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Q22017: another stellar growth, propelled by consumption; GDP growth may
reach 5.6% this year

In Q2, Romania’s economy posted another cheering advance, with the annual growth rate
climbing to 5.9% (gross data), up from Q1’'s 5.7% (see Chart 1), the NIS’s preliminary detailed
statistics revealed. In quarter-on-quarter comparison, the countrys GDP grew by 1.6%
(seasonally and working day adjusted data), a veryimpressive rise, after the 1.8% gain in the
first quarter of the year. The fresh figures were in line with the flash estimation of Romania’s
statistical office, published in mid-August. However, the NIS’s flash estimate had exceeded
expectations by a wide margin (market consensus: 4.8%, similarly to our call) and put the
country on the top of the EU in terms of the achieved annual growth pace. Meanwhile,
excluding agriculture as well as public services, Romania’s economywould have registered
even higher advance (6.7% YoY, see Chart 2), providing evidence of a definitely strong
underlying performance.

There was no meaningful change in the big picture, with practically all of the key indicators
suggesting thatRomania is in the maturity stage of the economic cycle, getting an extra boost
from aggressive fiscal easing. At the sametime, loose monetaryconditions and, most recently,
a stronger-than-expected recovery of the EZ provided further support, propelling the GDP
growth pace near pre-crisis levels.

The detailed data show that consumption remained the main driver of growth (Chart 3). This
came as no surprise, given the sharp advance in households’ real disposable income, fuelled
by employees’ increasing bargain power amid a swiftly tightening labour market, and also
supported by a series of government stimuli measures (Chart 5). Moreover, the stock of
consumption loans started to expand too, after a prolonged period of contraction, helping
households’ expenditure to rise.

On the other hand, gross fixed capital formation remained quite weak, with very modest, 0.6-
percentage-pointcontribution to annual growth (Chart 3) but, admittedly, this still corresponds
to a slightimprovementcompared to the first quarter of the year. The main reason behind this
disappointing evolution was the plunge in publicinvestments in the pastfew quarters (Chart 6).
The detailed breakdown for Q2 is not available yet, but the budget execution data indicated
that the share of public investments in total GDP, most likely, stood at very low levels in the
second quarter too. In contrast, reviving corporate lending in H1, driven by credits with
medium- and long-term maturities, suggests that private investments presumably started to
recover. Simultaneously, net exports shaved off around 1.4 percentage points from the annual
GDP increase, after domestic-demand-fuelled imports grew faster than exports, even though
the EU economy performed surprisingly well.

On the production side, the detailed figures practically reproduced the structure seen in Q1,
with market services and industry delivering the largest contributions to growth. Given the
robust domestic demand, but also due to the rapid development of Romania’s ITC and BPO
sectors, marketservices have been playing a very importantrole for a long while. Nonetheless,
in the pastfew quarters,industryalso revived, primarily, on the back of strong external demand
(Chart 7). On the other hand, the construction sector continued to struggle, after the impressive
performance of the residential segment was more than offset by plummeting infrastructural
works. It should be added that the number of building permits points to healthy increases,
providing a positive outlook for the sector.

Some early indicators, like the economic sentimentindex for July and August, signal that the
annual GDP growth rate may lose steam in Q3 (Chart 9). However, we think this is rather
unlikely, given a positive base effect (the country's economy grew by only 0.7% QoQ in Q3
2016, the lowestrate in the pasttwo years) and a favourable outlook in the case of agriculture
(Chart 10). Agriculture has a much-heavier-than-usual weightin Q3, due to the harvest period.
But we alsothinkthat, on QoQ basis, Romania’s economymayrecord a slightlylower advance
than in the previous quarter, as the positive impactof the fiscal impulse fades a bit, while in Q4,
another modest deceleration may come, pulling back the annual growth rate as well. The
government recently decided to increase the fuel excise duty, in order to keep the deficit near
to the 3% target. The higher tax rate will be implemented in two steps (15 September and 1
October). This, together with the uncertainties around next year’'s structure of the government
budget, may have a potentially negative effect on the economy in the last quarter of 2017.
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e Regarding the medium- and long-term outlook, similarly to our previous report, we continue to believe that a normalisation
period is around the corner, with growth rates getting closer to sustainable levels. We recall that Rom ania’s economy is
running at full power, but the fiscal fuel seems to be running out. Admittedly, the government promised further easing
measures, like large wage increases in the public sector, butwe doubtif these plans can be kept withoutcorrection me asures
in other areas, causing many uncertainties to the private sector. Simultaneously, monetary policy is expected to turn less
supportive too, amid rising inflation. The tight labour market, particularly the shortage of qualified workforce, as well as the
lower investment rate (relative to the historical average) may also limit the country’'s growth potential. In this context, we
expect Romania’s GDP to increase by 5.6% this year, and 3.7% next. Nonetheless, both of our forecasts were revised
upward (from 4.5% in 2017 and 3.5% in 2018) in the light of the positive GDP surprises in H1 and the better than expected
performance of the EU economy.

Main macro forecasts

Key economic indicators 2010 2011 2012 2013 2014 2015 2016 2017F 2018F
Real GDP % -0.8% 1.1% 0.6% 3.5% 3.1% 3.9% 4.8% 5.6% 3.7%
Final consumption of households % 1.0% 1.1% 1.7% -2.4% 4.4% 5.5% 7.3% 7.2% 4.0%
Cons. expenditure of housh. % 1.0% 1.0% 0.8% 2.6% 4.2% 5.9% 7.5% 7.4% 4.5%
Public consumption % -4.9% 0.6% 0.4% -4.6% 0.8% 0.1% 4.5% 2.8% 0.0%
Investment % -2.4% 2.9% 0.1% -5.4% 3.2% 8.3% -3.3% 5.3% 5.8%
Exports % 15.2% 11.9% 1.0% 19.7% 8.0% 5.4% 8.3% 7.9% 6.3%
Imports % 12.6% 10.2% -1.8% 8.8% 8.7% 9.2% 9.8% 9.9% 6.9%
Consumer prices % annual avg 6.1% 5.8% 3.3% 4.0% 1.1% -0.6% -1.5% 1.1% 3.1%
Government sector balance in % of GDP -6.9% -5.4% -3.7% -2.1% -1.4% -0.8% -3.0% -3.0% -3.5%
Public debt in % of GDP 29.9%  342%  37.3% 37.8% 394% 38.0% 37.6% 37.7%  38.6%
Current account in % of GDP -5.1% -4.9% -4.8% -1.1% -0.7% -1.2% -2.3% -3.4% -3.7%
Key interest rate % annual avg 6.5% 6.2% 5.3% 4.8% 3.3% 1.9% 1.8% 1.8% 2.2%
Key interest rate % end of period 6.25%  6.00%  525% 4.00%  2.75% 1.75% 1.75% 1.75%  2.50%
EUR/RON annual avg 4.21 4.24 4.46 4.42 4.44 4.44 4.49 4.53 4.50
EUR/RON end of period 4.28 4.32 4.43 4.48 4.48 4,52 4.54 4,52 4.49
Nominal GDP RON bn. 533.9 565.1 595.4 637.5 668.1 7111 761.5 825.3 886.6
Unemployment % 7.0% 7.2% 6.8% 7.1% 6.8% 6.8% 5.9% 5.1% 4.9%
Nominal wage growth % 3.1% 4.1% 4.2% 4.8% 7.6% 9.8% 12.8% 12.9% 8.0%
Real wage growth % -2.8% -1.6% 0.8% 0.8% 6.5% 10.4% 14.6% 11.6% 4.8%
Nominal GDP EUR bn. 126.8 133.4 133.6 144.3 150.3 160.0 169.6 180.5 195.1

Sources: NIS, NBR, Eurostat, OTP Research
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Chartset:

Chart 1: Summary chart of GDP growth
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Chart 3: Decomposition of GDP growth by
expenditure-side items (%)
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Chart 5: Decomposition of households’ real income
from wages (YoY %)
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Chart 2: GDP vs. non-farm and non-farm private
sector growth (YoY, %)
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Chart 4: Decomposition of GDP growth by
production-side items (%)
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Chart 6: Capital investments by sectors
(% of GDP, 4Q rolling)
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Chart 7: Turnover value indices in industry
(YoY, 3M mov. avg.)
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Chart 9: GDP growth vs. economic sentiment
indicator
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Chart 8: Construction works
(YoY, 3M mov. awg.)
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Chart 10: Crop yields
(t/ha)
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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 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. 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 w hole or in part for any purpose, must not be made w ithout the express written 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 forecasted. 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 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 w hen 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 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, notic es, 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 financialinstruments or engaging investment 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.

www.otpresearch.com


https://www.otpbank.ro/en
mailto:csaba.balint@otpbank.ro

