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Romania: weaker growth without reforms      
After the peak in job creation in mid-2016, the Romanian economy expanded robustly on fiscal 
stimulus. Though some inertia remains, growth could be strangled by a lack of structural reforms   
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Note: Past performance is not necessarily 

 2020: glass half full or half empty?  

The economy is still running on borrowed time, supported by generous 

fiscal and wage policies. Fiscal consolidation is unavoidable after the 

elections, regardless of their outcome, and implies short-term cost in terms 

of GDP growth, although structural reforms (i.e. public sector digitalization, 

education, labor market, healthcare) could mitigate it in the medium term.    

After a tumultuous 2019, the political scene is warming up for another two 

rounds of elections in 2020: local in mid-2020 and general in late-2020. 

We expect the latter to break the political deadlock and bring more policy 

consistency, with four years then ahead without any elections in sight.  

Last year, the economy shrugged off the political noise and managed to 

expand at a robust pace of 4.1%, a mild slowdown from the year before. 

We expect the growth deceleration to continue into 2020 to 3.5%, as 

external demand is unlikely to quickly recover, while domestic labor 

resources are stretched. Consumers are in pretty good shape. Unless 

shaken by an external shock, confidence should remain high, as the tight 

labor market and social policies are likely to lead to a nearly double-digit 

rise in wages this year. For 2021, we forecast 2.0% growth, assuming 

fiscal adjustment of 1pp of GDP. Depending on the size and timing of the 

fiscal consolidation, we stand ready to revise it.   

For 2020, strong consumption remains the full half of the glass. The 

economy running out of resources – labor and capital – is the empty half. 

Labor is scarce due to migration, low labor force participation, and 

outdated education curricula. Public capital expenditure has been trimmed 

down in recent years, while private investments posted sluggish growth 

rates. The central bank is constrained by the divergent twin deficit story 

and subsequent RON weakening pressures. Higher RON interest rates vs. 

peers to fend off RON softening, given the relatively high FX pass-through, 

lead to higher cost of capital. We forecast a CPI of 3.4% by end-2020 and 

3.1% by end-2021, assuming a relatively stable real exchange rate. 

Regardless of the election outcome, we expect meaningful fiscal 

consolidation in 2021 due to three main constraints: (i) excessive deficit 

procedure (EDP); (ii) possible action from the rating agencies (S&P has a 

negative outlook since late-2019 and the government has 24 months to 

take action before the subsequent rating action); (iii) and relatively high 

government borrowing costs vs. countries with similar nominal GDP growth 

rates. Hence, the overdue fiscal correction (post-election) is likely to be 

gradual, assuming a benign global backdrop. Some frontloading could be 

optimal from the budget deficit/GDP growth trade-off perspective. 

Romanian politics is known for its unpredictability. A hung parliament is the 

main risk to our forecast scenario. Stay tuned for updates!     
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Macro monitor  
 

We keep our 2020 GDP growth unchanged at 3.5%   

Real GDP expanded by +1.5% q/q and +4.3% y/y in 4Q19, above our 

forecast (+0.4% q/q and +2.9% y/y) and the Bloomberg median of +3.2% 

y/y. Economic growth accelerated from +0.6% q/q and +3% y/y in the third 

quarter. Full-year growth stood at +4.1% in 2019.   

The GDP breakdown is due on March 10. We believe that heavy 

government spending at the end of 2019 was behind the upside surprise 

reading. In spite of the higher-than-expected carryover effect of the 4Q19 

figure into 2020, we keep our GDP growth forecast unchanged at +3.5% for 

2020, as the current trajectory of the economy is weaker than previously 

estimated. In 2021, Romania’s growth could decelerate further, to +2.0%, 

due to the likely adoption of corrective fiscal measures after elections.   

 

Persistent weakness in manufacturing 

Industrial production decreased by -3.6% in 2019, after +5.0% expansion in 

2018. Its main component, the manufacturing sector, contracted by -2.5% in 

2019 after posting a +5.5% increase the previous year. The level of 

manufacturing sector integration in European value chains suggests that 

weak external demand is the main driver of the slump in Romanian industry.  

In December, industrial production dropped by -0.1% m/m and -6.9% y/y, 

with manufacturing down by -4.7% y/y vs. -4.6% in November. On a 

quarterly basis, industrial production posted a -1.5% q/q drop, with 

manufacturing declining -1.1% q/q in the fourth quarter, from -3.2% and -

3.1%, respectively, in the previous quarter. This is too little evidence to call 

the bottom for the industry, as the overall trend remained weak. 

 

 

 

Deceleration in GDP growth set to continue  
(contributions to real GDP growth, ppt)  
 

Negative contribution of industry to growth  
(manufacturing and new orders, 12-month moving 
average, %) 

 
 

Source: NIS, BCR Research Source: NIS, BCR Research  
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The short-term outlook for local manufacturing remains negative, as new 

orders trended lower and manufacturing confidence softened in January 

after bouncing back in December. Romanian manufacturers cited lower 

order books and weaker production expectations in the next three months 

as reasons for the negative sentiment, which outweighed the reported drop 

in inventories.  

 

Solid retail sales  

Retail sales ended 2019 on a strong note, in line with earlier signs from 

brighter consumer confidence. The growth rate reached a nine-month high 

of 8.3% y/y in December (November: 6.4% y/y), boosted by sales of non-

food items and in particular electronics and furniture.  

Full-year growth for retail sales accelerated to +7.1% in 2019 from +5.6% in 

2018. In sequential terms, retail sales expanded by +2.6% q/q in the fourth 

quarter vs. 1.9% in 3Q19, likely supported by the 15% increase in pensions 

in September and in line with improving consumer confidence. We see retail 

sales as the top contributor to the current year’s economic growth, despite 

mild deceleration. 

 
Inflation to enter NBR’s target band in February  

The inflation rate fell to 3.6% y/y in January, from 4% y/y in December. 

Cheaper car fuel prices following the elimination of the additional excise 

duty and a statistical base effect stood behind this development. Adjusted 

CORE2 inflation (headline inflation minus administered prices, volatile 

prices, tobacco and alcohol), which is closely followed by the NBR, was 

marginally higher in January, at 3.8% y/y, from 3.7% y/y in December.  

We expect inflationary pressures to ease in 1H20 and inflation to remain 

within the NBR’s target band for most of the two-year policy horizon. Our 

year-end CPI forecast stands at 3.4% for 2020. This offers comfort to the 

NBR to keep the policy rate unchanged at 2.50% throughout 2020, given the 

relatively high interest rate differential vs. peers and ECB.  

Strong consumer morale propping up retail sales  
(retail sales and consumer confidence, 12-month 
moving average, %)   
 

High inflationary pressures from food products  
(contributions to y/y inflation rate, ppt)  

 
 

Source: NIS, EC, BCR Research Source: NIS, BCR Research  
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2020: NBR key rate on hold, one more cut in FX RRR  

The NBR cut the FX reserve requirement ratio (RRR) to 6% (-2ppt) and kept 

the policy rate unchanged at 2.50%. The reduction of FX RRR releases 

around EUR 600mn into the market, creating better conditions for the 

Ministry of Finance to issue EUR-denominated bonds in the local market. 

We do not expect any change in the RON RRR until there is evidence of 

meaningful fiscal consolidation that can allow the central bank to 

accommodate it by easing its policy stance. We see the monetary policy 

rate as unchanged at 2.50% and one more cut of 2ppt in FX RRR by the 

end of 2020.  

 

Current account deficit to narrow post-2020  

The current account deficit reached EUR -10.5bn in 2019 (-4.7% of 

estimated GDP), from EUR -9bn in 2018 (-4.4% of GDP). Romania’s 

external balance deteriorated at a slower pace in 2019 compared with the 

fast degradation over the previous three years.  

2021 should bring a gradual adjustment of the external imbalance, as we 

expect fiscal consolidation after the parliamentary elections, which are likely 

to weigh on household consumption. Weakening pressures on the leu 

should ease once the twin deficit problem is addressed, allowing the central 

bank to consider policy accommodation in 2021.   

 

 

 

 

 

 

Higher liquidity in local banking sector in January  
(banking sector liquidity position and 1W ROBOR, mid, 
%)   

Wider trade deficit for goods in 2019  
(selected BoP items, % of GDP) 

 

 
Source: NBR, BCR Research Source: NBR, NIS, BCR Research  
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Bond monitor  
 

Strong demand for RON bonds  

In February, the short end of the RON yield curve was supported by strong 

demand from domestic investors due to a large benchmark redemption of 

over RON 9bn at the end of the month. There were inflows into the long end 

from non-resident investors, as the market to some extent pricing in the 

snap-elections scenario pushed borrowing costs lower. As a result, yields 

dropped by 20-30bp on average across the curve. Primary market auctions 

were oversubscribed, enabling the MinFin to issue 40% more debt than 

initially planned.  

Supportive global liquidity conditions and attractive local yields led to a 

tightening in the spread between RON bonds and German bunds, with 10y 

maturity which compressed to 420bp in late-February from 470bp at the 

beginning of January. This is likely due to investors assessing higher 

chances for early elections, which could lead to a frontloading of a gradual 

fiscal consolidation process and remove some short-term fiscal 

uncertainties.   

Further supportive news was that local government bonds will be added to 

the Bloomberg Barclays Global Aggregate Index from September, which 

could bring USD 1.4bn in passive inflows as benchmark investors add 

exposure.  

We see the risks related to early elections as asymmetric. In the event of 

early elections, RON yields could decrease marginally, as this scenario is 

largely priced in. In the event of no snap elections, the correction in yields 

could be more ample. ROMGBs spread over POLGBs tightened by 26bp 

during February until the Constitutional Court decision on the president’s 

nomination for PM, after which the spread widened by 20bp.       

 
 

 
 

Bond yields gyrating on political news  
(spread between 10y ROMGBs and POLGBs)   

Lower bond yields across curve in February  
(RON yield curve, mid, %)  

  

Source: Bloomberg, BCR Research Source: NBR, BCR Research  
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Appendix – macroeconomic forecasts  
 

 

 
Source: NIS, NBR, Reuters, Ministry of Finance, BCR Research  
 
 

Real economy 

2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F

GDP (real change y/y, %) 2.0 2.1 3.5 3.4 3.9 4.8 7.1 4.4 4.1 3.5 2.0

GDP (RON bn) 559.2 593.7 635.5 668.6 712.6 765.1 857.9 952.4 1050.5 1138.2 1203.6

GDP per capita (EUR thou.) 6.5 6.6 7.2 7.5 8.1 8.6 9.6 10.5 11.4 12.2 12.8

Household consumption (real change y/y, %) 1.6 1.6 2.0 4.2 5.9 8.3 10.1 7.2 5.5 5.2 3.4

Gross fixed capital formation (real change y/y, %) 6.1 3.1 -5.6 3.3 7.5 -0.2 3.5 -1.2 18.0 3.6 0.0

Industrial production (real change y/y, %) 7.5 2.4 7.8 6.1 2.8 3.1 7.8 3.5 -2.3 -1.8 2.4

External sector

2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F

Exports of goods (FOB, EUR bn) 45.3 45.1 49.6 52.5 54.6 57.4 62.6 67.7 69.0 71.1 74.1

Imports of goods (CIF, EUR bn) 55.0 54.7 55.3 58.5 63.0 67.4 75.6 82.8 86.3 90.3 93.0

Trade balance goods, (FOB - CIF, % of GDP) -7.3 -7.2 -4.0 -4.0 -5.2 -5.9 -6.9 -7.4 -7.8 -8.1 -7.7

C/A balance - % of GDP -5.0 -4.8 -0.8 -0.2 -0.6 -1.4 -2.8 -4.4 -4.7 -4.9 -4.6

Prices 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020F 2021F

CPI (y/y, %) 3.1 5.0 1.6 0.8 -0.9 -0.5 3.3 3.3 4.0 3.4 3.1

CPI (average, %) 5.8 3.3 4.0 1.1 -0.6 -1.5 1.3 4.6 3.8 3.4 3.4

Labour market

2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F

Unemployment rate (%) 7.2 6.8 7.1 6.8 6.8 5.9 4.9 4.2 3.9 4.0 4.2

Net nominal wages (monthly, RON) 1475 1547 1622 1706 1848 2088 2384 2696 3099 3393 3611

Net wages (nominal change y/y, %) 4.8 4.9 4.8 5.2 8.3 13.0 14.2 13.1 14.9 9.5 6.4

Public sector

2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F

Budget deficit (Eurostat, % of GDP) -5.4 -3.7 -2.1 -1.2 -0.6 -2.6 -2.6 -2.9 -4.6 -3.8 -3.0

Public debt (Eurostat, % of GDP) 34.2 37.0 37.6 39.2 37.8 37.3 35.1 34.7 36.1 37.1 38.0

Interest rates 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020F 2021F

Monetary policy rate (eop, %) 6.00 5.25 4.00 2.75 1.75 1.75 1.75 2.50 2.50 2.50 2.00

ROBOR 3M (avg, %) 5.8 5.3 4.2 2.5 1.3 0.8 1.2 2.8 3.1 3.0 2.7

10y bond yields (avg, %) 7.4 6.7 5.3 4.6 3.5 3.3 3.9 4.7 4.5 4.3 4.0

FX rates

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020F 2021F

EUR/RON (eop) 4.32 4.43 4.48 4.48 4.52 4.54 4.66 4.66 4.78 4.87 4.97

USD/RON (eop) 3.34 3.36 3.26 3.69 4.15 4.30 3.89 4.07 4.26 4.23 4.32
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Head: Christian Skopek +43 (0)5 0100 84146 
 

Institutional Distribution CEE 
Jaromir Malak +43 (0)5 0100 84254 
Antun Buric +43 (0)5 0100 11387 
Ciprian Mitu +43 (0)5 0100 85612 
 

Institutional Distribution non CEE 
Margit Hraschek +43 (0)5 0100 84117 
Bernd Thaler +43 (0)5 0100 84119                                                                
Thomas Rakosi +43 (0)5 0100 84116 
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Disclaimer 
 
This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated 
subsidiaries "Erste Group") independently and objectively as other information pursuant to the Circular of the Austrian Financial 
Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act. 
This publication serves interested investors as additional source of information and provides general information, information 
about product features or macroeconomic information without emphasizing product selling marketing statements. This 
publication does not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct 
buying incentives were included in this publication, which is of information character. This publication does not constitute 
investment research pursuant to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing 
ahead of the dissemination of investment research. The information only serves as non-binding and additional information and is 
based on the level of knowledge of the person in charge of drawing up the information on the respective date of its preparation. 
The content of the publication can be changed at any time without notice. This publication does not constitute or form part of, 
and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither 
this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an inducement 
to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in this 
publication are based on publicly available sources which Erste Group considers as reliable, however, without verifying any such 
information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are 
accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its 
representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-
dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of 
entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or 
approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective 
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in 
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever 
arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects 
the current judgment of the author(s) on the date of publication of this document and do not necessarily reflect the opinions of 
Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this 
publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast 
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial 
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described 
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are 
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future 
performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may have a long or short 
position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other 
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed 
herein and may also perform or seek to perform investment services for those companies. Erste Group may act upon or use the 
information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the 
copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized 
recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations. 
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