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Overview

In 2019, in a global environment marked by the slowing expansion of economic
activity amid uncertainty linked largely to tensions that affected international
trade, Romania’s economic growth stood at 4.1 percent. The slight deceleration
(by 0.3 percentage points) versus a year earlier was not, however, accompanied by
an improvement in medium- and long-term sustainability, given that the tensions
surrounding macroeconomic equilibria ever since the previous years intensified in
2019, as reflected in the widening of the twin deficits.
In the context of the loose income policy and persistent structural labour shortage,
the further above-potential increase in domestic absorption was chiefly ascribable
to private consumption. However, investment also made a positive contribution in
2019, supported primarily by the private sector, the recovery being largely attributed
to the swifter growth of construction works. Since domestic supply still fell short of
accommodating the rise in domestic demand, imports grew at a faster pace than
exports, which were depressed by the flagging external demand; in fact, this had a
strong impact on Romania’s industrial production, which contracted in 2019 for the
first time in a decade. Against this background, the current account deficit widened
to 4.6 percent of GDP (versus 4.4 percent of GDP in 2018), to which added also a less
adequate structure of its coverage. Specifically, foreign direct investment and inflows
to the capital account held a lower share of external imbalance financing, down to
80 percent of total (from about 83 percent in the previous year).
The general government deficit stood at 4.3 percent of GDP (according to ESA 2010),
i.e. the highest among all EU Member States. The substantial overshooting of the
3 percent-of-GDP ceiling set forth in the Stability and Growth Pact, a value the deficit
had come close to in the past years, was the result of a further procyclical fiscal stance
– which obviously threw the economic policy mix off balance by heavily overburdening
the monetary policy. This led to the opening of the excessive deficit procedure by an
EU Council decision in April 2020.
The annual inflation rate stood at 4 percent at end-2019, after having also run above
the variation band of the multiannual flat target (2.5 percent ±1 percentage point)
over the course of the year – except January and September through October –, with
transitory supply-side shocks overlapping fundamentals-driven inflationary pressures.
Ever since early 2019, the annual inflation rate followed an upward path, as a
result of developments in exogenous components (products with highly volatile
prices, tobacco) and of the impact of the new tax levied on telecom companies, to
which added thereafter the effects of higher international prices of some agri-food
commodities (especially pigmeat, amid the spread of the African swine fever).
At the same time, given the more expansionary fiscal and income policies,
combined with labour market tensions, inflationary pressures continued to come
NATIONAL BANK OF ROMANIA
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from the persistence of excess aggregate demand and developments in wage costs;
hence, the annual core inflation rate (which excludes administered prices, volatile
prices, and tobacco product and alcoholic beverage prices) also followed an upward
path, reaching 3.7 percent in December.
In 2019, the local currency softened against the euro by a nominal 2 percent (based
on the average exchange rate for 2019 versus 2018). The impact of heightened
volatility episodes in the international financial market on the EUR/RON exchange
rate was relatively weak in 2019 (also amid a relatively high interest rate differential),
whereas domestic developments had a stronger influence. This came originally from
concerns induced by the introduction of the tax on bank assets and, towards the end
of the year, from the signs of a sharp worsening of the fiscal position.
In this intricate environment, tailoring the monetary policy stance with a view to
ensuring medium-term price stability implied keeping unchanged the monetary
policy rate at 2.50 percent throughout the year, with the central bank adopting and
maintaining strict control over liquidity in the money market starting April 2019.
In addition, the deposit facility rate and the lending facility rate were left unchanged
at 1.50 percent and 3.50 percent respectively, while the minimum reserve requirement
ratios on both leu- and foreign currency-denominated liabilities of credit institutions
were kept at 8 percent (yet another step towards bringing them into line with the
ECB practice was recorded in February 2020, when the minimum reserve requirement
ratio on foreign currency-denominated liabilities of credit institutions was cut to
6 percent).
The components of the monetary policy operational framework continued to be used in
an active and flexible manner, with money market liquidity management playing a key
part amid, inter alia, a stronger impact of the State Treasury’s operations – associated
with the sizeable easing of budget execution and public debt refinancing –, a worsening
of the external equilibrium, with potential consequences for the leu’s exchange rate,
as well as the introduction of the new benchmark index for loans to consumers (IRCC)
effective May 2019.
The NBR’s overall approach was aimed at preventing the more sizeable increase in
the annual inflation rate during 2019, as well as subsequently bringing it back in line
with the flat target, also via the anchoring of longer-term inflation expectations,
while safeguarding financial stability. Thus, the groundwork was laid for the annual
inflation rate to re-enter the variation band of the target in 2020 Q1 (3 percent in
February and March).
Given the situation generated by the COVID-19 pandemic and the need to act for
mitigating its impact on households and companies, the Board of the National
Bank of Romania adopted a comprehensive package of measures in an emergency
meeting on 20 March 2020. Specifically, the monetary policy rate was lowered by
0.50 percentage points to 2.0 percent per annum, while the symmetrical corridor
defined by interest rates on standing facilities around the policy rate was narrowed
to ±0.5 percentage points. Furthermore, it was decided that the NBR should provide
liquidity to credit institutions via repurchase transactions in government securities
10
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with a view to ensuring the smooth functioning of money market and other financial
market segments, as well as purchase leu-denominated government securities on the
secondary market in order to consolidate structural liquidity in the banking system
that should contribute to the smooth financing of real economy and the public sector.
In an environment marked by unusually elevated uncertainties surrounding the
inflation outlook and the pace of economic recovery following the gradual removal of
restrictive measures associated with the pandemic crisis, the NBR Board decided on
29 May 2020 to cut the monetary policy rate by 0.25 percentage points to 1.75 percent
per annum. In addition, it was decided to lower the deposit facility rate to 1.25 percent
per annum from 1.50 percent per annum and the lending facility rate to 2.25 percent
per annum from 2.50 percent per annum. Given the liquidity shortfall on the money
market, the NBR Board decided to further conduct repo transactions and continue to
purchase leu-denominated government securities on the secondary market, keeping
financial market stability.
In order to address possible significant euro liquidity needs in the presence of market
dysfunctions due to the COVID-19 shock, the European Central Bank and the National
Bank of Romania agreed to set up a repo line arrangement to provide euro liquidity to
the NBR. Under the repo line, the NBR will be able to borrow up to EUR 4.5 billion from
the ECB. The maximum maturity of each drawing will be three months. The repo line
will remain in place until 31 December 2020, unless it is extended.
The NBR continued to extensively use specific tools and means of communicating and
detailing the rationale behind the monetary policy decisions. The monetary authority
thereby advocated, during 2019 but also in the first part of 2020, the importance
of applying a coherent macroeconomic policy mix and carrying out far-reaching
structural reforms, conducive to enhancing the domestic economy’s resilience to
adverse developments. At the same time, a balanced mix is also necessary to avoid an
overburdening of monetary policy in the future, which would trigger unfavourable
effects in the economy. In fact, the best contribution the central bank can make
to achieving durable economic growth is to safeguard both price stability and
financial stability.
The overall level of systemic risks to financial stability in Romania was on the rise
during 2019, even though no severe risks were identified. The risks assessed to be
high were those associated with tensions surrounding domestic macroeconomic
equilibria, the weakening in investors’ sentiment towards emerging economies, as
well as with the uncertain and unpredictable legislative framework in the financial
and banking sector. The latter risk increased in the early months of the year, especially
in the context of the unexpected adoption, at end-2018, of GEO No. 114/2018 that
introduced a tax on bank assets, whose potential adverse effects – generated by
linking it to benchmark rates on the interbank money market (and consequently to
monetary policy conduct) and by including all financial assets in the tax base – were
afterwards mitigated by the amendments stipulated in GEO No. 19/2019; pursuant to
GEO No. 1/2020, the tax on bank assets was eliminated as of 2020.
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In 2019, the local banking sector continued to post an adequate performance from
a macroprudential perspective, with solvency and liquidity indicators exceeding
EU averages. At the same time, the results of liquidity and solvency stress testing
confirmed banks’ capacity of withstanding adverse developments. Bank asset quality
continued to improve in the course of 2019, and this trend was upheld by keeping
in place a specific macroprudential tool, namely the systemic risk buffer. This tool,
effective 30 June 2018, is calibrated depending on the annual averages of the
non-performing loan ratio and the loan coverage ratio. Specifically, the non-performing
loan ratio and the restructured loan ratio followed a downtrend, reaching 4.1 percent
and 2.5 percent respectively in December 2019, both standing inside the EBA-defined
intermediate bucket, while the non-performing loan coverage ratio was on the rise
and exceeded the 60 percent threshold, compared to the EU-wide average of
44.6 percent. As for banks’ profitability, return on assets (1.4 percent) and return on
equity (12.3 percent) decreased slightly over the previous year (due also to expenses
related to the introduction of the tax on bank assets), their levels remaining adequate,
albeit not excessive.
Loans to the private sector stayed on an upward path in 2019 as well (their annual
growth rate running at 6.6 percent in December 2019), with the leu-denominated
component recording faster, almost double-digit dynamics. Against this backdrop,
the share of leu-denominated loans in total loans to the private sector strengthened,
reaching 67.6 percent in December 2019, i.e. the highest level since 1996; this
development is favourable in terms of both mitigating currency risk and improving
the monetary policy transmission mechanism. 2019 saw a narrowing of the positive
growth rate differential between loans to households and corporate loans, yet the
banks’ lending model still targeted the retail segment, as reflected by household loans
accounting for 53.5 percent of total loans to the private sector at end-2019. Looking
at the breakdown of household loans, the increase in the flow of housing loans was
cushioned in 2019 by the decrease in funding under the “First Home” government
programme, while unsecured consumer loans gained significant momentum.
In order to preclude a deterioration of credit standards and an excessive increase
in indebtedness, the NBR introduced on 1 January 2019 a 40 percent ceiling on
households’ total level of indebtedness, of which foreign currency lending may
account for at most one half. This prudential measure is applicable to both banks and
non-bank financial institutions, ensuring a level-playing field in the credit market and
limiting potential opportunities for regulatory arbitrage by financial institutions.
In the first part of 2020, in the face of the major challenge posed by the COVID-19
pandemic, the implementation of macroprudential policy instruments counted
among the measures adopted by the NBR to mitigate the detrimental impact on
Romania’s financial system, as well as on the real economy. Specifically, the NBR, in
its capacity as a competent authority, made use of the flexibility provided by the
regulatory framework as regards macroprudential requirements, allowing credit
institutions to temporarily employ the previously-built capital buffers with the aim of
supporting banks’ financing of the real economy. Moreover, in line with the actions
taken at European level to this effect, the NBR allowed banks not to comply with
the minimum required level of the liquidity indicator with a view to using liquidity
12
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reserves to contribute to the smooth functioning of the banking sector and help
credit institutions secure sufficient funds for both households and firms.
The comfortable level of international reserves made a substantial contribution to
strengthening Romania’s external credibility, given that reserve adequacy indicators
staying within the recommended limits enhanced the capacity of the economy to
withstand adverse shocks on financial markets and reduced the government’s and
local companies’ financing costs. As at 31 December 2019, Romania’s international
reserves amounted to EUR 37.45 billion, up by EUR 650 million from end-2018 (amid
the increase in the value of gold reserves by EUR 789 million, following the upswing
in the gold price on the international market, and the decline in the foreign currency
reserve by EUR 139 million). In terms of quantity, the gold stock held steady at about
104 tonnes, of which over 61 tonnes stored with the Bank of England; in 2019, the
National Bank of Romania performed a verification of the bullions on the Bank of
England’s premises for the fourth consecutive year.
In 2019, the NBR joined other central banks that play an active role in promoting
sustainable investment, which is a recent yet increasingly visible trend worldwide.
Specifically, the NBR started investing in sustainable bonds, at first focusing on “green”
bonds and other similar securities launched by already approved issuers, which are
characterised by the same credit risk as their standard bonds.
From the perspective of the National Bank of Romania’s participation in interinstitutional
cooperation activities, the year 2019 saw notable developments.
Romania’s exercising the rotating Presidency of the Council of the European Union
for the first time from 1 January to 30 June 2019 called for a concerted effort by
all public institutions and authorities at the central level. The NBR supported the
efforts to adopt the legislative files in the area of banking and financial services on
the Presidency’s agenda. Out of the 11 files in which the central bank was involved,
seven were concluded, general agreement was reached over other two at Council
level, and for the other two work continued within the Council beyond the Romanian
Presidency. At the same time, as part of its involvement in this momentous exercise,
the NBR also organised on its premises a series of informal meetings related to
Romania’s tenure and cooperated with diplomatic missions of Romania in various
Member States as part of communication actions.
In the area of coordinating the oversight of the national financial system, cooperation
between the authorities took place within the scope of the NCMO. The first two
meetings of this body that were held in 2019 focused on the National Bank of
Romania’s study regarding the impact of the financial asset tax on credit institutions,
lending and economic growth (introduced by Government Emergency Ordinance
No. 114/2018), as well as on the conclusions drawn by the interinstitutional group
made up of representatives of the Ministry of Public Finance and the National Bank
of Romania with regard to this legal act. Following these discussions, the NCMO
identified possible scenarios to adjust GEO No. 114/2018 and, in March 2019,
the determined drawbacks were significantly reduced by the adoption of
GEO No. 19/2019. At the same time, during 2019, the National Bank of Romania
NATIONAL BANK OF ROMANIA
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submitted for discussion to the members of the NCMO a number of analyses carried
out in order to take the necessary measures for attaining the macroprudential
objectives. These analyses were aimed, inter alia, at the calibration of capital buffers,
the strategy regarding the implementation of the International Financial Reporting
Standards by non-bank financial institutions, the government securities market, the
situation of savings and loan banks or the issue of the worsening external imbalance
from the perspective of macroeconomic stability.
Turning to the interinstitutional cooperation associated with the unfolding process
of joining the euro area, the Romanian Academy hosted in April 2019 the release of
the Substantiation Report on Euro Changeover. A significant input to the drafting
of documents by the National Committee for Substantiation of the National Euro
Changeover Plan (the report and the plan itself ) came from the central bank, where
the Committee for Preparing the Changeover to the Euro has been in operation ever
since 2010. During a decade-long functioning of this formal framework for discussion
designed to help substantiate the decisions concerning euro adoption, the meetings
have also been attended by representatives of the Presidential Administration, the
Ministry of Public Finance, the Ministry of Foreign Affairs or other ministries playing
a significant role in Romania’s road to the euro.
Apart from the activity of such fora, the Government of Romania and the National
Bank of Romania maintain an ongoing multifaceted institutional cooperation. This
includes the participation of central bank experts in the meetings of the Committee
for planning the financial flows of the State Treasury and the NBR’s support extended
to the Ministry of Public Finance in the process of bond issuance on the international
capital markets.
The ongoing dialogue between the National Bank of Romania and the Parliament of
Romania takes many forms, such as : (i) formulation of opinions on draft legal acts at
the request of parliamentary committees or initiators (the MPF, the National Authority
for Consumer Protection or other public authorities) or of the Ministry for Liaison
with Parliament with a view to finalising the Government’s position regarding those
draft laws; (ii) formulation of opinions, preparation of documents or participation in
discussions/meetings of standing committees of Parliament on issues such as monetary
policy, financial stability, bank resolution, European affairs, payment systems; and
(iii) interpellations on topical issues that Members of Parliament submitted to the
central bank.
In February 2019, the NBR Board members took part, following a joint invitation by
the Committee on Economic Affairs, Industries and Services and the Committee on
Budget, Finance, Banking and Capital Market of the Romanian Senate, in a meeting
also attended by the President of the Senate. The meeting focused on the ROBOR
rate as well as on matters regarding the operational efficiency of the banking sector
and the level of financial intermediation addressed in the December 2018 Financial
Stability Report. In March 2019, during a meeting following an invitation sent by
the President of the Chamber of Deputies, the NBR senior executives presented
the central bank’s assessment on the impact that the measures introduced by
GEO No. 114/2018 had on the financial system and the economy as a whole.
14
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In keeping with the principles of transparency and institutional accountability, in
2019, the NBR continued to provide high-quality economic information in the form
of both statistical data that the institution produces in compliance with the legal
framework and research works and papers published. The reports issued by the
central bank play a major role in ensuring communication with the public at large
and the Parliament. The NBR sends to the presidents of both Parliament chambers
and the economic committees not only the Annual Report (a statutory obligation), but
also the Inflation Report and the Financial Stability Report – two of the central bank’s
key communication tools explaining its actions meant to ensure price stability and
financial stability. The Board’s monetary policy meetings are followed by the release of
the minutes a week later and various topics relevant to central banking are discussed
in public events or interviews by Board members, as well as during scientific seminars
and symposia. In 2019, for the second year in a row, the Annual Report was presented
to the general public by the Governor in a press conference.
Given the increasing importance of online communication, the NBR continued to
enlarge its range of techniques and ways to reach out to the public at large, in step
with the most recent digital trends. Noteworthy is the launch, in December 2019, of
its official Instagram account targeting users of this visual content platform that are
not necessarily familiar with economic issues. The central bank’s overall presence in
the online social media increased in 2019 and the information published therein was
tailored to the specifics of every digital channel. An important role was further played
in 2019 by the NBR blog, where central bank professionals approach topical issues.
Nonetheless, the central bank’s official website has remained the main communication
channel whereby statistical data are disseminated in real time, alongside other types
of information (press releases, publications, speeches), thus ensuring enhanced
transparency. With a view to improving user experience, the end of 2019 saw the start
of the project on developing a new version of the NBR’s website.
Constantly committed to promoting financial education, the National Bank of
Romania took an active stance in 2019 and engaged in relevant projects. Over the
reviewed period, more than 50,000 people (among whom many pupils, students and
teaching staff ) benefited from the NBR’s projects in this field, many of which have
already become a tradition. In order to connect to the recent developments and
explore the worldwide good practices of financial education, the NBR continued to
develop international partnerships, while the cooperation with various institutions
and organisations contributing to such endeavours was designed to boost the
effectiveness of its projects.
On 17 April 2019, to celebrate its 139th anniversary, the National Bank of Romania
organised an Open Doors Day for the general public to visit the historical building
of the central bank (the Old Palace). The event sparked considerable interest, with
approximately 2,500 visitors taking a tour of the most representative parts of this
monumental building and having a look at the coin collection and the exhibitions
entitled “The History of the Leu”, “The National Bank of Romania and the Great Union”,
“The History of Romanian Banknotes” and “The Gold Treasure”. On the same day, more
than 2,900 guests visited the premises of the NBR’s regional branches and agencies
across the country.
NATIONAL BANK OF ROMANIA

15

Annual Report ▪ 2019

The National Bank of Romania’s financial position remained sound, its equity recording
as at 31 December 2019 a significant positive value of lei 25,562.8 million, up
36 percent over the prior year. This sizeable level of equity reinforces the institution’s
capacity to fulfil its national legal obligations, as well as carry out the tasks related to
its capacity as a member of the European System of Central Banks, which secures its
financial independence and provides credibility to its operations.
Similarly to previous years, in 2019, the National Bank of Romania acted to ensure
price stability and financial stability and to fulfil all other tasks set forth by law,
without resorting to public funds. Furthermore, in view of its concern for efficiently
employing available resources, Romania’s central bank posted a positive financial
result as at 31 December 2019 – due largely to the profit from foreign currency
asset/liability management operations –, transferring lei 1,437.5 million to the
government budget (up 51.8 percent over the year before).
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Chapter 1
Global environment and domestic
macroeconomic developments
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1. Global environment
In 2019, global economic growth continued to decelerate, its annual rate1 declining
to 2.9 percent, in a general environment marked by uncertainty and escalating trade
disputes (Box 1). This trend was visible in the further weakening of international trade
and investments in both advanced and emerging economies, the latter being also
affected by political and social tensions in certain regions. The easing of the US‑China
economic conflict towards end-2019 prompted a cautiously optimistic outlook
for 2020, which the rapid spread of the COVID-19 pandemic in the first months of the
year has however completely overturned (Chart 1.1).
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Chart 1.1
Global economic growth
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The annual growth rate of advanced economies as a whole fell by 0.5 percentage
points to 1.7 percent in 2019. In the US, real GDP dynamics decreased by
0.6 percentage points to 2.3 percent, given the fading-out of the effect of the 2018
fiscal stimuli and the worsening business sentiment amid the trade row, investments
accounting for the worst hit component. Moreover, in the euro area, the dynamics
of real GDP dropped to 1.2 percent in 2019, on the back of the weakening external
demand, which shaped both the growth rate of exports and that of the gross
fixed capital formation in countries with high exposure to the international flow of
goods. The affected economies included, inter alia, the German economy, whose
manufacturing industry suffered the effects of the difficult global environment (that
overlapped with the technological structural challenges linked to the costly shift
towards the manufacture of electric motor vehicles), its rate of increase slowing down
by 0.9 percentage points to 0.6 percent. By contrast, the UK economy witnessed a
marginal increase in momentum (by 0.1 percentage points to 1.4 percent), amid
1
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the reduction of uncertainties surrounding the country’s exit from the European
Union towards year-end. Japan’s economy also recorded a step-up in dynamics
(from 0.3 percent to 0.7 percent), a development that owed however to a base effect
associated with the 2018 natural disasters.
Box 1. Revival of protectionism and its implications on global
economic activity
Against the background of increasingly salient protectionist trade practices
in recent years, this box is aimed at making an overview of the effects already
visible in 2019 (slowing global trade, worsening business sentiment, stalemate
in investment) and of the anticipated ones, according to the assessments by
international financial institutions.
Beginning of US-China trade row, successive increases in import tariffs
by both countries. Economic sanctions on Iran.
Adoption by the US of steel and aluminium tariffs
by invoking Art. XXI of the GATT (“essential security interests”),
start of bilateral renegotiation of the agreements in place.
Economic sanctions imposed on Russia, North Korea and Iran.
Eurasian Economic Union
Commonwealth of Independent States Free Trade Zone Agreement (CISFTA)
Bilateral agreements signed by ASEAN members
with Australia, India, China, Japan, and South Korea.
Expiry of the Multi Fibre Arrangement (MFA, 1974) that governed
the world trade in textiles and garments, imposing quotas
on imports thereof – included in the WTO framework in 1995.

South Asian Free Trade Area (SAFTA). First wave
of EU enlargement to Eastern Europe.
The US imposes tariffs on steel imports, retorsions
within the WTO. Tariffs are lifted one year later.
China gains WTO membership.
Greater Arab Free Trade Area (GAFTA)
Common Market for Eastern and Southern Africa.
(COMESA). EU enlargement (AT + SE + FI)
The Uruguay Round was concluded and the General Agreement on Tariffs
and Trade (GATT) was extended by creating the World Trade Organization
(WTO) one year later. The free trade agreement covering Europe (EFTA,
EU + IS, NO, LI, CH) and North America (NAFTA) took effect.

Chart A
Dynamics of merchandise imports
at global level and timeline
of regulating trade ties

The Maastricht Treaty approves the EEC to become
the EU by including new Member States.
The Association of Southeast Asian Nations (ASEAN) and
the Central European Free Trade Agreement (CEFTA)
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The trade liberalisation that took place in the decades prior to the 2008-2009
economic crisis opened the way for many emerging economies to integrate into
global production networks, to specialise and benefit from technology transfers,
which acted as a catalyst for a pick-up in international trade, with notable effects
on economic performance as well (Chart A). However, the post-crisis period saw
not only a slowdown in international trade, but also a weakening of its traction
relative to economic activity (IMF, 2016). Aside from structural factors such as the
emergence of a natural stabilisation process subsequent to the broad-based shifts
in the pre-crisis decades, together with the growing importance of automation to
production or the larger share of the tertiary sector, behind these developments
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stood also protectionist trends, with the past years witnessing a revival of both
discourse and steps taken to this end (Bank of England, 2019). China was the
main economy facing the effects of protectionism, whereas the US became
the most prominent player in imposing new trade barriers, focusing chiefly on the
metallurgical, chemicals and car manufacturing industries.
Trade protectionism
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A major part in the recent developments in the area of trade policy played the US’s
shift in behaviour. The move away from the multilateral approach, governed by
the framework put in place by the World Trade Organisation (WTO), to a bilateral
approach, dominated by negotiations, triggered a wave of uncertainty, threatening
some old-established trade channels (renegotiating terms with NAFTA partners,
Japan, South Korea, the European Union). The US-China
trade ties saw sweeping changes, as the escalation of
tensions resulted in the levying of new tariffs by both sides
in successive rounds starting in the latter half of 2018. The
year 2019 continued with a series of talks, ultimately moving
towards reaching an agreement, which, even if it led to a
fairer ratio between the tariffs applied to parties, created
significantly higher trade barriers than in the initial stage,
providing mixed signals for the future (Chart B). These events
mark a stage win of the bilateral approach in international
trade relations and raise new questions about maintaining
such conduct in the future, as well as about the gradual
abandonment of the multilateral WTO framework, which was
also signalled by the increasing number of international trade
barriers (Chart C) (Evenett and Fritz, 2019).
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Source: PIIE – Brown, 2019
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Chart C
Trade interventions

Note: Trade-weighted average tariffs computed from product-level tariff and trade data, weighted by exports
of each country to the world in 2017.
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Chart B
Developments in the US-China
tariff regime
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The mechanics of tariffs and the effects of their implementation
The explanation for the adoption of a tariff by a country facing trade deficits
lies with its goals to reduce macroeconomic imbalances, to boost the domestic
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economy by increasing activity and securing jobs in sensitive sectors, as well as
to raise government revenues. At microeconomic level, redirecting demand via
substitution, after new barriers on imports of goods from a certain country have
been adopted, requires a shift towards local products, as well as products from
third countries. Recent studies show that the substitution effect was negligible
for US imports from China, with the tariff value being mostly passed through to
the final price (Fajgelbaum et al., 2019; Amiti et al., 2019). At the same time, as a
higher equilibrium price reduces demand to some extent, the new tariffs weighed
directly on the trade flows between the two countries, causing them to fall by
approximately 15 percent in 2019 (US Census, 2020). Theoretically, the welfare
losses caused by the narrowing of the consumer surplus exceed the government’s
gains from tariff receipts (Krugman and Wells, 2005). Empirically, Fajgelbaum et al.
(2019) estimate a welfare loss for US consumers equivalent to about 0.27 percent of
GDP. At the same time, estimates show that, at least over the short run, the net loss
economy-wide (after taking into account the gains made by local producers and
those from tax increases) was insignificant (0.04 percent of GDP) – the study covers
the period January 2017 – April 2019.
At macroeconomic level, setting up trade barriers can entail inflationary pressures,
given the higher costs, including the possible erosion of the producer’s profit
margin (Deutsche Bundesbank, 2019). These developments can further on
impact consumption and investment, affecting the whole economic activity and,
ultimately, welfare. The Bank of England (2019) and the IMF (2019) estimate a
slowdown of around 0.1 percentage points in global economic growth directly
attributable to the trade channel in 2019 H1, an escalation of the trade row
affecting its trajectory throughout the year by approximately -0.4 percentage
points worldwide, while Deutsche Bundesbank (2019) anticipates a global impact
of -0.3 percentage points for 2019.
The trade row had indirect effects on the global economy that contributed to an
increase in uncertainty, pushing up investors’ risk aversion and fuelling market
volatility. The Bank of England (2019) notes that news about US protectionist
measures were correlated with falls in US equity prices and rises in volatility and
risk premiums, as the higher trade barriers were thought to weigh on future
profits. The contagion effect has been reflected in the decline in global confidence
indicators since mid-2018, visibly linked to increasing uncertainty about
developments in the trade framework, with a negative impact on investment
decisions among the advanced economies (ECB, 2019). This brought about an
accommodative response from the world’s major central banks in 2019 H22: the
Federal Reserve started its quantitative easing in July, while the ECB announced the
resumption of its asset purchase programme in the course of 2019 Q4. Although
the scale of the indirect effect of the new protectionist measures is difficult to
quantify, there are results in the economic literature on the relationship between
higher uncertainty and lower corporate costs. For instance, Caldara et al. (2019)
estimate that the uncertainty associated with trade policy has a negative impact
2
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In the press conferences that followed the monetary policy decisions by the Fed and the ECB, the risk associated with
external uncertainty over the US-China trade relation was clearly stated.
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of 1-2 percentage points on investment, with evidence thereon provided by the
Bank of England (2019), which also identifies a negative influence on investment
and business sentiment not only in the US and China, but also in the euro area
(Chart D). Against the backdrop of a weaker advance in investment, the dynamics
of expenses on durables and machinery and equipment at global level slowed as
well (IMF, 2019), and thus orders for capital goods for both the US and the euro area
continued to lose momentum.
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The IMF’s simulations (October 2019) regarding the combined effects of trade
tensions on economic activity (both directly, through the impact of new tariffs on
international trade and indirectly, through the effect of reallocation of resources
on productivity and that of deterioration of business sentiment on investment and
financial conditions) reveal a 0.8 percentage point deviation against a no-new tariff
scenario for economic growth over a 1-year horizon, which falls to 0.5 percentage
points in the longer term (5 years).
Conclusions
Although trade liberalisation is viewed as socially beneficial, public discourse in
many advanced economies has changed since the 2008-2009 crisis, often taking
advantage of the sympathy of some categories of population seen as losers of
globalisation. When economic or social reforms were delayed and the gaps left
behind by deindustrialisation remained unfilled, large segments of population
from disadvantaged backgrounds, with reduced sectoral and geographical
mobility, felt the pinch, also fuelling the protectionist discourse for electoral
reasons. Yet, as long as these emotional penchants linger on, recourse to populist
rhetoric will always come in handy for politicians.
Developments in early 2020 associated with the COVID-19 pandemic reveal novel
facets of trade regimes. While the reversal of liberalisation has so far featured
a mostly political calculation, the present-day tighter regulation of trade and
monitoring of production processes take on new valences. The new cost-benefit

NATIONAL BANK OF ROMANIA

23

Annual Report ▪ 2019

analysis related to the expansion/maintenance of global value chains will have
to include the probability of unexpected, potentially disruptive events such as
pandemics or cataclysms. The internalisation of the 2020 recession costs will
most likely play a key role in shaping a new approach to cross-border production
networks and free trade in goods and services.
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Given the weaker external demand, GDP dynamics declined in emerging economies
as well (by 0.8 percentage points to 3.7 percent), a trend that was broad-based. The
further deceleration in the Chinese economy (by 0.6 percentage points to 6.1 percent)
was at the forefront, in the context of tighter financial sector regulations and the trade
dispute with the US, which made a strong impact on its development, despite some
stimulative measures adopted by the government. The other BRICS3 also witnessed
a slowdown in economic growth, inter alia on the back of the overall downtrend in
commodity prices (driven by the sluggish global activity) (Chart 1.2).
Energy and metals were the categories of commodities the most heavily impacted
by the weaker economic activity (Chart 1.3). Energy prices plummeted on average by
12.7 percent in 2019 (according to the World Bank), the flagging demand overlapping
the large global stocks available for all types of such commodities (oil, natural gas,
3
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The BRICS countries are Brazil, Russia, India, China and South Africa.
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coal). Brent oil price remained on a
downward trend, displaying however
increased volatility, in correlation with
episodes of heightened uncertainty,
such as the escalation of the trade
row between China and the US or
the disruption in production in Saudi
Arabia. Prices recovered at year-end,
amid favourable signals from the
PMI*
industrial output* (rhs)
negotiations between the US and
*) seasonally adjusted data
Note: Purchasing Managers’ Index (PMI) is calculated by
China, and the ongoing plans to cut
Markit Economics based on a business survey
oil supply that were subject to OPEC+
among manufacturing managers. When above 50,
it shows economic expansion.
agreements during 2019. Specifically, in
Source: World Bank, Bloomberg
December 2019, Brent oil price posted
an annual advance of approximately
17 percent, however largely due also to
annual change (%)
75
a statistical effect. The annual dynamics
50
of metal prices recorded negative
values ever since 2018 H2, albeit
25
slightly less significant in 2019 Q2
0
(up to positive values in December),
-25
reflecting the weak global industrial
-50
activity, as well as the few recovery
-75
signals referred to above. By contrast,
precious metal prices rose on average
by 8.5 percent in 2019, a trend driven
energy
metals
by gold price developments, due to
agri-food items
the higher demand for such assets
Source: World Bank, FAO
in times of heightened uncertainty,
associated with episodes of stronger
trade tensions between the US and China, and to the easing of the Fed’s monetary
policy stance.
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Chart 1.3
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According to FAO data, agri-food prices went up slightly, by around 1.8 percent, in
2019. This was linked to developments in meat products (given the persistent pork
supply shortage particularly in the Asian region amid the spread of the African swine
fever), and in some dairy products. The cereal price index decelerated somewhat,
against the backdrop of large outputs and comfortable levels of stocks.
The measures taken to slow down the spread of the COVID-19 pandemic sent a
shock wave through the commodities market, affecting both the demand and supply
sides. First and most affected were energy prices, owing to the large-scale disruption
of transport activities. Brent crude oil price saw sharp decreases (-50 percent in
March 2020, annual dynamics), amplified by the OPEC+ failing to agree on capping
output. Given the narrowing storage capacity as a result of oversupply, the annual
rate of decline accelerated to -67 percent in April, as Brent oil price fell down to
USD 23/barrel, the lowest level since early 2000. The price metal index also posted
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declines, albeit of a lower magnitude (to -20 percent in April), while the impact on
agri-food prices was milder, given their indirect link to economic activity.
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Looking at precious metals, the gold
price rose steadily in the first five
months of 2020 (by over 33 percent
year-on-year in May), close to historical
highs, due to its safe haven asset role in
the context of heightening uncertainty
and escalating volatility in capital
markets (Chart 1.4). During “black
swan” events, such as the COVID-19
health crisis, which cause large social
disruptions and recession, commodity
prices drop significantly, except for the
gold price, which tends to go up.
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Fed

Source: central banks’ websites

Bank of England

In 2019, inflationary pressures
alleviated, the annual CPI inflation rate
at global level standing at 2.5 percent
(-0.3 percentage points), the dynamics
being visible in both advanced and
emerging economies (Chart 1.5).
Behind this trend stood the fall in
energy prices, alongside the slower
depreciation of domestic currencies in
some developing countries, against the
background of the US monetary policy
easing as of 2019 H2. In the euro area,
the deceleration in the average annual
inflation rate (‑0.6 percentage points
to 1.2 percent) was also ascribable
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to energy prices, and secondly to food prices, while core inflation further ran at
1 percent.
In the course of 2019, the ECB kept unchanged the monetary policy rate at 0 percent,
restarting the asset purchase programme as of November, while the federal funds
rate saw a trend reversal starting in June, declining gradually from a range of between
2.25‑2.5 percent to 1.5-1.75 percent in November (Chart 1.6). In March 2020, in an
attempt to offset the turmoil caused by the COVID-19 pandemic, central banks
announced further easing measures, namely policy rate cuts and/or asset purchase
programmes of historical magnitudes (for an account of the debates on the possible
reassessments of central banks’ appropriate responses to recent challenges, see
Box 2).
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In 2019 as a whole, the euro weakened
by 5.2 percent on average against
the US dollar. However, this occurred
mostly in the first part of the year,
when the European currency
softened by 6.7 percent, amid the
worse-than-expected economic
developments in the euro area.
Subsequently, amid the narrowing
negative differential between
monetary policy rates in the euro area
and the US, the euro reported a
slower depreciation in annual terms
(Chart 1.7).

Box 2. Recent debates and reconfigurations regarding some central bank
approaches
The outbreak of the global crisis in 2008 and subsequent developments stirred
vivid debates on the reconfiguration or refinement of some approaches taken
by central banks to achieve their mission of ensuring price stability and financial
stability. Such regular reassessments are only natural given the global economic
and financial landscape experiencing wide, more or less predictable changes and
the intricate part these institutions play in today’s economies.
In fact, many of the dilemmas facing central bankers tend to remain relevant
for long or to unleash intellectual controversy even after they appeared to have
been worked out. Goodhart (2011) summarises the three roles played throughout
history by central banks: (i) to maintain price stability; (ii) to maintain stability of
the financial and banking system; and (iii) to support the state’s financing needs
at times of crisis (e.g., armed conflicts). Against this background, the interaction
between central banks and governments has been through four main epochs:
(a) the era of the gold standard (ca. 1840-1914); (b) the era of government control
(ca. 1933-1979); (c) the era of free markets (ca. 1980-2007); and (d) the current
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stage, which began at the onset of the crisis in 2008. While the first and third
periods are characterised by almost complete independence of central banks,
the second stage was, in contrast, one of subservience of monetary policies to
government control, while the current period distinguishes itself by a closer
cooperation between central banks and governments.
It is worth noting that, aside from the persistent effects of the global financial
crisis, the last period has also been marked by worldwide structural shifts of
particular relevance to monetary policy, such as lower natural interest rates and
the weakening link between inflation and unemployment (flattening of the Phillips
curve) in tandem with the greater influence of technological progress on the
financial sector. The response to these challenges gave rise to the diversification
of the central banks’ portfolio of activities and toolkits. Sooner or later, many
central banks adopted non-standard monetary policies that led to the substantial
expansion and diversification of their balance sheets and took over or extended
their financial stability responsibilities.
The central banks’ response capacity fostered new suggestions for enlarging their
scope. The role played by central banks in consumer protection was brought
into discussion, and the issue of climate change has generated requests for their
involvement in green policies. The ongoing pandemic crisis has taken policymakers
by surprise before the long-awaited “normalisation” of monetary policy could occur
and has substantially increased the pressure from the general public and political
actors for central banks to intervene. This may, however, put to the test the limits of
monetary policy and affect its efficacy by containing central banks’ independence,
as the discussion on the evolution and compatibility of their objectives has already
pointed out. Some of the key issues under discussion are presented below.
The objective of financial stability
Underlying the inclusion of financial stability into the mandate of a central bank
is its close interaction with price stability. Both are essential for protecting the
purchasing power of money and the smooth functioning of the payments system
(Borio, 2019), and most relevant policy instruments (such as interest rates, capital
requirements and maximum loan-to-value ratios) affect both real and financial
sector developments (Carstens, 2019a).
At the same time, the exercise by the central bank of both mandates significantly
complicates decision-making and the evaluation of the ensuing results. While, as
a rule, the monetary policy objective is clearly and simply defined by the inflation
target, in the case of financial stability there is no single quantifiable target, and the
number of prudential policy instruments is large, each of them having potentially
important side effects. Moreover, prudential policy is much more exposed to public
scrutiny and political debate (Carstens, 2019a).
In the aftermath of the global financial crisis that broke out in 2008, it has become
obvious that the issue that needs clarification is not whether but how to take into
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consideration financial stability objectives in formulating monetary policy. Smets
(2013) argues, based on the Tinbergen principle, that financial stability should be
addressed via prudential policies and price stability via monetary policy. In addition
however, given that prudential policy efficacy in preventing systemic crises has
not yet been conclusively demonstrated, it would be necessary for monetary
policy to also set financial stability objectives when macroprudential tools
prove unsuccessful. Nevertheless, it is essential that the prevalence of the price
stability objective be clearly stated in order to mitigate the risk of undermining
the credibility of monetary policy, the risk of its time inconsistency and that of
financial dominance. Otmar Issing, the ECB’s former chief economist and one of
the architects of its monetary policy strategy, believes however that the ambiguity
of ranking the objectives is difficult to avoid and reputational risk is unacceptable.
As such, a better option would be to integrate the assessment of risks to financial
stability into the monetary policy strategy. A solution in this respect might be
something similar to the monetary pillar of the ECB’s strategy, by capitalising upon
the observed correlations between the dynamics of monetary aggregates and
credit, on the one hand, and those of prices of financial assets and prices of goods
and services, on the other hand (Issing, 2020).
The objective of environmental sustainability (climate change mitigation)
Climate change and the measures taken by governments to prevent or mitigate
it can trigger substantial economic effects. It is clear that these effects need to
be assessed and considered when making macroeconomic projections, which
influence the configuration of monetary policy conduct, and when anticipating
any relevant risks from the perspective of regulatory and supervisory tasks. Apart
from these issues, however, the question arises as to what extent it is possible and
recommendable for central banks to adopt environmental objectives.
Issing (2020) notes that, in managing its own portfolio, the central bank may
choose to apply “green aspects” when buying assets. From the viewpoint
of monetary policy however, it is difficult to substantiate the adoption of
climate-related objectives, as a monetary policy transmission mechanism to
environment indicators cannot be identified. Issing states that there is no such
thing as a “green monetary policy”, adding that “confronting climate change is the
responsibility of governments and legislatures. [...] Climate policies that will affect
social and economic arrangements across all of society belong in the hands of
those who are accountable towards their voters”. Furthermore, the central banks
“making themselves responsible for environmental sustainability beyond their
limited capability in this field will inevitably lead to disappointment and undermine
their reputation”.
The objective of adjusting to the new technologies and financial innovation (Fintech)
Financial innovation based on new technologies can help foster financial inclusion,
increase competition, diversify saving and investment, and lower the prices of
financial products and services. At the same time, reliance on automated systems
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and external providers of technological services raises significant risks associated
with: (i) cyber-incidents with a potential systemic impact, (ii) losing the protection
of sensitive personal information, (iii) the lack of protection for the consumers
who may not have the proper understanding of the characteristics and risks of
new products and services; and (iv) the remittance of funds of illicit origin via
cryptoassets (Carstens, 2019a).
With a view to maximising the benefits of Fintech while minimising risks to the
financial system, the General Manager of the BIS recommends central banks to
focus on the following objectives: (i) a comprehensive understanding of the
Fintech businesses in their jurisdiction should be developed, (ii) the regulatory
perimeter needs to be adjusted to accommodate new entities or activities,
(iii) regulatory actions should be coordinated at the global level to the extent
possible, and (iv) central banks themselves should embrace cutting-edge
technologies in order to keep abreast of the knowledge of regulatory and
supervisory subjects (Carstens, 2019a).
Central bank independence
The considerable expansion of central banks’ role in the economy rekindled
debates about their independence. Compelling arguments claim that
independence is all the more necessary after broadening the set of responsibilities
assigned to central banks.
Further relevant is the argument of independence to avoid time inconsistency
that translates in the long term into higher inflation without achieving higher
employment (Kydland and Prescott, 1977). Equally solid are the arguments
advocating the independence of regulatory and supervisory functions: in the
absence of such independence, the central bank will come under pressure to favour
the short-term benefits of loose regulations (such as those on credit standards),
which would compound systemic risks over the long term (Quintyn and Taylor,
2002). Moreover, from the perspective of Fintech regulation, an independent central
bank is better positioned to take time-consistent actions and pay due attention
to all relevant scenarios – not only to the most likely ones – to ensure that new
technologies develop without undermining financial stability (Carstens, 2019a).
Borio (2019) argues that retaining independence largely hinges on reducing the
gap between what central banks are expected to deliver and what they can deliver.
Communication should make it crystal clear what central banks can and cannot do
about employment and financial stability. And “it is equally important to dispel the
notion that central banks can be the engine of growth. Sustainable growth requires
a balanced mix of policies, not least structural ones. Unless central banks can
manage expectations successfully, those expectations can only be disappointed”.
Borio flags the risk of fiscal dominance as particularly relevant at the current
juncture, noting that “fiscal dominance de facto deprives monetary policy of its
independence, regardless of de jure arrangements, as it tightly constrains what the
central bank can do”.
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Bernanke (2017) considers that discussions on central bank independence and
the extent to which it is necessary at a time of subdued inflation and very low
interest rates, even negative in developed economies, are a consequence of the
2008 recession. In his view, the debate should go more in-depth and should not
overlook the fact that central bank independence does not mean full autonomy or
lack of accountability for monetary policymakers.
Bernanke (2017) points out several reasons why a central bank should retain its
independence: (i) the design and implementation of monetary policy can be highly
technical, and the central bank has the capacity to carry them out adequately;
(ii) monetary policy is often time-sensitive, and the central bank can respond
quickly and accurately to changing economic and financial conditions; (iii) effective
monetary policy requires “consistent, coherent, and timely” communication with
financial markets.
Resilience of the inflation targeting strategy
It is worth mentioning that, in most of the advanced countries and in numerous
emerging economies, all the post-crisis metamorphoses of monetary policy in
response to the repeated challenges, inter alia via the large-scale adoption of
unconventional measures and accommodation within a broadened framework of
central bank objectives, occurred without abandoning the direct inflation targeting
(or even by adopting this strategy at some point).
Rose (2020) provides a meaningful overview of the success of inflation targeting:
▪▪ It is currently practised in over 60 countries which collectively produce two-thirds
of global output. This includes 35 of the 36 OECD members and 17 of the G20.
Of the 26 developing economies in the MSCI Emerging Markets Index, only nine
have not (yet) begun to target inflation.
▪▪ Before inflation targeting, international financial crises originating in currency
crises were common occurrence. With the advent of inflation targeting, their
number started to decrease visibly.
▪▪ Inflation targeting stands out through its durability. Thirty years later, it has been
sorely tested, including by the GFC, the euro crisis and lately the COVID-19 crisis.
Inflation targeters have not changed their monetary regime.
▪▪ Argentina is the only exception: it abandoned inflation targeting two years from
its formal announcement, as a result of decisions that were at odds with the
spirit of the strategy.
▪▪ Inflation targeting adapts. It has become more flexible, to adequately respond to
the cyclical fluctuations of the economy, and more tuned to financial stability.
Rose (2020) anticipates that the COVID-19 pandemic will not shift countries away
from inflation targeting, since it is unlikely for a so-far trusted framework to be
discarded precisely during a period marked by heightened uncertainty, but also
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because stable inflation expectations help the authorities keep under some control
the considerable increase in public debt in the pandemic context.
Carstens (2019b) discusses some limits that the theoretical, handbook version of
the inflation targeting framework might have when it comes to its implementation
by central banks in emerging market economies. According to him, “in particular,
the financial channel of the exchange rate gives rise to difficult trade-offs for
monetary policy, while at the same time complicating the conduct of monetary
policy by weakening its transmission”. Exchange rate appreciation can, for instance,
have a disinflationary effect in the short term, but it may also contribute to the
build-up of financial imbalances, increasing the risk of massive capital outflows and
exchange rate depreciation in the future, jeopardising medium-term price stability.
As Carstens (2019b) points out, in order to overcome such challenges, central
banks in emerging market economies “need to incorporate sufficient flexibility and
sufficiently long horizons in the interpretation of their price stability mandates”. As a
matter of fact, some of these central banks have already addressed the challenge
by using additional instruments, such as foreign exchange interventions – so as to
avoid unwanted fluctuations in the exchange rate – or the macroprudential toolkit,
adequate for the measures to reduce imbalances or vulnerabilities specific to
emerging economies.
The pandemic-induced economic crisis brings forth new elements in the discussions
about central banks’ role and tasks. Specifically, central banks have responded to
the outbreak of the crisis in a particularly prompt and powerful manner, using
the entire monetary policy toolkit at their disposal, with a view to mitigating the
unavoidable economic downturn, as well as to ensuring the smooth functioning
of financial markets for the proper financing of households and firms. Thus, in
addition to sizeable and/or successive policy rate cuts and the provision of liquidity
via traditional instruments, the response of central banks worldwide, including
those in emerging market economies, consisted inter alia in the large-scale resort
– in some cases, even for the first time – to unconventional monetary policy tools,
such as purchasing financial assets and extending long-term credit to support the
flow of loans to households and non-financial corporations (Cavallino, De Fiore,
2020; Carstens, 2020).
Purchases of bonds, especially government bonds, were the unconventional
tool most widely resorted to by central banks in emerging market economies,
with the primary objectives of rectifying dysfunctionalities on domestic bond
markets generated by investors’ increased risk aversion and providing liquidity
to these markets, as shown by Arslan, Drehmann and Hofmann (2020). Hence,
these operations are very different in nature from the bond purchase programmes
launched by central banks in advanced economies in response to the pandemic,
which involve large-scale purchases of corporate and government bonds, designed
to provide credit support for firms, keep bond markets functional and support
monetary accommodation as policy rates have reached their effective lower
bound.
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Recourse to unconventional measures in the context of the pandemic-induced
crisis was a viable option for central banks in economies boasting macroeconomic
equilibria or minor imbalances in the period preceding its outbreak. Generally,
authorities in such economies have larger room for manoeuvre in managing the
crisis, all the more so that, as Carstens (2020) underlines, central bank balance
sheets will grow considerably in 2020, in tandem with an increase in public debt. In
addition, since these measures cross the traditional boundary between monetary
and fiscal policies, they are feasible only for central banks that already enjoy high
credibility and confidence, built on steadily-oriented approaches to ensuring and
maintaining macroeconomic stability (Carstens, 2020).
The response of central banks to the shock triggered by the COVID-19 pandemic,
primarily of those in advanced economies, highlights again, as Carstens (2020)
points out, their major role in crisis management, as they can mobilise financial
resources faster than any other authority. At the same time, however, these
extraordinary monetary policy actions – assumed to be temporary and limited
in terms of intent and scale – generate major challenges ahead, Carstens (2020)
argues, given the significant nexus between fiscal and monetary policies, likely
to pose risks to central bank independence and credibility. In order to address
these risks, fiscal sustainability should be ensured, inter alia via structural reforms,
and central bank policies should remain focused on maintaining macroeconomic
stability, implying that their actions need to remain in line with mandates,
particularly with safeguarding price and financial stability. According to Carstens
(2020), the aggressive measures “crossing the traditional boundaries between fiscal
and monetary policies are only feasible for central banks in advanced economies
with high credibility stemming from a long track record of stability-oriented
policies”.
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2. Domestic macroeconomic developments
2.1. Economic activity
Economic growth
In 2019, similarly to previous years,
9
9
Romania’s economy expanded by
4.1 percent. Consumption, boosted by
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stance, was further the main driver of
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Since local supply still fell short of
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demand, imports further grew at a
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robust pace, their unfavourable impact
Source: NIS, NBR calculations
on the trade balance overlapping the
modest performance of exports, which
were depressed by the persistence of tensions worldwide (Chart 1.8). This economic
growth pattern was accompanied by the widening of the budget and external
deficits, which raised stronger concerns regarding its sustainability.
contributions, pp

Chart 1.8
Demand

annual change (%)

Challenges to the economy intensified amid the outbreak of the COVID‑19 pandemic
in the first months of 2020 (Chart 1.9). The supply-side shock induced by the lockdown
and social distancing measures aimed at flattening the epidemic curve led to
disruptions in the supply-production-distribution chains (including via the external
channel), affecting the activity in numerous sectors. Looking at demand, apart from
the emotion-driven, short-lived increase in purchases of essential goods, the shock
wave from the rapid spread of the epidemic could generate longer-term changes in
the behaviour of all economic agents. Specifically, at the level of domestic absorption,
the adjustment of wage earnings (following the decision of many companies to
furlough their employees or shut down their business) eroded household demand and
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fuelled the abrupt worsening of consumer confidence, with a potential impact also on
investment propensity. At the same time, the corporate sector turmoil and the inherent
uncertainty surrounding future developments in the business environment are likely to
put a break on corporate capital investment. Finally yet importantly, the mobilisation
of significant government funds to cover social needs and support affected businesses
has been done at the expense of a slowdown in public investment. Moreover, foreign
trade in goods and services lost momentum, both on the export side (as a result of
major trading partners witnessing a contraction in activity, with a direct impact on the
local manufacturing sector and the freight transport services), and on the import side,
in line with the adjustment in domestic absorption, and also in the demand for inputs
used to manufacture products targeting external markets.
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Therefore, the “lockdown” effect4 (partial or complete shutdown of some economic
activities and the physical distancing/quarantining of people) generates high
economic and financial costs. The extension of this effect, alongside the uncertainties
surrounding the evolution of the epidemic cycle and implicitly the approach to
restriction easing, is prone to erode the economies’ growth potential via both
investment and human capital channels, also as a result of hysteresis effects.
Although some companies’ shift in business focus (towards goods needed in the
context of the pandemic), teleworking and the general government intervention
help mitigate the recession, economic activity is very likely to display a certain overall
fragility, even after the lifting of the above-mentioned restrictions, the speed of
recovery being surrounded by a considerable amount of uncertainty. The dwindling
household income and sentiment, together with a lesser inclination towards direct
human interaction, would further hamper aggregate demand, which could in
turn receive support from the government sector. Supply would also be subject to
reconfiguration, in terms of the particular importance attached to resilience, given
that the need to reassess potential sources of systemic risk is seen as a priority at
aggregate level.

4
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Economic recovery requires joint action from national and international authorities.
In Romania’s case, given the limited fiscal space available before the pandemic
outbreak, the financial resources provided by the EU present a remarkable opportunity,
the harnessing of which would mean to identify viable projects that are likely to
contribute to a sustainable economic recovery.
In 2019, the brisk pace of final
consumption (a 6-percent advance
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an additional financing channel for
meeting consumer demand, which was
used more intensely also due to the relative improvement in cost terms (Chart 1.10).
The increased financial comfort of households reflected in the purchases of goods
and services. Their volume expanded at a faster rate mainly for durables (also linked to
the rebound in residential investment) and for market services – segments which are
more sensitive to the cyclical increase in purchasing power (growth rates of around
10 percent and 14 percent, respectively, compared to approximately 6 percent in both
cases in 2018). The expansion of consumption was accompanied by a continuous
improvement in the consumer confidence indicator throughout 2019, reaching values
close to those recorded prior to the outbreak of the economic and financial crisis in
the previous decade (Box 3).
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Box 3. Consumer confidence and economic activity
Consumer confidence is often cited as a factor with explanatory power for
economic developments. The particular attention paid to this indicator is in line
with the standard narrative of business cycles that offers a key role to economic
agents’ expectations, as a change in perspective in this regard favours their
stronger propensity for purchases of goods and services, or, on the contrary, their
shift to a defensive stance, characterised by high risk aversion and increased saving.
Given that 2019 and 2020 saw the peak and trough of the most recent business
cycle, this box aims to analyse to what extent the consumer confidence indicator
can provide signals on the trajectory of consumption, while also looking at some
specific features of consumption adjustment when consumers’ perception of
economic outlook undergoes significant changes.
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Expectations formation mechanism
The consumer confidence indicator is at the forefront of discussions on the
relevance of agents’ expectations in shaping the business cycle, especially due
to its high correlation with the path of final consumption, which is the most
substantial component of the GDP. The synchronicity of the two indicators thus
raises the question of a possible causal relationship. From this perspective, two
main hypotheses stand out in the literature. One of them implies that consumer
expectations are not influenced by the individual’s economic situation, but
rather reflect psychological changes. In this approach, the shift from moments of
exuberance to moments of pessimism (and vice versa) does not have an obvious
trigger, therefore, nor do the agents’ expectations contain predictive information
related to developments in consumption (the “animal spirits” hypothesis, Akerlof
and Shiller, 2010). However, Blanchard et al. (2013) show that such behaviour may
be rationalised if it is assumed that the information underlying agents’ expectations
is just noise and does not reflect the evolution of the economy. Under such
circumstances, consumption temporarily deviates from equilibrium, while there is
no structural change in economic agents’ behaviour.
Another widespread assumption in the literature, which is rooted in the permanent
income hypothesis, considers consumers to be sufficiently anchored in economic
reality so as to be able to anticipate, with a certain level of uncertainty, the future
developments in their own income. Economic agents’ uncertainty in this respect,
along with a budget tension, leads to an imperfect pass-through of expected
shocks to permanent income into consumption, as opposed to the pure form
of the permanent income hypothesis, which suggests perfect pass-through.
A theoretical mechanism helping agents to formulate accurate expectations on
the evolution of the economy was proposed in Jaimovich and Rebelo (2009). In this
approach, economic agents receive news on the future changes in productivity in
the economy (that later affects their level of permanent income). This allows them
to formulate more precise expectations, consequently adjusting their behaviour
– the relevance of this mechanism in explaining business cycle fluctuations was
illustrated in Schmitt‐Grohé and Uribe (2012) and in Blanchard et al. (2013), both
papers being based on a theoretical model (similar to that proposed in Jaimovich
and Rebelo, 2009) that allows for the forward-looking component to be extracted
from the data. However, it should be mentioned that the statistical validation of
this mechanism is difficult, as it only uses macroeconomic data series (Attanasio
and Weber, 1995, and Souleles, 2004, provide a detailed description of the
limitations of such procedure).
Starting from consumer observations (income and expenses, as well as income
expectations), Attanasio et al. (2020) validate the importance of expectations
for determining consumer demand – on average, consumers will increase
consumption by approximately 0.3 percent if they anticipate a rise in permanent
income by 1 percent (the estimation uses data from the US). In addition to
confirming the theoretical relationship between consumption and expectations,
research using microeconomic data indicates that households’ consumption
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behaviour is highly heterogeneous. For example, Christelis et al. (2020) show that
younger individuals and the self-employed transfer to consumption a lower share
of the increase in permanent income, while Cocco et al. (2020) suggest that, unlike
during economic upturns, which are accompanied by general optimism, during
recessions, households are divided into two categories – pessimistic consumers
and those who believe that the economy will recover faster. Guvenen et al. (2014)
highlight the fact that the former category is made up of agents with income
below the economy-wide median and whose financial situation deteriorated
significantly. Ultimately, these movements in income distribution during times
of economic tensions reflect in a higher volatility of the confidence indicator,
suggesting a rise in uncertainty. Bertola et al. (2005) underline that, during
such periods, consumers substantially reduce purchases of durables, and if the
uncertainty persists over a longer period of time, even after the economic situation
improves, consumption may recover very slowly, households maintaining their
stronger propensity to save (Pistaferri, 2016).
Apart from the works investigating the relationship between consumption and
expectations via theoretical models, there is a branch of the literature that follows
a more pragmatic approach and assesses the extent to which projections on
consumption can be improved if they take into account economic sentiment
indicators. Therefore, relatively recent papers noted the usefulness of consumer
confidence indicators in correcting forecasting errors, especially during an
economic downturn (Taylor and McNabb, 2007, Lahiri et al., 2015).
Confidence indicator and developments in consumption
In practice, consumer confidence is assessed based on a representative household
survey containing questions about expectations on their financial situation,
the evolution of the economy and unemployment or the intention to purchase
durables (household appliances, furniture), opinions being formulated for
a 12-month period. For each survey question, the results published actually
represent the difference between the two categories of answers: optimistic and
pessimistic. For example, if the majority believes that the indicator will increase,
the balance of answers will have a positive value, closely related to the extent to
which the respondents expect that evolution, as well as to the number of people
sharing this opinion. Finally, some questions are aggregated for obtaining the
consumer confidence indicator5.
As expected, a strong correlation between the consumer confidence indicator
and consumer demand is also visible for the local economy (Chart A). In the years
before the economic crisis outbreak at end-2008, as the positive effects of the
structural changes undergone in the first part of the 2000s, following the efforts to
join the EU, became manifest, the local economic activity entered an upward path –

5
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The indicator is part of the set of composite indicators determined by the Directorate-General for Economic and Financial
Affairs (DG ECFIN) of the European Commission, within the Joint Harmonised EU Programme of Business and Consumer
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Member States (in Romania, these are the National Institute of Statistics, for business surveys, and the GfK Romania Market
Research Institute, for consumer surveys).
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also fuelled by a favourable international environment. In this context, households,
already seeing an improvement in their financial situation, began to be increasingly
optimistic about the evolution of the economy, and the gradual build-up of
confidence led to a significant rise in consumer demand, which reflected in the
robust two-digit growth of expenditures on household consumption in 2004-2008.
At the same time, the buoyance of household consumption was also driven by
the improved access to financial services, which, alongside excessively optimistic
expectations on the evolution of permanent income, led to a considerable rise
in loan demand. This materialised into a sizeable increase in sales of durables
(for example the sale of motor vehicles, which recorded unprecedented growth
rates even for recent years).
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The outbreak of the global financial crisis and its spillover effects on the local
economy at end-2008 brought about a steep decline in household income, as
well as increasing fears about its future developments; the fast worsening of
labour market conditions led to mounting uncertainties surrounding job stability,
which later impacted expectations on households’ financial situation (Chart B).
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Chart C
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In this context, behind the cut in consumer spending stood those who witnessed
a contraction in income in the current period (also doubled by the more difficult
access to borrowed sources, as a result of tighter lending conditions), as well as
those who, anticipating an unfavourable evolution of the economy, started to save.
In fact, in the immediate aftermath of the crisis, bank savings saw an impressive
leap, before embarking on an upward path, which, however, abated with the
slow recovery of household confidence (Chart C). Therefore, throughout the crisis,
consumers’ unfavourable expectations led to prudent behaviour, which acted as a
delaying factor in the rebound in consumption.
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When confidence drops, consumption is adjusted mostly by reducing spending
on durables and non-durables that are not strictly necessary (Chart D). Specifically,
purchases of durables (furniture, household appliances, ICT products) declined
significantly, the first modest signs of increase being observed 2-3 years after the
onset of the crisis. Worth noting in this goods category are purchases of motor
vehicles, which only in 2017 came close to the level reported in 2008. Certain
non-durables (such as clothing items or paper products) also saw a decrease in
demand, albeit less strong, whereas purchases of food items only reported a halt in
their upward trend. Mention should be made that all these changes in consumer
demand when consumer confidence deteriorates are in line with evolutions in
other more developed economies (Pistaferri, 2016).
Growing optimism and the dramatic change in economic sentiment manifest
at different intensity among socio-demographic categories. For instance, while
during an economic upturn, the confidence of low-income households is visibly
below that of high-income consumers, during a recession, the stronger worsening
sentiment of the respondents in the latter category made the gap narrow
considerably. However, the much more painful experience of the low-income
earners in the immediate aftermath of the economic downturn once again created
a rift between their confidence and that of high-income consumers, the spread
between the lowest points of the two curves thus widening in the period of
restoring confidence (Chart E). Such difference in behaviour (as also signalled by
Petev and Pistaferri, 2012, for the US economy) can be observed among Romanian
consumers also in the breakdown by age groups (during a recession, the larger
drop in confidence of relatively young persons temporarily brings their sentiment
close to that of elderly persons, who are generally more pessimistic).
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The next wave of optimism among consumers that started in 2015 is, in its turn,
associated with a substantial growth in consumer demand. This shift in perspective
occurred in a context where overcoming the recession became increasingly
clear, both locally (especially given an obvious easing of the fiscal and income
policies), and at European level, where the confidence indicator also reported a
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recovery exceeding the long-term average6. Therefore, the traction of the European
economy (particularly visible in terms of higher exports) favoured the movement
of local production to a more competitive level, leading to a sustainable labour
absorption, which was reflected by the trajectory of employment expectations7.
Employment continued to improve, although the confidence indicator experienced
temporary declines amid some legislative changes that increased the level of
uncertainty in the economy – at the beginning of 2018, GEO No. 79/2017 entered
into effect, establishing the transfer of social security contributions payable
by employers to the charge of employees, while in 2019, the enforcement of
GEO No. 114/2018 led to disruptions in the activity of several economic sectors
(financial, energy, telecommunications) via the fiscal amendments introduced.
Of course, as the effects of the above-mentioned measures dissipated, the
confidence indicator returned to a steep upward path, in 2019 coming close to
the previously recorded historically high levels. The gradual rise in households’
optimism, fostered by an increase in income largely considered permanent, along
with favourable lending conditions, prompted the boom in demand for durables,
most notably purchases of furnishings and motor vehicles, as well as the higher
preference for leisure activities (accommodation and food service activities,
tourism, cultural and recreational activities). Even if it cannot be directly associated
with households’ consumption expenditures, housing demand (which is a relevant
indicator for confidence in the economy) was also strong, consumers’ intention
to purchase or build a home increasing considerably towards end-2019, close to
the record highs reached in the previous upswing – this is also suggested by the
unprecedented number of new dwellings delivered post-1990. However, it is worth
mentioning that both motor vehicle and house sales have been actively supported
in recent years by government programmes, which in times of high confidence
have a visibly more favourable effect than during a recession, when stimulating this
type of purchases would be preferable (Berger and Vavra, 2015).
In terms of structure, consumer demand in 2019 was in many instances similar
to that in 2018 (when the previous expansion reached its peak), while the
magnitude of changes hinted at possible robust dynamics of consumption in
2020 as well (its evolution in the first two months of the year stands testament
to this). Nevertheless, the fast spread of the SARS-CoV-2 virus prompted an
economic contraction unprecedented in recent history. Most likely, the significant
deterioration in confidence in this period will lead to an adjustment in consumer
behaviour similar to that during the previous crisis. The first data available for
2020 Q2 already point to a considerable decline in purchases of durables and
non-durables (excluding essential goods), the automotive segment standing
out yet again in terms of size of the contraction. However, market services to
households have been the sector most affected by the spread of COVID-19, the
social distancing measures imposed since March and the maintenance of some
restrictions on the circulation of persons after the state of emergency was lifted
determining massive losses in the accommodation and food service, tourism,
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The long-term average corresponds to 2001 Q2 – 2020 Q1.
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The survey records expectations on unemployment developments. However, in Chart A, the balance of answers for this
variable has a changed sign, in order to better illustrate the correlation between the expected evolution of income and that
of employment.
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leisure and cultural segments. In addition, the persisting health fears specific to
the current crisis will make the recovery of household confidence a long process,
especially in terms of interest for leisure activities.
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Unlike a year earlier, gross fixed
capital formation made a significant
contribution to the real GDP dynamics,
the 18.2 percent hike in this component
being largely attributed to the recovery
in construction works, as well as to the
positive input of equipment purchases
(Chart 1.11).
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Investment in construction works
soared by more than 25 percent,
given that, apart from further demand
pressures, this economic sector
Source: NIS, NBR calculations
benefited from stimulative measures
in terms of labour market regulations
(setting a sizeable minimum wage
25
1,750
threshold, granting fiscal incentives
20
1,400
and easing the conditions for hiring
non-EU workers). Specifically, the
15
1,050
construction of buildings expanded
by almost 40 percent, due to both
10
700
housing projects (amid the fast-rising
5
350
household income) and non-residential
ones in the areas of modern retail and
0
0
BG
CZ
HU
PL
RO
office buildings. Industrial and logistics
buildings also remained on a robust
government sector GFCF/GDP, 2019 (%)
motorways, 2018 (m/km2)
path, although floor areas of delivered
paved roads, 2018 (m/km2; rhs)
spaces failed to reach overall the
Source: NIS, AMECO, Eurostat
record level reported in the preceding
year. However, developments in this
segment – which has a high potential, given Romania’s low stock of modern spaces
as compared to other countries in the region8 – continued to be hampered by the
insufficiently developed transport infrastructure. In fact, this remains one of the
structural factors that render the Romanian economy less attractive at regional level
for major investment projects, alongside the labour market constraints (such as the
skill mismatch and high emigration) and the unpredictable fiscal and legislative
framework. Not even the nearly 17-percent hike in civil engineering works seen
in 2019 could lead to a visible improvement in the situation. The relatively low public
spending in this area resulted in Romania further holding a modest place compared
to its regional peers in what concerns the size and quality of transport infrastructure
(Chart 1.12).
gross fixed capital formation
equipment (including transport means)
buildings (rhs)
civil engineering works (rhs)

Chart 1.11
Investment

Chart 1.12
Road infrastructure

Turning to the industrial sector, in addition to the above-listed structural factors, the
shrinking of own funds amid unfavourable developments in activity, particularly
exports, also diminished the propensity for capital investment. Against the
8
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4.6 million sqm in 2019, half of Czechia’s stock and more than 4 times below Poland’s. Source: Colliers International –
Research and Forecast Report 2020.
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background of flagging demand across the main trading partners, the upward trend
in external orders came to a halt, leading, alongside a local market slowdown, to a
decline in industrial output for the first time in the post-crisis period (by 2.3 percent),
prompting also the confidence of economic agents to gradually worsen during
the year under review. However, a closer look points to some sub-sectors having
developed or completed projects for the opening/expansion of productive capacities
in 2019, with growing interest for the automation and streamlining of technological
processes. Stronger signs in this regard came from building materials, the automotive
industry, electrical equipment and other transport means, as well as from some
consumer goods industries, particularly food and furniture. Outside the industrial
market, larger capital accumulation was seen in construction companies (in line
with the recovery in this sector) and agricultural companies, following the
expansion of bank lending programmes aimed at this sector, and the high rate of
absorption of EU structural funds in the current Multiannual Financial Framework
(2014-2020).
Given the slower growth rate of the
global economy as a whole and of the
euro area economy in particular, the
14
4
volume of exports of goods inched
up by less than 1 percent compared
7
2
to a year earlier (Chart 1.13), the most
affected sub‑sectors being those
0
0
integrated in international production
-7
-2
chains, especially the automotive
industry. Specifically, the volume of
motor parts exports plummeted by
exports of goods and services
global GDP (rhs)
nearly 10 percent, domestic producers
EU-27 GDP (rhs)
being affected by the contraction in
Source: NIS, EC, IMF
the EU car-making sector (the German
one in particular), to which added
the impact of the economic warfare between the US and Iran, mirrored as well by
EU exports to this Asian country. Moreover, the exports of electronic equipment,
communication equipment, metal products, fabricated metal products, as well as
light industry products also followed a downward trend. By contrast, sales of electrical
equipment, machinery and equipment, agri‑food commodities, and measurement
and control apparatus posted increases. Furthermore, exports of motor vehicles
witnessed positive developments (around 4-percent rise in volume), given that the
two domestic models launched in early 2018 further sparked interest in 2019 as well.
In addition, EU demand picked up towards year-end, possibly in association with
the announcement of the legislative changes relative to insurance premiums for
CO2 emissions to be adopted in certain EU countries as of 1 January 2020.
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Despite the modest evolution of exports, the presence of Romanian products
on European markets has not diminished. Moreover, the market shares of higher
value‑added goods expanded, particularly in electrical equipment, machinery and
equipment and naval sub-sectors, whereas the automotive industry remained close
to the position reported the year before. Behind all these developments stood
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chiefly the productivity gains due
to substantial investment in recent
0
years. However, the positive impact
-5
on competitiveness economy-wide
-10
was offset by significant losses in
-15
other industrial sub-sectors. A relevant
-20
example is the case of consumer goods
-25
industries, where the persistently
2015
2016
2017
2018
2019
higher unit labour costs have eroded
goods not elsewhere classified
motorcars and fuels
competitiveness in both external
capital goods
and local markets. In this context,
intermediate goods
consumption goods excl. motorcars and fuels
the difficulties encountered by local
goods, total
producers to reap the benefits of
Source: Eurostat, NBR, NBR calculations
the expansion in consumer demand
reflected in imports rising faster than
domestic supply in 2019 as well, making consumer goods the main cause for the
widening of the trade imbalance (Chart 1.14).
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External position
While the level of indebtedness and international reserves remained adequate
overall also in 2019, the further widening of the current account deficit and a certain
deterioration of its financing structure paint a less favourable picture of Romania’s
external position compared to the preceding year.
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The pressure from domestic
absorption, along with the weakness
in exports, led to the deepening of the
current account deficit to 4.6 percent
of GDP (Chart 1.15). Hence, the average
value of this indicator for the past three
years came in close to the indicative
threshold specified in the European
Commission’s Macroeconomic
Imbalance Procedure scoreboard,
i.e. 4 percent of GDP, setting Romania
virtually apart from the other 27 EU
Member States.

Source: NIS, NBR

The deterioration of the current
account deficit was entirely ascribed to the balance on trade in goods, whose
worsening (by approximately 17 percent) was however further partly offset by some
improvements in the services and income accounts. Specifically, the surplus from
international services amounted to EUR 8.7 billion, on account of rising receipts from
freight transport (also as a result of investments made in recent years with a view to
expanding the fleets) and ICT, a sub-sector that remained on an upward trend, as
mirrored also in the consolidation of its share on the European market. However, the
services surplus compensated only half of the trade in goods deficit, the decline in
46
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coverage seen in recent years owing to residents’ stronger preference for international
travel and air transport. Towards the narrowing of the current account imbalance
also acted the primary and secondary income accounts, whose cumulated balance
added nearly EUR 1 billion against 2018. This was due mainly to higher remittances
by workers abroad, as well as to an improved absorption of non-repayable EU funds
(via amounts raised from the European Social Fund and agricultural subsidies).
The deepening of the current account
deficit coincided with a less favourable
8
structure of its financing, the coverage
4
by autonomous capital flows further
0
deteriorating for the sixth year in a row
-4
(to 80 percent), although their value
-8
(above EUR 8 billion) was higher than
-12
that recorded a year earlier for both
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
components (Chart 1.16). Specifically,
current account
loans
net inflows of direct investment
autonomous flows*
volatile flows**
amounted to EUR 5.3 billion (on a rise,
*) FDI and capital account
**) portfolio investment and deposits
particularly in the equity segment), but
Note: “+” inflows; “-” outflows, for financial flows.
covered only 52 percent of the current
Source: NIS, NBR
account deficit. In addition, the capital
account surplus totalled EUR 2.9 billion,
as a result of a relative speed-up in the absorption of investment funds in the current
Multiannual Financial Framework (2014-2020). The government component of the
current account was financed via new Eurobond issues, which added up to about
EUR 2.4 billion worth of net portfolio investment inflows.
12

Chart 1.16
Main sources for current account
deficit financing

EUR billion, balance

The heavier spending caused by the persistently pro-cyclical fiscal policy reflected
also in a new increase, for the fourth year in a row, in the stock of long-term external
public debt, its total amount of EUR 4.7 billion being main cause of Romania’s rising
external indebtedness (to EUR 105.9
billion at end-2019). Nevertheless, the
EUR billion
50
pressure stemming from its servicing
40
abated further, a trend that was
manifest in terms of the total debt
30
stock (with a 47.4 percent share in
20
GDP), as well as the ratio of long-term
10
external debt service to exports
0
of goods and services (down to
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
18.6 percent), both above-mentioned
international reserves
values representing post-crisis lows.9
9
IMF indicator (100-150%)
100% of ST external debt (residual maturity)
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Chart 1.17
Reserve adequacy indicators

Source: NBR, IMF, NBR calculations
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As at 31 December 2019, Romania’s
international reserves totalled
EUR 37.5 billion (up by EUR 650 billion

When a flexible exchange rate arrangement is in place, the denominator is calculated as follows: 30 percent of ST external
debt (residual maturity) + 15 percent of Other liabilities + 5 percent of Exports of goods and services + 5 percent of M3.
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from end-2018). Their level remained adequate, as reflected by the comfortable
coverage in months of prospective imports of goods and services (around 5 months,
above the recommended 3-month threshold), as well as by the accommodation of a
composite measure of risk to the balance of payments (an indicator calculated based
on the IMF methodology); however, the coverage of the short-term external debt
stock at residual maturity remained below one (84 percent; Chart 1.17).
Labour market
In 2019, the labour market coordinates remained relatively unchanged from the past
year, i.e. the scant supply of available workforce, the continued downward path of the
annual advance in the number of employees and the fast-paced annual growth of
wage earnings. However, radical changes are expected during 2020, the measures to
contain the COVID-19 pandemic resulting in adjustments in both income and number
of employees.
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The annual dynamics of the number of
employees economy-wide continued
on a downtrend in 2019 as well,
slowing down to 1 percent from
1.8 percent in the previous year. The
deceleration was driven by the private
sector, amid the slowdown of the hiring
pace in market services, which was
more pronounced in administrative
and support services and in ICT (due
however to a base effect), as well
as amid the downsizing in industry,
especially in the automotive industry
and the related sub-sectors, under the
influence of decreasing demand and
digitalisation activities. Conversely,
the number of employees rose in
construction, the tax incentives
granted since the beginning of 2019
giving a boost to this sector’s activity
(Chart 1.18).
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Labour supply contracted further,
the unemployment rates hitting the
lows of the past two decades, i.e. the
average registered unemployment rate
ILO unemployment rate
registered unemployment rate
dropped by half of a percentage point
labour market tightness indicator (rhs)
from the year before to 3.1 percent,
Source: NEA, Eurostat, NBR calculations
while the ILO unemployment rate lost
0.3 percentage points to 3.9 percent
(Chart 1.19). In order to address supply-side constraints, the authorities decided
to successively expand the quota for newly-admitted foreign employees to the
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Chart 1.19
Unemployment rates
and labour market
tightness indicator

48

NATIONAL BANK OF ROMANIA

1. Global environment and domestic macroeconomic developments

Romanian labour market (by nearly doubling it in 2019 to 30,000 persons). At the
same time, job creation lost momentum in 2019, with the job vacancy rate standing
below the value recorded a year ago, largely on account of the lower number of
openings in industry. The developments point to a flattening trend of the labour
market tightness indicator, which will become increasingly clear in 2020.
Structural deficiencies persisted in 2019, given that (i) the activity rate in Romania,
albeit slightly improving, ranked further among the lowest in Europe; (ii) the share
of youth that are not in employment, education, or training (NEET) remained high;
(iii) the reduced adaptability of low-skilled workers to employers’ requirements
persisted and, thus, the unemployment rate among these workers continued to be
high; (iv) the education system made no notable progress in meeting the economy’s
requirements (in terms of skills and the quality of training10); (v) the internal mobility
was further low, the effect of government programmes meant to foster internal
mobility (measured by the number of beneficiaries) standing below the target set in
recent years. Moreover, Romania is faced with increased migration, being the largest
exporter of employees in the EU in 2018, according to a European Commission’s
report on labour mobility in the EU.
In view of the above, the difficulties
facing companies in staff recruitment
25
became acute, as also shown by
20
the skill mismatch index posting a
15
historical high (Chart 1.20), as well as
10
by the 2019 ManpowerGroup Talent
5
Shortage Survey, according to which
0
Romania comes in second, after Japan,
among the 43 countries under review;
86 percent of local employers (the
tertiary
highest historical level) complain about
upper and post-secondary, vocational
primary and lower secondary
recruitment difficulties. The NBR’s
total
Survey on the access to finance of
Source: Eurostat, NBR calculations
non-financial corporations in Romania
also provides related evidence showing
that the lacking skilled staff is a pressing problem for over 40 percent of respondents,
the phenomenon being more pronounced for large companies. 11
pp, 4-quarter moving average
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Chart 1.20
Skill mismatch index
on the labour market11

In 2019, the average gross wage earnings rose by 13 percent, a level similar to that
reported in 2018, i.e. 12.9 percent (net of the fiscal changes made at the beginning
of the year, namely the transfer of social security contributions payable by employers
to the charge of employees and the cut in the personal income tax from 16 percent
to 10 percent). At the same time, average net wage earnings kept rising markedly,
i.e. by 14.9 percent in annual terms, almost 2 percentage points higher than in the
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The international test results of the Romanian students are further unsatisfactory. A relevant example in this respect is the
PISA 2018 test, where the score points for reading, mathematics and science stand lower than those previously earned
in 2012 and 2015, which were already modest.

11

Calculated as the sum of differences in absolute value across each skill group between labour supply (approximated by the
share of the unemployed with a certain education level in total unemployed) and labour demand (approximated based on
the share of the employed with the same education level in total employment).
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year before. The swift growth pace
was accounted for by a series of
5
30
government measures, namely a new
hike in the gross minimum wage
4
20
economy-wide from lei 1,900
3
10
to lei 2,080, as well as the setting
2
0
of a minimum wage of lei 2,350 for
1
-10
highly-skilled personnel and of lei 3,000
0
-20
for employees in the construction
sector. Furthermore, the employees in
level – private sector
the construction sector were exempted
level – budgetary sector
change – private sector (rhs)
from paying the personal income
change – budgetary sector (rhs)
tax for a 10-year period and social
Source: NIS, NBR calculations
security contributions were reduced
for both employees and employers.
The slowdown in the annual dynamics of average net wage earnings in the budgetary
sector from a year ago was solely due to a base effect associated with the pay rises
granted in 2018 to employees in education and public healthcare. In fact, as in the
past three years, the average net wage in the budgetary sector (about lei 3,750)
further exceeded the value recorded in the private sector (approximately lei 2,900),
which may lead, via a demonstration effect, to additional upward wage pressures in
the economy (Chart 1.21).
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Chart 1.21
Net wage earnings

Box 4. Gender inequality in terms of wage earnings in Romania
In 2018, the gap between the wages of men and women in Romania was,
according to Eurostat, the smallest one in the European Union, i.e. 3 percent12 of
the average gross wage of men, whereas the EU-wide average was 14.8 percent.
Nonetheless, the gap between the employment rate for men and that for women
was 18.3 percentage points, ranking fourth in the EU, where the recorded average
was 11.6 percentage points. This link between the narrow gap in terms of wages
and the significant one in terms of employment rates could be explained by the
fact that only the highly-skilled women relative to the skills distribution in the
country under review are economically active, whereas the low-skilled ones are
not in formal employment (The European Institute for Gender Equality, 2019).
Moreover, the gender pay gap reported by Eurostat does not take into account
such factors as occupation, work experience or required skills/qualifications. If in
the case of a specific job and employees with the same work experience there are
more pronounced gender inequalities, these may represent a discouraging factor
for women to be economically active.
This box aims to investigate the gap between the wages of men and women using
microeconomic data (from the Household Budget Survey – HBS, 2005-2018) and
taking into account the impact of variables such as age or occupation. Based on

12

50

Eurostat mentions that the value for Romania in 2018 is an estimate. Moreover, it is mentioned that the series is marked by
methodological changes, data comparability being thus affected. The series recorded a peak in 2007 (12.5 percent) and a
declining trend thereafter to the recent low values.
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the HBS data, the conclusion is that the wage gaps are significantly wider than the
Eurostat estimates, especially during the last years.
As for the countries from Central and Eastern Europe (CEE), the literature looked
at the issue of gender pay gap by mainly analysing the period of early transition
from communism to a market economy. In what Romania is concerned, Andrén
and Andrén (2015) reach the conclusion that during communism state institutions
promoted gender equality, but this was no longer a priority for the governments
after 1990. Moreover, according to this work, the unexplained wage gap between
men and women was wider during the ‘90s than during the communist era.
Paternostro and Sahn (1998) make use of the data from the Household Budget
Survey 1994 and estimate that for Romania the gender wage differential was
27 percent in urban areas and 82 percent in rural areas. The wage gap between
men and women was also documented in other CEE countries (Russia: Newell
& Reilly, 1996; Bulgaria: Jolliffe, 2002; Czechia and Slovakia: Jurajda, 2003).
Nevertheless, lately, the ending of the transition period in CEE countries led to
a relative decrease in the literature’s interest in this subject analysed in the
above-mentioned geographical area.

Chart A
Gender Equality Index, 2019,
in the domain of money
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The gender wage gaps in Romania were often analysed by means of aggregate
indicators, which take into consideration the broader issue of economic and social
inequality between men and women13. For instance, the index
constructed by the European Institute for Gender Equality
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BG
88.3
CY
following Bulgaria, in terms of gender inequality in the core
80.8
CZ
76.7
domain of money, according to 2017 data (Chart A)14.
DE

61.8

62.0

86.0
87.1

DK

The Household Budget Survey 2005-2018, which provided
the data for the analysis carried out in this box, is a survey
71.4
86.7
EL
NL
65.5
76.7
focusing on households' income and expenditure, conducted
ES
MT 82.5
64.7
80.4
on a monthly sample of approximately 3,000 Romanian
LV
72.2 87.6
UE-28
71.6
LU 91.8
households which are representative for the entire population
FI
86.4
78.8
LT
FR
85.5
of Romania. The data on net wage earnings in each year,
IT IE
HU HR
grouped according to the Classification of Occupations in
Note: The data for 2019 Index is from 2017.
Romania (COR), were used for the analysis of the gender
Source: European Institute for Gender Equality (2019)
wage gap. Specifically, cohorts of employees covered by the
HBS were created both for all employees and separately for
three major groups by occupation: professionals in various fields of activity (major
group 2)15, technicians and associate professionals (major group 3)16 and craft
and related trades workers (major group 7)17. The cohorts were defined based on
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69.4

EE

13

However, these indicators may have limited relevance due to numerous methodological issues, including those related to
the aggregation of more dimensions into one single synthetic indicator (OECD, 2008).

14

A higher value of the index shows greater gender equality.

15

Defined according to COR as comprising people with tertiary education and including: chemists, physicians, computing
professionals, doctors, lawyers, economists, etc.

16

Defined according to COR as comprising people with secondary and tertiary education and including: laboratory
technicians, foremen, pilots, sea captains, etc.

17

Defined according to COR as comprising people with practical and manual skills in construction and industry and including:
construction workers, carpenters, various categories of industrial workers, etc.
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the year of birth and gender18, imposing the condition that employees should be
aged between 25 and 55 years old at the time of the survey19. For each cohort, the
average net monthly wage was extracted for each year included in the sample20.
Professionals

Total

percent

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
Skilled workers

lei

22
20
18
16
14
12
10
8
6
4
2
0

men

2,050

percent

lei

22
20
18
16
14
12
10
8
6
4
2
0

27

1,850

24

1,650

21

1,450

18

1,250

15

1,050

12

850

9

650

6

450

3

250

0
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

percent

gap (rhs)

Chart B
Net wage earnings of men
and women by occupation

3,250
3,000
2,750
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2,250
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1,750
1,500
1,250
1,000
750
500

Technicians

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

2,700
2,500
2,300
2,100
1,900
1,700
1,500
1,300
1,100
900
700
500

18
16
14
12
10
8
6
4
2
0

lei

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

2,300
2,100
1,900
1,700
1,500
1,300
1,100
900
700
500

percent

lei

women

Note: The gender gap in average wage is expressed as a share of the average wage of men (rhs). The wages for
the two genders are expressed in lei.
Source: Household Budget Survey, 2005-2018, NBR calculations

Chart B illustrates the development over time of average net monthly wages of
men and women, both economy-wide and by the above-mentioned occupations.
While wages generally increased for all categories taken into account, in order to
assess gender inequality for each year, the difference between the average wage
of men and women is presented as a share of the average net wage of men. Thus,
it is noticeable that women have a smaller average wage both economy-wide
and by each occupational group. Overall, the wage difference between men and
women expressed as a share of the average net wage of men was significantly
smaller in 2018 (10 percent) compared to 2005 (17 percent). Nevertheless, not
all occupational groups reported this tendency. Inequality within the group of
professionals did not post a clear trend in the mentioned period, the gap being
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18

Thus, for each year of birth, there are two cohorts per each year of survey: men and women, respectively.

19

This condition is necessary in order to have cohorts containing a relatively constant number of people. If very young or old
employees had been considered, then the probability for outliers to be included in the sample would have been higher.

20

The data in the present analysis include both the wages of full-time and part-time employees. The latter represent a very
small share of total employees.
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slightly wider in 2018 (13.7 percent) versus 2005 (12.7 percent). The technicians
group recorded dynamics similar to those economy-wide, whereas for skilled
workers the gender wage gap narrowed in the period under review (although it
increased in 2018). Amid the 2008 global financial crisis there was a slight decrease
in gender wage inequality starting with 2010, except for the technicians group21.
In order to gauge the impact of several variables on gender inequality, a simple
regression model was used by employing the cohorts described above22, defined
according to year of birth and gender. The explanatory variable is the logarithm of
real net wages (log sum), expressed as an average for each cohort, and the control
variables are: age23, gender (=1 for women, =0 (zero) for men), year (=1 assigned to
the observations for the respective year and 0 (zero) to the other) and public (the
share of the cohort working in the public sector). The model also contains terms
of interaction between each year and gender in order to capture the specific effects
of each year for women (gender=1) versus men (gender=0).
Total
logsum

Professionals
logsum

Technicians
logsum

Skilled workers
logsum

age

0.0208***

0.0487***

0.0408***

0.0226***

age2

-0.000250***

-0.000510***

-0.000442***

-0.000241***

gender

-0.209***

-0.130***

-0.228***

-0.280***

public

0.338***

-0.0677

0.0716*

0.219***

_cons

6.225***

6.117***

5.958***

6.049***

N

868

868

868

868

R

0.9484

0.8019

0.7748

0.9018

2

*) p<0.05, **) p<0.01, ***) p<0.001

Table A
Pseudo-panel regression results

Source: Household Budget Survey, 2005-2018, NBR estimates

Table A shows that, in the case of gender and age, the coefficients are statistically
significant for each estimated equation and have the expected signs24. Regarding
the magnitude of the wage gap between men and women, in 2018, controlling
for age and activity sector, a woman in the group of professionals earns about
13.5 percent less than a man25. For the technicians group, the gap is 8.3 percent,
whereas for skilled workers it is 18.9 percent. Economy-wide, the gap stands at
12.6 percent. It can be noted that the wage gaps between men and women for
the analysed groups are not very different in the model from the data presented
in Chart B.
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21

In 2010, some occupations from major groups were reclassified within the COR, and this might influence the conclusions
regarding the link between gender inequality and the global economic crisis.

22

Since the model captures the dynamics of cohorts (averages of variables set based on stable criteria in time, in our case
gender and year of birth) and not of the same individuals caught in a certain time interval, the data used are in the form of
a pseudo-panel (Deaton, 1985).

23

The variable measuring age has a quadratic specification, based on the assumption that when a person gets older, his/her
wage increases, but at a diminishing rate. Thus, the quadratic term should have a negative coefficient, and the linear one,
a positive coefficient.

24

Fixed year effects are significant as well, yet the terms of interaction between gender and year are generally not significant
and are small in size. For brevity, these effects are not shown in the table.

25

This value includes, in addition to the effect of the gender variable, the effects of the year and the interaction term,
respectively (not reported in Table A).
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The analysis of the HBS data indicates that wage inequalities are significantly
higher than the estimates available on Eurostat, especially for recent years. Despite
the fact that gender wage inequality decreased in the period 2005-2018, it remains
at significant levels. Moreover, the narrowing of the gender wage gap is not present
in the occupational group of professionals, which generally consists of people with
higher education. However, the present analysis is limited by the availability of a
representative sample for each analysed occupational group, the purpose of the
HBS data being to supply information on household income and expenditure, and
not to provide structural indicators of economic sectors.
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2.2. Prices and costs
Consumer prices
In 2019, the annual inflation rate was
almost constantly above the variation
6
band of the flat target of 2.5 percent
4
±1 percentage point, standing at
2
4 percent at year-end, as compared
0
with 3.3 percent in December2018
-2
(Chart 1.22). The evolution basically
-4
reflected the strong upward trend
in the adjusted CORE2 inflation rate
CPI
(from 2.4 percent in December 2018
adjusted CORE2
CPI – excl. VAT
to 3.7 percent at end-2019), which was
adjusted CORE2 – excl. VAT
favoured by a persistent inflationary
Note: The width of the variation band is
±1 percentage point.
macroeconomic environment,
Source: NIS, NBR estimates
featuring sizeable excess aggregate
±
demand. The latest business cycle
virtually reached a peak in 2019, the aggressive spread of the COVID-19 pandemic
annual change (%)
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Chart 1.22
Annual inflation rate
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at the beginning of 2020 pushing most economies around the world into recession.
Although labour market tightness moderated somewhat throughout 2019, it
remained high, thus contributing to further robust wage dynamics which, alongside
the disappointing evolution of labour productivity, were mirrored in the swifter
annual growth rate of unit labour costs in industry. Apart from these influences, the
path of core inflation was marked in 2019 by some supply-side shocks, with the
higher prices of pork meat making the main inflationary contribution, owing to the
negative effects of the African swine fever on the livestock worldwide, especially in
China. In the same direction acted also some legislative changes implemented at
end-2018 on the taxes applicable to telecommunication companies, which translated
into sizeable price increases for telephony and television services in the first half
of 2019 (Charts 1.23 and 1.24).
annual change (%)
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Specific shocks at the level
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adjusted CORE2 – services
EUR/RON exchange rate
consumer price of telephony services

Note: Consumer prices exclude the direct effects of VAT rate changes.

4

Chart 1.24
Core inflation components
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The inflationary characteristics of
the economic environment specific
to 2019 also reflected in the inflation
expectations of economic agents, the
balance of answers exceeding the
long-term averages for all five groups
of economic agents participating in
the EC-DG ECFIN Survey (consumers
and trade, industry, construction and
services companies).

In 2019, exogenous components
faced both inflationary and
Source: NIS, NBR calculations, estimates and forecasts
disinflationary pressures, making a
zero net contribution to the annual
CPI inflation at year-end. Goods with volatile prices saw their annual dynamics pick
up to 6.8 percent, from 4.7 percent in December 2018, due to both fuel and VFE
prices. In the former case, the evolution was correlated with the international crude
oil price (annual rise of about 16 percent in the Brent oil price in December), to which
added the effect of indexing the excise duty on motor fuels to the inflation rate on
Note: Net of the direct effect of VAT rate changes.
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1 January 2019 (Chart 1.25). With regard to VFE prices, the decisive factor was the
emergence of a supply deficit on the fresh fruit segment at European level, as a result
of adverse weather conditions throughout 2019 (sizeable temperature fluctuations,
late spring freezes or long drought periods towards the year-end).
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Although in the first part of the year pressures were also visible on the vegetables
segment, being related to some harvesting problems in the previous year, the
hikes in prices were subsequently corrected, once supply reverted to normal levels
(Chart 1.26). The substantial increase in the excise duty on tobacco products at the
beginning of 2019 (up 8 percent versus the 2 percent rise anticipated to occur in April,
based on the previous calendar) also exerted an inflationary impact, an opposite
effect having the 5.5 percent cut in natural gas prices for households starting in July
(due to the capping of the domestically-produced natural gas price charged to
end-users at lei 68/MWh).
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Producer prices
The brisk annual growth rate of industrial producer prices on the domestic market
seen in the course of 2018 also continued in the first part of 2019, but it embarked on
a downward trend starting with the second quarter, against the background of mixed
developments in its sub-groups (Chart 1.27).
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The annual dynamics of energy prices fell markedly starting in May, going down to
5.6 percent in December as compared with an average of around 13 percent January
through April. The same as with the CPI, among the factors behind this trend were
the downward adjustments in the Brent oil price and the administrative decision to
cap the domestically-produced natural gas price charged to end-users, which became
effective as of 1 July 2019 and was substantiated by the provisions of Government
Emergency Ordinance No. 114/2018, adopted at end-2018. The influences were,
however, partly countered by the step-up to 20.6 percent (a 15-year high recorded
in July) in the annual growth pace of producer prices for the production and supply
of electricity and heating, amid the sizeable contraction in electricity production,
particularly in hydro power plants, which was caused by a severe rainfall shortage.
Nevertheless, these dynamics decelerated to 7.5 percent towards the end of the
year, as the electricity market moved closer to balance. The annual growth rate of
intermediate goods prices also posted a slowdown (from approximately 4.8 percent
in the first part of the year to 2.0 percent in December), as it closely followed the
downward path of international commodity prices, which will most likely persist
in 2020 as well, amid the negative demand-side shock at global level induced by the
COVID-19 pandemic.
Conversely, producer prices of capital goods and consumer goods gained
momentum. In the former case, the upward course that could be noticed throughout
the year (the annual rate rose to 2.8 percent in December as against 0.3 percent at
the beginning of 2019) was in line with the depreciation trend of the leu versus the
euro, as the prices of numerous capital goods are expressed in EUR. Consumer goods
reported even larger price increases and ended 2019 with the highest change in the
last six years (6.1 percent in annual terms versus 2.1 percent in January). The trajectory
NATIONAL BANK OF ROMANIA
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was due to developments in the food industry, which was strongly affected by the
global supply-side shock associated with the African swine fever, the pass-through of
pressures from international prices to domestic prices being eased by the favourable
demand conditions that remained a characteristic of the Romanian economy.
Unit labour costs
In 2019, the annual growth rate of unit labour costs economy-wide slowed down
to 4.5 percent (-4.3 percentage points from the year before), solely against the
background of slacker annual dynamics
of the compensation of employees
contributions, pp
annual change (%)
15
15
(Chart 1.28).
10

5

5

Conversely, the annual rate of increase
of unit wage costs in industry doubled
from a year ago to 12.9 percent (a level
0
0
close to that seen in the pre-crisis
period), amid higher productivity
-5
-5
losses concurrently with the further
-10
-10
uptrend in the annual wage dynamics,
2012 2013 2014 2015 2016 2017 2018 2019
this evolution being visible in all three
labour productivity
compensation per employee
main industrial sectors. In energy and
unit labour cost (rhs)
mining, production was affected by
Source: NIS, NBR calculations
the measures to reduce the pollutant
segments (given additional costs
associated with the carbon dioxide
annual change* (%)
10
emissions certificates), as well as by the
auto
rainfall shortage during the summer.
other transport equipment
5
oil processing
In manufacturing, the annual dynamics
repair and maintenance
non-metallic mineral products
of machinery and equipment mining
0
of unit wage costs were 12.3 percent,
food
electrical equipment
chemicals
energy
furniture
and the mismatch between wage and
beverages
clothing
-5
pharma metallurgy
labour productivity was visible on all
textile
wood
-10
leather
segments, the tense international trade
tobacco
fabricated metal products
environment leaving its mark on the
-15
frail evolution of domestic industrial
0
5
10
15
20
Wages
activity. Under the circumstances,
*) 2019
most sub-sectors reported two-digit
Note: The size of circles is linked with the share
of that sub-sector in total production.
annual growth rates of unit wage
Source: NIS, NBR calculations
costs, ranging between 11 percent
and 30 percent, with few exceptions,
such as the automotive industry or the hydrocarbon processing sub-sector (with
slower dynamics of 1 percent and 6 percent respectively, but nonetheless on a rise)
(Chart 1.29).
Labour productivity

Grafic 1.28
Compensation per employee
and unit labour costs

10

Chart 1.29
Productivity and wages
in industry

2.3. Fiscal developments
The general government deficit (ESA 2010 methodology) widened markedly in
2019 to 4.3 percent of GDP versus 2.9 percent of GDP in the previous year. Its level
58
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exceeded substantially the reference value of 3 percent of GDP under the corrective
arm of the Stability and Growth Pact, as well as the 2.8 percent level envisaged by the
2019-2022 Convergence Programme. In 2019, Romania recorded the largest budget
deficit-to-GDP ratio among the EU Member States (1.3 percentage points ahead of
France). Romania continued to post the widest primary deficit-to-GDP ratio across
the European Union for the third year in a row, with the 3.1 percent reading reported
in 2019 causing the differential versus the next-ranking country to rise significantly
(from 0.5 percentage points in 2018 to 1.5 percentage points in 2019).
The already large deficit envisaged for 2019 by the Fiscal Strategy for 2020-202226
(which, at 3.8 percent of GDP, was below the actual deficit) and its own projections led
the European Commission to initiate in February 2020, before the budget execution
data (ESA 2010 methodology) were made available, the opening of the excessive
deficit procedure against Romania. The European Commission argued that the breach
of the reference value for the deficit was not of an exceptional nature following
some unusual event or a severe economic contraction. The European Commission’s
proposal to initiate the excessive deficit procedure was subsequently confirmed by
the decision of the Council of the European Union of 3 April 2020.
The most recent assessment by the
European Commission indicates that
-1
the widening of the budget deficit
-2
in 2019 owed to structural sources
-3
(Chart 1.30). Amid a slightly lower
-4
excess demand in 2019 (from 1 percent
-5
to 0.5 percent, based on estimates), the
-6
cyclically adjusted deficit is assessed
-7
to have widened by 1.1 percentage
-8
points from 3.3 percent to 4.4 percent
of nominal potential GDP. Corrected
general government balance (% of GDP)
by the temporary component in
structural budget balance (% of potential GDP)
the expenditures relating to budget
Source: AMECO
execution according to ESA 201027, the
structural deficit grew from 2.9 percent
to 4.3 percent of potential GDP in current prices. The mentioned developments
indicate a pro-cyclical expansionary fiscal policy in 2019; the fiscal impulse, measured
by the change in the primary structural deficit, was of 1.3 percentage points of GDP.
As a matter of fact, the fiscal policy stance has been constantly expansionary as of
2016, contributing through its persistently stimulative effect on aggregate demand,
to the widening, over the last four years, of the current account deficit, in general, and
of trade deficit, in particular (Box 5).

Chart 1.30
General government deficit
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Adopted in December 2019.

27

Car pollution tax receipts due to be returned after the Court of Justice of the European Union declared the tax illegal; tax
collections amounted to lei 3.18 billion in 2018 and lei 1.46 billion in 2019.
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The general government revenues as a share of GDP contracted marginally from
31.9 percent to 31.7 percent. By contrast, the share in GDP of general government
expenditures rose by 1.2 percentage points from 34.8 percent to 36 percent.
Given that the share in GDP of tax revenues (including those from social contributions,
except for imputed social contributions28) remained virtually flat in 2019 (at
26.1 percent), the fall in total revenues was entirely ascribable to non-tax revenues.
The flows of EU funds transiting the general government budget had no contribution
to this fall (their volume remained at approximately 1 percent of GDP).
The pick-up in public spending owed mainly to public investment, whose share
in GDP rose from 2.7 percent to 3.4 percent. Significant increases, albeit of a lower
magnitude, were also recorded by current expenditures as a share of GDP, as
follows: intermediate consumption
(+0.3 percentage points), social
percent
40
transfers (+0.3 percentage points),
39
compensation of public sector
38
employees (+0.3 percentage points)
37
and interest (+0.1 percentage points).
36
On aggregate, these developments
35
were partly offset by the declines
39.2
34
37.8
in other current expenditures
37.3
33
(-0.4 percentage points) and capital
35.2
35.1
34.7
32
transfers (-0.2 percentage points), with
31
the latter taking place amid the drop in
30
the car pollution tax receipts returned
2014
2015
2016
2017
2018
2019
in 2019 compared to the previous year.

Chart 1.31
Public debt-to-GDP ratio

Source: AMECO

4

percentage points

3
2
1
0
-1
-2
-3
-4
2014

2016

2017

2018

interest-growth differential
stock-flow adjustment
primary balance/GDP (ESA 2010)
Δ(%) public debt/GDP

Chart 1.32
Decomposition of the change
in public debt-to-GDP ratio

Source: AMECO, NBR calculations
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The gross public debt-to-GDP
ratio went up from 34.7 percent
to 35.2 percent (Chart 1.31), which
is in fact a small rise compared to
the significant size of the primary
deficit (3.1 percent of GDP). Behind
this stood the extremely favourable
interest-growth differential, as well
as a negative stock-flow adjustment,
given that the change in the public
debt stock (+lei 43 billion) was lower
than the deficit (lei 45.5 billion), whose
financing came partly from the liquidity
available in the general government
sector’s accounts (Chart 1.32).

Revenues from social security contributions (ESA 2010 methodology) include “imputed social contributions”, representing
the counterpart to unfunded social benefits paid directly by employers, without creating a special fund (e.g. military
pensions); the imputed contributions are equal in terms of value to the social security contributions necessary to cover the
de facto social security contributions, but they are not actual receipts.
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The deficit was primarily financed from domestic sources, with the shares of
both public debt held by residents and leu-denominated public debt going up
markedly (from 52.2 percent to 55.1 percent and from 49.7 percent to 51.3 percent,
respectively). EUR-denominated bonds launched on the international market totalled
EUR 5 billion; to these added a EUR-denominated bond issue on the domestic market
in amount of EUR 671 million. In 2019, the share of short-term debt continued to
decrease, while the average residual maturity of public debt stock saw further an
increase. Thus, short-term debt took 3.1 percent of the public debt (compared to
3.3 percent in the previous year), while the average residual maturity stood at
6.9 years at end-2019 (compared to 6.6 years at the end of the previous year).
Box 5. The impact of fiscal measures on the balance on trade in goods
Throughout the years, fiscal and income policy configuration was changed
following the adoption of a number of measures, most of them expansionary in
nature. Based on the fiscal impulse, it is assessed to have had a stimulative impact
on aggregate demand in the past four years, but also to have played a role in the
widening of the current account balance in general and the balance on trade in
goods in particular. These developments are largely ascribable to the traction of the
rise in household consumption onto imports of goods, given that domestic output
failed to accommodate consumer demand. Hence, this box is aimed at gauging the
impact of expansionary fiscal measures on the balance on trade in goods.
The analysis of effects of these measures is based on two main reasons. First,
external imbalances were a typical feature of Romania’s economy, their excessive
build-up fuelling/generating episodes of crisis. For instance, in early 2009, Romania
received financial assistance from the IMF in order to ensure financing for the
significant current account deficit (11.4 percent of GDP in 2008)29 since, generally,
adjustments of a country’s competitiveness may take quite some time, are difficult
and require in-depth reforms. Second, the literature provides lengthy debates on
the twin deficits and the ensuing effects. This issue was frequently studied based
on macroeconomic models (Kumhof and Laxton, 2009; Beetsma et al., 2008),
but with equivocal results, and less often by applying a comparative method,
such as the synthetic control method (SCM; see Hope, 2016), which is employed
in this study.
The current account deficit and the fiscal deficit generally went hand in hand
(Chart A). After the fiscal deficit (ESA 2010) reached 9.1 percent of GDP in 2009, in
2011-2016 it followed a downward course. Concurrently with fiscal consolidation,
external imbalances (reflected in wide current account shortfalls) began to narrow.
The sharpest adjustment occurred in 2013-2014, also amid the developments
in the government sector. Since 2015, however, the closing trend of the current
account deficit has reversed, at the same time with the worsening of the fiscal
deficit. This was also the result of expansionary fiscal and income policies, marked
by many stimuli that sent households’ disposable income higher.

29
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The gradual opening of the current account deficit starting 2015 is largely
associated with the deterioration of the balance on trade in goods (Chart B).
Among the drivers behind these developments were both structural deficiencies
that persisted over time30 and the effects of a positive fiscal impulse, reflected also
by the balance of consumer goods falling into negative territory.
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Between 2015 and 2017, Romania implemented a package of fiscal stimuli that
were sizeable relative to both its recent track record and its peers in the region that
exhibited similar characteristics over the same period. These measures were largely
embedded in Government Programmes or the 2015 Tax Code, as subsequently
amended and supplemented. From among the enacted measures, the following
deserve mention: (i) lowering of the social security contribution rate for employers
by 5 percentage points, effective 2014 Q4, (ii) introduction of a reduced VAT rate
on food items starting June 2015, and (iii) the cut in the standard VAT rate from
24 percent to 20 percent in January 2016 and to 19 percent in January 2017. Over
the same period, Romania saw its general government balance worsen from a
deficit of 0.6 percent of GDP in 2015 to 2.6 percent of GDP in 2016 and 2017, before
widening further to 2.9 percent in 2018.
30
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The synthetic control method (SCM) serves to identify the effects of one-off
measures with a noticeable long-term impact31. Intuitively, a counterfactual32
(hypothetical) unit (country/economy, firm, individual, etc.) is constructed with
an evolution similar to the treated unit in the pre-intervention period33 (prior to
applying the measures) and whose post-intervention evolution is the reference
outcome for the unit where the measure was applied (treated unit). Specifically, the
effect of the measure is estimated as the difference between the evolution of the
treated unit and that of the counterfactual unit – in this analysis, it is estimated as
the difference between the actual and the hypothetical evolutions had the fiscal
measures not been applied.
The period under review stretches from 2004 to 2018. Data are taken from the
national accounts, the balance of payments, the European Commission’s Taxation
Trends in the EU and central bank publications. The control group included only
the countries that, in a two-year window before and after 2015, did not implement
measures similar, and of significant magnitude, to those applied in Romania.
The countries are Bulgaria, Czechia, Estonia, Lithuania, Poland, and Slovenia.
Chart C shows that, for the period prior to 2015, Romania’s counterfactual
evolution was similar to the actual one, except for the period 2009-2011, when its
peers in the region reported gradual adjustments of the balance on trade in goods,
interrupted by the euro area’s economic shock in 2012 (double-dip recession).
Romania did not benefit from a similar adjustment of the trade balance over the
same period, but from 2012 to 2014 it followed a path similar to that of Central
and Eastern European (CEE) countries in the sample. Starting in 2015, a significant
divergence has become manifest between the real and the counterfactual paths of
Romania’s trade balance.
The analysis identified a cumulative negative effect of 3.9 percentage points of GDP
on the balance on trade in goods, four years after the package of fiscal measures
started to be implemented (Chart C)34. Specifically, in the absence of fiscal easing
measures, the goods deficit would have been significantly lower, as shown by the
counterfactual evolution35. Moreover, the latter exhibits an improvement from 2015
to 2017, which reflects both the regional developments in the balance on trade in
goods and its hypothetical dynamics had the fiscal measures in Romania not been
applied. Thus, it is implicitly underscored that during the post-crisis period most of
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31

Although the package of fiscal measures considered herein was significant in size, the fact that its implementation coincided
with the application of measures outside the fiscal realm (e.g. increase in the minimum wage), with a similar impact on the
balance on trade in goods, may entail an overestimation of fiscal policy effects.

32

This is estimated as a weighted average of the developments in other units in the sample (control group), comparable to the
treated unit, but which were not subject to the application of the measure whose effects are investigated. Weights are
chosen so as to minimise the distance between the actual and the counterfactual evolutions and are applied to the variables
related to the units in the control group.

33

See Abadie et al. (2010), Abadie et al. (2015) or Firpo and Possebom (2018) for formal methodological details.

34

For robustness reasons, the placebo test (Abadie et al., 2010) was applied, based on which the significance of estimations
was determined. The estimated effect is statistically significant for 2016, 2017 and 2018.

35

Although Romania’s counterfactual trade balance has rung up a deficit subsequently to 2015, countries such as Poland or
Czechia posted either a trade surplus in the same period (Czechia), or a surplus in 2016 and 2017, then a very low deficit in
2018 (Poland). This underlines Romania’s structural issues, with potential effects on competitiveness, regardless of the
impact of the fiscal easing episode under review.

63

Annual Report ▪ 2019

the CEE countries saw their balances on trade in goods improving, amid favourable
demand conditions and their competitive edge over other countries36.
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The estimated effect has faded in time: while the trade deficit widened steadily
2015 through 2018 (from about 4.9 percent of GDP in 2015 to 7.2 percent in
2018), the counterfactual evolution of this balance displayed a significant
correction between 2015 and 2017, from a deficit of 3.4 percent of GDP to
1 percent of GDP, before returning to about 3.3 percent of GDP in 2018 (and
causing the gap between the two variables to narrow). This conclusion is in line
with theoretical assumptions, as fiscal measures have a short-lived effect on
the economy. Nevertheless, the correlation between fiscal and income policy
measures, particularly the increase in the minimum wage, adds to the uncertainty
surrounding the magnitude of the estimates.
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From among the countries included in the control group used for estimating the counterfactual evolution (Bulgaria,
Czechia, Estonia, Lithuania, Poland, Slovenia), four countries (Czechia, Estonia, Lithuania and Poland) made it to the top 40
according to the Global Competitiveness Index (World Economic Forum) in 2018. According to this publication, Romania
ranked 52nd and Bulgaria 51st.
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Chapter 2
The National Bank of Romania within
the European System of Central Banks
and other EU-level bodies and fora
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Romania’s membership to the European Union involves the participation of national
institutions and authorities, including the National Bank of Romania, in EU-level
bodies and fora, in line with the particulars of their activity. Specifically, the National
Bank of Romania is a member of the European System of Central Banks, alongside the
European Central Bank and the national central banks in the other EU Member States.
The organisation, objectives and tasks of the ESCB are set out in the Treaty on the
Functioning of the European Union (hereinafter referred to as “the Treaty”), and in the
Protocol on the Statute of the European System of Central Banks and of the European
Central Bank, annexed to the Treaty.
The primary objective of the ESCB is to maintain price stability, as provided for in
Articles 127(1) and 282(2) of the Treaty. Without prejudice to the objective of price
stability, the ESCB supports the general economic policies in the Union, with a view to
contributing to the achievement of the objectives of the Union.
The framework of the NBR’s activity is well defined by the EU legislation, which puts
emphasis on the respect of the NCB’s independence, a concept that covers four types
of independence, i.e. functional, institutional, personal and financial. The principle of
the NCB’s independence is enshrined in Article 130 of the Treaty, specifically: “When
exercising the powers and carrying out the tasks and duties conferred upon them
by the Treaties and the Statute of the ESCB and of the ECB, neither the European
Central Bank, nor a national central bank, nor any member of their decision-making
bodies shall seek or take instructions from Union institutions, bodies, offices or
agencies, from any government of a Member State or from any other body. The Union
institutions, bodies, offices or agencies and the governments of the Member States
undertake to respect this principle and not to seek to influence the members of the
decision‑making bodies of the European Central Bank or of the national central banks
in the performance of their tasks”.
Pursuant to the provisions of Article 131 of the Treaty, each Member State shall
ensure that its national legislation including the statutes of its national central bank
is compatible with the Treaties and the Statute of the ESCB and of the European
Central Bank.

1. NBR participation in European structures
The NBR participates, through its representatives, in the meetings and procedures of
various working structures and substructures of the European bodies, as referred to
below.
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1.1. Participation in the ECB General Council meetings
The NBR Governor attends the quarterly meetings of the ECB’s General Council.
This analysis and decision-making body had on its 2019 agenda topics covering:
(i) the regular macroeconomic analyses, reviews of key monetary, financial and fiscal
developments both within and outside the euro area; (ii) the monetary policy stance
of the central banks in the non‑euro area EU Member States; (iii) the compliance by
the ESCB members with the provisions of Articles 123 and 124 of the Treaty, stipulating
the prohibition of credit facility and privileged access; (iv) the amendment to the
agreement between the European Central Bank and the national central banks of the
EU Member States outside the euro area laying down operating procedures for an
exchange rate mechanism in stage three of the Economic and Monetary Union,
following the withdrawal of the United Kingdom from the European Union (Brexit).

1.2. NBR participation in the enlarged meetings of ESCB structures
and substructures
As regards the decision-making mechanism at operational level, the NBR
representatives attend the enlarged meetings of the ESCB committees, contributing
to the preparation and implementation of the ECB General Council and Governing
Council decisions. Along with the relevant ESCB substructures, these structures
ensure a framework for assessment and decision-making according to their fields
of competence. Both the NBR executive management and the NBR Board attach
particular attention to the central bank’s participation in the ESCB structures and
substructures by closely monitoring any related issues.
The meetings of the ESCB committees usually take place at the ECB’s premises.
However, as is customary, once a year an EU Member State may host a meeting,
at the invitation of the national central bank of the respective state. This practice
helps strengthen teamwork, build ties between the members of the committees
and the staff of the national central banks, and render the working environment
more diverse. Against this background, the NBR hosted the meeting of the ESCB
International Relations Committee on 19-21 September 2019.

1.3. NBR participation in ESRB
In 2019, the activity of the European Systemic Risk Board (ESRB) further focused on:
▪▪ identifying, monitoring and assessing risks to financial stability;
▪▪ preparing new recommendations and following up on those issued in previous years.
In 2019, the European Systemic Risk Board issued Recommendation ESRB/2019/1
on the assessment of cross-border effects of and voluntary reciprocity for
macroprudential policy measures, Recommendation ESRB/2019/3 amending
Recommendation ESRB/2016/4 on closing real estate data gaps, Recommendations
ESRB/2019/4 – ESRB/2019/9 on medium-term vulnerabilities in the residential real
estate sector in several countries, and respectively Recommendation ESRB/2019/18
on exchange and collection of information for macroprudential purposes on branches
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of credit institutions having their head office in another Member State or in a third
country;
▪▪ analysing the global dimension of the macroprudential policy;
▪▪ analysing cyber-security incidents and related risks;
▪▪ assessing the risks and vulnerabilities associated with the financial intermediation
carried out by non-bank financial institutions;
▪▪ improving the macroprudential framework for the insurance sector;
▪▪ analysing the vulnerabilities of the EU residential real estate sector.
The NBR was involved in the ESRB activity at decision-making level, with the NBR
Governor, as a member with voting rights, along with a Deputy Governor, as a
member without voting rights, attending the quarterly meetings of the ESRB General
Board, as well as at a technical level, via NBR experts’ participation in the ESRB working
structures, including the Advisory Technical Committee.

1.4. NBR participation in technical cooperation activities
The national central banks members of the European System of Central Banks are
firmly involved in technical cooperation activities, which they deem an important
pillar of their international work. The Working Group on Central Bank Cooperation,
a structure created under the auspices of the International Relations Committee,
coordinates technical cooperation within the ESBC. With the aim to help achieve
monetary and fiscal stability worldwide, technical cooperation takes on different
forms, i.e. exchange of expertise, the sharing of best practices and support for
building the capacity of beneficiary central banks to carry out their tasks and
mandate, and includes seminars, expert missions, study visits, expert secondments
or training programmes. The dialogue with beneficiary partners aims to adapt
transferred knowledge to local circumstances and to jointly search for the best
solutions to their problems.
In its capacity as a member of the European System of Central Banks, the NBR takes
part in technical cooperation activities, providing technical assistance to central banks
in candidate countries and potential candidate countries to EU membership, as well
as in other EU neighbouring states or countries in the IMF/WB constituency, which
Romania is part of (Box 6).
Box 6. Technical cooperation
The NBR provides technical assistance through partnerships with other ESCB
members, as well as bilaterally, based on requests received from the beneficiary
central banks. The cooperation with other ESCB members, but also with the ECB
and the European Commission, focuses on implementing EU-funded technical
assistance projects, among which institutional twinning projects hold a significant
part37.
37
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Twinning is an instrument for cooperation between Public Administrations of EU Member States and beneficiary countries
(candidate countries and potential candidates to EU membership, as well as countries covered by the European
Neighbourhood Policy).
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An example of the bilateral technical assistance provided by the NBR upon request
is the active support offered to the National Bank of Moldova in a number of
specific areas, inter alia, banking supervision, statistics, and oversight of payment
systems, as well as to the National Committee for Financial Markets in the
Republic of Moldova, in the area of regulation and oversight of non-bank financial
institutions.
Under the framework of bilateral cooperation falls the Annual Seminar on
Financial Stability, which is currently at its 13th edition and is organised by the
National Bank of Romania in cooperation with the International Monetary Fund.
The event, attended also by representatives of some central banks in the region,
hosts discussions on recent trends in the financial sector stability and enables the
exchange of national experiences in this field.
In the course of 2019, the NBR provided technical assistance through EU-funded
projects, specifically:
▪▪ as a junior partner, alongside the Deutsche Bundesbank (project leader) and
the Croatian National Bank (junior partner), within the twinning project
dedicated to the National Bank of Serbia, entitled “Strengthening the Institutional
Capacities of the National Bank of Serbia (NBS) in the Process of EU Accession”.
In this project, the NBR experts provided assistance in the following areas:
macroeconomic modelling and forecasting, foreign exchange reserve
management, communication in the EU integration process, and financial
stability. Assistance was carried out through short-term expert missions
in Belgrade and study visits by experts from the National Bank of Serbia in
Bucharest;
▪▪ to the National Bank of Moldova in the field of banking supervision, by means
of expert missions financed through TAIEX38, as well as by providing an expert
in the field over the medium term, financed by the “High Level Advisers for the
Republic of Moldova” Programme;
▪▪ through short-term expert missions in the area of financial stability within the
twinning project entitled “Strengthening the National Bank of Belarus”, run by a
consortium consisting of the Deutsche Bundesbank, the National Bank of Poland
and the Bank of Lithuania.
▪▪ through short-term expert missions within the twinning project dedicated to
the Bank of Albania, entitled “Enhancing Bank of Albania’s Alignment with EU
Acquis”, in the following areas: financial stability, internal audit, institutional
preparation ahead of joining the European Union.
▪▪ via short-term expert missions in the twinning project dedicated to the National
Bank of North Macedonia, entitled “Strengthening the Institutional Capacity of
the National Bank of the Republic of North Macedonia (NBRNM) in the Process
of its Accession to the ESCB”, in the following areas: statistics, oversight of
payment systems, macroeconomic modelling and forecasting;
38
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▪▪ via its participation, together with 20 other ESCB members and the ECB, to the
implementation of the regional technical cooperation programme dedicated
to the central banks in the Western Balkans, entitled “Programme for the
Strengthening of the Central Banking Capacities in the Western Balkans with a
View to the Integration to the European System of Central Banks”, coordinated
by the Deutsche Bundesbank. Under this programme, the NBR hosted a seminar
on accounting issues, attended by representatives of all the central banks in the
Western Balkans and ensured the participation of a lecturer to the high-level
seminar organised by the Deutsche Bundesbank on the topic of non-performing
loans.

1.5. NBR participation in the working structures and substructures
of the European Banking Authority
The NBR, as the regulatory and supervisory authority for the banking sector in
Romania, is a member of the European Banking Authority (EBA), an independent
EU authority whose objective is to ensure effective and consistent prudential
regulation and supervision across the EU banking sector. In this capacity, the NBR
takes part in the EBA’s decision-making process and working groups. Specifically, in
the period under review, the NBR participated in a number of working structures and
substructures of the EBA, namely:
▪▪ in the Board of Supervisors and the Resolution Committee;
▪▪ in other structures and substructures, such as: the Standing Committee on Regulation
and Policy, the Standing Committee on Accounting, Reporting and Auditing, the
Standing Committee on Oversight and Practices, the Review Panel, the Standing
Committee on Anti-Money Laundering and Countering Terrorist Financing, the
Subgroup on Ongoing Supervision, the Subgroup on Securitisation and Covered
Bonds, the Subgroup on Governance and Remuneration, the Subgroup on Liquidity,
the Subgroup on Resolution Planning Preparedness, the Working Group on Valuation,
the special Working Group on Stress Testing, the special Working Group on Impact
Study, and the special Working Group on Information Technology Risk Supervision;
▪▪ in supervisory colleges.

1.6. NBR participation in structures of the EU Council and of the EC
Some of the most important structures and substructures of the EU Council and of the
EC where the NBR is represented at various hierarchical levels include:
▪▪ the biannual participation in the informal ECOFIN Council meetings. As Romania held
the Presidency of the EU Council in 2019 H1, the meeting took place in Bucharest,
on 5-6 April 2019. Given the country’s capacity as the host of the meeting, a delegation
run by the NBR Governor represented the NBR in the working session of 5 April 2019,
which also welcomed representatives of the EU Member States’ central banks.
Moreover, the delegation included the NBR Deputy Governor in charge of European
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affairs and international relations, a non-executive member of the NBR Board and the
director of the NBR International Relations Department39;
▪▪ the participation in the Economic and Financial Committee (EFC), whose meetings are
attended by a NBR Deputy Governor;
▪▪ the participation in the informal meeting of the EFC’s Subcommittee on the IMF and
related issues, which the NBR organised in Bucharest, on 24 September 2019;
▪▪ the participation in the meetings of various working structures/substructures of
the EU Council and the EC, whose agendas are closely connected with the central
bank’s fields of competence (the Financial Services Committee, the Financial Services
Working Party, the Committee on Monetary, Financial and Balance of Payments
Statistics, the Expert Group on Banking, Payments and Insurance, the Expert Group
on Money Laundering and Terrorist Financing, the Ad Hoc Working Party on the
Strengthening of the Banking Union, the Euro Counterfeiting Experts Group, etc.),
along with representatives of the Ministry of Public Finance and/or other government
institutions.

1.7. NBR participation in the process of transposing, implementing
and notifying EU legislation
a) Transposing and implementing EU regulations
EU regulations are binding in their entirety and directly applicable in all Member
States and thus do not have to be transposed into national law. The NBR, in its
capacity as an institution with regulatory and supervisory tasks, checks the EC
database (Eur-lex) on a regular basis, to track any newly‑adopted EU regulations
applicable to its scope of activity. The list of these regulations is sent to the Ministry
of Foreign Affairs and is posted on the NBR website, with a view to properly informing
the bodies under the NBR’s regulatory/supervisory scope.
b) Informing the EC about the transposition of EU legislation
During the period under review, the NBR submitted to the Ministry of Foreign Affairs
– so that the latter may duly notify the Commission – the transposition notification
and the compliance table related to all articles in several Directives within the central
bank’s field of competence.
In 2019, the NBR and other competent institutions were involved in transposing
the Directives on: (i) payment services in the internal market; (ii) the prevention of
the use of the financial system for the purpose of money laundering and terrorist
financing; (iii) the ranking of unsecured debt instruments in the insolvency hierarchy.
Among these, Directive (EU) 2015/2366 of the European Parliament and of the
Council of 25 November 2015 on payment services in the internal market,
amending Directives 2002/65/EC, 2009/110/EC and 2013/36/EU and Regulation (EU)
39
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meeting. The usual participation format in such meetings is 1+1 (the head of delegation, accompanied by a member of the
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No 1093/2010, and repealing Directive 2007/64/EC (PSD2), was fully transposed, with
national implementation measures being notified to the European Commission.
In addition, the NBR contributes to the transposition of other directives aimed at:
(i) amending Directive 2013/36/EU40 as regards exempted entities, financial holding
companies, mixed financial holding companies, remuneration, supervisory measures
and powers and capital conservation measures; (ii) the issue of covered bonds and
covered bond public supervision; (iii) amending Directive 2014/59/EU41 as regards
the loss-absorbing and recapitalisation capacity of credit institutions and investment
firms and Directive 98/26/EC42; (iv) the protection of persons who report breaches of
Union law.

1.8. Dissemination of the information acquired by the NBR
representatives during their participation in the working
structures/substructures of the EU institutions
For the purpose of an easier collection of common opinions/positions related to
topics on the agendas of European institutions and international bodies that are of
interest to the NBR’s activity, in-house economic seminars have been organised on
a regular basis as of February 2016. In these seminars, the NBR representatives to
the working structures and substructures of the said institutions and bodies deliver
presentations on significant aspects and issues related to the activity of external
representation of the central bank. A number of eight such seminars were organised
throughout 2019.

1.9. NBR participation in the joint working platform
with government authorities on European affairs
In line with its statutory tasks on the ex-ante advisory role played in the institutional
relations with the government authorities, the NBR is represented in the meetings of
the Coordination Committee of the National System for the Management of European
Affairs43. The Committee is in charge of preparing the decisions and formulating
Romania’s stance with regard to European affairs. The NBR is also involved in the
inter-ministerial working meetings on the implementation of the Agreement on the
withdrawal of the United Kingdom of Great Britain and Northern Ireland from the
European Union, coordinated by the Ministry of Foreign Affairs.
Moreover, in the context of the national stage of the European Semester, the NBR
was actively involved in the meetings of the inter-ministerial working groups
responsible for preparing the National Reform Programme, where debates covered
the actions/measures laid down in this document and the progress reports on their
implementation.
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As regards the access to the activity of credit institutions and the prudential supervision of credit institutions and investment
firms.

41

Establishing a framework for the recovery and resolution of credit institutions and investment firms

42

On settlement finality in payment and securities settlement systems.

43

The Committee is operating under the leadership of the Secretary of State for European Affairs in the Ministry of Foreign
Affairs.
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2. Developments in economic, financial and banking policies
at European level
Throughout 2019 and in the first part of 2020, the NBR continued to be actively
involved in and to contribute to the discussions at European level in the broader
context of a more in-depth approach to the Economic and Monetary Union and the
completion of the Banking Union and of the Capital Markets Union. An important
component of the NBR’s activity in the first part of 2019 was circumscribed by
Romania’s exercise of the rotating Presidency of the EU Council in 2019 H1 (Box 4).
Moreover, the NBR took part, in accordance with its tasks, in the phases of the 2019
European Semester and 2020 European Semester.

2.1. The European Semester
The 2019 European Semester, an integral part of the EU economic governance
concept, started on 21 November 2018, when the European Commission released the
Communication on the Annual Growth Survey 2019 (AGS).
Considering the priority actions identified by the EC in the AGS 2019 and
the 2018 country-specific recommendations, the Romanian authorities prepared
and sent to the European Commission the 2019 National Reform Programme (NRP),
along with the 2019-2022 Convergence Programme, based on which the EU Council
adopted country-specific recommendations on 9 July 2019. Romania received five
specific recommendations covering areas such as public finance, financial stability
and soundness of the banking sector44, public pension system, labour market,
healthcare system and education, economic investment policy, public procurement,
legal certainty of various legislative initiatives.
Moreover, in the context of the 2019 European Semester, a European Commission
team conducted a fact finding mission in Bucharest between 23-25 October 2019, as
well as two missions under the Significant Deviation Procedure, aimed to correct a
deviation from the adjustment path towards the medium-term budgetary objective,
during 14-15 March 2019 and 25 September 2019 respectively, which included talks
with the Romanian authorities, the NBR inter alia, regarding the country’s economic
and financial developments in the prospect of preparing the Country Report for 2020.
The tenth European Semester started on 17 December 2019, with the launch of
the Commission’s Annual Sustainable Growth Strategy45 for 2020. Previously, on
20 November 2019, the Commission had published its opinions on the 2020 draft
budgetary plans, the overall assessment of the budgetary situation and fiscal stance
in the euro area.
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It is included in the Specific Recommendation No. 2 “Safeguarding financial stability and the soundness of the banking
sector”.

45

This document replaces the Annual Growth Survey and sets out the overall economic and social priorities for the coming
year.
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As regards the Macroeconomic Imbalance Procedure (MIP), the European
Commission published also on 17 December 2019 the Alert Mechanism Report for
2020. This document identifies the Members States for which the EC considers
that developments warrant further analysis (in the form of an in-depth review) to
substantiate whether imbalances exist and consequently propose policy measures.
The EC carried out in-depth reviews for 13 Member States46, including Romania, and
concluded that the country was experiencing macroeconomic imbalances47.
On 26 February 2020, the European Commission published a new edition of
Romania’s Country Report48. On the one hand, the report assesses the country’s
economic policies, as well as the implementation by the Romanian authorities of
the country-specific recommendations formulated in 2019 and, on the other hand,
it identifies the main challenges to be addressed in the period ahead. The Report
also includes an in-depth review, Romania figuring among the 13 Member States
identified in the Alert Mechanism Report as facing macroeconomic imbalances.

2.2. Developments in the establishment of a European Deposit
Insurance Scheme (EDIS)
Talks at technical level continued throughout 2019 as well within the Council’s Ad Hoc
Working Party on the Strengthening of the Banking Union. Although EDIS is aimed
only at the Member States in the Banking Union, the discussions within the Working
Party are attended by all 27 EU member countries, though there is a possibility of
other EU Member States joining the Banking Union in the future.
NBR representatives, along with representatives of the Ministry of Public Finance and
of the Permanent Representation of Romania to the European Union, also participate
in the meetings of the Ad Hoc Working Party.
In an attempt to unlock political discussions, the finance ministers of the euro area
Member States decided, during the Eurogroup meeting of 21 January 2019, to set up
a High-Level Working Group on EDIS (HLWG), made up of representatives of finance
ministries at state secretary level, having a broader mandate and a capacity to discuss
major topics along three main lines: (i) the Banking Union architecture as a whole and
its connection with EDIS, (ii) EDIS itself, and (iii) risk reduction measures (a condition
for continuing discussions on risk sharing).
The HLWG is supported by a Technical Group, in which, at the request of the Ministry
of Public Finance, Romania’s representative is a NBR expert. The subgroup had six
meetings February through May 2019.
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Bulgaria, Cyprus, Croatia, France, Germany, Greece, Ireland, Italy, the Netherlands, Portugal, Romania, Spain and Sweden.
The Commission concluded that three of these countries, i.e. Cyprus, Greece and Italy, were facing excessive imbalances,
whereas the other countries were experiencing economic imbalances.

47

The vulnerabilities identified by the EC refer to a widening current account deficit and significant cost competitiveness
losses, to which add persistent uncertainties stemming from the legislative process.
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https://ec.europa.eu/info/sites/info/files/2020-european_semester_country-report-romania_en.pdf.
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In June 2019, the Eurogroup in inclusive format49 agreed that additional technical
work would be necessary for defining a transitional path towards a steady state
Banking Union. In this regard, reference was made to the preparation of a roadmap
for beginning political negotiations on EDIS. Therefore, the Eurogroup in inclusive
format mandated the HLWG to continue work along this path and submit a report
by December 2019. Against this background, on 6 September 2019, the HLWG
decided to set up three new subgroups related to the following activities, namely
(i) crisis management and strengthening of cross-border integration; (ii) the
regulatory treatment of sovereign exposures and financial stability; and (iii) EDIS –
options, sequencing and conditions. NBR experts represent Romania in the first two
subgroups, while in the third subgroup, representation is ensured by the Ministry of
Public Finance. The mandate of these subgroups is to put forward ideas for the HLWG
to outline the roadmap and plan the next steps for the completion of the Banking
Union, taking into account three phases: (i) preparation, (ii) implementation and
(iii) a steady state Banking Union.
At the Eurogroup meeting in inclusive format on 4 December 2019, the finance
ministers took note of the report of the HLWG chair on a roadmap for further
strengthening the Banking Union, including the EDIS. They deemed that the report
contained important elements for the strengthening of the Banking Union, as well
as a series of aspects not yet ready for approval or debate at ministerial level. Thus,
the HLWG work would continue at all levels, in order to advance in this new EU
institutional cycle. The president of the Eurogroup said that in 2020 the completion
of the Banking Union, including the EDIS, would be a key item on the finance
ministers’ agenda.
Box 7. NBR involvement in the preparation and exercise of the rotating
Presidency of the EU Council
In the period 1 January – 30 June 2019, Romania held the rotating Presidency of
the EU Council for the first time. The preparation and exercise of the Romanian
Presidency of the EU Council (“the Presidency”) were the result of a concerted
effort by all public institutions and authorities at central level. In this context, the
NBR played a particularly active role in the activities arising from the exercise of the
Presidency, both from a professional perspective and in terms of representation.
In figures, the NBR’s involvement in the preparation, conduct and organisation of
the Presidency covered:
▪▪ 11 legislative files in the area of financial services50 that saw the participation of
the NBR, seven of which were completed, two were generally agreed upon in
the EU Council, and for the other two proceedings continued at Council level
also after Presidency’s term of office was over;

76

49

It also includes representatives of the non-euro area Member States.

50

The package of measures for the mitigation of risks in the banking sector, the review of the regulatory framework for the
European System of Financial Supervision (ESFS review), non-performing loans, covered bonds, cross-border payments, the
European Deposit Insurance Scheme, the supervision of central counterparties (EMIR CCP Supervision), the review of the
regulatory framework for investment firms, sustainable financing, crowdfunding and the recovery and resolution of central
counterparties (CCP Recovery and Resolution).
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▪▪ 69 participations of the NBR representatives in discussions/negotiations on
legislative files in Brussels and/or Strasbourg;
▪▪ 34 NBR representatives directly involved in the negotiation of legislative files,
from seven specialised departments of the central bank;
▪▪ 17 events hosted at the request of the Ministry of Foreign Affairs, the Ministry of
Public Finance and other national institutions, including the informal meeting of
foreign ministers (GYMNICH), the informal meeting of the General Affairs Council
(GAC), and a working lunch for governors and also for delegates from the central
banks of the EU Member States and from the European Central Bank, during the
informal ECOFIN meeting of 5-6 April 2019.
The NBR’s involvement in this exercise of utmost importance for our country was
three-fold, specifically:
a) supporting the efforts to adopt the legislative files in the field of financial and
banking services on the agenda of the Presidency;
b) organising a series of informal meetings at its head office within the framework
of this mandate, at the request of various institutions at national level;
c) collaborating in communication activities with Romanian diplomatic missions
in various EU member states, in the context of the Presidency.
Against this background, the NBR’s involvement meant not only a material effort,
but also a considerable human effort. The NBR staff contributed significantly to the
success of the whole project, the good organisation and the outcomes being likely
to reinforce the bank’s reputation.
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Chapter 3
Monetary policy of the
National Bank of Romania
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1. Policy objective
The primary objective of the National Bank of Romania, in compliance with its
Statute51, is to ensure and maintain price stability. By fulfilling this objective,
monetary policy – i.e. the key task of the monetary authority – can serve best to
achieve sustainable economic growth. The NBR’s monetary policy is designed and
implemented in the context of inflation targeting52, characterised by a flat inflation
target of 2.5 percent ±1 percentage point53, compatible with the definition of
medium-term price stability for the Romanian economy.
In the specific context of 2019, monetary policy was geared towards preventing
the faster pick-up in the annual inflation rate above the variation band of the target
during the year and towards bringing it subsequently back into line with the flat
target and keeping it there over the medium term, inter alia via the solid anchoring
of inflation expectations in the medium to long run, while safeguarding financial
stability. The aim implicitly was to pave the way for curbing the annual inflation rate
over the longer term to a level compatible with the ECB’s quantitative definition of
price stability.

2. Policy decisions
The macroeconomic and financial context of 2019 was marked by the unexpected
deterioration of inflation developments and outlook – under the transitory impact
of new supply-side shocks, overlapping the uptrend in underlying inflationary
pressures –, concurrently however with the heightened uncertainties and risks
thereto stemming from the domestic environment, as well as from the external one.
Thus, after having fallen to 3.3 percent54 in December 2018, the annual inflation rate
resumed growth at the onset of 2019, contrary to forecasts. It climbed again and
thereafter remained – amid slight fluctuations – above the variation band of the
target55, while the assessments updated during the year reconfirmed the prospects
for its return into the upper half of the band in 2020 Q1, but also for its staying there
afterwards, re-embarking on a slowly upward path in 2020 H2.
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Law No. 312/2004.

52

The NBR moved to inflation targeting in August 2005.

53

The NBR shifted to a multiannual flat inflation target of 2.5 percent ±1 percentage point as of December 2013.

54

Slightly below the forecast.

55

The annual inflation rate picked up to 4.1 percent in April 2019, a level to which it stuck until July, except for a decline to
3.8 percent in June. Subsequently, it witnessed only slightly higher fluctuations, falling marginally below the upper bound
of the band in October and rising again to 4.0 percent in December.
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The rekindling of inflation was mainly driven by developments in the prices of
vegetables, fruit, eggs, tobacco and fuels, but also by the one-off impact of the
new tax on the telecom sector56, to which added afterwards the effects of higher
international prices of some agri-food commodities, pig meat in particular, amid
the spread of the African swine fever. At the same time, stronger-than-previouslyanticipated inflationary pressures came from excess aggregate demand and wage
costs, followed by the influences from short-term inflation expectations and from
developments in the leu’s exchange rate, as the economy continued to grow at a fast,
higher-than-forecasted pace – amid the stronger-than-expected expansionary nature
of fiscal and income policies57 –, while labour market tensions remained elevated.
Moreover, amid the further fast dynamics of domestic absorption – mainly on the
back of private consumption and gross fixed capital formation –, but also given the
increasingly obvious weakening of external demand, especially visible in the case
of domestic industrial production, the negative contribution of net exports to the
economic advance increased considerably. In turn, the trade balance continued
to worsen, entailing a progressive deepening of the current account deficit, to
4.7 percent of GDP58, which was accompanied by a deterioration of its coverage by
foreign direct investment and capital transfers – evolutions likely to pose risks to
inflation, via the exchange rate, but also to economic growth sustainability.
Furthermore, the medium-term forecasts updated during the year under review
pointed to the persistence/rise of the significant inflationary pressures stemming
from the cyclical position of the economy and from wage costs, amid the notable
stimulative effects assumed to be exerted further by the fiscal and income policies,
alongside the gradually abating ones anticipated from monetary conditions. Against
this background, the external imbalance was also expected to deteriorate further,
inter alia as a result of some non-price competitiveness issues, but also of price
competitiveness losses.
The uncertainties and risks associated with the future fiscal and income policy stance
rose, however, progressively during 2019, given the increasingly steep loosening trend
of budget execution. This eventually materialised in the widening of the budget deficit
way above the 3 percent-of-GDP ceiling set under the Stability and Growth Pact,
which implied a necessary, but also difficult from the perspective of the 2019-2020
election calendar, start of a fiscal correction in the near future, especially amid the
provisions of the new pension law. Also important were the high uncertainties
temporarily generated by the fiscal and budgetary measures effective 1 January 2019,
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Part of the package of fiscal and budgetary measures approved at end-2018 and effective 1 January 2019, which also
included: setting a tax on credit institutions’ financial assets; making changes in the regulation of private pension funds;
introducing a 2 percent turnover tax for companies operating in the electricity and heating sectors; capping the selling
price of natural gas from domestic production at lei 68/MWh in the period from 1 April 2019 to 28 February 2022.
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At the end of 2019 H1, the general government deficit widened to lei 20.0 billion (1.9 percent of GDP) as compared with lei
15.0 billion (1.6 percent of GDP) in the same year-earlier period, before reaching lei 48.3 billion (4.6 percent of GDP,
according to the national methodology) at end-2019, significantly above the previous year’s reading (lei 26.9 billion or
2.8 percent of GDP) and the set target. As a general rule, statistical data are those available at the time of conducting the
monetary policy assessment.
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Statistical data are those available at the time of conducting the monetary policy assessment.
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via the associated ambiguities and the multitude of transmission channels in the
economy, but also via the possible implications for monetary policy and lending59.
Significant and steadily growing uncertainties and risks also stemmed from the
external environment, given the increasingly obvious deterioration, also in the
period ahead, of economic growth and inflation in the euro area60 and worldwide, as
well as the heightened risks thereto induced by the US-China trade row and Brexit.
This context prompted the ECB and the Fed to continue/re-launch the easing of the
monetary policy stance (Box 8).
Box 8. The monetary policy stances of the major central banks
and of those in the region in 2019

4

After a relatively synchronised path in recent years and quasi-anchored to central
banks’ targets starting 2017, the annual inflation rates in the euro area and US,
and those in the countries in the region tended to follow
divergent trajectories in 2019 (Chart A). Beyond some specific
influences, the evolution reflected primarily the different
strength of inflationary pressures from fundamentals:
moderate or weak in developed countries, yet significant in
the region, in line with the cyclical position of the economy
and the labour market tightness.
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Thus, the annual inflation rate in the euro area departed from
the higher readings, close to the central bank’s objective,
US
euro area
Poland
which were seen towards end-2018, declining slowly and
Hungary
Czechia
almost steadily until the beginning of 2019 Q4. Afterwards,
Note: The annual inflation rate is calculated based
on national CPI (Czechia, Hungary, Poland),
this fall was only partly corrected, with contributions from
HICP (euro area) and personal consumption
expenditure index (US).
services and food items components, so that inflation came in
Source: Eurostat, national institutes of statistics, FRED
slightly above 1 percent at the end of the period. The pattern
was relatively similar in the US, although the overall decline in
Chart A
the
annual
inflation
rate
was more subdued. Looking at countries in the region, the
Annual inflation rate
in the euro area,
annual inflation rates had, however, re-embarked ever since the beginning of the
US and countries in the region
year on the upward path temporarily discontinued at end-2018 and then extended
it, coming close to the upper bound of the variation band of the target (or even
exceeding it in Czechia) at the end of the period.
As regards the annual core inflation rate, it witnessed somewhat more sizeable
fluctuations in the euro area in the first half of the year, before trending slowly
upwards and slightly exceeding 1 percent only at the end of the year; in the US,
it stabilised around 1.6 percent. At the same time, annual core inflation rates
in countries in the region climbed visibly compared to those recorded in 2018,
running consistently in the upper half of the variation band of the target in
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Possibly compounded by some legislative initiatives regarding the banking sector approved in that period.
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Euro area economic growth posted a steeper decline in 2019, reaching 1.2 percent from 1.9 percent a year earlier.
The average annual HICP inflation rate also dropped to 1.2 percent against 1.8 percent in 2018. The December 2019 ECB
projections anticipated a further weakening of the pace of economic activity to 1.1 percent in 2020, followed by a slight
recovery to 1.4 percent during 2021-2022. At the same time, the average annual inflation rate was expected to fall to
1.1 percent in 2020, before picking up to 1.4 percent in 2021 and sticking to this level in 2022 as well.
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Hungary and Czechia and advancing almost uninterruptedly in Poland, from levels
below the lower bound of the target band to the vicinity of its upper bound.
These developments occurred in a context in which the pace of economic growth
slowed against the previous two years’ exceptional dynamics, more visibly in the
US and in the euro area, yet more moderately in countries in the region, where it
even remained above potential. Behind the deceleration stood mainly the slower
advance in manufacturing output, while activity in the services sector remained
robust.
The European Central Bank increased gradually the degree of monetary policy
accommodation during 2019, amid the annual inflation rate staying further
below the medium-term objective, including in the period ahead, owing to the
weakening of economic activity and heightened adverse risks thereto. Thus, in its
March meeting, the Governing Council decided to shift out the calendar-based
leg of its forward guidance on policy rates, expecting to keep the key ECB interest
rates at their present levels at least through the end of 201961, and announced a
new series of quarterly targeted longer-term refinancing operations (TLTRO III62),
starting in September 2019 and ending in March 2021. In the same meeting, the
ECB left unchanged the interest rate on the main refinancing operations63 and the
interest rates on standing facilities64, while reiterating the intention to continue
reinvesting, in full, the principal payments from maturing securities purchased
under the asset purchase programme (APP) for an extended period of time past
the date when it started raising the key interest rates, and in any case for as long
as necessary to maintain favourable liquidity conditions and an ample degree of
monetary accommodation. Moreover, the Governing Council decided to continue
to conduct the main refinancing operations as fixed rate tender procedures with
full allotment for as long as necessary, and at least until the end of the reserve
maintenance period starting in March 2021. The decisions were taken in a context
in which the annual inflation rate had stayed around 1.5 percent at the beginning
of the year and its anticipated path had been revised significantly downwards.
The annual core inflation rate fluctuated slightly around 1 percent, also in the
absence of manifest inflationary pressures anticipated to stem from the increase in
wage costs, while long-term inflation expectations posted a renewed decline; the
growth outlook deteriorated, amid the slowdown in economic activity at end-2018,
but also due to the heightening of geopolitical tensions and of risks induced by
trade rows.
The economic activity invalidated expectations of a standstill/deterioration in Q2,
yet exclusively due to the influence of temporary factors, its anticipated dynamics
over the longer term being again revised downwards in mid-year, inter alia amid
weakness in international trade. Furthermore, the annual inflation rate continued
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Previously, the Governing Council expected them to remain at their present levels through the summer of 2019.
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The details of the terms of TLTRO III were set in the June monetary policy meeting.

63

At zero percent.

64

At -0.40 percent for the deposit facility and 0.25 percent for the lending facility.
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to run visibly below the 2 percent level, against the background of developments
in energy and services prices, but also of modest fluctuations in core inflation.
Under the circumstances, the Governing Council revised its forward guidance at
the July meeting, indicating that it expected key ECB interest rates to remain at their
present or lower levels at least through the first half of 202065. The Governing Council
also underlined the need for a highly accommodative stance of monetary policy
for a prolonged period of time, as inflation rates, both realised and projected, had
been persistently below levels that were in line with its aim. At the same time,
the Governing Council stated that it stood ready to adjust all of its instruments to
ensure that inflation moved towards its aim in a sustained manner, indicating as
potential options: reinforcing the forward guidance on policy rates, introducing a
tiered system for reserve remuneration, and carrying out new net asset purchases.
Afterwards, the annual inflation rate witnessed a slightly steeper decline,
amid modest changes in core inflation, while its anticipated path was revised
downwards, under the impact of probable developments in crude oil prices, but
also of weaker inflationary pressures expected to stem from fundamentals, to
which added the lower inflation expectations. Economic growth was envisaged
to decelerate further, given the weak international trade and the protracted
uncertainties about trade rows and geopolitical tensions. Against this backdrop, the
ECB decided in September to reduce the deposit facility rate by 10 basis points to
-0.50 percent, while keeping unchanged the interest rate on the main refinancing
operations66 and the rate on the marginal lending facility67. In addition, the
Governing Council reformulated its forward guidance on the expected path of
policy rates. Specifically, it removed the calendar-dependence and strengthened
the state-contingent forward guidance, expecting key interest rates to remain
at their present or lower levels until it has seen the inflation outlook robustly
converge to the central bank’s aim. The Governing Council also decided to restart
net asset purchases under its APP at a monthly pace of EUR 20 billion as from
1 November 201968. In order to preserve favourable bank lending conditions,
ensure the smooth transmission of monetary policy and further support the
accommodative stance of monetary policy, the ECB changed the modalities of the
new series of quarterly targeted longer-term refinancing operations (TLTRO III).
Moreover, in order to support the bank-based transmission of monetary policy,
the Governing Council decided to introduce, as of October 2019, a two-tier system
for reserve remuneration in which part of banks’ holdings of excess liquidity69 is
exempt from the negative deposit facility rate.
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In its June meeting, the Governing Council expected the key ECB interest rates to remain at their present levels at least
through the first half of 2020.
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At zero percent.
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At 0.25 percent.
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They were expected to run for as long as necessary to reinforce the accommodative impact of the ECB’s policy rates and to end
shortly before the ECB started raising key interest rates.

69

Determined as a multiple of an institution’s minimum reserve requirements. The multiplier was set at 6 and can be changed
over time.
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Table A. Macroeconomic developments and monetary policy stance in advanced economies and in the region
Annual inflation rate
Inflation
target/
objectiveb,c

2019

(average)

Euro
area

2019

Forecast*b,c

Dec.
2020
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(end of
period) (average) (average) 2018
1.1

GDP
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Dec.
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2019 dynamicsa,b
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2021

2019d
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2021

0

1.3
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positive,
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-0.6a

-0.9d

-1.0d

2.7

2.4c

2.3c

2.1***

2.252.50

1.501.75

2.3
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widening

-4.6g

-4.6g

-4.3g

-2.3

-2.5d

-2.5d

2.8

2.6

1.5

1.5

4.1
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-0.7a

-0.2d

-0.9d

-0.5

-0.4d

-0.1d

4.0e

2.9

3.0

0.9

0.9

4.9
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-2.0a

(-1.6)(-1.7)b
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-0.8
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2.6

2.0
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1.75

2.6
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0.3a
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0.6b

0.6b

3.83e

4.04e

2.9

3.1****

2.5

2.5

4.1
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-4.3a

-4.4d

-6.1d

-4.6

-5.3d

-5.4d

1.2a
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2%

1.5f

1.7f

2.1***

Poland

2.5%
±1 pp

2.3e
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Hungary
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3.4e
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2%
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0
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(0.6-1.6) (0.7-2.1)

*) forecasted values refer to the latest central bank projections in 2019 and to the European Commission's autumn 2019 forecast respectively
**) budget deficit calculated according to the ESA 2010 methodology, except for US
***) average rate in Q4 of year T versus average rate in Q4 of year T-1
****) the end of the forecast horizon is 2021 Q3
Source: a) Eurostat, b) NCBs, c) ECB, d) European Commission (AMECO), e) national statistics institutes, f ) US Bureau of Economic Analysis, g) US Congressional
Budget Office, h) IMF
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In turn, the Fed changed the course of monetary policy in 2019, lowering the target
range for the federal funds rate in three steps (in July, September and October)
of 0.25 percentage points each, to 1.50-1.75 percent (Table A;
Chart B), after having extended the rate hiking cycle in the
previous year and then preserved the rate status-quo until
June 2019. Furthermore, the central bank brought to a
halt in September the reduction in the volume of financial
instruments held in its portfolio and, in fact, slowed as
early as May the pace of the balance sheet normalisation
process. The shift in monetary policy conduct was decided
in a context in which the policy-relevant annual inflation
rate generally stood below the 2 percent symmetric goal,
on account of developments in volatile components (food
items, fuels), but also against the background of weaker
US (target range)
Hungary
demand-side inflationary pressures. Furthermore, the pace
of economic activity moderated, following the deceleration
in investment dynamics. At the same time, the uncertainties
and risks surrounding the outlook for economic growth –
which remained however positive, inter alia as a result of favourable labour market
conditions – rose considerably, amid heightened trade and geopolitical tensions,
whose influences fed through to inflation expectations as well.

euro area
Poland
Czechia
Source: NCBs

Chart B
Monetary policy rate
in the euro area,
US and countries in the region

At a regional level, the Czech National Bank slowed considerably the monetary
policy tightening cycle – launched in August 2017 and steepened in 2018 –,
raising the policy rate on only one occasion in 2019, by 0.25 percentage points,
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to 2.0 percent70. The increase was decided in May, as the annual inflation rate had
re-embarked on an upward path and climbed markedly in the first three months
of the year, primarily on the back of the core component, reaching in March the
upper bound of the tolerance band. The central bank’s new forecast expected it
to stay in the upper half of the band until year-end, amid the higher dynamics
of administered prices and the hike in food prices, but especially as a result of
persistent inflationary pressures from fundamentals. However, the latter were
expected to moderate in the second part of the forecast horizon, on the back
of developments in import prices, as well as under the impact of decelerating
economic growth and pay rises. Under the circumstances, the annual inflation rate
was seen declining close to the midpoint of the target in 2020, prompted inter
alia by the reduction in the annual dynamics of administered prices and by the
tightening of monetary conditions, on account of both components – interest rate
and exchange rate.
Following the decision, the annual inflation rate remained in the vicinity of the
upper bound of the tolerance band of the target and even exceeded it slightly in
the closing two months of 2019, amid the pick-up in the dynamics of administered,
food and energy prices, but also as an effect of the step-up in core inflation. The
successive forecasting rounds reconfirmed the prospects for the annual inflation
rate to remain below the upper bound of the target band in the near run, before
returning towards the midpoint of the target, due to the gradual abatement of
inflationary pressures. The positive output gap was anticipated to close gradually,
mainly as a result of the slight moderation in consumption dynamics, while the
fiscal impulse – positive in 2019 – was seen turning neutral in 2020-2021, as the
increases in wages and pensions envisaged over the medium term were to be
offset by some rises in taxes and excise duties. At the same time, the uncertainties
associated with external developments were conducive to tilting the balance of
risks to inflation slightly to the downside, without however eroding the surplus on
the goods and services balance until the end of the forecast horizon.
The Polish central bank maintained in 2019 as well the monetary policy rate at
1.50 percent – in place since March 2015. The status-quo was decided in a context
in which the annual inflation rate climbed almost steadily during the year, from
readings below the variation band of the target (2.5 percent ±1 percentage point)71
towards its upper bound. Aside from the influence of some volatile components,
the developments reflected the uninterrupted upward path of core inflation,
indicating the build-up of inflationary pressures from fundamentals. In fact,
economic growth remained robust in 2019, the slight moderation notwithstanding,
underpinned by household consumption, amid the fast wage growth, the low
unemployment rate and positive consumer sentiment. According to the successive
macroeconomic forecasts, the annual inflation rate was expected to climb further
in the near run, but to stay inside the variation band of the target – under the
impact of the high dynamics of wage costs and aggregate demand pressures –,
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At the same time, interest rates on the standing facilities were raised to 1.0 percent (deposit facility) and 3.0 percent (lending
facility) respectively.

71

0.7 percent in January.
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before returning close to the midpoint of the target, due to the softening of
inflationary pressures from fundamentals, associated with the slowdown
in economic growth, but also with the subdued dynamics of import prices.
Moreover, according to the assessments conducted towards the end of the year,
the anticipated weakening of economic growth amid the slower advance in the
economies of major foreign partners was not likely to entail an obvious worsening
of the economy’s external position.
The Hungarian central bank also left the base rate and the lending rate unchanged
at 0.9 percent during 2019. The deposit rate was, however, raised by 0.10 percentage
points in March, to -0.05 percent, and was kept there afterwards. Also in March, the
central bank took further unconventional monetary policy measures, announcing
the launch of the Bond Funding for Growth Scheme (BGS) in July, with the aim
of enhancing monetary policy transmission and increasing the liquidity of the
corporate bond market.
The decisions were taken in a context in which the annual inflation rate broadly
stood in the vicinity of the midpoint of the target, fluctuating primarily as a result
of food and fuel price volatility, whereas the annual core inflation rate ran steadily
close to the upper bound of the variation band of the target. At the same time, the
inflation outlook was marked, on one hand, by significant inflationary pressures
stemming from the swift dynamics of domestic demand and, on the other hand, by
pressures in the opposite direction from relatively weaker external developments,
with implications also for import price dynamics. In addition, the successive
forecasts pointed to the annual inflation rate running in line with the target, as well
as to anchored inflation expectations and to a slight deceleration of core inflation
by the end of the projection horizon.
Against this background, the
international financial market saw
108
episodes of heightened volatility
106
alternating with periods of improved
104
market sentiment, while investors’
102
100
appetite for investing on emerging
98
markets, including in the region,
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external position as well72. Under the circumstances, the EUR/RON exchange rate
posted a relatively abrupt increase in January, which was however largely corrected
in mid-year73, remaining quasi-stable afterwards, while at end-Q3 it embarked
on a slightly upward path that steepened temporarily in November74 (Chart 3.1).
Conversely, the USD/RON stuck to the overall uptrend manifest since 2018 H175, given
the downward trend in the EUR/USD on international markets, amid the relatively
better performance of the US economy and the trade row.
In this context, tailoring the monetary policy stance with a view to ensuring
medium-term price stability warranted the extension of the status-quo of the
monetary policy rate, which was kept at 2.50 percent76, with the central bank
adopting and maintaining strict control over money market liquidity as of April 2019.
Furthermore, the deposit facility rate was left unchanged at 1.50 percent and the
lending facility rate at 3.50 percent, while the minimum reserve requirement ratios
on both leu- and foreign currency-denominated liabilities of credit institutions were
kept at 8.0 percent. The NBR’s actions and approach were aimed at preventing the
more sizeable increase in the annual inflation rate during 2019, as well as bringing
it back and subsequently keeping it in line with the flat target, also via the anchoring
of longer-term inflation expectations, while safeguarding financial stability.
Moreover, the monetary authority continued to extensively use specific tools and
means of communicating and detailing the rationale behind the monetary policy
decisions. It thus repeatedly underlined the need for a balanced macroeconomic
policy mix and for an orderly correction of the external imbalance primarily
through fiscal adjustment, to avoid the overburdening of monetary policy, with
undesired effects in the economy,
complemented by far-reaching
annual percentage change
7.5
structural reforms. All these conditions
multiannual flat inflation
were deemed essential for preserving
target: 2.5 percent±1 pp
5.0
macro-stability and enhancing the
domestic economy’s resilience to
2.5
potential adverse developments.
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The action steps taken by the NBR
and the tailoring of the monetary
policy stance proved decisive for
anchoring inflation expectations over
the longer time horizon and paved
the way for the return of the annual
inflation rate inside the variation band
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In this context, on 10 December 2019, S&P credit rating agency revised the outlook for Romania’s sovereign rating to
“negative” from “stable”.
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After the approval of the revised configuration of the tax on credit institutions’ financial assets pursuant to GEO No. 19/2019,
which amended the provisions of GEO No. 114/2018, limiting its adverse impact on the banking sector and on the economy.
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During the year as a whole, the domestic currency weakened 2.6 percent against the euro (based on exchange rate averages
in December); over the same period, the Polish zloty and the Czech koruna strengthened 0.4 percent and 1.3 percent,
whereas the Hungarian forint depreciated 2.4 percent versus the single currency.
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In relation to the US dollar, the leu depreciated 4.9 percent in 2019 overall (based on exchange rate averages in December).

76

A level reached in May 2018.
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of the target in 2020 Q1, amid further particularly solid economic growth. Under the
transitory impact of supply-side inflationary shocks, the annual inflation rate came in
at 4 percent in December 2019, thus exceeding the end-2018 reading of 3.3 percent;
however, in terms of annual average, it fell to 3.8 percent from 4.6 percent in 2018
(Chart 3.2).
Taking a closer look, the NBR Board’s decisions in the first half of 2019 were taken in a
context in which, after having fallen slightly below the forecast77 in December 2018,
the annual inflation rate resumed growth in January 2019, contrary to forecasts78, and
climbed in the following months above the variation band of the target79; moreover,
according to the May projection, it was anticipated to stay until end-2019 around
the level reached in April, hence well above the previously-forecasted values, before
declining but also levelling off in the upper half of the band80.
The reacceleration of inflation and the worsening of its short-term outlook were
mainly attributable to the action of supply-side factors, which turned inflationary
again and was anticipated to remain so in the short run – owing largely to
developments in the prices of vegetables, fruit, eggs, tobacco and fuels, but also to
the one-off impact of the new tax on the telecom sector –, before reacquiring a strong
disinflationary nature in the early months of 2020, amid the base effects associated
with the adverse supply-side shocks in 2019. The advance in the annual inflation
rate was also spurred, however, by underlying inflationary pressures81, which were
expected to grow progressively across the forecast horizon, and even slightly more
visibly in the longer run than previously projected. Their probable sources were the
cyclical position of the economy, the upward adjustment of short-term inflation
expectations and the sustained increase in wage costs, as well as the faster dynamics
of import prices, inter alia due to the evolution of the leu exchange rate. Against this
backdrop, but also as a result of the impact exerted by the new tax on telephony and
radio-TV subscription services, the annual adjusted CORE2 inflation rate was expected
to climb in the following four quarters significantly above the previously-forecasted
values and temporarily even above the variation band of the target82, before returning
to and remaining marginally below or at the upper bound of the band, slightly higher
than previously anticipated.
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The annual inflation rate declined from 5.0 percent in September 2018 to 3.4 percent in November and 3.3 percent in
December, compared with the 3.5 percent forecast in the November 2018 Inflation Report.

78

The February 2019 medium-term forecast reconfirmed the outlook for the annual inflation rate to decline further in the first
three quarters of 2019, before climbing and remaining slightly beneath the upper bound of the target band in the latter
part of the forecast horizon, at almost identical values to those projected in the November 2018 Inflation Report.
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The annual inflation rate picked up to 3.3 percent in January 2019 and then to 3.8 percent in February, before advancing to
4.0 percent in March and to 4.1 percent in April.

80

The medium-term forecast published in the May 2019 Inflation Report revised the future path of the annual inflation rate
significantly upwards over the near term and more moderately so across the latter segment of the projection horizon, to
4.3 percent in December 2019 and 3.4 percent at the end of the forecast horizon, compared with the previously anticipated
levels of 3.0 percent and 3.1 percent respectively.
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The annual adjusted CORE2 inflation rate went up from 2.4 percent in December 2018 to 2.7 percent in March and to
3.0 percent in April, inter alia under the one-off impact of the new tax on the telecom sector.
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To 3.8 percent in December 2019 against 3.3 percent in the earlier projection.
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The positive output gap was expected to widen further over the short time horizon83
and then remain close to the peak of the current business cycle, at levels only
slightly lower than indicated in the prior forecast, given that the pace of economic
growth, albeit decelerating, inter alia under the assumed influence of the fiscal and
budgetary measures implemented in 201984, was anticipated to remain significantly
and then marginally above the potential rate. Furthermore, over the short term,
private consumption was seen as the quasi-single driver of economic growth,
under the impact of higher real disposable income due to increases in wages and
in social transfers. By contrast, net exports were expected to make a larger negative
contribution to GDP dynamics, associated with a widening of the current account
deficit, reflecting the divergence between the dynamics of domestic absorption and
those of external demand, as well as competitiveness issues of the economy/of some
sectors.
Significant uncertainties and risks surrounding this outlook stemmed, however,
from the future fiscal and income policy stance – which was presumed to become
increasingly pro-cyclical across the projection horizon –, but also from the fiscal and
budgetary measures implemented at the beginning of 2019, especially from the tax
on credit institutions’ financial assets, to which added the uncertainties generated by
the new benchmark index for loans to consumers (IRCC), effective 2 May 201985, likely
to impact monetary policy transmission and conduct and, ultimately, the entire policy
framework. Rising uncertainties were also associated with the external environment,
amid the slowdown in euro area and global economic growth and the heightened
risks to growth outlook induced by the trade row and the Brexit uncertainties.
Moreover, particularly relevant were the changes in perspective of the Fed’s and the
ECB’s monetary policy stances, as well as the stance of central banks in the region.
Under these circumstances, in its meetings of January and February 2019, the NBR
Board decided to keep the monetary policy rate at 2.50 percent, while in its meetings
of April and May it decided to leave the policy rate unchanged at 2.50 percent and
maintain strict control over money market liquidity. Furthermore, the deposit facility
rate was kept at 1.50 percent and the lending facility rate at 3.50 percent, while the
minimum reserve requirement ratios on both leu- and foreign currency-denominated
liabilities of credit institutions were preserved at 8.0 percent. Amid the tightening of
liquidity conditions on the money market, as well as the steady mopping up by the NBR
of excess liquidity through deposit-taking operations, key interbank rates witnessed
a notable increase in the first part of 2019, their spread vis-à-vis the monetary policy
rate widening again. The relatively abrupt rise in the EUR/RON exchange rate recorded
in mid-January, owing to concerns over the newly-introduced bank asset tax, came to
a halt and was then largely corrected86.
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In 2018 Q4, GDP dynamics remained little changed at 4.1 percent in annual terms, while slowing down in quarterly terms,
implying a slight rise in excess aggregate demand in that period.
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Through GEO No. 114/2018, amended by GEO No. 19/2019.
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At 2.36 percent.
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Also amid signals from the Fed and ECB on a forthcoming easing of the monetary policy stance.
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In line with expectations, the annual inflation rate remained afterwards, amid some
slight fluctuations, in the vicinity of 4 percent87 – except for the period between
September and October88 –, while the annual adjusted CORE2 inflation rate followed
a steeper upward path, slightly above expectations, in Q2 and then saw a relatively
slower advance, climbing from 2.7 percent in March to 3.4 percent in September
and October 2019. These developments reflected the persistence of the inflationary
action exerted by supply-side factors, fuelled inter alia by influences from the hike
in international agri-food commodity prices89, overlapping the significant/rising
underlying inflationary pressures.
Thus, economic growth witnessed a faster-than-expected acceleration in 2019 Q1
and then a softer-than-anticipated slowdown90 – amid the more strongly procyclical
nature of the fiscal and income policies91 –, implying a larger-than-forecasted advance
in excess aggregate demand in H1. Moreover, private consumption preserved its
momentum during the period as a whole, with a prevailing contribution to economic
advance, followed however closely by that of gross fixed capital formation, bolstered
by the strong upturn in new construction works. At the same time, net exports had
a larger negative contribution to GDP dynamics in 2019 H1, against the background
of a wider negative differential between the growth rates of exports and imports of
goods and services. In turn, the trade balance deteriorated at a faster pace during the
first three quarters, also triggering a swift deepening of the current account deficit
in annual terms, along with a decrease in its coverage by foreign direct investment
and capital transfers – particularly worrisome trends, especially in the context of the
almost general weakening of external economic growth, with a contractionary impact
on domestic industrial production.
Furthermore, amid the persistence of heightened labour market tensions – given inter
alia that the ILO unemployment rate touched a new historical low in June, at which
it subsequently tended to remain –, but also a result of the direct/knock-on effects of
the new hikes in 2019 in the gross minimum wage economy-wide92 and public sector
wages93, average gross wage earnings further posted two-digit annual dynamics
in the first three quarters of the year. Under the circumstances, but also against the
backdrop of progressive losses in labour productivity, the annual growth rate of unit
wage costs in industry almost doubled at the beginning of the year and afterwards
consolidated in the two-digit range.
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The annual inflation rate stuck to 4.1 percent May through July, except for a decline to 3.8 percent in June, before falling to
3.9 percent in August.
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The annual inflation rate dropped to 3.5 percent in September and to 3.4 percent in October – marginally below the upper
bound of the variation band of the target –, exclusively on account of relatively more moderate developments in some
exogenous CPI components (vegetable and fuel prices).
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Particularly the increase in pork meat prices, amid the spread – domestically as well – of the African swine fever.

90

Annual GDP dynamics advanced to 5.0 percent in Q1 from 4.1 percent in 2018 Q4, before moderating slightly to 4.4 percent
in Q2; as a general rule, statistical data on economic growth are those available at the time of conducting the monetary
policy assessment.
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At the end of 2019 H1, the general government deficit widened to lei 20.0 billion (1.9 percent of GDP) versus lei 15.0 billion
(1.6 percent of GDP) during the same year-earlier period.
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The guaranteed minimum gross wage economy-wide was raised by 9.5 percent, to lei 2,080, except for employees with a
higher education and with at least one year’s seniority in high-skill domains, for whom the rise was of 23.7 percent (to lei
2,350) and for employees in the construction sector, who were granted a rise of 57.9 percent (to lei 3,000).

93

Pursuant to Framework Law No. 153/2017, public sector employees were granted pay rises as of 1 January 2019.
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On the money market, benchmark rates stayed significantly above the monetary
policy rate, posting only a very slight downtrend for most of H2 and going up towards
year-end, amid the temporary tightening of liquidity conditions, but also the central
bank’s consistent deposit-taking operations. In an environment of higher local
interest rate differential, the EUR/RON exchange rate also remained quasi-stable in
the first months of H2, before embarking on a slightly upward path, which steepened
temporarily in November, amid evidence/anticipation of a more pronounced
deterioration of the fiscal position, with implications for the external position of the
economy as well. Specifically, this was likely to determine a revision of expectations
on the EUR/RON and a corresponding change in the behaviour of investors on the
domestic financial market.
The robust growth of credit to the private sector extended into the second part
of the year, slowing only slightly and almost entirely due to the dynamics of the
foreign currency component (expressed in EUR), which returned into negative
territory. By contrast, the advance in the leu-denominated component stayed almost
constantly in the vicinity of two-digit readings – also with a contribution from loans
to non-financial corporations –, the share of domestic currency credit in total thus
widening further (Box 9).
Box 9. Credit to the private sector and liquidity in the economy94
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In 2019, the dynamics and composition of private sector
credit – relevant from the perspective of monetary
transmission, as well as of convergence with the particulars
of the euro area and of countries in the region – had the
following characteristics:
1. The growth rate of credit to the private sector remained in
the vicinity of the record high for the past seven years reached
at end-2018.
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Against this background, the average dynamics of credit to
the private sector climbed further in 2019, from 6.6 percent
in 2018 to a 10-year peak of 7.6 percent – the second
highest level in the region for the second consecutive year
(Chart A)95. Beyond the influence of other factors, incidental
96
ones included , these developments reflected the step-up in lending, especially
in domestic currency97, and particularly to non-financial corporations (Chart B),
amid the stimulative effects exerted on credit demand and supply by: (i) the overall
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For a clearer picture, changes in dynamics were analysed, as a rule, in the form of indicators calculated as an average of
annual growth rates expressed in nominal terms.

95

In real terms, the annual dynamics of private sector credit regained momentum versus 2018, for the first time in three years
(to 3.6 percent from 1.9 percent, annual averages), and peaked at a 10-year high as well.

96

The weaker influence of credit institutions’ NPL sales, as well as the statistical effect associated with two entities ceasing
their activity at end-2017, which countered that of incorporating a new credit institution in the credit institutions’
consolidated balance sheet in March 2018.

97

The average annual dynamics of the flow of leu-denominated credit, adjusted by the volume of renegotiated loans, climbed
to 8.1 percent in 2019 from 5.2 percent a year earlier.
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decline in lending rates on new business, resulting from their relatively steeper
downward adjustment after the advance in the first months of the year (Chart C),
(ii) the uptrend in confidence of both firms and consumers, (iii) the faster growth
of households’ disposable income, particularly on account of wage earnings98,
(iv) the consolidation of bank asset quality99, and (v) the further decline in the
loan-to-deposit ratio in the banking system, which reached 72.8 percent in
December 2019, i.e. the lowest value in the past 14 years.
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Opposite influences came from the persistence of structural weaknesses in the
corporate sector100, as well as from the relative tightening of credit standards on
consumer and housing loans in 2019 Q1, partly attributable to the new prudential
measures taken by the NBR101, and of those applicable to corporate loans in the
latter part of the year under review. To these added the risks and uncertainties
generated by the initial version of the tax on credit institutions’ financial assets102
introduced on 1 January 2019, but also by some legislative initiatives – in various
stages of the legislative process – regarding the banking sector103. The moderation
of price dynamics104 and of the activity on the residential real estate market was
probably relevant as well.
The share of private sector credit in GDP continued to narrow slightly in 2019, to
25.2 percent, from 26.4 percent a year earlier, with decreases being also recorded
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98

The average annual dynamics of the average net wage economy-wide picked up to a new post-crisis high of 15.0 percent in
2019 from 13.1 percent in the previous year.

99

The NPL ratio fell from 4.95 percent in December 2018 to 4.08 percent in December 2019.

100

The large share of firms with equity below the regulatory threshold, loose financial discipline, the features of the insolvency
general framework.

101

NBR Regulation No. 6/2018 amending and supplementing NBR Regulation No. 17/2012 on certain lending conditions,
which capped the level of indebtedness for households.

102

The set-up of the tax, stipulated in GEO No. 114/2018, was then revised at end-Q1 (according to GEO No. 19/2019, approved by
the Government on 29 March).

103

These legislative initiatives sought to: (i) cap interest rates on household loans, (ii) limit the amount that the transferee may
collect from a debtor with a consumer status to double the price paid by the transferee to the transferor, (iii) remove the
enforceability of loan contracts, and (iv) amend Law No. 77/2016 on debt discharge by defining the term “unforeseeability”;
however, they were afterwards ruled as unconstitutional.

104

The average annual growth of house prices slowed to 3.4 percent in 2019 against 5.6 percent in the previous year.
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in the economies in the region, except for Hungary, and in the euro area, after the
previous years had seen mixed developments.
2. The share of the leu-denominated component in credit to the private sector
continued to rise, reaching 67.6 percent105 in December 2019 from 66.0 percent at
end-2018.
Nevertheless, the share widened at a slower pace during the reported year as
well, amid a renewed reduction in the positive spread between the robust, albeit
decelerating increase in domestic currency credit106 and the contraction in the
foreign currency component. The latter moderated however to a much lower
extent than in 2018 (to -1.1 percent at end-2019 from -1.4 percent in December
2018, based on stocks expressed in euro)107, even though the dynamics of this
component turned positive for a short while for the first time in seven years,
on account of developments in credit to non-financial corporations, probably
associated with foreign trade, but also with the interest rate differential.
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In terms of flow as well, leu-denominated credit consolidated its majority share
in total new credit to the private sector (79.6 percent during the year as a whole
versus 78.3 percent in 2018) – Chart C, given the step-up in its growth rate alongside
the marked decline in the dynamics of the foreign currency component108. At a
sectoral level, the relative weight of leu-denominated credit continued to rise
visibly for households, to a more than 17-year peak of 76.0 percent at end-2019
against 71.9 percent in December 2018109, but diminished slightly for non-financial
corporations (to 58.3 percent in December 2019 from 59.5 percent at the end of the
previous year), thus seeing its uptrend manifest since 2012 come to a halt.
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105

A new post-1996 high.

106

9.3 percent in December 2019 versus 13.5 percent at the end of the prior year.

107

The statistical effect of the EUR/RON exchange rate acted, however, in the opposite direction.

108

Nevertheless, the dynamics of the flow of foreign currency credit adjusted by the volume of renegotiated loans continued
to exceed slightly those of the flow of leu-denominated credit.

109

As new business to households was further almost entirely accounted for by domestic currency loans.
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3. The share of household credit in total credit saw its increase come to a
near-halt, staying around 53 percent, slightly above the euro area level, but
trailing behind Czechia and especially Poland.
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These developments occurred in a context in which the robust dynamics of
household credit moderated slightly in 2019, for the first time in seven years
(to 7.8 percent from 9.4 percent in 2018), while the growth rate of credit to
non-financial corporations gained considerable traction and reached 7.0 percent
(versus 3.3 percent in 2018), the highest reading for the 2013-2019 period.
The step-up in corporate loans was due to a favourable statistical effect110, but
Chart D
especially to the strong rebound in the dynamics of new loans in lei, overlapping
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the further swift, albeit decelerating, pace of increase of
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sector, the most sizeable increase in the flow of credit was
seen in agriculture, probably also on account of short-term
secured loans. As for services and industry, growth rates
were moderately positive, the two sectors further accounting
however for more than 80 percent of the volume of new
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of loans to construction companies witnessed a contraction,
after the previous year’s substantial rise, an evolution difficult
to reconcile however with the strong pick-up in the activity of
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this sector during 2019.
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pointed, in fact, to non-financial corporations’ further
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with changes in the relevant interest rates, which went up
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downward adjustment (Chart D). Banks’ credit standards on household loans
witnessed a tightening in the first quarter (Chart E), probably amid the new
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The maturity breakdown of the stock of loans to non-financial
corporations shows that the markedly stronger momentum
came particularly from medium- and long-term credit, in
correlation with the step-up in investment, whereas
short-term credit – used for working capital financing –
witnessed slower growth, especially in the latter part of
the year. Looking at household credit, the moderation of
the dynamics was ascribable to both major types of credit,
i.e. consumer and housing loans respectively (see Section 4
below).
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Associated with the removal from the aggregate monetary balance sheet of two credit institutions that had ceased their
activity in December 2017.
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prudential measures taken by the NBR111, and afterwards were kept unchanged,
while standards on loans to non-financial corporations were moderately tightened
in the second part of the year.
4. The majority share of housing loans in total credit to households widened again
only marginally (56.7 percent in December 2019).
The advance in housing loans stuck to two-digit readings in 2019, albeit moderating
visibly (10.4 percent from 12.8 percent in the previous year), on account of the
slower growth of the leu-denominated component. This remained however
particularly brisk (20.5 percent versus 30.9 percent in 2018), amid the further
sizeable increase in new business without state guarantees, on one hand, and
the renewed contraction in the flow of loans extended under the “First Home”
programme112, on the other hand.
Leu-denominated housing loans thus saw their large share in total household
credit widen again (to 40.6 percent in December 2019 against 36.6 percent at the
end of the previous year) and came to account for 71.6 percent of total credit for
this purpose (66.3 percent in December 2018).
Running at much lower levels, the annual rate of change of consumer credit and
other loans witnessed, by contrast, only a minor decline (to 4.6 percent from
5.5 percent in 2018), despite an unfavourable statistical effect113, as new business
in domestic currency hit new historical highs in terms of both annual average and
monthly values. This was supported by the faster dynamics of disposable income,
especially on the back of wage earnings, as well as by the overall decrease in
related interest rates, also ascribable to the keen competition on this segment of
the banking market.
Looking at other countries in the region and at the euro area, in 2019 the share
of housing loans in total credit to households in Romania equalled that in Poland
and exceeded more visibly that in Hungary, while remaining well below those in
Czechia and the euro area.
As for liquidity in the economy, the most important developments were:
1. The relatively constant degree of monetisation of the economy for the third
consecutive year.
The pace of increase of broad money (M3) was, however, brisk in 2019, returning
in December to double-digit readings, i.e. 10.9 percent, implicitly above the value
recorded at the end of the previous year, amid the considerable easing of the
budget execution and the higher dynamics of EU fund inflows. The average annual
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NBR Regulation No. 6/2018 amending and supplementing NBR Regulation No. 17/2012 on certain lending conditions,
which capped the level of indebtedness for households.
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In a context in which the guarantee ceiling earmarked for this programme was however kept at lei 2 billion. The assessments
are based on CCR data referring to loans granted with state guarantee associated with the “First Home” programme.
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Associated with the inclusion of a new credit institution in the aggregate monetary balance sheet in March 2018.
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dynamics of broad money also remained robust, although
moderating slightly114 – to 9.3 percent from 11.2 percent in
2018 (Chart F).

From the perspective of M3 counterparts (Chart G), monetary
expansion was mainly prompted, for the second consecutive
year, by credit to the private sector and – only to a slightly
lesser extent – by net foreign assets of the banking system,
whose contribution rose substantially after the previous
year’s marked decline. Net credit to central government also
nominal M3
continued to act as a source of money creation in 2019, albeit
real M3
of a much lower magnitude, including against the prior year,
given a much more visible weakening of the expansionary
effects exerted by central government deposits compared
with the strengthening of those stemming from the increase in credit institutions’
government security investments. Conversely, an unusually strong contractionary
impact came from the significant step-up in the rate of change of long-term
financial liabilities, mainly on the back of capital accounts115.
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2. The faster growth of the majority share held by narrow money (M1) in M3,
which widened to 65.5 percent in December 2019 from 61.7 percent at end-2018 –
Chart H.
While the share of M1 in M3 increased in most countries in the region (except for
Czechia), it saw a more pronounced rise in Romania, hitting a record high for more
than 25 years and thus almost bridging the M3 structural gap vis-à-vis the euro
area. This was due to the renewed growth in the divergence between the rising
dynamics of the M1 monetary aggregate and the decelerating rate of change

96

114

In real terms, the annual M3 dynamics declined at a considerably slower pace (5.2 percent versus 6.3 percent in 2018, as
annual averages).
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Their marked increase was associated with the application, starting 1 January 2019, of the maximum value of the capital
conservation buffer (2.5 percent of the total risk exposure amount, as against 1.875 percent in the previous year), following
the end of the transition period for its implementation.

NATIONAL BANK OF ROMANIA

3. Monetary policy of the National Bank of Romania

of time deposits with a maturity of up to two years, which re-entered negative
territory at year-end.

100

percent, end of period
84 86

84 86 88

76

80
60
40

89 89 88 86

40

45

52

57

60 62

66
53

57 60

64

68 70

77

74

67
57

51

58 61

63 66

67 69

42

20
0
Romania
Chart H
Share of M1 in M3,
international comparison

2011

2014

Czechia
2015

2016

Poland
2017

2018

Hungary

Euro area

2019

Source: NCBs

Amid relatively steady dynamics of currency in circulation, the sizeable added
momentum of the most liquid M3 component came from the renewed step-up in
the growth of ON deposits from non-financial corporations, along with the further
particularly brisk pace of increase of similar household deposits116. The evolutions
reflected the keener demand for money for current transactions, in correlation
with the solid growth of the economy and of private consumption, as well as
with the considerably faster increase in household income, largely on account of
wage-related income, amid the more strongly procyclical fiscal and income policy
stance.
At the same time, the rate of increase of time deposits with a maturity of up to
two years decelerated further, owing largely to developments in household
deposits, but also to the protracted decline in the dynamics of non-financial
corporations’ deposits, associated inter alia with additional dividend payments
by state-owned enterprises.
Against this backdrop, the share of ON deposits in M3 peaked at a post-April 1994
high of 48.0 percent in December 2019, while the relative weight of currency in
circulation posted again a slight downward correction (17.5 percent at end-2019).
3. Protraction of the generally upward trend of the share of household deposits
in total non-banking sector deposits (60.5 percent in December 2019 versus
60.3 percent at end-2018).
This was attributable to the further pick-up in the dynamics of households’ bank
deposits, to an annual average of 11.6 percent (from 10.9 percent in 2018), in
correlation with the faster increase in disposable income.
116
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The share of non-financial corporations’ ON deposits in M3 thus posted a new record high since 1993, while those from
households reached a new historical peak.
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The growth rate of non-financial corporations’ deposits slowed, however,
significantly (to 7.3 percent against 10.0 percent in the previous year), thus
trailing – for the second consecutive year, this time more visibly – behind that of
household deposits, probably under the influence of dividend payments to the
public sector, as well as of the rising dynamics of wage costs.
At the same time, the medium-term forecasts updated in August and November broadly
reconfirmed the coordinates of previous inflation projections. A pattern only slightly
changed was shown by the November forecast, according to which the annual inflation
rate would fall somewhat more visibly in the upper half of the variation band of the target
in 2020 H1 – almost entirely attributable to the action of supply-side factors117 –,
before re-embarking on a slowly upward path, to reach 3.1 percent in December 2020
and 3.2 percent at the end of the projection horizon118. Fundamentals were expected
to further exert significant and mildly rising inflationary pressures119, albeit slightly
weaker than in the previous projection, given the forecasts on the cyclical position
of the economy, wage costs, as well as import price dynamics, reflecting inter alia the
foreseen developments in the leu’s exchange rate120.
Thus, excess aggregate demand was expected to rise considerably in 2019, to a
new post-crisis high, and afterwards fluctuate slightly around that level, amid solid
economic growth anticipated over the forecast horizon. Furthermore, household
consumption was seen becoming again in 2020 and remaining thereafter the main
driver of economic growth, also in the context of labour market tightness, whereas
net exports were anticipated to have a further negative contribution to GDP
dynamics, implying a likely protracted deterioration of the current account balance.
These prospects were of particular concern given the risks to macro-stability, but also
to the sustainability of economic growth.
The uncertainties and risks to the forecasts continued, however, to grow in H2,
especially those associated with the future stance of fiscal and income policies,
assumed to further be pro-cyclical on the forecast horizon, given inter alia the election
calendar; at the same time, the considerable widening of the budget deficit in 2019,
as well as the stronger anticipated impact of the new pension law rendered necessary
measures to halt the deterioration of the fiscal position, also from the perspective
of the Stability and Growth Pact. Heightened uncertainties and risks also came from
the external environment, amid the increasingly obvious weakening of the euro area
and global economies and the growing risks thereto induced by the trade war and
Brexit. Moreover, in the context of the higher interest rate differential and the trade
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Stemming from the larger/incidental declines seen over the past months in vegetable prices and the prices for telecom
services respectively, as well as from the base effects associated with previous developments in VFE, tobacco and fuel prices,
but also with the tax levied on the telecom sector, whose joint impact was counterbalanced only to a small extent by that
anticipated to come from administered price dynamics.
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Versus the August forecast of 3.4 percent and 3.3 percent respectively for the same moments in time.
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At the level of projected core inflation, they were somewhat masked in the first part of 2020 by the disinflationary base
effects of the previous year’s supply-side shocks, namely the introduction of the telecom sector tax and the increase in
prices of some agri-food commodities.

120

Under the circumstances, the annual adjusted CORE2 inflation rate was expected to remain at 3.4 percent in December
2019 – slightly below the previously projected level of 3.9 percent – and to decline in the first part of 2020 to values visibly
lower than those forecasted in August, before resuming growth and climbing gradually to 3.2 percent in December 2020
and 3.4 percent at the end of the projection horizon, versus 3.6 percent in the earlier forecast for both moments in time.
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balance worsening trend – also against the background of price competitiveness
issues in some sectors –, particularly relevant were the ECB’s and the Fed’s decisions
on monetary policy easing, as well as the stance of central banks in the region.
Against this backdrop, in its meetings of July, August, October and November
2019, the NBR Board decided to keep unchanged the monetary policy rate at
2.50 percent, while maintaining strict control over money market liquidity. In
addition, the NBR Board decided to leave unchanged the deposit and lending facility
rates at 1.50 percent and 3.50 percent respectively, as well as the minimum reserve
requirement ratios on both leu- and foreign currency-denominated liabilities of credit
institutions at 8 percent.
According to subsequent statistical data, the annual inflation rate climbed again
to 3.8 percent in November121, in line with forecasts, also with a contribution from
core inflation, whose annual dynamics unexpectedly gained momentum in the first
months of Q4, advancing to 3.5 percent in November122, i.e. to the upper bound of
the variation band of the target. At the same time, the quarterly pace of economic
growth witnessed only a minor slowdown in Q3123, markedly below expectations and
ascribable to the contraction in agricultural output. This implied a continued upward
trend of excess aggregate demand during that period, contrary to the expectations of
its temporary halt.
Furthermore, the prospects for the annual inflation rate to fall and stick in the first part
of 2020 to slightly lower values than in the November 2019 medium-term forecast, in
the upper half of the band, was attributable to the removal of the special excise duty
on motor fuels in January 2020. The action of fundamentals was, however, anticipated
to be slightly more inflationary over the short-time horizon than previously envisaged,
owing mainly to demand-side pressures. Specifically, the forecast showed a relative
pick-up in economic growth during 2019 Q4 and 2020 Q1 overall, implying a
quasi-standstill of the positive output gap in that period at the relatively higher value
reached in 2019 Q3, i.e. above the levels forecasted in November.
The uncertainties stemming from the fiscal and income policy stance, as well as the
risks thus induced to the latest medium-term forecast, were however particularly
high. To this contributed, on one hand, the probable increase in the 2019 budget
deficit significantly above the 3 percent-of-GDP ceiling set under the Stability and
Growth Pact and, on the other hand, the difficulty of starting in 2020 – amid the
election calendar and the provisions of the new pension law – the fiscal consolidation
presumed by the deficit target set for this year. High uncertainties continued to stem
from the external environment as well, given the relative halt in the weakening trend
of the euro area and global economies, but also the increase in geopolitical tensions
and the potential resurgence of risks induced by the trade row and Brexit.
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With the prevailing contribution of the considerable hike in fruit prices.

122

From 3.4 percent in September.

123

In annual terms, economic growth saw, however, faster-than-anticipated deceleration to 3.0 percent.
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Against this background, in
its meeting of January 2020,
the NBR Board extended the
3
status-quo of the parameters of
monetary policy instruments,
deciding to keep unchanged
2
the monetary policy rate at
2.50 percent, the deposit facility
1
rate at 1.50 percent and the lending
facility rate at 3.50 percent, while
0
preserving strict control over money
Jan.16
Jan.17
Jan.18
Jan.19
Jan.20
market liquidity (Chart 3.3). In addition,
policy rate
deposit facility rate
the central bank kept in place the
lending facility rate
current levels (8 percent) of minimum
reserve requirement ratios on both
leu- and foreign currency-denominated liabilities of credit institutions.
4

Chart 3.3
NBR rates
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3. Use of monetary policy instruments
During 2019, the NBR continued to actively and flexibly use the components of the
monetary policy operational framework, with a view to tailoring monetary conditions
so as to bring the annual inflation rate back in line with the flat inflation target of
2.5 percent ±1 percentage point and keep it there over the medium term. The NBR’s
approach was warranted/underpinned by:
(i) the heightening of liquidity fluctuations on the money market in the first months
of the year, conducive to sign reversals in banks’ net liquidity position and followed
by the reinstatement and consolidation of a net liquidity surplus, inter alia amid the
stronger impact of State Treasury’s operations, associated with the considerable
easing of budget execution and with public debt refinancing;
(ii) the further robust advance in leu-denominated credit and the protracted uptrend of
its share in total private sector credit;
(iii) the introduction of the new benchmark index for loans to consumers (IRCC) in
May 2019, carrying the potential to affect the monetary policy transmission and
stance, along with the associated uncertainties;
(iv) the prevailing favourable sentiment on the international financial market, primarily
amid the continuation/relaunch of monetary policy easing by major central banks, in
response to the weakening trends of economic growth and inflation, as well as to the
heightened risks induced by the US-China trade row and by Brexit;
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(v) the further worsening of the economy’s external position, in association with the
sizeable increase in the budget deficit, with implications for the evolution of reserve
adequacy indicators124.
Against this backdrop, the NBR
complemented the status quo of the
14
monetary policy rate – playing a key
12
role in ensuring adequate monetary
conditions in view of safeguarding
10
medium-term price stability – with
8
leaving unchanged the interest rates
6
on standing facilities (at 1.50 percent
4
for the deposit facility and 3.50 percent
2
for the lending facility), implicitly
0
with preserving the standard width
(±1 percentage point) of the related
corridor. Additionally, and in correlation
MRR lei
MRR forex
with current and prospective
developments in the structural liquidity
surplus in the banking system, NBR kept unchanged the minimum reserve requirement
ratio on leu-denominated liabilities of credit institutions at 8 percent (Chart 3.4).
The minimum reserve requirement ratio on forex-denominated liabilities of credit
institutions was also kept at 8 percent, given inter alia the specific evolution of reserve
adequacy indicators.
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A more prominent role was assigned in 2019 to liquidity management on the
money market, amid the stronger impact of autonomous factors, in particular
the State Treasury’s operations generated by budget execution and public debt
financing/refinancing, but also owing to the more pronounced deterioration of the
economy’s external position, in association with the widening of the budget deficit,
with potential implications for the leu’s exchange rate. Also relevant, however, were
the prevailing favourable sentiment on the international financial market – correlated
inter alia with the protracted/stronger accommodative stance of the ECB’s and the
Fed’s monetary policy –, as well as the significant local interest rate differential, but
also the implications and uncertainties associated with the new benchmark index for
loans to consumers (IRCC) introduced in May 2019. Moreover, starting with the April
meeting, the NBR Board decided to keep the monetary policy rate at 2.50 percent
while maintaining strict control over money market liquidity.
De facto, the central bank had exerted such control ever since the first months of
the year – amid stronger fluctuations in money market liquidity, conducive to sign
reversals in banks’ net liquidity position. Specifically, the NBR resumed in January125
deposit-taking operations to mop up excess liquidity that had re-emerged on
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Even amid a renewed rise, albeit more moderate than in the previous year, in the volume of Eurobond issues on external
markets.
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The central bank conducted such tenders in January and March.
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the market126 and accommodated exclusively via the lending facility the temporary
shortfalls seen in February and April. Subsequently, given the re-emergence and
consolidation of a net liquidity surplus on the money market, under the impact of
considerable reserve injections generated by the State Treasury’s operations, the
central bank relaunched in May and then consistently organised 1W deposit-taking
operations via tenders with full allotment, the NBR’s open market operations thus
reacquiring the key role in liquidity management127. The average monthly balance
of deposits taken by the NBR peaked at lei 9.7 billion in July, before diminishing
gradually – more visibly in the latter half of Q4 –, following a temporary reduction
in excess liquidity under the contractionary action of autonomous factors, entailing
even a slight tightening of liquidity conditions in December.
Against this background, ON rates on the interbank money market witnessed an
upward adjustment in January and tended to remain in the vicinity of the lending
facility rate over the following three months, amid heightened fluctuations.
Subsequently, they declined and fluctuated slightly around the monetary policy
rate, while falling to the lower bound of the interest rate corridor towards the end of
reserve maintenance periods.
Longer-term (3M-12M) ROBOR rates
re-embarked on an upward path in
January and climbed in April close to
the mid-2018 peaks, hence seeing their
positive spread vis-à-vis the monetary
policy rate widen again, inter alia amid
the central bank’s announcement on
maintaining strict control over money
market liquidity (Chart 3.5). Afterwards,
they stayed significantly above the
3M ROBOR
policy rate, amid a slight downtrend,
12M ROBOR
policy rate*
which extended until towards y
interest rate on interbank transactions
ear-end and was followed by a shift
*) end of period
to higher readings, in the context of a
change in current liquidity conditions
and, probably, credit institutions’ revised expectations on the outlook. As a result,
the average ROBOR rates recorded in December 2019 advanced by 0.07 percentage
points compared with the readings in the same year-earlier period in the case o
f the 3M rate, to stand at 3.12 percent, while shedding 0.17 percentage points
(to 3.18 percent) and 0.27 percentage points (to 3.26 percent) for 6M and 12M rates
respectively.

Chart 3.5
Policy rate and ROBOR rates
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The net liquidity position turned negative again and remained so for most of 2018 H2; towards the end of that period and
the beginning of 2019, a net liquidity surplus re-emerged, inter alia amid a government bond series worth lei 8 billion
maturing on 28 November 2018.
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Credit institutions continued, however, to resort to the central bank’s deposit facility to a certain extent.
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May 2019 saw the coming into force of the new benchmark index for loans to
consumers (IRCC)128, at a level of 2.36 percent. Its value rose on the first day of Q3
to 2.63 percent, before remaining relatively unchanged at 2.66 percent in Q4.
Yields on leu-denominated government securities corrected relatively quickly the
abrupt increase recorded at the beginning of the year129 and then remained
quasi-stable, before following a relatively steep downward path June through August.
This downtrend was due to the alleviation of concerns over the fiscal measures
regarding the financial sector introduced in 2019130, but also amid the policy rate
status-quo, as well as the keener appetite for investments in the currencies of
countries in the region, in the context of expectations/decisions on the easing of
the ECB’s and the Fed’s monetary policy stances. The slope was markedly steeper
for 5-10 year maturities, whose levels thus touched two-year lows. Nevertheless,
in November and December 2019, rates across the maturity spectrum witnessed a
renewed temporary upward adjustment, amid the substantial increase in the MPF’s
borrowing requirements, alongside the repricing of related risk by investors131, whose
influences were however cushioned by the prevalence of a favourable sentiment
on the international financial market. Medium-term rates, but especially those at
longer maturities, re-embarked however on a downward path in the latter part of
December, given investors’ rekindled demand for those securities. As a result of these
developments, the December 2019 averages of benchmark rates on the secondary
market for government securities132 increased against the readings in the same
year-earlier period for the 6-month, 12-month and 3-year maturities, which added
up to 0.25 percentage points (to 3.29 percent, 3.39 percent and 3.76 percent
respectively), but declined for the 5-year and 10-year maturities (by up to
0.25 percentage points, reaching 4.08 percent and 4.56 percent respectively).
percent per annum
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Alongside the influence of relevant
interbank money market rates,
developments in lending rates on new
business to non-bank customers also
reflected visibly in 2019 the impact of
numerous factors, both fundamental
and incidental, including the legislative
changes regarding the banking sector
or the keener competition on some
market segments, likely to affect their
behaviour. Thus, they stuck to an
upward path in the early months of
the year, especially in the first quarter,
peaking at five-year highs, before
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Set forth in GEO No. 19/2019.
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Amid the adoption of the new set of fiscal and budgetary measures.

130

Given the revision of the set-up of the tax on credit institutions’ financial assets and of the regulations on private pension
funds.

131

Amid evidence of a more pronounced deterioration of the fiscal position in 2019 and probably in 2020.

132

Bid-ask averages.
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witnessing a relatively steeper downward adjustment (Chart 3.6). Over the period as a
whole, the average lending rate on new business to households shed 0.49 percentage
points, to stand at a two-year low of 7.60 percent in December. The decline was more
modest for the interest rate on consumer credit (down 0.15 percentage points to
9.66 percent), whose generally downward path saw some more sizeable fluctuations,
reflecting the influence of temporary factors, such as the pick-up in short-term
secured loans to farmers in Q3 and credit institutions’ promotional offers in Q4.
In turn, after having climbed February through April, the average interest rate on
housing loans went down afterwards – relatively abruptly in May and June, but more
slowly thereafter –, reaching 5.46 percent in December, 0.35 percentage points below
the December 2018 reading.
Looking at non-financial corporations, the average lending rate on new business
contracted only marginally during the year as a whole (down 0.05 percentage points
to 5.79 percent in December), with interest rates on both major types of credit sharing
the same behaviour. Specifically, the average interest rate on loans up to EUR 1 million
equivalent edged down 0.08 percentage points to 6.07 percent, while that on loans
above this threshold receded 0.10 percentage points to 5.23 percent, amid more
sizeable fluctuations in the latter half of 2019.
The average remuneration of new time deposits from households posted a relative
standstill in the first half of the year, remaining in the vicinity of the end-2018 readings,
but then went up slightly, reaching 1.98 percent in December 2019, i.e. 0.22 percentage
points higher than in the same year-earlier period. The average remuneration of
new time deposits from non-financial corporations, more closely correlated with
developments in very short-term rates on the interbank money market, added
0.31 percentage points during the year as a whole, to 2.36 percent.

4. Policy outlook
The monetary policy pursued by the NBR will remain firmly geared towards ensuring
and safeguarding price stability over the medium term, in line with the flat inflation
target of 2.5 percent ±1 percentage point, thus marking the best contribution that
it can make to sustainable economic growth; over the medium to long horizon,
monetary policy will aim to bring down and consolidate the annual inflation rate at a
level compatible with the ECB’s quantitative definition of price stability.
In order to tailor monetary conditions from this perspective, the NBR Board decided,
in its February 2020 meeting as well, to leave unchanged the monetary policy
rate at 2.5 percent and to maintain the minimum reserve requirement ratio on
leu-denominated liabilities of credit institutions, while preserving strict control
over money market liquidity. The decisions were taken in a context in which the
annual inflation rate had continued to rise above the variation band of the target in
December 2019, up to 4.0 percent133, while the new medium-term macroeconomic
133
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forecast witnessed only a minor revision – with the annual inflation rate expected to
decline significantly in the first part of 2020, before re-embarking on a slowly upward
path134 –, but particularly high uncertainties and risks surrounded the projection.
They stemmed primarily from the fiscal and income policy stance135, as well as from
the external environment136.
Given the developments in foreign currency lending and the adequate level of forex
reserves, the NBR Board decided however, during the same meeting, to cut the
minimum reserve requirement ratio on foreign currency-denominated liabilities of
credit institutions137 to 6 percent from 8 percent; the measure aimed also to continue
the harmonisation of the minimum reserve requirements mechanism with the
relevant standards and practices of the European Central Bank and the major central
banks across the European Union.
Subsequent statistical data confirmed expectations on the fast-paced drop in the
annual inflation rate in the first two months of 2020138, due mainly to developments
in exogenous CPI components139. Core inflation made however a minor,
lower-than-anticipated contribution, as its annual rate continued the upward
movement into January – climbing to 3.74 percent from 3.66 percent in December 2019
– and decreased to 3.60 percent in February, inter alia amid some disinflationary
base effects, thus indicating further significant demand-pull and wage cost-push
inflationary pressures.
At the same time, economic growth re-accelerated way above expectations in
2019 Q4140 – implying a stronger-than-anticipated rise in excess aggregate demand –,
in a context where household consumption became again the main driver of
economic expansion to the detriment of gross fixed capital formation, whereas net
exports made a visibly lower negative contribution to GDP dynamics, amid a more
pronounced slowdown in the growth rate of imports than in that of exports of goods
and services. The current account deficit posted, however, only a very slightly slower
annual growth pace, while its coverage by foreign direct investment and capital
transfers saw a further downward trend. Moreover, economic growth remained robust
at the beginning of 2020, supported by both private consumption and especially
investment.
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It was anticipated to stay in the upper half of the variation band of the target until the end of the forecast horizon and reach
3.0 percent in December 2020 and 3.2 percent at end-2021.
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Given the increase in the 2019 budget deficit significantly above 3 percent of GDP, with possible expansionary implications
in 2020 as well – including in the context of the election calendar and the provisions of the new pension law –, but also with
potential opposite effects coming from the launch of the fiscal correction implied by compliance with the EU fiscal
governance framework.
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Amid the weakness of the euro area and global economies and the increased risks to their outlook induced by the
coronavirus outbreak.
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Starting with the 24 February – 23 March 2020 maintenance period.
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The annual inflation rate fell to 3.6 percent in January and to 3.05 percent in February.
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Primarily the prices of fuels and VFE, and, to a lower extent, tobacco product prices and administered prices, whose slower
dynamics were largely ascribable to base effects and the influences from removing the special excise duty on motor fuels
and from the unanticipated fall in the oil price.
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To 4.3 percent, in annual terms, from 3.0 percent in Q3.
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The global economic picture started, however, to worsen at a fast pace in mid-Q1,
while the associated uncertainties rose substantially, given the rapidly growing
adverse impact of the COVID-19 pandemic on production and global supply chains
as well as on demand, alongside the containment measures implemented in many
countries, likely leading the euro area and global economies into a recession in the
near term. This entailed a sudden worsening of the global financial market sentiment
and the increase in volatility to extreme levels. Amid a broad-based sell-off, bond
markets in the advanced economies as well were affected by episodes of heightened
tensions and liquidity squeeze, while financial markets in emerging economies
saw substantial capital outflows. Moreover, the international prices of oil and other
commodities plunged.
Against this backdrop, governments in many countries, as well as international
and European institutions and bodies, resorted to/announced extraordinary fiscal
measures and programmes so as to mitigate the economic impact of the pandemic.
Moreover, also in a bid to appease financial market turmoil, major central banks, as
well as central banks in emerging economies, and even in the region, proceeded
to change abruptly or strengthen the path of monetary policy via measures taken,
also in emergency meetings, to ease the policy stance and improve the financing
conditions for the economy.
The deterioration of external economic and financial developments had visible
effects on the domestic environment, with key ROBOR rates rising relatively steeply
in the second 10-day period of March, the same as interest rates on leu-denominated
government securities, especially over longer maturities, also amid worsening
liquidity on the secondary market – visible at a regional level as well. The EUR/RON
also embarked on an upward path in mid-Q1, considerably less steep, however, than
those seen in the exchange rates of the other currencies in the region.
At the same time, the preliminary assessments showed that the annual inflation rate
might continue to decline in the near run, on a path even slightly lower than that
projected previously, amid the plunging oil price. Furthermore, the abrupt halt in
an increasing number of economic activities starting the latter half of March, in an
effort to contain the spread of the COVID-19 pandemic, and the gradually shrinking
private consumption were likely to entail a sharp slowdown in first-quarter economic
growth, followed by a GDP contraction. This implied a drastic change in the course
of Romania’s economy in 2020 H1, which triggered downside risks to the inflation
outlook over a longer horizon. Besides, the balance of risks to the preliminary
assessments on economic growth, stemming from the very high associated
uncertainties, was clearly tilted to the downside.
This environment called for and warranted an immediate and decisive monetary
policy response in order to curb the economic impact of the coronavirus pandemic,
also bearing in mind the relatively narrower fiscal space available to government
authorities for taking measures to support companies and households at the current
juncture. A prompt and well-calibrated response – also in terms of the employed
monetary policy tools – was also necessary for ensuring and enhancing liquidity
in the banking system, for the smooth functioning of the money market and other
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financial market segments, as well as for the adequate financing of the real economy
and the public sector.
Thus, the NBR Board convened for an emergency meeting on 20 March 2020 and
decided to cut the monetary policy rate by 0.5 percentage points, to 2.00 percent,
as well as to narrow the symmetrical corridor defined by interest rates on standing
facilities around the monetary policy rate to ±0.5 percentage points from
±1.0 percentage point, which implied leaving the deposit facility rate unchanged
at 1.50 percent and lowering the lending facility rate by 1 percentage point to
2.50 percent. In addition, the NBR Board decided that the NBR should conduct repo
operations for providing liquidity to credit institutions, as well as purchases of
leu-denominated government securities on the secondary market.
At the same time, the NBR Board decided to also proceed to cutting the minimum
reserve requirement ratios on leu- and foreign currency-denominated liabilities
of credit institutions where necessary and depending on specific circumstances.
Moreover, in view of the elevated uncertainty surrounding economic and financial
developments, the NBR Board decided to suspend the previously announced calendar
of monetary policy meetings and hold monetary policy meetings whenever necessary
for an indefinite period.
The adverse impact of the coronavirus pandemic and of the global and nationwide
containment measures began to reflect in the relevant statistical data soon after.
Thus, the annual CPI inflation rate remained unchanged in March at 3.05 percent and
then fell to 2.68 percent in April, marking a steeper decline versus December 2019,
attributable especially to the plunge in the oil price. Conversely, the annual adjusted
CORE2 inflation rate tended to increase slightly, contrary to forecasts, reaching
3.7 percent in April from 3.66 percent in December 2019. The evolution owed to
changes in consumption structure brought about by social distancing measures,
associated also with probable disruptions and cost increases in production and
supply chains, overlapping persistent demand-pull and wage cost-push inflationary
pressures.
Moreover, economic growth slowed down considerably in 2020 Q1, in spite of
remaining particularly robust in the first two months of the year. At the same time,
the trade deficit posted a markedly faster widening amid a relatively steeper decline
in exports than in imports of goods and services. Consequently, the dynamics of the
current account deficit regained momentum, associated also with a marked fall in
its coverage by FDI and capital transfers. Furthermore, the lockdown in numerous
economic sectors starting the latter half of March and the visible shrinking of
consumer demand, alongside the reduction in external demand, rendered likely a
severe contraction of the Romanian economy in Q2, implying an abrupt shift in its
cyclical position, from a substantially positive value to a markedly negative one.
The labour market witnessed a sudden deterioration in mid-March, while the
number of terminated employment contracts was envisaged to rise in the near term,
given inter alia the narrowing – as of 1 June – of the scope of government furlough
schemes, widely resorted to by employers during the state of emergency. Against
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this background, a mild slowdown in the growth rate of wages was anticipated,
accompanied however by further elevated dynamics of unit wage costs in industry,
in the context of notable labour productivity losses.
Influences from the external environment also became increasingly adverse, amid
the fast-paced worsening of the evolution and prospects of global, euro area and
EU economies – with disinflationary or even deflationary effects in certain countries –,
alongside the sizeable contraction of international trade, owing inter alia to the major
disruptions in global production and distribution chains. In this context, many central
banks in advanced and emerging economies, including the ECB and central banks in
the region, continued to ease the monetary policy stance by way of unconventional
approaches or by additional cuts in key policy rates.
Nevertheless, financial market conditions improved considerably after the adoption of
the NBR’s monetary policy decisions on 20 March and after overcoming at end-March
the peak of tensions generated by the COVID-19 crisis. Key interbank money market
rates witnessed a significant downward adjustment in the closing 10-day period
of March and afterwards continued to decline, while yields on leu-denominated
government securities went down progressively, amid the increased volume of
liquidity injected by the NBR through bilateral repo operations and purchases of
leu-denominated government securities on the secondary market, given the liquidity
shortfall on the money market. Moreover, the average lending rate on new business
almost entirely corrected in March the rise witnessed during the first two months of
the year. The slight increase in the IRCC level in Q2, but also the draft legal acts – in
various stages of the legislative process – regarding the banking sector compounded,
however, the uncertainties about the functioning of the monetary policy transmission
mechanism.
During the same period, the EUR/RON exchange rate saw lower fluctuations, under
the influence of the relative improvement in global financial market sentiment, as well
as amid liquidity conditions on the money market and the interest rate differential.
Changes in these parameters or an additional worsening of the risk perception
vis-à-vis the domestic economy and the local financial market would have, however,
been conducive to renewed heightened pressures on the leu’s exchange rate, with
adverse implications inter alia for the confidence in the domestic currency, external
vulnerability indicators and, ultimately, for financing costs and the pace of economic
recovery following the downturn.
The multiple unknowns concerning the evolution and the implications of the
pandemic and of the related measures rendered the forecasting process highly
difficult, taking to extreme levels the uncertainty associated with the forecast scenario
prepared at such a juncture. In light of the scenario, the anticipated inflation pattern
was different from the previous projection, especially in the latter part of the forecast
horizon. Thus, after a moderate decline in April-June, the annual inflation rate was
expected to pick up and to fluctuate temporarily around 2.8 percent, before falling

108

NATIONAL BANK OF ROMANIA

3. Monetary policy of the National Bank of Romania

to the midpoint of the target in mid-2021 and staying there afterwards141. While
the return of the annual inflation rate to higher readings in 2020 H2 was entirely
attributable to supply-side factors142, pressures from fundamentals were expected
to become strongly disinflationary only in 2021, amid the lag of the disinflationary
effects exerted by the negative output gap. This was anticipated to open markedly in
2020 Q2, but to witness a partial correction in the following period, and then relatively
more slowly.
Thus, in the new scenario, the Romanian economy was foreseen to witness a
significant contraction in 2020, followed by a moderate recovery in 2021, as the severe
economic decline in 2020 Q2 was anticipated to be corrected partially in the following
quarter and somewhat more gradually afterwards, amid the progressive easing of
restrictive measures associated with the pandemic crisis. The outlook implied a major
turnaround in the output gap pattern. Specifically, after having reached a peak of the
current business cycle at end-2019, the output gap was expected to fall markedly into
negative territory in 2020 Q2, before closing progressively until 2022.
Under the circumstances, but also as a result of the disinflationary base effects
anticipated to be manifest in 2020 Q2 and 2021 Q1143, the annual adjusted CORE2
inflation rate was expected to stay above 3 percent during 2020, even after a visible
decline in Q2, but to fall in 2021 H1 and afterwards fluctuate very slightly around
2.2 percent144.
The magnitude of economic contraction and the pace of the subsequent economic
recovery were highly uncertain, given: (i) the unprecedented nature of such an
economic shock domestically and internationally, exerting an unpredictable
impact on the activity of various sectors/sub-sectors of the economy, as well as on
macroeconomic behaviours, especially consumer behaviour; (ii) the particularly
elevated uncertainty about mobility restrictions and their lifting – depending on the
evolution of the pandemic, which might even see a renewed spike over the short
time horizon –, as well as about the effectiveness of national measures/programmes
designed to support firms and households.
A source of heightened uncertainties and risks was the current and future stance of
both fiscal and income policies, given the unusually large widening of the budget
deficit in the first months of the year – with potential adverse implications for its
financing, as well as for next years’ budget execution, especially in view of the election
calendar and the provisions of the pension law –, to which added the requirement
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Whereas the previous projection, published in the February Inflation Report, had seen it at 3 percent in December 2020 and
3.2 percent at end-2021.
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Their action was envisaged to turn more inflationary than previously forecasted over the short term, as the impact of the
decline in oil prices was anticipated to be more than counterbalanced by that of the increase in prices for vegetables/fruit,
but also for some essential goods and processed food items, owing inter alia to persistent disruptions in domestic and
global production and distribution chains.
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Associated with the introduction of the telecom sector tax and with the costlier pigmeat and hike in prices for other agrifood commodities respectively.
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Compared with the previous 3.4 percent projection for the end of the forecast horizon.
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for a start of fiscal consolidation in the short run, amid the European Commission’s
excessive deficit procedure145.
Increasing uncertainties and risks also stemmed from the euro area and world
economy contraction, in the context of the coronavirus pandemic crisis, relevant
inter alia from the perspective of the current account deficit, anticipated to deteriorate
further in 2020, as a share in GDP, and improve only marginally in 2021.
This context warranted a prudent cut in the monetary policy rate, to help achieve
fast-track economic recovery after the coronavirus-induced contraction, with a view
to ensuring price stability over the medium term in line with the 2.5 percent
±1 percentage point inflation target, while preserving financial stability.
Thus, in its meeting of 29 May 2020, the NBR Board decided to cut the monetary
policy rate by 0.25 percentage points, to 1.75 percent; moreover, it decided to lower
by 0.25 percentage points both the deposit facility rate and the lending (Lombard)
facility rate, to 1.25 percent and to 2.25 percent respectively. Furthermore, the NBR
Board decided to maintain the existing levels of minimum reserve requirement
ratios on both leu- and foreign currency-denominated liabilities of credit institutions.
Given the liquidity shortfall on the money market, the Board decided that the NBR
should further conduct repo transactions and continue to purchase leu-denominated
government securities on the secondary market, keeping financial market stability.
In addition, given the elevated uncertainty surrounding economic and financial
developments, the NBR Board decision to suspend the previously announced
calendar of monetary policy meetings was kept in place, with monetary policy
meetings to be held whenever necessary.
Looking ahead, monetary policy will be further geared towards keeping the annual
inflation rate in line with the flat target, in a manner conducive to achieving fast-track
economic recovery after the coronavirus-induced contraction and amid safeguarding
financial stability. The calibration of the monetary policy parameters, the NBR’s policy
rate included, in the context of ensuring adequate real monetary conditions, will be
correlated mainly with the nature/intensity of pressures stemming from the cyclical
position of the economy – which witnesses an abrupt shift in mid-year under the
impact of the pandemic crisis, turning negative –, as well as with the behaviour of
medium-term inflation expectations and hence with the risks thereto.
An essential role in substantiating the decisions will continue to play the uncertainties
and risks associated with the inflation forecast, which will probably remain extremely
high, at least over the short term, given the multitude/importance of underlying
sources, such as: (i) the evolution of the pandemic and of the related restrictive
measures; (ii) the magnitude of their adverse impact on the economy and the
implications for consumer behaviour; (iii) the speed of economic recovery following
the gradual removal of containment measures, conditional also on the effectiveness
of support programmes and actions addressing companies and households. The
economic crisis compounds the uncertainties surrounding the future stance of the
145
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fiscal and income policies – also amid the opening of the excessive deficit procedure
in the case of Romania this year –, as well as those regarding the dynamics of inflation
and the pace of recovery of euro area/EU economies, inducing risks to future inflation
developments domestically. Also from this perspective, particularly relevant will
remain the evolution of the economy’s external imbalance, as well as the monetary
policy stance of the ECB and of central banks in the region.
Moreover, the characteristics of the monetary policy transmission mechanism,
especially of lending to the private sector, will continue to be very important
landmarks. Specifically, lending to the private sector will probably be influenced
over the short term by the recent cut in the NBR’s reference rates, on one hand, and
by the worsening of the economic outlook and the increase in associated risks, on
the other. To these might add the adverse effects of legislative acts on the banking
sector in various stages of the endorsement process, likely to affect inter alia investor
sentiment and the sovereign risk premium. Also relevant will remain the specifics of
the functioning of different financial market segments domestically, implying that
the NBR will continue to use the components of the monetary policy operational
framework in a flexible manner, with a view to ensuring adequate monetary
conditions.
Particularly important in terms of monetary policy conduct and implementation
remain structural reforms and EU funds absorption, given that ensuring a balanced
macroeconomic policy mix, implying a fiscal adjustment, and enhancing the
economic growth potential are pivotal to safeguarding medium-term price stability,
as a prerequisite for sustainable economic growth, but also to strengthening the
capacity of the Romanian economy to withstand potential adverse developments.
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Chapter 4
Financial stability
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1. The NBR’s role in implementing macroprudential framework146
In Romania, the national macroprudential authority is the National Committee
for Macroprudential Oversight (NCMO) that was established pursuant to Law
No. 12/2017 on the macroprudential oversight of the national financial system as
an interinstitutional cooperation structure without legal personality. The NCMO’s
fundamental objective is to contribute to safeguarding financial stability, also by
strengthening the financial system’s resilience and by containing the build-up of
systemic risks, thereby ensuring a sustainable contribution of the financial system to
economic growth.
The NCMO General Board is composed of nine members with voting rights,
i.e. three representatives from each authority: the National Bank of Romania, the
Government of Romania and the Financial Supervisory Authority. The General
Director of the Bank Deposit Guarantee Fund also participates in the General Board
meetings without having a voting right. The NBR representatives may put forward
for discussion analyses and studies concerning risks to financial stability and propose
macroprudential measures. The central bank, in its capacity as oversight authority, is
responsible for the implementation of macroprudential measures recommended by
the NCMO, within its scope of responsibility. The NBR is represented by the Governor,
who is also the Chairman of the NCMO, by the First Deputy Governor and a Deputy
Governor appointed by the NBR Board. Moreover, the NBR ensures the NCMO
Secretariat.
In 2019, the NBR made a significant contribution to the activity of the NCMO General
Board. In the first two NCMO meetings, held on 4 February and 18 February respectively,
the topic discussed was the impact of the tax on bank assets (introduced via
Government Emergency Ordinance No. 114/2018) on credit institutions, the lending
activity and economic growth, based on an impact study made by the NBR. In this
context, the NCMO decided to set up a working group comprising representatives
of the institutions involved, which should broaden the analysis and find solutions
consisting in scenarios to adapt GEO No. 114/2018, while complying with the
legislation in force. The activity of the working group materialised in the issue of
Government Emergency Ordinance No. 19/2019, whereby the tax on bank assets was
recalibrated to a more sustainable level. Moreover, a set of criteria were introduced to
foster the increase in financial intermediation or narrow the interest rate margin.
Furthermore, in 2019, the NBR submitted for discussion to the NCMO members
a series of analyses made with a view to adopting the required measures to
fulfil the macroprudential objectives. These analyses focused on topics such as:
146
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(1) the calibration of capital buffers, (2) the appropriateness of reciprocating the
macroprudential measures taken in other EU Member States, (3) the assessment
of materiality of third countries for the Romanian banking sector in relation to the
recognition and setting of countercyclical buffer rates, (4) the strategy regarding the
implementation of the International Financial Reporting Standards (IFRS) by non-bank
financial institutions, (5) the review of government securities market, (6) the situation
of savings and loan banks and (7) the issue of external balance worsening in terms of
macroeconomic stability.
In order to implement the measures for preventing or mitigating systemic risks
at national level, the NCMO is empowered to (i) issue recommendations and
warnings to the National Bank of Romania and the Financial Supervisory Authority,
in their capacity as national financial supervisory authorities at a sectoral level,
(ii) issue recommendations to the Government for the purpose of safeguarding
financial stability, and (iii) request the European Systemic Risk Board to issue
a recommendation for the recognition by one or more Member States of the
macroprudential instruments recommended by the NCMO. In 2019, the NCMO issued
five recommendations to the NBR, as follows:
▪▪ NCMO Recommendation No. 1/2019, NCMO Recommendation No. 3/2019 and
NCMO Recommendation No. 5/2019 propose the NBR to maintain the countercyclical
buffer rate at 0 (zero) percent. The countercyclical capital buffer is a macroprudential
instrument assessed on a quarterly basis, designed to mitigate financial system
pro-cyclicality. Credit institutions will build up capital by implementing this
instrument when cyclical systemic risks are on the rise, thereby ensuring the
enhanced resilience of the banking sector during periods of stress. The key
indicator examined in the NBR’s analyses on the calibration of this buffer is the
credit-to-GDP gap (the deviation of the credit-to-GDP ratio from its long-term trend).
The NCMO recommendations took into account that the indicator remained below
the signalling threshold, a case in which setting a countercyclical capital buffer rate of
over 0 (zero) percent is not required. However, at sectoral level, some vulnerabilities
were manifest in relation to housing loans to households, together with an uptrend
in residential property prices, a context in which the central bank closely monitored
developments in structural imbalances and indebtedness at aggregate and sectoral
levels, in compliance with the NCMO recommendation.
▪▪ According to NCMO Recommendation No. 4/2019, the National Bank of Romania
is recommended to impose, starting 1 January 2020, a capital buffer for other
systemically important institutions (O-SII buffer), on an individual or consolidated
basis, as applicable, calculated based on the total risk exposure amount for all the
credit institutions identified as having a systemic nature based on the data reported
as at 31 December 2018, as follows: (i) 2 percent for Banca Comercială Română S.A.
(consolidated level), Raiffeisen Bank S.A. (consolidated level), OTP Bank România S.A.
(consolidated level), Banca Transilvania S.A. (consolidated level), CEC Bank S.A.
(individual level) and (ii) 1 percent for UniCredit Bank S.A. (consolidated level),
BRD – Groupe Société Générale S.A. (consolidated level), Alpha Bank România S.A.
(individual level) and Garanti Bank S.A. (individual level). The capital buffer for other
systemically important institutions helps enhance the resilience of undertakings
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having a systemic impact and mitigate the transmission of shocks across the banking
sector in cases where these institutions report negative developments. The NBR
implemented NCMO recommendation by issuing Order No. 10/2019 on the buffer
for credit institutions authorised in Romania and identified as other systemically
important institutions (O-SIIs).
▪▪ According to NCMO Recommendation No. 2/2019, the National Bank of Romania
is recommended to issue, in compliance with the related legal provisions, the
regulations necessary for the full implementation of IFRS by non-bank financial
institutions (NBFIs) entered in the General Register, as a basis of accounting and for
preparing individual financial statements, starting 2019, as follows: (a) from 2019
to 2021, the NBFIs entered in the General Register shall prepare, solely for information
purposes, a set of IFRS-compliant individual annual financial statements, by
restatement of items in the financial statements drawn up consistent with the
national regulations according to European directives; (b) starting 2022, the NBFIs
entered in the General Register shall implement the IFRS and use only these standards
as a basis of accounting and for preparing individual annual financial statements;
starting 2022, individual financial statements shall no longer be prepared consistent
with the national regulations according to European directives; and (c) to put in
place a transitory regime by using off-balance sheet accounting to affect the own
funds calculated by the NBFIs entered in the Special Register, from 2019 to 2021,
i.e. decreasing them by the additional allowances for expected credit loss following
the shift to IFRS 9. The NBR implemented NCMO recommendation by issuing Order
No. 8/2019 on the application of International Financial Reporting Standards by
non-bank financial institutions.
In addition to the aforementioned capital buffers, two other macroprudential capital
requirements are applicable to the Romanian banks, namely:
(1) The capital conservation buffer, which is a macroprudential instrument designed to
build up a uniform minimum reserve across the banking sector in order to cover the
potential operational losses. The capital conservation buffer rate was established at
2.5 percent of the total risk exposure amount starting with 2019, in compliance with
the National Committee for Financial Stability’s Recommendation No. 1/2015 on the
implementation of capital buffers in Romania.
(2) The systemic risk buffer, which has the role of enhancing the banking sector’s
resilience in the event of structural systemic risks materialising. Following NCMO
Recommendation No. 9/2017 on the systemic risk buffer in Romania, the NBR imposed
a systemic risk buffer rate of 0 percent, 1 percent or 2 percent, calculated based on
the non-performing loan ratio and the coverage ratio of each bank. The buffer rate is
set twice a year, based on the annual average of the two above-mentioned indicators,
according to the methodology set forth in NCMO Recommendation No. 7/2018 on the
systemic risk buffer in Romania.
As for the assessments made with regard to the appropriateness of reciprocating
the macroprudential measures adopted by France and Sweden in 2019, the
NCMO decided to not reciprocate these measures due to the low level of eligible
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exposures of the Romanian banking sector to the two countries. The NBR monitors
these exposures and will put forward measures should these exposures become
material. Moreover, the NBR makes regular analyses in compliance with NCMO
Recommendation No. 2/2017 on material third countries for the Romanian banking
sector in terms of recognising and setting countercyclical buffer rates, which are
discussed in the meetings of the NCMO General Board. The assessment made based
on end-2018 available data did not indicate any material third country for the
Romanian banking sector.
Year 2020 started in a financial environment characterised by increased volatility
worldwide. The period of instability culminated in the beginning of the COVID-19
global pandemic. Faced with these significant challenges, the NBR has adopted a
series of measures to reduce the negative impact on the Romanian financial system
and on the real economy in order to ensure the continuity of financial intermediation.
Some measures concern the application of macroprudential policy instruments. Thus,
the NBR, in its capacity as competent authority, used the flexibility ensured by the
regulatory framework with regard to macroprudential requirements, allowing credit
institutions to temporarily use the previously established capital buffers in order to
underpin them in maintaining the supportive role to the real economy. Also, in line
with the actions taken to this end at European level, the NBR allowed banks not to
comply with the minimum liquidity ratio, for the purpose of using these reserves to
contribute to the smooth functioning of the banking sector and to help banks ensure
sufficient liquidity to firms and households.

2. Main assessments on financial stability
During 2019, the overall level of systemic risks was on the rise amid the deterioration
of the domestic macroeconomic framework. Developments in the first months
of 2020, following the emergence of the COVID-19 pandemic, are likely to significantly
enhance these risks in the coming period. Systemic risks to financial stability assessed
at a high level in 2019 were: (i) tensions surrounding macroeconomic equilibria,
(ii) weakening in investors’ sentiment towards emerging economies, and (iii) the
risk of an uncertain and unpredictable legislative framework in the financial and
banking sector. Similarly to the analyses made in previous years, significant structural
vulnerabilities specific to the Romanian economy continue to put pressure on
the financial system: (i) corporate governance and weak financial discipline in the
economy, (ii) low level of financial intermediation and inclusion, and (iii) demographic
developments. Adding to these are developments likely to generate substantial
structural changes in the global financial system: (i) climate risk and (ii) technological
developments in the financial sector.

2.1. Indebtedness of non-financial corporations and households
The financial cycle is in the latter part of the expansion phase, its sub-components
posting, however, heterogeneous dynamics. Specifically, the overall debt cycle
points to a stagnation, hence nearing the end of the expansion phase, while foreign116
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currency debt cycle shows a resumption of growth, which is the equivalent of its
positioning to the beginning of the expansion stage. Mixed developments are also
visible in the real estate market. The residential real estate market sees a slowdown in
activity, while the data for the commercial real estate market appear to indicate the
entry into a rapid expansion phase of the cycle (Box 12).
The overall level of systemic risk to financial stability in Romania posted in 2019 values
close to those indicating a possible period of financial stress. The upward trend of the
indicator, which started in 2015, was mainly due to the deterioration of the domestic
macroeconomic framework. A GDP-at-Risk assessment147 shows that a moderate
increase in the systemic risk indicator (0.5 standard deviations) can have a significant
impact on the real economy (GDP contraction is estimated to be sharper, i.e. in the
range between 0.3 percentage points to 1.3 percentage points).
Total private sector debt amounted
to lei 373 billion at end-2019
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loans granted by non-resident financial
institutions, is a major component of
non-financial corporations’ debt (over 50 percent) and poses significant additional
risks to the financial stability in Romania (Box 10).
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Box 10. Risks to financial stability generated by the foreign financing
of companies
External debt is one of the major sources of financing of non-financial corporations
in Romania, accounting for approximately lei 200 billion at end-2019 (Chart A), up
by 3 percent from the year before.
Firms in Romania have a preference for financing from non-resident entities,
which is currently 1.2 times higher than loans from resident financial institutions
(including loans written-off and sold loans), making up 72 percent of total foreign
currency debt.
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About 80 percent of external debt is accounted for by non-resident firms that
are members of the groups the Romanian companies are part of (foreign direct
investment loans). This intercompany lending also caused the sharp rise in
non-financial corporations’ external debt after the 2007-2008
crisis. The average annual growth rate of FDI loans in the past
decade stood at 11 percent.

Chart A
Foreign financing of non-financial
corporations in Romania
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Cross-border financing implies significant risks to financial
stability, on top of those related to foreign currency loans
on the domestic market. First, the companies indebted are
exposed to economic shocks from the home countries of the
group companies and can contribute to the pass-through
of such shocks on the domestic economy. Moreover, the
decision to grant this type of financing often depends on the
group’s financial standing and domestic financing policy and
is less correlated with the financial standing of the Romanian
company and/or with the financial and economic context in
Romania.

Second, financing from non-resident entities can give rise to vulnerabilities due
to the increase in external debt, such as the hike in Romania’s risk premium and a
higher volatility of capital flows.
Third, the companies that can access financing from the group resort less to loans
from local credit institutions, which significantly affects the lending activity of
credit institutions in Romania. On the one hand, the volume of local banks’ lending
activity decreases on account of lower demand, particularly from companies with
better financial standing and corporate governance. On the other hand, the
quality of loan portfolios is diminished due to the lower diversification capacity
and possibly to adverse selection situations.
The substantial increase in the external debt of the non-financial corporations
sector is also a concern in terms of monetary and macroprudential policies.
Specifically, it decreases the efficiency of the monetary policy transmission
mechanism on the one hand and reduces the effectiveness of macroprudential
measures, on the other, given that cross-border loans are beyond the scope of the
macroprudential authority in Romania.
Replacing the external debt of companies with financing from local banks, without
impacting market conditions, could help mitigate the risks arising from lending
to non-financial corporations and would lead to higher financial intermediation
in Romania. The continued efforts at EU level to establish a similar prudential
regulatory framework, by also reciprocating the macroprudential measures, can
narrow these imbalances between credit demand and supply, with significant
positive effects on Romania’s economy and financial system.
The analysis of debt dynamics shows some structural changes with important
implications for financial stability: (i) the increase in NBFI loans to both households
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and non-financial corporations (their share in total debt expanding from 6.6 percent
in 2018 to 9.1 percent in 2019) and (ii) the rise in the share of foreign currency loans
of the non-financial corporations sector (to 75.6 percent of total debt, including FDI
loans), primarily on account of financing from credit institutions in Romania (which
grew by 10 percent in 2019). The NBR closely monitors the developments in private
sector debt with a view to safeguarding financial stability, by also ensuring the
financial system has an adequate level of resources for risk management.
The financial standing of non-financial corporations in Romania improved further
in 2018 as well, albeit at a slower pace than in the year before and featuring
considerable asymmetries at sectoral level. Corporate profit increased by 15 percent
overall, while the return on equity remained unchanged at 19.5 percent, the moderate
decrease in asset use efficiency being offset by the slight rise in the leverage ratio
(calculated as asset-to-equity ratio). Corporate investment also posted favourable
developments, the net cash flow for investment activities expanding by over
80 percent, being largely accounted for by large companies (84 percent of total).
The financial health measure of non-financial corporations sector148 was outside
the high risk area at end-2018 (Chart 4.2). The level of indebtedness grew slightly
to 1.96 from 1.91 previously, while the coverage of foreign exchange exposures by
capital improved (the forex exposure in total capital dropped to 25.1 percent in 2018,
from 38.2 percent in 2017). At the same time, the liquidity position of non-financial
corporations strengthened, the current ratio seeing an increase from 98.5 percent
in 2017 to 103.3 percent in 2018. The quality of the corporate loan portfolio has stayed
on the improving trend seen over the last years, the non-performing loan ratio going
down below the EBA’s alert threshold (7.2 percent versus 8 percent, December 2019)
and dropping by 1.3 percentage points from a year ago. The sharpest decreases in
the value of this indicator were seen in the case of foreign currency loans (down
1.9 percentage points to 6 percent) and loans granted to SMEs (down 1.6 percentage
points to 8.3 percent), trade companies (down 1.9 percentage points to 5.4 percent)
and real estate companies (down 2.3 percentage points to 3.5 percent).
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Structural problems remain an important factor for both current and future results.
In particular, financial discipline is a structural problem. Data for 2018 showed a
substantial level of overdue payments (9 percent of GDP, but on a decrease from
11 percent in 2017) and an increase in overdue payments to suppliers (up 7 percent),
their share in total non-bank overdue payments climbing to 56 percent from
50 percent in the year before.
Data for 2019 point to further improvement at aggregate level. The amounts
of rejected payments did not witness significant changes, while the number of
companies undergoing insolvency proceedings continued to decrease (-6 percent).
Furthermore, the number of newly-insolvent firms fell by approximately one fifth
from 2018, the strongest declines being reported in construction and real estate
sectors, i.e. down by 28 percent and 26 percent respectively. The companies further
undergoing insolvency proceedings play a small part in the economy (2.1 percent
of gross value added, 6.7 percent of assets and 3 percent of the number of
employees in the non-financial corporations sector; 2018 data) and have limited
exposure to the banking sector (2 percent of the corporate loans granted by local
banks in December 2019), but make a significant contribution to the volume of
overdue payments, accounting for more than half of non-bank overdue payments
and 28 percent of bank overdue payments. In addition, 74 percent of the overdue
payments to the general government budget come from these firms.
Another important structural vulnerability is the low capitalisation of the
non-financial corporations sector. At end-2018, approximately 260 thousand firms
(38 percent of total) reported a capitalisation level below that required under the
current legal framework, most of them (252 thousand firms) having negative net
assets (calculated as the difference between assets and liabilities). The capitalisation
needs of those firms stood at lei 158 billion (16.8 percent of GDP), being mainly
accounted for by the private sector (90 percent), with a slightly higher contribution
from companies with majority domestic capital (47 percent of total). Those companies
made up 67 percent of overdue payments in the economy and around 35 percent
of non-performing loans from local credit institutions. The NPL ratio of those firms
came in at 20 percent in December 2019. The continued efforts aimed at dealing with
the low capitalisation of the sector can contribute significantly to the increase in its
resilience in the event of adverse economic and financial developments. The NCMO
acknowledged the systemic importance of this category of firms and the implications
for the economy and the financial system. Following the NCMO recommendation,
the Ministry of Public Finance prepared a draft ordinance on measures addressing
undercapitalised companies. Other actions considered are the revision of the legal
framework on the insolvency of legal entities and, similarly to other EU countries,
the creation of “blacklists” comprising the persons responsible for the repeated
mismanagement of a company.
In recent years, the international stage has seen increased awareness of the challenges
posed by climate change and a step-up in efforts, particularly in the private sector,
to shift the economic activity to projects with a positive impact on the environment.
From the perspective of financial stability, climate risk is associated with exposures
that are vulnerable to climate change. Understanding the implications that climate
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changes may have for the economy and, implicitly, for the financial system is
necessary to safeguard financial stability. The NBR gives particular attention to this
issue. The results of a preliminary analysis on this topic are presented in Box 11.
Box 11. Climate risks and the implications for financial stability149
Climate risks are classified into (i) physical risk, caused by the increased frequency
and severity of extreme weather events and (ii) transition risk, generated by the
transition towards a low-carbon economy.
The topic of climate risk is particularly relevant for Romania. From the point of view
of carbon intensity (measured as the share of CO2 emissions in GVA), Romania is
among the top five carbon-intensive European countries. However, considering
the rate of decrease of carbon intensity in the period from 2008 to 2017, Romania
ranks second among the countries making progress in this area. The economic
sectors exposed to transition risk, given the criteria on direct CO2 emissions are
utilities, agriculture, mining and quarrying, manufacturing, road transport, trade,
construction and real estate activities. They account for approximately 90 percent
of the CO2 emissions in the economy (data for 2017).
To capture the intersectoral dependencies and the indirect CO2 emissions a
transition vulnerability factor (TVF) is determined (Vermeulen et al., 2018150):

where: aj,i = is the share of (sub)sectors (i = 1,n) that interact with sector j,
generating the indirect CO2 emissions for sector j. Based on this factor (TVF), the
sectors exposed to the transition risk are reclassified as having low, moderate or
high impact in the event of the transition risk materialising.
The companies in the business sectors selected using the above-mentioned
method are important to the banking sector in Romania, accounting for 62 percent
of bank exposure to non-financial corporations (September 2019), 16 percent of
which are exposures to sectors with high impact arising from transition risk. The
degree of concentration is significant, the top 10 banks holding 86 percent of
exposures to high-impact sectors. Nevertheless, corporate reliance on bank lending
is low, as bank loans make up 7.8 percent of these companies’ liabilities.
The relevance of high-impact sectors for the economy is moderate, i.e. they generate
13 percent of GVA, have 8 percent of employees on the payroll and make up
17 percent of total assets. As for their financial soundness, the firms in high-impact
sectors are more robust than those in moderate and low-impact sectors. In spite of
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the lower profitability, they have a considerably lower level of indebtedness and a
higher interest coverage ratio.
In order to assess the impact of transition risk on the banking sector, two scenarios
have been taken into consideration: (1) setting a carbon tax of EUR 75/tonne CO2,
and, (2) additionally, a 5 percent reduction in sales. Only the first-round effects
generated by credit risk were gauged in both scenarios: the impact of carbon tax
on financial indicators and the probability of default for each company.
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For determining the effect of applying a carbon tax on each company, it is
necessary to: (1) calculate the volume of CO2 emissions at company level as a
share in the total volume of emissions in the respective sector, the share being
determined based on the company's sales in total sales of the respective economic
sector and (2) differentiate the impact based on the sector-specific transition
vulnerability factor (TVF):
Tax on company i, Sector j =Tax * TVFSector j * (Sales company i / Sales Sector j ) * CO2 emissions Sector j

Findings show that the short-term effects of setting a carbon tax are the rise in
expenses and the reduction in sales revenues of companies in high-impact sectors,
thus leading to: (i) a marked decline in companies’ profitability and a higher level
of indebtedness (Chart A); (ii) an increase in the probability of default (for instance,
in a situation comparable to that at end-2018, the probability of default would
rise from 3.9 percent in the baseline macroeconomic scenario to over 10 percent
in both stress scenarios) and a worsening in the companies’ rating by at least one
notch (only 25 percent of firms would stay, on average, within the same rating
class); (iii) an increase in the capital requirements for the banking sector by about
2 percent in the first scenario and 4.2 percent in the second, over a 1-year period.
Households’ net wealth stayed on an uptrend, rising by 4 percent in 2019 Q3 versus
end-2018, albeit at a slightly slower pace than in 2018 (Chart 4.3). Looking at their
breakdown, the value of net financial assets stood 7 percent lower, amid the swift
increase in household debt, while that of real estate assets grew by 7 percent, against
122

NATIONAL BANK OF ROMANIA

4. Financial stability

the background of favourable real estate market developments. Households’ net
position towards the banking sector improved further, amounting to lei 68 billion in
December 2019. The foreign currency position touched a historical high, increasing
by 41 percent from end-2018, while
the position in domestic currency
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by 10.5 percent in December 2019
from the same year-ago period and
unsecured consumer loans went up by 9.7 percent. Exposures to secured consumer
loans decreased further, their stock standing 10.9 percent lower than in 2018.
As for the flow of new credit, unsecured consumer loans saw a robust growth of
18 percent, totalling lei 15.4 billion at end-2019. This is an 11-year high, but stands
below the maximum level of lei 17 billion recorded in 2008. The new loans under the
“First Home” programme dropped by 13 percent from 2018, while standard housing
loans advanced by 12 percent. Overall, new housing loans were 4 percent higher year
on year.
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Households’ loan repayment capacity improved further, the non-performing loan
ratio standing at 3.8 percent in December2019, down 0.8 percentage points versus
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December 2018. Loan sales made a significant contribution to lowering the NPL ratio
for consumer credit, i.e. -1.1 percentage points, while they had no impact for housing
loans. As for non-performing exposures, net of loan sales, they rose by 4 percent for
consumer credit and decreased by 9 percent for housing loans.
The residential real estate market witnessed a slowdown in prices, which lost
0.6 percent in real terms in 2019 compared to end-2018. In this context, the
affordability index151 remained unchanged at 1.25, reflecting the adequate capacity
of households to access housing loans. The number of real estate transactions
performed in 2019 contracted by 9 percent versus 2018, on the back of a sharp
decline in the first half-year (-25 percent compared to the same year-ago period),
seeing however a strong rebound in Q4 (up 22 percent from the same period
of 2018). As a result, the time needed to sell a flat was longer, i.e. 93 days compared
with 67 days. In terms of supply, approximately 65,000 dwellings were completed
in 2019, up by 13 percent from the year before, exceeding the 2008 maximum of
61,171 dwellings. These developments also reflected in the dynamics of residential
construction works, which stood at 26 percent. On the other hand, the non-residential
real estate sector saw an increase in terms of both transactions and investors’ demand
(for further details, see Box 12).
Box 12. Commercial real estate market cycle
The real estate market is a significant source of risk for financial stability, as it closely
interacts with the business and financial cycles. The assessment of risks from the
commercial real estate market is hindered by the low level and quality of related
information. The EU initiatives152 are aimed at mitigating these deficiencies. In this
context, the NBR started to collect data and develop risk monitoring tools.
The commercial real estate market in Romania is small in terms of volume and
number of projects and investors, ranking among the smallest markets of this
kind at European level. In 2019, the estimated level of commercial real estate
market transactions was EUR 1 billion (up 7 percent from a year ago), which
is a 5-year high, but stands below the EUR 1.5 billion figure recorded in 2007
(Chart A). Transactions at regional and European levels amounted to approximately
EUR 15 billion and EUR 315 billion153 respectively. The most active markets in the
region are those in Poland (EUR 8.4 billion) and Czechia (EUR 3.1 billion). Romania
has the second smallest market after Slovakia.
Most investors in Romania’s commercial real estate market come from outside
Europe: Israel (36 percent), South Africa (17 percent), the United States of America
(8 percent). In 2019, local investors carried out approximately 20 percent of total
transactions, which is almost double as compared to 2017 (CBRE data).

124

151

The housing affordability index is calculated as a ratio of the disposable income to the optimal income required to take out
a real estate loan under prudential conditions (75 percent LTV and 45 percent DSTI).

152

Recommendation ESRB/2016/14 on closing real estate data gaps and Recommendation ESRB/2019/3 amending
Recommendation ESRB/2016/14.

153

CBRE Europe Real Estate Investment in Q4 2019.

NATIONAL BANK OF ROMANIA

4. Financial stability

Developments in the past years, such as the strong rise in investment activity
(including that financed by loans), robust trading and the further low vacancy rates,
show that the commercial real estate market in Romania has entered the rapid
growth phase of the cycle (Chart A). These developments are in line with what has
been observed in Europe154, being also ascribable to low interest rates.
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Commercial real estate market indicators point to a strong recovery in 2019.
Construction works posted a rate of increase of 49 percent, exceeding the high
seen before the 2008 crisis, and non-residential real estate investment increased
by 63 percent in 2019 from the year before155. The vacancy rate remains below the
historical average. Commercial real estate yields in Romania, albeit significantly
lower in recent years, are the highest at regional level on all segments under review
(office, industrial, retail).
The commercial real estate market implies a distinct series of risks compared to the
residential market, due to its specifics, such as the high value of real estate projects,
the low liquidity and transparency of the secondary market, the small number of
investors (particularly in certain market segments).
An important characteristic of the firms operating in the commercial real estate
market is the high level of indebtedness. In Romania, the level of indebtedness
(calculated as the debt-to-equity ratio) of construction and real estate companies
was 2.7 and 3 respectively versus 1.96 economy-wide. Moreover, few such
companies (only 1 percent of total) are substantially financed by non-residents
(lei 38.8 billion, December 2019, i.e. 60 percent of total indebtedness of firms in the
two segments).
The banking sector had a significant exposure towards the non-residential
real estate market in December 2019, both directly, via the loans extended to
construction and real estate companies (20 percent of loans to non-financial
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corporations), and indirectly, via loans to companies holding commercial real
estate properties (39 percent of total). Construction is one of the riskiest sectors
where non-performing loans make up one fifth of the volume of loans granted.
Conversely, the real estate sector was at the opposite pole, with a non-performing
loan ratio of merely 3.5 percent. In fact, this also helped real estate companies take
a larger volume of bank loans, i.e. one third of the corporate credit flow of banks in
Romania in 2019.
Financial system risks triggered by the commercial real estate market are
significant despite the small size of the market, given the material exposure of
the banking sector and high level of indebtedness of companies in this market.
Furthermore, given the low market depth caused by the small number of investors,
the small share of local investors, the reliance on foreign financing and the high
concentration of financing, commercial real estate market developments are
marked by strong volatility, being vulnerable to changes in investors’ risk aversion
on the international financial markets.

2.2. Banking sector
Prudential and financial indicators for the local banking sector remained at adequate
levels relative to risks in 2019, but a series of structural vulnerabilities persist.
The results of liquidity and solvency stress tests confirm banks’ capacity to
withstand adverse developments. Asset quality improved, benefiting from the
macroeconomic environment and the macroprudential measures taken for this
purpose. The non-performing loan coverage by provisions has increased and is
further adequate, well above the EU average.
The banking sector is the main player of the financial system in Romania, accounting
for 75 percent of total financial system assets. Financial intermediation is further
low and on a decline (25.2 percent in December 2019, credit to the private
sector/GDP). The latest developments in financial intermediation were due to
structural factors such as loose financial discipline, the low capitalisation level of the
non-financial corporations sector, and demographic factors, as well as to wage-related
measures that led to a fast rise in
aggregate demand, without making
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Credit institutions with foreign
private capital are prevalent, holding
73.7 percent of the assets of the
34 banks (out of which seven are
foreign bank branches) at end-2019.
The concentration of bank assets is
relatively small in Romania, according
to the Herfindahl-Hirschman index
(978) and the market share of the top
five banks (62.5 percent). Moreover,
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the values of these indicators are below the EU median of 1,069 and 64.5 percent
respectively posted in December 2018, pointing to the existence of resources for
further consolidation in the future (Chart 4.5). In 2019, the acquisition process
unfolding between two banks shows the consolidation and restructuring trend
of the banking sector in Romania manifest over the past years. The completion of
the acquisition will lower the number of credit institutions. Moreover, the need to
optimise operating expenses and the increase in digitalisation resulted in 2019 in
the adjustment of the network of
bank branches (annual contraction of
lei bill.
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in public sector financing. Loans to the
real economy advanced at a slower
pace than deposits, pushing down the loan-to-deposit ratio to 72.8 percent at year-end
(Chart 4.6), the evolution being ascribable to the foreign-currency component.
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Bank assets amounted to lei 533.6 billion156 at end-2019, up by 9.8 percent from
the year before (as compared to a 5.7 percent increase in 2018), in spite of the
emergence ever since the beginning of the year of new legislative incidental factors
(the introduction of the tax on bank assets). The distribution of main bank portfolios
is relatively similar to that recorded in 2018 (Chart 4.7). Loans to the real economy
156
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remained prevalent (50.1 percent of total assets), but showed a declining trend as
against the year before (51.6 percent, December 2018). Exposures to the general
government saw their share in aggregate assets change marginally (21.8 percent,
December2019) and remained concentrated at the level of central government
(99 percent, December 2019). They were primarily denominated in lei (74 percent),
while 24 percent were expressed in EUR and 2 percent in other currencies.
Lending to the private sector increased during 2019, albeit at a slower pace than in
the previous year (6.6 percent in December 2019; 8.0 percent in December 2018,
annual changes). This was ascribable to the loss of momentum reported by
leu-denominated loans (9.3 percent in December 2019 versus 13.5 percent in
December 2018, in annual terms), whereas foreign currency loans saw a slight
recovery (up 1.3 percent in December 2019; -1.3 percent in December 2018,
annual changes), particularly due to the step-up in new business to non-financial
corporations. Loans in lei accounted for 67.6 percent of total credit, reaching a 24-year
high.
The annual dynamics of household credit remained elevated (7.6 percent in
December 2019; 9.2 percent in December 2018), being mainly driven by housing
loans and consumer credit in lei; the annual growth rate of the leu-denominated
component was further strongly positive (13.7 percent in December 2019;
19.3 percent in December 2018), while foreign currency loans reported a smaller
contraction (-8.1 percent in December 2019; -10.4 percent in December 2018). The
growth rate of credit to non-financial corporations (6.4 percent in December 2019;
6.3 percent in December 2018) stayed below that of loans to households, confirming
the retail business model of the banking sector. Specifically, loans to households
made up 53.5 percent of total credit to the real sector. The contribution was higher for
foreign currency loans (9.5 percent, December 2019, annual change), on account of
medium- and long-term loans.
Cross-border activity remained low, mitigating the contagion risk from the external
market. Foreign assets held 8.2 percent of the aggregate balance sheet of credit
institutions in Romania at end-2019, with euro area banks as main counterpart, the
instruments used having maturities of up to one year. Foreign liabilities totalled
7.1 percent in December 2019, the funding from parent banks declining in an orderly
manner. Foreign sovereign debt exposures had a marginal share in banks’ balance
sheets.
The funding model was further traditional, focusing primarily on raising deposits from
households. Their granularity and the fact that they are mostly guaranteed ensure
the good stability of the deposit base and mitigate the funding risk deriving from the
asset-liability maturity mismatch. The role of other funding sources, including the own
issues of debt instruments, is still limited.
Deposits from resident non-government clients strengthened in terms of their share
in the aggregate balance sheet (69 percent, December 2019) and annual dynamics
(12 percent in December 2019; 9 percent in December 2018). Household deposits in
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both lei and foreign currency accounted for around 62 percent of the rise in deposits,
both categories being relatively balanced.

Dec.18
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The liquidity of the banking sector in Romania remained adequate during 2019, due
to the significant share of liquid assets, consisting mainly in government securities
and holdings with the central bank.
Short-term liquidity, shown by the
percent 300
180 lei bill.
liquidity coverage ratio (LCR), was
250
150
further high in 2019 (Chart 4.8). At
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end-December, the average LCR for the
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240 percent. All credit institutions
50
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continued to post LCR levels above
0
0
-50
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one, higher than the EU average of
-100
-60
148 percent157 (September 2019).
Structural liquidity over a one-year time
horizon, monitored via the net stable
funding ratio (NSFR), also stood at
Source: NBR
adequate levels at end-2019, all credit
institutions posting NSFR values above
one for both the aggregate and leu components. Vulnerabilities associated with the
EUR component were lower than in 2018.
net cash outflows
stock of liquid assets
LCR (rhs)

Chart 4.8
LCR in 2019

The liquidity stress test carried out based on the data reported at end-2019
shows that credit institutions maintained a good capacity to withstand adverse
developments via the normal conduct of money market refinancing operations.
According to the tests made, the identified vulnerabilities, where in place, affect a
small number of (small-sized) banks, while the volumes of potential liquidity deficits
are relatively low.
Solvency indicators are also adequate, standing higher than the prudential regulatory
ratios. At end-2019, the total capital ratio reached 20 percent, while the Tier 1 capital
ratio stood at 18 percent158, the values of these indicators being slightly higher
than the EU average159. Macroprudential measures concerning capital buffers
(systemic risk buffer, capital conservation buffer, O-SII buffer) did not hinder the
banking sector’s capacity to support lending and consolidated the capital position
of banks. The composition of regulatory risk capital requirements points to the low
level of development of credit institutions’ trading portfolio, the credit risk capital
requirements accounting for approximately 82 percent of total risk-weighted assets,
ahead of requirements for operational risk (14 percent) and market risk (4 percent).
Moreover, solvency stress test results confirm banks’ capacity to withstand adverse
developments. The NBR conducts regularly stress tests of credit institutions’ capital
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Solvency indicators reflect the ratios at individual level recorded before establishing the profit destination for 2019.
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adequacy, which assess the effects of two macroeconomic scenarios (a baseline
scenario and an adverse scenario) developed within the NBR. The methodology
applied is based on the methodology developed for the 2018 EU-wide stress test
coordinated by the EBA, adjusted to correspond to a top-down approach and the data
available for the central bank. The stress test covered all credit institutions, Romanian
legal entities, and was based on the financial and prudential statements available
as at December 2018. Stress tests are primarily conducted to capture the main
risk factors at the banking sector level, the results being supportive of prudential
supervisory activities.
The latest solvency stress test of credit institutions covers a three-year horizon
(2019 Q1 – 2021 Q4). The baseline scenario assumes a favourable evolution
of macroeconomic variables and, according to it, the Romanian banking sector’s
solvency remains adequate, the total capital ratio being estimated to increase
gradually to 23.5 percent at the end of the forecast horizon.
The assumptions of the adverse scenario include the economy’s fall into recession
starting in 2019, the sharpest decline, i.e. -4.1 percent, being expected in 2020. In this
case, the total capital ratio would see a gradual decrease of 2.2 percentage points
over the forecast horizon, i.e. from 20.7 percent in 2018 to 18.5 percent at end-2021,
which is a level higher than the binding prudential capital requirements. The results
are determined by the significant improvements in banks’ capacity to make operating
profit and in their financial and prudential statements in the course of 2018. A major
driver of the improvement in profit-making capacity is the change in the funding
structure over the past years, due to the replacement of a large share of liabilities
consisting in foreign funds with domestic deposits, which contributed to the rise in
net interest margins.
The leverage ratio confirms the lending potential of banks, this indicator remaining
significantly above the prudential minimum requirement of 3 percent (9.1 percent,
December 2019, based on the fully phased-in definition).
Asset quality improved in 2019
(Chart 4.9). The favourable
macroeconomic environment, together
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non-performing loans saw the smallest post-2014 contraction, i.e. lei -1.6 billion,
whereas total write-offs grew marginally (lei 0.6 billion) during the same year.
The restructured loans ratio, incorporating a sizeable component of non-performing
loans, dropped to 2.5 percent, but stays in the intermediate risk bucket according
to EBA. At the same time, non-performing loan coverage by provisions increased to
60.6 percent at end-2019, standing significantly above the EU average (44.6 percent).
At end-2019, the Romanian banking
sector recorded a net profit of
60
6
lei 6.4 billion160 (Chart 4.10), primarily
40
4
on account of the resumption in
20
2
operating profit growth and the further
low level, albeit on a rise, recorded
0
0
by net expected credit losses. The
-20
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net financial result was affected by
-40
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an event related to the method used
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by savings and loan banks to allocate
the state subsidy161, which caused
net profit/loss
the significant hike in provisions
ROE (rhs)
for litigation costs, as well as by the
Source: NBR
expenditure with the tax on net
financial assets. The main profitability
indicators , i.e. return on assets – ROA (1.4 percent) and return on equity – ROE
(12.3 percent), remained high, but their multi-annual averages (0.5 percent and
4.8 percent respectively)162 place the Romanian banking sector on the 11th and
7th position respectively among EU countries.
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The aggregate contribution of large banks163 (87.6 percent) to the financial result
exceeded their market share (76.7 percent), while their share in total net assets of
loss-making banks (2.6 percent) continued to hover around a 12-year historical low.
Net interest income is the main component of operating income (66 percent), posting
an increasing share as compared to the 2014-2019 median, due to the more sustained
dynamics in the past two years. Their prevailing position strengthened despite the
slowdown in their annual growth rate in 2019. The adjustment in the favourable
dynamics of interest income was driven by the slower rise in lending in domestic
currency and the further decline in the average interest rate on outstanding
leu-denominated loans (price effect). The dynamics of funding costs have remained
in positive territory since the beginning of 2018, after the decreases seen in the period
from 2013 to 2017, being influenced by the hike in interest rates on deposits in lei
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Data as at December 2019 are not audited.
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The Decision of the High Court of Cassation and Justice in the dispute between the Court of Accounts and savings and loan
banks prompted the set-up of sizeable provisions for litigations or credit risk (https://www.bcr.ro/content/dam/ro/bcr/
www_bcr_ro/Investitori/Rapoarte-financiare/2019/Situatii_financiare_la_30_iunie_2019.pdf ).
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According to ECB’s Consolidated Banking Data for 2008-2018. Greece and Croatia were excluded due to the incomplete data
series.
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Large banks have net assets that account for over 5 percent of total bank assets.
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and the rise in the volume of deposits. The concentration of positive financial results
in large banks is also due to the lower level of funding costs. These banks account for
60.4 percent of interest expenses, which is a substantially lower share in relation to
their market share.
Net fee and commission income posted uneven developments, with marginal
increases solely during 2019 H2, and remained the second largest component of
operating income, but with a declining share (18 percent). The breakdown shows
that payment services fee income made up one third of total (the volumes of main
operations being on the rise), followed by clearing and settlement income164. Large
banks account for 85.6 percent of net fee and commission income, proving the
existence of a size asymmetry among credit institutions, which may be a consequence
of the differentiated capacity to provide fee and commission-based services.
Net exchange rate differences continued to rank third as a share in total operating
income (8.4 percent), despite their volatile dynamics.
Operating expenses stuck to an upward trend amid the increase in staff costs
(following the positive change in average net wage in this sector). Their share
(47.2 percent) remained the largest in the structure of operating costs. Other
administrative expenses (38.5 percent of total) reported an increase at year-end, also
due to the recognition of the tax on bank assets. The share of depreciation expenses
went up (13.8 percent of total). 73 percent of operating expenses are concentrated in
large banks, this level standing below their market share.
The analysis of operational efficiency in terms of the cost-to-income ratio at year-end
(54.4 percent) shows that the national banking sector is in the medium risk bucket
according to the EBA’s prudential limits of 50-60 percent and below the EU average
(58.7 percent165). The sector continues to include, however, medium- and small-sized
banks with poor operating profitability (cost-to-income ratio above 60 percent),
as well as banks that report operating losses (with a cumulative market share of
4.2 percent). The insufficient operational efficiency of these banks, amid the persistent
asymmetry of the profit-making capacity by bank size, occasionally enhanced by the
risk cost above the sector’s average, is supportive of further consolidation, the success
of which also depends on the existence of adequate governance.
Starting with 2019 Q2, operating profitability resumed its positive dynamics seen
since the beginning of 2018, under the impact of the faster, albeit on the decline,
growth pace of operating income than that of operating expenses. The net operating
result was influenced by an event166 that entailed the significant rise in provisions or
reversal of provisions, ascribed to the subcategory of provisions for litigation costs.
Relative to average assets, the share of provisions or reversal of provisions remained
low (0.2 percent).
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According to ECB’s Consolidated Banking Data for 2008-2018. Croatia was excluded due to the incomplete data series.
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The Decision of the High Court of Cassation and Justice in the dispute between the Court of Accounts and savings and loan
banks prompted the set-up of sizeable provisions for litigations or credit risk (https://www.bcr.ro/content/dam/ro/
bcr/www_bcr_ro/Investitori/Rapoarte-financiare/2019/Situatii_financiare_la_30_iunie_2019.pdf ).
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Net expected credit losses remained at a historical low level (0.2 percent of average
assets) and slightly eroded operating profitability. In the medium term, however, their
current level could prove unsustainable, as default rates might return to levels closer
to their average. Large banks account for 81 percent of these expenses.
Challenges to the profitability of the national banking sector are linked to a possible
convergence of the current risk cost towards the historical levels. The legislative
initiatives on consumer protection and the introduction of the tax on bank assets
via Government Emergency Ordinance No. 114/2018 enhanced banks’ negative
perception of the risk associated with legislative uncertainty in the banking and
financial field. An aspect that will have a positive impact on profitability is the removal
of the tax on bank assets starting in 2020, according to Government Emergency
Ordinance No. 1/2020.

2.3. Non-bank financial sector
In 2019, the NBFI sector saw a 12 percent rise in the volume of corporate and
household credit, the largest increases being recorded by foreign currency loans to
non-financial corporations (14 percent, annual growth rate) and leu-denominated
loans to households (12 percent). The developments seen in 2019 indicate possible
increases in this sector’s vulnerability. First, the total volume of loans to households
came close to the 2008 high. However, unlike that period, the composition of
the credit flow shows the prevalence of loans in domestic currency (91 percent
versus 49 percent in 2008). Similarly, loans to non-financial corporations neared
the 2008 high, whereas credit in lei to this sector is four times higher than in 2008.
Second, the NPL ratio saw a worsening in certain segments. The most affected
portfolio is that of consumer credit to households. In this case, the NPL ratio stood
at 8.1 percent at end-2019, up by 1.3 percentage points from 2018. Unlike this
segment, the portfolio of loans to non-financial corporations witnessed no significant
developments (NPL ratio was 2.4 percent, down 0.3 percentage points from a year ago).
The insurance sector, the component holding the lowest share in the financial system
(4 percent) posted a favourable evolution. January through September 2019, gross
written premiums of insurance companies amounted to lei 8.13 billion, up by around
9 percent from the reading reported in the same year-ago period. It is noteworthy
the slight consolidation of life insurance (5 percent rise in the volume of gross written
premiums year on year), although this sector continues to focus on non-life insurance
(80 percent of total gross written premiums).
Private pension funds (Pillars II and III) saw a significant increase in net assets in 2019,
i.e. approximately 30 percent, to lei 64.5 billion (of which about lei 62 billion for
Pillar II). This is due to higher contributions amid the rise in contributors’ income, the
growth in their number having a marginal effect (up 3.1 percent). The sector shows a
notable degree of concentration, the three largest private pension funds making up
around 71 percent of total net assets.
As for investment funds, the favourable developments were chiefly ascribable to
closed-end investment funds (+20.3 percent in 2019), the open-end investment funds
NATIONAL BANK OF ROMANIA
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posting slower dynamics (9.4 percent). As for the type of investment, equity funds
were the most dynamic (up 20.9 percent), the other categories reporting
increases of approximately 10 percent. Net issues remained positive during 2019,
redemptions being made only in the case of closed-end equity funds and open-end
mixed funds.

2.4. Financial markets
In the first part of 2019, the trade row between the US and China caused a slowdown
in economic activity in both US and Europe. Furthermore, the extension of Brexit
deadline gave rise to uncertainties, increasing the risk of a disorderly withdrawal of
the United Kingdom from the European Union.
Table 4.1. Dashboard of Romania’s financial market volatility in the 2017-2019 period
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Note: Money market (3M ROBOR), forex market (EUR/RON), government bond market (yields on 5Y government bonds), stock market (BET Index);
for each representative indicator, conditional (GARCH) volatility was estimated and thresholds based on the empirical distribution of results
were calculated.
Source: Bloomberg, NBR calculations

On the domestic front, the impact of promulgating GEO No. 114/2018 had adverse
consequences on capital markets, causing plunges in stock market indices.
These developments also had an impact on government bond yields and on the
EUR/RON exchange rate. The first quarter of the year was marked by high volatility.
The changes brought at end-March to the tax on bank assets via GEO No. 19/2019
led to the decrease in government bond yields in the second quarter and to a rise in
the BET index, while the leu exchange rate stabilised. The exchange rate saw a sharp
decline at the beginning of June, the exchange rates of the other currencies in the
region posting similar developments, amid the Fed’s and the ECB’s announcements
of easing the monetary policy stance. Due to the emergence of a persistent liquidity
surplus and the accommodative stance of the ECB’s and the Fed’s monetary policies,
government bond yields and interbank rates remained on a downward trend in
2019 Q3. In the fourth quarter, the capital markets in the US were helped by the Fed’s
accommodative policy and the signing of the “Phase One” trade agreement between
the US and China. European markets also painted a bright picture, due to the
parliamentary elections in the United Kingdom. Despite the positive developments
worldwide, the leu weakened versus the euro as a result of worsening twin deficits
and investors’ expectations of fiscal policy conduct. Nevertheless, capital markets
ended the year with the best performance of the last ten years, the BET index
advancing by 35 percent in year-on-year comparison.
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3. Instruments supportive of prudential supervision and
financial stability
3.1. Central Credit Register (CCR)
The Central Credit Register (CCR) conducts its activity in compliance with NBR
Regulation No. 2/2012 on the organisation and functioning of the Central Credit
Register operated by the National Bank of Romania, as subsequently amended.
Pursuant to the provisions of this Regulation, the reporting institutions to the CCR
are credit institutions, non-bank financial institutions enlisted in the Special Register
opened at the NBR, electronic money institutions and payment institutions with
significant lending activity. At end-2019, 99 reporting institutions, of which 34 credit
institutions, 64 NBFIs (as compared with 34 credit institutions and 65 NBFIs at
end-2018) and one payment institution reported to the CCR.
The NBFIs and the payment institution hold relatively small shares of the indicators
reported to the CCR: number of borrowers – 11.60 percent; number of loans and
commitments – 12.03 percent; total amounts due – 8.16 percent; overdue amounts –
5.59 percent. These shares are similar to those recorded in December 2018.
In 2019, the number of CCR database queries rose to reach 2.1 million queries
(as compared with 1.8 million in 2018), of which 56.1 percent with the consent of
potential borrowers. The queries concerned and returned data on overall risk, loans
and overdue amounts of borrowers.
The developments in main indicators used by the CCR are presented in Tables 4.2
and 4.3.
31 December 2018

percentage change
Dec. 2019/Dec. 2018

Number of borrowers (thou.)

1,292

1,415

9.5

Individuals

1,191

1,304

9.5

Legal entities

101

111

9.9

Number of borrowers with
overdue loans (thou.)

178

180

1.1

2,309

2,478

7.3

242

244

0.8

Number of loans and
commitments (thou.)
Number of overdue loans (thou.)

Table 4.2
Main indicators used by the CCR –
credit institutions

31 December 2019

Total amounts due (lei mill.)

323,513

351,103

8.5

Individuals

123,633

134,423

8.7

Legal entities

199,933

216,680

8.4

19,321

19,028

-1.5

Overdue amounts (lei mill.)
Source: CCR

For credit institutions, overdue amounts decreased against 2018, i.e. by 1.5 percent
(Table 4.2), whereas amounts due increased markedly by 8.5 percent, which caused
the share of overdue amounts in total amounts due to go down to 5.4 percent. At the
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same time, marginal increases were reported for the numbers of overdue loans and
borrowers with overdue amounts (0.8 percent and 1.1 percent respectively).
Individuals accounted for 92.16 percent of total borrowers in the CCR database as at
31 December 2019. The share of loans to individuals in total amount due rose slightly
from end-2018 to reach 38.29 percent. The currency breakdown of loans to individuals
was as follows: 73.1 percent were denominated in lei, 24.1 percent in euro, 2.7 percent
in Swiss francs and 0.1 percent in US dollars. The share of leu-denominated loans
moved ahead from a year ago, to the detriment of loans denominated in euro.
Most indicators monitored for NBFIs and the payment institution saw increases
versus 2018 (Table 4.3), i.e. the number of borrowers in the CCR database by
14.8 percent, the number of loans and commitments by 11.1 percent and the number
of overdue loans by 7.7 percent. Overdue amounts decreased by 10.9 percent in the
same period. The share of overdue amount in total amount due was 3.6 percent,
down from a year ago.

Number of borrowers (thou.)

31 December 2019

percentage change
Dec. 2019/Dec. 2018

155

178

14.8

Individuals

75

86

14.7

Legal entities

80

92

15.0

Number of borrowers with
overdue loans (thou.)

21

23

9.5

305

339

11.1

Number of loans and
commitments (thou.)
Number of overdue loans (thou.)
Total amounts due (lei mill.)
Table 4.3
Main indicators used by the CCR
– non-bank financial institutions
and payment institutions

31 December 2018

Individuals
Legal entities
Overdue amounts (lei mill.)

39

42

7.7

27,907

31,176

11.7

3,312

3,713

12.1

24,595

27,463

11.7

1,265

1,127

-10.9

Source: CCR

In the case of NBFIs and the payment institution, the composition of borrowers is
different from that corresponding to credit institutions, as legal entities hold the
larger share (51.69 percent at end-2019).
During 2019, reporting institutions reported more groups of connected clients from a
year ago, so that the CCR database comprised 1,215,058 groups at 31 December 2019.
Unlike the previous year, when the reporting institutions reported information about
11 borrowers who committed card frauds, in 2019, the reporting institutions reported
information about 179 borrowers who committed card frauds, the value of the fraud
totalling about lei 501 thousand.
In 2019, 423 petitioners requested information about the data reported to the CCR in
their own name, compared to 663 petitioners in 2018.
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3.2. Payment Incidents Register (PIR)
The Payment Incidents Register conducts its activity in compliance with NBR
Regulation No. 1/2012 on the organisation and functioning of the Payment Incidents
Register operated by the National Bank of Romania. According to the PIR database,
in 2019, the numbers of payment incidents dropped, while that of account holders
who generated payment incidents and rejected amounts increased. The average
rejected amount rose to lei 61 thousand as compared to lei 34 thousand in 2018.
Compared to 2018, the number of
fraudulent account holders reported
with payment incidents grew by
8
400
3.8 percent to reach 10,888 in 2019,
6
300
while the number of payment incidents
decreased by 4.1 percent to 53,581.
4
200
Moreover, the average number of
2
100
incidents perpetrated by one account
holder was lower, while the number
0
0
of account holders with suspended
cheque-writing privileges went down
payment incidents
by 8.3 percent (from 422 in 2018
fraudulent account holders
rejected amounts (rhs)
to 387 in 2019). In the year under
Source: PIR
review, 104 individuals who caused
payment incidents (related mostly
to promissory notes) were reported to the PIR, as compared with 111 in 2018.
The value of rejected amounts added 70.9 percent to lei 3,275 million in 2019,
versus lei 1,916 million in 2018 (Chart 4.11). The rise in the rejected amount in
March 2019 was due to the reporting to the PIR of a payment incident related to
a promissory note showing a mismatch between the value in letters and that in
figures. According to Law No. 58/1934 on the bill of exchange and promissory note,
as amended by Law No. 83/1994, in the settlement, credit institutions should take
into account the value in letters, which was much higher than the value in figures
in the aforementioned case and eventually led to the rise in the rejected amount.
The concentration of payment incidents reported by reporting institutions reveals
that, in the year under review, 15 credit institutions accounted for 96.2 percent of the
total number of payment incidents and 98.4 percent of the total rejected amounts.
The most frequent reason for refusal was the complete or partial lack of funds
(59.10 percent of total reasons for rejection), on a rise from 2018, when the share was
59.05 percent.

Chart 4.11
Main indicators of payment
incidents, 2011-2019
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Over the reported period, credit institutions expressed interest in the PIR database
information, sending 7.6 million queries (up 5.3 percent from 2018), in their own
name or in their customers’ name. The answers to these queries provide information
about the account holders, to check whether any payment incidents were committed
in their own name.
In 2019, 40 petitioners requested information about the data reported to the PIR in
their own name, compared to 42 petitioners in 2018.
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Chapter 5
Licensing and regulation
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1. Licensing and notification of financial institutions
Authorisation of credit institutions
The National Bank of Romania’s prerogative powers in relation to the authorisation
of credit institutions are set out in Government Emergency Ordinance No. 99/2006
on credit institutions and capital adequacy, as amended and supplemented by
Law No. 227/2007, as subsequently amended and supplemented. In 2019, the NBR
granted no authorisation to any credit institution.
In the course of 2019, the branch in Romania of a credit institution based in another
EU Member State was registered with the Credit Institutions Register: Bank of China
(Hungary) Close LTD Budapest – Bucharest Branch.
Concurrently, the following entities were erased from the Credit Institutions Register:
Banca Cooperatistă Măgura Buteni and Banca Cooperatistă Begacoop Timișoara, as
a result of the merger through absorption with Banca Cooperatistă Mureșul Arad,
and two branches in Romania of credit institutions based in other EU Member
States, i.e. Bank of Cyprus Public Company Limited Nicosia – Romanian Branch and
BNP Paribas Fortis SA/NV Brussels – Bucharest Branch.

Authorisation of payment institutions
By virtue of its powers in the area of regulation, authorisation and prudential
supervision of payment institutions under Government Emergency Ordinance
No. 113/2009 on payment services, as approved and amended by Law No. 197/2010,
as subsequently amended and supplemented167, and NBR Regulation No. 21/2009 on
payment institutions, as further amended and supplemented168, in 2019, the National
Bank of Romania authorised and entered Transfer Rapid Electronic S.R.L., a payment
institution, in the Payment Institutions Register. Moreover, the NBR entered six agents
of Smith & Smith S.R.L., a payment institution, as well as one agent for each of the
following payment institutions: Westaco S.R.L., Speed Transfer Financiar S.R.L., and
Transfer Rapid Electronic S.R.L., in the Payment Institutions Register.
At the same time, two applications for authorisation as a payment institution were
submitted to the NBR in 2019, one of which being subsequently withdrawn during
the authorisation process, given the latter’s request to remedy the deficiencies
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It was repealed in December 2019, as a result of the entry into effect of Law No. 209/2019 on payment services and on
amending some legal acts.
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It was repealed in December 2019, as a result of the entry into effect of NBR Regulation No. 4/2019 on payment institutions
and account information service providers.
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identified regarding the documentation it had received, while the second application
was still under examination at end-2019.

Authorisation of electronic money institutions
The NBR’s prerogatives in the area of authorisation of electronic money institutions
are set out in Law No. 210/2019 on the issue of electronic money and NBR Regulation
No. 5/2019 on electronic money institutions169. In 2019, the NBR granted no
authorisation to any electronic money institution.

Notification of non-bank financial institutions
In 2019, the notification and registration of the newly-established non-bank financial
institutions carried on. In compliance with Law No. 93/2009 on non-bank financial
institutions, as subsequently amended and supplemented, the notification and
registration procedure was carried out to enter 11 NBFIs in the General Register,
6 other such institutions in the Special Register and 90 entities in the Entry Register.
In addition, 12 NBFIs were erased from the General Register, 9 NBFIs from the Special
Register and 91 NBFIs from the Entry Register.

2. Regulatory framework for credit institutions
In 2019, the main progress in the regulatory framework applicable to credit
institutions resulted from the issue of:
▪▪ NBR Order No. 2/2019 amending and supplementing NBR Order No. 8/2018 on
the systemic risk buffer, prepared based on the Recommendation of the National
Committee for Macroprudential Oversight No. 9/2017 on the systemic risk buffer
in Romania, as well as on the Recommendation of the National Committee for
Macroprudential Oversight No. R/7/2018 on the systemic risk buffer in Romania
so as to reflect in the methodology the status of the loans taken over following
mergers/business combinations, in correlation with their economic contents and
the credit institution’s accounting records;
▪▪ NBR Order No. 10/2019 on the buffer for credit institutions authorised in Romania
and identified as other systemically important institutions (O-SIIs), prepared so as to
implement the Recommendation of the National Committee for Macroprudential
Oversight No. R/4/2019 on the capital buffer for other systemically important
institutions in Romania. Pursuant to this Order, as of 1 January 2020, Romanian O-SIIs
shall maintain an O-SII buffer, whose level is provided in the above-mentioned order
and is based on the total risk exposure amount, calculated in compliance with Article 92
para. (3) of Regulation (EU) No 575/2013 of the European Parliament and of the Council
of 26 June 2013 on prudential requirements for credit institutions and investment firms
and amending Regulation (EU) No 648/2012.
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In order to ensure convergence of prudential supervision tools and practices used
nationwide with the best European practices, the national regulatory framework
continued to incorporate the guidelines released by the European Banking Authority
(EBA) in the area of prudential banking. To this end, instructions were issued to inform
credit institutions that the specifications and details laid down in these guidelines
must be taken into account when applying the regulatory framework. Furthermore,
for those provisions in the guidelines including compliance requirements for
competent authorities, the National Bank of Romania, in its capacity as competent
authority or resolution authority, as the case may be, disclosed its decision to apply
these provisions via press releases published on its official website, thereby informing
stakeholders about complying with the provisions of the said guidelines during its
activities in its capacity as competent or resolution authority respectively.
In 2019, the National Bank of Romania analysed and incorporated in its regulatory
framework the following guidelines:
▪▪ EBA Guidelines on management of non-performing and forborne exposures
(EBA/GL/2018/06) of 31 October 2018, incorporated in the Instructions of
30 October 2019 on management of non-performing and forborne exposures;
▪▪ EBA Guidelines on specification of types of exposures to be associated with high
risk – EBA/GL/2019/01 of 17 January 2019, incorporated in the Instructions of
27 December 2019 on specification of types of exposures to be associated with
high risk;
▪▪ EBA Guidelines on disclosure of non-performing and forborne exposures –
EBA/GL/2018/10 of 17 December 2018, incorporated in the Instructions of
27 December 2019 on disclosure of non-performing and forborne exposures and
amending the Instructions of 29 December 2017 on disclosure requirements under
Part Eight of Regulation (EU) No 575/2013 on prudential requirements for credit
institutions and investment firms and amending Regulation (EU) No. 648/2012;
▪▪ EBA Recommendation on the coverage of entities in a group recovery plan –
EBA/REC/2017/02, incorporated in NBR Regulation No. 1/2019 on including entities
in the recovery plan, and in the Instructions of 12 September 2019 on including
entities in the recovery plan.

3. Legal framework for institutions within the regulatory scope
of the National Bank of Romania170
In 2019, the National Bank of Romania, in complying with its legal powers,
participated in preparing the draft legislation for the enactment in national law of
Directive (EU) 2018/843 of the European Parliament and of the Council amending
170
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No. 82/1991 – the Accounting Law (recast), as subsequently amended and supplemented.
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Directive (EU) 2015/849 on the prevention of the use of the financial system for
the purposes of money laundering or terrorist financing, and amending Directives
2009/138/EC and 2013/36/EU.
The following steps forward were taken in 2019 with regard to prudential regulation:
a) The legal framework was supplemented via:
▪▪ the adoption of Law No. 209/2019 on payment services and amending some legal
acts, which ensures the transposition into national law of Directive (EU) 2015/2366 of
the European Parliament and of the Council on payment services in the internal
market, amending Directives 2002/65/EC, 2009/110/EC and 2013/36/EU and
Regulation (EU) No. 1093/2010, and repealing Directive 2007/64/EC;
▪▪ the adoption of Law No. 210/2019 on the issuance of electronic money, which
ensures the transposition into national law of Article 111 of Directive (EU) 2015/2366,
amending some provisions of Directive 2009/110/EC on the taking up, pursuit and
prudential supervision of the business of electronic money institutions in order to
ensure the correlation with the new provisions in the field of payment services.
b) The regulatory framework was supplemented via:
▪▪ the issue of NBR Regulation No. 4/2019 on payment institutions and account
information service providers.
NBR Regulation No. 4/2019 sets out in more detail the provisions of Law No. 209/2019
on the authorisation of payment institutions and the registration of account
information service providers, as well as some prudential supervision matters
(mechanisms for protecting users’ funds, the approval/notification of changes in the
status of entities, which occurred after their authorisation/registration, own funds,
reporting requirements), for the purpose of replacing NBR Regulation No. 21/2009 on
payment institutions.
The major novelties compared to NBR Regulation No. 21/2009 refer to:
▪▪ setting the requirements for the registration of account information service providers
which, from among the payment services stipulated by law, supply solely online
services whereby they offer consolidated information about one or several payment
accounts opened by payment service users with other payment service providers;
▪▪ the continuous assessment of the adequacy of persons responsible for the conduct
and management of payment services provision and of the quality of persons with
qualifying holdings in the payment institutions;
▪▪ regulating the content of the Register of payment service providers.
NBR Regulation No. 4/2019 ensures full implementation of the EBA Guidelines on
the information to be provided for the authorisation of payment institutions and
e-money institutions and for the registration of account information service providers,
pursuant to Article 5(5) of Directive (EU) 2015/2366 – EBA/GL/2017/09, in relation
to payment institutions and account information service providers and sets the
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calculation methodology of the minimum amount of the professional indemnity
insurance or other comparable guarantee that is mandatory for the payment
institutions providing payment initiation services and account information services,
as well as for account information service providers, by reference either to the EBA
Guidelines on the criteria on how to stipulate the minimum monetary amount of the
professional indemnity insurance or other comparable guarantee under Article 5(4) of
Directive (EU) 2015/2366 – EBA/GL/2017/08;
▪▪ the issue of NBR Regulation No. 5/2019 on electronic money institutions.
NBR Regulation No. 5/2019 sets out in more detail the provisions of Law No. 210/2019
on the authorisation of electronic money institutions, as well as well as some
prudential supervision matters (mechanisms for protecting users’ funds, the approval/
notification of changes in the statement of entities, which occurred after their
authorisation/registration, own funds, reporting requirements), for the purpose of
replacing NBR Regulation No. 8/2011 on electronic money institutions.
The major novelties compared to NBR Regulation No. 8/2011 refer to matters similar
to those mentioned for the regulation in the field of payment services:
▪▪ the issue of Instructions of 30 May 2019 on the governance framework for retail
banking products and complaints in the banking and financial sector, with a view to
broadening the scope of Chapter II of the Instructions of 29 December 2016 on the
governance framework for retail banking products and complaints in the banking
and financial sector in order to include also non-bank financial institutions, Romanian
legal entities, and the branches in Romania of financial institutions having their head
office abroad, entered in the General Register.
In 2019, the following steps were taken with regard to the regulation in the field
of prevention and control of money laundering and combating the financing of
terrorism:
a) The legislative framework was enhanced through the adoption of Law No. 129/2019
on the prevention and control of money laundering and combating the financing of
terrorism, amending and supplementing certain pieces of legislation, which ensures
the transposition into national law of:
▪▪ Directive (EU) 2015/849 of the European Parliament and of the Council on the
prevention of the use of the financial system for the purposes of money laundering
or terrorist financing, amending Regulation (EU) No 648/2012 of the European
Parliament and of the Council, and repealing Directive 2005/60/EC of the European
Parliament and of the Council and Commission Directive 2006/70/EC;
▪▪ Council Directive (EU) 2016/2258 amending Directive 2011/16/EU as regards access to
anti-money-laundering information by tax authorities.
b) The regulatory framework applicable to entities falling under the supervision of the
central bank was enhanced via:
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▪▪ the issue of NBR Regulation No. 2/2019 on the prevention and control of money
laundering and combating the financing of terrorism, as a result of amendments
made by Law No. 129/2019.
Regulation No. 2/2019 replaced NBR Regulation No. 9/2008 on “know-your-customer”
rules for the prevention of money laundering and terrorist financing, for the purpose
of adjusting the regulatory framework to the requirements of Law No. 129/2019.
The Regulation includes details on making risk assessments, formulating policies and
internal regulations, “know-your-customer” rules and requirements for the use of third
parties, requirements for the adequacy of institutions’ employees and the specific risk
organisation and management framework, as well as supervisory measures.
The major novelties compared to NBR Regulation No. 9/2008 refer to:
▪▪ setting requirements for institutions on how to make and update their own money
laundering and terrorist financing risk assessments; risk assessments are made
based on a risk matrix defining the level of risk in individual and aggregate cases,
by allocating the relevant specific risk factors, weighted by their importance;
▪▪ setting forth the obligation to create a money laundering and terrorist financing
risk management framework as part of the requirements imposed on institutions to
establish the prudential risk management framework;
▪▪ the explicit setting of requirements for designating the conformity officer, a person
coordinating the implementation of internal policies and procedures for observing
the legal requirements in the field of money laundering and terrorist financing, in
order to ensure the adequate quality of such persons;
▪▪ the issue of Instructions of 13 August 2019 on the measures payment service
providers should take to detect missing or incomplete information on the payer
or the payee, and the procedures they should put in place to manage a transfer of
funds lacking the required information, in order to comply with Joint Guidelines
JC/GL/2017/16, pursuant to Article 25 of Regulation (EU) 2015/847 on the measures
payment service providers should take to detect the missing or incomplete
information about the payer or the payee and the procedures they should put in place
to manage a transfer of funds lacking the required information;
▪▪ the issue of Instructions of 13 August 2019 on simplified and enhanced customer
due diligence and the factors credit and financial institutions should consider
when assessing the money laundering and terrorist financing risk associated
with individual business relationships and occasional transactions, in order to
comply with Joint Guidelines JC/GL/2017/37, pursuant to Articles 17 and 18(4) of
Directive (EU) 2015/849 on simplified and enhanced customer due diligence and
the factors credit and financial institutions should consider when assessing the
money laundering and terrorist financing risk associated with individual business
relationships and occasional transactions.
In the field of accounting regulation, in 2019 the NBR adopted new regulations,
pursuing the following objectives:
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▪▪ to update reporting regulations so as to meet the information requirements of the
Ministry of Public Finance (NBR Orders No. 1/2013 and No. 10/2012) via the issue of
NBR Orders No. 5/2019 and No. 7/2019, with a view to ensuring a uniform reporting
system economy-wide;
▪▪ to implement NCMO Recommendation No. R/2/2019 on the strategy regarding the
implementation of the International Financial Reporting Standards (IFRS) by
non-bank financial institutions (NBFIs) as basis of accounting and for preparing
individual financial statements, following the IMF’s recommendation concerning
the non-bank financial institutions sector, by issuing NBR Order No. 8/2019, which
envisaged the gradual shift to the full implementation of IFRS as basis of accounting
and for preparing individual financial statements by the non-bank financial
institutions entered in the General Register;
▪▪ to update the FINREP reporting framework at solo level (NBR Order No. 9/2017) via
the issue of NBR Order No. 12/2019 to include the amendments made by the EBA
to the consolidated FINREP reporting framework, as approved by Regulation (EU)
No. 680/2014171 in 2019 and applicable starting with the reporting date of
30 June 2020;
▪▪ to update the regular reporting framework for financial and accounting statistical
information applicable to branches in Romania of credit institutions having their head
offices in other Member States (NBR Order No. 10/2017) via the issue of NBR Order
No. 12/2019, aiming to ensure comparability between the information reported by
the branches in Romania of credit institutions in other Member States and similar
information reported by credit institutions;
▪▪ to update the core accounting regulation applicable to credit institutions, via the
recast of NBR Order No. 27/2010 in February 2020 aimed primarily at making available
an updated text for credit institutions, by incorporating all the amendments and
supplementations made in time, to facilitate the enforcement of its provisions. The
recast of NBR Order No. 27/2010 was stipulated in Article III of NBR Order No. 10/2018,
when the latest IFRS-compliant amendments and supplementations were made to
the accounting regulations.
The National Bank of Romania, through its representatives in the EU institutions and
bodies, has played an active part, by formulating positions, in both the preparation
of EU prudential regulation strategies and the drafting of new directives, regulations,
regulatory technical standards, implementing technical standards or guidelines
within its scope of activity, as well as in their translation.
In 2019, the NBR’s representatives ensured the smooth conduct of negotiations
concerning the legislative files under debate in the context of Romania’s Presidency of
the Council of the European Union, with regard to the matters covered by the central
bank’s tasks.
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Commission Implementing Regulation (EU) No 680/2014 laying down implementing technical standards with regard to
supervisory reporting of institutions according to Regulation (EU) No 575/2013 of the European Parliament and of the
Council, as subsequently amended and supplemented.
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During the mandate, the EU negotiations on the proposals to amend Directive
2013/36/EU, Regulation (EU) No. 575/2013, Regulation (EU) 2014/806 and Directive
2014/59/EU (the Risk Reduction Measures Package) were completed, which had as
a result the issue of Directive (EU) 2019/878 of the European Parliament and of the
Council of 20 May 2019 amending Directive 2013/36/EU as regards exempted entities,
financial holding companies, mixed financial holding companies, remuneration,
supervisory measures and powers and capital conservation measures, of Regulation
EU 2019/876 of the European Parliament and of the Council of 20 May 2019
amending Regulation (EU) No 575/2013 as regards the leverage ratio, the net stable
funding ratio, requirements for own funds and eligible liabilities, counterparty
credit risk, market risk, exposures to central counterparties, exposures to collective
investment undertakings, large exposures, reporting and disclosure requirements,
and Regulation (EU) No 648/2012, of Regulation (EU) 2019/877 of the European
Parliament and of the Council of 20 May 2019 amending Regulation (EU) No 806/2014
as regards the loss-absorbing and recapitalisation capacity of credit institutions and
investment firms, as well as of Directive (EU) 2019/879 of the European Parliament
and of the Council of 20 May 2019 amending Directive 2014/59/EU as regards the
loss-absorbing and recapitalisation capacity of credit institutions and investment
firms and Directive 98/26/EC.
Moreover, during the mandate, the EU negotiations on the legislative package on
covered bonds were completed, the general political agreement on the package
being reached in February. Consequently, Directive (EU) 2019/2162 of the European
Parliament and of the Council on the issue of covered bonds and covered bond public
supervision and amending Directives 2009/65/EC and 2014/59/EU and Regulation
(EU) 2019/2160 of the European Parliament and of the Council amending Regulation
(EU) No 575/2013 as regards exposures in the form of covered bonds were published
in the Official Journal of the European Union in December 2019.
Furthermore, during the mandate, progress was also made in the file on the draft
Directive for the secondary market of non-performing loans, the European Union’s
Council position regarding the start of negotiations with the European Parliament
being approved on 27 March 2019.
In addition, the establishment of a European Deposit Insurance Scheme (EDIS)
continued to be the subject of discussions at EU level.

4. Regulatory guidelines in 2020
▪▪ to formulate proposals of legal acts in order to transpose Directive (EU) 2019/878
of the European Parliament and of the Council of 20 May 2019 amending
Directive 2013/36/EU as regards exempted entities, financial holding companies,
mixed financial holding companies, remuneration, supervisory measures, and
powers and capital conservation measures, as well as to prepare the draft legal act
in order to transpose Directive (EU) 2019/879 of the European Parliament and
of the Council of 20 May 2019 amending Directive 2014/59/EU as regards the

146

NATIONAL BANK OF ROMANIA

5. Licensing and regulation of financial institutions

loss-absorbing and recapitalisation capacity of credit institutions and investment
firms and Directive 98/26/EC;
▪▪ to formulate proposals of legal acts in order to amend the legal and regulatory
frameworks governing mortgage bonds, and to ensure the transposition of the
provisions of Directive (EU) 2019/2162 of the European Parliament and of the Council
on the issue of covered bonds and covered bond public supervision and amending
Directives 2009/65/EC and 2014/59/EU, as well as to adequately implement the
national options provided by Regulation (EU) 2019/2160 of the European Parliament
and of the Council amending Regulation (EU) No 575/2013 as regards exposures in
the form of covered bonds; to participate in the working groups of the EU Council,
the European Commission and the European Banking Authority when the said groups
address issues related to regulation and licensing;
▪▪ to analyse and include in the regulatory framework the EBA guidelines/recommendations
applicable to the competent authority and/or the institutions within the National
Bank of Romania’s regulatory scope via the issue of press releases, instructions or
regulations, as applicable, in the fields of prudential banking, payment services,
anti-money laundering and countering the financing of terrorism, deposit guarantee
and bank resolution, as well as to update the accounting and financial reporting
regulations via the issue of orders, etc.;
▪▪ to analyse EU (delegated and implementing) regulations and prepare the regulatory
framework for the appropriate implementation of their provisions into national law.

In the field of prudential regulation
▪▪ to supplement/review the regulatory framework applicable to credit institutions in
areas such as licensing, changes in their status, merger and division, establishment of
the bridge bank, corporate governance, outsourcing, risk management.

In the field of regulation of financial activities
▪▪ to participate further, in compliance with the central bank’s legal powers, in the
revision of the national regulatory framework in the field of prevention and control
of money laundering and combating the financing of terrorism, following the
amendments made by Directive (EU) 2018/843 of the European Parliament and of
the Council amending Directive (EU) 2015/849 on the prevention of the use of the
financial system for the purposes of money laundering or terrorist financing, and
amending Directives 2009/138/EC and 2013/36/EU;
▪▪ to formulate proposals concerning the review of the legal framework on non-bank
financial institutions.

In the field of accounting regulation
▪▪ to update reporting regulations so as to meet the information requirements of
the Ministry of Public Finance, with a view to ensuring a uniform reporting system
economy-wide;
▪▪ to update the core accounting regulation applicable to credit institutions so as to
include the changes in the IFRS provisions adopted across the EU, as well as the
NATIONAL BANK OF ROMANIA
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possible proposals generated by the actual application of the IFRS, as received from
credit institutions and audit firms;
▪▪ to update the accounting regulation applicable to the entities within the NBR’s
regulatory scope, other than credit institutions, with the aim of implementing the
amendments made to the national and EU accounting regulatory framework;
▪▪ to update the accounting regulations applicable to the entities within the NBR’s
regulatory scope, from the perspective of IFRS implementation as a basis of
accounting and for preparing individual financial statements by non-bank financial
institutions entered in the General Register;
▪▪ to update the regulation on the periodic financial statements of NBFIs, with a view
to correlating it with the amendments to accounting regulations applicable to the
entities within the NBR’s regulatory scope, other than credit institutions;
▪▪ to update the regulation on the FINREP reporting framework at solo level so as to
incorporate the amendments that EBA will make during 2020 to the consolidated
FINREP reporting framework, as approved by Regulation (EU) No 680/2014, and
correlate the reporting framework with the amendments that will be made in 2020 to
the accounting regulations applicable to credit institutions;
▪▪ to update the regular reporting framework for financial and accounting statistical
information applicable to branches in Romania of credit institutions having their
head offices in other Member States, aiming to ensure comparability between the
information required by this regulation and similar information reported by credit
institutions, in compliance with the FINREP reporting framework at solo level.
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Chapter 6
Prudential supervision
of financial institutions
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1. Supervision of credit institutions172
According to the mandate set forth in Government Emergency Ordinance
No. 99/2006 on credit institutions and capital adequacy, approved and amended
by Law No. 227/2007, as subsequently amended and supplemented, the National
Bank of Romania shall carry out the prudential supervision of credit institutions,
Romanian legal persons, and of their branches established in other Member
States or in third countries, both on an individual basis and on a consolidated or
sub-consolidated basis, as appropriate.
In 2019, the scope of microprudential supervision covered 27 credit institutions,
Romanian legal persons, whose aggregate net assets totalled lei 434,833.3 million at
31 December173. These included 4 credit institutions with majority domestic private
capital, 2 credit institutions with fully or majority state-owned capital, and 21 credit
institutions with majority foreign capital. Moreover, 7 branches of credit institutions
having their head offices in other EU Member States, with total assets amounting
to lei 60,464.6 million, performed banking activity on the territory of Romania, their
supervision falling within the remit of the competent authority in the home country
of the parent credit institution and/or the European Central Bank, as applicable.

1.1. Size and structure of the banking sector
At 31 December 2019, net assets in the balance sheet of the Romanian banking
sector totalled lei 495,297.9 million, up 9.8 percent year on year. The number of credit
institutions functioning in Romania remained the same throughout 2019 (Table 6.1),
and changes occurred only in terms of size or shareholding structure.
number of credit institutions, end of period
Credit institutions, Romanian legal entities, of which:
Fully or majority state-owned capital
Majority private capital, of which:
– with majority domestic capital
– with majority foreign capital

Table 6.1
Credit institutions
by ownership

NATIONAL BANK OF ROMANIA

Branches of foreign credit institutions
Total credit institutions

2018

2019

27

27

2

2

25

25

4

4

21

21

7

7

34

34

172

The analysis in this chapter was prepared based on data available before the submission of audited financial statements.
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According to financial information reported on an individual basis pursuant to the provisions of NBR Order No. 9/2017
approving the Methodological Norms on the FINREP reporting framework at solo level, in compliance with the International
Financial Reporting Standards, applicable to credit institutions for prudential purposes.
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Therefore, amid the ongoing process of acquisitions and mergers on the local banking
market, the following are worth noting:
▪▪ in July 2019, First Bank S.A. acquired a direct qualifying holding of 99.9335 percent in
Bank Leumi România S.A. Subsequently, the National Bank of Romania authorised
the merger by absorption between Bank Leumi România S.A. and First Bank S.A.
(February 2020). The merger between the two credit institutions was completed
at 30 April 2020;
▪▪ in October 2019, Raiffeisen Banca pentru Locuințe S.A. changed its name to
Aedificium Banca pentru Locuințe S.A., and Raiffeisen Bank România S.A. became
the main shareholder of this bank;
▪▪ in November 2019, the former name of Marfin Bank S.A. was officially changed to
Vista Bank S.A., following its acquisition in 2018 by the Cypriot company Barniveld
Enterprises Limited;
▪▪ in October 2019, Bank of China (Hungary) Close LTD Budapesta – Bucharest Branch
was set up, and it will begin to operate as of September 2020;
▪▪ in January 2020, the acquisition by Eximbank S.A. of the majority shareholding
in Banca Românească S.A., member of the National Bank of Greece Group,
i.e. a 99.28 percent stake in its share capital, was completed.
Amid these changes, the market share in terms of net assets owned by credit
institutions with majority domestic private capital widened from 16.9 percent at
31 December 2018 to 18.2 percent at end-2019 (Table 6.2). At the same time, the
market share of credit institutions with majority foreign capital (excluding branches
of foreign credit institutions) narrowed almost to the same extent, from 63.6 percent
to 61.4 percent.
end of period
Net assets
2018
Credit institutions with domestic capital, of which:

lei mill.

%

lei mill.

%

112,892.7

25.0

130,492.4

26.4

– with majority state-owned capital

36,548.7

8.1

40,648.7

8.2

– with majority private capital

76,344.0

16.9

89,843.7

18.2

Credit institutions with majority foreign capital

287,044.8

63.6

304,340.9

61.4

I. Credit institutions, Romanian legal entities

399,937.5

88.6

434,833.3

87.8

II. Branches of foreign credit institutions

Table 6.2
Market share of
credit institutions

2019

51,232.2

11.4

60,464.6

12.2

Total credit institutions with majority private capital,
including branches of foreign credit institutions

414,621.0

91.9

454,649.2

91.8

Total credit institutions with majority foreign capital,
including branches of foreign credit institutions

338,277.0

75.0

364,805.5

73.6

Total credit institutions (I+II)

451,169.7

100.0

495,297.9

100.0

The changes in the shareholding structure of credit institutions also reflected in their
market share in terms of capital, which adjusted accordingly (Table 6.3). The share of
credit institutions with majority foreign capital in aggregate capital of the banking
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sector (excluding branches of foreign credit institutions) dropped from 66.9 percent at
31 December 2018 to 65.2 percent at 31 December 2019.
end of period
Share/endowment capital
2018
lei mill.
Credit institutions with domestic capital, of which:

lei mill.

%

8,439.7

31.3

9,785.0

33.2

– with majority state-owned capital

3,261.2

12.1

4,201.2

14.3

– with majority private capital

5,178.5

19.2

5,583.8

18.9

Credit institutions with majority foreign capital

18,012.9

66.9

19,236.9

65.2

I. Credit institutions, Romanian legal entities

26,452.6

98.2

29,021.9

98.4

472.7

1.8

476.4

1.6

23,664.1

87.9

25,297.1

85.7

II. Branches of foreign credit institutions
Total credit institutions with majority private capital,
including branches of foreign credit institutions
Table 6.3
Credit institutions as a share
in aggregate capital

2019
%

Total credit institutions with majority foreign capital,
including branches of foreign credit institutions

18,485.6

68.7

19,713.3

66.8

Total credit institutions (I+II)

26,925.3

100.0

29,498.3

100.0

Looking at the concentration of banking activity, the share of credit institutions with
a market share of less than 1 percent slightly narrowed (by 0.2 percentage points,
from 6.1 percent at 31 December 2018 to 5.9 percent at end-2019), whereas the
segments of banks with a market share above 5 percent and banks with a market
share between 1 and 5 percent widened by 0.1 percentage points each, from
76.6 percent at 31 December 2018 to 76.7 percent at end-2019, and from 17.3 percent
to 17.4 percent, respectively.
The territorial network of credit institutions continued to shrink in 2019 as well, with
323 branches and agencies ceasing operations, while the number of banking sector
employees declined by 631 persons.
A number of 309 institutions intend to provide banking services directly on the
territory of Romania, according to the notifications received by the National Bank
of Romania from competent supervisory authorities in other EU Member States up
to 13 March 2020.

1.2. Performance of the banking sector
Prudential indicators generally recorded positive developments throughout 2019,
and their levels are deemed adequate in terms of regulatory requirements. Solvency
indicators show that capitalisation remained close to the level recorded at end-2018.
Liquidity of the banking sector, determined according to the liquidity coverage
requirement (LCR), further stood above the double of regulatory requirement,
whereas non-performing loans continued to decline.
Moreover, the banking system remained profitable, albeit the financial result was
weaker than that in the year before, given that approximately 68 percent of credit
institutions reported positive financial results at 31 December 2019 against 74 percent
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at end-2018. The introduction of the tax on bank assets had the effect, for some credit
institutions, of a negative adjustment of operational profits.
Recording positive performances, fulfilling prudential requirements and preserving
the adequate levels of indicators contribute to the proper functioning of the banking
system in the current period, marked by the fallout from the COVID-19 pandemic.
Monitoring of own fund requirements. Capital adequacy
In line with the prudential framework in effect at EU level, directly applicable at
national level, credit institutions shall at all times meet the following minimum own
funds requirements174: 8 percent for total capital ratio, 6 percent for Tier 1 capital ratio
and 4.5 percent for Common Equity Tier 1 capital ratio.
These general prudential requirements are supplemented by individual measures
that the National Bank of Romania, as competent authority, may establish under the
supervisory review and evaluation process (SREP), as well as by requirements for
capital buffers. The capital conservation buffer, consisting of Common Equity Tier 1
capital, was gradually implemented in equal increments of 0.625 percent per annum
in the period from 1 January 2016 to 1 January 2019, to 2.5 percent of the total risk
exposure amount for all credit institutions, Romanian legal entities, starting with
1 January 2019.
In Romania, the countercyclical capital buffer is further set at 0 (zero) percent as of
1 January 2016175.
Furthermore, credit institutions, Romanian legal entities, shall maintain the systemic
risk buffer of 0 (zero) percent, 1 percent or 2 percent, depending on the annual
averages of NPL ratio and NPL coverage by provisions. When a credit institution, at
individual or sub-consolidated level, is subject to a systemic risk buffer and an O-SII
buffer, the buffer with the higher value of the two shall be applied.
While the above-mentioned buffers target all credit institutions authorised by the
National Bank of Romania, the requirement for the O-SII buffer applies only to those
institutions identified at national level as “other systemically important institutions”
(O-SIIs), pursuant to Article 269 para. (1) of NBR Regulation No. 5/2013 on prudential
requirements for credit institutions, as subsequently amended and supplemented.
For 2019, the O-SII buffer was set at 1 percent, 1.5 percent or 2 percent of the total
risk exposure amount for credit institutions identified as O-SIIs in accordance with the
results of the assessment of 2018 H1 data176, namely: Banca Transilvania S.A., Banca
Comercială Română S.A., Raiffeisen Bank S.A., OTP Bank S.A., UniCredit Bank S.A.,
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In line with Article 92 of Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on
prudential requirements for credit institutions and investment firms and amending Regulation (EU) No 648/2012.

175

Pursuant to NBR Order No. 12/2015 on the capital conservation buffer and the countercyclical capital buffer.

176

NBR Order No. 9/2018 on the buffer for credit institutions authorised in Romania and identified by the National Bank of
Romania as other systemically important institutions (O-SIIs).

NATIONAL BANK OF ROMANIA

6. Prudential supervision of financial institutions

BRD – Groupe Société Générale S.A., CEC Bank S.A., Alpha Bank România S.A. and
Garanti Bank S.A..
As of 1 January 2020, credit institutions authorised in Romania and identified as other
systemically important institutions (O-SIIs) based on the data as at 31 December
2018177 maintain an O-SII buffer of 1 percent or 2 percent, at consolidated level
for Banca Comercială Română S.A., Raiffeisen Bank S.A., OTP Bank S.A., Banca
Transilvania S.A., UniCredit Bank S.A. and BRD – Groupe Société Générale S.A., and
at individual level for CEC Bank S.A., Alpha Bank România S.A. and Garanti Bank S.A..
Given the current context of the COVID-19 crisis, the National Bank of Romania
decided to allow credit institutions to temporarily make use of the capital buffers built
up previously, while observing the requirements specified by the legal framework for
this flexibility.
Throughout 2019, credit institutions posted adequate values for capital ratios, namely
the total capital ratio, Tier 1 capital ratio and Common Equity Tier 1 capital ratio.
Across the banking system, total capital ratio decreased slightly, from 20.7 percent
in December 2018 to 20.0 percent at end-2019 (Table 6.4), as a result of the total risk
exposure amount rising at a faster pace than total own funds. Thus, at end-2019,
total own funds of credit institutions, Romanian legal entities, amounted to
lei 47,230 million, up 6.1 percent versus end-2018, whereas the total risk exposure
amount increased by 9.9 percent, totalling lei 236,182.4 million.
The breakdown shows that Tier 1 capital and implicitly Common Equity Tier 1 capital
further hold the prevailing share in total own funds, accounting for approximately
90 percent.
Tier 1 capital ratio and Common Equity Tier 1 capital ratio exceeded the required
thresholds of 6 percent and 4.5 percent, respectively. On 31 December 2019, Tier 1
capital ratio was 18 percent, whereas Common Equity Tier 1 capital ratio stood at
17.9 percent.
At end-2019, Tier 1 capital and Common Equity Tier 1 capital posted increases year
on year, by 6.4 percent and 5.8 percent, respectively (from lei 40,058.5 million at
31 December 2018 to lei 42,608.7 million at end-2019 for Tier 1 capital, and from
lei 40,058.5 million to lei 42,370.1 million for CET1 capital).
As of 28 June 2021, the requirement regarding the calibration of the leverage ratio
at minimum 3 percent will enter into force, according to Regulation (EU) 2019/876
amending Regulation (EU) No 575/2013.
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NBR Order No. 10/2019 on the buffer for credit institutions authorised in Romania and identified by the National Bank of
Romania as other systemically important institutions (O-SIIs).
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percent
Indicators

2018

2019

Capital adequacy
Total capital ratio (the former solvency ratio)

20.7

20.0

Tier 1 capital ratio

18.6

18.0

Common Equity Tier 1 capital ratio

18.6

17.9

9.3

9.2

Leverage ratio
Asset quality
Loans to customers (gross) / Total assets (gross)

56.4

55.1

Interbank loans and investments (gross) / Total assets (gross)

15.4

16.0

Impaired loans to non-bank customers (net) / Total loans to customers (net)

2.0

1.7

Impaired loans to non-bank customers (net) / Total assets (net)

1.1

0.9

Impaired loans to non-bank customers (net) / Total liabilities

1.2

1.0

Non-performing loan ratio (EBA definition)

5.0

4.1

1

Profitability
ROA (Net income / Total assets, average)

1.6

1.4

ROE (Net income / Total equity, average)

14.6

12.3

38.9

43.8

– MB ≤ 1 month

1.8

1.7

– 1 month < MB ≤ 3 months

6.4

5.9

– 3 months < MB ≤ 6 months

11.4

11.7

– 6 months < MB ≤ 12 months

11.1

12.9

9.8

9.9

Liquidity
Immediate liquidity
Liquidity ratio2 (effective liquidity / required liquidity):

– 12 months < MB

Table 6.4
Key indicators of the
banking system

(1) Pursuant to the EBA definition, implemented at national level by NBR Order No. 6/2014, non-performing exposures are
those that satisfy either of the following criteria: (i) material exposures which are more than 90 days past-due; (ii) the debtor
is assessed as unlikely to pay its credit obligations in full without realisation of collateral, regardless of the existence of any
past-due amount or of the number of days past due. In June 2015, the methodological notes on the FINREP framework
at solo level were amended so as to include cash balances with the central bank and other demand deposits with credit
institutions in the non-performing exposure report.
(2) The liquidity ratio is expressed in units.

At 31 December 2019, the leverage ratio for credit institutions in Romania was
9.2 percent according to the transitional definition, and 9.1 percent according to the
fully phased-in one, standing very close to the level reported in December 2018
(9.3 percent according to both definitions; Table 6.4).
Monitoring of asset quality
Bank asset quality further improved in 2019, the key indicators showing values
outside the high-risk ranges, according to EBA-defined thresholds. The downward
trend of the non-performing loan ratio and of the restructured loans ratio highlights
banks’ further efforts to ensure a proper loan portfolio quality. At the same time, in
order to support the progresses achieved in resolving non-performing loans, the
central bank continued to use a specific macroprudential instrument, namely the
systemic risk buffer, whose level is set depending on the values of the NPL ratio and
the coverage ratio.
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The non-performing loan ratio fell to 4.1 percent in December 2019 versus 5.0 percent
in December 2018, hitting a low for the period 2014-2019.
The current values of these indicators underline the importance of the NBR’s
initiatives, which as of 2013 has been promoting a series of prudential measures
aimed at diminishing the stock of non-performing loans. These measures generated
one of the fastest NPL ratio declines among EU Member States, from 21.5 percent
at 30 September 2014 to 4.1 percent at 31 December 2019. In the context of the
COVID-19 pandemic, the non-performing loan ratio may adjust at a slower pace in
2020, given the financial difficulties faced by debtors.
Behind the lower NLP ratio stood, to a large extent, the numerator effect, with
non-performing exposures from loans and advances dropping by 11.05 percent
(from lei 14,481.6 million in December 2018 to lei 12,881.2 million in December 2019).
However, the denominator effect also had a contribution thereto, with exposures
from loans and advances increasing by 7.98 percent (from lei 292,171.2 million in
December 2018 to lei 315,500.9 million in December 2019). The types of exposures
covered by this indicator come from the following categories: central bank, central
and local governments, credit institutions, other financial corporations, non-financial
corporations and households.
The same improvement trend was also noted in the case of indicators on impaired
loans to non-bank customers (net value) which, in 2019, reduced their shares in the
total loan portfolio by 0.3 percentage points (from 2 percent to 1.7 percent), in net
assets by 0.2 percentage points (from 1.1 percent to 0.9 percent), as well as in total
liabilities by 0.2 percentage points (from 1.2 percent to 1.0 percent).
Moreover, NPL coverage by provisions (coverage ratio) for the banking sector,
calculated based on the EBA definition, further followed an upward path, rising by
2.1 percentage points, from 58.5 percent in December 2018 to 60.6 percent in
December 2019, remaining at an adequate level and in the EBA-defined low-risk
bucket178. Furthermore, Romania has one of the highest coverage ratios among
EU countries (the EU average was 44.6 percent in September 2019).
The shift to the IFRS 9 standard in January 2018 led to a faster recognition by credit
institutions of expected losses179 on performing loans. Thus, the share of expected
credit losses recognised in Stage 1 and Stage 2 of impairment went up from
29 percent at 31 December 2018 to 31 percent at end-2019, the rise being mostly
ascribable to impairment losses classified under Stage 2. At the same time, the share
of expected losses on NPLs (classified under Stage 3) decreased from 71 percent to
69 percent, on the back of write-offs and sales of loan portfolios, but also due to the
improvement in the quality of exposures, which entailed their reclassification under
Stage 1 and Stage 2 of impairment.
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178

The minimum level of the EBA-defined prudential range for the coverage ratio is 55 percent.

179

Expected credit losses fall under three different stages of impairment: Stage 1 – 12-month expected losses, when the
financial instrument is initially recognised or when its quality is not significantly deteriorated or when its credit risk is low;
Stage 2 – lifetime expected losses for the financial instrument whose risk has significantly increased, but does not have
objective evidence of impairment; Stage 3 – lifetime expected losses for the financial instrument which has objective
evidence of impairment.
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The restructured loans ratio improved in the period under review and reached
2.5 percent in December 2019, standing in the EBA’s medium-risk bucket, amid the
decline in restructured loans by 17.26 percent. The restructured loans ratio further
incorporates a sizeable volume of NPLs (79 percent of total restructured loans), as a
result of the measures taken to support debtors in distress.
In order to avoid the negative effects of the COVID-19 pandemic crisis, the National
Bank of Romania decided to make use of the flexibility provided by the regulatory
framework with regard to the restructuring of loans and the obligation for setting up
provisions. Therefore, although the definition of default implies any loan restructuring
operation and should be related to the notion of financial distress, in the event of
a moratorium (payment delay) such an operation is not considered a restructuring
measure, because it was not caused by a financial difficulty faced by the debtor.
In 2020, regulations allow lenders to delay payments of the loans of any natural or
legal person affected by the COVID‑19 pandemic, without applying the provisions
stipulated by NBR Regulation No. 17/2012 on certain lending conditions, as
subsequently amended, and the requirements concerning the level of indebtedness,
the loan-to-value limit and the maximum maturity of consumer credit.
Monitoring of liquidity requirements
Liquidity is monitored by means of indicators regulated by EU legislation (the liquidity
coverage ratio – LCR and the net stable funding ratio – NSFR), to which add other
indicators determined based on national legal acts (the liquidity ratio, immediate
liquidity).
In 2019, in compliance with the EU regulatory framework180, the minimum LCR
requirement was 100 percent. Complying with this requirement means that a credit
institution’s stock of liquid assets could cover the net cash outflows over a 30-calendar
day stress period. Credit institutions calculate and monitor their liquidity coverage
ratio (LCR) in the currency reported at aggregate level (in lei equivalent), as well as in
each of the significant currencies used for separate reporting.
In the banking system as a whole, the LCR stood on average at 239.6 percent on
31 December 2019, pointing to a sizeable stock of high-quality liquid assets in a
30-day stress scenario. At end-2019, all credit institutions posted values above
100 percent for the LCR at the aggregate level, as well as by each of the significant
currencies, i.e. leu, euro, US dollar and Swiss franc.
The net stable funding ratio (NSFR), defined by EU regulations as the ratio between
the value of available stable funding and the stable funding requirements over a
one-year horizon, is used to prevent maturity mismatches between assets and
liabilities, as well as the excessive reliance on short-term financing.
180
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Pursuant to the provisions of Commission Delegated Regulation (EU) 2015/61 of 10 October 2014 to supplement Regulation
(EU) No 575/2013 of the European Parliament and of the Council, as of 1 October 2015, when it entered into force,
the liquidity coverage requirement was 60 percent, before increasing to 70 percent in 2016, to 80 percent in 2017 and to
100 percent starting with 2018.
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The requirement for the net stable funding ratio (NSFR) to be at least 100 percent
will enter into force as of 28 June 2021, pursuant to the provisions of (EU) Regulation
2019/876 amending Regulation (EU) No 575/2013.
The 100 percent value shows that the institution has enough stable funding to fulfil
its financing needs over a one-year horizon, both under normal circumstances and
during crisis situations.
A set of other indicators determined based on national provisions or legal acts
complement the assessment of the banking system liquidity. Specifically, at
end-2019, immediate liquidity stood at roughly 43.8 percent, while the liquidity ratio,
determined according to NBR Regulation No. 2/2018 amending and supplementing
NBR Regulation No. 25/2011 on the liquidity of credit institutions, reported a level
above the minimum requirement for each maturity bucket (1).
The local banking sector’s funding structure recorded some gradual adjustments
over the past years, the most significant being the strong decrease in foreign
liabilities, which contributed to a drop in funding from parent banks by approximately
27 percent (from lei 22,939 million to lei 16,753 million). This fall did not trigger any
liquidity issues because the adjustment was gradual and these sources were replaced
with deposits coming from the private sector, mainly households. Specifically, deposits
taken from non-bank clients expanded by 10.9 percent compared to end-2018 (from
lei 355,906.6 million in December 2018 to lei 394,868.7 million in December 2019).
In the current context of the COVID-19 pandemic crisis, banks were able to make use
of their liquidity reserves in order to meet the increased need for liquidity, as well as
to contribute to the proper functioning of the banking sector and to ensure enough
liquid funds for companies and households.
Profitability181
Banking sector profitability remained high throughout 2019 as well, primarily on
account of the increase in operating profit, but also due to the further low level
recorded by net expected credit losses. The net financial result was influenced by a
non-operating event related to the method used by savings and loan banks to allocate
the state subsidy, which caused the significant hike in provisions for litigation costs.
The former was also influenced by the introduction of the tax on bank assets. Therefore,
in 2019, the banking system reported a net profit of lei 6,392.1 million, 23 out of the
34 credit institutions recording positive net financial results at year-end. Credit
institutions generating a profit had positive results amounting to lei 7,272.3 million,
while loss-making banks posted negative results of lei 880.2 million.
System-wide financial performance was weaker than in the previous year
(by lei 435.4 million), mainly due to the rise in provisioning costs by lei 674.9 million
and in impairment losses by lei 83.8 million, these negative influences being
however diminished by the operating profit climbing by lei 734.2 million and
corporate income tax expenses decreasing by lei 110.4 million.
181
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This section covers credit institutions, Romanian legal entities, and branches of foreign credit institutions.
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Net assets
%

lei mill.

%

1. Credit institutions with majority domestic capital, of which: 130,492.4

26.35

13,655.8

28.91

40,648.7

8.21

4,935.7

10.45

32,897.8

6.64

3,861.1

8.17

7,750.9

1.57

1,074.6

2.28

89,843.7

18.14

8,720.1

18.46

87,740.7

17.72

8,328.8

17.63

1,474.1

0.30

310.6

0.66

3. Banca Comercială Feroviara

463.1

0.09

38.4

0.08

4. Banca Română de Credite și Investiții

165.8

0.03

42.3

0.09

1.1. State-owned credit institutions, of which:
1. CEC Bank
2. Banca de Export-Import a României – Eximbank
1.2. Credit institutions with majority private capital, of which:
1. Banca Transilvania
2. Banca Centrală Cooperatistă Creditcoop

2. Credit institutions with majority foreign capital, of which:

304,340.9

61.44

33,574.2

71.09

1. Banca Comercială Română

71,450.0

14.43

7,724.8

16.36

2. BRD – Groupe Société Générale

55,853.3

11.28

5,793.2

12.27

3. UniCredit Bank

44,541.2

8.99

4,872.6

10.32

4. Raiffeisen Bank

42,876.3

8.66

4,687.8

9.93

5. Alpha Bank

17,820.5

3.60

1,910.7

4.05

6. OTP Bank

13,252.7

2.68

1,594.2

3.37

7. Garanti Bank

10,870.2

2.19

1,298.4

2.75

8. Banca Românească membră a Grupului
National Bank of Greece

6,646.8

1.34

971.0

2.06

9. First Bank (Piraeus)

6,417.1

1.30

804.4

1.70

10. Banca Comercială Intesa SanPaolo

6,582.9

1.33

794.3

1.68

11. Libra Internet Bank

6,527.0

1.32

657.3

1.39

12. Credit Europe Bank

4,031.2

0.81

742.7

1.57

13. Patria Bank

3,193.8

0.64

326.2

0.69

14. BCR Banca pentru Locuințe

2,653.3

0.53

57.0

0.12

15. Idea Bank

2,337.3

0.47

215.1

0.45

16. Vista Bank (Marfin)

2,580.2

0.52

309.1

0.65

17. Crédit Agricole Bank

2,353.7

0.47

213.5

0.45

18. ProCredit Bank

1,803.6

0.36

216.8

0.46

19. Bank Leumi

1,318.8

0.27

189.1

0.40

20. Porsche Bank

831.6

0.17

174.3

0.37

21. Aedificium Banca pentru Locuințe

399.4

0.08

21.7

0.05

434,833.3

87.79

I. Total credit institutions, Romanian legal entities (1+2)
II. Branches of foreign credit institutions, of which:

Table 6.5
Net assets and own funds
as at 31 December 2019
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Own funds*

lei mill.

47,230.0 100.00

60,464.6

12.21

…

…

1. ING Bank N.V., Amsterdam

44,621.5

9.01

…

…

2. Citibank Europe plc, Dublin

10,204.4

2.06

…

…

3. BNP Paribas Personal Finance S.A. Paris

2,300.1

0.46

…

…

4. BNP Paribas S.A. Paris

1,777.1

0.36

…

…

5. Blom Bank France S.A. Paris

776.3

0.16

…

…

6. TBI Bank EAD Sofia

514.5

0.10

…

…

7. Alior Bank S.A. Varșovia

270.7

0.06

…

…

495,297.9 100.00

…

…

Total credit institutions (I+II)
*) branches of foreign credit institutions do not report own funds
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The dynamics of net interest income (+10.2 percent), the main component of
operating income, slowed down slightly, against the background of wider positive
changes in interest expenses (+21.7 percent), as compared to those in interest income
(+12.2 percent).
The composition of operating income shows the ongoing prevalence of net interest
income, which reached a 66.0 percent share at end-2019, posting a slight increase
from 65.4 percent a year earlier. Net fee and commission income further took a
significant part of operating income, i.e. 18.0 percent, yet falling from 19.6 percent in
the previous year.
Return on assets (ROA) reached 1.4 percent at end-2019, slightly down by 0.2 percentage
points versus 2018, given the decline in net profit (by 6.4 percent) and the rise in
average total assets (by 7.7 percent, from lei 439,481.1 million to lei 473,233.8 million).
Return on equity (ROE) came in at 12.3 percent at end-2019, down 2.3 percentage
points from end-2018. In terms of determinants, the lower ROE was ascribable, on the
one hand, to the smaller net profit, and on the other hand, to the rise in average total
equity (+10.9 percent).

1.3. Assessment of banking risks
In the exercise of the tasks conferred on it by the regulatory framework on credit
institution supervision, the National Bank of Romania, under the supervisory review and
evaluation process (SREP), continuously assesses the risk profile and viability of credit
institutions, by evaluating the risks to which credit institutions are or may be exposed,
monitoring key indicators, analysing the business model, assessing internal governance
and institution-wide controls, assessing risks to capital, liquidity and funding182.
percent

11
33

56

Chart 6.1
Distribution of credit institutions
subject to SREP by overall score

Overall score:

2

3

4

Following the SREP assessment
conducted in 2019, the assigned scores
were as follows: 33 percent of the 27 credit institutions were assigned an overall score
182
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1

According to the SREP methodology,
the supervisory authority assigns to
each credit institution an overall score
reflecting the overall viability of the
institution, which is based on a scale of
1 to 4, where 1 means no discernible
risk, 2 – low risk, 3 – medium risk and
4 – high risk. When the institution is
considered to be “failing” or “likely
to fail”, it is assigned a score of 5 and
the interaction procedure with the
resolution authority is activated.

Following the SREP assessment, the supervisory authority establishes if the credit institution’s own funds ensure the sound
coverage of the risks assessed as significant and if there is an appropriate coverage of liquidity and funding risks, as well as
the additional own fund requirements (to cover risks of unexpected losses and any expected losses not covered by provisions,
the risk of underestimation of risk due to model deficiencies and the risk arising from deficiencies in internal governance).
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of 2 (low risk), 56 percent an overall score of 3 (medium risk), 11 percent an overall
score of 4 (high risk), and none received an overall score of 5 (Chart 6.1).
Business model

Internal governance and institution-wide controls

percent

percent

4

4

18

41

41
55
37

Overall score:

1

2

3

Overall score:

4

Assessment of risks related to liquidity

1

2

3

4

Assessment of liquidity adequacy

percent

percent
4

4

37

41

55

Overall score:

1

2

3

59

Overall score:

4

2

3

4

Assessment of capital adequacy

Assessment of risks related to capital adequacy

percent

1

percent

7

8

11
37
22

56

Chart 6.2
SREP elements
by score assigned

Overall score:

59

1

2

3

4

Overall score:

1

2

3

4

The average and median of total SREP capital requirements (TSCR) across the banking
system as at end-2019 were of 11.20 percent and 11.83 percent, respectively.
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The distribution of credit institutions by including SREP elements in risk categories
shows that a score of 2 was assigned in most cases to capital adequacy, liquidity
adequacy and risks to liquidity, as well as to the business model (59 percent for the
first two components, and 55 percent and 41 percent, respectively, of the assessed
institutions). A score of 3 was mostly applied to the assessment of risks to capital, and
internal governance (56 percent and 55 percent, respectively, Chart 6.2).
During 2019, in line with the annual inspection programme, 30 supervisory actions
were conducted, of which 27 at the head offices of credit institutions, Romanian legal
entities, and 3 at the branches in Romania of credit institutions having their head
offices in other Member States.
The priorities and specific risks assessed during the supervisory actions conducted
under the annual inspection programme were established based on the risk profile
of each credit institution as shown in the latest assessment. The thematic objectives
focused on the viability and sustainability of the business model, the internal
governance and institution-wide controls, the assessment of risks to capital, the
assessment of capital adequacy, the assessment of risks to liquidity, the assessment of
liquidity adequacy, as well as verifying the implementation of the measures imposed
by the NBR and of the action plan prepared by the credit institution.
In addition to the scheduled activities, 18 thematic reviews were also conducted at
credit institutions, with specific supervisory objectives (Table 6.6).

No.

Table 6.6
Topics of thematic reviews

Topics of thematic reviews

No. of
reviews

1

SREP assessment of risk profile for credit cooperatives in the CREDITCOOP network

5

2

Implementation of measures imposed by the NBR

5

3

Assessment of risk related to operational incidents

2

4

Assessment of the credit institution's financial standing, as well as the methodology for
determining the systemic risk buffer

1

5

Assessment of the manner in which the bank’s own funds ensure an appropriate coverage
of the risks to which this credit institution is exposed or could be exposed at individual and
sub-consolidated leves

1

6

Assessment of credit risk, internal governance and institution-wide controls

1

7

Assessment of operational risk, internal governance and institution-wide controls

1

8

Assessment of the application of the procedures of organising and conducting internal
control activities, as well as review of the monitoring and management of significant risks

1

9

Assessment of control activity and processes related to payment operations

1

With a view to improving the management framework, the implemented strategies,
processes and mechanisms and to ensuring an adequate organisation of the activity
of credit institutions, based on the reports prepared following supervisory activities,
the NBR imposed supervisory measures (Table 6.7) and sanctions, i.e. written
warnings, as well as one fine (Table 6.8).
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No.

Table 6.7
Supervisory measures imposed
pursuant to GEO No. 99/2006 on
credit institutions, as subsequently
amended and supplemented

Table 6.8
Sanctions imposed
in 2019

No. of
cases

Measure

1

Maintaining own funds at a level higher than the minimum capital requirements

32

2

Strengthening the provisions on governance and internal capital management

25

3

Imposing specific liquidity requirements

19

4

Reducing the risk inherent to activities, products and systems

6

5

Restricting/limiting activities or operations

1

Total

83

Type of sanction

No. of cases

Banks

Board members

Executives

Written warning

5

5

0

0

Fine

1

1

0

0

Total

6

6

0

0

Detailed information about the sanctions imposed on credit institutions are available
on the NBR’s website, under the “Supervision” section, published in accordance with
the legal transparency requirements related to the supervisory authority provided in
Article 234(4) of Government Emergency Ordinance No. 99/2006 on credit institutions
and capital adequacy, as subsequently amended and supplemented. Pursuant to the
above-mentioned article, the National Bank of Romania shall publish the sanctions
imposed in accordance with Article 229(1) that were not challenged under Article 275
and those for which objections were definitively rejected, as well as information
regarding the type and nature of the breach and the identity of the sanctioned
natural or legal person, after their notification of the imposed sanction.
In 2019, in the process of prior approval conducted by the National Bank of Romania
under the legal framework in force (Article 108 of Government Emergency Ordinance
No. 99/2006), 135 requests for prior approval were processed related to credit
institutions’ board members, executives and persons designated to ensure the
management of critical structures (risk management and risk control, internal audit,
compliance, treasury, lending, as well as any other activities that may expose the
credit institution to significant risks), including individuals who were assigned new
responsibilities (Table 6.9).

Number of persons subject
to the NBR’s approval
TOTAL,
of which:

Table 6.9
Number of persons in the category
of those referred to in Article 108
of GEO No. 99/2006, subject to
the NBR’s approval in 2019

164

Rejected for
non-compliance
with the
conditions
stipulated
Approved by
by the
the NBR
special law*

Rejected
following
the NBR’s
assessment
made
pursuant to
Article 109
of GEO
No. 99/2006

Request for
approval
withdrawn
by the credit
institution

Executives

38

35

-

-

3

Board members

43

39

-

2

2

Middle management

54

51

-

2

1

135

125

-

4

6

Total

*) Government Emergency Ordinance No. 75/1999 on financial audit, republished

NATIONAL BANK OF ROMANIA

6. Prudential supervision of financial institutions

2. Supervision of guarantee schemes
For the purpose of deposit guaranteeing, the Bank Deposit Guarantee Fund operates
in Romania as the statutory deposit guarantee scheme, set up by Government
Ordinance No. 39/1996 on the establishment and operation of the Bank Deposit
Guarantee Fund, republished, as subsequently amended and supplemented, and
officially recognised on the territory of Romania. At present, the activity carried out
by the Fund is regulated by Law No. 311/2015 on deposit guarantee schemes and the
Bank Deposit Guarantee Fund, as subsequently amended and supplemented.
At end-2019, credit institutions’ deposits covered by the Bank Deposit Guarantee Fund
amounted to lei 210,678.4 million, up by 11.2 percent versus the end of the previous
year.

3. Supervision of non-bank financial institutions,
payment institutions and electronic money institutions
Pursuant to its mandate under the provisions of Law No. 93/2009 on non-bank
financial institutions, as subsequently amended and supplemented, the National Bank
of Romania conducts the prudential supervision of non-bank financial institutions
listed in the Special Register, both based on the information provided via reports
submitted and by performing on-site inspections at their head offices and territorial
units. Moreover, the NBR ensures the oversight of non-bank financial institutions
entered in the General Register, mainly based on the information provided by these
entities via the reports submitted.
Furthermore, according to the provisions of Law No. 209/2019 on payment services
and amending certain legal acts, and of Law No. 210/2019 on the issue of electronic
money, the NBR conducts the prudential supervision of authorised payment
institutions, Romanian legal persons, including of the payment activity carried
out through their branches and agencies, as well as the prudential supervision of
authorised electronic money institutions, including of the electronic money issue and
payment service provision carried out through their branches and agencies.
In the course of 2019, the NBFIs sector showed a tendency to stabilise (in terms of
both number and key aggregate financial indicators), following the frequent changes
recorded in the preceding year as regards the contents of registers of the non-bank
financial institutions kept by the National Bank of Romania. Moreover, payment
institutions and electronic money institutions remained on the stabilising trend seen
in the previous years.

3.1. Non-bank financial institutions
In 2019, the number of NBFIs listed in the General Register dropped marginally from
178 to 177. By type of lending activity, according to sections in the General Register,
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153 institutions (86.4 percent) were recorded under “Multiple lending activities”, a
share slightly higher than that reported at end-2018 (83.7 percent).
Moreover, compared to the end of the preceding year, the number of NBFIs entered in
the Special Register as at 31 December 2019 declined from 71 to 68 (Table 6.10).
Activity

Multiple lending activities
Financial leases

Table 6.10
Breakdown of NBFIs by activity
as at 31 December 2019

Special
Register
(1)
No.

%

61

89.7

2

2.9

General
Register*
(2)
No.

General
Register
(1+2)

%

No.

%

92

84.4

153

86.4

11

10.1

13

7.3

Issuing guarantees and assuming
commitments, including credit guarantee

1

1.5

3

2.8

4

2.3

Consumer loans

4

5.9

1

0.9

5

2.8

Micro loans

0

0.0

2

1.8

2

1.1

Factoring

0

0.0

0

0.0

0

0.0

Financing of commercial transactions

0

0.0

0

0.0

0

0.0

Housing and/or mortgage loans

0

0.0

0

0.0

0

0.0

Discounting

0

0.0

0

0.0

0

0.0

Forfeiting

0

0.0

0

0.0

0

0.0

Other financing means in the form of loans
Total

0

0.0

0

0.0

0

0.0

68

100.0

109

100.0

177

100.0

*) excluding NBFIs in the Special Register

The share capital of NBFIs rose by 5.3 percent against end-2018, amounting to
lei 3,291.6 million at end-2019, whereas their aggregate assets (net) recorded faster
upward dynamics (13.7 percent), reaching lei 40,046.5 million.
The composition of assets and capital in the two registers shows a 13.5 percent
increase in total assets (net) of institutions registered with the Special Register and a
faster rate of increase, i.e. 15.9 percent, step‑up in the dynamics of the same indicator
for the institutions listed in the General Register only.
Looking at the breakdown of total loans (net), both financial leases and other loans
reported increases versus end-2018, by 14.9 percent and 10.4 percent, respectively.
As shown in the registers kept by the National Bank of Romania, loans (net) witnessed
a 13.5 percent rise against the preceding year for the institutions registered with the
Special Register and a decline of similar magnitude (-13.4 percent) for the institutions
listed only in the General Register.
In 2019, overdue and doubtful claims (net) went up from lei 792.5 million to
lei 844.1 million (+6.5 percent), their share in total net assets falling from 2.2 percent
to 2.1 percent. The upward trend in overdue and doubtful claims is reported only by
the NBFIs registered with the Special Register (+11.6 percent), whereas for those listed
only in the General Register, this indicator dropped markedly (-29.4 percent), a similar
development to that of total loans.
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Total provisions for overdue and doubtful loans contracted slightly from
lei 2,354.7 million to lei 2,341.6 million.
At the same time, during 2019, the return on assets (ROA) and the return on equity
(ROE) reported by the non-bank financial institutions entered in the Special Register
improved. For non-bank financial institutions registered with the General Register
only, the rates of return stood, unlike in the previous years, at a lower level than
those for non-bank financial institutions listed also in the Special Register. These
dynamics of return rates depending on the register may owe, inter alia, to the transfer
to the Special Register of the non-bank financial institutions for which the annual
percentage rate of change exceeds certain ceilings set forth by NBR Regulation
No. 1/2017 amending and supplementing NBR Regulation No. 20/2009 on non-bank
financial institutions.
lei million**
Special
Register
(1)

General
Register***
(2)

General
Register
(1+2)

2,696.5

595.1

3,291.6

Total assets (net)

37,928.6

2,117.9

40,046.5

Total loans (net), of which:

30,759.8

784.0

31,543.8

– financial leases

15,989.7

228.4

16,218.1

– other loans

14,770.1

555.6

15,325.7

774.5

69.7

844.1

Indicator
Share/endowment capital

Overdue and doubtful claims (net), of which:
– overdue and doubtful loans

563.4

58.3

621.7

2,963.2

181.2

3,144.5

2,221.4

120.2

2,341.6

Non-performing loans and commitments (gross)****

2,877.7

166.4

3,044.1

Retained earnings / Loss carried forward

1,594.1

-49.7

1,544.4

Provisions for overdue and doubtful claims, of which:
– provisions for overdue and doubtful loans

Profit for the year 2019

676.5

15.2

691.6

ROA (Net income / Total assets; %)

1.78

0.72

1.73

ROE (Net income / Total equity; %)

9.29

2.00

8.60

Number of contracts

1,981,298

59,789

2,041,087

Number of customers, of which:

1,546,539

50,872

1,597,411

1,405,496

42,804

1,448,300

141,043

8,068

149,111

– individuals
– legal entities
*) including data reported by NBFIs that are also payment institutions
**) excluding “ROA”, “ROE”, “Number of contracts” and “Number of customers”

Table 6.11
Key indicators of the NBFI sector
as at 31 December 2019*

***) excluding NBFIs entered in the Special Register
****) overdue for more than 90 days and/or in which case legal proceedings have been initiated to recover the assets
(with debtor contagion)

The aggregate profit of the NBFIs registered with the Special Register equalled
lei 676.5 million and that of the NBFIs entered only in the General Register stood
at lei 15.2 million, with total profit of the system amounting to lei 691.7 million
(Table 6.11).
Table 6.12 sets out the breakdown of the share/endowment capital by country of
origin for the NBFIs entered in the Special Register as at end-2019.
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percent
Country of origin

Share/Endowment capital
in total capital

Romania

Table 6.12
Share/endowment capital
by country of origin
as at 31 December 2019

in total foreign capital

66.6

United Kingdom

6.6

19.8

Germany

5.3

15.9

Cyprus

3.8

11.3

Sweden

3.7

11.0

France

3.6

10.8

Netherlands

2.5

7.4

Italy

1.9

5.7

Poland

1.2

3.6

Bulgaria

0.9

2.6

Greece

0.7

2.2

Luxembourg

0.6

1.9

Finland

0.6

1.7

Austria

0.6

1.7

USA

0.5

1.4

Hungary

0.4

1.3

Other

0.5

1.6

The share of domestic capital inched up compared with end-2018, from 64.6 percent
to 66.6 percent.
As for the other countries holding stakes in the share/endowment capital of NBFIs
listed in the Special Register, at end-2019 the United Kingdom came in first, as in the
previous year (19.8 percent in total foreign capital), ahead of Germany (15.9 percent),
Cyprus (11.34 percent), Sweden (11 percent) and France (10.8 percent). These five
countries account for 68.8 percent of total foreign capital, the situation being similar
to that at end-2018. Thus, the breakdown of the share/endowment capital by country
of origin reveals the notable influence of the European financial industry on the
Romanian NBFI sector, as well as a possible sensitivity of this sector to the economic
developments in the other European countries, including the UK, in light of its
withdrawal from the European Union.
Total foreign capital of non-bank financial institutions amounted to lei 903.7 million at
end-2019, down by lei 1.9 million against 2018.
Prudential supervision and oversight of NBFIs
Prudential supervision and oversight of NBFIs consisted in monitoring the drafting
and submission of regular reports and the changes in the institutions’ standing, as
well as in the conduct of on-site inspections by the dedicated NBR staff. These actions
resulted in supervisory reports and sanctions enforced, as appropriate, in accordance
with the legal provisions in force.
The on-site inspections focused on checking the operating activity of 24 NBFIs listed
in the Special Register and 4 NBFIs entered only in the General Register.
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Based on the reports compiled by the on-site supervision teams, sanctions in the
form of written warnings were imposed on 11 institutions, 4 institutions were fined,
1 institution was sanctioned with the suspension of its lending activity, while another
institution was subject to a sanction of erasure from the registers of non-bank
financial institutions kept by the National Bank of Romania and, implicitly, to a ban on
lending. On-site inspections carried out in 2019 have yet to be completed for 9 NBFIs.

3.2. Payment institutions
At end-2019, 9 payment institutions and 56 agents through which they performed
payment services in Romania and abroad were listed in the Payment Institutions
Register.
Moreover, out of the authorised payment institutions, 4 are also non-bank financial
institutions, being listed in the General Register.
In the course of 2019, the prudential supervision of payment institutions was
conducted based on the analysis of the reports and the changes in the
institutions’ standing, submitted by the payment institutions in compliance with
the applicable legal provisions. Moreover, the dedicated NBR staff conducted an
on-site inspection, in order to check the operating activity of a payment institution
that is not also a non‑bank financial institution.

3.3. Electronic money institutions
At end-2019, the Register of Electronic Money Institutions included 2 such
institutions, one of which is also a non-bank financial institution.
During the year under review, prudential supervision of electronic money institutions
was conducted by analysing the reports submitted and the changes in the
institutions’ standing, in compliance with the provisions of the applicable legal acts.

4. Monitoring the application of international sanctions,
prevention of money laundering and terrorist financing
The National Bank of Romania oversees the enforcement of international sanctions,
checks and controls the application of the legal framework governing the prevention
of money laundering and terrorist financing at the level of: (i) credit institutions,
Romanian legal entities, including their branches from abroad, and the branches
of credit institutions, foreign legal entities, doing business in Romania; (ii) payment
institutions, Romanian legal entities, including their activity conducted directly in
another EU Member State, and the branches of payment institutions located in other
EU Member States, as well as their agents and distributors; (iii) electronic money
institutions, Romanian legal entities, including their activity conducted directly in
another EU Member State, and the branches of electronic money institutions located
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in other EU Member States, as well as their agents and distributors; (iv) the
non-bank financial institutions listed in the Special Register and the non-bank
financial institutions registered only with the General Register, which are also
licensed to operate as payment institutions or electronic money institutions.
In 2019, the National Bank of Romania continued its efforts to strengthen its
operational capacity in the supervisory area in terms of the risk of money laundering
and terrorist financing to which credit institutions and the financial institutions in
its supervisory scope are exposed, by allocating additional human resources and
steadily improving the methodologies and instruments used. The latter have been
tailored to the new legal framework in this field, i.e. Law No. 129/2019 on preventing
and combating money laundering and terrorist financing, and amending and
supplementing some legal acts and NBR Regulation No. 2/2019 on preventing and
combating money laundering and terrorist financing.
Specifically, as regards the procedures and methodologies applied, the risk-based
supervisory and evaluation process was adjusted in line with the institutions’
exposure to the money laundering and terrorist financing risk, leading to a significant
improvement in the quality and effectiveness of this process. Moreover, the aim was
to ensure an appropriate balance between off-site and on-site supervisory activities,
based on the institutions’ risk profile and systemic importance. As a result, the amount
of information requested, as well as the frequency and intensity of checks, reviews
and assessments were established depending on the business model, the internal
governance, the dynamics and the level of risk of money laundering and terrorist
financing.
In order to improve the flow of information between the supervisory authority
and the supervised entities, and to timely monitor changes in the risk profile of
credit institutions in terms of high-risk external transfers, the supervisory authority
continued to request credit institutions to provide, on a quarterly or monthly basis,
information and analyses covering mainly non-resident customers, corporate
customers having non-resident associates, shareholders or real beneficiaries, and
customer transactional behaviour, i.e. information on the breakdown of financial
flows by currency and customer typology. In addition, other types of instruments
were also employed, such as assessments of risk indicators, of limits and thresholds
beyond which additional know-your-customer measures become applicable, the
type of implemented checks and measures taken for containing exposure to the risk
of money laundering and terrorist financing, as well as other mechanisms that the
supervised institutions use in the ongoing monitoring of operations carried out via
digital apps, so as to identify potential vulnerabilities of processes or lines of activity
and set remedial measures.
Another important component of the supervisory activity, having an ongoing basis,
was to promptly inform the supervised institutions of: (i) the adoption, amendment
or supplementation of international sanctions to be enforced in the financial and
banking field; (ii) the update of the guidelines and good practices in the field;
(iii) the assessments on the risk of money laundering and terrorist financing,
according to the Public Statements of the Financial Action Task Force (FATF) on
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the identified vulnerabilities, with a view to taking the necessary measures such as
“Jurisdiction Subject to a FATF Call on its Members and Other Jurisdictions to Apply
Counter-Measures to Protect the International Financial System from the Ongoing
and Substantial Money Laundering and Financing of Terrorism (ML/FT) Risks”
(22 February 2019); (iv) third countries with a high risk of money laundering and
having strategic deficiencies in this regard, pursuant to Commission Delegated
Regulation (EU) 2016/1675 supplementing Directive (EU) 2015/849 of the European
Parliament and of the Council by identifying high-risk third countries with strategic
deficiencies, as amended by Commission Delegated Regulation (EU) 2018/105,
Commission Delegated Regulation (EU) 2018/212 and Commission Delegated
Regulation (EU) 2018/1467; (v) the adoption of “Sanctions Screening Guidance” by the
Wolfsberg Group.
Furthermore, the supervisory authority ensured constant communication with the
supervised institutions with regard to the application of legislation on international
sanctions, the prevention and combating of money laundering and terrorist financing,
including through rapid dissemination of notifications and opinions with a view to
clarifying and uniformly enforcing the appropriate legislation.
In line with good supervisory practices, the National Bank of Romania has had
exchanges of information on the risk of money laundering and terrorist financing with
supervisory authorities in other countries and with competent international bodies.
It is worth mentioning that, in 2019, in compliance with the programme and subjects
for the assessment and verification of entities supervised by the central bank, as
approved by the Supervisory Committee of the NBR, 36 on-site inspections were
conducted, of which 21 at the offices of credit institutions and Romanian branches
of foreign credit institutions, and 15 at the offices of non-bank financial institutions,
payment institutions, electronic money institutions and Romanian branches of foreign
payment institutions. In addition, 8 off-site examinations and 4 on-site thematic
reviews were carried out at credit institutions. It should be stressed that, compared
to the previous years, the number of thematic inspections and off-site examinations
increased, reflecting a step-up in off-site monitoring processes and, implicitly, a better
response capacity to developments within supervised institutions.
Having identified instances of non-compliance with the special legal provisions
governing the prevention and sanctioning of money laundering and terrorist
financing, as well as the implementation of international sanctions, the supervised
entities established, via their own plans, remedial actions to correct deficiencies.
Following examination, the NBR imposed, as appropriate, 11 orders with regard to
remedial action plans, of which 8 were aimed at credit institutions, and 3 at the other
types of supervised institutions.
In addition, the supervisory authority issued letters to 3 credit institutions making
them recommendations and submitted 25 notifications to the National Office for
Prevention and Control of Money Laundering, consistent with the provisions of
Art. 26(2) of Law No. 129/2019 on preventing and combating money laundering and
terrorist financing, and amending and supplementing some legal acts.
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Moreover, 112 civil sanctions for offences committed, of which 73 warnings and
39 civil penalties totalling lei 820,000, were applied to the entities supervised. Civil
sanctions were imposed on 12 credit institutions, 16 non-bank financial institutions
and payment institutions and 5 individuals holding executive management positions
in credit institutions supervised by the National Bank of Romania.
As regards the supervision of the manner in which entities apply international
sanctions, mention should be made of the active participation of the NBR
representatives to the Interinstitutional Council meetings, established for the purpose
of providing the general cooperation framework for the enforcement of international
sanctions. Specifically, the NBR ensured the documentation and expertise in the
financial and banking area, necessary for: (i) preparing the mandates and position
papers of Romania, submitted to the international bodies with responsibilities in the
field of international sanctions, particularly during the meetings of the RELEX working
party – “Sanctions” formation – of the EU Council; (ii) preparing and issuing advisory
opinions to substantiate decisions on applying international sanctions specific to
its scope of activity; (iii) informing the Ministry of Foreign Affairs with regard to the
measures adopted by the entities supervised by the National Bank of Romania for
the application of international sanctions established via Resolution 2462 (2019) of
the UN Security Council in order for the ministry to draw up the report to be sent to
the UN Security Council; (iv) submitting to the Ministry of Foreign Affairs the central
bank’s contribution to the preparation of annual reports on blocked funds, in light
of the issues covered by the provisions of Regulation (EU) No 208/2014 concerning
restrictive measures directed against certain persons, entities and bodies in view of
the situation in Ukraine, as subsequently amended, of Regulation (EU) No 270/2011
on restrictive measures directed against certain persons, entities and bodies in view of
the situation in Egypt, as subsequently amended, and of Regulation (EU) No 101/2011
on restrictive measures directed against certain persons, entities and bodies in view of
the situation in Tunisia, as subsequently amended, in order for the ministry to notify
the European Commission; (v) contributing to the Annual Report on the measures
taken by Romania with a view to enforcing the internationally established sanctions
regimes in the financial and banking area, so as the Prime Minister to submit it to
Parliament and the Supreme Council of National Defence; (vi) preparing impact
studies and reviews on the enforcement of international sanctions, for the purpose
of their clarification and uniform implementation, particularly in the relation with the
Islamic Republic of Iran, amid the FAFT’s Public Statements on vulnerabilities and risk
factors associated with nuclear proliferation and terrorist financing, together with the
implications of the US’s unilateral withdrawal from the Joint Comprehensive Plan of
Action (JCPOA).
Moreover, the National Bank of Romania took an active part in the project on
Increasing the capacity of the Romanian Government to implement EU measures
– 19RO03, the main goals of which were to improve the national legislative and
operational framework and enhance communication and awareness about the
operational and reputational risks related to international sanctions, at the level of
both the relevant authorities and public institutions and across the representatives
of the private sector, including the entities subject to the supervision by the National
Bank of Romania.
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In the context of Romania’s taking over of the Presidency of the Council of the
European Union, the National Bank of Romania together with the Ministry of Foreign
Affairs organised the Informal Meeting of the RELEX Working Party in a “Sanctions”
formation, which focused on topical issues for the banking and financial sector
relating mainly to the “mechanisms for implementing at national level restrictive
measures in the banking and financial field, imposed through international sanctions”,
the implications of the adoption of Commission Delegated Regulation (EU) 2018/1100
of 6 June 2018 amending the Annex to Council Regulation (EC) No 2271/96
protecting against the effects of extra-territorial application of legislation adopted
by a third country, and actions based thereon or resulting therefrom, and Commission
Implementing Regulation (EU) 2018/1101 of 3 August 2018 laying down the criteria
for the application of the second paragraph of Article 5 of Council Regulation (EC)
No 2271/96.
Based on the mandate granted by the NBR Board, cooperation was ensured with:
(i) other supervisory authorities, particularly the National Office for Prevention
and Control of Money Laundering and the Financial Supervisory Authority, in
what concerns the drafting and enforcement of regulations on preventing money
laundering and terrorist financing, as well as with AML/CFT supervisory colleges with
a view to identifying and addressing the main vulnerabilities in the field and ensuring
the exchange of information on a mutual basis while observing the professional
secrecy requirements stipulated by law; (ii) the other national and international
authorities responsible for international sanctions, in compliance with the provisions
of the legal cooperation framework, established by Government Emergency
Ordinance No. 202/2008 on the enforcement of international sanctions, as approved
by Law No. 217/2009, as subsequently amended and supplemented.
Apart from enforcing the applicable legislation on international sanctions, a
permanent concern was to raise the supervised entities’ awareness about the
importance of a proper application of international sanctions, inter alia in light of the
financial impact of compliance, reputational and operational risks. In this context,
it is worth mentioning the organisation within the national awareness programme
“PROTECTOR – Doing Business in a Safe Environment” of the Conference dedicated
to banking and financial institutions operating on the territory of Romania, the main
objectives of which were to warn the business community of the risks stemming from
the non-observance of international sanctions imposed on certain countries and to
raise awareness about the complexity of risks to be faced in light of these sanctions.
In the context of Romania’s Presidency of the Council of the European Union, the
Ministry of Public Finance asked the National Bank of Romania to compile the
statements for the packages of legislative measures for the financial services sector,
which fall within the scope of the central bank, including among other: the European
Commission’s regulation proposal for the revision of the European System of Financial
Supervision (the ESFS Review), and the appointment of experts to participate in
the negotiations. The technical staff of the Romanian Presidency of the Council of
the European Union included experts from the Bank Resolution Department, the
Supervision Department and the Financial Stability Department within the National
Bank of Romania, as well as relevant experts from the Financial Supervisory Authority.
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The Supervision Department provided support on issues related to the prevention
and fight against money laundering and terrorist financing referred to in the draft
regulation of the European Commission, through the expertise of experts in the
Monitoring of International Sanctions Enforcement, Prevention of Money Laundering
and Terrorist Financing Division, designated to participate in the negotiations with
Member States, held across the Working Party for Financial Services within the EU
Council, as well as in the negotiations on the occasion of the political and technical
trilogues with the European Parliament and the European Commission in Brussels and
Strasbourg.
Following the negotiations, a legislative package was approved with a view to
revising the legal framework for the European System of Financial Supervision [ESAs
Review Omnibus Regulation – PE 75/19 – 2017/0230 (COD)]. This legislative measure
envisages the improvement of the supervisory framework for the European financial
institutions, including the consolidation of the supervisory powers of the European
Banking Authority for combating money laundering and terrorist financing. The new
legal framework sets forth the centralisation of powers related to the prevention of
money laundering risks in the financial sector under the umbrella of the European
Banking Authority. It thus ensures a stronger mandate for the mentioned authority
to collect, analyse and disseminate additional information to ensure that all relevant
authorities effectively and consistently oversee the money laundering risks, cooperate
and exchange information. Moreover, the European Banking Authority’s power
to act where the legislation of the European Union is breached was clarified and
strengthened in order to ensure that immediate action is taken when the rules for
combating money laundering are not complied with at national level.
Apart from the contribution to the success achieved by the Romanian Presidency of
the EU Council in solving a complex dossier, which had previously been put on the
back burner, the involvement in this project allowed for a thorough understanding of
the provisions of the future regulatory framework (Regulation (EU) 2019/2175 of the
European Parliament and of the Council of 18 December 2019 amending Regulation
(EU) No 1093/2010 establishing a European Supervisory Authority (European Banking
Authority), Regulation (EU) No 1094/2010 establishing a European Supervisory
Authority (European Insurance and Occupational Pensions Authority), Regulation (EU)
No 1095/2010 establishing a European Supervisory Authority (European Securities
and Markets Authority), Regulation (EU) No 600/2014 on Markets in Financial
Instruments, Regulation (EU) 2016/1011 on indices used as benchmarks in financial
instruments and financial contracts or to measure the performance of investment
funds, and Regulation (EU) 2015/847 on information accompanying transfers of
funds).
Turning to the international supervisory cooperation, the National Bank of Romania
continued to participate, in its capacity as member, in the meetings of the
Sub-committee on Anti-Money Laundering within the Joint Committee of the
European Supervisory Authorities. It thus contributed to the permanent exchange
of relevant information on emerging risks and the activity of EU Member States in
the areas of anti-money laundering and countering terrorist financing between
representatives of central banks and of other competent supervisory authorities,
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as well as representatives of the European Commission, the European Banking
Authority, the European Securities and Markets Authority and the European Insurance
and Occupational Pensions Authority. Among the deliverables prepared and adopted
by the sub-committee in the form of opinions, guidelines, regulatory technical
standards, recommendations, decisions and other publications, it is worth mentioning
the Opinion on the risks of money laundering and terrorist financing affecting the
European Union’s financial sector, released on 4 October 2019, and the Guidelines on
cooperation and information exchange for the purpose of Directive (EU) 2015/849
between competent authorities supervising credit and financial institutions,
published on 16 December 2019. The documents relevant for credit and financial
institutions to consistently put in place the regulatory framework for preventing
money laundering and combating terrorist financing, set forth by the provisions of
Directive (EU) 2015/849 and Directive (EU) 2018/843, were also published on the
National Bank of Romania’ website, in the Supervision section.
At 25 January 2019, the National Bank of Romania signed a multilateral agreement
on the practical modalities for exchange of information pursuant to Article 57a(2)
of Directive (EU) 2015/849 concluded between the European Central Bank and the
national authorities responsible for supervising the risks of money laundering and
terrorist financing facing credit institutions and financial institutions. The goal of
the Agreement, the wording of which was agreed on with the European Central
Bank in the meetings of the Subcommittee on Anti-Money Laundering, within the
Joint Committee of the European Supervisory Authorities, and approved by the
Board of Supervisors of the European Banking Authority, is to define the practical
modalities for the exchange of information between the European Central Bank
and the national competent authorities overseeing credit and financial institutions,
where such information is necessary for the European Central Bank to perform its
tasks, in compliance with the requirements under the Single Supervisory Mechanism
Framework regulation, and for the national competent authorities to discharge their
duties, in accordance with the requirements of the Directive on the prevention of
the use of the financial system for the purposes of money laundering or terrorist
financing, or with the requirements of other relevant legal acts.
At the same time, National Bank of Romania representatives participated, in their
capacity as members, in the meetings of the European Commission’s Expert Group
on Money Laundering and Terrorist Financing (EGMLTF). The group addressed various
aspects of how Member States implemented the requirements established by the
provisions of Directive (EU) 2015/849 of the European Parliament and of the Council
on the prevention of the use of the financial system for the purposes of money
laundering or terrorist financing, amending Regulation (EU) 648/2012 of the European
Parliament and of the Council, and repealing Directive 2005/60/EC of the European
Parliament and of the Council and Commission Directive 2006/70/EC, and those of
Directive (EU) 2018/843 of the European Parliament and of the Council amending
Directive (EU) 2015/849 on the prevention of the use of the financial system for
the purpose of money laundering or terrorist financing, and amending Directives
2009/138/EC and 2013/36/EU.
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Thus, in the meetings of the EGMLTF, the focus was placed on impactful topics from
the viewpoint of the applicable directives previously mentioned, such as: (i) the
revision of the Methodology for Identifying High Risk Third Countries under Directive
EU 2015/849 used for identifying high-risk third countries presenting strategic
deficiencies in their regimes on combating money laundering and terrorist financing;
(ii) issues related to the assessments to be carried out by the European Commission
of the enforcement of the provisions of Directive (EU) 2015/849 by the Member
States, in terms of both technical compliance and the effectiveness in applying the
domestic regulatory framework; (iii) the assessments made by the Commission of the
implementation of some requirements set forth by Directive (EU) 2015/849, as well
as of the risks across the Member States; the conclusions were included in thematic
reports drafted by the European Commission and submitted to the European
Parliament.
At the same time, in 2019, the Council of Europe hosted the 58th and 59th Plenary
Meetings of the Moneyval Committee, on which occasion the National Bank of
Romania representatives provided banking and financial assistance to the relevant
national competent authority, namely the National Office for Prevention and Control
of Money Laundering.
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Chapter 7
Strengthening the bank resolution
function of the National Bank
of Romania
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1. Planning and preparing the resolution
1.1. Current activity of resolution planning
The main component of the current bank resolution activity is the annual preparation
and, where appropriate, updating of the resolution plans for the credit institutions
falling within the NBR’s direct field of competence, as well as the participation in
updating the group-level resolution plans within the resolution colleges183 in the
case of significant subsidiaries and branches of cross-border groups in Romania.
During the 2018-2019 resolution planning cycle, the NBR prepared or updated
resolution plans for 11 credit institutions that are not part of cross-border groups,
and took part in 14 resolution colleges184, of which 11 were organised by the Single
Resolution Board (SRB) and 3 were organised by other resolution authorities at group
level. Within these colleges, the NBR signed all the joint decisions of the resolution
authorities. The 11 resolution colleges organised by the SRB included in their scope of
analysis 13 credit institutions operating in Romania, including 7 subsidiaries, 2 local
sub-groups of cross-border groups185, and 2 significant branches.
The resolution plan is a complex, comprehensive document that includes, on the
one hand, the description of the credit institution from the resolution authority’s
perspective (the strategic analysis of the business model, the outline of the main
operational and financial dependencies), and the identification of the critical
functions (activities provided to customers the sudden suspension of which would
create a significant negative impact on financial stability), of the critical services, of
the IT systems they support, and of the main payment and settlement systems in
which the said institution participates, and, on the other hand, as a core element,
the analysis of resolvability. This analysis entails, first and foremost, establishing
the individual approach if the credit institution is failing of likely to fail (FOLTF),
i.e. liquidation under normal insolvency proceedings or for a resolution action, where
liquidation would not be possible due to the systemic effects it would generate. In the
latter case, the analysis in the plan aims at establishing a preferred resolution strategy,
namely the tool or combination of tools that would allow the fulfilment of the
resolution objectives to the highest degree, as well as an alternative strategy, based
on the specific elements of said credit institution: business and funding model, the
legal and operational structure, whether it is part of a cross-border group or not, and
the available financial resources. Special attention is given to the balance sheet items
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The resolution colleges are established by the Single Resolution Board (SRB) or the resolution authorities in Member States
where the consolidating supervisor of the cross-border banking groups with subsidiaries and branches in Romania is also
located.

184

There is also the case where the group’s resolution authority has yet to establish a resolution college, looking at a gradual
approach, depending on the size and significance of the said banking groups.

185

Each of these sub-groups includes two credit institutions.
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that might be written down or converted, which are subject to numerous analyses,
assessments on, and scenarios for losses and for implementing various tools, so as to
be able to establish the presumed levels of their use in a possible resolution action.
The analysis of resolvability entails, at the same time, assessing the way in which the
resolution action would be implemented from an operational standpoint, as well
as identifying the potential impediments that would prevent or hinder probable
work of the resolution authority in a crisis situation, for which the credit institution is
required to have a set of measures in order to remove them, as part of the preparation
and planning process. This extremely complex analysis is conducted based on the
criteria laid down in Law No. 312/2015186 and on the details stipulated in Delegated
Regulation (EU) 2016/1075187, taking into account the legal and functional structure,
as well as the capacity of the IT and operational systems of credit institutions
to provide the necessary information, both for the planning activity, and for
implementing the potential resolution, ensuring business continuity and access to
financial markets’ infrastructure, ensuring liquidity in resolution, communicating with
other authorities and the general public.
For credit institutions within the field of competence of the NBR, in its capacity
as resolution authority, the resolution plans prepared so far provide for either the
implementation of a resolution action (for 13 credit institutions), or liquidation under
normal insolvency proceedings (for 11 credit institutions). For credit institutions that
would be resolved via a resolution action, the tools identified as adequate cover, on a
case by case basis, the entire range set by the legal framework – the sale of business,
the bridge institution, bail-in, the separation of assets (only used together with
another resolution tool).
In addition, it is worth noting that resolution plans are prepared based on a series
of scenarios and hypotheses on future events and circumstances. Therefore, the
specific/actual resolution strategies or the results of the implementation of resolution
strategies might differ, even significantly, from those described in the plans.

1.2. Decision-making on the minimum requirement for own funds
and eligible liabilities (MREL) – key element of the 2018-2019
planning cycle
Credit institutions setting up and maintaining adequate loss-absorbing and, as
applicable, recapitalisation capacity is an essential element of resolvability and
increases the credibility of resolution strategies. The role of resolution authorities
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Law No. 312/2015 on the recovery and resolution of credit institutions and investment firms, as well as on amending and
supplementing some legal acts in the financial field, which transposes into domestic law the BRRD provisions –
Directive 2014/59/EU of the European Parliament and of the Council of 15 May 2014 establishing a framework for the
recovery and resolution of credit institutions and investment firms.

187

Commission Delegated Regulation (EU) 2016/1075 of 23 March 2016 supplementing Directive 2014/59/EU of the European
Parliament and of the Council with regard to regulatory technical standards specifying the content of recovery plans,
resolution plans and group resolution plans, the minimum criteria that the competent authority is to assess as regards
recovery plans and group recovery plans, the conditions for group financial support, the requirements for independent
values, the contractual recognition of write-down and conversion powers, the procedures and contents of notification
requirements and of notice of suspension and the operational functioning of the resolution colleges.
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is to set the MREL requirement, in terms of both quantity and quality (level of
subordination), to communicate it to the credit institution and to follow its fulfilment.
The calibration of the MREL requirement depends, first and foremost, on the
resolution strategy. For the credit institutions for which liquidation is the preferred
resolution strategy according to the resolution plan, the MREL requirement is equal to
the minimum requirement for own funds set by the competent authority, including
the combined buffer requirement. Specifically, the MREL is equal to the amount
necessary for loss absorption.
For credit institutions for which the resolution plan establishes that a resolution action
would be applied when they are failing or likely to fail, the above-mentioned loss
absorption component is supplemented by an amount for recapitalisation, which
is calibrated depending on the resolution tool applied to the credit institution in
question.
During the 2018-2019 planning cycle, the National Bank of Romania, in its capacity
as resolution authority, issued for the first time decisions regarding the MREL for
credit institutions within its field of competence, given that the MREL Policy – Policy
on setting the minimum requirement for own funds and eligible liabilities188 was
approved at the beginning of 2019. Specifically, after approving the resolution plans,
the NBR set the MREL requirements for 20 credit institutions (the NBR is the resolution
authority at individual level for 10 of them, while for the rest it is the resolution
authority at subsidiary level)189.

1.3. Reporting system for resolution planning
As of 2019, credit institutions in Romania began to report the necessary information
in the resolution planning process in accordance with the Commission Implementing
Regulation (EU) 2018/1624190, the first reporting deadline being 31 May 2019 for
the information related to the financial year ended 31 December 2018 (by way of
derogation from the reporting deadline of 30 April of every year).
In addition, as of 2020, credit institutions will submit the resolution reports to the
NBR via the Abacus/R system, for the reference date of 31 December 2019. At the
same time, the NBR, in its capacity of resolution authority, will be required to submit
to the EBA the RES resolution reports in XBRL format. With regard to this format, it
should be mentioned that the NBR is currently finalising the reporting methodology,
according to the taxonomy published by the European Banking Authority (EBA) on its
website.
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An overview of the MREL Policy can be found on the NBR website at: https://www.bnr.ro/The-National-Bank-of-Romania-asa-resolution-authority-13777.aspx.

189

For the other credit institutions within the NBR’s field of competence in terms of bank resolution, the first MREL requirement
at individual level will be established and communicated in the new resolution planning cycle.

190

Commission Implementing Regulation (EU) 2018/1624 of 23 October 2018 laying down implementing technical standards
with regard to procedures and standard forms and templates for the provision of information for the purposes of resolution
plans for credit institutions and investment firms pursuant to Directive 2014/59/EU of the European Parliament and of the
Council, and repealing Commission Implementing Regulation (EU) 2016/1066.
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The EBA aims to complete the last phase of the EUCLID (European Centralised
Infrastructure of Data) project, which will focus on the upgrade of the institution’s
data platform, by supporting data collection, data validation, data integration and
report monitoring, thus contributing to the EBA being established as an EU-wide data
hub at the service of competent authorities and the public.

2. National and international communication and cooperation
In order to preserve a permanent relation with the banking sector and to adequately
inform credit institutions in Romania about the latest resolution developments,
the NBR continued the series of annual conferences on resolution-related topics. In
April 2019, it organised the third annual meeting with credit institutions in Romania,
entitled The Bank Resolution Framework. Current issues and prospects, which addressed
current topics such as the NBR’s MREL policy, the existing prospects in resolution
planning following the completion of the RRM (Risk Reduction Measures) Package,
developments in the revised European resolution framework (BRRD2), the valuation191
for purposes of resolution192 and the aspects concerning the cooperation between
the resolution authority and credit institutions, particularly as regards the provision
of necessary information for preparing resolution plans in the new format set by the
European Banking Authority (EBA).
The initiatives of cooperation with other European and international institutions on
bank resolution topics continued in 2019, and the NBR, in its capacity as resolution
authority, actively participated, with the same regularity, to the meetings of the
Resolution Committee of the European Banking Authority (ResCo) and appointed
representatives in the working sub-groups at EU level. As a priority set by the
European legislative context, these aim to address topics closely related to the
harmonisation of bank resolution practices.

3. Bank Resolution Fund
The NBR, in its capacity as resolution authority, sets the annual contributions of
credit institutions to the Bank Resolution Fund, pursuant to Law No. 312/2015 and
Commission Delegated Regulation (EU) 2015/63 of 21 October 2014 supplementing
Directive 2014/59/EU of the European Parliament and of the Council with regard to
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Valuation for purposes of resolution – before taking any resolution measure or exerting the power to write down or convert
the relevant capital instruments, resolution authorities shall ensure that an independent person carries out a fair, prudent
and realistic valuation of the assets and liabilities of the institution or entity, in accordance with the provisions of Law
No. 312/2015.
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The handbook drafted by the EBA – Handbook on valuation for purposes of resolution – was completed and published on
22 February 2019: https://eba.europa.eu/sites/default/documents/files/documents/10180/2613666/9f0772ea-a052-49e586ce-64c157adff10/Valuation%20Handbook.pdf?retry=1.
On 10 March 2020, a dedicated MIS chapter was published to supplement the EBA Handbook – Chapter 10. Management
Information Systems (EBA/Rep/2020/10), which is also for public consultation: https://eba.europa.eu/sites/default/
documents/files/document_library/Publications/Other%20publications/2020/880851/Handbook%20valuation%20-%20
MIS%20Chapter.pdf. MIS – Management Information Systems.
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ex ante contributions to resolution financing arrangements, as corrected by
Commission Delegated Regulation (EU) 2016/1434193.
According to the legal provisions, the target level of the available financial resources
of the Bank Resolution Fund is 1 percent of the covered deposits of all credit
institutions authorised in Romania, and this level should be reached for the first time
no later than 31 December 2024. At 31 December 2019, the resources of the Bank
Resolution Fund communicated by the Bank Deposit Guarantee Fund amounted to
lei 1,392,667,685.

4. Other projects in the field of bank resolution
One of the bank resolution activities was to conduct another resolution simulation
exercise194, which was initiated by the NBR via the Bank Resolution Department,
coordinated by the World Bank in cooperation with the European Commission –
Structural Reform Support Service, and funded by the European Union through
the Structural Reform Support Programme. This simulation exercise continued the
exercise conducted in 2018, and focused on testing the interactions and intervention
capacity, from a procedural and operational standpoint, based on the existing
legislative framework, of the institutions/authorities in Romania with bank resolution
tasks, in the context of implementing a potential resolution action. Alongside the
National Bank of Romania, the other relevant authorities in Romania – the Bank
Deposit Guarantee Fund, the Ministry of Public Finance, and the Financial Supervisory
Authority – took part in this exercise.
The exercise required the distinct completion of several stages, some of which are
general, namely they are applicable in any resolution situation, while other are
specific to the selected resolution tools or the magnitude of the simulated crisis the
fictitious credit institution in the exercise was undergoing.
The resolution action involved the completion of two important interconnected
stages: preparation and execution. The preparation stage included various
quantitative analyses, the preparation of operational flows and standard formats of
the necessary documents to be used in the exercise, while the execution stage had
as a starting point the fictitious credit institution being determined as ‘failing or likely
to fail’ (FOLTF), followed by identifying the resolution scheme, obtaining the relevant
approvals and the related public announcement.
In addition to testing the efficiency of the intra/inter-institutional cooperation
capacity, this simulation exercise also focused on resolution financing, on business
continuity issues, as well as on drafting, communicating and implementing a formal
resolution decision. The exercise was extremely complex, given the fast chain of
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Commission Delegated Regulation (EU) 2016/1434 of 14 December 2015 correcting Delegated Regulation (EU) 2015/63
supplementing Directive 2014/59/EU of the European Parliament and of the Council with regard to ex ante contributions to
resolution financing arrangements.
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The first exercise simulating a potential resolution action was conducted in October 2018.
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events and the reaction time that had to be continuously correlated thereto, in
order to ensure that the representatives of the participating authorities intervened
promptly.
Although the scenarios used in this kind of simulation exercises are, in general,
different from real crises, conducting the exercises is not only an opportunity to test
the relevant authorities’ intervention capacity, but also an opportunity to analyse
the potential similarities to reality and to draw conclusions on the particulars in the
field of bank resolution. Specifically, the exercise proved that the resolution planning
activity, although not able to anticipate the specificities of a crisis before this takes
shape, is, however, essential for the good performance of a potential resolution
action, because it is based on flexible models of quantitative analysis and on a
detailed definition of the action and interaction flows among the parties involved.
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In 2019, the NBR supplied the necessary currency in terms of quantity, value and
denomination composition to ensure smooth money circulation, and it took the
appropriate measures to raise the quality of Romanian banknotes and coins in
circulation.

1. Developments in currency in circulation outside banks
In 2019, the value of currency outside banks expanded by 8.9 percent (up to lei
78,702.5 million195), the pace of increase being 1.8 percentage points faster than that
recorded in 2018.
The same as in previous years, the currency in circulation outside banks largely
preserved its seasonal pattern. Specifically, annual seasonal factors played a significant
part in the developments of this indicator, the highest monthly growth rates being
recorded in the following periods: (i) April (2.1 percent), under the impact of Easter;
(ii) the summer months, under the impact of paid holidays, especially August
(up 2 percent); (iii) November-December (up 1.7 percent and 1.1 percent, respectively),
due to the increased demand for currency specific to the winter holidays. Over the
remaining months, the value of currency outside banks either fell (by 0.7 percent in
January 2019 and by 0.1 percent in October 2019) or reported more modest rises.
Currency outside banks reached a record high of lei 80,863.1 million for the year
under review (+9.3 percent versus the 2018 peak) on 20 December 2019, due to the
increased demand for currency specific to the winter holidays.
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Lei 75,423.4 million, excluding the cash in automated teller machines and automated exchange teller machines.

187

Annual Report ▪ 2019

At end-2019, the number of banknotes outside banks was 1,466.0 million, up
7.7 percent year on year, and the number of coins amounted to 4,620.2 million,
up 7.4 percent from end-2018 (Chart 8.1).
Banknotes outside banks reported rises in terms of number for all denominations,
percentages varying between 5.4 percent (for the lei 10 banknote) and 9.5 percent
(for the lei 200 banknote).
The leu 1 banknote continued to be the most frequently used, its share in the total
number of banknotes outside banks standing at 26.4 percent, followed by the lei 100
banknote (22.7 percent) and the lei 50 banknote (18.3 percent). The lei 500 banknote
held the lowest share of the total number of banknotes outside banks in 2019 as well,
i.e. 0.8 percent.
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The banknotes most frequently used
for loading ATMs, namely the lei 100,
lei 200 and lei 50 denominations,
continued to take the highest shares
of the total value of currency outside
banks, i.e. 42.6 percent, 28.5 percent and
17.2 percent, respectively (Chart 8.2).
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At end-2019, the number of coins
outside banks was 4,620.2 million, (up
+7.4 percent year on year), their value
standing 9.2 percent higher than at
end-2018.
As a result of the large demand for
coins, the number of all denominations
increased in comparison to 2018,
percentages varying between
4.6 percent (for the ban 1 coin) and
10.6 percent (for the bani 50 coin).
The bani 10 and the bani 5 coins
accounted for the largest shares of the
total number of coins outside banks,
i.e. 41.6 percent and 27.0 percent,
respectively.
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In terms of value, the bani 50 and the
bani 10 denominations covered
ban 1
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bani 10
bani 50
87.3 percent of the total value of
coins outside banks, the largest share
being held by the bani 50 coin (52.7 percent; Chart 8.3).
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At end-2019, the number of notes and coins outside banks per capita amounted to 76
and 238, respectively, i.e. 6 notes and 18 coins more than at end-2018.
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2. NBR’s cash payments and collections in its relation
with credit institutions/the State Treasury
Payments
In 2019, the total value of currency used for the NBR’s payments to credit institutions/
the State Treasury stood at lei 16,476.7 million, down 4.4 percent compared to 2018.
The number of banknotes put into circulation via payments was 334.7 million, down
6.4 percent year on year, and their value, i.e. lei 16,428.5 million, dropped by 4.4 percent.
The number of all denominations decreased, except for the lei 500 banknote for which
the number of banknotes put into circulation via payments increased by 12.1 percent.
As for the other denominations, the diminishing percentages varied between
3.0 percent (for the lei 50 banknote) and 14.7 percent (for the leu 1 banknote). These
developments led to declining shares of the leu 1, lei 10 and lei 200 banknotes by up
to 1.7 percentage points against the previous year, whereas the share of lei 5, lei 50,
lei 100 and lei 500 notes increased by up to 0.8 percentage points versus 2018.
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By contrast, in terms of value, the leu 1
and lei 5 banknotes maintained their
shares in total banknotes put into
circulation via payments. The shares of
lei 10 and lei 200 notes receded by up
to 0.9 percentage points, whereas the
lei 50, lei 100 and lei 500 banknotes
consolidated marginally their shares
in the total value of banknotes put
into circulation via payments (up by
0.4 percentage points versus end-2018;
Chart 8.4).
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While the number of ban 1 and bani 5
coins withdrawn from the NBR declined
by 29.6 percent and 16.8 percent,
respectively, the number of bani 10 and
bani 50 coins climbed by 2.6 percent
and 1.1 percent, respectively. The
bani 10 coin further held the highest
share in the total number of coins used
for payments, namely 46.6 percent,
ahead of the bani 5 coin (with a
23.9 percent share).
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In terms of value, the composition of denominations of coins used for payments to
credit institutions/the State Treasury changed compared to 2018, more obviously in
the case of the bani 5 and bani 50 coins, with a 1.5 percentage point decrease (down
to 8.0 percent) for the former and a 1.0 percentage point increase for the latter (up to
60.2 percent; Chart 8.5).

Collections
In 2019, the NBR’s cash collections amounted to lei 9,973.9 million, down 9.1 percent
against 2018. The deposits of credit institutions/the State Treasury returned to the
NBR 239.4 million banknotes, which is 15.7 percent less than the previous year. The
number of collected banknotes decreased compared to 2018 for all denominations,
percentages varying between 26.1 percent (for the lei 5 banknote) and 1.8 percent
(for the lei 100 banknote).
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As regards the share taken in the total
value of banknotes collected, the
lei 100 denomination accounted for
51.7 percent, followed by the lei 50 note,
with 27.0 percent (Chart 8.6).
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In 2019, 3.6 million coins were returned
to the central bank, down 25.2 percent
from the year before. Except for the
ban 1 coin which posted an increase of
159.5 percent, all other denominations
witnessed drops of up to 44.6 percent,
as was the case of the bani 10 coin.
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3. Currency processing and withdrawal from circulation
of unfit currency
Throughout 2019, 324.3 million banknotes were processed in the processing
centres of the National Bank of Romania (i.e. 63.85 million banknotes less than the
previous year), out of which 35.9 million were sorted as unfit for money circulation.
This corresponded to an average unfit banknote rate of approximately 11 percent,
which is 1 percentage points higher than that recorded in 2018.
Except for the lei 10, lei 50 and lei 100 banknotes, the unfit rate changed for all other
denominations compared to 2018, yet unevenly, as the changes were both ways and
had different sizes: (i) a 3 percentage point pick-up for the leu 1 and lei 5 notes, and a
1 percentage point increase for the lei 200 banknote; (ii) a drop of 2 percentage points
for the lei 500 banknote.
Moreover, some 5.9 million coins were processed in 2019 (2.8 million coins less
than the year before), with 214.9 thousand coins being sorted as unfit for money
circulation.

4. Numismatic issues
In 2019, the National Bank of Romania launched 18 numismatic issues, including
29 coins, out of which 8 were of gold, 13 of silver, 2 of copper-plated tombac and
6 of brass. The mintage varied across the metals the coins were made of, and they
were as follows: 3,800 gold coins, 4,200 silver coins, 550 coppered tombac coins and
175,000 brass coins.
In December 2019, the NBR put into circulation, for numismatic purposes, a
commemorative collector banknote, marking the Completion of the Great Union –
Ion I. C. Brătianu. This special numismatic issue was meant to celebrate one of the
most remarkable figures in the history of Romania, who dominated the political
landscape for over two decades and whose name was linked to the completion
of the Great Union and, subsequently, to the consolidation of the legal framework
which laid the foundation for Romania’s development during the interwar period.
This numismatic issue included 30,000 banknotes and it was considered to be a
continuation of the initiative started at end-2018 with the launch of another banknote
celebrating 100 years since the Great Union on 1 December 1918. This first banknote
shows the portraits of King Ferdinand I and Queen Maria, emblematic characters of
our national history. Moreover, the representation of Queen Maria on the obverse of
the banknote marks the first time that the portrait of a female personality appeared
on a banknote. This numismatic issue included 10,000 notes.
These two numismatic issues had the symbolic mission to rekindle the public memory
of these historical figures responsible for making Romania a united national state.
NATIONAL BANK OF ROMANIA
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▪▪ Commemorative collector banknote – 100 years since the Great Union
on 1 December 1918

▪▪ Commemorative collector banknote – The Completion of the Great Union –
Ion I. C. Brătianu
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In July 2019, the Board of the National Bank of Romania decided that Ecaterina
Teodoroiu will be the first female personality to be represented on a banknote
intended for circulation purposes. The banknote showing on one of its sides the
portrait of the heroine fallen in battle during World War I will have the face value
of lei 20, a denomination that has been used before in the history of Romanian
banknote issues. By choosing Ecaterina Teodoroiu, the National Bank of Romania
becomes involved in an endeavour in line with the initiatives of other central banks
worldwide and serves a public interest enjoying widespread support in the Romanian
society.
The following table contains data regarding the 2019 numismatic issues.

Table 8.1
The 2019 numismatic issues

NATIONAL BANK OF ROMANIA

Numismatic issue

Metal and face value

Romania’s taking over of the Presidency of the
Council of the European Union starting with
1 January 2019

a set of three coins (made of gold, silver and
copper-plated tombac) with face value of lei 100,
lei 10 and leu 1; a silver coin with face value of lei 10;
a brass collector coin with face value of bani 50

550 years since the consecration of the Putna
Monastery’s church

a gold coin with face value of lei 100; a brass
collector coin with face value of bani 50

100 years since Romania adopted the Gregorian
calendar

a silver coin with face value of lei 10

Completion of the Great Union – Henri Mathias
Berthelot

a silver coin with face value of lei 10

Completion of the Great Union – Emmanuel de
Martonne

a silver coin with face value of lei 10

Apostolic journey of His Holiness Pope Francis
to Romania

a gold coin with face value of lei 500; a brass
collector coin with face value of bani 50

Completion of the Great Union – Alexandru
Marghiloman

a set of three coins (made of gold, silver and
copper-plated tombac) with face values of lei 100,
lei 10 and leu 1

100 years since the birth of Nicolae Cajal

a silver coin with face value of lei 10

Completion of the Great Union - King Ferdinand I,
the Unifier

a gold coin with face value of lei 500; a brass
collector coin with face value of bani 50

140 years since the founding of Macedo-Romanian
Cultural Society

a silver coin with face value of lei 10

100 years of Romanian academic higher education
in Cluj

a silver coin with face value of lei 10

75 years since the liberation of Northern Transylvania

a silver coin with face value of lei 10

Completion of the Great Union – Queen Maria

a gold coin with face value of lei 500; a brass
collector coin with face value of bani 50

70 years since the establishment of political and
diplomatic relations between Romania and the
People’s Republic of China

a silver coin with face value of lei 10

75 years since the establishment of the West
University of Timișoara

a silver coin with face value of lei 10

The History of Gold – the lei 50 coin bearing the year
1922

a gold coin with face value of lei 10

30 years since the Romanian Revolution of December
1989

a silver coin with face value of lei 10; a brass
collector coin with face value of bani 50

90 years since the publication of the interwar novel
Craii de Curtea-Veche (Old-Court Philanderers)

a gold coin with face value of lei 100
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5. Detected leu counterfeits
In 2019, counterfeit Romanian banknotes checked by the National Bank of Romania
totalled 3,507, down 41 percent from the previous year. The monthly distribution of
counterfeits is shown in Table 8.2.
Table 8.2
Monthly distribution
of counterfeits

2019
Jan.

Feb.

Mar.

Apr.

May

Jun.

Jul.

Aug.

Sep.

Oct.

Nov.

Dec.

284

327

533

136

227

401

243

349

104

259

240

404

The number of counterfeits by denomination was as follows:
Denomination

Table 8.3
Counterfeits by denomination

Number of counterfeits

leu 1

0

lei 5

2

lei 10

9

lei 50

214

lei 100

3,232

lei 200

49

lei 500

1

Out of the total number of counterfeit banknotes, 92 were seized by specific police
operations before entering circulation, whereas 3,415 were found in circulation, down
40 percent from 2018.
The lei 100 denomination recorded the highest number of counterfeits, i.e. 3,232
banknotes (out of which 28 were seized by the police), ahead of the lei 50 banknote
(214 counterfeits) and the lei 200 banknote (49 counterfeits).
Some 2.1 counterfeits were found per 1 million authentic banknotes in circulation
versus 3.8 counterfeits in 2018.

194

NATIONAL BANK OF ROMANIA

NATIONAL BANK OF ROMANIA

195

Annual Report ▪ 2019

Chapter 9
Payment and settlement systems

196

NATIONAL BANK OF ROMANIA

According to its statutory tasks, the National Bank of Romania promotes the smooth
functioning of payment systems with a view to ensuring financial stability and
maintaining public confidence in the national currency. The main tool whereby
this objective is achieved, beside the regulation, authorisation and oversight of the
payment systems, consists in the facilities that the National Bank of Romania provides
for ensuring the efficient operation of payment and settlement systems.
To this end, the National Bank of Romania operates ReGIS, a real-time gross settlement
system for large-value or urgent payments in lei, and SaFIR, a securities depository
and settlement system for government securities and certificates of deposit issued
by the National Bank of Romania, while equally managing TARGET2-România, the
national component of the real-time gross settlement system for payments in euro
(TARGET2), on behalf of the Eurosystem.
In addition, the National Bank of Romania provides integrated settlement services for
both domestic and cross-border securities transactions and for the respective funds
transfers, via the TARGET2-Securities platform, as well as the pan-European instant
payment settlement service in euro via TARGET2, called TARGET instant payment
settlement (TIPS).

1. ReGIS
General aspects
ReGIS ensures the real-time gross settlement of large-value or urgent payments in lei
made by participants, on their own behalf and account or on the customers’ account,
as well as of net positions arising from ancillary systems.
In 2019, ReGIS further contributed to the smooth operation of money market and
forex market, playing a major role in the successful implementation of the National
Bank of Romania’s monetary policy, considering that central bank’s monetary policy
operations are processed solely through this system.

Participation in the system
At end-2019, the system counted 40 participants, out of which: 33 credit institutions,
the National Bank of Romania, the State Treasury and 5 ancillary systems (SENT, SaFIR,
RoClear, VISA Europe and MasterCard International).
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Payments in ReGIS
The volume of payments settled in ReGIS went up by 20.2 percent in 2019 against the
previous year, while their value dropped by 14.2 percent (Table 9.1).
Volume (no. of transactions; thou.)
Daily average

Total

Daily average

2018

5,312

21.33

10,018

40.24

1.89

2019

6,383

25.43

8,595

34.24

1.35

Change (%)

20.16

19.22

-14.20

-14.91

-28.60
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Chart 9.1
Large-value or urgent payments
in 2019 versus 2018
(daily average)

Average value
per transaction
(lei mill.)

Total

lei billion

number (thou.)
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The maximum volume of payments
daily settled through ReGIS was
recorded in December 2019 (52,067
transactions/day), while the maximum
value of payments daily settled in this
system was posted in July 2019
(lei 65.0 billion/day) (Chart 9.1).

The composition of payments in ReGIS
in 2019 (Table 9.2) shows that payment
transactions carried out by participants
value of payments – 2019
on the customers’ account (MT103
value of payments – 2018
number of payments – 2019 (rhs)
messages) prevailed (93.4 percent of
number of payments – 2018 (rhs)
the volume of settled transactions),
their total value remaining, however,
relatively low (only 22.1 percent of the value of settled transactions). By contrast, the
volume of payment transactions carried out by participants on their own account
(MT202 messages) was relatively subdued (5.6 percent of the volume of settled
transactions), their value running, however, high (60.8 percent of the value of
transactions settled via the system).
Jan.
Feb.
Mar.
Apr.
May
Jun.
Jul.
Aug.
Sep.
Oct.
Nov.
Dec.

Table 9.1
Payments traffic in ReGIS

Value (lei bill.)

percent
Table 9.2
Composition of payments
in ReGIS in 2019

MT103

MT202

Direct transfer

Total volume

93.4

5.6

1.0

Total value

22.1

60.8

17.1

Payments

In turn, payment transactions involving direct debit/credit of participants’ settlement
accounts (direct transfer) posted a low volume (1.0 percent of the volume of
transactions settled via the system), while reporting a relatively high value
(17.1 percent).
Market concentration remained comparable to that in the previous year in terms of
both the volume and value of payments settled through ReGIS (the top five credit
institutions accounting for 66 percent and 72 percent, respectively, of the market).
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In 2019, the average availability of ReGIS, i.e. the extent to which participants could
use the system without any incidents during the operating days, was 99.98 percent.
During 2019, the participants pursued an adequate and efficient liquidity
management, with the value of the repo intraday liquidity provided by the National
Bank of Romania accounting for 1.20 percent of the total value of transactions settled
in the system.

2. SaFIR
General aspects
Securities depositories and settlement systems are key components of financial
markets’ infrastructure. In the central bank’s view, the importance of SaFIR (the
securities depository and settlement system) lies with the system’s interaction with
the other payment systems, as well as with the role played by such instruments in the
settlement of monetary policy operations.

Participation in the system
At end-2019, SaFIR counted 34 participants, out of which: 30 credit institutions, the
National Bank of Romania, the Ministry of Public Finance and 2 securities depository
and settlement systems – the Central Depository and Clearstream Banking.

Face value of government security issues deposited with SaFIR
At end-2019, the overall face value of outstanding issues of leu-denominated
government securities came in at lei 168,410.95 million, up 13.93 percent versus
end-2018, while the overall face value of the issues of euro-denominated government
securities amounted to EUR 3,320.47 million, up 25.03 percent from end-2018.

Operations settled in SaFIR
SaFIR processes operations performed by participants in relation to the issuer
(settlement of the primary market’s results, interest and/or coupon payments,
partial/optional/total redemption) and operations carried out by participants on the
secondary market (sale/purchase transactions, financial collateral arrangements, repo
transactions, portfolio transfers).
Chart 9.2 shows the number and value of sale/purchase transactions (including also
reverse transactions).
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Chart 9.2
Operations in government
securities settled in SaFIR in 2019
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3. TARGET2-România
General aspects
TARGET2 is a payment system made available by the Eurosystem for the realtime settlement of monetary policy operations, interbank transfers, payments on
customers’ account, as well as of payments related to the operations carried out by
net settlement systems and by other financial market infrastructures, expressed in
euro (generically known as TARGET2 services).
Central banks outside the euro area (connected central banks) participate in TARGET2
on a voluntary basis by signing specific agreements with the central banks in the
Eurosystem. The same as the other connected central banks (i.e. in Bulgaria, Denmark,
Poland and Croatia), the National Bank of Romania is connected to TARGET2; it has
been operating TARGET2-România, the national component, as of 2011.
TARGET2 services are part of TARGET services, alongside T2S (securities settlement
services) and TIPS (TARGET Instant Payment Settlement) services. TARGET services are
developed and provided by the Eurosystem in order to allow for the free movement
of funds, securities and collateral in the European Union.
Considering its operating the national component TARGET2-România, the same as
the other central banks participating in/connected to TARGET2, the National Bank of
Romania opens and manages settlement accounts in euro on the TARGET2 platform,
as well as dedicated cash accounts (Dedicated Cash Accounts – DCA) in euro, namely:
▪▪ T2S dedicated cash accounts (T2S DCA) on the TARGET2-Securities platform196
for credit institutions operating in Romania that want to act as settlement banks
for central depositories connected to this platform; TARGET2-Securities (T2S) is
196
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As of 22 June 2015, when the first participants, among which the Central Depository and the National Bank of Romania – in
its capacity as operator of TARGET2-România, migrated to the platform.
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the European platform for the settlement of national and cross-border securities
transactions, operated by the Eurosystem;
▪▪ TIPS dedicated cash accounts (TIPS DCA) for institutions operating in Romania that want
to take part in this service197; TIPS (TARGET Instant Payment Services) is a pan-European
instant payment settlement service in euro via TARGET2, which enables payment service
providers to offer their customers, natural and legal entities, the possibility to transfer
euro funds in real time and around the clock, every day of the year.

Participation in the system
The participation in TARGET2-România is governed by the system rules set forth by
National Bank of Romania Order No. 4/2015 on the operation of TARGET2-România,
as subsequently amended and supplemented.
At end-2019, the participants in TARGET2-România were as follows: 22 account
holders in the payment module (namely 21 credit institutions and the National Bank
of Romania), 7 DCA holders for TARGET2-Securities (more exactly 5 credit institutions,
the National Bank of Romania and the Central Depository) and 2 ancillary systems:
SENT, run by TRANSFOND, and SaFIR, operated by the NBR.

TARGET2-România operations
Volume (no. of transactions)
Total

Chart 9.3
Payments traffic in
TARGET2-România in 2019

Total

Daily average

2018

107,100

420

91,531

359

107,470

421

87,020

341

Change (%)

0.3

0.2

-4.9

-5.0

12 EUR billion

number (thou.)

12

10

10

8

8

6

6

4

4

2

2

0

0

In 2019, the total volume of payments
settled in TARGET2-România rose by
0.3 percent from 2018, while their value
fell by 4.9 percent (Table 9.3).
The monthly volume of payments
settled in 2019 fluctuated, the monthly
average coming in at 8,956 payments.
In 2019, the volume of payments
reached a high of 9,722 in December
and posted a low of 8,035 payments
in January (Chart 9.3).

value of payments
number of payments (rhs)

Moreover, the monthly value of
payments fluctuated in the course of
2019, reaching a EUR 4,336 million low in August and a EUR 10,705 million high in
April (Chart 9.3).
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Value of transactions (EUR mill.)

2019

Jan.
Feb.
Mar.
Apr.
May
Jun.
Jul.
Aug.
Sep.
Oct.
Nov.
Dec.

Table 9.3
Payments traffic
in TARGET2-România

Daily average

Since 30 November 2018, when the Eurosystem launched TIPS (TARGET Instant Payment Services).
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The composition by category of payments settled through TARGET2-România in 2019
shows the prevalence of cross-border payments over national payments (76.3 percent
of the total volume of payments settled through TARGET2-România and 84.8 percent
of their value). Most transactions in TARGET2-România were made with Germany, the
Netherlands and Italy (Table 9.4).
Payments

Table 9.4
Geographical distribution
of payments/receipts related
to TARGET2-România in 2019

Receipts

Volume

Value

Volume

Value

Germany

Germany

Germany

Germany

Netherlands

Austria

Italy

Austria

Italy

France

France

France

France

Netherlands

Netherlands

Italy

Austria

Italy

Belgium

Netherlands

Furthermore, mention should be made that most payments performed by the
participants in TARGET2-România were settled during the first part of the day,
between 7:00 and 08:00 CET198, with the participants in Romania frequently resorting
to warehoused payments.
In 2019, participants pursued an adequate and efficient liquidity management and
no gridlock situations occurred due to the lack of funds in the participants’ settlement
accounts.

TARGET2 – TARGET2-Securities (T2-T2S) consolidation project
In December 2017, the Governing Council of the European Central Bank approved the
implementation of a project to consolidate TARGET2 – TARGET2-Securities (T2-T2S),
which is due for completion in November 2021.
The project refers to the migration of services currently provided on TARGET2,
TARGET2-Securities and TIPS to a single, enhanced platform that should meet all
the recent requirements and recommendations applicable to financial market
infrastructures, offer the possibility to optimise the liquidity used by TARGET services
and ensure cyber resilience for all these services.
In 2019, the project was launched across the banking community in Romania and the
main activities performed this year focused on organising and planning the project,
putting in place the procedures for selecting network service providers, as well as on
making the necessary internal adaptations for this project.
The project, which impacts all the participants in TARGET2, is managed at national
level by the National Bank of Romania, which monitors to what extent the banking
community in Romania completes the stages of the project and subsequently informs
the European Central Bank thereof.
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4. Authorisation and oversight of payment
and settlement systems
Authorisation of payment systems and securities settlement systems
The National Bank of Romania performs its legal tasks concerning the regulation,
authorisation, supervision and oversight of the payment systems and securities
settlement systems in Romania, as well as of their operators, with a view to promoting
the safe and efficient functioning of the systems and preventing the systemic risk
from materialising.
During the year under review, the operating rules of ReGIS and SaFIR, run and
operated by the NBR, were supplemented and amended in order to implement
the recommendations formulated during the comprehensive assessment of these
systems against the Principles for financial market infrastructures. The amendment
to and supplementation of these rules referred mainly to the clarification of some
aspects on the settlement of instructions in the system, the steps to be followed
in the event of an insolvency proceeding being initiated against a participant, the
suspension of the participation in the system, as well as other aspects pertaining
to the operation of the systems, with a view to ensuring a clear and consistent
understanding by all participants in the system.
In the course of 2019, the National Bank of Romania participated, together with the
European Central Bank – as a Eurosystem representative, in their capacity as relevant
authorities, in the authorisation process of the Central Depository, the operator of
the RoClear settlement system, based on Regulation (EU) 909/2014 on improving
securities settlement in the European Union and on central securities depositories
(CSDR). All the authorities involved approved the authorisation of the Central
Depository S.A. and deemed that the characteristics of the RoClear settlement system
complied with the CSDR requirements applicable to settlement systems operated by
central securities depositories. In addition, the NBR and the ECB also advanced some
recommendations for strengthening the operational and cyber resilience of RoClear.
After granting the authorisation, the authorities involved shall maintain an open
cooperation framework to ensure the ongoing compliance by the Central Depository
S.A. with CSDR requirements.

Measures adopted by the central bank for containing the risks
to the functioning of payment and settlement systems and for boosting
their efficiency
During 2019, payment and settlement systems continued to run normally and safely.
Operational incidents were minor.
According to its statutory tasks, the National Bank of Romania monitored on a
continuous basis the functioning of payment systems and securities settlement
systems. This central bank-specific activity envisages that the following objectives
are met: safeguarding financial stability, providing an adequate channel for
NATIONAL BANK OF ROMANIA
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monetary policy transmission, ensuring the systems’ efficiency and effectiveness,
system operators complying with the legal framework, as well as maintaining public
confidence in payment systems, payment instruments and the domestic currency.
In 2019, SaFIR, run and operated by the NBR, was subject to a comprehensive
assessment against the international oversight standard as set out in the Principles
for financial market infrastructures (PFMIs) and the CPSS/IOSCO Recommendations
for securities settlement systems. The conclusions of the assessment were positive
overall, but some improvement recommendations were formulated, most of
which were implemented by the end of the period under review. Moreover, in
2019, the National Bank of Romania monitored the duly implementation of all the
recommendations formulated during the comprehensive assessment of ReGIS and
SENT against the same international oversight standards.
During 2019, the National Bank of Romania was designated, based on Law No. 225/2018
amending and supplementing GEO No. 98/2010 on the identification, designation
and protection of critical infrastructures, as public authority responsible for the
protection of national critical infrastructures in the banking and financial sector,
the banks and payment systems sub-sectors (Government Decision No. 35/2019 on
designating the public authorities responsible for the protection of national and
European critical infrastructures). Consequently, in compliance with the relevant
legal provisions, the National Bank of Romania issued Order No. 11/2019 which
sets forth the sectoral criteria and the related critical thresholds, with a view to
identifying the potential national critical infrastructures corresponding to banks
and payment systems, sectors within its scope of activity. The owners of these
national critical infrastructures shall compile and test, on an annual basis, special
operational security plans, verified by the National Bank of Romania, in line with the
relevant legal requirements.
In April 2019, the NBR held a conference with international participation, on the
subject of the TIBER-EU framework for cyber resilience testing, developed by the ECB
and adopted by a large number of central banks in the EU, including the NBR. At the
same time, in 2019, the NBR participated in the meetings of the TIBER-EU Knowledge
Centre, organised by the ECB in cooperation with central banks that had adopted
TIBER.
The NBR has undertaken the task to set up TIBER-RO, the national implementation
framework, and will put into operation a centre for coordinating tests on financial
market infrastructures and participants therein at national level.

Participation in the regulatory process at EU level
In 2019, the National Bank of Romania was involved in preparing and negotiating
legislative files at European level in the area of payments, investment services and
financial market infrastructures, in view of Romania’s Presidency of the Council of the
European Union.
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In this respect, the NBR took an active part in successfully concluding the technical
and political negotiations on the following files on: (i) the revision of Regulation (EU)
No 648/2012 – European Market Infrastructure Regulation (EMIR); (ii) the amendment
of EMIR and the Statute of the European Central Bank concerning the supervision of
central counterparties (CCP); (iii) the Regulation and Directive on the supervision of
investment firms; (iv) the Regulation (EU) on the recovery and resolution of central
counterparties (CCPs).
To this end, a number of formal and informal meetings of a technical or political
nature were coordinated in Brussels and Strasbourg touching on the procedural
aspects of the negotiations with the representatives of the EU institutions with
legislative powers, as follows:
▪▪ preparatory meetings ahead of putting negotiations on a formal footing, between the
Presidency team (made up of delegated experts from the NBR and FSA) and experts
from the European Commission delegated for each legislative proposal under debate;
▪▪ working groups and formal and informal meetings for the Member States’ attachés in
the EU Council to establish a general agreement;
▪▪ technical and political trilogue meetings, for negotiating the final legislative form of
the file in question – with the participation of representatives of the EU institutions
with legislative powers – the EU Council represented by the Presidency team, the
European Commission represented by experts from the Financial Directorate, and
representatives of the European Parliament (members of parliamentary committees
for political negotiations and experts from the General Secretariat of the Commission
for technical negotiations, respectively).
Thus, the goals proposed were achieved as concerns the completion of the
negotiations on three sensitive Brexit files: (i) the revision of the EMIR Regulation;
(ii) the supervisory framework for central counterparties, and (iii) the supervision of
investment firms respectively.
At the same time, decisive progress was made towards a general agreement for the
legislative framework for the recovery and resolution of central counterparties, so that
when Finland took over the Presidency the general agreement was almost final and
a proposal in this respect could be submitted to the Member States within the first
working group held after Romania’s Presidency came to a close.

Security, oversight and innovation in the field of payment instruments
The security of payment instruments is a precondition for maintaining public
confidence in the domestic currency. Therefore, it is of utmost importance that users,
be they natural entities, companies or governments, should have access to secure,
efficient payment instruments and thus make secure payments. To achieve this
goal, the central bank took over overseeing powers regarding the compliance by
payment service providers with security requirements for payment services. These
requirements are set uniformly in the EU by way of the provisions of Directive (EU)
2015/2366 of the European Parliament and of the Council of 25 November 2015 on
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payment services in the internal market, amending Directives 2002/65/EC,
2009/110/EC and 2013/36/EU199 and Regulation (EU) No 1093/2010, and repealing
Directive 2007/64/EC and of Commission Delegated Regulation (EU) 2018/389
of 27 November 2017 supplementing Directive (EU) 2015/2366 of the European
Parliament and of the Council with regard to regulatory technical standards for
the strong customer authentication and common and secure open standards of
communication.
Starting with 2019, payment service providers have been assigned new tasks in
order to provide payment services under normal and safe conditions, namely: (i) to
implement the appropriate measures for managing security and operational risks;
(ii) to report to the National Bank of Romania about the major operational and
security incidents and (iii) to inform of frauds committed using all payment means;
the central bank ensures that the legislation in the area of payments is complied
with and adequately implemented by market players, inter alia by way of on-site
inspections. By the end of 2019, the NBR carried out on-site inspections at the top
credit institutions that take 90 percent of the credit card issuer market.
In the exercise of its tasks to oversee payment instruments, in September 2019, the
National Bank of Romania set up the FinTech Innovation Hub, whereby the central
bank seeks to promote technological innovation in the area of payment instruments
and payment services and to efficiently monitor the technological progress, as well
as the evolution of the payment services market, for the purpose of developing and
consolidating the single payment market.
By promoting secure innovative payment solutions that facilitate their use and
the interoperability at EU level, the National Bank of Romania acts as a catalyst
for developing payments market. Thus, the National Bank of Romania embraced
the initiatives of most Member States to support the controlled development of
technological innovation activities on the payment services market and established
a working team in charge of collecting information, developing skills and expertise
and providing assistance to FinTech companies for the purpose of assessing and
supporting innovation in the area of payments as well as in the financial sector overall.
The analysis of technological developments and innovation activities generated by
FinTech companies focuses on fields such as: cyber risks, Big Data, internet of thinks,
blockchain, telematics, artificial intelligence, etc., which support the development of
the financial services market and especially of payment services.
In order to facilitate a dialogue across the whole financial ecosystem, the National
Bank of Romania organised in October 2019 the Annual Payments Forum, a
conference dedicated to payments and all the players participating in this ecosystem,
which brought together the traditional payment service providers (credit institutions,
payment institutions and electronic money institutions) and FinTech companies.
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Developments in the field of payments
In 2019, the electronic payment market witnessed the following trends:
▪▪ the increase in the number of cards in circulation by 4.69 percent (or 817,979 cards)
versus end-2018;
▪▪ the rise by 25,148 units in the number of POS supplied by resident payment service
providers versus end-2018;
▪▪ a slower decrease in the number of ATMs supplied by resident payment service
providers, from 3.8 percent in the previous year to 1.06 percent this year;
▪▪ the pick-up in the share of contactless cards in total cards in circulation from
72 percent in December 2018 to more than 80 percent at end-2019;
▪▪ the advance in the number and value of card-based payments (by cards issued in
Romania) made at retailers by 30 percent and 25 percent respectively in 2019 versus
the previous year;
▪▪ the increase in payments made by remote devices (cards, mobile phones,
smartwatches) by 45 percent in terms of number and by 50 percent in terms of
value in 2019 versus 2018; and
▪▪ an upward movement in cash withdrawals versus end-2018; cash withdrawals from
ATMs went up by 0.05 percent in terms of volume and by 11 percent in terms of value,
whereas cash withdrawals from bank counters expanded by 20 percent in terms of
volume and by 16 percent in terms of value.
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Romania’s international reserves act as a fundamental mechanism for safeguarding
the economy against adverse external shocks and provide credibility to the country
on the international stage. At the same time, they are a key tool in implementing the
NBR’s monetary policy and exchange rate policy, as well as in managing Romania’s
external debt, both public and private. Furthermore, international reserves help
ensure domestic financial stability.
Emerging economies with access to capital markets at reasonable costs, like
Romania, usually make recourse to foreign currency reserves – part of international
reserves – for precautionary purposes, in order to tackle risks stemming from a
possible worsening of the current account balance. In countries with a managed float
exchange rate regime, a factor playing a major role in setting the optimal level of
foreign currency reserves is the volatility of the domestic currency, especially in times
of financial market turmoil.
The global financial crisis that started in 2008 led to shifts in the perception of the
optimal degree of reserve adequacy (even in the case of developed economies), due
to countries’ reduced access to liquidity – in acceptable conditions – during periods of
heightened tensions on financial markets. International reserves may ease access to
financing during such times.
As part of its international reserve management activity, the NBR seeks to ensure
an adequate level of reserves, so that several objectives are cumulatively fulfilled.
Liquidity and safety come first, ahead of profit-making, and the NBR has a low risk
propensity when carrying out reserve management activities. Thus, the value of
international reserves is maximised while complying with prudent risk limits, so that
they are always available when needed.
The latest global trends refer to an active part played by central banks in promoting
sustainable investment. As regards the management of international reserves, this
role can be played by adding investment sustainability as an objective, next to the
other three classic ones. This approach is more appropriate as not taking into account
the considerations about sustainability would mean disregarding a factor which
enhances the long-term value of investment.

1. Developments in Romania’s international reserves in 2019
At end-2019, Romania’s international reserves amounted to EUR 37,450 million
(Chart 10.1), of which foreign currency reserves made up 87.9 percent and monetary
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gold accounted for 12.1 percent, up by
EUR 650 million from end-2018. The
gold reserve remained unchanged at
approximately 104 tonnes, of which
over 61 tonnes stored with the Bank of
England; in 2019, the National Bank of
Romania performed a verification of
the bullions on the Bank of England’s
premises for the fourth consecutive
year. In terms of value, Romania’s gold
reserves went up EUR 789 million from
end-2018 (to EUR 4,524 million), as a
result of the rise in the gold price on
international markets.

In the period under review, foreign currency reserves fell by EUR 139 million, coming
in at EUR 32,926 million at end-2019. The main outflows were repayments related to
external loans and commitments, as well as interest payments and capital repayments
on the foreign currency-denominated public debt, while the main inflows consisted
of funds into the accounts of the European Commission, generally non-repayable, and
of the amounts collected in relation to MPF bond issues on the domestic and external
markets.
In 2019, given the developments in global financial markets, the average yield on
foreign currency-denominated assets decreased. As a result, the differential between
the returns on investments in foreign currency assets and the interest rates on the
central bank’s foreign liabilities became negative. The investment policy conducted by
the NBR in accordance with the foreign reserve management strategy for 2018-2019
remained prudent.

2. Management of international reserves in a tense global
economic and financial environment, marked by a fragile
economic recovery, but with a potential for stabilisation
2.1. External economic and financial developments
Throughout 2019, financial markets continued to be influenced by trade tensions,
especially between the US and China, by the developments of Brexit and by the
political and fiscal dissensions between Italy and the European Union. Other
influencing factors, but to a lower extent, were the conflicts in the Middle East
between the US and Iran.
Global economy remained on an upward trend, yet its growth pace slowed;
specifically, while in January 2019 the IMF forecasted that global economy would
210
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grow by 3.5 percent and 3.6 percent in 2019 and 2020, respectively, in January
2020 it revised the expected growth rates to 2.9 percent for 2019 and 3.3 percent
for 2020. This deceleration came mainly from developing countries rather than
advanced economies, a significant impact in this respect being ascribable to the lower
contribution of exports to GDP growth due to the tensions surrounding international
trade relations.
Inflationary pressures abated in advanced economies, the April 2020 edition of the
World Economic Outlook (IMF) indicating for this group of countries a 1.4 percent
average annual inflation rate in 2019, down from 2 percent the previous year.
Furthermore, unemployment rates for these economies generally posted declines.
In order to maintain favourable lending conditions and to ensure the smooth
transmission of monetary policy decisions, the ECB’s Governing Council decided
to launch as of September 2019 a new series of targeted longer-term refinancing
operations (TLTRO-IIII), initially with a maturity of 2 years, subsequently prolonged
to 3 years. Moreover, in September, the ECB’s Governing Council decided to cut the
interest rate on the deposit facility by 0.10 percentage points, from -0.4 percent to
-0.5 percent, maintaining the interest rate on the main refinancing operations and the
rate on the marginal lending facility at 0 (zero) percent and 0.25 percent, respectively.
In addition, it decided to restart as of 1 November 2019 net asset purchases at
a monthly pace of EUR 20 billion200, the maturing amounts being subsequently
reinvested in full. ECB made the decision to exempt part of credit institutions’ excess
liquidity holdings from negative remuneration, thus introducing a two-tier system for
reserve remuneration.
As of 1 November, Christine Lagarde became the new President of the European
Central Bank201 and she reiterated the importance of implementing fiscal stimulus
at a European level, with a view to supporting the euro area economy and to
improving its resilience to external shocks. At the beginning of 2020, the ECB
made an announcement on launching a review of its monetary policy strategy,
in order to adapt it to the challenges it faces; this complex approach takes into
account considerations regarding, among others, financial stability, environmental
sustainability or digitalisation issues.
The Fed took on a prudent approach to adjusting the target range for the federal
funds rate in 2019 H1, maintaining it at 2.25-2.50 percent. Starting with the July 2019
meeting, the Federal Open Market Committee (FOMC) decided to lower the federal
funds target range by 0.25 percentage points in each of three consecutive meetings,
down to 1.50-1.75 percent.
In turn, the Bank of Australia decided to lower the policy rate (cash rate) from
1.50 percent down to 0.75 percent in the course of 2019 – by 0.25 percentage points
in each meeting in June, July and October – in order to support the employment rate
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and to maintain the expectations on price increases in line with the inflation target on
medium term.
The mentioned factors generally led to a depreciation of the EUR against other
currencies202 and to a downward trend of government bond yields worldwide in the
period under review203. As for the government bonds issued by Germany, France, UK,
Canada and Norway, the fall in yields was generally more pronounced at the longer
end of the maturity spectrum, reflecting investor concerns about the adverse effects
of protectionist policies on economic growth and inflation, whereas yields on shorter
maturities posted more modest decreases or even rises. Exceptions were noticed for
the government bond yield curves in the US, Australia and Japan. Thus, the US and
Australian government bond yields generally dropped inversely proportional to their
duration, mirroring the monetary policy decisions adopted by the central banks and
the relatively more optimistic prospects on the economies. In Japan, the government
bond yield curve shifted upwards, but at a slow pace, given that the central bank
continued to control government bond yields via monetary policy operations.
Stock markets recorded significant increases worldwide204, advanced markets
performing better than the emerging ones205.
The oil price fluctuated heavily throughout 2019, influenced by supply-side shocks,
as well as by trade tensions and geopolitical conflicts. Amid the increases posted
in the last quarter, it reached USD 61 per barrel at the end of the year206, up by
approximately 34.5 percent from the beginning of the year. Even under these
circumstances, the annual average for the oil price was more than 10 percent lower
than that of 2018.
The gold price per ounce in US dollars climbed by 18.3 percent in 2019, the highest
annual rise since 2010, the closing quotation on 31 December 2019 being USD 1,517.
Expressed in EUR, the gold price gained 21 percent.
A significant rise in the price of gold occurred between the beginning of June and that
of September, a steady key influencing factor being the market sentiment regarding
the global economic outlook. Furthermore, this upward trend was supported by an
increased demand for safe assets. In turn, this was triggered by the re-escalation of
trade disputes between the US and China, by heightened geopolitical uncertainties
and by the stronger likelihood – as of August – of a loosened monetary policy stance
and of fiscal stimulus for both Europe and the US, with a lowering impact on interest
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By 6.84 percent against the Canadian dollar, by 5.90 percent against the pound sterling, by 3.23 percent against the
Japanese yen, by 2.22 percent against the USD, by 1.82 percent against the Australian dollar and by 0.61 percent against the
Norwegian krone.
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US, UK, Norway, Canada, Australia, Japan and China.
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The Morgan Stanley Capital International All Country World (MSCI ACWI) Index, which is representative for the capital
markets in 23 advanced economies and 24 emerging ones, climbed by 24 percent.
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The Morgan Stanley Capital International World (MSCI World) Index, which is representative for 23 advanced markets,
increased by 25.2 percent, whereas the Morgan Stanley Capital International Emerging Markets (MSCI EM) Index, which is
representative for 24 emerging markets, went up by only 15.4 percent.
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rates. Therefore, on 4 September 2019, the gold price per ounce reached its highest
trading level in the last seven years, i.e. USD 1,557.11.
The investors’ appetite for gold was clearly visible throughout the year, and this was
noticeable as well in the significantly increased inflows from exchange traded funds
(ETF), for which gold is an underlying asset, in the robust demand from central banks
and in the larger investment position on the long term, mirrored by traded futures
contracts.
Another significant aspect of this precious metal’s price developments in 2019 is that
central banks were net gold purchasers for the tenth year in a row. Throughout 2019,
world gold reserves went up by 650.3 tonnes (a larger increase took place only once
during the last 50 years), thus underlining the importance that central banks assign
to gold among international reserve assets. According to the released statistical
data, in the year under review, 15 central banks bought at least a tonne of gold,
and the demand for the yellow precious metal came exclusively from central banks
in developing economies, with the purpose of increasing and/or diversifying their
reserves. Turkey, which began purchasing gold in 2017, was ranked first on a list of
gold buyers in 2019, having increased its gold holdings by 159 tonnes and reaching a
total of 412.5 tonnes of gold reserves. Moreover, in 2019 Poland stood out by making
the biggest purchase of gold in one round, i.e. 94.9 tonnes in June, whereas the net
annual purchases amounted to 100 tonnes, thus leading to a rise in the gold stock to
228.6 tonnes of gold (9 percent of total international reserves).

2.2. The manner to achieve strategic goals
The year 2019 saw the pursuit of key strategic parameters for international reserve
management, set by the NBR Board at the beginning of 2018 for 2018-2019.
They were aimed at a framework conducive to the highest possible investment
performance during strategy implementation by managing reserves prudently and
effectively, with a focus on the diversification of the NBR’s balance sheet risks and on
investment safety and liquidity.
The key strategic parameters monitored by the NBR in terms of managing
international reserves throughout 2019 were:
▪▪ the composition of foreign currency reserves: euro – 55 to 85 percent of total;
the US dollar – 10 to 35 percent of total; other currencies – at most 20 percent of total;
▪▪ an average duration of up to 1 year and 3 months for the foreign currency reserve as a
whole;
▪▪ an investment tranche with the aim of improving the results of international reserve
management;
▪▪ categories of eligible issuers: (i) the US government; (ii) government agencies or
agencies sponsored by the US government; (iii) the governments of EU Member
States; (iv) government agencies or agencies sponsored by the governments of
EU Member States; (v) the Government of Japan; (vi) other governments rated A- and
above; (vii) supranational institutions; (viii) private entities, issuers of covered bonds;
NATIONAL BANK OF ROMANIA
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▪▪ the maximum exposure to private entities that are issuers of covered bonds:
10 percent of international reserves;
▪▪ the maximum exposure to private entities other than covered bond issuers:
10 percent of international reserves.
In 2019, the NBR started to invest in sustainable bonds and this approach targeted,
in the first phase, green bonds and other such bonds issued by the already approved
issuers, which have the same credit risk as the conventional bonds issued by these
same issuers.
The Foreign Reserve Management Committee and the NBR Board deemed it
appropriate to leave unchanged the benchmark portfolios defined by the strategy for
the management of Romania’s international reserves for 2018-2019. Foreign currency
reserves were further managed in a dynamic and flexible manner, with a focus on
identifying and capitalising on new opportunities in the global financial markets, yet
without prejudice to the NBR’s investment safety and liquidity objectives. In order to
obtain additional income, the NBR made adjustments in the currency composition
of international reserves, as well as portfolio shifts by class of fixed-income issuer.
Moreover, the NBR continued to favour a relatively dynamic management in terms
of portfolio duration and exposures to yield curves. Additional risks were taken in a
cautious and effective manner, in accordance with the objectives and risk parameters
defined by the multiannual strategy for international reserve management, as well
as with other relevant provisions and considerations. Therefore, the restriction on
making investments with private counterparties was kept in place.
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Chart 10.2
Composition of Romania's foreign
exchange reserves at end-2019
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Similarly to the currency composition of the NBR’s foreign liabilities, of Romania’s
public and publicly guaranteed debt service and of the country’s international trade,
the EUR further held the largest share of foreign exchange reserves (65.6 percent207)
at end-2019 as well, ahead of the US dollar (19.6 percent208; Chart 10.2). The lower
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returns on investments made under
international reserve management
contributed to a decrease in
potential investment income,
but the positive effect of capital
appreciation was dominant and
led to a rise in the annual returns
on portfolio management from
0.3 percent in 2018 to 0.41 percent
in 2019 (Chart 10.3).
In 2019, income from portfolio
management climbed from
EUR 98 million (euro equivalent)
to EUR 138 million (euro equivalent).
The annual returns on the NBR’s
EUR- and USD-denominated liquidity
portfolios stood at -0.57 percent and
2.90 percent, respectively. Investment
portfolios – denominated in pound
sterling, Norwegian crowns, Canadian
and Australian dollars – posted positive
annual returns ranging between
0.75 percent and 3.06 percent
(Chart 10.4).
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Chapter 11
Romania’s balance of payments and
international investment position
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1. Current account and capital account
Current account
In 2019, the balance-of-payments current account deficit stood at EUR 10,181
million, accounting for 4.6 percent of GDP, against 4.4 percent of GDP a year earlier
(Table 11.1).
EUR million

Table 11.1
Current account

2018

2019

Goods, net

-14,805

-17,353

Exports (FOB)

61,819

63,087

Imports (FOB)

76,624

80,440

Services, net

8,360

8,734

Primary income, net

-3,767

-3,055

Secondary income, net

1,252

1,493

Current account balance

-8,960

-10,181

Developments in the current account deficit were under the influence of the deeper
shortfall on trade in goods, with the other components posting favourable dynamics,
i.e. a lower primary income deficit and higher surpluses on trade in services and
secondary income.
The deficit on trade in goods widened by 17.2 percent against the previous year, to
EUR 17,353 million, accounting for 7.8 percent of GDP, up from 7.2 percent a year
before. Exports increased 2.1 percent (compared to 8.1 percent in 2018) amid the
slowdown in economic growth in Romania’s major trading partners (Germany, Italy,
France) and in the European Union as a whole. Given the still high import content
of exports, the growth rate of imports also saw, in turn, a deceleration, standing
at 5 percent versus 10.4 percent in 2018. The breakdown of the balance on trade
in goods by group of goods shows the largest deficits under chemical and plastic
products (EUR 7,544 million), mineral products (EUR 3,833 million), base metals
(EUR 2,458 million), textiles, wearing apparel and footwear (EUR 1,884 million).
Intra-EU trade in goods balance (EUR -12,778 million) accounted for 73.6 percent of
the deficit on trade in goods.
The rate of coverage of imports by exports went down 2.3 percentage points to
78.4 percent, while the openness of the Romanian economy209 shed 3.4 percentage
points to 64.3 percent.
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Exports of goods totalled EUR 63,087 million, up 2.1 percent, or EUR 1,268 million,
versus 2018. The share of exports of goods in GDP narrowed, however, to 28.2 percent
from 30.2 percent in the previous year. The breakdown of exports by group of goods
shows an expansion from 2018 in the share of agri-food items (up 0.9 percentage
points to 11.3 percent), chemical and plastic products (up 0.1 percentage points to
9.7 percent) and other goods (up 0.4 percentage point to 10.1 percent).
Imports of goods amounted to EUR 80,440 million, up 5 percent, or EUR 3,816 million,
versus 2018. The share of imports of goods in GDP narrowed by 1.4 percentage
points from a year earlier to 36 percent. The breakdown of imports by group of goods
shows a rise in the share of chemical and plastic products (up 0.4 percentage points
to 17 percent), agri-food items (up 0.4 percentage points to 10.3 percent), mineral
products (up 0.2 percentage points to 8.2 percent) and other goods (up 1 percentage
point to 9.4 percent).
The services balance posted a surplus of EUR 8,734 million, compared with EUR 8,360
million in 2018. The rise was driven by higher receipts from telecommunications,
computer and information services, as well as from road freight transport, together
with technical, trade-related, professional and management consulting services,
which jointly account for nearly two thirds of the receipts from services in 2019.
The share of services surplus in GDP recorded however a slight decline to 3.9 percent,
against 4.1 percent.
Primary income recorded a deficit of EUR 3,055 million, down from EUR 3,767 million
a year earlier. The contraction was chiefly attributable to the increase in gross wages
received by workers under short-term employment contracts abroad (compensation
of employees) and in EU’s direct payments to farmers (European Agricultural Guarantee
Fund). The share of the primary income deficit in GDP narrowed to 1.4 percent in 2019
from 1.8 percent in 2018.
The secondary income surplus equalled EUR 1,493 million, up 19.2 percent from a year
earlier, amid the higher volume of workers’ remittances. Its share in GDP experienced
a slight advance of 0.1 percentage points to 0.7 percent.
Current account deficit financing was covered up to about 80 percent by autonomous
sources, i.e. direct investment, capital transfers and other net inflows to the capital
account, with issues of government securities accounting for the remaining 20 percent.

Capital account
In 2019, the positive capital account balance stood at EUR 2,852 million, 13.4 percent
higher than the year-earlier reading, on the back of inflows of EU funds in the form of
capital transfers (European Regional Development Fund – ERDF, Cohesion Fund – CF,
European Social Fund – ESF). Even though it rose in absolute terms, the capital
account surplus ensured current account deficit financing in the same proportion as
in the previous year (28 percent).
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2. Financial account
In 2019, the negative financial account balance came in at EUR 5,366 million,
reflecting net financial inflows for the third successive time in the past six years and
rising from EUR 5,149 million in 2018 (Table 11.2). The trend was attributable to the
abatement in net financial outflows in the form of deposits, to the increase in net
direct investment and to the decline in reserve assets. At the same time, portfolio
investment continued to post net inflows, yet their value lagged behind that of 2018.
EUR million
2018

2019

Financial account

-5,149

-5,366

Net acquisition of assets

2,825

2,706

Net incurrence of liabilities

7,974

8,072

Direct investment

-4,945

-5,300

Net acquisition of assets

1,259

858

Net incurrence of liabilities

6,204

6,158

Portfolio investment

-2,880

-2,421

422

1,345

3,302

3,766

Net acquisition of assets
Net incurrence of liabilities

Table 11.2
Financial account

Financial derivatives

85

-6

Net acquisition of assets

85

-6

Other investment

3,362

2,616

Net acquisition of assets

1,830

764

Net incurrence of liabilities

-1,532

-1,852

Reserve assets

-771

-255

Net acquisition of assets

-771

-255

Direct investment recorded net inflows worth EUR 5,300 million, up by 7.2 percent
from the previous year’s level of EUR 4,945 million. Investment by non-residents in
Romania reached EUR 5,334 million, with equity210 amounting to EUR 5,220 million,
to which added the positive net value of intercompany lending211 (EUR 114 million).
The top-five investor countries212 were: the Netherlands (30.7 percent), France
(12.7 percent), Hungary (12.3 percent), Germany (10.6 percent), and Austria
(9.4 percent).
In 2019, portfolio investment recorded net inflows of EUR 2,421 million, down from
EUR 2,880 million in 2018, given the increase in assets held abroad by non-monetary
financial institutions.
Other investment reported net outflows in the amount of EUR 2,616 million (versus
EUR 3,362 million in 2018), with the downward influence coming from the reduction
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Including the estimated net reinvestment of earnings.
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Includes loans in any form between the non-resident investor and the resident company, as well as other
debt instruments.
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In terms of the share in net inflows of direct investment by non-residents in Romania in 2019 (preliminary
data), these five countries account for 75.7 percent of total investment.
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in the NBR’s balance on the payment account with the ECB in the TARGET2 settlement
system and the lower roll-over of short-term deposits held by resident deposit-taking
corporations abroad.

3. Net international investment position
The international investment position saw its net debit balance worsen to
EUR 95.6 billion at end-2019 compared with EUR 89.3 billion in 2018.

Composition of foreign assets and liabilities
At end-2019, foreign assets stood at EUR 76.8 billion, up 7.6 percent over
end-2018. The composition of foreign assets by main component of the investment
position was similar to that of the prior year. Specifically, reserve assets further
recorded a prevailing, albeit lower, share (48.8 percent, corresponding to an
amount of EUR 37.5 billion), ahead of other investment (rising to 30.2 percent,
or EUR 23.2 billion), direct investment (up 0.7 percentage points to 13.6 percent,
or EUR 10.4 billion) and portfolio investment (7.4 percent, or EUR 5.7 billion).
At end-2019, foreign liabilities ran at EUR 172.4 billion, up 7.3 percent from the end
of the previous year. In 2019 as well, the breakdown of external liabilities revealed
that financing relied largely on two components. Specifically, the share of direct
investment (the same as in 2018, i.e. 55.5 percent, or EUR 95.6 billion) further
exceeded that of other investment (down 2.7 percentage points to 23.8 percent,
or EUR 41 billion).

Gross external debt
At 31 December 2019, gross external debt came in at EUR 105.9 billion.
Long-term external debt increased by 7.8 percent from end-2018, standing at
EUR 73.6 billion, as a result of net transactions (EUR +2.3 billion) and changes in debt
security prices and other changes (EUR +3.1 billion). Exchange rate changes were
equivalent to EUR -0.1 billion.
Long-term external debt service equalled EUR 16.7 billion, down 12.5 percent against
2018, especially on the back of EUR 14.8 billion worth of principal repayments
(compared with EUR 17.4 billion a year before) and EUR 1.9 billion worth of payments
of interest and commissions.
Long-term external debt by institutional sector shows that, at end-2019, the general
government sector further held the largest share (53.5 percent), on the rise from a
year earlier, ahead of the non-bank sector (39.3 percent). The breakdown of general
government debt by instrument points to a net contribution worth EUR 4 billion
from portfolio instruments in the form of government securities, but also to a net
decline of EUR 1.5 billion under external loans. Compared with 2018, deposit-taking
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corporations except the central bank (5.5 percent of long-term external debt)
continued to post lower readings of long-term external debt, owing to the contraction
in non-residents’ deposits, whereas the monetary authority (1.7 percent) reported a
similar level of long-term external debt, as a result of SDR allocations by the IMF.
The analysis of the long-term external debt by creditor shows the share held by
international institutions following a further downward trend (from 18.5 percent
at end-2018 to 15.1 percent at end-2019), owing to repayments on the external
debt to multilateral creditors such as the EU, IBRD, EBRD, EIB, IFC, EDF, OECF, Nordic
Investment Bank, Euroatom (EUR 2 billion). The share of private financing sources
remained on the rise (from 81.5 percent at end-2018 to 84.9 percent at end-2019),
further underpinned by the access to international private capital markets in April,
July and September.
Looking at the composition by maturity at the end of 2019, external debt with a
maturity of over five years further held a majority share in long-term external debt
(89.1 percent), up slightly from the previous year (88.4 percent).
The breakdown of long-term external debt by currency at end-2019 shows that the
euro was in the lead (70.4 percent, up 1.2 percentage points versus 31 December
2018). It was followed by the leu (15.9 percent, down 0.6 percentage points), the
US dollar (10.7 percent, down 0.2 percentage points), the SDR (1.7 percent), the Swiss
franc (0.6 percent, down 0.2 percentage points), and other currencies (0.7 percent).
At end-2019, long-term external debt held 33 percent of GDP, down 0.4 percentage
points from end-2018. Long-term external debt service ratio fell by 3.7 percentage
points to 18.6 percent at end-2019 from 22.3 percent at end-2018 (Table 11.3).
percent

Table 11.3
Key external indebtedness
indicators

2018

2019

Gross external debt/GDP

48.8

47.4

Net external debt/GDP

17.4

16.7

Long-term gross external debt/GDP

33.4

33.0

Long-term gross external debt/Exports of goods and services

79.8

81.7

Long-term gross external debt service ratio

22.3

18.6

Short-term external debt ran at EUR 32.2 billion at end-2019, standing 2.1 percent
higher against the previous year, due to net capital inflows (EUR 1.1 billion) countered
by influences from exchange rate changes and other changes (EUR -0.5 billion).
Short-term external debt service amounted to EUR 50.7 billion, with the corresponding
debt service ratio reaching 56.3 percent at end-2019, i.e. 1.8 percentage points higher
than at end-2018.

Net external debt
At end-2019, net external debt increased to EUR 37.3 billion from EUR 35.6 billion in
2018, largely amid the rise in the net external debt of the general government sector.
Deposit-taking corporations except the central bank shifted from the net debtor
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position to the net creditor position, while other sectors narrowed their net external
debt. The developments in central bank’s net external debt were contained by the
reduction in the balance of foreign assets (Table 11.4).
milioane euro
2018

2019

External
assets in
Gross
the form
external
of debt
debt instruments
General government
Cash and deposits
Debt securities
Loans

Net
external
debt

(1)

(2)

(3) =(1)-(2)

(1)

(2)

(3) =(1)-(2)

34,948

4,051

30,897

39,657

4,955

34,703

154

8

147

236

11

225

25,466

290

25,176

31,623

418

31,204

9,322

110

9,212

7,793

73

7,721

Trade credit and advances

1

3,562

-3,561

2

4,374

-4,371

Other liabilities/assets

4

81

-77

4

80

-76

Central bank

1,199

34,478

-33,279

1,217

33,585

-32,368

Special drawing rights
(SDR)

1,196

1,200

-4

1,216

1,220

-4

Cash and deposits

3

10,913

-10,911

0

6,680

-6,680

Debt securities

0

22,364

-22,364

0

25,684

-25,684

Deposit-taking
corporations except the
central bank

9,038

7,633

1,405

7,839

9,024

-1,185

Cash and deposits

8,909

6,750

2,159

7,629

7,756

-127

106

276

-170

167

755

-588

0

580

-580

0

476

-476

Debt securities
Loans
Other liabilities/assets

23

27

-4

43

37

7

23,001

9,842

13,159

24,458

11,541

12,917

Cash and deposits

0

2,237

-2,237

0

2,729

-2,729

Debt securities

7

2,155

-2,148

345

2,786

-2,442

14,186

37

14,149

14,851

47

14,804

8,615

4,775

3,841

9,074

5,324

3,750

192

638

-445

189

654

-466

Other sectors

Loans
Trade credit and advances
Other liabilities/assets
Table 11.4
Romania's external debt
at end-2019

Net
external
debt

External
assets in
Gross
the form
external
of debt
debt instruments

Debt instruments under
direct investment

31,655

8,209

23,445

32,702

9,421

23,282

Total

99,841

64,213

35,628

105,873

68,524

37,348

At end-2019, the general government sector reported a higher external debtor
position, with net external debt standing at EUR 34.7 billion, against EUR 30.9 billion
in 2018, mainly as a result of funding via the issuance of securities.
The net debtor position of deposit-taking corporations except the central bank saw a
trend reversal in 2019, switching from a debtor position of EUR 1.4 billion to a creditor
position of EUR -1.2 billion, on the back of shrinking deposits from parent banks
(EUR 7.6 billion versus EUR 8.9 billion a year earlier), alongside the EUR 1 billion rise
in external assets in the form of deposits.

222

NATIONAL BANK OF ROMANIA

11. Romania’s balance of payments and international investment position

Other sectors posted a net debtor position of EUR 12.9 billion, against EUR 13.2 billion
in 2018, mainly following an increase in the stock of external assets in the form of
deposits, government securities and trade credit.
Behind the reduction in the central bank’s net creditor position to EUR 32.3 billion,
against EUR 33.3 billion in 2018, stood a change in the composition of the investment
portfolio, i.e. the EUR 4.2 billion decrease in deposits held abroad, together with a rise
of EUR 3.3 billion in foreign assets in the form of government securities).
Debt instruments under direct investment posted a slightly receding net debtor
position worth EUR 23.3 billion, compared with EUR 23.4 billion in 2018, owing to the
swifter pick-up in intercompany trade credit.
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According to its Statute, the NBR may participate, under the mandate given by
the Parliament, to international financial, banking, and monetary or payment
organisations and may become a member thereof.
Therefore, the NBR has, over time, paid special attention to international financial
relations in its capacity as a member institution or as a representative of Romania,
and also as a depositary of the Romanian state’s holdings in international financial
institutions. The benefits of collaborating with these organisations include accessing
financial resources, receiving technical assistance and exchanging experience on
central banks’ best practices, as well as actively participating in debates concerning
the global financial and monetary system, via representatives in the management of
these fora, and in the various meetings organised by them.
Moreover, the NBR has strengthened cooperative relations with central banks in
other countries, including non-members of the European System of Central Banks,
both bilaterally and multilaterally, through working meetings between the NBR
representatives and their counterparts, or participations to regional meetings.

1. International Monetary Fund
Romania has been a member of the International Monetary Fund since 1972,
its quota subscription (subscribed and paid-up capital) currently amounting to
SDR 1,811.4 million, i.e. 0.38 percent of the IMF’s share capital.
In 2019, Romania received SDR 0.034 million from the IMF as net interest.
During 27 May – 7 June 2019, an IMF team visited Bucharest for discussions and
consultations with the Romanian authorities as part of the periodical surveillance
process generically referred to as “Article IV Consultations”. Among the topics
discussed during the debates were the economic picture and monetary policy, the
banking system developments, the inflation outlook and the current account deficit.
The conclusions of these discussions were presented in a staff report approved by
the IMF Executive Board on 28 August 2019 and released on 30 August 2019.
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2. World Bank Group
Romania is a member of all institutions that are part of the World Bank Group, namely
the International Bank for Reconstruction and Development (IBRD), the International
Development Association (IDA) – which together make up the World Bank, the
International Finance Corporation (IFC), the Multilateral Investment Guarantee
Agency (MIGA) and the International Centre for the Settlement of Investment
Disputes (ICSID).

International Bank for Reconstruction and Development
Romania joined the IBRD in 1972, an institution in which it currently holds
6,866 shares (0.29 percent of the bank’s capital) and a voting power accounting for
0.30 percent of total.
The IBRD provided approximately USD 15 billion in loans to Romania from 1991 until
2019, leading to the development of 116 projects.
The latest Country Partnership Framework with Romania approved by the Board of
Directors of the World Bank for a 5-year period (2018-2023), targets three priority
lines of action: (i) investing in people and equal opportunities; (ii) supporting a more
dynamic development of the private sector; (iii) improving the capacity to respond to
natural disasters and climate change.

International Development Association
Romania joined the IDA on 12 April 2014, its current voting power accounting for
0.33 percent of total.

Financial institutions affiliated to the World Bank
Romania joined the International Finance Corporation (IFC) in 1990 and it currently
holds 32,618 shares worth USD 32.618 million and a 0.19 percent voting power within
the organisation. The activity of this organisation is complementary to that of the
IBRD and IDA, exclusively focusing on the private sector.
Romania has been a member of MIGA since 1992 and it currently holds 978 shares
representing SDR 9.78 million and a voting power of 0.55 percent.

3. Bank for International Settlements
The NBR has been a member of the Bank for International Settlements (BIS) ever since
the latter’s establishment in 1930 and holds 8,564 shares in the BIS total capital, for
which it received in 2019 approximately USD 2.91 million in dividends for the financial
year that ended on 31 March 2019.
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Financial Stability Board’s Regional Consultative Group for Europe
The Financial Stability Board (FSB) is an international body that monitors and makes
recommendations about the global financial system. The FSB was established in
April 2009 as the successor to the Financial Stability Forum, with a broad mandate
to promote financial stability. The Bank for International Settlements ensures
the funding of the FSB by voluntary contributions from Members and hosts its
Secretariat. In 2011, the FSB established six Regional Consultative Groups (RCGs) for:
the Americas, Asia, Commonwealth of Independent States, Europe, Middle East and
North Africa and the Sub-Saharan Africa, respectively, for the purpose of expanding
the FSB’s outreach activities beyond the membership of the G20 and reflecting the
global nature of the financial system. The overall objective of the RCGs is to promote
the exchange of views on the vulnerabilities affecting the financial system, as well as
on current and potential initiatives to promote financial stability among authorities
with responsibilities in the financial sector in both FSB Member and non-FSB Member
jurisdictions.
As a result of the steps taken by the NBR in 2016, Romania was accepted as a full
member of the FSB RCG Europe in the FSB Plenary Meeting of 25 June 2018. After
becoming a member of the FSB RCG Europe, the NBR hosted the meeting of this
regional group in Bucharest on 7 May 2019.

4. European Bank for Reconstruction and Development
Romania is a founding member of the European Bank for Reconstruction and
Development (EBRD) and it currently holds 14,407 shares worth EUR 144.07 million,
a contribution that accounts for 0.484 percent of the bank’s total subscribed capital.
The EBRD invests in the countries of operations based on a country partnership
strategy, and Romania Country Strategy 2020-2025 was drawn up in the course of
2019 and adopted on 23 April 2020.
By end-2019, the EBRD provided Romania with financial assistance totalling
approximately EUR 8.572 billion by way of 437 projects, 68 percent of which were
channelled to the private sector.

5. The Asian Infrastructure Investment Bank
Romania became a member of the Asian Infrastructure Investment Bank (AIIB) on
28 December 2018, with a voting power currently accounting for 0.2822 percent
of total. Pursuant to Law No. 308/2018 for the acceptance of the Establishment
Agreement, published in Monitorul Oficial al României on 14 December 2018, the
National Bank of Romania was designated the depository institution of the AIIB funds
on the territory of Romania.
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6. Organisation for Economic Cooperation and Development
One of Romania’s key foreign policy objectives over the last decade has been to join
the Organisation for Economic Cooperation and Development (OECD).
The NBR has supported this aim, within the limits of the powers conferred upon
it under the Statute, by participating in the relevant OECD working structures.
Specifically, the NBR attended as a guest the meetings of the Committee on Financial
Markets, held in April and October 2019, as well as the meetings of two working
groups within the Committee on Statistics and Statistical Policy, which took place in
November 2019.
Moreover, the NBR participated in the work of the Inter-ministerial Committee for
Coordination of Romania’s relations with the OECD. The Committee is coordinated by
the General Secretariat of the Government and has the task to develop the strategy
for promoting Romania’s OECD membership application, establishing a roadmap of
actions, events and budget, as well as to organise the steps taken by the institutions
involved in this process.

7. Participation of the National Bank of Romania in foreign
institutions and organisations
The National Bank of Romania aims to promote international cooperation with
entities that carry out activities generally in the field of economic and financial
research and specifically in the banking field, in order to ensure a mutual exchange
of expertise and knowledge. In its capacity as a member of or in partnership with
various relevant bodies, think tanks and international institutions in the area of
scientific research, the central bank participated in international events and meetings,
and facilitated events that aimed to disseminate economic, monetary and financial
knowledge.
Against this background, in 2019, the National Bank of Romania became a member
of the Société Universitaire Européenne de Recherches Financières (The European
Money and Finance Forum - SUERF)213. The SUERF focuses on the analysis, discussion
and understanding of financial markets and institutions, the monetary economy,
the conduct of regulation, supervision and monetary policy. Its events provide a
unique European network and a forum for information exchange, research results
and trends in the money, banking and financial markets. SUERF membership includes
central banks and supervisors in most European countries, inter alia the European
Central Bank, the Bank for International Settlements, the European Investment Bank,
the European Bank for Reconstruction and Development, major commercial banks,
academic institutions and members of the financial community.
213
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SUERF was established on 25 November 1963, in France, with the aim of bringing together practitioners from banks,
financial institutions, international organisations and the academia (www.suerf.org).
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In the context of Romania’s exercise of the Presidency of the EU Council and at the
proposal of the Centre for European Policy Studies (CEPS)214, the National Bank of
Romania helped organise the CEPS Ideas Lab event215, which took place in Brussels,
on 21‑22 February 2019. Since 2014, the countries holding the rotating Presidency of
the EU Council in the first half of the year have participated in the annual CEPS Ideas
Lab Conference, organised in February. The event provided a platform for discussions
on future EU projects, whose conclusions are disseminated and analysed in the
meetings of EU structures, as well as to be in regular contact with leading figures in
the economic and financial fields.
The NBR furthered its collaboration with the other central banks in the Central Bank
Governors’ Club of Central Asia, Black Sea region and Balkan countries, through its
participation in the governors’ meetings, as well as in the working group on monetary
policy and financial stability issues. In 2019, the main topics discussed within this
cooperation forum included, inter alia: the global economic and financial outlook,
inflation targeting in advanced and emerging economies, data management in the
context of monetary policy, governance‑related aspects across central banks, as well
as central bank communication for policy effectiveness.
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CEPS is a think tank founded in Brussels in 1983, which, through its activity, has become an important forum for debate on
EU affairs. CEPS contributes to scientific research in the field of European policies and has an extensive network of partner
institutes throughout the world (https://www.ceps.eu/).
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The CEPS Ideas Lab conferences are significant economic and social events. They are organised in the form of 12 Lab
Streams and bring together leading European decision makers and researchers to address the key issues facing the
European Union (https://www.ceps.eu/ceps-ideas-lab-2019/).
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1. The convergence of the Romanian economy
1.1. Romania’s progress towards convergence
Romania’s integration with the European Union involves the adoption of the
European single currency. Joining the euro area entails the transfer of the monetary
policy conduct to the European Central Bank, which takes a “one-size-fits-all”
approach for the whole euro area. In this context, the assessment of Romania’s
nominal and real convergence is aimed at determining the economy’s capacity to
operate efficiently in the event of shocks materialising, without the support of an
independent national monetary policy.
The nominal convergence criteria for euro adoption, stipulated in the Maastricht
Treaty, refer to price stability, the sustainability of public finances and indebtedness,
the exchange rate stability and the level of long-term interest rates (Table 13.1).
Thus, while in July 2015 – November 2017, Romania complied with all the nominal
convergence criteria (without participating, however, in the ERM II), inflation rates and
long-term interest rates deviated markedly from the indicative thresholds at end-2018
and end-2019. In 2019, the general government deficit-to-GDP ratio also exceeded
significantly the reference value stipulated in the Maastricht Treaty. The evolution
of the indicators in 2020 is expected to be notably influenced by the unfavourable
implications of the coronavirus pandemic for economic activity, adding to the
persistence of specific domestic and external factors. In this context, it is worth noting
the suspension in March 2020 of the Stability and Growth Pact (setting forth the
reference values for government deficit and public debt) in order for Member States
to be able to take broader measures to contain the effects of the pandemic.
Maastricht criteria

Romania, 2019

Inflation rate (HICP)
(%, annual average)

≤1.5 pp above the average of the three
best-performing EU Member States1

3.9
(1.9: reference value)

General government deficit*
(% of GDP)

below 3 percent

4.3

Government debt (% of GDP)

below 60 percent

35.2

Exchange rate vs the euro
(2-year maximum percentage
change)

±15 percent

Long-term interest rates
(% p.a., annual average)

≤2 pp above the average of the three
best-performing EU1 Member States
in terms of price stability

+0.3/-3.12
4.5
(3.5: reference value)

*) ESA 2010 methodology

Table 13.1
Maastricht criteria
(nominal convergence indicators)

NATIONAL BANK OF ROMANIA

1) The reference value for end-2019 was calculated by taking into account Portugal, Cyprus and Greece.
2) Maximum percentage changes in the exchange rate versus the euro during January 2018 – December 2019.
Calculations are based on daily data series, by reference to the average for December 2017.
Source: Eurostat, NBR calculations
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The average annual inflation rate,
which returned to positive territory in
May 2017, saw an ongoing acceleration
4
during 2018 (to 4.1 percent in
December) amid aggregate demand
2
pressures, the dynamics of unit labour
costs, as well as on account of some
0
supply-side shocks related primarily to
exogenous CPI components (such as
-2
the strong hike in the electricity and
natural gas prices and the rise in fuel
prices following the surge in oil prices).
Note: The dots stand for the inflation rate reference
values.
Under the impact of several adverse
Source: Eurostat, NBR calculations
supply-side shocks (from international
crude oil prices, the prices of some
agri-food items such as fruit or pigmeat and the excise duty on cigarettes) and of the
persistence of pressures from fundamentals – high labour costs and robust consumer
demand –, the average annual HICP inflation rate remained above the reference rate
throughout 2019 and in the first three months of 2020 (Chart 13.1).
percent, annual average

Jan.12
Jul.12
Jan.13
Jul.13
Jan.14
Jul.14
Jan.15
Jul.15
Jan.16
Jul.16
Jan.17
Jul.17
Jan.18
Jul.18
Jan.19
Jul.19
Jan.20

6

Chart 13.1
Inflation rate (HICP)

Another factor which impacts the inflation rate path in developing countries
and might therefore affect compliance with the Maastricht criteria is the price
convergence process towards the average EU price level (Box 13).
Box 13. Price convergence across the European Union.
Where does Romania stand?
Price convergence across the European Union is a relevant indicator of the
economic integration of the single market. The price differences between
EU countries had markedly narrowed until the outbreak of the economic and
financial crisis in 2008 when the trend came to a halt and the price convergence
process reached a relative standstill. The assessment of the price convergence
process is relevant especially for developing economies such as Romania, given
the implications of this process for the sustainable compliance with the Maastricht
criteria, ahead of joining the euro area. In this context, the present Box aims at
providing a picture of the price convergence across the EU, from both a dynamic
and a static perspective, and ultimately focuses on the price level in Romania and
on identifying the possible determinants of the still present differences in prices
between Romania and the EU.
To this end, the analysis tool employed was the price level index of the actual
individual consumption, calculated by Eurostat as a ratio of the purchasing power
parity to the nominal exchange rate (domestic currency versus the euro) and
expressed as a percent of the EU-28 average, available for 1995-2018. In essence,
the indicator indicates a relative price, i.e. the cost of a consumer basket in a given
country, as a percentage of the average cost of the same consumer basket in the
EU-28 – expressed in the same currency. An indicator below/above 100 shows
lower/higher prices in the country under review than the EU-28 average.
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Theoretical framework
The convergence of prices originates in “the law of one price” theory, which
postulates that, in a perfect competition market, the prices of the same products
expressed in the same currency should be equal, as a result of arbitraging
operations. Thus, higher integration of the market implies tighter competition,
which in time should be conducive to price equalisation, as producers are forced
to provide higher quality goods at increasingly competitive prices. However,
considering that not all goods can be traded on an international market, in
practice deviations were seen from this principle, often explained in literature by
the Balassa-Samuelson effect (Balassa, 1964; Samuelson, 1964). This theory starts
from the premise that two types of goods are produced in an economy, namely
tradables and non-tradables, with “the law of one price” applying to the former
category only. Given that wages are closely related to productivity and labour
market features strong competition, the wage-setting process will display the
interdependence relationship between the sectors producing the two types of
goods, ultimately leading to uniform remuneration across the entire economy. In
a first phase, the emerging economies exhibit a low efficiency of sectors open to
trade and the fact that the goods produced by the latter are governed by “the law
of one price” (the price is set externally) implies lower wages, which then translate
into lower incomes and prices in non-tradable sectors. In catching-up with the
advanced economies, transition countries will post significant rises in productivity
in the tradable sector, which, in time, will reflect in higher wages; the latter can
exert a demonstration effect in the non-tradable sector, which can cause a build-up
of inflationary pressures if pay rises are not matched by productivity gains.
To sum up, in theory, two variables are deemed to be pivotal to explaining price
convergence: on the one hand, the increase in competition on the single market is
likely to put downward pressures on prices (through higher efficiency of economic
activity, technological progress, mark-up adjustment) and, on the other hand,
the bridging of development gaps by low-income countries should lead to a
faster advance in prices (higher inflation) during the transition period. In practice,
however, there may be other factors which influence prices, such as: the transport
cost, consumer preferences (depending on culture, climate, tradition, living
standard), the (de)synchronisation of business cycles, market features (such as
segmentation or concentration), different fiscal and regulatory systems (WolszczakDerlacz, 2006; Dreger et al., 2007). The action of such forces may result, inter alia, in
the formation of convergence clusters, even for goods seen as homogeneous.
Dynamic perspective
Most often, in literature, convergence over time of different variables is assessed by
means of two general notions: beta- and sigma-convergence.
The beta-convergence process occurs when initially low prices in developing
countries go up faster than those in the advanced countries. In 1995-2018, Eastern
European economies, defined by the lowest prices, saw the largest rises (with
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Romania catching up approximately 20 percentage points of the EU-28 average in
relative terms), therefore data confirmed the assumption. The negative relationship
between the initial price level and the subsequent increases was subject to an
empirical analysis216 and the results indicated a beta-convergence of prices across
the EU-28, albeit at a rather slow speed: only slightly above 5 percent of the price
differential is caught up every year, so that the difference between prices in the EU
is expected to halve in more than 13 years (Table A).
1+β

0.949
(0.0000)

Convergence speed

0.052

Half-life (years)

13.2

Sargan/Hansen test

Prob > chi2 = 0.000

Arellano-Bond AR(1) test

Pr > z = 0.000

Arellano-Bond AR(2) test

Pr > z = 0.832

Note: The results of the estimates are based on the following equation: Δpricegapi,j,t = α + βpricegapi,j,t-1 + θt + εi,t, which
can be rewritten as pricegapi,j,t = α + (1+β)pricegapi,j,t-1 + θt + εi,t, and they cover the 1995-2018 period.
The variable pricegapi,j,t stands for the difference between the aggregate price index for the states i and j in the year t
and considers all the possible combinations among the EU-28 states, being expressed as the absolute value of the
logarithmic difference; α is a constant, θt stands for fixed effects per year, and εi,t is the regression error.

Table A
Results of beta-convergence
estimates

In order for the beta-convergence assumption to be valid, the coefficient (1+β) must be below one and equate a
negative β parameter.
Half-life = −(ln (2))/(ln (1+β))
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Price convergence in the EU
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The sigma-convergence concept assumes a decrease in price dispersion over
time at EU level, measured as the ratio of standard deviation of prices to the mean
price. This indicator had followed a downward path until 2008, thus confirming
the materialisation of the sigma-convergence process until that moment. The
outbreak of the economic and financial crisis in 2008 marked, however, a halt in
this trend and the sigma-convergence of prices posted a near-stagnation, while
216
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The methodology employed was that developed by Arellano and Bond (1991), namely the dynamic panel SYS-GMM.
The results of the estimation should be however interpreted with caution, considering that the tests designed to validate
the model reveal mixed results: the AR tests confirm that errors are uncorrelated, whereas Sargan/Hansen tests show that
the instruments used are not exogenous (the model is not sufficiently specified and it is possible that the error might
include variables that are correlated with the instruments). The problem was also encountered in other papers which took
this econometric approach (for instance, Dominguez-Torreiro and Becker, 2016).
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a divergence could be noticed in the case of services (Chart A). Some dedicated
papers came to the conclusion that the evolution was ascribable to the slowdown
in the real convergence process and the stabilisation of the regulatory framework,
following the widest EU enlargement wave in the 2000s, which came with the
removal of trade barriers, tax harmonisation, the enlargement of the single market
by the accession of new Member States, the free movement of goods (Hałka and
Leszczyńska-Paczesna, 2019).
Static perspective – comparisons and determinants
In spite of some progress in price convergence, the data for 2018 show that
disparities still exist between the EU Member States, with prices remaining
considerably lower in developing countries than in Western European states.
Romania recorded a general price level of 48.2 percent of the EU average, with
services markedly cheaper than goods (37.6 percent of the EU-28 average
against 68.9 percent), thus ranking among the last EU countries in terms of price
convergence. This seems to be closely related to the stage of development, with
data providing descriptive evidence in favour of the Balassa-Samuelson model
assumptions. Advanced economies are viewed as technologically more advanced,
and therefore more productive than low-income states. This allows them to offer
higher wages in the goods (tradable) sector with no major implications for prices,
whereas in the services (mostly non-tradable) segment, the elevated labour
costs will be factored into prices. At the same time, however, the income level
can determine different consumer behaviours, which can reflect in the quality of
goods and services purchased or in the importance assigned to some categories of
products. In less advanced countries, households seem to be more inclined to buy
essential goods (such as food items) to the detriment of services (Charts B and C).
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Price level and the importance
of products in the CPI basket
in 2018
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Note: Shares in the CPI basket are based on the Eurostat methodology; food items include alcoholic beverages
and tobacco.
Source: Eurostat

Despite a lower dispersion of the prices of goods compared to services across
the EU, the persistence of some differences (sometimes very large) suggests, in
essence, possible deviations from the “the law of one price” assumptions, which
indicates that the disparities in the aggregate indicator cannot be solely explained
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by the Balassa-Samuelson effect and that prices are also influenced by other
factors. Under these circumstances, a more in-depth analysis can prove useful in
identifying the factors behind the price-setting manner.
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Disaggregated data for 2018 (Chart D) show that all the components of the
consumer basket in Romania were cheaper compared to the EU average (as was
also the case of Poland), while in most other developing countries more than three
quarters of the prices of the items in the sample stood below the EU-28 average.
More specifically, on the Romanian market (similarly to the regional context), the
prices of non-food items (in principle, the prices of semi-durables and durables:
clothing, audio-visual and photographic equipment, household appliances,
personal transport equipment) seem to be closer to the EU average, accounting
for more than 80 percent of it. This can be explained by the presence of some
multinational companies in the EU which follow a standard price policy at group
level, the lower price variance for these products supporting this assumption;
moreover, the sectors dominated by multinational companies, especially the
fashion sector, have a higher exposure/visibility in the online space, which implies
a larger degree of transparency and easier access to information for consumers,
which can lead to price alignment (McKinsey, 2012; Eurostat data for 2018 show
that at EU level more than a third of consumers purchased online clothing and
over a quarter bought household products, compared to only 15 percent who
purchased food items). However, these categories of products continue to exhibit
price differences across the countries, albeit of a lower magnitude, which may
signal a certain adjustment of prices by the large international players based
on the purchasing power of each country/region (price-to-market) – empirical
evidence for applying differentiated price-setting strategies is provided by Dvir
and Strasser (2017) for the motor car market and by Fischer (2012) for the washing
machine market.
The food segment shows mixed developments: the prices for oils and fats or milk,
cheese and eggs are more uniformly distributed and closer to the EU average,
whereas the prices for meat or milling and bakery products are more dispersed,
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with the lowest levels being reported by Eastern European countries – Romania
carries 62.9 percent and 54.3 percent, respectively, of the EU-28 average. A relevant
explanation of the differences in the case of the Romanian economy refers to
market concentration, with products whose prices are closer to EU averages
coming from markets dominated by international players, present in several
EU countries – for instance, the top five players on the segment of milk processors
hold almost half of the market share.
Price distribution in the EU-28
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Chart D
Price index for 2018,
disaggregated data

Price distribution by category of products
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Note: The left-hand chart takes into account the whole CPI basket used for calculating the aggregate index for each state and shows the minimum
prices, the maximum prices and the 25-75 percentile range. The vertical columns in the right-hand chart stand for the range between the
minimum and the maximum value across the EU. The prices for the educational services in Luxembourg were ruled out, as they would post
extreme values (above 300% of the EU-28 average).

Source: Eurostat, NBR calculations

By far, public services come at the lowest prices, especially health and educational
services, which, in 2018, accounted for in Romania around 16 percent and
28 percent respectively of the EU-28 average, these items actually reporting
the widest price divergence in the EU. This owes primarily to lower labour costs
recorded usually in the services sector, as in the case of accommodation and food
service activities, reflecting in principle the stage of development of local economy.
There are also categories of goods and services the prices of which are not always
explained by economic factors (such as demand, costs, competition), but rather by
administrative decisions – excisable products, regulated products, some services
(such as public transport). Thus, tobacco product and alcoholic beverage prices
in Romania took 69.1 percent and 73.6 percent respectively of the EU-28 average
(close to the values in peer countries in the region), with large disparities being,
however, reported at EU level. To such goods, Member States should apply a
minimum excise duty according to EU regulations, but the tax on vices can remain
lower in the new Member States compared to some advanced economies, where
concern for preventing diseases associated with the consumption of such products
may be higher – the highest tobacco prices were reported by the United Kingdom,
Ireland (around 200 percent of the EU average) and France (140 percent of the
EU average). Energy prices in Romania in 2018 were the lowest across the EU,
accounting for 54.5 percent of the EU-28 average, in the context in which the prices
charged to household end-users were still regulated by the national competent
authority, and sometimes, artificially kept at lower levels.
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The general government deficit as a
share of GDP (according to ESA 2010
-1
methodology) neared the Maastricht
-2
Treaty limit in 2016-2018, overshooting
-3
it in 2019 amid the pro-cyclical
-4
nature of the fiscal and income policy
-5
(Chart 13.2). In 2016-2019, the public
-6
-7
debt-to-GDP ratio hovered constantly
-8
around 35 percent. In spite of an
-9
improving trend in the sustainability
-10
profile of government debt in terms
of its composition by maturity, the
Note: The dotted line stands for the reference value.
sources of vulnerability associated
Source: Eurostat, NBR calculations
with the estimated increase in the
government debt-to-GDP ratio, against
217
the backdrop of wider fiscal deficits , are significant.
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Chart 13.2
General government deficit
(ESA 2010 methodology)

Over the last years, the exchange rate of the leu against the euro recorded a relatively
steady evolution218 (Chart 13.3). The fluctuation in the leu exchange rate – which,
given Romania’s non-participation in the ERM II, is not measured against a central
parity, but against the average for the month preceding the period under review
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217

Based on the analysis of sustainability of government debt and fiscal and budgetary risks in the European Commission’s
Country Report Romania 2020, published on 26 February 2020.

218

In 2013-2019, the exchange rate of the leu against the euro saw an average annual depreciation of 1.3 percent.
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– ranged within the ±15 percent
standard band in 2018-2019. This
5.4
occurred even amid uncertainties
surrounding the macroeconomic
5.0
equilibria (in view of the frequently
4.6
changing configuration of the fiscal
4.2
and income policy) and amid episodes
3.8
of stronger global risk aversion
generated by factors such as the
3.4
divergence between the monetary
policy decisions made by major central
Note: The dotted lines stand for the limits of
the ±15 percent band versus the average
banks (Fed and ECB), the trade tensions
for December 2017.
between China and the United States
Source: Eurostat, NBR calculations
or the unfolding of Brexit. In addition,
starting with March 2020, the domestic
economy and the world economy overall came under a multitude of negative
influences exerted by the effects of and uncertainty about the future evolution of the
pandemic-generated crisis.
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In spite of Romania’s investment
grade rating over the last years, the
7
long-term interest rate exceeded the
6
reference value in 2018 and 2019
5
(Chart 13.4). The deviation occurred
4
in the context of the inflation and
3
general government deficit indicators
2
overshooting (the latter in 2019) the
1
relevant reference values, as well as of
0
the concerns expressed by some rating
agencies. Their releases219 referred
to external debt developments,
Note: The dots stand for the long-term interest rate
reference values.
fiscal policy measures deemed to be
Source: Eurostat, NBR calculations
pro-cyclical or the widening of the
current account deficit. Given that the
persistent domestic structural rigidities and the fiscal and income policy coordinates
are viewed by investors as risk factors220, it is necessary to implement structural
reforms while maintaining a balanced economic policy mix.
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Chart 13.4
Long-term interest rates

The sustainable compliance with nominal convergence criteria depends on a high
structural alignment mainly assessed by monitoring GDP per capita, the sectoral
structure of the economy, its openness and its share of trade with the EU in total
foreign trade. It is worth mentioning that significant changes may arise in the
indicators’ trajectory in the course of 2020, in the context of the effects associated
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Moody’s (24 November 2017 and 24 August 2018), Fitch (16 November 2018) and S&P (15 March 2019 and
10 December 2019; the latter revised the outlook for Romania’s sovereign rating to “negative” from “stable”). Mention should
be made that, in April 2020, Fitch and Moody’s also revised the outlook for Romania to “negative” from “stable”.

220

During the last years, the risks associated with the Romanian economy (as measured via CDS quotes) were perceived to be
higher than those posed by other countries in the region.
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with the coronavirus pandemic and the adverse impact on the economic activity. For
the purpose of extending the analysis framework to regional level, Box 14 provides a
comparison between real and structural convergence for Romania, Bulgaria, Czechia,
Hungary and Poland.
Box 14. Regional comparison of relevant real convergence indicators
This box analyses, from a regional perspective, a relevant set of indicators of real
and structural convergence (to the euro area) for Romania, Bulgaria, Czechia,
Hungary and Poland. The indicators are examined in terms of the catching-up
with the euro area in 2000-2019, with a focus on the potential changes in the
structural alignment between the countries under review
and the reference economy, inter alia in the context of
extreme economic events from a historical perspective
(the international financial crisis that broke out in 2008 was a
landmark event).
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For the past 20 years, the reviewed countries have converged
to the euro area; among them, Romania has seen the
largest catching-up as concerns GDP per capita (expressed
in PPS). The global financial crisis marked a slowing of real
convergence for all countries in the analysed group, except
for Poland (Chart A). In spite of a slower convergence in the
post-crisis period, Romania witnessed a significant catching-up
with Poland and Hungary and outpaced Bulgaria. Among
the states in the group under review, Czechia ranked further
topmost in the last two decades.

Moreover, as part of the real convergence process to the euro area economy, labour
productivity per person employed221 improved for all the states subject to analysis.
Romania recorded the largest rise, given that, inter alia, it started from the lowest
base back in 2000 alongside Bulgaria (Chart B). Nevertheless, in spite of a partial
catching-up with the euro area, the gap remains significant.

Chart B
Labour productivity
per person employed

221

240

Overall, the analysed indicators suggest favourable
developments in real and structural convergence of the
economies in the region to the euro area. In the last
20 years, the convergence process unfolded in parallel with
that of economic integration of the Central and Eastern
European countries with the euro area. However, most of the
indicators showed that the financial crisis had a slowdown
effect on the convergence process. From this standpoint, the
trajectory of the indicators may be significantly influenced
over the course of 2020 and the states under review may
see divergent developments, in the context of the multiple
effects associated with the coronavirus pandemic, adversely
impacting economic activity.

Labour productivity per person employed is calculated by taking into account real GDP.

NATIONAL BANK OF ROMANIA

13. The convergence of the Romanian economy and the EU economic governance framework

The convergence of the sectoral structure of the economies in the region to that
of the euro area contributes to cushioning the effects of potential asymmetric
shocks and to improving the efficiency of economic policies at EU level. Romania
and Bulgaria in particular saw an increase in the share of the services sector and a
decrease in the share of agriculture (Chart C).
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During the convergence process, labour market flexibility contributes to enhancing
the economy’s capacity to respond to asymmetrical shocks, containing the need
to adjust other macroeconomic variables. The activity rate
is indicative of the labour force capacity to adjust to the
percent
50
changes in the economic climate. The youth activity rate
45
(population aged 15-24) is particularly relevant in terms of the
effectiveness of structural reforms in education and labour
40
market areas. In the first decade, the youth activity rate had
35
a broad-based unfavourable evolution (Chart D), whereas
30
in the post-crisis period, it posted mixed developments,
25
with Bulgaria and Romania recording declines, Czechia and
Poland reporting near stagnations and Hungary witnessing
20
an advance, which reflected different degrees of labour
market flexibility and adjustment of human capital to labour
Bulgaria
Czechia
Hungary
Poland
market needs. However, mention should be made that the
Romania
euro area
extended 15-64 age group saw a positive evolution over
Source: AMECO, Eurostat, NBR calculations
the last 10 years (compared to the fluctuations recorded in
the previous decade). Except for Czechia, all countries stood
Chart D
however
below
the
euro
area level, with Romania reporting the widest gap over
Youth activity rate
(population aged 15-24)
the last years.
One of the factors which can contribute to creating favourable conditions for real
convergence is the upward trend of the openness of the economy222, visible in
222
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The literature that tackles the impact of the openness of the economy on economic growth is fairly equivocal. For instance,
Rodriguez, F. and Rodrik, D., in “Trade Policy and Economic Growth: A Skeptic's Guide to Cross-National Evidence”, NBER
Working Paper No. 7081 issued in April 1999, consistently brought a quantitative criticism to the papers advocating the
positive impact of openness on growth.
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all the countries in the region, but temporarily interrupted around the financial
crisis (Chart E). The indicator consistently touched the lowest values for Romania,
running below the euro area indicator, while the countries in the region reported
higher readings. However, it is worth noting that the gap with the euro area
narrowed in the post-crisis period. Mention should be made that the euro area has
a relatively low openness, given that the internal market is robust and large-sized.
By contrast, in the case of the Romanian economy, the persistence of relatively low
values could be explained by the differences in competitiveness with the trading
partners. Trade integration with the European Union, measured by the share of
trade with the other EU Member States in the country’s total foreign trade; Chart F)
had an upward path after the financial crisis for all the economies under review.

Chart E
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Chart H
Indirect financial intermediation

However, all states under review saw weaker correlations between the annual
growth rate of exports to the EU-28 and of the industrial output, respectively, with
EU-28 GDP dynamics in the second decade. Nevertheless, this decoupling was
temporary, at least in the case of Romania223, being visible only in the years that
immediately followed the global financial crisis.

Chart G
Capital account balance
as a share in GDP
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Source: AMECO, Eurostat, ECB, NBR calculations
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In 2012-2016, the correlation coefficient between industrial output and GDP growth in EU-28 entered and moved deeper
into negative territory; the calculation is based on a 3-year moving window.
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The shortage of saving from domestic sources can be covered, at least partly, by
a higher capacity to absorb non-repayable structural funds, visible in the capital
account balance-to-GDP ratio (Chart G). These spur the economy, primarily through
the investment activity. The measures designed to simplify the access to
non-repayable structural funds were pivotal to the increase, as a share of GDP, in
the funds raised in the post-crisis period for all the countries under review. Over the
recent years, however, amid moving to the new Multiannual Financial Framework
(2014-2020), capital inflows saw a decrease.
Regardless of the relative size of the financial system in each state, in the reviewed
period, the behaviour of lending was the same, featuring some divergences in the
post-crisis period. Thus, after a sustained growth in the years preceding the global
financial crisis (amid significant capital inflows, generally more pronounced in the
countries in the region than in the euro area), the indirect financial intermediation,
measured by credit to the private sector as a share in GDP, saw a contraction224
(Chart H). Czechia and Poland were the only exceptions, as they followed an
upward trend, albeit at a slightly slower pace. Throughout the period under review,
Romania stood markedly below the euro area average and, at the same time, at
the bottom scale of the countries in the region. Similarly with indirect financial
intermediation, all the states under review showed a much lower direct financial
intermediation than the euro area.
In Romania, GDP per capita, calculated based on the purchasing power standard, had
a continuous upward trend in the past decade (Chart 13.5). Thus, the gap with the
euro area posted a gradual narrowing, mirroring the progress towards convergence.
More exactly, in 2019, the ratio of GDP per capita in Romania to the euro area GDP per
capita came in at 63.4 percent, up 2.3 percentage points from the level seen in 2018
(and approximately 16.1 percentage points above the 2010 level). Over the last three
years, the catching-up pace saw, however, a deceleration.
The sectoral structure of the economy (measured based on the sectors’ contribution
to GDP formation) tended to converge to that in the euro area (Chart 13.6), especially
due to the advance in services as a percentage of GDP and to their larger relevance in
foreign trade225. The homogeneity of the sectoral structure of the economies within
the same union reduces the asymmetry of the impact caused by shocks on Member
States.
After having deteriorated in the context of the global financial crisis, the openness
of the economy226 recovered significantly. In the last three years of the period under
review, the indicator neared 85 percent, against the backdrop of the advance in exports,
and especially of the faster growth rates of imports of goods and services (Chart 13.7).
At the same time, however, the expansion of imports led to a worsening of the current
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For the purpose of comparability, for all states, including Romania, indirect financial intermediation is calculated based on
the series expressed in euro from two primary sources, i.e. ECB and Eurostat. In Romania, this drop indicates, inter alia, the
write-off of non-performing loans.

225

In 2012-2019, Romania’s foreign trade in services went up by approximately 250 percent in terms of value. Its share in
Romania’s total foreign trade peaked at 23.3 percent in 2019, while running, however, lower than that of the euro area
(about 29 percent).

226

The sum of exports and imports of goods and services as a share in GDP.

243

Annual Report ▪ 2019

account deficit. Thus, the average for 2017-2019 came marginally below the 4 percentof-GDP indicative threshold set by the European Commission as a scoreboard indicator
for the EU Member States227. Trade integration with the European Union (measured by
the share of trade with the other EU Member States in Romania’s total foreign trade) is
assessed to be high, averaging at 77.3 percent over the last three years (Chart 13.8).
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Chart 13.8
Trade with the EU-28 as a share
in total foreign trade

Given the complexity of the convergence process, the analysis framework can be
extended by monitoring several relevant dimensions such as the sustainability of
the external position or the development of the banking and financial system and its
integration in the European one.

Chart 13.7
Openness of the economy*

Starting with 2015, the current account deficit has posted an upward trend (after a
substantial adjustment in the previous years). Owing mainly to the widening deficits
on trade in goods and primary income, the indicator reached 4.6 percent of GDP
at end-2019 (Chart 13.9). Once the current account deficit moved onto an upward
trajectory, its financing through non-debt creating capital flows [i.e. equity holdings
227
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For further details, see the European Commission’s website, the section on the “Macroeconomic Imbalance Procedure
Scoreboard”.
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in the form of direct investment
(including reinvestment of earnings)228
and capital account balance – resulting
primarily from inflows of EU structural
and investment funds] entered a
downward trend229. In this context,
in 2019, the current account deficit
financing through equity holdings
(including reinvestment of earnings)
and capital account balance amounted
to 79 percent only (Chart 13.9).

The integration of the banking and
financial sector in Romania with that in
the euro area is high, as shown by the
prevalence of the capital originating in
percent
120
euro area countries in the shareholding
structure of credit institutions operating
100
in Romania. Although this sector has
80
euro area
witnessed a notable development
Romania
60
after Romania’s joining the EU, the gap
with the euro area is further sizeable.
40
Thus, in 2019, indirect financial
20
intermediation (measured by the ratio
of credit to the private sector to GDP)
0
in the national economy accounted
for less than a third of that in the euro
*) (credit to the private sector/GDP)*100
area, with both economies witnessing
Source: ECB, Eurostat, NBR calculations
a lower intermediation over the
last decade230 (Chart 13.10). Turning
231
to direct financial intermediation in the Romanian capital market, after the EU
accession, it continued to run way below that in the euro area.
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1.2. The approach to euro area accession and recent developments
on this front
Upon joining the European Union, Romania, alongside the other Member States
which are currently subject to temporary derogation (Bulgaria, Czechia, Croatia,
Hungary, Poland, Sweden), committed to adopting the euro as soon as the economy
gets ready for the transition. Until then, its progress towards nominal convergence
(as defined by Article 140 of the Treaty on the Functioning of the European Union)
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With that made by non-residents in Romania prevailing. Debt instruments are excluded.

229

This trend has steepened because of the drop in capital transfers starting with 2017 amid EU fund disbursements under a
single Multiannual Financial Framework (in 2014-2016, two multiannual financial frameworks overlapped).

230

Primary sources of data: ECB and Eurostat for the euro area (indicator calculated based on the series expressed in euro) and
the NBR and the NIS respectively for Romania (indicator calculated based on the series expressed in lei). For the purpose of
comparability with the euro area, the indicator does not include the loans to non-bank financial institutions.

231

The indicator is calculated as a ratio of stock exchange capitalisation to GDP.
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is monitored by the European Commission and the European Central Bank, which
publish Convergence Reports every two years.
The latest reports, released by the two institutions in June 2020, show that Romania
is the only Member State that does not meet any of the nominal convergence criteria.
The de facto evolution of the Romanian economy featured rather a diverging trend,
reflecting some deviations of economic policies from an approach consistent with
an adequate changeover to the euro. Thus, after fulfilling all four Maastricht criteria
in July 2015-November 2017, the Romanian economy started to deviate from the
trajectory consistent with achieving nominal convergence and it became obvious that
those developments had not been sustainable (based on a structural transformation).
The main adverse influence came from the pro-cyclical behaviour of government
policies, leading to an increase in the general government deficit from 2.9 percent
of GDP in 2018 to 4.3 percent of GDP in 2019 (associated with a structural deficit
above 4 percent of GDP in 2019). This was a high across the EU Member States and
significantly above the 3 percent-of-GDP reference value set forth by the Maastricht
Treaty (Table 13.2). According to the Convergence Report released by the European
Commission, this marked deterioration of the fiscal deficit occurred amid the hike
in current expenditure (on public sector wages, the public procurement of goods
and services or social benefits) and the revival of public investment after having
touched historical lows in the previous years. The widening in the fiscal deficit, at a
time when Romania was in an expansion phase of the business cycle, brought about
an unbalanced mix of public policies, putting considerable pressure on monetary
policy, which had to offset the rise in inflation, while safeguarding financial stability.
Moreover, this expansionary approach to public spending fostered consumption,
which thus fuelled imports and ultimately increased the external deficit. The high
values of the twin deficits single out Romania at regional level.
percent of GDP
Budget balance*
2015

Table 13.2
Budget balance and
current account balance,
regional comparison

2016

2017

2018

Current account balancet
2019

2015

2016

2017

2018

2019

Czechia

-0.6

0.7

1.5

0.9

0.3

0.2

1.6

1.6

0.4

-0.4

Hungary

-2.0

-1.8

-2.5

-2.1

-2.0

2.3

4.6

2.4

0.0

-0.8

Poland

-2.6

-2.4

-1.5

-0.2

-0.7

-0.6

-0.5

0.1

-1.0

0.5

Romania

-0.6

-2.6

-2.6

-2.9

-4.3

-0.6

-1.4

-2.8

-4.4

-4.6

*) ESA 2010 methodology
Source: Eurostat

In this context, in early April 2020, the Council of the European Union triggered the
excessive deficit procedure against Romania (the only country in the region against
which this procedure was opened) based on the previous year’s fiscal developments.
This occurred in spite of the decision taken in March 2020 to suspend the Stability
and Growth Pact across the EU, which implied to temporarily lift the deficit limits for
the EU Member States in order to provide governments with the necessary space to
contain the negative effects of the COVID-19 pandemic.
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A series of legal acts issued at end-2018, in 2019 and in the first part of 2020 stood
behind the rise in uncertainty and in the legislative unpredictability in the banking
and financial area, with negative effects on the stability of the banking sector and
implicitly on the financial system. A major impact had the unexpected adoption, in
December 2018, of GEO No. 114/2018, which introduced a tax on banks’ financial
assets. Its potential adverse effects – generated by its linking to benchmark rates on
the interbank money market (and consequently to the monetary policy conduct)
and by all financial assets being included in its calculation base – were however
diminished afterwards, by the amendments to GEO No. 19/2019. The tax on bank
assets was removed starting with 2020, according to GEO No. 1/2020.
Certain legislative provisions were at odds with the commitments taken in the
National Euro Changeover Plan, as well as with the actions specified in the 2019-2022
Convergence Programme. An aspect worth mentioning is that, in order to maintain an
investment grade rating, the quality of regulations and the efficiency of government
policies are a key factor credit rating agencies weigh when making a decision, with
significant effects on Romania’s financing costs.
The relevant legislative initiatives in 2019 referred to the amendment of Law
No. 77/2016 on the discharge of debt obligations assumed through credit
agreements, as well to the consumer protection against excessive interest rates, the
currency risk in credit agreements, abusive or sudden foreclosures, speculative sales
of loans. These provisions aimed at protecting consumers envisage also outstanding
loans.
In the context of the COVID-19 pandemic, in March 2020, loan instalments
were deferred for some categories of debtors under a public moratorium
(GEO No. 37/2020). In addition, two other versions of legal acts were put forward
alongside the public moratorium, with differentiated negative implications for credit
institutions’ profitability and solvency, as well as for firms’ and households’ access
to financing. The legislative substantiation did not include impact studies on the
banking sector.
In order to ensure a smooth euro adoption process, in March 2018, the National
Committee for Substantiation of the National Euro Changeover Plan was established
based on GEO No. 24/2018232. The Committee, headed by the Prime Minister and
the President of the Romanian Academy, in their capacity as co-presidents, and the
Governor of the National Bank of Romania and a Vice Prime Minister appointed by
the Prime Minister as vice-presidents, comprises experts from the main institutions
involved in the changeover to the euro: the Romanian Academy, the Government of
Romania, the Presidential Administration, the National Bank of Romania, the National
Commission for Strategy and Prognosis, the National Institute of Statistics, the
Financial Supervisory Authority, the academia (universities and research institutes),
the parliamentary political parties, representative employers’ associations and trade
unions, non-government organisations, associative structures and civil society.
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The main mission entrusted to the National Committee for Substantiation of the
National Euro Changeover Plan was to identify and formulate the necessary actions
to be taken in order to get the Romanian economy ready to join the euro area. These
actions were put down and presented within the National Euro Changeover Plan,
based on a substantiation report – with NBR experts having a significant contribution
to their preparation. At the same time, the National Committee was tasked with the
regular assessment of the progress in complying with the convergence criteria and
the resolution of the legislative aspects related to the introduction of the euro or
the preparation of national systems (statistical system, payment system, etc.) for the
changeover to the euro and of awareness-raising campaigns for the general public
concerning the implications of this process.
The National Euro Changeover Plan and its Substantiation Report were released in
December 2018 as programme documents that identified the strategic goals to be
fulfilled with a view to joining the euro area. Specifically, the euro changeover must
be preceded by the correction of macroeconomic imbalances and the narrowing
of the real convergence gap, alongside meeting firm structural conditions related
mainly to the consolidation of public finances, the development of infrastructure and
the increase in external competitiveness. To this end, the National Euro Changeover
Plan includes specific steps to be taken for Romania to be able to participate in the
European Exchange Rate Mechanism II (ERM II) at the 2024-2025 horizon. However,
these programme documents were not followed by actual progress towards
convergence, especially amid budget slippages.
The Government of Romania remains committed to joining the euro area, according
to the 2020 Convergence Programme. Nevertheless, in the context of the COVID-19
pandemic, efforts are primarily made to minimise its negative effects and to
implement measures to revive the economy; the authorities will concentrate on the
euro adoption as soon as macroeconomic equilibria are restored.
In this context, the Economic Recovery Plan of the European Commission can help
Romania enforce structural reform and correction measures at macroeconomic level
that will benefit the convergence process and the preparation for joining the euro
area. Nevertheless, it is important that the external support should be accompanied
by domestic economic approaches favouring an increasingly robust economy, with
low deficits, since the euro area has its own shortcomings (for instance, it has neither a
stabilising function nor a collective deposit guarantee scheme).

2. Developments in the European Union’s economic
governance
Building a genuine Economic and Monetary Union plays an important part in the
complex process of ensuring the consolidation and convergence of EU Member
States’ economies. While on the economic front the focus is on supporting structural
reforms, reducing development gaps and achieving macroeconomic stabilisation,
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in the financial area the objective is to complete the Banking Union and the Capital
Markets Union.
At the end of 2019, the European Commission presented the European Green Deal
comprising a set of measures that should allow the EU citizens and companies to
benefit from the transition to a green, sustainable economy. The ambitious measures
that were announced refer to the large-scale reduction of greenhouse gas emissions
and the boost to investment in research and cutting-edge innovation, as well as to
the preservation of Europe’s natural environment, and they were accompanied by
the initial roadmap of the key policies. The strategy will also call for a review of the
European economic governance framework in order for the latter to help facilitate
green public investment and maintain the sustainability of this sector’s debt.
The Alert Mechanism Report (AMR) released in December 2019, which was the starting
point of a new cycle of the macroeconomic imbalance procedure (MIP), does not
identify, for the EU as a whole, adverse developments significantly different from
those highlighted in the previous year. The risks pointed out continue to refer broadly
to high indebtedness levels, in 2018 most countries posting indicators higher than
the indicative thresholds in the scoreboard concerning government debt (14 states),
private sector debt (12 states) and the net international investment position (12 states).
Apart from the persistence of these vulnerabilities, the data point to the emergence of
possible issues relative to cost competitiveness and house price dynamics.
In 2018, the public debt ratios declined further for a large number of EU Member
States, except for those posting the highest values of this indicator (France, Cyprus,
Greece and Italy), reflecting a lack of fiscal consolidation. Moreover, in most Member
States, private sector indebtedness followed a further downward trend, albeit at a
slower pace and rather due to higher nominal GDP growth (passive deleveraging),
despite positive credit flows (yet below the indicative threshold in the scoreboard for
all Member States). While the Alert Mechanism Report (AMR) referred to an outlook for
a lower economic expansion, with risks coming especially from trade disputes and
disruptions in global value chains, a stronger-than-expected slowdown in emerging
markets and the aggravation of geopolitical tensions, the outbreak of the COVID-19
pandemic later on is likely to bring about a recession in 2020. The persistence of high
indebtedness levels during the years of economic expansion reduced however the
fiscal space available to the authorities at times of recession.
The positive credit flows translated, in the case of certain countries such as Romania,
Bulgaria and Slovakia, into fast annual growth rates of housing loans (dynamics of
the stock of loans of over 10 percent in 2018). Nevertheless, upon the assessment,
there were no clear signs of the risk that the acceleration might impact house price
formation, as was the case in the period preceding the 2008 crisis. Thus, these prices
continued to post fast paces of increase in 2018, amid the revival of economic activity
starting with 2013 and the low interest rates, and countries where overvaluations
had been identified saw milder price dynamics, being however further subject to
monitoring. In the new economic context, marked by the effects of the COVID-19
pandemic, property prices may see a decline, as demand is affected by the drop in
households’ incomes, reflecting a more cautious behaviour in 2020.
NATIONAL BANK OF ROMANIA
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Table 13.3. Macroeconomic imbalance procedure scoreboard
Current
account
balance
% of GDP,
3-year average
-4%/+6%
of GDP

Austria
Belgium
Bulgaria
Croatia
Cyprus
Czechia
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland
Italy
Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden
United
Kingdom

2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019

2.2
2.2
0.1
-0.5
2.7
3.0
2.4
2.6
-4.6
-5.4
1.2
0.6
7.5
7.5
2.1
2.3
-1.5
-1.0
-0.6
-0.7
7.9
7.5
-2.2
-2.0
2.3
0.5
2.3
0.5
2.6
2.7
0.6
-0.1
-0.1
1.7
4.9
4.7
8.5
10.4
9.9
10.6
-0.5
-0.2
1.0
0.5
-2.8
-3.9
-2.4
-2.5
5.7
6.3
2.6
2.2
2.8
2.9
-4.2
-3.7

Net
international
HICP-based
investment real effective
position exchange rate

Market share
of exports of
goods and
services
5-year
change, %

-35%
of GDP

3-year
change, %
±5% (EA)
±11% (non-EA)

3.7
9.6
38.1
47.2
-36.8
-31.6
-57.9
-51.0
-121.3
-116.0
-24.8
-20.7
64.4
78.1
-27.7
-19.7
-6.6
1.7
-16.4
-23.3
62.5
71.2
-143.6
-150.6
-51.6
-47.9
-165.0
-172.0
-5.0
-1.7
-49.1
-44.1
-31.0
-23.7
53.8
50.9
63.2
62.7
70.7
89.2
-55.6
-49.8
-106.1
-100.8
-43.6
-42.8
-68.1
-65.5
-18.9
-19.3
-80.2
-74.0
8.0
20.9
-12.8
-25.2

4.8
2.1
6.9
2.6
3.9
4.5
4.2
1.5
1.8
-0.1
11.0
8.7
2.6
-0.2
7.7
6.2
3.0
0.2
4.5
1.6
5.3
2.1
3.6
0.3
2.0
0.3
2.3
-1.4
3.3
0.2
4.9
3.7
6.4
3.7
3.3
2.0
4.9
1.3
3.2
2.4
0.1
2.8
3.1
-0.4
-0.7
0.2
2.5
2.6
2.0
1.0
4.1
1.7
-4.0
-8.3
-13.0
-2.9

% of GDP

the indicators do not fall within the indicative thresholds
„ …“ not available
Source: Eurostat, NBR
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Nominal
unit labour
cost

House
price
index

Private
sector
credit flow

annual
change, %

% of GDP

-6%

3-year
change, %
+9% (EA)
+12% (non-EA)

6%

+14%
of GDP

3.9
1.2
-1.5
-4.1
13.6
13.2
22.9
20.6
16.6
8.9
11.5
4.9
-1.5
-2.2
0.8
1.4
-3.3
3.8
-0.2
-1.5
3.5
-1.2
6.9
3.6
8.8
5.6
77.4
67.6
0.3
-2.6
8.6
2.9
3.5
16.7
8.7
-1.9
24.5
20.6
1.7
-0.1
25.8
23.1
9.0
8.4
24.0
17.8
3.2
4.1
19.6
15.4
4.6
2.5
-6.4
-5.8
-1.6
-1.3

4.7
5.5
3.7
5.6
18.3
18.9
-2.1
2.5
-0.4
5.3
13.7
14.9
1.6
2.1
14.3
15.7
-2.3
0.6
2.4
1.1
5.6
7.9
1.4
3.0
12.4
14.6
-2.8
-3.6
2.4
3.4
15.1
16.5
16.5
16.3
7.9
11.9
4.1
5.4
3.0
5.1
7.8
8.2
5.1
5.7
29.6
24.9
11.3
15.0
6.1
8.9
0.7
3.9
8.0
8.0
7.9
8.7

2.5
4.1
1.0
2.6
4.5
4.0
4.6
8.1
0.2
2.0
6.2
6.0
3.5
1.2
2.1
4.4
-0.4
0.0
1.5
2.1
5.1
3.9
1.4
6.5
10.9
10.8
8.3
0.1
-1.5
-0.5
6.6
6.0
4.6
4.8
4.8
8.1
5.0
4.6
7.3
4.7
5.0
6.6
8.8
8.6
1.3
-1.7
4.9
6.2
7.3
5.0
5.2
3.9
-3.1
0.6
0.6
-0.2

3.9
...
3.7
4.8
3.9
...
2.3
...
8.4
...
5.3
...
3.5
...
3.7
...
2.2
3.6
7.9
...
6.5
...
-0.8
0.7
4.1
3.4
-7.8
...
1.6
...
-0.2
...
4.3
...
-0.5
...
7.5
...
4.5
...
3.3
2.8
1.0
2.1
1.9
1.8
2.0
5.3
1.3
0.8
0.4
0.7
9.1
10.0
5.3
...
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Long-term Youth unemployment
Private
General
Financial Activity rate unemployment rate –
rate – % of active
sector government Unemployment
sector – population % of active population
population
debt sector debt
rate liabilities aged 15-64
aged 15-74
aged 15-24
% of GDP
133%
of GDP

% of GDP
60%
of GDP

121.0
...
185.1
185.7
95.0
...
94.0
...
282.6
...
70.7
...
198.3
...
101.5
...
144.6
145.6
148.4
...
102.1
...
115.5
107.7
69.8
67.4
223.2
...
107.0
...
70.5
...
56.4
...
306.5
...
129.4
...
241.6
...
75.8
73.0
155.4
150.1
47.4
45.3
91.0
92.4
72.8
69.3
134.4
129.7
202.4
205.3
165.8
...

74.0
70.4
99.8
98.6
22.3
20.4
74.7
73.2
100.6
95.5
32.6
30.8
33.9
33.2
8.4
8.4
59.6
59.4
98.1
98.1
61.9
59.8
181.2
176.6
70.2
66.3
63.5
58.8
134.8
134.8
37.2
36.9
33.8
36.3
21.0
22.1
45.6
43.1
52.4
48.6
48.8
46.0
122.0
117.7
34.7
35.2
49.4
48.0
70.4
66.1
97.6
95.5
38.8
35.1
85.7
85.4
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3-year
annual
average, % change, %

pp, 3-year
change

pp, 3-year
change

pp, 3-year
change

10%

16.5%

-0.2 pp

0.5 pp

2 pp

5.5
5.0
7.0
6.2
6.3
5.2
10.9
8.8
10.8
8.9
3.0
2.4
5.6
5.3
6.0
5.2
8.3
7.6
9.5
9.0
3.8
3.5
21.5
19.4
4.3
3.8
7.0
5.8
11.2
10.6
8.6
7.5
7.1
6.5
5.8
5.6
4.1
3.7
4.9
4.0
5.0
4.0
9.1
7.5
5.0
4.3
8.1
6.8
6.6
5.4
17.4
15.5
6.7
6.6
4.4
4.0

1.7
...
-2.6
4.3
6.8
...
4.5
...
0.3
...
7.4
...
-4.1
...
6.9
...
19.8
7.5
1.6
...
2.0
...
-4.9
11.5
-9.3
10.4
5.1
...
-0.1
...
-3.0
...
8.2
...
-2.0
...
2.3
...
-3.3
...
2.8
4.1
0.5
0.1
3.3
9.8
8.9
5.4
4.1
9.8
-2.3
1.0
-2.6
10.4
-1.0
...

1.3
0.9
1.0
1.4
2.2
4.5
-0.6
0.9
1.1
2.6
2.6
1.7
1.3
1.6
2.4
1.4
2.1
2.4
0.6
0.3
1.0
1.3
0.4
0.2
3.3
2.5
0.8
0.6
1.6
0.8
2.0
1.0
3.2
2.5
0.2
2.0
5.9
5.4
0.7
1.2
2.0
1.8
1.7
1.8
1.7
3.0
1.5
0.8
3.2
3.6
-0.6
-0.4
1.0
0.8
1.0
0.8

-0.3
-0.8
-1.5
-1.7
-2.6
-2.1
-6.8
-4.2
-4.1
-3.7
-1.7
-1.1
-0.6
-0.4
-1.1
-1.2
-0.7
-1.1
-0.8
-1.2
-0.6
-0.5
-4.6
-4.8
-1.7
-1.3
-3.2
-2.6
-0.7
-1.1
-1.4
-1.6
-1.9
-1.1
-0.5
-0.9
-0.9
-1.3
-1.6
-1.5
-2.0
-1.5
-4.1
-3.4
-1.2
-1.3
-3.6
-2.4
-2.5
-2.4
-5.0
-4.2
-0.4
-0.4
-0.5
-0.4

-1.2
-2.7
-6.3
-5.9
-8.9
-8.3
-18.6
-14.7
-12.6
-12.5
-5.9
-4.9
-1.7
-2.1
-1.3
-2.3
-5.4
-2.9
-3.9
-4.9
-1.0
-1.3
-9.9
-12.1
-7.1
-1.5
-6.4
-4.3
-8.1
-8.6
-4.1
-4.9
-5.2
-2.6
-3.1
-1.9
-2.5
-1.5
-4.1
-4.1
-9.1
-7.8
-11.7
-9.7
-5.5
-3.8
-11.6
-6.1
-7.5
-7.1
-14.0
-11.9
-3.0
1.2
-3.3
-1.8

2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019
2018
2019

Austria
Belgium
Bulgaria
Croatia
Cyprus
Czechia
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland
Italy
Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden
United
Kingdom
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The resilience of the banking sector across the EU saw an improvement in 2018,
given that the return on equity stabilised (after a period of consolidation), while
the non-performing loan ratio fell markedly over the last years, especially in the
countries with a high loan stock, putting in place favourable conditions for the
financing of economic activity. However, a few countries (especially Greece, Italy and
Portugal), continue to face challenges posed by relatively subdued profitability and
capitalisation ratios as well as elevated non-performing loan ratios.
In view of the trade and geopolitical tensions worldwide in 2018, the slowdown
in trade and the hike in the oil price affected the current account balance in most
Member States. Nevertheless, large surpluses persisted, in excess of the levels justified
by economic fundamentals, with four countries exceeding the upper threshold in
the scoreboard, i.e. Denmark, Germany, the Netherlands and Malta. Current account
deficits remained an exception, as only two Member States reported values beyond
the indicative lower threshold (Cyprus and the United Kingdom); Romania’s current
account deficit (the 3-year average) stood within the indicative limits. The relatively
moderate developments in the current account balances, alongside the nominal
GDP growth, allowed for a slight improvement in net international investment
positions (NIIP) which remain however negative in most Member States. Yet, for
certain countries (especially the Baltic states and Eastern European countries,
including Romania) a significant part of the NIIP is accounted for by foreign direct
investment, which is a more stable financing source, being associated with a series of
beneficial effects for the host economy.
An increasingly pressing problem for more and more Member States refers to the
marked rise in unit labour costs, with the broad-based decline in EU unemployment
(particularly for the youth and the long-term unemployed) leading to labour market
tightening. While in Romania and other emerging economies in the region the
compensation per employee has seen a faster growth rate than labour productivity
for some years already, across the euro area this evolution has become manifest
as late as 2018. Thus, the nominal unit labour cost index exceeded the indicative
threshold of the scoreboard in eight states, versus four a year ago, leading to a
deterioration of external competitiveness in several Member States, reflected in
the appreciation of the real effective exchange rate (REER). However, the erosion of
competitiveness had no significant effects on the export market share, with only one
state recording losses above the threshold in the scoreboard.
Based on the scoreboard indicators recorded by each Member State, the 2019 issue
of the AMR recommends in-depth reviews to be conducted in 2020 for 13 countries
(Bulgaria, Croatia, Cyprus, France, Germany, Greece, Ireland, Italy, the Netherlands,
Portugal, Romania, Spain and Sweden), the same as in the previous assessment round.
Romania had been previously included in the group of countries facing significant
macroeconomic imbalances and risks, being subject to in-depth reviews in 2015, 2016
and 2019.
Upon the release of the December 2019 AMR edition, according to the data available,
Romania was reporting indicators beyond the indicative thresholds for NIIP and
the nominal unit labour cost index. In this context, the in-depth analysis of the
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Romanian economy in the Country Report published by the European Commission in
February 2020 underlines two main negative developments: price competitiveness
loss, given the large increase in unit labour cost and the widening of the current
account deficit, amid an expansionary fiscal policy and an unpredictable business
environment.
Relative to the substantial widening of the share of the current account deficit
in GDP (the rise in the 3-year average scoreboard indicator from 1.6 percent in 2017
to 2.8 percent in 2018 and to 3.9 percent in 2019), the Country Report views the
faster acceleration of the imports of consumer goods than of those of intermediate
or capital goods as a matter of concern, since they boost neither the economic
growth potential nor the long-term living standards for which investment or
know-how is required. Turning to the fast-paced rise in unit labour costs in Romania,
the Country Report underlines that in spite of a mild slowing, the growth rate remains
among the fastest in the EU. This owes to increases in compensation per employee
(largely brought about by the dynamics in the public sector and the advance in the
economy-wide minimum wage), which have been outpacing the productivity growth
since 2016, thus jeopardising cost competitiveness.
The Country Report assesses also the extent to which Romania implemented the
specific recommendations formulated by the European Commission in 2019233.
Specifically, the EC deemed that there was:
▪▪ substantial progress in protecting and consolidating the stability of the financial
system, some progress in ensuring long-term viability of pension funds (Pillar II), but
no progress in securing the public pension system sustainability;
▪▪ some progress in implementing the national public procurement strategy, limited
progress in improving tax compliance and collection and strengthening project
prioritisation and preparation in public investment; no progress was reported
relative to ensuring that the national fiscal framework is implemented, improving
the predictability of the decision-making process or the corporate governance of
state-owned enterprises;
▪▪ limited progress was made in improving the quality of education, improving access
and cost-efficiency of healthcare, enhancing the coverage of social services, bettering
social dialogue or establishing a minimum wage-setting mechanism based on
objective criteria, while no progress was seen in completing the minimum inclusion
income reform or improving skills by enhancing the labour market relevance of
education.
Although the European Commission deems that Romania has made substantial
progress in ensuring the stability of the financial system, the Country Report refers
equally to the persistence of the unpredictable legislative framework. Thus, although
the government had the detrimental provisions of GEO No. 114/2018 amended via
subsequent legal acts, the rapid sequence of amendments (envisaging, inter alia, the
banking sector and the pension system) was yet another proof that the legislative
233
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process was unpredictable, with a negative impact on the financial sector and
business environment.
The year 2019 witnessed new progress in consolidating the Banking Union, which is
likely to contribute to improving the resilience of the European financial sector and
preserving its stability. While the end of 2018 had seen the establishment of the High
Level Working Group on the European Deposit Insurance Scheme (EDIS), a year later
this group compiled the roadmap to start political negotiations in order to get an
agreement to implement EDIS234 – the third pillar of the Banking Union, without which
this bloc cannot be complete. Based on this roadmap, the first negotiation stage will
concentrate on the characteristics of this system, which relies on the national deposit
guarantee schemes, alongside a central fund; a legislative proposal and an impact
assessment are to be performed thereafter. At the same time, the roadmap also covers
other topics pivotal to finalising the Banking Union that call for political consensus,
such as: the regulatory treatment of sovereign exposures and financial stability; the
management of crises and a better cross-border integration; reducing and monitoring
of risks. In order to cover these development areas, the negotiations will focus, inter
alia, on discussing the possibilities to incentivise banks to diversify their risk portfolios,
assessing the effectiveness and consistency of the overall crisis management
framework, identifying the possible obstacles to cross-border banking integration or
debating the implementation of the existing legislative packages aimed at reducing
and monitoring risks. According to the most ambitious version, the stages in the
roadmap will unfold across the EU in 2019-2024.
Other measures promoted in 2019 also envisaged the reduction of risks in the
banking system, with a particular focus on reducing the non-performing loan stock.
Thus, in May, the Council of the European Union adopted a legislative package, based
on the reforms agreed on at international level in the aftermath of the 2008 financial
crisis, amending the capital requirements legislation, – Regulation (EU) 575/2013
and Directive 2013/36/EU – for the purpose of consolidating the capital and liquidity
positions of banks and enhancing their recovery and resolution framework –
Regulation (EU) 806/2014 and Directive 2014/59/EU. The legislative amendments refer,
inter alia, to: (i) the need for third-country institutions having significant activities in
the EU to have an EU intermediate parent undertaking; (ii) a new requirement for total
loss absorbing capacity (TLAC) for G-SIIs; (iii) enhanced subordination rules for the
minimum requirement for own funds and eligible liabilities (MREL) for G-SIIs and other
large banks; (iv) a credit risk framework to facilitate the disposal of non-performing
loans. Most of the new provisions would then be applicable as of 2021 H2.
At the same time, the measures implemented during 2019 also covered the
adoption in April of a regulation setting forth a new framework for managing
banks’ non-performing loan stock. More exactly, the new norms are designed to
reform the capital requirements applicable to banks having non-performing loan
stocks in their portfolios, in order to ensure that banks’ own resources are sufficient
234
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to cover them. Furthermore, two other directives are underway (Directive on credit
servicers, credit purchasers and the recovery of collateral and Directive on accelerated
extrajudicial collateral enforcement mechanism) to supplement the non-performing
loan management framework, and thus help create a cross-border market for them.
Talks between the EU Council and the European Parliament are to unfold relative to
these two directives.
In 2019, the same as in the previous years, the National Bank of Romania continued
to take an active part in the EU initiatives on banking supervision and resolution.
Specifically, the National Bank of Romania worked further together with the
other supervisory authorities as regards the supervision of cross-border banking
groups through supervisory colleges, which are structures that ensure optimum
dissemination of information and the making of joint decisions on capital and
liquidity adequacy and on supervised credit institutions’ recovery plans. Moreover,
the NBR, in its capacity as member, continued to attend the meetings of two
important working groups for the prevention of money laundering and combating
the financing of terrorism (the Anti-Money Laundering Subcommittee within the Joint
Committee of the European Supervisory Authorities and the European Commission’s
Expert Group on Money Laundering and Terrorist Financing) and signed as early as
the beginning of 2019 an agreement aimed at defining the practical modalities for
exchange of information on the prevention of money laundering and combating
terrorist financing between the European Central Bank and national competent
authorities in charge of supervising credit and financial institutions. Besides, the NBR
continued to cooperate and participate in the reunions of the resolution colleges
established in order to adopt the joint decisions on the resolution plans at group
level.
In addition, in 2019 H1, the National Bank of Romania was strongly involved in
several actions while Romania was holding the rotating Presidency of the Council
of the European Union. Thus, the NBR took part in the preparation of the European
Commission’s regulation proposal to review the European System of Financial
Supervision (ESFS Review file), by providing assistance for changes in several areas,
for the purpose of adjusting and updating the regulatory framework of the European
Supervisory Authorities (ESAs) to allow them to assume an enhanced accountability
for financial market supervision, including a component on anti-money laundering
and counter terrorist financing. The revision of tasks, competences, governance
and financing of ESAs was considered, in order for the authorities to adjust to the
new context in which they performed their activity. Building a common supervisory
culture across the EU and putting forward convergent supervisory practices represent
a long-term goal. To this end, experts from the central bank participated in the talks
with Member States organised by the Working Party on Financial Services within the
EU Council, as well as in the negotiations within the political and technical trilogues
with the European Parliament and the European Commission. In addition, the NBR
assumed the role of technical coordinator of several components of the legislative
package on the risk reduction measures in the banking sector (RRM package). Both
legislative packages (ESFS and RRM) were taken over at different stages of progress
and were deemed to be priority items; their completion took place during the
Romanian Presidency of the EU Council.
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However, the start of 2020 witnessed a challenge that had never been faced over the
last decades, the worldwide detrimental effects of the COVID-19 pandemic calling for
an exceptional approach. In this context, the EU authorities formulated the first set of
public policies designed to mitigate the economic decline and allow at the same time
for a subsequent recovery. The set comprises, inter alia, measures markedly different
from those previously put forward by the EU decision-makers, such as the temporary
flexibilisation of the Stability and Growth Pact and of the rules on state subsidies,
the temporary exemption from loan repayment for debtors facing payment default
because of the pandemic effects and the provision of guarantees from the EU budget
to the European Investment Fund, that the latter could use to incentivise banks and
other financial institutions to give loans to the affected small- and medium-sized
firms.
In the recovery of EU economies, the financial sector will play an important part in
ensuring access to financing and the completion of the Banking Union and the Capital
Markets Union will become an increasing priority. At the same time, EU debates focus
on the appropriateness of coordinated efforts to channel investments (equally public
and private) towards the objectives that require resources more stringently. The
initiative calls for massive investment in both the ecological transition and the digital
transformation – in the context in which the COVID-19 pandemic crisis highlighted
the significant part of digitalisation in the functioning of the economies –, alongside
other policies, such as the cohesion and the common agricultural policy.
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Chapter 14
Public communication
of the National Bank of Romania
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1. Public relations
In 2019, the National Bank of Romania’s activities in the area of communication
and public relations were aimed at correctly, promptly and adequately informing
the general public, experts, public institutions and the media of the decisions and
policies adopted by the central bank in pursuit of its tasks, in compliance with Law
No. 312/2004 on the Statute of the National Bank of Romania.
In keeping with its mandate and with the principles of transparency and institutional
accountability, the NBR provides the public with the information resulting from
reports and statistical data that the central bank produces in compliance with the
legal framework in force. These are supplemented by the analyses and assessments
made in-house based on solid research and the thorough knowledge of area-specific
issues. The NBR proactively shares all these data, assessments and reasoning so as to
correctly inform the general public.
The domestic context in which the NBR carried out its activity throughout 2019,
as reflected by the public messages of the central bank’s officials, was dominated
by issues such as excess demand in the economy, the evolution of the current
account, the fiscal and income policy stance, labour market tensions, the trajectory
of administered prices (natural gas, electricity) and volatile prices, as well as the
hasty nature and the contents of the set of fiscal and budgetary measures effective
1 January 2019, which also impacted the exchange rate of the leu (GEO No. 114/2018,
amended by GEO No. 19/2019). Turning to the external environment, the topics
that needed to be addressed included: developments in the euro area and global
economies, trade protectionism, the dynamics of international commodity prices,
uncertainties surrounding Brexit, and the monetary policy stance of the ECB and of
central banks in the region.
The communication and public relations activity was underpinned by several
strategies. Specifically, the focus was on ensuring a very high level of accessibility to
information on monetary policy decisions, on the measures intended to safeguard
financial stability, and on the role and functions of the central bank, in a complex
domestic and external environment, marked by heightened uncertainty and the
constant need to inform the public. In addition, NBR officials and experts offered
substantiated explanations (via press statements or numerous articles on the bank’s
blog and quotes in the media) in order to improve the general public’s knowledge
about how the legislative framework within the NBR operates and about the
mechanisms and triggers for action it has. In the context of the political and media
attacks to which the central bank was subjected in the first part of 2019, the senior
executives and experts of the NBR were involved in public communication efforts to
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debunk unfounded accusations, set to create confusion regarding the bank’s activity,
role and scope.
In 2019, the NBR organised eight press briefings to explain monetary policy
decisions and six press conferences to present the Inflation Reports and the Financial
Stability Reports. During these public events, the central bank offered clarifications
on the evolution of the inflation rate, interbank interest rates and the risks faced
by the Romanian economy amid domestic and international developments. After
each monetary policy meeting, the minutes of the discussions were published, in
accordance with the decision implemented starting with 2016. For the second year
in a row, the NBR Governor presented the Annual Report during a press conference,
in which he also highlighted the multiple ways employed by the NBR to constantly
provide the general public and public institutions with its own statistical data,
analyses, studies, forecasts and assessments needed for substantiating the decisions
taken.
Along with the messages dedicated to its current activity, the central bank had an
active and continuous public presence, providing studies, analyses, assessments,
presentations and interviews on important subjects under public debate. In addition,
issues related to financial education, the rights of financial services consumers, and
developments in the business environment in a European and regional context were
frequently discussed. Moreover, special attention was paid to Romania’s convergence
ahead of euro area membership, reform of the euro area or regional economic
developments –, these topics being discussed in over 20 conferences, opinions and
articles. As part of this pursuit, in April 2019, the NBR Governor, in his capacity as
vice-president of the National Committee for Substantiation of the National Euro
Changeover Plan, participated in the launch of the Substantiation Report on Euro
Changeover, delivering a speech during the event at the Romanian Academy.
A significant share of institutional communication focused on providing information,
clarifications and analyses to debunk media and political attacks regarding monetary
policy and the NBR’s role, management of international reserves, particularly of the
gold reserve, money market mechanisms, the introduction of a new benchmark
index (IRCC), the central bank’s tasks as authority for the regulation, authorisation and
prudential supervision of the banking sector, the tax on bank assets, the cap on the
level of indebtedness, NBR’s patrimony. Official communication was supplemented by
the OpiniiBNR blog, which was used to ensure that the public learns the opinion of the
central bank experts as quickly as possible. The editorials and opinion articles written
by NBR representatives generated over 1,000 media appearances.
Faced once again with the calling into question of its monetary policy decisions and
of the authenticity of its public statements on the management of the gold reserve
and accused of manipulating the ROBOR, the central bank continued its efforts to
strengthen institutional communication and to use the standard communication
channels with the Parliament and the Romanian Government.
The traditional events organised by the central bank, such as the Legal Colloquia,
the Annual Seminar on Financial Stability or the Banking History and Civilisation
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Symposium were accompanied by other events such as the conference on the impact
of Brexit on the economies of Ireland and the EU or the informal meeting of the
Economic and Financial Committee of the European Union. The Bucharest Economic
Analysis and Research Seminar continued in 2019 as well, with 11 events open to
economic researchers and media representatives, which brought into discussion
themes related to labour migration in Europe, virtual currencies, macroeconomic
policies or macro-financial imbalances in the EU. Around 40 such events contributed
to conveying the central bank’s messages and had a positive impact on the accurate
information of the general public.
In 2019, to celebrate its 139th anniversary, the central bank organised for the first time
an Open Doors Day. Approximately 2,500 people visited the interiors of the NBR’s Old
Palace, the exhibit dedicated to gold, as well as Romania’s most valuable numismatic
collection. At the same time, more than 2,900 people visited the premises of the NBR’s
branches and agencies countrywide.
Concerning its relationship with the media, during 2019, the NBR published over
300 press releases on its decisions on monetary policy and macroprudential
supervision, as well as the evolution of statistical indicators relevant to the banking
sector and the economy in general, including government security issues.
The NBR also responded to over 100 requests for information and clarification
received from journalists, of which 16 were formulated under Law No. 544/2001.
The NBR’s coverage in the media (central and local written media, TV, online and
radio) was analysed based on more than 12,600 articles published and broadcast, up
by 6.6 percent from the previous year.
The analysis of these articles shows that approximately 93 percent used a balanced
tone, similarly to that seen a year earlier. At the same time, the share of articles using a
negative tone continued to decrease like in the previous year, reaching 6.5 percent of
the total versus 7.2 percent in 2018 and 12.6 percent in 2017.
In terms of number, most of the articles assessed were published online, i.e. over
40 percent of the total. It was also here that most neutral articles appeared (over
40 percent of articles using this tone in all the media), while most negative articles
were presented on TV (50.5 percent). A considerable share of articles with a negative
tone started from attacks launched by some political figures, who claimed, among
others, that the NBR was allegedly involved in operations to manipulate the ROBOR.
The most covered topics were lending (developments in the ROBOR and the IRCC,
draft laws, lending trends – around 26.3 percent), the banking sector (the greed
tax, the balance sheet of the banking sector, banking system trends – 17.5 percent)
and monetary policy (inflation developments and projections, NBR Board decisions,
market operations and inflation drivers). Monetary policy decisions were constantly
covered by the media throughout the year, yet there was a decline in the number of
articles (1,534) and their share in the total, i.e. to 12.1 percent from 23.1 percent in the
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previous year. Concurrently, the share of articles on this topic using a negative tone
dropped to 4 percent from 8 percent in 2018.
As for online communication, in 2019, the NBR further developed its range of
techniques and ways to reach out to the public at large, in step with the most recent
digital trends. To this end, in December 2019, the bank launched its official account
on Instagram, a visual content platform. The NBR’s initiative was similar to the
endeavours of other European central banks, aimed at increasing accessibility for
the public that is not necessarily familiarised with the economic field. The Instagram
account gained approximately 600 followers and over 900 likes in the first two weeks
from the launch and enabled dialogue primarily with those interested in visiting the
NBR Museum and in purchasing numismatic coins.
The central bank’s main communication channel remains the official website whereby
real-time dissemination of statistical data (exchange rate, daily information on
financial markets) and of other types of information (press releases, publications,
speeches) is provided, thus ensuring enhanced institutional transparency. Given that
the NBR’s website is currently fully fledged after almost a decade since it became
operational, and aiming to ensure an improved and intuitive navigation experience
for visitors, at end-2019, the NBR began to develop a new version of its website. This
will follow the newest standards and technologies in the field, such as implementing
mobile first graphical interfaces and adapting the information and visual content,
while focusing on fulfilling the central bank’s communication needs using clear and
simplified language. Some of the features of the new version of the website include
filtering contents based on user preferences by introducing specific subsections
and a Media section, where the access to information is tailored depending on the
particularity of each audience (economists, media, users with varied, basic interests).
The objective of this project is to enhance the institution’s transparency and to build
up the NBR’s prestige by publishing and disseminating information actively and in a
timely fashion.
The NBR’s presence on social media platforms continued to increase in 2019, and
the information published was adapted depending on the specifics of each digital
channel and on its relevance for the public. As such, on the professional social
network LinkedIn the NBR promoted, apart from career opportunities, various
summaries of technical materials such as reports and regular publications, using an
accessible language, as well as eye-catching visual elements – infographics, banners
or multimedia animations. In addition, events organised by the NBR were announced
and remarkable figures, anniversaries and significant moments in Romania’s history
were evoked. As for the NBR’s Twitter activity, this focuses on promptly informing the
public about the decisions, activities and initiatives of the central bank, the content
being adapted so as to be easily picked up by news agencies. Among the topics
promoted on these networks, those dedicated to the NBR’s Open Doors Day, and
those marking special moments in history or current events (Romania’s National Day,
announcing a new banknote being put into circulation in 2020, etc.) sparked great
interest.
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In 2019 as well, the NBR’s LinkedIn account saw a spectacular increase in the
number of followers, i.e. over 30,000. 218 new articles were published, recording
approximately 17,000 likes, more than 1,300 shares and around 74,000 clicks per
post (accessing the links promoted in the articles). The institution also intensified its
activity on Twitter, where approximately 400 new followers were recorded, reaching
nearly 4,000 followers, 31,000 unique visits, over 1,200 new tweets and around
730,000 possible exposures generated by articles published. Since the NBR’s Twitter
account is followed mainly by journalists and foreign experts, as well as international
institutions and their representatives, the content published is primarily bilingual or
even exclusively in English.

Media relations:
8 press briefings on monetary
policy decisions;
7 press conferences on
publications;
>300 press releases;
>100 requests for information
from journalists

Infographic
Statistics on the NBR’s online
communication in 2019

Social media:
Twitter: 4,000 followers;
LinkedIn: 32,000 followers;
YouTube: 62,600 unique views;
Instagram: 600 followers
(account launch: 16 December)

Speeches and presentations:
52 statements made
by the NBR Governor
and Board members

Web:
Website: 35,000 visitors/day;
Blog: 61,500 visitors/year;
Leul Românesc: 2,747 downloads
(App store and Google Play)

Public information:
2,100 written enquiries;
1,000 telephone enquiries;
400 enquiries at the
head office

General public:
Open Doors Day:
2,500 visitors in Bucharest,
2,900 in the territory

In addition, the NBR uploads to its YouTube channel videos of briefings/press
conferences and symposiums organised at the bank’s head office (starting with 2019,
these events are live streamed). Moreover, it publishes articles on economic and
financial subjects on its blog, OpiniiBNR. In fact, these are also shared on social media
(Twitter and LinkedIn), receiving many likes and reactions. The ongoing development
of the NBR’s communication tools and channels not only aims to correctly and
promptly inform the general public about the central bank’s decisions, activities and
initiatives, but also to receive constant feedback, which was especially visible on
LinkedIn and Instagram.

NBR publications
Via its publication portfolio, the NBR continues to provide various information to
financial and banking experts and the general public, accessible in several formats
(printed, pdf and epub).
The NBR’s portfolio of publications includes a series of reports issued at different
time intervals: (i) the Annual Report providing a detailed presentation of the domestic
macroeconomic developments and the international context, as well as of the
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activities carried out by the central bank in the period under review; (ii) the Financial
Stability Report, published bi-annually, reflecting the domestic challenges to financial
stability, as well as the developments at EU level on prudential regulations; (iii)
the Inflation Report, quarterly detailing the analysis framework and, implicitly, the
rationales behind the monetary policy decisions; (iv) annual publications focusing
on the external sector, namely the Balance of Payments and International Investment
Position of Romania and Foreign Direct Investment; (v) Financial Accounts, detailing the
financial developments of the institutional sectors of the economy; (vi) the Monthly
Bulletin, containing a synthetic analysis of the main economic and monetary policy
developments in the reviewed period and a detailed statistical section.
In 2019, four editions of the Systemic Risk Survey were published, quarterly summarising
the opinions of the top 10 banks in the system (by asset value) on systemic risks,
possible consequences on the financial system and banks’ capacity to manage them if
they materialise. Moreover, the NBR continued to conduct the surveys dedicated to the
relationships between the real sector and the banking sector – Survey on the Access to
Finance of the Non-financial Corporations in Romania and the Bank Lending Survey.
Some of the results of the NBR’s research activity were published in the Occasional
Papers series, where two papers appeared in 2019 and in the first four months of 2020.

Public information activity
External communication focusing on direct public information is centred on
adequately managing the provision of public interest information upon request and
the settlement of petitions to the NBR, and is carried out by observing the limitations
established by the related primary legislation, i.e. Law No. 544/2001 on free access to
public interest information and Government Ordinance No. 27/2002 on the regulation
of petition settlement activity, as approved, and amended and supplemented by Law
No. 233/2002.
From this perspective, in order to fulfil the priority objective of the communication
and public relations activity – to correctly and promptly inform the general public –,
the available tools and resources were used to: (i) handle the written correspondence
addressed to the NBR; (ii) handle telephone calls, as well as (iii) provide information
demanded verbally at the Information-Documentation Point.
In terms of number, the statistics of petitions and requests for public information
addressed to the central bank throughout 2019 highlights the registration and
handling of around 2,100 written requests, slightly fewer than in 2018. These were
received by post, fax and e-mail at both the NBR’s head office (about 1,700 requests)
and its 19 territorial units (almost 400 requests). A number of 93 of the total enquiries
were grounded on the right to free access to public interest information regulated by
Law No. 544/2001 and, implicitly, were solved in compliance with the provisions of
this legal act. Specifically, information was provided for 66 of them and 10 requests
were handled as petitions, given the fact that the information sought by the
applicants was not subject to the expressly invoked law, relevant clarifications being
made from this perspective. 13 enquiries were declined, in line with the law, and the
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rejections were justified by the fact that 3 of the requests pertained to the exceptions
from the free access of the public, as provided by law, while the information requested
via 10 of them was not available in the NBR’s records. One enquiry was redirected to
other institutions, while three were dismissed, as the information requested had been
already provided by answers formulated when solving a previous request, or, in fact,
although sent to the NBR’s e-mail, the requests were not addressed to the central bank.
Around 2,000 written requests and notifications (down by around 22 percent
from 2018) were assessed as petitions and settled according to the provisions of
Government Ordinance No. 27/2002, approximately 190 of which were dismissed, as
they lacked the petitioners’ identification data, or they were, in essence, follow-ups to
previously solved correspondence.
At the same time, in 2019, approximately 1,400 verbal requests made by telephone
(about 1,000 enquiries) or directly addressed to the NBR’s representatives at the
Information-Documentation Point (slightly more than 400 enquiries), down by
approximately 10 percent from the previous year, were handled and settled.
The main themes of the petitions/requests for public interest information recorded
in 2019 at the NBR’s head office remained unchanged, with few exceptions, from
previous years, being mainly associated with the central bank’s tasks:
▪▪ notifications, complaints or requests for information and documents regarding
the activity and authorisation of certain credit institutions or non-bank financial
institutions and the relationship with their own customers;
▪▪ interpretations of the legal framework issued and/or administered by the NBR and,
particularly, of the exchange rate regime;
▪▪ the right of certain foreign financial institutions to conduct their activity on the
territory of Romania;
▪▪ the evolution of the domestic currency exchange rate against other quoted or
unquoted currencies;
▪▪ the NBR’s numismatic issues;
▪▪ requests for the exchange of worn-out/deteriorated banknotes or banknotes which
are no longer legal tender, a large share of which were received from foreign citizens,
as well as information on the withdrawal from circulation of foreign banknotes and
coins;
▪▪ statistical data on credit;
▪▪ clarifications on the tasks and activities specific to the NBR, the bank’s publications
and the banking system in general;
▪▪ procedures for data queries and/or erasure from the Central Credit Register and
Payment Incidents Register databases;
▪▪ public acquisition contracts concluded by the NBR;
▪▪ the number of employees and staff costs of the NBR.
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The implementation at institutional level of the transparency principles established
by the legal framework is assessed by summarising this specific public information
activity, namely the work volume, the complexity of the petition handling process and
the petitioners’ main topics of interest, in the Report on the access to public interest
information and the handling of petitions in 2019. The Report is drawn up each
year by taking into account the provisions of the applicable legal framework and is
published on the NBR website, in the dedicated section.

2. Financial education
The importance of financial education has grown over the past two decades, as
innovation and globalisation increase the variety and complexity of financial services.
These developments create new responsibilities for the authorities, which have to make
sure that the economy and society are properly equipped to handle new challenges.
In this context, the National Bank of Romania has continuously developed financial
education projects, in 2019 reaching a record number of beneficiaries of the NBR’s
projects. Specifically, over 50,000 pupils, students, teaching staff, as well as other
categories of people interacted directly with NBR experts in educational projects.
An ongoing concern was to strengthen and develop the successful elements of the
long-established projects, but also to initiate new projects to respond to constantly
changing requirements.
The “Academica BNR” project, implemented in a new format starting with 2017,
further raised interest in 2019 as well, both from teachers specialised in economic
sciences and from representatives of the non-economic academia (teaching staff,
doctoral candidates, master’s students). Over 800 teachers participated in the seminars
organised by the Timiș and Constanța regional branches at the West University of
Timișoara and the “Ovidius” University of Constanța (where teaching staff from both
the Maritime University and the “Mircea cel Bătrân” Naval Academy were invited).
The seventh edition of the Strategica international academic conference was
organised as part of the ongoing series of events in collaboration with the National
University of Political Studies and Public Administration, welcoming approximately
100 guests from 15 countries. The main topic of the event was Upscaling Digital
Transformation in Business and Economics.
“NBR – Open Doors for Economics Students” project continued by organising and
carrying out activities in the territory, where representatives of the NBR’s branches
and agencies gave presentations and organised debates in which 1,052 students from
more than 14 universities participated.
Breaking the Frontiers: Bioeconomy, Strategy & Policies and Environmental Challenges
for a Sustainable Future was the theme of the Bucharest Summer University 2019, the
event organised in collaboration with the Bucharest University of Economic Studies,
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taking place at the central bank's head office, where the 60 participating students,
from economic universities in the country and abroad, also visited the NBR Museum.
The “Ștefan cel Mare” University of Suceava hosted the conference “Changeover to
the euro – information and perception”, in which more than 150 teachers, economics
students and NBR representatives participated, while, at the same time, secondary
education pupils attended the lecture “On economics and saving”, hosted by the
“Ștefan cel Mare” National College in Hârlău.
Moreover, topics on economics and saving, macroeconomic imbalances and the limits
of the central bank’s activity were discussed in conferences organised at the “Ienăchiță
Văcărescu” National College in Târgoviște, at the “Frații Buzești” National College in
Craiova, as well as at the premises of the NBR Argeș agency.
The project “Let’s Talk about Money and Banks” also continued with the help of staff
of the NBR’s branches and agencies, who organised and carried out activities in which
47,858 pupils participated. It was noted that more frequent requests were made
during the projects “Școala altfel” and Global Money Week.
The NBR celebrated 2019 as the “Great Union Centenary in the territorial network”,
which was marked by various activities, such as the conference dedicated to the
anniversary of 100 years since the NBR’s Cluj Branch was established. The event,
organised on 19 April 2019, was attended by approximately 120 guests, among
whom: representatives of the financial and banking field, of culture and sciences, of
the academia, of the civil society and of the business environment.
In September 2019, the NBR’s Sibiu agency organised a conference dedicated to the
local business environment, marking the launch of a future initiative to be developed
as a project meeting the increasing needs for financial education of SMEs.
In July 2018, the NBR signed a Cooperation Protocol with the Ministry of National
Education, the Ministry of Public Finance, the Financial Supervisory Authority and the
Romanian Banking Association in order to coordinate financial education activities.
The primary objective of this protocol is to map out the National Financial Education
Strategy (NFES). Under the Protocol, the National Committee for Financial Education
was established, and it is made up of representatives and experts of the dedicated
structures in the five institutions. Throughout 2019, the official NFES website was
finalised and prepared for public launch, in order to build up a database on Romanian
institutions/entities involved in financial education activities.
The National Financial Education Strategy aims at setting priorities at national,
sectoral and institutional level, so as to coordinate joint efforts efficiently. In addition,
the national strategy seeks to reduce shortages and overlaps, to extend the coverage
of various target groups, and to ensure a more productive use of resources.
Throughout 2019, the NBR’s international activity on financial education matters
focused on identifying best practices in the field, as well as cooperation opportunities,
which would lead to enhancing the efficiency and impact of the projects at national
level.
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In August 2018, the National Bank of Romania became a member of the International
Network on Financial Education – INFE (part of OECD), comprising more than
250 institutions in over 100 countries. INFE promotes and facilitates international
cooperation between policy makers and other entities involved in financial education
globally. The NBR’s full membership allowed it to participate in the INFE’s annual
meetings, working groups and all the activities within the annual meetings, as well as
to receive technical assistance from the organisation.
The National Bank of Romania is involved in the OECD’s INFE project for technical
assistance in financial education, conducted as part of the IMF Constituency
Programme of the Netherlands Ministry of Finance. This assistance programme takes
place from 2018 to 2022 and is an initiative addressed to some of the members of
the Dutch Constituency at the IMF, the World Bank and the EBRD, with the following
beneficiaries: Bulgaria, Croatia, Georgia, North Macedonia, Moldova, Montenegro and
Romania. The first stage of the project included an evaluation mission in Bucharest,
which aimed to identify the strengths and weaknesses of the financial education
activities of public authorities in Romania. Subsequently, OECD experts prepared a
mapping document of the state of financial education in Romania, as well as a survey
to assess the financial literacy of the population. In the period ahead, the conclusions
of these assessments will be used to draft the National Financial Education Strategy.
In partnership with Child and Youth Finance International (CYFI), the NBR organised
activities for Global Money Week, in which 140 schools participated, namely
10,570 pupils – 5,905 from rural areas and 4,665 from urban areas. The theme of
the activities was “Learn, Save, Earn!”. In 2019, the Global Money Week project was
taken over from the CYFI by the OECD, which might create higher opportunities for
developing this project both internationally and in Romania.
In addition, the NBR entered a partnership with the international organisation
Aflatoun that prepares and offers its partners educational materials primarily for
children, according to which this organisation provided the NBR with a set of
educational materials, as well as the right to use them for financial education. These
were adapted and supplemented in order to prepare sheets and presentations for
primary and secondary education pupils.
At the initiative of Banque de France, a financial education working group was
set up, in which representatives of francophone central banks, as well as of the
NBR, participated. The objective of this group is to identify cultural, linguistic and
institutional bases that would allow francophone central banks to cooperate so
as to carry out financial education activities adapted to their cultural context. The
NBR representatives are part of the working subgroups on assessing the impact of
educational policies, and on identifying the role of new technologies in education.
In December 2019, the volume “Viitorul băncilor centrale” was published in the new
series of the “NBR Library” collection. This is the Romanian version of the book “The
Future of Central Banking”, which comprises the studies presented and debates held
at the 1994 London symposium marking the tercentenary of the Bank of England.
The first study included in the volume is authored by Forrest Capie, Charles Goodhart
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and Norbert Schnadt, and explores the history of central banks, while the other is by
Stanley Fischer, who addresses the topic of the activity of a modern central bank.
The book launch took place on 22 January 2020 at the NBR’s head office and was
attended by representatives of academia and banking, bringing forth a debate
on the evolution over time of central bank responsibilities, as well as on these
institutions’ role in contemporary economies.
The NBR’s Museum saw a significant rise in the number of visitors in 2019, as
approximately 12,500 persons were interested in the history of the national monetary
system and the central bank, i.e. 40 percent more than in the previous year. At the
same time, in the context of Romania’s holding the presidency of the Council of the
European Union, the museum areas held several high-level international meetings,
where the officials present were also given guided tours.
To respond to the increased interest shown by the general public in visiting the NBR
Museum and to facilitate access, starting with September 2019, on every Monday, the
visiting hours were extended to 20:00.
In 2019, the NBR Museum organised and hosted two temporary exhibits. On the
occasion of the first exhibit, entitled “Nicolae Bălcescu – 200 years since his birth”, the
cycle of exhibitions Banknote Portraits was inaugurated. Over the next few years, this
will seek to present the life and activity of national historical and cultural figures that
have been depicted over time on Romanian banknotes. Dedicated to an emblematic
leader of the 1848 Revolution, this first exhibition, in collaboration with the National
Museum of Romanian History and the National Archives of Romania, brought to the
fore Nicolae Bălcescu’s personality, both by exhibiting some of his personal effects,
and by presenting the coins and banknotes on which he is depicted. The second
temporary exhibition was organised by the NBR Museum on the occasion of the
putting into circulation of the commemorative collector banknote dedicated to
Ion I. C. Brătianu, an important political figure in national politics in the first decades
of the 20th century, who played a decisive role in achieving Greater Romania.
Other exhibition events also took place in the NBR’s territorial network. Specifically,
the Cluj and Iași branches hosted the travelling exhibitions The National Bank of
Romania and the Great Union and Zoomonetar – Fauna lumii pe bancnote și monede
(Zoomoney – World Fauna on Notes and Coins), while the Constanța branch showcased
panels dedicated to the history of this structure.
One of the main lines of the NBR Museum’s activity in 2019 was keeping a scientific
record of the collections it held. Specifically, it began drawing up the worksheets for
the objects that make up the museum’s patrimony and creating the photographic
archive of the cultural goods in its possession. In addition, the upgrading of the
storage facilities of the NBR Museum was initiated, in line with the national rules
on the conservation of cultural heritage, alongside with the development of the
museum’s patrimony, which was further enriched by transferring certain pieces
(coins and medals) from other organisational structures of the NBR.
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In order to valorise the collections from a scientific standpoint, the fifth volume of
the Romanian Banknotes series, entitled The Issue of Mortgage Notes (1877-1889) was
prepared. This work is dedicated to the first Romanian paper money and contains
information and never before seen images from the collections of the National Bank
of Romania, Banque de France, the National Museum of Art and the Diplomatic
Archives of the Ministry of Foreign Affairs.
At international level, NBR Museum representatives participated in the bi-annual
meetings of the European System of Central Bank’s informal network of Money
Museum Directors, which were organised in 2019 by the Czech National Bank and
Banque de France respectively. The network was founded in 2009 and its objective is
to improve exchanges of experience on museum management and to facilitate the
exchange of museum presentation tools.
In 2019, the activity of the NBR Archives – administrator of the central bank’s
documentary heritage – was further aimed at taking over and archiving documents
created by and received from the NBR’s structures, as well as preserving, processing
and turning to account the institution’s historical archive.
The turning to account of the documents in the NBR Archives was done by:
(i) consulting the documents in the reading parlour of the NBR Archives; (ii) presenting
the research findings at scientific events and events seeking to increase awareness of
economic, financial and banking history, organised within the institution, as well as at
national level; (iii) undertaking a great endeavour, yet to be completed, of establishing
a record of the gold stock administered by the NBR in 1880-1989 (including, beside
the data series, a description of the historical context of the period analysed);
(iv) drafting monographs on the history of the NBR’s branches and agencies.
In this vein, expert assistance was provided to 15 researchers who studied in the
reading parlour in order to prepare research papers on: the role of the National Bank
of Romania and Eugeniu Carada in creating the modern Romanian state, studies
on the history and architecture of buildings in Bucharest’s financial centre (the
Rosenthal building and the Palace of the Dacia – Romania Insurance Company) and
the blueprints of the Accademia di Romania in Roma (1921-1933), the personality of
Gheorghe D. Romașcanu, the artistic treasure lost in Moscow, the lives and works
of Tudor Arghezi, Eugen Ionescu and Victor Ion Popa, nutrition standards and food
policies in 1930-1960, economic history reflected in numismatics, Romania’s external
debt in 1980-1989, a case study on the NBR Archives to gauge the importance of
archival science in the current activities of public institutions. The researchers studied
127 archival units (folders), accessing the “Documentum” application or consulting the
original, and were issued copies of documents from 67 folders.
In addition, the NBR organised the 27th edition of the “Cristian Popișteanu” Banking
History and Civilisation Symposium, with the topic “The NBR Treasure evacuated
to Moscow – a historiographic overview and case study”. The papers presented on
this occasion were published in the Magazin Istoric magazine – a regular specialised
publication intended for the general public.
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At the same time, the documents in the NBR Archives provided informational support
for: (i) researching historical themes of interest (the history of the Constanța branch,
the personality of Theodor Mehedințeanu); (ii) preparing scientific sessions (Cluj
Branch – A century of history; On the way to communism. From the National Bank of
Romania to the Bank of the People's Republic of Romania – State Bank; The transferable
ruble, an “imperfect unit of settlement”. Blueprints for the “new currency”) and sessions
increasing general public awareness of the presentations on the NBR’s website
dedicated to restoring the NBR’s real estate assets (Aspects of the history of National
Bank of Romania and its treasure), and preparing the texts of the brochures
accompanying the NBR’s numismatic issues.
In 2019 as well, the endowment and organisation of the storage rooms of the NBR
Archives, alongside the developments of this line of activity and the provided services,
were the subject of the presentations delivered by the specialised staff during the
visits organised for archival students from specialised educational institutions, during
in-house seminars, etc.
In 2019, the activity of the NBR Library was primarily focused on informing and
providing documents for the institution’s experts, as well as the general public. Owing
to acquisitions and donations, the book stock was endowed with 574 new titles of
Romanian and foreign literature on economic, financial and banking matters, so that
at the end of the year, the library’s collection totalled 20,723 bibliographic units.
Following the new acquisitions, at end-2019, the online catalogue of the NBR Library
recorded 30,711 bibliographic resources (books, serial publications, studies, articles,
etc.), approximately 900 more than at end-2018. Due to the continued updating of the
online catalogue, the staff members and external users had easy access to the library’s
resources, which translated into 7,908 searches on catalogue and 2,750 individually
borrowed materials. 58 new user accounts were created and 169 users of the total
719 users registered frequented the Library. 28 external users requested access to
the reading parlour of the NBR Library for documentation in order to prepare papers
on: capital market offences, internal audit, financial project management and IT
infrastructure, the evolution of the NBR in the 20th century, forwards and futures, the
history of entrepreneurship and business in Romania, Romania’s external debt, etc.
In addition, seven titles were requested and obtained via interlibrary lending from
other libraries for the documentation of the staff, who are also informed on a monthly
basis about the acquisitions of the NBR Library.
To turn to good account and to protect the NBR Library’s heritage, the volumes
Divanul sau Gâlceava înțeleptului cu lumea sau Giudețul sufletului cu trupul (1698),
Sfintele și Dumnezeeștile Liturghii a celor dintru Sfinți Părinților noștri (1713), and
The History of the Growth and Decay of the Ottoman Empire (1734-1735) were classified
as movable cultural goods with an archeological, historical and documentary value,
the legal category “Heritage”, according to Order No. 2952/20 September 2019 of the
Ministry of Culture and National Identity.
An important aspect of the NBR Library’s activity is the implementation of the RFID
system, a modern technology of automatic radio-frequency identification, in order to
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streamline borrowing and return operations, to optimise the inventory process of the
library’s books and, last but not least, to better secure the collections.

Table 14.1
Events focusing on monetary,
banking and financial issues,
organised by the National Bank
of Romania in 2019

272

Date

Event

11 February 2019
17 May 2019
8 August 2019
8 November 2019

Press conferences presenting the Inflation Report

31 January 2019
28 February 2019
28 March 2019
25 April 2019
31 May 2019
27 June 2019
30 July 2019
5 August 2019
26 September 2019
31 October 2019
14 November 2019

Bucharest Economic Analysis and Research Seminar

29 March 2019
21 October 2019

Legal Colloquia of the NBR: “Cryptocurrency. A legal perspective”; “Harmonising the
legal practice in banking”

10-11 April 2019
15-16, 18 April 2019
19 August 2019

Educational project “Open Doors for Economics Students”

18 April 2019

Conference – Bank Resolution Framework. Current issues and prospects, 3rd edition

23-24 May 2019

The annual “Cristian Popișteanu” Banking History and Civilisation Symposium, 27th
edition – “The NBR Treasure evacuated to Moscow – a historiographic balance and
case study”

5 June 2019
17 December 2019

Press conferences presenting the Financial Stability Report

24-28 June 2019

Financial education urban camp – under the aegis of the NBR’s educational
project – “Let’s Talk about Money and Banks”

28 June 2019

Conference on finalising the “Clean schools” project

10 July 2019

Press conference presenting the 2018 Annual Report

12-13 September 2019

Annual Regional Seminar on Financial Stability: “Inclusion and Financial Stability”

10 October 2019

Strategica International Conference – 7th edition

10-13 October 2019

Seminar – The banking system and the bases of a healthy competitive environment

12 June 2019
22-23 October 2019
29-30 October 2019
5-6 October 2019
12-13 November 2019
19 September 2019

“Academica BNR” – Seminars on topics related to activities specific to a central
bank, such as: market operations, central bank tasks, macroprudential policies,
financial stability, changeover to the euro, bank resolution, human resources in
central banks, regulations, payment systems, risk management

22 October 2019

Annual Payments forum

22 October 2019
14-15 November 2019

Simulation exercise of a potential resolution action

23 October 2019

Annual conference of the Association of Treasurers of Romania

20 November 2019

Conference – New money market rates – CFA, AAFBR, Association of Treasurers of
Romania

20-22 November 2019

Educational project “Let’s Talk about Money and Banks”

27 November 2019

Anniversary conference – Costin Murgescu – 100 years since his birth

28 November 2019

Annual conference of the Association of Financial-Banking Analysts –
The macroeconomic picture. Business model prospects

3 December 2019

Event marking the putting into circulation of the commemorative collector
banknote The Completion of the Great Union – Ion I.C. Brătianu
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3. The “NBR Library” collection
With a view to promoting an adequate framework for economic thinking and
discussions in the Romanian society, during 2013-2019, six volumes were published
as part of the new series of the “NBR Library” collection. This initiative with obvious
cultural merits is in line with the NBR’s long established concerns.
The “Monetary, Economic and Financial Library” collection, considered the precursor
of the current collection, was initiated by Governor Mitiță Constantinescu, who
helmed Romania’s central bank between 1935 and 1940. The minutes of the NBR
Board meeting of 29 December 1936 show the reasons behind this endeavour: “Given
the main role played by the NBR in national economy, as well as the guiding role it
has always wholly fulfilled, and realising the considerable lack of technical papers
and literature in the economic and financial area in our country, the Board adopts
the Governor’s proposal to establish the NBR Library dedicated to economic and
financial matters to publish either translations of the most prominent works in the
field, or original papers of Romanian authors in the same area”. One of the ten papers
published in the “Monetary, Economic and Financial Library” collection between
1938 and 1942 was the Romanian translation of David Ricardo’s famous book, On the
Principles of Political Economy and Taxation (Figure 1).
World War Two and the communist era did not allow this collection to be continued.
Yet, after returning to its position as a legitimate central bank in 1990, the NBR
resumed its long-established efforts to support scientific and cultural values.
Specifically, the collection came back under the title “Biblioteca Băncii Naționale”,
making its debut with the publication in 1992 of Călător prin secolul XX. Un bancher
fără bani, written by academic Costin C. Kirițescu (Figure 2), followed by several other
high-profile works, including translations of famous authors, such as Milton Friedman,
Peter Drucker or Nicholas Georgescu-Roegen.
In 2013, a new series of the collection was launched, in a modern graphic format,
by republishing the extensive monograph Istoricul Băncii Naționale a României
(1880-1924) – “The History of the National Bank of Romania (1880-1924)” by
Victor Slăvescu (Figure 3). This series also included key works of distinguished
Romanian economists (Virgil N. Madgearu, Ștefan I. Dumitrescu) and Romanian
translations of seminal works written by prestigious foreign economists (Ludwig von
Mises, János Kornai). The list of publications in this series is presented in Table 14.2.
In December 2019, a volume dedicated to the global developments in the missions
and activities of central banks was published in the collection, addressing the
history of these institutions, but also scrutinising their perspective. The book Viitorul
băncilor centrale is the Romanian version of the volume The Future of Central Banking,
containing the papers of the June 1994 London symposium marking the tercentenary
of the Bank of England.
The volume includes two extensive, well-substantiated studies authored by
prominent economists. The first study, made by Forrest Capie, Charles Goodhart and
Norbert Schnadt, offers a well-documented perspective on the development over
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time of the specific activity of central banks. The other study is by Stanley Fischer and
refers to the theory and practice of policies designed and implemented by central
bankers, the approach focusing on monetary policy. The book also contains a speech
on central banking in transition delivered by Alexandre Lamfalussy, the introductory
statement of the symposium given by the UK Prime Minister at the time, John Major,
as well as the addresses during the debate elicited by the tercentenary of the Bank of
England, made by prestigious central bankers such as Paul Volcker, Eddie George, Jean
Claude Trichet, Alan Greenspan, Donald Brash, Jacques de Larosière or Karl Otto Pöhl.
The discussions held by these important figures in the field offer the public the
opportunity to understand properly the complex role of monetary authorities in
contemporary economies, which was also the aim of the introductory study “Central
banks and economic balance” prepared by academician Mugur Isărescu and included
in the Romanian version of the book.
The volume was launched on 22 January 2020 at the NBR’s head office, in the
presence of representatives of academia and banking, the event prompting an ample
debate on the evolution over time of the responsibilities assigned to central banks.
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Figure 1
Cover of Principiile de economie
politică și de impunere
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Figure 2
Cover of Călător prin secolul XX.
Un bancher fără bani
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Figure 3
Cover of Istoricul Băncii Naționale
a României (1880-1924)
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Table 14.2
Volumes published
in the new series of the
“NBR Library” collection
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Year of publication
in the collection

Author

Title

1

Victor Slăvescu

Istoricul Băncii Naționale a României (1880-1924)

2013

2

Virgil N. Madgearu

Curs de economie politică

2014

3

Ludwing von Mises

Acțiunea umană. Un tratat de economie

2018

4

János Kornai

Dinamism, rivalitate și economie de surplus

2017

5

Ștefan I. Dumitrescu

Tratat de monetă. Schimbul și tehnica monetară

2018

6

Forrest Capie
Charles Goodhart
Stanley Fischer
Norbert Schnadt

Viitorul băncilor centrale.
Simpozionul tricentenarului Băncii Angliei

2019
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Chapter 15
Statistics and economic research
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1. Statistical activity
In light of the Harmonised European Revision Policy for Macroeconomic Statistics that
sets forth standard rules and principles for the revision of statistics by EU Member
States and in accordance with the recommendations of the Committee on Monetary,
Financial and Balance of Payments Statistics (CMFB), in 2019 a benchmark revision235
was carried out for the data sets on national accounts statistics from 2007 to
2017, as well as for those on external sector statistics for the period 2013-2018.
In the national accounts statistics, the revision of statistical data sets took into
account: (i) the application to the entire data set of Eurostat’s latest methodological
recommendations on the breakdown by institutional sector and financial instrument;
(ii) inclusion of information from the revision of the main data sources; (iii) inclusion
of new data sources; (iv) correction of some indicators; and (v) the implementation
of best practices recommended by international standards on how to calculate
the revaluation of unlisted shares and equity stakes. In the field of external sector
statistics, the revision focused on the introduction of new data sources, chiefly of
an administrative nature. Users were informed about the revision’s contents and
quantitative impact via the NBR’s website, the Statistics Section – https://www.bnr.
ro/Procesul-de-revizuire-a-datelor-statistice-20812.aspx, along with the updating
of data sets in the Statistics Section and the Interactive Database. At the same time,
methodological and IT-related conditions were put in place for compiling the current
data in the new format.
The year 2019 saw the conclusion of the Cooperation Agreement between the
National Bank of Romania and the Financial Supervisory Authority. The document
establishes the inter-institutional cooperation framework with a view to exchanging
statistical information on private pension funds for compiling the national accounts
statistics and reporting data on such funds to the ECB in compliance with Regulation
(EU) 2018/231 of the European Central Bank of 26 January 2018 on statistical
reporting requirements for pension funds (ECB/2018/2). Aggregate statistical data on
assets and liabilities of private pension funds have been submitted to the ECB starting
in early 2020.
The National Bank of Romania has shared the ECB’s concerns about reducing the
statistical reporting burden for national reporting agents. Thus, it decided to become
an observer in the Expert Group tasked with developing (as from 2018) the project
aimed at creating an Integrated Reporting Framework (IReF).
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The purpose of the IReF is to integrate, as far as possible, existing ESCB statistical
data requirements for banks into a single, standardised framework, thus ensuring
integration across countries and data domains. This project addresses statistical
reporting requirements regarding:
(i) monetary financial institutions’ balance sheet items (BSI);
(ii) monetary financial institutions’ interest rates (MIR);
(iii) monetary financial institutions’ Securities Holding Statistics (SHSS, SHSG); and
(iv) ANACREDIT statistics (Analytical Credit Datasets).
Aside from the four main datasets, IReF reports also included other statistical
requirements such as:
▪▪ external sector (BOP/IIP) and national accounts statistics;
▪▪ datasets submitted to international financial institutions (IMF, BIS); and
▪▪ other national statistics of euro area Member States.
This will help compile integrated, correlated and harmonised statistics, which analysts
will be able to use to interlink indicators from various statistical areas.
The IReF project is backed by a Banks’ Integrated Reporting Dictionary that is aimed at
harmonising the definitions of statistical indicators and concepts among the statistical
reporting domains that are to be reunited, improving data consistency and quality,
as well as preparing an integrated register with the reporting agents’ references.
Starting 1 November 2019, Romania joined the SDDS Plus, a broader level of
the SDDS, the IMF’s macroeconomic data dissemination standard. SDDS Plus
supplemented the 22 existing statistical data categories by nine other categories
and added new indicators to the previous ones. The initiative was ascribed to the
increased need for information, as evidenced during the global crisis and highlighted
by the G-20 Data Gaps Initiatives. It is meant to smooth the way for monitoring the
risks that built up in the financial sector, the cross-border financial flows (investment
position, exposure) and the vulnerabilities of national economies at various shocks
feeding through the international financial system. Romania’s participation in
this new level implied the fulfilment of stern conditions as to the structure of
disseminated data, their quality, compliance with the firm release calendar, and
improved transparency. The data sets incumbent upon the National Bank of Romania
to prepare are as follows: Sectoral Balance Sheets, Depository Corporations Survey,
Central Bank Survey, Other Financial Corporations Survey, Financial Soundness
Indicators (FSIs), Debt Securities, Interest Rates (applied by NBR), Interest Rates
(CI), Balance of Payments, Official Reserves Assets, Data Template on International
Reserves and Foreign Currency Liquidity, Coordinated Portfolio Investment Survey,
Coordinated Direct Investment Survey, Currency Composition of Official Foreign
Exchange Reserves (COFER), and Exchange Rate. All data and metadata are available
via SDDS Plus, on the National Institute of Statistics’ website.
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2. Economic research
Economic research activity within the National Bank of Romania has focused, in 2019
as well, similarly to previous years, on applied topics, its main purpose being to
substantiate the decision-making process.

2.1. Macroeconomic modelling
The National Bank of Romania continued in the course of 2019 to organise the
Bucharest Economic Analysis and Research Seminar (BEARS), an event meant to foster
scientific and applied debates for encouraging the research activity. At the seminar
held once a month (except December), guest speakers that are members of the
academia or affiliates of other institutions (central banks, international financial
institutions) deliver presentations on the outcome of their own research work.
Attendance is open to NBR specialists and all those interested from the academic
realm and financial and banking institutions. In 2019, the guests were researchers
affiliated with central banks (European Central Bank, Magyar Nemzeti Bank,
Narodowy Bank Polski and the Bank of Lithuania), the academia (Columbia University
– USA, New York University – USA, Harvard University – USA, University of Orléans –
France, Johannes Kepler University Linz – Austria, Bucharest University of Economic
Studies) and research institutes (Hungarian Academy of Sciences – Budapest;
“Gh. Zane” Economic and Social Research Institute, the Romanian Academy – Iași).
Within the inflation-targeting framework, the inflation rate analysis and forecast play
a major part, especially via their impact on economic agents’ inflation expectations.
At the same time, by identifying the sources of forecast errors, useful insights are
provided for the recalibration of the macroeconomic model. In order to improve the
predictive capacity of the forecasting toolkit in use, the forecast errors relating to
the annual CPI inflation rate were further subject to assessment in 2019. The results
of forecast error assessment were summarised in the Box entitled “Assessment of
forecast errors for the December 2019 annual CPI inflation rate” in the February 2020
Inflation Report.
In 2019, work on developing the annual CPI inflation projection methodology at
the 12-month horizon continued, based on the disaggregated consumer basket
by using seasonal ARIMA (Autoregressive Integrated Moving Average) models.
The methodology draws on a framework developed by the Swiss National Bank,
having the advantage that it allows building separate projections of price sub-indices
which can thereafter be aggregated into the inflation components monitored by the
NBR (such as adjusted CORE2 index, administered prices).
Moreover, with a view to improving the accuracy of medium-term inflation rate
forecasts, the information contained in agri-food prices was looked at more in depth
by employing the modelling and forecasting methodology at the 12-month horizon
for core inflation components (processed food, non-food items and services).
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As the consumer price index encompasses the effects of transitory factors236 that
may render the monetary policy decision-making process more difficult, many
central banks monitor a number of measures of core inflation reflecting persistent
inflationary pressures economy-wide. The NBR also took such steps, determining for
in-house analyses, apart from the indicator already used in its reports, i.e. adjusted
CORE2, a number of alternative measures that exclude from the consumer basket
the subcomponents having a low sensitivity to the business cycle, namely those
recording the lowest/highest price changes over a given period. These measures show
lower volatility than CPI inflation and a stronger correlation with the inflation trend.
In order to improve the NBR’s analysis and forecasting framework, resources were
allocated to gather additional information on the evolution of potential GDP in
Romania through an unobserved component model (UCM) developed within
the European System of Central Banks. The model is centred on the specification
of potential GDP via the production function method. Moreover, interactions
suggested by the economic theory between GDP growth and a number of observed
macroeconomic variables such as inflation, unemployment rate, wages or capacity
utilisation in industry are represented as well. Like any estimate of potential GDP,
this too is surrounded by a certain degree of uncertainty, which increased especially
in recent periods, for which more accurate estimates can be obtained only after
incorporating the latest information. Assessments point to a recovery in the potential
GDP path subsequently to the global financial crisis. Over the recent years, the
growth rate of potential GDP is estimated at lower values than the actual figures,
which is indicative of a certain degree of economy overheating. An important
element of the recent potential GDP dynamics was the total factor productivity (TFP).
Specifically, catching-up efforts favoured certain productivity gains, also via overhaul
of production capacities, pointing towards the need and usefulness of putting
structural reform implementation onto a fast track, also by improving the absorption
of EU funds for investment.
As part of the recurrent work on improving the quarterly model for analysis and
medium-term forecasting (MAMTF), the labour market block was recalibrated on
the basis of the outcome of the ECB-led analyses on the impact of wage dynamics
determinants. Furthermore, updates of the monetary policy transmission mechanism
were implemented with regard to lending and deposit rates on new business within
the MAMTF. They were required by the legislative changes that set forth the use of the
new benchmark index for loans to consumers (IRCC).
In 2019 too, at the request of the ECB’s Working Group on Forecasting, the NBR
updated the set of elasticities employed in substantiating adverse scenarios for the
regular EU-wide stress-test exercises to assess the stability of the EU banking sector
under extreme conditions.
Moreover, the research work also targeted the analysis of developments in gender
inequality in terms of wage earnings. By drawing on microeconomic data in the
Household Budget Survey and using econometric methods specific to survey analysis,
236
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the persistence and magnitude of gender wage gaps over the years by age and
occupation were evidenced. Specifically, the analysis highlighted a notable structural
issue of the labour market in Romania, which also has an impact on women’s
employment rate. Further details are to be found in Box 4 entitled “Gender inequality
in terms of wage earnings in Romania” in this Annual Report.
In 2019, the general government deficit (ESA 2010) exceeded the 3 percent-of-GDP
reference value set forth in the Stability and Growth Pact. Ever since the first
half-year, it widened significantly from the same period of previous years. Given the
mounting domestic imbalances, the need for initiating fiscal consolidation was taking
shape. From this perspective, the NBR’s Committee for Preparing the Changeover
to the Euro was presented an interdepartmental analysis on the restoration of
macroeconomic balances at the horizon of 2021. The analysis assessed the impact
on the macroeconomic framework from implementing a hypothetical package of
fiscal consolidation measures on both revenue and expenditure sides and underlined
the importance of structural reforms. Empirical evidence revealed, even amid fiscal
consolidation, positive and higher economic growth than in the euro area. The work
concluded, inter alia, that EU funding is available for structural reforms, which are thus
not affected by the fiscal consolidation.
Another line of research in the realm of public finance examined the relationship
between public-sector wage dynamics and key macroeconomic variables.
The wage-setting process features some sort of interdependence between public
and private sectors, namely employees can use the level of earnings in the competing
sector as leverage during wage bargaining. Empirical evidence confirmed the
demonstration effects from public sector wages. However, the process of their
changes feeding through to the private sector, especially in industry, shows
asymmetries. Specifically, in the periods characterised by significant wage cuts of
staff remunerated from public funds, the magnitude of demonstration effects is
anticipated to decline.
Furthermore, the research activity carried out in the course of 2019 was aimed at
measuring the impact of fiscal measures on the balance on trade in goods, given
that it made a significant contribution to the current account deficit widening.
The synthetic control method was employed to make a direct comparison between
the developments in the balance on trade in goods in Romania and a hypothetical
evolution of the goods balance had Romania not implemented expansionary fiscal
measures from 2015 to 2018. The study pinpointed the prominent part that fiscal
policy played in the current account deficit widening. Further details can be found
in Box 5 entitled “The impact of fiscal measures on the balance on trade in goods”
in this Annual Report.

2.2. Financial stability
In 2019, the main research topics approached in the field of financial stability were as
follows:
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a) “Implementation of the countercyclical capital buffer (CCyB) in Romania”. 2019 saw the
conclusion of the study on the implementation of the countercyclical capital buffer
(CCyB) in Romania, published in the Working Papers series (No. 50/2020, in Romanian
only). The paper summarises this process in both Romania and other EU Member
States, with a focus on the following aspects: (i) operationalisation of the analysis
framework and (ii) the methodologies for implementing, maintaining, reducing or
releasing the buffer. Additional indicators, such as the Basel indicator, were employed
to identify and characterise the financial cycle in Romania with a view to capturing
both the dynamics of indebtedness and its composition and sustainability.
The results reveal that the financial cycle is significantly shorter than in the EU’s
advanced economies, but similar to a business cycle (with a maximum duration of
14 years). To capture this, several structural indicators characterising the real estate
market, the banking sector soundness, credit standards and the macroeconomic
framework are monitored as well.
b) “Climate risks and implications for financial stability”. The study assesses the effects
on the banking sector of the transition risk (generated by how the transition to a
low-carbon economy is made), particularly in light of bank exposures to companies
that are vulnerable from such a perspective. The study starts by identifying vulnerable
sectors in terms of direct and indirect carbon emissions237, before assessing the
impact of transition scenarios on the banking sector. The results show that a carbon
tax levied on non-financial corporations, together with a possible decrease in their
revenues following the change in consumer preference, would lead to: (i) a significant
reduction in non-financial corporations’ profitability and to an increase in their
indebtedness, (ii) a higher probability of default and the lowering by at least one
grade of firms’ ratings, and (iii) a rise in capital requirements for the banking sector.
c) “How should the effectiveness of macroprudential policy be assessed? A case study
of an emerging economy: Romania”. The paper puts forward a new tool to assess the
effectiveness of macroprudential policy by correlating the policy measures with the
quality of the loan portfolio granted while the measures were in place. The results
show that macroprudential measures at debtor level (such as capping debt
service-to-income – DSTI – and loan-to-value ratios – LTV) are more effective in
mitigating credit risk than in slowing credit growth. An optimal mix of measures
should include caps on the DSTI, but their specification may be flexible. The efficacy
of the measures hinges heavily on how banks adjust their lending strategies, on the
credit market structure and the size of loss generated by outstanding loans.
d) “Effects induced by the enactment of the Law on debt discharge”. In order to assess
the impact of the introduction of this law on the debtors’ probability of default, a
logit model was developed by using individual data from the Central Credit Register
and the Credit Bureau. The study finds that the said law supported an opportunistic
behaviour and failed to benefit the debtors grappling with loan repayment difficulties.
Specifically, the results of the analyses conducted show that the most significant
impact of the Law on debt discharge on the probability of default was recorded by:
(i) borrowers with EUR-denominated loans, (ii) high-income borrowers, (iii) borrowers
237
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with low indebtedness levels (low DSTI), (iv) borrowers with high loan amounts,
and (v) debtors reporting a large loan share in the collateral value (high LTV).
The study concludes that legislative uncertainty spurs moral hazard among
borrowers with a higher debt repayment capacity and prevents financial
intermediation from increasing.
e) “Financial inclusion and financial stability”. The analysis seeks to assess the links
between financial inclusion and financial stability, identifying synergies as well as
trade-offs between the two objectives. To quantify financial inclusion, standard
variables such as the access to and use of financial products for the households and
non-financial corporations sectors were employed, and indicators on banking sector
resilience were used for financial stability. In the case of Romania, at the aggregate
level, but also by subcomponent (non-financial corporations and households),
the study concludes that there could be a trade-off between the two objectives.
Moreover, in the case of the countries using a higher number of macroprudential
instruments, there is a trade-off between the two objectives, which shows that there
is a need for a sustainable expansion in financial inclusion.
f ) “Income inequality and access to credit”. In order to assess the relationship between
income inequality and financial inclusion, i.e. to compare financial inclusion in
Romania to that of other EU Member States and capture its multiple aspects in a
comprehensible manner, an aggregate financial inclusion index (FII) was devised.
The results highlight the fact that Romania reports one of the lowest levels of financial
inclusion not only in the European Union, but also among the countries in the region,
ranking third lowest after Hungary and Finland. Moreover, a panel regression with
random effects and robust standard errors sought to highlight the determinants
behind the size of income inequality, inter alia financial inclusion and financial
intermediation. The results illustrated the following: (i) higher financial inclusion is
associated with lower income inequality; (ii) an increase in financial intermediation
diminishes income inequality, yet to a lesser extent; (iii) educational policies are
of the essence, in an environment where increasing the level of skills, improving
the quality of basic and higher education are key factors in reducing income
dispersion; (iv) economic growth has a favourable influence on income inequality;
(v) EU countries with above-average growth tend to experience lower income
inequality; and (vi) by contrast, a higher age dependency ratio is associated with
growing inequality.
g) “SMEs’ access to finance in terms of financial stability”. The paper is aimed at identifying
the features that influence access to finance for firms via an ordered logit model.
By applying this methodology, the aim was to determine the factors related to the
firms’ financial position which greatly influence SMEs’ access to finance, through
a model for ordinal responses (high, moderate, low). The outcome shows that the
probability of default, together with the level of indebtedness, is a good indicator
of a firm’s ability to be granted a loan. Companies must have a higher solvency
level to access a loan, while their technological intensity plays a moderate part
in gaining access to finance. In addition, companies that pay out dividends to a
higher proportion consider access to finance a less pressing problem. Against this
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backdrop, firms perceive access to finance as a pressing problem when they have
poor financial statements.

2.3. Economic research
One of the lines of research pursued in 2019 was the analysis of the evolution and
determinants of gross fixed capital formation, given that the improvement in demand
conditions since 2014 has led to an improvement in investment, which, nevertheless,
recorded less convincing dynamics than in other emerging economies in the region.
Among the sectors where investment painted a bright picture in recent years were
construction, agriculture, industries with a strong performance over the past decade
(mainly automotive and the related industries), together with trade, while other areas
posted suboptimal results, one notable example being the food industry. Empirical
estimations revealed the positive influence that foreign direct investment flows and
demand expectations have on capital accumulation, highlighting also the inhibitive
part played by uncertainty, which affects small- and medium-sized enterprises
in particular. Moreover, economic agents with a better financial standing have a
higher probability of launching investment projects, while the level of indebtedness
acts as a deterrent. The results of this analysis were included in the Box entitled
“Recent developments in investment: several coordinates” in the February 2019
Inflation Report.
The less favourable auspices associated with the automotive sector in recent years
amid mounting global uncertainty, with dampening effects on investment and
demand for durables, prompted an analysis of the local car-manufacturing industry.
The analysis seeks to identify the directions in which resilience in this area can
be improved, given that the sector faces not only the above-mentioned adverse
influences, but also a structural paradigm shift, which attaches increasing importance
to electric cars.
At the same time, attracting a large-scale project that puts a new carmaker
comparable in size to Renault and Ford on the map of Romania is little likely,
being further hindered by the constraint of poor transport infrastructure and by
the shortage of skilled labour force. In the latter case, problems can be overcome
to some extent by shifting to less labour-intensive production processes, via
automation and robotics, as hinted at by recent developments. Conversely,
public investment in the infrastructure network is irreplaceable, its absence
limiting markedly the options for new production facilities and, thus, causing
the development gaps among Romania’s regions to widen. Another approach to
improving the position of local industries manufacturing motor vehicles and parts
refers to making further progress in product quality. This trend stems from the local
presence of global motorcar manufacturers, which facilitated the transition from
a production process that relied on price/cost competitiveness to a system focusing
increasingly on quality. Against this background, Romanian-made motorcar models
managed to gain importance on foreign markets, paving the way for the automotive
industry to expand further. Subsequently, the leap to a higher-end car range helped
support further the upward trend in automotive production and exports even when
the competitive advantage of low labour cost weakened. Maintaining a favourable
288
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trend in terms of quality would be decisively fostered by an increased interest in local
research and development activities. The results of this research work were included
in the Box entitled “The automotive sector – incidental disruptions and structural
metamorphosis” in the November 2019 Inflation Report.

2.4. Guidelines and objectives of the research activity in 2020
With a view to enhancing the analytical support for the substantiation of monetary
policy decisions, a number of research projects are envisaged for 2020, as follows:
(i) the time-varying analysis of the pass-through of changes in earnings to inflation,
(ii) introduction of energy price dynamics into the MAMTF in order to prepare the
forecasting framework for the transition to full liberalisation of the electricity and
natural gas markets, (iii) development of the structure of a modelling and forecasting
methodology for GDP by sector to improve the robustness of macroeconomic
projections, (iv) identification of some causes for the poor performance of the textiles
sector in recent years based on microeconomic data, given that it previously made
a substantial contribution to foreign trade, and (v) examination of the relationship
between real convergence and the developments in business cycle synchronisation
in light of Romania’s objective to join the euro area.
In addition, among the research works directed at the real sector in 2020 are:
(i) to assess the pandemic effects on domestic activity based on a sectoral approach,
which helps highlight the economic mechanisms relevant in this context; (ii) to
expand the study of firms’ investment behaviour in order to estimate how much of
the looming recession would stem from a decline in capital formation; (iii) to broaden
the study of the automotive sector to a European perspective amid work to assess
its contribution to the real convergence process; (iv) to take a closer look at
households’ consumption behaviour during the business cycle phases; and (v) to make
a microeconomic analysis of the consumer price formation mechanism in the past
few years.

NATIONAL BANK OF ROMANIA

289

Annual Report ▪ 2019

Chapter 16
Legal activity of the
National Bank of Romania

290

NATIONAL BANK OF ROMANIA

In 2019 and in the first part of 2020, the Legal Department of the National Bank of
Romania endorsed or provided opinions on draft legal acts on financial and banking
matters initiated by ministries and other government authorities in Romania, as well
as draft legal acts and regulations related to the secondary legislation. In addition,
opinions were formulated on the draft legal acts on financial and banking matters
submitted for review to the NBR by the Ministry for Liaison with Parliament, which
were/are under debate in the Parliament of Romania.
The Legal Department endorsed or provided opinions on:
▪▪ draft legal acts submitted for review to the National Bank of Romania, which were
adopted and published in Monitorul Oficial al României, Part I, in 2019 and in the first
part of 2020, specifically:
–

Law No. 58/2019 amending and supplementing Law No. 535/2004 on preventing and
combating terrorism (Monitorul Oficial al României No. 271/10 April 2019);

–

Law No. 129/2019 on preventing and combating money laundering and terrorist
financing, as well as amending and supplementing some legal acts (Monitorul Oficial
al României No. 589/18 July 2019);

–

Law No. 209/2019 on payment services and amending some legal acts (Monitorul
Oficial al României No. 913/13 November 2019);

–

Law No. 210/2019 regarding the issuance of electronic money (Monitorul Oficial
al României No. 914/13 November 2019);

–

Law No. 243/2019 on regulating alternative investment funds, and amending
and supplementing some legal acts (Monitorul Oficial al României No. 1035/
24 December 2019);

–

Law No. 1/2020 on occupational pensions (Monitorul Oficial al României
No. 10/8 January 2020);

–

Law No. 40/2020 amending and supplementing Government Emergency Ordinance
No. 60/2009 on certain measures for implementing the “First Home” programme, as
well as for the approval of some measures for its implementation (Monitorul Oficial
al României No. 280/3 April 2020);

–

Law No. 52/2020 amending Law No. 77/2016 on the discharge of debt
obligations assumed through credit agreements (Monitorul Oficial al României
No. 386/13 May 2020);

–

Government Emergency Ordinance No. 19/2019 amending and supplementing some
legal acts (Monitorul Oficial al României No. 245/29 March 2019);
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–

Government Emergency Ordinance No. 75/2019 supplementing Government
Emergency Ordinance No. 119/2006 on certain measures necessary for the
application of some Community regulations as of the date of Romania’s
accession to the European Union, as well as amending Government Emergency
Ordinance No. 80/2013 regarding judicial stamp fees (Monitorul Oficial al României
No. 1015/17 December 2019);
▪▪ draft laws and legislative proposals at different stages of the legislative procedure
in the Parliament of Romania, namely:

292

–

Draft Law on consumer protection against currency risk in loan agreements
(PL-x 662/2019);

–

Draft Law on consumer protection against abusive or sudden foreclosures
(PL-x 663/2019);

–

Draft Law on consumer protection against excessive interest rates (PL-x 664/2019);

–

Draft Law on consumer protection against speculative sale of loans (PL-x 665/2019);

–

Legislative proposal for strengthening the domestic currency as the sole legal tender
on the territory of Romania (B87/2020);

–

Draft Law amending and supplementing Government Emergency Ordinance
No. 51/1997 on leasing operations and leasing companies (PL-x 465/2019);

–

Draft Law amending and supplementing Law No. 207/2015 on the Tax Procedure
Code and Law No. 227/2015 on the Tax Code, as well as approving some fiscal
measures (PL-x 477/2019);

–

Draft Law approving Government Ordinance No. 5/2020 amending and
supplementing Law No. 207/2015 on the Tax Procedure Code (PL‑x 107/2020);

–

Draft Law approving Government Emergency Ordinance No. 6/2020 amending and
supplementing Government Emergency Ordinance No. 77/2014 on the national
procedures for state aid, as well as amending and supplementing Competition
Law No. 21/1996 and amending and supplementing Article 15 of Competition
Law No. 21/1996 (PL-x 104/24 March 2020);

–

Draft Law amending Law No. 161/2003 on some measures to ensure transparency
in holding public dignitary positions and civil servant offices and in the business
environment, to prevent and sanction corruption, as subsequently amended and
supplemented (PL-x 415/2019);

–

Draft Law approving Government Emergency Ordinance No. 61/2019 amending and
supplementing Government Emergency Ordinance No. 98/2010 on the identification,
designation and protection of critical infrastructures (PL-x 430/2019);

–

Draft Law approving Government Emergency Ordinance No. 82/2018 supplementing
Law No. 96/2000 on the organisation and functioning of Banca de Export-Import a
României - EXIMBANK-S.A. (PL‑x 564/2018);
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–

Draft Law supplementing Government Emergency Ordinance No. 13/2011 setting the
penalty and remunerative legal interest for monetary obligations, as well as governing
some financial and fiscal measures in the banking sector (PL-x 84/2018);

–

Legislative proposal for amending and supplementing Law No. 312/2004 on the
Statute of the National Bank of Romania, stage: request for review formulated by
the President of Romania (PL‑x 212/2019), presented in the Standing Bureau of the
Chamber of Deputies, submitted for a report on the request for review formulated by
the President of Romania, to the Committee for Budget, Finance, and Banks, with a
deadline for amendments: 22 June 2020;

–

Draft Law on the increase in Romania’s authorised capital in the International Bank
for Reconstruction and Development, stage: Chamber of Deputies (decision-making
Chamber) - PL-x 643/2019;

–

Draft Law transposing Directive (EU) 2017/2399 amending Directive 2014/59/EU as
regards the ranking of unsecured debt instruments in insolvency hierarchy, stage:
the National Bank of Romania endorsed on 21 May 2020 the draft Government
Emergency Ordinance on amending and supplementing the insolvency regime
for credit institutions and investment firms (the Bank Creditor Hierarchy
Directive - BCHD);
▪▪ draft legal acts and regulations related to the secondary legislation, as follows:

–

Government Decision No. 110/2019 on setting Romania’s level of representation in
the Board of Governors of the Asian Infrastructure Investment Bank (Monitorul Oficial
al României No. 174/5 March 2019).

–

Government Decision No. 524/2019 for the approval of the Methodological norms
on determining the market share, the interest rate margin, the net financial assets
and those deducted from the tax base, as well as on reporting on the indicators
necessary for calculating the tax on assets, as provided for in Articles 86-88 of
Government Emergency Ordinance No. 114/2018 instituting certain measures in the
public investment field and certain fiscal and budgetary measures, amending and
supplementing some legal acts and postponing some deadlines (Monitorul Oficial al
României No. 636/31 July 2019);

–

NBR Order No. 1/2019 amending and supplementing NBR Order No. 9/2017
approving the Methodological norms on the FINREP reporting framework at solo
level, in compliance with the International Financial Reporting Standards,
applicable to credit institutions for prudential purposes, and NBR Order No. 10/2017
approving the Methodological norms on preparing regular reports containing
financial and accounting statistical information, applicable to the branches in
Romania of credit institutions from other Member States (Monitorul Oficial al României
No. 70 /29 January 2019).

–

Order No. 2/2019 amending and supplementing NBR Order No. 8/2018 on the
systemic risk buffer (Monitorul Oficial al României No. 213/18 March 2019).

–

NBR Order No. 5/2019 amending and supplementing NBR Order No. 1/2013
approving the Methodological norms on preparing the annual accounting reports
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designed to meet the information requirements of the Ministry of Public Finance,
applicable to credit institutions (Monitorul Oficial al României No. 428/30 May 2019).
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–

NBR Order No. 6/2019 setting requirements for the recognition of professional
development bodies for the purpose of Law No. 126/2018 on markets in financial
instruments (Monitorul Oficial al României No. 725/3 September 2019).

–

NBR Order No. 7/2019 amending and supplementing NBR Order No. 10/2012
approving the half-yearly accounting reporting system applicable to the entities
within the National Bank of Romania’s accounting regulatory scope (Monitorul Oficial
al României No. 680/19 August 2019);

–

NBR Order No. 9/2019 amending and supplementing NBR Order No. 4/2015 on the
functioning of TARGET2-România payment system (Monitorul Oficial al României
No. 920/14 November 2019).

–

NBR Order No. 10/2019 on the buffer for credit institutions authorised in Romania
and identified as other systemically important institutions (O-SIIs) (Monitorul Oficial al
României No. 933/20 November 2019).

–

NBR Order No. 11/2019 on setting the sectoral criteria and the critical thresholds
necessary for selecting the critical national infrastructures in the “financial and
banking sector”, the “banks” and “payment systems” subsectors, within the National
Bank of Romania’s regulatory, authorisation and supervisory scope (Monitorul Oficial
al României No. 1009/16 December 2019).

–

Order No. 1156/2019 issued by the Ministry of Regional Development and Public
Administration on amending and supplementing the Methodological norms on
applying the provisions of Chapter V of Title II Part II of Government Emergency
Ordinance No. 99/2006 on credit institutions and capital adequacy, approved by
Order No. 509/2,471/2009 issued by the Minister of Regional Development and
Housing and the Minister of Public Finance (Monitorul Oficial al României
No. 170/4 March 2019);

–

NBR Order No. 1/2020 on the opening of an account in euro by the Bank Deposit
Guarantee Fund with the National Bank of Romania (Monitorul Oficial al României
No. 217/17 March 2020).

–

NBR Regulation No. 1/2019 on including entities in the recovery plan (Monitorul
Oficial al României No. 715/30 August 2019).

–

NBR Regulation No. 2/2019 on preventing and combating money laundering and
terrorist financing (Monitorul Oficial al României No. 736/9 September 2019).

–

NBR Regulation No. 4/2019 on payment institutions and account information service
providers (Monitorul Oficial al României No. 1020/19 December 2019).

–

NBR Regulation No. 5/2019 on electronic money institutions (Monitorul Oficial al
României No. 1021/19 December 2019).

–

NBR Regulation No. 12/2019 amending and supplementing Regulation No. 14/7/2018
issued by the Financial Supervisory Authority and the National Bank of Romania
on the provision of services and investment activities on behalf of financial
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investment companies and credit institutions (Monitorul Oficial al României
No. 1012/17 December 2019).
–

NBR Regulation No. 1/2020 amending and supplementing NBR Regulation
No. 20/2009 on non-bank financial institutions (Monitorul Oficial al României
No. 101/11 February 2020).

–

NBR Regulation No. 2/2020 on the security measures concerning operational and
security risks and the reporting requirements for payment services (Monitorul Oficial
al României No. 115/14 February 2020).

–

Draft Government Decision on the composition, tasks and organisation of the
Interinstitutional Working Group for the establishment of the threshold values
necessary for determining the significant disruptive effect of incidents on the network
and information systems of operators of essential services;

–

Draft Government Decision amending and supplementing Government Decision
No. 1110/2010 on the composition, tasks and organisation of the Interinstitutional
Working Group for the protection of critical infrastructures;

–

Government Decision No. 270/2020 approving the rules for implementing
Government Emergency Ordinance No. 37/2020 setting forth relief measures for
certain categories of debtors as concerns the loans granted by credit institutions and
non-bank financial institutions (Monitorul Oficial al României No. 285/6 April 2020);
▪▪ other draft laws and legislative proposals, i.e.:

–

Draft Law amending and supplementing some legal acts, as well as setting forth
certain measures for implementing Regulation (EU) 2017/2402 laying down a general
framework for securitisation and creating a specific framework for simple, transparent
and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012 – draft
law initiated by the FSA, under public consultation, submitted to the NBR, under
examination at NBR level;

–

Legislative proposal for regulating some measures on the general framework
applicable to the national development banks in Romania, stage: under debate in
commissions of the Chamber of Deputies (PL-x No. 114/2020);

–

Draft Government Emergency Ordinance transposing Directive (EU) 2018/843
amending Directive (EU) 2015/849 on the prevention of the use of the financial
system for the purposes of money laundering or terrorist financing, and amending
Directives 2009/138/EC and 2013/36/EU, stage: in the process of being finalised at
the level of the National Office for Prevention and Control of Money Laundering
(ONPCSB).

–

Draft Law amending Article 119 of Law No. 311/2015 on deposit guarantee schemes,
stage: in the process of being drawn up by competent institutions.

–

Draft Law amending Law No. 126/2018 on markets in financial instruments – to
include some provisions concerning the NBR taking responsibility to act as a
competent authority under the Delegated Regulation (EU) 2019/359 on transparency
of securities financing transactions and of reuse and amending Regulation (EU)
No 648/2012, stage: under examination at NBR level.
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Moreover, the Legal Department: (i) endorsed 101 draft orders on the sanctioning
and imposition of measures on certain credit institutions and non-bank financial
institutions, prepared by the specialised departments in the National Bank of
Romania’s head office, 3 Governor’s orders on publication of the erasure of some
non-bank financial institutions from the General Register and/or the Special Register,
2 draft decisions of the NBR Board regarding the erasure from the General Register
and/or the Special Register, and, implicitly, a ban on lending, as well as 3 decisions
of the NBR Board on the publication of termination by law of the authorisation of a
credit cooperative; (ii) endorsed 85 draft responses prepared by the NBR’s specialised
departments to requests formulated particularly by the Ministry of Internal Affairs and
the Public Ministry; (iii) provided 104 legal opinions on specific topics at the request of
the NBR’s specialised departments; (iv) prepared draft responses, endorsements and
opinions for 153 petitions and letters submitted to the NBR by different individuals,
legal entities or government institutions; (v) drew up 25 notes and letters on various
subjects; (vi) endorsed 12 draft circulars on the interest rates on required reserves;
(vii) represented the central bank in the meetings of the standing committees of the
Chamber of Deputies and of the Senate, as well as in the working groups organised by
the Ministry of Public Finance, the Ministry of Justice, and the Ministry of Economy.
As for disputed claims and contract assistance, the Legal Department mainly:
(i) provided legal endorsements on documents related to the NBR’s internal activity;
(ii) represented the NBR before the courts of law, the syndic judge, the prosecution
authorities, notaries public, lodging statements/written conclusions, pursuing, when
necessary, all remedies at law under the laws in force with a view to defending and
enforcing the bank’s rights on its own behalf or in a different capacity deriving from
the law or the agreements concluded by the National Bank of Romania, cooperating
with the organisational structures in the NBR’s head office, as well as with the latter’s
territorial units to obtain the necessary data and information; (iii) completed the legal
procedures concerning foreclosure, examining and responding to the documentation
related to foreclosure requests through garnishment of bank accounts of credit
institutions/wages of NBR employees by court enforcement officers in accordance
with the relevant legal regulations; (iv) granted legal assistance to NBR organisational
structures, by providing legal opinions/opinions/recommendations; (v) compiled
responses to courts of law, court enforcement officers, prosecutor’s offices, police
authorities, individuals, notaries public and the territorial units of the National Bank
of Romania.
In this context, in 2019 the Legal Department prepared 4,563 papers: (i) 1,094
endorsements; (ii) 303 opinions/legal opinions; (iii) 614 papers for representing the
National Bank of Romania before the courts of law; (iv) 993 papers in foreclosure files;
and (v) 1,559 responses to competent resolution departments/institutions, as well as
to NBR branches/agencies; representatives of the Legal Department participated in
working groups at NBR level.
As part of the NBR’s activity within the European System of Central Banks in the
legal field, the Legal Department, inter alia, participated in the meetings of the Legal
Committee, cooperated with the representatives of the ECB’s Directorate General
Legal Services and its peers in the national central banks of EU Member States,
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and examined the relevant documents sent by the ECB via the written procedure.
The Legal Department participated in the meetings held in the context of the IMF,
World Bank and European Commission missions to Romania and sorted out various
problems that the aforementioned institutions brought to the attention of the
NBR. Furthermore, opinions were prepared with respect to the legislative issues
in the questionnaires submitted to the National Bank of Romania by international
institutions and views were expressed on the enactment in the national law of the
regulatory documents drawn up by European authorities such as the European
Banking Authority and the European Systemic Risk Board.
Another focus of the NBR’s legal activity was on providing expert assistance in order
to settle issues related to the activity of payment systems, payment service providers,
the oversight of financial market infrastructures, payments and payment instruments,
as well as to the recovery and resolution of credit institutions. Moreover, the Legal
Department provided expert assistance in order to resolve other legal matters related
to the central bank’s activity, which resulted in the preparation of approximately
269 legal opinions.
The NBR’s legal activity also consisted in providing expert assistance in order to
resolve some legal matters related to central banking under international and EU law.
In this context, the Legal Department endorsed 80 notes prepared by the specialised
departments in the National Bank of Romania’s head office regarding various central
banking issues, 13 conventions and protocols, 96 petitions and formulated opinions
on 50 requests submitted to the NBR by a number of state institutions and other local
and international institutions.
As regards the relationship with the Ministry of Foreign Affairs, the Legal Department
further represented the National Bank of Romania in the quarterly meetings of the
EU Litigation Working Group (EULWG).
Moreover, the Legal Department prepared 50 common expert opinions to solve
certain legal aspects related to the central bank’s activity.
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Chapter 17
The institutional framework
and the organisation
of the National Bank of Romania
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The National Bank of Romania is the central bank of Romania and an independent
public institution. Its activity is governed by Law No. 312/2004 on the Statute of the
National Bank of Romania (hereinafter referred to as the “NBR Statute”).
The primary objective of the National Bank of Romania is to ensure and maintain price
stability. The main tasks of the National Bank of Romania are:
▪▪ to design and implement the monetary policy and the exchange rate policy;
▪▪ to conduct the authorisation, regulation and prudential supervision of credit
institutions, and to promote and oversee the smooth functioning of the payment
systems with a view to ensuring financial stability;
▪▪ to issue banknotes and coins as legal tender to be used on the territory of Romania;
▪▪ to set the exchange rate regime and to oversee its observance;
▪▪ to manage the international reserves of Romania.

1. Decision-making bodies and corporate governance
The National Bank of Romania is run by the Board of Directors, which is made up
of nine members that the Parliament appoints – on a proposal of the standing
committees of the two Chambers –, with the nomination of the executive
management of the NBR. The Board members are appointed for a five-year mandate
which may subsequently be renewed. According to the law, members of the Board
may not be members of Parliament or of a political party, and they may not be Court
officials or public servants. The National Bank of Romania Board is made up by: (i) a
Chairman who is also Governor of the National Bank of Romania; (ii) a Vice Chairman
who is also first deputy governor; (iii) seven members, two of them deputy governors
and the other five not on the payroll of the NBR.
The National Bank of Romania Board is the decision-making body of the institution
in accordance to the law and with respect to: (i) setting the monetary and exchange
rate policies and supervising their accomplishment; (ii) the authorisation, regulation
and prudential supervision or, as applicable, oversight of credit institutions, payment
institutions and non-bank financial institutions, as well as oversight of the payment
systems authorised by the central bank; (iii) the bank’s internal organisation.
Moreover, the Board establishes the main courses of action concerning the
operational management and assigns the tasks to the NBR staff.
On behalf of the Board, the Governor shall submit to the Parliament the Annual
Report of the National Bank of Romania, by 30 June of the following year. The
document presents the NBR activities, the annual financial statements and the audit
report, discussed without being put to the vote, during the joint session of the two
Chambers of Parliament.
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Members of the National Bank
of Romania Board
appointed by the Parliament of Romania via Decision No. 19 of 3 July 2019

Mugur Constantin Isărescu
Governor,
Chairman of the Board
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Florin Georgescu
First Deputy Governor,
Vice Chairman of the Board

Leonardo Badea
Deputy Governor,
Member of the Board

Eugen Nicolăescu
Deputy Governor,
Member of the Board

Csaba Bálint
Member of the Board

Gheorghe Gherghina
Member of the Board

Cristian Popa
Member of the Board

Dan Radu Rușanu
Member of the Board

Virgiliu Stoenescu
Member of the Board
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Legislative act
Decision No. 19 of 3 July 2019
Monitorul Oficial al României, Part One, No. 548, 3 July 2019
Decision on appointing the members of the National Bank of Romania Board
Pursuant to the provisions of Article 67 of the Constitution of Romania, as republished, and of Article 32(1)
and Article 33(2)-(4) of Law No. 312/2004 on the Statute of the National Bank of Romania, as subsequently
amended,
The Parliament of Romania adopts this Decision.
Single Article. The persons listed in the Annex hereto are hereby appointed as members of the Board of the
National Bank of Romania, with the nomination of the executive management of the said institution, for a
five-year period, as of 11 October 2019.
This Decision was adopted by the Chamber of Deputies and the Senate during the joint session of 3 July 2019,
in line with the provisions of Article 76(2) of the Constitution of Romania, as republished.
PRESIDENT					PRESIDENT OF THE SENATE
OF THE CHAMBER OF DEPUTIES
ION-MARCEL CIOLACU				CĂLIN-CONSTANTIN-ANTON
						POPESCU-TĂRICEANU
Bucharest, 3 July 2019.
No. 19.
ANNEX
National Bank of Romania’s Board
1. Mugur Isărescu

– Chairman of the Board and Governor
of the National Bank of Romania

2. Florin Georgescu

– Vice Chairman of the Board and First Deputy Governor
of the National Bank of Romania

3. Leonardo Badea

– member of the Board and Deputy Governor
of the National Bank of Romania

4. Eugen Nicolăescu

– member of the Board and Deputy Governor
of the National Bank of Romania

5. Csaba Bálint

– member of the Board and Deputy Governor
of the National Bank of Romania

6. Gheorghe Gherghina

– member of the Board and Deputy Governor
of the National Bank of Romania

7. Cristian Popa

– member of the Board and Deputy Governor
of the National Bank of Romania

8. Dan Radu Rușanu

– member of the Board and Deputy Governor
of the National Bank of Romania

9. Virgiliu Stoenescu

– member of the Board and Deputy Governor
of the National Bank of Romania
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The Board of the National Bank of Romania
during 11 October 2014 – 10 October 2019
1. Mugur Isărescu

– Chairman of the Board and Governor
of the National Bank of Romania

2. Florin Georgescu

– Vice Chairman of the Board and First Deputy Governor
of the National Bank of Romania

3. Eugen Nicolăescu*

– member of the Board and Deputy Governor
of the National Bank of Romania

4. Liviu Voinea***

– member of the Board and Deputy Governor
of the National Bank of Romania

5. Marin Dinu

– member of the Board and Deputy Governor
of the National Bank of Romania

6. Daniel Dăianu**

– member of the Board and Deputy Governor
of the National Bank of Romania

7. Gheorghe Gherghina

– member of the Board and Deputy Governor
of the National Bank of Romania

8. Ágnes Nagy

– member of the Board and Deputy Governor
of the National Bank of Romania

9. Virgiliu Stoenescu

– member of the Board and Deputy Governor
of the National Bank of Romania

*) appointed by Decision No. 42 of 24 May 2017 of the Parliament of Romania, after Bogdan Olteanu’s resignation of 17 October 2016
**) starting with 8 July 2019, Daniel Dăianu ceased his activity as non-executive member of the NBR Board, in order to begin his mandate
within the Fiscal Council
***) starting with 26 August 2019, Liviu Voinea ceased his activity as Deputy Governor of the NBR, as he was appointed to be Romania’s
representative at the International Monetary Fund

In order to ensure the effectiveness of the decision-making process, the following
three operational bodies are responsible for the performance of the main tasks of a
central bank: the Monetary Policy Committee, the Supervisory Committee, and the
Foreign Reserve Management Committee. Moreover, given the important role played
by the central bank in the process of adopting the single currency, as of February
2010 the Committee for Preparing the Changeover to the Euro is also operating
within the Bank. Adding to these is the Risk Committee, which monitors the adequate
performance of the risk management process within the NBR so that the Board might
benefit from an accurate and comprehensive view of the risks the NBR is exposed to,
as well as the Audit Committee, which analyses and proposes the NBR’s strategies and
policy as regards internal control, internal and external audit. These committees have
their own rules of procedure, which define in detail their composition and specific
tasks and responsibilities.
The Monetary Policy Committee (MPC) is a standing advisory and decision-making
body. It is made up of 12 members238 and is chaired by the NBR Governor. The
committee’s tasks focus on the central bank’s primary objective and relate mainly to
the specifics of the monetary policy strategy and operational framework, monetary
policy configuration and implementation, as well as the adjacent economic research.
238
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In particular, the MPC discusses and defines the content, structure and configuration
of monetary policy analysis reports/papers, of the macroeconomic projections over
various time horizons, as well as of proposals on the monetary policy stance, which
are subsequently submitted to the NBR Board for review and approval. Moreover, the
MPC supports the monetary policy decision-making process by discussing, approving
and making available to the NBR Board, on a regular basis, certain analyses/research
papers prepared by the specialised departments on relevant research areas/topics
in terms of monetary policy conduct. At the same time, the MPC members discuss,
analyse and propose to the NBR Board, whenever needed, revisions to certain features
of the monetary policy strategy and of its tool kit, with a view to calibrating them
in order to achieve the central bank’s primary objective and bringing them into line
with the ECB’s standards in the field. According to the annual calendar of quarterly
forecasting rounds approved by the NBR Board, the year 2019 saw 16 meetings of the
MPC, with six other meetings being held January through April 2020239.
The Supervisory Committee is a standing decision-making body composed
of 10 members and chaired by the NBR Governor. Its tasks and responsibilities
relate to the assessment and oversight of credit institutions’ asset quality, financial
performance and observance of the required levels of prudential indicators,
as well as ensuring the regulatory framework according to the specific legislation
and international practices in the field. Also, within the scope of the Committee
are non-bank financial institutions, payment institutions and electronic money
institutions.
In 2019, the Supervisory Committee passed decisions in 19 meetings, while eight
other meetings were held January through March 2020, the analysed materials
relating primarily to: (i) the notification of the intention to acquire a qualifying holding
in the share capital of a credit institution and/or to increase such participations;
(ii) applications submitted by credit institutions, Romanian legal entities, pursuant
to prudential regulations, for approval of changes in their standing as concerns the
Board members and/or executives, expansion of their scope of business, the financial
auditor, operations on preferential terms set forth in the employee benefits and
incentive packages, exemption from the assignment of risk weights to subsidiaries,
mergers, etc.; (iii) proposal for authorisation of a payment institution; (iv) draft legal
acts to be issued by the central bank or other authorities concerning the activity of
credit institutions, of payment institutions, of account information service providers,
of electronic money institutions and of non-bank financial institutions, as well as
in the fields of anti-money laundering and countering the financing of terrorism;
(v) the implementation of EBA Guidelines in the national legal framework
and/or in supervisory practices, from the perspective of the central bank’s powers;
(vi) legislative proposals for transposing the EU acquis and European regulations in
the field of credit institutions and non-bank financial institutions; (vii) proposals for
positions in the other areas of competence of the central bank; (viii) the monitoring
of developments in terms of financial stability, identifying, monitoring and assessing
systemic risks and those related to systemically-important credit institutions,
specific analyses (monitoring the lending terms and conditions, systemic risks
239
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survey, periodical stress tests of the banking sector’s liquidity, analyses regarding
macroprudential instruments – capital buffers, etc.), proposals for measures regarding
macroprudential policy, the cross-border exchange of information, the assessment of
a potential materialisation of the systemic risk of misconduct in the banking sector,
the assessment of concentration risk across the banking sector, clarification of the
manner in which banks and NBFIs in Romania should apply the regulations in force
in the context of the COVID-19 pandemic; (ix) analyses on the activity of the Central
Credit Register and of the Payment Incidents Register; (x) other matters in connection
to the banking system functioning.
The Foreign Reserve Management Committee (FRMC) is a standing body whose
tasks consist in achieving, via tactical decisions, the strategic objectives set by the
NBR Board in the area of foreign reserve management. The Committee is made up of
11 members and is headed by the NBR Governor. In line with the tasks defined by the
NBR Board, it analyses global developments in economic and financial environment
and formulates proposals for the reserve management strategy, examines compliance
of portfolios with strategic and tactical guidelines and assesses their monthly
performance, makes recommendations on implementing new financial instruments
and draws up the list comprising eligible entities for transactions, securities issuers
and assets eligible for investment. The FRMC convenes and takes decisions whenever
required by financial market developments, when summoned by the chairman or the
vice-chairman, acting as a substitute for the former.
Throughout 2019, the main objective of the committee remained to prudently
manage the international reserves without prejudice to the NBR’s investment safety
and liquidity objectives, in a climate where geopolitical, economic and political
uncertainties were manifest throughout the entire year.
The Committee for Preparing the Changeover to the Euro set up within the NBR is
an advisory body analysing the preparatory activities ahead of euro adoption. It is a
formal discussion forum providing support to central bank’s decisions on the path to
joining the Economic and Monetary Union. In 2019, the Committee for Preparing the
Changeover to the Euro met five times, whereas January through April 2020 one more
meeting took place. Among the topics discussed were the following: reform of fiscal
rules in the European Union, monitoring of the convergence process, assessment of
Brexit-related effects, the post-2020 multiannual financial framework, the impact of
fiscal consolidation scenarios on the macroeconomic framework.
The Risk Committee is a standing advisory body subordinated to the NBR Board,
with the aim of supporting the latter in supervising the risk management process
within the central bank.
The Committee has eight members who are the senior representatives of the
NBR’s departments, the activities of which require expertise in the management of
significant risks for the central bank, the chairman of the committee being the NBR
Governor and the vice chairman being the First Deputy Governor.
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The main tasks of the Risk Committee are related to: (i) analysing and approving
the regulation framework for the risk management process within the NBR and
monitoring its implementation, compliance with and enforcement within the
institution; (ii) accurately, comprehensively and timely informing the Board of the
risks the central bank is exposed to; (iii) formulating recommendations with a view to
improving the performance of the NBR’s organisational structures with regard to the
management of risks associated with their activities; (iv) endorsing the institution’s
engagement in new projects specific to its scope of activity, based on an analysis of
project-related risks; (v) supervising the updated overall risk landscape and endorsing
the risk exposure limits, especially for significant risks, and the suggested plans for
their management.
The Audit Committee is a standing body whose role is to strengthen the corporate
governance framework in place. The Audit Committee is an independent body
from the NBR’s executive management, consisting of the five non-executive Board
members. The chairman and deputy chairman of the Committee are appointed by the
NBR Board.
The membership of the Audit Committee changed in 2019, subsequent to the
appointment by the Parliament of a new NBR Board. The Committee took office in
the autumn of 2019 for a five-year term. The good governance practices recommend
that each committee member shall take turns in holding the position of chairman.
On 8 November 2019, the NBR Board of Directors appointed a new chairman.
The Audit Committee has an advisory role and its purpose is to support the NBR
Board in supervising the bank’s internal control, risk management and governance
processes, as well as the internal and external audit mechanisms. This committee
convenes at least once every three months and whenever necessary.
During 2019, the committee convened in six meetings. During these meetings,
the following topics were presented: the results of the audit for the 2018 annual
financial statements of the NBR, by Ernst & Young Assurance SRL (this was the last
year included in the external audit contract signed for 2014-2018); the steps of
the procurement procedure for the 2019-2023 financial audit services; the new
external auditor, namely KPMG Audit SRL; planning, methodology and declaration
of independence for the auditing of financial statements at 31 December 2019;
the report on external quality assessment of internal audit and the action plan for
recommendations; other matters pertaining to the committee remit.
Furthermore, the committee prepared its 2018 Annual Activity Report; it endorsed
the Activity Reports of the Internal Audit Department for 2018 and 2019 H1, the
Audit Plan for 2020, the draft of the 2019 edition of the NBR’s Internal Auditing
Handbook, and it analysed the reports concerning the stage of implementation for
the recommendations resulting from audit.
In 2020 Q1, two meetings took place, during which the 2019 Annual Activity Report
of the Audit Committee was discussed, and the Annual Activity Report of the Internal
Audit Department for 2019 was endorsed. Moreover, the Audit Committee analysed
NATIONAL BANK OF ROMANIA
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the stage of implementation at 31 December 2019 of the recommendations from
internal audit work.
External control layers
The NBR Statute provides for two external control layers, namely: (i) the external
auditor, which is appointed to audit the annual financial statements of the NBR
(including the confirmation of the gold stock by attending the annual inventory),
and (ii) the Court of Accounts, which conducts the subsequent audit of commercial
operations carried out by the central bank, which are reflected in the income and
expenditure budget and in the annual financial statements.
Internal control layers
The National Bank of Romania takes a functional approach to risk management,
meaning that each organisational structure within the bank has primary responsibility
for dealing with (identifying, assessing, managing and monitoring) the risks
associated with its own activities and operations. The risk management process is an
integral part of the NBR’s internal control system and represents the bank’s first line of
defence against any factors that might jeopardise the fulfilment of the objectives and
established action plans. To this end, each organisational structure implements a set
of internal control measures, in accordance with the regulations of risk management
within the NBR. Furthermore, the NBR applies the approach known as “the Chinese
wall”, which separates the departments in charge of monetary policy formulation and
implementation, respectively, on the one hand, and the aforementioned structures
from the departments entrusted with other statutory tasks, on the other.
The second line of defence is ensured by: monitoring of operational risks;
monitoring of IT&C risks; protection of personal data; monitoring of foreign reserve
risk management. The decision-making/advisory committees within the central
bank play a major role in this line of defence: the Risk Committee, the Financial
Market Infrastructure Management Committee, the Foreign Reserve Management
Committee, the Monetary Policy Committee and the Supervisory Committee. This
second line of defence is completed by the monitoring and reporting of operational
risks, an activity supervised by the Risk Committee.
The NBR’s Internal Audit Department functions as a third line of defence, assessing
the overall controls in place and acknowledging whether they are properly designed
and functional so as to ensure the reliability and integrity of financial and operational
information, the effectiveness of the activities pursued, asset protection, as well as
compliance with applicable legal and contractual provisions.
The purpose of the internal audit activity is to provide the institution with
independent and objective assurance and advisory services concerning the degree
of control of operations, aiming to improve and add value to them. In this respect,
internal audit supports the bank in fulfilling its objectives, by systematically and
methodically assessing the processes of risk management, control and governance.
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The 36 audit engagements completed by the Internal Audit Department in 2019
included recommendations for the improvement and strengthening of the internal
control system, risk management and governance, thus helping optimise the audited
processes and increase the efficacy of their internal control system.
Moreover, in 2019 the NBR’s Internal Audit Department took part in two audit
engagements initiated and coordinated by substructures of the Internal Auditors
Committee (IAC), an ESCB structure in charge with internal audit.
A constant feature of the NBR’s internal audit activity is the continuous professional
development, with the purpose of obtaining national and international certifications
in the field. In its activity, the Internal Audit Department applies the standards set
forth in the International Professional Practices Framework, issued by the Institute
of Internal Auditors, and the working methodology provided in the NBR’s Internal
Auditing Handbook and IAC Manual, and consistently implements the best practices
in the field, including those related to IT&C audit, cyber security and resilience.
Corporate governance of some public enterprises
The National Bank of Romania exerts – pursuant to the provisions of Government
Emergency Ordinance No. 109/2011 on the corporate governance of public
enterprises, amended and supplemented by Law No. 111/2016, as subsequently
amended and supplemented – its powers as supervisory public authority for the
régies autonomes which operate based on economic management and financial
autonomy in subordination to the central bank: the NBR Printing Works and the State
Mint.
These are public enterprises which carry out activities of national interest and
contribute to the NBR’s task of issuing banknotes and coins as legal tender on the
territory of Romania, in order to meet the cash requirements in accordance with the
real needs for currency in circulation. Relevant information regarding the two régies
autonomes from a corporate governance point of view is available on the NBR official
website, in Romanian, under the “BNR – Autoritate publică tutelară” section.

2. The relationship of the NBR with the Parliament of Romania
and other state institutions
As regards institutional communication, the National Bank of Romania maintains a
steady dialogue with the Parliament of Romania, their cooperation consisting mainly of:
(i)
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formulating opinions on draft legal acts at the direct request of parliamentary
committees, or indirectly, at the request of some initiators, i.e. the Ministry of Public
Finance, the National Authority for Consumer Protection or other public authorities, of
the Presidential Administration or the Ministry for Liaison with Parliament, with a view
to finalising the position on those draft laws. Pursuant to Article 3 of Law No. 312/2004
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on the NBR Statute, central public authorities ask for the central bank’s opinion on any
draft legal act concerning the fields related to the NBR’s tasks;
(ii) formulating opinions, preparing materials or participating in the discussions/
meetings of the standing committees of the two Chambers of Parliament on topics
such as monetary policy, financial stability, bank resolution, European affairs, payment
systems;
(iii) preparing and submitting materials during the parliamentary procedure to exert
control in relation to the compliance of EU legislative proposals with the principles of
subsidiarity and proportionality;
(iv) delivering opinions and participating in the meetings of the standing committees of
the two Chambers of Parliament during the parliamentary procedure to review the
draft documents prepared by EU institutions;
(v) submitting to the presidents of the two Chambers of Parliament and to the
committees for economy not only the Annual Report (statutory obligation), but also
the Inflation Report and the Financial Stability Report – two of the central bank’s main
communication tools, explaining its actions aimed at ensuring price and financial
stability;
(vi) drawing up materials for the preparation of events organised by the Parliament or in
which representatives of the Parliament take part;
(vii) formulating answers to specific interpellations the NBR received from members of
Parliament.
Throughout 2019, the NBR was actively involved in formulating substantiated
opinions concerning a series of legislative initiatives affecting payment services.
Furthermore, the NBR participated, together with the National Authority for
Consumer Protection, the Ministry of Public Finance and the Ministry of Economy, in
preparing the national legislation which helped transpose the provisions of Directive
(EU) 2015/2366 on payment services in the internal market, amending Directives
2002/65/EC, 2009/110/EC and 2013/36/EU and Regulation (EU) No 1093/2010, and
repealing Directive 2007/64/EC.
On 12 February 2019, at the joint invitation of the Committee on Economic Affairs,
Industries and Services and the Committee on Budget, Finance, Banking and Capital
Market of the Romanian Senate, the NBR Board members participated in a meeting
also attended by the President of the Senate. The topics of the meeting covered
the ROBOR rate and matters concerning the operational efficiency of the banking
sector, as well as the analysis on the level of financial intermediation included in
the December 2018 Financial Stability Report. Also, in March 2019, during a meeting
following the invitation sent by the President of the Chamber of Deputies, the NBR
senior executives presented the central bank’s assessment on the impact of measures
set forth by GEO No. 114/2018 on the financial system and the economy in general.
Throughout 2019, the NBR specialised departments formulated answers and opinions
to the interpellations received from members of the Senate or the Chamber of
Deputies, on topics concerning the supply of information about the purchase of
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government securities or the subject of eliminating the abusive practices between
credit institutions and clients.
In addition to these official answers, the NBR’s representatives take part in the
meetings of the parliamentary committees in the Chamber of Deputies or the Senate,
in order to present the central bank’s opinions on a series of legislative proposals.
Thus, in the Chamber of Deputies, the NBR was represented at meetings of the
Committee for Economic Policy, Reform and Privatization, the Committee for Budget,
Finance and Banks, the Committee for Legal Matters, Discipline and Immunities,
the Committee for Industries and Services, the Committee for Human Rights, Cults
and National Minorities Issues, with the aim to present opinions on legislative
proposals with regard to: (i) participative finance (crowdfunding); (ii) the functioning
of institutions such as Eximbank S.A.; (iii) the amendment of GEO No. 114/2018;
(iv) the amendment of Law No. 77/2016 on the discharge of debt obligations
assumed through credit agreements; (v) consumer protection; (vi) regulation of
investment funds; (vii) leasing transactions and leasing companies; (viii) regulation
of sold loans.
The Senate committees whose meetings were attended by the NBR’s representatives
are as follows: the Committee on Legal Affairs, Appointments, Discipline, Immunities
and Validations, the Committee on Budget, Finance, Banking and Capital Market,
Committee on Economic Affairs, Industries and Services, the Committee on
European Affairs. During these meetings, the discussions focused on the following
matters: (i) consumer protection; (ii) regulation of alternative investment funds;
(iii) Law No. 77/2016 on the discharge of debt obligations assumed through credit
agreements; (iv) the NBR Statute; (v) the issuance of electronic money; (vi) the Tax
Procedure Code; (vii) the general framework applicable to national development
banks.
Furthermore, joint discussions were held with the Ministry of Foreign Affairs (the
Government Agent for the Court of Justice of the European Union) about transposing
Directive (EU) 2018/843 amending Directive (EU) 2015/849 on the prevention of
the use of the financial system for the purposes of money laundering or terrorist
financing, and amending Directives 2009/138/EC and 2013/36/EU (Bp. 454/2019)
and the draft law on consumer protection against speculative sales of loans
(Bp. 453/2019).
In the first part of 2020, opinions were sent to the Ministry of Public Works,
Development and Administration, and to the General Secretariat of the Government
regarding the draft Government Emergency Ordinance on exempting customers
of savings and loans bank in the housing sector from the reimbursement of amounts
representing state premium and accessories.
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3. Organisational developments
3.1. Human resources management
Developments in the NBR’s organisation chart
Throughout 2019, the organisational structures of the central bank saw a series of
changes aimed at increasing the efficiency and covering new areas of activity, as well
as adjustments as a result of amendments to the internal regulatory framework.
The main changes were determined by:
(i)

a uniform approach to communication, accomplished via:
a) the transfer of the Public Relations and Documentation Division from the
Secretariat and Public Relations Department to the Communication and
Multimedia Department;
b) the name change of the two departments into the Secretariat Department and the
Communication and Public Relations Department, respectively.

(ii) legislative changes related to procurement, which led to:
a) the set-up of a new division, i.e. the Procurement Methodology, Standardisation
and Norming Division within the Procurement Department;
b) the name change and reorganisation of the activity of other divisions within the
department.
(iii) increased efficiency of the activity of endorsement and legal assistance via:
a) the name change of the Legal Documentation and Advisory Opinion Division into
Legal Advice and Assistance Division;
b) the set-up of two offices within the Legal Advice and Assistance Division:
the Legal Advice and Assistance on Legislation Office and the Legal Advice and
Assistance on Internal Regulations Office.
Statistical data on the NBR staff
2019 saw a staff turnover rate of 4.36 percent, the National Bank of Romania reporting
2,064 employees as at end-December 2019, compared to 2,013 employees at
end-2018.
In 2019, the external recruitment process was organised for 210 vacancies in the
headquarters and territorial network, for which 999 candidates applied and 137 were
successful. The vacancies that were not filled in after the recruitment processes carried
out in 2019 were mainly in the Supervision Department, the Regulation and Licensing
Department, the Financial Stability Department. The difficulties encountered during
the recruitment process stemmed primarily from the job requirements. Taking
into consideration that many of the activities conducted in these departments
310
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are specific to a central bank and do not have a match on the labour market, the
number of candidates with the required level of specialised knowledge necessary for
accomplishing these tasks is relatively limited.
no. of vacancies
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Accounting Department
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Economics Department
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Financial Education and Museum Department
International Relations Department
Human Resources Department
Training Programme for Young Professionals

Chart 17.1
Vacancies in the NBR’s head office
as at 31 December 2019
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At the same time, 67 employees were promoted to higher non-managerial positions
and 13 employees advanced to managerial ranks.
Professional training of the NBR staff
Throughout 2019, 1,504 members of the NBR staff cumulated 2,564 attendances at
professional training programmes. Out of these, 2,267 took place in Romania and
297 abroad.
The great number of attendances at in-house training sessions was mainly the result
of carrying out the programme on cyber security risk awareness started in 2018.
The NBR staff participated in the following training courses organised abroad:
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▪▪ technical workshops covering the main areas of interest of central banks, which were
provided by the central banks’ old-established partners (the European Central Bank,
the International Monetary Fund, Joint Vienna Institute, the Bank for International
Settlements), as well as by professional training centres of some central banks
(Bank of England, Banque de France, Deutsche Bundesbank, Swiss National Bank,
the Federal Reserve System);
▪▪ programmes aimed at developing leadership skills organised within the European
System of Central Banks.

3.2. Information technology
In 2019, several IT projects were carried out with a view to implementing legal
requirements, complying with reporting requirements made by internal and
international bodies, increasing the efficiency of the activity conducted within the
central bank and optimising performance in operating IT systems, as follows:
▪▪ the extension of the IT system for ITS on supervisory reporting with a new module
which allows, according to Directive 2014/59/EU of the European Parliament, the
collection of information for the purposes of resolution plans for credit institutions
and investment firms, and the upgrade of the system according to the new reporting
frameworks released by the European Banking Authority;
▪▪ the expansion of the SIRBNR IT system with new reporting modules and the
redesigning of the existing modules for the purpose of implementing the new
methodological reporting requirements requested by the ECB and Eurostat;
▪▪ the extension and upgrade of RAPDIR IT system in order to implement the new
methodological reporting requirements requested by the ECB and Eurostat;
▪▪ the development and operationalisation of the automated interface linking the
ECB TARGET Instant Payment Settlement (TIPS) to the Financial and Accounting,
Procurement, HR and Remuneration management system, Oracle e-Business Suite,
with a view to processing and storing the data related to the Romanian participants
in the TIPS service;
▪▪ the CCR upgrade for the purpose of implementing the provisions of Law No. 505/2018
amending Law No. 77/2016 on the discharge of debt obligations assumed through
credit agreements;
▪▪ the development of the ESMABNR IT system on the collection, processing and storage
of transactions in financial instruments according to Regulation (EU) No 600/2014 on
markets in financial instruments (MiFiR) and to the provisions of Law No. 216/2018
on markets in financial instruments;
▪▪ the expansion of the R€gistre IT system (keeping track of the registers of NBFIs,
payment institutions and electronic money institutions) by implementing the
requirements of the PSD2 European legislation with effect on the Register of Payment
Institutions and Account Information Service Providers, the Register of Electronic
Money Institutions and excluded payment services and by automated content
publishing of the registers on the NBR website;
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▪▪ the upgrade of the IT system Balance of payments and international investment
position so that it can retrieve the data on financial assets and liabilities of insurance
companies in relation to non-residents, collected in the RAPDIR system;
▪▪ the modernisation of SIIA-BNR Integrated IT System for Procurement by implementing
several solutions with the aim of extending its functionalities and improving its
performance.
Furthermore, two projects were budgeted and launched targeting the update of
software applications within the ReGIS and SaFIR payment systems to the newest
available versions, in order to come into line with the new European payment
regulations, technological upgrade of systems and implementation of new
functionalities necessary to the NBR and the domestic market.
For the purpose of increasing the cyber resilience of ICT infrastructure and complying
with the current standards on performance, availability, integrity and confidentiality
of data in the financial and banking areas, computer clusters with Web application
firewall security functionalities were purchased and implemented both at the NBR’s
head office and at the business continuity site.
Moreover, equipment and services were procured and implemented for the
upgrading of the infrastructure of NBR’s digital certificates management and the
platform that facilitates the remote access of IT resources.
The activities of training and operationalisation of cyber security incident response
procedures, of involving the specialised staff in the simulation of cyber attacks,
of raising awareness of the entire NBR staff regarding IT and cyber security risks
continued.
Furthermore, the replacement of obsolete hardware equipment and the
standardisation of software versions for general use continued throughout 2019.
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Organisation Chart of the
National Bank of Romania
as at 31 December 2019

BOARD OF

Governor

The Monetary Policy Committee
The Supervisory Committee
The Foreign Reserve Management
Committee

First Deputy Governor Florin Georgescu

Deputy Governor Eugen Nicolăescu

FINANCIAL STABILITY DEPARTMENT

STATISTICS DEPARTMENT

■■ Macroprudential Policies Division
■■ Systemic Risk Monitoring Division
■■ Quantitative Assessment Division

■■ Monetary and Financial Statistics Division
■■ Balance of Payments Division
■■ Direct Statistical Reporting Division
■■ Statistical Data Processing Division
■■ SIRBNR Data Management Division
■■ Credit Risk Statistics Division

REGULATION AND LICENSING DEPARTMENT
■■ Financial Activities and Non-bank Financial Institutions
Regulation Division
■■ Foreign Exchange and Accounting Regulation Division
■■ Licensing Division
■■ Prudential Banking Regulation Division 1
■■ Prudential Banking Regulation Division 2
SUPERVISION DEPARTMENT
■■ Inspection Division I
■■ Inspection Division II
■■ Inspection Division III
■■ Banking System Assessment, Methodology and Supervision
Procedures Division
■■ Non-bank Financial Institutions and Payment Institutions
Inspection Division
■■ Monitoring of International Sanctions Enforcement, Prevention
of Money Laundering and Terrorist Financing Division
ISSUE, TREASURY AND CASH MANAGEMENT DEPARTMENT
■■ Issue Division
■■ Cash Management Division
■■ Central Vault Division
■■ Cash Processing Coordination Division
ACCOUNTING DEPARTMENT
■■ Operational Accounting and Internal Accounting Rules Division
■■ Internal Administration Accounting-Financial Issues Division
■■ Internal Administration Accounting-Fixed Assets Division

BANK RESOLUTION DEPARTMENT
■■ Resolution Strategies and Policies Coordination Division
■■ Resolution Decisions Preparation and Implementation Division
■■ Monitoring of the Implementation of Measures for Resolvability
Enhancement Division
IT DEPARTMENT
■■ IT Systems Division
■■ Network Administration Division
■■ IT Support Division
■■ IT&C Security Division
PROCUREMENT DEPARTMENT
■■ Procurement Contracts Award Division
■■ Contracting Division
■■ Planning and Monitoring Division
■■ Purchase Order Division
■■ Procurement Methodology, Standardisation and Norming Division
FINANCIAL EDUCATION AND MUSEUM DEPARTMENT
■■ Museum
■■ Financial Education Division
FINANCIAL MARKET INFRASTRUCTURES
AND PAYMENTS OVERSIGHT DEPARTMENT
■■ Financial Market Infrastructures Oversight Division
■■ Payments and Payment Instruments Oversight Division

ESTATE MANAGEMENT AND INVESTMENT DEPARTMENT
■■ Investment Division
■■ Movable Assets Division
■■ Immovable Assets and Management Division

Note: Colour patterns show the departments’ coordination.
*) The Internal Audit Department reports functionally to the Audit Committee and administratively to the Governor of the National Bank of Romania.
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DIRECTORS
The Audit Committee

Mugur Isărescu

INTERNAL AUDIT DEPARTMENT*
■■ General Audit Division 1
■■ General Audit Division 2
CHANCELLERY

Deputy Governor Leonardo Badea

■■ The Executives’ Offices and Document Management
■■ Strategic Projects Division
■■ Governor’s Control Office
■■ Board Secretariat Division
■■ Information Management and Protection Division
■■ Administration of Special Computer Systems and
Personal Data Protection Division
■■ Territorial Network Coordination Division
MONETARY POLICY DEPARTMENT

MACROECONOMIC MODELLING AND FORECASTING DEPARTMENT
■■ Macroeconomic Forecasting Models Division
■■ Macroeconomic Assessment Models Division
PAYMENTS DEPARTMENT
■■ ReGIS Division
■■ Financial Instruments Depository and Settlement Division
■■ Financial Messages Processing Division
■■ TARGET2 Division
■■ Business Continuity Division
INTERNATIONAL RELATIONS DEPARTMENT

■■ Monetary Policy Analysis and Strategy Division
■■ Liquidity Management Division
MARKET OPERATIONS DEPARTMENT
■■ Monetary Policy Operations Division
■■ State Treasury Operations Division
■■ Foreign Reserves Management Division
■■ Back Office Division
■■ Foreign Reserves Risk Management Division
ECONOMICS DEPARTMENT

■■ European Banking System Division
■■ International Financial System Division
■■ International Financial Conditions Analysis Division

■■ Economic Analysis and Short-Term Forecasting Division
■■ Publications Division
■■ Translation and Editing Division

SECRETARIAT DEPARTMENT

COMMUNICATION AND PUBLIC RELATIONS DEPARTMENT

■■ Documents Registration, Dispatching and Check-in Desk Division
■■ Archives, Library and Publications Dissemination Division
■■ Events Organisation and Protocol Division

■■ Media Relations Division
■■ Intranet and Internal Communication Division
■■ Online Communication Division
■■ Multimedia Support Division
■■ Public Relations and Documentation Division

TECHNICAL AND MAINTENANCE DEPARTMENT
■■ Buildings Maintenance Division
■■ Equipment and Installations Maintenance Division
■■ Administrative Maintenance and Utilities Division

HUMAN RESOURCES DEPARTMENT
■■ Organisation and Planning Division
■■ Human Resources Management Division
■■ Training and Career Development Division

LEGAL DEPARTMENT

BUDGET AND FINANCIAL ANALYSIS DEPARTMENT

■■ Legal Advice and Assistance Division
■■ Contract Assistance and Disputed Claims Division
■■ European and International Law Division

■■ Budget and Financial Analysis Division
■■ Preventive Financial Control Division
■■ Risk Monitoring Division

TRAINING AND SOCIAL EVENTS FACILITY
DEPARTMENT

SECURITY DEPARTMENT

■■ Training Support Division
■■ Social Events Division
■■ Auxiliary Activities Division
■■ Cafeteria Division
■■ Training and Social Events Units

■■ Crisis Management & Business Continuity Division
■■ Internal Protection Division
■■ Special Transport Division
■■ Security Systems Division
■■ Transport and Maintenance Division

REGIONAL BRANCHES AND AGENCIES
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Chapter 18
Financial statements
of the National Bank of Romania
as at 31 December 2019
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1. Overview
Pursuant to Law No. 312/2004 on the Statute of the National Bank of Romania,
starting with the financial year 2005, the NBR has been applying the International
Accounting Standards used by the national central banks, which are acknowledged
by the European Central Bank and for which it issued its own rules based on
EU regulations240.
The primary objective of the central bank, as stated in the same legal act, is to ensure
and maintain price stability.
By the actions taken, the National Bank of Romania implements the appropriate
monetary policy so as to achieve its primary objective and fulfils the other tasks
mentioned in the law, without focusing on business-related objectives such as profit
maximisation. Nonetheless, in its activity, the NBR has shown a steady concern for the
efficient use of the available resources, also by capping its administrative and staff
costs. In 2019, the total operational result of National Bank of Romania was positive
and increased by 27 percent from the previous year. Administrative and staff costs
stood about 8 percent lower than the budgeted figure, the ratio to total income from
the related accounts dropping to 12.3 percent in 2019 from 13.5 percent in 2018,
while the share of administrative and staff costs in total operating expenses from the
related accounts (net of revaluation losses) contracted to 22.2 percent in 2019 from
23.6 percent in 2018.
As at 31 December 2019, the National Bank of Romania reported a profit amounting
to lei 1,797,292 thousand, 52 percent or lei 613,929 thousand higher than that in the
prior year (lei 1,183,363 thousand), primarily as a result of:
▪▪ operating profit worth lei 1,905,802 thousand, up 27 percent or lei 410,104 thousand
from the previous year’s figure (lei 1,495,698 thousand);
▪▪ unrealised losses arising from the revaluation of foreign currency assets and liabilities
in the amount of lei 108,510 thousand, 65 percent or lei 205,285 thousand lower than
those reported at 31 December 2018 (lei 313,795 thousand).

240
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2. Recognition of monetary policy operations
In 2019, the NBR mopped up the net liquidity surplus in the banking system, mainly
via deposit-taking operations, while the temporary reserve deficits in February and
April were accommodated exclusively via the lending facility.
In 2019, monetary policy operations resulted in a loss in the amount of
lei 119,632 thousand, 24 percent or lei 23,458 thousand higher than the level
recorded in 2018 (lei 96,174 thousand).
The summary balance sheet as at 31 December 2019 (Table 18.1) shows the following:
▪▪ foreign assets accounted for 98.9 percent of total assets;
▪▪ currency in circulation accounted for 44.3 percent of total liabilities;
▪▪ deposits the NBR took from credit institutions as minimum required reserves
held 19.0 percent of total liabilities (11.3 percent in lei, 7.67 percent in euro and
0.03 percent in US dollars);
▪▪ deposits of the State Treasury with the NBR made up 11.9 percent of total liabilities
(0.2 percent in lei and 11.7 percent in foreign currency, of which: 1.07 percent in
US dollars and 10.63 percent in euro);
▪▪ foreign liabilities represented 8.4 percent of total liabilities.

ASSETS

Average annual
return of foreign
currency reserves
–%–

Average
annual
interest rate
–%–

LIABILITIES
Minimum required reserves 19%
(11.3% in lei and 7.7% in foreign currency:
0.03% in US dollars and 7.67% in euro)

Foreign assets
98.9%

Table 18.1
NBR balance sheet structure
as at 31 December 2019

Other assets 1.1%

Currency in circulation 44.3%
1.6

-

lei: 0.16
USD: 0.12
EUR: 0.01
-

Foreign liabilities 8.4%

0.34

Deposits of the State Treasury 11.9%
(0.2% in lei and 11.7% in foreign currency:
1.07% in US dollars and 10.63% in euro)

lei: 0.16
USD: 0.21
EUR: -0.36

Capital, reserves a.s.o. 13.1%

-

Other liabilities 3.3%

-

The NBR recorded a positive operating result while creating the necessary conditions
to ensure price stability over the medium term and maintaining financial stability,
resulting in the mentioned balance sheet structure as at 31 December 2019.
In 2019, foreign asset management resulted in an average annual return of
1.6 percent. Looking at liabilities (sources of foreign assets), the corresponding
average annual interest rates (paid by the NBR) were lower than the annual return on
assets (received by the NBR) or even negative interest rates were recorded (amounts
collected by the central bank), so that 2019 ended in an operating profit.
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Consequently, the positive financial result reported by the NBR was mainly
determined by the favourable difference between the net income from the
management of foreign currency assets and liabilities and the net costs related to the
use of monetary policy tools in the domestic market. In 2019, the net income from the
management of foreign currency assets and liabilities totalled lei 2,570,597 thousand,
while the net interest expenses associated with monetary policy operations
amounted to lei 119,632 thousand. Interest expenses associated with monetary policy
operations implicitly represent the cost of pursuing the primary objective of the
central bank set by law, i.e. to ensure and maintain price stability.

3. Recognition of foreign currency asset/liability management
operations
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Chart 18.1
Foreign assets of the NBR
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foreign currency securities
deposits
monetary gold
participating interests in international
financial institutions
other foreign assets*

At end-2019, the lei value of
foreign assets increased by
lei 4,221,188 thousand or
2.2 percent in nominal terms from
31 December 2018, decreasing
however by lei 3,379,683 thousand or
1.7 percent in real terms (Chart 18.1).

An adequate level of international
reserves is one of the most important
factors supporting a country’s
external creditworthiness; as far
*) current account in SDR with the IMF, foreign
currency placements, foreign currency loans,
as the National Bank of Romania is
other foreign assets TARGET2
concerned, foreign assets accounted
for around 98.9 percent of total assets
as at 31 December 2019. According to the report of the external auditor, the financial
statements provide a true and fair view of the bank’s financial position at end-2019,
as well as of its financial performance for the year ended 31 December 2019.
lei thousand

Table 18.2
Result of transactions
conducted in 2019

Income

Expenses

Profit/Loss

Foreign currency securities

1,887,736

1,188,841

698,895

Other foreign currency holdings and operations

2,212,620

340,597

1,872,023

Gold

-

321

-321

Total

4,100,356

1,529,759

2,570,597

In 2019, the management of foreign currency assets and liabilities generated income
equalling lei 4,100,356 thousand and expenses totalling lei 1,529,759 thousand, which
entailed a profit amounting to lei 2,570,597 thousand (Table 18.2). The positive result
owed to the high-quality management of foreign assets (accounting for the largest
share of the central bank’s total assets).
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4. Effects of changes in the exchange rates and in the market
prices of international reserve assets
Given the objective need to preserve relatively high foreign exchange reserves
and a diversified currency composition of reserves with a view to securing external
creditworthiness, the exchange rate movements in international markets generate
revaluation differences of some foreign currency positions.
At the end of the financial year, the effects of changes in the exchange rate of the leu
versus the euro and of the currencies making up foreign currency reserves versus the
euro are measured based on the difference between the revaluation rate241 and the
average cost of the foreign currency positions held by the central bank.
Moreover, the effects of the changes in the market prices of international reserve
assets are measured based on the difference between the market price of assets
(gold and foreign currency securities) and their average cost or net average cost.
Thus, as at 31 December 2019, significant unrealised gains arising from the
revaluation of foreign currency holdings, foreign currency securities, monetary
gold and other precious metals (totalling lei 22,678,369 thousand, i.e. 40 percent
higher than as at 31 December 2018) were registered in the “Special revaluation
account”, consolidating the NBR’s equity. Unrealised losses (in the amount of
lei 108,510 thousand, i.e. 65 percent lower than as at 31 December 2018), recorded
in the profit and loss account as expenses as at 31 December 2019, arise from the
revaluation of foreign currency securities holdings (Table 18.3).
lei thousand
Unrealised gains
(recognised in the special
revaluation account
under liabilities)

Unrealised losses
(recognised in
the profit and
loss account)

141,781

108,510

Other foreign currency holdings

4,966,951

-

Gold and other precious metals

17,569,637

-

Total

22,678,369

108,510

Foreign currency securities
Table 18.3
Revaluation differences
as at 31 December 2019

5. The NBR’s 2019 income and expenditure budget
The income and expenditure budget defines the annual financial framework that
ensures the adequate funding sources for the central bank’s activity in order to
fulfil its primary objective and legal tasks, in accordance with the provisions of
Law No. 312/2004 on the Statute of the National Bank of Romania and in compliance

241
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of the month. It is used for the revaluation of foreign currency positions.
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with the principle of financial independence applicable to central banks that are
ESCB members.
The National Bank of Romania is fully funded from own income generated as a result
of the operations specific to central banks, and ensuring budget balance and capping
the bank’s administrative and staff costs are among the steady concerns for the good
financial management of resources.
Drawing up the 2019 income and expenditure budget took into account a further
prudent approach in sizing income and expenditure, which are so projected to ensure
budget balance via the realistic financial reflection of the specific parameters with
a significant budget impact. Given the global economic and financial environment,
characterised by a high level of uncertainty, the possible subsequent materialisation
of some changes in exogenous components was also taken into consideration,
including developments in foreign interest rates, in the yields of government bonds
purchased on the international market and in the exchange rates of the currencies
making up foreign currency reserves.
The total income earned by the NBR in 2019 amounted to lei 3,069,418 thousand,
which shows a budget execution rate of 122.6 percent compared to the budgetary
provisions (Table 18.4). These dynamics of total income were driven by the favourable
developments in most income categories, with the evolution of income from foreign
currency operations having a significant positive impact.
In 2019, total expenses amounted to lei 1,272,126 thousand, their execution rate
standing at 73.5 percent versus the budgetary provisions. The breakdown shows that
the larger two-way differences recorded between the actual figures and the planned
levels for the expenditure categories reflecting the costs of the fulfilment of the
central bank’s objectives are mainly determined by the developments in exogenous
factors throughout the year compared to the estimations taken into account for
substantiating the budgetary provisions.
The financial result at end-2019, i.e. a profit totalling lei 1,797,292 thousand, is higher
by lei 1,024,479 thousand than the budgeted figure (+132.6 percent) amounting to
lei 772,813 thousand, primarily as a result of exceeding the planned levels of total
income.
For details on the contents of income and expenses categories for 2019, see the
explanatory notes of the income statement in the financial statements.
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2019

Total income,

Execution
rate

Budgeted

Actual

lei thousand

lei thousand

%

(1)

(2)

(3)=(2)/(1)

2,502,921

3,069,418

122.6

899,302

792,342

88.1

out of which:
Interest income
Fees and commissions income
Income from foreign currency operations
Income from securities operations

125,755

131,908

104.9

1,337,337

1,930,859

144.4

115,087

183,404

159.4

Income from operations with precious metals

1

1

100.0

Income from provisions

-

1,185

-

Other income from specific operations
Other income
Total expenses,

8,964

10,215

114.0

16,474

19,504

118.4

1,730,107

1,272,126

73.5

out of which:
417,290

438,041

105.0

Fees and commissions expenses

Interest expenses

13,199

13,961

105.8

Expenses from foreign currency operations

51,121

21,265

41.6

Expenses from securities operations
Expenses from operations with precious metals

254

8.7

426

322

75.7

Expenses (unrealized losses) from unfavorable
revaluation differences

500,000

108,510

21.7

Currency issue expenses

157,365

154,791

98.4

Expenses with provisions
Other expenses from specific operations
Staff costs

Table 18.4
Income and expenditure
budget for 2019

2,934

-

3,341

-

20,958

8,493

40.5

340,124

333,698

98.1

Administrative expenses

84,802

56,194

66.3

Depreciation of tangible and intangible fixed assets

73,970

81,170

109.7

Other operating expenses
Net profit for the year

67,919

52,086

76.7

772,813

1,797,292

232.6

6. Conclusions
The financial position of the National Bank of Romania was further solid, the
institution’s equity being markedly positive at 31 December 2019 (lei 25,562,827
thousand, i.e. up by 36 percent from 31 December 2018; Table 18.5). This includes
the following items:
▪▪ statutory capital, fully provided by the state, amounting to lei 30,000 thousand;
▪▪ own reserves created by the bank’s activity, totalling lei 2,710,543 thousand, reflecting
an efficient management of the resources available to the bank; these include:
reserves built up by yearly distributions, over time, of the bank’s profit (materialised
especially in statutory reserves and own sources for investment financing), reserves
from the revaluation of bank’s fixed assets, and other reserves;
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▪▪ special revaluation account, recording a significant amount of lei 22,678,369 thousand
(up by 40 percent from 31 December 2018), due to the favourable evolution of the
market price of monetary gold holdings and to the positive differences recorded by
foreign currency assets;
▪▪ profit for the year, totalling lei 1,797,292 thousand;
▪▪ profit distribution at 31 December for the annual distributions set by law (increasing
the statutory reserves by an amount of lei 215,872 thousand, and paying to the state
budget an amount of lei 1,437,506 thousand representing its share of 80 percent of
the bank’s net income).
The central bank’s equity was 36 percent higher compared to the 2018 figure
(lei 18,795,544 thousand), as a result of the increase in the value of all its
components (Table 18.5). Chiefly noticeable are the 40 percent higher unrealised
gains from the revaluation of holdings of monetary gold and foreign currency as
at 31 December 2019 (recorded in the “Special revaluation account”), as well as the
increase by 12 percent in reserves (especially following the rise in statutory reserves
due to the 2019 profit distribution).
31 December 2019
(lei thousand)

31 December 2018
(lei thousand)

30,000

30,000

Capital
Reserves
Special revaluation account

Table 18.5
Equity

Percentage change
(%)
-

2,710,543

2,424,432

12

22,678,369

16,246,442

40

Result for the year

1,797,292

1,183,363

52

Profit distribution

-1,653,377

-1,088,693

52

Total

25,562,827

18,795,544

36

The operating financial result for 2019 was substantial, consisting of a profit worth
lei 1,905,802 thousand, up 27 percent from that recorded in 2018, mainly following
the higher profit from the management of foreign currency assets and liabilities
(Table 18.6).
Operating result (lei thousand)
Activity
Monetary policy
Management of foreign currency assets
and liabilities
Table 18.6
Operating result for financial
years 2018 and 2019

Currency issue and payment settlement
Other operations
Total operating result

2019

Annual change

2018

%

-119,632

-96,174

24

2,570,597

2,087,794

23

-39,363

-40,609

-3

-505,800

-455,313

11

1,905,802

1,495,698

27

Profit distribution for the financial year 2019. Pursuant to Article 43 of Law
No. 312/2004 on the Statute of the National Bank of Romania, the largest part of the
profit, i.e. lei 1,437,506 thousand, representing a share of 80 percent of the bank’s net
income, was transferred to the state budget. In addition, an amount of lei 215,872
thousand was allocated to increase the statutory reserves (accounting for 60 percent
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of the profit that remained after deducting the share of 80 percent of the bank’s net
income owed to the state). The remaining profit amounting to lei 143,914 thousand
is to be distributed in 2020 in line with the legal provisions.
To sum up, in 2019 the National Bank of Romania further strengthened its financial
position, in the context of pursuing its objective to maintain price stability and of
ensuring an efficient management of foreign currency assets and liabilities.
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BALANCE SHEET AS AT 31 DECEMBER 2019
lei thousand
Note
Cash and other cash equivalents
Precious metals and stones,

31 December
2019

31 December
2018

37,536

46,607

256,360

209,458

213,025

174,129

43,335

35,329

192,361,549

188,140,361

out of which:
Non-monetary gold
Other precious metals and stones
Foreign assets,
out of which:
Current account in SDR with the IMF

4

5,831,674

5,597,993

Monetary gold

5

21,600,013

17,396,385

Demand deposits placed

6

25,063,486

41,603,652

Term deposits placed

7

1,704,320

466,390

Placements in foreign currencies

8

2,492,514

2,317,724

Securities in foreign currencies

9

119,892,562

101,571,381

Loans in foreign currencies

10

1,784,423

2,216,447

Participating interests in international financial
institutions,

11

10,847,082

10,381,794

10,695,181

10,232,280

3,145,475

6,588,595

-

-

-

-

out of which: quota at the IMF
Other foreign assets TARGET2
Loans to domestic credit institutions,

12

out of which:
Loans granted to domestic credit institutions
Loans under litigation
Provisions for credit risk – principal
Other assets

24,234

25,009

(24,234)

(25,009)

1,284,343

1,399,010

out of which:
Loans to employees
Tangible and intangible fixed assets

13

Inventories
Participating interests

14

Settlement account with the State Budget

15

Accruals and prepaid expenses
Revaluation differences for off-balance sheet
items
Other assets

9

17

1,245,036

1,299,286

3,667

3,775

2,327

2,325

-

82,048

9,737

11,070

550

-

94,233

69,160

22,458

20,595

out of which:
Goods of numismatic, philatelic, historical,
cultural, artistic importance
Provisions for doubtful assets

16

Accrued interest receivables

(71,216)

(68,671)

616,336

457,131

Accrued interest receivable

17

622,404

463,199

Provisions for credit risk – interest

18

(6,068)

(6,068)

194,556,124

190,252,567

Total assets

Notes from page 333 to 366 are an integral part of these financial statements.
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BALANCE SHEET AS AT 31 DECEMBER 2019
lei thousand
Note
Currency in circulation

19

Foreign liabilities,

31 December
2019

31 December
2018

86,235,593

79,733,877

16,512,234

15,822,285

10,695,842

10,232,911

1,956

26,594

out of which:
To international financial institutions

20

Demand deposits taken
Counterpart of special drawing rights allocated
by the IMF

21

5,814,436

5,562,780

Due to domestic credit institutions and
other financial institutions,

22

43,057,228

38,367,447

Current accounts of the domestic credit
institutions (including minimum reserve in RON)

22,020,652

20,621,407

Amounts withheld under special arrangements

4,022

4,340

Deposits of the domestic credit institutions

2,890,000

503,310

Deposits of the financial institutions at NBR

-

-

14,996,115

10,649,515

965

280

out of which:

Foreign currency minimum reserves
Accounts of bankrupt credit institutions
Other liabilities TARGET2
Current account of the State Treasury

23

Other liabilities

3,145,474

6,588,595

23,101,090

37,424,485

64,588

76,432

24,304

25,503

out of which:
Sundry creditors
Salaries and other personnel related
liabilities

77

82

Settlement account with the State Budget

15,203

10,270

Accruals and income collected in advance

131

4,987

Revaluation differences for off-balance
sheet items
Other liabilities
Accrued interest payables

24

Capital and reserves,

-

4,305

24,873

31,285

22,564

32,497

25,562,827

18,795,544

out of which:
Capital

30,000

30,000

Reserves

26

2,710,543

2,424,432

Special revaluation account

27

22,678,369

16,246,442

1,797,292

1,183,363

Profit for the year
Profit distribution for the year
Total liabilities and equity

40

(1,653,377)

(1,088,693)

194,556,124

190,252,567

The financial statements were approved by the Board of Directors on 20 May 2020
and were signed on its behalf by:
Governor
Mr. Mugur Isărescu
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INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2019
lei thousand
Note

31 December
2019

31 December
2018

Interest income

28

792,342

762,745

Interest expense

29

(438,041)

(433,651)

354,301

329,094

Net result from interest
Fees and commissions income

30

131,908

126,294

Fees and commissions expense

31

(13,961)

(15,789)

117,947

110,505

Net result from fees and commissions
Net realized gains arising from foreign
currencies operations

32

1,909,594

1,599,771

Net realized gains arising from securities
operations

33

183,150

56,088

Realized losses arising from precious metals
operations

34

(321)

(345)

Unrealized losses from revaluation differences

35

Net result of financial operations
Currency issue expenses

36

(108,510)

(313,795)

1,983,913

1,341,719

(154,791)

(145,983)

Expenses/incomes from provisions

(2,156)

(2,875)

Other expenses from specific operations

(8,493)

(5,547)

Other income from specific operations

10,215

7,429

(155,225)

(146,976)

19,504

18,274

Net result of specific operations
Other income
Staff costs

(333,698)

(300,770)

Administrative expenses

(56,194)

(50,081)

Depreciation of tangible and intangible
fixed assets

(81,170)

(68,293)

Net unrealized gains from buildings
and land revaluation
Other operating expenses
Net profit for the year
Quota for the state budget

37

-

1,460

(52,086)

(51,569)

1,797,292

1,183,363

1,437,506

946,690

The financial statements were approved by the Board of Directors on 20 May 2020
and were signed on its behalf by:
Governor
Mr. Mugur Isărescu
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Notes to the financial statements
for the year ended at 31 December 2019
1. General information
The National Bank of Romania (the “Bank” or “NBR”) was set up in 1880 as the Central
Bank of Romania. The current registered headquarters are located in 25 Lipscani
Street, Bucharest, Romania. In accordance with the legislation, the Bank is managed
by nine members of the Board of Directors. The executive management of the
Bank is exercised by the Governor (Mr. Mugur Isărescu), the First Deputy Governor
(Mr. Florin Georgescu) and two Deputy Governors (Mr. Eugen Nicolaescu and
Mr. Leonardo Badea). The other 5 members of the Board of Directors are:
Mr. Csaba Balint, Mr. Gheorghe Gherghina, Mr. Cristian Popa, Mr. Dan Radu Rușanu
and Mr. Virgiliu Stoenescu. The Parliament appoints the members of the Board of
Directors for a period of five years. The Bank is fully owned by the Romanian State.
The actual number of employees as at 31 December 2019 is of 2,064 (31 December 2018:
2,013 employees).
In 2019, the Bank’s operations were governed by the “Law on the Statute of the
National Bank of Romania” (Law no. 312/2004), effective since 31 July 2004, except for
a number of provisions related to statutory financial reporting that became effective
commencing on 1 January 2005. The purpose of the Law no. 312/2004 is to ensure the
compliance of the NBR statute with the European Union legislation and, particularly,
with the provisions of the European Community Treaty regarding the independence
of the Central Bank.
In accordance with the legislation in force, the primary objective of the Bank is to
ensure and maintain price stability. Furthermore, the Bank has the exclusive right
to issue banknotes and coins and the responsibility to regulate and supervise the
Romanian banking system.

2. Significant accounting policies
a) Statement of compliance
The financial statements of the NBR are prepared in accordance with the Norm
for organizing and conducting the accounting of the National Bank of Romania
no. 1/2007, as subsequently amended and supplemented (no. 1/2008, no. 3/2008,
no. 1/2010, no. 2/2010, no. 4/2011, no. 1/2014, no. 1/2017, no. 1/2018 and no. 1/2019)
and include the balance sheet, the income statement and the explanatory notes.
The NBR Norm no. 1/2007 as subsequently amended and supplemented lays down
the basic accounting principles and rules, the structure and the content of the
annual financial statements having as a general purpose the compliance with the
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provisions of the accounting standards applicable to central banks and recognized
by the European Central Bank (i.e.: Guideline ECB/34/2016), except the formats which
are mandatory only in case of reporting data to the ECB for Eurosystem financial
reporting purposes.
b) Basis of preparation
The financial statements are prepared on a going concern basis and are presented in
Romanian lei (RON), rounded to the nearest thousand. They are prepared under the
historical cost convention, except for the gold and foreign currency securities booked
at market value, respectively buildings and land at fair value. Income and expenses
are recognized in the accounting period in which they are earned or incurred,
according to the accruals principle.
c) The transfer of the Bank’s net revenues to the State Budget
The Bank is exempt from paying income tax, but in accordance with the Law
no. 312/2004, it distributes a share of 80% of the net revenues to the State Budget
on a monthly basis after deducting the expenses related to the financial year (except
for other than credit risk provision expenses) and the loss related to previous financial
years that remained uncovered from other sources.
The final adjustments related to the financial statements are performed until the
deadline for submitting the annual financial statements, according to the law, based
on a special rectifying statement.
d) Significant accounting principles
Substance over form: transactions are accounted for and presented in accordance with
their substance and economic reality and not merely with their legal form.
Prudence: the valuation of assets and liabilities, as well as the revenues and expenses
recognition are carried out prudently.
However, prudence does not allow for a deliberate understatement of assets and
income or overstatement of liabilities and expenses.
Going concern principle: the NBR as the central bank of Romania will function for the
foreseeable future.
Comparability: the criteria for evaluation of the balance sheet items and for results
recognition must be consistently applied in order to ensure the comparability of data
in the financial statements.
Events subsequent to the balance sheet date: assets and liabilities are adjusted for
events that occur between the annual balance sheet date and the date on which the
financial statements are approved by the Board of Directors, if these events affect the
condition of assets or liabilities existing at the balance sheet date. No adjustment is
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made, but disclosure is required, for those events occurring after the balance sheet
date that do not affect the condition of assets and liabilities at the balance sheet date,
but which are of such importance that non-disclosure would affect the ability of the
users of the financial statements to make proper evaluations and decisions.
Materiality: deviations from the accounting rules, including those affecting the
income statement, are allowed only if they can reasonably be judged to be immaterial
for the overall context and for the presentation of the Bank’s financial statements.
The accruals principle: income and expenses are recognized in the accounting period
in which they are earned or incurred and not in the period in which they are collected
or paid.
Faithful representation: to be credible, the information must accurately present the
transactions and other events that it aims to present.
Neutrality: the information contained in the financial statements must be neutral,
i.e. free from influence and without the aim of achieving a predetermined result or
objective.
Financial year cut-off: all revenues and expenses of the corresponding financial
exercise will be considered, without considering the date of the amounts’ receipt or
payment.
Intangibility of the opening balance sheet: the opening balance sheet of a financial year
must correspond to the closing balance sheet of the previous year, except for the
corrections imposed by the legislation in force.
Principle of non-compensation: the values of the assets cannot be compensated
with the values of the liabilities, nor the income with the expenses, except for the
compensations allowed by the legislation in force.
Deviations from accounting principles: deviations from these general principles will be
allowed only in exceptional cases. The explanatory notes will present the deviations,
their reasons and an evaluation of the effect of the deviations on the Bank’s debts, the
financial position and the financial result.
e) Estimates
In preparing the financial statements in accordance with the provisions of the Norm
no. 1/2007, as subsequently amended and supplemented, the management is
required to make estimates and assumptions that affect the reported amounts for
assets, liabilities, revenues and expenses for the reporting period. Actual results could
differ from these estimates. The estimates are periodically revised and, if necessary,
adjustments are recorded in the income statement of the period when they occur.
Although these individual estimates carry a degree of uncertainty, their cumulative
effect on the financial statements is deemed immaterial.
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f) Recognition of assets and liabilities
Financial and other assets/liabilities are recognized in the balance sheet only when:
▪▪ it is probable that future economic benefits associated with the asset/liability will flow
in or out of the Bank’s patrimony;
▪▪ all the risks and benefits associated with the asset/liability have been effectively
transferred to/from the Bank; and
▪▪ assets and liabilities values can be reliably measured.
Financial assets and liabilities are initially recognized at acquisition value, as presented
hereinafter.
g) Foreign currency position
The currency position represents the net balance in a certain currency, determined as
the difference between total receivables (balance sheet assets and off balance sheet
accounts similar to assets) and total payables (balance sheet liabilities and off balance
sheet accounts similar to liabilities) denominated in the respective currency, with
some exceptions. Monetary gold is considered as a foreign currency, representing the
gold position. The SDR currency is considered as a distinct currency; transactions that
affect the SDR net position are either denominated in SDR or transactions that follow
the structure of the SDR basket.
Items that are not included in the foreign currency position are: cash in foreign
currencies, foreign currencies in transit, sundry creditors, sundry debtors, settlement
accounts and prepayments.
h) Average cost method
The average cost method applies to the following:
▪▪ the foreign currency position, including SDR;
▪▪ the monetary gold position;
▪▪ the foreign currency securities portfolio – for each ISIN/CUSIP (security series).
The average cost of the foreign currency holdings is calculated daily as an indirect
foreign exchange quotation (RON/1 foreign currency unit). For the long foreign
currency position, net purchases of currencies made during the day, considered at the
average cost of the purchases made during the day, are added to the previous day’s
closing balance, in order to determine the new average cost of the position. In case of
net sales, the average cost of the foreign currency position remains unchanged.
The same principles apply to the gold holdings.
The average cost of the foreign currency securities holdings is determined for each
ISIN/CUSIP (security series) by dividing the transaction value of the entire holding
to the nominal value of the holding. For each security series, all purchases made
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during the day are added to the previous day’s holding to determine a new weighted
average cost.
The net average cost of the foreign currency securities is determined for each security
series by dividing the holding at average cost – adjusted with the cumulated premium
or discount amortization – to the corresponding nominal value of the holding.
Premiums or discounts resulting from the securities purchase are amortized over the
remaining life of the securities using the internal rate of return method.
The gains or losses resulting from transactions in foreign currencies or monetary gold
and from transactions with foreign currencies securities are determined based on the
average cost of the respective holding (Note 2i and Note 2j).
In accordance with the revaluation procedure (Note 2p), at the end of the financial
year, the revaluation rate and the revaluation price of the securities become the new
average cost of the foreign currency holding and the new net average cost of the
foreign currency securities, provided that unrealized losses for the respective foreign
currency position or holding of ISIN/CUSIP have been recorded as expenses as at
31 December.
i) Foreign currency transactions
The operations denominated in foreign currencies are converted into RON at the
official exchange rate valid on the trade date. The monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are converted into RON
at the exchange rate valid at that date.
The deposits denominated in foreign currency (sight and term) – in accounts held
with international institutions, central banks, foreign banks, etc. – are booked at their
nominal value. Interest receivable is recorded according to the accruals principle.
Forward and spot foreign currencies purchases and sales performed as part of foreign
currency/RON swaps are recognized in off-balance-sheet accounts from the trade
date until the settlement date at the spot rate of the transactions and recognized
in balance-sheet accounts on settlement date. The difference between spot and
forward rates is treated as payable or receivable interest. The foreign currency position
is affected by the accrued interest payables or receivables denominated in foreign
currency.
In accordance with the average cost method for long foreign currency position,
any sale of foreign currency (outflow from the foreign currency position) generates
realized gain/loss calculated as follows:
▪▪ if the daily acquisitions exceed the daily sales, then the gain/loss arising from the daily
sales is computed as the total sales multiplied by the difference between the average
price of the daily sales and the average cost of the daily acquisitions;
▪▪ if the daily sales exceed the daily acquisitions, then the gain/loss arising from the daily
sales is computed as the sum of the following:
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– the gain/loss arising from the sales covered by the daily acquisitions, computed as the
total daily acquisitions multiplied by the difference between the average price of the
daily sales and the average cost of the daily acquisitions;
– the gain/loss arising from the sales covered by the previous day’s foreign currency
holdings, computed as the daily net sales multiplied by the difference between the
average price of the daily sales and the average cost of the respective foreign currency
position on the preceding day.
In case of a short position for a foreign currency or gold, the reverse treatment to the
above-mentioned approach is applied. Thus, the average cost of the liability position
is affected by net outflows, while net inflows reduce the position at the existing
average cost and generate realized gains or losses.
j) Foreign currency securities
Premiums/discounts arising from the securities acquisitions are amortized over the
remaining life of the securities using the internal rate of return method.
The amortization of the discount/premium is booked daily based on the accruals
principle and is disclosed as part of the interest income/expense. The accrued interest
receivables for securities in foreign currencies are calculated and recorded on a
daily basis, based on the accruals principle, being converted into RON at the Bank’s
exchange rate of the day.
The gain/loss arising on sale of securities is determined as the nominal value of the
securities sold multiplied with the difference between the sale price and the average
cost of the respective security. The components of the aforementioned gain/loss are
the following:
▪▪ the market price effect, representing the nominal value of the securities sold
multiplied with the difference between the sale price and the net average cost of the
respective security – booked in the profit and loss account on the settlement date;
▪▪ the interest rate effect, representing the nominal value of the securities sold
multiplied with the difference between the net average cost and the average cost
of the respective security – booked in the profit and loss account through the daily
amortization of the related premiums/discounts on foreign currency securities.
The gain/loss from the mark-to-market revaluation is determined as the difference
between the market price and the net average cost.
The Bank performs securities lending under a program conducted by a European
Bank. The Bank records the income from commissions and books in the off-balance
sheet accounts the securities lent and the securities received as collateral. The
transactions are recorded on the balance sheet, at least at the end of the reporting
period, if the collateral is provided in the form of cash, placed on an NBR’s account,
and if this cash is still not invested.
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k) Loans to domestic credit institutions and other entities
Loans are disclosed in the balance sheet at the value of the outstanding principal,
adjusted with the provision for credit risk, in order to reflect the recoverable amount.
Likewise, this balance sheet item includes the loans granted to credit institutions
based on securities transfers accompanied by a repurchase arrangement.
l) Participating interests
In accordance with the Norm no. 1/2007 as subsequently amended and
supplemented, the participating interests, including those reflecting a significant
influence, are booked at cost.
m) Tangible and intangible fixed assets
The tangible and intangible fixed assets are presented in the financial statements at
cost or revalued cost, less any accumulated amortization.
At least once in 3 years, the fixed assets in the categories Buildings and Land are
revaluated. The resulting favorable differences are booked as Reserves if no previous
decrease was recognized as an expense; favorable differences are booked as income
to compensate the previous expense representing a decrease of the asset value.
The resulting unfavorable differences are compensated with the previous favorable
revaluation differences for each asset; the remaining unfavorable differences are
booked as expenses.
All maintenance and current repair operations (which do not upgrade the initial
characteristics of fixed assets), the periodical and occasional revisions, the service
operations are recognized in the income statement, irrespective of their value;
their value is not included in the value of the fixed assets.
Other repair costs are booked in the income statement if their individual value is less
than the threshold laid down in the NBR Norm no. 1/2014; if the individual value of
these operations is equal to or higher than the aforementioned threshold and the
operations improve the technical parameters of the fixed assets, or if the operations
are mandatory for securing a normal functioning of the assets, the costs increase the
value of the fixed assets.
Any expense related to the replacement at various times of components/parts are
booked in the income statement if their individual value is less than the threshold
laid down in the NBR Norm no. 1/2014; if their individual value is higher than the
aforementioned threshold, the costs increase the value of the fixed assets.
Expenses related to construction of property are capitalized and amortized once the
assets are put in use.
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The amortization is calculated on a straight-line basis over the estimated useful life
of each class of tangible assets. The amortization is accounted for as a write – down
of the value of the property and equipment items. Land is not depreciated. The legal
useful life for each category is as follows:

Buildings
Equipment
Motor vehicles
Computer equipment (hardware and software)

20-60 years
5-20 years
5 years
3-5 years

n) Adjustments for the impairment of assets
As part of its monetary and exchange rate policies, the Bank is entitled to grant
loans to domestic credit institutions. The Bank books credit risk provisions for the
impairment of such loans, in accordance with its own norms, drawn up under the
approval of the Board of Directors and the advisory approval of the Ministry of Public
Finance.
Adjustments for the impairment of loans are charged to the income statement as
specific expenses and are offset against the carrying value of the loans and accrued
interest receivables.
Loans are written off and charged to the income statement as they become
unrecoverable and all the legal procedures have been carried out for their recovery.
The adjustments for the impairment of assets, other than those for credit risk, are
deducted from the profit remaining after transferring to the State Budget the share of
80% of the Bank’s net revenues. Financial assets are reviewed to determine whether
there is any indication of impairment. If any such indication occurs, the asset’s
recoverable amount is estimated. An impairment loss is recognized whenever the
carrying amount of an asset exceeds its recoverable amount.
The adjustments for the impairment of tangible and intangible fixed assets are
fully/partially reversed if there has been a change in the estimates previously used
to determine the recoverable amount of the respective assets. A provision for
impairment is fully/partially reversed only to the extent that the asset’s carrying
amount does not exceed the net carrying amount that would have been determined
if no impairment provision had been recognized in previous years.
o) Currency in circulation
The Bank elaborates the program for banknotes and coins issuance, it provides the
related printing, distribution and administration services for the currency reserve,
in order to meet the cash requirements in accordance with the real needs for currency
in circulation.
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The currency in circulation is booked at the nominal value of the banknotes and coins
which are actually put into circulation.
The costs of printing and minting coins are booked as expenses on the date of
reception in the reserve fund.
p) Revaluation
The revaluation of currency positions is performed on a monthly basis and booked in
the special revaluation account, as the difference between the revaluation exchange
rate (the official rate calculated and published on the last working day of the month)
and the average cost of the foreign currency position. The assets (participation
with the IMF) and liabilities (allocations and deposit from the IMF) denominated in
SDR are also revalued on 30 April and 31 December, based on the exchange rates
communicated by the International Monetary Fund.
The mark-to-market is performed on a monthly basis both for the holdings of
monetary gold/silver and for the foreign currency securities, with the exceptions
listed below; the revaluation differences are recorded in balance-sheet adjustments
accounts. The revaluation of gold is performed based on the price in RON per defined
weight unit of gold, derived from the RON/USD exchange rate and the fixing quotation
on the London Bullion Market. The revaluation of securities denominated in foreign
currencies is performed by comparing the mid-market price at the end of the last
working day of the month with the net average cost of the respective foreign currency
security holding. Short-term securities commercial paper types are booked at cost plus
accumulated discount (these instruments are not traded on a secondary market).
Offsetting unrealized losses for securities, currencies or gold against unrealized gains
in other securities, currencies or gold is not allowed.
At the end of the financial year, the unrealized losses resulting from the revaluation
of assets and liabilities are charged to the income statement without the possibility
of subsequent cancellation against new unrealized gains obtained in future financial
periods.
Subsequently, the average cost of the foreign currency position, i.e. the net average
cost of the foreign currency securities for which revaluation differences were
recognized as expenses, becomes equal with the revaluation rate, i.e. the market price
of the securities. At the end of the financial year, the unrealized gains resulting from
the revaluation of assets and liabilities are booked in the special revaluation account.
q) Pension obligations and employee benefits
The Bank makes payments to the Romanian State funds for its Romanian employees
for pension, healthcare and unemployment benefits. During 2019, as well as during
the previous years, all the employees of the Bank were included in the State pension
system. Also, starting with the year 2007, according to the legal framework, all eligible
employees of the Bank have been included in the private pension system.
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In compliance with the collective labor agreement currently in force, at the retirement
of its employees, the Bank pays benefits based on the salary as at the date of
retirement and on the number of years of working with NBR. The collective labor
agreement is subject to the annual approval of the Board of Directors. The Bank
recognizes the retirement benefits on the date when the employee’s individual
employment contract expires.
r) Income and expense recognition
Income and expenses are recognized in accordance with the accruals principle.
The losses or gains arising from the sale of foreign currencies, gold or securities
holdings are accounted for in the income statement. These realized gains/losses are
determined as the difference between the sale price and the average cost of the
respective asset.
The unrealized revaluation gains are not recognized as income, but they are booked
in the special revaluation account.
There is no netting of unrealized losses for securities, currencies or gold against
unrealized gains in other securities, currencies or gold. At the end of the year, the
unrealized losses for other assets are charged to the income statement if they exceed
the revaluation gains previously recorded in the corresponding revaluation account.
s) Capital and statutory reserves
The capital is fully owned by the Romanian State and it is not divided into shares.
As at 31 December 2019 and 31 December 2018 the Bank’s capital amounted to
RON 30,000 thousand.
The statutory reserves have been set up on 1 January 2005 in accordance with the
Law no. 312/2004, incorporating the remaining balance of the reserve fund.
As at both 31 December 2019 and 2018, the statutory reserves were increased by
distributing 60% of the annual profit that remained after paying to the State its share
of 80% of the Bank’s net revenues.
t) Profit distribution
The 2019 remaining profit (after distribution to the State Budget of its share of 80%
of the Bank’s net revenues) is distributed in accordance with the Law no. 312/2004
regarding the Statute of the National Bank of Romania (Note 40).

3. Risk management policies
The main risks associated with the activities of the Bank are financial and operational
risks, arising from the responsibility of the Bank to ensure and maintain price stability.
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The main types of financial risks to which the Bank is exposed are credit risk, liquidity
risk and market risk. Market risk includes currency risk, interest rate risk and price risk.
a) Credit risk
The Bank is exposed to credit risk as a result of its trading, lending and investment
activities.
The credit risk associated with trading and investing activities is managed through the
Bank’s managing international reserves procedures. The risk is mitigated by selecting
counterparties with the highest credit ratings, by monitoring their activities and
ratings, as well as by using the exposure limits method.
The eligible issuers approved by the Board of Directors as part of the multi-annual
foreign reserves administration strategy for 2018-2019 are: (i) the USA government;
(ii) governmental agencies or agencies sponsored by the USA government;
(iii) governments of the European Union member states; (iv) governmental agencies
or agencies sponsored by the European Union member states governments; (v) the
Japanese government; (vi) other governments rated at least A-; (vii) supranational
institutions; (viii) private entities issuing assets-collateralized bonds.
The Bank’s credit risk arising from granting short-term loans in RON to domestic credit
institutions is managed based on specific instruments. The amount of credit exposure
in this regard is represented by the carrying amounts of the loans on the balance
sheet. Short-term loans in RON extended to banks are normally secured with eligible
assets (by example: treasury securities issued by the Romanian Government).
However, the Bank may, in special circumstances, grant unsecured loans to banks and
other credit institutions in order to prevent systemic crises.
The structure of the foreign assets and related interest accruals by geographical areas
of the counterparties in case is presented in the following table.
lei thousand
31 December 2019

31 December 2018

106,420,953

104,756,361

USA

30,822,909

36,135,594

Others

55,733,939

47,705,404

192,977,801

188,597,359

EURO zone

Total

b) Liquidity risk
The Bank is the last resort lender to credit institutions in Romania. The main objective
of its daily operations is to ensure adequate liquidity on the domestic market.
The Bank also manages the foreign currency reserves, through planning and
diversification, in order to ensure that foreign exchange obligations are timely met.
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The breakdown of the Bank’s liabilities (RON thousand) by maturities as at
31 December 2019 is the following:
As at 31 December 2019:
lei thousand
Maturity
Up to
1 month,
inclusively

Over 1 month
to 3 months
inclusively

Over
3 months

Currency in circulation
Due to international financial
institutions
Demand deposits taken

Amounts withheld under special
arrangements
Deposits of the domestic credit
institutions
Foreign currency minimum reserves
Accounts of bankrupt credit institutions

86 235 593

86 235 593

10,695,842

10,695,842

1,956

1,956

Counterpart of special drawing rights
allocated by the IMF
Current accounts of the domestic credit
institutions

Total
No maturity

5,814,436

5,814,436

22,020,652

22,020,652

4,022

4,022

2,890,000

2,890,000

14,996,115

14,996,115

965

965

Other liabilities of credit institutions –
TARGET2

3,145,474

3,145,474

Current account of the State Treasury

23,101,090

23,101,090

Other liabilities
Total*

87,152

87,152

66,247,426

-

- 102,745,871 168,993,297

*) it does not include the Bank’s capital, funds and reserves

As at 31 December 2018:
lei thousand
Maturity
Up to
1 month,
inclusively

Over 1 month
to 3 months
inclusively

Over
3 months

Currency in circulation
Due to international financial
institutions
Demand deposits taken

Amounts withheld under special
arrangements
Deposits of the domestic credit
institutions
Foreign currency minimum reserves
Accounts of bankrupt credit institutions

No maturity

79,733,877

79,733,877

10,232,911

10,232,911

26,594

26,594

Counterpart of special drawing rights
allocated by the IMF
Current accounts of the domestic credit
institutions

Total

5,562,780

5,562,780

20,621,407

20,621,407

4,340

4,340

503,310

503,310

10,649,515

10,649,515

280

280

Other liabilities of credit institutions –
TARGET2

6,588,595

6,588,595

Current account of the State Treasury

37,424,485

37,424,485

Other liabilities
Total*

108,929
75,927,455

108,929
-

-

95,529,568 171,457,023

*) it does not include the the Bank’s capital, funds and reserves
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c) Market risk – generated by changes in the value of assets and liabilities held, as
presented below:
(i) Interest rate risk
The Bank faces interest rate risk, mainly due to exposure to unfavorable market
interest rate fluctuations, which affects the market value of interest-bearing assets/
liabilities. For financial assets and liabilities denominated in RON, the Bank endeavors
to match the current interest rates available in the market. Obtaining a positive
margin is not always possible given that the levels of these assets and liabilities are
dictated by the objectives of the monetary policy. However, the Bank constantly
monitors the costs of implementing this policy against the estimated benefits.
As part of Romania’s international reserve management, the interest rate risk is
managed both by setting target average duration for portfolios, deviation limits of
these exposures and by diversifying maturities and issuers. NBR also uses the VaR
indicator (value at risk). For identifying the optimum strategic risk parameters, the
following items are taken into consideration: the role of the international reserves, the
NBR’s objectives and risk tolerance, the NBR’s assets and liabilities profile, interest rate
perspectives and other relevant considerations. As part of the strategy of Romania’s
international reserves, approved by the Board of Directors of the Bank for 2018-2019,
an average duration up to one year and three months (1.25 years) was established for
the entire foreign currency reserve. The Board approved two additional duration limits
as follows: aggregated for MMKT (Money Market) and liquidity tranches – one year;
investment tranche – two years and four months (2.33 years).
(ii) Currency risk
The Bank is exposed to currency risk through its foreign currency transactions and
its holdings of foreign currency assets and liabilities. As at 31 December 2019 and
31 December 2018, the main net assets held by the Bank were denominated in EUR
and USD. Due to the volatility of the exchange rate and of the financial markets,
there is a consequent risk of decrease/ increase in the RON value of the monetary
assets/liabilities denominated in foreign currencies. Open foreign exchange positions
represent a source of currency risk.
Within the framework of its objectives for managing foreign currency reserves, in
order to avoid losses arising from adverse changes in exchange rates, the Bank is
currently pursuing a policy of portfolio diversification, so as to ensure a balanced
foreign currency distribution. The assets and liabilities denominated in EUR, USD and
other foreign currencies as at the balance sheet date are presented in Note 38.
The revaluation exchange rates of the main foreign currencies at the end of the year
were:
Currency

NATIONAL BANK OF ROMANIA

31 December 2019

31 December 2018

% variation

Euro: RON/1 EUR

4.7793

4.6639

2.47

US Dollar: RON/1 USD

4.2608

4.0736

4.59

Special Drawing Rights: RON/1 SDR

5.9022

5.6658

4.17
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(iii) Price risk
The Bank is exposed to this risk due to fluctuations in market price for assets held as a
result of variations in interest rates, exchange rates and other factors. Monetary gold
and foreign exchange denominated securities are disclosed at market value in Notes
5 and 9.

4. Current account in SDR with the IMF
Each IMF member state has an SDR current account with the International Monetary
Fund (IMF) used for loan agreements and other related operations between
member states and the IMF. This account bears the same interest rate as the IMF
SDR allocations. As at 31 December 2019, the SDR current account of the Bank held
with IMF amounting to RON 5,831,674 thousand representing the equivalent of SDR
988,051 thousand (31 December 2018: RON 5,597,993 thousand representing the
equivalent of SDR 988,032 thousand).

5. Monetary gold
lei thousand
Gold bullions in standard form
Coins

31 December 2019

31 December 2018

5,821,163

4,688,366

3,003,225

2,418,527

Deposits abroad

12,775,625

10,289,492

Total

21,600,013

17,396,385

As at 31 December 2019, the Bank has gold at international standards in custody
abroad amounting to RON 12,775,625 thousand (31 December 2018: RON 10,289,492
thousand). As at 31 December 2019, the gold revaluation price was of 208.5985
RON per gram for the Bank’s total gold holdings – amounting to 103,546.3 kg
(31 December 2018: the revaluation price was of 168.0053 RON per gram and the
Bank’s gold holdings amounted to 103,546.6 kg). Gold in custody abroad is not
pledged and there are no restrictions on its repatriation.

6. Demand deposits placed
lei thousand
31 December 2019

31 December 2018

Demand deposits placed:
– with international financial institutions
– with central banks
– with foreign banks
Total

346

938,736

1,551,527

24,124,730

40,052,116

20

9

25,063,486

41,603,652
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As at 31 December 2019, the item “Demand deposits with international financial
institutions” contains mainly the demand deposit held with BIS amounting to
RON 938,736 thousand (31 December 2018: RON 1,551,527 thousand), representing
the equivalent of USD 491 thousand (31 December 2018: USD 186 thousand),
EUR 0.35 thousand (31 December 2018: EUR 0.3 thousand), NOK 616,017 thousand
(31 December 2018: NOK 320,947 thousand), AUD 91,171 thousand (31 December
2018: AUD 336,268 thousand), CAD 84,780 thousand (31 December 2018: CAD 58,500
thousand), CHF 2 thousand (31 December 2018: CHF 2 thousand) and GBP 12,561
thousand (31 December 2018: GBP 49,791 thousand).
As at 31 December 2019, the item “Demand deposits placed with central banks”
contains mainly two demand deposits held with a financial institution outside the
European Union, one amounting to RON 1,014,683 thousand representing JPY
25,855,749 thousand (31 December 2018: RON 2,105,521 thousand representing
JPY 56,893,667 thousand) and the other one amounting to RON 2.189 thousand
representing USD 513 thousand (31 December 2018: RON 2,042 thousand
representing USD 501 thousand), two demand deposits held with a financial
institution from the European Union amounting to RON 203,842 thousand
representing CHF 46,293 thousand (31 December 2018: RON 414,859 thousand
representing CHF 100,198 thousand) and the other one amounting to RON 22,899,053
thousand representing EUR 4,791,299 thousand (31 December 2018: RON 37,524,859
thousand representing EUR 8,045,811 thousand), the Bank’s balance as a direct
participant in TARGET2242 amounting to RON 3,887 thousand – representing EUR 813
thousand (31 December 2018: RON 2,694 thousand – representing EUR 577 thousand)
and other deposits. On 4 July 2011, the Bank implemented the system TARGET2
Romania. TARGET2 represents a secure and rapid channel for processing the interbank
payments in euro performed by the banks on their own behalf or on behalf of their
customers.
As at 31 December 2019, the item “Demand deposits with foreign banks” contains
mainly the demand deposit held with an institution from the European Union
amounting to RON 20 thousand (31 December 2018: RON 9 thousand).
The breakdown by currency of the demand deposits is presented in Note 38.

7. Term deposits placed
lei thousand
31 December 2019

31 December 2018

-

466,390

Term deposits
– with central banks

242
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– with international institutions

1,704,320

-

Total

1,704,320

466,390

TARGET2 is the Trans-European Automated Real-time Settlement Express Transfer System.
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As at 31 December 2019, the term deposits held with international institutions include
the deposits held with an international institution amounting to RON 1,704,320
thousand, representing USD 400,000 thousand. As at 31 December 2018, the
term deposits held with central banks include the deposits held with an European
Union central bank in amount of RON 466,390 thousand representing EUR 100,000
thousand.

8. Placements in foreign currencies
lei thousand
31 December 2019

31 December 2018

250,447

27,588

– securities

2,242,067

2,290,136

Total

2,492,514

2,317,724

Placements at World Bank,
out of which:
– deposits at Fed

According to the technical assistance and assets administration contract - Amended
and Restated Advisory and Investment Management Agreement (AIMA), signed with
the World Bank in 2017, the latter continued to grant NBR technical assistance and to
manage in 2019 and 2018 the asset investment portfolio denominated in USD and
allocated by NBR through the program Reserves Advisory and Management Program
(RAMP). As at 31 December 2019, the placements administrated by the World Bank
are as follows:
▪▪ placements amounting to RON 250,447 thousand - the equivalent of USD 58,779
thousand (31 December 2018: RON 27,588 thousand - the equivalent of USD 6,773
thousand);
▪▪ securities amounting to RON 2,242,067 thousand, the equivalent of USD 526,208
thousand (31 December 2018: RON 2,290,136 thousand, the equivalent of USD 562,190
thousand); These are in compliance with the policies for the international reserve
management as described in Note 3.

9. Securities in foreign currencies
lei thousand
31 December 2019

31 December 2018

17,428,858

11,771,422

Discount treasury bills
out of which:
– European Treasuries
– Non-European Union Treasuries

-

812,288

– Foreign banks and international institutions

-

12,911,545

6,368,219

-

55,384,057

35,359,769

– International financial institutions (EIB, IBRD, NIB, EBRD)
Coupon treasury bills
out of which:
– European Treasuries
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– cotinued –
31 December 2019

31 December 2018

26,695,248

30,115,327

– Foreign banks and international institutions

5,424,802

7,988,170

– International financial institutions
(EIB, IBRD, NIB, EBRD, BIS)

6,220,976

181,742

– Non-European Union Treasuries

– Non-European Governmental agencies
Total

2,370,402

2,431,118

119,892,562

101,571,381

As at 31 December 2019, the foreign currency securities portfolio amounts to
RON 119,892,562 thousand (31 December 2018: RON 101,571,381 thousand), out of
which securities borrowed under the “GC Access” program conducted by an European
bank amount to RON 14,290,124 thousand (EUR 2,990,003 thousand), RON 169,741
thousand (GBP 30,263 thousand), RON 192,828 thousand (USD 45,256 thousand),
RON 150,859 thousand (AUD 50,499 thousand), RON 43,966 thousand (NOK 90,689
thousand) and RON 16,866 thousand (CAD 5,157 thousand). As at 31 December 2018,
securities borrowed under the aforementioned “GC Access” program conducted by
an European bank, amounted to RON 16,705,335 thousand (EUR 3,581,838 thousand)
and RON 809,641 thousand (GBP 155,907 thousand).
Coupon securities issued by the European Treasuries, the treasuries outside the
European Union, the foreign banks and other financial organizations bear fixed
interest rates.
As at 31 December 2019, commercial paper types (zero coupon bond securities
and short-term discount securities with maturity of less than one year) are included
within the both categories of securities amounting to RON 50,092,209 thousand –
the equivalent of EUR 9,866,270 thousand, GBP 426,696 thousand, USD 99,633
thousand and NOK 248,706 thousand (31 December 2018: RON 41,746,763 thousand
– the equivalent of AUD 29,825 thousand, EUR 8,483,778 thousand, GBP 168,367
thousand and USD 299,291 thousand).

10. Loans in foreign currencies
As at 31 December 2019, the Bank has overnight placements at FED amounting to
RON 1,784,423 thousand – the equivalent of USD 418,800 thousand (31 December 2018:
RON 2,216,447 thousand – the equivalent of USD 544,100 thousand). The interest is
booked as income for the Bank.
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11. Participating interests in international financial institutions
lei thousand
31 December 2019

31 December 2018

10,695,181

10,232,280

104,427

100,244

47,474

49,270

10,847,082

10,381,794

Romania’s quota at the IMF
Participating interest in the Bank
for International Settlements
Participating interest in the European
Central Bank
Total

This item comprises the participating interests in other international financial
institutions. No impairment adjustment is required. In accordance with
Law no. 97/1997 and Law no. 312/2004, the Bank exercises all the rights and
obligations arising from Romania’s membership at the IMF.
As at 31 December 2019, the total Romania’s participation quota in the IMF amounts
to SDR 1,811 million, the same level as at 31 December 2018 (SDR 1,811 million).
The Bank acts as a depository for the deposits of the IMF related to the participation
quota.

12. Loans to domestic credit institutions
lei thousand
31 December 2019
Loans granted to domestic credit institutions
Loans under litigation
Provisions for credit risk – principal
Total

31 December 2018

-

-

24,234

25,009

(24,234)

(25,009)

-

-

As at 31 December 2019, the Bank has no loans granted to domestic credit
institutions, nor as at 31 December 2018.
As at 31 December 2019, the loans under litigation include the loan amounting
of RON 11,025 thousand granted to Credit Bank S.A according to the Emergency
Ordinance no. 26/2000 regarding the authorization of the National Bank of Romania
to grant a loan to cover public demands for the withdrawal of deposits with the Bank
“Renaşterea Creditului Românesc” – Credit Bank S.A. (31 December 2018: RON 11,800
thousand) and the loan amounting of RON 13,209 thousand (31 December 2018:
RON 13,209 thousand) granted by the Bank to Credit Bank S.A. prior to its bankruptcy,
both loans being granted prior to the year 2000.
As at 31 December 2019, the provision for credit risk includes the provision booked by
the Bank for the remaining loan in amount of RON 11,025 thousand granted to Credit
Bank S.A. and for the remaining loan in amount of RON 13,209 thousand granted
to the aforementioned bank. As at 31 December 2018, the provision for credit risk
includes the provision booked by the Bank for the loan in amount of RON 11,800
350
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thousand granted to Credit Bank S.A. and for the loan in amount of RON 13,209
thousand granted to the aforementioned bank.

13. Tangible and intangible fixed assets
lei thousand
Land and
buildings

Equipment

Work in
progress

Intangible
assets

Total

Cost or revalued amount
As at 31 December 2018

1,199,081

177,475

3,782

137,372

1,517,710

Additions

2,780

10,040

5,389

12,863

31,072

Disposals

(8)

(1,596)

(4,152)

-

(5,756)

1,201,853

185,919

5,019

150,235

1,543,026

As at 31 December 2018

(5,245)

(129,234)

-

(83,945)

(218,424)

Depreciation for the year

(42,589)

(17,445)

-

(21,136)

(81,170)

As at 31 December 2019
Accumulated depreciation

Disposals

8

1,596

-

-

1,604

(47,826)

(145,083)

-

(105,081)

(297,990)

As at 31 December 2018

1,193,836

48,241

3,782

53,427

1,299,286

As at 31 December 2019

1,154,027

40,836

5,019

45,154

1,245,036

As at 31 December 2019
Net book value

As at 31 December 2019 and 2018, the category Equipment does not contain fixed
assets acquired through a finance lease.
As at 31 December 2018, the land and buildings have been revalued by an ANEVAR
accredited evaluator, in accordance with the recommendations of the International
Valuation Standards (IVS 300 – Valuations for financial reporting). As at 31 December
2018, the accumulated depreciation has been removed from the gross carrying
amount and the net carrying value was set at the revaluation value.
The unrealized gains/losses are booked in the balance sheet under the item „Reserves”.
The unrealized losses are compensated with unrealized gains from previous
revaluations, for each revalued asset; if the unrealized losses exceed the unrealized
gains previously booked for the same asset, the difference is booked as expense
(31 December 2018: RON 167 thousand). The unrealized gains, which compensate
the previous revaluation expenses, are booked as income (31 December 2018:
RON 1,627 thousand). Furthermore, the evaluator has revised the useful life for some
of the Bank’s buildings.

14. Participating interests
The participating interests are accounted for at cost, in accordance with the provisions
of the Norm no. 1/2007, as subsequently amended and supplemented; thus, these
financial statements are not consolidated.
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The participating interests amounting to RON 2,327 thousand (31 December 2018:
RON 2,325 thousand) include shares held by the Bank in TRANSFOND S.A. (a 33%
participating interest, representing RON 2,240 thousand both as at 31 December
2019 and as at 31 December 2018) – an entity in charge with the settlement activities
of domestic interbank operations and 8 shares held by the Bank in the share capital
of SWIFT, as a result of the reallocation performed on 20 February 2006; the number
of SWIFT shares was not modified by the reallocation procedure performed in 2008.
As at 31 December 2019, the SWIFT shares have a carrying value of EUR 18 thousand
– RON 87 thousand (31 December 2018: EUR 18 thousand – RON 85 thousand).
No impairment adjustments were necessary.
A summary of the financial statements of TRANSFOND S.A. is disclosed in the
following table:
lei thousand
31 December 2019

31 December 2018

Equity

57,991

55,877

Total assets

65,962

60,633

Net profit for the year

22,237

21,414

15. Settlement account with the state budget
As at 31 December 2019 there is no balance to be settled with the State. The balance
as at 31 December 2018 comprises mainly the State’s share of 80% of the net revenues
of the Bank settled according to the legal provisions.

16. Provisions for doubtful assets
lei thousand
31 December 2019

31 December 2018

66,885

64,315

4,331

4,356

71,216

68,671

Provisions for:
Guarantees paid by the NBR for
Credit Bank S.A. (a)
Other provisions related to assets (b)
Total

a) As at 31 December 2019, the RON equivalent of the guarantees paid by the Bank, as
guarantor for Credit Bank S.A., amounted to RON 66,885 thousand (31 December 2018:
RON 64,315 thousand). These foreign currency guarantees were revalued as at
31 December 2019 and 31 December 2018.
b) This item includes the provisions against sundry debtors in litigation.
The provisions a) and b) represent adjustment figures for the balance sheet items
included in “Other assets”.
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17. Accrued interest receivable
lei thousand
31 December 2019

31 December 2018

598,521

440,041

17,731

16,956

6,068

6,068

Accrued interest receivable from:
Foreign currency securities
Foreign currency deposits and placements
Loans granted to domestic credit institutions
Other assets
Total

84

134

622,404

463,199

18. Provisions for credit risk – interest
As at 31 December 2019 and 31 December 2018, the provision for credit risk – interest,
amounting to RON 6,068 thousand, was maintained for the interest receivable of
the loan granted to Credit Bank S.A., in accordance with the Emergency Ordinance
no. 26/2000 regarding the authorization of the National Bank of Romania to grant a
loan to cover public demands for the withdrawal of deposits with the Bank “Renaşterea
Creditului Românesc” – Credit Bank S.A..

19. Currency in circulation
lei thousand
Banknotes

31 December 2019

31 December 2018

85,626,766

79,171,961

608,827

561,916

86,235,593

79,733,877

Coins
Total

20. Due to international financial institutions
lei thousand
IMF deposits
Other
Total

31 December 2019

31 December 2018

10,695,202

10,232,300

640

611

10,695,842

10,232,911

As at 31 December 2019, the IMF deposits amounted to RON 10,695,202 thousand
– the equivalent of SDR 1,811,404 thousand (31 December 2018: RON 10,232,300
thousand – SDR 1,811,404 thousand). The Bank acts as a depository for the deposits
of the IMF related to the Romania’s participation quota.
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21. Counterpart of special drawing rights allocated by the IMF
This item includes SDR allocations bearing the same interest rate as the SDR current
account with the IMF. As at 31 December 2019 and 31 December 2018, the SDR
allocations from the IMF amounted to SDR 984,768 thousand with an annual interest
rate of 0.740% as at end of 2019 and respectively 1.103% as at end of 2018.

22. Current accounts of credit institutions and other financial institutions
at NBR
As at 31 December 2019, the current accounts of credit institutions and other financial
institutions held at the NBR amounted to RON 43,057,228 thousand (31 December
2018: RON 38,367,447 thousand). The main components are presented below.
As at 31 December 2019, the Bank has in its records RON current accounts of credit
institutions (including RON minimum reserves) amounting to RON 22,020,652
thousand (31 December 2018: RON 20,621,407 thousand) – accounts through which it
performs the irrevocable and unconditional final settlement of funds’ transfers.
The Bank establishes the regime of the minimum reserves that credit institutions shall
maintain in these accounts.
As at 31 December 2019, the foreign currency minimum reserves of credit institutions
amounted to RON 14,996,115 thousand representing EUR 3,130,784 thousand and
USD 7,782 thousand (31 December 2018: RON 10,649,515 thousand representing
EUR 2,273,713 thousand and USD 11,082 thousand).
On 4 July 2011, the Bank implemented the system TARGET2 Romania. TARGET2
represents a secure and rapid channel for processing the euro interbank payments
performed by the banks on their own behalf or on behalf of their customers. As at
31 December 2019, the Bank has in its records TARGET2 current accounts of credit
institutions amounting to RON 3,145,474 thousand, representing EUR 658,145
thousand (31 December 2018: RON 6,588,595 thousand representing EUR 1,412,679
thousand).

23. Current account of the State Treasury
lei thousand
31 December 2019

31 December 2018

301,125

5,029,285

– in foreign currencies

22,799,965

32,395,200

Total

23,101,090

37,424,485

Current account of the State Treasury
– in RON

In 2019 and 2018, the current account of the State Treasury denominated in RON has
borne the same interest rates as the RON minimum required reserves of the credit
institutions. The current accounts of the State Treasury denominated in EUR have
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borne the daily EONIA243 interest rate and the current accounts of the State Treasury
denominated in USD have borne an interest rate equal with the EFFR244.

24. Accrued interest payable
lei thousand
31 December 2019

31 December 2018

21,255

31,240

Current accounts of credit institutions

1,273

1,024

Current account of the State Treasury

36

233

22,564

32,497

Accrued interest payable for:
Deposits taken, SDR allocations and other items

Total

25. Transactions with related parties
The Romanian Government, through the State Treasury, maintains current accounts
with the Bank, the operations being subject to commission fees starting 31 December
2005. Furthermore, the Bank acts as a registry agent on behalf of the State Treasury for
the government bonds and treasury certificates issues, manages the foreign currency
reserves and, facilitates the payments and receipts for Romania’s foreign public debt.
The Bank exercises influence, through the members appointed to the Boards
of Directors, over two other State institutions: the NBR Printing Works (its Board
consisting of 5 members of which 2 appointed by NBR) and the State Mint (its Board
consisting of 3 members of which 1 appointed by NBR).
In 2019, the total purchases of banknotes and coins from the aforementioned two
entities amounted to RON 154,616 thousand (2018: RON 145,867 thousand). As at
31 December 2019, the Bank had no debts or receivables with the two entities. As
at 31 December 2018, the Bank had debts amounting to RON 2,628 thousand and
receivables amounting to RON 2,522 thousand, which have been paid according to
the contract. All transactions with these two entities were carried out under normal
commercial terms and conditions.
The Bank has a significant influence over TRANSFOND S.A., an entity in charge with
the settlement activities of domestic interbank operations. Up to 19 March 2018,
TRANSFOND S.A. was the operator for REGIS245, SENT246 and SaFIR247 modules. Starting
with 19 March 2018, the Bank took over the operations of ReGIS and SaFIR.
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243

EONIA is Euro OverNight Index Average (a volume-weighted rate of ECB).

244

EFFR is the effective Federal Funds rate (a volume-weighted average of Fed).

245

REGIS is the gross real-time settlement system.

246

SENT is the system for low value payments – fully managed by TRANSFOND S.A..

247

SaFIR is the module for treasury bills and certificates of deposit issued by the National Bank of Romania.
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26. Reserves
lei thousand
31 December 2019

31 December 2018

Statutory reserves

531,871

315,999

Other reserves

1,007,549

935,800

Revaluation gains – tangible fixed assets

1,171,123

1,172,633

Total

2,710,543

2,424,432

As at both 31 December 2019 and 31 December 2018, the statutory reserves were
increased by 60 percent distribution of the remaining profit, after paying the quota to
the State.
Other reserves are non-distributable and comprise:
(i)	
Reserves set up from the fund designated for tangible assets (both 31 December 2019
and 31 December 2018: RON 14,450 thousand);
(ii)	Reserves set up from the fund designated for the sources financing the Bank’s
investments (both 31 December 2019 and 31 December 2018: RON 57,629 thousand);
(iii)	Reserves set up from the fund designated for IMF participations (31 December 2019
and 31 December 2018: RON 318,532 thousand);
(iv)	Reserves set up from the previous BIS participations fund (both 31 December 2019
and 31 December 2018: RON 44,550 thousand);
(v)	Reserves set up according to the law, representing the Bank’s own financing sources
for investments – amounting to RON 409,423 thousand as at 31 December 2019
(31 December 2018: RON 338,420 thousand);
(vi)	Other reserves amounting to RON 162,965 thousand as at 31 December 2019
(31 December 2018: RON 162,219 thousand).
The tangible assets and revaluation gains represent the difference between the fair
value and the net book value of tangible assets.

27. Special revaluation account
lei thousand
Unrealized gains from revaluation of gold holdings,
precious metals and stones
Unrealized gains from revaluation of assets and liabilities
denominated in foreign currency
Securities denominated in foreign currency (market value
revaluation)
Total

31 December 2019

31 December 2018

17,569,637

13,317,697

4,966,951

2,872,527

141,781

56,218

22,678,369

16,246,442

As at 31 December 2019 and 31 December 2018, the amounts recorded in the special
revaluation account represent favorable revaluation differences.
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During 2019 and 2018, the Bank, recorded long positions for all currencies in portfolio
as well as for gold (total claims exceeding total debts in a given currency).

28. Interest income
lei thousand
2019

2018

Foreign currency securities

515,745

449,553

Foreign currency placements,

206,037

211,283

103,525

93,863

57,522

51,517

779,304

712,353

12,989

50,390

Foreign currency operations
Interest and similar income from:

out of which:
Negative interest for the Treasury current account
Current account in SDR
Total interest income from foreign currency operations
RON operations
Interest and similar income from:
Loans to domestic credit institutions
Other income
Total interest income from RON operations
Total interest income

49

2

13,038

50,392

792,342

762,745

In 2019, the interest income from foreign currency operations comprises, mainly, the
net income from foreign currency securities in amount of RON 515,745 thousand
(2018: RON 449,553 thousand) – representing the sum of coupon income RON
1,385,632 thousand (2018: RON 1,049,389 thousand) and discount amortization
income RON 318,700 thousand (2018: RON 304,932 thousand) minus premium
amortization expenses RON 1,188,587 thousand (2018: RON 904,768 thousand), the
interest on foreign currency placements in amount of RON 102,512 thousand (2018:
RON 117,420 thousand) and the negative interest for the foreign currency current
account of the State Treasury in amount of RON 103,525 thousand (2018: RON 93,863
thousand).
In 2019, the interest income from transactions denominated in RON comprises mainly
the interest resulting from the repo operations with credit institutions, in amount of
RON 12,989 thousand (2018: RON 50,390 thousand).
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29. Interest expense
lei thousand
2019

2018

248,040

235,738

Foreign currency operations
Interest and similar expenses from:
Foreign currency securities, minimum reserves, deposits
taken and other interest
Operations with International Monetary Fund

57,331

51,347

305,371

287,085

Deposits of credit institutions

91,834

106,989

Minimum reserves of credit institutions

31,107

26,531

Total interest expense from foreign currency operations
RON operations
Interest and similar expenses from:

Current account of the State Treasury

9,729

13,046

Total interest expense from RON operations

132,670

146,566

Total interest expense

438,041

433,651

In 2019, the interest expense from foreign currency operations comprises mainly the
negative interest applied to deposits placed amounting to RON 137,288 thousand
(2018: RON 144,870 thousand), the interest paid on foreign currency minimum
reserves and the deposits taken in amount of RON 110,752 thousand
(2018: RON 90,868 thousand) and the interest expense for the IMF SDR allocations
in amount of RON 57,331 thousand (2018: RON 51,347 thousand).

30. Fees and commissions income
lei thousand
2019

2018

113,706

106,995

Fees and commissions income
– in RON
– in foreign currencies
Total fees and commissions income

18,202

19,299

131,908

126,294

Fees and commissions income in RON in amount of RON 113,706 thousand
(2018: RON 106,995 thousand) comprises the commission income from the
settlement of operations of credit institutions and of the State Treasury.
The income from fees and commissions in foreign currencies amounting to
RON 18,202 thousand (2018: RON 19,299 thousand) arises from the redistribution
of the commissions for the Trans-European Automated Real-Time Gross Settlement
Express Transfer System (TARGET2) and from securities lending (through an agent).
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31. Fees and commissions expense
lei thousand
2019

2018

-

3,463

– in foreign currencies

13,961

12,326

Total fees and commissions expense

13,961

15,789

Fees and commissions expenses
– in RON

In 2019 there were no expenses with fees and commissions in RON. In 2018, the RON
fees and commissions expenses amounting to RON 3,463 thousand mainly represent
the commissions for services used by the Bank, including the services provided by
TRANSFOND S.A.
The expenses with fees and commissions denominated in foreign currencies, in
amount of RON 13,961 thousand (2018: RON 12,326 thousand), mainly represent the
fees paid for the EUR operations performed through TARGET2 and the commissions
paid for securities lending (through an agent).

32. Net realized gains arising from foreign currencies operations
lei thousand
2019

2018

1,912,336

1,595,285

18,523

11,419

1,930,859

1,606,704

(13,072)

(4,854)

(8,193)

(2,079)

(21,265)

(6,933)

1,909,594

1,599,771

Income from foreign currency operations
Income from exchange rate differences
Dividends on BIS shares
Total income from foreign currency operations
Expenses from foreign currency operations
Expenses from exchange rate differences
Other expenses from foreign currency
operations
Total expenses from foreign currency operations
Net realized gains from foreign currency
operations

In 2019 and 2018, the income and expenses from exchange rate differences were
mainly generated by the outflows from foreign currencies long positions, calculated
using the average cost method (see Note 2i).

33. Net realized gains arising from securities operations
lei thousand
Income from securities operations
Expenses from securities operations
Net realized gains arising from securities
operations

NATIONAL BANK OF ROMANIA

2019

2018

183,404

63,643

(254)

(7,555)

183,150

56,088
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The income/expenses represent the market price effect resulting from the sales of
securities denominated in foreign currencies, based on the average cost method
(see Note 2j).

34. Realized losses arising from precious metals operations
lei thousand
2019

2018

Expenses from operations with precious metals

(321)

(345)

Realized losses arising from precious metals operations

(321)

(345)

Expenses from operations with precious metals represent the fees paid for depositing
the gold with the foreign depository.

35. Unrealized losses from revaluation differences
lei thousand
2019

2018

108,510

103,968

-

209,827

108,510

313,795

Expenses with unfavorable revaluation differences
Market value revaluation of foreign currency securities
Exchange rate revaluation of foreign currency holdings
Unrealized losses from revaluation differences

Unrealized losses represent the unfavorable differences between the market value
of foreign currency securities as at 31 December and their net average cost, as well
as the unfavorable differences from foreign currency holdings revaluation using the
revaluation exchange rate (Note 2p).

36. Currency issue expenses
Currency issue expenses include the expenses arising on printing banknotes and
minting coins.

37. Net unrealized revaluation gains from buildings and land
As at 31 December 2019, no revaluation of buildings and land was performed.
As at 31 December 2018, this position amounted to RON 1,460 thousand representing
net unrealized gains from buildings and land revaluation.
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38. Foreign currency risk
The breakdown of the Bank’s assets (RON thousand) by currencies as at 31 December 2019 is the following:
lei thousand
Cash and other cash equivalents
Non-monetary gold
Other precious metals and stones

RON

EUR

USD

SDR

Gold

Other

37,319

127

90

-

-

-

Total

-

-

-

37,536

-

213,025

-

213,025

-

-

43,335

43,335

-

-

-

Current account in SDR with
the IMF

-

-

-

5,831,674

-

-

5,831,674

Monetary gold

-

-

-

-

21,600,013

-

21,600,013

Demand deposits placed

-

22,903,277

4,285

-

-

2,155,924

25,063,486

Term deposits placed

-

-

1,704,320

-

-

-

1,704,320

Placements in foreign currencies

-

-

2,492,514

-

-

-

2,492,514

Securities in foreign currencies

-

79,951,200

24,728,870

-

-

15,212,492

119,892,562

Loans in foreign currencies

-

-

1,784,423

-

-

-

1,784,423

Participating interests in
international financial institutions

-

47,474

-

10,799,608

-

-

10,847,082

Other foreign assets TARGET2

-

3,145,475

-

-

-

-

3,145,475

Loans under litigation
Provisions for credit risk – principal
Loans to employees
Tangible and intangible fixed
assets

24,234

-

-

-

-

-

24,234

(24,234)

-

-

-

-

-

(24,234)

9

-

-

-

-

-

9

1,245,036

-

-

-

-

-

1,245,036

Inventories

3,667

-

-

-

-

-

3,667

Participating interests

2,240

87

-

-

-

-

2,327

-

-

-

-

-

-

-

9,737

-

-

-

-

-

9,737

550

-

-

-

-

-

550

94,233

-

-

-

-

-

94,233

-

-

-

-

-

Settlement accounts with the
State Budget
Accruals and prepaid expenses
Revaluation differences for off-BS
sheet accounts
Other assets
out of which:
Goods of numismatic, philatelic,
historical, cultural and artistic
importance
Provisions for doubtful assets
Accrued interest receivables
Provisions for credit risk – interest
Total assets
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22,458

-

-

-

-

-

22,458

(71,216)

-

-

-

-

-

(71,216)

6,152

373,313

108,407

7,581

-

126,951

622,404

(6,068)

-

-

-

-

-

(6,068)

1,364,994

106,420,953

30,822,909

16,638,863

21,813,038

17,495,367

194,556,124
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38. Foreign currency risk (continued)
The breakdown of the Bank’s liabilities and equity (RON thousand) by currency as at 31 December 2019 is the
following:
lei thousand
RON

EUR

USD

SDR

Gold

Other

Total

86,235,593

-

-

-

-

-

86,235,593

Due to international financial
institutions

-

-

640

10,695,202

-

-

10,695,842

Demand deposits taken

-

1,956

-

-

-

-

1,956

Counterpart of special drawing
rights allocated by the IMF

-

-

-

5,814,436

-

-

5,814,436

22,020,652

-

-

-

-

-

22,020,652

3,864

158

-

-

-

-

4,022

2,890,000

-

-

-

-

-

2,890,000

-

14,962,959

33,156

-

-

14,996,115

965

-

-

-

-

-

965

-

3,145,474

-

-

-

-

3,145,474

301,126

21,960,780

799,796

-

-

39,388

23,101,090

24,304

-

-

-

-

-

24,304

77

-

-

-

-

-

77

15,203

-

-

-

-

-

15,203

131

-

-

-

-

-

131

-

-

-

-

-

-

-

Currency in circulation

Current accounts of the domestic
credit institutions
Amounts withheld under special
arrangements
Deposits of the domestic credit
institutions
Foreign currency minimum
reserves
Accounts of bankrupt credit
institutions
Other liabilities of credit
institutions – TARGET2
Current account of the State
Treasury
Sundry creditors
Salaries and other employees
related liabilities
Settlement account with
the State Budget
Accruals and income collected
in advance
Revaluation differences for off-BS
accounts
Other liabilities

24,873

-

-

-

-

-

24,873

1,122

13,610

276

7,556

-

-

22,564

111,517,910

40,084,937

833,868

16,517,194

-

39,388

168,993,297

(110,152,916)

66,336,016

29,989,041

121,669

21,813,038

17,455,979

25,562,827

Accrued interest payables
Total liabilities
Net assets / (net liabilities)*

*) represent the Bank’s capital and reserves
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38. Foreign currency risk (continued)
The breakdown of the Bank’s assets (RON thousand) by currencies as at 31 December 2018 is the following:
lei thousand
Cash and other cash equivalents
Non-monetary gold
Other precious metals and stones

RON

EUR

USD

SDR

Gold

Other

46,403

139

65

-

-

-

Total

-

-

-

46,607

-

174,129

-

174,129

-

-

35,329

35,329

-

-

-

Current account in SDR with
the IMF

-

-

-

5,597,993

-

-

5,597,993

Monetary gold

-

-

-

-

17,396,385

-

17,396,385

Demand deposits placed

-

37,529,103

2,798

-

-

4,071,751

41,603,652

Term deposits placed

-

466,390

-

-

-

-

466,390

Placements in foreign currencies

-

-

2,317,724

-

-

-

2,317,724

Securities in foreign currencies

-

59,890,651

31,486,461

-

-

10,194,269

101,571,381

Loans in foreign currencies

-

-

2,216,447

-

-

-

2,216,447

Participating interests in
international financial institutions

-

49,270

-

10,332,524

-

-

10,381,794

Other foreign assets TARGET2

-

6,588,595

-

-

-

-

6,588,595

Loans under litigation
Provisions for credit risk – principal
Loans to employees
Tangible and intangible fixed
assets

25,009

-

-

-

-

-

25,009

(25,009)

-

-

-

-

-

(25,009)

17

-

-

-

-

-

17

1,299,286

-

-

-

-

-

1,299,286

Inventories

3,775

-

-

-

-

-

3,775

Participating interests

2,240

85

-

-

-

-

2,325

Settlement accounts with
the State Budget

82,048

-

-

-

-

-

82,048

Accruals and prepaid expenses

11,070

-

-

-

-

-

11,070

Revaluation differences
for off-BS accounts
Other assets

-

-

-

-

-

-

-

69,160

-

-

-

-

-

69,160

20,595

-

-

-

-

out of which:
Goods of numismatic, philatelic,
historical, cultural and artistic
importance
Provisions for doubtful assets
Accrued interest receivables
Provisions for credit risk – interest
Total assets
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20,595

(68,671)

-

-

-

-

-

(68,671)

6,201

232,128

112,101

10,043

-

102,726

463,199

(6,068)

-

-

-

-

-

(6,068)

1,480,790

104,756,361

36,135,596

15,940,560

17,570,514

14,368,746

190,252,567
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38. Foreign currency risk (continued)
The breakdown of the Bank’s liabilities and equity (RON thousand) by currencies as at 31 December 2018 is
the following:
lei thousand
RON

EUR

USD

SDR

Gold

Other

Total

79,733,877

-

-

-

-

-

79,733,877

Due to international financial
institutions

-

-

611

10,232,300

-

-

10,232,911

Demand deposits taken

-

26,594

-

-

-

-

26,594

Counterpart of special drawing
rights allocated by the IMF

-

-

-

5,562,780

-

-

5,562,780

20,621,407

-

-

-

-

-

20,621,407

4,186

154

-

-

-

-

4,340

503,310

-

-

-

-

-

503,310

-

10,604,370

45,145

-

-

-

10,649,515

280

-

-

-

-

-

280

-

6,588,595

-

-

-

-

6,588,595

5,029,285

27,870,857

4,491,145

-

-

33,198

37,424,485

25,503

-

-

-

-

-

25,503

82

-

-

-

-

-

82

10,270

-

-

-

-

-

10,270

4,987

-

-

-

-

-

4,987

4,305

-

-

-

-

-

4,305

31,285

-

-

-

-

-

31,285

Currency in circulation

Current accounts of the domestic
credit institutions
Amounts withheld under special
arrangements
Deposits of the domestic credit
institutions
Foreign currency minimum
reserves
Accounts of bankrupt credit
institutions
Other liabilities of credit
institutions – TARGET2
Current account of the State
Treasury
Sundry creditors
Salaries and other employees
related liabilities
Settlement account with
the State Budget
Accruals and income collected
in advance
Revaluation differences for off-BS
accounts
Other liabilities
Accrued interest payables

1,057

19,035

2,396

10,009

-

-

32,497

Total liabilities

105,969,834

45,109,605

4,539,297

15,805,089

-

33,198

171,457,023

Net assets / (net liabilities)*

(104,489,044)

59,646,756

31,596,299

135,471

17,570,514

14,335,548

18,795,544

*) represent the Bank’s capital and reserves
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39. Commitments
As at 31 December 2019 the Bank has in custody the following promissory notes:
▪▪ a promissory note issued by the Ministry of Public Finances in favor of the Multilateral
Investment Guarantee Agency amounting to USD 600,510 – the equivalent of
RON 2,559 thousand (31 December 2018: USD 600,510 – the equivalent of RON 2,446
thousand);
▪▪ three promissory notes issued by the Ministry of Public Finances in favor of the
International Development Association (IDA) amounting to RON 16,174 thousand
(31 December 2018: RON 16,174 thousand).

40. Profit distribution
In 2019, the Bank recorded a profit amounting to RON 1,797,292 thousand. According
to the law, the 80% share of the Bank’s net revenue amounted to RON 1,437,506
thousand. 60% (RON 215,872 thousand) of the remaining profit (RON 359,786
thousand) was allocated for increasing the statutory reserves. The remaining amount
of RON 143,914 thousand will be distributed in 2020, according to the law, in the
following order for:
a) the Bank’s financing sources for its own investments;
b) the employees profit-sharing scheme;
c) the reserves at the Board’s disposal.
In 2018, the Bank recorded a profit amounting to RON 1,183,363 thousand. According
to the law, the 80% share of the Bank’s net revenue amounted to RON 946,690
thousand. 60% (RON 142,003 thousand) of the remaining profit (RON: 236,673
thousand) was allocated for increasing the statutory reserves. The remaining amount
of RON 94,670 thousand was distributed in 2019 according to the law.

41. Events subsequent to the balance sheet date
As at 11 March 2019, the World Health Organization, in the context of the increasing
number of cases of disease and due to the increased risk of further global spread
of the infection, declared the infection COVID-19 a pandemic. As at 16 March 2020,
the Romanian Presidency declared a state of emergency and enforced a series of
measures to stop the spread of the virus in Romania.
According to its statute (Law no. 312/2004 on the Statute of the National Bank of
Romania), the Bank’s primary objective is to ensure and maintain price stability.
Also, the National Bank of Romania supports the general economic policy of the
Government without prejudice to its primary objective.
Therefore, the National Bank of Romania adopted a package of measures aimed at
mitigating the negative effects of the crisis generated by the coronavirus (COVID-19)
epidemic on households and Romanian companies.
NATIONAL BANK OF ROMANIA
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The following measures were taken:
▪▪ monetary policy measures: (1) cut of the monetary policy rate by 0.50 percentage
points, from 2.5 percent to 2.0 percent; (2) narrowing of the symmetrical corridor
defined by interest rates on standing facilities around the monetary policy rate
to ±0.5 percentage points from ±1.0 percentage points; (3) providing liquidity to
credit institutions and (4) purchase RON-denominated government securities on
the secondary market in order to finance in good terms the real economy and the
public sector. In view of the elevated uncertainty surrounding economic and financial
developments, the National Bank of Romania Board also decided to suspend the
previously announced calendar of monetary policy meetings and hold monetary
policy meetings whenever necessary;
▪▪ measures to increase the flexibility of the legislative framework so that credit
institutions and non-banking financial institutions could help individuals and
companies with outstanding loans: lenders will be allowed to delay payments of the
loans of any individual or company affected by the COVID-19 pandemic, without
applying the conditions related to the level of indebtedness, the loan-to-value limit
and the maximum maturity of consumer credit;
▪▪ measures regarding the bank resolution: to postpone the deadline for collecting
the annual contributions to the bank resolution fund for 2020 by 3 months, with the
possibility of extension to up to 6 months; to delay the reporting deadlines of some
information on resolution planning;
▪▪ operational measures: to ensure the smooth functioning of payment and settlement
systems underlying payments in the domestic currency, so that commercial and
financial transactions can be performed under normal conditions; the National Bank
of Romania will provide banks with continuous cash flows for all operations, including
liquidity for ATMs.
Regarding the continuity of the activity of the National Bank of Romania, a series of
measures were taken to ensure the optimal environment for the operations of its own
staff (meetings of the Emergency Committee, informing employees about COVID-19
and related protection measures, organizing the telework regime and using also the
secondary headquarters, periodically disinfecting the Bank's offices, purchasing and
distributing to employees basic materials for protection against COVID-19 etc.).
The NBR Board of Directors is closely monitoring the unfolding of the situation,
its decisions being aimed at ensuring macroeconomic stability and the proper
functioning of the banking system, of financial markets, to the benefit of households
and Romanian companies.
According to the current data, there is no negative impact of the COVID-19 pandemic
on the Bank’s profit and loss account. Given the uncertainty of the evolution of the
pandemic, it is not possible to draw up an accurate estimation of the future impact on
the Bank. The Bank will continue to monitor the evolution of the crisis and its possible
financial impact and will decide whether additional measures will be required.
Governor
Mr. Mugur Isărescu
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Statistical section
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2015

2016

2017

2018

2019

Economic activity
Gross domestic product1

lei million2

712,588

765,135

857,896

952,397

1,059,803

3

annual change (%)

3.9

4.8

7.1

4.4

4.1

annual change (%)3

4.8

6.8

8.9

6.3

6.0

Actual final consumption of households

3

annual change (%)

5.5

7.4

9.0

6.5

6.4

Actual final consumption of general government1

annual change (%)3

-1.7

1.8

7.7

4.5

3.4

Gross capital formation

3

annual change (%)

6.8

-0.2

6.9

3.9

4.0

Exports of goods and services1

annual change (%)3

4.6

16.0

7.6

6.2

4.6

Imports of goods and services

3

annual change (%)

8.0

16.5

10.8

9.1

8.0

Agriculture1

annual change (%)3

-11.1

4.2

14.5

10.8

-3.2

annual change (%)3

5.4

5.1

8.4

4.4

-1.5

Construction

annual change (%)3

6.5

12.3

-8.0

-1.0

17.3

Services1

annual change (%)3

Final consumption, total1
1

1

1

Industry1
1

GDP/capita (PPS)

1.0

1.2

7.8

3.6

4.8

16,257

17,366

18,803

19,980

21,245

51.4

54.7

58.0

60.2

62.5

2.8

3.1

7.8

3.5

-2.3

GDP/capita (PPS, EU-28=100)

percent

Industrial output

annual change (%)3

Industrial output in manufacturing

annual change (%)

3.5

4.8

8.4

4.3

-1.9

Employed persons

thousand

8,136

8,078

8,274

8,294

8,320

Number of unemployed

thousand

436

418

351

289

258

Unemployment rate

percent

5.0

4.8

4.0

3.3

3.0

Industrial producer prices (domestic and foreign markets) annual change (%)

-2.2

-1.8

3.5

5.0

4.0

Industrial producer prices (domestic market)

annual change (%)

-1.8

-2.6

3.1

5.2

5.1

Industrial producer prices (foreign market)

annual change (%)

-3.2

-0.4

4.1

4.7

2.1

GDP deflator1

annual change (%)

2.6

2.5

4.7

6.3

6.9

CPI

annual change (%)

-0.59

-1.55

1.34

4.63

3.83

Adjusted CORE2

annual change (%)

-1.42

-1.35

1.49

2.77

3.17

HICP

annual change (%)

-0.4

-1.1

1.1

4.1

3.9

percent of GDP

35.5

31.9

30.8

31.9

31.7

General government expenditures

percent of GDP

36.1

34.5

33.5

34.8

36.0

General government balance4

percent of GDP

-0.6

-2.6

-2.6

-2.9

-4.3

3

Industrial producer prices and consumer prices

General government
General government revenues4
4

General government primary balance

percent of GDP

1.0

-1.1

-1.4

-1.8

-2.4

General government balance5

percent of GDP

-1.4

-2.4

-2.8

-2.8

-4.6

Public debt

percent of GDP

37.8

37.3

35.1

34.7

35.2

end of period

4.5245

4.5411

4.6597

4.6639

4.7793

4

4

Exchange rate calculated and released by the NBR
EUR/RON

average

4.4450

4.4908

4.5681

4.6535

4.7452

enf of period

4.1477

4.3033

3.8915

4.0736

4.2608

average

4.0057

4.0592

4.0525

3.9416

4.2379

35,485.1

37,905.4

37,106.7

36,800.2

37,450.4

6

USD/RON

6

International reserves

368

International reserves, total

EUR million

gold

EUR million

3,247.1

3,663.8

3,612.2

3,735.5

4,523.8

foreign currency

EUR million

32,237.9

34,241.6

33,494.5

33,064.7

32,926.7
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2019
Jan.

Feb.

Mar.

Apr.

May

Jun.

Jul.

Aug.

Sep.

Oct.

Nov.

Dec.

x

x

202,920

x

x

245,062

x

x

290,461

x

x

321,361

x

x

5.0

x

x

4.4

x

x

3.0

x

x

4.3

x

x

6.0

x

x

6.4

x

x

3.9

x

x

7.7

x

x

7.4

x

x

6.2

x

x

4.6

x

x

7.5

x

x

-3.0

x

x

8.1

x

x

-1.2

x

x

8.8

x

x

19.4

x

x

2.1

x

x

7.7

x

x

-4.5

x

x

4.3

x

x

3.2

x

x

4.3

x

x

6.4

x

x

10.3

x

x

5.7

x

x

9.0

x

x

7.3

x

x

3.0

x

x

-1.7

x

x

-5.5

x

x

3.0

x

x

0.9

x

x

-0.6

x

x

-2.7

x

x

-2.4

x

x

6.6

x

x

20.5

x

x

18.7

x

x

18.2

x

x

5.7

x

x

5.2

x

x

4.3

x

x

4.4

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

0.1

1.9

-0.2

1.5

0.3

-6.3

-3.0

-6.7

-1.3

-4.1

-5.4

-3.4

-0.6

3.0

1.2

1.6

-0.2

-7.3

-2.4

-6.2

-0.9

-3.5

-4.8

-2.2

x

x

8,321

x

x

8,311

x

x

8,292

x

x

8,371

290

289

278

262

255

258

262

264

261

259

259

258

3.3

3.3

3.2

3.0

2.9

3.0

3.0

3.0

3.0

3.0

3.0

3.0

3.9

4.6

5.3

5.6

4.8

3.3

4.2

3.2

3.1

2.3

3.4

3.9

5.4

6.0

6.7

6.7

5.9

4.7

6.2

4.7

4.3

2.9

3.6

4.4

1.4

2.2

3.1

3.7

2.9

1.0

1.0

0.8

1.2

1.3

3.0

3.1

x

x

6.8

x

x

7.2

x

x

6.4

x

x

7.3

3.32

3.83

4.03

4.11

4.10

3.84

4.12

3.89

3.49

3.40

3.77

4.04

2.53

2.67

2.68

2.95

3.19

3.28

3.33

3.38

3.36

3.38

3.50

3.66

3.2

4.0

4.2

4.4

4.4

3.9

4.1

4.1

3.5

3.2

3.8

4.0

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

4.7348

4.7416

4.7628

4.7582

4.7487

4.7351

4.7336

4.7294

4.7511

4.7576

4.7781

4.7793

4.7037

4.7478

4.7538

4.7583

4.7595

4.7252

4.7290

4.7286

4.7376

4.7538

4.7683

4.7773

4.1265

4.1584

4.2434

4.2440

4.2591

4.1587

4.2469

4.2827

4.3488

4.2614

4.3425

4.2608

4.1179

4.1823

4.2042

4.2296

4.2551

4.1839

4.2144

4.2511

4.3026

4.3014

4.3139

4.2987

35,764.8

36,364.7

35,865.1

37,510.7

36,715.5

36,705.9

39,753.2

40,225.5

39,963.2

39,400.3

38,228.1

37,450.4

3,842.7

3,873.3

3,835.2

3,820.3

3,881.2

4,137.1

4,279.7

4,606.4

4,539.9

4,492.3

4,411.1

4,523.8

31,922.1

32,491.4

32,029.9

33,690.3

32,834.3

32,568.9

35,473.5

35,619.1

35,423.3

34,908.0

33,817.0

32,926.7
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2015

2016

2017

2018

2019

NBR rates
Monetary policy rate

percent per annum

1.75

1.75

1.75

2.50

2.50

Lending facility rate

percent per annum

3.25

3.25

2.75

3.50

3.50

Deposit facility rate

percent per annum

0.25

0.25

0.75

1.50

1.50

Interest rates applicable by credit institutions7,8
Lei
Interest rates on new loans

percent per annum

5.87

5.47

5.66

7.08

7.23

households

percent per annum

6.94

6.88

6.97

8.19

8.21

non-financial corporations

percent per annum

4.75

3.90

4.10

5.61

5.95

percent per annum

1.31

0.66

0.68

1.76

2.15

households

percent per annum

1.92

1.06

0.80

1.33

1.82

non-financial corporations

percent per annum

0.94

0.42

0.62

1.93

2.27

percent per annum

3.85

3.15

2.84

2.60

2.71

households

percent per annum

4.65

4.20

4.20

3.82

4.10

non-financial corporations

percent per annum

3.65

3.08

2.80

2.52

2.67

Interest rates on new time deposits

Euro
Interest rates on new loans

Interest rates on new time deposits

percent per annum

0.79

0.38

0.29

0.24

0.18

households

percent per annum

1.00

0.42

0.30

0.27

0.19

non-financial corporations

percent per annum

0.48

0.29

0.25

0.14

0.13

263,107

293,190

325,766

362,046

395,628

7.8

11.4

11.1

11.2

9.3

Broad money (M3)7,8
M3 (broad money)

lei million
annual change (%)
annual change (%)

3

percent of GDP
M2 (intermediate money)

lei million
annual change (%)
annual change (%)

3

M1 (narrow money)

Cash in circulation

lei million

9.6

6.3

5.2

41.1

40.8

40.0

39.9

262,974

293,083

325,646

361,913

395,628

7.9

11.5

11.1

11.2

9.3

8.5

13.2

9.6

6.3

5.3

126,974

159,656

192,570

218,160

248,388

21.3

25.8

20.7

13.4

13.8

annual change (%)3

22.1

27.8

19.1

8.4

9.6

42,939

50,298

58,872

65,053

71,402

16.6

17.1

17.1

10.6

9.8

lei million
annual change (%)

3

370

13.2

annual change (%)

annual change (%)
ON deposits

8.5
40.2

lei million

17.3

18.9

15.5

5.7

5.7

84,035

109,358

133,698

153,107

176,986

annual change (%)

23.9

30.4

22.4

14.6

15.5

annual change (%)3

24.6

32.4

20.7

9.5

11.2
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2019
Jan.

Feb.

Mar.

Apr.

May

Jun.

Jul.

Aug.

Sep.

Oct.

Nov.

Dec.

2.50

2.50

2.50

2.50

2.50

2.50

2.50

2.50

2.50

2.50

2.50

2.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

3.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

1.50

7.09

7.66

7.77

7.50

7.77

7.32

6.97

7.01

7.12

7.10

6.96

6.71

8.16

8.60

8.90

8.75

8.66

8.16

8.05

8.09

8.08

7.99

7.68

7.59

5.78

6.18

6.27

6.19

6.36

6.10

5.75

5.58

5.80

5.87

5.90

5.79

1.97

2.25

1.97

2.22

2.07

2.21

2.19

2.12

2.15

2.19

2.22

2.25

1.66

1.63

1.63

1.65

1.70

1.70

1.90

1.90

1.92

2.05

2.07

1.98

2.08

2.49

2.09

2.45

2.24

2.37

2.31

2.22

2.25

2.24

2.28

2.36

2.67

3.12

3.00

2.91

2.56

2.17

2.70

2.63

2.62

2.88

2.86

2.79

4.03

4.21

4.50

4.48

4.39

4.20

4.34

3.88

3.79

3.76

3.96

3.88

2.57

3.04

2.96

2.85

2.51

2.12

2.65

2.60

2.58

2.86

2.80

2.74

0.23

0.17

0.17

0.16

0.17

0.19

0.17

0.17

0.18

0.20

0.20

0.17

0.25

0.20

0.18

0.18

0.18

0.19

0.18

0.17

0.18

0.21

0.21

0.16

0.16

0.09

0.12

0.10

0.12

0.16

0.12

0.12

0.12

0.15

0.16

0.22

382,602

384,958

383,090

390,090

389,251

390,478

391,421

396,300

400,422

404,381

411,921

422,629

9.6

9.2

9.0

9.9

9.1

7.7

8.6

8.5

9.3

9.8

9.5

10.9

6.1

5.2

4.8

5.5

4.8

3.7

4.3

4.4

5.6

6.2

5.5

6.6

x

x

x

x

x

x

x

x

x

x

x

x

382,602

384,958

383,090

390,090

389,251

390,476

391,421

396,300

400,422

404,381

411,921

422,629

9.7

9.2

9.1

9.9

9.2

7.8

8.7

8.6

9.4

9.9

9.5

10.9

6.2

5.2

4.8

5.6

4.9

3.8

4.4

4.5

5.7

6.3

5.5

6.6

233,204

234,206

233,686

241,702

239,384

245,057

246,622

250,282

256,884

257,246

265,447

276,936

11.9

11.2

12.3

14.4

13.3

12.7

12.6

12.8

15.4

15.5

15.6

17.8

8.3

7.1

8.0

9.9

8.8

8.5

8.2

8.6

11.5

11.7

11.4

13.2

68,133

68,808

69,529

70,251

70,448

71,542

71,750

72,840

72,820

72,676

73,905

74,122

10.0

9.5

9.6

10.3

10.9

10.0

9.5

9.7

8.3

9.8

10.1

9.5

6.5

5.5

5.3

5.9

6.6

5.9

5.1

5.6

4.7

6.2

6.1

5.2

165,072

165,398

164,157

171,451

168,936

173,515

174,872

177,441

184,064

184,570

191,542

202,813

12.7

11.9

13.6

16.1

14.3

13.9

14.0

14.1

18.5

18.0

17.8

21.1

9.1

7.8

9.2

11.6

9.8

9.6

9.5

9.9

14.5

14.1

13.5

16.4
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Breakdown of monetary financial institutions’ deposits and loans7,8
Deposits, total
lei million
annual change (%)
annual change (%)3
Lei-denominated deposits
lei million
annual change (%)
annual change (%)3
Foreign currency-denominated deposits
lei million
annual change (%)
annual change (%)3
Household deposits, total
lei million
annual change (%)
annual change (%)3
Household deposits, lei
lei million
annual change (%)
annual change (%)3
% of household
deposits
Household deposits, fx
lei million
annual change (%)
annual change (%)3
% of household
deposits
Deposits from non-financial corporations, total
lei million
annual change (%)
annual change (%)3
Deposits from non-financial corporations, lei
lei million
annual change (%)
annual change (%)3
% of total
Deposits from non-financial corporations, fx
lei million
annual change (%)
annual change (%)3
% of total
Domestic credit, of which:
lei million
annual change (%)
annual change (%)3
percent of GDP
Loans to the private sector – total, of which:
lei million
annual change (%)
annual change (%)3
percent of GDP
Loans to the private sector, lei
lei million
annual change (%)
annual change (%)3
% of total9
Loans to the private sector, fx
lei million
annual change (%)
annual change (%)3
% of total9
Loans to households, total
lei million
annual change (%)
annual change (%)3
% of total9
Loans to non-financial corporations, total
lei million
annual change (%)
annual change (%)3
% of total9

372

2015

2016

2017

2018

2019

232,570
7.0
7.6
153,287
7.9
8.6
79,283
5.2
5.8
141,295
7.1
7.7
88,158
7.4
8.0

257,257
10.6
12.4
173,148
13.0
14.8
84,108
6.1
7.8
153,516
8.6
10.3
96,639
9.6
11.3

282,190
9.7
8.2
191,762
10.8
9.3
90,427
7.5
6.1
169,659
10.5
9.1
107,068
10.8
9.4

312,607
10.8
5.9
209,548
9.3
4.5
103,059
14.0
8.9
188,130
10.9
6.0
115,069
7.5
2.7

342,216
9.5
5.4
224,372
7.1
3.1
117,844
14.4
10.2
209,924
11.6
7.5
124,454
8.2
4.2

62.4
53,137
6.5
7.1

63.0
56,877
7.0
8.7

63.1
62,590
10.0
8.6

61.2
73,061
16.7
11.5

59.3
85,470
17.1
12.8

37.6
76,784
9.0
9.6
54,905
10.7
11.4
71.5
21,879
4.9
5.6
28.5
300,939
1.4
2.0
43.1
213,324
-0.9
-0.3
30.5
101,799
12.7
13.3
47.7
111,525
-10.9
-10.3
52.3
104,482
2.6
3.2
49.0
105,048
-4.6
-4.0
49.2

37.0
87,518
14.2
16.0
64,335
17.4
19.3
73.5
23,183
6.1
7.7
26.5
308,017
2.4
4.0
41.0
217,287
1.9
3.5
28.8
118,677
16.8
18.6
54.6
98,610
-11.6
-10.2
45.4
110,185
5.5
7.1
50.7
101,952
-2.9
-1.4
46.9

36.9
96,767
10.5
9.1
72,871
13.3
11.8
75.3
23,896
3.3
1.9
24.7
324,857
5.5
4.1
38.5
227,445
4.7
3.3
27.1
136,742
15.2
13.7
60.1
90,703
-7.9
-9.2
39.9
117,289
6.4
5.0
51.6
104,132
2.2
0.8
45.8

38.8
106,355
10.0
5.1
81,350
11.8
6.8
76.5
25,005
4.8
0.1
23.5
343,209
5.6
1.0
37.4
242,499
6.6
1.9
26.4
156,943
14.8
9.8
64.7
85,557
-5.6
-9.8
35.3
128,273
9.4
4.5
52.9
107,587
3.3
-1.3
44.4

40.7
114,146
7.3
3.3
87,285
7.2
3.3
76.5
26,861
7.4
3.4
23.5
366,721
6.9
2.9
36.2
260,941
7.6
3.6
25.2
173,401
10.5
6.5
66.5
87,540
2.3
-1.4
33.5
138,194
7.8
3.8
53.0
115,109
7.0
3.1
44.1
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2019
Jan.

Feb.

Mar.

Apr.

May

Jun.

Jul.

Aug.

Sep.

Oct.

Nov.

Dec.

331,321
9.5
6.0
218,968
6.1
2.7
112,352
16.7
12.9
201,562
12.0
8.4
120,847
7.3
3.9

333,203
9.1
5.0
219,774
5.6
1.7
113,429
16.4
12.1
203,303
11.6
7.5
121,576
6.7
2.8

330,820
9.0
4.7
217,037
5.4
1.3
113,783
16.5
12.0
204,141
11.9
7.5
121,286
6.8
2.7

337,394
9.9
5.6
222,036
7.2
3.0
115,357
15.5
10.9
206,401
12.4
7.9
123,037
8.3
4.0

336,644
9.1
4.8
221,460
6.6
2.4
115,184
14.1
9.6
207,089
12.2
7.8
123,114
8.7
4.4

336,975
7.7
3.7
220,066
5.1
1.2
116,909
12.9
8.7
209,210
11.4
7.3
124,396
8.7
4.7

337,841
8.8
4.5
220,442
6.8
2.5
117,399
13.0
8.5
210,123
11.2
6.8
124,570
8.5
4.2

341,693
8.7
4.6
222,856
6.9
2.9
118,837
12.3
8.1
210,799
11.0
6.8
124,557
8.8
4.7

346,102
10.0
6.3
226,422
8.5
4.9
119,680
12.9
9.1
212,440
11.1
7.4
124,942
8.8
5.2

350,299
10.4
6.7
228,926
9.0
5.4
121,373
13.1
9.4
214,263
11.3
7.6
126,114
8.5
4.9

356,611
9.9
5.9
232,792
7.8
3.9
123,819
14.0
9.9
217,357
11.1
7.0
127,877
7.8
3.9

367,687
11.5
7.2
241,686
9.7
5.4
126,001
15.3
10.8
222,399
11.9
7.6
131,134
9.0
4.7

60.0
80,715
19.9
16.0

59.8
81,727
19.8
15.4

59.4
82,855
20.3
15.6

59.6
83,364
18.9
14.2

59.4
83,975
17.7
13.1

59.5
84,814
15.6
11.4

59.3
85,553
15.5
10.9

59.1
86,242
14.4
10.1

58.8
87,498
14.6
10.8

58.9
88,149
15.6
11.8

58.8
89,480
16.1
11.9

59.0
91,264
16.5
11.9

40.0
110,980
6.9
3.4
85,326
7.1
3.7
76.9
25,654
6.0
2.6
23.1
357,117
9.0
5.5
x
252,192
8.4
4.9
x
164,937
12.8
9.2
65.4
87,256
0.9
-2.4
34.6
133,513
9.4
5.9
52.9
111,670
7.3
3.8
44.3

40.2
110,548
5.3
1.4
84,669
5.2
1.3
76.6
25,879
5.7
1.8
23.4
353,050
6.4
2.5
x
251,948
8.0
4.0
x
165,462
12.7
8.6
65.7
86,486
0.0
-3.7
34.3
133,868
9.3
5.2
53.1
111,401
6.7
2.7
44.2

40.6
108,611
5.0
0.9
82,953
4.5
0.5
76.4
25,658
6.5
2.4
23.6
358,393
6.8
2.6
x
254,908
7.7
3.5
x
167,651
11.3
7.0
65.8
87,257
1.4
-2.5
34.2
134,922
8.0
3.9
52.9
113,153
7.4
3.2
44.4

40.4
112,427
7.3
3.1
85,591
7.3
3.1
76.1
26,836
7.4
3.1
23.9
357,408
5.4
1.2
x
256,540
7.6
3.4
x
169,387
11.0
6.6
66.0
87,153
1.6
-2.4
34.0
135,442
7.8
3.5
52.8
113,964
7.4
3.1
44.4

40.6
112,449
6.2
2.0
86,082
6.5
2.3
76.6
26,367
5.1
0.9
23.4
362,373
6.5
2.3
x
257,540
7.7
3.5
x
170,615
10.3
5.9
66.2
86,925
3.0
-1.1
33.8
136,296
7.3
3.1
52.9
113,874
7.7
3.5
44.2

40.5
108,606
1.4
-2.3
81,729
-0.1
-3.8
75.3
26,877
6.1
2.2
24.7
359,669
5.6
1.7
x
259,571
7.1
3.1
x
172,772
9.6
5.5
66.6
86,799
2.4
-1.4
33.4
137,124
6.9
2.9
52.8
114,424
6.4
2.4
44.1

40.7
109,881
6.4
2.2
83,286
6.5
2.3
75.8
26,595
6.3
2.1
24.2
365,703
6.9
2.7
x
262,642
7.9
3.7
x
174,895
10.0
5.6
66.6
87,747
4.1
-0.1
33.4
138,596
7.3
3.1
52.8
115,595
7.3
3.1
44.0

40.9
113,193
6.3
2.3
86,085
6.3
2.3
76.1
27,108
6.5
2.5
23.9
369,451
7.1
3.1
x
264,639
8.0
4.0
x
176,644
10.4
6.2
66.7
87,994
3.7
-0.2
33.3
139,836
7.3
3.3
52.8
116,222
7.6
3.6
43.9

41.2
115,979
9.3
5.6
89,325
9.9
6.2
77.0
26,654
7.4
3.8
23.0
374,242
7.1
3.5
x
266,776
7.7
4.1
x
177,717
9.7
6.0
66.6
89,059
3.9
0.4
33.4
141,018
7.4
3.8
52.9
117,327
6.9
3.3
44.0

41.1
117,720
9.5
5.9
90,461
10.3
6.7
76.8
27,258
6.9
3.4
23.2
378,271
6.4
2.9
x
268,295
7.5
3.9
x
179,312
9.7
6.1
66.8
88,983
3.3
-0.1
33.2
141,900
7.3
3.8
52.9
118,161
6.9
3.4
44.0

41.2
121,455
9.7
5.7
93,267
9.9
5.9
76.8
28,188
9.2
5.3
23.2
381,187
7.5
3.6
x
268,672
7.2
3.3
x
180,428
9.7
5.7
67.2
88,244
2.4
-1.3
32.8
142,751
7.5
3.6
53.1
117,770
6.2
2.3
43.8

41.0
127,903
13.9
9.5
98,641
13.4
9.0
77.1
29,263
15.6
11.1
22.9
383,787
7.6
3.4
x
267,574
6.6
2.4
x
180,993
9.3
5.0
67.6
86,581
1.3
-2.6
32.4
143,058
7.6
3.4
53.5
117,749
6.3
2.2
44.0
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2015

2016

2017

2018

2019

Banking system – key prudential indicators8
Total capital ratio
(previously solvency ratio)

percent

19.2

19.7

20.0

20.7

20.0

Tier 1 capital ratio

percent

16.7

17.5

18.0

18.6

18.0

Common Equity Tier 1 capital ratio

percent

16.7

17.5

18.0

18.6

17.9

Leverage ratio

percent

8.2

8.9

8.9

9.3

9.2

Non-performing loan ratio (EBA definition)

percent

13.5

9.6

6.4

5.0

4.1

Immediate liquidity

percent

40.8

40.3

40.0

38.9

43.8

ROA

percent

1.2

1.1

1.3

1.6

1.4

ROE

percent

11.8

10.4

12.5

14.6

12.3

EUR million

-944

-2,353

-5,218

-8,960

-10,181

Balance of payments1,10
Current account, balance

percent of GDP
Balance on trade in goods

EUR million
percent of GDP

Balance on trade in services

EUR million
percent of GDP

-0.6

-1.4

-2.8

-4.4

-4.6

-7,794

-9,318

-12,206

-14,805

-17,353

-4.9

-5.5

-6.5

-7.2

-7.8

6,821

7,881

8,187

8,361

8,735

4.3

4.6

4.4

4.1

3.9

Capital account balance

EUR million

3,900

4,260

2,218

2,515

2,852

Financial account, net

EUR million

2,257

2,650

-3,120

-5,149

-5,366

EUR million

94,709

94,273

97,445

99,841

105,873

External debt10
External debt, total

percent of GDP
Long-term external debt, of which:

EUR million
percent of GDP

Direct public debt
Publicly guaranteed debt

36.5

33.4

33.0

33,118

34,498

39,192

percent of GDP

19.3

18.6

17.6

16.9

17.5

EUR million

669

547

432

351

285

EUR million
EUR million
EUR million
EUR million
percent of GDP

Short-term external debt

47.4
73,646

40.9

percent of GDP
SDR allocations from the IMF

48.8
68,286

31,752

percent of GDP
Loans from the IMF

51.9
68,520

44.6

percent of GDP
Long-term deposits of non-residents

55.3
69,645

30,941

EUR million

percent of GDP
Private non-guaranteed debt

59.1
71,424

EUR million
percent of GDP

0.4

0.3

0.2

0.2

0.1

33,498

32,453

31,331

30,808

32,203

20.9

19.0

16.7

15.1

14.4

4,943

3,637

2,469

1,433

749

3.1

2.1

1.3

0.7

0.3

122

0

0

0

0

0.1

0.0

0.0

0.0

0.0

1,252

1,255

1,171

1,196

1,216

0.8

0.7

0.6

0.6

0.5

23,285

24,628

28,925

31,554

32,227

14.5

14.5

15.4

15.4

14.4

1) 2015-2017: final data; 2018: semi-final data; 2019: provisional data; 2) current prices; 3) real term; 4) ESA 2010 methodology; 5) national methodology; 6) annual
figures based on monthly averages; monthly values are calculated as the average of the daily exchange rates calculated and published by the NBR; 7) annual figures
are annual averages; 8) data available before submitting the audited balance sheets; 9) total loans to the private sector; 10) BPM6 methodology.
Source: National Bank of Romania, National Institute of Statistics, Ministry of Public Finance, Eurostat, European Commission, NBR calculations
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Statistical section

2019
Jan.

Feb.

Mar.

Apr.

May

Jun.

Jul.

Aug.

Sep.

Oct.

Nov.

Dec.

x

x

20.0

x

x

19.6

x

x

19.7

x

x

20.0

x

x

17.9

x

x

17.7

x

x

17.9

x

x

18.0

x

x

17.9

x

x

17.7

x

x

17.9

x

x

17.9

x

x

9.3

x

x

9.2

x

x

9.4

x

x

9.2

5.0

4.8

4.9

4.8

4.8

4.7

4.6

4.6

4.6

4.5

4.3

4.1

38.3

38.7

41.1

41.3

41.2

40.1

40.2

40.9

41.0

41.1

42.0

43.8

1.3

1.4

1.6

1.8

1.8

1.2

1.4

1.5

1.4

1.5

1.4

1.4

12.0

12.7

14.5

16.4

16.7

11.3

12.4

13.4

13.2

13.6

13.0

12.3

234

-176

-1,120

-2,258

-3,414

-4,373

-6,038

-7,083

-7,935

-9,004

-9,432

-10,181

x

x

-2.6

x

x

-4.6

x

x

-5.1

x

x

-4.6

-1,216

-2,384

-3,715

-5,050

-6,464

-7,685

-9,459

-10,924

-12,149

-14,085

-15,561

-17,353

x

x

-8.7

x

x

-8.1

x

x

-7.8

x

x

-7.8

661

1,296

1,809

2,573

3,340

4,103

4,782

5,447

6,169

7,145

8,014

8,735

x

x

4.2

x

x

4.3

x

x

4.0

x

x

3.9

163

640

704

514

734

1,165

1,397

1,568

1,720

1,971

2,215

2,852

1,015

830

967

-630

-1,764

-3,157

-3,382

-4,059

-4,565

-4,832

-5,391

-5,366

98,385

99,610

99,646

103,082

103,526

105,651

107,611

108,972

107,713

108,218

107,103

105,873

x

x

x

x

x

x

x

x

x

x

x

x

67,529

68,252

68,486

69,864

69,455

71,729

73,331

74,342

74,417

73,964

72,970

73,646

x

x

x

x

x

x

x

x

x

x

x

x

33,938

34,424

34,399

36,787

36,489

37,674

40,114

40,807

40,563

40,174

39,195

39,192

x

x

x

x

x

x

x

x

x

x

x

x

342

341

339

339

334

316

312

310

305

304

300

285

x

x

x

x

x

x

x

x

x

x

x

x

29,868

30,258

31,816

30,032

30,704

31,869

31,030

31,329

31,672

31,749

31,463

32,203

x

x

x

x

x

x

x

x

x

x

x

x

2,179

2,022

714

1,488

710

667

660

676

648

520

785

749

x

x

x

x

x

x

x

x

x

x

x

x

0

0

0

0

0

0

0

0

0

0

0

0

x

x

x

x

x

x

x

x

x

x

x

x

1,202

1,207

1,218

1,217

1,218

1,203

1,215

1,220

1,229

1,217

1,228

1,216

x

x

x

x

x

x

x

x

x

x

x

x

30,856

31,358

31,160

33,218

34,072

33,923

34,279

34,630

33,296

34,254

34,132

32,227

x

x

x

x

x

x

x

x

x

x

x

x
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Abbreviations
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BIS

Bank for International Settlements

CCR

Central Credit Register

CPI

Consumer Price Index

CRD IV

Capital Requirements Directive IV

CRR

Capital Requirements Regulation

EBA

European Banking Authority

EBRD

European Bank for Reconstruction and Development

EC

European Commission

ECB

European Central Bank

ECOFIN

Economic and Financial Affairs Council

EIB

European Investment Bank

ESA

European System of Accounts

ESCB

European System of Central Banks

ESRB

European Systemic Risk Board

EU

European Union

Eurostat

Statistical Office of the European Union

GDP

Gross Domestic Product

HICP

Harmonised Index of Consumer Prices

IBRD

International Bank for Reconstruction and Development

IFRS

International Financial Reporting Standards

ILO

International Labour Organisation

IMF

International Monetary Fund

MPF

Ministry of Public Finance

NBFI

non-bank financial institution

NCFS

National Committee for Financial Stability

NCMO

National Committee for Macroprudential Oversight

NIS

National Institute of Statistics

NPL

non-performing loans

PIR

Payment Incidents Register

ROBOR

Romanian Interbank Offered Rate

SDR

Special Drawing Rights

SRB

Single Resolution Board

WB

World Bank
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