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Foreword

In August 2005, the National Bank of Romania adopted a new monetary policy strategy,
i.e. inflation targeting. This regime is based primarily on the anchoring of inflation expectations to
the inflation target announced by the central bank and therefore on efficient communication with
the public. Inflation Report is the main means of communication.
To this end, the National Bank of Romania revised both the structure and the frequency of
Inflation Report which has become a quarterly publication in accordance with the frequency
of the forecast cycle. Apart from the information on economic and monetary developments, and
on the rationale behind the monetary policy decisions in the reviewed period, the quarterly report
includes the NBR projection on inflation rate developments on an eight-quarter time horizon and
the associated risks and uncertainties, as well as a section dedicated to monetary policy assessment.
The analysis in the Inflation Report is based upon the latest statistical data available at the
date of drafting the paper, so that the reference periods of indicators herein may vary.

Inflation Report was approved by the NBR Board in its meeting of 2 August 2012 and includes data available
until 25 July 2012.
All issues of this publication are available in hard copy, as well as on the NBR website (http://www.bnr.ro).
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SUMMARY
Developments in inflation and its determinants
The 12-month CPI inflation rate posted historical lows of 1.8 percent in April and May 2012.
At end-Q2, the inflation rate stood at 2 percent, i.e. the lower bound of the target band set for the
current year, falling 0.4 percentage points below the level seen at end-Q1. The June reading was
0.3 percentage points lower than that forecasted in the May 2012 Inflation Report.
The drivers behind the decline in annual inflation in Q2 versus Q1 were the significant decelerations
in the dynamics of administered prices, tobacco prices and fuel prices. In the case of fuel prices,
the favourable effect of the considerable fall in global crude oil prices more than offset the opposite
influence coming from the depreciation of the domestic currency against the US dollar in Q2.
The magnitude of disinflation was also affected by developments in volatile food prices1. Their
annual dynamics continued to post negative values, albeit moderating significantly in June 2012
compared to the previous five months, thus signalling the transition from a favourable statistical
base effect in the first half of the year to an unfavourable one, already anticipated by the NBR’s
forecasts to become temporarily manifest in 2012 Q3.
During 2012 Q2, the annual adjusted CORE2 inflation2 rate remained relatively unchanged at
values marginally higher than the 2 percent level seen in March, coming in at 2.1 percent in June.
In the period under review, the slightly wider negative output gap caused stronger disinflationary
pressures. Nevertheless, this effect was counteracted by the unfavourable influence on import
prices from the leu’s depreciation against the euro and the US dollar. Inflation expectations
remained relatively inertial in Q2. A likely explanation is the fact that the downward adjustment
of their backward-looking component, in line with the recent evolution of CPI inflation, was
offset on the forward-looking side by the newly-available information following the release of
the calendars on the deregulation of electricity and natural gas prices, as well as by the recent
movements in the leu exchange rate.
Annual growth of unit labour costs in industry remained significant in April-May 2012, due
primarily to the negative dynamics of labour productivity. Recent developments in other economic
sectors make it likely that, in Q2, unit labour costs may report a rise economy-wide as well.
Avoiding cost pressures – with a view to preserving the favourable inflation outlook and equally
maintaining the other macroeconomic balances – would call for an adequate wage-productivity
correlation in the period ahead.
At end-Q2, the annual CPI inflation rate stood 0.3 percentage points below the May forecast due
to the slower-than-anticipated rises in administered prices, vegetables, fruit and eggs prices, and
fuel prices. These favourable deviations were partly offset by the faster dynamics of the adjusted
CORE2 inflation rate, induced by less favourable-than-projected developments in import prices
and inflation expectations.
1

Vegetables, fruit and eggs.

2

This core inflation measure excludes from the overall CPI a number of prices on which monetary policy
(via aggregate demand management) has limited or no influence: administered prices, volatile prices (of vegetables,
fruit, eggs and fuels), tobacco and alcohol prices.
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Monetary policy since the release of the previous Inflation Report
At its meeting on 2 May 2012, the NBR Board decided to leave the monetary policy rate at
5.25 percent per annum. The updated macroeconomic forecast anticipated an annual inflation rate
remaining within the variation band around the target throughout the projection interval. However,
the risks of the inflation rate deviating upwards from the trajectory in the baseline scenario were
assessed to be significant, particularly in the short run, which warranted the NBR Board’s decision
to discontinue the rate-cutting cycle. The likelihood of unfavourable developments was linked to
the fluctuations in investors’ risk appetite that had the potential to heighten capital flow volatility.
These fluctuations were seen as originating in the uncertainties surrounding, on the one hand,
the global economic growth outlook and the impact of an incipient deleveraging process by some
EU credit institutions on Central and Eastern European economies and, on the other hand, the
domestic macroeconomic developments in the electoral context.
After the monetary policy decision in early May, the annual inflation rate continued its downward
trend, reaching a historical low of 1.8 percent at the end of the month, while the modest increase in
private consumption and investment hinted at a persistent negative output gap. At the same time,
the external context continued to be tense and volatile, the worsening of investors’ perception
worldwide triggering increased volatility of capital flows, with an impact on exchange rate
movements in CEE countries, the leu exchange rate included. The balance of risks to the inflation
outlook continued to be tilted to the upside owing to the unfavourable external environment together
with domestic developments associated with the electoral year. The context called for further
maintaining the prudent monetary policy stance with a view to effectively anchoring inflation
expectations, ensuring price stability and financial stability. Hence, the NBR Board decided in its
meeting on 27 June 2012 to keep the monetary policy rate unchanged at 5.25 percent per annum.

Inflation outlook
Similarly to the previous rounds, the forecast envisages the annual inflation rate remaining within
the ±1 percentage point variation band around the central target (set at 3 percent for 2012 and
2.5 percent from 2013 onwards) throughout the reference period.
Despite the anticipated return, starting with 2012 Q2, of quarterly GDP growth rates to positive
values and the subsequent gain in their momentum, the annual growth rate of GDP is projected
to post lower levels in 2012 than in 2011. The deceleration in net exports, which had already
been anticipated in the previous Inflation Report, is correlated with the downward revisions in
the prospects of economic growth in Romania’s trade partners. More subdued dynamics of net
exports were confirmed by 2012 Q1 data released by the NIS and the central bank’s projections
envisage a relatively small contribution of this component to domestic economic activity over
the next quarters as well. Under these circumstances, in 2012 economic growth is expected to be
underpinned particularly by domestic consumption and investment demand, while in 2013 GDP
dynamics are seen to speed up due to both the expansion of domestic demand and the revival
of external demand. In 2013, the latter is seen fuelled by the relatively favourable dynamics
of real unit labour costs, mainly as a result of expected consolidation of economy-wide labour
productivity at positive levels. The balance of payments current account deficit to GDP ratio is
expected to remain throughout the projection interval at levels close to that recorded at end-2011,
which is not seen putting any significant pressure on the leu exchange rate. The negative output
gap was revised to levels implying relatively lower disinflationary pressures than in the previous
8
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forecasting round throughout most of the reference period. Their strength is however anticipated
not to deviate substantially from the previously projected levels, which entails that GDP will
remain below its potential over the forecast horizon.
The baseline scenario of the current projection places the annual CPI inflation rates at 3.2 percent
and 3 percent at end-2012 and end-2013 respectively, values similar to those in the February and
May 2012 Inflation Reports.
Throughout the reference period, the annual CPI inflation rate is foreseen to remain inside the
variation band around the central targets, staying close to 3 percent for most of the time.Significant
deviations from this level are expected to be mainly ascribed to statistical base effects and hence
to be only temporary. Under the baseline scenario, these effects contribute to placing the annual
CPI inflation rate3 at a peak in 2012 Q3 (3.5 percent) and at a trough in 2013 Q1 (2.6 percent),
before leading to a rise to 3.4 percent in 2014 Q2, a move to be subsequently reversed. For the
annual adjusted CORE2 inflation rate a slight temporary increase is seen in 2012 H2, followed by
a decrease to levels below 2 percent starting with 2013 Q2.
The previous inflation forecasts for end-2012 and end-2013 were reconfirmed after reassessing
some of the contributions by the CPI basket components, with a mutually offsetting net effect.
For the end of 2012, the less favourable contribution than in the previous round of the dynamics
of adjusted CORE2 index to headline inflation is countered by the opposite impact of expected
developments in volatile food and fuel prices. For 2013, the adjusted CORE2 inflation forecast
has been revised downwards, with this effect on consumer price developments being offset by the
projected impact coming from tobacco prices.
The upward revision of this year’s projected dynamics of the adjusted CORE2 inflation is primarily
attributed to the adverse effect on import prices of the recent leu depreciation trend. The baseline
scenario draws on the assumption of a gradual improvement in the euro area sovereign debt crisis
and in international financial market conditions, as well as of the alleviation of domestic political
tensions. Therefore, exchange rate pressures on import prices are projected to fade gradually and
thereby the annual adjusted CORE2 inflation forecast for end-2013 has been revised downwards.
Inflation expectations have been revised marginally upwards over the entire reference period,
given the recent movements in the leu exchange rate and the release of official calendars for
the deregulation of electricity and natural gas prices. The magnitude of the negative output
gap-induced disinflationary pressures is expected to be similar to that projected in the previous
round for 2012 and somewhat lower for 2013.
The central bank will further strengthen the prospects for a lasting maintenance of inflation rate
within the variation band, thereby helping to create the necessary preconditions for the resumption
of the sustainable growth of the Romanian economy. The policy rate path and the configuration
of the real broad monetary conditions will be calibrated, by retaining a prudent stance, so as to
prevent rekindling of inflation expectations following conjunctural developments on financial
markets and temporary rises in the annual inflation rate.
The assessment of the risks to the current inflation rate projection shows that the balance is much
more visibly tilted to the upside than anticipated in the previous rounds. This is attributed to both
external and domestic factors.
3

End of quarter.
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Externally, the escalating economic and political tensions in Greece and the financial developments
in countries such as Spain and Italy further fuel the uncertainties about identifying a lasting
solution to the sovereign debt crisis and the economic recovery in the euro area. The major risks
related to developments in the eurozone continue to be, for the EU emerging economies, Romania
included, those associated with the decline in the capital flows needed for financing economic
growth and with the weaker demand for Romanian exports. The materialisation of any of these
risks and especially their joint occurrence would put substantial pressure on the leu exchange
rate, entailing – particularly over the short term – an upward deviation of inflation rate from
the baseline scenario path. At the same time, the materialisation of these risks, via higher costs
combined with lower financing resources and/or weaker aggregate demand, would only delay the
sustainable recovery of the Romanian economy.
Domestically, the heightening political tensions which came to the fore after the publication
of the May 2012 Inflation Report have already fuelled foreign investor aversion towards
leu-denominated investments, putting the local currency onto a depreciation path. A major risk to
the inflation forecast is the delay in the alleviation of such tensions, as envisaged in the baseline
scenario. Moreover, in the context of further election rounds by the end of the year, another
relevant risk relates to slippages in fiscal policy and structural reform implementation from the
commitments assumed under the agreements signed with the international institutions.
The future dynamics of commodity prices are a key risk factor stemming from incipient trends on
external and domestic markets. Thus, if recent unfavourable weather conditions persist, significant
risks are associated with further increases in international prices of imported food commodities
as well as in domestic food prices, following a lower output for certain crops than that projected
in the baseline scenario.In addition, commodity price dynamics could additionally be fuelled
by the impact of a more severe depreciation of the leu versus the US dollar in the case of a less
favourable performance of the EUR/USD exchange rate triggered by the economic and financial
woes in the euro area.
In the current forecasting round, the uncertainties surrounding administered price dynamics during
the reference period are lower than in the previous forecast rounds following the recent release
by the Romanian Energy Regulatory Authority of calendars setting out the removal of regulated
prices of natural gas and electricity. The risks attached to future movements in administered prices
are deemed to be symmetrically distributed against the path described in the baseline scenario.
Containing the potential for the unfavourable risks to inflation and economic growth to materialise
is strictly conditional on the further consistent implementation of the economic programme on
fiscal consolidation and structural reforms agreed under the arrangements signed with the EU,
the IMF and the World Bank.

10
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Inflation Forecast
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Monetary policy decision
The outlook for the annual inflation rate to stay within the variation band around the central target,
reconfirmed by the updated forecast, is affected in the short run by increased asymmetric risks,
given that heightened global risk aversion, together with persistent domestic political tensions,
could generate additional net capital outflows with an unfavourable impact on the leu exchange
rate.
Considering that the worsening of the balance of risks to the inflation outlook requires maintaining
a prudent monetary policy conduct with a view to achieving an effective anchoring of inflation
expectations and ensuring price stability in the medium term, the NBR Board has decided in its
meeting of 2 August 2012 to leave the monetary policy rate unchanged at 5.25 percent per annum.
Moreover, the NBR Board has decided to pursue an adequate management of liquidity in the
banking system and maintain the existing levels of the minimum reserve requirement ratios on
both leu- and foreign currency-denominated liabilities of credit institutions.
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Inflation Developments
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In 2012 Q2, the annual inflation rate declined temporarily below
the lower bound of the variation band of ±1 percentage point
around the central target (3 percent), returning within the target
band at the end of the period under review (2.04 percent, down
0.36 percentage points versus March 2012). Apart from the
statistical base effect that generated the deflation of volatile food
prices, the low levels of the CPI inflation rate were ascribable
to some supply-side domestic and external factors (the drop in
the external prices of some commodities and consumer goods,
the return to normal of fruit and vegetables supply, the minor
adjustments of administered prices), as well as to the persistence
of a significant demand deficit. The latter further contributed to
the adjusted CORE2 inflation rate staying close to 2 percent, thus
representing the main offsetting factor of the unfavourable effects
generated by the domestic currency depreciation and the increase
in unit labour costs.

Inflation Rate
monthly inflation rate
average annual inflation rate
annual inflation rate

10
8
6
4

The annual dynamics of volatile prices remained in negative
territory, yet it reversed its downtrend in the reviewed period to
reach -1.9 percent at end-June, up 0.5 percentage points from
March 2012. Both the annual deflation of volatile prices and its
moderation were accounted for by the annual changes in VFE prices,
which were strongly influenced by statistical effects1. The current
developments in volatile food prices showed an improvement, due
to the waning effects of adverse weather conditions in the preceding
quarter on domestic supply as well as of the implementation of
the EU Directive on poultry breeding conditions. Inflationary
pressures were also abated in the case of fuel prices, the impact
of the gradual alleviation of tensions on world oil markets2 being,
however, partly offset by the strong depreciation of the domestic
currency versus the US dollar (7.1 percent in June against March,
monthly average).
In the period under review, administered prices were the CPI
component making the largest contribution to disinflation, unlike
previous quarters, when volatile prices ranked first in this respect.
The annual growth rate of administered prices slowed down
1.6 percentage points in 2012 Q2, due to small adjustments in this
period (cumulative change of 0.12 percent) and especially to a

2
1

The peak recorded in May 2011 and the price adjustment process in the
subsequent period caused the annual growth rate to stand at a low of
-16.4 percent in May 2012.

2

Brent crude oil price went down to USD 96.4/barrel in June, from USD
124.5/barrel in March 2012, amid the worsening global economic growth
outlook and the rise in oil production.

0
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Source: NIS
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favourable base effect generated by the 5 percent hike in electricity
price in April 2011.
A similar development was reported by tobacco prices, as
they picked up 2 percent in 2011 Q2, while remaining virtually
unchanged in the period under consideration, which caused their
annual dynamics to decelerate by 2 percentage points.
Considering the multiannual schedule for tobacco excise duty
increases, adjusted CORE2 inflation remains relevant for the
analysis of inflation developments in terms of monetary policy
scope. At the end of 2012 Q2, the annual growth of adjusted
CORE2 measure was similar to March 2012 figure, i.e. 2.1 percent,
as a joint result of food price disinflation, the flat non-food
price dynamics and the faster growth rate of market services
prices.
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Against the background of the persistence of a significant negative
output gap, which had a dampening impact on the price dynamics
of goods and services alike, the mixed developments exhibited by
the three sub-groups are attributable to the stiffer competition in the
retail sector, amid the aggressive expansion of supermarkets and
hypermarkets, as well as to different sensitivity levels to exchange
rate movements3, with the highest being reported by services prices.
As for goods, an additional favourable impact derived from the
stabilisation/decrease in the external prices of food commodities
and processed goods4, whereas the rise in unit labour costs, seen
in most consumer goods industries (except food industry), had an
opposite influence.
Inflation expectations posted uneven developments, as the
improvement in consumers’ expectations did not occur to
companies (except services) or financial analysts. The expectations
of managers in manufacturing, construction and retail deteriorated
slightly in the period under review versus 2012 Q1, due
possibly to the release of the schedules for electricity and gas
price deregulation, as well as to the recent exchange rate
developments.

Adjusted CORE2 Components
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Inflation Expectations
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In June 2012, the average annual HICP inflation rate came
0.1 percentage points close to the inflation rate criterion laid down
in the Maastricht Treaty, due to the new all-time lows (3.1 percent)
recorded at national level. In addition, the gap versus the EU-wide
average inflation narrowed to 0.1 percentage points.
3

In June 2012, the domestic currency depreciated by 6 percent versus the euro
in year-on-year comparison (against -4.6 percent in March 2012).

4

Approximated by EU-15 industrial producer prices for consumer goods for
the non-domestic market.
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9

In June 2012, the actual annual inflation rate stood 0.3 percentage
points lower than the projection included in the May 2012
Inflation Report. The deviation was mainly attributed to the
higher-than-expected downward adjustments of volatile food
prices as well as of lower-than-forecasted increase in administered
prices.
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II. ECONOMIC DEVELOPMENTS
1. Demand and supply
In 2012 Q1, real GDP1 posted another 0.1 percent quarterly
contraction. The decline, along with the base effect triggered
by the significant pick-up in economic activity in 2011 Q1
(+1.2 percent), led to further slower annual dynamics of real GDP,
i.e. +0.3 percent.

Real Gross Domestic
Product

percent
8

quarterly change
(seasonally adjusted series)
annual change
(gross series)

6
4
2
0

On the demand side, the deceleration was attributed to the flattening
uptrend in final consumption, as well as to the larger negative
contribution of net exports of goods and services. Nonetheless,
these influences were partly offset by the faster positive dynamics
of the investment demand.
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Turning to quarterly developments in real GDP, the key demand
components showed weaker outcomes than those recorded in
the last three months of 2011. Thus, the growth rate of consumer
demand witnessed a sign reversal (from +0.6 percent in 2011 Q4
to -0.2 percent), gross fixed capital formation saw a slacker
advance (+1.4 percent) and net exports of goods and services
made a lower contribution to aggregate demand, given that the
stimulative impact of the faster rise in exports (from +0.3 percent
to +1 percent) was counteracted by imports’ slower pace of decline,
to -0.4 percent. Consequently, the joint dynamics of economically
significant components dropped to half of the preceding quarter’s
level, but remained positive, i.e. +1.2 percent. However, mention
should be made that the accuracy of GDP breakdown by demand
components is further to be regarded with caution, given the
notable role of residual items (“change in inventories” and
“statistical discrepancy”) in accounting for the real GDP change
– in 2012 Q1, the 0.1 percent economic contraction came virtually
from these items, having a -1.3 percentage point contribution.
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Source: NIS, NBR calculations

Actual Final Consumption

1.1. Demand

real annual percentage change
20

The annual growth rate of household final consumption slowed
down markedly versus 2011 Q4, from +1.8 percent to +0.3 percent,
with the more sluggish pace of increase of purchases of goods
and services2 making the largest contribution. The breakdown by
component shows that non-durables sales remaining on an uptrend
1

2

The analysis of the developments in GDP and its components is based on the
second provisional version of national accounts data, released by the NIS on
4 July 2012. Unless otherwise indicated, the growth rates in this section are
annual percentage changes, calculated based on unadjusted data series.
Current developments refer to quarter-on-quarter changes and are calculated
based on seasonally-adjusted series.
As suggested by the developments in the turnover volume in retail trade and
market services rendered to households.
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– further boosted by expanding chains of hyper- and supermarkets,
discount stores and specialised stores, together with the widespread
promotion of bottom of the range products, such as own brands –
was partly counterbalanced by the reversal in the annual dynamics
of durables sales and market services.

Household Consumption
and Main Financing Sources
real annual percentage change
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As concerns the financing channels of consumer demand,
2012 Q1 witnessed a slight improvement in the level of own
financial resources, as suggested by the increase, albeit weak,
in household real disposable income3, i.e. up around 1 percent
in annual terms, following 11 quarters of decline. Nonetheless,
this surplus income was partly channelled towards saving, as
indicated by the faster annual dynamics of household leu- and
foreign currency-denominated time deposits (to +7.7 percent, real
change). As regards borrowed sources, in 2012 Q1 the flow of
new consumer loans to households decreased, in line with the
drop in purchases of motor vehicles and IT&C products.
As for the influence on consumer prices, the current developments
in turnover volume of products holding a large share in the
CPI basket do not point to demand-pull pressures – the step-up
in Q1, seen mainly in food trade (+3.2 percent versus +0.3 percent
in the preceding quarter, quarterly changes), was incidental, owing
to households stocking up on the back of severe weather conditions.
Government final consumption saw a renewed decline, i.e. down
1.4 percent in annual terms.
In 2012 Q1, the general government deficit stood at lei
3,388 million4, i.e. 0.6 percent of GDP5, below that posted in
the same year-earlier period, which amounted to lei 5,190 million
and accounted for 0.9 percent of GDP, as well as that recorded in
2011 Q4. The improved budget execution versus the prior quarter
owed to the wider favourable gap between the annual dynamics
of revenues (7.1 percent against 0.2 percent in the preceding three
months) and those of public expenditure6 (2.3 percent versus
-0.7 percent in 2011 Q4), on the back of the faster growth rates
of profit tax7 and wage and income tax collections. The influence
3

Approximated by the sum of wage-related incomes, social transfers (state
social security, unemployment benefits and health insurance) and inflows
from abroad, i.e. workers’ remittances from abroad and current private
transfers by non-residents.

4

The preliminary data released by the Ministry of Public Finance point to the
budget deficit staying below the ceiling agreed with the IMF, given that the
March deficit target was adjusted by the difference between investment
spending in Q1 (lei 7.3 billion) and the amount set for such spending
(lei 6.7 billion).

5

The analysis relied on the operational data relating to the March 2012 budget
execution, as published by the MPF.

6

Unless otherwise indicated, percentage changes refer to the annual growth
rates expressed in real terms.

7

Also due to the impact of the earlier than initially scheduled payment deadline
for the 2011 profit tax differential.
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of the latter was offset only to a small extent by the impact of
the relative increase in transfers related to projects financed from
non-redeemable external funds and in capital expenditure.
Gross fixed capital formation was further the fastest growing GDP
component, as in Q1 its annual growth rate added 1.9 percentage
points from 2011 Q4, standing at +12.2 percent. Most categories of
expenditure saw rises – new construction works and other investment8
even posted faster paces of growth, up to around 19 percent and
15 percent, respectively, whereas equipment purchases (including
transport means bought by companies and institutions) reported
slower annual dynamics than in 2011 Q4, i.e. 20.8 percent. Both
domestically-produced9 and imported capital goods10 reported
slacker paces of increase. Capital repair works, which showed
a trend reversal, i.e. down 22 percent in annual terms, were an
exception. The budgetary sector witnessed the largest build-up of
capital goods. Thus, according to the budget execution, in 2012 Q1
investment was 40 percent higher than in the same year-earlier
period, on the back of the step-up in national road and highway
network construction works. Household investment also remained
on an uptrend, due mainly to borrowed sources – the growth rate of
the housing loan stock doubled to nearly 11 percent in real terms
from 2011 Q4, owing primarily to the “First House” programme –
and, to a smaller extent, to own incomes, whose annual dynamics
stood close to 0 percent, albeit turning positive. Own sources were
not the major channel for boosting corporate sector investment
either, given that in Q1 as well gross value added in non-budgetary
activities stood at a level similar to that recorded in the same year-ago
period. By contrast, borrowed sources were increasingly resorted
to, with a view to purchasing either equipment or real estate11. Net
flows of non-residents’ direct investment (determined in terms of
the last four quarters’ readings) further contracted (by -18 percent).
Turning to external demand, in Q1 the real annual dynamics of
exports of goods and services witnessed a significant sign reversal,
from +4 percent to -2.2 percent, with extremely adverse weather
conditions exerting a considerable impact and causing the delayed
delivery of orders by domestic producers. Both intra- and extra-EU
exports performed worse than in the preceding quarter, as the high
paces of increase posted in 2011 Q4, i.e. over 9 percent and around
12 percent respectively, slowed close to a standstill on both markets
8

Mainly capital expenditure recorded in agriculture and expenditure for
services related to ownership transfer.

9

Domestic supply developments have been estimated based on the turnover
volume in industrial output for the domestic market.

10

The changes in the physical volume of exports and imports of goods were
calculated based on balance-of-payments data, deflated by international
trade-related unit value indices. The structural analysis was based on the
Combined Nomenclature.

11

The calculations were based on the data supplied by the Central Credit
Register.
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in the period under review. Moreover, the deceleration in the
EU economic growth rate continued to dampen Romania’s intra-EU
trade. The real dynamics of imports of goods and services also saw
a sign reversal, from +5.4 percent to -0.3 percent, on the back of
the high import content of exports and the contraction in industrial
output for the domestic market, with its turnover volume declining
by 3.5 percent in annual terms. Consequently, net external demand
further impaired economic growth (-1.0 percentage points).

Net External Demand
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The breakdown shows that behind Romanian exports’ worse
performance stood mainly two groups of goods – electrical
equipment and fuels, whose physical volumes10 fell significantly
in annual terms, i.e. by 16.5 percent and 23.3 percent, respectively.
The downtrend was moderated by a renewed pick-up in sales of
transport means (by nearly 9 percent) and the faster dynamics
of sales of foodstuffs, as well as vegetal and animal products on
the external market, with annual growth rates ranging between
11 percent and 33 percent.
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1.2. Supply
On the supply side, the faster growth rate of net taxes on products
(up to 6.1 percent), due to the improved collection of tax revenues,
made the largest contribution, i.e. +0.8 percentage points, to the
annual dynamics of real GDP remaining on an uptrend. Economic
sectors made an overall negative contribution to economic growth,
as total gross value added dropped 0.6 percent, given that all
sectors saw either declines (industry and services) or a standstill
(constructions), except for agriculture (+4.0 percent).
The 0.2 percent decrease in gross value added in industry owed
primarily to the “intermediate goods” sub-sector, with a 6.9 percent
contraction in output volume, on the back of industrial companies’
order portfolio staying on a downtrend. Both the domestic market
and exports witnessed supply adjustments, as suggested by the
turnover volume indices of the industrial output for the domestic
and external markets, respectively. Consumer goods output also
posted a decline, which was nevertheless lower in annual terms
than in 2011 Q4, due to the step-up in export sales. Energy and
capital goods (including transport means) output recorded further
positive annual growth rates, albeit weaker. As for capital goods,
the movement was attributable to the around 9 percent fall in the
non-domestic market turnover, whereas domestic sales continued
to increase, by over 8 percent in real terms in Q1.
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Gross value added in construction stood at the level seen in 2011 Q1,
as the negative performance of the residential segment (28.1 percent
drop in construction works in Q1 following a 30.1 percent upturn
in the prior quarter) and the non-residential one (the downtrend
in activity steepened from -2.7 percent to -8.2 percent) was

Source: EC-DG ECFIN
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counterbalanced by the threefold rise in the real annual dynamics
of engineering construction works (to +19.7 percent).
Gross value added in the services sector fell by 1.3 percent, its
contribution to real GDP dynamics lowering thus to -0.6 percentage
points. “Financial activities”, “real estate activities”, “public
services” and “technical and administrative activities” reported
negative annual growth rates ranging between -1.2 percent and
-4.3 percent, whereas “wholesale and retail trade, repair of motor
vehicles and of household goods, transportation, accommodation
and food service activities” also showed a slight decline, i.e. by
0.3 percent. “Information and communication activities” and “arts,
entertainment and recreation activities” were the main sub-sectors
that saw rises, i.e. +2.2 percent and +1.4 percent, respectively.

Labour Force Demand Measures*
thousand; monthly averages

2. Labour market
In March-May 2012, the labour market further witnessed mixed
developments – although labour demand seemed to have slowed
down and the decrease in ILO unemployment rate in Q1 was
temporary, the number of employees further rose slightly; the
wage increases following bargaining were moderate, but the
annual dynamics of earnings has picked up recently, on the back
of employees being granted the amounts corresponding to their
participation in the net profit-sharing scheme and occasional
bonuses in certain sectors. Furthermore, labour productivity losses
in the secondary and tertiary sectors in 2012 Q1 and the trend
prolonging in industry into April-May point to the persistence of
pressures from unit labour costs.
Despite the economy’s further net labour absorption, a number of
signals on the additional weakening of labour demand dynamics
emerged. Thus, staff numbers reported by employers kept increasing
owing to private sector developments, yet job opportunities seem
to decline. Specifically, NEA data suggest a drop in the number
of vacancies and the registered unemployment rate reaching a
trough, including as a result of the relative rise in the number of
newly registered unemployed. Moreover, the ILO unemployment
rate reverted to a reading similar to those posted in 2011 Q2-Q4,
following the around 0.3 percentage point fall seen in 2012 Q1.
Given that collective layoffs remained moderate, the explanation
could lie with individual dismissals in small- and medium-sized
enterprises, which are more responsive to changes in business
conditions. Nevertheless, they have remained contained, as
employers’ expectations on staff numbers point to relative stability
in manufacturing, construction and services in the period ahead,
except for retail trade, which has kept expanding.
Under the circumstances, the annual growth rate of nominal
earnings reflected employers’ cautious attitude towards granting
INFLATION REPORT  August 2012
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wage increases, as well as the improved financial performance of
some economic sectors in the prior year. Thus, the annual dynamics
of the average net wage in the private sector slowed down to
3.8 percent in March-April, while the reading posted in May,
i.e. 5.4 percent, owed to the granting of amounts corresponding
to employee participation in the net profit-sharing scheme and
occasional bonuses, particularly in the oil extraction and processing
sub-sector. In March-May 2012, net earnings in the budgetary
sector were 1.9 percent higher than in the same year-earlier period.
Consequently, the annual growth rate of average net earnings
economy-wide stepped up to 4.3 percent in April-May 2012 from
3.5 percent in Q1.
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The development, similar for gross wages, makes it likely that
in 2012 Q2 unit labour costs economy-wide further witnessed
a positive annual change, given that: (i) the prior quarter saw
negative labour productivity dynamics (as a result of declines in
industry, construction and the services sector), and its reversal
to positive territory is uncertain, and (ii) the statistical data for
April-May 2012 show that the annual pace of increase of unit
labour costs in industry remained high, i.e. 7.6 percent as compared
with 8.7 percent in 2012 Q1, mainly on the back of their significant
deterioration in light industry, plastics industry, manufacture of
computer and electronic products, as well as electrical equipment.
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on the Unit Value Index of Imports
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While inflationary pressures on the supply side remained relevant,
on the demand side risks to inflation may be characterised as minor,
taking into account the width of the negative output gap and the
moderate annual rise in real disposable income both in 2012 Q1
(1.3 percent) and April-May 2012 (3.8 percent). Following the drop
in disposable income in 2009-2011, its recent pick-up was mainly
bolstered by the upturn in workers’ remittances from abroad, with
wage-related incomes contributing as well.

3. Import prices and producer prices
In 2012 Q1, import prices and (industrial and agricultural)
producer prices further exerted lower inflationary pressures.
However, this trend may be less pronounced in the period ahead,
due to the further weakening of the domestic currency versus
major currencies, which is likely to offset the favourable impact
of the decline in external commodity prices and of the persistence
of the negative dynamics of sales.
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In 2012 Q1, external prices stayed on the downward path they
followed for the past three quarters12, the annual unit value index
of imports reaching 102.6 percent (-1.3 percentage points as
12

Despite the short-lived tensions manifest in 2012 Q1 (as compared with
2011 Q4), the main commodity prices on international markets did not exceed
the levels recorded a year earlier.
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against the preceding quarter). In contrast, the domestic currency
depreciation versus the euro and the US dollar (by 2.9 percent and
6.9 percent respectively, year on year) continued to fuel inflation.

Consumer Prices
and Industrial Producer Prices
annual index (%)
120

The price dynamics of imported goods holding a large share in the
CPI basket posted mixed developments. Hence, the slower pace of
increase reported by import prices of meat13 was countered by the
faster growth rates of prices for vegetal produce and sugar (given
the worsening production outlook, owing possibly to adverse
weather conditions as well). As for import prices of non-food items,
the favourable impact of the slowdown in the growth rate of prices
for fuels (due solely to a base effect) and pharmaceuticals14 was
eroded by the swifter dynamics of prices for footwear and wearing
apparel (correlated, in the latter case, with the successive hikes in
commodity prices, particularly cotton and wool, in recent years).
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With regard to capital goods, it is worth noting the alleviation of
pressures in the case of prices for transport means, possibly as
a result of the increase in imports of used motorcars, given the
change in car pollution tax in early 2012.
In the period under consideration, the annual growth rate of
industrial producer prices for the domestic market remained on the
downtrend it followed ever since 2011 Q2 (-1.8 percentage points
versus the prior quarter to 5.3 percent), in the context of shorter
domestic demand15, as well as of some favourable base effects
associated with the shocks manifest in the case of commodity
prices in the first part of 2011.
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In terms of current developments, industrial producer price dynamics
accelerated slightly, on the back of several factors: (i) higher utility
prices16, (ii) heightened tensions on the external commodity markets
(metals and fuels, in particular) and (iii) additional costs generated
by the adverse weather conditions in January and February. These
developments were manifest particularly in the case of producer
prices for intermediate goods and energy which saw faster quarterly
growth rates, along with moderating annual dynamics.
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The deceleration in the annual growth rate of producer prices
for consumer goods (-2 percentage points to 4 percent) was
13

The unit value index of imports remained however at a high level, with
external prices even reaching new all-time highs in 2012 Q1, due to the lower
number of livestock.

14

The unit value index of imports of pharmaceuticals dropped from
116.4 percent in 2011 Q4 to 99.1 percent in 2012 Q1, an explanation being
linked to the efforts of the main medicine distributors to avoid price hikes,
amid the stiffer competition from trade in generic medicines.

15

The volume of both turnover and new orders for the domestic market (deflated
by industrial producer prices) declined year-on-year by 3.4 percent and
6.1 percent, respectively.

16

The 5 percent hike in gas prices starting with 1 January 2012, as well as the
rise in electricity prices on the electricity exchange (amid the fall in
hydropower production).
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largely attributable to food industry developments, given:
(i) the low commodity prices against the background of a
favourable agricultural year; (ii) the domestic demand contraction
and (iii) the aggressive expansion of retail chains, which led to
stiffer competition and higher bargaining power of retailers in their
relation with producers.
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In January-March 2012, agricultural producer prices saw a
sharper negative annual change (from -5.6 percent in 2011 Q4
to -10.5 percent), this trend being driven, the same as in the
previous quarter, by developments in prices for vegetal produce
(-19.5 percent), amid the year-earlier bountiful supply. In quarterly
terms, some pressures started to become manifest in the case of
wheat prices, following the heightened concerns surrounding this
year’s production (both domestically and internationally) due to
adverse weather conditions (drought and heavy snowfalls).
Prices for animal products further reported positive annual growth
rates, whose acceleration was fuelled by developments in prices
of pork (amid the decline in imports17 and the resumption of
exports to the EU) and eggs (due to the price hike following the
implementation as of 1 January 2012 of the EU provisions on
poultry breeding conditions).
For 2012 Q2, the worsening outlook for worldwide economic
growth will further support the downtrend in external prices,
the positive impact on import prices being however mitigated
by the strong depreciation of the leu versus major currencies.
A downward trend is also expected for the annual growth rate
of industrial producer prices for the domestic market, due to the
absence of pressures on the external commodity markets and
the flagging demand on the domestic market. Considering the
comfortable of inventory levels, no trend reversals are anticipated
for prices of domestic vegetal production throughout Q2, yet the
less optimistic estimates on this year’s crops could put a break on
the annual dynamics deceleration.

17
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Following the lower demand and tighter regulations on stock breeding in
the EU, numerous farms in Western Europe were closed down or proceeded to
raise their prices.
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III. MONETARY POLICY AND
FINANCIAL DEVELOPMENTS
1. Monetary policy
The NBR Board discontinued the rate-cutting cycle in May 2012,
as the monetary policy rate was kept unchanged at 5.25 percent
per annum throughout 2012 Q2. At the same time, the monetary
authority decided to maintain the existing levels of minimum
reserve requirement ratios on both leu-denominated and
foreign currency-denominated liabilities of credit institutions at
15 percent and 20 percent respectively1. The decisions taken by
the NBR Board during the period under review, when downward
pressure on the leu vis-à-vis the major currencies increased
considerably, were aimed at ensuring adequate broad monetary
conditions, in line with the domestic and external macroeconomic
environment, so as to consolidate the prospects of maintaining
the annual inflation rate inside the variation band around the
medium-term target.
The halt in the downward path of the monetary policy rate,
following the NBR Board’s decision to keep the policy rate
unchanged at 5.25 percent per annum in its meeting of 2 May 2012,
was warranted by the significantly higher fluctuations in investors’
risk appetite, likely to generate heightened risks to exchange rate
movements and hence to the short-term inflation outlook. These
fluctuations were correlated with the change in expectations on
economic growth in the euro area and globally, as well as with
the impact of an incipient deleveraging process by some EU credit
institutions on CEE economies amid the protracted sovereign debt
crisis. These issues, along with domestic developments in the
electoral context, could have heightened capital flow volatility and
hence the volatility of the leu exchange rate.
In spite of higher associated risks, the new quarterly projection
further saw the updated path of the annual inflation rate remaining
within the variation band around the midpoints of the inflation targets
throughout the policy-relevant horizon. The favourable inflation
outlook was reconfirmed on the back of the further improved
pattern of the forecasted annual adjusted CORE2 inflation rate,
mainly reflecting2 the relatively stronger disinflationary pressures
expected to arise from the aggregate demand deficit amid the
adjustment of the forecasted output gap to more negative values.
1

With residual maturity of up to two years and of over two years respectively,
the latter including clauses referring to early repayment, transfer or buyback.

2

Another determinant was the further improvement in inflation expectations.
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This was driven by the revision of the GDP historical data series3
and especially by the slower expected growth in 20124.
The subsequent rise in global risk aversion amid the re-escalating
sovereign debt crisis, as well as the worsening investor sentiment
regarding the risk associated with CEE financial markets – expected
to be hit by the eurozone recession and the ongoing deleveraging
across the European banking system – had a major influence on
the exchange rate patterns of the currencies in the region, the leu
included5, during May-June. Moreover, the heightened uncertainty
surrounding the external environment added to domestic
developments in an election year, inducing the risk of an additional/
abrupt increase in capital flow volatility and hence in the volatility
of the leu exchange rate.
Against this background, the NBR Board decided in its meeting
of 27 June 2012 to extend the status quo of the monetary policy
rate, although latest assessments at the time pointed to the annual
inflation rate remaining within the variation band around the
central target at least over the short term, given the faster-thanexpected disinflation in April and May6 and especially the effects
of the highly likely protraction of the wide negative output gap.
Recent developments in some relevant indicators for the behaviour
of consumer and investment demand, which suggested a relative
slowdown in the pace of economic recovery over the upcoming
quarters compared to the previous projection, provided additional
hints to the ongoing wide aggregate demand deficit. The assumption
was also supported by the dynamics of household time deposits
sticking to an upward path in the first part of 2012 Q2, reflecting
the still robust money demand for precautionary purposes, but
seemed to be invalidated by the faster growth rate of private sector
credit during the reported quarter.
The average annual pace of increase7 of credit to the private sector
picked up to 7.7 percent in April-May 2012 from 5.5 percent in
2012 Q1, yet this was primarily due to the statistical influence of
the weaker leu, given that (i) the upward path of the average annual
growth rate of leu-denominated credit came to a halt (1.4 percent
compared to 2.4 percent January through March 2012) and (ii) the
average dynamics of forex loans (expressed in euro) continued
to decline, reaching 5.0 percent, i.e. 1.1 percentage points below
the average for the previous three-month period. Developments
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3

By the NIS.

4

Given the adverse effects of unfavourable weather conditions prevailing in
mid-Q1 and the downward revision of euro area growth forecasts.

5

The domestic currency weakened versus the euro by 1.4 percent in May and
by 0.5 percent in June.

6

When the 12-month inflation rate dropped to historical lows, i.e. 1.8 percent
and 1.79 percent respectively.

7

Unless otherwise specified, indicators are calculated as annual changes
expressed in real terms.
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across the major customer categories were broadly in line with the
results of the May 2012 NBR survey on lending to non-financial
corporations and households, according to which banks anticipated
lower demand for loans in both sectors8 and further tightening
of lending standards9 throughout 2012 Q2. The latter reflected
primarily credit institutions’ worsening expectations regarding
the overall economic performance and the higher risk associated
with certain debtor categories. In particular, the average annual
growth rates of corporate loans in domestic currency and of those
in foreign currency (expressed in euro) decelerated slightly (down
0.5 percentage points below the previous quarter’s average, reaching
6.5 percent and 7.0 percent respectively), on the back of similar
developments in the leu-denominated short-term component and
in forex-denominated long-term loans respectively10. The average
annual pace of decline of household loans in domestic currency
remained virtually unchanged at -4.3 percent, masking divergent
developments across various subcomponents. Specifically, the
improved dynamics of housing loans, business loans and other loans
were offset by the decline in the annual change of leu-denominated
consumer loans. Conversely, the average annual dynamics of
household loans in foreign currency (expressed in euro) slowed to
2.9 percent from 4.3 percent in 2012 Q1, as a result – at least to a
certain extent – of implementing the new requirements laid down
in NBR Regulation No. 24/2011 on loans to households.
At the same time, the average annual pace of increase of household
time deposits (including deposits with a maturity of over two years
outside broad money) gained momentum and reached 12.5 percent
during April-May 2012 against 9.8 percent in 2012 Q1, driven by
the faster advance in the leu-denominated component (15.0 percent,
i.e. 1.7 percentage points above the first quarter average). These
developments were correlated with the relative pick-up in the
growth rate of the average real net wage, with the further attractive
remuneration of time deposits in local currency, but also with
the absence of any visible improvement in households’ mostly
pessimistic financial and employment prospects for the upcoming
12 months. Overnight deposits also rose at a faster pace (5.0 percent
on average versus -0.5 percent in 2012 Q1), but their share in total
household deposits was little changed compared to the average of
2012 Q1.
During the period under review, the central bank continued to
pursue an adequate management of liquidity, tailored to the
particulars of liquidity conditions in the banking system and to
the specific functioning of different segments of the local financial
8

Except for large corporations’ demand for short-term loans.

9

Broadly in line with developments across the euro area and in several
countries in the region.

10

The average annual dynamics of loans to non-monetary financial institutions
plunged even more abruptly, to stand at 1.4 percent April through May
compared to 30.5 percent in 2012 Q1.
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market. Banks’ net liquidity deficit widened steadily during
2012 Q2, reflecting the contractionary impact of the autonomous
liquidity factors and, temporarily (in May), of the higher level
of minimum reserve requirements (following the increase in the
calculation base of required reserves). Against this background,
the reported period saw a relatively lower degree of asymmetry of
liquidity distribution, with the larger volume of liquidity provided
by the NBR being accompanied by banks’ diminished recourse to
the deposit facility. Similarly to the previous quarters, the central
bank accommodated credit institutions’ liquidity demand via
one-week repo operations conducted through fixed-rate auctions
with full allotment organised on a weekly basis. Given banks’
keener demand for reserves, the NBR also changed the open-market
operation procedures by raising from three to five the number of
options (and hence of eligible asset series) a credit institution may
put forward in the fixed-rate auctions. Moreover, the period under
review also saw a new de facto extension of the range of eligible
assets for open market operations by including leu-denominated
bonds issued by international financial institutions and deposited
with the RoClear system11.

2. Financial markets and monetary developments

Interbank Money Market Rates
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Average interbank money market rates rose in 2012 Q2, the move
being replicated by the relevant ROBOR rates, shorter-term ones
in particular. Against this backdrop, average lending and deposit
rates on new business edged up in May 2012, albeit remaining
below the February 2012 readings. The RON/EUR exchange rate
embarked on a steeper upward path, under the impact of renewed
strong tensions on global financial markets amid the re-escalating
sovereign debt crisis, which affected the exchange rates of other
currencies in the region as well. The annual growth rate of broad
money continued to gain momentum, driven by the faster dynamics
of private sector credit and, to a lower extent, by those of credit to
the public sector.

2.1. Interest rates
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Interbank money market rates followed an upward path from the
end of the first ten-day period in April until mid-May, thus nearing
the monetary policy rate. Hence, average interbank rates added
1 percentage point versus the previous quarter to stand at 4.0 percent.
Overnight rates on the interbank money market witnessed a
relatively quick-paced drop at the onset of the quarter under review,
replicating the pattern seen in the previous three months. However,
the decline was only short-lived, as ON rates re-embarked on an
upward path at the end of the first ten-day period in April amid
liquidity conditions becoming somewhat tight. The subsequent rise
11
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The decision was taken by the NBR Board in its meeting of 31 August 2011.
NATIONAL BANK OF ROMANIA

III. Monetary Policy and Financial Developments

in the degree of restrictiveness of liquidity conditions, primarily
under the impact of autonomous liquidity factors, entailed a
renewed increase in ON rates in mid-May, which brought them
in the immediate vicinity of the monetary policy rate. The NBR
continued to provide liquidity on a regular basis, i.e. via one-week
repo operations conducted through fixed-rate auctions with full
allotment organised on a weekly basis. There was an increase in
the overall volume of liquidity-providing operations, while credit
institutions’ recourse to the deposit facility diminished compared
to the previous quarter, reflecting a relative improvement in
liquidity distribution across the banking system (see the previous
subsection).
In turn, 1M-12M ROBOR rates followed a downward path in
the first part of April. Specifically, 1M-3M rates recorded yet
again a wider negative spread vis-à-vis the monetary policy rate,
whereas longer-term money market rates stood either slightly
below (the case of the 6M ROBOR) or on the same footing as
the policy rate (12M ROBOR). These rates posted a spike across
the entire maturity spectrum in mid-May as a result of the relative
tightening of liquidity conditions and the revision of credit
institutions’ expectations regarding the outlook for the policy
rate and liquidity prospects. The adjustment proved steeper at the
shorter end of the maturity spectrum, with 1M-3M rates reverting
to higher readings than the monetary policy rate. Interbank rates
irrespective of maturity then remained quasi-stable until the end
of the period under review. Amid these developments, the average
3M ROBOR rate stood 0.85 percentage points higher in June than
in March 2012 to reach 5.35 percent, while the average 6M rate
edged up 0.11 percentage points to 5.47 percent. By contrast, the
average 12M ROBOR rate shed 0.13 percentage points compared
to March, standing at 5.48 percent.

Policy Rate and ROBOR Rates
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As regards the primary market for government securities, the
maximum accepted bid rates remained in April on the downward
path seen since October 2011, before recording successive rises
in May and June. The move was not entirely reflected by the
average monthly yield, which increased in May but declined in
the following month, on the back of the relatively larger weight of
issues with one-year maturity. The trend was accompanied by the
lower volume of government securities issued by the MPF, whose
ratio to the announced volume narrowed to 85 percent over the
quarter as a whole versus 180 percent in 2012 Q1.
The overall quarterly volume of transactions on the secondary
market for government securities exceeded the previous quarter’s
reading, although the monthly turnover diminished both in May and
June. In turn, government security reference yields12 re-embarked
on an upward trajectory starting May. In particular, yields on
12

As an average of bid and ask rates.
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six-month Treasury bills followed a steeper path, with average rates
coming in at 5.21 percent in June against 5.02 percent in March.
Bank Rates
percent per annum
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Average interest rates on new time deposits and new loans
continued to drop March through May 2012 (down 0.48 percentage
points to 5.13 percent and 0.46 percentage points to 10.01 percent
in May respectively). The decline was more pronounced in the case
of households, with the average lending rate on new business to
this sector dwindling 1.10 percentage points to a historical low of
11.22 percent in May, while the average remuneration of new time
deposits of households shed 0.84 percentage points to 5.68 percent.
However, lending and deposit rates for the non-financial corporations
sector, which are more sensitive to movements in interbank rates,
witnessed both-way fluctuations. Specifically, the average lending
rate on new business trended downwards in March and April (to a
historical low of 8.83 percent), before rising in May to 9.34 percent,
albeit below the February reading. The average interest rate on new
time deposits dropped in March, but went up in April and May to
4.81 percent, 0.24 percentage points lower than in February 2012.

2.2. Exchange rate and capital flows
In 2012 Q2 as a whole, the exchange rates of the currencies in the
region, the leu included, felt the adverse impact of the surge in
global risk aversion amid the re-escalating sovereign debt crisis
and the deeper problems faced by the European banking system.

Nominal Exchange Rate
2.2
2.4
2.6
2.8
3.0

As a result, April through June 2012, the domestic currency
depreciated at a faster pace versus the euro (2.1 percent in nominal
terms and 1.9 percent in real terms) and weakened even more
markedly against the US dollar (7.0 percent in nominal terms and
6.9 percent in real terms), given the latter’s significant strengthening
on global financial markets. Looking at the average annual change
of the exchange rate in 2012 Q2, the leu also witnessed faster
nominal depreciation against both the euro and particularly the
US dollar. The domestic currency softened versus both currencies
in real terms as well.
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The slightly upward movement in the RON/EUR exchange rate
persisted into April (up 0.2 percent on average) on the back of the
occasional resurgence of tensions on the global financial market,
generated by the uncertainty surrounding the commitment to further
push through austerity measures in several euro area countries,
amid various ongoing election rounds (e.g., France and Greece),
and by the emergence of further signs of worsening economic
activity in Spain and Portugal.
However, the domestic currency depreciated at a considerably
faster pace in May, on account of the marked worsening of global
market sentiment induced by heightened uncertainties surrounding
economic and political developments in Greece (including
speculations on a possible eurozone exit) and by the deepening of
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the problems faced by the Spanish banking system, casting doubts
on the authorities’ ability to cover the substantial recapitalisation/
consolidation costs. To these added the bleaker economic growth
outlook in the euro area/EU and worldwide. The downward
pressure on the leu stemming from this volatile and tense external
environment was mitigated only temporarily and to a low extent by
Standard&Poor’s reconfirming Romania’s sovereign rating, with
a stable outlook, by the further improvement in some economic
fundamentals, as well as by the incoming government’s commitment
to push through the economic programme agreed with the EU,
the IMF and the World Bank. Under the circumstances, nonresidents’ net demand for foreign currency on the interbank forex
market surged to record highs, while that of residents also increased
considerably. Consequently, the leu weakened 1.4 percent versus
the euro in May, yet at a slower pace than the Polish zloty and the
Czech koruna (down 2.7 percent and 2.0 percent respectively) and
the volatility of the RON/EUR exchange rates exceeded that seen
in the previous months.
The subsequent relative alleviation of the global risk aversion –
following the measures announced in June by the major monetary
authorities13 and the decisions taken at the Eurogroup meeting of
28-29 May – weakened the pressure on the exchange rates of the
currencies in the region and even entailed some trend reversals.
Nevertheless, the RON/EUR exchange rate stuck to its slightly
upward path given the persistent14 concerns related to the adjustments
in the European banking system and the weaker economic activity
in the euro area potentially exerting a somewhat more pronounced
adverse impact on the Romanian economy, likely to affect investor
sentiment on the risk associated with the local financial market15.

2.3. Money and credit

EUR million

Financial account
Direct investment
- residents abroad
- non-residents in Romania
Portofolio investments and financial
derivatives
- residents abroad
- non-residents in Romania
Other capital investments
- credits and loans from the IMF
- medium- and long-term investments
- short-term investments
- currency and short-term deposits
- other
NBR’s reserve assets, net
("-" increase/"+"decrease)

120

14

15

2,735
893
44
849

1
463
-2
465

1,538
916
-423
-249
1,961 1,164
1,483 -1,233
908
0
541
267
633
-520
-711 -1,058
111
79
-1,177

-145

HUF/EUR
RON/EUR
PLN/EUR
CZK/EUR

115

110

105

100

95

Jan.
2010

Jun.

Jan.
2011

Jun.

Jan.
2012

Jun.

Source: NBR, ECB

of broad money16
5.5 percent during
by larger budget
services17, higher

The central banks of China and Australia lowered their key rates, the Bank of
England announced additional steps supporting the economy, while the ECB
and Bank of Japan took measures to safeguard financial system stability and
liquidity in the event of a resurgence of the eurozone crisis.
The decline in relative terms in CDS on Romanian bonds in June versus May
(end of period) was of a lower magnitude than in Poland and Hungary.
Moody’s revision of its outlook on Romania’s sovereign rating to negative
from stable on 29 June fed through to the RON/EUR exchange rate movements
starting July.

16

Unless otherwise indicated, percentage changes refer to the average annual
growth rates in real terms for March-May 2012.

17

The average annual pace of increase in real terms of budget expenditures on
goods and services almost doubled compared to December 2011-February 2012.
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March through May 2012, the dynamics
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5.9
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Main Broad Money Components
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disbursements from European funds18, as well as by the statistical
effect of the weaker leu. Time deposits with a maturity of up to
two years further had the most significant contribution to faster M3
growth, as their dynamics peaked at an 18-month high on account
of the steeper rise in the leu-denominated component. Narrow
money (M1) growth rate also continued to gain momentum to a
3½-year high, driven by developments in both currency in
circulation and overnight deposits. By contrast, the dynamics
of marketable instruments entered negative territory as a result of
changing the definition of money market funds19.
The M3 breakdown by holder reveals a further step-up in the growth
rate of household and corporate deposits alike during the period
under review. Two of the drivers in the case of companies were the
slight rebound in domestic demand (also on account of extending
the government-led car fleet renewal programme) and the possible
drop in net external debt repayments20. The expansion of household
deposits reflected both pay rises21 and the increase in other incomes,
including those from abroad22. The M3 breakdown by currency
continued to improve during the reported period, as the prevailing
share of domestic currency-denominated deposits widened further.
From the perspective of major M3 counterparts, the quicker pace
of increase of broad money reflected the swifter dynamics of credit
to the private sector and of central government net credit23. These
developments were partly countered by the faster increase in
long-term financial liabilities (capital accounts included).

Credit
March through May 2012, the dynamics24 of credit to the private
sector continued to pick up, reaching 7.6 percent versus 4.2 percent

30

18

According to press releases of the Ministry of European Affairs, the average
monthly disbursement of structural funds March through May 2012 exceeded
those recorded in the previous six quarters.

19

The definition of money market funds across the ESCB was brought in line
with that developed by CESR and thus became more restrictive. Almost all
money market funds in Romania opted for changing their status to other
investment funds, which are included by monetary statistics into the
money-holding sector. Consequently, the value of shares issued by money
market funds held by the non-bank sector (classified as marketable securities)
took a nosedive, while the value of corporate deposits rose.

20

According to balance-of-payments data, March through May 2012 non-banks’
repayments on net external financial loans declined slightly compared to the
period December 2011-February 2012.

21

The average annual growth rate (in real terms) of net earnings economy-wide
picked up versus December 2011-February 2012.

22

According to balance-of-payments data, March through May 2012 households’
income from abroad (labour income and current private transfers) exceeded the
previous six quarters’ readings. Net currency sales by individuals via exchange
offices also went up.

23

The impact was corrected with the influence of settling the government bond
issue of February 2012, worth USD 750 million, which affected both the
foreign currency deposits of the MPF and the NBR’s net foreign assets.

24

Unless otherwise indicated, percentage changes refer to the average annual
growth rates in real terms for March-May 2012.
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in the previous three-month period, but the advance was primarily
due to the statistical effect of the weaker domestic currency.
The growth rate of the leu-denominated component remained
relatively stable, while that of forex loans expressed in euro
witnessed a decline. Against this background, the average share of
foreign currency-denominated loans in total credit to the private
sector continued to widen.

Credit to Private Sector by Currency
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real annual percentage change
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domestic currency
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40

The pace of increase of household loans, corrected for the
exchange rate impact, accelerated slightly, in contrast with
the move in the credit flow (the volume of new loans contracted,
while that of net credit transfers from banks’ portfolios expanded)25,
as well as with the relative deterioration of demand for loans and
of several parameters of household loans supply, as highlighted
by the latest NBR survey26. The breakdown of household loans
reveals improved dynamics of the leu-denominated component
(concurrently with a relatively weaker propensity for forex loans),
as well as a partial shift towards other loans to the detriment of
consumer credit, to which added a relative flattening of housing
loan dynamics (calculated by excluding the impact of the weaker
leu). These developments might be, at least in part, the consequence
of implementing the new NBR regulation on loans to households27.
The growth rate of corporate loans (corrected for the statistical
impact of the exchange rate) decelerated, reflecting the slight
decline in the dynamics of loans to non-financial corporations28.
However, the same as for households, this masked divergent
developments in the dynamics of new loans and of net credit
transfers from banks’ balance sheets (the former picked up, despite
the unfavourable signals conveyed by the NBR survey29, while the
latter contracted). A possible explanation may lie with the credit
lines extended during the reported period not being used to the full
extent.
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25

Data on new business to households and companies according to CCR reports
on loans in excess of lei 20,000 approved in the period under review. Data on
net credit transfers for the two customer categories based on monetary statistics.

26

The NBR survey on lending to non-financial corporations and households
indicated that household demand for loans was on the wane in 2012 Q1.
Moreover, household lending standards were tightened, mainly on account of
the central bank’s prudential measures, the outlook for the overall economic
performance and households’ financial standing, as well as of collateral risk.
Credit institutions expected this trend to persist into 2012 Q2.

27

NBR Regulation No. 24/2011 on loans to households.

28

The dynamics of loans to non-MFIs also contracted (primarily on account of
repo operations), so that their average share in total corporate loans remained
subdued at 2.5 percent.

29

According to the NBR survey on lending to non-financial corporations and
households, behind the slight tightening of corporate lending standards and
keeping SME lending terms unchanged during 2012 Q1 stood banks’ expectations
on the overall economic picture and the risk associated with the industry in which
the enterprise operates, respectively. For 2012 Q2, respondents envisaged tighter
standards on long-term loans, irrespective of company size. As regards credit
demand, only short-term corporate loans posted an advance in 2012 Q1, which
was seen persisting over the following three months as well.
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IV. INFLATION OUTLOOK
The baseline scenario of the current projection places the annual
CPI inflation rates at 3.2 percent and 3 percent at end-2012 and
end-2013 respectively, values similar to those in the February and
May 2012 Inflation Reports.
Throughout the reference period, the annual CPI inflation rate is
foreseen to remain inside the variation band around the central
targets, staying close to 3 percent for most of the time. Significant
deviations from this level are expected to be mainly ascribed to
statistical base effects and hence to be only temporary. Under
the baseline scenario, these effects contribute to placing the
annual CPI inflation rate1 at a peak in 2012 Q3 (3.5 percent)
and at a trough in 2013 Q1 (2.6 percent), before leading to a rise
to 3.4 percent in 2014 Q2, a move to be subsequently reversed.
For the annual adjusted CORE2 inflation rate a slight temporary
increase is seen in 2012 H2, followed by a decrease to levels below
2 percent starting with 2013 Q2.
The previous inflation forecasts for end-2012 and end-2013 were
reconfirmed after reassessing some of the contributions by the CPI
basket components, with a mutually-offsetting net effect. For the
end of 2012, the less favourable contribution than in the previous
round of the dynamics of adjusted CORE2 index to headline inflation
is countered by the opposite impact of expected developments
in volatile food and fuel prices. For 2013, the adjusted CORE2
inflation forecast has been revised downwards, with this effect on
consumer price developments being offset by the projected impact
coming from tobacco prices.
The upward revision of this year’s projected dynamics of the adjusted
CORE2 inflation is primarily attributed to the adverse effect on
import prices of the recent leu depreciation trend. The baseline
scenario draws on the assumption of a gradual improvement in
the euro area sovereign debt crisis and in international financial
market conditions, as well as of the alleviation of domestic political
tensions. Therefore, exchange rate pressures on import prices are
projected to fade gradually and thereby the annual adjusted CORE2
inflation forecast for end-2013 has been revised downwards.
Inflation expectations have been revised marginally upwards
over the entire reference period, given the recent movements in
the leu exchange rate and the release of official calendars for the
deregulation of electricity and natural gas prices. The magnitude
of the negative output gap-induced disinflationary pressures is
expected to be similar to that projected in the previous round for
2012 and somewhat lower for 2013.

1
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The central bank will further strengthen the prospects for a lasting
maintenance of inflation rate within the variation band, thereby
helping to create the necessary preconditions for the resumption of
the sustainable growth of the Romanian economy. The policy rate
path and the configuration of the real broad monetary conditions
will be calibrated, by retaining a prudent stance, so as to prevent
rekindling of inflation expectations following conjunctural
developments on financial markets and temporary rises in the
annual inflation rate.
The assessment of the risks to the current inflation rate projection
shows that the balance is much more visibly tilted to the upside
than anticipated in the previous rounds. This is attributed to both
external and domestic factors.
Externally, the escalating economic and political tensions in
Greece and the financial developments in countries such as Spain
and Italy further fuel the uncertainties about identifying a lasting
solution to the sovereign debt crisis and the economic recovery
in the euro area. The major risks related to developments in the
eurozone continue to be, for the EU emerging economies, Romania
included, those associated with the decline in the capital flows
needed for financing economic growth and with the weaker demand
for Romanian exports. The materialisation of any of these risks and
especially their joint occurrence would put substantial pressure on
the leu exchange rate, entailing – particularly over the short term
– an upward deviation of inflation rate from the baseline scenario
path. At the same time, the materialisation of these risks, via higher
costs combined with lower financing resources and/or weaker
aggregate demand, would only delay the sustainable recovery of
the Romanian economy.
Domestically, the heightening political tensions which came to the
fore after the publication of the May 2012 Inflation Report have
already fuelled foreign investor aversion towards leu-denominated
investments, putting the local currency onto a depreciation path.
A major risk to the inflation forecast is the delay in the alleviation
of such tensions, as envisaged in the baseline scenario. Moreover,
in the context of further election rounds by the end of the year,
another relevant risk relates to slippages in fiscal policy and
structural reform implementation from the commitments assumed
under the agreements signed with the international institutions.
The future dynamics of commodity prices are a key risk factor
stemming from incipient trends on external and domestic markets.
Thus, if recent unfavourable weather conditions persist, significant
risks are associated with further increases in international prices
of imported food commodities as well as in domestic food prices,
following a lower output for certain crops than that projected in the
baseline scenario. In addition, commodity price dynamics could
additionally be fuelled by the impact of a more severe depreciation
INFLATION REPORT  August 2012
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of the leu versus the US dollar in the case of a less favourable
performance of the EUR/USD exchange rate triggered by the
economic and financial woes in the euro area.
In the current forecasting round, the uncertainties surrounding
administered price dynamics during the reference period are lower
than in the previous forecast rounds following the recent release
by the Romanian Energy Regulatory Authority of calendars setting
out the removal of regulated prices of natural gas and electricity.
The risks attached to future movements in administered prices are
deemed to be symmetrically distributed against the path described
in the baseline scenario.
Containing the potential for the unfavourable risks to inflation
and economic growth to materialise is strictly conditional on the
further consistent implementation of the economic programme
on fiscal consolidation and structural reforms agreed under the
arrangements signed with the EU, the IMF and the World Bank.

1. The baseline scenario of the forecast
1.1. External assumptions

Expectations on the Developments
in External Variables
annual average
2012 2013
Oil price (USD/barrel)

105.50 96.60

USD/EUR exchange rate

1.27

1.24

3M EURIBOR interest rate (% p.a.)

0.66

0.42

-0.21

1.10

2.36

1.67

Economic growth in the euro area (%)
Annual inflation rate in the euro area (%)

Source: NBR assumptions based on data provided by
European Commission, Consensus Economics
and futures prices.

The current scenario on the evolution of the euro area economy,
Romania’s main trade partner, was revised upwards by
0.07 percentage points for 2012 and by 0.15 percentage points for
2013 compared to the May 2012 Inflation Report. Euro area GDP is
nevertheless expected to decline by 0.2 percent in 2012 on the back
of uncertainties surrounding the sovereign debt crisis, tighter loan
supply and continuation of fiscal consolidation in many member
countries. In 2013, economic growth in the euro area is expected
to revert to positive territory (1.1 percent2), due to the gradual
consolidation of domestic demand – as private consumption will be
fuelled by the progressive restoration of real disposable income –,
concurrently with a rebound in external demand, resulting in a faster
pace of increase in exports to the eurozone’s trade partners.
The average annual HICP inflation rate in the euro area is forecasted
to stand at 2.4 percent in 2012 and 1.7 percent in 2013, following
an upward revision by 0.11 percentage points and 0.10 percentage
points, respectively, compared to the values in the previous Inflation
Report. The weakening disinflationary pressures from the negative
output gap, which has been revised to less negative than previously
projected levels, are countered by the inflationary impact coming
from the further anticipated increase in indirect taxes in 2012, along
with the persistent effect of the recent depreciation of the euro.
2
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Although the euro area annual GDP growth rate is to remain in positive
territory in 2013, the relevant measure to assess the external demand impact
within the model is the GDP gap. Current assessments point to the external
GDP gap remaining in negative territory in 2013, albeit shrinking from a year
earlier.
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The 3M EURIBOR rate is projected to follow an upward trend
towards the end of the projection horizon, with lower than
previously projected averages, especially for 2013. The projected
path of the EUR/USD exchange rate envisages a marginal
appreciation of the euro against the recent levels, which is seen
persisting over the entire forecast horizon3. As a result, the average
rates for the two-year forecast remain marginally lower than those
in the previous round.
The Brent oil price4 is envisaged to post moderate declines over the
next quarters before stabilising around USD 96 per barrel towards
the end of the projection horizon.

1.2. Inflation outlook
Similarly to the preceding two Inflation Reports, the annual CPI
inflation rate is forecasted to stand at 3.2 percent and 3.0 percent
at end-2012 and end-2013, respectively, remaining inside the
±1 percentage point variation band around the central target
throughout the entire projection horizon.
Compared to the previous projection, the updated baseline scenario
implies the reassessment of some of the CPI basket components’
contributions to inflation. For the end of 2012, the adjusted
CORE2 inflation was revised upwards, while volatile food prices
and fuel prices are seen posting a more favourable performance.
At the end of next year, the path of the adjusted CORE2 inflation
is marginally lower than that previously projected, but in terms
of the annual CPI, this will be countered by the relatively less
favourable performance of tobacco prices. At this horizon the
other CPI basket components are expected to post levels similar
to those published in the May 2012 Inflation Report.

Inflation Forecast
annual percentage change
7
Inflation targets
(Dec./Dec.)
2012: 3.0%
2013: 2.5%

6
5
4
3
2

variation band
annual inflation rate (end of period)
annual inflation target

1
0
IV

I
II
2012

III IV

I
II
2013

III IV

I
II
2014

Note: Variation band is ±1 percentage point
around the central target.
Source: NIS, NBR projections

The annual dynamics of the adjusted CORE2 inflation are
foreseen to gather momentum in 2012 H2, before reverting to
below 2 percent levels starting with 2013 Q2. Thus, this inflation
measure is seen reaching 2.4 percent and 1.7 percent at end-2012
and end-2013, respectively. As for the determinants of the adjusted
CORE2 inflation, the output gap is anticipated to exert a lowering
disinflationary impact over the projection horizon, similarly to
that projected in the previous round for 2012, but less pronounced

3

Over the forecast horizon, this cannot however counter, in annual terms, the
impact of the recent euro depreciation.

4

Starting with the current projection round, the Brent oil price is used instead
of the WTI oil price, with the future scenario being based on Brent oil futures
prices. The reason for this substitution is the decoupling of the US WTI oil
price from the Brent oil price, on the back of some specific US market-related
factors (stock-building in particular). The strong correlation between the price
of Urals (Russian oil type relevant for the domestic fuel market) and that of
Brent, coupled with the higher liquidity of Brent futures market, makes the
latter more appropriate for being included in macroeconomic projections.
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Components’ Contribution
to Annual Inflation Rate*
percentage points
2012

2013

Administered prices

0.8

1.2

Fuels

0.4

0.3

VFE prices

0.3

0.3

Adjusted CORE2

1.4

1.0

Tobacco

0.3

0.3

* end of period; contributions based on 2-digit data add
up to CPI inflation

Annual Inflation Rate
in the Baseline Scenario
annual percentage change (end of period)
2012

2013

Q3

Q4

3.5

3.2

Target

2014

Q1

Q2

Q3

Q4

2.6

3.0

3.2

3.0

3.0

Forecast

Q1

Q2

3.0

3.4

2.5

Annual CORE2 Inflation
and Annual Adjusted CORE 2 Inflation
annual percentage change

4

CORE2*
adjusted CORE2*

3

2

1

0
IV

I
II
2012

III IV

I II
2013

III IV

I II
2014

*) end of period
Source: NIS, NBR projections

Administered Prices Annual Inflation*
annual percentage change

starting with 20135. The unfavourable effects of the recent exchange
rate movements, the lingering uncertainties regarding the outcome
of the domestic political crisis and the release by the competent
authorities of calendars on the deregulation of electricity and
natural gas prices that are relatively less favourable to inflation put
economic agents’ inflation expectations on a path slightly higher
than that presented in the previous round. The updated projection
foresees a step-up in import prices in 2012 H2, also reflected in
the dynamics of adjusted CORE2 inflation, due to the impact of
the recent leu depreciation. From the beginning of 2013 onwards,
the anticipated fading out of this impact, on the one hand, and the
slower dynamics of external prices, on the other hand6, bring about
a gradual deceleration of the projected dynamics of import prices.
The adjusted CORE2 inflation will also slow down as a result of
lower dynamics of unit labour costs, foreseen to become manifest
particularly in the course of 2013, amid the expected recovery and
the ensuing consolidation of the labour productivity dynamics
economy-wide.
The annual tobacco price inflation path was projected in accordance
with the regulations of the Tax Code concerning excise duties
and the updated reference exchange rate7 (to the projected levels)
used to establish their leu equivalent. Compared to the previous
projection, the contribution of tobacco prices to CPI inflation
remains unchanged at the end of 2012, but is higher at the end of
2013 owing to the upward revision of the reference exchange rate
valid for next year.
The administered price scenario incorporates the latest information
released by the Romanian Energy Regulatory Authority (ANRE)
regarding the deregulation of electricity and natural gas prices.
The annual dynamics of administered prices are projected to stand
at 4.4 percent in December 2012 and 6.9 percent at the end of 2013.
In 2014 H1, the expected adjustments in electricity and natural gas
prices will lead to an acceleration of administered price dynamics
(considered to be temporary), entailing an unfavourable impact on
annual CPI8.

10

Similarly to the preceding forecasting round, the scenario for
volatile food prices is based on the assumption of a normal

8
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5

For details on aggregate demand pressures on inflation, see the next section.

6

In 2013, annual inflation in the euro area is foreseen to decrease to below
2 percent, a level whose lower vicinity defines the ECB’s price stability
objective.

7

Pursuant to the Tax Code, the leu-denominated value of excise duties owed to
the government budget takes into account the exchange rate set by the ECB on
the first business day of October a year earlier, as published in the Official
Journal of the European Union.

8

According to the calendars released by the ANRE, over this horizon significant
and simultaneous adjustments of electricity and natural gas prices are to be
performed, which, combined with an unfavourable base effect manifest for the
entire group, trigger a temporary pick-up in administered price increases.
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agricultural year, yet it anticipates positive annual growth rates
starting with 2012 H2, on the back of an unfavourable base effect9.
As compared to the forecast in the May 2012 Inflation Report, the
anticipated contribution of volatile food prices to the annual CPI is
lower at the end of 2012, due mainly to more favourable monthly
developments in Q2.
Annual fuel price inflation is projected to follow a downward path
in the next three quarters, before stabilising over the remainder
of the projection horizon. The annual dynamics are foreseen to
reach 5.1 percent and 3.3 percent at the end of 2012 and 2013,
respectively. The downward revision of fuel price contribution to
the CPI inflation at the end of the current year was triggered mainly
by the lower oil prices during 2012 Q2, countered by the weaker
leu against the US dollar.
Overall, the cumulated contribution of exogenous components
in terms of the scope of monetary policy – administered prices,
vegetables, fruit and eggs prices, fuel prices and tobacco prices – to
the annual CPI inflation stands at 1.8 percentage points at end-2012
and 2.0 percentage points at end-2013.
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16
8
0
-8
-16

IV

I
II
2012
*) end of period

III IV

I II
2013

III IV

I II
2014

Source: NIS, NBR projections

Fuel Prices Annual Inflation*
annual percentage change

14
12
10
8

1.3. Demand pressures in the current period
and over the projection horizon10
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In 2012 Q2, real GDP is forecasted to increase moderately in
quarterly terms, after contracting again by 0.1 percent11 in the
previous quarter. In annual terms, the GDP growth rate in 2012 Q2
is expected to remain in positive territory, posting a higher level
compared with the previous quarter.
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GDP Deviation
% against potential GDP
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In the current forecasting round, potential GDP growth is assessed
to have recovered slightly in 2011 compared with the period
following the onset of the financial crisis, given the exceptional
agricultural year and the good performance of investment.
The assumptions underlying the baseline scenario for 2012 and
2013 imply a slight recovery of labour force and an increase in
investment sufficiently large to counteract capital depreciation.
Assuming that the agricultural sector performance will be average
and the volume of technological investment will be smaller
compared with the period prior to the economic crisis, the modest
contribution of total factor productivity will add to labour and
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Determined by the monthly deflations of volatile food prices in 2011 Q3 as a
result of last year’s bumper crops.

10

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

11

In 2011 Q4, real GDP fell by 0.2 percent quarter on quarter.
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capital developments, which leads to the potential GDP dynamics
for the projection horizon to be assessed slightly lower compared
with 2011.

Economic Sentiment Indicator*
and Economic Growth
annual percentage change

index (average =100)
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The negative output gap in 2012 Q2 is assessed as slightly
exceeding, in absolute terms, that of the previous quarter and
thus entailing, ceteris paribus, stronger disinflationary pressures
stemming from aggregate demand. The magnitude of the negative
output gap in Q2 illustrates its persistent nature along with the
weaker external demand, these effects being partly offset by the
fiscal policy stance getting less pro-cyclical (in relative terms)
and by the further stimulative effect of the real exchange rate on
aggregate demand via the net export channel.
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The indicators correlated with the cyclical position of the economy
continue to provide mixed signals. Specifically, positive signals
came from the 0.8 percent increase in industrial output in April
and May compared with the average for 2012 Q1. Moreover, in
Q2, the capacity utilisation rate12 and the economic sentiment
indicator (ESI) went up. On the other hand, ILO unemployment
rate increased to 7.6 percent in Q2.
Compared with the May 2012 Inflation Report, the negative output
gap is revised to less negative levels in the latter part of the projection
horizon, which reveals disinflationary pressures of somewhat
smaller magnitude. The negative output gap is re-assessed on the
back of the projected stimulative impact of real broad monetary
conditions, which is, however, somewhat lower than in the previous
round, as well as of the discretionary component of the fiscal
policy stance13, whose influence is anticipated to temporarily boost
economic activity in 2013. Opposite, albeit smaller, influences on
the negative output gap come from the pro-cyclical component of
the fiscal policy stance over the remaining of the forecast horizon,
as well as from external demand, which, given the revision of the
output gap in the euro area to less negative levels compared to
the previous round, is foreseen to have a somewhat less restrictive
impact on the domestic economic activity.

Aggregate demand components
In 2012 Q2, the actual final consumption of households is expected
to increase quarter on quarter, bolstered by the favourable
developments in April and May 2012 compared with the previous
quarter’s average in net real wage (up 2.0 percent), turnover
volume of market services rendered to households (up 1.9 percent)
and retail trade turnover volume, excluding motor vehicles
(up 1.6 percent). Furthermore, the consumer confidence indicator
saw a marked improvement in Q2 (up 6.8 points from 2012 Q1)
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Seasonally-adjusted data, EC-DG ECFIN Survey.

13

Measure based on the fiscal impulse.
NATIONAL BANK OF ROMANIA

IV. Inflation Outlook

and new consumer loans moved up slightly (by 8.5 percent)
in Q2, compared with the previous quarter’s average, which
discontinued the negative tendency reported in the last quarters14.
Government consumption is projected to record a level similar to
that in the previous quarter, its dynamics reflecting the authorities’
efforts to meet the 2012 fiscal deficit target of 2.2 percent of GDP
(cash-based methodology), agreed with the EU, the IMF and the
World Bank15. According to the latest data released by the Ministry
of Public Finance, the deficit of the consolidated general government
budget for January-June 2012 stood at 1.12 percent of GDP.
In the current year, individual consumption of households is
expected to resume growth compared with 2011, followed by a
slightly faster dynamics in the coming year, as a result of the recent,
as well as the further anticipated increases in the real disposable
income of households. The wage hikes in both private and public
sectors16 make the largest contribution to this development,
along with the expected strengthening, during the period under
consideration, of the recent step-up in lending dynamics, as well
as the foreseen continuation of growth in employment. The path
of the actual collective consumption of general government is
expected to further reflect, particularly in the current year, the
implementation of fiscal consolidation measures required to meet
the public deficit targets agreed with the EC, the IMF and the
World Bank for 2012 and 2013. In this context, the current forecast
envisages this component to post a negative growth rate in 2012,
before picking up in the coming year.
In 2012 Q2, gross fixed capital formation is forecasted to witness
also a positive quarterly dynamics. This increase is equally due
to the resumption of positive growth of construction activity
(by 11.9 percent in April and May compared with the previous
quarter’s average, after a 5.2 percent quarterly contraction in 2012
Q1) and to investment in equipment (industrial production of capital
goods rose by 0.7 percent in April and May from the previous
quarter’s average), a development prompted by the slight real growth
of new corporate loans (by 10.3 percent in Q2 versus the average for
2012 Q1).
14

During 2011 Q3-2012 Q1, new consumer loans witnessed a highly negative
quarterly dynamics.

15

According to the fiscal and budgetary strategy for 2013-2015 released by the
Government of Romania, the budget deficit target for 2012 (cash-based
methodology) was raised to 2.2 percent of GDP from 1.9 percent.

16

The Government of Romania approved Government Emergency Ordinance
No. 19/2012 stipulating the measures for reversing the public wage cuts.
The ordinance sets forth, for the current year, two increases in the gross basic
wage, in June and December, of 8 percent and 7.4 percent, respectively. As for
the private sector, the baseline scenario of the projection foresees more
significant wage increases, especially in 2013, as the annual growth of labour
productivity re-enters positive territory before consolidating. Real wage
increases in both public and private sectors will also be attributable
to the projected path of the annual CPI inflation rate remaining close to the
medium-term targets.
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For 2012, gross fixed capital formation is expected to rebound at
a faster pace than final consumption, given the stimulative impact
of the further positive dynamics in the construction sector, as
well as the forecasted improvement in the authorities’ capacity to
attract EU funds, in accordance with the publicly assumed targets.
In 2013, gross fixed capital formation is seen maintaining a relatively
fast pace of increase, however, based on the strict assumption of
the further observance by the authorities of the commitments on
the improvement in the capacity to absorb European funds.
In 2012 Q2, the quarterly growth of exports is envisaged to remain
in positive territory, the anticipated contraction in external demand
partly offsetting the favourable effect of the real depreciation of
the leu. With private consumption foreseen to witness an increase,
the quarterly dynamics of imports are also expected to be positive.
The partial balance-of-payments17 data on the exports and imports
of goods and services (i.e. 0.9 percent growth of exports in April
and May 2012 from the average for 2012 Q1 and a 2.2 percent
contraction in imports) confirm the envisaged development
of exports based on the national accounts methodology, while
indicating a high degree of uncertainty surrounding the short-term
projection of imports.

Quarterly Change in the
Effective Exchange Rate
percent; appreciation (+), depreciation (-)
6
4
2
0
-2
-4
-6
I II
2010

III IV

I II
2011

III IV

I II
2012

Real broad monetary conditions

Romania’s inflation differential relative to
its major trade partners

Real broad monetary conditions capture the impact exerted on the
future developments in aggregate demand by the dynamics of real

quarterly change in the nominal effective
exchange rate
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quarterly change in the real effective
exchange rate

Seasonally adjusted nominal data expressed in euro were used to calculate the
growth rates of imports and exports in the balance of payments.
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For details, see sub-section 1.1. External assumptions.

19

Compared with the previous year, individual consumption and gross fixed
capital formation are expected to rise at a relatively faster pace in 2012, while
the pace of increase of exports will be slower.

Source: Eurostat, U.S. Bureau of Labor Statistics,
NBR, NBR calculations
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In 2012, taking into account the forecasted weaker external demand
for Romanian products18 and the competitiveness losses owing to
temporary ULC growth, exports are projected to post a much slower
rate of increase when compared to the previous year, yet faster than
that of imports. The latter will decelerate at an even faster pace
as the unfavourable effect, in relative terms19, of the anticipated
trajectory of exports is seen to offset the positive impact of the faster
dynamics of the individual consumption of households and of gross
fixed capital formation. In the coming year, as domestic demand
and exports are envisaged to step up their growth rates against the
background of the rebound in euro area activity, imports will post
faster dynamics, yet slower that those of exports. Nevertheless,
considering the fact that import prices will exceed export prices
due to the recent depreciation of the leu, the dynamics of nominal
imports will outpace that of exports, implying a current account
deficit for 2012 marginally higher than in the previous year, while
posting the same level in 2013 as in 2012.
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interest rates in lei applied by credit institutions to their non-bank
clients and by the real exchange rate. The exchange rate exerts its
influence via the net export channel, as well as via the wealth and
balance sheet effect20.
In 2012 Q2, nominal interest rates in lei applied by credit institutions
to their non-bank clients21 dropped in the case of both loans and
deposits. As inflation expectations are seen staying virtually
flat from the previous quarter, the nominal reduction was fully
incorporated in real interest rates. Overall, the positioning of real
interest rates in 2012 Q2 versus the medium-term equilibrium level
indicates that their slightly restrictive impact on future economic
activity has diminished.
The real depreciation of the leu22 continued in 2012 Q2 at a
faster pace compared with the previous quarter, which hints at an
improvement in the price competitiveness of Romanian exports
and, from this standpoint, at a stronger stimulative impact on future
aggregate demand. The real effective depreciation of the domestic
currency is attributed mainly to the nominal depreciation of the
leu against both the euro and the US dollar, while the inflation
differential versus Romania’s trading partners is seen to alleviate
the impact of nominal depreciation on real depreciation.
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In 2012 Q2, investor sentiment towards the domestic economy and,
to a lesser extent, towards the countries in the region worsened,
hinting at an adverse development of sovereign risk, which
contributed to the nominal depreciation of the leu. In contrast to the
stimulative impulse sent via the net export channel, the exchange
rate exerts, via the wealth and balance sheet effect, a restrictive
impact on the economic activity in the future.
According to the NBR assessment, overall real monetary
conditions in 2012 Q2 generate a stronger stimulative effect
on future economic activity, attributable to the positioning of
the real effective exchange rate versus the equilibrium level.
The undervaluation of the domestic currency triggers a stimulative
effect from the real exchange rate via the net export channel, which
is only partly offset by the slightly restrictive effect of lending rates
and that of the exchange rate by way of the wealth and balance
sheet effect.

20

The wealth and balance sheet effect of the exchange rate is manifest by
changing the allocation of resources available, on the one hand, for
consumption and investment, and for granting and repayment of foreign
currency-denominated loans, on the other hand.

21

Nominal interest rates on loans and deposits in lei are calculated as
volume-weighted averages of interest rates on relevant stock aggregates.

22

The exchange rate based on which the assessment is made implies RON/EUR
and RON/USD exchange rates, according to the weights of the two currencies
in Romania’s foreign trade.
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During the forecast horizon, compared with the May 2012 Inflation
Report, real broad monetary conditions are anticipated to exert a
less stimulative influence on economic activity, as a result of certain
changes of its determinants’ impact. Thus, the influence of the real
exchange rate via the net export channel is expected to remain
the key driver of the stimulative effect of real broad monetary
conditions only in the first part of the projection horizon23, while
in the latter part of the horizon it is seen declining in intensity and
reversing afterwards. Similar to the previous forecast, the path of
the monetary policy rate is calibrated so as to ensure, along with
the consolidation of the inflation rate inside the variation band,
the necessary preconditions for sustainable economic growth in
the long run. In line with the projected trajectory of the monetary
policy rate, the cumulative impact of the deviations from the trends
of real interest rates on leu-denominated loans and deposits is
expected to be stimulative for aggregate demand, for the most part
of the forecast horizon.
The wealth and balance sheet effects of the exchange rate will
exert a favourable influence over the entire projection horizon, not
only over the latter part, as anticipated in the previous forecasting
round. Moreover, for this forecast horizon, assuming that faster
progress will be made in adjusting the macroeconomic imbalances
that have recently impacted both the euro area economic activity
and domestic economy – expected also to improve investors’ risk
perception of investments in leu-denominated assets –, the wealth
and balance sheet effects of the the exchange rate are projected
to generate a more stimulative influence on economic activity
compared to the previous forecasting round.
Uncertainty Interval Associated with
Inflation Projection in the Baseline Scenario
annual percentage change

1.4. Risks associated with the projection
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The balance of risks to the annual CPI inflation rate is tilted to the
upside compared to its path in the baseline scenario, the asymmetry
being significantly higher in the current forecasting round than in
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3
2
1
IV

I
II
2012

III

IV

I
II
2013

III

IV

I
II
2014

uncertainty interval
annual inflation rate (end of period)

0

This configuration of the balance of risks is the result of both
external and internal factors: externally, the uncertainties are
associated with the economic and financial activities in the euro
area, while domestically, they relate to the persistent political
tensions, as well as to the implementation, in the electoral context,
of the measures agreed under the arrangement signed with the EU,
the IMF and the World Bank.
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annual inflation target
Note: The uncertainty interval was calculated
based on the forecast errors in the NBR projections
during 2005-2011.
Source: NIS, NBR calculations and projections
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As regards the external environment, a potential deterioration of
the euro area’s macroeconomic performance or the intensification
of investor risk aversion amid the delay in the resolution of the
23

During the previous forecasting round, the influence of the real exchange rate
via the net export channel throughout the projection horizon had a permanent
stimulative nature.
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sovereign debt crisis would have an unfavourable impact on the
Romanian economy and might be passed on through the financial
and the trade channels, as well as via the investors’ risk appetite.
An increase in the euro area’s financing needs could trigger the
decline in the capital flows to emerging countries and, implicitly,
to Romania. Lower capital flows could lead to the depreciation of the
national currency, with an unfavourable impact on domestic prices,
to larger borrowing costs and to a lending squeeze, which would
dampen economic growth. Moreover, a weaker-than-expected
performance of the euro area economy could entail a lower demand
for Romanian exports, with an impact on economic growth.
As a result, a deterioration of fundamentals which, according to
the baseline scenario, foster the stabilisation and, subsequently,
the gradual recovery of the domestic macroeconomic conditions,
could cause, in the alternative scenario, the worsening of global
investor sentiment, with unfavourable effects on capital flows to
the national economy.
Domestically, one of the upside risks to the projected inflation
rate is the recent political instability, which, alongside the still
unfavourable global macroeconomic context, fuelled foreign
investor aversion towards leu-denominated investments. Similarly
to the May 2012 Inflation Report, given the electoral context,
further concerns are related to the fiscal policy conduct and the
implementation of structural reforms with a view to attaining the
quantitative and qualitative targets agreed under the financing
arrangements signed with international institutions. Provided such
an unfavourable scenario materialises, a potential slippage from
the coordinates of these arrangements could heighten investor risk
aversion and, thus, negatively impact the capital inflows to the
domestic economy.
In the current forecasting round, administered price developments
are seen as posing relatively balanced risks to the projected inflation
path in the baseline scenario, particularly in the context of the
recent gradual alleviation of tensions previously manifest on these
markets. For gas and electricity prices, two of the main categories of
administered prices24, the Romanian Energy Regulatory Authority
(ANRE) released calendars on their deregulation. However,
uncertainties remain, given that an explicit quantification of the
impact exerted on consumer prices by each liberalisation stage is
available only for gas prices. Moreover, in the event of persistent
adverse weather conditions as already seen in the recent periods,
significant risks pertain to further hikes in the external prices of
imported agri-food commodities, as well as in domestic food prices,
the latter relating to the possibility of certain agricultural crops
being weaker than expected in the baseline scenario. Furthermore,
the dynamics of commodity prices could be additionally fuelled
24

Electricity and gas hold a 49 percent share in total goods and services with
administered prices.
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by the impact of a stronger depreciation of the leu versus the
US dollar, in the event of less favourable EUR/USD exchange rate
developments associated with economic and financial tensions in
the euro area.

2. Policy assessment
After having resumed in mid-2011, disinflation persisted over
the first two months of 2012 Q2, in line with the central bank’s
forecasts. In June, consistent with the NBR’s projections pointing
to the temporary pick-up in inflation entailed by statistical base
effects in 2012 Q3, the 12-month inflation rate reversed its trend,
going marginally up to 2.04 percent. Inflation decelerated in the
first six months faster than previously anticipated, mainly due to
the relatively swifter negative annual dynamics of volatile food
prices, along with a rather muted adverse impact from the leu’s
sharper depreciation over this period, in the context of a persistent
negative output gap.
The inflation outlook as shown by the updated projection of
macroeconomic developments was, however, further similar to
that in the previous forecasting round25, given that, in the short
run, the effect of the anticipated marginal decrease in the intensity
of supply-side inflationary shocks26 is offset by the influence of
the forecasted moderate increase in the annual adjusted CORE2
inflation. The latter is entirely ascribable to the more pronounced
depreciation of the leu and implicitly to relatively higher inflation
expectations, the impact of which is partly mitigated by stronger
demand-side disinflationary pressures arising from the downward
revision of the forecasts on the pace of economic recovery in the
following quarters.
Furthermore, in the longer run, both the projected core inflation
and the anticipated inflation components induced by supply-side
factors are seen essentially coming back to the previously-projected
levels. Under the circumstances, the projected annual inflation rate
is further expected to remain within the variation band around the
central targets27 throughout the forecast horizon and come in at
3.2 percent at end-2012 and 3 percent at end-2013. Its path is
anticipated to only temporarily exceed the upper bound of the
variation band in the last quarter of the current forecast horizon
(2014 Q2), owing solely to larger administered price adjustments
expected to take place in the context of the forthcoming deregulation
of electricity and natural gas prices.
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25

In its turn, this outlook was similar to that in the February 2012 Inflation
Report.

26

Including mainly administered price adjustments, volatile price hikes and
tobacco price increases.

27

The inflation target for end-2012 is of 3 percent ±1 percentage point; starting
with 2013, the inflation target is flat at 2.5 percent ±1 percentage point.
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The updated inflation forecast and the outlook on the pace of the
economic upturn in the short and medium run are however subject
to heightened uncertainties and risks, primarily generated by the
external environment, as well as by the domestic context. The recent
pick-up in global risk aversion as a result of the developments in
the sovereign debt crisis and the problems facing the financial
sector in some euro area countries, along with the contagion risk,
generates effects enhanced by the recent political tensions which
resulted in the steep rise in the leu exchange rate and its subsequent
remaining close to the historical highs seen in the first half of July.
These developments are likely to exert inflationary pressures in the
near future and affect inflation expectations.
In this context, monetary policy faces the challenge of potential
adverse effects that a possible persistence of domestic political
tensions might have, combined with lingering uncertainties
surrounding the evolution of the sovereign debt crisis in the euro
area and implicitly of the high volatility in global risk aversion.
This might materialise into stronger net capital outflows with
consequences on the exchange rate trajectory and the evolution
of inflation expectations, as well as on the costs relative to the
fiscal deficit financing and public debt refinancing, likely to induce
risks to the fiscal deficit target via the pick-up in specific public
expenditure and indirectly to the inflation outlook, considering also
the contractionary effect a more pronounced leu depreciation might
have on the economic growth through the wealth and balance sheet
channel.
All these consequences could be enhanced by the potential
protraction of the sovereign debt crisis or by its possible worsening
,along with a long-lasting restrained access of local banks and
companies to external financing amid deepening problems in the
European banking system and the intensification of the balance
sheet adjustment of euro area credit institutions, as well as of their
capitalisation efforts that could affect the liquidity availability and
constrain the financing of EU banking groups.
The relative slowdown that the recovery of the Romanian economy
would post under those circumstances could be more pronounced
in the event of a worsening of the sovereign debt crisis and of an
implicit protraction of the euro area recession, as the contractionary
impact of the leu exchange rate would become stronger and
exports and investment would be dampened by the weaker external
demand and the decline in capital inflows. In such a context, the
unfavourable impact of the exchange rate on inflation is expected
to be markedly mitigated in the short run and possibly offset in the
medium run by the intensification of aggregate demand-induced
disinflationary pressures arising from the relative widening of the
negative output gap versus the projection.
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The further deterioration of the external environment, which implies
a potentially faster slowdown in Romania’s economic growth, could
also exert adverse effects on the consolidated general government
budget. Against this background, a potential fiscal policy slippage
could induce additional risks to the leu exchange rate behaviour,
as well as to the inflation outlook. Under these circumstances,
the further firm implementation of fiscal consolidation measures
and structural reforms concurrently with stepped-up efforts to
raise EU funds, according to the commitments assumed under the
arrangements signed with the EU, the IMF and the World Bank,
are of the essence for counteracting international investors’ risk
aversion and implicitly for consolidating low inflation rates and
ensuring a sustainable recovery of the Romanian economy.
Another external risk to the inflation outlook is the possibly larger
increase in the international prices of some agri-food commodities,
as a result of the protracted drought affecting large territories in
countries extensively producing such goods. In the current context,
the inflationary impact of these prices is expected to be enhanced
by the leu’s depreciation against the major currencies, given that
these commodity prices are usually expressed in US dollars, as
well as by the predictable adverse impact of similar unfavourable
weather conditions on certain domestic crops.
Conversely, the risks induced by the international energy prices,
including the oil price, seem to have become balanced, at least
in the short run. Thus, these categories of prices might post an
upward deviation from the forecasted trajectory in the event of
geopolitical tensions escalating in certain regions of the world
and/or of a higher-than-expected increase in demand from China.
At the same time, however, a potential significant deterioration
of the global economic growth, associated most likely with the
worsening of the sovereign debt crisis and the problems facing
the euro area banking system, could cause a marked deviation of
these prices from the expected values. Against this background
and especially following the updated forecasts on the adjustment
of administered prices based on the information in the calendars
on the deregulation of electricity and natural gas prices approved
recently by the authorities, in line with the commitments under the
agreements with the EU, the IMF and the World Bank, the balance
of risks induced by this factor to the inflation outlook has also
become relatively balanced.
The outlook for the annual inflation rate to stay within the variation
band around the central target, reconfirmed by the updated forecast,
is affected in the short run by a significant intensification of related
asymmetric risks, given that the higher global risk aversion
combined with the persistent domestic political tensions can trigger
additional net capital outflows, with an unfavourable impact on the
leu exchange rate.
46
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Considering that the worsening of the balance of risks to the
inflation outlook calls for the maintenance of a prudent monetary
policy in order to ensure an effective anchoring of expectations and
price stability in the medium term, the NBR Board has decided in
its meeting of 2 August 2012 to maintain the monetary policy rate
at 5.25 percent per annum. Moreover, the NBR Board has decided
to pursue an adequate management of liquidity in the banking
system and maintain the existing levels of the minimum reserve
requirement ratios on both leu- and foreign currency-denominated
liabilities of credit institutions.
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