
Summary

• A notable rebound in industry was registered in May

as industrial output accelerated to 15.7% yoy. In Jan-

uary-May, industrial production posted strong

growth increasing by 5.9% yoy, supported by grow-

ing production in manufacturing as well as increas-

ing labor productivity.

• In January-May, the consolidated budget surplus

amounted to RON 4.19 billion (EUR 1.19 billion)

which is about 1.3% of projected full year GDP.

• In June, monthly CPI inflation hit its lowest level of

0.15% month-over-month (mom) in 2006. Con-

sumer prices have increased by 2.67% since the be-

ginning of the year and CPI inflation has decelerated

to 7.11% yoy.

• The National Bank of Romania continued to pursue

tight monetary policy with an intention to restrict the

expansion of RON-denominated non-government

credit, which has doubled in nominal terms since

May 2005. RON-denominated household credit in-

creased by 125% yoy in May.

• In January-May, the current account deficit stood at

EUR 3.34 billion or 3.7% of projected full year GDP,

increasing by 53.2% yoy. Net foreign investments in

the amount of EUR 2.9 billion allowed for financing

of 86% of this deficit.

• The privatization of the state-owned bank, the Na-

tional Savings Bank (the fifth largest bank in Roma-

nia), is advancing.

Economic Growth

In January-May, industrial output posted strong

growth increasing by 5.9% year-over-year (yoy) over

the same period of the previous year. In May alone, in-

dustrial production accelerated to 15.7% yoy from

0.6% yoy in April. Though a shift in the business day

schedule due to the Easter holidays influenced statisti-

cal differentials in the monthly output dynamics, in-

dustrial expansion was driven by improving labor pro-

ductivity and favorable external conditions, repre-

sented by higher demand and growing prices of oil. In

April-May, industrial production grew by 8% yoy out-

pacing the 4.5% yoy growth registered in the first

quarter of 2006. During April-May of 2006, labor pro-

ductivity in industry improved by a notable 12.15%

yoy (increasing by 19.9% yoy in May, and by 9.9% in

January-May 2006.) Increasing productivity is attrib-

uted to the growing capital deepening in the industry

due to falling employment and accelerated invest-

ments into fixed capital; during the last two quarters

of 2005 and the first quarter of 2006, the growth rate

of gross fixed capital formation outpaced the growth

rate of final consumption.

Manufacturing continues to be the principle sector

supporting positive performance of industry. In May,

production in manufacturing grew by 16.5% yoy,

pushed by growth in the chemical industry of 39.7%

yoy, automobile manufacturing by 29.4% yoy, fuel

processing industry by 18.9% yoy, utilities by 16.7%

yoy, and wood and food processing by 18.6% yoy and

21.1% yoy respectively. A negative trend was re-

versed in metallurgy, where output had been declin-

ing since February. In metallurgy and machine build-

ing, where production declined by 5.9% yoy in April,

positive growth rates of 2.2% yoy and 4.1% yoy re-

spectively were recorded in May. However, output

contraction in both sectors continued, though at a

slower speed; in January-May production in metal-

lurgy and machine building declined by 2.3% yoy.

There are signs of improvement in light industry,

where output contraction rates decelerated in the tex-

tiles sector from –14.3% yoy for the first four months

of this year to –12.9% yoy in January-May, in

ready-made clothes from –8.8% yoy to –6.7% yoy

and in leather and footwear from –2.4 yoy to –1.5

yoy.

Fiscal Policy

In January-May, consolidated budget revenues

amounted to RON 41.24 billion increasing by 22%

yoy or by 14% yoy (CPI adjusted). Consolidated bud-

get expenditures totaled RON 37.04 billion, growing

by 13% yoy or 5% yoy CPI adjusted. As a result, the

consolidated budget surplus for the first five months

of 2006 grew to RON 4.19 billion (EUR 1.19 billion)

which is about 1.3% of projected full year GDP.

In the first half of 2006, consolidated budget revenues

increased by 20.4% yoy or by 12.4% yoy CPI-ad-

justed, reaching RON 46.7 billion (EUR 13.2 billion).

Preliminary data on tax revenues for June 2006 re-

ported by the Ministry of Public Finance reveals the

strong performance of income tax in revenue collec-

tion. The contribution of the income tax to fiscal reve-

nues is increasing due to the highest growth rate of in-

come tax collection, which is up by 34.7% yoy to

RON 4.4 billion (EUR 1.2 billion). Value Added Tax

(VAT) and excises remained the principle sources of

budget financing and are supported by brisk con-

sumer spending. Though VAT continues to generate

the lion's share of fiscal revenues, the proceeds from

VAT do not grow as fast as income tax collection,

which is fueled by both increasing salaries and other

incomes. In January-June, VAT amounted to RON

12.6 billion (EUR 3.6 billion) and accounts for 27%

of total budget revenues, increasing by 26.5% yoy in

nominal terms over the same period of 2005.

The Ministry of Public Finance confirmed its plans to

expand the consolidated budget deficit to 2.5% of

GDP in 2006. This expansion comes from a 2.3% in-

crease of the share of the budget expenditure in full

year GDP from April's 32.8% projection. The Na-

tional Bank of Romania (NBR) did not change its fore-

cast of annual consumer price inflation of 6.8% yoy

following the Ministry of Public Finances announce-

ment. At the same time, a recent tightening of mone-

tary policy can be perceived as a counter-measure to

fiscal loosening. However, higher inflationary pres-

sure due to increased government spending in the sec-

ond half of 2006 calls for better coordination between

fiscal and monetary authorities.

The stock of medium and long-term external debt (ex-

cluding foreign entities' deposits) increased by 1.1%

yoy to EUR 23.93 billion (or about 26% of projected

full year GDP) due to the growing external debt is-

sued by the private sector, which inched up by 2.2%

mom. The public and publicly guaranteed external

debt remained relatively flat and totaled EUR 10.96

billion. In January-May, the medium and long-term

external debt service ratio continued to decline and

stood at 16.2%.

Monetary Policy

The consumer price index (CPI) registered the lowest

monthly inflation since the beginning of the year in

June. Despite a 0.81% month-over-month (mom) in-

crease in the prices of services, CPI inched up by only

0.15% mom decelerating from 0.6% mom in the previ-

ous month. A positive monthly inflation outlook is

supported by declining prices of food products, which

dropped by 0.45% mom in June due to the seasonal ad-

justments in the prices of vegetables (–2.0% mom)

and a continuing downward trend in the prices of milk

and meat (which decreased by 0.96% mom and 0.78%

mom respectively.) The price index of non-food com-

modities grew by 0.45% mom, decelerating from

1.2% mom in May. As in the previous month, higher

prices of tobacco and fuels in June, growing by 3.13%

mom and 0.22% mom respectively, generated at least

¾ of the monthly inflation in the prices of non-food

commodities. The accelerated growth rate of service
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prices is mainly driven by the increasing tariffs of wa-

ter supply, railroad transportation and telecommunica-

tions by 1.57% mom, 2.71% mom and 1.1% mom. In

June, the growth in telecommunications tariffs was

registered for the first time since the beginning of the

year and contributed 0.077 percentage points to

monthly CPI inflation.

Consumer prices have increased by 2.67% since the

beginning of the year and year-over-year (yoy) CPI in-

flation amounted to 7.11%, decelerating from 7.26%

yoy in May. With the exception of prices of non-food

commodities, which sped up by 8.6% yoy, decelera-

tion was registered in the prices of food products and

services to 5.28% yoy and 7.7% yoy. Increasing

prices of fuels, tobacco, utilities and water supply

(which grew by 6.3% yoy, 19.6% yoy, 16.7% yoy and

24.9% yoy respectively) were the source of almost

half of the year-over-year CPI inflation in June and

contributed 70% to the overall price increase since the

beginning of the year. Even though these commodi-

ties represent less than ¼ of the consumer basket,

their growing prices in 2006 have been generating at

least 40% of the year-over-year CPI inflation, increas-

ing the vulnerability of price stability to the upward

price adjustments in these sectors.

In May, nominal money supply (measured with the

monetary aggregate M2) increased to RON 91.7 bil-

lion and posted a 27.5% year-over-year (yoy) growth

rate, which is slightly higher than the 27.4% yoy

growth rate recorded in April. Net domestic assets

(NDA) increased by 9.55% mom to RON 47.23 bil-

lion driven by the expansion of non-government

credit. In May, the growth rate of NDA accelerated to

41.5% yoy from 33.9% yoy in April.

In May, domestic non-government credit maintained

its upward trend, increasing by 53.5% yoy as com-

pared to May 2005. This expansion is supported with

the rapid growth of RON-denominated non-govern-

ment credit, which has doubled in nominal terms

since May 2005 and amounts to RON 37.64 billion

(EUR 10.64 billion), representing 52% of non-govern-

ment credit (40% in May 2005). The 100% yoy

growth rate of RON-denominated credit is largely at-

tributed to the significant expansion of RON-denomi-

nated credit issued to households, which increased by

125% yoy in May. The total amount of loans denomi-

nated in both domestic and foreign currencies and is-

sued to households increased by 88% yoy to RON

27.9 billion (EUR 7.9 billion) and accounts for 39%

of total domestic non-government credit (31% in May

2005). About 40% of the growth of non-government

credit is generated by increasing RON-denominated

consumer credit (this contribution is almost three

times higher than in May 2005). The impact of the

growth of total RON-denominated credit is even

more dramatic — expanding domestic RON-denomi-

nated credit accounts for at least ¾ of the growth in to-

tal non-government credit.

In July, the National Bank of Romania (NBR) issued

the 2006 Report on Financial Stability, acknowledg-

ing that the financial system is still insufficiently de-

veloped, with financial intermediation below the lev-

els in Central and Easter Europe. The report argues

that there are no imminent risks to the financial sys-

tem for two main reasons. First, the credit risk is

strictly monitored by supervising authorities and

banking risk management has significantly improved.

Second, the size of the non-banking financial sector is

still too small to pose a considerable risk to financial

stability. Moreover, starting 2006 non-banking finan-

cial institutions are closely monitored and supervised

by the central bank. In addition, a principle massage

of this report is a call by the NBR for better coordina-

tion between fiscal and monetary authorities to im-

prove the regulatory capacity of the central bank,

which is currently restricted by many external factors

including the significant role of administered prices

in the consumer price index and structural rigidities in

the economy.

International Trade and Capital

In May, exports (FOB) amounted to EUR 2.3 billion

accelerating to 29.7% yoy from 4.1% yoy in the previ-

ous month. The growth of imports continues to out-

pace the growth of exports, with imports (CIF) in-

creasing to 30.9% yoy from 15.7% yoy in April and to-

taling EUR 3.5 billion. As a result, the merchandise

trade deficit (FOB/CIF) increased to EUR 1.2 billion

in May or EUR 4.64 billion since the beginning of the

year, which is approximately 5.1% of projected full

year GDP. At the same time, the strong performance

of exports supported a notable deceleration in the

growth rate of both the monthly and cumulative trade

deficit. The growth of the trade deficit (FOB/CIF) de-

celerated to 33% yoy in May, which is 1.5 lower than

the average growth rate for the first four months of

2006. In January-May, the growth of the trade deficit

(FOB/CIF) slowed to 43.3% yoy from 46.2% yoy in

January-April.
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In May, the notable growth of exports was driven by

the increasing export of machinery, mineral products

and transportation means, which expanded by 50.9%

yoy, 45.6% yoy and 97.4% yoy respectively. Higher

export volumes of these three commodity groups, sup-

ported by the strong external demand and the high

price of oil, account for approximately ¾ of the ex-

port growth in May and contribute 84% to the 19.8%

yoy growth of exports in January-May. In addition,

the export of textiles and metallurgical products

posted positive growth rates in May accelerating to

6.4% yoy and 6.8% yoy from –17.3% yoy and –9.6%

yoy respectively in April. In January-May, imports

(CIF) accelerated to 26.2% yoy and amounted to EUR

15.02 billion. The principle contributing commodity

groups, generating 19 percentage points of this

growth rate, are mineral products, machinery, vehi-

cles and metallurgical products, the imports of which

increased by 39.7% yoy, 33.7% yoy, 30.5% yoy and

24.8% yoy respectively. The European Union contin-

ues to be Romania's main trading partner, with ex-

ports to the EU increasing by 16.6% yoy and imports

from the EU by 23% yoy in January-May.

In January-May, the current account deficit stood at

EUR 3.34 billion or 3.7% of projected full year GDP,

slowing to 53.2% yoy from 57.2% yoy in Janu-

ary-April. A deceleration in the growth of the current

account deficit is supported by the slower growth of

the trade deficit, which declined to 37.4% yoy from

40% yoy in January-April. At the same time, the ex-

panding trade deficit remains the driving force behind

the increasing current account deficit, contributing

81% to the growth rate of the current account deficit.

An insignificant surplus of trade in services in the

amount of EUR 21 billion as well as the deteriorating

performance of net current transfers (which dropped

by 9.6% yoy in January-May) increase the sensitivity

of the current account deficit to developments in the

foreign merchandise trade.

Approximately 86% of the current account deficit

was financed with inflows of foreign direct invest-

ments (FDI). In January-May, net FDI amounted to

EUR 2.9 billion, which represents a 28% increase

over January-April and is almost two times higher

than the amount of net FDI in January-May 2005. In

June, foreign exchange reserves of the central bank

(including monetary gold) amounted to EUR 19.77

billion, falling by 0.8% month-over-month due to a

EUR 35.7 million reduction in foreign currencies

holdings and a EUR 119 million decrease in the value

of monetary gold. Slight downward adjustments in

the central bank's foreign reserves starting in May

caused a downward correction of the import cover ra-

tio, which stood at 6.3 months in May compared to

6.6 months in April.

Other Developments Affecting the

Investment Climate

The Romanian government is advancing with the pri-

vatization of the state-owned bank, the National Sav-

ings Bank (CEC). The CEC is the fifth largest bank in

Romania with RON 6 billion in assets and RON 17.6

million (EUR 4.88 million) net profits earned in the

first half of 2006. Bids for a 69.9% stake in CEC were

submitted by three bidders: OTP Bank, the National

Bank of Greece and Austria's Raiffeisen. Following

the first phase of CEC privatization, the government

decided to continue negotiations with OTP Bank and

National Bank of Greece. Final offers are expected to

be submitted on August 31st.

The World Bank and the International Bank for Re-

construction and Development (IBRD) agreed to

grant Romania a EUR 106 million loan for develop-

ing infrastructure and water and sewage facilities.

Standard & Poor's issued a report on the Romanian

banking sector acknowledging the high potential of the

banking sector for growth and development. The re-

port recognizes significant improvements in bank man-

agement and the regulatory environment as well as in-

creased participation of the foreign banks in the Roma-

nian banking sector, and calls for further reforms that

would harmonize Romanian banking regulations with

European standards and facilitate EU accession.

The Precautionary Stand-By Arrangement with the In-

ternational Monetary Fund (IMF), signed two years

ago, expired in July. According to the IMF, the pro-

gram had been missing its targets since Fall 2005 and

the principle disagreement between the government

and the IMF was the level of the budget deficit. While

the Fund advocated a balanced budget, the Romanian

government approved a 2.5% of GDP budget deficit

in June.

Romania

Macroeconomic Situation

Headquarters
123 N. Post Oak Ln., Suite 410
Houston, TX 77024  USA
Tel: (1�713) 621�3111     Fax: (1�713) 621�4666
E�mail: sbleyzer@sigmableyzer.com

Bucharest Office, Romania
12Bis, Dr. Draghiescu St., Sect. 5,
Bucharest , 050579
Tel: 40 (21) 410�1000    Fax: 40 (21) 410�2222
E�mail: bucharest.office@sigmableyzer.com 3

July 2006

-5

-2.5

0

2.5

January February March April May

Trade Balance
Net Incomes
Current Transfers

Current Account
Balance

Net FDI

.

Balance of Payments, year�to�date EUR billion

Source: NBR


