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Point Of View

► Inventory changes in the economy often tend to be a good indicator of the short-term direction of industry

output and thus, economic growth. Changes in inventories held by businesses used to draw considerable attention

in the past due to the role they played in explaining the business cycle. Although over the last years inventory

investment has had a relatively less impact on the cyclical volatility of the GDP, it remains, nevertheless, a useful

indicator for the business cycle.

► In Romania, in the last two quarters, inventories’ contribution to GDP formation went into negative territory by a

large margin. In the third quarter of 2019 it fell to -4.8% after dropping by -3.7% in the previous quarter.

► With domestic consumption losing steam – and thus accounting less to GDP formation – investment’s role in

economic growth should start playing a more important role in the quarters ahead. The downward trend in

inventory investment contribution to GDP started in the second quarter of 2018.

The Fall in Inventories Investment Could Hint Towards More Uncertainties Ahead For 

Industry Output Growth
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Point Of View

Since then, quarterly GDP has also

embarked on a lower growth path.

Usually, inventory data is often subject

to significant revisions so, the 3rd

quarter data should be seen as an

initial estimate. Even so, the relatively

large, two consecutive negative

figures from the last two quarters

could signal further uncertainties on

industry output in the short term. And,

implicitly, on economic growth.
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Annual CPI inflation went down to

3.4% at the end of October but could

go up again towards 4% by the end of

the year. If this happens, it would

overshoot the NBR’s end-year inflation

rate target of 2.5%+/-1%.
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So far, the news of a higher budget

deficit has not impacted the market

risk significantly. For instance, looking

at the regional exchange rate

behavior in November 2019 alone, it

shows that the RON depreciation was

rather muted, in line with historical

recent trends. The current volatility

level remains quite low, given the

potential fluctuations of exchange

rates in foreign markets nowadays.
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Relative to other countries in the

region, domestic manufacturing

performance has been on a

downward trend since the adoption

of the infamous EO 114 at the end

of last year. The recovering of

domestic manufacturing activity will

depend to some extent on

improving economic conditions in

Europe.
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OPEC and Russia intend to deepen

the existing oil production cuts by

another 0.5 m b/d to 1.7 m b/d until

March 2020 in an attempt to lift the

sluggish crude market. The energy

industry has been the worst

performing sector in 2019. The oil &

gas sector’s weighting in the S&P 500

market capitalization dropped to a

record low of 4%, from 13% weighting

in 2008.
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p – provisional; e- estimated, * - forecast values; S1 – first

semester; 19m9 – first nine months of 2019. eop – end of

period; All forecasts assume constant taxes. (1) own

forecast. Romania’s GDP growth forecast: European

Commission (EC) (Revised November 2019): 4.1% in

2019, 3.6% in 2020, 3.3% in 2021. IMF (revised October):

4% in 2019 and 3.5% in 2020. (1a) – annual growth,

seasonally adjusted. (2) own forecast. NBR CPI forecasts

are 3.8% for end 2019 and 3.1% for 2020. EC: 3.9% for

2019, 3.5% for 2020 and 3.4% for 2021, (HCPI inflation).

IMF: 4.2% in 2019. (3) own forecast. EC C/A balance

forecasts are: -5.1% of GDP for 2019, -5.3% in 2020 and -

5.4% in 2021. IMF: -5.5% of GDP in 2019. (4) own

forecast. Assuming pensions increase as per Pensions

Law. EC budget deficit forecast is -3.6% of GDP for 2019,

-4.4% in 2020, -6.1% in 2021. (5) Includes guarantees

issued by central and local authorities.

Sources: Own forecast, European Commission, IMF, local

authorities
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Disclaimer:

The material presented in this Bulletin is intended to encourage better understanding of economic policy and financial markets. Neither the information nor

the opinions expressed herein constitute, or are to be construed as, an offer or solicitation of an offer to buy or sale of any commodities, securities or

investments. Although the information compiled herein is considered reliable, its accuracy is not guaranteed and is not to be taken in substitution for the

exercise of judgment by any recipient. Any person using this Bulletin’s material does so solely at his own risk and the Author shall be under no liability

whatsoever in respect thereof.
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