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Economic overview
Romania

October 2009

B Annuadl inflation rate decreased form 5% yoy at the end of August to 4.3% yoy
at the end of October. Headline inflation rates were high both in September and
October (at around 0.4% mom), being fuelled by the increases in tobacco prices
and leu depreciation. However, CORE 3 measure of inflation decreased both in
September and October, showing that underlying inflationary pressures remained
contained.

B NBR remained on hold on 3 November, keeping the monetary policy rate
unchanged at 8%. The central bank is aware of the persistent deceleration of
economic activity, but it is probably more concerned about the risks and uncertainty
raised by the political turmoil.

B Money market interest rates increased in last month, as liquidity conditions in
the money market tightened. ROBOR 1M climbed above 10.5%, substantially above
the level of the monetary policy rate.

B Industrial output expanded also for the second quarter in a row. It increased by
1.8% qoq in Q3 2009. Retail sales stabilized also in Q3 (+0.1% qoq) after falling
in the previous quarters. Output in construction sector decrease further in the third
quarter (-7.5% qoq), but at a slower pace as compared with the second quarter.
Available data suggest that real GDP has most likely decreased again in the third
quarter.

B IMF mission, together with teams from the European Commission and the
World Bank, was in Bucharest between 28 October and 6 November. The IMF
representative said that Romania fulfilled nearly all targets set for the end of the
third quarter. However, “crucial components” of the program cannot be
implemented in the context of current political instability. A new mission will come
again in Bucharest after a new government will be established.

Credit ratings (FCY long-term)

S&P Moody's Fitch
Rating / Outlook BB+ / Negative Baa3 / Stable BB+ / Negative
Key economic figures
2007 2008 Jul-0? Aug-09 Sep-02 2009F 2010f

Real GDP (%, yoy) 6.3 6.2 75 1.0
Industrial output (%, yoy) 54 25 (67) (5.0 (4.0 -70 3.0
CPl eop (%, yoy) 66 63 51 49 49 45 40
CPl avg (%, yoy) 4.8 7.9 6.6 6.4 6.2 57 42
Unemployment (%, avg) 43 40 50 52 5.5 65 88
Budget balance (% of GDP)* = (3.1) (4.9) (3.5) (4.4) (5.1) (78 (60)
Trade balance (EUR bn, ytd) - (17.8) (18.2) (3.5) (4.0) (48) (68 (72)
CA balance (EUR bn, ytd) (16.7) (16.9) (2.6) (2.5) (3.3) (56) (62)
FDI (EUR bn, ytd) 7.0 92 29 29 3.5 45 6.0
Official FX reserves (EUR bn) 25.3 262 273 277 283 270 270
* national methodology
Source: National Bank of Romania, National Institute of Statistics, Raiffeisen RESEARCH
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Key events

Term deposits vs. demand deposits

The structure of deposits from companies and
households changed substantially starting the beginning
of the year. Share of term deposits in total deposits
increased from 54% in September 2008 to 66% in
September 2009. We think that the change in
legislation (inferest on term-deposits was also tax
exempted starting 1 January 2009) was the main driver
behind the changes in the structure of deposits. Also,
starting September the banks have less incentive to
stimulate sight deposits given that this reduces their
liquidity indicator. So, it is not excluded to see further
increases in the share of term deposits.

70%

o K’\/fv

50% A

40%+ ’—’\/\—__\’§—~

30% T T T T
Sep-07 Mar-08 Sep-08 Mar-09 Sep-09

Deposits ondemand (%of total deposits)

Termdeposits (%of total deposits)

Source: National Bank of Romania, Raiffeisen RESEARCH

I Recent important events

[ ] NBR released a new inflation forecast

On 4 November, the NBR released the inflation report for the third quarter. Also, it
published its new inflation forecast.

The NBR expects now the annual inflation rate to be at 4.5% at the end of this year. It
said previously (in August) that inflation rate would reach 4.3% by the end of this year.

The NBR hold unchanged the forecast for the end of 2010, at 2.6% yoy. The central
bank is optimistic about dynamics of inflation in 2010 when compared with market
expectations. Most likely, the large negative output gap (the GDP is at around 7.2%
below the potential level in 2010 in their estimations) is the main driver of the fast
disinflation process expected by NBR in 2010.

The NBR said that the inflation target for 2011 has been set at 3% with an interval of
variation of +/-1%. The target should be also discussed with the government.

Last NBR’s inflation forecast
Q3092 Q402 Q110 Q210 Q310 Q410

CPI (% yoy, old forecast) 5.1 4.3 2.9 2.3 2.5 2.6
CPI (% yoy, new forecast) 4.9 4.5 3.2 2.6 2.7 2.6
Diference 0.2 0.3 0.2 0.2 0.0

CORE2 (% yoy, old forecast) 60 43 2.5 2.1 1.8 1.8
CORE?2 (% yoy, new forecast) 5.8 4.9 34 2.9 27 1.7
Difference 0.6 0.9 0.8 0.8 -0.1

Key upcoming events and data releases

Date Indicator/ Event Next release Recent developments
Reference date Expected/ Efective Sep-09 Aug-09 Jul-09 Jun-09
02-Nov-09 FX official reserves, EUR bn Oct-09 284 283 27.7 273 265
03-Nov-09 PPI, %yoy Sep-09 -12 -11 -16 -0.1
03-Nov-09 Monetary policy meeting, % Nov-09 8.00 8.00 8.50 9.00 9.50
04-Nov-09 Gross wages in economy, %yoy Sep-09 6.2 6.8 75 8.6
04-Nov-09 Gross wages inindustry, %yoy Sep-09 82 99 9.7 95
06-Nov-09 Output in construction, %yoy Sep-09 -20.7 -215 -15.6 -6.4
09-Nov-09 Retail sales, %yoy Sep-09 -13.9 -23 -135 -I7.0
09-Nov-09 Industrial output, %yoy Sep-09 -4.0 -5.0 -6.7 -7.6
09-Nov-09 FOB/FOB foreign trade deficit, EUR bn, last 22 months Sep-09 -9.3 -10.6 -116 -13.0
1ENov-09 CPI,%yoy Oct-09 4.3 49 50 51 59
1:Nov-09 Current account deficit, EUR bn, last 12 months Sep-09 -6.4 -78 -84 -94
1ENov-09 FDlinflows, EUR bn,last 2 months Sep-09 6.0 56 6.6 75
1:Nov-09 Total external debt, EUR bn Sep-09 78.1 76.9 76.8 755
13-Nov-09 GDP, %yoy Q32009 -9.0
22-Nov-09 Presidential elections
24-Nov-09 Non-government credit, %yoy Oct-09 24 8.2 10.8 n2
27-Nov-09 Economic Sentiment Indicator, s.a. Nov-09 62.6 62.6 624 65.0 66.8
Source: National Institute of Statistics, National Bank of Romania, Furostat
2
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Special focus

I— Third instalment could be disbursed only after 2010 budget is approved

B IMF mission visited Bucharest for the second review of the Stand- Consolidated budget deficit (% of GDP)
By Agreement 2%

On 28 October, the IMF mission came in Bucharest for the second review of the

Stand-by Agreement. Teams from the European Commission and from the World 0% |- S
Bank joined also to the IMF mission. Initially, both the IMF and the European
Commission said that they will postpone the review until a new government 2%

would be in place. Eventually, the two international institutions accepted the
invitation of the President to perform the review even the country was ruled by an
interim government. At the beginning of the visit, the IMF representative said that
that a follow-up mission may be necessary to continue discussions after a new
government will be formed and that a successful completion of the review will -6% 1
require a broad-based political commitment to approve a 2010 budget with a
budget deficit no higher than 5.9 percent of GDP.

~49% 1
-4.9%

= 73%
_SOA),
The IMF mission (together with the teams from the European Commission and Jan Feb Mar Apr May Jun Ju Aug Sep Oct Nov Dee
from the World Bank ended their visit in Romania and presented preliminary 2007
findings of the review on 6 November. During their stay in Bucharest, the
representatives of international institutions have talks with interim government,
central bank, president and political parties as well as with the trade unions and
private companies.

2008 —=—2009

Source: Finance Ministry , Raiffeisen RESEARCH

Public revenues, expenditures and deficit (% of GDP)

B Performance under the program has been good until end- 40 38.9 40
September
At the end of the mission, the IMF representative said that performance under the * *
program through end-September has been good and nearly all program targets . | a6
have been met. The most important target for the second review was the one
referring to the budget deficit, which was fulfilled. Consolidated budget deficit _ -
stood at 5.1% of GDP in September, below the agreed target of 5.5% of GDP. 34 : 34
Also, the NBR's reserves were above the target. It seems that only the target for 321 14
government's arrears has been missed (for the second time in a row). In June, 32 OM—— F32
Romania asked and received a waiver from the IMF Board for this target. 314 323 323 316 317

30 : : : : : 30

2005 2006 2007 2008 2009P 2010P

Budget deficit (%0f GDP)
e PUD liC revenues (%0f GDP)

B “Crucial components” of the program cannot be implemented in
the context of current political instability

Public expenses (%of GDP)

The staff from the IMF assessed both the performance of the program until the

end of September but also the perspectives. Note: Data for 2009 and 2010 have been agreed and projected under the
Stand-by program with the IMF
Romania fulfilled nearly all targets set for September, but this is not enough for Source: IMF, Raiffeisen RESEARCH

the review to be successfully completed. In order to receive the third instalment,
there is also necessary that the program will go forward in the next period.
However, the perspectives are not very good.

Important measures should have been taken by the end of this year by
Government and Parliament in order to meet the end-year targets and to receive
the fourth instalment.

In the last quarter of 2009, the Parliament should have been approved the
legislation for public wages, the pensions legislation and the fiscal responsibility
law. The government should have taken measures to reduce the expenses with
wages in public sector. Also, the budget plan for 2010 should have been
approved by the end of this year.

Conditionalities/ measures Timing Our cooments
Passage of public compensation legislation 30-Oct-09 Fulfilled
Presentation of fiscal responsibility legislation and 30-Nov-09 Still chances to be fulfilled
implementation plan to parliament
Passage of revised pension legislation 31-Dec-09 Still chances to be fulfilled
Approval of agreed 2010 budget 31-Dec-09 Still chances to be fulfilled
Consolidated budget deficit at 7.3% of GDP in Q4 2009 31-Dec-09 Low chances to be fulfilled
x Raiffeisen 3
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Special focus

Employees in private and public sector However, the ruling codlition collapsed on 1 October (when the ministers appointed
2900 1050 by PSD left the government), and the Parliament voted against the government on
13 October. In fact, almost no measure was taken starting the beginning of
October in order to fulfil the end-year targets agreed with the IMF. All political
3800 100 parties focused only on the presidential elections due on 22 November and 6
December. It seems that establishing rapidly a new government has not been an top

3700 - 950 objective for the parties during recent weeks.
As time has passed, it has become more difficult to take the appropriate measures
3600 900 in order fo meet end-2009 targets agreed with the IMF. Taking into account recent
developments, it seems that a new government would be established at earliest at
3500 - 850 the beginning of December. The interim government cannot legally submit the
budget plan for 2010 to the Parliament. However, the parties said that they would
3400 800 bring some changes to legislation in order to allow the current inferim government
Aug-02 Aug-03 Aug-04 Aug-05 Aug-06 Aug-07 Aug-08 Aug-09 to send the Parliament the budget plan for 2010. Also, the deficit target for 2009
Employees in private sector (thous.) (7.3% of GDP) has only low chances to be achieved given that the government
Employees in public sector (thous., RHS) fﬁﬂed to take the measures needed fo reduce expenses with wages in last quarter of

this year.

Note: Based on INS monthly survey on enterprises with 4 or more employees
Source: National Institute of Stafistics, Raiffeisen RESEARCH The IMF representative said that another mission will return to Bucharest as soon as
a new Government is in place. Given that we expect political instability to persist
until the beginning of December and we expect to see a new government approved
only in December, we think that the IMF mission could return to Bucharest in
2900 January. In this case, the IMF Board can approve the third instalment probably only
at the beginning of 2010.

Gross monthly average wages: public and private sector

2500
B High efforts are necessary to meet the deficit target set for 2010

2100 Under the Stand-By Arrangement with the IMF, Romania needs to reduce the

1700 budget deficit target to 5.9% of GDP. We think that important efforts are necessary
to meet this target.

1300 According to the Stand-by Agreement, the adjustment of the budget deficit in 2010
is projected to be achieved mainly on the expenditure side. Budget expenditures
900 ; X . ) : o
were projected fo increase only marginally in nominal terms (+2.1% in 2010),
500 which means a decrease of 1.3% of GDP. However, given that expenditure target

Sep-02 Sep-03 Sep-04 Sep-05 Sep-06 Sep-07 Sep-08 Sep-09 for this year would most likely be outpaced, the budget plan for 2010 should
assume flat expenditures or even lower expenditures than in 2009.

Gross monthly average wage in private sector (RON)
Gross monthly average wage in public sector (RON) Limiting the increase in public expenditure in 2010 is necessary. Increase in the
Source: National Institure o Statistics, Raiffeisen RESEARCH budget deficit between 2005 and 2009 (with 6.7 pp of GDP based on projected
data for 2009) has been only driven by the increase in current expenditure (wages
in public sector, pensions and other social transfers). The increase in current
expenses was very fast. As public revenues decreased in 2009 and they are

Change in public revenues and expenses: 2005-2009 expected to increase only marginally in 2010 (no hike in taxation assumed in
Change between baseline scenario), any increase in public expenses would be translated into a
2005 and 2009 higher deficit. Financing a high budget deficit is problematic when risk aversion of
(% of GDP) foreign investors remains high. Pursuing a high budget deficit would limit the access

Rerenu e 0.2 of private sector to financial resources on the domestic market and would keep the

interest rates at a high level (“crowding out effect”).

Expenditure 6.9 . ) . . .

Current expenditure, of which 6.8 Available data shows sharp adwstment in case of private sector in 2009. Number
T A e . 16 of employees decreased shorp!y in recent year ('by. 9% loetwec?n Sep 2008 and Aug
Maintenance and operations 13 2009). Number of employees in 'pubhc sector sill |.ncrease'd since Sept.ember 2009.
Interest 04 Clearly, the government has limited the increase in earnings in public sectors (by

o ‘ cutting bonuses), but adjustment of compensations of employees was far behind the
?UbSI?IeS -2? adjustment in the private sector.
ransfers :
Pensions 22 If government fails to cut the expenses, then an increase in taxation could be the
Other social transfers 1.1 only way to limit the increase of budget deficit. In fact, we don’t exclude to see such
Other transfers 25 an increase in 2010, despite the fact that we think that this solution is not

Capital expenditure 0.3 appropriate at all ot this moment. An increase in taxation now could deepen the

recession and would postpone the economic recovery. We strongly believe that the

Budget balance 5.7 od]usfmgnt in the budget shou!d be made on the e{(pendifure side fhrf)ugh a cutin

Note: Based on budget plon approved for 2009 the social bill (wages, pensions and other social fransfers), which is tottaly

Source: IMF, Raiffeisen RESEARCH unsustainable. Nevertheless, an increase in taxation could be even a requirement to

keep the IMF Stand-by Agreement on track in 2010.

x Raiffeisen 4
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Foreign trade

s C/A posted a surplus in August

B Foreign trade deficit on the increase

Foreign trade deficit increased both in August and in September. According to
our calculus, seasonally adjusted foreign trade deficit stood at EUR 510 mn in
August and EUR 803 mn in September. The level in September was the second
highest since the beginning of this year. Increase in the deficit in August was
driven by a fall in exports, while the increase in deficit in September was driven
by the increase in imports. Available data don’t allow us to see if the increase in
the value of imports in September was driven by volumes or prices. However, we
think that both components had a positive contribution to imports.

Value of exports has increased by 15.7% between February (when their reached
the minimum) and September. However, in September they were still by 13.1%
below their level from September 2008.

Imports increased by 13.6% in September from August. We think that imports
cannot remain further at the low levels seen in the first half of this year. Both the
increase in the exports and the expected slight recovery of the economic activity
starfing Q4 2009 point also to higher levels of imports.

B Current account balance posted a surplus in August based on
higher net inflows from the European Commission

Even though foreign trade balance remained in the negative ferritory, current
account balance posted a slight surplus in August (EUR 24 mn based on our in-
house seasonally adjusted data). This was the first surplus since July 2004.
However, this was only a temporary development as the C/A balance posted
again a deficit in September (in line with foreign trade deficit).

In fact, current account balance is more volatile than foreign trade balance, as it
depends also on balance of current transfers and on balance of income. In recent
months, the foreign trade deficit has decreased to very low levels (at around EUR
500 mn per month) and there were months when the inflows from the European
Commission were important and they offset a large part of the foreign trade
balance. This was the case in August when net public transfers (reflecting net
transfers from the European Commission to Romania) amounted to EUR 459 mn.

The second factors which explains why current account deficit was lower that
foreign trade balance deficit is the decrease in the deficit of balance of income.
Reinvested earnings or dividends sent abroad by non-resident companies fell
sharply in last quarters as these companies starfed to report losses. For instance,
balance of income posted a deficit of only EUR 117 mn in August, down by
73.2% from August 2008 (EUR 436 mn).

Summing up, this year’s foreign trade deficit would be much higher than current
account deficit. The difference would be explained by net inflows from the
European Commission and by the decrease in reinvested earnings and
repatriated profits.

B Net FDI inflows fell in last months

Net FDI inflows were lower and lower in recent months. Net FDI inflows
amounted to only EUR 51 mn in August, while the 3-month average stood at EUR
230 mn. In September, they were however high (EUR 637 mn according to
preliminary data), increasing the 3 months average to EUR 310 mn. Decrease in
the FDI inflows was similar than one recorded in the case of other countries in the
region.

The good news is that FDI inflows were higher than the current account deficit. In
January-September, current account deficit was 106% covered by FDI inflows.
We expect the coverage ratio to decrease to around 80% by the end of the year.

x Raiffeisen
RESEARCH
RZB Group

Monthly foreign trade balance and C/A balance
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Source: NBR, National Institute of Statistics, Raiffeisen RESEARCH
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Real sector

s Fven though industry and retail sales improved

Real net earnings in the economy B Industry expanded further in Q3, while retail sales stabilized

1500 7 550 Industry and retail sales are the sectors where signs of stabilisation have arose first.

RON 13671n Sep 2009 Industrial output expanded for the second quarter in a row, increasing by 1.8% qoq
------------------------------ N~ in Q3. Although the automotive industry was the initial driver of the recovery,
100 | T 450 . . X

improvements were seen also in other sectors in last months. Industry should have
again a positive contribution to the quarterly GDP growth rate in Q3. Deflated
turnover in retail sales was flat in the third quarter (+0.1% qgoq), improvement being
JEEEEEEEETREE R 2T O AR g seen especially in the case of the food segment. However, household consumption
most likely fell again in Q3 given that turnover for market services rendered to
population decreased again in Q3 (-4.1% qoq in real terms) and purchases of
passenger cars shrink also by 24.2% qoq in Q3.

EUR 333 in Sep 2009

900 4 T 250

At the moment, construction sector shows the weakest performance. Output in

700 ‘ ‘ ‘ — 150 construction fell by 7.5% qoq in the third quarter, after it contracted sharply in the
Sep-05 Sep-06 Sep-07 Sep-08 Sep-09 . . . e .
previous two quarters as well. Given the sharp drop in building permits and the low
Real net wage in economy (RON, Dec 2008 prices) level of business sentiment in the sector, we expect the production in construction
Nominal net wage in economy (in EUR equivalent, RHS) sector to contract further in the quarters ahead.
Nofe: Includes wages and bonuses Looking forward, we expect only moderate gains in the economic activity in the

Source: National Institute of Statistics, Raiffeisen RESEARCH quarters ahead. Weak confidence among consumers, increasing unemployment rate,

flat real net wages and difficult access to loans are the main factors which suggest

’ finite only very poor gains in household consumption over the next quarters. Also,

Unemployment rates: recorded and ILO definition investments would suffer from low business confidence level and still difficult and

10 expensive access to financing. Improvements in the industrial output would be also

——8— Eurostat harmonized unemployment rate%) d . .

moderated, re|y|ng Ina |qrge extent on the deve|opmenfs on the external markets.

So, most likely the recovery would come mainly driven by external demand (exports)
. in line with the improvements in the eurozone economy.

e Registered unemployment rate (%

. B We look for another negative GDP growth rate in Q3 2009

Available indicators suggest that real GDP has most likely contracted again in Q3
61 2009. We think that pace of contraction stood close to -0.9% qoq in Q3 (only
marginally below the figure from Q2 2009). We still believe that economic activity
would reach the bottom in Q4 2009. So, we expect the quarterly GDP growth rate to
be close to 0% qoq in Q4 2009 and to be only a bit above 0% in the next quarters.

However, the risks to this scenario are on the downside (deeper recession). The risks
to see an increase in taxation (as a mean to see the Stand-by agreement with the
IMF going forward) have increased. An increase in taxation (a hike in value added
tax or in fax on personal income) would have a negative impact on consumption. In
this case, we might see the GDP decreasing in 2010 as well.

2 T T T T T T T T T T T T T T T T T T T T T

2004Q2  2005Q2  2006Q2  2007Q2  2008Q2  2009Q2  2010Q2

Source: Eurostat, National Institute of Statistics, Raiffeisen RESEARCH
On the other hand, if the Stand-by agreement with the IMF fails, which has a low

probability in our view, then the recession might be deeper as additional
depreciation of leu in this scenario would have also a negative impact on financial
position of companies and of households. Confidence of foreign investors in
Romanian economy would be also negatively affected. In such a scenario we don't
exclude seeing the GDP decreasing in 2010 as well.

Short-term indicators, % yoy Short-term indicators, % qoq
Q108 Q2-08 Q3-08 Q4-08 Q109 Q2-09 Q3-09 Q108 Q2-08 Q3-08 Q4-08 Q109 Q2-09 Q3-09
Industrial output 8.2 58 23 -6.1 -14 -8.8 -5.3 Industrial output 29 -13 -20 -5.6 -29 16 18
M anufacturing 7.0 71 37 -66 -15.2 -10.3 -6.8 M anufacturing 15 -0.1 -09 71 78 57 3.0
Construction 363 399 274 U5 35 -13.0 -19.3 Construction 53 78 -0.3 11 47 94 =0/
Services: population 7.8 2.9 33 -124 -3.8 -17.4 -18.6 Services: population -4.0 37 -2.7 -9.6 54 -110 -4.1
Retail sales 291 296 232 6.4 -6.3 -13.3 -132 Retail sales B3 39 01 -97 -0.3 -3.8 0.1
Unemployment* 38 39 41 42 49 60 69 SElES O =
Sales of new passenger cars -24 -187 02 -29.7 -214 -55 -24.2
passenger cars 24 -101 -55 -447 -56.0 -47.2 -60.1

* In case of employment the tables show the absolute level
Source: National Institute of Statistics, Raiffeisen RESEARCH
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Inflation

mmmmm Fyelled by increase in excises and lev depreciation

Inflation rate and the inflation target band

12 CPI (% yoy)

S=——=CORE 3 (%yoy) Forecasts
------- NBR mid-point target (% yoy)

Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10

Note: The shaded areadenotesthetaraet band of +/-1%around the mid-point taraet

Corel = Total CPI - Administered prices; CORE 2= CORE 1 - Volatile prices (fruits, vegetables, eggs
and fuels); CORE 3 = CORE 2 - Tobacco — Alcohol

Source: National Institute of Statistics, NBR, Raiffeisen RESEARCH
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Tobacco prices and headline CPI (% yoy)
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B Increase in fobacco prices pushed inflation rate up in September

Monthly inflation stood at 0.4% mom in September and at 0.44% in October. Even
though monthly inflation rates were high, the annual rate of inflation fell to 4.3%
yoy in October from 5% yoy in August.

The main drivers of inflation rate in September and October were increases in
tobacco prices following the hike in excises (+5.8% mom in September and +1.2%
mom in October) and leu depreciation which pushed phone tariffs up by 0.47%
mom in September and by 0.94% mom in October.

Our calculus shows that CORE 3 measure of inflation (total CPl excluding
administered and volatile prices, and tobacco and alcohol prices) decreased both
in September and October based on seasonally adjusted data. It was at 0.15%
mom in September and at 0.1% mom in October. This shows that underlying
inflationary pressures remained contained and headline inflation rate is due in @
large extent to temporary factors.

B Increase in excises will put upward pressures on the inflation rate
in the next quarters

Usually, the excises for different goods are set in euro and are paid in RON at the
EUR/RON exchange rate announced by the European Central Bank (ECB) on 1
October in the previous year. During this year, the excises were paid at EUR/RON
3.7364 (the exchange rate announced by ECB on 1 October 2008). In 2010 the
excises will be paid at the exchange rate of EUR/RON 4.2688 (the exchange rate
announced by ECB on 1 October 2009). So, the RON equivalent of excises set in
EUR would increase starting 1 January 2010 by 14.2% due to the change in the leu
reference exchange rate.

At the same time, in 2010 there should be also increases in the EUR level of excises
according to the fiscal law. For instance, the excise for cigarettes should increase
form EUR 64 per 1000 cigarettes currently to EUR 74 per 1000 cigarettes in 2010
(15.6% increase in euro equivalent). An increase of around 3.5% is scheduled also
for excise for gasoline. At the moment, we don’t know the exact timing for
increases in the level of excises. However, we think that the level of excises would
be hiked in a first step on 1 January 2010 (with other steps expected to take place
during 2010).

So, on 1 January we expect fo see important increases in prices of goods which
include excises (especially tobacco and gasoline) due to the change in the leu
reference exchange rate and due to the increase in the level of excises. For
instance, if the level of the excises is held constant on 1 January and only the
reference exchange rate is changed then the tobacco prices should increase by
around 8.5% and the gasoline price should increase by around 6%. If the level of
excises is also increased, the advance in prices should be higher. In our baseline
scenario, we take into account an increase of 13% for the price of cigarettes and of
8% for the price of gasoline as of 1 January 2010. However, in case of tobacco
products it is very likely to see the increase in prices being split over several months
starting November this year, putting at risk even the inflation target for 2009.

As the picture on the left shows, the increases in prices for cigarettes have been a
main driver of inflation rate in last years. Tobacco prices advanced by 24.2% yoy
in September. We expect the growth rate to remain close to this level at the end of
2010. Due to the large share of tobacco products in the CPI basket (4.6%), increase
in prices of tobacco products has an important contribution to the inflation rate.

B Recent depreciation of the leu raises risks for the disinflation

We sill expect the annual inflation rate to decrease in the next two quarters. So,
even though monthly inflation rates would be high in the next months (at around
0.5% mom October-December and higher in January), the annual rate of inflation
might fall slightly below 4% in March. The main risks to our scenario came from the
exchange rate and a hike in value added tax (VAT). The inflation rate would stop
also to decrease in the case of leu depreciation and of a hike in VAT.
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Monetary policy

mmmsmm The NBR remained on hold in November

B Interbank rates increased further in last weeks

Interbank interest rates fell rapidly during the second quarter due to the decrease in risk
aversion for Romania, due fo lower pressure on exchange rate and due to more liquidity
injected in the banking system by the central bank. Accordingly, interbank rates were at
8.5%-9.0% in August, down from 14% in March. At that moment, interbank rates
repositioned in the vicinity of the monetary policy rate (8.5%).

However, upward pressures emerged again on the interbank rates starting the second half
of September. Central bank cut further the key interest rate from 8.5% to 8% on 29
September but the decision had no impact on the interbank rates which have climbed
higher. In last weeks, effective money market interest rate (the average interest rate for all
transactions in the money market) climbed to more than 10.5%. We see several factors
behind the increase in the spread between the interbank rates and the monetary policy
rate.

Firstly, we think that interbank interest rates climbed higher due to an increase in the risk
premium required by investors. Risk aversion for Romania increased in last month
following prolonged political turmoil and its expected negative impact on the public
finances (budget deficit) and on Romania’s agreements with international institutions (IMF

NBR’s key interest rate and market interest rates
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and European Commission). Accordingly, the expectations for leu depreciation have —

increased. The central has tightened the control over the liquidity. On the one hand, the Source: NBR, Raiffeisen RESEARCH

NBR reduced the tenor of repo operations from 1 month (until September) to even only 2

days (in October). On the other hand, we think that net injections of liquidity in the Interest rates for loans and deposits

banking system from central bank and Finance Ministry decreased slightly over the last two 20

months even though available data suggest that the decrease in outstanding level of repo

operations (from RON 15.3 bn in July to RON 2.5 bn in September) matched the liquidity . el

injected by the cut of minimum reserve requirements in RON and FCY and by Treasury’s
expenses.

Secondly, “the spread between interbank money market rates and the monetary policy rate
widened in the context of a heightened impact on the money market of the substantial
budget deficit financing needs for the last quarter of this year” as central bank said by itself
in the statement following the monetary policy meeting on 3 November.

B NBR remained on hold at last monetary policy meeting
On 3 November, the NBR decided to keep the monetary policy rate unchanged at 8%,

14 1

5

Apr-07 Oct-07 Apr-08 Oct-08 Apr-09

Oct-09

Oct-06
although we and the market still expected to see a marginal cut of 25 bp. Also, minimum
reserve requirements were kept unchanged at 15% for RON and at 30% for FCY. We think Loans to companies (%
the NBR wanted fo be cautious. Although the NBR was aware of the “persistent economic | 777" 7"° E‘LGossﬁfsr;?g;e:gﬁsa(;ﬁ . (%
contraction”, it was more concerned about the increase in investors’ risk aversion for Deposit from households (%)
Romania amid heightened tensions in the political field (with negative impact on the public M oney market effective interest rate (%
bﬁdgftrhext_acuhon a_ncl on R:)r:.lamc s ag:ﬁeants dwnh IM': and (Ejurci)pecir}th{mmlsswn_], Note: Inferest rates for outstandling loans and deposits
about the increase in expectations regarding leu depreciation and about the increase in Source: Notional Bank of Romanie, Raifteisen RESEARCH
inflationary pressures (stemming from a potential leu depreciation and for expected hike in
excises). Uncertainty regarding next developments on the political scene, especially about %
the moment when a new government would be established, has increased the uncertainty Interest rate outlook (%)
about the economy and exchange rate dynamics. Current  Dec-09 Mar-10 Jun-10
B Market inferest rates to remain high in the next months Domestic markets
The risks to our baseline scenario (decrease in the interest rates) have materialized NBR key rate 8.00 8.00  8.00 7.50
following recent developments in political scene. As a result, we have to adjust the interest ROBOR 1 month 10.2 1.8 103 8.5
rate and exchange rate scenario in line with recent developments. We expect now the ROBOR 3 months 104 113 104 8.7
market interest rates to be close to the current level in Q1 2010 as well and even to T-bonds 3 years 9.8 9.8 9.5 9.1
increase slightly by end of this year. Even the NBR suggested that the positive spread T-bonds 5 years 94 95 94 91
between the interbank rates and the monetary policy rate should be expected to persist in T-bonds 10 years 8.5 83 83 8.1

the “short-run” (which we think it should be read as next few months). As we explained
above, increase in risk aversion and high funding needs of the government are the main
factors which point to high interest rates in the months to come. We expect the inferest rate
to re-enter on a downward trend once the political turmoil would calm down, a new
government would be established and a new agreement with the IMF would be concluded.

External markets

FED key rate

0-0.250-0.250-0.250-0.25

At the moment, it seems that this could happen at the end of January — beginning of ECB key rate 1.00 1.00 1.00 1.00
February next year.
EURIBOR 1 month 043 100 1.10 1.10
LIBOR USD 1 month 024 025 025 030

Source: Raiffeisen RESEARCH
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Exchange rate

mmmmmm Raises risks for leu depreciation

Regional exchange rates
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Exchange rates outlook

Current Dec-09 Mar-10 Jun-10 Sep-10
EUR/RON 42952 435 430 4.25 4.20
USD/RON 28566 290 277 274 2.90
CHF/RON 2.8445 284 277 269 271

EUR/USD 1.5036 150 155 1.55 1.45

EUR/CHF 1.5100 1.53 1.55 1.58 1.55
Source: Raiffeisen RESEARCH

X

B Increase in investors’ risk aversion

Last month’s developments in the political field triggered an increase in investors’
risk aversion for Romania.

Starting the beginning of October, the country is ruled by an inferim government
and expectations are now that a new government could be establishes the earliest
in the first half of December. The European Commission and the IMF said that
instalments from the external financing package agreed in March due by the end of
this year would be disbursed only after a new government would be established
and only after the budget plan for 2010 would be approved by Parlioment in line
with the parameters Romania agreed on last summer (deficit target for 2010 should
be reduced to 5.9% of GDP). Much more, uncerfainty regarding the disbursements
scheduled for 2010 has increased given that political turmoil has made more
difficult to fulfil the targets set for end of this year and the next quarters. Although
external financing needs of the country have decreased substantially following the
sharp fall in current account deficit (from 12.9% of GDP in 20008 to around 4.5-
5.0% of GDP in 2009) and the decrease in short-external debt, it is still necessary
to go forward in a timely manner with the agreements reached with the IMF and
European Commission in order fo improve investors’ confidence in the sustainability
of economic policies and of economic recovery. We see risks that the leu might
depreciate and the economic recession might deepen if these agreements would

fail.

Increase in risk aversion has been seen in the higher CDS quotations for Romania,
in higher interest rates in the money market, and in an increase in expectations
regarding leu depreciation in the next period. Until now, the increase in risk
aversion for Romania has been materialized only in a marginal depreciation of the
exchange rate. The leu depreciated only by 2.2% between 25 September and 10
November

Most of the risks to our exchange rate scenario which we have talked about in the
previous months have unfortunately materialized. The ruling codlition collapsed, the
budget deficit is expected to outpace the targets agreed with the IMF, and the
instalments from the IMF and the European Commission have been delayed. Much
more, the risks to see the agreements with the IMF and European Commission
failing during 2010 have increased. Political turmoil is at the root of these
developments. With these risks materializing and due to high uncertainty about
future developments in the economy, we had to adjust upward the exchange rate
scenario.

We expect now the EUR/RON exchange rate to trade close to the current level
(4.30) in March next year as well and to start then to slightly appreciate by the end
of 2010. In short-term (December-January), we see risks even for a slightly weaker
currency. As we said, the highly volatile political climate and its negative impact on
the agreements Romania reached with the international institutions (IMF and
European Commission) and on government's policies is the main reason for the
adjustments in the exchange rate scenario.

In our opinion, economy’s fundamentals (mainly the current account deficit) don't
argue for additional depreciation of the leu. Nevertheless, the perception is driving
the developments of the leu currently and as long as the perception doesn't
improve, the pressure on the currency would remain in place.

Our scenario assumes that a new government would be established by the end of
this year, the budget plan for 2010 would be approved by middle of January and
IMF and European Commission would have a positive review for Romania’s
policies by end of January. We think that if political instability would persist more,
then pressures for leu depreciation might be higher.
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Debt and bond market

= Government issued a new bond in euro

B Slight upward pressures on bond yields Yields of government bonds (based on ask prices)

Money market interest rates increased in last weeks as market liquidity conditions 13%

tightened. Some upward pressures arose in case of government yields which moved

also marginally up. 2%

Up to now, the government used a 10% ceiling in the auctions in the primary market 119% 1

(both in case of T-bills and T-bonds). However, in October it had to accept only

partially or even to completely reject the investors’ bids. More and more investors 10%]

started to require yields higher than 10%. In October, the government ended by 04%
issuing government securities amounting only to RON 2.4 bn although it intended to 9% | '

borrow RON 6 bn. The same story repeated at the beginning of November. The
government decided fo issue a new bond in euro on the local market. It borrowed
EUR 794 mn for 3 years at a yield of 5.25%. The bonds were mainly purchases by
banks which had liquidity in FCY following the cuts in minimum reserve requirements.

8.5%
8% 1

% T T T T T T
11-Nov-08 11-Jan-09 1-Mar-09 11-May-09 11-Jul-09 11-Sep-09 11-Nov-09

Funding needs of the government remain high, while the required yields by investors
has increased. So, we expect the investors to ask for higher yields at the next 3 Years
auctions. If yields would increase or not depends in a large extent on the behaviour of
the local commercial banks. Currently, they are financing more than 80% of the stock Noe: five days moving average

of government securities. Up to now, the banks were happy to invest in government Source: Reuters, Raiffeisen RESEARCH
securities and central bank favoured this behaviour. For instance, if central bank
extends again the size of repo operations, then banks could increase further their

5Years 10 Years

Net new issues of government securities (RON mn)

holding of government securities. In this case, the upward pressures on yields should 8000 1
remain contained. Moves of non-residents should have no impact on the yields as 6000 1
they hold only small amounts of debt. 4000 |
Given recent and expected developments, we have adjusted upward our scenario 2000 1
regarding dynamics of government bond yields in the next period. We expect now 01
the yields to remain close to the current levels in the next few months. They might start 2000 |
to fell again in the second half of next year.

-4000 |
The risks fo the baseline scenario are on the upside. This means that yields might even *6000

increase in short-term. However, we think that even in this case the advance would be -8000 -
on|y mcrginc“y. Jan- May- Sep- Jan- May- Sep- Jan- May- Sep-
08 08 08 09 09 09 10 10 10
Goverment securities reaching maturity (RON mn)
Total goverment securities issued (RON mn)
—a— Effective new funds raised by government (RON mn)

Source: Ministry of Public Finance, Raiffeisen RESEARCH
Auctions in Government securities
Discount T-Bills Benchmark T-Bonds
Amount (RON mn) Cupon (%) Amount (RON mn)

Tenor Average Maximum Tenor Average Maximum
Auctiondate (Months) Intended Effective  Yield yield Auction date (years) Intended  Effective Yield yield
03-Aug-09 2 1200 97 10.75% 10.75% 06-Aug-09 5) 1100% 850 0 - -
10-Aug-09 2 1200 1200 10.42% 10.50% 20-Aug-09 3 1.25% 850 302 10.24% 10.25%
17-Aug-09 6 1200 1342 10.45% 10.50%
24-Aug-09 2 1200 0 - -
07-Sep-09 2 1100 0 - - 03-Sep-09 5) 1100% 950 247 9.90% 10.00%
14-Sep-09 6 1100 1266 9.92% 10.00% 17-Sep-09 3 1.25% 950 983 9.99% 10.00%
21-Sep-09 2 1000 650 9.99% 10.00%
28-Sep-09 6 900 1049 9.97% 10.00%
05-Oct-09 6 1100 0 - - 08-Oct-09 5 1.00% 950 862 9.98% 10.00%
12-Oct-09 6 1000 850 9.97% 10.00% 22-Oct-09 3 1125% 950 594 10.00% 10.00%
19-Oct-09 2 1000 222 10.00% 10.00%
26-Oct-09 2 1000 0 - -
02-Nov-09 6 1200 0 - - 05-Nov-09 5 1.00% 950 0 - -
09-Nov-09 2 1200 104 10.00% 10.00% 19-Nov-09 3 1.25% 850
16-Nov-09 6 800
23-Nov-09 2 1000
Note: the amounts for the next period are only indlicative Source: Ministry of Public Finance
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Main indicators

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009F 2010F

Economic activity

Nominal GDP (EUR bn) 40.6 453 48.6 526 610 79.7 97.8 47 136.8 ur.5 045
GDP per capita (in EUR) 809 2022 2232 2419 2816 3688 4530 5788 6364 5471 5808
Real GDP (%, yoy) 24 57 51 52 85 4.2 79 6.3 6.2 -75 10
Household expenditures (%yoy) 12 9.3 6.3 8.4 158 10.1 2.9 2.0 9.1 -10.0 10
Fixed investments (%yoy) 6.3 99 89 8.8 10 5.3 19.9 30.3 9.3 -14.5 10
Industrial production (%, yoy) 7.1 8.3 4.4 3.1 53 2.0 7.1 54 25 -7.0 3.0
Unemployment rate (%, avg.) ni 8.8 10.0 75 6.7 5.8 54 4.3 4.0 6.5 8.8
Unemployment rate (%, eop) 10.5 8.8 84 74 6.3 59 52 4.1 4.4 8.0 95
ILO unemployment rate (%, avg.) 7.2 6.6 8.5 7.0 8.1 72 73 6.4 58 8.0 85
Wages

M onthly average gross wage (EUR) 14 165 74 179 204 267 326 422 473 444 461
Gross nominal wages - economy (%yoy) 46.9 48.9 27.3 236 22.6 17.0 8.9 226 235 8.2 4.0
Gross nominal wages - industry (%yoy) 417 511 23.6 195 23.0 6.8 5.7 216 213 9.2 45
Prices

CPI(%, yoy, eop) 40.7 30.3 7.8 1u1 9.3 8.6 49 6.6 6.3 45 40
CPI(%yoy, avg) 457 345 225 153 19 9.0 6.6 4.8 79 57 4.2
PPI1(%,yoy, avg) 53.4 38.1 23.0 9.6 0.1 0.6 ne 8.1 53 22 50
GDP deflator (%, yoy) 433 37.8 227 234 55 »2 10.6 B5 uo 70 50

Non-government credit

Non-government credit (%, yoy) 30.0 57.7 511 69.5 354 458 545 60.4 337 na na
Non-government credit (%of GDP) 9.3 10.0 18 153 16.6 20.7 26.8 35.6 39.3 na na
Credit in foreign currencies (% of total) 59.5 59.8 62.7 554 618 54.7 473 543 57.8 na na

Public sector

Public budget balance (% of GDP) -4.0 -3.2 -2.6 -2.2 -15 -0.8 -15 -3.1 -4.9 -7.8 -6.0
P ublic budget balance (ESA95, % of GDP) -4.7 -35 -2.0 -15 -12 -12 -22 -25 -55 -8.1 -6.5
Public revenues (ESA95, %of GDP) 338 325 33.0 320 323 323 33.1 335 328 315 315
P ublic spending (ESA95, %of GDP) 385 36.0 35.0 335 335 335 35.3 36.0 384 39.6 38.0
P ublic debt (ESA 95,%of GDP) 246 25.7 24.9 215 8.7 5.8 ©r4a »6 B.6 205 235
P ublic debt (national definition, % of GDP) 312 284 28.8 26.0 225 204 8.4 1.8 218 28.2 313

External sector

External debt (EUR bn) »1 us 6.2 78 215 30.9 412 585 73.0 78.0 85.0
External debt (%oof GDP) 29.8 326 333 339 35.2 38.8 421 47.0 53.3 66.4 68.3
Short-term external debt (% of total debt) 6.7 75 7.6 ni 1.9 20.3 30.5 339 304 19.2 212
External debt service (%of GDP) 6.8 8.1 8.7 72 8.1 7.0 20.2 240 29.8 36.6 24.7
External debt service (%of C/A receipts) 18.9 213 218 B2 9.5 429 512 64.9 76.5 959 63.0
Current account balance (EUR bn) -15 -25 -16 -3.1 -5.1 -6.9 -10.2 -16.7 -16.9 -5.6 -6.2
Current account balance (%of GDP) -3.7 -55 -3.3 -5.8 -84 -8.6 -104 -134 -2.3 -4.8 -5.0
Current account +FDIs (%oof GDP) -0.8 -2.6 -0.9 -2.2 0.0 -2.1 -15 -7.7 -5.6 -10 -0.2
Trade balance (FOB/FOB, EUR bn) -19 -33 -2.8 -4.0 -5.3 -7.8 -us8 -17.8 -8.2 -6.8 -7.2
Trade balance (FOB/FOB, %of GDP) -4.6 -7.3 -5.7 -75 -8.7 -9.8 -12.0 -14.3 -B3 -5.8 -5.8
FOB exports (%, yoy) 413 29 54 6.4 213 75 16.2 143 3.8 -18.5 10
FOB imports (%, yoy) 434 221 8.6 »3 24.0 239 251 26.0 94 -34.0 10.0
Net FDIinflows (EUR bn) 12 13 12 19 51 52 8.7 70 9.2 45 6.0
FX official reserves (EUR bn) 2.7 44 59 6.4 10.8 16.8 213 253 26.2 27.0 27.0
FX oficial reserves (months of imports) 29 3.6 4.2 4.1 52 6.3 6.4 6.1 57 8.9 8.1

Interest rates

NBR key rate (%, avg) na. na. 225 193 20.0 ns5 85 75 9.7 9.1 7.6
NBR key rate (%, eop) na. na. .75 2125 17.00 7.50 8.75 7.50 10.25 8.00 7.00
ROBOR 1month (%, avg.) 529 432 295 20.1 205 94 8.7 7.8 B.0 ns 9.1
10-year T-Bonds (%, avg., ask prices) na. na. na. n.a. na 74 6.5 7.0 79 85 8.0

Exchange rates

EUR/RON (eop) 2.41 2.79 3.49 4.1 3.97 3.68 3.38 3.61 3.99 4.35 4.5
EUR/RON (avg) 2.00 2.60 3.13 3.76 4.05 3.62 3.52 3.34 3.68 4.25 4.25
USD/RON (eop) 2.59 3.16 3.35 3.26 291 3.1 257 246 2.83 2.90 2.96
USD/RON (avg) 2.7 291 3.31 3.32 3.26 291 281 2.44 252 2.99 2.83

Source: NBR, NIS, EUROSTAT, Raiffeisen RESEARCH
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Disclosure appendix

I Disclosure appendix

This document does not constitute an offer or invitation to subscribe for or purchase any securities and neither this document nor anything contained herein
shall form the basis of any contract or commitment whatsoever. This document is being furnished to you solely for your information and may not be
reproduced or redistributed to any other person. Any investment decision with respect fo any securities of the respective company must be made on the basis
of an offering circular or prospectus approved by such company and not on the basis of this document. RZB may have effected an own account transaction in
any investment mentioned herein or related investments and or may have a position or holding in such investments as a result. RZB may have been, or might
be, acting as a manager or co-manager of a public offering of any securities mentioned in this report or in any related security. Information contained herein
is based on sources, including annual reports and other material which might have been made available by the entity which is the subject of this document.
RZB believes dll the information fo be reliable, but no representations are made as to their accuracy and completeness. Unless otherwise stated, all views
(including statements and forecasts) are solely those of RZB and are subject to change without notice. Investors in emerging markets need to be aware that
setflement and custodial risk may be higher than in markets where there is a long established infrastructure and that stock liquidity may be impacted by the
numbers of market makers which may therefore impact upon the reliability of any investments made as a result of acting upon information contained in this
document. Special regulations for the Republic of Austria: This document does not constitute either a public offer in the meaning of the Kapitalmarktgesetz
("KMG") nor a prospectus in the meaning of the KMG or of the Bérsegesetz. Furthermore this document does not intend to recommend the purchase or the
sale of securities or investments in the meaning of the Wertpapieraufsichtsgesetz. This document shall not replace the necessary advice concerning the
purchase or the sale of securities or investments. For any advice concerning the purchase or the sale of securities or investments kindly contact your
RAIFFEISENBANK. Special regulations for the United Kingdom of Great Britain and Northern Ireland (UK): Raiffeisen Zentralbank. This publication has been
either approved or issued by Raiffeisen Zentralbank Osterreich AG (RZB) in order to promote its investment business. RZB is regulated for the conduct of
investment business within the UK by the Financial Service Authority (FSA) and a member of the London Stock Exchange. This publication is not intended for
investors who are private customers within the meaning of the FSA rules and should therefore not be distributed to them. Neither the information nor the
opinions expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RZB may have effected an Own
Account Transaction within the meaning of FSA rules in any investment mentioned herein or related investments and or may have a position or holding in
such investments as a result. RZB may have been, or might be, acting as a manager or co-manager of a public offering of any securities mentioned in this
report or in any related security. Special regulations for the United States of America (USA) and Canada: This document or any copy hereof may not be
taken or transmitted or distributed, in the USA or Canada or their respective territories or possessions nor may it be distributed to any USA-person or person
resident in Canada by any means other than via a US Broker Dealer. Any failure to comply with these restrictions may constitute a violation of USA or
Canadian securities laws.
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