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¢ Industrial production rose by 5.2% yoy in January-August 2010.
e During the first nine months of 2010, the consolidated budget deficit narrowed by 8% yoy and stood at EUR 5.4 billion.

¢ In October, consumer prices grew by 7.9% yoy.

¢ In January-September, the current account deficit widened by 21% yoy to EUR 4.2 billion.
¢ On November 1%, the IMF mission reached an agreement with Romanian authorities at the staff level on a EUR 0.9 bil-

lion disbursement.

¢ Romania was ranked 56" out of 183 countries in the World Bank's Doing Business report.

Executive Summary

The GDP declined by 1.9% yoy over the first nine months
of the year, and 2.5% yoy over the third quarter according
to INSSE preliminary press release.

During the first nine months of 2010, the industrial produc-
tion index rose by 5.2% yoy on the back of stronger output
in manufacturing and utilities. Export-oriented industries
remained the main driving factors behind growing manu-
facturing. In fact, robust performance was registered in
production of vehicles, chemicals and basic metals. By
contrast, domestic-oriented industries like food process-
ing and apparel posted negative growth.

In January-September, the consolidated budget deficit to-
taling EUR 5.4 billion contracted by 8% yoy. The improve-
ment in public finances was achieved thanks to implemen-
tation of summer fiscal austerity measures. Indeed, budget

revenues in nominal terms rose by 3.6% yoy and reached

EUR 28 billion. At the same time, government spending

grew by 1.5% yoy and stood at EUR 33.4 billion.

In October, consumer price inflation exceeded the upper
inflation band (4.5% yoy) and increased by 7.9% yoy.
This rise in prices was mainly driven by food prices,
which were affected by the hike in the VAT rate since July
and higher prices of grain on the global markets. Another
factor that exerted upward pressure on food prices was the
reduction of domestic supply due to summer floods. As a

result, the forecast for annual inflation in 2010 was up-
dated to 8.2% yoy according to the National Bank of Ro-
mania.

In January-September, the current account deficit ex-
panded by 21% yoy and settled at EUR 4.2 billion com-
pared to a 50% yoy widening during January-August. The
improvement was achieved on the back of faster contrac-
tion of trade in goods and some deceleration in current
transfers. At the same time, despite a decline in FDI in-
flows by 39% yoy, they funded half of the current account

gap.

On November 1%, a joint mission of the IMF, World Bank

and European Commission reviewed the current state of
the Balance of Payments assistance program. The IMF

mission reached an agreement with authorities at the staff
level. As a result, Romania may receive a 7t tranche total-
ing EUR 0.9 billion at the beginning of 2011 conditioned

on adopting 2011 budget law, public sector wage law and

pensions law.

Romania moved down by two spots in the "Doing Busi-
ness" ranking and took 56™ place among 183 countries.
The drop was led by worse performance in the closing a
business and paying taxes categories. At the same time,
better performance was registered in dealing with con-
struction permits and trading across borders.

2005 2006 2007 2008 2009 2010f
GDP growth, % change yoy 4.2 7.9 6.3 7.1 -7.2 -2.0
Industrial production, % change yoy 2.0 7.1 5.4 0.9 -5.5 3.0
Consolidated budget balance, % of GDP -0.8 -1.7 -2.4 -4.8 -7.2 -7.0
Unemployment, end of period 5.2 4.1 4.4 7.8 83
Inflation, end of period 8.72 4.87 6.56 6.30 4.75 8.1
Retail sales, % change yoy 17.5 13.5 17.8 13.0 -8.5 1.8
Gross forex reserves of the NBR, EUR billion, end of period 18 3 22.9 25.3 283 30.9 33
Current Account Balance, EUR billion -6.89 -9.97 -16.68 -16.16 -5.05 -6.3
Total gross external debt, EUR billion 30.9 41.2 58 6 72.4 787 835
Exchange rate, RON/EUR, annual average 3.62 3.52 3.34 3.68 4.24 4.4

Source: INNSE, NBR, The Bleyzer Foundation
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Economic Growth

The Romanian economy declined by 1.9% yoy over the first nine months of the year, according to INSSE press release. Over the
third quarter of the year, GDP contracted by 2.5% yoy, while during the first half of the year, GDP reduced by 1.5% yoy.

In January-September, the growth of industrial production remained virtually the same as in the previous eight months and
amounted to 5.2% yoy. Industrial output was primarily shaped by good performance in manufacturing (up by 5.5% yoy) and utili-
ties (up by 9.4% yoy). By contrast, the mining and quarrying sector demonstrated negative growth, notably declining by 7.7% yoy.

The robust performance of manufacturing was mainly driven by its export-oriented sectors. Indeed, the stronger production of vehi-
cles (up by 33.4% yoy), chemicals (up by 11% yoy) and basic metals (up by 33.2% yoy) was led by higher exports of these commodi-
ties during the first nine months of the year. At the same time, those industries oriented to the domestic market showed mixed re-
sults. Food processing declined by 6.5% yoy on the back of both weak consumption and low grain harvest caused by summer
floods. Moreover, the manufacture of apparel dropped by 2.6% yoy, reflecting weak domestic demand affected by summer fiscal
austerity measures. On the other hand, manufacture of textiles and wood products grew by 9% yoy and 12.3% yoy, respectively. At
the same time, stronger performance of utilities was supported by growing demand from manufacturing. The future outlook for Ro-
manian industry will be tightly connected with the resumption of growth on global markets, especially in Europe.

Growth of the industrial production index slightly decelerated in September. The index increased by 4.8% yoy compared to 5.3%
yoy a month ago. The growth of industrial production was underpinned by good performance in manufacturing (up by 6% yoy) and
utilities (up by 1.8% yoy). Meanwhile, the mining and quarrying industry continued to decline for a second consecutive month -
down by 8.7% yoy.

Given the above developments, the recovery of Romania's economy will be delayed into next year. The scale and timing of the re-
vival will depend on the rebound of global markets and domestic demand. Expected GDP growth could be registered at 2% yoy in
2011, while the decline in GDP at the end of 2010 might reach 2% yoy.

Fiscal Policy

Summer fiscal consolidation measures continued to correct the consolidated budget defi- g:’gfsg}liﬂ;g‘;ggﬁggﬁggnce
cit. Indeed, during the first eight months of the year, budget revenues in nominal terms |15%

grew by 3.6% yoy and stood at EUR 28 billion. It was the highest growth rate since the |
beginning of the year. Meanwhile, government spending totaling EUR 33.4 billion in-
creased by 1.5% yoy, which is slightly higher that 1.3% yoy growth in the previous
month. As a result, the consolidated budget slipped to a deficit in the amount of EUR 5.4

billion (or 4.6% of full year projected GDP), which was 8% less than a year ago. Thus, in

-1.5%
. . . Jan[ Febl Mar [ Apr[ May [ JunT Jul [Augl Sep I Oct [ Nov [Dec
September-October, the rising trend of budget deficit was reversed. Given these favor- 52009 W2010

able dynamics, Romania may satisfy the IMF target for annual budget deficit totaling | source: Ministry of Public Finances
6.8% of GDP in 2010.

In January-September, higher government revenues were registered on the back of sound proceeds from VAT (up by 7.3% yoy) and
excises (up by 7.9% yoy), strong non-tax revenues (up by 20% yoy) and transfers from the European Union (up by 122% yoy). In
particular, VAT and excises, which replenished one third of the state revenues, contributed around 70% of total growth. Higher
VAT collection was explained by a hike in the VAT rate (up by 5 p.p. to 24%) implemented in July. At the same time, the proceeds
from direct taxes declined due to weak economic activity affected by fiscal austerity measures. Indeed, wage and income tax, and
corporate profit tax fell by 3.3% yoy and by 2.9% yoy respectively. The decline in another important source of budget revenues - so-
cial security and healthcare contributions - dropped by 5.1% yoy, reflecting lower labor income.

On the expenditure side, the increase in budget spending was prompted by social transfers (up by 9.3% yoy), other transfers (up by
8.1% yoy) and interest payments (up by 21% yoy). The higher social payments were explained by a high unemployment rate total-
ing 7.3%. At the same time, the results of summer fiscal consolidation were observed in the reduction of the state wage bill by 6.4%
yoy. Taking into account that public sector salaries make up almost a quarter of government spending (23.4% of overall expendi-
tures), this decline substantially contributed to slower growth of total expenditures. The government also reduced its investment in
capital infrastructure, as capital investment fell by 28.6% yoy.
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By September, the stock of medium and long term external debt totaling EUR 71.7 billion had risen by 8.9% since the beginning of
the year (ytd). The rise was mainly led by higher public and publicly-guaranteed debt (up by 37% ytd), while private external debt
decreased by 4% ytd. The growth of external public debt was driven by three IMF loans (disbursed in February, July and Septem-

ber) and two EU tranches (disbursed in March and September).

Monetary Policy

In October, consumer price inflation continued to outpace the upper inflation band. In

particular, CPI grew by 7.9% yoy, which was slightly higher than a month ago (7.8%

yoy). This rise was prompted mostly by the increase in prices of foods (up by 5.5% yoy),
while prices of non-foods and services posted slower growth than in September - up by

10.6% yoy and 6.1% yoy, respectively. Taking into account the main driver of current

price evolution (NBR assessed that impact of hike in the VAT rate on the entire consump-
tion bundle equals 61%), high food prices also reflected adverse shocks that came from

international and domestic markets. In particular, the NBR pointed out in its Inflation Re-
port that the significant rise of grain prices on global markets and the reduction of the do-
mestic supply due to floods in June-July contributed to higher food prices. Given these

developments, the National Bank revised its inflation outlook for 2010 and 2011. Specif-
ically, the annual inflation rate for year-end 2010 is forecasted at 8.2% yoy (up by 0.4

p.p.), while the projection for next year was updated to 3.4% yoy (up by 0.3 p.p.).

Despite the current rise in consumer prices, this trend should be reversed soon. Indeed,
tight budgets affected by fiscal consolidation measures will help to reduce upward pres-
sure on prices. As a result, consumer inflation is likely to return within the inflation band
(2.0% - 4.0%) at the end of 2011.

During its last meeting, the Board of the NBR decided to keep its benchmark policy rate
unchanged at 6.25%. By this decision, the National Bank tried to anchor inflationary ex-
pectations to revive the disinflation trend given the uncertainties linked with global
growth and Romania's economic recovery.

In September, the growth rate of money supply (measured as intermediate money M2)
slightly accelerated to 5.5% yoy from 5.4% yoy in the previous month. The increase was
led by EUR-denominated loans (up by 9% yoy), which grew since October 2009. More-
over, both households and the corporate sector increased their accumulation of loans is-
sued in EUR - by 6.9% yoy and 10.8% yoy, respectively. By contrast, loans denomi-
nated in domestic currency continued to decline - down by 3.1% yoy. As a consequence
of the robust performance of EUR-issued loans, non-government credit posted 4.5% yoy
growth for the fifth month in a row.

International Trade and Capital

During the first nine months of the year, the growth rate of exports in goods outpaced the
corresponding rate of imports. In fact, Romania exported 26% more than a year ago,
with exports totaling EUR 26.8 billion. At the same time, its imports amounted to EUR
31.1 billion, higher by 19% yoy. As a result, the merchandise trade deficit contracted by
13% yoy and settled at EUR 4.3 billion.

In January-September, the rise in exports was achieved mostly due to stronger overseas
shipments of transport equipment and vehicles (up by 27% yoy), industrial raw materi-
als (up by 23% yoy) and chemicals (up by 56% yoy). The exports of transport equipment
and vehicles maintained its leading role in the overall expansion of exports, contributing
about 40% to total growth. Given the high dependency of foreign trade on the EU (al-
most § of Romania's goods are shipped to the European Union), the future outlook for ex-

Headquarters

123 N. Post Oak Ln., Suite 410

Houston, TX 77024 USA

Tel: +1(713) 621-3111  Fax: +1 (713) 621-4666
E-mail: sbleyzer@sigmableyzer.com

CPI by components contribution, % yoy
8%
7%
6%
5%
4% mar |
3%
2%
1%
0%

)l

il
i
\\

-1%

| 2008 | " 2010 | \
= CPl M Foods [J Non-foods M Services
— Inflationtarget — Inflation target band

Source: NBR

CPI, the Inflation Target, and the NBR Policy Rate
9%
8%
7%
6%
5%
4%
3%
2%

| 2009 | 2010
— CPl — Annualinflationtarget [0 +1p.p target band
NBR policy rate

Source: NBR

Money Supply and Non-government Credit, % yoy

14% 10%|

10.5% /\__ 5%
- -~ 0%
//

3.5% H H H -5%]
0% . . . . . . . -10%]
I 2000 | 2010 \

O Intermediate money (M2), left scale
— Non-government credit, right scale

Source: NBR
Monthly Foreign Trade Balance
40% 1
20% 0.5
i 0]
_400l° T T T T T T T =
\ 2009 | 2010 \
O Balance, EUR bn (right scale)
— Exports, % yoy (left scale)
Imports, % yoy (left scale)
Source: NBR

Bucharest Office, Romania

12Bis, Dr. Draghiescu St., Sect. 5,

Bucharest, 050579

Tel: +40 (21) 410-1000 Fax: +40 (21) 410-2222
E-mail: bucharest.office@sigmableyzer.com

FOUNDATION



( BLEYZER
®/ FOUNDATION

Romania & THE
SigmaBleyzer
@ J y Macroeconomic Situationé

November2010

1 1 1 1 1 _ | Current account components
ports will be tightly connected to the economic recovery in Europe. Meanwhile, Roma monthly flows EUR billion

nia's imports were led by higher purchases of fuels (up by 27% yoy), industrial raw mate- [0.8
rials (up by 16% yoy) and transport equipment and vehicles (up by 25% yoy). More im-
portantly, imports were kept on the deceleration trend since July, when austerity mea-
sures were implemented. As a result, the substantial reduction in the monthly growth
rate (from 29.4% yoy in June to 14.6% yoy in September) caused narrowing of the mer- -
chandise trade gap by 33% yoy during the third quarter.

In September, exports of goods posted the highest growth this year. In fact, exports total- 44— o= 5o
ing EUR 3.5 billion accelerated to 34.6% yoy from 26% yoy a month ago. Meanwhile, | [ Tradeingoodsbalance [ Trade inservices balance
imports slightly accelerated to 14.6% yoy from 14% yoy in the previous month and | O 'Cnucr?fe":tsagiloa;:lebalance = CFBflre"“ransferS balance

stood at EUR 4 billion. Due to sound export performance, the merchandise trade deficit
narrowed by almost half and reached EUR 0.5 billion.

Source: NBR, INNSE

During the first nine months of the year, growth of the current account deficit substantially decelerated. In fact, the current account
gap widened by 21% yoy to EUR 4.2 billion compared to 50% yoy expansion during January-August. This improvement was due
to faster contraction of merchandise trade and some deceleration in current transfers (down by 29% yoy compared to a 39% yoy de-
cline in January-August). At the same time, FDI inflows totaling EUR 2.1 billion covered half of the current account deficit, even af-
ter falling by 39% yoy.

In October, Romania's international reserves marginally decreased by 1% mom and settled at EUR 35.5 billion. This reduction was
explained by higher currency outflows (EUR 0.5 billion) than inflows (EUR 0.2 billion).

Other Developments Affecting the Investment Climate

On November 1%, a joint mission of the IMF, World Bank and European Commission reviewed the current state of the Balance of
Payments assistance program. The head of the IMF mission acknowledged that Romania met all the requirements except the ceiling
on general government arrears. But authorities promised to repay arrears for the remainder of the program. Since the agreement at
the staff level was achieved, Romania can receive the 7th tranche totaling EUR 0.9, pending Board approval in January. Another
key points required by joint mission of the IMF and European Commission are the following. Romanian government has to adopt a
budget for 2011, in line with the deficit target of 4.4% of the GDP, adopt the unified public sector wage law and revise the pension
law. In addition, the European Commission indicated that the 4" tranche (EUR 1.2 billion) will be disbursed if the government also
cooperates with Parliament in specific areas such as protection of consumer rights and keeping stability of the financial system.

Conditions for doing business in Romania slightly worsened according to the recent Doing Business ranking prepared by the World
Bank. Romania moved down by two spots to 56" among 183 countries. This drop was mostly caused by worse performance in such
categories as closing a business (down by 10 spots to 102) and paying taxes (down by 4 spots to 151). Meanwhile, several catego-
ries demonstrated better performance than a year ago. Among them there were dealing with construction permits (up by 9 spots to
84) and trading across borders (up by 1 spot to 47). In particular, the substantial improvement in getting construction permits was ex-
plained by enforcement of few regulations acts, which allowed for reducing fees and expediting the process.
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