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Emerging market assets find support in the US
debt deal

FX markets: The temporary resolution in US gives relief to
emerging market assets (Page 3)

The leu and its peers showed little volatility last week, as markets maintained
confidence that the US politicians would come to an agreement and will raise the debt
ceiling, providing a temporary solution for a recurrent problem in the US. After 16 days
of government shutdown a deal was reached that gives relief untill 7th February on the
US borrowing limit. The relief extends to European emerging market currencies as well
because tapering is seen now to be postponed further into 2014. However, even without
this risk factor that could have rushed outflows from the bond markets, there are still
other conditions that threaten the leu in the coming quarters: the easing of the
monetary policy or political uncertainty that surrounds presidential elections. In the short
term, we do not see strong influencers to drive the rate away from current levels.

Government securities: The yield curve edged down 7 -24 bps in a
week (Page 4 - 5)

The strong disinflation process which continued in September together with the good
liquidity conditions on the money market explain the downward shift withessed by the
yield curve last week. Additionally, the international context proved supportive as well
and the 5Y CDS (euro contracts) edged down 8 bps on a weekly basis. Also, the new
issues regarding the US debt ceiling and the government shutdown have pushed the
expected date for tapering further in the future, which eliminates for the moment one of
the risks weighing on European emerging markets assets. In fact, current account data
for August revelead that tapering discussion maetrialized in a net ouflow of portfolio
investments from Romania and it is safe to assume they regard bonds mostly since
those were major portfolio inflows this year.The latest auctions held by the Treasury
were succesful and yields edged down, while demand for Romanian government debt
was healthy. Last week, the Ministry of Finance sold the plan 1 RON bn in bonds with
2Y residual maturity at an average accepted vyield of 3.48%, in line with markets’
expectations. On the secondary market, the yield curve shifted down some 7- 24 bps,
especially the front topping the decline in yield.

MM: Strong disinflation supports the rate cut cycle (Page 6)

Headline and Core2 adjusted inflation in September were significantly below the
forecast made by NBR, but the Central Bank had initially warned about this risk, given
that they did not incorporate the effect of the VAT decline for bread. However, even
without the VAT effect, the headline inflation would have been lower than NBR’s
expectations of 3% for September. This gives more ammunition to NBR to move further
with the rate cut cycle. Interest rates for new loans reflect to a much lesser extent the
ease of the money market rates and improved liquidity conditions that took place this
year. Even if funding in local currency has become cheaper, the non-performing loans
ratio is high at 21% (August) and continued to rise this year (by 2.76 percentage
points), pointing to the fact that the cost of risk is still biting into banks’ revenues and
imposes a slower rhythm of reduction in loan interest rates in local currency.
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FX markets: The temporary resolution in US gives relief to

emerging market assets Last data: 17.10.2013 ——
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Government securities: The yield curve edged down
7 -24 bps

The strong disinflation process which continued in September
together with the good liquidity conditions on the money market
explain the downward shift witnessed by the yield curve last week.
Additionally, the international context proved supportive as well and the 5Y
CDS (euro contracts) edged down 8 bps on a weekly basis. Also, the new
issues regarding the US debt ceiling and the government shutdown have
pushed the expected date for tapering further in the future, which
eliminates for the moment one of the risks weighing on European
emerging markets assets. In fact, current account data for August revelead
that tapering discussion materialized in a net ouflow of portfolio
investments from Romania and it is safe to assume they regard bonds
mostly since those were major portfolio inflows this year.

The latest auctions hold by the Treasury were succesful and yields
edged down, while demand for Romanian government debt was healthy.
Last week, the Ministry of Finance sold the plan 1 RON bn in bonds with
2Y residual maturity at an average accepted yield of 3.48%, in line with
markets’ expectations. On the secondary market, the yield curve shifted
down some 7- 24 bps, especially the front topping the decline in yield. The
Treasury sold RON 4.2 bn so far this month in local LCY debt after having
sold more than planned at one auction. The initial sales target for this
month was RON 4.7 bn.

Last week’s auction results (RON denominated)
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2Y Auctions data 2Y Interest rate (RON)
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T - bills auctions in October (in RON)

R01314QTNODQ 07.1.20_13 09.1052013 700000000
RO1314CTNOE7 |21.10.2013| 23.10.2013 500.000.000
Sources: Ministry of Finance, OTP Research

Bond auctions in October (in RON)

Note:* Supplementary sessions of competitive offers
Bond auctions in October (in euro)
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Sources: Ministry of Finance, OTP Research




@ otp research

MM: Strong disinflation supports the rate cut cycle
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Last data: 17.10.2013

MID INTEREST RATES

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

Headline and Core2 adjusted inflation in September were significantly
below the forecast made by NBR, but the Central Bank had initially
warned about this risk, given that they did not incorporate the effect of the
VAT decline for bread. However, even without the VAT effect, the headline
inflation would have been lower than NBR’s expectations of 3% for

September. This gives more ammunition to NBR to move further with

the rate cut cycle.

Looking at the last available data, the average interest rate on new loans
dropped between June and August by 60 bps while the base rate was cut by
75 bps in this interval. However, interest rates for new loans reflect to a
much lesser extent the ease of the money market rates and improved
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Macroeconomics

PERIOD INDICATOR FACT CONSENSUS PRIOR
14-18 October no data
23 Oct Sep Mon -governmental loans (y-o-y, %) -2.6
23 Oct Sep Mon -governmental deposits (y-o-y, %) a1
23 Oct Sep M3 aggregate (y-o-y, %) 43

Medium-term macroeconomic forecast

Real GDP 6,3% 7.3% -6,6% -1.1% 22% 0,7% 2,0% 2,2%
Households consumption expenditure 12.0% 9.0% -10,4% 0.2% 1.2% 1.0% 0,M% 2,3%
Government consumption 258% 6.2% 9.5% -13,7% -0.3% 24% 1,3% 1,4%
Gross fixed capital formation 30,3% 15.6% -28.1% -1.8% 7.3% 4.9% -2,3% 4,5%
Exports 7.8% 8,3% -6,4% 13,2% 10,3% -3.0% 54% 5,9%
Imports 27.3% 7.9% -20.5% 11,1% 10,0% -0,9% 1.4% 6,9%
Consumer prices (avg.) 4.8% 7.8% 5.6% 6.1% £.8% 3.3% 4,3% 2,9%
Budget Balance (GDP%, ESA 95) -2,9% -5.7% -9.0% -6,8% -5.6% -2.9% 2,9% -2,8%
Public debt (GDP %) 12.8% 13.4% 23.6% 30,5% 34.7% 37.8% 38,5% 39,1%
CA balance (% GDP) -13,4% -11,6% -4.2% -4 4% -4 5% -4 0% 0,6% 1,5%
CA balance (bn EUR) -16.8 -16,2 4.9 55 59 53 0,9 2,2

Unemployment 6.4% 5.6% 6,9% 7.3% 7.4% T1% 1.5% 1.5%
MNominal wage growth 21,8% 26,1% 4.8% 3.1% 4.1% 4,6% 5,0% 4,9%
Real wage growth 14.7% 16,5% -1,5% -3,7% -1,9% 1,2% 0,7% 1,9%
Key interest rate (avg.) T.5% 9.7% 9.1% 6.5% 6.2% 5.33% 4,50% 4,13%
Key interest rate (e.0.p.) T.5% 10,3% 8.0% 6.3% 6.0% 5.25% 4,25% 4,00%
EUR/RON (avg.) 334 3,68 424 421 424 446 4,42 4,46

EUR/RON (e.o.p.) 3,61 3,99 423 428 4,32 443 4,47 4,44

Source: Eurostat, NBR, OTP Research
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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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