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@ Ootp Research

The Central Bank caps repo size to support the leu

Macroeconomics: Industrial production down 0.4% MoM in June;
constructions output fell sharply by 9.9% MoM; CPl exceeded
expectations and stood at 3% YoY in July (Page 3-5)

Industrial production fell in June both on annual and monthly basis: -1.4% YoY (gross
data) and -0.4% MoM (seasonally adjusted data). The domestic sales index fell more
than the export sales in June in annual terms, gross data shows. The July economic
sentiment indicator (ESI) pointed to a further deterioration, after having declined
significantly in June as well. Inflation came at 3% YoY in July, higher than analysts’
expectations of 2.8% YoY. Construction dropped sharply in June to - 0.8% YoY from
previous 19.2% YoY in May and ESI declined further. In June, exports’ annual growth
rate slipped into the negative territory (-1.2% YoY) after two consecutive months of
relatively strong advance of 3-4% YoY. Net nominal wages increased by 5.4% YoY in
June. In the public administration sector, the promise increase was granted: +7.9%
YoY.

FX markets: liquidity squeeze boosts the leu (Page 6)

In order to stop further depreciation of the leu, the CB injected less liquidity at the
weekly repo (only 40% of the offered amount) which pushed up MM rates around 30 bp
and consequently triggered leu’s appreciation of 1.8% last week. Higher MM rates will
put higher pressure on treasuries’ yields increasing country’s debt burden. They will
also raise interest rates for loans and deposits as well: the former will limit lending and
the second stimulate saving, both measures depressing economic growth. Higher
deposit cost will put further pressure on banks’ profitability. This step taken by the NBR
is not in line with earlier widening of the accepted collateral for the repo. Given the
reasons described above, we believe the current liquidity squeeze is temporary and will
not extend untill the year end.

Government securities: yields jumped up to 35 bp (6M) last week
(Page 7-8)

Government securities yields jumped abruptly last week, especially at the short end of
the curve. The 12M T-bills yield was up by by 34 bp, the 3Y bond yields advanced 18
bp and the 10Y gained 13 bp. This was an immediate consequence of the jump in
money market rates. The CB decision to limit the size of liquidity injection basically
mopped out the effect of two base rate cuts (of 25 bp) as yields are higher by 35bp
(12M). Very simply put, the NBR will have to chose between the current high money
market rates which will keep the leu at current levels (everything else equal) and a
weaker leu (and consequenly slightly higher inflation). Probably the markets will
penalize faster a higher budget deficit than a slightly higher inflation rate, given that the
market alredy expects a higher inflation (3.5% YoY) than the one forecasted by NBR for
the end of the year (3.2% YaY).

MM: The Central Bank capped the repo size (Page 9)

Money market rates jumped significantly last week after the Central Bank limited the
weekly liquidity injection at the repo auction to only 6 bn RON, lower than that of the
previous week by 6.1 bn RON. The Central Bank published its inflation report and it
maintained the inflation forecast for both December 2012 and 2013: at 3.2% YoY and
3% YoY, respectively. The report emphasizes that keeping the fiscal targets and the
agreement with the international financial institutions is essential in order to downsize
the risks of the current inflation forecast and of the future economic growth. Unlike the
previous report in May, the base scenario for the euro zone is improved for 2012 and
2013 as well: the CB sees a faster positive evolution of the debt crisis and the marginal
appreciation of the euro versus the dollar in 2013, with positive consequences on the
leu as well. According to our interpretation, the base rate will stay flat in 2013.
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Macroeconomics: Industrial production down 0.4% MoM in June; constructions output fell
sharply by 9.9% MoM; CPI exceeded expectations and stood at 3% YoY in July

PERIOD INDICATOR FACT CONSENSUS PRIOR

06 Aug June Met wage growth rate | y-o-y, %) 54 49
08 Aug June Construction works index (y-o-y, %) -0.8 19.2
09 Aug June Exports (y-o-y, %) 1.1 3.9

June Imports (y-0-y.%) 0.4 19
09 Aug June Industrial trade turnover index (y-o-y, %) 1.5 7.3
09 Aug June Index value of new orders in manufacturing (y-o-y, %) 2.1 44
10 Aug June Wholesale services turnover index (y-o-y, %) 7.5 8,3
10 Aug June Households senvices turnover index (y-o-y, %) -3.0 -1.9
10 Aug July Consumer price index (y-o-y,%) 3.0 2.8 2.0
10 Aug June Industrial Production Index (y-o-y, %) 14 1.1
13 Aug June CA balance (EUR mn, ¥TD) -2.411 -1.920

Flash GDF growth rate { g-0-g, %, seasonally

14 Aug Q2 2012 adjusted) 0.5 0.2 0.1
Industrial production fell in June both on annual and Industrial production index ( 2005 =100)
monthly basis: -1.4% YoY (gross data) and -0.4% MoM 140 - — 140

(seasonally adjusted data). The annual rhythm is
explained by a decline in manufacturing production (-2.7%
YoY) while the energy production and the mining & 120 -
guarrying were up by 7.2% YoY and 5.2% YoY, respectively.
Although the sales index remained in the positive territory in
June (+1.5% YaoY), it declined significantly from the previous 100 s
7.3% YoY in May. The domestic sales index fell more
than the export sales in June in annual terms, gross
data shows. The new orders index which is a leading
indicator maintained positive +2.1%YoY in June down from
4.4 YoY in May. However, the capital goods new orders
fell by 6.4% YoY which announces a future downfall in
production of these goods whereas in the past two
months seasonally adjusted data already pointed to a Inflation (YoY, %)
decline. This means that firms decreased the pace of
capital investments, in line with weaker lending flows
and a deteriorated perception of future business
activity. The July economic sentiment indicator (ESI)
pointed to a further deterioration, after having declined
significantly in June as well. Lending flows proved weaker
at the European level in Q2 (negative flows), not only in
Romania and Romania’s main trading partner, Germany
gives signs of slowdown too.
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Inflation came at 3% YoY in July, higher than analysts’ CPl —Foodgoads --- Non-food goods —Services
expectations of 2.8% YoY. Food goods prices spiked to Source : NIS, OTP Research

1.2% YoY after a previous negative rate. Non-food goods

were up at 3.4% YoY, also advancing compared to June.

The services prices jumped as well 5.7% YoY in July, but
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they were down from 5.8% YoY in June. Core2 adjusted
inflation, which is being monitored by the Central Bank and
mentioned at each base rate decision, increased its pace
significantly to 2.3% YoY from previous 2.1% YoY and
deviated from CB’s forecast which was seeing it around the
2% YoY level. Risks to the current forecast come from
leu’s depreciation and the hike of agro food prices due
to draught.

Core inflation (YoY)
10 4
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Construction dropped sharply in June to - 0.8% YoY
from previous 19.2% YoY in May. On a monthly basis, the
decline was 9.9% MoM (seasonally adjusted data) and it
came after three months of consecutive growth. —CORE1 (CPI excluding administered prices)
Construction of residential buildings was down by 2.3% --- CORE2 (CORE1- volatile prices)

MoM (SA data) but most of the impact came from the | Source:NIS, OTP Research

slump in civil engineering: -11.4% MoM (SA). We
correlate the latter with the reduction in public capital | Constructions (2005 =100)
expenditure noticed in June. Construction is a major 205 4
driver of Q2 GDP growth. For July, the economic 185 -
sentiment points to a further decrease. 165 |
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In June, exports’ annual growth rate slipped into the

negative territory (-1.2% YoY) after two consecutive
months of relatively strong advance of 3-4% YoY.
Imports continued the decline started in March and fell
another 0.4% YoY in June. 71% of Romania’s exports are
intra EU. According to the latest poll operated by Reuters,
Q2 GDP growth in the euro zone is expected at -0.3% QoQ
and increasing in the following quarters: -0.1% QoQ in Q3
and +0.1% QoQ in Q4 2012. Overall growth rate estimated
for 2012 stands at -0.4% YoY and +0.6% YoY in 2013. Most
relevant for Romania is however GDP growth in Germany
and from this point of view, the Reuters poll sees a much
slower improvement in GDP growth rate: 0.2% QoQ in Q2 &
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Net nominal wages increased by 5.4% YoY in June. In \,\/\, 0
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Medium-term macroeconomic forecast

Real GDP 7.9% 6,3% 7.3% -6,6% -1,6% 2.5% 1,4% 2,8%"
Final consumption of households 12,9% 12,0% 9.0% -10,4% -0.4% 1.4% 2,3% 2,.9%
Households consumption expenditure 12, 7% 11,9% 9.0% -10,1% -0.4% 1,3%

Government consumption -11,5% 2.5% 6.2% 9.5% -10,0% -3.4% 0,7% 1,7%
Gross fixed capital formation 19.9% 30.3% 15.6% -28.1% -2.1% 6,3% 5,2% 6,2%
Exports 10.4% 7.6% 8.3% -6,4% 14.0% 9.9% 3,3% 8,4%
Imports 22 6% 27,3% 7,9% -20,5% 11,9% 10,6% 4,2% 8,8%
Consumer prices (avg.) 6,6% 4 8% 7.8% 5.6% 6.1% 5.8% 3.5% 3,0%
Budget Balance (GDP%, ESA 95) -2.2% -2,9% -5, 7% -9.0% -6,8% -5.2% -3,6% -3,3%
Public debt (GDP %) 12.4% 12.8% 13,4% 23,6% 31.0% 33,3% 35,3% 36,7%
CA balance (% GDP) -10.4% -13.4% -11,6% -4.2% -4 4% -4 2% A,4% 4,6%
CA balance {(bn EUR) -10.2 -16.8 -16.2 4.9 55 5.7 6,0 6,4

Unemployment 7.3% 6,4% 5.8% 6,9% 7,3% T.4% 6,8% 6,6%
MNominal wage growth 18.4% 21,8% 26.1% 4 8% 3.1% 6,5%* 4,5% 4,4%
Real wage growth 9.0% 14, 7% 16,5% -1,6% -3,7% 0,5%* 1,0% 1,4%
Key interest rate (avg.) 8.6% 7.5% 9.7% 9.1% 6.5% 6.2% 5,33% 5,25%
Key interest rate (e.o.p.} 8.6% 7.5% 10,3% 3,0% 6.3% 6,0% 5,25% 5,25%
EUR/RON (avg.) 352 334 3,68 424 42 424 4,44 4,60

EUR/RON (e.0.p.) 3.38 3.61 3,99 423 428 432 4,50 4,59

Source: Eurostat, OTP Research
Note: *under revision; ** forecast
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FX markets: liquidity squeeze boosts the leu Last data: 09.08.2012

The Central Bank’s Governor presented the inflation report last Monday and Value Weekly chg. (%) YID chg. (%)

commented that the current political events put pressure not only on the S Lot g
. USDRON 369 § -268 4 10,72
exchange rate, but on the futurfe t_)orrowmg cost of the counFr){ as well. In CHFRON 378 & A67 4 641
qrdgr.to stop further depreciation of the leu, the CB injected Igss RONJPY 470 & 311 o 847
liquidity at the weekly repo (only 40% of the offered amount) which o0\ 112 § 012 4 859
pushed up MM rates around 30 bp-40 bp and consequently triggered  450HUFRON 164 § -0,03 4 2003
leu’s appreciation of 1.8% last week. This move has the effects described  gonczK 018 § -066 4 748
below: RONRUB 012 4 0,21 + 1251
e the base rate is at 5.25% while the ON rate is at 5.7%; this means  RONRSD 004 § -108 § -397
that banks which would not normally go to the NBR for repo because = RONBGN 232 § 1AM % 533
they could borrow (many times cheaper) from the interbanking Source: Reuters
market have an incentive to go the repo auctions, thereby
diminishing the liquidity that would go to banks for which the only Major RON FX rates (03.01.2011=100)
option is the repo auction; 120 120
e there is a structural deficit of liquidity in the banking system which us I us
already took its toll on the MM rates; this would trigger a further 10 10
increase in deposit rates offered by banks, thereby stimulating 108 105
savings to the detriment of consumption, which is anyway weak; 100 1
e higher cost of deposits would put extra pressure on banks’ - \f -
profitability and therefore capital requirements " M J\,«M .
e another immediate effect would be felt on lending in local currency . W‘s} RN —usAow —CHRON |
which saw an advance in the past few months; furthermore, the end 201102 201204 201206 201208 2011, 10 2031, 1 2012.02 2012 04 012,06 012,08

. Sources: Reuters, OTP Research
result would be negative on the economy as well

e the higher MM rates prompt banks to ask for higher yields at the

Regional RON FX rates I. (03.01.2011=100)

Treasury’'s bonds auctions which increases the debt burden for the = .

country, especially in a period when Romania has a tight target of RSN TR Trumon

the budget deficit e W\Aw T
e the move is not in line with the many steps taken by Central Bank to i Mj %p W B -

enlarge the type of colalteral accepted for the repo operations. '

Given the reasons described above, we believe the current liquidity
squeeze is temporary and will not extend untill the year end.

85 85
2011.022011.04 2011.06 2011.08 2011.10 2011.12 2012.02 2012.04 2012.06 2012.08

Sources: Reuters, OTP Research
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Government securities: yields jumped up to 35 bp (6M) last
week

Government securities yields jumped abruptly last week, especially at
the short end of the curve. The 12M T-bills yield was up by by 34 bp,
the 3Y bond yields advanced 18 bp and the 10Y gained 13 bp. This was an
immediate consequence of the jump in money market rates. As the Central
Bank limited the amount of the liquidity injection, the volumes of bills
and bonds traded on the secondary market droped last week.

Up to last week, government securities with a maturity up to 3Y had yields
lower by 100 bp than the end of the last year. The CB decision to limit the
size of liquidity injection basically mopped out the effect of two base
rate cuts (of 25 bp) as yields are higher by 35bp (12M). The CB cut the
base rate three times this year which in turn was felt in the drop of
government securities yields during the first 4M of the year. If these high
yields maintain, there will be an impact on the budget deficit (accrual base)
given that in Q4 the Treasury will have to go on the markets for refinancing,
as the current buffer is decreasing. If the Treasury does not go at all on the
market for refinancing it will exhaust completely its existing buffer by the end
of this year, which is probably not the base scenario (especially since
redemptions in Q1 2013 are much higher than quarterly average in 2012).
Very simply put, the NBR will have to chose between the current high
money market rates which will keep the leu at current levels
(everything else equal) and a weaker leu (and consequenly slightly
higher inflation). Probably the markets will penalize faster a higher
budget deficit than a slightly higher inflation rate, given that the
market alredy expects a higher inflation (3.5% YoY) than the one
forecasted by NBR for the end of the year (3.2% YoY). Meanwhile, the
risks of exceeding the deficit target increased as GDP forecast is lower than
what was established for 2012: according to local media the IMF reduced the
GDP growth forecast from 1.5%YoY to slightly below 1% without modifying
the budget deficit target.

Yield curve over the past weeks (Central Bank fixing)

weekly changes
(Thursday to
Thursday, r.h.s)

- —2012.07.12.
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Sources: NBR, OTP Research
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Last data: 09.08.2012

Value (%) Weekly chg. (bp) YTD chg. (bp)
6M 557 4 35,0 § 68
12M 575 4 34,0 4 64
3y 632 4 18,0 § 82
5Y 647 4 14,5 $ 78
10Y 669 4 13,0 § 65

Value (bp) Weekly chg. (bp) YTD chg. (bp)

GERROM 3Y 635 4@ 21,6 4 -5
GERROM 5Y 617 4@ 19.8 $ 32
GERROM 10Y 542 ¢ 23,0 $ 9
3Y -5Y 15 3 -3,5 @ 4
5Y -10Y 22 4 -15 * 14
3Y-10Y 37 4 5,0 @ 18
FLY 3-5-10 6 @ 2,0 @ 9
CDS MID SPREADS

Value (bp) Weekly chg. (bp) YTD chg. (bp)
3Y EURO 310 4 -13.8 ¥ 62
5Y EURO 359 4 -15,2 4 43
Source: Reuters
Central bank benchmark fixing yields (%)

80 80

o~/

50 5,0
—6M  —I12M  —3Y —5Y —10Y7

4,5 45
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Sources: NBR, OTP Research
Slope of the yield curve (bp)
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RON denominated securities (avg. daily volume) traded
on the secondary market dropped again as repo size
diminished
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Sources: NBR, OTP Research
Note: the average for the current week does not include Friday;

EUR denominated securities (avg. daily volume) traded
on the secondary market declined last week
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Note: the average for the current week does not include Friday;
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12M auctions data
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12M interest rates
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Results of last week’s auction

Offered amount (RON mn)
total bids (RON mn)
accepted amount (RON mn)
average accepted yield (%)
coupon -

Auctions

There were two auctions last week. The Finance Ministry
rejected all bids at the second auction on Thursday for 2Y
bonds but it sold the entire planned amount (700 mn RON) in
12M T-bills on Monday. The average accepted yield stood at
5.66 higher by 13 bp compared to the previous tender for 11M
T-bills and by 37 bp compared to the previous tender for 12M
T-bills in June.

Sources: NBR, OTP Research

T —bills auction in August
"Auction | Settlement Maturity

Months Indicative target amount|
date (RON)

700.000.000
700.000.000
500.000.000

date

Source: Ministry of Finance, OTP Research

Bonds auctions in August

200.000.000

Sources: Ministry of Finance, OTP Research

The MinFin decreased the weight of bonds issue in

August

Jan12 Feb-12 Mar12 Apr-12 May-12 Jun-12  Jul-12  Aug-12

Planned targeted
amount (RON bn) 45 5,0 5,0 43 38 35 23 25
%ofbonds  33%  44%  54% 76% 80% 49% 69% 24%

" Source: Ministry of Finance, OTP Research
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MM: The Central Bank capped the repo size

Money market rates jumped significantly last week after the Central
Bank limited the weekly liquidity injection at the repo auction to only 6
bn RON, lower than that of the previous week by 6.1 bn RON. The CB
alloted only 40% of the offered amount, in order to cause leu’s
apprreciation. Given that currently the political turmoil has pushed the
leu down rapidly, the measure taken by the CB to lift it may last in the
coming weeks, but we do not foresee it to last until the end of the year
mainly because it would hit interest rates for both loans and deposits
and secondly because it would keep government securities yields high.

The Central Bank published its inflation report and it maintained the inflation
forecast for both December 2012 and 2013: at 3.2% YoY and 3% YoY,
respectively. The report emphasizes that keeping the fiscal targets and the
agreement with the international financial institutions is essential in order to
downsize the risks of the current inflation forecast and of the future economic
growth. Unlike the previous report in May, the base scenario for the euro
zone is improved for 2012 and 2013 as well: the CB sees a faster positive
evolution of the debt crisis and the marginal appreciation of the euro versus
the dollar in 2013, with positive consequences on the leu as well. According
to our interpretation, the trajectory of the base rate in 2013 is going to remain
flat at 5.25%.
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MID INTEREST RATES

Value (%) Weekly chg. (bp) YTD chg. (bp)

repo rate 525 > 3 -75
ROBOR ON 571 % 42 ° 118
ROBOR 3M 5,70 @ 31 3 -35
ROBOR 6M 5,81 @ 20 3 -72
ROBOR 9M 5,82 @ 20 3 -79
ROBOR 1Y 5,83 @ 17 3 -83
. RrPO_ |

Value marowy WIy chg. marowy YTD chg. (mnron)
repo amount 5.999.8 -6079,3 -711,2

INTERBANK DEPOSITS

Value mnrony Wly chg. marow) YTD chg. (mnrow)
outstanding 28216 2255 -1205,9

MID SWAP POINTS

Value (bp) Weekly chg. (bp) YTD chg. (bp)

USDRON 1W 37 @ 2 @ 13
USDRON 1M 165 @ 5 * 15
USDRON 3M 468 @ 68 + 222
EURRON 1W 47 * 1 * 6

EURRON 1M 195 4 5 * 50
EURRON 3M 627 @ 48 € 116

Value (bp) Weekly chg. (bp) YTD chg. (bp)

EURRON 1Y -60 > @ 95
EURRON 3Y -60 > * 95
EURRON 5Y -55 > * 95

Source: Reuters

Repo operations during 2012
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Disclaimer

OTP Bank Romania S.A. does not intend to present this document as an objective or independent explanation of the matters contained therein. This
document a) has not been prepared in accordance with legal requirements designed to promote the independence of investment research, and b) is not
subject to any prohibition on dealing ahead of the dissemination of investment research.

This communication does not contain a comprehensive analysis of the described issues. This report is issued for information purposes only and should
not be interpreted as a suggestion, an invitation or an offer to enter into any transaction, as an investment advice, and it does not constitute legal, tax or
accounting advice. Also it is not and should not be considered a recommendation for investment in financial instruments according to NSC Regulations
no. 32/2006 and 15/2006.

Information herein reflects current market practices. Additional information may be available on request. This document is intended only for the direct
and sole use of the selected customers of OTP Bank Romania S.A. Any form of reproduction or redistribution to any other person that the intended
recipients, including publication in whole or in part for any purpose, must not be made without the express written agreement of OTP Bank Romania
S.A.

Although the information in this document has been prepared in good faith from sources which OTP Bank Romania S.A. believes to be reliable, we do
not represent or warrant its accuracy and such information may be incomplete or condensed. The issuer of this report does not claim that the
information presented herein is perfectly accurate or complete. However it is based on sources available to the public and widely believed to be reliable.
Also the opinions and estimates presented herein reflect a professional subjective judgment at the original date of publication and are therefore subject
to change thereafter without notice. Furthermore there can be no guarantees that any market developments will unfold as forecasted. Opinions and
estimates constitute our judgment and are subject to change without notice.

OTP Bank Romania S.A. may have issued reports that are different or inconsistent with the information expressed within this report and is under no
obligation to update or keep current the information contained herein.

OTP Bank Romania S.A. may hold a position or act as market maker in the financial instrument of any issuer discussed herein or act as advisor or
lender to such issuer. This document is not intended to provide the basis for any evaluation of the financial instruments discussed herein. In particular,
information in this document regarding any issue of new financial instruments should be regarded as indicative, preliminary and for illustrative purposes
only, and evaluation of any such financial instruments should be made solely on the basis of information contained in the relevant offering circular and
pricing supplement when available. OTP Bank Romania S.A. does not act as a fiduciary for or an advisor to any prospective purchaser of the financial
instruments discussed herein and is not responsible for determining the legality or suitability of an investment in the financial instruments by any
prospective purchaser.

This report is not intended to influence in any way or to be considered a substitute to research and advice centred on the specific investment objectives
and constraints of the recipient (including tax concerns) therefore investors should obtain individual financial advice. Before purchasing or selling
financial instruments or engaging investment services, please examine the prospectuses, regulations, terms, agreements, notices, fee letters, and any
other relevant documents regarding financial instruments or investment services described herein in order to be capable of making a well-advised
investment decision. Please refer to your competent adviser for advice on the risks, fees, taxes, potential losses and any other relevant conditions
before you make your investment decision regarding financial instruments or investment services described herein. OTP Bank Romania S.A. in
compliance with the applicable law, assumes no responsibility, obligation, warranty or guarantee whatsoever for any direct or indirect damage (including
losses arising from investments), or for the costs or expenses, detrimental legal consequences or other sanctions (including punitive and consequential
damage) sustained by any natural or legal person as a result of the purchase or sale of financial instruments or engaging investment services described
herein, even if OTP Bank Romania S.A. was warned of the possibility of such occurrences.

Figures described herein refer to the past and past performance is not a reliable indicator of future results.

Investments in financial instruments carry a certain degree of risk (fluctuation of share prices, uncertainty of dividend, yields and / or profits, exchange
rate fluctuations, etc.). The capital invested is not guaranteed, investment gains, usually assumed proportionate to risk, and past performance of
financial instruments is not a guarantee for future performance.

Please note that the Internet is not a secure environment and OTP Bank Romania S.A. does not accept any liability for any loss caused by the result of
using this report in a form altered or delayed by the wilful or accidental interception, corruption or virus infection.

All rights reserved — OTP Bank Romania S.A. (registered seat: Street Buzesti, no. 66-68, 1st district Bucharest, Romania; company registration number:
01-10-041585; NBR registration no RB-PJR-40-028/1999, registered in the NSC Register under no. PJRO1INCR/400017 according to registration
certificate 188/28.09.2009; for further information please refer to: https://www.otpbank.ro/en).

This document has been provided to the recipients upon their prior request. Your abovementioned permission may be withdrawn by an e-mail
addressed to mihaela.neagu@otpbank.ro or a written mail addressed to OTP Bank Romania S.A , Buzesti Street, no. 66-68, 1st district, Bucharest,
Romania. Please refer to your name and e-mail address in both cases.
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