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Risks of Colossal Wage Growth 

Policy Puzzle No.1*

Igor Tkalec, EUI

Systemic Foundations of the Puzzle
Wages are a direct reflection of an economy’s income capacity and 
living standard in general. They largely depend on workers’ produc-
tivity, which in turn depends on structural fundamentals surrounding 
the development of human capital and investments (Brown and 
Taylor, 2005; Shambaugh et al., 2017). 

A prominent measure of wage growth is labour compensation per 
hour worked. It measures compensation of employees (in national 
currency) divided by total hours worked; it sums gross wages/salaries 
and employer’s social contributions. The indicator is expressed as an 
annual growth rate (OECD, 2020).

Wage growth is generally desirable in an economy. However, in order 
to be sustainable and yield positive side-effects, it needs structural 
underpinnings.   

Snapshot:
• Wages largely depend on productivity and directly reflect an econo-

my’s income capacity.
• A prominent measure of wage growth is labour compensation per 

hour worked.
• Macroeconomic foundations including GDP growth, competitive-

ness and consolidated public finances as well as productivity are vital 
for a sustainable and “risk-free” wage growth.

• In 2018, Romania – one of the fastest growing economies in the EU 
– experienced a sizeable wage growth of 16.28%. Increase in labour 
productivity did not follow the pace of wage growth.

* The ‘GlobalStat Policy Puzzle’ Series addresses an unusual data-related 
phenomenon – the puzzle – identified through data anomalies within a specific 
theme – the policy. It exemplifies the puzzle through a single case and highlights 
comparative elements where appropriate. The main goal of the analysis is to 
draw attention to a potential policy puzzle and to highlight why it should deserve 
analytical attention. The analysis serves as a pointer to further need for analysis. 
The main outcomes of the analysis are thus specific research recommendations 
on how to further unravel and examine the puzzle.

https://www.brookings.edu/research/thirteen-facts-about-wage-growth/
https://data.oecd.org/lprdty/labour-compensation-per-hour-worked.htm
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Macroeconomic fundamentals that are conducive for 
sustainable and “risk-free” wage growth include stable 
and export-based GDP growth, consolidated public 
finances, and, most importantly, increasing productivity 
of workers. It is important to note that national govern-
ments play a vital role in developing these fundamentals 
and in setting the priorities for macroeconomic policy.

The absence of or disequilibrium between the fundamen-
tals may expose certain risks of sizeable wage growth. 
Potential risks include (persistent) trade deficits as the 
result of increased imports (at the expense of exports) 
due to higher domestic demand produced by the wage 
growth.  This potentially diminishes the competitiveness 
of an economy.  In case of disequilibrium between the 
fundamentals, the risks may especially be considerable 
when the wage growth is colossal. This is the main postu-
late of the policy puzzle in this analysis.

To give an empirical insight into the puzzle at hand we 
look at wage growth measured as labour compensation 
per hour worked in 2018. In the given year, the puzzle 
is best exemplified using the case of Romania: Among 
the 38 countries monitored by the OECD, Romania had 
by far the most sizable wage growth that amounted to 
16.28% (see Figure 1).1 

1. Alongside the boxplot that entails inter quartile range (IQR) 
method, z-scores standardisation was used to re-confirm 
Romania as the outlier. Romania’s compensation growth is 11.62 
standard deviations from the mean. Four more countries namely 
Estonia, Russia, Poland and Bulgaria have z-score higher than 

Illustration of the Puzzle: Romania

Macroeconomic conditions in Romania are favourable to 
the occurrence of (colossal) wage growth.  

Although Romania’s economy experienced a slowdown 
relative to 2017, its GDP still grew by 4.1% in 2018, which 
is one of the highest growth rates in the EU (World Bank, 
2019; see Wang et al., 2016). 

This growth was partially generated by increasing foreign 
direct investments (FDI). FDIs have highlighted Roma-
nia’s competitive advantages – large domestic market, 
industrial tradition, and low labour costs – and produced 
positive side effects including technology transfers, job 
creation and managerial skills (Carp, 2014; Nistor, 2014; 
Antonescu, 2015; Simionescu, 2017). Moreover, unem-
ployment in 2018 (4.2%) reached the lowest level since 
1997 (Eurostat, 2020). 

In addition to its expansion, GDP should ideally be 
export-based to underpin a sustainable wage growth. 
Notwithstanding, some trends in the Romanian 
economy point to import- rather than export-intensive 
GDP growth. Specifically, Romania’s tenacious current 
account deficits (-4.4% in 2018, Eurostat, 2020) attest to 
this claim. From the long-run perspective that essentially 
captures the sustainability of wage growth, this deficit 
could negatively affect Romania’s competitiveness (see 
Enache, 2019).

As indicated above, wage growth depends on produc-
tivity and thus needs to be underpinned by it (see Sim-
onescu, 2016). If productivity growth is lower than wage 
growth, the positive effects of the latter could be swiped 
away, exposing its risks. 

The Romanian example demonstrates such an unfavour-
able trend. Average labour productivity in Romania has 
decreased from 8.5% (2000-2008) to 2.9% (2009-2018) 
which is the biggest drop in Central Europe (World 
Bank, 2019). Additionally, labour activity rate (29.5%) 
that tightly links to productivity stagnates and is one of 
the lowest in the EU (Wagner et al., 2019).

In sum, productivity lags behind the wage (and GDP) 
growth in the Romanian example. In comparison, 
Canada experienced the opposite situation. Between 

+/-4 which is a rule of thumb requirement for outlier detection. 
However, only Romania is analysed as it was identified as the 
outlier through both z-scores and IQR method.

Source: adapted from OECD, 2020.

Figure 1 - Distribution of labour compensation growth 
per hour worked in 2018 (or latest available)

http://pubdocs.worldbank.org/en/913051554988624510/Romania-Snapshot-April2019.pdf
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=une_rt_a&lang=en
https://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tipsbp20&plugin=1
https://www.eesc.europa.eu/en/our-work/publications-other-work/publications/economic-and-social-situation-romania
http://pubdocs.worldbank.org/en/913051554988624510/Romania-Snapshot-April2019.pdf
http://pubdocs.worldbank.org/en/913051554988624510/Romania-Snapshot-April2019.pdf
https://www.sgi-network.org/docs/2019/country/SGI2019_Romania.pdf
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1980 and 2005 productivity rose by 37% while wages 
stagnated (Sharpe et al., 2008). Considering the above 
puzzle, Canada would (theoretically) then be less prone 
to risk of (eventual/potential) colossal wage growth. 

Considering national governments’ role in shaping the 
macroeconomic foundations of a country, political deci-
sion-making is relevant for a sustainable wage growth. 
Political action can result in both positive and poten-
tially negative repercussions on (colossal) wage growth. 
The nature of wage increase policies in the Romanian 
example is seemingly more relatable to the latter.  

In recent years, Romanian wages increased in both the 
public and private sector. Interestingly, the public sector 
“leads” the wage growth instead of its tradable and more 
competitive private counterpart (Enache, 2019).

Although wages in the public sector were cut in 2010, 
from 2015 onward they have grown significantly. In 2016, 
they increased by 10% and in 2017 by 16% which is four 
times the growth of labour productivity (Enache, 2019). 
Considering the size of the Romanian public sector (see 
Ștefănescu-Mihăilă, 2015), the increases put additional 
pressure on fiscal policy. In 2018, Romania’s government 
deficit amounted to -3% of GDP, whereas its public debt 
(35%, Eurostat, 2020) is still below the European Stability 
and Growth Pact’s (SGP) reference value of 60% of GDP. 
However, concerning its debt level, the country could be 
at risk of breaching the Pact until 2029 (see Wagner et 
al., 2019). 

The Romanian private sector also experienced wage 
growth partially due to spill-overs from the public sector. 
Wages increased by 15% year-over-year basis. The con-
struction sector (48.5%), partially due to fiscal stimuli, 
and manufacturing (12.7%), due to minimum wage 
increase, experienced the highest growth at sectorial level 
(ING, 2019).

A significant increase of minimum wage (40%) from 
2015 to 2017 (Enache, 2019) was also an important com-
ponent of wage growth policy and contributed to its size.

Main Take-Aways for Further Research 

Economically desirable colossal wage growth bears 
potential (long-term) risks such as current account defi-
cits and loss in competitiveness if it lacks supporting mac-
roeconomic fundamentals. This shapes the policy puzzle 
addressed in the above analysis that focused on devel-
opments in countries monitored by OECD for research 
purposes in 2018. Romania is the exemplary case of the 
puzzle due to its relatively outstanding wage growth and 
active wage increase policy in the recent years. 

The analysis leads to specific recommendations for fur-
ther research on the policy puzzle related to colossal 
wage growth. The research recommendations could 
apply to alternative wage growth-related contexts and 
hence extend beyond the illustrative case of Romania. 

Figure 2 - Romania’s current account balance 2011-
2018

Source: adapted from Eurostat, 2020

Recommendations for Further Analysis:

1. Dynamics between public and private sector 
should be explored especially concerning effi-
ciency and effects on competitiveness.

2. Unravelling the role and the contribution of struc-
tural developments (education, research & devel-
opment, labour market, economic emigration) in 
labour compensation growth is important.

3. Conditions for stable growth of labour produc-
tivity need to be further examined.

4. Long-term consequences of declining labour 
productivity including expansionary fiscal policy 
and shrinking of tax base need to be carefully 
addressed.

5. Effects of import-intensive economic growth on 
the competitiveness of the private sector and FDIs 
need to be closely monitored.

https://www.eesc.europa.eu/en/our-work/publications-other-work/publications/economic-and-social-situation-romania
https://www.eesc.europa.eu/en/our-work/publications-other-work/publications/economic-and-social-situation-romania
https://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=sdg_17_40&plugin=1
https://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=teina200&plugin=1
https://www.sgi-network.org/docs/2019/country/SGI2019_Romania.pdf
https://think.ing.com/snaps/romania-wage-growth-stays-strong/
https://www.eesc.europa.eu/en/our-work/publications-other-work/publications/economic-and-social-situation-romania
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The research agenda is organised around a set of core themes and is continuously evolving, reflecting the changing agenda of 
European integration, the expanding membership of the European Union, developments in Europe’s neighbourhood and the 
wider world.

The Global Governance Programme 
The Global Governance Programme (GGP) is research turned into action. It provides a European setting to conduct research 
at the highest level and promote synergies between the worlds of research and policy-making, to generate ideas and identify 
creative an innovative solutions to global challenges. The Programme is part of the Robert Schuman Centre for Advanced 
Studies of the European University Institute, a world-reknowned academic institution.  It receives financial support from the 
European Commission through the European Union budget. Complete information on our activities can be found online at:  
globalgovernanceprogramme.eui.eu
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