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About CFA Society Romania:

CFA Society Romania is the organization of investment professionals in
Romania who hold the Chartered Financial Analyst (CFA®) designation, a
qualification administered by the CFA Institute (USA). CFA Society Romania
is one of over 170 member organizations of the CFA Institute and its mission
is to promote the interests of investment professionals and to uphold high
standards of integrity and professional excellence.

Currently, CFA Society Romania has over 250 members who hold the
Chartered Financial Analyst (CFA®) designation. The CFA community also
includes approximately 100 candidates at various levels of the CFA program
examination. The professionals who are members of the CFA Society
Romania work in regulatory institutions, supranational organizations, banks,
insurance companies, brokerage firms, asset management companies,
pension funds, consulting firms, the public sector, educational institutions,
and companies operating in various economic sectors.
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CFA Society Romania FY 2025 Macroeconomic Outlook’

Key highlights

Complex year ahead, amid major concerns regarding fiscal deficit and expected fiscal policy
adjustments

Gross domestic product evolution likely to continue deceleration

Structural weaknesses continue to deepen - trade deficit, struggling competitiveness, reduced
innovation and labor force participation rates

Foreign exchange rate likely to remain relatively stable around RON 5 for 1 EUR, with upside risks
Inflation will be naturally slowing down, with potential upward spikes coming from increases in indirect
taxationlly slowing down, with potential upward spikes coming from increases in indirect taxation

Macroeconomic estimates

In 2025 Romanian economy will face various headwinds in the context of weaker than expected
growth, need for fiscal consolidation as well as weak growth in the Euro area. Albeit at a much
slower pace, disinflation process will continue, with the fiscal policy being the most important risk to
inflation. Interest rates will continue their downward trend, in line with the disinflation process.

1. Gross Domestic Product evolution

e Q2 GDP data shows weak performance both in second quarter (+0.8% yoy)) and half year
(only +0.7% yoy on gross data). The main positive contributors to this GDP growth were the
private consumption (+8.1% yoy in the first seven months of the year) fueled by strong
increase in wages and (mostly public) investments (+7% yoy in the first 7 months in the
engineering constructions).

e Most of the other, higher frequency data’®, points to a further deceleration of the economy in the
first 7 months of FY2024: retail services -1.9%, -4.1% as of July; commercial services -1.1%, -
6.8% as of July; industrial production — 1.8%, flat yoy in July; constructions —2.7% (with a
divergent evolution between infrastructure +7.0% and residential -22.3%, with no signs of

revival).

e Hence, for 2024, we estimate GDP growth in the range of 1.5%-1.7% with risks on the
downside.

e For 2025, there will be more headwinds to
the economic growth. The private FY25 GDP Estimate

consumption, most probably will
Qecelerate significantly. Thg fiscal impulse, CFA Romania  [IEEIEE
in the context of budget deficit reaching un-

sustainable levels will disappear, and even Major Romanian Banks  [IENE
become negative from the increasing

taxation (see point 2 below). As the EU £
economy is stalling, the external demand EBRD
will be weak.

: T . L 36%
¢ In this context, a more pessimistic view’ is

that there are even some expectations of 0.00% 1.00% 200% 3.00% 4.00%
recession or alower GDP growth rate (1%).

'Beginning this year, every year in September-October, we are issuing the macroeconomic overview for the coming year, as a support for
companies in their forecasting and budgeting efforts.

’As of July 2024.

°Based on the latest CFA Society Romania Macroeconomic Confidence Index, September 2024.



2. Taxation

e Taxation is arguably the largest unknown factor for FY2025,
given the change in government taking place in December 2024.

o We expect significant increase in taxation in FY2025, on account
of the large budget deficit, expected to reach 7.3% this year”.

o Likely sources toreduce the deficit are:

a. VAT (with a low rate of effective taxation of 12-13%°
Romania has one of the lowest VAT productivity indexes in
the European Union). A 2% percentage points increase in
the VAT rate® would not be uncommon, in parallel with a
revisit and reduction of span of transactions with
preferential VAT rates. A 2%-3% percentage points
increase (from 19% to 21%) would align the nominal VAT
rate to the European Union average (21.4%) and could
cover between 0.5% - 1% of the deficit.

b. Capital taxation. Romania has one of the lowest capital
taxation in the European Union. Corporate income tax and
personal income tax make only 8% of total tax revenues’. A
realignment of taxation of capital closer to the taxation of
labor (which is already high) is likely. We expect the “flat
tax” rate for companies to be maintained, coupled with a
reduction and gradual extinction of the micro-enterprise
regime (a point assumed within the framework of the
National Recovery and Resilience Plan).

c. Minimum turnover tax (1% minimum tax on turnover for
companies with an annual turnover higher than EUR 50m)
is likely to continue, as is the case with the additional
taxation of banks (2% of interest income) and oil & gas
producers (0.5% of turnover).

d. Other elements (progressive taxation, property taxation)
are unlikely to change in FY2025 due to timing.

Increases in taxes without a cost reduction agenda is unsustainable.
Thus the (new) government will need to make major efforts around a
cost reduction agenda and to deliver results on digitalization of the tax
administration.

“‘Source: CFA Society Romania Macroeconomic Confidence Index, September 2024.
°According to European Commission financial models (source: Eurostat).

VAT already accounts for roughly 25% of tax revenues.

"According to the budgetary execution report for FY2023, by the Ministry of Finance.



3. Inflation, consumption and interest rates

o Disinflation process will continue, albeit at a much slower pace. Following an
uptick in July, to 5.4% caused by increases of indirect taxation, the inflation
rate re-entered on its downward trend and may finish the year at alevel around
4.5%. Main contributor to inflation remains the services component, the
component which is mostimpacted by the wage increases.

o ForFY2025, the fiscal policy is the main risk to inflation, as the need for fiscal
adjustment may lead to increase in taxation, and consequently, transfer of the
increased taxes to consumer prices. Hence, in the first quarter, in case of,
probably, increases in the indirect taxation, inflation may go again towards 6%,
and then, in the second part of the year, resume its downward trend. Hence, for
end year 2025, the inflation rate is expected to be between 4%-5% range.

e Apossible downward pressure on inflation may come in 2025 from reducing oil
prices. In the context of deceleration of economic growth in the main
economies, US, EU and China, demand for oil already registered a rapid
decline. The biggest decline in demand is coming from China, as surging EV
sales are reducing road fuel demand while the development of a vast national
high-speed rail network is reducing growth in domestic air travel.
Consequently, the oil prices declined from above 90 USD/bbl in April for Brent
crude oil to 70 in September. Since US become a major player on the
international market, OPEC+ (OPEC and Russia) capacity to control prices
(and keep them at a high level) by reducing the output, substantially
diminished. And, hence, SaudiArabia, as well as other OPEC+ members gave
up their 100 USD/bbl price target for oil, and announced unwinding of
voluntary production cuts, in order to keep their market share.

e The interest rates will continue their downward trend, in line with the
disinflation process. So far, the central bank operated two 25 bps cuts, in July
and August, hence, monetary policy key rate decreasing to 6.5%. This year
there are two more monetary policy decisions, on October 4 and November 8.

o The central bank will probably cut in the next monetary policy meeting,
putting the key interest rate to 6.25% at year-end. These action can be
supported by the level of inflation, key rate remaining real positive in
order to further anchoring the inflation expectations, and also be in line
with the actions taken by the major central banks (FED and ECB).
Nevertheless, for 2025, there are elevated risk to inflation coming from
the fiscal policy.

o For 2025, CFA Romania members expect further cuts, totaling, on
average, 100 bps, hence, key rate ending the year at 5%-5.25%.

In this context although the lower interest rates will be a tailwind for private
consumption, the current level of consumption, fueled by increase of wages and
increase public spending to public wages and pensions caused by the election
year, is not sustainable and most probably there will be also a base effect. Hence,
the private consumption growth will decelerate significantly.




EURRON exchange rate was used as an anti-inflationary target.
Hence EURRON was stable around 4.97.

¢ Inthe context of higher inflation in Romania, since 2022, analyzing
the RON real effective exchange rate versus eurozone countries,
the RON appreciated in real terms by around 6%-7% - one of the
lowest appreciations among CEE countries.

‘ 4. Exchangerates
e Before 2022 energy crisis, RON depreciated against EUR with 2%-
3% per year, in line with inflation differential between Romania and
Eurozone. As a result, it had a neutral effect on the Romania's
external competitiveness.
e Starting with 2022, in the context of high inflation environment,

e As the inflation is reducing, we may re-enter in a regime of RON

depreciation in line with the Romania-Eurozone inflation
differential. Hence, in 2025, EURRON will possibly trade around 5

RON for 1 EUR, with risks on the upside.

5. Competitiveness and innovation

¢ Romania consistently lags behind in these indicators, with the lowest R&D expenditure relative to
GDP (0.5% of GDP, compared with an EU average of 2.2%) and lowest number of R&D
employees (less than 0.5% of total labor force®). These numbers affect labor productivity and
external trade, both further discussed below.

6. Labor market

e The Romanian labor market is characterized by a number of
structural deficiencies: (i) low labor rate participation — especially
among women and young graduates and (ii) weakening
demographics.

e Romania has one of the highest gaps between women and men
labor participation rates in the EU (with a worsening trend in the last
10 years), and one of the highest number of young people (aged
18-25) notin employment, training or education’’.

e Weakening demographics are shown by increasing number of
retirees supported by people in employment. This also includes
emigration vs. immigration.

e Taxation of labor relatively high compared to other EU countries.

e Also, the last 10 years saw a 3.5 times increase in gross wages
(350%). In the same period, inflation was only 50%. Wage
productivity in real terms increased by 40%". This figures show
labor market imbalances that are likely to deteriorate the
investment climate.

°All Eurostat data for last reference year 2022.
°All Eurostat data for last reference year 2023.
"°All Eurostat data for last reference period Q2 2024 (computed yoy).




7. Selectedindustries

In FY2024, industrial production continued to decrease. But signs
emerged that we may have reached the bottom, as there seems to
be some pick-up in orders. Hence we may expect a stabilization of
the industrial production in FY2025.

In FY2024, construction activity was kept alive by the public
investment. In the first seven months of the year, there was a
divergent evolution between infrastructure +7.0% and residential -
22.3%. In FY2025, for both we may have base effects. Moreover,
given the uncertainty regarding taxation, at least in the first half of
the year probably the residential part will continue to
underperform.

The IT services sector, which in the previous years was a driver for
the GDP growth, stalled in 2024; rising for the first 7 months with
only 2.3% yoy (but in July decreasing with 11% yoy). This
development come in the context of Al implementation in the IT
services industry and layoffs (for some big tech companies for the
first time in their history). Hence, in FY2025, we may be in a
situation of modest growth of this sector, with risks on the
downside.

Risks - both internal and external

Romania is bordering a conflict zone; hence the risk of conflict
escalationis always present.

In the context of high budget deficit there is high risk that taxation
willincrease in FY2025, for both consumers and companies.

Romania is running high twin deficits (trade and budget), deficits
that may become unsustainable in case there will be episodes of
high risk aversion on the global financial markets.

EU economy is stalling, with no improvement in sight for FY2025;
there is a real risk of EU economy entering into a recession, with
negative spillover to Romania.

Although the baseline scenario is of modest growth for the
Romanian economy, given the above-mentioned headwinds, the
risk of recession increased.




Disclaimers:

The opinions expressed in this material are based on professional judgement of the authors and do not
necessarily reflect the views or positions of any entities they represent. Public information has been used and
referred so. We take no responsibility on the accuracy of data issued by public institutions and have not made any
attempt to verify or audit such data. We assume no responsibility for any action or outcome that may be taken
l upon relying on the information contained herein.
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