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Point Of View

► In economics, a technical recession is defined as two consecutive quarters of negative economic growth. In the first

quarter of 2020 Romania’s economy performed above expectations, advancing by 0.3% vs 19Q4 and by 2.4% vs 19Q1, the

highest growth rate among EU countries.

► Current forecasts envisage a double-digit contraction in 20Q2 but in the subsequent quarters the economy is expected

to rebound, thus potentially avoiding a technical recession (see graph below).

► Nevertheless, even in these circumstances the economy could contract beyond -6% this year. The contraction on 20Q2 is

expected to be much larger than those recorded back in 09Q1 and 10Q1, during the global financial crisis.

Although Romania Could Avoid A Technical Recession This Year, Economic Contraction

Might Still Be Significant 
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Point Of View

Romania’s economy is likely to escape a

technical recession this year if first quarter GDP

data would not be subject to a downward

revision of such a magnitude that it would send

the quarterly growth in 20Q1 into negative

territory. Domestic consumption held very well

during the first two months of the year. But,

undoubtedly, it was construction which was a

solid driver of economic growth in March, when

the lockdown was in effect. Construction, which

accounted for 5.8% of GDP in 19Q1 rose by an

astonishing 32% in 20Q1 and kept quarterly

GDP growth in positive territory in 20Q1.
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Point Of View

However, for the whole year – and afterwards – economic recovery would need to be much more broad-based if it was to last. There are

several things to look at, when evaluating the speed of economic rebound after 20Q2:

► The employment and unemployment rate. As of 27 May, almost 600,000 work contracts were suspended and almost 425,000 were

terminated when compared to the beginning of the year. Going forward, as government support measures to pay for technical wages

are being curtailed, the number of unemployed persons is likely to go up. Unemployment rate could reach around 6.7% at the end of

May while total employment might be almost 9% lower compared to the value recorded at the end of 2019. During the global financial

crisis, it took much longer for total employment to register a similar drop in magnitude, more than one year. A slow recovery in the

employment rate would have a knock-on effect on consumption growth, constraining the GDP rate of growth.

► Wage performance. Average real net wage (i.e. adjusted for inflation) growth in the economy has been on a downward trend since

the beginning of the year. And, it is expected to fall further in the months ahead as supply of labour increases and the demand curve in

the economy suffers structural shifts. Given that the government’s ability to keep increasing both public sector and minimum wages is

constrained at the moment (due to the need to keep public spending in check and to avoid raising wage costs further for companies

which are already in economic distress) households’ purchasing power could decline in the coming months, acting as a brake to the

resumption of consumption growth.
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The industry performance. Industrial

production fell by almost 6% in 20Q1 vs

19Q1, largely driven by the drop in

demand orders from Europe, notably

Germany. Industry accounts for almost

22% of GDP and has been on a downward

trend over the last quarters. However,

since the beginning of the year the

decline has accelerated. Once the

industry bottoms out, the recovery phase

of the economy is likely to become more

entrenched.
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Brent oil prices recovered towards the end of

May, climbing back to USD 36/bbl from a low

of USD 22/bbl only a month ago. Further

supply cuts by Saudi Arabia and a drop in US

shale oil production together with a gradual,

albeit slow, recovery in global demand – as

lockdowns are rolled back in a number of

countries – have helped pushed up oil prices.

However, uncertainties regarding the effects

of the Covid-19 crisis on global economic

growth – the IMF forecast a -3% contraction in

world GDP in 2020 – would limit the further

upside potential of oil price rises.
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Gas futures prices in Europe continued to be

under pressure due to weak demand and

strong renewables output. In the Dutch TTF

hub, the European benchmark gas market, gas

prices fell on 27 May to just above EUR 4/MWh

with some market participants expecting

European gas contracts for near term delivery

to go to zero or even turn negative – as it

happened to WTI contracts only a month ago.

High storage levels for both gas and oil and the

contraction in global economic growth will

likely maintain downward pressures on energy

prices this year.
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p – provisional; e- estimated, * - forecast values; eop –

end of period; All forecasts assume constant taxes. (1)

own forecast. Romania’s GDP growth forecast: IMF

(revised April 2020): -5% in 2020 and 3.5 in 2021.

National Commission of Prognosis (NCP): -1.9% in 2020.

Fitch Ratings: -5.9% in 2020 and 5.1% in 2021. (2) own

forecast. NBR CPI forecast is 3% for 2020 and 3.2% in

2021. IMF: 1.4% in 2020 and 1.9% in 2021. NCP: 3% in

2020. (3) own forecast. IMF C/A balance forecasts are: -

5.5% in 2020 and -4.7% in 2021. NCP: -4.1% in 2020. (4)

own forecast. IMF forecast is 10.1% for 2020 and 6% for

2021. NCP forecast is 4.4% for 2020. (5) own forecast.

Assuming pensions do not increase as per Pensions Law.

IMF budget deficit forecast is -8.9% of GDP in 2020 and -

8.7% in 2021. (6) Includes guarantees of central and local

authorities and loans from the General Account of State

Treasury.

Sources: Own forecast, IMF, Fitch Ratings, local authorities

Note: For years 2020 and 2021 there is a higher than

usual forecast uncertainty due to the unknown evolution

of the Covid-19 crisis.
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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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