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Strong macro data

Macroeconomics: Strong retail and industrial sales in February
(Page 3-5)

All signs point to increased optimism consumption-wise. Retail trade started Q1 strongly
and we witnessed a 5.4% monthly average hike during the first 2M compared to Q4
2013. According to the economic sentiment indicator (ESI), retail trade confidence is
getting even stronger in March. Gross wages added 4.8% YoY in February and most
importantly, real wages grew by 3.6% YoY. This gives more traction to consumption
recovery. The unemployment rate fell to 7.2% in February from 7.3%. Industrial sales
and new orders showed a healthy progress in February, posting a hike of 11.5% YoY
and 20.4% YoY, respectively. Therefore, our base scenario in which the industry is
going to be main supporter to GDP growth this year, just like in 2013, has good
grounds. The industrial production sentiment is improving in March as well. Building
permits rose by 2.7% YoY in February, reinforcing the recent uptrend.

FX market: Calm trading (Page 6 - 7)

The leu trades in a very narrow range and stood around 4.46 level in the past week.
Investors waited for the ECB decision and US non-farm payrolls data last week which
kept risk on movements at bay. The US jobs data was in line with expectations so this
keeps the assumptions about tapering intact so far, which means depreciation
pressures from foreigners exiting the fixed income market are to be considered. On the
other hand, the revised GDP figures for Q4 2013 showed better underlying dynamics
and the headline figure was marginally revised up, to 5.4% from 5.2% YoY. If we add to
this the already witnessed CA shrinking and higher FDI, the macro picture makes the
case for a relatively strong leu. However, the short term risks (political, external) are
significant enough to not be ignored. The technical picture shows the EUR/RON is not
in the oversold territory anymore.

Fixed income markets: Inflation at a minimum (Page 8 - 9)

At the moment, annual inflation is seen to be at a minimum and start rising in March and
untill the end of the year (the market consensus is at 1.2% YoY, implying a hike from
1.1% seen in February). Money market rates are also expected to witness an uptrend at
least in Q2 and Q3. Therefore, we expect some upside pressure on yields compared to
Q1. At the same time, we do not lose sight of NBR'’s forward guidance regarding the
MM rates, which should be just below the base rate of 3.5%, implying a limited upside
potential. Additionally, the rest of drivers come from other types of risks, such as
political and external risk and they too weigh on government debt prices in the short
term. The Treasury sold government debt at higher yields last week ( +6-10 bps) and
demand was good.

Money markets: After having stopped in September 2013, the

Central Bank restarted weekly repo auctions (Page 10-11)

Liquidity is unevenly distributed in the banking system, despite the overall surplus. To
address this issue, the Central Bank scheduled a weekly repo auction, which is part of
the bank’s open market operations tool but had been stopped in September 2013 given
the excess liquidity (banks could still opt for repo on bilateral basis). Money market
rates are significantly below the base rate, especially the 3M rate which is often used as
a benchmark for private RON lending. Despite the 3 percentage point reduction for
RON reserves ratio, some banks still witness liquidity shortage. This could be further
addressed later on this year, when conditions are more favorable to another reserve
ratio cut for RON liabilities. Meanwhile, at the latest review of the stand by agreement,
the IMF advised that the monetary policy should not be eased further. Additionally, the
perspective of fiscal slippage that could follow the new tax cuts measures to be
potentially applied from July 2014 are a further threat to more easing and could put
upward pressure on rates especially next year.
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Macroeconomics: Strong retail and industrial sales in February

PERIOD INDICATOR FACT CONSENSUS PRIOR
01 Apr March FXreseres (bn EUR) 31.3 31.7
01 Apr Feb ILO unemployment (seasonally adjusted, %) 7.2 7.3
02 Apr Feb Retail trade turnover index (y-o-y, %) 8.7 5.3
02 Apr Feb Producer Price Index (y-0-y, %) -1.2 -0.6
02 Apr Feb Net wage growth rate ( y-o0-y, %) 4.7 5.0
07 Apr Feb Industrial trade turnover index (y-o-y, %) 11.5 11.4
07 Apr Feb Index value of new orders in manufacturing (y-o-y, %)  20.4 8.8
09 Apr Feb Construction works index (y-o-y, %) -14.7 -14.3
09 Apr Feb Exports (y-0-y, %) 12.0 6.3
09 Apr Feb Imports (y-0-y,%) 14.0 4.6
10 Apr March Consumer price index (y-o-y,%) 1.2 1.1
10 Apr Feb Industrial Production Index (y-o-y, %) 10.1

Retail trade started Q1 strongly and we witnessed a 5.4% (Rse;‘;‘_'lnso"’::ﬁsogg?f’a%de?é7t°ﬁ’ri\\(/?n\;(gig‘3/§g‘¢)1'3% MoM
monthly average hike during the first 2M compared to Q4 '

2013. This shows household consumption is indeed getting A —sgflmm(wmmgwmge’
stronger, with consumer sentiment enlivened by the numerous w0l . ' ___tzzzl;frfd_e_(fnfin_o\iirlg_a_v«irfg_e,_
hikes of the minimum wage, by disinflation, relatively stable e Fo0d trade (3M moving average,
exchange rate and prospects of a change on the political stage

that started back in mid 2012 and will continue this year as well,

YoY)

20 A

with presidential elections (November). According to the Froe W AU AN || IS | TN \\ 7
economic sentiment indicator (ESI), retail trade confidence is

getting even stronger in March. On an annual basis, retail 0

sales mounted 8.7% YoY in February (5.3% YoY in January)

and were driven by all the main 3 categories and especially by A0 pomm oo Pt
non-food goods (+13.1% YoY), where income elasticity of
demand is likely higher than the rest.

20 b S

Industrial producer prices fell by 1.2% YoY, continuing a Source: IS

downtrend started three years ago. For the past 5M, they have

been in the negative territory, mostly due to the external  Industrial producer prices fell by 1.2% YoY in
component. Only this February, the domestic prices sank as well ;e;r:(lé?ry' both due to domestic and external
by 1% YoY. The falling prices underline the still fragile pick up in

economic growth. i I

e PP| e internal market PP| ess====external market PPI

Source: NIS
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Building permits rose by 2.7% YoY in February, reinforcing Residential building permit climbed 2.7% YoY in
the recent uptrend. The 6M moving average has been positive ~ February, confirming the recent uptrend
in the past 4M. Additionally, we see that the urban component

is improving, whereas in the past two years it has been 80% [ o2

consistently lagging behind the rural developments. 60% - 0.4

240% - 0.35

- 03

20% A - 0.25

Industrial sales and new orders showed a healthy progress o5 - - 0.2

in February, posting a hike of 11.5% YoY and 20.4% YoY, ’ i 815

respectively. Therefore, our base scenario in which the industry %% 7 L 005
is going to be main supporter to GDP growth this year, just -40% - 0

like in 2013, has good grounds. The industrial production
sentiment is improving in March as well, after the advance
of the previous month. residential building permits growth rate (YoY)

e \veight of urban residential building permits

6 per. Mov. Avg. (residential building permits growth rate (YoY))
Gross wages added 4.8% YoY in February and most

importantly, real wages grew by 3.6% YoY. This gives more  Source: NIS

traction to consumption recovery. Annual inflation is going to  'ndustrial orders and sales continued to be strong in
increase in H2 by around 200 -250 bps though, affecting the ~ Fepruary

real wages. We are looking forward to see the goods types to
which a new VAT cut will aply, which has been announced
recently by the finance minister.

50 -
40 -

30 A
The unemployment rate fell to 7.2% in February from 7.3% in
the previous two months. Again, all signs point to increased
optimism consumption-wise.
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Gross wages rose by 4.8% and real wages by 3.6% YoY
in February
30 T T D gross wage growth rate (3M moving avg.YoY, %) 30

@ inflation (3]M moving average,YoY, %)
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Macroeconomic forecast **

Nominal GDP (EUR mn) 124729 139765 118196 124328 131327 131747 142973 148085 157310
Real GDP 6.3% 7.3% -6.6% -1.1% 2.3% 0.6% 3.5% 2.3% 3.0%)
Households consumption expenditure 12.0% 9.0% -10.4% -0.2% 1.6% 1.1% 1.4% 2.1% 2.1%
Gowvernment consumption 2.5% 6.2% 9.5% -13.7% -3.0% 0.7% -4.1% -2.3% 10.0%
Gross fixed capital formation 30.3% 15.6% -28.1% -1.8% 7.7% 3.8% -5.7% 3.4% 6.9%
Exports 7.8% 8.3% -6.4% 13.2% 11.6% -1.5% 12.8% 6.6% 4.3%
Imports 27.3% 7.9% -20.5% 11.1% 10.5% -0.2% 2.3% 7.1% 4.8%
Consumer prices (avg.) 4.8% 7.8% 5.6% 6.1% 5.8% 3.3% 4.0% 2.5% 3.0%
Budget Balance (GDP%, ESA 95) * -2.9% -5.7% -9.0% -6.8% -5.6% -3.0% -2.9% -2.8% -2.5%
Public debt (GDP %) * 12.8% 13.4% 23.6% 30.5% 34.7% 37.9% 38.5% 39.1% 39.5%)
CA balance (% GDP) -13.4% -11.6% -4.2% -4.4% -4.5% -4.4% -1.1% -2.0% -2.0%
CA balance (bn EUR) -16.8 -16.2 -4.9 -5.5 -5.9 -5.8 -1.5 -3.0 -3.1
Unemployment 6.4% 5.8% 6.9% 7.3% 7.4% 7.0% 7.3% 7.0% 6.8%)
Nominal wage growth 21.8% 26.1% 4.8% 3.1% 4.1% 4.6% 5.0% 4.3% 5.0%
Real wage growth 14.7% 16.5% -1.5% -3.7% -1.9% 1.2% 1.0% 1.7% 1.9%
Key interest rate (avg.) 7.5% 9.7% 9.1% 6.5% 6.2% 5.3% 4.8% 3.5% 3.5%
Key interest rate (e.0.p.) 7.5% 10.3% 8.0% 6.3% 6.0% 5.3% 4.0% 3.5% 3.5%
EUR/RON (avg.) 3.34 3.68 4.24 4.21 4.24 4.46 4.41) 4.48 4.45]
EUR/RON (e.0.p.) 3.61 3.99 4.23 4.28 4.32 4.43 4.46 4.44 4.45

EUR/RON (end of period) 4.39 4.48 4.46 4.46 4.46 4.48 4.46 4.44 4.43]
Central Bank Rate ( %) 5.25 5.25 4.50 4.00 3.5 35 3.5 35 3.5
3-Month Robor (%) 5.35 4.45 3.65 2.58 2.97 3.33 33 3.21 3.31
Ten-Year Bond (%, mid yield, NBR fixing) 5.64 5.45 5.16 5.28 5.27 5.47 5.43 5.33 5.44

Source: Eurostat, NIS, NBR, OTP Research

Note: * 2013 budget balance and public debt to GDP data are forecasts

** under revision
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FX markets: Calm trading Date: 04.04.2014
The leu traded in a very narrow range and stood around 4.46 level in Value Weekly chg. (%) YTD chg. (%)
the past week. Investors waited for the ECB decision and US non-farm EURRON 4.46 ¥  -0.07 032
payrolls data last week which kept risk on movements at bay. The US jobs USDRON 325 4 030 4 34
data was in line with expectations so this keeps the assumptions CHFRON 365 § 029 4 088
about tapering intact so far, which means depreciation pressures from ~ RONPY 315 & 013 ek
foreigners exiting the fixed income market are to be considered. RONPLN U s 2 SOl
100HUFRON 1.45 4  0.85 4 462
On the qther hand, _the revised GDP_figu_res for Q4 201_3 showec_i better igﬁiﬁ; g:(l)g : 2:22 i _'1'52.24%
underlying dynamics and the headline figure was margmally rewseq up, RONRSD 004 § 075 § 243
to 5.4% from 5.2% YoY. The change that we are most impressed with is RONBGN 228 §  0.04 4 032

the rhythm of fixed capital formation revised at -2.6% YoY compared to the Source: Reuters

steeper fall of 10.8% YoY. This shows an improved aggregate demand and

calls for an upward revision of 2014 estimation of GDP growth. If we add to Major RON FX rates (03.01.2011=100)
this the already witnessed CA shrinking and higher FDI, the macro picture
makes the case for a relatively strong leu. However, the short term
risks (political, external) are significant enough to not be ignored.

120
115 A
110 +

Also, we see risks to the fiscal consolidation in 2014 given that the 197

government plans to cut several taxes, among which the most important
is the 5 percentage points decrease in social contributions. The finance
minister says that the government remains committed to deficit reductions
but the cited measures are not convincing enough: one is improvement of 85

100 -

95 A
90

tax collection which has a bad track record. Another one is reduction of % § g § § § § § § % § § §
other types of expenditures, but so far the most powerful cuts regarded S RRRIR/II/RRIRRR
L. . . Sources: Reuters
public investments and a further reduction would contradict the other
electoral promises (included in the budget as well) on infrastructure works. Regional RON FX rates (03.01.2011=100)
110 T m- === = m == ——mm e ———— - - - 110
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Daily EUR/RON Chart
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Government securities: Inflation at a minimum

At the moment, annual inflation is seen to be at a minimum and start
rising in March and untill the end of the year (the market consensus is
at 1.2% YoY, implying a hike from 1.1% seen in February). Money market
rates are also expected to witness an uptrend at least in Q2 and Q3.
Therefore, we expect some upside pressure on yields compared to Q1. At
the same time, we do not lose sight of NBR’s forward quidance
regarding the MM rates, which should be just below the base rate of
3.5%, implying a limited upside potential. Additionally, the rest of
drivers come from other types of risks, such as political and external risk
and they too weigh on government debt prices in the short term.

The Treasury completed two sucessful auctions last week but yields
were marginally higher. It sold 12M T-bills at an average accepted yield
of 2.94%, higher by 6 bps than the one at the previous auction at the end
of March. Demand was good and bid to cover stood at 1.8X. The second
auction was for bonds with a residual maturity of 3Y and the average
acepted yield of 4.35% was 10bps higher than the one in early March.

Yield curve over the past weeks (Central Bank fixing)

% bp weekly changes
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RON GOVERNMENT SECURITIES

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

6M 260 4 6 4 15
12M 2.86 1 4 =
3Y 429 1 9 i 38
5Y 4.64 4+ 4 5 -2
10Y 529 4 2 i 2

Value (bp) Weekly chg. (bp) YTD chg. (bp)
GERROM 3Y 407 i 9 i 53
GERROM 5Y 402 + 4 i 30
GERROM 10Y 374 i 2 b 41
3Y -5Y 35 4 -5 4 40
5Y -10Y 66 4 -1 b 4
3Y-10Y 100 4 -6 4 36
FLY 3-5-10 31 4 4 i 43

CDS MID SPREADS

Value (bp) Weekly chg. (bp) YTD chg. (bp)
3Y EURO 99 4 -1 4 18
5Y EURO 153 & -1 5 17
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Auctions

T-bills auctions in March (in RON)
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Bonds auctions in March (in RON)
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MM: After having stopped in September 2013, the
Central Bank restarted weekly repo auctions

Liquidity is unevenly distributed in the banking system, despite the
overall surplus. To adress this issue, the Central Bank scheduled a
weekly repo auction, which is part of the bank’s open market
operations tools but had been stopped in September 2013 given the
large excess liquidity (banks could still opt for repo on bilateral basis) that
existed at the moment.

In March, the daily flows of deposits placed at the ON standing
facility with NBR grew to RON 2.5 bn/day compared to RON 0.8 bn
in February. Money market rates are significantly bellow the base rate,
especially the 3M rate which is often used as a benchmark for private
RON lending. In January, the CB has cut the reserve ratio for both LCY
and FX liabilities. Despite the 3 percentage point reduction for RON,
some banks still witness liquidity shortage. Thisc could be further

WEEKLY REPORT — ROMANIA

Date: 04.04.2014

MID INTEREST RATES

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

repo rate 3.50 =3 &+ -50
ROBOR ON 2.34 4 8 4 60
ROBOR 3M 2.93 4 -5 4 49
ROBOR 6M 3.30 4 -4 4 31
ROBOR 9M 3.33 4 -5 4 23
ROBOR 1Y 3.33 &+ -5 4 18
Value (mn ron) WIy chg. (mnron) YTD chg. (mn RON)
outstanding 4,195.4 -327.8 -443.8
Value (bp) Weekly chg. (bp) YTD chg. (bp)
USDRON 1W 15 4+ 2 4 8
USDRON 1M 58 4+ 1 4 25
USDRON 3M 191 4+ 18 4 75
EURRON 1W 12 &+ -5 4 1
EURRON 1M 84 4+ 16 4 41
EURRON 3M 288 4 60 4 87

MID EUR BASIS SWAPS
Value (bp) Weekly chg. (bp) YTD chg. (bp)

adressed later on this year, when conditions are more favorable to EURRON 1Y 80 = + 30
another reserve ratio cut for RON liabilities. Meanwhile, at the latest ~ EVRRONSY 70 = 0
. ) EURRON 5Y -70 = 4 40
review of the stand by agreement, the IMF advised that the monetary Sources: Reuters
policy should not be eased further. Additionally, the perspective of
fiscal slipagge that could follow the new tax cuts measures to be
potentially applied from July 2014 are a further threat to more easing Repo operations since 2012
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Interbank deposits and interest rate evolution
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The daily average deposits placed at the standing facility rose
3 times in March; ROBOR 3M was 3.1% in March, under surplus
liquidity conditions
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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 O TP Bank Romania SA

Although the information in this document has been prepared in good faith from sources which OTP Bank Romania SA 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 1 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 los s caused by the result of using this
report in a form altered or delayed by the willful or accidental interception, corruption or virus infection.

All rights reserved - OTP Bank Romania S.A. (registered seat: Street Buzesti, no. 66-68, 1 st 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.rolen).

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.neaqu@otpbank.ro or a written mail addressed to OTP Bank Romania S.A , Buzesti Street, no. 66-68, 1 st district, Bucharest, Romania. Please refer to

your name and e-mail address in both cases.
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