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Core Views

Romania’'s economic recovery will move onto an increasingly solid footing in 2014, with
export-led growth finally translating into substantive improvements in consumer
spending. We forecast growth to come in at an above-consensus 2.8%.

Although Romania's political system will remain reasonably stable by historical
standards in 2014, political instability looks set to increase on the back of the Liberal
Party leaving the ruling Social-Liberal Union (USL) coalition.

Despite strong exports, the current account deficit will widen to 1.5% of GDP in 2014,
driven by recovering imports and increased profit repatriation from foreign corporations
operating in the country.

Romania's fiscal outlook is unlikely to cause the country any significant problems over
the next few years, with a manageable public debt load and the ruling USL coalition
unlikely to veer away from fiscal prudence.

Romania'’s interest rate cutting cycle looks to have come to an end, with the country's
policy rate likely to stay at 3.50% for the remainder of 2014.

Romania's banking sector will continue shrinking in 2014, as lending is held back by
tight credit standards and weak corporate deposit growth. That said, healthy capital
buffers imply that the sector remains relatively well-positioned to deal with any domestic

or international shocks.

Major Forecast Changes
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We have revised our forecast for the current account deficit down to 1.5% in
2014, from 0.9% previously, due to expectations of a faster pickup in import demand.

Key Risks To Outlook

The main risk to our outlook is for a slower-than-anticipated pickup in private
consumption over the coming quarters. With exports booming and accommodative
monetary conditions laying the foundations for a pickup in domestic demand, we would
be tempted to downgrade our forecasts for Romanian growth if leading and high
frequency indicators point towards a more sluggish pickup in domestic demand in the
first few months of 2014.

A further risk is the potential for the Romanian labour force to become less competitive.
Faster growth could lead to a strong recovery in wages, hitting the country's export
competitiveness and choking off the recovery. Nevertheless, we note that the country
still remains one of the most competitive in the region, and its low base level of
development should ensure that this remains the case for some time to come.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Volatility To Persist In Election Year
Although Romania's political system will remain reasonably sTable by historical
standards in 2014, we expect political uncertainty to remain elevated in the run up to
European and presidential elections. The ongoing feud between the prime minister and
the president is also unlikely to abate any time soon, with further high-profile policy
disputes likely to weigh on the country's business environment.

TABLE: POLITICS
Long-Term Political Outlook
Balancing The Demands Of West/East Influence
The strength and quality of Romania's political institutions fall short relative to much of
Europe, implying significant challenges ahead despite the progress made since the fall
of communism. With membership of the euro still looking like a distant prospect, and EU
influence on Romania's political trajectory at risk of slowing, there is a growing risk of
institutional stagnation, which could jeopardise some of the improvements made over
the last two decades.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Recovery Will Find A More Solid Footing In 2014
Romania's economic recovery will find a firmer footing in 2014, with export-led growth
finally translating into substantive improvements in consumer spending. We forecast
growth to come in at an-above consensus 2.8%, but stress that faster growth will be
prevented by sluggish fixed investment.

TABLE: ECONOMIC ACTIVITY
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Balance Of Payments
Current Account Deficit Has Peaked
Romania'’s current account deficit will widen to 1.5% of GDP in 2013, driven by
recovering imports and increased profit repatriation from foreign corporations operating
in the country. Nevertheless, with foreign direct investment set to gradually recover we
do not see any significant risks to current account financing.

TABLE: CURRENT ACCOUNT
Fiscal Policy
Fiscal Deficit Poses Few Risks
Romania's fiscal outlook is unlikely to cause the country any significant problems over
the next few years, with a manageable public debt load and the ruling Social-Liberal
Union coalition unlikely to veer away from fiscal prudence. We expect the fiscal deficit to
narrow again in 2014, but note that deficit reduction will slow as reform momentum
begins to wane.

TABLE: FISCAL POLICY
Monetary Policy
Central Bank To Resist Rate Hikes
Romania'’s interest rate cut cycle looks to have come to an end for the time being, with
the country's policy rate likely to stay at 3.50 %for the remainder of 2014. Low
inflationary pressures and weak domestic demand will ensure that rates are unlikely to
be increased for some time to come, while the Romanian central bank tries to stimulate
domestic demand without undermining currency stability.

TABLE: MONETARY POLICY
Banking Sector
Slightly Better Outlook In 2014, Despite Risks
Romania's banking sector will continue shrinking in 2014, as lending will be held back
by tight credit standards and weak corporate deposit growth. Although deteriorating
asset quality poses the main risk to the sector's health in 2014, the pace of loan
impairments should slow over the coming quarters, and healthy capital buffers imply
that the sector remains relatively well positioned to deal with any domestic or
international shocks.
Exchange Rate Policy
Leu Resilience Unlikely To Last

TABLE: BMI Romania Currency Forecast
Regional Banking Outlook
Emerging Europe Central Banking: What To Expect In 2014
Amidst clear signs of a domestic demand recovery, monetary authorities in central
Europe will face a delicate balancing act in 2014 as they seek to support growth, unwind
unprecedented loose policy, and contain incipient inflationary pressures. Turkey and
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Russia, on the other hand, will face weakening growth prospects and still-elevated
inflation.

CHAPTER 3: 10-YEAR FORECAST

The Romanian Economy To 2023
Long-Term Potential, With Risks
TABLE: Long-Term Macroeconomic Forecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis
BMI Business Environment Risk Ratings
Business Environment Outlook
Institutions
TABLE: BMI BUSINESS AND OPERATION RISK RATINGS
TABLE: BMI LEGAL FRAMEWORK RATING
TABLE: LABOUR FORCE QUALITY
Infrastructure
TABLE: ANNUAL FDI INFLOWS
Market Orientation
TABLE: Top Export Destinations
Operational Risk

CHAPTER 5: KEY SECTORS

Autos
TABLE: Sales
TABLE: Production
TABLE: Balance Of Trade
Food & Drink
TABLE: Food Consumption Indicators - Historical Data & Forecasts, 2010-2017
Other Key Sectors
TABLE: Freight Key Indicators
TABLE: Oil & Gas Sector Key Indicators
TABLE: Pharma Sector Key Indicators
TABLE: Telecoms Sector Key Indicators
TABLE: Defence & Security Sector Key Indicators
TABLE: Infrastructure Sector Key Indicators
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CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Global Growth Optimism Turning To Disappointment
Table: Global Assumptions
Table : Developed States , Real GDP Growt H, %
Table : BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %
Table : Emerging Markets , Real GDP Growth , %
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