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@ Ootp Research

Eyes on the budget

Macroeconomics: private lending down 4% YoY in June (Page 3- 4)
Banking statistics data for June did not bring any surprises. Private lending continued to
drop (-3.9% YoY), led by the corporate sector (-5%) which is repaying FX debt without
contracting new loans. Also, based on the maturity profile, not only the investment loans
are suffering, but the working capital loans are declining as well (-12.5% YoY). The
housing sector goes forward with investment decisions as the mortgage loans added
7% YoY. The mortgage RON component nearly tripled due to the FX restrictions but it
has still large room to increase: it represents only 14% of the stock. Consumer loans
continue to contract (-8.3% YoY).Private deposits added 5.9% YoY, with the corporate
sector leading the way (+9.4% YoY). RON deposits remain the favorite ones (+8.5%
YoY) due to the higher interest rates but the foreign currency deposits are also making
progress (+3% YOoY, in euro equivalent).

FX market: fiscal risks on the horizon (Page 5 - 6)

The EUR/RON pair fell back below 4.40 level, after news related to the inclusion of
another domestic ISIN in the JP-Morgan Index broke out. The depreciation of euro was
broader as leu’s peers benefited as well while the euro sank to its yearly low against the
dollar. The moment bears more importance due to a change in nuance of Janet Yellen
confessing to the US Congress: she stated that the FOMC could hike rates faster than
expected (currently in mid year 2015) provided the labour market outpaces Fed’s
expectations. As the market consensus will fully adopt this view, depreciation pressures
are likely to be felt. Aditionally, we continue to reiterate the risks associated with a lax
fiscal policy, especially in an electoral year. The dynamics of revenues and
expenditures keep deteriorating. In H1 2014, the cash budget deficit stood at 0.5%. The
12M rolling figures point to a budget deficit of 1.9% so far versus the planned 2.2%.
However, it does not take into account a significant change in taxes, such as the CAS.

Fixed income markets: new ISIN in JP Morgan Index (Page 7 - 8)

The vyield curve dropped lower last week, especially at the long end, where the 5Y and
10Y bond yields shed off 10 and 17 bps respectively. This move took place for maturity
horizons not perceived as completely exhausted considering the potential real yield
gains. The Treasury sold bonds at still declining yields by 22-25 bps. The market
reaction was boosted by the news that JP Morgan included a new domestic ISIN in its
emerging market bond index and it also included the Romanian securities in another
index GBI-EM Global Diversified Investment Grade Index. 70% of RON outstanding
government securities mature between 2014-2017 but in this maturity range, prices
have already reached their highs.

Money markets: summer ease (Page 9)

Liquidity conditions are at good levels and no pressure was felt last week, when
corporate quarterly payments were due. The high government debt redemptions of July
will help liguidity conditions in August as well, especially since the month has been
slower from the auctions point of view in the past few years. With inflation rate posing
little pressure in Romania and in the region as well, it is possible that the Central Bank
will take further steps to ease the monetary policy as money market rates are
persistently below the base rate. However the move should be carefully planned as the
last quarter promises to be eventful due to domestic and external factors as well.
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@ otp research

Macroeconomics: private lending down 4% YoY in June

PERIOD INDICATOR FACT CONSENSUS PRIOR
23 Jul June Non -governmental loans (y-o-y, %) -3.9 2.1
23 Jul June Non -governmental deposits (y-0-y, %) 5.9 6.6
23 Jul June M3 aggregate (y-o-y, %) 5.3 6.5
29 Jul June Bulding permits (y-o-y, %) 6.6
31 Jul June ILO unemployment (seasonally adjusted, %) 7.3

Private lending headed lower in June (-3.9% YoY)

Banking statistics data for June did not bring any surprises. led by the corporate component

Private lending continued to drop (-3.9% YoY), led by the

corporate sector (-5%) which is repaying FX debt without 24% |} - —private loans growthrate {Yo¥)- - -~ -~~~ [24%
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are declining as well (-12.5% YoY). The housing sector goes
forward with investment decisions as the mortgage loans added
7% YoY. The mortgage RON component nearly tripled due to the
FX restrictions but it has still large room to increase: it represents
only 14% of the stock. Consumer loans continue to contract (-8.3%
YoY).

Private deposits added 5.9% YoY, with the corporate sector
leading the way (+9.4% YoY). RON deposits remain the favorite
ones (+8.5% YoY) due to the higher interest rates but the foreign

currency deposits are also making progress (+3% YoY, in euro Source: NBR
equivalent). Consumer loans are still far from heading up
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Corporate deposits increase the fastest (+9.4%Y0Y) Due to higher interest rates, RON deposits are
preferred
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Macroeconomic forecast

Nominal GDP (EUR mn) 124,729 139,765 118,196 124,328 131,327 131,747 142,395 147,487 156,675
Real GDP 6.3% 7.3% -6.6% -1.1% 2.3% 0.6% 3.5% 3.0% 3.0%
Households consumption expenditure 12.0% 9.0% -10.4% -0.2% 1.6% 1.1% 1.3% 2.2% 2.9%
Government consumption 2.5% 6.2% 9.5% -13.7% -3.0% 0.7% -1.7% 2.9% 2.7%
Gross fixed capital formation 30.3% 15.6% -28.1% -1.8% 7.7% 3.8% -3.3% 2.2% 6.8%
Exports 7.8% 8.3% -6.4% 13.2% 11.6% -1.5% 13.5% 9.4% 6.6%
Imports 27.3% 7.9% -20.5% 11.1% 10.5% -0.2% 2.4% 8.3% 6.5%
Consumer prices (avg.) 4.8% 7.8% 5.6% 6.1% 5.8% 3.3% 4.0% 2.2% 2.9%
Budget Balance (GDP%, ESA 95) -2.9% -5.7% -9.0% -6.8% -5.5% -3.0% -2.3% -2.8% -2.5%
Public debt (GDP %) 12.8% 13.4% 23.6% 30.5% 34.7% 38.0% 38.4% 39.4% 39.8%
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 -2.9 -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% 4.6% 5.4%
Real wage growth 14.7% 16.5% -1.5% -3.7% -1.9% 1.2% 1.0% 2.4% 2.4%
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 4.39 4.41 4.44 4.43
Central Bank Rate ( %) 5.25 5.25 4.50 4.00 3.5 3.5 3.5 3.5 3.5
3-Month Robor (%) 5.35 4.45 3.65 2.58 2.97 2.42 3.02 3.21 3.31
Ten-Year Bond (%, mid yield, NBR fixing) 5.64 5.45 5.16 5.28 5.27 4.40 4.75 5.05 5.35

Source: Eurostat, NIS, NBR, OTP Research
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FX markets: fiscal risks on the horizon

The EUR/RON pair fell back below 4.40 level, after the news
related to the inclusion of another domestic ISIN in the JP-
Morgan Index. The depreciation of euro was broader as leu’s
peers benefited as well while the euro sank to its yearly low
against the dollar. The moment bears more importance due to a
change in nuance of Janet Yellen confessing to the US
Congress: she stated that the FOMC could hike rates faster
than expected (currently in mid year 2015) provided the labour
market outpaces Fed’s expectations. As the market consensus
will fully adopt this view, depreciation pressures are likely to
be felt.
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Date: 25.07.2014

FX BID

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

EURRON 439 & -1.44 4 117
USDRON 3.27 & -0.69 4 -2.83
CHFRON 3.61 & -1.39 4 -1.70
RONJPY 321 & AL 4 -17.21
RONPLN 1.06 4 -1.27 4 -2.56
100HUFRON 1.42 -1.07 4 -6.69
RONCZK 0.16 4 -1.60 4 972
RONRUB 0.09 4 -0.61 4 -1551
RONRSD 0.04 4 -1.64 4 470
RONBGN 2.25 & -1.39 4 -110

Source: Reuters
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Aditionally, we continue to reiterate the risks associated with a
lax fiscal policy, especially in an electoral year. The dynamics
of revenues and expenditures keep deteriorating (please see
table below). In H1 2014, the cash budget deficit stood at
0.5%. Current revenues advanced by 2.8% YoY in June
compared to 3.7% YoY in May. Current expenditures rose by
2.3% YoY versus 0.7% YoY in May. The 12M rolling figures point
to a budget deficit of 1.9% so far versus the planned 2.2%.

However,
taxes, such as the CAS.

WEEKLY REPORT — ROMANIA

The cash budget deficit evolution up to June 2014

it does not take into account a significant change in

2014 June-14
budget (cumulated) 12M rolling Mar-13 Jun-13  Sep-13  Dec-13 Mar-14  Apr-14  May-14 Jun-14
RON mn RON mn RON mn YoY YoY YoY YoY YoY YoY YoY YoY
Total revenue 215,958 100,384 202,885 3.0% .
Current income 200,481 97,100 193,251 4.8% 5.3% 4.8% 3.6% 3.3% 4.4% 3.7% 2.8%
Fiscal income 125,312 60,888 121,289 6.0% 6.8% 6.2% 4.4% 5.0% 7.0% 7.0% 3.7%
Income tax 36,725 18,192 35,854 3.0% 4.2% 5.2% 6.5% 1.8% 4.9% 4.5% 5.4%
Corporate income tax 12,710 6,099 11,615 -10.2% -5.5% -1.3% 0.7% 8.1% 12.9% 11.3% 12.7%
Personal income tax 24,001 11,421 22,806 11.5% 9.3% 7.9% 8.5% -3.5% -2.1% -1.0% 0.6%
Other tax on income, profit
and capital 14 672 1,433 -4.8% 9.5% 21.3% 30.2% 58.4% 41.8% 43.4% 33.3%
Property tax 5,041 3,695 5,361 4.8% 9.5% 9.7% 8.4% 13.3% 7.3% 34.7% 35.0%
Taxes on goods and services 82,513 38,480 79,077 7.7% 8.0% 6.7% 3.5% 5.8% 8.3% 6.0% 0.8%
Value added tax 53,772 24,675 52,286 9.5% 2.3% 4.1% 2.6% -0.5% 2.7% 1.4% 1.9%
Excise duties 24,102 11,056 22,193 9.3% 4.2% 2.8% 4.2% 14.0% 15.2% 9.8% 10.9%
Other 4,639 2,749 4,598 -14.4% 87.5% 55.8% 9.2% 43.6% 43.4% 43.5% -31.2%
Taxes on international
commerce 623 313 620 2.8% -5.2%  -16.3%  -12.3% -2.1% 0.4% 0.7% 0.1%
Other fiscal taxes 411 208 377 16.0% 12.6% 5.8% 5.0% -5.3% -3.9% -5.3% -3.9%
Social security contributions 57,779 28,081 55,856 3.6% 4.3% 4.7% 5.3% 4.4% 3.2% 4.6% 5.6%
Non fiscal revenue 17,390 8131 16,105 0.5% -0.8% -3.8% -6.4% -12.7% -10.7% -19.6% -11.5%
Capital revenues 621 392 755 -4.2% -2.2% -8.2% -0.5% 2.0% 10.6% 18.7% 36.9%
Donations 15 170 323 -78.3% -45.6% -45.8% -54.7% 782.4%  664.4%  267.5%  253.6%
EU preaccesion funds 14,842 2,711 8,584 -33.8% -1.1% 0.8% 11.7% -17.7% -18.2% -16.0% -10.8%
Other 0 11 -27 92.2% 74.1% 49.2% n.a n.a n.a n.a n.a
Total expenditures 103,859 215,503 4.4% -2.3% b
Current expenditures 212,653 99,540 201,165 5.4% 5.5% 6.3% 5.1% 0.7% -0.6% 0.7% 2.3%
Compensation of public
employees 47,786 23,889 47,091 19.9% 18.1% 14.7% 13.5% 2.6% -4.4% 2.3% 3.4%
Operating expenditures 39,362 17,546 39,520 11.3% 6.9% 12.1% 12.0% 4.0% 7.3% 4.6% 5.7%
Interest paid 11,224 6,264 10,696 14.0% 0.7% 5.8% 0.4% -20.4% -3.1% -6.4% -1.0%
Subsidies 5,742 3,178 4,994 13.9% 9.3% 0.3% -15.9% -14.1% -11.3% -9.4% -4.7%
Total transfers 107,262 48,423 98,201 -2.9% 0.9% 2.0% 1.8% 2.9% 0.6% 0.6% 1.9%
Transfers between units of
public administration 549 501 1,085 84.0% 3.0% 6.7%  -25.4% -35.7% -32.3% -55.6% 16.8%
Other transfers 11,817 6,582 10,913 15.2% 15.3% 11.1% -2.6% 7.2% 2.4% 4.0% 3.3%
Projects financed by foreign
non reimbursable funds 20,251 4,530 13,319 -45.3% -18.3% -8.1% 5.9% -14.7% -18.7% -15.5% -13.0%
Social benefits 71,513 35,198 69,535 1.0% 1.5% 1.9% 2.0% 4.2% 3.6% 3.7% 3.4%
Other 3,133 1,612 3,349 11.3% 16.4% 15.7% 8.5% 14.0% 0.4% 8.3% 8.8%
Expenses for programs with
reimbursable funds 1,080 239 664 -38.3% -36.9% -46.3%  -46.2% -58.6% -61.7% -49.4% -46.2%
Capital expenses 17,796 4,807 15,510 -7.5% -9.2%  -10.9% -7.5% -48.5% -42.4% -37.9% -32.8%
Payments made in earlier years
and recovered in the current year -488 -1173 -16.6% -8.2% 34.8% 52.4% 46.6% 38.5% 64.8% 53.9%

Excedent (+)/Deficit (-)

Source: Ministry of Finance
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Government securities: new ISIN in JP Morgan Index

The yield curve dropped lower last week, especially at the long
end, where the 5Y and 10Y bond yields shed off 10 and 17 bps
respectively. This move took place for maturity horizons not
perceived as completely exhausted considering the potential real
yield gains. The market reaction was boosted by the news that
JP Morgan added a new domestic ISIN in its emerging
market bond index and it also included the Romanian
securities in another index GBI-EM Global Diversified Investment
Grade Index. 70% of RON outstanding government securities
mature between 2014-2017 but in this maturity range, prices have
already reached their highs.

The Treasury sold bonds at still declining yields by 22-25 bps. The
4.3Y and 6.9Y bonds (residual maturity) had an average accepted yield
of 3.1% and 3.88%, respectively. Demand was not as impressive as the
previous week if we look at bid to cover ratio that stood below 2.

Yield curve over the past weeks (Central Bank fixing)

weekly changes
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Maturity structure of outstanding amounts for RON
denominated debt
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RON GOVERNMENT SECURITIES

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

6M 19 & -1 4 -8
12M 203 & -3 4 -84
3Y 277 & -4 4 -115
5Y 327 & -10 4 -139
10Y 410 & -17 4 -118
Value (bp) Weekly chg. (bp) YTD chg. (bp)

GERROM 3Y 272 4 -4 4 82
GERROM 5Y 297 3 -10 4 76
GERROM 10Y 294 4 -17 4 -39
3Y -5Y 50 & -6 4 24
5Y -10Y 83 4 -7 4 21

3Y-10Y 133 & -13 4 -3

FLY 3-5-10 33 & -2 4 45

CDS MID SPREADS

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

3Y EURO 71 4 2 § 46
5Y EURO 122 4 2 4 49

Government benchmark yields (%)
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Slope of the yield curve (bps)
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Auctions

T-bills auctions in July (in RON)

RO1415CTNOA3 28.07.2014 .07. .07. 12 1.000.000.000
Source: The Ministry of Finance

Bonds auctions in July (in RON)

RO1320DBN022 07.07.2014 .07.. .07.. 29.04.2020 . g 400.000.000 60.000.000
RO1316DBN053 |10.07.2014 .07.. .07.. 29.08.2016 . i 400.000.000 60.000.000
RO1419DBNO014 14.07.2014 .07.. .07.. 24.06.2019 . d 500.000.000 75.000.000
26.10.2015 o 300.000.000 45.000.000
RO1121DBNO032 (21.07.2014 .07.. .07.. 11.06.2021 d 300.000.000 45.000.000
28.11.2018 . 4 300.000.000 45.000.000
RO1425DBN029 |28.07.2014 .07.. .07.. 24.02.2025 I y 500.000.000 75.000.000

Source: The Ministry of Finance

Last week’s auctions

RO1121DBN032 RO1318DBN034
Offered amount (mn RON) 300 300
Total bids (mn RON) 974 565
Accepted amount (mn RON) 557 300
Average accepted yield (%) 3.88 3.10
Coupon 5.95 5.60
Source: NBR
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MM: summer ease

Liquidity conditions are at good levels and no pressure was felt last week,
when corporate quarterly payments were due. The high government debt
redemptions of July will help liquidity conditions in August as well,
especially since the month has been slower from the auctions point of view
in the past few years. With inflation rate posing little pressure in Romania
and in the region as well, it is possible that the Central Bank will take
further steps to ease the monetary policy as money market rates are
persistently below the base rate. However the move should be carefully
planned as the last quarter promises to be eventful due to domestic and

external factors as well.

WEEKLY REPORT — ROMANIA

Date: 25.07.2014

MID INTEREST RATES

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

repo rate 3.50 = &4 -50
ROBOR ON 2.50 4 169 4 76
ROBOR 3M 2.20 =3 43 -24
ROBOR 6M 2.54 &4 &4 -45
ROBOR 9M 2.63 &4 - &4 -47
ROBOR 1Y 2.67 4@ 1 &4 -48

INTERBANK DEPOSITS

Value (mnron) WIy chg. (mnron) YTD chg. (mn RON)
outstanding 2,458.3 181.3 -2180.9

MID SWAP POINTS

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

. USDRON 1W 13 4+ 4 4+ 6
Most lmportant MM rates USDRON 1M 45 3 6 %+ 13
ROBOR ON e ROBOR 3M USDRON 3M 19 ¥ 22 * 8
EURRON 1W 18 4+ 4 4+ 7
[ Eieiaieieeaiiiint Iiiiiiiininil Maiaiaialy Attt 72 EURRON 1M 65 & 9 + 2
EURRON 3M 179 4+ 18 3 22
625 1 7 R B )7 625 MID EUR BASIS SWAPS
Value (bp) Weekly chg. (bp) YTD chg. (bp)
525 o | . TS T LW T I Lo 525 EURRON 1Y = 1+ 40
EURRON 3Y -60 = 4+ 50
425 T TITIN 1T 1T Ry =ty | 425 EURRON 5Y 60 = %+ 50
Sources: Reuters
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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 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.neagu@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.

10



mailto:mihaela.neagu@otpbank.ro

