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Romania

Romania’s 2021 budget plans - as good

as it gets

Particularly constrained by the high share of rigid spending in the last
few years, Romania's 2021 budget plans could hardly have been more
ambitious

Romania's long-awaited 2021 budget draft has been published bu the finance ministru yesterday,

including projections for 2022-2024.

Read the budget draft in Romanian here

Key numbers

2022 2023 2024
GOP (YoY%) 4.7 5.0 4.9
Budget balance (cash, % of GDP) -5.84 -4.37 -2.89
Budget balance (ESA, % of GDP) -6.36 -4.68 -2.90
Inflation (avg, YoY%) 2.4 2.3 2.2
C/A (% of GDP) -4 -4.1 -39

Source: Ministry of Finance, ING
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Revenues: Composition and dynamic

On the revenues side, all main categories should improve in 2021 in line with the economic
recovery, leading to a 13.1% increase in revenues.

2020 2021

% of total RONbn % of total RONbn
Social assistance contributions 34.8 112.3 33.1 120.8
VAT 18.9 60.8 19.1 69.7
EU revenue 10.4 33.6 13 47.4
Excises 9.5 30.7 9.1 331
Non-fiscal revenue 7.6 247 7.4 27.0
Income tax 7.5 243 7.2 26.2
Profit tax 5.0 16.0 4.8 17.4
Other fiscal revenue 3.8 12.4 4.2 15.2
Others 2.5 7.8 2.1 8.1
Total revenue 100 3225 100 364.9

Source: Ministry of Finance, ING

The situation on the expenditure side is more nuanced

Expenditures are estimated to rise by 4.8% in 2021.

Essentially, public wages and pensions are capped at their December 2020 level, subsidies and
goods & services expenditures have been reduced while investment spending is estimated to
increase by 15.7%.

The Covid-19 related spending is envisaged to drop from 4.85% of GDP to 3.65% but - interestingly
enough - there is an increase in the estimated amounts for public guarantees related to funding
schemes for the SMEs and large companies. These guarantees are planned to increase from 1.20%
of GDP in 2020 to 2.52% of GDP in 2021 and are also included in the total Covid-19 related support
measures.

Expenditures: Composition and dynamic

2020 2021

% of total RONbn % of total RONbn
Social assistance 326 138.6 32.1 142.9
Staff expenses 259 110.0 24.6 109.5
Goods and services 13.4 57.0 12.4 55.4
Investments 12.5 53.1 13.8 61.4
Other transfers 10.2 431 116 51.8
Interest payments 3.4 14.5 3.8 16.9
Subsidies 1.9 8.1 16 7.0
Total expenditures 100 424.4 100 444.9

Source: Ministry of Finance, ING
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Public debt to stabilise below 55%

Under the above assumptions, gross public debt is expected to rise and stabilise close to but below
55% by 2024.
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Source: Ministry of Finance, ING

Financing the deficit

2021 financing needs have started to look more than just marginally better.

Total needs should be around RON126bn (compared to RON149bn in 2020), split into RON80bn
budget deficit and RON46bn redemptions.

Given the strong primary auctions seen recently (year-to-date the Ministry of Finance issued
RON13.4bn and €1.2bn) and the likely generous FX buffer at the finance ministry's disposal, the
time for a more opportunistic issuance behaviour is looking closer. Compared to 2020, when
Romania issued almost €12bn in Eurobonds (plus c.€2.3bn on the local market), the funding split is
likely to be less tilted towards the hard currency, though we still expect a decent issuance here as
well (say around €7.5bn of Eurobonds).

Rating impact

Rating agencies and investors are keeping a close eye on Romania’s ratings (Baa3 neg/BBB-
neg/BBB- neg) with the budget draft a key indicator of the post-election fiscal setting. The budget
should - at the very least - should please the rating agencies but the downgrade threat is still very
much hovering in the background.

The budget should - at the very least - please the rating agencies
but the downgrade threat is still very much hovering in the
background.

Positively, with the social spending increase broadly contained and investments share in GDP at
historical highs, we believe rating agencies will again look past elevated deficits in 2020 and 2021
with more importance given to medium-term fiscal and growth prospects. The 2021 budget deficit
is roughly in line with the rating agencies forecast for the year and, more importantly, the budget
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draft indicates a narrowing deficit to below 3% of GDP by 2024.

Arguably, the pace of improvement in the budget isn't all that impressive, but we think growth will
save the day for Romania, once again, as has generally been the case throughout the years.

So what should we make of this?

The pace of fiscal consolidation might not look very ambitious, but it does strike a realistic
balance in our view, between the need to preserve some support for the economy while
bringing the deficit closer to more acceptable levels.

This year’s budget could prove to be a small but crucial
element towards Romania’s medium-term fiscal
adjustment

We maintain our forecast of 7.3% for this year's budget gap, based on a more conservative
GDP growth figure as well (3.7% vs the 4.3% official estimate). We believe GDP growth risks
are skewed to the upside.

This year's budget could prove to be a small but crucial element towards Romania’s
medium-term fiscal adjustment, hence our beloved saying “a little bit of everything”
approach to fiscal consolidation.
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this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
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Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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