Romania
Paving the way to EURO adoption

October 2018



In most non-EA NMS a wait-and-see approach seems to prevail

@ ALPHA BANK
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Further catching-up needed for real convergence achievement
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RO: Temporary compliance with nominal convergence criteria
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Price Stability: Achieved compliance during 3 out 11 years

1049 % —@— RO HICP (annual average rate of change) === Reference interval
Reference interval parameters:
8 1 MIN: Average of top 3 EU performers in terms of price stability
MAX: MIN+1.5pp
6 -
4 3:’/0
2 - —
-

0 T T y
-2 -

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Aug-18

Sustainability of government financial position

General government balance: Achieved compliance during 5 out 11 years
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Exchange rate stability: full compliance
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Real convergence: Fast catching-up generates risks of imbalances
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Persistent convergence process, still room for catching-up
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Tensions accumulate as current account remains in negative territory...

Demand-driven GDP growth led to an erosion of current account balance

. RO Current account deficit (CAD) % GDP
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...wWhile structural budget deficit widens...

. RO Structural balance of general government % GDP
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...given a pro-cyclical fiscal stance
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Growth should be ensured at a sustainable pace EB] ALPHA BANK
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Prior to euro adoption, RO should focus on reducing inequalities...
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High and increasing inter-regional inequalities...
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...placing RO 15t among non-EA NMS...
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...due to an uneven distribution of investments...
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...fine-tuning KPIs so that it remains an attractive investment destination . ALPHA BANK

Focus on maintaining an elevated labor productivity yield... Focus on promoting access to capital...
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...further developing local banking system... [() APHa BANK

RO aligned its financial and economic cycles... ...amid still young housing market...

" Housing market depth (outstanding housing loans relative to GDP) (2017 data)
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...and improving digitalisation across sectors
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Practice shows a positive correlation between digital governance & wealth

...yet, there is still significant catching-up to do
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RO has been expanding its IT&C sector...

Evolution of GDP (current market prices, €b) and its structure

Contribution of IT&C to GDP formation advanced from 3.8% to 5.1%

DESI index & sub-indices’ scores: RO [M EU28 (2017 data)

RO ranks 2" (in EU) in terms of households connected to ultrafast internet technologies

RO internet users focus most on social networks (82% vs. 65% in EU)
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Gaps can be reduced by implementing RO 2020 Digital Agenda

2020 objectives were set in 2014 within National Strategy on Target Current Current

Digital Agenda for Romania 2020 RO EU

Fixed broadband coverage (% households) 100% > 88% < 97%
Subscriptions to fast broadband (% households) 80% > 53% > 33%
Subscriptions to ultrafast broadband (% households) 45% > 44% > 15%
Use of internet for online shopping (% internet users) 30% > 23% < 68%
SMEs selling online (% SMEs) 20% > 8% < 17%
Regular users of internet (% individuals) 60% < 61% < 81%
Individuals that never used internet 30% > 27% > 13%
eGovernment Users (interaction with public authorities % individuals) 35% > 9% < 49%
eGovernment Users submitting online forms (% individuals) 20% > 4% < 30%

By implementing the fields of actions defined in 2020 Digital Agenda (Broadband & infrastructure;
eCommerce & ITC innovation; eGovernance, Cyber Security, Cloud, Big Data & Social media; eEducation
and elnclusion), RO GDP could grow as much as 13%, the number of jobs could advance
11% and costs could be reduced by 12% (Gov’ estimates)

Source: United Nations (E-government Survey 2018); Eurostat, World Bank, European Commission (DESI 2018), RO National Institute of Statistics, National Strategy on Digital Agenda for Romania (2014)
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