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2021E:
In a nutshell

* The Romanian economy has been hit by multiple shocks in 2020: COVID-19, a bad
harvest, and the end of the UK transition period before it leaves the EU. We expect
real GDP to contract by 4.9%, rebounding by 3.9 in 2021E and 4.5% in 2022E. The
recovery should benefit from loose monetary conditions, significant EU funding

support, and the nascent export recovery in Europe.

* We underscore that we have doubts that the global recovery will have long legs, as
we see too much inflationary pressures building up over time relative to the
prospects for the Ilabour market and an impaired monetary transmission
mechanism in the Eurozone. We see a one-in-three chance of recession in 2022E,

rising to 40% odds of recession in 2023E, if the current policy mix in Europe is not

changed.

* Romania also faces downside risks, due to a much needed fiscal recalibration:
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202] E: improving the efficiency of some parts of public spending, broadening the tax base,
making room to allow the investment and co-financing of EU funds. However, all
ln ( nUTShe” this is going to be politically difficult to deliver, and it may get even harder as time
goes by. In Bucharest, for example, approximately 800,000 people are without
heating currently as a result of underinvestment in the electricity grid. A new
conservative party, AUR, scored a strong 9% in the recent election and may be

getting stronger still.

* The public sector public deficit is estimated at 9% of the GDP in 2020E and 2021E,
given the current policy trajectory. Funding is viable at current interest rates
because of an expected EUR 10bn payment from SURE and the loan segment of the
recovery fund, which will contribute critically to the normal funding sources of the

state. Without that support, funding costs could rise by 100-150bps, easily .

* We expect the central bank to maintain the policy rate unchanged in the foreseeable
future, facilitating a contained weakening of the currency, notwithstanding the

scarce funding for the current account deficit.

Note: this is an extract of our Romania 2021 outlook, if you would like to discuss

Romania in detail please contact us.
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Romania in its regional context

* Gross wages are approx. 60% of average lItalian * Exports to the UK are modest, most diaspora not

levels, the widest gap in the CEE. affected by UK woes meaningfully. However,

diaspora swings showing in voting patterns, as 30%

* Debt of households and non-financial corporations voted for the new party AUR. This phenomenon has
relative to GDP is low in international comparison, not been seen anywhere else in the EU so far.

but so is the amount of financial assets owned by

these sectors.

* Export recovery has lagged its peers, it is not yet

clear why.
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EARNINGS: Convergence for reshoring considerations

Avg. net annual earnings as % Italy Price adjusted avg. net annual earnings as % Italy
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Sources: ADA Economics, Furostat. CEIC, OFCD, Turkstat
Annual net earnings of a single person without children eamning 100% of average earning. The Turkish estimate is based on rolling the avg. gross wage reported by Turkstat in 2014 (2007 TRY per month), converting to FUR (aop) and applying a 28.5% avg. tax rate (OFCD 20179)
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BALANCE SHEETS: Households and non-financial corporations

Households assets have been pushed up by involuntary savings,
government wage subsidies and precautionary moves. Assets
are expected to remain elevated throughout 2021E, alongside
the rollout of vaccines.

Assets to GDP Debt to GDP
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80% - 80% -
70% - 70% -
60% - 60%
50% - 50% -
40% - 40% -

30% W_ANW 30% -
20% - 20% -/— - — - —
10% - 10% -

0% r r r r r r . . . . . 0%

S ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ § & & o“a’ KRR SIS
N 3 N N N 3 3 N N N 3 N N 3 3 D) 3 3

Sources: ADA Economics, CFIC, NBR
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EXPORTS: Growth recovery has not kept up pace

« The recovery of Romanian exports has lagged its CE peers persistently, due primarily to a weaker pick-up in the major

‘machinery and transport equipment” category.

» Nevertheless, the assessment of the export order book in the November survey remained encouraging.

Exports (yoy) in USD Exports: machinery and transport equipment (yoy)
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Sources: ADA Fconomics, CEHIC
Data transformed into 12M rolling sum
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EXPORTS: Structure for CE4

Share of export destinations Share of commodities in exports
35% 1 100% - %2007 =2020
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Sources: ADA Fconomics, CEHIC
The charts show share of exports for year 2020 unti August 2020 for Romania and vntil Seotember 2020 for the rest
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DISCLAIMER

|/ Copyright 2020 ADA. All rights reserved.

This report may provide information, commentary and discussion of issues relating to the state of the economy and
the capital markets. All opinions, projections and estimates constitute the judgment of the author as of the date of the
report and are subject to change without notice. ADA is under no obligation to update this report and readers should
therefore assume that AD will not update any fact, circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward looking statements or forecasts
included in the content are based on assumptions derived from historical results and trends. Actual results may vary
from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when
making any investment decision, and no investment decisions should be made based on the content of this report.

Thisreportis notintended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation and particular needs of any specific person. Under no circumstances does any information
represent a recommendation to buy or sell securities or any other asset, or otherwise constitute investment advice.
Investors should seek financial advice regarding the appropriateness of investing in specific securities or financial
instruments and implementing investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are
encouraged to seek independent, third-party research on any companies discussed or impacted by this report.

In accordance with rules established by the U.K. Financial Services Authority, macroeconomic analysis is NOT considered
investment research.
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Materials prepared by ADA research personnel are based on public information. Facts and views presented in this
material have not been reviewed by, and may not reflect information known to, professionals in other business areas
of ADA.

To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to
express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of law
relating to the subject matter of this report. ADA research personnel’s knowledge of legal proceedings in which any
ADA entity and/or its directors, officers and employees may be plaintiffs, defendants, co—defendants or co—plaintiffs
with or involving companies mentioned in this report is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information
known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant
to such proceedings.

The information herein (other than disclosure information relating to ADA and its affiliates) was obtained from various
sources and while all effort has been made to provide accurate information, ADA does not guarantee its accuracy. This
report may contain links to third—party websites. ADA is not responsible for the content of any third—party website or
any linked content contained in a third—party website. Content contained on such third—party websites is not part of
this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any
endorsement by or any affiliation with ADA.

Any unauthorised use or disclosure is prohibited.



THE ADA TEAM

OQ ADA Economics

Effective analysis to manage financial risk

Raffaella Tenconi

Founder & Managing Director

raffaella@adaeconomics.com

Alessio Chiesa

Economist
Exchange Rates & Bond yields specialist

alessio.chiesa@adaeconomics.com

Adnan Asif

Economist
Monetary Policy specialist

adnan.asif@adaeconomics.com

Guilherme Rodrigues

Economist
Inflation specialist

quilherme.rodriques@adaeconomics.com

Viola Pititto

Executive Assistant

viola.pititto@adaeconomics.com



mailto:raffaella@adaeconomics.com
mailto:raffaella@adaeconomics.com
mailto:raffaella@adaeconomics.com
mailto:raffaella@adaeconomics.com
mailto:raffaella@adaeconomics.com

!

\

com
/
om

G.C

mics

sww.adaecon

()
o))
a..,

to maﬁ

iston

c

ELENE

A E

ive

- Effect



mailto:ADA_Research@adaeconomics.com
http://www.adaeconomics.com/

