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The Central Bank lowers the base rate by 50 bp
and says there is more room for cuts

Macro: Retail sales continued to decline in June (-4.2% YoY); the
unemployment rate remains on uptrend (7.6% in June) (Page 3- 4)
Retail sales headed down in June (-4.1% YoY, gross), driven by lower fuels sales
(-9.7% YoY) but also by falling food sales (-3.8 % YoY). Overall, the Q2 dynamics are
weaker than Q1 and it is likely that households’ consumption fell for another quarter.
The retail trade sentiment indicator deteriorated further in July and ESI (the economic
sentiment indicator) moved lower, from 96.4 to 95.7, dragged down by industry and
retail trade expectations.The unemployment rate rose to 7.6% in June, the post crisis
high, a figure last seen in March 2010. The average duration of unemployment is 13
months (in 2012), according to our calculation. This is a lagging indicator and we expect
to see it improve this year, given the advance of the economy. Producer price index
rose to 2.8% YoY in June from 2.6% YoY in May. The main effect came from prices on
external markets, which dropped by 1.3% YoY compared to -1.8% YoY in May.

FX markets: Romania signed a 2Y precautionary deal with

the IMF, for 4bn EUR (Page 4)

The IMF agreed on 2Y stand by agreement for 4 bn EUR with Romania ( 2bn EUR
from the IMF and 2 bn EUR form the EU). The decision was neutral for the leu. Last
week, markets focused their attention to the Fed rate setting and monetary policy
guidance as well as to ECB’s monetary policy decisions. In both cases the main
message was pro easy monetary policy. These messages prompted a “risk on” move
and attention was focused especially on equities in Europe and the US. In this context,
the leu progressively lost to the euro this week and EUR/ RON even spiked above the
4.43 level on Friday. However, it fell back in the same day after the not so good non-
farm payrolls data came out later on on Friday. Looking forward, the higher than
expected base rate cut and the clear easing signals transmitted by the NBR are not in
favour of a stronger leu in the near horizon.

Government securities: Treasury plans to sell 1.9 bn RON in
government securities in August (Page 5)

After having fallen during the previous 4 weeks, the yield curve shifted up marginally
last week. Given this Monday’s rate decision, to cut the base rate by 50 bp, more than
the market consensus expectations of only 25 bp rate cut, we see the government
securities yields edging down as the yields did not price in the suplementary cut.The
Treasury announced that it will issue 1.9 bn RON in government debt in August. Most of
the planned amount is for bonds with a maturity of 3, 5 and 10 years. The Treasury has
lenghtened the average residual maturity of its portfolio (excluding eurobonds) from 1.7
years in December 2012 to 2.2 years in May 2013 (latest data from the MoF).

MM: New base rate is set at 4.5% (Page 6-7)

The Central Bank cut the base rate by 50 bp to 4.5% in a surprise move, whereas the
market anticipated a smaller pace, of only 25 bp. NBR emphasized that final
consumption is nearly flat and the real annual dynamics of loans is in the negative
territory and suggested that there is still room for further cuts. So far, the decline
witnessed by money market rates, since the beginning of the year was partially
incorporated in the private loans interest rates and NBR’s decisions intend also to
further support this trend. The improvement in the transmission mechanism is all the
more important as the First House program, which is among the few loan types still in
demand, will be granted only in RON.
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Macroeconomics: Retail sales continued to decline in June (-4.2% YoY); the unemployment
rate remains on uptrend (7.6% in June)

PERIOD INDICATOR FACT CONSENSUS PRIOR
29 Jul June Licenses for residential buildings (y-o-y, %) 92 =221
31 Jul June ILO unemployment (seasonally adjusted, %) 7.6 7,50
01 Aug July FX reserves (bn EUR) 334 323
02 Aug June Retail trade turnover index (y-o-y, %) 4.2 4.3
02 Aug June Producer Price Index (y-o-y, %) 28 26
05 Aug June Base rate decision (%) 45 475 5.0
06 Aug June Met wage growth rate { y-o-y, %) 53
07 Aug June Industrial trade turnover index (y-o-y, %) -1.6
07 Aug June Index value of new orders in manufacturing {y-o-y, %) 6,2
08 Aug June Construction works index (y-o-y, %) -8.9
09 Aug June Exports (y-o-y, %) 0.1
09 Aug June Imports (y-0-v,%) -10.5
09 Aug July Consumer price index (y-0-y,%) 54
Retail sales headed down in June (-4.2% YoY, gross), Retail sales continued to decline in June (-4.2% YoY)
driven by lower fuels sales (-9.7% YoY) but also by falling and overall annual dynamics was negative in Q2

food sales (-3.8 % YoY). In the month, the seasonally
adjusted data points to stagnation, although it was only
fuels’sales which advanced (+3.4 % MoM). Overall, the Q2
dynamics are weaker than Q1 and it is likely that
households’ consumption fell for another quarter. The retail
trade sentiment indicator deteriorated further in July and ESI
(the economic sentiment indicator) moved lower, from 96.4

to 95.7, dragged down by industry and retail trade 5555888888382 2383 Fasazzoan
expectations. 3333355333 58833335331)+¢ 2
w— gt trade (3M moving average, YOY|  e==Fuels rade (3M moving average, YoY)

The unemployment rate rose to 7.6% in June, the post crisis et it ——————
high, a figure last seen in March 2010. Based on the Source: NIS, OTP Research
seasonally adjusted data, the number of the unemployed The unemployment rate continued to grow in June to
rose by 9.7% during the first 6M of 2013. The average 7.6%, the highest post crisis level and similar to March
duration of unemployment is 13 months (in 2012), according 2010
to our calculation. The latest detailed data (March 2013) o o
shows the main increase of the unemployment rate is 1 12
among the young (< 25 years old): 23.1% in March from 1 1
22.1% in December 2012. This is a lagging indicator and we 10 10
expect to see it improve this year, given the advance of the 5 s
economy. i i
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Producer price index rose to 2.8% YoY in June from 2.6%
YoY in May. The main effect came from prices on external
markets, which dropped by 1.3% YoY compared to -1.8%
YoY in May. One the domestic market, producer prices
moved up by 4.9% YoY compared to 5% YoY in May.

Real GDP

Households consumption expenditure
Government consumption

Gross fixed capital formation
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Imports

Consumer prices (avg.)

Budget Balance (GDP%. ESA 95)
Public debt (GDP %)
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Unemployment
MNominal wage growth
Real wage growth

Key interest rate (avg.)
Key interest rate (e.o.p.)
EUR/RON (avg.)
EUR/RON (e.0.p.)

Producer Prices rose by 2.8% YoY in June, more than in

May; external market prices saw a turnaround
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Medium-term macroeconomic forecast *

6.3%
12,0%
2.5%
30.3%
7.8%
27.3%

4.8%

-2.9%
12.8%

-13.4%
-16.8

6.4%
21.8%
14, 7%

7.5%
7.5%
3.34
3.61

7.3%
9,0%
6.2%
15.6%
8,3%
7.9%

7.8%

5.7%
13.4%

-11.6%
-16,2

58%
26,1%
16.5%

9.7%
10.3%
3,68
3,99

-6.6%
-10.4%
9.5%
-28.1%
-6.4%
-20.5%

5.6%

-9.0%
23,6%

4.2%
49
6.9%
4,8%
1.5%

9.1%
8.0%
4.24
4,23

-1.1% 2.2% 0.7% 1,5% 2,6%
-0.2% 1.2% 1,0% 1,6% 2,5%
-13.7% -0.3% 2.4% 2,2% 1,5%
-1.8% 7.3% 4.9% 0,9% 6,6%
13.2% 10,3% -3.0% 0,4% 3.2%
11,1% 10,0% -0.9% 0,3% 3.2%
6.1% 5.8% 3,3% 4,9% 3.2%
-6.8% -5.6% -2.9% -2,8% -2,5%
30.5% 34.7% 37.8% 38,T% 38,8%
-4.4% -4.5% 4.0% -3,5% -4,0%
-5.5 -5.9 5.3 49 6,1
7.3% 7A4% 7.1% 6,9% 6,9%
3.1% 4.1% 4.6% 5,0% 6,2%
-3.7% -1.9% 1.2% 0.1% 2,9%
6.5% 6.2% 5,33% 5,13% 4,50%
6,3% 6.0% 5.25% 4,75% 4,50%
421 4.24 4.46 4,44 4,38
4,28 4,32 4,43 4.1 4,34

Source: Eurostat, NBR, OTP Research
Note: * under revision
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FX markets: Romania signed a 2Y precautionary deal with
the IMF, for 4bn EUR

Last week, markets focused their attention to the Fed rate setting and
monetary policy guidance as well as to ECB’s monetary policy
decisions. In both cases the main message was pro easy monetary
policy. The Fed did not talk about tapering and promised to continue the
asset buying program. In turn, the ECB guidance was that interest rates
would be maintained low for a long period to come, or even decreased,
depending on the state of the economy. Mario Draghi commented that the
euro-zone reached the trough of the recession. These messages
prompted a “risk on” move and attention was focused especially on
equities in Europe and the US. In this context, the leu progressively lost
to the euro this week and EUR/ RON even spiked above the 4.43 level on
Friday. However, it fell back in the same day after the not so good non-
farm payrolls data came out later on on Friday. Also, the decreasing money
market rates and lack of any auction for the government bonds lowered the
opportunity for leu’s appreciation last week. Looking forward, the higher
than expected base rate cut and the clear easing signals transmitted
by the NBR are not in favour of a stronger leu in the near horizon.

The IMF agreed on 2Y stand by agreement for 4 bn EUR with Romania
( 2bn EUR from the IMF and 2 bn EUR form the EU) and upped the GDP
growth scenario for this year to 2% and 2.25% for 2014. The decision
needs to be approved by the IMF board in the autumn. The Fund expects a
2.3% cash deficit and 2.4% ESA budget deficit in 2013. Also, the structural
deficit is set to be reduced by maximum 1% in 2015.

The leu is looking at a period of further base rate cuts
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Last data: 2.08.2013

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

EURRON 442 ¢ 0,73 $ -056
USDRON 333 ¢ 0.74 $ 113
CHFRON 359 4 0,76 ¢ 247
RONJPY 336 4 0,03 $ 1333
RONPLN 104 ¢ 0.71 4 4N
100HUFRON 148 ¢ 0.30 $ 285
RONCZK 017 ¢ 1.01 4 345
RONRUB 010 ¢ 0,60 $ 800
RONRSD 0.04 ¢ 0,99 $ 1N
RONBGN 226 4 077 $ 048

Source: Reuters
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Government securities: Treasury plans to sell 1.9 bn RON in
government securities in August

Last data: 2.08.2013
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Value (%) Weekly chg. (bp) YTD chg. (bp)

After having fallen during the previous 4 weeks, the yield curve shifted up & A2 ¢ 1 $ 1%
marginally last week. Given this Monday’s rate decision, to cut the base rate  12M 432 49 2 & 185
by 50 bp, more than the market consensus expectations of only 25 bp rate ¥ 464 ¢ I 4 48
cut, we see the government securities yields edging down as the yields i;v ;: : i : :;‘;
did not price in the suplementary cut.
Value (bp) Weekly chg. (bp) YTD chg. (bp)
The Treasury announced that it will issue 1.9 bn RON in government GERROM 3Y 438 9 3 § 70
debt in August, whereas redemptions in RON stay at 700 mn RON. Most of Gemxf:\( ‘;23 ® i $ :;”
the planned amount (1.6 bn RON) is for bonds with a maturity of 3, 5 and 10 37 .£Y 10 : 4 : 3 .
years. The Treasury has lenghtened the average residual maturity of its sy 1oy 7 ¢ 2 ¢ 19
portfolio (excluding eurobonds) from 1.7 years in December 2012 to 2.2  3v-10y a7 ¢ 1 e 25
years in May 2013 (latest data from the Ministry of Finance). FLY 3-5-10 27 ¢ 4 12
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MM: New base rate is set at 4.5%

Last week, 4 banks took 838 mn RON from the NBR at the weekly repo
auction, roughly 1 bn RON lower than the previous week. Money market
rates eased during the week. Banks needed less liquidity as during 24-25"
July there were 3.8 bn RON of government securities which came to
maturity. After today’s decision taken by the Central Bank, we expect
money market rates to ease further.

The Central Bank cut the base rate by 50 bp to 4.5% in a surprise move,
whereas the market anticipated a smaller pace, of only 25 bp. In its latest
inflation report the NBR projected a significant decline of inflation up to 3.2%
YoY in December incorporating a favourable base effect from food prices.
However, the forecast did not include the lower VAT for bread: 9% instead of
the current 24% as of 1% September: If this is transmitted to consumer
prices, it will have a positive effect on inflation given the 6% weight in the
consumption basket. A new inflation report will be issued on 7" August. In its
press release, NBR emphasized that final consumption is nearly flat and
the real annual dynamics of loans is in the negative territory and
suggested that there is still room for further cuts.

So far, the decline witnessed by money market rates, since the
beginning of the year was partially incorporated in the private loans
interest rates and NBR’s decisions intend also to further support this
trend: the average loan rate for new household loans in RON dropped from
its yearly high of 12.64% in February to 11.64% in June. The improvement in
the transmission mechanism is all the more important as the First House
program, which is among the few loan types still in demand, will be granted
only in RON.

The Central Bank injected 838 mn RON at last week’s repo

jas %6,5
[ fqudiny g
540 1 ap e "Q‘
= \ /‘ "~'\“<-‘ 6
35 A o~ S \
'Q £ N ."_ ™
\ ! e \
30 ., ] L} 55
b N —— N\ - \
\ h St ‘_‘
25 1—X H =y
“n l‘ ‘. 5
20 A\ ! [}
\ i | ki
15 AR L AT as
'l \\',' h Y l‘
10 “\ :J
\ 4
> il :
B
0 1|l|'||l|| I l.h IR | | ?v 35
SEfEEEEEffEEEsEfEEEEEEifi:
5888338585888 5445888338855
2403888288 888308332gRArsgInnsg
M Bid amount {left axis) s Alotted amount (left axis) === ROBOR 3M (right axis)

Sources: NBR, OTP Research

Last data: 2.08.2013

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

repo rate 500 4 25
ROBOR ON 382 4 49 4 25
ROBOR 3M 445 4 & 4 158
ROBOR &M 47 i3 -2 3 A57
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repo amount 1425 -14826 - 38528
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Most important MM instruments’ evolution
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The avg. interest rate for new households’ deposits was  The avg. households new loans interest rate was 11.64%
4.9% in June, down 69 bp since the year’s peak (Jan) in June 2013, down 100 bp since the year’s peak ( Feb)
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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; 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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