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Point Of View
Oil, Covid-19 and the Economic Recovery
► Without doubt, the ongoing epidemiologic crisis is one of the greatest threats the global economy has faced in the last
century. Most of the governments across the world imposed lockdowns which generated, simultaneously, both a supply and
a demand shock, as a large part of business’ activities slowed down and customers buying habits changed due to mobility
restrictions and the loss of income.
► In addition to the epidemiological crisis, oil prices experience a strong downward pressure due to an oversupplied
market and a high level of storage utilisation. The combination of low oil demand – given the fall in transportation triggered
by the lockdown – and oversupply would have lingering effects on the energy market recovery.
► Romania declared a state of emergency on 16 March 2020. Given the current timetable, it is supposed to be lifted on 15
May 2020. But, two months of lockdown will have a tremendous impact on economic growth this year (see below). On the
one hand the authorities would need to lift the state of emergency as soon as possible. On the other hand, however, they
will need to assess the potential damaging effects on the virus spreading on the population health.
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What do we know so far about the Covid-19 virus – the source of the negative economic shock?
► It is highly transmissible; Average R0 = 3.28 – meaning that on average, one infected person could infect 3.3 additional
persons. To bring the pandemic under control, R0 must be less than 1.
► Can be passed on by asymptomatic patients and the reinfection rate could be an issue. This makes virus spreading more
difficult to trace unless full population testing is done on a recursive basis – at least for a limited time period (a logistical
challenge).
► Around 80% of infected persons had a mild or less severe form; 15% had a severe condition and 5% were critically ill.
► Unless a cure is found soon, the likelihood of multiple waves remains high. Moreover, the scenario of “guerilla fighting”
the virus cannot be discounted if it persists throughout the summer.
► As of mid-April, Romania had a relatively low death rate (per 100,000 persons) (see graph below). All Eastern European
countries have low death Covid-19 related rates – possibly due to the early imposition of lockdowns..
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However, given the current situation, the
issues for the Romanian authorities are:
► What is the exit strategy from the
current lockdown?

► How large is the immediate reemergence risk? and
► How to minimise the economic cost?
From the evolution of pandemic in other
countries it becomes more clear that
social distancing measures will need to
be in place for some time. This will affect
recoveries in sectors such as transport,
hospitality, restaurants or entertainment.
Source: John Hopskins University; national authorities, own calculations
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Impact on the Romanian Economy

The current forecast incorporates,
implicitly

a

relative

large

uncertainty. The GDP forecast for
Romania is 8.4%. It assumes a

relatively quick recovery although
the economy is envisaged to reach
its 2019 level only in 2022.

Source: Macro sims for CDR Report
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The table below presents a comparative selection of macroeconomic indicators:

Source: Ministry of Finance, National Commission of Prognosis (NCP), IMF – WEO April 2020, Fitch Rating Report 17 April 2020, own calculations.
* without pensions increase in September. With pensions increase: -10.1% of GDP.

A few comments on the figures above:

► Romanian authorities are, by a large margin, the most optimistic when it comes to the value of macroeconomic forecasts
for 2020. This has implications for the budget deficit and unemployment, with the risk of underestimating the extent of the
true economic impact and, consequently, misguiding policy measures. With the economy effectively locked down for 2
months and the Eurozone economy (Romania’s largest trading partner) forecast to shrink by -7.5% this year (IMF, WEO April
2020) one has to ask how much margin of error the NCP forecast has.
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► Public sector budget deficit will rise substantially (-3.6% of GDP was initially the forecast for 2020). This will require
additional funding, currently approximated to around RON 135 Bn. (almost 13% of 2019 GDP!) – as the 2020 existing debt
will need to be rolled over as well. It is a very large sum, which has a relatively high probability to be attracted via a financial
aid package. If so, the attached conditionalities will slowdown subsequent economic recovery.
Overall, there are several risks going forward for the economy:

► Political. The minority government needs to negotiate for Parliamentary support of anti-crisis measures. Also, political
parties are positioning themselves for this autumn’s parliamentary & local elections. Political indecision could be costly for
the economy.
► The April budgetary revision failed expectations. There is a need for more government spending redistribution. There are
fiscal sustainability issues beyond 2020. Increases in taxes appear inevitable – very likely later in the year if not in early 2021.
► Public pensions’ increase in September this year is no longer feasible. The authorities should clearly state this, removing

the market uncertainty.
► The recent outlook downgrade to negative from Fitch Ratings leaves Romania’s rating one notch above non-investment
grade status. The mismanagement of the current budgetary situation might lead to another downgrade this year.
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The Oil Market
Global oil market is in a deep contango
with downward pressures on oil prices
likely to manifest in the very short term.
Brent futures prices with June delivery
fell to USD 20.9/bbl from USD 57/bbl in
Oct 2019. The OPEC+ & major global oil
producers

deal,

agreed

in

April,

envisages to remove up to 20 Mb/d off
the

market

approximates

in

May/June

the

current

(which

estimated

drop in global oil demand for April)
Source: ICE
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► However, this is unlikely to happen, at least not in the very short term due to the fact that some of the mechanisms
envisaged to lower oil supply might not function as forecast – i.e. lower US oil production in the amount of 3-4 Mb/d due to
the natural decline or filling in strategic country oil reserves by India, China.

► On the domestic market, the fall in oil demand would reduce the imports of oil and oil products. In theory domestic
production could meet domestic demand comfortably, even if transport activities are forecast to be down by around 40%
during lockdown. However, cost-related issues will be paramount to keeping upstream production up. Capping fuel prices
during the state of emergency – as imposed by the Romanian authorities – are certainly damaging the sector’s ability to
respond optimally to the oil price shock.
► Demand for both fuel products and natural gas is likely to experience a gradual recovery as mobility will likely to be
restricted throughout Europe for a while. Industrial output resumption will also be relatively progressive as demand for cars
and durable goods, in general, will be affected by consumer uncertainty and lower income.
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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.

