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Romania: Budget deficit likely to exceed
the 3.0% threshold

At -2.62% of GDP in September, keeping the full-year deficit below
3.0% of GDP in 2019 looks almost an impossible task for any
government
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The pace of public finances deterioration seems to have precipitated in the second part of the
year, as the budget deficit reached levels unseen since 2010. Moreover, the hard data doesn't
necessarily indicate some newly enacted measures behind the deficit boom (eg, pensions with a
15% hike in September), but rather a continuation of the accentuated revenues/expenses
dynamics divergence. While revenues are up by 11.6%, the expenditure side looks increasingly
difficult to control: +15.3% on the year, driven by the same ballooning wage bill (+20.1%) and
social benefits (+11.1%), despite capital expenditures only at 1.4 percentage points of GDP.
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Budget balance as % of GDP

1.0
0.0
-1.0
-2.0
-3.0

-4.0

-5.0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov

2017

2018 2019 to date

2011 memm———— 3.0% limit

Source: MinFin, ING

Expenditure composition
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The -2.62% budget deficit in September makes the government's full-year target of -2.76% look
quite unrealistic. We have been maintaining our forecast for -3.0% of GDP at the year-end for quite
a while, based on the government'’s strong commitment to this threshold, as exhibited in previous
years. This looks less of a case this year, as the current interim government might have less
incentive/power to keep the deficit in check, while a new government will not have much time to
patch the budget. That said, we are revising our year-end budget deficit forecast to -3.4% of GDP
for this year.

What used to save the day in previous years was strong nominal GDP growth, which managed to
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offset much of the fiscal slippages and tight spending control in the last part of the year. So far, the
economy has been holding up relatively well, but signs of fatigue are showing up lately. The
industry is already in contractionary mood, with the latest confidence indicators pointing towards
a prolonged weak stance. However, the consumer mood remains optimistic, even close to
historical highs, which should keep things moving within the economy. The electoral context is
likely to maintain the double-digit wage advances intact at least in the public sector, hence not
much could go wrong for the consumers in the short term.

Industry contracting, confidence drops
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Consumer confidence keeps things moving
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Summing up, the deterioration trend of public finances continues, and we now expect that
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this year the budget deficit will exceed the 3.0% of GDP threshold. This overlaps an overall
slowdown of the economy which, while not alarming, will put some additional pressure on
the already strained public finances through the revenue channel. We forecast a -3.7% of
GDP budget deficit for the next year, as we believe that the 40% pension hike will only
partially be compensated by offsetting measures given the electoral context.

Author

Valentin Tataru
Chief Economist, Romania
valentin.tataru@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
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 requlation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

Snap | 30 October 2019 4


mailto:valentin.tataru@ing.com
http://www.ing.com

