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Point Of View

► Romania’s president approved last week the contentious public pensions law put forward by the current government. Under its terms,

the so-called pension point, the base on which pensions are calculated, is envisaged to grow yearly, from its current value of RON 1,100 to

RON 1,875 in 2021, an astonishing 70% increase over a 3-year period. This is unlikely to happen. The budgetary effort would be so large

that it could send the budget deficit in double figures.

► Electoral cycle has always played an important role in the timing of pensions’ raise. Starting in 2007 and continuing in 2008, pensions

were increased beyond limit only for their purchasing power to fall thereafter. Population shouldered this cost, through VAT increase and

public sector wage cuts. It took almost a decade for pensions to buy the same quantity of goods and services.

► This year the pension point is envisaged to increase by 15% from the beginning of September. This would require an additional RON 8

Bn., the equivalent of 0.8% of GDP, in financing. Further increases would command an even larger amounts in supplementary financing.

The Recently Passed Pensions Law – A Time Bomb Which Could

Detonate Sooner Than Expected 
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Point Of View

Without accounting for the pensions’

increase, on its current path, the budget

deficit would end this year with an estimated

deficit of -4% of GDP, in excess of the -3% of

GDP Maastricht target. Even though this

year’s pension raises look likely to go ahead –

mainly due to electoral reasons – it can only

happen through a mix of expenditure cuts

and/or tax raises. In contrast, next year’s

planned pensions increase, which would cost

more than 2% of GDP, looks unlikely to

happen.
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Annual consumer inflation fell to

3.8% in June, after monthly prices

fell marginally in June. Both food

and non-food prices dropped by

0.5% and 0.2% respectively,

compared to May, due to seasonal

effects. But services prices rose by

0.2% as most of these continue to

rise across the sector.
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Annual industrial production fell by -

1.7% in May as the slowdown in

Europe, Romania’s main export market,

become more pronounced. In three

months out of the last six industrial

output contracted, a sequence last seen

almost a decade ago. Over the first five

months of the year industry rose by a

meagre 0.4%, raising the prospects of a

further deceleration.
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Over the first quarter of 2019

households saving rates remained

low, at around 4% of total earnings.

More than half of households’

expenditure went to current

consumption and a third on paying

taxes. Investment in housing or

durable goods was very low,

accounting for 0.4% of total

expenditure.
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Brent oil prices rose by 5% in early July

as a tropical storm threat in the US

closed down 60% of production there.

Despite increased geopolitical tensions,

notably with Iran, global oil supply

exceeded demand by 0.9 Mbbl/d during

the first half of 2019, according to IEA.

This surplus adds to the already high

levels of existing oil stocks and could

even lead to an oil supply glut next year.
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p – provisional; e- estimated, * - forecast values; Q1 – first

quarter; S1 – first semester; eop – end of period; All forecasts

assume constant taxes. (1) own forecast. Romania’s GDP growth

forecast: European Commission (EC) (Revised May 2019): 3.3%

in 2019 and 3.1% in 2020. (1a) – annual growth, seasonally

adjusted. (2) own forecast. NBR CPI forecasts are 4.2% for end

2019 and 3.3% for 2020. EC: 3.6% for end 2019 and 3.0% for end

2020 (HCPI inflation). (3) own forecast. EC C/A balance forecasts

is -5.2% of GDP for 2019 and -5.3% in 2020. (4) 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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