, Croatia, Hungary, Latvia, Malta, Portugal,
Slovenia, and Romania). There is also the alternative of tripartite consultative
processes before the Government's decision on the minimum wage level (Lithuania,
Poland, Slovakia) (Schulten, 2014; Schulten et al., 2015).
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All differences related to minimum wage setting mechanisms are explained by
the specific legal regime of each country. Another very important role is played by
the national socioeconomic context. Moreover, using multiple minimum wage levels
for different categories of workers is also specific to the overall context. However,
most of the arguments seem to be in favour of a relatively simple structure, since
setting multiple minimum wage levels in one economy raises the complexity of the
system and its difficulties. A more suitable alternative would probably be to
differentiate the minimum wage level based on age criteria to better target the poorer
population and the employees with low wages. However, a very complex set of rates
may, in general, determine a lower level of compliance.

Nowadays, more and more countries have taken over, to some extent, the
pattern of the United Kingdom to set the minimum wage. The model involves a
consultative body of experts advising the government, although the latter makes the
final decision. In this way, a depoliticised process is guaranteed, as it is based on
socioeconomic criteria. Also, it is of high importance to correctly pick up the
institutions or groups of experts that are taking part in the process, as they shall be
able to perform complex ex-ante and ex-post impact assessments. In this way, the
minimum wage setting policy responds to economic shocks without generating other
imbalances. Although consultative bodies may or may not have the right to vote in
the decision-making process, they may be able to provide recommendations
regarding minimum wage rates without being influenced by the political field or by
any other excessive constraints.

Moreover, the minimum wage setting mechanism shall be exclusively based on
objective socioeconomic criteria. Therefore, the mechanism should provide a
specific annual minimum wage adjustment process, based on the evolution of certain
relevant economic indicators, such as the price level, GDP per capita growth rate, or
gross earnings. Hence, a minimum wage increase with the inflation rate maintains
the same purchasing power, while a minimum wage rise based on the growth rate of
GDP per employed population will consider the general dynamics of productivity.
Nevertheless, an indexation of minimum wage based on the gross earnings growth
rate keeps the ratio between minimum wage and gross average wage constant.

Finally, considering the current interest in implementing a minimum wage
setting mechanism, it is of great importance that social partners are also involved.
Therefore, the Government’s decision should be made only after
consultations/negotiations with them to ensure the representation of all involved
parties. As a general conclusion to be deduced from the comparative analysis
between different minimum wage setting mechanisms among EU countries,
applying an indexation mechanism is limited, and the negotiation process has an
essential contribution in setting up the statutory minimum wage.

Considering the Directive (EU) 2022/2041 on adequate minimum wages in the
EU, along with the findings of the previous exercise to propose a Romanian
minimum wage mechanism by the National Scientific Research Institute for Labour
and Social Protection (INCSMPS) funded by the European Commission in 2017
(Popescu et al., 2017), a minimum wage setting mechanism in Romania shall be
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based on objective criteria, shall consider the socioeconomic impact and involve the
social partners in the consultation/negotiation process. The main aspects which we
propose for a minimum wage setting mechanism in Romania are the following:

e Providing a suitable minimum wage level to ensure decent living conditions,
reduced in-work poverty, social cohesion and increased social convergence.

e Setting up several objective criteria to adjust the minimum wage, as per
international practice, and considering the national socioeconomic context
and Directive’s provisions.

e Setting a scenario and a set of socioeconomic indicators to monitor and
perform ex-ante impact assessments.

e Considering a consultative body, the National Tripartite Council for Social
Dialogue (NTCSD), to facilitate consultations/negotiations regarding the
minimum wage level adjustment.

e Designation of a research organisation specialised in impact assessment in
the labour market field to formulate recommendations on minimum wage
levels as a result of the ex-ante impact assessment.

e Better involvement of social partners within NTCSD when setting the
minimum wage, to enhance governance through effective socioeconomic
policies.

Annual updates of the statutory minimum wage.

e The use of guiding benchmarks to check the suitability of the minimum
wage (for example, one can consider 60% of the gross median wage or 50%
of the gross average wage).

e The implementation of a transparent minimum wage setting mechanism
based on objective criteria and socioeconomic impact assessment.

3. Model specification

The minimum wage setting mechanism that we propose for Romania in this
paper considers the following aspects: (1) legal framework for implementing and
operating the mechanism; (2) objective criteria and socioeconomic indicators for
monitoring and ex-ante impact assessments; (3) scenario for adjusting the annual
minimum wage and (4) ex-ante impact assessment based on the proposed scenario.

3.1 Legal framework for implementing and operating the mechanism

According to the Labour Code (art. 164 from Law no 53/2003), the gross
national minimum wage, corresponding to a normal working schedule, is decided
through a Government Decision (GD) after consultations with social partners. The
GD also establishes the minimum wage, differentiated according to certain criteria:
for example, the level of studies (higher studies for the period 2019-2022) or in
certain fields of activity, depending on certain needs and strategic and investment
priorities (for example, differentiated minimum wages in construction starting from
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2019, or in the agricultural sector and the food industry starting from 2022), with a
series of fiscal facilities for these sectors related to taxation and social contributions.

Considering the Directive (EU) 2022/2041 recommendations, we propose that
the Ministry of Labour and Social Solidarity (MLSS) should designate a research
organisation with expertise in impact assessment in the labour market field. MLSS,
throughout this institution, would be responsible for the technical analysis of the
minimum wage adjustments and ex-ante/ex-post socioeconomic impact assessment
using a pre-defined set of indicators.

NTCSD would remain the main consultative body in the minimum wage setting
consultations process with social partners but would rely on the impact assessment
results provided by MLSS.

Currently, the national legislation provides procedural steps in setting the
minimum wage after consultations with social partners, as per below:

e within the NTCSD, constituted at the level of the Government, based on the

Social Dialogue Law no 367/2022, as amended and supplemented,

o within the Social Dialogue Commission from MLSS, as per Social Dialogue
Law no 367/2022;

o within the Economic and Social Council, according to Law no. 248/2013 on
the organisation and functioning of the Economic and Social Council,
republished, with subsequent amendments and additions.

Finally, after the new minimum wage level is adopted, the research organisation

specialised in impact assessment in the labour market will monitor its effects and
perform an ex-post impact assessment.

3.2 Objective criteria and socioeconomic indicators for monitoring
and ex-ante impact assessments

Regarding the objective criteria to be considered for setting the minimum wage
level, we suggest the following set of criteria, in accordance with the Directive (EU)
2022/2041, as presented in Table 1.

Table 1. Correspondence between the indicators proposed to adjust the minimum
wage and the criteria stated in the Directive (EU) 2022/2041
Indicators proposed for
minimum wage adjustment

Criteria provided by the Directive

(1) purchasing power of legal minimum wages,

considering the cost of living Consumer price index (CPT)

The ratio between gross minimum
wage and gross average wage
(3) wage growth rate Gross average wages
(4) long-term productivity Real GDP growth rate
Source: Authors’ processing.

(2) general level of earnings and their distribution

Regarding the minimum set of socioeconomic statistical indicators for
monitoring and impact assessments, we suggest the following: (1) social indicators
(relative poverty rate and income inequality); and (2) economic indicators (unit
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labour cost, real productivity per employed person index, Industry, Services, as well
as Hotels and Restaurant turnover indexes, for which data was available).

Based on the particularities of the aforementioned context, we propose a
scenario regarding the evolution of the minimum wage in Romania. It can be
modified over time, in parallel with the dynamics of the national socioeconomic
context, as well as with statistical evidence, by the MLSS through the specialised
institution in impact assessment in the labour market field within the minimum wage
setting mechanism. We specify that if the minimum wage setting criteria have a
forecasted annual evolution of less than 1%, the value of the minimum wage will be
kept unchanged.

3.3 Scenario for adjusting the annual minimum wage

We propose a scenario that adjusts the minimum wage with the forecasted
inflation rate, provided by the National Commission for Strategy and Prognosis
(NCSP). Moreover, if the computed ratio between the gross minimum wage and the
gross average wage forecasted for the following year is less than 47%, the gross
minimum wage can be supplementary adjusted with [50%-100%] of the forecasted
real GDP growth rate, but without overcoming the 50% threshold between the gross
minimum wage and gross average wage.

A Gross minimum wage; ;4
{A CPL, . if Gross minimum wage;

€ [47% — 50%]
Gross average wage; 4

.. Gross minimum wage; 1
A CPl;yq +[50% — 100%] * A GDP,,4,if Gross average wage <47%
t+1

Table 2 below describes the evolution of the gross minimum wage (MW),
considering the forecasted values for the following year according to NCSP for the
gross average wage, GDP, and inflation rate.

Table 2. Hypothesis for the proposed scenario
% CPI adjustment | % CPI adjustment | % CPI adjustment
+50% of % GDP + 75% of % GDP +100% of % GDP

% CPI adjustment

Ratio Ratio Ratio Ratio
Gross |AGross Gross |[AGross Gross |AGross Gross
Year| MW | MW hg::/zv MW | MW hg::/zv MW | MW I\gg/zv MW ﬁg’;‘(’f/s)hgg/zv
(RON)| (%) £ | RON)| (%) E° | RON)| (%) £¢ | (RON) o)) crag
wage wage wage wage
2023] 3300 44.5% | 3300 44.5%| 3300 44.5%| 3300 44.5%
2024 | 3491 | 5,8% |46,4% | 3561 | 7,9% | 47,3%| 3595 | 9,0% | 47.8%| 3630 10% [48,3%

Source: Authors’ processing based on data available on NCSP and NIS.

Based on this hypothesis, for 2024 we will first study the impact of a 5.8%
adjustment of the minimum wage, representing the annual forecasted level of the
inflation rate for 2024, provided by NCSP. The new minimum wage over average
wage ratio is estimated at 46.4%, as a result of reporting the new minimum wage
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level (3491 RON) to the value forecasted by the NCSP for 2024 of the average gross
wage (7522 RON).

The cases of increasing the minimum wage by additionally 50%, 75%, and
100% of the growth rate of the real GDP forecast for 2024 by NCSP (4.2%) were
also studied. Thus, the cases of increasing the minimum gross wage by 7.9%, 9%,
and 10%, respectively, compared to the year 2023 were additionally evaluated.

3.4 Ex-ante impact assessment based on the proposed scenario

The minimum wage setting mechanism should provide annual impact
assessments of the socioeconomic effects of minimum wage adjustments. The
impact assessment study should include both ex-ante and ex-post analysis based on
minimum wage increases. This section presents an ex-ante analysis of the
socioeconomic effects of the minimum wage adjustment based on the proposed
scenario as an example of how to carry out the impact assessment. The main
limitation of the study is related to data availability, as accurate and recent data with
wide coverage are needed for evidence-based policy development and evaluation.

3.4.1 Ex-ante social impact assessment

For the ex-ante social impact assessment, we performed microsimulations on
households’ income. The minimum wage adjustments were simulated on a
representative sample of households/individuals from the European Union Statistics
on Income and Living Conditions (EU-SILC), conducted annually by the National
Institute of Statistics (NIS), with data provided by Eurostat. The survey is nationally
representative for Romanian households, the sample consisting of approximately
7,000 households and 16,000 -17,000 individuals over the age of 16 years. The
results obtained were extended to the total population from which the sample was
drawn. Our simulations are based on the 2022 survey, which reports income data for
2021. Since the ex-ante simulations of minimum wage changes pertain to 2024, we
adjusted the monetary variables from 2021 to 2024 using income-specific uprating
factors, while maintaining the original sociodemographic and labour market
characteristics unchanged.

Employees earning around the minimum wage were identified based on gross
wages, adjusted to account for variations in working hours. To reduce exclusion
errors - given several limitations of the EU-SILC sample in representing employees
and wage levels - workers with gross earnings between 80% and 110% of the
statutory minimum wage were included. However, the number of employees
captured by the sample is likely underestimated, as the survey is not specifically
designed to ensure the representativity of the employed population. Furthermore,
average gross wages are also underestimated, as higher-income earners tend to be
underrepresented. Legally, the statutory minimum wage is defined in terms of the
base salary rather than total earnings; however, this distinction is not captured in the
survey data.
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Microsimulations for each of the four minimum wage adjustment scenarios
were conducted using the EUROMOD model. The model can simulate social benefit
entitlements according to policy rules and eligibility criteria, as well as calculate
individual social contributions and taxes based on applicable tax regulations. The
integration of the model with survey data is essential, as it allows for a more
comprehensive assessment of the distributional effects of minimum wage
adjustments. By simulating the resulting changes in social benefits and tax liabilities,
the model helps to capture the broader impact of policy changes on household
income, insights that cannot be fully derived from survey data alone. It is important
to note that full benefit take-up is assumed in the simulations, with the sole exception
of the minimum guaranteed income from social assistance. Similarly, full tax
compliance is considered, except for self-employed individuals in agricultural
activities residing in rural areas with income levels below the average gross wage,
for whom specific adjustments are applied.

The ex-ante social impact of the minimum wage adjustment was estimated by
analysing the effects on the following indicators:

1. At-risk-of-poverty rate, In-work poverty rate, At-risk-of-poverty rate among

employees and among employees paid at the minimum wage level

2. Income and wage distribution, through the Gini coefficient of disposable

income, Gini coefficient of wages, and the 90/10 ratio of wages (mean of the
highest 10% vs. mean of the lowest 10%).

The at-risk-of-poverty rate was estimated using equivalised disposable
household income, calculated by subtracting taxes and social contributions from
gross income and adding social transfers. The resulting income was then adjusted
using the modified OECD equivalence scale. The poverty rate is relative to the
threshold of 60% of median equivalised disposable income (Eurostat standard
methodology). The effects captured are static, as they do not consider behavioural
responses or potential changes in other wages resulting from a minimum wage
increase.

The social effects of the increase in the minimum wage are summarised in Table
3 below. The increase in the minimum wage generally leads to an improvement in
the at-risk-of-poverty rate — both among the overall population and among
employees, the employed population, and especially those earning the minimum
wage. As for the overall total at-risk-of-poverty rate, it decreases with rather small
values. In practical terms, a 5.8% increase in the minimum wage would lead to a
0.05 percentage point reduction in the poverty rate. However, it should be noted that
when the minimum wage is adjusted both with the CPI and additionally with a
percentage of the GDP rate (7.8% to 10% minimum wage increase), the at-risk-of-
poverty rate among the total population remains largely unchanged, showing that
minimum wage effects on overall poverty are rather limited.

Concerning the at-risk-of-poverty rate among employees, the impact is more
important. In the baseline scenario, with a 5.8% increase in the minimum wage, the
poverty rate among wage earners would decrease by 0.13 percentage points. A
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greater impact is achieved when the minimum wage is increased by both the CPI and
the GDP growth rate. In this case, the minimum wage would increase by 9%, and
the relative poverty rate among employees would decrease by 0.14 percentage
points. In-work poverty would decrease by 0.4 percentage points both when the
minimum wage increases by 5.8 % (adjustment only based on the CPI), as well as
for minimum wage increases by 9%, respectively, 10% (when the adjustment would
take place based on both CPI and GDP growth rate).

The greatest impact on the level of poverty is observed on the poverty rate
among wage earners paid with the minimum wage. The most significant impact is
seen with a 10% increase in the minimum wage, resulting in a 4.0 percentage point
reduction in the poverty rate. This substantial impact highlights that the benefits of
increasing the minimum wage are particularly reflected in the improved living
standards of families with members earning the statutory minimum wage. Thus,
raising the minimum wage plays a key role in supporting employees at the lower end
of the income distribution, helping them reach a more decent standard of living and
escape economic vulnerability.

Table 3. Social impact of minimum wage adjustment

o 0
C;IE?PA’ C;I(JZIZ)SPA’ CPI+100%
Impact simulation CPI of GDP
growth growth growth rate
rate rate
Minimum wage adjustment 5,8% 7,9% 99, 10%
At-risk-of-poverty rate — total population | -0.05pp -0.01pp -0.03pp -0.02pp
At-risk-of-poverty rate - employees -0.13pp -0.12pp -0.14pp -0.13pp
In-work poverty — At-risk-of-poverty rate for
employed population -0.40pp -0.38pp -0.40pp -0.40pp
At-risk-of-poverty rate - Employees paid
with minimum wage -3.25pp -3.37pp -3.78pp -3.99pp
Disposable income inequality — GINI
coefficient -0,7% -0,8% -0,9% -1%
Inequality of wage distribution — GINI
coefficient -3,1% -3,6% -3,8% -4%
Inequality of wage distribution — S90/S10
ratio -7,6% -8,6% -9,2% -10%

Source: Authors’ processing based on EUROMOD 4.0 model + EU SILC data.

Moreover, the impact on disposable income inequalities (Gini coefficient) and
on the inequality of wage distribution (Gini coefficient and S90/S10 ratio) have been
simulated. The more substantial the increase in the minimum wage, the more
pronounced the positive effects tend to be, generally revealing a direct relationship
between the growth rate of the gross statutory minimum wage and the magnitude of
the estimated impact on inequality. In terms of disposable income inequalities, the
greatest impact is recorded as a result of a 10% increase in the minimum wage, which
leads to a 1% decline in income inequality. This modest reduction suggests that an

16 Vol. 59, Issue 2/2025



Stepping up Into a Future Minimum Wage Setting Mechanism in Romania ...

increase in the minimum wage has a limited effect on reducing overall income
inequality, given that the minimum wage primarily affects the earnings of a specific
category of employees and has a smaller impact on other income sources, such as
self-employment income, financial income, property income, or other forms of
earnings that contribute to overall income inequality.

The impact of minimum wage on the inequality of the wage distribution,
computed based on the Gini coefficient, is important and varies between -3.1% and
-4%, with the greatest impact for the same minimum wage increase of 10%. This
reflects greater equity in the distribution of wages, as the earnings of low-wage
workers move closer to those of middle- and high-income earners. The reduction in
disparities is more noticeable within the wage distribution than in the overall income
distribution, given that the minimum wage directly affects salaries but has a limited
influence on other income sources.

The results for the S90/S10 ratio follow a similar pattern, with even stronger
effects, showing up to a 10% reduction in the gap between the top 10% and bottom
10% of wages. This shows that increasing the minimum wage primarily helps reduce
the most extreme wage disparities, having the strongest positive impact on the most
vulnerable employees, those who are most often paid at the minimum wage level.
Our findings are consistent with prior studies indicating that the minimum wage may
reduce inequality (Mayilyan and Torosyan, 2023; Nita et al., 2020).

3.4.2 Ex-ante economic impact assessment

The models assessing the impact of the minimum wage on the main
macroeconomic indicators of the labour market were constructed using quarterly
data for the period 2000-2022, with data from official sources such as Eurostat, the
Tempo database of the NIS, and the MLSS. Variables expressed in monetary units
have been adjusted for comparability using the GDP deflator or the CPI, with 2015
as the reference year. Data were also transformed into logarithmic form to ensure
homogeneity in the econometric models.

The methodological approach used to analyse the effects of minimum wages
on the economy was multiple linear regression. The performance of the regression
model depends on the combination of predictor variables, as the significance of an
explanatory variable is influenced by the presence of other predictors in the model
(Alexopoulos, 2010).

The general model used can be expressed as follows:

Vv = a+ f-min_wage; + ;- Xit + &

where y represents the economic indicator of interest, X contains the other
explanatory variables included in the model, along with the minimum wage, and ¢ is
the error term. Five models were constructed to estimate the impact of the minimum
wage on various economic indicators: labour cost (measured by the unit labour cost
index), labour productivity (represented by the labour productivity index), and
turnover in the Services, Industry, and Hotels and Restaurants sectors (expressed in
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the models as turnover indices for each of these three sectors). Additional
explanatory variables included indicators such as the employment rate, gross fixed
capital formation (% of GDP), employees’ remuneration (% of GDP), and foreign
direct investment (% of GDP). The final models retain only the explanatory variables
that are statistically significant.

For the validation of the econometric models, compliance with the classical
assumptions of multiple linear regression models was assessed. We started by
ensuring the fulfilment of the multicollinearity assumption, which, given the nature
of the indicators used, had a high probability of being violated. The normality of the
errors was checked with the Jarque-Bera test, which compares the distribution of the
residuals with the normal distribution. Autocorrelation of the errors was tested using
the Breusch-Godfrey LM test, while the Breusch-Pagan-Godfrey test was used to
check for homoscedasticity, which assesses the constancy of the variance of the
errors, a necessary condition for efficient estimates. Since diagnostic testing
indicated that some of these assumptions were not fully satisfied, a robust estimation
method proposed by Newey and West (1987) was applied, which gives consistent
results in the presence of heteroscedasticity and/or autocorrelation of the errors. The
results for each model are summarised in Table 4.

Table 4. Econometric estimation results

Normality | Autocorrelation |Homoscedasticity
No Regression models (Jarque-Bera|  (Breusch- (Breusch-Pagan-
Test) Godfrey Test) | Godfrey Test)

I labour cost=7.812 +0.653*]_min wage -
1 0.218*1_productivity - 2.74 57.36%* 11.93*
1.703*] employment rate
I productivity = 2.273 +0.436*] _min_wage +
0.311*] gfcf—0.484* empl remuneration
| turnover_industry = 1.989 +
0.828*1_sal _min + 0.396*]_productivity +
0.401*1_gfcf— 1.789* empl remuneration
+ 0.086*1 fdi
I turnover services =-0.575 +
0.886*1 sal min + 0.379*] productivity +
0.849*]_gfcf— 1.554* empl remuneration
+0.097*]_fdi
I_turnover_hotels_restaurants = -0.283 +
0.875*1_sal_min + 0.498*]_productivity +
0.607*1_gfcf— 1.557*1 empl_remuneration
+0.152*] fdi

6.85 74.18* 0.48

0.78 30.39* 12.90

10.11* 30.46* 8.08

4.65 21.64* 15.87*

Note: * statistically significant at 1% level.
Source: Authors’ estimation.

For performing the ex-ante economic impact simulations for the minimum wage
adjustment, the econometric models have been used for the following period:
Q1 2000 -Q4 2023. Data series have been amended with NCSP forecasted values,
and for the indicators for which forecasts were not available at the moment of the
analysis, data series have been extended using the Holt-Winters Exponential
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Smoothing Procedure. This method allows the estimation of future values based on
trends and seasonality observed in historical data, thus ensuring a coherent projection
of the evolution of relevant economic indicators.

The results of the ex-ante simulations are presented in Table 5, highlighting the
impact of minimum wage adjustments on key economic indicators. In this context,
the following indicators were considered: the unit labour cost index, the real
productivity per employed person index, and the turnover index in Industry,
Services, and Hotels and restaurants. These indicators were selected based on their
relevance in assessing the effects of minimum wage changes on the labour market
and economic activity.

Table 5. Economic impact of minimum wage adjustment

CPI+50% of CPI+75% of CPI+100% of
Impact simulation CPI GDP growth GDP growth GDP growth
rate rate rate
Minimum wage
adjustment 5,8% 7,9% 9% 10%
Unit labour cost index 5,52% 6,66% 7,21% 7,76%
Real productivity per
employed person index 8,11% 8,89% 9,26% 9,65%
Industry turnover index 17,59% 19,11% 19,84% 20,58%
Services turnover index 10,00% 11,60% 12,40% 13,20%
Hotels and Restaurant
turnover index -9,35% -7,87% -7,15% -6,42%

Source: Authors’ processing based on NIS and EUROSTAT data.

Table 5 presents the simulated economic impact of different minimum wage
adjustment scenarios, ranging from 5.8% to 10%, depending on the inflation level
and GDP growth assumptions. As expected, a higher minimum wage is associated
with increases in unit labour cost, real productivity, and turnover in most sectors,
although with some sector-specific nuances.

The unit labour cost increases in response to a rise in the minimum wage, rising
from 5.52% under a 5.8% wage increase to 7.76% under a 10% increase. This
suggests that a substantial share of the minimum wage increase is transmitted into
firms’ production costs, potentially affecting competitiveness if not accompanied by
corresponding gains in productivity. However, the results also indicated that the real
productivity per employed person index rises in all scenarios, from 8.11% to 9.65%.
This may reflect efficiency improvements due to labour reallocation, improved
worker motivation, or investment in labour-saving technologies. The positive
association implies that moderate increases in minimum wage can be accompanied
by gains in productivity.

Considering the impact on turnover indexes across all three economic activities
considered in the analysis, only for two of them, the impact records positive values.
Therefore, the Industry turnover index rises by 17.6% when the minimum wage
increases by 5.8%. The industry turnover index's largest impact is being reported for
a 10% increase in the minimum wage. The services turnover index rises when the
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minimum wage is increased with a percentage between 10% and 13.2%, the largest
impact being reported for a 10% increase in the minimum wage. These trends may
indicate increased economic activity driven by higher consumer demand, as
minimum wage growth can enhance household purchasing power. On the other hand,
the Hotels and Restaurants turnover index would fall by 9.4% if the minimum wage
is increased by 5.8%. However, the percentage by which this index would decrease
is not continuously rising as the minimum wage increases; by contrast, it decreases
to 6.4%. This negative response may reflect the labour-intensive nature of the sector
and its limited capacity to absorb higher wage costs, making it more vulnerable to
wage policy changes.

The simulation results suggest that minimum wage increases can have positive
effects on productivity and turnover in some sectors, but may also generate cost
pressures, especially in labour-intensive industries with lower profit margins.

4. Conclusions and recommendations

Throughout this analysis, we aimed to formulate a set of recommendations for
a Romanian minimum wage setting mechanism. As a starting point for this initiative,
we considered the findings that arose from analysing the current legislative, strategic,
and institutional framework in place in Romania and at the European level for setting
up the minimum wage.

We also conducted a comparative analysis of the best EU practices for
minimum wage setting mechanisms. Our general findings do not indicate an ideal,
unique minimum wage setting mechanism that could be universally applicable to all
member states. This is because minimum wage policies are very context-dependent.
The legal regimes specific to each country, as well as the socioeconomic context, are
of particular importance when setting the minimum wage level. However, following
the practices of other countries, the mechanism proposed for Romania has two main
characteristics: it is documented and transparent, ensuring both the appropriate social
dialogue and a solid socioeconomic development.

In line with the Directive on adequate minimum wages in the European Union,
which recommends the appointment of one or more consultative bodies to advise the
competent authorities on issues related to legal minimum wages, we recommend:
(1) the appointment of a specialised research institution in impact analysis in the
labour market field and (2) keeping the NTCSD as the main consultative body in the
minimum wage setting consultations process with social partners, but based on the
impact assessment results provided by MLSS.

The specialised research institution in impact analysis in the labour market field
will carry out the annual update of the socioeconomic dataset considered and the ex-
ante evaluation of the impact through advanced statistical and econometric methods
to provide alternatives for adjusting the minimum wage. The proposals provided will
then support the consultations/negotiations between the social partners and
government within the consultative body. Finally, after the new level of minimum
wage is adopted, the research organisation specialised in impact assessment in the

20 Vol. 59, Issue 2/2025



Stepping up Into a Future Minimum Wage Setting Mechanism in Romania ...

labour market field will monitor the effects of minimum wage and perform a
minimum wage ex-post impact assessment.

This institution should be politically neutral and have relevant prior expertise in
minimum wage policy analysis and ex-ante and ex-post impact assessment based on
microsimulations and econometric estimations.

In order to provide an impact assessment example, a socioeconomic ex-ante
analysis of the effects of minimum wage adjustment is provided throughout this
paper. Its results have confirmed the previous findings: in general terms, minimum
wage adjustment brings multiple benefits to the population's living standard
(especially in the case of minimum wage paid workers and among the employed
population) and also on the inequality of the income distribution. In this context, the
economic consequences are somehow contradictory. On one hand, minimum wage
adjustment generates certain positive effects on the productivity and Industry
turnover index. On the other hand, it has generated negative effects on the Hotels
and Restaurants turnover index. However, it is clear that a minimum wage increase
leads to an increase in the labour cost index and the average wage, consistent with
the results of Lazar et al. (2022). It is of high importance to consider also what the
minimum wage adjustment potential effects are on the long-term informal economy
rather than on the formal one, playing the role of a safety valve at least for certain
periods of time and for certain vulnerable categories (teenagers or low-skilled
workers) (Davidescu and Schneider, 2017; Armeanu and Pascal, 2017; Popescu et
al., 2018; Davidescu and Manta, 2022).

Adopting a predictable, objective, and transparent minimum wage setting
mechanism is of major importance for Romania, considering the large number of
minimum-wage workers. Moreover, a minimum wage setting mechanism
determines decent living conditions for the employees and their families.
Nevertheless, other relevant economic aspects of the minimum wage adjustment may
not be ignored. Thus, the mechanism, through its application, will ensure support
based on scientific evidence for consultations with social partners and political
decisions in the area of minimum wage.
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