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REPORT ON INFLATION

12 May 2017

Headline inflation rose by 0.4 pps, reaching 0.6%;
underlying CPI may gain momentum soon

e Romania’s annual inflation inched up in April, reaching 0.6% YoY, up from March’s 0.2% YoY
(see Chart 1). The fresh headline data slightly exceeded the expectations (both market
consensus and our call had pointed to 0.5%rise). Compared to the previous month, consumer
prices registered a relatively rapid advance, increasing by 0.3% MoM. At the same time,
filtered inflation®, our preferred underlying CPl measure, which excludes several volatile CPI
items and the impact of major tax changes as well, stood at 1.1% YoY in April (Chart 3),
showing a marginal acceleration compared to March (less than 0.1 percentage point).

e Our forecasterror mainlycame from two sources. Firstof all, administered prices surprised us
on the upside, after natural gas prices increased by 2.5% MoM last month, while we had
penciledin a slightlysmaller rise based on the authorities’ communication. Secondly, we had
expected that fuel inflation could have slowed a bit in April, driven also by base effects, but
actually it was able to go up slightly. Indeed to a much lesser extent, but unprocessed food
prices caused a positive surprise as well (Chart 6), after egg prices accelerated significantly
and the usually more smoothly moving CPI of unprocessed meat also got steam noticeably.

e Turningto the main components of our filtered inflation indicator, itis important to mention that
processed food prices picked up, similarly to its unprocessed counterpart, posting 1.3% YoY
gain last month, up from March’s 1.1% YoY advance. Our in-house tracking indicators had
signalled some acceleration (Chart 7), and we also suspect that the upward trend in the case
of processed foods may continue in the following months, even though April’s healthy uptick
was presumably helped by a positive Easter effect too. Regarding processed foods, the
acceleration seen last month was broad-based, with the large majority of products becoming
more expensive.

e In our previous report, we pointed out that seeminglyan inflection pointstarted to take shape in
underlying inflation processes. Admittedly, there are still many uncertainties, butitis important
to underscore that the developing U-turn got another confirmation in April’s CPI statistics. Not
as rapidly as in the previous month, but durable goods’ inflation continued to climb higher
(Chart 8), while high-frequencymomentum indicators continued to pointto an upswing (Chart
9). Simultaneously, core market services inflation, which among others excludes the exchange-
rate-sensitive telephone charges and the noisymandatorycar insurance premiums (RCA) rose
further (Charts 10 and 11). We recall that insurance premiums dragged down market services
inflation, after a cap on RCAwas introduced by the regulatory authorities. However, this upper
limit is planned to be lifted in the second half of May. Therefore, the downward pressure from
this direction presumably will ease.

e Regarding the perspectives, we assume that consumer prices may continue to accelerate in
the following quarters, as both demand-pull and cost-push inflation factors support an upturn,
and fading base effects could also help. We recall that households’ cons umption was the main
driver of the economy last year, with a 7.5% gain, even outpacing the advance seen in 2008
(7.1%), while the positive trend is set to continue this year too. Simultaneously, given the
reviving producer prices (Chart 12), entrepreneurs also could be compelled to gradually
increase the prices of their finished products.

e In the light of April data, we are comfortable with our previous inflation projections: we deem
that the headline figure may reach 1.6% YoY in December, and it could accelerate furtherin
2019 (for next year we foresee 2.9% average inflation). In this context, the NBR may start
normalisation actions in H2 2017, by narrowing the interest rate corridor (for further details
about monetary policy perspective please visit our latest MPC report).

lFiltered inflationis an in-house measure of underlying inflation dynamics. It excludes unprocessed food, fuels,
administered as well as beverage and tobaccoprices, filtering out the first-round impact of indirecttax changes.
Moreover, it eliminates certain other items too, such as telephone charges and car prices, as these are strongly
connected to the EUR/RON exchange rate.

www.otpresearch.com

Headquarter Treasury
Sales

Alexandru Tibuleac
+403723185 85
alexandru.tibuleac@otpbank.ro

Cristian llie
+403723185 86
ilie.cristian@otpbank.ro

lonut Constandache
+403723185 86
ionut.constandache @otpbank.ro

Andreea Nica
+40755 000106
andreea.nica@otpbank.ro

Regional Treasury Sales

Szilamer Kozma - Cluj
+40755 000 400
szilamer.kozma@otpbank.ro

Tudor Zaman - Bucuresti
+40755 000 199
tudor.zaman@otpbank.ro

Alexandru Sabin - Arad
+40730577 959
alexandru.sabin@otpbank.ro

Chief Economist

Gergely Tardos
+36 13747273
tardosg@otpbank.hu

Analyst

Csaba Balint
+4021 30758 96
csaba.balint@otpbank.ro


https://www.otpbank.ro/assets/pdf/rapoarte-piata/2017-04-13-Report-Inflation.pdf
https://www.otpbank.ro/assets/pdf/rapoarte-piata/2017-04-13-Report-Inflation.pdf
https://www.otpbank.ro/assets/pdf/rapoarte-piata/2017-05-08-monetary-policy-comment.pdf
mailto:alexandru.tibuleac@otpbank.ro
mailto:ilie.cristian@otpbank.ro
mailto:ionut.constandache@otpbank.ro
mailto:andreea.nica@otpbank.ro
mailto:szilamer.kozma@otpbank.ro
mailto:tudor.zaman@otpbank.ro
mailto:alexandru.sabin@otpbank.ro

REPORT — ROMANIAN INFLATION

Chartset:

Chart 1: Headline inflation
(%, NSA data)
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Chart 3: Inflation and underlying processes
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Note: CORE3 =inflation excluding VFE (vegetables, fruits, eggs),
fuels, regulated as well as beverages and tobacco prices; Filtered
inflation =in-house underlying inflationary measure (SA).

Chart 5: Decomposition of inflation
(percentage points, SA)
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Sources: NIS, OTP Research
Note: adjusted by the impact of main tax changes.
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Chart 2: Inflation by its main components
(YoY%, NSA data)
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Note: in line with the National Institute of Statistics’(NIS) general
segmentation.
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Chart 4: Inflation and filtered inflation
(%, SA)
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Sources: NIS, OTP Research
Note: adjusted by the impact of main tax changes; 6M MA = six-month
moving average.

Chart 6: Unprocessed food prices
(YoY%, SA)
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Note: adjusted by the impact of main tax changes.
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Chart 7: CPI and PPI of processed foods vs. agro-
commodity prices (YoY%, SA)
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Sources: NIS, OTP Research
Note: adjusted by the impact of main tax changes.
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Chart 9: Durable goods, excluding cars etc.
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Sources: NIS, OTP Research
Note: adjusted by the impact of main tax changes.

Chart 11: Core market services
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Note: adjusted by the impact of main tax changes; Core market

services, beyond the EUR/RON-related telephone charges, excluding

the line of other services too, which covers mainly insurances.
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Chart 8: Goods’
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Sources: NIS, OTP Research
Note: adjusted by the impact of main tax changes.

Chart 10: Market services
(YoY%, SA)
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Note: adjusted by the impact of main tax changes; Core market
services, beyond the EUR/RON-related telephone charges, excluding
the line of other services too, which covers mainly insurances.

Chart 12: Industrial production prices vs. inflation
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Chart 13: Price expectations vs. inflation Chart 14: Policy rate and inflation
(%) (%)
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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 investmentresearch, 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 reportis 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. Alsoit is not and should not be considered a recommendation for investment in financial instruments accor ding 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 w hole or in part for any purpose, must not be made w ithout the express w ritten agreement of OTP Bank Romania
S.A. Although the information in this document has been prepared in good faith fromsources 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. How everitis 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 forec asted. Opinions and
estimates constitute our judgment and are subject to change w ithout notice.

OTP Bank Romania S.A. may have issued reports that are different or inconsistent w ith the information expressed w ithin 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 suchissuer. This documentis not intended to provide the basis for any evaluation of the financial instruments dis cussed 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 w hen available. OTP Bank Romania S.A. does not actas 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 reportis notintended to influence in any w ay 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 w ell-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 w ith the applicable law , assumes no responsibility, obligation, w arranty or guarantee whatsoever for any direct or indirect damage (including
losses arising frominvestments), 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 aresult of the purchase or sale of financial instruments or engaging inv estment services described
herein, even if OTP Bank Romania S.A. was w arned 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 los s 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, 1stdistrict Bucharest, Romania; company registration number:
01-10-041585; NBR registration no RB-PJR-40-028/1999; for further information please refer to: https://ww w .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 csaba.balint@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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