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Highlights  

 We revised our GDP forecast for 2017 upwards from 4.9% previously to 5.7% as 

the GDP advance in Q2 outpaced our expectations. Incoming data suggest that 

economic activity remained on an upward trend in Q3 as well, driven further by private 

consumption. Macroeconomic indicators published at monthly frequency show that 

households’ confidence and spending appetite remained elevated in Q3 as their 

disposable income continued on a sustained upward trend. 

 The inflation outlook has further deteriorated as the authorities approved an increase 

of tariffs for electricity by 6% as of 1 October and a decision to increase tariffs for 

natural gas by around 6% as of 1 November is pending. In order to incorporate the 

impact of these supply side shocks and of the recent increase of excise duties on fuels, 

we have revised upwards our end-2017 inflation forecast to 2.4% yoy from 1.7% yoy 

previously. Also, we see consumer prices increasing faster during 2018 (by 3.5% 

instead of 3.0% for Dec 2018) due to strengthening of underlying inflation pressures. 

 Liquidity surplus in the banking system decreased in September. Moreover, a 

liquidity shortage emerged in October. The NBR had to inject liquidity in the market on 3 

October (RON 9.4 bn) and 1-week REPO operations are very likely to continue in the 

following period. Market interest rates are now quoted close to the key rate (1.75%), 

increasing substantially from their levels one month ago. 

 The NBR narrowed the corridor of interest rates on its standing facilities to ±1.25 pp 

from ±1.50 pp. It signaled that the corridor would be narrowed further in the following 

period, to 1.0 pp (most likely in November in our view). Moreover, NBR’s Governor said 

that the period of low interest rates is over. In our view, such actions and statements 

prove that the normalization of the monetary policy stance has begun. In our view, the 

NBR will have enough reasons to start increasing the monetary policy rate in the 

following quarters (first hike is foreseen by us in March 2018).   

 A first revision of the public budget deficit approved by the Government on 13 

September kept the public budget deficit target unchanged at 3.0% of GDP. On the 

expenditure side, target for investments was sharply reduced, while targets for personnel 

expenses and social transfers were raised substantially. We think that the 3.0% goal can 

be attained this year, but see strong risks for a deeper deficit in 2018. 

Credit ratings (FCY long-term) 

 

Key economic figures 

Source: National Bank of Romania, National Institute of Statistics, Raiffeisen RESEARCH 
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S&P Moody's Fitch

Rating / Outlook BBB-  /  Stable Baa3  /  Stable BBB-  /  Stable

2016 Jun-17 Jul-17 Aug-17 2017f 2018f

Real GDP (%, ytd) 4.8 5.9 5.7 4.0

Industrial output (%, yoy) 1.7 10.8 8.2 7.8 5.0

CPI (% yoy, eop) -0.5 0.9 1.4 1.2 2.4 3.5

CPI (% yoy, 12M avg.) -1.5 -0.1 0.1 0.2 1.1 3.7

Unemployment rate (%, eop) 5.5 5.0 5.2 5.1 5.0 5.0

Public budget balance (% of GDP, ytd) -2.4 -0.8 -0.6 -0.8 -3.0 -4.0

Foreign trade balance (EUR bn,ytd) -9.3 -5.2 -6.2 -11.8 -13.6

Current account (EUR bn, ytd) -4.1 -3.0 -3.6 -6.6 -7.8

Net  inward FDIs (EURbn, ytd) 4.1 1.7 2.4 4.5 5.0

Official FX reserves (EUR bn) 34.2 35.2 34.6 35.0 35.0 36.0
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Inflation outlook 
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 Inflation trajectory revised upwards  

Electricity tariffs for individual consumers were increased by around 6% starting 

from 1 October. We recall that another hike of tariffs for electricity was already 

delivered as of July 2017. Moreover, the tariffs for natural gas would be hiked 

as well, most likely by 6% as of 1 November. Initially, the Romanian Energy 

Regulatory Authority (ANRE) was supposed to establish the tariffs for natural gas 

for the year 2017-2018 as to become effective on 1 October, but the ANRE 

postponed its decision.  

Unexpectedly, the Government decided to hike excise duties for fuels in two 

equal steps (each increase in amount of RON 0.16/litre), the first one being 

effective as of 15 September and the other one as of 1 October. Still, according 

to the existing price data, it seems that the excise hike was not fully 

incorporated in the final price until now. Prices for liquid fuels went up by 5-6% 

since mid-September (from their level prior the first hike of excise), while the 

increase should have been larger. 

We expect the inflation rate to trend further upwards, supported by the 

strengthening of underlying inflationary pressures, the hike of excise duties on 

fuels, the hike of administered prices, and the dissipation of the favourable 

statistical base effect fuelled by cut of taxes in Q1 2017. Moreover, we have 

revised upwards the inflation trajectory for the following quarters as to 

incorporate the impact stemming from recent supply side shocks (increase of 

excises on fuels and of administered prices) as well as from a larger output gap. 

Also, the recent leu depreciation and prospects that the leu would be traded in 

the following period at weaker levels than we have forecasted previously is 

another factor supporting the raise of our inflation forecast for the following 

period. So, our revised estimate puts the annual inflation rate at 2.4% in 

December 2017 (instead of 1.7% estimated previously) and at 3.5% in 

December 2018 (instead of 3.0% estimated previously). 

Financial analyst: Silvia Maria Rosca 

 

 

 

  Calendar for key events and macroeconomic indicators 


   Source: National Bank of Romania, National Institute of Statistics, Raiffeisen RESEARCH 

Date Indicator/ Event Apr-17 May-17 Jun-17 Jul-17 Aug-17 Sep-17 Oct-17 Nov-17

2-Oct-17 Gross official FX reserves, EUR bn 36.0 35.5 35.2 34.6 35.0 33.3

3-Oct-17 Producer price index, % yoy 3.8 3.3 2.5 3.0 4.1

4-Oct-17 Retail sales, deflated, % yoy 6.8 8.7 6.6 10.3 12.5

9-Oct-17 Gross wages in economy, % yoy 14.3 15.2 15.3 15.8 14.5

9-Oct-17 Gross wages in industry, % yoy 9.8 13.0 12.0 11.2 11.0

10-Oct-17 Real GDP, Q2, % yoy, 2nd estimate 6.1

10-Oct-17 Minutes of the monetary policy meeting on 3 Oct

10-Oct-17 FOB/CIF foreign trade balance, EUR mn, sa -1,072 -960 -1,228 -1,178 -954

11-Oct-17 CPI, % yoy 0.6 0.6 0.9 1.4 1.2 1.5

12-Oct-17 Industrial output, % yoy 6.7 15.1 10.8 8.2

13-Oct-17 Output in construction, % yoy -14.3 -11.2 -8.2 -6.3

16-Oct-17 Current account balance, EUR mn, sa -560 -515 -526 -742

16-Oct-17 Net inward FDIs, EUR mn -38 365 231 674

16-Oct-17 Gross external debt, EUR bn 94.1 94.2 94.3

25-Oct-17 Banking loans to private sector, % yoy in RON 3.2 3.2 4.2 5.5 6.5

30-Oct-17 Economic Sentiment Index 105.2 105.9 105.4 104.8 104.9 104.9

31-Oct-17 Unemployment rate, % 4.8 5.2 5.0 5.2 5.1

Effective or Expected
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Real sector 

Private consumption on a sustained upward trend 

GDP advance in Q2 (1.7% qoq and 6.1% yoy) outpaced our 

expectations and analysts’ consensus. Moreover, economic growth 

momentum appears to be very strong at the moment. In this context, we 

have revised upwards our GDP forecast for 2017 to 5.7% from 4.9% 

previously. Based on dynamics recorded during the first half of the year, 

private consumption should expand in 2017 faster than we initially 

expected (new forecast at 7.4%, up from 7.0% previously), while gross 

fixed capital formation is likely to increase more slowly than we initially 

expected (new forecast at 3.0%, down from 6.5% previously). Our 

improved GDP outlook for 2017 benefits also to a large extent from a 

lower negative contribution stemming from net exports and a larger 

positive contribution stemming from changes in inventories. 

Incoming data suggest that economic activity should have remained on 

an upward trend in Q3. Again, the economic indicators published at 

monthly frequency which track the households’ behaviour had 

favourable dynamics at the beginning of the third quarter. So, deflated 

turnover of retail sales increased by 3.1% mom in July and by 2.3% 

mom in August. Such preliminary estimates put the average level of this 

indicator in July-August at 4.4% above its average monthly level 

recorded in Q2. Also, the annual dynamics of deflated turnover of retail 

sales returned back in a two digits territory (10.3% yoy in July and 

12.5% yoy in August). Deflated turnover in market services mainly 

rendered to the population increased as well rapidly in July (2.5% mom). 

Labor market conditions continue to improve and this keeps the spending 

appetite of individuals at an elevated level. According to our in-house 

seasonally adjusted data, net wage earnings in the economy keeps 

growing (0.8% mom in July and 0.9% mom in August), while the 

unemployment rate (5.0% in Q2 and 5.1% in July-August) is at its lowest 

levels recorded in the last two decades. Consumer confidence index 

decreased slightly in Q3 (to -15.4 points from -14 points in Q2), but it 

remained at an elevated level from a historical perspective (long term 

average for the period May 2001 – September 2017 is of -28 points). 

Following the very rapid advance recorded in Q2 (4.5% qoq), the 

industrial output retreated at the beginning of the third quarter, 

decreasing by 1.5% mom in July. Also, exports of goods and services 

decreased in July (by 2.9% mom in euro equivalent according to our in-

house seasonally adjusted data). Still, we expect the loss to be recovered 

in August-September both in case of industrial output and of exports as 

both sectors should benefit from positive developments on the external 

markets. Construction output showed signs of stabilization over the past 

months (May-July) and we see chances for a positive quarterly dynamics 

in Q3 following the contraction recorded in Q2 (-3.1% qoq). Activity 

should have further improved in Q3 in the sector of services as 

households’ consumption trended upwards and services demand 

stemming from companies should have also increased. For instance, 

turnover in market services mainly rendered to companies went up by 

2.2% mom in July. 

Financial analyst: Nicolae Covrig 
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Industrial output 
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Public sector 


Budget revision kept deficit target at 3.0% of GDP  

Year-to-date public budget 
execution (% of GDP) 
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Public budget execution versus 
plan during H1 2017 

Total revenues 95.4

1.Core revenues (A+B) 97.4

 A. Taxes, of which: 95.4

 -corporate tax 88.9

 -personal income tax 99.9

 -VAT 94.0

 -excises 96.0

 B. Social contributions 101.7

2. Other revenues, of which 83.4

 - non-fiscal revenues 105.0

 - funds received from EU 65.6

Total expenses 91.5

1.Core expenses 95.6

 -Goods and services 93.0

 -Expenses with employees 99.9

 -Social benefits 98.9

 -Capital expenses 64.1

 -Interest expenses 88.9

2.Other expenses 73.7

 - EU funds related spending 65.0

Public budget balance 52.1

H1 2017: 

Effective vs. 

Plan (in %)

 

Source: Fiscal Council, Raiffeisen RESEARCH 

 Public budget execution departed substantially from the existing plan 

during the first eight months of the year (January-August). In this context, 

the public budget plan had to be revised substantially in September 

(revision was approved by the Government on 13 September). 

The assessments of the execution of the public budget versus the initial plan 

can be made only for the first half of 2017. The overall picture should 

have remained unchanged at the end of August. Following, we summarize 

the main changes of the public budget plan and their rationale. 

Total public budget revenues were much below plan (by 4.5% below 

target in the first half of 2017) as both components – revenues collected 

from the domestic economy and funds received from the European Union – 

undershot the targets. So, as the table on this page shows, in H1 2017 

targets were missed by a large margin for all major categories of taxes: 

VAT, excises, and corporate tax. VAT revenues were by 6% below target 

in H1 2017 as they unexpectedly decreased by 4.3% from the similar 

period in 2016. Such large contraction was quite puzzling as the rapid 

advance of the private consumption this year should have more than offset 

for the cut of standard VAT rate to 19% from 20% at the beginning of the 

year. Corporate income tax was also substantially below the plan in H1 

2017 (by 11.1%). The number of microenterprises allowed to pay a tax on 

their turnover instead of paying a tax on their profits increased in 2017. 

Initial target in corporate tax might have been set too high as the 

authorities did not have enough information to estimate the impact of the 

change in taxation of microenterprises. On the other hand, revenues from 

social security contributions were by 1.7% above the target in H1 2017, 

benefiting from a faster than expected increase of wage earnings in the 

economy. Non-fiscal revenues were also by 5% above the plan in H1 

2017 as Government decided to increase in 2017 the dividend pay-out 

ratio for majority state owned companies. The second component of total 

public revenues and which consists in funds received from the European 

Union was by 34.4% below the target. Basically, absorption of EU 

Structural Funds was extremely low in the first half of 2017 as the 

authorities in charge with the management of these funds were accredited 

by the European authorities only in July. 

Several tax increases were decided recently in order to offset for the poor 

performance of the public revenues during the first half of the year. So, a 

floor was set in case of social security contributions paid by part time 

employees. Excise duties on fuels were raised back towards their levels at 

the beginning of the year (in two steps, on 15 September and on 1 

October). At the same time, majority state owned companies were 

requested to distribute additional special dividends from their existing 

reserves. 

As a part of the public budget revision, the target in tax revenues was 

reduced by RON 2.8 bn (0.3% of GDP) due to the strong 

underperformance recorded during the first eight months of the year. The 

Finance Ministry now projects to collect less money in VAT, corporate tax,  
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Public sector 

and personal income tax. On the other hand, target in non-fiscal 

revenues was substantially increased (by RON 3.4 bn or 0.4% of GDP) 

as revenues in dividend payments by majority state owned companies 

and in social contributions will be higher than initially projected. 

Definition of EU funds (and related EU spending) accounted in the public 

budget has been again changed. From this moment on, all funds 

received from the European Union have been included in the public 

budget, either if they are for projects implemented by the public 

authorities or for those implemented by the private sectors (which only 

transit the public budget). Figures related to EU funded programs 

(revenues and expenses) are not comparable to those in 2016. 

Turning to the expenditure side, wage expenses and social transfers 

showed a very rapid increase in the first eight months of the year, 

substantially outpacing the targets set at the beginning of the year. On 

the one hand, the initial targets seem to have been too optimistic (set too 

low). On the other hand, several decisions to increase wages in the 

public sector and pensions were enforced by the ruling alliance after the 

public budget plan for 2017 was voted in Parliament (without being 

included in this plan). As a result, the revision of the public budget plan 

has increased substantially the target for personnel expenses (by RON 

5.0 bn or around 0.6% of GDP) and the target for social transfers (by 

RON 3.3 bn or around 0.4% of GDP). To offset for the substantial 

increase of these current expenses, the Government has reduced 

substantially the plan for capital spending which includes investment 

expenses funded from domestic taxes. So, capital spending was reduced 

by RON 5.0 bn or 0.6% of GDP. Target for total investments (which 

includes capital spending, investments funded from EU-funds and 

investments funded from reimbursable funds) in 2017 has been reduced 

sharply, by RON 10 bn or around 1.3% of GDP. So, according to the 

revised version of the public budget plan, total public investments in 

2017 will even decrease from their level in 2016 (by 2.6%), reaching a 

new multiannual low level.  

 Dynamics of personnel 
expenses and social benefits 
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Recent increases of taxes, cut of investments, 

and one-offs in special dividend payments 

by majority state owned companies might 

keep the public budget deficit at a level 

close to 3.0% of GDP in 2017. However, 

public budget arithmetic appears to be 

more complicated in 2018. The government 

plans to increase again wages in the public 

sector and pensions, and to reduce taxes. 

This should result in additional upside 

pressures on the public budget deficit. 

Public investments should increase in 2018 

from their very depressed level in 2017. 

Also, one-off inflows in dividends that 

benefited the public budget deficit in 2017 

will not anymore exist in 2018. In this 

context, the public budget deficit is very 

likely to outpace 3.5% of GDP in 2018 in 

our view.  

Financial analyst: Nicolae Covrig 

 Public budget plan for 2017: initial version (January 
2017) and revised version (September 2017) 

Total revenues 8.9 13.9 14.6

1.Core revenues (A+B) 5.5 7.5 6.9

 A. Taxes, of which: 0.6 4.7 2.6

 -corporate tax -5.3 7.7 -3.9

 -personal income tax 10.4 8.5 8.6

 -VAT -1.7 4.8 2.3

 -excises -5.2 -3.4 -1.7

 B. Social contributions 16.6 13.8 16.5

2. Other revenues, of which 36.9 61.8 73.1

 - non-fiscal revenues 14.0 6.1 24.7

 - funds received from EU 175.9 224.5 218.4

Total expenses 11.0 15.2 16.2

1.Core expenses 10.0 9.4 10.4

 -Goods and services 4.1 -0.7 -4.5

 -Expenses with employees 21.4 12.0 20.8

 -Social benefits 11.3 8.1 12.1

 -Capital expenses -18.7 32.7 6.1

 -Interest expenses -5.9 1.8 6.7

2.Other expenses 17.4 52.0 52.3

 - EU funds related spending 34.2 142.0 126.9

Public budget balance 109 32 35.3

Memo

Total public investments -29.5 33.5 -2.6

Revenues excluding EU funds 6.0 7.2 8.2

Expenses excluding EU funded programs 10.0 9.5 11.2

Core revenues excluding VAT 8.1 8.5 8.6

Domestic revenues excluding VAT 8.5 7.9 10.0

Amended plan 

2017 (% yoy)

Initial plan 

2017 (% yoy)

Effective Jan-

Aug (% yoy)


Source: Fiscal Council, Ministry of Public Finances, Raiffeisen RESEARCH 
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External balance 


Gradually increasing external imbalances 

Exports and imports 
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Foreign trade and current 
account balances 
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Source: NBR, Raiffeisen RESEARCH 
 
 

 According to our in-house seasonally adjusted data, the current account 

deficit came in at 3.5% of GDP during January-July this year, increasing 

from 2.4% of GDP during the same period of 2016. Deterioration of the 

current account deficit was exclusively driven by the enlargement of the 

deficit for foreign trade with goods and services, to 2.0% of GDP during 

Jan-Jul 2017 from 1.0% of GDP during Jan-Jul 2016. Exports of goods and 

services increased by 11.2% yoy in euro equivalent during January-July, 

but imports increased even faster during the same period (14.5% yoy). 

Fast advance of domestic demand should be the key factor resulting in a 

faster increase of imports than of exports in terms of volumes. At the same 

time, the price deflator of imports advanced faster than the price deflator 

of exports, which generated additional upside pressures on the foreign 

trade deficit. Not in the last, the enlargement of the foreign trade deficit 

gathered speed in June and in July as decline in exports of goods and 

services outpaced the decline in imports. We expect the exports of goods 

and services to continue on an upward trend in the following quarters, 

benefiting from growing external demand. Still, we expect imports to 

continue to increase faster than exports, resulting in additional gradual 

deterioration of the external imbalances (foreign trade deficit and the 

current account deficit). 

Coverage of the current account deficit by stable foreign capital inflows – 

i.e. net foreign direct investments and capital transfers (especially EU 

funds) – also deteriorated during the first seven months of the year. Stable 

capital inflows substantially outpaced current account deficit in 2016 

(251% coverage). However, stable foreign capital inflows covered only 

79.8% of the current account deficit during January-July 2017.  

Net FDIs showed some signs of weakness in the first half of 2017 and they 

decreased by 17.2% yoy during January-July. Important to mention, the 

decrease in net FDI inflows in 2017 was exclusively driven by a decline in  

External balance arithmetic: use of country’s external funding surplus and coverage of country’s 
external funding gap (% of GDP, BoP data are not seasonally adjusted) 

 
Source: NBR, Raiffeisen RESEARCH 

 

% of GDP, annualized data 2013 2014 2015 2016

Jan-Jul 

2017

Country's external funding surplus (+) / external funding gap (-) ( I+II) 4.1 2.0 1.3 0.9 -1.0

 I. Current account balance + Capital account balance + Net FDIs 3.1 3.8 3.1 3.1 -0.7

Current account -1.1 -0.7 -1.2 -2.1 -3.4

Capital account (mainly EU Funds) 2.1 2.6 2.4 2.5 0.5

Net FDIs 2.0 1.8 1.8 2.7 2.2

II. Other foreign net capital inflows (+) or outflows (-) 1.0 -1.7 -1.7 -2.2 -0.3

Loans, deposits, currency -2.8 -3.6 -1.8 -2.7 -1.8

Portfolio inflows 3.8 1.9 0.0 0.6 1.5

Derivatives 0.0 0.0 0.0 0.0 0.0

Use of external funding surplus (-) or coverage of external funding gap (+) -4.2 -2.1 -1.5 -1.4 -1.1

Increase in official reserves (-) or decrease in official reserves (+) -1.5 0.8 0.4 -1.3 -1.1

Repayments to IMF, EC, WB (-) or loans from IMF, EC, WB (+) -2.7 -2.9 -1.9 -0.1 0.0

Errors. ommissisons 0.1 0.1 0.2 0.5 2.1

Memo:

Total public net transfers, reflecting mainly relation with the European Commission: net 

inflows (+) or net outflows (-) 2.9 2.8 3.1 3.5 1.3
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External balance 

debt generating flows classified as FDIs (inflows of EUR 612 mn were 

recorded in January-July 2016 and outflows of EUR 63 mn were 

recorded in January-July 2017). Otherwise, equity and reinvested 

earnings classified as FDIs increased by 8.9% yoy in January-July. 

However, a sharp decline was recorded in case of net capital transfers 

which mainly reflect inflows in terms of transfers received from the 

European Commission. So, net inflows in terms of capital transfers 

amounted to only EUR 401 mn during January-July 2017, while they 

stood at EUR 2.9 bn in January-July 2016. National authorities in charge 

with the management of the EU funds were accredited only in July, 

which means that EU funds absorption should improve in the second half 

of 2017. Accordingly, inflows in transfers from the European 

Commission should rebound in the second half of 2017. As a result, the 

coverage of the current account deficit by stable foreign capital inflows 

(FDIs, capital transfers) should improve by the end of the year as 

compared with the level recorded during January-July (79.8%).  

Financial account statistics showed that net foreign capital outflows 

continued to be registered at the level of private sector during January-

July, and especially at the level of the banking sector. Having a liquidity 

surplus in foreign currencies and facing very scarce opportunities to lend 

in foreign currencies, the banks continued to repay their credit lines 

abroad (decrease of gross foreign liabilities) and to increase their 

exposure towards the non-residents (increase of gross foreign assets).  

The Government tapped external markets in April and raised EUR 1.75 

bn in two Eurobonds. Also, non-residents increased their exposure in 

local Government securities by around RON 2 bn (or EUR 451 mn) 

during January-July. In this context, net portfolio inflows amounting to 

EUR 1.6 bn were recorded during January-July. Romania further intends 

to tap the external markets by the end of this year as target set in 

Eurobonds issuance in 2017 is of around EUR 3 bn. No Eurobond 

comes to maturity in 2017. Romania only had to repay a tranche in 

amount of EUR 1.15 bn in September to the European Commission as 

part of the loan received during the economic crisis years (2009-2010). 

So, gross external debt of the Government should increase in 2017 

compared to 2016. 

However, the very large level of errors and omissions (EUR 2.2 bn or 

2.1% of GDP during January-July) suggests that previous computations 

are not so exact. In the end, the balance of payment statistics showed 

inflows at the level of the country’s official reserves during January-July 

even though previous computations revealed the existence of an external 

funding gap (according to our definition). A revision of the balance of 

payments statistics for the year 2017 should not be excluded in the 

following period. 

Financial analyst: Nicolae Covrig 
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Monetary policy 


NBR narrowed standing facilities corridor to ±1.25pp

Money market interest rates (ROBOR) embarked on an upward trend in 

the second half of September and in early-October. So, since mid-

September, ROBOR rates recorded important increases, ranking from 60 

bp (ROBOR 12M) to 136 bp (ROBOR overnight). After the persistence of 

excess liquidity in the banking system kept ROBOR rates depressed for 

many quarters, the strong upward pressure recorded in the past weeks 

was caused by the emergence of a liquidity shortage. According to the 

statistics released by the NBR, the liquidity surplus decreased in 

September. The banks placed daily an average amount of RON 2.2 bn 

at NBR’s permanent deposit facility in September, down from RON 4.8 

in August. Moreover, a liquidity shortage emerged in October and the 

NBR injected RON 9.4 bn through a REPO operation on 3 October. 

Among the factors that pulled out the liquidity from the money market 

should have been the net positive issuance in terms of RON Government 

Securities (RON 2.2 bn) as well as the payment of a special dividend by 

some state owned enterprises (around RON 0.5 bn) in September. 

At the monetary policy meeting on 3 October, the National Bank of 

Romania (NBR) maintained unchanged the key interest rate (at 1.75%), 

as well as the minimum reserve requirements ratios (MRR) for RON 

liabilities as well as for FCY liabilities of banks (both at 8%). The NBR 

narrowed the symmetrical corridor of interest rates on the standing 

facilities around the policy rate to ±1.25 pp from ±1.50 pp. As a result, 

the interest rate for the permanent deposit facility was increased to 0.5% 

(from 0.25%) and the interest rate for the permanent credit facility was 

lowered to 3.0% (from 3.25%). During the press conference following 

the monetary policy meeting, the Governor signalled that another 

narrowing of the standing facilities corridor to ±1.0 pp would be 

delivered in the following period (in our view in November). The rhetoric 

at the press conference following the monetary policy meeting was 

rather hawkish. The Governor acknowledged that the period of low 

interest rates is over.  

The liquidity shortage in the money market is likely to persist in the 

following weeks. The money market liquidity would be under pressure 

also in October, as companies will pay quarterly income taxes with the 

public budget and the Finance Ministry might be a net borrower also this 

month given the low level of redemptions (RON 0.8 bn). The NBR will 

have to perform additional REPO operations. In this context, over the 

short term, ROBOR rates are likely to remain close to the level of the key 

rate (1.75%). Given the past years’ pattern, there are good chances that 

the public authorities would realize the bulk of the public budget deficit 

towards the end of the year, ie in November-December, fuelling back 

part of the excess liquidity in the money market, which could eventually 

alleviate some of the pressure on ROBOR rates.  

We maintain our monetary policy outlook unchanged. We expect the 

NBR to keep the key interest rate at 1.75% until March 2018. While the 

increases of ROBOR rates occurred very rapidly and were larger than 

we expected, the recent developments back our expectations that interest 

rates should move to higher levels in the following quarters, closing their 

gap versus the key interest rate.  

Financial analyst: Silvia Maria Rosca 
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Local bond market 

Consistent increases of yields for LCY T-bonds  

Dynamics of yields for RON 
Government securities 

 
Note: effective maturity could differ slightly from 
stated maturity 
Source: Bloomberg, Raiffeisen RESEARCH 
 
 

Yield spreads of 2-year LCY T-
bonds over German T-bonds 

 
 
Note: Based on zero spot rates 
Source: Thomson Reuters Datastream, Raiffeisen 
RESEARCH 
 
 

Yield spreads of 10-year LCY T-
bonds over German T-bonds 


 
Note: Based on zero spot rates 
Source: Thomson Reuters Datastream, Raiffeisen 
RESEARCH 

 Starting end of August, the yield curve for RON government securities 

shifted upwards and became flatter. Since that moment, the yield for 2-

year RON T-bond went up by 63 bp, the yield for a 5-year T-bond 

increased by 44 bp, and the yield for a 10-year T-bond increased by 33 

bp. Also, over the past month and a half, RON Government securities 

underperformed their regional peers (in Poland and in Hungary). Not in 

the last, spreads against German T-bonds have increased both in case of 

short-term tenors (2 year maturity) and of long-term tenors (10 year 

maturity). We think that the increase of yields for RON Government 

securities over the past weeks was fuelled to a very large extent by 

domestic factors, but external factors had also a contribution. Turning to 

the domestic factors, we have in mind the emergence of a liquidity 

shortage in the banking system, the increase of inflationary expectations, 

and the increase of the risk premium for RON assets. Turning to the 

external factors, yields for US T-bonds and German T-bonds also have 

increased since end of August. 

The liquidity surplus from the banking system decreased in September and 

a liquidity shortage emerged in October. On 3 October, the NBR had to 

inject liquidity in the banking system by a 1-week repo operation 

amounting to RON 9.4 bn. Short-term money market interest rates (ROBOR 

ON) jumped by more than 100 bp and ROBOR curve is now quoted close 

to the monetary policy rate (1.75%). 

Inflationary expectations have deteriorated recently as the Government 

decided to raise excise duties on fuels and the energy watchdog (ANRE) 

approved an increase of households’ tariffs for electricity in October (a 

decision to increase households’ tariffs for natural gas in November is 

pending). Upside trend in the inflation rate is expected to continue in the 

following quarters and this should also result in a deterioration of 

inflationary expectations. 

Persistent upside pressures on the public budget deficit and gradually 

increasing external imbalances receive more and more attention from 

investors. The Government wants to keep the public budget deficit at 3.0% 

of GDP in 2017 mainly by cutting investments and by increasing taxes. 

Still, prospects are that upside pressures on the public budget deficit would 

strengthen in 2018 given Government’s plans to increase wages in the 

public sector and pensions and to reduce taxes. In fact, uncertainty related 

to the next year’s fiscal outlook is elevated and this should weigh on 

investors’ sentiment towards the RON assets. 

Borrowing targets were fully met at all auctions in RON Government 

securities held in September except for that held on 25 September. Gross 

issuance in RON government securities in September amounted to RON 

3.8 bn (including supplementary second day auctions), while redemptions 

stood at RON 1.6 bn. So, the Finance Ministry was a net borrower in 

September. According to our computations, net issuance in local 

government securities (RON and EUR denominated) amounted to RON 11 

bn during January-September. If the Finance Ministry wants to fund around 

50% of this year’s public budget deficit in the local market (around RON 

12.3 bn), it results that the net positive issuance in local government 

securities should not be too large in Q4. Low level of redemptions in Q4 

(monthly average at RON 775 mn) helps as well. On the negative side,  
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Local bond market 


the sentiment of investors for the local bond market seems to have 

deteriorated recently and the liquidity surplus in the money market has 

vanished. In this context, the borrowing target of RON 2.2 bn set by the 

Finance Ministry for October took into account these adverse 

developments. The Finance Ministry rejected all bids from investors at the 

first auction from October (RON 400 mn were intended to be borrowed 

in 1.4-year T-bonds on 5 October) and also at the second auction from 

October (RON 300 mn were intended to be borrowed in 6.6-year T-

bonds on 9 October). Given the large liquidity buffer, the public debt 

managers can easily choose to cancel a public debt auction when 

market conditions are deemed as unfavorable.    

Following the consistent increases recorded over the past month, the 

yields of RON government securities might show some decreases in the 

next period. Still, the yields of RON T-bonds will have to reach higher 

levels in 2018 when risk premiums and short term interest rates are 

foreseen by us to increase. 

Not in the last, the Finance Ministry has to tap once more the external 

markets this year in order to meet the target in Eurobond issuance set at 

EUR 3 bn. 

Financial analyst: Nicolae Covrig 
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Calendar for auctions in RON government securities 

 

 
Source: Ministry of Public Finances, National Bank of Romania, Raiffeisen RESEARCH 





Intended Effective Intended Effective

4-Sep-17 0.5 800 800 0.65 0.71 7-Sep-17 2.6 500 500 1.85 1.86

11-Sep-17 9.9 200 200 3.90 3.91

14-Sep-17 6.6 500 500 3.36 3.37

18-Sep-17 1.8 500 500 1.46 1.46

21-Sep-17 3.1 500 500 1.91 1.92

25-Sep-17 4.5 500 350 2.71 2.73

12-Oct-17 1.0 600 5-Oct-17 1.4 400 0 - -

9-Oct-17 6.6 300 0 - -

16-Oct-17 1.5 300

19-Oct-17 4.4 300

23-Oct-17 3.0 300

Discount T-Bills Benchmark T-bonds
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yield

Auction 
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Banking system 


Advance of outstanding banking loans picks up 

Dynamics of outstanding 
loans, by segments 
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 The total stock of banking loans (RON+FCY) granted to the private sector 

remained on an upward trend, as further gains were recorded both in July 

(0.5% mom) and in August (0.4% mom), dynamics adjusted for FX variations. 

As a result, the annual dynamics of outstanding banking loans accelerated 

further, to 5.2% yoy in August from 3.8% yoy in June. Such elevated dynamics 

were not recorded since 2012.  

The pattern of lending remained unchanged in August compared to the 

previous months as the increase of RON denominated loans (1.3% mom and 

16.4% yoy) fully erased the contraction of FCY denominated loans (-1.0% mom 

and -8.7% yoy), all dynamics being adjusted for the FX movements. Hence, the 

stock of loans denominated in FCY continued to decline, and its share in total 

loans fell below 40% in August.  

Turning to the segments’ performance, lending to households in RON drove the 

positive dynamics in August. The advance of the stock of housing loans 

denominated in RON (2.4% mom and 35.5% yoy in August) remained the 

main driver of the increase. Furthermore, the advance of stock of RON loans 

for consumption and other purposes has accelerated in the last months, 

reaching 2.5% mom and 12.5% yoy in August. The stock of RON loans 

granted to companies remained flat in August compared to July, while 

advancing by 10.3% in annual terms. On the other hand, the contraction of the 

FCY stock of loans was shared by all its three components in August, as 

follows: housing loans (-0.9% mom and -10.7% yoy), loans for consumption 

and other purposes (-1.6% mom and -18.4% yoy) and loans granted to 

companies (-0.9% mom and -3.9% yoy). 

Overall, the recovery of lending activity is shared by all the three segments – 

housing loans, loans for consumption and other purposes and loans granted to 

companies. Firstly, while decelerating, the total stock of housing loans 

(RON+FCY) continued to record rapid growth rates (10.7% yoy in August). The 

disbursements made as part of “Prima Casa” program should have accounted 

to a large extent for this rapid dynamics. Secondly, the improvement of the 

companies’ financial position as well as the rapid economic advance and the 

low levels of interest rates should have contributed to the improvement of 

lending activity towards companies. As a result, the total stock of loans 

(RON+FCY) granted to companies increased by 3.8% yoy. Thirdly, after 

returning to the positive territory in May, annual dynamics of the stock of loans 

(RON+FCY) for consumption and other purposes recorded further gains in the 

past months, reaching 2.2% yoy in August.  

The recent developments, respectively the acceleration of the growth pace of 

total outstanding banking loans (RON+FCY) which is shared by all its three 

major components, are in line with our expectations which were for an 

improvement of lending activity during 2017, following the disappointment 

recorded in the previous year.  

Financial analyst: Silvia Maria Rosca 
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Main indicators 


2010 2011 2012 2013 2014 2015 2016 2017F 2018F 2019

Population

Stable population (mn. persons, avg.) 20.25 20.15 20.06 19.99 19.91 19.82 19.74 19.69 19.65 19.60

Economic activity

Nominal GDP (EUR bn) 126.8 133.3 133.6 144.3 150.3 160.0 169.6 183.5 195.9 209.8

GDP per capita (in EUR) 6263 6618 6660 7218 7549 8072 8591 9320 9973 10702

GDP per capita (in EUR at PPS) 12644 13296 13973 14476 14694 15915 17079 18664 14069 14887

Real GDP (%, yoy) -0.8 1.1 0.6 3.5 3.1 3.9 4.8 5.7 4.0 3.5

Real GDP excluding agriculture (% yoy) -1.4 0.3 2.5 2.1 3.0 4.7 5.0 5.5 4.0 3.5

Household  expenditures (% yoy) 1.0 1.0 0.8 2.6 4.2 5.9 7.4 7.4 5.2 4.0

Gross fixed capital formation (% yoy) -2.4 2.9 0.1 -5.4 3.2 8.3 -3.3 3.0 6.0 7.0

Industrial production (%, yoy) 5.5 7.5 2.4 7.9 6.1 2.8 1.7 7.8 5.0 5.0

Unemployment rate (%, avg) 7.0 7.2 6.8 7.1 6.8 6.8 5.9 5.2 5.0 5.0

Unemployment rate (%, eop) 6.8 7.3 6.8 7.0 6.6 6.7 5.5 5.0 5.0 5.0

Wages

Monthly average gross wage in economy (EUR) 452 467 463 489 524 575 642 723 778 840

Monthly average net wage in economy (EUR) 330 341 338 357 382 418 467 526 566 611

Gross nominal wages - economy (% yoy) 3.1 4.1 4.2 4.8 7.6 9.8 12.9 14.5 9.0 7.5

Gross nominal wages - industry (% yoy) 8.3 6.7 4.6 4.2 7.4 6.6 8.1 12.5 8.0 7.5

Prices

CPI (%, yoy, eop) 8.0 3.1 5.0 1.6 0.8 -0.9 -0.5 2.4 3.5 2.8

CPI (% yoy, avg) 6.1 5.8 3.3 4.0 1.1 -0.6 -1.5 1.1 3.7 3.2

PPI (%, yoy, avg) 4.4 7.1 5.4 2.1 -0.1 -2.2 -1.8 3.3 2.9 3.0

GDP deflator (%, yoy) 5.4 4.7 4.7 3.4 1.7 2.4 2.2 4.2 4.0 3.0

Domestic non-government credit

Non-government credit (% yoy, in RON equivalent) 4.8 6.8 1.4 -3.6 -3.1 3.2 1.2 n.a. n.a. n.a.

Non-government credit (% of GDP) 39.5 39.8 38.4 34.5 31.9 31.0 29.3 n.a. n.a. n.a.

Credit in foreign currencies (% of total) 63.3 63.7 62.7 61.2 56.8 49.9 43.4 n.a. n.a. n.a.

Public sector

Public budget balance (cash, % of GDP) -6.3 -4.2 -2.5 -2.5 -1.7 -1.4 -2.4 -3.0 -4.0 -3.0

Public budget balance (% of GDP) -6.9 -5.4 -3.7 -2.1 -1.4 -0.8 -3.0 -3.0 -4.0 -3.0

Gross public debt ( % of GDP) 29.9 34.2 37.3 37.8 39.4 38.0 37.6 37.1 38.3 38.9

External sector

Gross external debt (EUR bn) 93.6 99.9 100.9 98.1 94.7 90.4 92.5 96.0 102.0 110.0

Gross external debt (% of GDP) 73.8 74.9 75.5 68.0 63.0 56.5 54.6 52.3 52.1 52.4

Short-term gross external debt (% of total debt) 20.9 22.8 20.7 19.6 20.0 22.0 25.3 24.0 23.5 23.6

Gross external debt service (% of GDP) 34.5 34.7 40.6 41.6 38.6 36.1 35.8 33.8 34.2 30.0

Current account balance (EUR bn) -6.4 -6.6 -6.4 -1.5 -1.0 -1.9 -4.1 -6.6 -7.8 -8.8

Current account balance (% of GDP) -5.1 -4.9 -4.8 -1.1 -0.7 -1.2 -2.4 -3.6 -4.0 -4.2

Current account balance + FDIs (% of GDP) -3.3 -3.6 -3.0 1.0 1.1 0.6 -0.2 -1.1 -1.4 0.0

Foreign trade balance, goods (FOB/FOB, EUR bn) -9.6 -9.4 -9.3 -5.8 -6.5 -7.8 -9.3 -11.8 -13.6 -15.9

Foreign trade balance, goods (FOB/FOB, % of GDP) -7.6 -7.0 -6.9 -4.0 -4.3 -4.9 -5.5 -6.4 -7.0 -7.6

FOB exports of goods (%, yoy) 35.9 22.5 -0.5 10.0 6.7 4.9 6.1 10.0 10.0 11.0

FOB imports of goods (%, yoy) 28.0 16.8 -0.7 1.1 7.4 6.6 7.9 12.5 11.0 12.0

Net inward FDI inflows (EUR bn) 2.3 1.7 2.5 2.7 2.4 3.5 4.1 4.5 5.0 5.5

Net inward FDI inflows (% of GDP) 1.8 1.3 1.9 1.9 1.6 2.2 2.4 2.5 2.6 2.6

FX official reserves (EUR bn) 32.4 33.2 31.2 32.5 32.2 32.2 34.2 35.0 36.0 37.0

FX oficial reserves (months of imports) 8.9 7.9 7.5 7.3 6.8 6.4 6.4 5.7 5.2 4.8

Interest rates

NBR key rate (%, avg) 6.5 6.2 5.3 4.8 3.4 1.9 1.8 1.8 2.1 2.9

NBR key rate (%, eop) 6.25 6.00 5.25 4.00 2.75 1.75 1.75 1.75 2.25 3.00

ROBOR 1 month (%, avg.) 5.9 5.3 5.2 4.1 2.1 1.0 0.6 0.8 1.7 2.9

10-year T-Bonds (%, avg., mid yield) 7.2 7.4 6.7 5.3 4.6 3.5 3.3 3.9 4.3 4.7

Exchange rates

EUR/RON (eop) 4.28 4.32 4.43 4.48 4.48 4.52 4.54 4.65 4.65 4.60

EUR/RON (avg) 4.21 4.24 4.46 4.42 4.44 4.45 4.49 4.57 4.63 4.61

USD/RON (eop) 3.20 3.34 3.36 3.26 3.69 4.15 4.30 3.94 3.75 3.48

USD/RON (avg) 3.18 3.05 3.47 3.33 3.35 4.01 4.06 4.01 3.86 3.60


 
Source: National Bank of Romania, National Institute of Statistics, Eurostat, Raiffeisen RESEARCH 
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Disclosure appendix 

 

Abbreviations used in the report 

CPI – Consumer Prices Index 

EC – European Commission 

ECB – European Central Bank  

EUR – euro 

FX, FCY – foreign currency 

GDP – Gross Domestic Product 

IMF – International Monetary Fund 

MoF – Ministry of Public Finances 

NBR – National Bank of Romania 

NIS – National Institute of Statistics 

RON – Romanian Leu 

T-securities – government securities 
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Disclosure appendix 

Risk notifications and explanations 
 
Warnings 
 
 Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the 

development of a financial instrument, a financial index or a securities service. This is particularly true in cases when 
the financial instrument, financial index or securities service has been offered for less than 12 months. In particular, 
this very short comparison period is not a reliable indicator for future results. 

 Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees and 
other charges, which depend on the individual circumstances of the investor. 

 The return on an investment in a financial instrument, a financial or securities service can rise or fall due to exchange 
rate fluctuations. 

 Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may 
deviate from the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of 
a financial instrument, a financial index or a securities service. 

A description of the concepts and methods used in the preparation of financial analyses is available here.  

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the 
context of financial analyses) is available here. 

Disclosure of circumstances and interests which may jeopardise the objectivity of Raiffeisen Bank Romania (RBRO) is 
available here.  

The distribution of all recommendations relating to the calendar quarter prior to the publications date, as well as the 
distribution of recommendations in the context of which services of investment firms set out in Sections A investment 
services and activities) and B (ancillary services) of Annex I of Directive 2014/65/EU of the European Parliament and of 
the Council have been provided in the past 12 months is available here. 

Detailed up-to-date information regarding methodology, conflicts of interest and disclaimer are available on the website of 
Raiffeisen Bank Romania SA, at the following web address: 
https://www.raiffeisen.ro/despre-noi/guvernanta-corporativa/cercetare-economica/ 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.raiffeisen.ro/wps/wcm/connect/cf34ff50-e25f-4ae2-874c-2d391d705a49/Concepts_and_methods_20160627.pdf?MOD=AJPERES
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https://www.raiffeisen.ro/wps/wcm/connect/76119419-52cc-42e8-a7da-b641d55727c9/31082016-Disclaimer-Macroeconomic-and-Equity-Research-EN.pdf?MOD=AJPERES
https://www.raiffeisen.ro/wps/wcm/connect/c0189327-416b-441b-bf3b-c38bc031943e/Distribution_of_recommendations_20170712.pdf?MOD=AJPERES
https://www.raiffeisen.ro/despre-noi/guvernanta-corporativa/cercetare-economica/
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This document might have been disclosed to the issuer to which the recommendation, directly or indirectly, relates and might have been 
subsequently amended. 
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