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ROMANIA | INSTANT COMMENT

Higher input prices due to Middle East war

The BCR Romania Manufacturing PMI signaled a milder contraction in March, rising to 46.6 from 45.3 in
February. The improvement reflects positive directional contributions from nearly all components, with
the exception of suppliers’ delivery times, whose negative impact remains relatively modest. Demand
continues to be one of the key problems for domestic manufacturing activity. The conflict in the Middle
East appears to be affecting the sector more visibly through higher input costs for now, with only
limited pass-through to output prices. The external environment continues offer a glimmer of optimism:
flash reading of the S&P Global Germany Manufacturing PMI printed a 45-month high in March, rising to
51.7 from 50.9 previously.

Looking at the full first quarter, the average PMI stands at 46.7 vs 47.9 in the last quarter of 2025. Industrial
output began 2026 on a very weak footing, posting a -3.3% monthly decline in January, according to data from
the National Institute of Statistics. This drop follows 2025 as a whole, which marked the third consecutive year
of contraction in Romania’s industrial production. Despite the challenging global backdrop, there is still some
potential for a modest rebound in 2026. However, significant downside risks remain, particularly those stemming
from rising cost pressures linked to the energy shock triggered by the Middle East conflict. The weak start to the
year further undermines the growth prospects for 2026. Even so, improving expectations for external demand
could support a rebound in industrial output and help restore growth momentum over the course of the year.
Substantial EU security investments and Germany’s fiscal stimulus for infrastructure and defense spending are
expected to boost European industrial production. In addition, base effects may start to play a more significant
role, particularly considering the sharp and prolonged weakness in industrial output observed over the last three
years. Some support could also come from domestic consumption in the second half of the year, if inflation and
wage growth evolve in line with expectations.

The Output Index showed a softer pace of contraction this month, reflecting subdued demand conditions and
some reports of uncertainty linked to the Middle East conflict. The index for new orders also improved slightly,
though it continued to indicate a contraction overall. The broader market environment has made customers
more cautious about their spending, a trend that extends to new export orders as well. Business expectations
continued to indicate overall optimism, though concerns about future demand conditions and inflation, linked to
the ongoing conflict, led to a slight decline in the index. A lack of demand continues to be reflected in
employment, backlogs of work and stocks of finished goods. Suppliers’ delivery times lengthened this month
with stock shortages and delays on the delivery linked to the war in the Middle East.

Input price inflation accelerated in March, marking the second-strongest pace on record. Suppliers reportedly
raised their price lists, citing upward pressure stemming from the conflict in the Middle East. Panel members
also widely noted increased fuel and transportation costs. Although part of the rise in input costs was passed on
to customers, the acceleration in output price inflation was more moderate.

BCR Romania Manufacturing PMI breakdown
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated subsidiaries "Erste
Group") independently and objectively as general information. This publication serves interested investors as additional source of information and
provides general information, information about product features or macroeconomic information without emphasizing product selling marketing
statements. This publication does not constitute a marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no
direct buying incentives were included in this publication, which is of information character. This publication provides only other information without
making any comment, value judgement or suggestion on its relevance to decisions, which an investor may make and is therefore also no
recommendation. Thus, this publication does not constitute investment research pursuant to Art. 36 (1) delegated Regulation (EU) 2017/565. It
has not been prepared in accordance with legal requirements designed to promote the independence of investment research and it is not subject
to the prohibition on dealing ahead of the dissemination of investment research. The information only serves as non-binding and additional
information and is based on the level of knowledge of the person in charge of drawing up the information on the respective date of its preparation.
The content of the publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be
construed as, an offer, recommendation or invitation for a transaction in any financial instrument or connected financial instruments, and neither
this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any
contract or inclusion of a financial or connected financial instrument in a trading strategy. Information provided in this publication is based on
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by independent third persons.
While all reasonable care has been taken to ensure that the facts stated herein are accurate and that the forecasts, opinions and expectations
contained herein are fair and reasonable, Erste Group (including its representatives and employees) neither expressly nor tacitly makes any
guarantee as to or assumes any liability for the up-to-dateness, completeness and correctness of the content of this publication. Erste Group may
provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses,
recommends or approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in any way liable for
any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever arising from the use of or reliance
on this publication. Any opinion, estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date of
publication of this document and does not necessarily reflect the opinions of Erste Group. They are subject to change without prior notice. Erste
Group has no obligation to update, modify or amend this publication or to otherwise notify a reader thereof in the event that any matter stated
herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of a
financial or connected financial instrument is not indicative for future results. No assurance can be given that any financial instrument or connected
financial instrument or issuer described herein would yield favorable investment results or that particular price levels may be reached. Forecasts
in this publication are based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future
performance of financial instruments incl. connected financial instruments. Erste Group, principals or employees may have a long or short position
or may transact in financial instrument(s) incl. connected financial instruments referred to herein or may trade in such financial instruments with
other customers on a principal basis. Erste Group may act as a market maker in financial instruments, connected financial instruments or
companies resp. issuers discussed herein and may also perform or seek to perform investment services for those companies resp. issuers. Erste
Group may act upon or use the information or conclusion contained in this publication before it is distributed to other persons. This publication is
subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized recipients.
By accepting this publication, a recipient hereof agrees to be bound by the foregoing restrictions.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European Parliament and of
the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any assessment of the issuers
creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies Regulation. Interpretations and analysis of the current
or future development of credit ratings are based upon existing credit rating documents only and shall not be considered as a credit rating itself.

For U.S. persons only: This research report is a product of Erste Group Bank AG under Marco Polo Securities 15a-6 chaperone service, which
is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances
and trading securities held by a research analyst account. Research reports are intended for distribution by only to "Major Institutional Investors"
as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities
and Exchange Commission (SEC) in reliance on Rule 15a-6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified
above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or
transmitted onward to any U.S. person, which is not the Major Institutional Investor. In reliance on the exemption from registration provided by
Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors,
Erste Group Bank AG has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco
Polo"). Transactions in securities discussed in this research report should be affected through Marco Polo or another U.S. registered broker
dealer
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