INTRODUCTION OF NEW BANKNOTES IN ROMANIA

Main macroeconomic developments

In order to ensure achievement of real and nominal convergence necessary to
integrate Romania with the Euro-Atlantic structures, in the past few years the
authorities stepped up their efforts to put the economy on a sustained growth path.
After three successive recession years, 2000 saw the Romanian economy reverting
to positive rates of growth, i.e. 1.8 per cent. The export- and investment-led
rebound continued into the years that followed, with GDP growth reaching 5.3 per
cent in 2001 and 4.4 per cent in H1 2002.

The medium-term development strategy of the Romanian economy attached a
paramount importance to the policies aimed at curbing inflation. Since 2000 a
gradual disinflation process has taken hold: the growth rate in consumer prices
fell from 54.8 per cent in 1999 to 40.7 per cent in 2000 and 30.3 per cent in 2001
(end-of-year). Although the speed of disinflation has not been up to expectations,
its durability is something that needs emphasising, since the projection for 2002
(22 per cent) looks attainable after the first eight months of 2002, when inflation
rate ran at 10.7 per cent (August versus December), decreasing by 8.9 percentage
points from the same period of 2001. Under the circumstances, single-digit
inflation rate appears to be within reach by 2004-5.

Behaviour of currency in circulation

Against this backdrop, in absolute terms, the direct correlation between the stock
of currency in circulation and the level of inflation is salient (once prices have
gone up, households made use of larger amounts of money to pay for goods and
services).

In relative terms, however, the 1993-97 period experienced a gradual decline in the
share of currency in circulation in M2 (from 23 per cent to 12 per cent) followed
by a stabilisation in a range from 12 per cent to 14 per cent in the last three years,
alongside easing inflation volatility.

In Romania, the share of currency in circulation in M2 still stands at a rather high
level (13.2 per cent at end-July 2002), compared with the Euro-zone (6 per cent),
even if it decreased from 23 per cent in 1993. Currency in circulation as a
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percentage of GDP is lower (even though development of financial instruments is
lagging behind), but this can be seen as the result of higher money velocity.
This is the result, among others, of:

obstacles of a psychological nature;

still weak banking sector compared to the advanced economies, as well as to
other countries;

scant use of electronic payment instruments (Table 1). Moreover, given the
small number of retailers accepting cards for payment, cards are mainly used
for cash withdrawals from ATMs, thereby making no contribution whatsoever
to the cut in cash payments. Furthermore, households resort only occasionally
to settlement instruments such as cheques or payment orders.

Table 1: Electronic payment instruments in Central and Eastern Europe

cards per 1,000 inhabitants

: 1999 - 2000 2001
Romania 16 47 54
Czech Republic 208 364
Croatia 304 503
Hungary 358 433
Poland 181 160
Russia 20 19
Slovakia 287 312
Slovenia 209 707

Source: Europay International and Visa International, 2001

Although the settlement lag displayed by the current (paper-based) payment
system is lower than that of other similar systems, it exceeds the one featuring a
real-time settlement system; consequently, this is one factor behind corporate
reluctance to settlement through fund transfers. It is expected that the completion
of putting into operation an electronic payments system, a project initiated by the
National Bank of Romania in 2000, would mean a step further in the development
of the payments system, ensuring the reduction of the settlement lag, sped-up inter-
bank circulation of funds, and lower operational costs.

The GDP/capita amounted to USD 1,773 in 2001. The average income in Romania
is low: roughly one fifth of that of the USA, based on purchasing power. The
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banknotes in circulation have small real value: the smallest is the ROL 2,000 note,
i.e. about 6-7 cents, and the highest is ROL 500,000 note, i.e. about USD 16.

Because of still high inflation, the coins rapidly lose their value and are little used.

The high inflation rate also brings about high money velocity and the banknotes
must be replaced rapidly because of their fast circulation.

Under the circumstances, the National Bank of Romania has been confronted with
a large banknote demand. The reasons are:

low average income;

wages often paid in cash;

little use of debit and credit cards, cheques and payment orders;

little use of coins (due to erosion of their value by inflation).
The use of bank accounts has risen in recent years but as the average wealth is low,

deposits are quite modest. The use of debit cards is growing slowly so there
remains a large cash proportion of transactions in the economy.

The result is that the NBR spent quite large amounts of money for fresh banknotes.
To give you an indication, in 1998 alone, the bank spent USD 3 million on new
banknotes.

Polymer banknotes
The polymer banknotes were seen as a factor that could help reduce this cost.

The ROL 2,000 banknote was issued in 1999 on the occasion of the solar eclipse
passing over Romania and served as a vehicle to test the functionality of polymer
banknotes and the response of the general public. The ROL 2,000-note issue
numbered 45 million banknotes and was readily accepted by the general public.

Encouraged by this success, the NBR embarked on a programme to replace the
existing paper banknotes with polymer ones. We launched the ROL 10,000
banknote on 18 September 2000, followed by the new high denomination ROL
500,000 banknote on 23 October 2000. The ROL 100,000 banknote was issued on
12 November 2001 and the ROL 50,000 banknote on 14 December 2001. At
present, almost all the Romanian banknotes in circulation are printed on polymer.

The security features in the banknotes are:
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