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Inflation determinants in 2025 Q2

Extreme weather events

Still high dynamics of unit labour costs, gradually passing
through to prices of goods and services

Further upward trend in short-term inflation expectations
Rises in prices of some agri-food commodities

Increase in the EUR/RON exchange rate

Consumer demand weakening

Benign developments in energy commodity markets

Relatively favourable conditions in terms of imports
of non-food items

Depreciation of the US dollar versus the euro
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The rise in CPl inflation is largely ascribed to food items, particularly fruit and vegetables

contributions, pp

*) excl. electricity and natural gas

Source: NIS, NBR calculations
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Adverse weather conditions were the main driver of the increase in prices of fresh fruit and vegetables

Prices of fruit and vegetables

30 contributions to the annualchange,pp ~ annual change, %
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Source: NIS, European Climate Assessment & Dataset, NBR calculations
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Energy market developments were broadly benign,
the inflationary contribution of this segment owing to a base effect from utilities

Consumer prices of electricity
and natural gas
%
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Electricity and natural gas
wholesale prices

1,200 lei/MWh
spot prices for electricity, domestic market
=== spot prices for electricity, European market
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Romanian Commodities Exchange, NBR calculations
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The annual adjusted CORE2 inflation rate went up in 2025 Q2,
with labour costs being one of the pressure factors

Adjusted CORE2 inflation components Gross wages

16 _contributions to the annual rate, end of period, pp
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A substantial contribution to the advance in core inflation came from the food component,
also on account of the rise in some commodity prices

Diffusion index of processed food inflation
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Note: The diffusionindexis calculated as the difference between the shares of food items included
inthe adjusted CORE2 index with positive monthly inflation rates and those with negative rates
(100% coverage of the food segment of core inflation); the difference is normalised to take values
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Non-food items benefited from relatively benign conditions in terms of imports,
but this sub-index appears to resume an upward trend

Import unit value indices Other proxy measures for import prices Core momentum
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The annual dynamics of unit l[abour costs have declined to single-digit levels
and the downward trend has strengthened

Unit labour costs

contributions, pp
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Labour market conditions are easing as economic activity slows down,
but a certain tightness threshold persists, ...

Labour force
%, s. a.
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Overview of labour market developments

dynamics of net wage in the private sector

2008 Q3
b dynamics of net wagein
Job vacancy rate the budgetary sector
oraz 2006 Q4
labour shortage / dynamics of hourly
2007 Q4 labour costs
2007 Q1

dynamics of no.

employment expectations of employees

2015 Q2 2016 Q4
ILO unemployment rate
2019 Q2
——minimum (equivalent to a loose labour market) 2018 Q3
maximum (equivalent to a tight labour market) — 2020 Q2

latest available observation*

*) The latest available observation differs amongindicators; it varies depending
onthe time and frequency of data releases (monthly or quarterly)in 2025 Q1-Q3.

Note: The sampleused covers the period from 2006 Q1 to 2025 Q3 and values
were normalised for each variable. Maximum is defined as the lowest level
of the unemployment rate since 2006 Q1 and the highestlevel for the other
indicators, respectively.
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... amid the entrenched structural problems of labour market,

the solving of which requires the implementation of active social policies in the medium and long run

Relevant lifelong learning indicators

percent of the age-related population
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Increase in the aggregate demand deficit in 2025 Q2;
expectations on short-term economic growth are subdued

Output gap

% of potential GDP
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Note: For PMI, a reading above/below 50indicates an expectedincrease/decrease.

Source: NIS, EC-DG ECFIN, S&P Global, BCR Research, Bloomberg, NBR estimates and forecasts
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Decline in consumer demand dynamics, amid the significant worsening of consumer confidence

and the slowing growth of wages and borrowed funds

Household consumption

real annual change, %
m household final consumption
retail trade turnover*

30 T average net wage economy-wide**

*) excl. motorvehicles
**) Apr.-May for the latest observation

Source: NIS, EC-DG ECFIN, NBR
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=== consumer confidence indicator (rhs)
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New loans

% p.a. nominal annual change, %

new consumer credit and other loans* (rhs)
mmw new housing loans* (rhs)

=== nterestrate — new consumer loans in lei
=== interest rate — new housing loans in lei
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*) excl.renegotiated loans
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Recovery of investment in 2025 Q1, after the abrupt contraction at end-2024;
creating conditions for the faster absorption of EU funds is of the essence

Gross fixed capital formation

35 real quarterly change, %; contributions, pp lei bn., 2020 prices, s.a.
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*) machinery and equipment, biological assetsin agriculture, IT software,
R&D, geological works, etc.

Source: EC, Eurostat, NBR calculations
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Regional context —recent developments

%

9 58
6 48
3 ' 38
0 ¢ 28
3 ® 18
-6 8

RO Cz PL HU
investment intensity of companies (GFCF excl. construction, EUR thou.
2020 constant prices/employee) 2024 Q2 — 2025 Q1

FDI/GDP, cumulative for 2024 Q2 - 2025 Q1, % (FDI: equity, including
reinvestment of earnings, net flows)

absorption rate of EU funds - Cohesion Policy MFF 2021-2027,
5 Aug. 2025 (rhs)

absorption rate of EU funds — NRRP, 30 June 2025 (rhs)**

**) In Poland and Hungary, amounts from EU funds were cashedin first
in December 2023, two years laterthan in Romania’s case.
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Current account deficit widened further, due inter alia to the worsening of the secondary income balance;

the deficit on trade in goods increased in 2025 Q1, owing to contributions from most components

Current account Trade balance in goods

0 EUR bn., balance
g BofGOP ] real annual change, % 10 i RO - 28

current account, excl. income
B primary income*
BN secondary income**

M agri-food commodities

¥ other intermediate goods
M capital goods

B consumer goods

® total

-14

-28

-42

2019 2020 2021 2022 2023 2024 2025Q1 2021 2022 2023 2024 2024Q1 2025Q1

*) dividend payments and reinvested earnings of FDI enterprises, interest on intercompany loans and securities issued in the international market, compensation of Romanian
employees abroad

**) absorption of non-repayable EUfunds for social projects, remittances of workers from abroad, contribution to the EU budget

Note: The specified values show the current account balance as percent of GDP.

Source: NIS. Eurostat., NBR calculations
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Exchange rates versus the euro and the risk premia in the region

Risk premia

Exchange rates
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Short-term inflation expectations followed a steeper upward path;
in the longer run, inflation expectations remain close to the upper bound of the variation band of the target

Expectations of companies* Expectations of financial analysts
75 quarterly average, balance of answers**, %, s.a. annual change, %, eop 9
e 5 5 - inflation rate 1 year ahead
65 e sEIViCES inflation rate 2 years ahead 8
e industry
55 == construction d
45 6
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*) 3-month horizon

**) difference between the percentage of answers showing higher prices and that
of answers pointing tolowerprices; valuesinside the 5 percent band indicate price stability

Source: EC-DG ECFIN survey, NBR Survey among financial analysts, NBR calculations
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Macroeconomic forecast
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External coordinates

More unfavourable prospects for EU effective growth

Euro area annual headline inflation reached the ECB’s 2 percent benchmark already in 2025 Q2, while the HICP inflation excluding energy

(a proxy for Romania’s imported inflation) will converge towards the target within a year

3M EURIBOR declined significantly over the past year, running considerably below the federal funds rate in the United States (4.25-4.5 percent),

and it is expected to follow an only moderately downward path in the period ahead

The US dollar further records a significant depreciation against the euro

High uncertainties surrounding the developments in the international oil price, with potentially both-ways influences: geopolitical conflicts, OPEC+

decisions, weakness in global economic activity

percent USD/barrel
May 2025 IR
4 B August 2025 IR
68.7 69.4 65.1 65.8
3 |
24 24
23 22 50 22 21 ‘
5 2.0 19 18 18
15 L3 1.7
11 11 :
| l I ‘
0
2025 2026 2025 2026 2025 2026 2025 2026 2025 2026
EU effective growth* Euro area annual Euro area annual inflation 3M EURIBOR Brent oil price(rhs)

inflation excludingenergy

*) effective indicator calculated by using the breakdown of Romania’s intra-EU exports by country of destination

100

USD/EUR
1.18
Log 113 1.09
2025 2026

Average annual nominal
USD/EUR exchange rate

Source: NBR assumptions based on data provided by the European Commission, ECB, Consensus Economics and Bloomberg (futures prices)
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In 2025 Q3, CPl is hit by supply-side shocks of a large magnitude,
with a direct impact on the annual inflation rate that persists for a year

Electricity market liberalisation on 1 July 2025

2.0 pp
= +55 percent average increase in electricity price
Indirect tax hikes on 1 August 2025 Main CPI categories
Higher VAT rates
5 i < 5l e = pooks, school t.extbooks, newspapers and magazines,
firewood, heating
= food items - except those with added sugar -,
= 9 percent - 11 percent medicines, accommodation and food services,
1.6 pp 1.3 pp
water supply and sewerage
» food items with added sugar, non-food items, motor
= 19 percent - 21 percent fuels, electricity and natural gas, tobacco and alcohol,
other services
Higher excise duties
= motor fuels, alcoholic beverages and non-alcoholic
= +10 percent b ith added
everages with added sugar 0.4 pp 0.1 pp
= +2.25 percent = tobacco
TOTAL 4.0 pp 1.4 pp

Source: NBR assessments
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Annual CPl inflation rate: revised significantly upwards in the first half of the projection interval,
amid supply-side shocks in 2025 Q3

O The projected annual CPI inflation rate:

v' 9.2 percent in September 2025 (peak of the forecast interval) %, end of period
! uncertainty interval

annual CPlinflation rate (previous round)

----- variation band of the target

—— mid-point of the annual target (2.5 percent as of 2013) 12
annual CPlinflation rate

15
v' 8.8 percent in December 2025 (up 4.2 pp vs the previous Report,

of which 2.8 pp is the impact of exogenous components)

v' 3 percent in December 2026 (down 0.4 pp vs the previous Report)

O The projected annual CPI inflation rate at constant taxes,

calculated by removing the first-round impact of changes e
in the VAT rates and excise duties, also runs significantly above

the variation band of the target until 2026 Q3

-
~~~~~
-

i ----- annual CPlinflation rate at constant taxes

sa S e 6

O Over the short term, inflationary pressures adding to the
above-mentioned supply-side shocks: ~  ce-e--

v fruit and vegetables — due to unfavourable weather

v core inflation (especially processed food and services) — because of .

higher agri-food commodity and labour costs, inflation expectations

A E

]
[}
[}
[}
[}
]

]

]

]

]

]

]

|

U
w

and the recent depreciation of the leu 0
2024 2025 2026 2027

O The CPI path is almost entirely shaped over the short and Q4 Q4 Q4 Q2

medium term by domestic developments Note: The uncertainty interval is calculated based on the forecast errors of the annual CPl inflation
rate in the NBR projections from 2005 to 2024.

Source: NIS, NBR calculations and projections
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The direct effect of fiscal measures on the annual CPl change fades out four quarters after their implementation

O ... causing an abrupt fall of the annual inflation rate in 2026 Q3, when the already built-up disinflationary influences from
aggregate demand induced by the fiscal package are seen prevailing

annual change, %, end of period

18
Projection
16 % Aug. 2025:increasein
1 = CPI = CPI at constant taxes standard VAT rate from
19% to 21% andin
12 July 2010:increaseinstandard reduced rates from 5%
VAT rate from 19% to 24% and 9% to 11%; hikein
10 June 2015: broadening of 9% exciseduties by 10%
T reduced VAT rate to cover (2.25% on tobacco)
8 all foodstuffs, non-alcoholic Jan. 2016: cutinstandard VAT rate from 24% to 20%;
beverages and food services introduction of a 5% reduced rate on books and cultural,
6 sportand leisureservices
4
2
0 Jan. 2024:increaseto 19% in VAT rate on food
) items with added sugar,andto 9% or 19% on
Sep. 2013: cutin VAT rate on flour, Jan. 2017: cutinstandard VAT rate some cultural,sportandleisureservices
4 bread and bakery products to 9% from 20% to 19%
O S L Y T 1 YA 1 1 1Y 1 A 1 A o (O T AV O T T AV B LI AV B T LT AVAR B

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

*) CPIl excl. the first-round impactof changes in VAT rates and exciseduties

Source: NIS, NBR calculations and estimates
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The main reassessments were driven by the significantly higher-than-previously-anticipated rise in the electricity
price, as well as by the hikes in VAT rates and excise duties —accounting for +3.5 pp of +4.2 pp in December 2025

percentage points, end of period

10 - 8.8 i )
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4 - I 3.0 i X 3 :

N ! :

5 . :

] ]

O - i _ *—:

: -04 :

2 |

2025 2026 :

2025 2026 differences against differences against |

the previous forecast the previous forecast i

indirect taxes (VAT rates and excise duties) 2.2 0.3 2.0 0.0 i
electricity and natural gas* 2.1 0.0 1.5 -0.1 i
m fuels* 0.0 0.2 0.0 0.0 i
W VFE* 0.7 0.5 0.4 0.0 i
administered prices (excl. natural gas)* 0.4 0.2 0.0 0.0 i
= tobacco products and alcohol* 0.2 0.2 -0.2 0.0 i
m adjusted CORE2* 3.5 1.8 0.4 -0.3 i
# CPlinflation (%) 8.8 3.0 4.2 -0.4 i

*) excl. the first-round impact of indirect tax hikes

Source: NIS, NBR projections and calculations. Values have been rounded off to one decimal place.
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Annual adjusted CORE2 inflation rate: after peaking in 2025 Q3 due to the indirect tax hikes,
it will re-embark on a downward path, falling more notably in 2026 Q3

. . i Annual adjusted CORE2 inflation rate
O Over the short term, the anticipated trajectory is largely

affected by the increases in VAT rates and the excise duty on %, end of period

non-alcoholic beverages with added sugar in August 2025, ... May 2025 IR
August 2025 IR

=== August 2025 IR, excl. the first-round impact of indirect tax hikes

a ... to which add, however, persistent pressures from
production costs related to agri-food commodities and
labour, inflation expectations and the recent episode of leu
depreciation

O The medium-term correction is chiefly driven by fiscal
consolidation effects on consumer demand, amid lower
real disposable income of a wide range of consumers

O Overall, the path of core inflation is mainly shaped by

domestic developments, with the relative importance

of external factors receding markedly to the background 2024 2025 2026
Q4 Q4 Q4
Source: NIS, NBR projections
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Exogenous components of inflation: significantly upward revision in December 2025,
accounting for two-thirds of the CPI inflation revision at this horizon

Contributions to the annual CPI inflation rate:
v' 4.4 pp in December 2025 (+2.8 pp)
v' 1.3 pp in December 2026

The significant upward revision for end-2025 vs the
May 2025 Report (+2.8 pp) owes, on the one hand,
to the significantly higher-than-previously-projected
rise in the electricity price in July (+1.5 pp) ...

... and, on the other hand, to the increases in VAT
rates and excise duties in August 2025 (+1.1 pp)

The contribution of VFE was also revised upwards
for the end of this year (+0.4 pp), amid unfavourable
weather conditions

1‘@ NATIONAL BANK OF ROMANIA

Annual change in electricity prices

%, end of period

electricity market
liberalisation
2024 2025 2026
Q4 Q4 Q4
May 2025 IR

August 2025 IR
=== August 2025 IR, excl. the first-round impact of indirect tax hikes

Annual change in prices of exogenous components*, excl. electricity

%, end of period

2024 2025 2026
Q4 Q4 Q4

August 2025 IR

=== August 2025 IR, excl. the first-round impact of indirect tax hikes
May 2025 IR

May 2025 IR, excl. the first-round impact of indirect tax hikes

*) the components outside the monetary policy scope: energy, VFE, administered prices
(excl. natural gas), tobacco, alcoholic beverages

Source: NIS, NBR projections
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mainly due to the more restrictive pro-cyclical fiscal impulse associated with the new consolidation measures ...

g

The output gap is estimated at significantly more negative levels than in the previous Report,

... the negative impact of which is very little mitigated

by favourable factors, such as the anticipated absorption,
albeit at a slightly slower pace, of “Next Generation EU”
funds

At the same time, restrictive effects, albeit of a much
smaller magnitude, will also stem from foreign demand,
which remains deficient, ...

... and from the real broad monetary conditions

The downward path of the output gap is shaped by that
of the household consumption gap, the main variable
affected by fiscal measures, ...

... while the contribution of net exports will see
a sizeable correction, also determining the external 2023 2024

. . . Q4 Q4
deficit adjustment
Source: NBR estimates and projections
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Output gap

% of potential GDP

2
August 2025 IR
= May 2025 IR
0
/
-2
-4
2025 2026
Q4 Q4
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Risks to the projected path of the inflation rate

Fiscal and income policies:

the implementation of the first fiscal consolidation package has mitigated some of the risks associated with these policies compared
to the previous Report, but uncertainties linger over the measures that the authorities will adopt in the period ahead

adjustment of economic agents’ behaviour to the implemented fiscal measures

incomplete or delayed absorption of EU funds, also relevant amid the recent significant decrease in the allocation for the loan component;
the risks of incomplete absorption for the grant component have lowered following the NRRP renegotiation, but are still relevant

External developments:

geopolitical conflicts with no signs of lasting abatement
possible deceleration or even stagnation of economic activity
increase in risk aversion worldwide

support programmes aimed at the development of infrastructure and defence capabilities

Prices of commodities, particularly energy components and food:

time of expiry of the capping scheme for natural gas prices and their subsequent level
future developments in global trade disputes, even if the US-EU agreement in principle is assessed to have alleviated the degree of uncertainty
volatility of oil prices

costs associated with the transition to a green economy

Labour market:

— pressures to increase wages given the inflationary environment, but the pass-through is likely to be dampened by the aggregate demand deficit,

similarly to the 2010-2011 episode
persistence and potential deepening of structural imbalances
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Decisions of the NBR Board*

[ To keep the monetary policy rate at 6.50 percent per annum

[ To leave unchanged the lending (Lombard) facility rate at 7.50 percent per annum and
the deposit facility rate at 5.50 percent per annum

[ To maintain the existing levels of minimum reserve requirement ratios on both leu- and
foreign currency-denominated liabilities of credit institutions

*) meeting of 8 August 2025
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Calendar of monetary policy meetings of the NBR Board

8 October 2025
12 November 2025"
19 January 2026

17 February 2026"

*) review and approval of the quarterly Inflation Report
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At the end of the press conference, the following will be available on the
NBR’s website (www.bnr.ro):

A Inflation Report — August 2025, full version (in Romanian)
d Summary of the Inflation Report — August 2025 (in English)

d Presentation delivered by the NBR Governor (also available as a video at
www.youtube.com/bnrro)
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