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The Romanian government was toppled
unexpectedly earlier today, two months after it
took office, following a no confidence vote in
Parliament. The motion passed with a majority of
235 MPs (4 more than required) from the
opposition Social-Liberal Union and last minute
defections from the ruling Democratic Liberal
Party-PDL. Note that the Social-Liberal Union
was formed by the national liberal party-PNL-
and Romanian social democrats-PSD.

Domestic financial markets reacted negatively
on the news, with the EUR/RON pair trading in a
volatile session at levels around 4.39 at the time
of writing vs. 4.37 in late hours on April 26. Year-
to-date, the leu has depreciated by ca 1.5%
against the euro on a cumulative basis.

Outgoing  Prime  Minister,  Mihai-Razvan
Ungureanu, was unable to fend off defections in
the coalition that allowed his predecessor, Emil
Boc, to survive 10 such motions in 2010-2011.
Mr. Boc resigned on February 6, after violent
protests broke out in Bucharest. Emil Boc's
government introduced in July 2011 (and
consequently implemented) a highly-unpopular
fiscal austerity package, consisting of, among
other measures: (i) a 25% cut in public-sector
wages; (ii) a 5ppt VAT hike to 24%; and (iii) more
than 100k lay-offs in the broader public sector.

Social and political pressures to restore public
wages have been on the rise lately, especially in
view that 2012 constitutes an election year.

President Basescu reiterated on April 25 that
the government needs to reverse public wage
cuts effectively from June. From his part, the
outgoing Prime Minister promised recently
that the Cabinet would discuss the issue with
the IMF during a regular review of the present
programme.

The opposition Social-Liberal Union now holds
the majority in Parliament. According to the
Romanian constitution, President Basescu (who
is in office since 2009 by the support of PDL)
must nominate a new Prime Minister who will
need to gain parliamentary backing. The
required procedure could well prove straight
forward and swift, although the risk of political
acrimony and a tense domestic political
environment remains, at least for the short-
term. Opposition leader, Victor Ponta (PSD), is
expected to take office as Prime Minister.

Romania faces a heavy election calendar in
2012. Local elections are scheduled for June 10
and parliamentary elections for late November.
However, if Social-Liberal Union-USL forms a
new government and also wins the upcoming
election, the structure of the new cabinet may
not change much after the national ballot.

Romania is currently running a €5bn two-year
precautionary arrangement with the IMF and
the EU, following expiration of an earlier
regular Stand By arrangement in March 2011.
The Romanian government has already
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completed successfully four reviews under the present
programme without making any use of the designated funds so
far.

The fifth review of the current programme started on April 24 and
was about to finish on May 7. The review has been postponed
until the formation of a new government. Talks on a technical
level will continue in the background. The leader of the social
democrats-PSD, Mr. Victor Ponta, has expressed his support to
the continuation of the IMF precautionary programme.

Romania has made visible progress in fiscal consolidation in the
last couple of years, managing to reduce the general government
deficit (on a cash basis) from 7.3%-of-GDP in 2009 to 4.2%-of-GDP
year in a highly uncertain domestic economic environment.

Attainment of the current year's fiscal target requires tough
austerity measures to remain in place. The outgoing coalition
government had targeted a general government deficit of 1.9%
of GDP on a cash basis (2.1% including IMF approved off-budget
expenditures) in 2012. The budget execution data bring the fiscal
deficit at 0.6% of GDP in Q1, in line with the full year target.

Implications for domestic monetary policy: The NBR will hold a
regular monetary policy next week (May 2). The bank was broadly
expected to cut the reference rate one more time to 5.00%.
Provided that the change of government will be swift (our
baseline scenario), we believe that the easing cycle will continue,
with one more rate easing remaining in the cards in one of the
coming policy meetings.

Romanian economy in much better shape now than in the
pre-crisis period: Having emerged from an earlier recession, the
economy expanded by 2.5% in 2011, for the first time since 2008.
Our GDP forecast in 2012 stood at 1% subject to downside risks of
Euroarea sovereign crisis. Inflation declined to 3.1%YoY last
December, a historical low, coming in well within to the NBR's
respective target range (3% +/- 1%YoY). At the same time, the
current account deficit ended at 4.2% of GDP far from the
unsustainable pre crisis levels.

In conclusion, we will remain watchful as these important events
unfold and will keep you informed with the latest developments.
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