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Foreword
The primary objective of the National Bank of Romania is to ensure and maintain price stability, with
monetary policy being implemented under inflation targeting starting August 2005. In this context,
active communication of the monetary authority to the public at large plays a key role, and the major tool
that the central bank uses to this end is the Inflation Report.
Apart from analysing the most recent economic, monetary and financial developments and explaining
the rationale and the manner of implementing monetary policy in the previous period, the Report provides
the National Bank of Romania’s quarterly projection on inflation over an eight-quarter horizon, including
the associated uncertainties and risks, and an assessment of the recent and future macroeconomic context
from the perspective of the monetary policy decision.
By drafting and publishing the Inflation Report on a quarterly basis, in accordance with the frequency of
the forecasting cycle, the National Bank of Romania aims to provide all those interested with the opportunity
of best comprehending its analytical framework and hence the reasons underlying the monetary policy
decisions. Securing a transparent and predictable monetary policy is meant to strengthen monetary policy
credibility and thus help achieve an effective anchoring of inflation expectations and lower the costs
associated with ensuring and maintaining price stability.

The analysis in the Inflation Report is based upon the most recent statistical data available at the date of drafting
the Report, so that the reference periods of indicators herein may vary.
The Inflation Report was approved by the NBR Board in its meeting of 29 May 2020 and the cut-off date for the data
underlying the macroeconomic projection was 25 May 2020.
All issues of this publication are available in hard copy, as well as on the NBR's website at http://www.bnr.ro.
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Summary
Developments in inflation and its determinants
The annual CPI inflation rate returned in February 2020 into the variation band
of the flat target of 2.5 percent ±1 percentage point, ending 2020 Q1 at 3.05 percent
(0.99 percentage points below the level recorded at end‑2019) and falling further in
April to 2.68 percent. The downward trend was attributable to the large drop in fuel
prices, under the joint impact of domestic factors (the cut in the excise duty) and
external factors (the significant oil market decompression), as well as to the lower
annual dynamics of volatile food prices solely as a result of a base effect. At the same
time, however, the spread of the new coronavirus pandemic has caused disruptions
in supply and distribution chains, as well as a short‑lived rise in the consumption
of essential items. Against this backdrop, the key processed food sub‑groups in
the CPI basket made a larger contribution to the annual inflation rate. Reflecting the
persistent inflationary pressures from fundamentals for most of the quarter and
the depreciation of the domestic currency in March, the annual CPI inflation stood
0.3 percentage points higher than the latest macroeconomic projection for end‑Q1
in the February 2020 Inflation Report. Moreover, in spite of the slight deceleration
during the first four months of 2020, the average annual HICP inflation rate continued
to report the highest level among the EU Member States, with the differential versus
the EU average standing at 2.3 percentage points in April.
Contrary to forecasts, the annual adjusted CORE2 inflation rate did not follow a downward
trend in the first months of 2020, but fluctuated around the value posted at end‑2019
(3.7 percent in April). The evolution owed to the joint impact of factors that acted
in opposite directions. On the one hand, the inflationary pressures from aggregate
demand increased slightly for most of Q1, in tandem with new historical lows in
the unemployment rate and, implicitly, robust dynamics of wage earnings, while the
prospects of restricted mobility and the perceived possible emergence of disruptions
in supply chains gave rise in March to a consumption peak for non‑durables (especially
food items), triggering hikes in their final prices and faster annual dynamics of the
food component of core inflation. On the other hand, in the face of a falling demand
and a temporary suspension of activity, the non‑food and market services components
made a lower contribution to inflation in the first four months of 2020.
In 2019 Q4, the annual growth rate of unit labour costs economy‑wide stepped up
to 5.8 percent (+2.3 percentage points from the previous quarter), due to faster
dynamics of the compensation per employee and to a deceleration in productivity
growth. In October 2019 – February 2020, manufacturing continued to be affected
by the tense international trade environment, which fuelled a significant decoupling
between the dynamics of labour productivity and those of wage earnings, with
consequences on both inflation rate developments and competitiveness. March
saw an increase in this mismatch, in the context of almost broad‑based contractions
NATIONAL BANK OF ROMANIA
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in production across sectors triggered by the shock associated with the COVID‑19
pandemic outbreak, as well as amid the tendency to keep the personnel schemes,
a behaviour that had prevailed during the previous crisis and that will probably be
a feature of the current crisis as well, given the substantive support from the government
to help furloughed employees stay on payroll.

Monetary policy since the release of the previous
Inflation Report
In its meeting of 7 February 2020, the Board of the National Bank of Romania
decided the following: to keep the monetary policy rate at 2.5 percent per annum; to
leave unchanged the deposit facility rate at 1.5 percent per annum and the lending
facility rate at 3.5 percent per annum; to cut the minimum reserve requirement ratio
on foreign currency‑denominated liabilities of credit institutions to 6 percent from
8 percent starting with the 24 February – 23 March 2020 maintenance period.
The annual CPI inflation rate went up in December 2019 to 4.04 percent from
3.77 percent in November, i.e. above the variation band of the flat target and slightly
higher than the forecast. The evolution owed mainly to the acceleration of the
fuel price dynamics, as well as to the marked pick‑up in fruit prices. At the same
time, the annual adjusted CORE2 inflation rate continued to climb in December
to 3.66 percent, i.e. above the forecast. The advance reflected almost entirely the
dynamics of food prices on the domestic as well as the external front, in parallel with
demand‑side inflationary pressures remaining elevated, inter alia amid the further
fast growth of unit labour costs. The latest forecast reconfirmed the prospects for
the annual CPI inflation rate to decline significantly in the first months of the current
year and subsequently run in the upper half of the variation band of the target until
the projection horizon, on a slightly upward trend starting with 2020 H2.
The main uncertainties and risks surrounding the inflation outlook stemmed from the
future fiscal and income policy stance, especially given the 2020 election calendar,
while the level and trend of the current account deficit and of the budget deficit were
further particularly concerning. Heightened uncertainties continued to be generated
by the slowdown of the euro area and global economies, as well as by the growing
risks to their outlook, inter alia amid the new coronavirus outbreak. Particularly
relevant were also considered the monetary policy decisions taken by the ECB and the
Fed and the conduct of central banks in the region.
Subsequently, statistical data showed the fast drop in the annual inflation rate in
January‑February 2020, in line with the forecasts, to 3.60 percent in January, from
4.04 percent in December 2019, and to 3.05 percent in February. The return of the
annual CPI inflation rate into the upper half of the variation band of the target owed
almost entirely to the falling dynamics of fuel and VFE prices, ascribable primarily
to base effects and influences from removing the special excise duty on motor fuels
and from the unanticipated decline in the oil price. Core inflation made a minor,
lower‑than‑anticipated contribution thereto. Specifically, it continued its upward
movement into January, contrary to expectations, climbing to 3.74 percent from
3.66 percent in December 2019, and decreased to 3.60 percent in February, thus
indicating further significant demand‑pull and wage cost‑push inflationary pressures.
8
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Statistical data showed that economic growth had re‑accelerated way above
expectations in 2019 Q4 (to 4.3 percent from 3.0 percent in Q3), in quarterly terms
as well. Thus, in 2019 as a whole, the economic advance remained particularly
robust, posting only a mild slowdown versus the previous year – to 4.1 percent from
4.4 percent –, given the easing private consumption dynamics and the wider negative
contribution of net exports, but also amid the strong rebound in gross fixed capital
formation and the notable step‑up in government consumption growth. Under
the circumstances, the current account deficit‑to‑GDP ratio expanded to 4.6 percent
in 2019 from 4.4 percent in the previous year, while its coverage by FDI and capital
transfers decreased mildly to around 78 percent from 83 percent in 2018.
The global economic outlook 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, uncertainty could make it probable (in light of the recent developments)
for the euro area and global economies to move into recession in the near term.
Additional effects stemmed from the sudden deterioration in the global financial
market sentiment, the surge in the volatility of prices for most asset classes to extreme
values, whereas the international oil prices and the prices of other commodities
posted sharp falls.
Considering the effects of the coronavirus outbreak, assessed to strongly affect
households and Romanian companies, the NBR Board convened for an emergency
meeting on 20 March 2020 and adopted a package of measures aimed at
mitigating the economic impact of these developments. On that occasion, the NBR
Board unanimously decided to cut the monetary policy rate from 2.50 percent 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. Thus, the deposit facility rate was kept at 1.50 percent, while
the lending (Lombard) facility rate was lowered to 2.50 percent from 3.50 percent.
Moreover, the NBR Board unanimously decided that the NBR should carry out
repo transactions to provide liquidity to credit institutions and should purchase
leu‑denominated government securities on the secondary market. At the same time,
the NBR Board agreed 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.
Furthermore, 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. Moreover, the NBR Board underlined that the
balanced macroeconomic policy mix and the implementation of structural reforms
designed to foster the potential growth in the long run are of the essence in preserving
macroeconomic stability and strengthening the capacity of the Romanian economy
to withstand potential adverse developments.

NATIONAL BANK OF ROMANIA
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Inflation outlook
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The spread of the new coronavirus public health crisis has triggered large bottlenecks
in global value chains that have affected the backbone of world production;
significant spikes in financial market volatility, which have impeded on the funding
availability in terms of time and quantity; and an unprecedented increase in
economic agents’ uncertainty, which has severely
disrupted their economic decisions. Combined
Inflation forecast
with the containment measures imposed by the
annual change (%), end of period
authorities, this also translated into a marked
multi-annual flat inflation
contraction of aggregate demand in the economy.
target: 2.5% ±1 pp
Against this backdrop, the configuration of the
current baseline scenario is overburdened by
multiple interlinked sources of risks and, above all,
uncertainty. Therefore, significant future changes
in its coordinates are likely, insofar as the current
uncertainty sources are gradually clarified.

According to the assumptions in the baseline
scenario, a gradual relaxation of social distancing
measures was presumed starting in the latter half of
0
III
IV
I
II
III
IV
I
II
III
IV
I
2020 Q2 both in Romania and elsewhere in Europe.
2020
2021
2022
Under the circumstances, the heaviest economic
CPI
CPI (constant taxes)
fallout from the crisis is envisaged for the first half
Source: NIS, NBR projection
of this year, particularly in Q2. Despite a recovery in
economic activity from H2 onwards, its anticipated
gradualness will cause full‑year real GDP to post significantly negative average
dynamics, close to the levels seen at the height of the 2008‑2009 economic crisis.
1

Uncertainty, which has hit record highs of late, is expected to hinder mostly investment
and thus probably cause the freezing of project financing in the short run, while over
the medium term, in the absence of clear signs on the end of the crisis, the possibility
of repeated delays in project implementation deadlines should not be ruled out.
The same elevated uncertainty, overlapping an already visible worsening of labour
market conditions, which reduces households’ real disposable income, will play
a part in the relatively abrupt discontinuance of the favourable consumption trend
over recent years. As for this component, the decrease is however foreseen to be
only quasi‑generalised, given that certain subcomponents (e.g. essential goods) have
shown greater resilience, even with the potential of positive growth.
The across‑the‑board restrictions as regards inter‑country relations (expected to
affect the functioning of cross‑border production and distribution networks) and the
prospects of a sizeable contraction in domestic and external demand are foreseen to
sharply reduce the international flows of goods and services. Specifically, the current
account deficit is forecasted to worsen slightly for the year as a whole, with increasingly
clear prospects for exceeding this year the 4‑percent‑of‑GDP threshold set by the
European Commission as a multiannual benchmark in the macroeconomic imbalance
procedure scoreboard. The expected value of the current account deficit in 2020
10
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takes also into account the worsening of the budget deficit, given the boost in public
expenditures aimed at mitigating the effects of the public health crisis, along with
significantly lower revenues, due to the swiftly, quite broadly deteriorating economic
activity. The economic downturn is envisaged, via second‑round effects, to additionally
depress the fiscal balance, as a new hike in public spending is expected under the
action of automatic stabilisers.
Given the presumably temporary nature of the pandemic shock, the contraction of
economic activity this year will largely reflect in the developments in the cyclical
component (output gap), affecting the potential GDP dynamics to a lower extent.
Contrary to the forecast in the previous Inflation Report, the economy will witness,
starting in Q2, a demand shortfall throughout the projection interval, the magnitude
of which is, however, difficult to assess precisely at present. After having peaked in
the current quarter, the disinflationary pressures induced by the demand deficit will
abate gradually. The significant change in output gap in the current quarter has been
ascribed to the strong negative shock to domestic demand, which overlapped the
worsening of external demand1. Conversely, against the background of a broad set of
stimulative measures recently taken by the authorities, the monetary and fiscal policy
stance has had favourable countercyclical effects on the economic activity.
The current unprecedented situation renders the growth prospects highly uncertain.
Against this backdrop, amid the likely persistence for longer of voluntary social
distancing measures and higher, probably lingering wariness seen as having an
impact on consumption and investment decisions of both households and companies,
a slow recovery of economic activity towards the pre‑pandemic crisis levels is
envisaged.
After having reached 4.04 percent at end‑2019 and subsequently slowed down to
2.68 percent in April 2020, according to the baseline scenario, the annual CPI inflation
rate is projected to remain within the variation band of the target over the entire
forecast interval to reach 2.8 percent at end‑2020 and 2.5 percent at end‑2021.
Compared to the previous Inflation Report, this measure is anticipated to stand
0.2 percentage points lower in December 2020 and 0.7 percentage points lower in
December 2021.
Over the short term, the upward revision of inflationary pressures on the food segment –
amid both the disruption of global distribution chains and steeply rising demand for
non‑durables during the pandemic – is anticipated to prevail over the disinflationary
pressures exerted by energy prices (for fuels and natural gas). Over the medium term
however, while uncertainty still persists about the relative magnitude of supply shocks
and demand shocks due to the pandemic and, implicitly, about their net inflationary
impact, the baseline scenario foresees a downward correction of the annual adjusted
CORE2 inflation rate, which is forecasted to stand below the midpoint of the inflation
target (at 2.2 percent) at the end of 2021. This is ascribable to the significant and

1
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Among Romania’s trading partners, Spain and Italy have been severely affected by the spread of the new coronavirus, while
in the case of Germany it was the unprecedented and simultaneous deterioration of external demand for its products that
has decisively caused the worsening of growth prospects.
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presumably persistent impact of the aggregate demand shortfall, which has emerged
in the first part of this year. Thus, at the projection horizon, the decreasing contribution
from the adjusted CORE2 inflation is almost entirely accountable for the downward
revisions of projected headline inflation; at the same time, the cumulated contribution
from the exogenous components of the consumer basket is envisaged to remain
relatively similar to the levels projected in the previous Inflation Report.
Against this background, the monetary policy stance is configured to ensure and
preserve price stability over the medium term in a manner conducive to achieving
sustainable economic growth and safeguarding a stable macroeconomic framework.
The current projection round is marked by multiple risks and especially by uncertainty
surrounding the developments in economic activity both domestically and
internationally. In light of the health crisis we are facing, the greatest uncertainties
refer to its length and intensity, i.e. the critical parameters for shaping both the
baseline and alternative scenario coordinates. In addition, the worldwide spread
of the crisis, in an almost unprecedented manner, causes the local and external
environment to be assessed as exceedingly pronounced sources of risk.
In the baseline scenario, the current public health crisis is assumed to have only
temporary, albeit highly severe, effects on economic activity. Accordingly, one of the
most relevant risks could be that of the current crisis turning into a persistent one
via either a protraction of the medical crisis for longer or a possible resurgence
of infections in the future. Such developments would jeopardise the recovery of the
economy’s productive potential. Under the circumstances, additional measures to
boost the economy, besides those considered in the baseline scenario, combined with
an even larger decline in budget revenues amid the stalling recovery, would sap the
country’s domestic and external equilibria, entailing several consequences, among
which the persistence of twin deficits (budget and current account deficits) and, hence,
the need to ensure their orderly financing.
Moreover, growing uncertainties about the crisis’ end would depress investment
made by local or, as appropriate, foreign companies, affecting both the pace of the
cyclical recovery of economic activity and that of restoring the growth potential
of the economy. In addition, consumers’ increased wariness and a more significant
alteration of their consumption habits, amid lingering structural issues in the labour
market – whose dynamics would hinge heavily on those of economic activity – could
hamper a consumption‑led recovery of the economy both in the short run and
over a longer term. Cumulatively, these developments would also affect the dynamics
of the Romanian economy’s productivity, which could lead, inter alia, to a lower
competitive advantage relative to our external trading partners.
The novelty of the current crisis and, hence, its multiple unknowns make it difficult
to assess, at this juncture, the net impact on prices of demand‑side shocks – against
the background of the economic downturn – and supply‑side shocks – given the
disruption of global value chains. If in the short run part of producers could raise the
prices of goods and services owing to a temporary increase in demand for certain
products (e.g. food items), a longer period for the economy to revert to pre‑crisis levels
12
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may generate persistent disinflationary pressures from aggregate demand, hence
possible risks of downward deviation of inflation from the baseline scenario coordinates.
At the same time, the resilience of the epidemic crisis over longer periods would have
a disruptive effect on global production and distribution chains, given the difficulty of
replacing them in a reasonable timeframe with a horizontal and vertical integration
of local producers, as well as the likely elevated costs of such an endeavour. This could
depress the supply of products for longer, adversely impacting inflationary pressures
over the medium term.
On the external front, reasons similar to those mentioned above pose considerable
risks of a sharp slowdown in economic activity in the euro area and worldwide. The
elevated volatility recorded by prices of many commodity groups after the outbreak
of the crisis make it quite difficult to anticipate their evolution over the medium
and long term, posing potential risks to their assumed path in the baseline scenario.
Amid multiple risks and uncertainties surrounding the evolution of the economy, to
calibrate the economic policy conduct at local and global level becomes extremely
relevant. Preventing the current crisis from deepening and becoming entrenched is
directly conditional on the set of measures taken by the authorities. In addition,
if the effects of the pandemic persist, it becomes critical to assess as accurately as
possible how effective the employed instruments are – in the fiscal, monetary policy,
macroprudential fields, etc. – with a view to implementing those best suited to the
particularities of the current crisis in the period ahead.

Monetary policy decision
In view of the characteristics of the inflation outlook and the related extremely high
uncertainty, as well as the relevance of the monetary policy stance pursued by
the ECB and central banks in the region, the NBR Board decided in its meeting of
29 May 2020 to cut the monetary policy rate by 0.25 percentage points to
1.75 percent per annum. Moreover, it decided to lower the deposit facility rate and
the lending (Lombard) facility rate by 0.25 percentage points each to 1.25 percent
and 2.25 percent per annum 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 to further conduct repo transactions
and continue to purchase leu‑denominated government securities on the secondary
market, keeping financial market stability.
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Inflation developments
The annual CPI inflation rate returned in February 2020 into the variation
band of the flat target of 2.5 percent ±1 percentage point, ending 2020 Q1
at 3.05 percent (0.99 percentage points below the level recorded at
end‑2019) and falling further in April to 2.68 percent. The downward trend
was attributable to the large drop in fuel prices, associated with the cut in
excise duties as of 1 January 2020 and especially with the plunge in the
oil price per barrel that mirrored the serious impact of the rapid spread of
the COVID‑19 pandemic on global economy. By contrast, adjusted CORE2
inflation was relatively stable in the first four months of 2020, the annual rate
fluctuating around the 3.7 percent level seen at end‑2019. The evolution
owed to the joint impact of pre‑ and post‑pandemic factors that acted in
opposite directions (Chart 1.1).

The fast spread of the COVID‑19 pandemic in early
2020, alongside the shift in the epicentre of the
annual change (%)
6
crisis to Europe in March, generated unprecedented
multi-annual flat inflation
measures in the virus‑hit countries, which attempted
target: 2.5% ±1 pp
to slow down the progress of the disease and
4
minimise human costs. On the economic front,
the measures translated into the reduction or even
2
suspension of the activity of some sectors, with
the ensuing supply‑side shock being accompanied
by a massive decline in aggregate demand in light
0
of the currently falling and future insecure incomes,
the uncertainty about the subsequent recovery
-2
pace and the normalisation horizon. The rapid
unfolding of events and the numerous unknowns
concerning the evolution of the epidemic and
-4
Jan.16 Jul.16 Jan.17 Jul.17 Jan.18 Jul.18 Jan.19 Jul.19 Jan.20
the future developments in economic activity
CPI
adjusted CORE2
CPI – average
caused large movements in prices. Thus, while the
Source: NIS, NBR
prices of products facing a plunge in demand saw
unprecedented declines (energy products, especially
crude oil, are perhaps the most relevant case in point), rises were recorded by the
prices of certain staple goods (particularly food items) for which households suddenly
showed a stronger demand, with mobility restrictions becoming more imminent.
Chart 1.1. Inflation developments

Downward movements in the international oil price had been reported ever
since the start of the year, against the background of the sudden fall in demand
from China; the decline became sharper during Q1, as an increasing number
of economies went into lockdown and storage ran out. Thus, the Brent oil price
fell to levels close to USD 20/barrel, last seen at the beginning of the previous
decade, during the dotcom crisis. In Romania, the effect of the oil price collapse by
14
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Chart 1.2. Oil and motor fuel prices
30

annual change (%)

annual change (%)

90

20

60

10

30

0

0

-10

-30

-20

-60
-90

-30

approximately two‑thirds on domestic motor fuel
prices was compounded by the significant cut
in the excise duty at the beginning of 2020, the
annual dynamics of fuel prices falling into negative
territory in February‑April (‑3.8 percent in annual
terms in March 2020 and ‑7.9 percent in April versus
6.0 percent in December 2019). In fact, this was
the largest disinflationary pressure in the first four
months of the year and it is expected to persist for
the remainder of Q2, as the start of a deep global
recession and the delay in signing a new OPEC+
deal perpetuated the serious oil supply‑demand
imbalance (Chart 1.2).
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However, other CPI basket groups posted opposite
price movements. The prospects of restricted
mobility and the perceived possible disruptions
Source: NIS, Bloomberg
in supply chains led households to make food stocks
for a longer period of time than normal; this gave
rise to a consumption peak, with effects on the
Chart 1.3. HICP for food and non-alcoholic
beverages in the EU, April 2020
prices charged by traders. Thus, in March food
prices saw the fastest monthly growth rate since
percent
2012, which was a very poor crop year. The trend
was more visible in the case of processed food
prices included in the adjusted CORE2 index, the
large majority of which posted in March‑April
increases above those indicated by seasonal
patterns and those explained by developments
in the prices of agri‑food commodities. In spite
of benign movements in the latter (with the notable
exception of pork meat, whose production has
further been affected by the persistent effects of
the African swine fever virus), all the important
food sub‑groups in the core inflation basket made a
significantly larger contribution to the annual
annual change, April 2020
annual change – long-term average (5 years)
inflation rate in the first four months of 2020. On the
Source: Eurostat
contrary, food items with volatile prices (vegetables,
fruit, eggs) were the only sub‑group which made
a lower contribution to annual CPI inflation solely
on the back of a base effect associated with a more pronounced rise in the prices
of vegetables in January‑February 2019. It is worth mentioning that the jump in
the consumer prices of food items was not particular to Romania among the Eastern
European countries, given that Czechia, Bulgaria, Hungary and Poland reported at the
end of Q1 even faster annual dynamics for these prices (Chart 1.3).
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Conversely, the prices of non‑food items (with some exceptions such as hygiene and
cleaning products) and services included in core inflation posted slower annual growth
rates compared to end‑2019. Apart from a strong favourable base effect across telecom
NATIONAL BANK OF ROMANIA
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services, the evolution shows the closure, at least for the emergency state period, of
most shops selling semi‑durables and durables or the halt in the activity of services
implying direct human interaction (hotels, restaurants, theatres, skin‑care and cosmetic
services, etc.), – the statistical treatment resorted to in some cases for replacing missing
prices was to maintain unchanged the latest price reported (Box 1) –, as well as the
decreasing importance consumers have given to this type of products amid heightened
uncertainty about their future financial situation and medical safety (Chart 1.4).
Chart 1.4. Developments in the prices of the main items in the adjusted CORE2 inflation basket
difference between the annual changes in Apr. 2020 and Dec. 2019
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Note: The chart shows items holding about 82 percent of the core inflation basket in 2020. A rectangular area is proportional to the item’s
share in adjusted CORE2, while the colour intensity is proportional to the difference between the annual changes in prices in
April 2020 and December 2019.
Source: NIS, NBR calculations

Chart 1.5. Expectations on price developments
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For most of Q1, the economy continued to face
inflationary pressures from fundamentals: an
unemployment rate which reached new 15‑year
lows, fostering robust wage dynamics (around
10 percent in annual terms) and an output gap
comfortably staying in positive territory for the
14th straight quarter. Moreover, in the second half
of the quarter, the domestic currency depreciated
against the euro, as it happened all across the
region, with the worsening of the epidemiological
crisis triggering capital outflows from emerging
economies. In this intricate context, marked by
contradictory influences, the annual adjusted CORE2
inflation rate had a relatively stable evolution in the
first four months of 2020, coming in at 3.7 percent in
April, i.e. a similar value to the end‑2019 level.

Inflation expectations of most economic agents on a
three-month horizon remained on a downward trend
in 2020 Q1, in line with the downbeat forecasts on the evolution of economic activity
in the context of the COVID-19 pandemic. In April, the trend became broad-based,
NATIONAL BANK OF ROMANIA

1. Inflation developments

with services and construction witnessing strong adjustments in their balances of
answers. However, consumers’ expectations on price developments (on a 12‑month
horizon) went slightly up, which is indicative of their different perspective on the
current situation, amid the step‑up in the prices of essential products (sometimes for
speculative reasons) they have recently experienced (Chart 1.5). Financial analysts
revised downwards their expectations on inflation rate one year ahead to a level
marginally below both the actual annual growth
rate of consumer prices at the end of 2020 Q1 and
Chart 1.6. Average annual HICP in the EU,
April 2020
the value anticipated three months ago. The level
remains the same for the two-year horizon, posting
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The average annual CPI inflation rate followed a
downward path in the first four months of 2020
amid the slower annual dynamics of consumer
prices during this period as well as due to a
favourable base effect. Thus, the average inflation
rate calculated based on the national methodology,
which coincides this time with the level determined
based on the harmonised structure, declined to
3.6 percent in April. However, Romania continued
to report in March the highest average annual HICP
inflation rate among EU Member States, with the
differential versus the EU average falling marginally
to 2.3 percentage points (Chart 1.6).

Compared to the projection in the February 2020 Inflation Report, the annual dynamics
of consumer prices stood 0.3 percentage points higher at the end of 2020 Q1 (3.1 percent
compared to a 2.8 percent projection). The key explanation for this differential lies
with the pick‑up in the adjusted CORE2 index, mainly driven by a pronounced
expansion of consumer demand for staple products in March and by the depreciation
of the domestic currency.
Box 1. Compiling the consumer price index in the context
of the COVID‑19 pandemic
The measures implemented by European governments to limit the spread of the
COVID‑19 outbreak (social distancing, closing most retail spaces) have impacted
either directly or indirectly household consumption and, therefore, consumer
price indices. More precisely, the situation thus created affected the process of
collecting the necessary prices for producing those statistics. Against this backdrop,
Eurostat, in cooperation with the national statistical institutes, drafted a series of
recommendations which would allow the further publication of consumer price
indices, despite the inherent difficulties.
To this end, the Member States were encouraged to replace the field price collection
with the use of online data or other sources of information (such as scanner data,
where possible, and requesting prices over the telephone or by electronic mail).
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Compiling consumer price indices in this period will be governed by the following
general principles:
1.	The stability of weights, which means that the consumer basket structure
established at the beginning of the year will not be affected by the change
in households’ consumer behaviour determined by the COVID‑19 pandemic
context.
2.	The calculation of all sub‑indices, even if some goods/services are no longer
provided to consumers.
3.	Minimising the number of prices or sub‑indices that are not based on market
information, but are subject to imputation.
The options for the statistical treatment of the cases in which the price can no longer
be collected are the following:
a)	For products further available on the market (in another outlet or geographic
area), it is recommended to estimate the prices by using the last price observed
and the price change of similar products or the nearest higher aggregate for
which prices could be collected through direct observation.
b) F or products no longer available, either the last price collected can be carried
forward, or the missing price can be imputed by multiplying the previously
collected price with the average price change of the other sub‑indices obtained
based on direct market information. In practice, choosing the imputation method
for the missing prices also depends on the characteristics of the products in
question: position in the consumer basket structure, price volatility or product
seasonality.
In the case of the domestic economy, the main groups of goods and services
in the consumer basket subject to an imputation option in April 2020 were:
wearing apparel and footwear, household appliances and furniture (by applying
the monthly inflation rate received from centres where collection was possible),
dental work and medical consultations or procedures, cultural and entertainment
activities, restaurants and cafés, as well as payments for accommodation in hotel
establishments (where the option was to maintain the prices observed in the
previous month, given the price stability seen in recent periods) and air transport
(where the seasonal change observed a year prior was adopted)2.
Since there is actually no optimal solution, the options suggested are perfectly
acceptable from a statistical standpoint. It should not be overlooked, however, that
the changes in the way of compiling the consumer price index cannot be neutral to
its information content, which complicates the interpretation from the perspective
of the balance between supply and demand in the economy. That is, the radical
change in the consumer basket considerably lowers the representativeness of
the weights, the sudden revision of the price collection method introduces signal
distortions, the difficulty of estimating prices increases proportionally with the
duration of the suspension of business activities.

2
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For further details, see the NIS Press Release no. 128/13 May 2020 on consumer price developments in April 2020.
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1. Demand and supply
The annual dynamics of real GDP stepped up in 2019 Q4 to 4.3 percent,
marking the end of another year of brisk economic growth, supported
by robust domestic absorption. Although year 2020 began under similar
auspices, the measures taken starting in March to contain the spread of
the COVID-19 pandemic will weigh on the economic activity in the period
ahead, as shown by the slowdown in GDP dynamics in Q1 (Chart 2.1).
Chart 2.1. Contributions to economic growth
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The annual dynamics of household consumption gained significant pace in 2019 Q4
as compared with the previous period, i.e. up to 7.5 percent, with retail purchases
being further boosted by the rise in real income, as well as by the increasing
recourse to borrowed funds. The business environment remained favourable in the
first two months of 2020 as well, the turnover volume of trade and services posting
a faster growth rate, i.e. up to about 11 percent (annual change), on account of
larger sales of non-durables, namely food items and motor fuels (in the latter case,
amid the January cut in the excise duty). Conversely, durables saw their annual
dynamics slow down, the swift expansion in demand for furnishings (18.4 percent,
annual change), ascribed to the outstanding performance of residential
construction works, failing to offset the setback in the automotive market (down to
3.6 percent). In this case, the weaker start of sales this year3 indicates a somewhat
3
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In January-February 2020, the registrations of new motor vehicles contracted by 18 percent, according to the data released
by the Driving Licence and Vehicle Registration Department.
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lower consumer preference for purchasing new motor vehicles as compared with
the previous year, when a post-crisis high was recorded (Chart 2.2).
Chart 2.2. Trade
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Chart 2.3. Outlook for household consumption*
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While the evolution of trade in January-February 2020
and the higher retail trade and services confidence
indicators than those recorded in 2019 Q4
suggested a robust path of consumer demand,
the first COVID-19 cases reported in Romania at
end-February, concurrently with the fast epidemic
spread at European level, caused significant changes
in consumer behaviour. Thus, while the prospect
of stronger social distancing measures first caused
a spike in purchases of staple goods (food items,
hygiene and cleaning products, medicines, etc.) in
March, the adjustment of wage earnings (following
the decision of many companies to furlough
their employees or shut down their business)
eroded household demand and fuelled the abrupt
worsening of consumer confidence (Chart 2.3).
In this context, the most sensitive segments are
trade in durables and leisure activities. In the
former case, demand has plummeted ever since
March, in spite of signals pointing to an increase
in purchases of ICT products (due probably to the
longer time spent at home), which was visible in
online trade. Most probably, motor vehicles are
also in the category of goods that will witness the
sharpest decreases in demand, as the start in March
of the car fleet renewal programme will not provide
the necessary incentives for offsetting the lower
purchasing power and the decline in households’
propensity to make big ticket purchases.

-24

Market services to households were the strongest
hit by the effects of the COVID-19 pandemic, as
the declared state of emergency starting 16 March
caused the shutdown of many specialised
companies (Box 2). Although this sub-sector may
*) seasonally adjusted data
Source: NIS, EC-DG ECFIN
resume activity as of mid-May, the volume of
receipts will be sluggish for a longer period of time,
as households’ interest in leisure activities is little likely to see a full recovery. However,
a small part of these losses may be offset by the revenues from using accommodation
units as quarantine facilities or the shift in focus of some food service businesses
towards the preparation and delivery of food items for off-premises consumption.
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Box 2. A preliminary look at sectoral developments during the pandemic
Introduction
The global economic environment has changed dramatically in only a few weeks,
amid the worldwide spread of the new coronavirus, an event that has been equally
significant in terms of economic and social implications and unexpected for the
general public overall. Ramelli and Wagner (2020) notice that infectious diseases
were not in the top 10 risks in terms of likelihood, according to the World Economic
Forum’s Global Risks Report 2020; about one week after the report was published,
China was implementing quarantine measures in Wuhan.
The currently available information to assess the economic effects of this pandemic
cannot significantly lower the uncertainty prevailing worldwide. First, a similar
medical situation occurred over a century ago, which of course contains the
possibility to draw relevant economic parallels. Epidemics have been also manifest
more recently, but their spread and impact were much lower. Economically, the
current context is somewhat similar to the financial and economic crisis that broke
out in 2008, the latter having nonetheless different causes and sources of uncertainty.
In terms of actual data, information mainly covers financial markets, which reported
massive declines, but also subsequent notable recoveries, that seem slightly
counterintuitive, given the increasingly pessimistic economic forecasts. The statistical
data on the real sector activity do not paint, for the time being, a very clear picture
of the extent of economic decline: only confidence indicators are currently available
for April – the month when, by all indications, the economic activity in Western
countries contracted the most.
At present, there are signals that the economy of China, the first country
chronologically affected by the pandemic, is gradually returning to its normal
course, amid the lower number of newly infected cases and the easing of
confinement measures imposed by the authorities, thus heralding hope for similar
developments in other countries, at least in the short run. In many cases, the
confinement measures may, however, remain in place for a longer time period,
while other jurisdictions, which are considered to be the least prepared to deal
with the situation, seem to have not yet reached the epidemic peak. At the same
time, the likelihood of an asynchronous recovery is mitigated by the international
economic interdependence – Kohlscheen et al. (2020) notice the strong relevance
of spillovers/spillbacks in the current context. At present, there are significant
question marks concerning the presumable pace of economic recovery worldwide,
the overcoming of this situation being linked to the medical progress, which
is crucial for lifting the spectre of new waves of virus spread, thus enabling the
restoration of confidence.
Some notes on the domestic environment
As far as the size of negative impact and the profile of economic recovery are
concerned, the situation is unclear on the domestic front as well. It is relatively
normal for effects to be very visible in areas such as the accommodation and
food service activities, tourism or recreational activities, directly affected by the
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confinement measures taken at national level. To these add sub-sectors such as
transport equipment, whose integration in global production networks means that
its functioning is linked to the evolution of the European automotive segment,
so that the wave of decisions to suspend the operations of car factories in other
countries has also hit the domestic plants. At the same time, however, the intrinsic
characteristics of the above-mentioned sub-sectors also make them vulnerable in
the emerging economic environment, marked by weak demand and uncertainties
both domestically and internationally. Thus, even after the confinement
measures are lifted, labour market conditions are expected to adversely affect
the consumption of recreational services and durables – the purchases of
tourism packages or motorcars are the first to be delayed or relinquished, amid
the worsening of households’ financial standing. Therefore, the assumption of
a prompt economic recovery after lifting the state of emergency could be seen
as very optimistic. In fact, future demand weakness will likely weigh more on the
activity than the containment measures adopted to stop the virus spread.
Chart A. Input-output relationships in the economy
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Note: The chart shows the input-output relationships in 10 relevant economic sectors shown in the middle column. They use intermediate
goods produced by other sectors (which are listed by their NACE classification codes in the left column). Further on, the production
of these sectors accommodates the demand for intermediate and final goods in the economy, the respective contributions being
shown in the column on the right-hand side. Flows are displayed based on their money value, whereas the representation of each
category in the three columns corresponds to the flows illustrated in this chart. Data refer to 2015.
Source: Eurostat

An additional concern refers to spillovers across economic sectors, due to their
complex interconnectedness, as the customer-supplier relationships often
transcend the limits of a certain business area (Chart A). Specifically, the loss of
momentum in a sector will affect all the other connected sectors, be they
customers or suppliers. From this perspective, the energy industry (particularly
the manufacture of petroleum products) has recently caught a lot of attention at
international level, due to its function as a supplier to the transport sector. The
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transport activity was severely hit, causing a plunge in the demand for fuels up to
a point where, counterintuitively and unprecedentedly, the WTI oil price entered
negative territory. Many other sectors are in a similar position, as they provide
intermediate goods to business areas that are very likely to witness a contraction in
their activity, so that the negative demand shock will also spill over to them and
further in the upstream stages of the production chain – a genuine “domino effect”.
This analysis aims to provide some information regarding the position of the
domestic economy in the current context, based on a sectoral approach. First, it
gives an overview of the most relevant coordinates at sectoral level, i.e. recent
developments, vulnerabilities in terms of the emerging domestic and external
demand deficit or, contrariwise, the ways in which the present state of affairs
represents an opportunity. The discussion is subsequently extended to include an
input-output theoretical framework that allows the identification of some indirectly
affected sectors, via their connections along the production chain.
Sectoral focus
For certain segments, i.e. restaurants, accommodation services, museums, theatres,
sports competitions, etc., the declared state of emergency and the social distancing
measures were virtually the equivalent of a shutdown. The shift in focus to solutions
that ensure a relative continuity (food delivery, provision of online content etc.)
is expected to offset the recorded losses only to a small extent. About 6 percent of
economy-wide employees can be directly affected via this channel, the pressure
on those areas being reflected also in the number of suspended employment
contracts4; in terms of gross value added, those sectors accounted for more than
4 percent in 2018. Considering the income elasticity above one that characterises in
theory the demand for this category of services (an income contraction leads to a
stronger decline in purchases), the outlook for these business areas is not particularly
optimistic given the quite likely aggregate demand deficit in the period ahead,
with an additional negative influence possibly coming from consumers’ persistent
relative reluctance to buy services implying high human interaction. A potential shift
in tourists’ interest away from foreign destinations (considered too risky and/or too
expensive) to local destinations could help mitigate the adverse effects.
Retail trade, particularly the activity of shopping centres, is also directly influenced
by the measures adopted to limit virus spread, which implicitly affects wholesale
transactions. However, there is lower discrepancy between the number of
employees and that of suspended employment contracts, inter alia against the
background of the still robust demand for staple goods or ICT products. The context
has been clearly favourable for an increase in the importance of online sales.
A broadly similar picture to that of trade – direct negative effects of the containment
measures taken by the authorities, sub-sectors strongly affected by the current
state of affairs and well-positioned segments – is also seen in transportation and
storage (this sector, together with trade, accounted for nearly 18 percent of gross
value added in the economy in 2018). Specifically, passenger transport – air travel in
particular, but also other types of transport – has been strongly hit by the pandemic,
4
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In February 2020, 5.8 percent of total employees in the economy were working in the accommodation and food service
activities (NACE divisions 55 and 56) and in arts, entertainment and recreation (NACE divisions 90-93). At the end of the first
ten-day period of April, 14.5 percent of employment contracts were suspended in the aforementioned sub-sectors.
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while freight transport has been affected too, due to the weaker activity on certain
trade segments and the disruptions in production networks. Conversely, the current
state of affairs is an opportunity for courier companies. A possible easing of demand
can only have a similar influence on transportation and storage, and trade activities,
whose main role is to connect the producer and the end consumer, with business
areas being however expected to post uneven developments.
The virus spread across Europe has also weighed strongly on the automotive
industry. Thus, starting in March 2020, most European car manufacturers (domestic
producers included), as well as a large part of motor parts manufacturers announced
the suspension or the sharp decline in operations, following the coronavirus
outbreaks in some manufacturing facilities, the disruptions along the production
chains, the containment measures, and demand plummeting over the near term
(in March, the number of car registrations EU-wide dropped 55 percent in annual
terms, according to the European Automobile Manufacturers’ Association)
and remaining weak subsequently. In fact, developments in the stock markets
suggested that the automotive industry would be among the most affected at
international level5. However, the wave of announcements about production
halts was followed, in a few weeks’ time, by a similar wave of announcements about
production resumption, which brought again some signs of optimism.
Moreover, the local automotive industry may not be that strongly affected in the
medium run by the adverse domestic and external economic developments or may
even benefit from this environment, the same as was the case with the economic
crisis that happened approximately a decade ago. This fostered the reaping of
quality and price benefits of Romania’s production6 on the external markets, which
resulted in significant market share gains. The current situation is certainly not
identical to that in place when the 2008-2009 crisis broke out, the main difference
being the shift of the portfolio of domestically manufactured motor cars to products
with higher prices, also on account of the sustained erosion of the cheap labour
force advantage over the recent years. However, the quality-price ratio seems to
have not undergone an erosion – after all, higher prices are charged for higher‑end
models, the demand for which has been robust over the past years. Thus, the
outlook of a faster recovery of the automotive sector in Romania is not groundless,
even though recent developments did not bode well for this industry. Specifically,
the optimistic expectations for 2020 expressed at the beginning of the year – the
completion of investment to expand the production capacity at the Mioveni-based
plant and the increase in the capacity utilisation rate at the Craiova factory, so that
the local production would reach around 700,000 units from less than 500,000 units
in 2019, with an implicit stimulative effect on the producers of motor parts and
accessories – would certainly fail to materialise. Moreover, the first two months
were quite weak at the Mioveni plant – the motor car production declined in annual
terms, and so did the number of Dacia car registrations on the European market.
Other industrial sub-sectors producing durables or investment goods are, in turn,
going through trying times. In the former case, at least in the short term, extending
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For instance, at their lowest levels, prices of the shares of some important car producers had decreased by more than half
versus the beginning of the year.

6

The Box entitled “The automotive sector – incidental disruptions and structural metamorphosis” in the NBR’s November 2019
Inflation Report describes in detail the conditions for the manufacture in Romania of internationally competitive cars.
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the stay-at-home period may somewhat support demand for, and thus production
of furnishings or ICT goods. By contrast, the very likely setback in investments
(typically, they drop the most in economic downturns; in 2009, investments
contracted by a third) will also reflect in sectors such as machinery and equipment
or fabricated metal products. Industrial output of intermediate goods has also
been affected, as shown inter alia by the decisions to suspend activity taken by
manufacturers of electrical equipment or rubber products.
At the same time, sub-sectors like the food industry, pharmaceuticals or the
chemical industry might be among the few winners of this crisis, as plants
operating in these sectors increased their capacity so as to cope with demand,
which would probably continue in the medium term. However, they hold a minor
share in the manufacturing sector (approximately 6 percent of total gross value
added; the other sub-sectors hold approximately 15 percent), so that, on a whole, the
reasons for concern are well founded.
A sector that is traditionally viewed as strongly pro-cyclical is construction (based on
the output approach, this accounts for over 6 percent of total gross value added). The
reduction in incomes could only discourage households’ drive for high-value purchases
such as housing; companies’ lower appetite for investment projects has a similar impact
on the sector. Under these conditions, it would be desirable for the public authorities
to adopt a counter-cyclical stance, reflected in a push for infrastructure works, whose
feasibility is, however, called into question, given the fiscal space available.
The Romanian economy’s exposure to ICT services (5 percent of gross value added
comes from this sector), among the highest in Europe, constitutes one of the
frequently cited advantages in the past few years, which still applies in the coming
period. From the short-term increase in demand for video games and, overall, in the
time spent on the computer, to the greater role of remote interaction in production,
which may lead even to changes in production processes consisting in a higher
focus on ICT, it seems that the necessary conditions for the sector to continue its
robust trajectory are met. Moreover, given its nature, this area is rather unaffected
by the mobility restrictions imposed. A similar reasoning in the sense of a higher
significance to the production process and a limited impact of mobility restrictions
also applies to outsourcing services. Nevertheless, considering that a sizeable part
of production serves as input for other sectors, it cannot be said that ICT services are
invulnerable to a generalised weakness of domestic and external demand.
Input-Output framework
Based on the information on the extent to which the production of local economic
sectors is used as intermediate consumption by other local sectors or consists of
final goods, serving final consumption, investments, exports, etc., formulating
certain hypotheses on the evolution of final demand may lead to estimating effects
on the gross value added – at a sectoral level, as well.
Theoretical outline
The economy contains sectors. The production of a sector ( ) is destined for the
intermediate consumption in another sector ( is the intermediate consumption
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produced by sector and used by sector ), and/or for final demand (the total final
demand of the good will be ). Specifically:

can be expressed based on its weight in the total production of the receiving
sector ( ):

For all sectors, in matrix form, the above relation is written as follows:

The notations used are according to intuition. and are
while is an
square matrix.

column vectors,

Next:

The above relation can be interpreted as indicating the production necessary in
each sector to satisfy a certain structure of final demand.
Further on, the share of value added in production

can be shown:

Above, the notation
designates an
square matrix that includes in its main
diagonal the elements of the
column vector , and zeroes in all the other entries.
Therefore:

The relation indicates the value added that each sector must produce in order to
satisfy the structure of final demand. Practically, starting from the actual data in a
given year, the hypotheses on final demand materialise in counterfactual scenarios
for , resulting in scenarios/effects for .
Results
The previously-described model was implemented using input-output data
for 20157. Demand shocks were formulated in line with the above-mentioned
discussion for the second quarter of the year8. Formulating scenarios regarding
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It refers to the most recent data available with the necessary details. The alternative option of using supply and use tables
for 2017 involved the explicit inclusion of imports in the model, so that estimating effects on value added required
substantiating additional hypotheses on their evolution. Amid the uncertainty surrounding the trajectory of imports under
economic stress conditions, 2015 data were chosen for use. Data is provided by Eurostat.

8

Final demand shocks at sectoral level for 2020 Q2 stand between -60 percent and +50 percent. In order to substantiate
them, the following were considered: companies’ exposure to the domestic market vs the foreign market, the results of the
most recent DG-ECFIN Survey, statements provided by the most important companies in the field or the particularity of the
period (the increase in time spent at home, the increase in law enforcement and healthcare activities).
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final demand does not imply that demand shocks would exclusively prompt the
economic developments in 2020 Q2, it essentially represents only a working
approach, which incorporated all the available information. Practically, calibrating
the effects on final demand took into account the cross-check of the resulting
effect on sectoral value added with information on supply-side developments.
Chart B. Forecasted developments in sectoral GVA in 2020 Q2
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The calculations highlighted a rather obvious aspect a priori, which is the similarity
between the shock to the final demand in a sector and the shock that is likely
to hit the sector’s value added. Specifically, first, final demand is a component
of production on the use side, while, at the same time, value added is found in
production on the supply side. In addition, an economic sector offers intermediate
goods to itself first and foremost, which means that the majority of suppliers come
from the same business area. However, there are considerable differences between
the dynamics of final demand and those of value added in certain cases. Thus,
electricity is expected to benefit from a rising final demand, amid the increased
time spent at home. The drop in demand in other areas is seen, however, to lower
the use of electricity as an intermediate good. The net effect will be negative
(Chart B). A similar phenomenon may also appear in the ICT sector, whose input
is significantly found in many other sectors, which is rather intuitive if taking into
account the ubiquity of computers, the variety of software programmes or the
importance of telecommunication services in virtually any line of activity.
The results suggest a more favourable evolution for the telecom component, which
may benefit from higher final demand. In view of the above-mentioned, ICT dynamics
is seen to be supported by the increasing importance of this sector in production
processes.
Conclusions
The global economy is currently going through unprecedented events, difficult
to imagine only a short while ago. The measures implemented by authorities
worldwide negatively affect economic activity, while expectations on the pace of
recovery are, overall, pessimistic. The local economy will be seriously impacted
in its turn, yet the landscape is uneven at sectoral level. Sectors such as the food
industry, pharmaceuticals and the chemical industry are in a relatively good
position in the current context, as are online trade, courier services and ICT services.
Moreover, the local economy’s exposure to the automotive sector is not necessarily
a vulnerability. However, most domestic economic sectors will be severely affected.
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In 2019 Q4, the general government budget execution led to a deficit of lei 21.3 billion
(the equivalent of 2.0 percent of GDP), well above that posted in the prior quarter
(lei 7.0 billion, i.e. 0.7 percent of GDP) and significantly larger than that recorded in
the same year-ago period (lei 10.1 billion9, i.e. 1.1 percent of GDP). Its strong increase
as compared with the 2019 Q3 value was the result of the marked rise in total
budget spending10, chiefly on the back of capital expenditure11 and government
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9

Based on final data relating to the 2018 budget execution, as published by the MPF.

10

The real annual growth rate of total spending, however, decelerated slightly to 9.3 percent, from 12.2 percent in 2019 Q3.

11

Its real annual growth rate also witnessed a slowdown compared with the previous quarter.
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spending on goods and services, as well as of
spending for projects financed from non-repayable
external funds12 and other current expenditure
(social security spending13, compensation of
employees, interest expenses14 and other expenses15
respectively). At the same time, the rise in budget
revenues16, mainly due to larger disbursements from
the EU17, was considerably more modest.

Chart 2.4. Investment
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Chart 2.5. Signals on investment outlook
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Gross fixed capital formation continued to increase
at a fast pace in 2019 Q4 (15.7 percent, annual
change), supported by both construction activity
and technological investment. New construction
works and capital repairs expanded by about
22 percent in annual terms, a trend that persisted
into early 2020 as well (26 percent increase
in Q1), due also to favourable weather conditions
(Chart 2.4). The upbeat trend reversed amid the
distortions caused by the COVID-19 spread, the
adjustment in household and corporate financial
resources calling for priorities to be reconsidered,
which will inevitably lead to the postponement
or even the suspension of investment projects.
Moreover, the government spending on measures
to protect the business environment and contain
the pandemic social effects (supporting the
healthcare sector, ensuring isolation/quarantine
conditions also in unconventional facilities,
disinfecting public spaces, etc.) will be probably
accompanied by a slowdown in investment in
infrastructure (Chart 2.5).
In 2019 Q4, equipment purchases also witnessed
favourable developments, their dynamics picking
up to 19 percent in annual terms. Such investments
were reported in sectors like agriculture (also
on account of the high absorption of structural EU

12

Nevertheless, this increased at a slacker pace, its real annual dynamics entering negative territory. At the same time, its
impact on the change in general government budget balance was offset by the larger disbursements from the EU.

13

The pick-up in its real annual dynamics also reflected the effect of the increase in the pension point and the social indemnity
for pensioners starting in September 2019.

14

Yet contracted in real annual terms.

15

Also reflecting the one-off impact of the discharge of some payment obligations pursuant to an arbitral award of the ICSID.

16

Their real annual dynamics entered negative territory in this period (to -1.3 percent from 5.7 percent in the earlier quarter),
inter alia amid a base effect stemming from the impact on budget execution in 2018 Q4 of windfalls from the EU.

17

Similar, albeit lower, contributions were also made by the increase in receipts from corporate income tax, VAT and social
security contributions – whose real annual growth rates, however, slowed down visibly –, as well as from the tax on use of
goods or on permission to use goods or perform activities.
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funds under the current financial framework) and construction (amid the recovery in
construction activity). Furthermore, a stronger interest in establishing or expanding
modern production facilities in technological or logistical terms was also seen in
certain industrial sub-sectors, such as the manufacture of building materials, the
manufacture of motor parts and electrical equipment, food industry. Nevertheless,
the industrial sector as a whole failed to see an upturn in 2019 Q4 too, while the
industry confidence indicator (mainly eroded by the sluggish external demand)
continued on a downward trend also in the first two months of 2020. The picture
turned even bleaker subsequently, amid the spread of the COVID-19 pandemic, as the
decline in demand and the disruptions in the supply-production-distribution chains
(via the external channel as well) contained the activity in many areas and fuelled
uncertainties, putting a damper on investment appetite.
In the final quarter of 2019, the negative contribution of net external demand to
real GDP dynamics lowered to -0.6 percentage points. This was partly due to
exports of goods gaining momentum (up to 3.1 percent), yet largely as a result of
incidental factors, the Romanian industrial sector being further affected by the weak
economic activity in the euro area, amid the protracted uncertainties and tensions
worldwide. Specifically, the pick-up in exports was chiefly ascribed to exports of
agri-food commodities (maize, sunflower) and the rebound in motor vehicles sales
in December18. The latter development was possibly associated with the frontloaded
purchases in EU-28, due to some legislative changes relative to insurance premiums
for CO2 emissions in certain EU countries as of 1 January 2020. The recovery of
motor vehicles exports offset only in December the protracted contraction in motor
parts exports (on both the European markets, mainly on account of the decline in
Germany’s car-making sector, and the non-EU
markets, Algeria and Russia in particular). The
Chart 2.6. Exports
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The gradual improvement in the economic sentiment
EU-wide in the period from November 2019 to
February 2020 (also as a result of the improved
US‑China trade ties), reflecting also in a relative
rebound in the volume of external orders for the local
industry, hinted in early 2020 at a relatively favourable
path of Romanian exports19 (Chart 2.6). However, the
prospects changed dramatically in the spring of 2020,
following the decision to temporarily shut down
some production facilities holding significant shares
in exports of final goods (motor vehicles, household
appliances) and the activity of which is strongly
integrated in international production chains. In

18

Exports of petroleum products, pharmaceuticals, naval transport means, etc. were also on a rise.

19

January-February trade balance data confirmed these expectations, as exports of goods advanced by 3.5 percent, faster
than in 2019 Q4 (annual nominal changes).
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Chart 2.7. Consumer goods: domestic
production vs imports*
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Chart 2.8. Trade balance
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fact, the latter category of firms operate in industrial
sub-sectors that are the strongest affected by the
uncertainty surrounding the future evolution of
the business activity, as highlighted in a survey that
the NIS conducted for March and April across
economic sectors20. Specifically, the mentioned
sub‑sectors include the automotive industry,
the manufacture of other transport means, electrical
equipment, metallurgy and fabricated metal products.
They are facing either drops in external demand (as
a result of the contraction/suspension in the activity
of main European partners) or supply difficulties
concerning imported commodities, given the freight
restrictions. The disruptions on the latter segment will
dent the surplus on the services account of the balance
of payments. Yet, the influence may be cushioned by
a step-up in the external demand for ICT services (also
amid the expansion of teleworking), as well as by
a decline in international tourism and (business and
personal) travel activities, leading to smaller deficits
of these two categories in the services account.

-15

imports (rhs)

Similarly to the previous quarters, in OctoberDecember 2019, the high domestic demand fuelled
the swift dynamics of imports of goods and services
(7.3 percent in annual terms), so that the trade
balance worsened further in 2019 as well, the main
erosion channel being net imports of consumer
goods (Charts 2.7 and 2.8). The first two months
of 2020 witnessed similar developments, but the
domestic and external demand contractions expected
in the subsequent period will result in the reversal
of import trajectory (with possible exceptions,
such as purchases of pharmaceuticals and medical
equipment). However, for March at least, the decline
in imports was less sharp than that in exports, which
added to the tension on the trade balance.

Labour productivity
In 2019 Q4, the annual dynamics of labour productivity economy-wide slowed down
slightly to 3.4 percent. Most economic sectors saw labour productivity growth losing
momentum, with agriculture being the sole notable exception. It is worth noting
that labour productivity in agriculture has been reporting robust annual dynamics,
generally above the average economy-wide, for approximately two years, as the
step-up in sectoral lending programmes and the good absorption of EU funds have
supported the investment activity of agricultural businesses.
20
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NIS – “Impact assessment of COVID-19 on the economic environment in March and April 2020”, press release of 15 April 2020.
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In industry, the correction continued for the fourth
quarter in a row, the trend – manifest in all three
annual change (%)
sub‑sectors – reflecting the dynamics of output
volume falling deeper into negative territory
(Chart 2.9). The external orders for the local industry
declined in annual terms for the first time over the past
five years, as the automotive industry has continued to
be affected for about a year by the US‑China economic
tensions, as well as by the specific transformations
of the sector (stricter standards for pollutant emissions
or the need to adjust production processes to the
advent of electromobility). Nevertheless, in the last
month of 2019 and at the beginning of 2020, there
I III I III I III I III I III I III I III I
were some positive signals concerning the productive
2013
2014
2015
2016
2017
2018
2019
2020
investment in some manufacturing sub-sectors
labour productivity
(building materials, food industry, electrical equipment
production volume
number of employees
or furniture), special mention deserving the increased
Source: NIS
interest in investment in automation and streamlining
of production processes. In the domestic automotive
sector, the beginning of 2020 came with mixed signals, the Ford factory virtually doubling
its production in January-February as compared with the same year ago period and
thus fully offsetting the production decline at the Mioveni-based plant.
Chart 2.9. Labour productivity in manufacturing
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The start of a sharp recession at the end of 2020 Q1 will cause labour productivity
dynamics in industry to fall deeper into negative territory, since the contraction
of economic activity is not usually accompanied by such a rapid adjustment of
personnel numbers. Moreover, given the facilities
that companies affected by the COVID-19 pandemic
Chart 2.10. Unemployment and job vacancies
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relations, the dynamics of labour productivity are
expected to go down sharply, emphasising its
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recession21.
6

1.5
1.0

2

0.5

0

0.0
I 2005
III
I 2006
III
I 2007
III
I 2008
III
I 2009
III
I 2010
III
I 2011
III
I 2012
III
I 2013
III
I 2014
III
I 2015
III
I 2016
III
I 2017
III
I 2018
III
I 2019
III
I 2020

4

ILO unemployment rate
registered unemployment rate
job vacancy rate (rhs)
Source: NEA, Eurostat, NBR calculations

32

Labour market developments22
The coordinates of the labour market remained
relatively unchanged in the period from
October 2019 to February 2020, i.e. a fast-paced
growth of wage earnings, a scant supply of
workforce, and a modest rise in the number
of employees economy-wide. However, starting
March 2020, the picture has drastically changed,
the measures taken to slow down the spread of the
COVID-19 affecting both the trajectory of income
and that of headcount.

21

See the Box entitled “Labour productivity and the business cycle in Romania” in the May 2018 Inflation Report.

22

The analysis is based on seasonally adjusted data; the main sources are NIS, Eurostat and NEA.
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The available labour supply continued to follow a downward trend October 2019
through February 2020, the ILO unemployment rate and the NEA rate hitting 15‑year
lows of 3.9 percent and 2.8 percent, respectively, at the end of the period (seasonally
adjusted data). Moreover, the job vacancy rate stayed on the gradually descending
path it had embarked on in mid-2018, mainly due to the lower number of openings
in the public administration and in industry. Against this background, in early 2020
labour market tightness showed an increasingly
manifest tendency to abate (Chart 2.10).
Chart 2.11. Number of employees
economy-wide
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Chart 2.12. Skill mismatch index23 on the labour
market and nominal gross wage earnings
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In October 2019 – February 2020, the number of
employees in the economy further increased at
a modest rate (0.7 percent), while the characteristics
of the recruitment process remained similar to those
seen in the previous period (Chart 2.11). Specifically,
once again, on the one hand, recruitment in
construction kept up the momentum, amid the
tax incentives granted at the beginning of 2019
and, on the other hand, the number of payrolls
in industry dropped, particularly in the automotive
industry and the related sub-sectors (as a result of
lower demand and digitalisation actions).
Average gross wage earnings further posted
robust annual dynamics October 2019 through
February 2020 (10.2 percent in annual terms),
amid the recruitment difficulties reported
by employers, the skill mismatch index hitting a
historical high in Q4 (Chart 2.12). An additional
contribution came from the government measures
effective as of 1 January 2020: a new raise
in the gross minimum wage economy-wide
(by 7.2 percent, to lei 2,230) and the hikes set forth
by the unified wage law applicable in the public
sector (education). The deceleration versus Q3
(by 2.2 percentage points) rested largely on the
wage increases seen in construction in January 2019
(up to lei 3,000) dropping out of the calculation of
the annual rate.
However, starting in the latter half of March, the
restrictions introduced to flatten the epidemiological
curve have had a strong impact on the labour
market, leading to rising unemployment (the
ILO unemployment rate went up to 4.6 percent in

Calculated as the sum of differences in absolute value across each skill group between labour supply (approximated based
on the share of the unemployed with a certain level of education in total unemployed) and labour demand (approximated
based on the share of the employed with the same level of education in total employment).
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March24), the fall into negative territory of the annual dynamics of the number of
employees economy-wide for the first time in the last eight years, fewer job
opportunities and a sharp deceleration in the wage growth rate (down by
3.6 percentage points versus the average for the past 5 months, to 6.65 percent).
Although, in light of the exceptional nature of the shock to the economy, the
government recommended and supported the claim for furlough, over
360,000 employment contracts had already been terminated by mid-May, according
to the Ministry of Labour and Social Justice. Nevertheless, the value does not translate
one-to-one into the number of people made redundant, the difference between total
active employment contracts and the number of payrolls economy-wide pointing
to a significant percentage of employees with multiple, probably part-time, contracts.
However, unemployment rates are likely to climb by at least 3 percentage points in
2020 Q2. As regards furlough, the most recent data released by the Ministry of
Labour and Social Justice show that it affected more than one million employees
economy‑wide by mid-May. The task of their remuneration has been taken over by
the government ever since the state of emergency was declared and up to 1 June,
with a possible extension in the areas where restrictions will be kept in place25. Thus,
employment relations are preserved, but wages are adjusted downwards to 75 percent
of the basic salary, without exceeding 75 percent of the economy‑wide average.
Therefore, job opportunities are seen to decline markedly across most sectors, at least
in the next three months, as shown by the results of the DG ECFIN survey for April. Yet,
there are exceptions, such as the food industry, the trade in essential goods, the
freight transport or the ICT segment, companies in these sub-sectors already
announcing their intention to hire during this period. The recourse to furlough will
reflect also in the significant slowdown of wage dynamics in 2020 Q2, in the opposite
direction acting potential pay increases in the above-mentioned sub-sectors, to which
add the hikes announced for the healthcare staff.

2. Import prices and producer prices
on the domestic market
The rapid spread of the COVID-19 pandemic in early 2020 overturned the
cautiously optimistic outlook for the world economy in the current year,
induced by the easing of the US-China dispute, and the negative effects
have already mirrored in the movements in international commodity prices,
particularly for energy and metals. Therefore, the disinflationary influence
exerted by external prices on domestic ones, witnessed already in 2019, is
expected to amplify in 2020.

34

24

However, the registered unemployment rate held steady at 2.8 percent in March. This divergent development is probably
due to methodology, i.e. the NEA rate is calculated based on claims for unemployment benefits (as new unemployed are
likely to register with unemployment agencies with a certain delay), whereas the ILO unemployment rate is calculated
based on a quarterly survey carried out by the NIS.

25

As of 18 May, the state of emergency has been replaced by a state of alert for a 30-day period, restrictions being lifted in
several sub-sectors, provided that hygiene and disinfection requirements are observed. However, some activities remain
suspended, such as the trade in goods and services in shopping centres that exceed 15,000 square metres, where several
economic agents carry out their businesses, the serving of food and beverage items in the common eating areas of
restaurants, hotels, motels, boarding houses, cafés or other public premises, both inside and outside, on the terrace.
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2.1. Import prices
In 2019 Q4, global economic growth remained on the deceleration trend seen
throughout the year. However, the signing of a trade deal between the US and
China and the UK election results at year-end helped reduce uncertainty, thus
fuelling market expectations of a revival in global demand in 2020, which led to
a rise in international commodity prices. Then, panic replaced optimism as soon
as the COVID-19 turned into a pandemic, markets witnessing historical corrections.
Developments essentially reflect investors’ rapid shift to safe-haven or liquid
assets (the magnitude of the fall indicating their expectations of a deep recession),
but also a plummeting demand, given that many firms26 ceased operations in
March‑April 2020, amid restrictions to population mobility being set up in increasingly
more countries. Most international institutions take into account in the baseline
scenario the likelihood of this lockdown situation lasting until mid-2020.
Specifically, energy prices saw their annual dynamics
move out of negative territory for a brief period
annual change (%)
7.5
in early 2020, before witnessing a 56 percent
contraction March through April, prompted by the
5.0
most recent developments at international level.
2.5
This owed mainly to the volatile trend of oil prices,
which increased at an annual rate of approximately
0.0
7 percent in January, only to collapse by 60 percent
from March to April. This large adjustment was
-2.5
triggered by concerns about the prospects for
-5.0
global economic activity as the COVID-19 pandemic
spread, but was amplified by OPEC+27 failing to
-7.5
J FMAM J J A S OND J FMAM J J A S OND J FMA
agree on capping output for the current year, and
2018
2019
2020
hence prices plunging successively to 18-year lows
agri-food items
(around USD 20/barrel in March-April). The negative
metals
energy
developments in global industrial output seen
world industrial production (rhs)
in 2020 Q1, which are most likely to continue in the
Source: World Bank, FAO, NBR calculations
following months, had an impact on metal prices
as well, the annual rate of change of the aggregate
index (including iron ore) falling deeper into negative territory in April, to -20 percent.
After witnessing a rather brisk annual increase in 2019 Q4, the FAO food price index also
slowed down in the first months of 2020. The dwindling demand at global level, driven
by the measures taken by the authorities in many countries to fight against the spread
of the new coronavirus, pushed the annual rate in negative territory in April (Chart 2.13).
Chart 2.13. International commodity prices

75
50
25
0
-25
-50
-75

Thus, in 2019 Q4, external prices exerted a disinflationary influence on domestic
prices, the unit value index of imports (UVI)28 declining gradually to 98.5 percent. This
26

The shock wave has spread rather quickly across all economic sectors, but the ones likely to be the most affected are the
recreational services, including tourism and accommodation and food service activities, (air) transport, industry, particularly
the automotive and energy sub-sectors, and non-food trade.

27

Towards end-April, OPEC+ members have finally agreed to cut oil output by nearly 10 million barrels a day as of 1 May, but
the markets deemed this amount insufficient for re-establishing a balance between demand and supply, thus causing
prices to remain low.

28

Expressed in EUR.
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was partially offset by a slight depreciation of the leu against the euro, the domestic
currency recording a relatively stable performance against the US dollar. Major
contributors to the developments in the aggregate UVI were intermediate goods,
such as mineral products, chemicals and base metals, in line with the movements in
international commodity prices, which are expected to further have a disinflationary
impact in 2020 as well, given the effects of the COVID-19 pandemic on global
economic activity.
As regards the goods holding a relevant share in the CPI basket, the UVIs of most
items saw increases. The determinants for agri-food items were meat products (given
the problems facing the pork meat segment), and fruit (whose prices are typically
volatile, being strongly influenced by weather conditions), their UVIs reaching
129.5 percent and 116 percent, respectively. On the non-food segment, rises in UVI
were seen largely in semi-durables (clothing and footwear).

2.2. Producer prices on the domestic market
Industrial producer prices on the domestic market slowed down their annual dynamics
to 3 percent in 2020 Q1 (by 0.6 percentage points as compared to the 2019 Q4
average; Chart 2.14). This owed chiefly to the downward trend in international
commodity prices, particularly oil, as well as in
electricity prices on the domestic wholesale market,
Chart 2.14. Industrial producer prices
on the domestic market
amid low global demand for such products, these
developments reflecting also in domestic producer
annual change (%)
10
18
prices for energy and intermediate goods.
Conversely, producer prices for capital and consumer
goods increased. In the former case, the hike in
their growth rate (up by 2.9 percentage points, to
5.2 percent) was short-lived, being ascribable to a
0
0
single industry, i.e. a monthly rise of about
30 percent in prices for repair and installation of
machinery and equipment in January. Excluding this,
-5
-9
the annual change of producer prices for capital
J FMAM J J A S O N D J FMAM J J A S O N D J FM
goods remained roughly unchanged from the values
2018
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recorded in the last two quarters of 2019, in the
industry
consumer goods
capital goods
intermediate goods
absence of significant pressures from the RON/EUR
energy (rhs)
exchange rate or commodity prices. The rises
Source: NIS, Eurostat
in producer prices for consumer goods owed to food
items, particularly pork products, given the
supply‑related challenges facing this market at international level. However, in
the period ahead, tensions are expected to alleviate somewhat in this area, given the
weakening demand amid the measures taken by the authorities (the reduced mobility
of the population, the suspension of accommodation and food service activities).
5

9

In 2020 Q1 as a whole, the annual growth rate of agricultural producer prices remained
close to the value reported in the previous quarter (6.9 percent; Chart 2.15). The rate
36
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Chart 2.15. Agricultural producer prices
annual change (%)
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Chart 2.16. Unit labour costs
24

Unit labour costs
In 2019 Q4, the annual growth rate of unit labour
costs economy-wide picked up to 5.8 percent
(up by 2.3 percentage points against the previous
quarter), owing to the faster dynamics of the
compensation per employee, as well as to a
deceleration in productivity growth (Chart 2.16).
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of change in prices for vegetal products came in
at around 5 percent, as in the previous quarter,
under the influence of still subdued pressures from
cereals, in a context in which the international
market witnessed a supply surplus. The outbreak of
the COVID-19 pandemic has nevertheless given rise
also to logistical challenges related to the supply
of inputs for crops (seeds, fertilizers, protection
products). The annual growth rate of prices for
animal products remained fast‑paced (approximately
11 percent, similarly to the preceding interval),
mainly in association with pork prices, which soared
by over 50 percent in annual terms.
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In the period from October 2019 to February 2020,
the main driver of unit wage costs in manufacturing
further posting strongly positive dynamics was
the tense international trade environment, adversely
influencing labour productivity developments.
At the same time, the energy and mining sectors
continued to be affected by measures to reduce
pollutant segments (additional costs associated
with the carbon dioxide emissions certificates).
March 2020 saw a step-up in the already brisk pace
of increase in unit wage costs amid almost broadbased contractions in labour productivity across
sectors (a notable exception was the food industry,
which benefited from higher demand in the period
under review), as the declines in output were
not accompanied by similar adjustments in labour.
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3.

Monetary policy and
financial developments
1. Monetary policy
In February 2020, the NBR extended the status-quo of the monetary policy
rate and of the interest rates on standing facilities, as well as of the minimum
reserve requirement ratio on leu-denominated liabilities of credit
institutions, while maintaining strict control over money market liquidity;
at the same time, the central bank cut the minimum reserve requirement
ratio on foreign currency-denominated liabilities of credit institutions to
6 percent from 8 percent29. In March, the NBR Board convened for an
emergency meeting and adopted a package of measures aimed at mitigating
the economic impact of the coronavirus pandemic and at consolidating
liquidity in the banking system so as to ensure the smooth functioning of
the money market and of other financial market segments, as well as the
smooth financing of the real economy and the public sector. The package
included a cut in the monetary policy rate by 0.50 percentage points, to
2.00 percent, and the narrowing of the corridor defined by interest rates on
standing facilities 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, it was 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. These
decisions were meant to support a 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.
In its February meeting, the NBR Board decided to keep the monetary policy rate at
2.50 percent, as the annual inflation rate had continued to rise in December 201930,
thus climbing somewhat higher than anticipated above the variation band of the
target, while the new medium-term macroeconomic forecast expected the annual
inflation rate to decline significantly in the early months of 2020, but to re-embark
on a slightly upward path in H2, staying in the upper half of the variation band of
the target until the end of the projection horizon, to reach 3.0 percent at end-2020
and 3.2 percent at end-2021. At the same time, the probable downward correction
of inflation in the first part of this year was entirely attributable to the action of
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Starting with the 24 February – 23 March 2020 maintenance period.

30

To 4.0 percent from 3.8 percent in November and 3.5 percent in September.
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supply-side factors31, while fundamentals were seen to exert somewhat strongerthan-previously-anticipated inflationary pressures32, and relatively steady over the
projection horizon, given the forecasts on the cyclical position of the economy, wage
costs – associated with labour market tightness –, as well as import price dynamics,
reflecting inter alia the expected developments in the leu exchange rate33.
Thus, economic growth was forecasted to remain solid during 2020-2021, only slightly
decelerating versus 2019, amid the further stimulative effects of fiscal policy and
monetary conditions; this outlook rendered likely an initial levelling-off of excess
aggregate demand at higher values than previously foreseen, followed by its embarking
on a slowly downward trajectory. Moreover, similarly to the previous assessment,
household consumption was expected to regain in 2020 and thereafter consolidate
its position as the main driver of economic growth, amid the swift dynamics of real
disposable income34 and developments in real interest rates, whereas net exports were
anticipated to have a further negative contribution to GDP dynamics, implying a likely
protracted deterioration, also in relative terms, of the current account balance.
The uncertainties and risks to the new forecasts were, however, particularly high. They
stemmed primarily from the fiscal and income policy stance, given the increase in the
2019 budget deficit significantly above 3 percent of GDP, with possible expansionary
implications in 2020 as well – especially in the context of the election calendar and the
provisions of the new pension law –, but also carrying the potential to trigger this year,
inter alia from the perspective of the EU fiscal governance framework, a fiscal correction
implying additional corrective measures on top of those already incorporated in
the budget programme. Heightened uncertainties continued to come from the external
environment as well, given the weakness of the euro area and global economies and
the increased risks to their outlook induced by the coronavirus outbreak.
Given the developments in foreign currency lending and the adequate level of forex
reserves, the NBR Board decided, however, to cut by 2 percentage points the minimum
reserve requirement ratio on foreign currency-denominated liabilities of credit
institutions, to 6 percent35; 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.
According to subsequent statistical data and assessments, the annual inflation rate
dropped at a fast pace in the first two months of 2020 and thus returned into the
31

Having as main determinants the base effects associated with previous developments in exogenous CPI components, as well
as with the tax introduced in the telecom sector. To these added the disinflationary influences stemming from the removal of
the special excise duty on motor fuels in January 2020, as well as from the relatively more moderate developments anticipated
for volatile food prices, whose impact would be only partly offset by the probably slower deceleration in the dynamics of
tobacco product prices, amid the one-quarter frontloading of the increase in the specific excise duty.

32

Additionally, more pronounced inflationary effects were anticipated to be temporarily manifest at the level of core inflation
on account of supply-side shocks stemming from the agri-food sector, likely to partly offset the disinflationary base effect
associated with the introduction of the telecom sector tax, which would become more visible in 2020 Q2.

33

In this context, the annual adjusted CORE2 inflation rate was expected to fall only slightly below the upper bound of the
variation band of the target in 2020 H1, before resuming growth and climbing in December 2020 above the previous
forecasts, i.e. to 3.4 percent, and afterwards remaining virtually stable at this level, similar to the previously projected value
for the end of the forecast horizon.

34

Underpinned by a lower inflation rate and larger social transfers.
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Starting with the 24 February – 23 March 2020 maintenance period.
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upper half of the variation band of the target, falling to 3.6 percent in January and
to 3.05 percent in February, in line with expectations, owing mainly to developments
in the prices of fuels and VFE, and, to a lower extent, to developments in tobacco
product prices and administered prices36. Core inflation also made a minor, lowerthan-anticipated contribution, as the annual adjusted CORE2 inflation rate continued
its upward movement into January, contrary to expectations, 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 Q437, in quarterly terms as well, making it likely for excess aggregate demand
to rise above the anticipated value. Moreover, contrary to forecasts, household
consumption became again the main driver of economic expansion during this
period, its contribution being followed at quite a distance by that of gross fixed
capital formation and then by that of government consumption – in the context of
the considerable fiscal deficit widening at year-end –, 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,
also reflected in the markedly slower annual increase of the negative trade balance.
The current account deficit posted, however, only a very slightly slower annual growth
pace, whereas its coverage by foreign direct investment and capital transfers saw a
further downward trend. At the same time, the latest monthly data – for January 2020
– continued to suggest a robust economic growth in 2020 Q1, supported by both
private consumption and investment.
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, including those 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.
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The slower dynamics of exogenous CPI components were primarily ascribable to base effects and the influence 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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Given the escalating international financial market volatility, key ROBOR rates in
the domestic money market discontinued their slight downtrend seen January
through February 2020, before rising relatively steeply in the second 10-day period
of March. In turn, interest rates on leu-denominated government securities went
up significantly, especially over longer maturities, also amid worsening liquidity on
the secondary market – visible at a regional level as well. Moreover, at mid-February,
the EUR/RON embarked on an upward path, considerably less steep, however, than
that seen in the exchange rates of the other currencies in the region.
At the same time, the preliminary assessments made in this particularly fluid context
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 consumer demand were likely to entail a sharp slowdown
in first-quarter economic growth, followed by a quarter-on-quarter contraction,
implying a drastic change in the course of Romania’s economy in 2020 H1, which
would trigger 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,
in addition to the front-line measures taken in the healthcare and fiscal areas, also
bearing in mind the relatively narrower room available to fiscal policy 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 regarded as necessary also for ensuring and enhancing liquidity in
the banking system, for the smooth functioning of the money market and other
financial market segments, as well as for the
adequate financing of the real economy and
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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 (Chart 3.1). 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.
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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.

2. Financial markets and monetary developments
At the onset of 2020 Q1, the IRCC level shed 0.3 percentage points, to
2.36 percent. At the same time, longer-term rates on the interbank money
market re-embarked in January and then remained on a slowly downward
path, before rising relatively steeply in mid-March, followed however by a
quick and relatively larger downward correction, under the influence of the
monetary policy decisions in the emergency meeting of 20 March. At the
same time, the interest rate on interbank transactions38 remained relatively
constant. The EUR/RON remained quasi-stable in the first part of Q1, before
embarking on a relatively sharp upward path, yet considerably less steep than
that seen in the exchange rates of other currencies in the region. The annual
growth rate of credit to the private sector regained slight momentum January
through February, while the annual dynamics of liquidity across the economy
posted only a minor decline, remaining in the vicinity of two-digit readings.

Chart 3.2. Policy rate and ROBOR rates
4

percent per annum, period average

3

2

1

0
J M M J S N J M M J S N J M M J S N J M
2017
2018
2019
2020
3M ROBOR

12M ROBOR

policy rate*

interbank rate

*) end of period

42

2.1. Interest rates
The daily average interbank money market rate
remained close to the 2.50 percent level during
2020 Q1, also after the NBR cut the policy rate to
2.0 percent and narrowed the interest rate corridor
to ±0.50 percentage points, which implied a
1 percentage point reduction in the lending facility
rate, to 2.50 percent (Chart 3.2). The quarterly
average interbank rate thus edged down merely
0.09 percentage points versus the previous period,
to 2.44 percent, staying marginally above that
recorded in 2019 Q3.
These developments occurred in a context in
which the net liquidity surplus on the interbank
money market re-widened at the beginning of
the year39, while the central bank continued to

38

The average interest rate on transactions in deposits on the interbank money market (excluding the NBR), weighted by the
volume of transactions.

39

Amid the considerable easing of the budget execution at end-2019.
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mop it up through deposit-taking operations40; in the closing month of Q1, the
surplus narrowed quickly and banks’ net liquidity position turned strongly negative
again, in an environment of heightened volatility on the global financial market and
abrupt rise in the preference for liquidity, owing to the spread of the coronavirus
epidemic. Moreover, the reserve shortfall which thus emerged was covered mainly
through the NBR’s bilateral open market operations, but also via credit institutions’
recourse to the central bank’s lending facility.
Against this background, ON rates on the interbank money market remained relatively
constant, around 2.50 percent, staying in the vicinity of the monetary policy rate for
most of Q1, before moving in the last week of March to the upper bound of the interest
rate corridor, which was lowered by 1 percentage point as of 23 March 2020.
At the same time, 3M-12M ROBOR rates re-embarked in January and then remained
on a slowly downward path41, before rising relatively steeply in mid-March – amid
the radical change in current/expected liquidity conditions, owing to the turmoil on
external markets –, followed however by a quick and relatively larger downward
correction42, under the influence of the monetary policy decisions in the emergency
meeting of 20 March. Hence, their quarterly averages stood almost still, coming in
at 3.04 percent for the 3M rate and at 3.13 percent and 3.20 percent for 6M and 12M
rates respectively.
Chart 3.3. Reference rates on the secondary
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The government securities market witnessed
even more pronounced shifts in direction, as the
considerable increase in the attractiveness of these
assets43 in the first two months of the year was
followed by the abrupt rise in global risk aversion
and the broad-based sell-off triggered on financial
markets amid the coronavirus outbreak, while
partial corrections occurred towards the end of the
period, due to the relative appeasement of global
financial tensions, as well as to the monetary policy
decisions taken by the NBR on 20 March. Under the
circumstances, reference rates on the secondary
market44 stuck until the early days of March to
the generally downward path they had embarked
on in December 2019/January 2020, before rising
abruptly in the second 10-day period of March
– especially over the longer maturities –, hitting
almost 7-year highs, inter alia amid the deterioration

40

Conducted via weekly fixed-rate tenders with full allotment. The daily average balance of 1W deposit-taking operations
increased to lei 3.9 billion in January from an average of lei 2.6 billion in 2019 Q4.

41

Hitting a 13-month low in the case of ROBOR3M and 3-month lows for 6M and 12M rates respectively.

42

To the lowest readings for the past almost two years.

43

Also associated with the announcement on the incorporation of leu-denominated government securities into the Barclays
Global Aggregate index as of September 2020.

44

Bid-ask averages.
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of market liquidity45. In the closing 10-day period of the month, however, they saw
a major downward adjustment, while the market functioning parameters broadly
returned to normalcy (Chart 3.3). Consequently, the March averages of these rates fell
against those in December 2019 for the 6-month, 12-month and 5-year maturities –
to 3.09 percent (down 0.20 percentage points), 3.24 percent (down 0.15 percentage
points) and 3.97 percent (down 0.10 percentage points) respectively –, while the
average of 10-year securities added 0.10 percentage points to 4.66 percent. Hence, the
slope of the yield curve steepened again visibly.
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On the primary market46 as well, the average accepted rates at the auctions declined in
both January (by up to 0.3 percentage points for 15-year securities) and February (by
up to 0.5 percentage points for securities with a residual maturity of 2.5 years), as well
as in the first part of March (by up to 0.20 percentage points for the 12-year maturity).
Investors’ keener appetite was also indicated by the marked increase in the ratio of
the amounts of bids submitted to the announced volume (to 2.2 in January and 3.1 in
February), which also pushed up the ratio of the volume of issues to the scheduled
volume to 1.2 in January and 1.4 in February47. In the second 10-day period of March,
however, the amounts of bids submitted diminished considerably, while the related rates
rose significantly48, with the MPF fully rejecting the bids at the auctions conducted in
this period; towards the end of the month, investors’
interest posted a relative recovery and the MPF issued
Chart 3.4. Bank rates
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The average interest rate on non-bank clients’ new
loans saw its primarily downward path come to
a halt, increasing in both January and February
(to 7.24 percent), so that its average for the period
overall added 0.15 percentage points versus the

45

Noticeable in the region as well.

46

In January, the MPF issued on the external market Eurobonds with maturities of 12 years (EUR 1,400 million, 2.0 percent
rate) and 30 years respectively (EUR 1,600 million, 3.4 percent rate). Moreover, on 25 and 27 February, the MPF conducted on
the domestic market tenders for EUR-denominated securities with maturities of 5 years and 5 months respectively, fully
rejecting credit institutions’ bids in the former case and issuing Treasury bills worth EUR 150 million at an average rate of
-0.11 percent in the latter case.

47

As the issued volumes exceeded the announced ones at all of the auctions held in the second month of the quarter.

48

By up to 1.8 percentage points for securities with a residual maturity of around 3.5 years.

49

As the MPF expanded the supply of government securities to lei 16 billion (a higher level had been recorded in 2009 Q4),
while the issued volume at the auctions peaked at a 7-year high of lei 17.9 billion, also against the background of a volume
of government securities worth lei 10.1 billion maturing in 2020 Q1.
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previous three months. By contrast, the interest rate on new time deposits remained
unchanged in the first month of the quarter and then declined slightly (to 2.12 percent),
diminishing marginally across the two months against the 2019 Q4 average (Chart 3.4).
Looking at the two customer sectors, developments in average interest rates were
largely heterogeneous. Specifically, the average lending rate on new business to
households witnessed an upward adjustment during the two months overall (adding
0.25 percentage points versus 2019 Q4, to an average of 8.01 percent), which was
however attributable exclusively to the larger share in the total credit flow held by
consumer loans, whose annual dynamics stepped up considerably, reaching a peak for
the past approximately four years. Behind these developments stood the reduction in
the interest rate on consumer credit, to 9.27 percent in February (only slightly above the
3-year low recorded in November 2019), possibly also amid the re-launch of promotional
offers by credit institutions, and to 9.52 percent during the first two months of Q1
(down 0.05 percentage points from the previous quarter). The average interest rate on
new housing loans also went down, shedding 0.18 percentage points (to an average
of 5.27 percent), in correlation with IRCC developments. The average lending rate
on new business to non-financial corporations stuck to a relatively fluctuating path, the
decline in January being followed by a somewhat heftier rise, to 6.10 percent, primarily
ascribable to large-value loans (above EUR 1 million equivalent). Its average for the
two months remained virtually unchanged from the previous quarter at 5.85 percent.
The average remuneration of new time deposits from households continued to
shrink slightly in both months, standing at 1.84 percent in February; its average shed
0.15 percentage points versus 2019 Q4. At the same time, the average interest rate on
new time deposits from non-financial corporations stood still in January and inched
down in February (to 2.23 percent), its average remaining unchanged from 2019 Q4.

2.2. Exchange rate and capital flows

Chart 3.5. Nominal exchange rate
monthly average
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The EUR/RON exchange rate remained quasi-stable
in the first part of 2020 Q1, before embarking on
a relatively steep upward path, yet considerably
less sharp than that seen in the exchange rates of
other currencies in the region, which came to a
halt and even saw a slight correction in the closing
10‑day period of March (Chart 3.5).
In light of the prevalence of a favourable global
financial market sentiment50, the EUR/RON
exchange rate saw its fluctuations subside in
January, remaining quasi-stable at the higher
readings recorded towards end-2019, and even
posted a slight decline in the first part of February,
amid the relative alleviation of financial investors’
concerns about the worsening of the fiscal position,

Due to the decisions/expectations on the protracted accommodative monetary policy stance of the ECB and the Fed, to the
quick appeasement of US-Iran tensions, the signing of the “Phase One” trade agreement between the US and China, as well
as to emerging stabilisation signs of the euro area economy.
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but also due to the keener investor appetite for leu-denominated government
securities following the announcement on their incorporation into the Barclays Global
Aggregate index as of September 2020 (Table 3.1). Half way through the quarter
under review, the EUR/RON saw, however, its downward movement reverse suddenly,
embarking on an upward path under the influence of an abrupt rise in global risk
aversion, given the rapid spread of the coronavirus epidemic, in Europe as well, and
heightened concerns over its impact on the global economy.
Table 3.1. Key financial account items
EUR million

Direct investment

Net

830 4,241 5,003

-762

570 1,971 -1,401

Portfolio
investments

16

Financial derivatives

-15

Other investment

1,871

– currency
and deposits

1,576

– loans

-24

– other

319

NBR’s reserve
assets, net
-665
*) “+” increase/“-” decrease
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Net incurrence
of liabilities*

947

Net acquisition
of financial assets*

1,777

2 mos. 2020

Net

Net incurrence
of liabilities*

Financial account

Net acquisition
of financial assets*

2 mos. 2019

138

547

Pressures on the currency pair continued to mount
in March, soaring in the second 10-day period
of the month, amid heightened volatility on the
international financial market51 associated with
a broad-based sell-off, also affecting the behaviour
of residents on the local financial market, inter alia
via expectations on developments in the EUR/RON
exchange rate.

-409

Compared to developments in the exchange rates
of the other currencies in the region, the rise in
-374
390
-80 4,794 -4,874
the EUR/RON was, however, considerably more
x
-15
-3
x
-3
moderate, and it even posted a slight correction in
-650 2,521 1,284 -338 1,622
the closing 10-day period of the month, amid the
-581 2,157
937 -316 1,253
alleviation of global financial tensions – also against
-164
140
27
92
-65
the backdrop of measures to ease the monetary
95
224
320 -114
434
policy stance and improve financial conditions taken
by major central banks and by those in emerging
0 -665 2,902
0 2,902
economies52, complementing the extraordinary
fiscal measures and programmes meant to mitigate
the economic impact of the pandemic –, but also amid the tightening of liquidity
conditions on the domestic money market (Chart 3.6). Thus, in March overall, the
EUR/RON exchange rate went up 0.9 percent, an increase of a markedly lower
magnitude than in the case of the Hungarian forint, the Polish zloty and the Czech
koruna (2.5 percent, 3.7 percent and 5.7 percent respectively).

51

The situation evolved rapidly as the WHO declared the COVID-19 outbreak a pandemic on 11 March and the Italian
authorities implemented a national quarantine on the same day. In the immediately following period, numerous countries
imposed restrictions on the movement of persons and many economic activities were either suspended or limited.

52

Specifically, the Federal Reserve System made a two-step cut, by 1.5 percentage points, in the target range of the federal
funds rate, down to 0-0.25 percent, resumed asset purchases and increased the volume of liquidity injected into the
financial system through reverse transactions, also lowering the reserve requirement ratio to zero. The ECB adopted in two
meetings measures on rising considerably the volume of asset purchases, conducting additional longer-term refinancing
operations and applying more favourable terms to targeted refinancing operations. Moreover, the Fed, the ECB and other
major central banks took coordinated action to enhance the provision of liquidity via the standing USD liquidity swap line
arrangements, while the Fed temporarily expanded these swap lines with other central banks, including in emerging
economies. In the region, the Czech National Bank lowered the monetary policy rate by 0.5 percentage points and decided
to preventively increase the frequency of liquidity-providing repos. The Polish central bank resorted to a reference rate cut
by 0.5 percentage points and the additional narrowing of the corridor of interest rates on standing facilities, the reduction
of the minimum reserve requirement ratio, repo operations to provide liquidity to credit institutions, purchases of
government securities on the secondary market and the refinancing of new loans granted by credit institutions to the
non‑financial sector.
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The overall interbank forex market deficit widened
substantially in Q1, reaching a level only slightly
lower than the historical peak recorded in 2008 Q4,
primarily on account of non-residents’ transactions,
but also due to the rise – to a historical high –
in residents’ net demand for foreign currency in
March.

Chart 3.6. Exchange rate developments
on emerging markets in the region
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During 2020 Q1 as a whole53, the domestic currency
weakened against the euro by 1.0 percent in
nominal terms54 and strengthened by 0.1 percent
in real terms. In relation to the US dollar, the leu
depreciated by 1.5 percent in nominal terms and
0.3 percent in real terms, given the former’s slight
appreciation versus the single currency. Looking
at the average annual exchange rate dynamics
in Q1, the leu saw its nominal depreciation diminish
against both the euro and the US dollar.

2.3. Money and credit
Money
The annual growth rate55 of broad money (M3) decreased only marginally January
through February 2020, thus remaining around two-digit levels (to 9.8 percent
from 10.1 percent in the previous three months; Table 3.2)56, amid the further
strong advance in the economy, mainly due to
the fiscal stimulus.
Table 3.2. Annual growth rates of M3
and its components
nominal percentage change
2019
I

II

2020
III

IV
Jan.

quarterly average
growth

Feb.

M3

9.3

8.9

8.8

10.1

9.7

10

M1

11.8

13.5

13.6

16.3

16.7

16.9

9.7

10.4

9.2

9.8

9.1

9.7

12.7

14.8

15.5

19

19.9

19.9

5.7

2.3

1.5

0.4

-1.4

-0.7

Currency in circulation
Overnight deposits
Time deposits
(maturity of up to
two years)

The two main broad money components showed
a different behaviour in terms of the evolution of
annual dynamics in this period as well. Specifically,
the more liquid monetary aggregate – narrow
money (M1) – continued to gain momentum
(to a nine-quarter high), this time only due to
developments in the main money holders’ overnight
deposits, as the advance in currency in circulation
slowed down slightly (Chart 3.7). However, the
annual dynamics of time deposits with a maturity of
up to two years further declined, entering negative
territory for the first time in the past 10 quarters.

53

Versus the previous quarter, based on the exchange rate averages in March and December respectively.

54

In the same period, the main currencies in the region weakened more visibly against the euro (the Polish zloty by
3.8 percent, the Czech koruna by 4.1 percent, and the Hungarian forint by 4.3 percent).

55

Unless otherwise indicated, percentage changes in this section refer to the average of annual growth rates in nominal
terms.

56

In real terms, however, the average annual M3 dynamics further increased slightly, reaching 6.3 percent in the first two
months of 2020 Q1, from 6.1 percent in October-December 2019.
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This was primarily a result of the slower growth
of household deposits, to which added the
stronger contraction in annual terms of corporate
deposits. The share of M1 in broad money widened
marginally against the 2019 Q4 average, yet
contracted somewhat versus the post-August 1994
high reached in December 2019, i.e. 65.5 percent,
standing at 64.6 percent in February 2020.

Chart 3.7. Main broad money components
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Chart 3.8. Credit to the private sector
by currency
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From the perspective of M3 counterparts, the
developments in broad money reflected the opposite
influences, on the one hand, from the slightly
faster growth of private sector credit and the more
pronounced rise in government credit, and, on the
other hand, from the dynamics of central government
deposits re-entering positive territory, also matched
by a renewed pick-up in the rate of change of the net
foreign assets of the banking system61.
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Looking at institutional sectors, the slower advance
in M3 mainly reflected the slightly slacker growth
rate of households’ total M3 deposits57, associated
with the decrease in the average change of certain
income categories (wages58, social transfers59), as
well as with private consumption likely gaining
momentum, as suggested by the strong step-up
in retail sales growth. Against this background and
amid the mixed influences stemming from the
changes in the dynamics of certain relevant budget
expenditure categories60, the similar corporate
deposits, nevertheless, maintained their fast pace of
increase from the previous three months.

O
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J

O

J
2020

Credit to the private sector
The growth rate of credit to the private sector
stepped up again slightly in the first two months
of 2020 Q162 (to 7.3 percent from 7.1 percent in the

57

The deposits of non-monetary financial institutions also witnessed a decline in their average annual growth rate, however
holding a modest share in total private sector deposits.

58

Reflecting, inter alia, a base effect associated with the public sector wage increases in January 2019.

59

According to monthly data from the general government budget execution.

60

A significant rise in average dynamics in the case of capital expenditure and of expenses for subsidies, but a decline in the
case of spending on goods and services, as well as of disbursements to recipients of EU funds.

61

In January, the Ministry of Public Finance issued Eurobonds worth EUR 3 billion on the external market.

62

In real terms as well, the average rate of change of credit to the private sector picked up slightly (to 3.8 percent, from
3.2 percent in 2019 Q4).
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earlier quarter; Chart 3.8), amid the sharp increase in the growth rate of new loans63,
whose impact was largely offset, however, by the further downtrend in the dynamics
of loans granted through lines of credit64.
The evolution reflected the swifter annual dynamics
of leu-denominated loans, for the first time in the
last 10 quarters, amid the substantial pick-up in the
growth rate of new loans, i.e. to a four-year high.
The foreign currency component (expressed in EUR)
also posted a slightly faster advance in this period,
yet its impact was offset by the statistical effect of
the EUR/RON exchange rate dynamics. However,
the share of domestic currency loans in total private
sector credit narrowed marginally throughout the
period, standing at 67.0 percent in February, yet
remained around the post-May 1996 high reached
in December 2019.

Chart 3.9. Credit to the private sector
by institutional sector
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Looking at institutional sectors, the rise in credit
to the private sector was primarily triggered by
total
the renewed strong pick-up on the non-monetary
households
non-financial corporations and non-MFIs
financial institutions segment, solely on account
of the foreign-currency denominated component
(expressed in EUR), producing visible effects at aggregate level in spite of their low
share (Chart 3.9). Household loans had a positive, albeit lesser contribution, impacted
by the rebound in the rate of change of the lei component, for the first time in the
past seven quarters, amid the rise to a four-year high of the dynamics of the monthly
flow of consumer credit and other loans, as well as amid the steady pace of housing
loans at a particularly high level.
The annual growth rate of credit to non-financial corporations also remained robust,
given that the lei component further gained momentum, spurred by the markedly
faster rise in new loans. However, it continued to slow down slightly, as a result of
the protracted decline in the annual dynamics of foreign currency-denominated loans
(expressed in EUR), affected by the contraction in revolving and overdraft loans.

63

Data on new business have been taken from interest rate reports.

64

Revolving loans, overdraft loans, and credit card loans.
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Inflation outlook
The baseline scenario of the macroeconomic projection is conditional on a
set of assumptions specific to the current pandemic context. Thus, a gradual
relaxation of social distancing measures was assumed starting in the latter
half of 2020 Q2 both in Romania and elsewhere in Europe, allowing for a
gradual resumption of economic activity. After having returned inside the
variation band of the target during 2020 Q1, the annual CPI inflation rate
will follow a downtrend, to levels close to the mid-point of the target at
the projection horizon. Specifically, the projected values are 2.8 percent and
2.5 percent for end-2020 and end-2021 respectively, standing lower than the
levels envisaged in the previous Inflation Report by 0.2 and 0.7 percentage
points respectively. This evolution will reflect the downward dynamics of
core inflation, given the gradual fading of the unfavourable shocks seen last
year and early this year, combined with demand-led disinflationary effects
amid the pandemic crisis. The latter will largely determine the developments
in exogenous components, which, after having dropped significantly in
the first part of this year, will post growing contributions until mid-2021
and slightly lower thereafter. The macroeconomic forecast is marked by
unusually high uncertainty, given the extraordinary nature of the pandemic,
with sources of risk coming from the local environment and international
developments. This makes it difficult to foresee the length and intensity of
the crisis, with direct implications for the timeliness and robustness of the
economic recovery and for the inflation outlook.

Baseline scenario
4.1. External assumptions65
Mankind has been facing an exceptional public health crisis that unleashed a
far‑ranging economic crisis. With a view to mitigating the negative shock, fiscal and
monetary authorities took broad-based measures to preserve liquidity and market
functioning, and thus to fend off the fallout from the crisis. However, in light of
the magnitude of the shock, real global GDP is anticipated to shrink this year far
more than in the period 2008-2009. Given that most countries introduced social
distancing measures starting in the latter half of March, the impact of the pandemic
was manifest on global GDP as early as 2020 Q166 (Table 4.1). However, the crisis will
reach its height in the course of Q2, when the sternest distancing measures took

50
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Source: NBR assumptions based on data provided by the European Commission, ECB, Consensus Economics and Bloomberg
(futures prices).

66

The world’s top-four economies, i.e. the US, the European Union, China and Japan, accounting for about two-thirds of world
economy, reported, or are expected to report – in the case of Japan –, significant contractions January through March 2020.
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Table 4.1. Expectations on the developments
in external variables
annual averages
2020

2021

Effective EU economic growth (%)

-7.9

6.2

Annual inflation rate in the euro area (%)

0.3

1.3

Annual inflation rate in the euro area,
excluding energy (%)

1.4

1.5

Annual CPI inflation rate in the USA (%)

0.9

1.8

3M EURIBOR (% per annum)

-0.5

-0.6

USD/EUR exchange rate

1.10

1.13

Brent oil price (USD/barrel)

36.4

37.2

effect. The baseline scenario assumed a gradual
relaxation of social distancing measures starting in
the latter half of 2020 Q267, allowing a progressive
resumption of economic activity. The temporary
nature of this crisis lays the groundwork for a faster
economic recovery than in the period 2008-2009,
assuming that fundamentals have been affected
only for a brief period of time. This assumption does
not, however, rule out any longer adverse effects
on certain segments of the economy and, implicitly,
their recovery at different rates in time.

This profile of the evolution of economic activity
is marked by pronounced uncertainties deriving
from interlinked factors, an important part of them
being based on other determinants than strictly economic ones. They include the
intensity of the pandemic crisis, the effectiveness of social distancing measures, the
scale of disruptions in local and global production and transport chains, international
financial conditions or potential changes to economic agents’ behaviour. With these
multiple unknowns, the balance of risks to the evolution of economic activity in the
baseline scenario is assessed to be tilted rather to the downside.

Source: NBR assumptions based on data provided by the ECB,
European Commission, Consensus Economics and Bloomberg

Turning to Romania’s main trading partners (Germany, Italy, France, Spain, in this
order), the fall in GDP in 2020 is expected to be substantial. Spain, Italy and France
faced a particularly severe pandemic crisis. Germany was compelled to take similar
social distancing measures, but was more effective in containing the number of
deaths than the aforementioned countries. However, given its high reliance on
external demand, which has been strongly disrupted amid concurrent administrative
restrictions imposed in most countries, adverse economic effects are anticipated to be
significant in Germany as well. Specifically, the effective EU GDP, the relevant indicator
of demand for Romania’s exports, determined based on the importance of these flows
by country of destination, is foreseen to contract by 7.9 percent in 2020, before rising
by 6.2 percent in 2021. Hence, the external GDP gap was reassessed from positive
to negative values as early as Q1, and is seen remaining in this territory over the entire
projection interval, with adverse effects peaking in the course of the current quarter.
Against the background of substantially weaker external demand amid the COVID-19
pandemic and higher production because of the currently-settled OPEC+ dispute,
the Brent oil price plunged to a 30-year low of almost USD 20 per barrel. In this revised
market context, marked by volatility that tended to exceed historical averages in the
short run, the oil price is expected to near USD 29 per barrel in 2020 Q2, whereas over
the medium term futures prices point to an upward path (Chart 4.1), yet at substantially
lower values than those anticipated in the pre-crisis period.
Under the impact of falling oil prices and a sharp contraction in economic activity,
the annual HICP inflation rate in the euro area is expected to stay low over the short
67
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Limited relaxation measures were initiated even prior to the latter half of the current quarter.
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Chart 4.1. Brent oil price scenario
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term. Inflation excluding energy is projected to be
impacted by opposite influences due to weaker
demand, on the one hand, and negative supply‑side
shocks during the pandemic, amid disruptions in
global production and distribution chains, on the
other hand. At this juncture, it is difficult to anticipate
the net impact of these influences, as this is subject
to exceedingly elevated uncertainty. The current
baseline scenario envisages the annual dynamics of
this index to slow down slightly in 2020 from 2019.
For 2021, the forecast shows a moderate rebound,
reflected in the path of headline inflation as well.
Nevertheless, the annual HICP inflation rate will not
exceed the 2 percent benchmark.

current scenario
previous scenario
quarterly change spread (rhs)

In response to the economic effects of the COVID-19
pandemic, the ECB announced a large asset
Source: U.S. Energy Information Administration,
NBR assumptions based on Bloomberg data
purchase programme68. It has a temporary nature
and is to be carried out at least until the end of this
year. In addition, longer-term refinancing operations69 have been used with the aim
of supporting the economy. Hence, the 3M EURIBOR rate is seen to further stick to low
levels and the ECB will keep in place its highly stimulative monetary policy stance.
The EUR/USD exchange rate was characterised by significant volatility in the recent
period. After having posted a softening in 2020 Q1, the current assumption envisages
a gradual appreciation of the euro up to USD/EUR 1.14
(2022 Q1), slightly below the previous benchmark
Chart 4.2. Inflation forecast
projection.
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4.2. Inflation outlook
At the end of Q1, the annual CPI inflation rate stood
inside the variation band of the central target, at
3.05 percent, down by approximately 1 percentage
point from December 2019. For the remaining period,
the indicator is seen sticking to the downward
trend, albeit on a flatter slope, until the projection
horizon, when it is projected to near the flat
target (Chart 4.2). The downward path will reflect
the lowering dynamics of core inflation, given the
gradual fading‑out of unfavourable shocks recorded
last year and at the beginning of this year, which
overlapped the disinflationary effects of aggregate

68

The Pandemic Emergency Purchase Programme (PEEP) amounts to EUR 870 billion, equivalent to 7.3 percent of euro area GDP.

69

To this end, the ECB eased the conditions applicable to its targeted longer-term refinancing operations (TLTRO III) and
announced a new series of non-targeted pandemic emergency longer-term refinancing operations (PELTRO), at an
attractive interest rate.
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demand amid the pandemic crisis. The latter will largely determine the developments
in exogenous components, which, after having dropped significantly in the first
part of this year, will post growing contributions until mid-2021 and slightly lower
thereafter. Against this background, the projected values of the annual CPI dynamics
are 2.8 percent and 2.5 percent for end-2020 and end‑2021 respectively (Table 4.2).
Table 4.2. The annual inflation rate
in the baseline scenario
annual change (%); end of period
2020

2021

2022

Q2

Q3

Q4

Q1

Q2

Q3

Q4

Central target

2.5

2.5

2.5

2.5

2.5

2.5

2.5

2.5

CPI projection

2.7

3.0

2.8

2.6

2.8

2.5

2.5

2.5

CPI projection*

2.7

2.8

2.7

2.4

2.3

2.1

2.2

2.1

*) calculated at constant taxes

Q1

The annual inflation rate at constant taxes is assessed
at lower levels than headline inflation, with the
contribution of indirect tax changes being estimated
at 0.1 percentage points for end-2020 and
0.3 percentage points for end-202170. The average
annual CPI inflation rate is also projected to follow
a downward trend, featuring a sharper decline in
the first part of this year and reaching 2.6 percent
at the projection horizon.

Compared to the previously-published projection, the annual inflation rate was revised
downwards by 0.2 percentage points and 0.7 percentage points for end-2020 and
end‑2021 respectively. For December 2020, the revision is largely determined by the
fuels group, while for the end of 2021 the prevalent contribution is that of core inflation.
Over the short term, the outbreak of the COVID-19
pandemic put inflationary pressures on the adjusted
annual change (%), end of period
CORE2 index, against the backdrop of a significantly
impaired functionality of international production
and distribution chains as the public health crisis
worsened and of an atypical consumption of essential
goods, fuelled by households’ stockpiling behaviour.
For the period ahead, notable disinflationary
pressures are envisaged from the aggregate demand
deficit, amid the economic downturn. Nevertheless,
opposite influences are also foreseen, associated
with adverse shocks to the supply of goods, whose
magnitude, relatively weak in the current assessment
and prevalent especially in the near run, is marked
by major uncertainties. Some upward inflationary
III
IV
I
II
III
IV
I
II
III
IV
I
pressures will come from prices of imported
2020
2021
2022
consumer goods, in the context of an assumed
Source: NIS, NBR projection
gradual increase in external inflation from the recent
low levels. Under the circumstances, the current
forecast sees the annual core inflation rate trending downwards (Chart 4.3) to values 
slightly below the central target at the projection horizon (Table 4.3).
Chart 4.3. Annual adjusted CORE2 inflation
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As a result of unfavourable shocks in the first part of this year, affecting mainly the
food segment, the annual core inflation rate will post higher-than-previously-expected
70
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The overall impact is lower in 2020, given the cut in the excise duty on fuels at the beginning of this year, which partly
counters the hike in the excise duty on tobacco products.
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Table 4.3. Annual adjusted CORE2 inflation rate
in the baseline scenario
annual change (%); end of period
2020
Adjusted CORE2

2021

2022

Q2

Q3

Q4

Q1

Q2

Q3

Q4

Q1

3.4

3.4

3.1

2.4

2.3

2.1

2.2

2.2

Table 4.4. Components’ contribution to annual
inflation rate*
percentage points
2020

2021

Administered prices

0.3

0.4

Fuels

-0.7

0.2

VFE prices

0.7

0.2

Adjusted CORE2

1.9

1.4

Tobacco and alcoholic beverages

0.5

0.4

*) end of period; values have been rounded off to one decimal
place

Chart 4.4. VFE prices annual inflation
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levels by the end of 2020 Q3. Furthermore, the
disinflationary pressures from the demand deficit will
prevail, with the adjusted CORE2 index dynamics
running below the previously-projected levels. The
revised values are lower by 0.3 percentage points at
end-2020 and 1.2 percentage points at end-2021.
The cumulative contribution of inflation components
beyond the scope of monetary policy, namely
administered prices, volatile food prices, fuel prices,
tobacco product and alcohol beverage prices, to
the annual CPI inflation rate is seen at 0.9 percentage
points at end-2020 (a level similar to that foreseen
in the previous Inflation Report) and 1.2 percentage
points at the end of next year (0.1 percentage points
above the level projected in the previous round)
(Table 4.4).
Volatile food prices are projected to go up by
11.9 percent at the end of this year, recording
a significant upward revision (by 10.2 percentage
points) compared to the February 2020 Inflation
Report, amid the recent developments ascribed to the
COVID-19 pandemic. The growth path of VFE prices
over the forecast interval rests on the assumption
of near-multiannual-average harvests in 2020 and
2021 (Chart 4.4). Against this background, the
group’s annual dynamics are projected to stand at
3.2 percent at the end of next year, similarly to those
forecasted in the February 2020 Inflation Report.

According to the exogenous scenario for administered
prices, their growth rate is anticipated at 2.1 percent
0
III
IV
I
II
III
IV
I
II
III
IV
I
and 2.5 percent at the end of 2020 and 2021
2020
2021
2022
respectively (Chart 4.5). The end-2020 projection was
Source: NIS, NBR projection
subject to a 0.6 percentage point downward revision,
largely on the back of the downward reassessment of
the natural gas price71, whereas a relatively similar level is envisaged for next year. At the
same time, uncertainty lingers as to the prevailing prices, once the ongoing liberalisation
of both electricity and natural gas markets has come to an end.
The annual dynamics of fuel prices are expected to reach -7.8 percent at end-2020,
being revised downwards by 6.3 percentage points, and 2.8 percent at end-2021,
following an upward revision of 1.2 percentage points (Chart 4.6). For the current
71

54

Given the expected further downtrend in weighted average prices on the spot market for the period ahead, amid the effects
of the last cold season with mild temperatures and the slackening economic activity owing to the COVID-19 pandemic, the
probability for higher natural gas prices is very low. Moreover, major suppliers announced their intention to leave prices
unchanged in the period following market liberalisation.
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year, the significant revision is attributed to markedly slower annual dynamics of
the oil price than those foreseen in the previous Inflation Report (amid the price cuts
recorded in first part of this year72). Their contribution is partly diminished by the euro
being projected to slightly lose traction versus the US dollar, with a bearing on the
USD/RON exchange rate and, implicitly, the leu-denominated fuel prices.
Chart 4.5. Administered prices annual inflation
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Chart 4.6. Fuel prices annual inflation
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The scenario for tobacco product and alcoholic beverage prices envisages annual
dynamics of 6.6 percent and 4.7 percent at end-2020 and end-2021 respectively.
Compared to the previous Inflation Report, the projection for the end of this year was
subject to a 0.1 percentage point upward revision, whereas for 2021 the projection is
similar. The annual dynamics are shaped in light of the current legislation concerning
excise duties levied on these goods, also considering the past behaviour of economic
agents in this field as regards the final price adjustment following the enforcement
of legislative changes.

4.3. Demand pressures in the current period
and over the projection interval73
Output gap
In 2019 Q4, the dynamics of real GDP74 picked up in quarterly terms (reaching
1.5 percent, above the forecast in the prior Inflation Report75), as well as in annual
terms (up to 4.3 percent)76. Thus, in 2019 as a whole, the economy recorded an
72

For further details, see Section 4.1. External assumptions in Chapter 4.

73

Unless otherwise indicated, quarterly percentage changes are calculated based on seasonally adjusted data series. Source:
NBR, MPF, NIS, Eurostat, EC-DG ECFIN and Reuters.

74

For details on recent developments in economic activity, see Chapter 2, Section 1. Demand and supply.

75

Particularly on the back of a larger-than-expected contribution from the actual individual consumption of households.

76

According to NIS Press Release No. 91 of 7 April 2020. Annual dynamics are calculated based on gross data series.
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average annual growth of 4.1 percent – only slightly below that of 2018 – due to
the robust domestic absorption, whereas net exports had a negative contribution.
The contribution of the change in inventories (to which an explicit economic
substance is difficult to assign based on historical developments) was strongly
negative in 2019.
Although favourable developments continued to
occur in the first two months of 2020, starting
mid-March, as a result of the spreading COVID-19
annual change (%)
index (average =100)
120
pandemic77 and of the containment measures
adopted by the authorities, economic growth saw
105
substantial changes. Specifically, the dynamics of
economic activity are estimated to deteriorate as
early as 2020 Q1 (the flash estimates published by
90
NIS – Press Release No. 134 of 15 May 2020 – show
a 0.3 percent quarterly change in real GDP and
75
a slowing of the annual pace down to 2.4 percent),
correlation coefficient 2001 Q1 – 2019 Q4: 0.82
given that the adverse effects of the COVID-19 crisis
60
III IV I II III IV I II III IV I II III IV I II**
started in the latter half of March. However, the most
2017
2018
2019
2020
extensive effects of the pandemic crisis will become
real GDP
ESI (rhs)
visible during Q2, a severe contraction in economic
*) seasonally adjusted data
activity being envisaged in both quarterly and
**) April 2020 data
annual terms, due to the impact of social distancing
Source: NIS, EC-DG ECFIN
on vulnerable sectors (mainly transportation and
accommodation and food service activities, but
also industry and trade) and to the accelerated decline in demand, in a context also
marked by a sharp drop in consumer confidence (Chart 4.778).
Chart 4.7. Economic sentiment indicator*
and economic growth

10

5

0

-5

-10

The macroeconomic projection is surrounded by an unusually high degree of
uncertainty, given the scarce statistical data and the limited prior experience regarding
economic developments during acute pandemic crises. This renders difficult the
evaluation of the crisis duration and intensity, with a direct impact on the prospects
about the timing, gradualness and robustness of economic recovery. Under these
circumstances, the baseline scenario of the macroeconomic projection is based on
a set of specific assumptions, formulated in the current pandemic context. Thus,
starting in the latter half of Q2, a gradual relaxation of social distancing measures
is assumed to take place in Romania as well as in the other European countries.
A second set of key assumptions for the forecast refers to the fallout of the epidemic
crisis on economic activity. Over the short term, the implementation of social
distancing measures leads to the strongest economic effects occurring in the first half
of the year, mainly during Q2. The assumption of such developments in real GDP is
adopted by most economic analysts.
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77

In the previous Inflation Report, the new coronavirus outbreak was mentioned only as a potential risk factor.

78

The entire spectrum of confidence indicators worsened ever since March, despite the fact that most answers to surveys
were sent before the authorities introduced distancing measures. The data for April (released in the last day of the month)
show a significant deterioration in all confidence indicators, the ESI indicator posting a monthly fall of 34.3 points, a new
historical record.
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The major economic contraction expected during Q2 will mirror the developments
in most GDP components. Even in the short term, the uncertainty is expected to
affect mostly the dynamics of investment in the economy (through influencing
the economic agents’ spending decisions, as investment expenditure is historically
the most sensitive to escalating uncertainty) and, to a lesser extent, those of private
consumption. The latter is however projected to decline in Q2, especially in the
case of services (which are the most affected by social distancing measures) and
durables (whereas the consumption of essential goods is expected to increase), as
a result of labour market developments, with a dampening impact on real disposable
income. Over the short term, the forecast indicates the loss of a number of jobs
(both temporarily and permanently) and a significant deceleration in wage dynamics.
As for international trade, the generalised restrictions on the relations among
countries (which are likely to affect the functioning of cross-border production and
distribution networks) and the outlook of a sizeable drop in domestic and external
demand are anticipated to sharply reduce exports and imports of goods and services
(the latter reflecting, inter alia, the current record low levels of the oil price and,
respectively, the high volume of intermediate consumption of imported goods in
the case of industries producing export goods, which were significantly affected by
the enforcement of social distancing measures).
The GDP forecast for 2020 Q2 is based on a series of complementary approaches.
The first one, the bottom-up approach, relies on some signals regarding possible
developments in the demand for final goods in the various business sectors which
altogether make up domestic economy. Based on the input-output relations in the
economy, the assumptions concerning final demand translate into the dynamics of
the value added for each sector, their compilation leading to likely developments
in GDP. Another approach consisted in the adjustment of last quarter’s value added
depending on the scenarios regarding the functioning capacity of sectors, starting
from data on the number of suspended employment contracts in the context of
the state of emergency declared in the economy. The aforementioned approaches
were complemented by econometric methods whose relevance is nonetheless
considerably diminished due to structural breaks caused by the sizeable shocks
ascribable to the current crisis. Where econometric approaches were used, taking into
account the lag in the publication of most statistical indicators relevant for recent
developments, priority was given to the information provided by high frequency data,
such as stock indices, volatility indices, indicators on transportation costs, investor
expectations, commodity prices, as well as synthetic indicators built on the basis
of results of online searches (Google trends indicators) for key words such as “crisis”
or “unemployment”. Furthermore, in order to capture a potential turning point of the
current developments on the markets, and taking into account the crisis dynamics
over time, upon completion of these analyses, the results were aggregated while
giving precedence to the more pessimistic projections, located in the extreme left tail
of the distribution of forecasted values.
The expected developments in the economy during 2020 H1 are envisaged to induce a
sizeable negative value in GDP dynamics for the entire year. The current unprecedented
situation renders the growth prospects highly uncertain. Against this backdrop, given
the likely persistence of voluntary social distancing measures for longer and amid higher,
probably lingering wariness seen as having an impact on consumption and investment
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decisions of both households and companies, a slow recovery of economic activity
towards the pre-pandemic crisis levels is envisaged. The unusually high degree of
uncertainty surrounding the projection is mainly fuelled by the multitude of possibilities
regarding the developments in this pandemic crisis, which influence the administrative
measures adopted by the authorities, to which add other factors such as the fiscal
and income policy stance, or the gradual pace of economic recovery in the euro area and
at global level. Mention should also be made of the fact that, similarly to the previous
forecasting rounds, the accuracy of the macroeconomic projection is marked by the high
volatility and magnitude of the successive revisions of historical data series.
For the current year, the breakdown of the average annual dynamics of GDP reflects the
negative contribution from domestic demand (a major worsening in the contribution
made by household consumption and the significant negative contribution of GFCF).
Moreover, net exports are projected to make a new negative contribution, amid a
more pronounced drop in the exports of goods and services relative to that of imports,
thus contributing to the widening of the current account deficit. The gradual recovery
foreseen for 2021 is anticipated to be shaped by both domestic demand components
(final consumption and GFCF), whereas net exports are forecasted to have a neutral
contribution.
The path of potential GDP mirrors a much lower traction from production factors.
Thus, a narrowing of potential GDP is expected in 2020 (in contrast to the pick-up
in the previous Inflation Report), followed by a slow recovery reflecting the gradual
improvement in economic activity after the peak of the pandemic crisis projected
for 2020 Q2. Labour has a negative contribution ascribable to the rise in the trend
of unemployment rate and to the downward trend in average hours worked per
employee, overlapped by the multiannual demographic developments, which are less
favourable in the case of Romania. Despite its further positive contribution79 (albeit
smaller compared to the prior Inflation Report), capital stock accumulation is projected
to substantially decelerate, due to the lasting effects of the decline in investment
(along with that of industrial output of capital goods) and to the highly likely
extension of the deadlines for the implementation of development projects which
are currently being postponed. Against this pandemic background, the downward
shift in the total factor productivity (TFP) trend mirrors the projected contraction in
investment resources for improving staff efficiency, as well as lower production yields
resulting from the reorganisation of affected companies to comply with the social
distancing requirements. In addition to this, the assessment takes into consideration
the uncertainties generated by the external environment, a main determinant for
the increase in volatility and, probably, for the decrease in foreign direct investment
inflows. In the medium and long term, the TFP trend dynamics are foreseen to
converge only gradually towards the positive values envisaged prior to the pandemic
crisis, being further affected by persistent structural deficiencies in the economy80,
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Persistent favourable effects are exerted by the remarkable annual dynamics of net equipment investment (transport
equipment included) recorded throughout 2019 (a 19 percent increase in Q4 as compared to the same year-ago period).
However, the prospects for the current year are expected to reflect the large contraction posted by industrial output at the
end of Q1. By sub-sector, the capital goods industry – with a higher relevance in terms of the economy’s production
potential – recorded a 20.6 percent annual decline in output in March.

80

Evidence is brought by the Ease of Doing Business ranking of the World Bank, the Global Competitiveness Index Report of the
World Economic Forum or the European Innovation Scoreboard analysis of the EC (which ranks Romania among modest
innovators).
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associated with the regulatory framework, the quality of infrastructure (which also
influences labour mobility), the low availability of skilled workforce or the fluctuating
absorption of EU investment funds81.
Chart 4.8. Output gap
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Throughout the current year, given the temporary
nature of the pandemic shock, the contraction
in economic activity is expected to be primarily
mirrored in a decrease in the cyclical component
(the output gap) and, to a lesser extent, in a decline
in the potential GDP dynamics82. After recording
a low estimated at -5.5 percent in 2020 Q2, the
output gap (down 8.7 percentage points versus Q1)
is expected to remain negative until the projection
horizon (2022 Q1), albeit narrowing gradually83
(Chart 4.8). This path, which is difficult to forecast
precisely at present, points to a reversal of the
cyclical position of the economy, which will function
over the projection interval with a negative output
gap as compared to the excess demand foreseen in
the previous forecasting rounds.

The sudden entry of the output gap into negative
territory during 2020 Q2 reflects the high magnitude
of the unfavourable demand shock, amid the worsening in consumer confidence (also
in the context of prospects on a substantial increase in unemployment rate) and an
unprecedented degree of uncertainty. At the same time, the aggregated output gap
of Romania’s trading partners turning negative in Q2 will push the domestic output
gap lower. Against the background of a broad set of measures, recently taken by the
authorities, the monetary and fiscal policy stance acts in a counter-cyclical manner,
with the purpose of cushioning the decline in output gap. The favourable effects
exerted by fiscal and income policy measures84 are envisaged to be primarily manifest
throughout the current year, whereas the stimulative nature of real broad monetary
conditions is expected to persist over the entire projection interval.

Source: NBR assessments based on data provided by the NIS

Aggregate demand components
The annual dynamics of final consumption will see an accelerated drop as of Q2, due
almost exclusively to the contribution of households’ actual individual consumption,
81

According to the Net Financial Balance, in 2019 structural and cohesion funds inflows increased versus the previous year
(totalling EUR 2.57 billion against EUR 1.47 billion). In the first three months of this year, inflows came in at EUR 0.75 billion,
a value similar to that in 2019 Q1. It is worth pointing out that certain financial facilities were introduced at EU level in
order to prevent pandemic effects, which may support the total volume of future attracted EU funds. For further details,
see mfe.gov.ro/covid-19/.

82

In a scenario involving an extension of the economic shutdown or new wave of infections, the effects on the potential GDP
growth rate could prove to be more persistent, leading to a slower recovery in economic activity and, implicitly, to a more
persistent denting of the potential output.

83

From the perspective of aggregate demand components, the output gap path is shaped by the negative GFCF gap. The
gaps of other components are also anticipated to make negative contributions, albeit continuously diminishing, over most
of the projection interval.

84

In order to manage the epidemic crisis, as well as to mitigate the economic fallout, national and international authorities
adopted a series of fiscal measures. Several countries, including Romania, had similar initiatives with regard to the following:
the payment of furlough benefits, delayed payments of taxes and duties, guarantees provided for small- and medium-sized
enterprises, delayed payments of loan instalments, paid leaves for parents during school closure.
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in line with the decelerating dynamics of real disposable income. Its developments
mirror the labour market outlook, marked over the short term by a number of
job cuts (both temporary and permanent) and by a significant slowdown in wage
dynamics. Furthermore, households are expected to reduce or postpone their
consumption of goods (durables) and services as a result of the enforced distancing
measures, alongside a possible rise in savings, which is typical in times of crisis.
Nevertheless, the uncertain prospects regarding the duration of the pandemic cycle
might encourage, especially in Q2, an increased consumption of essential goods, food
items in particular. Moreover, the spending on public goods and services necessary
for overcoming the pandemic crisis is anticipated to exert a stimulative effect
on final consumption, whereas at aggregate level the decline in actual individual
consumption of households is seen to have a prevailing influence. Over the medium
term, final consumption is expected to make a slow recovery, under the assumption
of a progressive improvement in consumer confidence and a gradual fading-out
of the negative shocks on disposable income85, also amid the recovery of labour
market conditions in terms of employment and wage earnings. At the same time, at
this horizon, the reconfiguration of this component’s structure, following possible
changes in consumption patterns from the pre-crisis period, cannot be ruled out.
Gross fixed capital formation will most probably decrease severely in 2020, as it is the
component most affected by the pandemic crisis. The higher degree of uncertainty
leads to a reprioritisation and rescaling of spending made by companies, as well as
households, and investment expenditure historically shows increased sensitivity
during periods of escalating uncertainty, such as the present one. Moreover, public
investment is also expected to undergo important adjustments, due to the budget
constraints stemming from the pandemic situation and to the narrow fiscal space
available to authorities. However, most business investment is assessed to be merely
postponed during the pandemic wave, implying a gradual decompression in GFCF on the
medium term. Investment is foreseen not only to be deferred, but also to take longer to
materialise, which means that in the future the economy will record lower investment
flows than in the absence of the crisis. At the same time, it is essential that income
losses incurred amid subdued investment flows remain temporary and do not persist.
In this respect, a series of projects aimed at supporting the financing of small- and
medium-sized enterprises from funds allocated by the Romanian Government or the
European Union86 are likely to alleviate the projected GFCF decline and, implicitly, favour
a faster recovery of the economy after the drop in the first part of this year. The pandemic
crisis is, however, expected to have a sizeable impact on foreign direct investment
inflows, their recovery over the medium term depending on the recovery of economic
activity abroad and the tackling of structural vulnerabilities in the Romanian economy.
Protection measures adopted by most economies under the influence of the
pandemic crisis will generate a significant unfavourable effect on global trade.
Production chains will be affected, also due to the lower aggregate demand at global
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The medium-term path for the social transfers component of disposable income is surrounded by numerous uncertainties,
particularly in connection to the considerable increase in both pensions (stipulated for September 2020 according to Law
No. 127/2019) and child benefits (according to the provisions of Law No. 14/2020, alongside those of GEO No. 2/2020).

86

The “IMM Invest” programme allows SMEs to access both investment and working capital loans, in the context of the
COVID-19 crisis. The financing costs are fully subsidised by the state budget until 31 December 2020, with the possibility of
extension. These loans are guaranteed by the National Credit Guarantee Fund for Small and Medium Enterprises, through
the Ministry of Public Finance. The allocated guarantee ceiling is lei 15 billion.
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level. The flows of imports and exports are expected to drop markedly compared to
the pre-crisis period, their adjustment also impacting the external balance.
Exports of goods and services are projected to significantly decline this year, before
re-embarking on an upward trend as of 2021, albeit at a lower pace. The expected
developments in this component take into account: (i) the prospects regarding a
severe drop in effective external demand throughout the current year, followed by
its recovery only in a gradual manner, (ii) a decline in the productivity of exporting
companies, coupled with disruptions in distribution networks (the contraction of
the industrial sector at the end of Q1, alongside the enforcement of social distancing
measures, being relevant in this respect), (iii) a worsening in price competitiveness
of local products over the entire forecast interval, and (iv) the dragging structural
features of the economy (e.g. the slow bridging of gaps regarding infrastructure or the
sophistication level of production processes).
The annual dynamics of imports of goods and services are also projected to
be negative during this year, reflecting the compression of domestic demand and
exports, given that numerous exporting sectors are extensively using imported
intermediate goods in their production process. Other factors contributing to these
developments are the very low oil prices, as well as the possible future expansion of
local value and distribution chains, a process that is however expected to take longer.
Overall, in 2020, nominal net exports of goods and services are anticipated to make
a new negative contribution to the balance-of-payments current account balance, on
the rise compared to the prior period.
In 2019, the current account deficit widened by 0.2 percentage points versus the
year before, to 4.6 percent as a share of nominal GDP, reflecting the worsening in the
goods and services deficit, only partly offset by an improvement in the primary and
secondary income balances. The current account deficit is foreseen to continue to
rise in 2020, with increasingly clearly prospects for exceeding this year the 4 percentof-GDP indicative threshold set by the European Commission as a multiannual
benchmark for EU Member States87. The dynamics of the current account deficit
projected for 2020 also take into account the anticipated widening of the budget
deficit, given that the latter is strongly influenced by the measures taken to alleviate
the effects of the current healthcare crisis, as well as by the sizeable losses in budget
revenues, amid the slowing cyclical economic activity. For 2021, the current account
deficit as a share of GDP is expected to decrease versus 2020, amid an anticipated
lower negative contribution of nominal net exports of goods and services. The
financing of the current account deficit is foreseen to be only partly covered by stable,
non-debt-creating capital flows over the entire projection interval. The coverage
by these sources is assessed to decline compared to 2019, against the background of
direct investment expected to be markedly depressed by the pandemic.
Broad monetary conditions
Broad monetary conditions capture the cumulated impact exerted on future
developments in aggregate demand by the real interest rates applied by credit
institutions on leu- and foreign currency-denominated loans and deposits of
87
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Calculated as an average for the past three years. For further details, see the European Commission’s website, the Section on
“Macroeconomic Imbalance Procedure Scoreboard”. In 2019, the indicator stood at 3.9 percent of GDP.
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non‑bank clients and by the real effective exchange rate88 of the leu. The exchange
rate exerts its influence via the net export channel89, as well as via the effects on
wealth and balance sheets of economic agents90.
The baseline scenario of the projection indicates the persistence of real broad monetary
conditions’ stimulative effect on economic activity throughout the forecast interval.
Chart 4.9. Quarterly change in the
effective exchange rate
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The breakdown of real broad monetary conditions
indicates that real interest rates on both new
loans and new time deposits in lei are anticipated
to exert a stimulative impact, reflecting nominal
interest rate developments, as well as inflation
expectations remaining at relatively stable levels in
the upper half of the variation band of the target. The
foreseen dynamics in nominal terms encompass the
favourable impact of the recent decisions made by
the NBR Board91 to cut the monetary policy rate and
to narrow the symmetrical corridor of interest rates
on the NBR’s standing facilities around the policy rate.

The component related to the effect of the real
effective exchange rate (Chart 4.9), via the net
export channel, is estimated to further contribute
to mitigating the stimulative nature of real broad
Source: Eurostat, U.S. Bureau of Labor Statistics, NBR, NBR calculations
monetary conditions. This is due to the anticipated
appreciation in real terms of the domestic currency
over most of the projection interval, under the impact of the inflation differential
between Romania and its trading partners92.
Romania’s inflation differential relative to
its major trading partners
quarterly change in the nominal effective
exchange rate (rhs)
quarterly change in the real effective exchange rate (rhs)

The wealth and balance sheet effect is estimated to exert a restrictive impact on
real broad monetary conditions during the first half of the projection interval, and
subsequently a quasi-neutral one. The breakdown shows that, on the one hand, the
real foreign interest rate (3M EURIBOR) is in a favourable position. On the other hand,
the more prominent and unfavourable effect stemming from the increase in the
sovereign risk premium93 is visible during the first part of the projection interval, given
investors’ higher degree of risk aversion towards emerging markets, discriminating
especially against those with macroeconomic imbalances built up before the current
crisis – imbalances which risk being exacerbated in the context of the pandemic.
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88

The relevant exchange rate for the NBR’s macroeconomic model for analysis and medium-term forecasting relies on the
EUR/RON and USD/RON exchange rates, with the weighting system mirroring the weights of the two currencies in Romania’s
foreign trade.

89

The depth of this channel seems to have relatively decreased, given the strong negative impact of the pandemic crisis on
global value chains, also due to the administrative measures imposed by most countries, which prompted a drop in
multilateral trade flows.

90

The relevance of this channel has gradually declined in recent periods, given the narrowing of the share of foreign
currency‑denominated loans in total credit to the private sector, amid the faster rise in leu-denominated flows versus
those in foreign currency.

91

For further details, see the press release on NBR Board decisions on monetary policy of 20 March 2020.

92

Although domestic inflation is expected to follow a downward path, it will remain higher than those of its trading partners.

93

Approximated based on the option adjusted spread (OAS).
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Subsequently, as of 2021, the effects of the real foreign interest rate and the risk
premium tend to offset each other. The anticipated changes in the deviation of the
real effective exchange rate of the leu are assessed to have a quasi-neutral effect over
the entire forecast interval.
The monetary policy stance is tailored to ensure and maintain price stability over the
medium term in a manner conducive to achieving sustainable economic growth and
safeguarding a stable macroeconomic framework.

4.4. Risks associated with the projection
The current projection round is marked by the uncertainty surrounding the pandemic
domestically and internationally; at this juncture, it is difficult to assess the length
and intensity of the public health crisis, as well as its impact on economic developments.
In this light, the timing and speed of the economic recovery are uncertain. Thus,
although a gradual easing of social distancing
measures was assumed starting with the second part
Chart 4.10. Uncertainty interval associated with
of Q2, a new wave of infections is not ruled out for
inflation projection in the baseline scenario
the second half of the year. Assuming that new social
%, end of period
distancing measures are put in place, the economic
6
recovery would start later than envisaged in the
baseline scenario, and consequently it would take
4
longer to return to pre-pandemic levels.
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The balance of risks to the annual inflation rate
projection is assessed as being tilted to the upside,
especially in the medium run, compared to the path
in the baseline scenario (Chart 4.10). Among risk
sources, the relevance of the fiscal and income policy
stance, as well as that of labour market developments,
grew in the context of the COVID-19 pandemic. At the
same time, sizeable risks are related to the external
environment. The pressures arising from this source
are seen to have a rather net disinflationary potential,
especially via the external demand channel.

Should the risk of a protracted public health crisis materialise, new measures may be
adopted to support the economy. Thus, the future stance of fiscal and income policies
remains uncertain, inter alia amid a potential expenditure restructuring and the
ongoing excessive deficit procedure. Furthermore, in spite of a temporary suspension
of the Stability and Growth Pact provisions, given the envisaged significant widening
of the general government deficit94 and the expected large economic contraction,
notable risks continue to be associated with a possible sovereign rating downgrade95.

94

According to this year’s first budget revision approved in April 2020, the cash-based budget deficit is anticipated at
6.7 percent of GDP for 2020. In 2020 Q1, the deficit reached 1.7 percent of GDP.

95

All three major rating agencies, namely Standard & Poor’s, Fitch and Moody’s assign Romania a sovereign rating with a
negative outlook, with the latter two recently revising the sovereign rating to “negative” from “stable”.
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This would have implications for the risk premium and a potential adverse impact on
the further orderly financing of deficits.
Amid the emerging economic contraction, labour market tightness is seen to
decrease, reflecting a pick-up in the unemployment rate and a drop in the number
of job vacancies. Considering the challenges posed by the current epidemic
context, a restructuring of the production costs is not ruled out, especially in the
sectors seriously affected by the lack of demand. Thus, in view of employers’ higher
bargaining power compared to the economic boom, costs could be adjusted by
redundancies, wage freezes or cuts and reduced employee benefits. The contraction
effect on the disposable income, alongside households’ stronger propensity to saving
would decompress aggregate demand, having implicitly a disinflationary impact.
Apart from the ongoing public health crisis, a recently emerging risk factor refers to
the anticipation of a poor agricultural year, with an impact on the dynamics of food
prices. In view of the protracted drought in some regions of the country, with direct
implications for the supply of agri-food items, inflationary pressures are not ruled out in
this segment. At the same time, given that some agricultural crops may be significantly
affected (for instance cereals), the economic activity might record a larger downturn.
Turning to administered prices, uncertainties are associated with the liberalisation of the
markets for natural gas and electricity delivered to household end-users in light of the
uncertainties surrounding the prices prevalent on the open markets upon the completion
of the liberalisation process. At present, the natural gas prices on the commodity market
are on a downward trend, against the background of the COVID-19 pandemic crisis.
Compared to the previous projection round, external developments have become
more important. The risks of a pronounced deceleration in the euro area and global
economic activity have seen a marked increase. Maintaining social distancing
measures and a possible resurgence in protectionist measures could lead to persistent
disruptions in global value chains. This is why imported products are marked
by uncertainties concerning both price developments and their future availability.
The implications of the pandemic could, however, be partly counterbalanced by
the measures adopted by the national and foreign governments to support
the economies. To this end, new measures could be taken alongside the measures
already in place. This could help the economies post a faster recovery and, in this
light, might bring about an improvement in investor sentiment on the international
financial market (strongly affected at present).
The developments in international commodity prices, especially energy prices, continue
to be significant sources of risk to the annual inflation rate projection. Considering
the high volatility seen recently, uncertainties are associated with the future
dynamics of oil prices. These stem from both supply-side factors – the stability of
the OPEC+ deal to cap production, the speed at which petroleum fields can close or
reopen, with a direct impact on the future production and, implicitly, on oil prices –,
and demand‑side factors, in the context of the multiple uncertainties surrounding the
evolution of global economic activity.
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Abbreviations
CCR

Central Credit Register

CPI

consumer price index

DG ECFIN

Directorate General for Economic and Financial Affairs

EC

European Commission

ECB

European Central Bank

ESI

Economic Sentiment Indicator

EU

European Union

Eurostat

Statistical Office of the European Union

FAO

Food and Agricultural Organization of the United Nations

GDP

gross domestic product

GFCF

gross fixed capital formation

HICP

harmonised index of consumer prices

ILO

International Labour Office

IMF

International Monetary Fund

MPF

Ministry of Public Finance

NBR

National Bank of Romania

NIS

National Institute of Statistics

OPEC

Organisation of the Petroleum Exporting Countries

ROBOR

Romanian Interbank Offer Rate

TFP

total factor productivity

VAT

value added tax

VFE

vegetables, fruit, eggs
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