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BUCHAREST STOCK EXCHANGE POSITION WITHIN
THE CENTRAL AND EASTERN EUROPEAN REGION
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ABSTRACT. At the end of November 2010 Bucharest Stock Exchaertgbrated
15 years of contemporary/ modern history sincerét®pening for activity in
November 2080 1995, after it has been closed in 1948 due tontt®nalization
process imposed by the communist regime.

After a slow start, Bucharest Stock Exchange regidt and important growth
between January 2003 and June 2007, and yieldethsplar results for its investors.
Thus, when compared with neighboring countries, &uam capital market ranks at
the same level with Slovenia, one of the smalleshty in the region. Furthermore,
Romania and its capital market are included irctiiegory ofrontier marketdy well
known international companies like Standard & Ps@sd MSCI-Barra.

Romania, along with other small countries from Pean Union, must face the
question regarding the development direction, clichstion and integration of its
capital market and should take into consideratimnfact that this capital market
might not necessarily be relevant in European Unamtext.

The present paper will present Bucharest Stock Exgiavolution, asses its
current position inside the country and at regideaél and will try to identify its
future evolution perspective, taking into accotspiresent standing.

Key words. national stock exchange, frontier market, invesiase, exchange
cooperation, Bucharest Stock Exchange.

JEL classification: G10, G15, O16

Introduction

Romania, as a European Union (EU) member countmbeaefit from the
adaptive response of this regional grouping ofest&b the changes and challenges
of the global economy. Romania, along with the ottie countries that joined EU
in 2004 and, respectively, in 2007, must face thedrtant question about the
direction of development, consolidation and intéigra of its domestic capital
market, a market which might not be a relevant ionthe EU context, as lorgova
& Ong (2008) highlighted in their study regardintper domestic capital markets
from Central and Eastern Europe region.
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Romania’s position as EU member state brought, galasith various

advantages, an increased competition for Romanggitat market. Romanian
authorities in charge with domestic capital madtetelopment must deal with at
least two important aspects highlighted by varistuslies:

given the growing integration process of financrarkets within Europe
and the rest of the world, the long-term sustalitglnf the national capital
markets might be in doubt, as highlighted by Ber§l@Boltan (2002). The
problem is common for all the domestic (relativeipall) capital markets
in the geographical area of Central, Eastern anhSi6astern Europe.

the advent of Markets in Financial Instruments &ive (MiFID) under the
Financial Services Action Plan (FSAP) of Europeam@ission is likely to
raise the critical size needed for exchanges tacitand to retain liquidity
and to generate revenues necessary to invest imabded technology
(Haas 2007).

The enforcement of MIFID starting with Nov.12007 is expected to

generate an increased competition pressure, mamielatively small exchanges
(Skinner 2007), like the exchanges functioning omRania. The MIFID influence
will be felt mainly due to the following facts:

the directive eliminates the ‘concentration-ruladahis situation enhance
the competition among the existing exchanges;

alternative trading venues — defined as MultildtéFeading Facilities
(MTFs) will become more heavily regulated and viiicome important
competitors for the existing exchanges;

another category of competitors, which will havelieect impact on the
existing exchanges’ market share are the Systenhat&rnalisers (the
investment banks/ financial institutions that intdize client orders and cross
these against their own books) as potential prosiditrading venues.

It will be reasonable to assume that some of threfdels smallest exchanges

will suffer significant reduction in trading volunand revenue. Under the strain
of fierce competition, the future of small nationehpital markets is under
question.

Several arguments are in favor of further develagnaad improvements

of domestic capital markets; among them, the falhmwvere considered relevant:
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national capital markets are important for the eeipe economies because
they offer a place for domestic companies and govent institutions to
raise capital mainly from domestic, smaller investthat cannot afford to
be present in multiple markets (Andritzky 2007; I&tl2009). National
capital markets will perform better if the localngpanies and government
institutions can finance themselves at a lower thah elsewhere. This
argument is supported by the fact that investmentirtue to show substantial
home bias: investor continue to channel an imponaoaportion of their
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available resources toward securities issued aukd in their own home

country. Investment appears to follow the ‘grawvitpdel’ which shows that

investors hold securities in geographically closeshpanies; this phenomenon
has been shown to hold across countries (Li, YahFRarugee 2004) and
confirmed by the recent studies of Rey (2008) ahd,kSlutz and Warnok

(2009).

- maintaining and deepening a national capital markght generate several
advantages for smaller companies; given the reatigh cost of foreign
listing and other administrative and cultural fast@ better access to domestic
equity finance can help local companies to develng grow (Andritzky
2007). O’'Hara (2001) suggests that national capitatkets should focus
mainly on these smaller domestic companies.

- for most countries, stock and derivative excharagesa source of national
pride (O’Hara 2001) and economic development. Apdrtant number of
studies support either the idea that national abpiiarkets lead to faster
economic growth or a two-way causality. Economiovgh leads to and
increased demand for financial services and atsacts further investment.
Among the most recent studies in this field, suppgrthe relationship
between economic growth and the development oftalapiarkets are
Black & Levine (2004) and Ang (2008).

The aspects mentioned above trigger the followgingstions:

v' is there a future for small domestic stock excharngehe region of Central
and Eastern European countries, which are also Etdbar states?

v" which will be the future for Bucharest Stock Exchar(abbreviated BVB
from now on) taking into account its inclusion metcategory ofrontier
market®

Review of literature

A vast body of academic literature focus on variaspects of emerging
capital markets, but only a relative small numidestodies take into consideration the
determinant factors of capital/ stock markets dgwalent and evolution in emerging
economies, while even fewer have as main subjeadmestic capital markets.

Most of the studies which take into consideratiapital or stock markets
development and evolution in emerging economiesiader the form of surveys and
include a large number of emerging countries. Amthvgge: Claessens et al.(2001)
presenting the level of development and the econdeterminants for stock markets
in transition economies; Mathieson & Roldos (20848 highlighting the problems of

2 The BVB abbreviation comes from the Romanian nafiiee exchange: Bursa de Valori Bucuresti ansl it i
preferred by the authors in order to avoid anyusiofi with similar possible abbreviation for BuesiiStock
Exchange, which are Budapest Stock Exchange, IBvatiStock Exchange, and Bulgarian Stock Exchange.
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local securities and derivative markets in emergiegnomies; Ramswany (2004)
analyzing emerging equity markets as alternativestments for foreign investors and
as alternative sources for domestic funding; O’'H&@01) study investigates the
market microstructure and how this should guidedésign of equity markets in
developing countries. Most recently, Jaramillo @0analyzed the determinants of
investment grade status in emerging markets.

Another category of studies concentrate on the dapies mentioned above,
but at regional level. Chosen to be mentionedel@tion with the topic of the present
paper, are the following: Lemierre (2002) presentime regional developments in
securities markets; Bonin & Watchel (2003) showthg level of capital market
development in transition countries at the endhaf 1990s; Silagy et al. (2004)
presenting the perspective on the emerging Eurofieancial markets; Dvorak &
Podpiera (2005) trying to asses the impact of ErapnpJnion (EU) enlargement on the
evolution of stock exchanges in the accessing desntirving (2005) assessing the
expected results of the regional cooperation ateptiation in Eastern and South
Africa, Fonteyne (2007) presenting the advantagegeprating the domestic financial
markets in a single financial market at Europearljeyartey (2008) presenting the
institutional and macroeconomic determinants irckstmarkets development using a
panel of 42 emerging economies for 1990-2004 aplyiayg the results on African
countries; lorgova & Ong (2008) overviewing thentte in the European region for the
local capital markets and presenting the factaas ltlve contributed to their growth
and effectiveness; Huseynov (2010) reviews the etaskructure of major stock
exchanges in eight members of Countries of Indepdrstates group.

The Romanian capital market was included in thegeaty of frontier markets
by three of the most important financial informatiproviders: FTSE — The Index
Company, Standard & Poors’s, and MSCI-Barra Compagsya consequence, a trial
was made in order to identify the academic liteeattoncerning this topic of frontier
markets. Only several studies could be found: ®fiesd Krone (2007) and Speidell
(2008 and 2009) analyzing the frontier markets igsrsification opportunities for
international investors and their behavior whenntier markets are concerned;
another small group of studies are focused onarskreturn inside frontier markets —
Girard and Sinha (2008), Groot et al.(2010a and&pn1

The studies concentrating on domestic/ local chpitakets identified and
consulted are: Szalkai (2001) concentrating on Huag financial markets;
Marone (2003) presenting the case of Lusaka Stock&hge and its low impact
on Zambian economy; Billmeier & Massa (2007) foogsion Egyptian Stock
Market, Andritzky (2007) assessing, through thescafsSlovenia, the capacity of
small emerging economies to develop thriving cépitarkets.

The body of literature covering various subjectgarding BVB and in
connection with BVB was growing slowly but steadflyr the past 5 years. The
following studies are approaching various aspettB\WB evolution: Kaznovsky
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(1999), Pop & Dumbrava (2006), Skully & Brown (200®breja-Brasoveanu et
al. (2008), Matei (2008), Pop, Curutiu and Dumbrg2@09). Only two studies —
which are continued by the present study — triedsiges the BVB position among
the stock exchanges in the region: Pop and Del@@y0a and 2010b).

The structure of the present paper

The present paper is a survey of BVB evolution diaerpast 15 years and
is based on data available in public reports. Tégep presents Romanian capital
market landscape, BVB position among the other Ruamaexchanges, BVB
evolution during the past 15 years, the Romaniaadtor base and the position of
BVB compared with Central and Eastern European axghs.

Romanian capital market landscape during the 1990s and the first
decade of 2000s

The privatization process in Romania had a veny dtart and several years
were necessary to make it work. Only between 198#t ¥995 the first wave of
privatization was registered — having as root tee #istribution of 30% of State owned
shares in an important number of Romanian compamBgslune 1995, the number of
companies privatized using the certificates disted to Romanian population, along
with selling of State owned shares toward assoadstiformed by companies’
employees, generated the critical mass of outsigrsiiares that could trigger the need
for a secondary market where the respective eguitiald be exchanged.

Bucharest Stock Exchange (BVB)

Bucharest Stock Exchange (BVB) was re-establiSlaad started trading
(with only 8 listed companies) November™20995. Between November 1995 and
December 2005, BVB had the status of an instituabmublic interest and was
under the administration of BVB association of (Rmian) brokerage companies;
the membership regime was an open one. BVB demzgdain January 2006 and
during May 2010 BVB announced it received the apalado list its own shares.
BVB always was a regulated market and it is unterdupervision of Romanian
National Securities Commission.

% The free distribution of 30% of state owned shéwek the form of privatization certificates — ofieed
value of 1,000,000 ROL - which were distributediniyrl992, 1993 and 1994 to all the Romanian
population having at least 18 years old. Thoséficates could be subscribed at any of the comganie
that the Romanian government announced to be pniglatization process. While it seemed simple, the
process became complicated by the lack of propeagement in the collection and registration of the
options expressed by Romanian people, and duek@igroper information regarding the complete lis
of companies under privatization and all the als@lalternatives.

4 Bucharest Stock Exchange was first opened fointjalecember $11892. It was closed in 1948 due to
the nationalization process that started duringytbar under the imposed communist regime.

25



CORNELIA POP

Since the re-start of its activity in November 1995e of BVB’s goals was to
list and trade only good quality companies and egddisting requirements regarding
the capital level, profitability, and a minimal é&doat for accepted companies, along
with an imposed level of transparency. The numibeB\B listed companies grew
steadily, reaching by the end of 1999 the levdl2¥. Despite the important growth in
number from 8 to 127 in the space of 4 years, BMBtng conditions kept an
important number of privatized companies away fitsrtrading venue.

RASDAQ

In order to allow the listing of a higher numberRdmanian companies, a
second exchange was established and started trddimggy November 1996. The
second trading venue’s hame was RASDAQ and hada@s rmodel the American
NASDAQ, as it functioned during the early 1990s. 3 Q was considered to be
an OTC market; had a very permissive listing reguents and the level of supervision
was more relaxed. RASDAQ managed to absorb fandisthe majority of the
privatized companies. However, the low quality lexelisted companies and/ or the
limited interest their field of activity generatathong investors, represented problems
difficult to overcome and the following table 1,o8¥ing parallel evolution of BVB
and RASDAQ enhance the low profile of the secoaditrg venue.

Tablel.
The number of listed companies and the market digaiton at BVB and Rasdaq
(as December of every year)

No of listed No of listed BVB market | RASDAQ market
companies at BVBB companies on capitalization capitalization
RASDAQ (mil.EUR) (mil.EUR)

1995 9 - 77.61 -
1996 17 1,561 48.35 n/a
1997 76 5,367 706.1 1,670.9
1998 126 5,496 402.1 894.7
1999 127 5,516 336.6 1,058.6
2000 114 5,382 450.5 872.7
2001 65 5,084 1,361.1 1,188.5
2002 65 4,823 2,646.5 1,764.9
2003 62 4,442 2,991.0 1,943.7
2004 60 3,998 8,818.8 2,064.3
2005 64 3,683 15,311.4 2,241.3
2006 58 2,420 21,4149 3,126.4
2007 59 2,019 24,600.8 6,985.7
2008 58 1,753 11,629.8 3,079.1
2009 69 1,561 19,052.7 2,937.7
2010 74 1,309 23,892.2 2,526.5

Source: BVB data (http://www.bvb.ro/TradingAndSstitis/DailyMarketReport.aspx)
26
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Between 1997 and 2001, BVB and RASDAQ consideretjlie competition.
Though, RASDAQ'’s low level of transparency, thefidiflties faced by investors
to find information regarding the listed compani#éise occurrence of periodic
speculative bubbles involving a small number of pames, and the rumors
regarding frauds and stolen shares being tradethisnmarket, transformed the
OTC market in a minor player of Romanian capitatkeft The poor quality of an
important number of listed companies was anothetofathat left its mark on
RASDAQ trading activity.

RASDAQ market officials tried to diversify the offéetween 1998 and
2000 by launching the possibility of trading in Ramman bank deposit certificates.
The attempt failed: the fixed-income instrumentsean@ot popular in Romania at that
time, the yield curve was almost impossible toraedd due to lack of information
(except the information offered by the Romanianidiatl Bank for interbank
monetary market), no rating was available and theabrer of issued certificates
was very small.

However, the fact that RASDAQ played a role in pingecess of shareholders
concentration, in spite the fact that it allowes tboncentration to happen trough
highly speculative and questionable trading, carbealenied.

In a trial to enhance its position and image, RASD#dfficials decided that
it should become a fully regulated market in 2008en it also changed its name in:
Electronic Exchange RASDAQ. The situation improwaightly, but not at the
expected level. During 2004 discussions began BAB for a future merger. The
merger became effective starting with January 2@déce then, RASDAQ is part
of BVB, still having separate daily reports and dista are considered separately
from BVB data.

Due to its relative minor role and importance atrRaian capital market
level, RASDAQ will not be analyzed inside the praseaper.

Sibiu Stock Exchange — SIBEX (former BMFM Sibiu)

July 1997 marked a diversification of Romanian tapnarket landscape
through the emergence of Monetary, Financial anchi@odity Exchange Sibiu
(Bursa Monetar Financiara si de Marfuri Sibiu or BM Sibiu)’ considered being
the first Romanian derivative exchange. Howeves fitst years of activity at Sibiu
were under the influence of lack of clear regulaiaegarding the derivative
exchanges in Romania, the absence of a supenbsitig and no clear regulations
regarding the clearing house. The situation chafwetie better after new regulations

® BMFM Sibiu was formerly known as Bursa de Marf8ibiu (Sibiu Commodity Exchange) and first
started spot trading on various commodities ab#gnning of 1995. The opportunity to develop iasid
the derivative products niches was considered gidi@96 and by mid 1997 the first futures and ogtion
contracts were launched, while the Sibiu exchahgeged its name to reflect the new trading profile.

27



CORNELIA POP

were issued during 2000; the supervising body wated to be the same as in the
case of BVB and RASDAQ, the Romanian National SéesrCommission and a
clearing house was established.

BMFM Sibiu changed its name again in SIBEX somesirhetween 2006
and 2008 as a consequence the new name will be used foowon.

During 2006, BVB and SIBEX representatives negetiai merger between
the two exchanges, but the idea was abandoneddiieergent opinions.

During 2007, Warsaw Stock Exchange acquired a sstaltle of 1.81% of
SIBEX shares; however, this position enabled aectmsoperation between the two
exchanges. In order to diversify its activity arsdaaresponse to the launch of futures
contracts trading at BVB, SIBEX announced durin@8a009 that it will launch its
own platform for trading Romanian shares. SIBEXrehaading platform became
operational at the beginning of 2010; starting wigimuary 2010 SIBEX is listing its
own shares under SBX symbol and by September 2888and Romanian company
chose to list its shares at SIBEX. SIBEX also aneges that double listing at Warsaw
Stock Exchange is available for all the comparties¢hose SIBEX as a trading venue
for their shares. However, the share trading isimegligible compared with SIBEX
main activity: trading futures and options on fetur

During February 2011, BVB announced its intentiomseopen the merger
negotiations with SIBEX. A merger between the twohanges would be a logical
solution for a stronger and better diversified tapinarket at Romania’s level and
by joining forces, a combined Romanian exchangédcgain more visibility and a
better position within Central and Eastern Europegion, and at EU27 level.

Table 2 below presents the evolution of derivatigatracts at SIBEX and
the futures contracts at BVB. As it can be seelecade dedicated to derivative trading
put SIBEX in a clear advantage when compared withrés trading at BVB.

Table 2.
Volume of futures and option contracts at SIBEX aallime of futures contracts at BVB
SIBEX BVB
Futures and options volumg  Futures (%) Options (%  |Futures volume
1997 77,877 n/a n/a
1998 193,336 n/a n/a
1999 175,142 n/a n/a
2000 205,288 n/a n/a
2001 188,973 n/a n/a
2002 292,369 n/a n/a -
2003 187,914 n/a n/a -

® A data for this name change could not be estatlisising the official reports published by the exde.

" An attempt was made to compare the trading vatgestered by the two exchanges for the listed
derivative contracts, but SIBEX does not offer ctetginformation and data are discontinued for
2008 and 2009 when annual and monthly reports used as information source.
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SIBEX BVB
Futures and options volumg  Futures (%) Options (%  |Futures volume
2004 75,174 n/a n/a -
2005 707,738 98.35 1.65 -
2006 4,268,710 99.14 0.86 -
2007 3,490,923 99.00 1.00 64
2008 3,618,766 98.89 1.11 18,018
2009 2,483,287 97.89 2.11 15,613
2010 1,637,794 98.92 1.08 25,099

Sources: http://www.sibex.ro/docs/despre/raportadtivitate  2010.pdfother SIBEX
reports available at: http://www.sibex.ro/index.pppdespre&lang=ro&s=6&su=1&d=1
and_http://www.bvb.ro/TradingAndStatistics/GenetatiStics.aspx?tab=5&m=0

From the brief presentation made within this pampbr BVB can be
considered the main Romanian market for equityinggdvhile SIBEX is the main
trading venue for derivatives. A brief visit of tliedicated BVB and SIBEX
website will give an important advantage to BVB do@ better structure and more
detailed information available.

The relative low level of Romanian investor sophb&tion tends to give
preference to equity trading and during the pagtdrs BVB diversified the listed
products (as it can be seen from the following geah), in a trial to keep its
dominant position within the Romanian capital matkedscape.

BVB evolutionsover the past 15 years

The following table 3 tries to present a synthesigie main developments
BVB undergone between November 1995 and Decemblid, 2®vering a period
of 15 years.

Table 3.
Main developments at BVB between Nov.1995 and 0H®2
Main dateMarket segment Further lDeveIopments within the segment
development date

1995, Equity market was launched and
Nov. 20" |trading started with 8 listed
companies

1997, Jan. 78 |First category (tier) was created to
enhance the status of Romanian blue
chip companies
1997, Sept.Z¥ |BET (Bucharest Exchange Traded Index)
was launched; portfolio including top
10 most liquid shares
1998, Apr.2T |BET-C (BET-Composite) was launched
—including all listed shares
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Main dateMarket segment Further lDeveIopments within the segment
development date
1999, Nov.I' |The 5 Romanian closed-end funds
generated by the privatization proce
called SIF§ start listing at BVB first
category
2000, Nov.¥* |BET-Fi (BET-Financial) index was
launched; portfolio included only the
5 SIFs (SIFs were not included neit
in BET nor in BET-C portfolios)
2005, January | First rights were traded
2005, March ROTX index was launched in
collaboration with Vienna Stock
Exchange; it is an underlying asset|for
derivative contracts in Vienna
2007, Nov.18 [3¢ category was introduced in order t
rank better the quality of listed shareg
2008, Feb.14 |Erste Bank start parallel listing at
BVB within the Inernational catego
under the symbol ESB
2008, Jul & Two new indices are launched: BET-
XT with a portfolio of 25 blue chips,
including SIFs, and BET-NG, a sector
index for companies in energy sectpr
or related to it

O

2001, Bond market segment started ifs
Nov. activity — trading the first two
municipal bond issues

2003, May Romanian corporate bonds started gadin

2006, Sept. International boftissued for the
Romaniarmarket became available
trading

2008, Aug. Romanian government bonds (T-bohds)

were introduced for trading

8 The 5 Romanian Financial Investment Companiedledda Romanian Societati de Investitii Financjare
from where the abbreviation SIFs (used also irptesent paper) — started their existence Noveniber 1
1996 under the Law no.133/ 1996. The mentionedstated the transformation of the former 5 Private
Property Funds (or PPFs) in SIFs Due to the fettthey became public limited companies which have
under their management important portfolios of taggeainly Romanian shares) to which subscribed an
important number of Romanian citizens, SIFs cacopsidered closed-end funds.

® Erste Group Bank, Austria, is the majority shaleéioof Romanian Comercial Bank (Banca Comerciala
Romana), one of the most important Romanian Batkdrolling between 25% and 30% of Romanian
retail banking market.

% The international bonds were issued successivelthe International Bank for Reconstruction and
Development, the European Bank for Investment gnthé European Bank for Reconstruction and
Development. All issues were dedicated for Romaminket and were denominated in Romanian
currency (Romanian new leu or RON).
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Main dateMarket segment Further lDeveIopments within the segment
development date

2007, Futures contracts were launched fi By the end of 2010, 42 futures contracts

Sept. trading within their dedicated sector were available for trading

2008, The markesegment dedicated t By the end of 2010, 5 ETFs were

Sept. exchange traded funds (ETFs) available for trading

was launched

2010, The segment fastructured Only structured notes (translated in

Jul.8™  |productswas launched Romanian as ‘certificate) were admitted
for trading. Those structured notes
were issued by Erste Group Bank gnd
Raiffeisen Centrobank. By the end pf
2010 a number of 24 structured notes
were available for trading

Source: author’'s compilations based on informagieailable at www.bvb.ro

The structure of BVB main market, where the aboeationed developments
took place, is presented in the following grapHhtlis constructed based on the
turnover (trading value) registered by each maskgment between November 2001
(when bond trading started) and December 2010. CHtegory ‘other financial
instruments’ includes: rights, futures contracfEFE and structured products.

As it can be seen, shares are the dominant tradédiinents on BVB main
market. The contribution of bonds is growing slowlyhile the other financial
instruments can be considered still 'new’ — like #TFs and the structured products
and only the years to come will establish theiitmswithin the BVB main market.

other financial
f instruments, 0.71%

bonds, 10.51%~—__

shares, 88.78%

Graph 1. BVB main market structure between Nov.2001 and ZDd® (average %)
Source: author’s calculation based on data availablwww.bvb.ro
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As presented above, BVB merged with RASDAQ markgtabsorbing it.
RASDAQ remained a distinct market, with differergding rules, different listing
requirements and for which separate reports wereed for the past 5 years, since
January 2006 when the merger became effective. A&BDRAQ market, only shares
and rights were traded. Between January 2006 andniiger 2010, a number of 2200
companies were delisted from RASDAQ); some compdaigsry small number) were
transferred for listing at BVB, while the othersre/eliminated due various reasons,
mainly the lack of attractiveness in the eyes wéstors.

However, in time, the RASDAQ market is supposedisappear and to be
replaced by the newly launched, during Nov.201Qerative Trading System
(ATS) which, currently, has listed only one intaioaal company, Daimler AG
(trading symbol: DAI).

Graph 2 presents the importance of each markegthdst BVB, based on
turnover.

100.00% 1 statsts

90.00%-

80.00%

70.00%

60.00%- ATS

50.00%

< RASDAQ
40.00%-

= BVB main

30.00%- market

20.00%

10.00%

0.00%

Graph 2. BVB main market position within BVB trading platfa

Source: author’s calculation based on data availablvww.bvb.ro

BVB equity market segment

This is the oldest and the most important markgimant at BVB. It is
structured by three trading categories (tiers),fitst category including the blue
chip shares.
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The trading structure for the equity market (présérin graph 3), based on
turnover, highlights the investor interest directedinly toward the companies
listed inside the first category (within which Sl&se concentrating 49.18% of
turnover — average figure for the period Nov.199%:2010).

2nd category, 16.33

3rd category, 0.01%

international share
1.12%

=i ||| Other, 2.34% ——IPOs, 2.17%

1st category, 80.209

Graph 3. Equity market structure between Jan.1997 and D&0.20
Source: author’s calculation based on data availablvww.bvb.ro

Note: ‘special’ is an old category of transactiadsch occurred up until 2000; they were
replaced by the ‘deal’ trades that are now registevhen they occur for each listed shares.

The evolution of BVB equity market segment is refidel by the three
oldest indices, BET, BET-C and BET-Fi, in graphA4. it can be observed, 2002
and 2004 were two important moments for BVB's gitowity the mid of 2002 the
announcement that Romania will become a NATO merstate boosted domestic
and foreign investors interest alike; 2004 was redrky a surge of investments in
the 10 new EU member states and extended to RoramaiaThe annual returns of
the above mentioned indices are presented in tahitempared against Romanian
inflation rate. As table 4 below shows, startingha2002, BVB returns became
attractive for investors, the only exception bemegresented by the year 2008,
when the 2007-2009 financial crisis reached itmak.
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Graph 4.

BVB oldest indices evolution between Sept.1997 2ad.2010
Source: based on BVB data available at www.bvb.ro

Table 4.
BVB's oldest indices annual returns compared ag&tosnanian annual inflation rate
BET return (%) BET-C return (%) | BET-Fi return (%) |Inflation rate
1998 -49.40 - - 59.10
1999 15.21 -4.99 - 45.80
2000 18.25 7.39 - 45.70
2001 35.71 -6.47 109.92 34.50
2002 117.52 124.02 113.14 22.50
2003 27.13 22.62 24.72 15.30
2004 93.15 98.29 106.94 11.90
2005 42.47 31.63 151.32 9.00
2006 18.09 25.07 24.66 6.56
2007 16.29 26.27 14.95 4.84
2008 -69.68 -69.68 -83.62 7.85
2009 57.21 34.62 83.33 5.59
2010 10.89 13.49 -10.09 6.09

Source: author’s calculation based on data availablvww.bvb.raand at

http://www.bnro.ro/Publicatii-periodice-204.aspx
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The following graphs, 5 and 6, present PER and aetabdook value ratio,
and respectively the dividend yield compared agdisinflation rate and average
bank deposit rates offered by banks operating imdtoa.

As it can be seen, PER followed BVB indices’ eviontand reached its
pick by the end of 2004, and the lowest value leyethd of 2008 under the influence
of the financial crisis.

The level of dividend yield (DIVY) for BVB equity arket is very modest;
it reached a pick by the end of 2008 due to thepstiacrease in prices as a direct
effect of the financial crisis. The low DIVY can legplain by the fact that BVB
listed companies rarely pay attention to theiraiwid policy. This fact is supported
by the constantly decreasing number of paying éivitlcompanies: from 54 in
2000 to 21 in 2009 (http://www.bvb.ro/ListedCompesiStatusDivid.aspx

40 3.5

B market PER ratio
357 =&~ price/ face value*

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Graph 5. - PER and Market/ Book value ration at BVB
Source: based on BVB dagailableat www.bvb.ro
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Graph 6. DIVY at BVB compared against inflation rate an@éi@age bank deposit interest rates
Source: based on data available at www.bvdmobat http://www.bnro.ro/Publicatii-periodice-288px

On what liquidity is concerned, using the numbetrafles, the volume and
the turnover at daily level, 3 sub periods havenb®#served at BVB:

1. between 1995 and 1996 (the beginning period) tleeaae number of daily
transactions was 150, with an average volume afratd 1.000 shares and
an average daily turnover of 0.12 million ECU.

2. between 1997 and 2004, the average number oftdailgactions increased to
about 2145, with a volume of about 14 million sisaaed an average daily
turnover of 0.82 million EUR.

3. between 2005 and 2009, the average number of tfaihsactions grew
further to about 5400, with a volume of around 5Miom shares and an
average daily turnover of 9.74 million EUR.

While the general picture shows an improvementWBB liquidity, there
are still problems with a number of companies dueetative low free float and/ or
lack of trading frequency.

Two more details regarding BVB equity market seghstiould be added:

- it is dominated by the 16 companies listed inshie first category/ tier,
including the 5 SIFs; between 1997 and 2009, ttechtegory companies
concentrated 74.83% of all BVB transactions, 63.6%VB volume and
80.09% of BVB turnover;
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- the 5 SIFs play an important role inside BVB conicgimg (since November
1999 until December 2010) 49.66% of all BVB tratisas, 29.17% of BVB
volume and 40.14% of BVB turnover; a recent stuelyp( et al.2009 and Pop,
Vamos, Craciun 2010) also revealed that mainly éetv2005 and 2008 BET-Fi
(which includes only the 5 SIFs) explains aroungod BET variability and
further investigations showed that BET-Fi returmar@er-cause BET returns —
with probabilities ranging between 96% and 100% 4§ days), while BET
returns do not Granger-cause BET-Fi returns. dect influence of SIFs
over BVB should be taken into consideration by amwestor interested in
Romanian main stock exchange.

BVB bond market segment

The secondary market for Romanian bonds was ladnehdVB at the
end of November 2001 with only two bond issueshef $mall municipalities of
Predeal and Mangalia

The number of listed bond issues grew from 2 bytiteof 2001 to 55 by the end
of 2010. While the highest trading volume was reddby the end of 2007, the year 2010
was the one with the highest turnover within thedomarket, as the information available
at http://www.bvb.ro/TradingAndStatistics/Generatfstics.aspx?tab=1&m=€hows.

The structure of bond market segment, based omvernis reflected by
graph 7.

municipal bonds

corporate bond
6.36%

international bond:
13.15%

bond public
offerings, 27.549

Romanian T-bond
51.34%

Graph 7. BVB bond market segment structure for the period.R001 - Dec.2010
Source: author’s calculation based on data availablvww.bvb.ro

1 Both municipalities are popular tourist destinafione on the mountain region of Prahova Valley
(Predeal), respectively a resort at a Black Seddlidagalia).
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The dominant position of government bonds doegsemtesent a surprise;
their listing at BVB was expected since 1998 aeg tiepresent an important investment
alternative mainly for Romanian private pensiondgjnbut also for Romanian bond
oriented mutual funds. Being listed starting withglist 2008, the T-bonds represented
a safe alternative investment during the finargrials climax.

The other types of bonds have a relative low pepfihainly the municipal
bonds, which are the most numerous (35 listed ssati¢he end of 2010). Another
problem is represented by the absence of listgabcate bonds since January 2010,
when the last of the previous listed issues matutestems that there is no interest
from Romanian company to finance their needs thrdaagnd offerings and list them
at BVB.

BVB bond market segment relative low importance parad with the
equity segment has various causes; several of éhemmentioned below:

- the low volume per offer; the highest number ofecdtl bonds did not
overpass 3,000,000 bonds (the case of bond offe&aimgched by European
Investment Bank in 2007 for the Romanian market);

- the small number of investors that subscribe tdbthred offerings; this cause
is connected with the previous one: due to thevolume/ offer (combined
with the fact that bonds offer an alternative imyMaigh demand for portfolio
diversification on Romanian market) every bond iffg launched on the
market is subscribed in a very short period of timainly by domestic
institutional investors; the dominance of institagl investors in subscribing
bonds and the high speed with which they are sildisgrmunicipal bond
offerings were highlighted by Sain (2004, 2005&&)0and Ciobanu (2007a,
2008b);

- the tendency of the bond subscribers to keep tingloan their portfolio
long periods of time or up to their maturity asiighted by Sain (2005b),
Ungureanu (2006), Ciobanu (2007b, 2008a, 2010);

- the absence of a yield curve announced and peaibdigublished by the
Romanian Ministry of Finance for the period 2002606, this situation
was similar with other neighboring countries, whieemchmark yield curves
are incomplete or unreliable (lorgova & Ong, 20Q8E relative difficulty
in accessing the present information regardingyile&d curve published
starting with the second quarter of 2007 due tohitkden pages in the
complicated website of Romanian Ministry of Fingnce
the absence of rating for Romanian listed bonds;cuse is not uncommon
in the Central and East European countries dubg@bsence of a culture
oriented toward using ratings, as highlighted biya8y et al. (2004); in the
case of Romanian municipality, the need for a gaténnot felt since in the
market the demand unsatisfied by the offer; howdeesome Romanian
investors the absence of rating becomes incregsdigiurbing in the past
3-4 years, as stressed by Ciobanu (2009).
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Currently, BVB officials launched a series of dsgions with various potential
corporate bond issuers in order to re-introducesehtype of bonds for listing.
Several other projects were also announced for gtiogn bond market segment
among investors.

BVB other market segments (rights, futures congrde Fs and structured
products)

As graph 1, above, showed, the other financiakunsénts listed at BVB
have a low importance (less than 1%) within thel tairnover of BVB main market.
Most of these market segments were launched dtinegast 3 years and can be
considered as ‘new’ in the eyes of Romanian invsstbhe influence of financial
crisis should also be considered as an importambifahat kept investor interest at
relative low levels when stock exchange investmesst® concerned.

Table 5 presents the volume and turnover for theraharket segments at BVB
and it shows for various segments either low trag@ddme (in the case of futures
contracts), or low turnover (in the case of righaisid in the case of ETFs both.

Table5.
BVB other market segments volume and turnover jparted at the end of every year
2005 2006 2007 2008 2009 2010
Rights Volume 231,482.06] 393,246.10 12,974.09 2,939,20 D 1610090.
(000)
Turnover 0.74 0.16 24.71 12.98 0 1.11
(mil.EUR)
Futures  |Volume - - 0.06 18.02 15.61 25.10
contracts |(000)
Turnover - - 0.16 5.24 15.81 25.42
(mil.EUR)
ETFs Volume - - - 141.48 | 159.98 223.11
(000)
Turnover - - - 7.08 4.84 5.38
(mil.EUR)
Structured [Volume - - - - - 1,213.31
products |(000)
Turnover - - - - - 10.86
(mil.LEUR)

Source;_http://www.bvb.ro/TradingAndStatistics/Geri8tatistics.aspx?tab=3&m=0

Note: the exchange rate used to express the turimowallion euros are those available for
Romania ahttp://epp.eurostat.ec.europa.eu/tgm/table.do?tabtd&init=1&language=
en&pcode=tec00033&plugin=1
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Theinvestor basein Romania

The home bias phenomenon briefly mentioned in thtotion is one of the
factors in favor of maintaining the domestic capiterkets. Therefore, a national
investment base is important for the sustainatality the further growth of a capital
market like the one of Romania.

At the end of 2010, Romania had an active populativabout 4.8 million
persons, of which 0.6 millions were unemployed. nkrthis sketched statistic,
despite the high unemployment rate caused by tB&-2009 financial crisis, the
potential of attracting domestic individual investéoward BVB seems important.

However, the official data (available only sinceD80vhen the Romanian
Investor Compensation Fund was established in daooe with EU regulations
regarding the capital markets) show very modesiréig (see table 6).

Table6.
Investors at BVB (end of every year)
2006 2007 2008 2009 2010
Total investors 65,304 87,664 92,864 94,545 86,703*

Source: Annual Reports of Investor Compensatiordfumvw.fond-fci.ro)

Note 1: The figure is estimated based on data peovity the Investor Compensation Fund
to Romanian daily papers, but is not announcedialfff on the Compensation Fund website.
Note 2: Based on data presented inside the repbr&)06 and 2007, which now are
discontinued, in average, 95.5% are estimated todieidual investors.

The causes for these modest number of individuatsiors at BVB are
several and range from the relative low averagénuetne/ persdf, to the preference
given to bank deposits as main saving alternatimebined with the spending patterns
of average Romanians, a relative lack of educdtidime field of individual investments,
and with the mistrust generated by two successisis avithin Romanian mutual fund
sectors during the second half of the 1990s. Al¢hcauses need further and extensive
investigations and will not be further developeside this paper.

Romanian institutional investors’ base is alsoia tme. A number of 101
investment funds (registered in Romania) were ifledtby the end of 2010 —
including open-end, closed-end, ETFs and pensiadsifrom 2¢ and 3 pillar.
The increase in number of investment funds andsgetaunder their management
from 2008 was mainly due to the launch on the mawsk@3 pension funds, which
started their activity January' the respective year. Graph 8 presents the evalutio
of those Romanian institutional investors.

2 The level of average net income/ person is abBMIERJR/ month between 2006 and 2010 (source: own
calculations based on data provided by the Romaxédional Institute for Statistics; previously tast
period the same income was even lower.
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The picture should be considered incomplete; frois évolution Romanian
insurance companies were eliminated for the follmaieasons:

- only an estimated number of 7 insurance compapiesa (otal of 24) have
majority Romanian capital;
- while it was supposed that these 7 companies roighdse to invest at

BVB, they have very low profile segments of lifsumance, if any;

- the available data regarding the assets underrtieiagement are not
continuous, thus no proper analysis could be made.

It must be mentioned that this investor base isiuoed by the 5 SIFs
mentioned above, which for the period 2000 — 2@@&entrated over 90% of the assets
under management. During 2007 a new peculiar imesgtfund, Fondul Proprietatéa
was launched and in combination with SIFs the 6edeend funds concentrated about
83% of the assets under management for the pefio@d-2010. These 6 closed-end
funds have a peculiar position within Romanian stmebase due to the fact that the SIFs
emerged from the privatization process and Fondydrietatea was created for a special
purpose. In all the cases, Romanian state had @ortant initial contribution to these
funds assets by transferring in their favor stédaa its ownership in various companies.
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Graph 8. The number of Romanian investment funds and thetsagsader management.

Source: author’e estimation based on data offeyesbciatia Administratorilor de Fonduri

din Romania (www.aaf.)p Romanian National Bank (www.bnrojrand by Romanian
Private Pension System Supervisory Commission:(htpw.csspp.ro/rapoarte

13 Fondul Proprietatea (FP) was established in dmlgrant compensations to those persons abusively
deprived of their properties by the former commurggime and for who was no longer possible to be
compensated in kind. Initially, the sole shareholfeFP was the Romanian state (represented by the
Ministry of Finance). The persons entitled to congadions (established through some stages determine
by regulations) received shares at FP, transfétyethe Romanian state. Currently, the Romaniae stat
stake diminished at less than 40%. The shares loé€#&ne freely transferable since March 2008 aralevh
traded OTC until January 25 2011, when FP wasl l&td®VB first tier. Source: www.fondulproprietated
index.php/pages/en/7/FAQ.html
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This thin investor base might be expected to irsgeén the years to come,
but the growth might be to slow for BVB, if the fitgtion wants to remain
independent, as it stated it its 2008 Annual Report

In order to increase its visibility, BVB organiz&tad shows’ in various
Romanian towns. These events were canceled durangdcond half of 2007 and
were resumed starting with the beginning of 201de Do the financial crisis, the
previous road shows’ effects on attracting new $twes could not be assessed.

Another way to increase BVB visibility is followingYSE model: various
personalities are invited to open trading sessions.

However, the potential Romanian individual investertia is probably the most
important obstacle to be overcome. In order tdhip $everal extensive studies regarding
the profile of Romanian potential investors shdagdnade and used accordingly.

BVB position compared with other Central and Eastern European
exchanges

Romania, and therefore its capital market, wasuohedl in the category of
frontier market by the three main companies offering internatiandices: FTSE
Index Company, Standard and Poor’s, and MSCI Baolade Romania.

While no commonly accepted definition exists fois thoncept, a ‘frontier
market’ is a lesser developed market even by engergarket standards (Standard and
Poor’s) and it fulfill only 5 of the 21 criteria nsidered by FTSE Index Company for
developed markets. These indices are relativegntelaunched between 2006 and 2007.

Other countries from EU27 that are considered, galaith Romania, as
being frontier marketsire presented in the table below. As it can beervkes,
Romanian capital market is included in a group Of lBember states with a lower
economic power and potential of development tham#&woa. This inclusion is
showing the relative low level of sophisticatiordathe relative low capitalization
of BVB, as will be presented further in this pawggr.

Table7.
EU27 countries considered 'frontier markets’

FTSE Frontier | S&P/IFC GlobalMSCI Frontief IMF World Economic IMF World Economic

50 Index Frontier Markets Market Index| Outlook Database for 2099 Outlook Database for

(a total of 23 (atotal of 24 | (atotal of 25| GDP (PPP) $M and rank2010 GDP (PPP) $M a
countries) countries) countries) out of 180 countries |rank out of 181 countrigs
Bulgaria Bulgaria Bulgaria 93,569 (rank 66) 44,843 (rank 79)
Cyprus 22,703 (rank 103) 22,752 (rank 91)
Latvia 38,764 (rank 92) 23,385 (rank 90)
Estonia Estonia Estonia 27,207 (rank 104) 19,920 (rank 98)
Lithuania Lithuania Lithuania 63,625 (rank 80) 35,734 (rank 82)
Romania Romania Romania 270,330 (rank 39 158,383 (rank 49)
Slovak Republig Slovak Republig 119,268 (rank 58) 86,262 (rank 60)
Slovenia Slovenia Slovenia 59,316 (rank|82) 46,442 (rank 74)

Sources: www.ftse.com/indices/FTSE_Frontier Indicdex.jsp www.standardandpoors.com

www.mscibarra.com/products/indicdsttp://www.imf.org/external/pubs/ftiweo/2010/02@data/

weorept.aspk
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For the current study, however, Romanian main abpiirket (BVB) will
be compared against the neighboring EU member desnin the Central and
Eastern European region: Bulgaria, Czech Republungary, Poland, Slovak
Republic and Slovenia. Cyprus and the Baltic caestwere not considered due to
their geographic distance and due to the factRiamhania is more often compared
with the countries in its near vicinity.

Of the group of country considered for this stug8ygountries are in the
same category as Romania: frontier markets (Balg&fovak Republic and Slovenia).
In the same time, Hungarian and Poland are incluole@TSE Index Company, in
the category of ‘advanced emerging’ and Czech Repurb‘'secondary emerging’.
This situation is consistent with what lorgova &@(2008) mention in their study:
that in the region of Central and Eastern Europkrfd, Hungary and Czech Republic
have the most developed stock, bond and derivaiari&ets in terms of size, liquidity
and instruments.

Romania and the Romanian financial market's pasitamong the
countries of the Central and Eastern Europeanndgiwell presented by the Global
Competitiveness Reports published by World Econdroicim. Using these sources
of information for the period 2007 — 2011, presdntetable 8, it can be seen that
the Romanian financial market is ranked relatiely, usually in the second half
of the general rank; within the group of neighbgreountries, Romania usually rank
sixth, at best ranking on the forth place. Thisitpms is in concordance with the
relative lack of capital market sophistication Whiocluded Romania amorigontier
mar kets.

Table 8.
Romania’s financial market position among neighhgiGountries

2007-2008 Bulgaria [Czech Hungary |Poland [Romania |Slovak Slovenia

131 countries Republic Republic

ranked
Country rank 74 31 38 45 73 37 40
Financial market 74 53 51 64 78 33 47
sophistication/
development
(8" pillar)
Financing through| 105 71 76 66 83 103 70

local equity market
(8.03, former 8.02
component)

Regulation of 100 56 n/a 52 91 73 64
security exchanges
(8.08 component)

2008-2009 Bulgaria [Czech Hungary |Poland |Romania |Slovak Slovenia
134 countries Republic Republic
ranked
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2007-2008 Bulgaria [Czech Hungary |Poland |[Romania |Slovak Slovenia

131 countries Republic Republic

ranked
Country rank 76 33 62 53 68 46 42
Financial market 74 47 61 68 60 31 46
sophistication/
development
(8" pillar)
Financing through 90 71 95 59 83 101 76

local equity market
(8.03, former 8.02
component)

Regulation of 104 59 58 63 91 76 70
security exchanges
(8.08 component)

2009-2010 Bulgaria [Czech Hungary |Poland |[Romania |Slovak Slovenia
133 countries Republic Republic

ranked

Country rank 76 31 58 46 64 47 37
Financial market 76 42 69 44 56 28 48
sophistication/

development

(8" pillar)

Financing through 85 37 100 61 78 93 72

local equity market
(8.03, former 8.02
component)

Regulation of 108 38 54 39 88 84 60
security exchanges
(8.08 component)

2010-2011 Bulgaria [Czech Hungary |Poland [Romania |Slovak Slovenia
139 countries Republic Republic

ranked

Country rank 71 36 52 39 67 60 45
Financial market 91 48 68 32 81 37 77
sophistication/

development

(8" pillar)

Financing through 90 39 111 64 89 110 84

local equity market
(8.03, former 8.02
component)

Regulation of 109 47 52 31 97 89 66
security exchangepg
(8.08 component)

Sources: Global Competitiveness Report 2007-20088-2009, 2009-2010, 2010-2011 —
as they were available for download_on www.wefoxng.
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For further comparisons market capitalization dregercentage of market
capitalization in GDP were used. Table 9 presést&volution of market capitalization
for the exchanges under scrutiny, while graph Qvshthe importance of market
capitalization respective to GDP.

Table9.
Market capitalization (million EUR)
Warsaw  |Budapest |Prague Ljubljana |Bratislava |Bucharest |Bulgarian
Stock Stock Stock Stock Stock Stock Stock

Exchange |Exchange |Exchange |Exchange |Exchange |Exchange |Exchange
(Poland) |(Hungary) [(Czech R) |(Slovenia) |(SlovakR) |(Romania)
2000 33,760.8 12,810.1 n/a 3,335.0 3,523 4505 n/a
2001 28,845.8 11,564.9 8,999.1 3,838|9 3,914 1,361.1 n/a
2002 27,055.4 12,493.3 9,796.3 5,355|1 2,524 2,646.5 n/a
2003 29,349.8 13,227.9 12,287. 5,660}1 2,201 2,991.0 n/a
2004 51,888.3 21,039.5 21,720. 7,115|2 3,23{ 8,818.8 2,062.1

6

3.1

¢)
0
2005 79,353.5 27,586.4 31,059.p 6,696 3,724 13,535.4 4,312.2
2006 112,825.6 31,687.1 34,6934 11,51 4,21) 18,857.9 7,829.9

6

il

4

2007 | 144,198.2 31,502.6 47,998, 1974012  4,55{ 21,508.5| 14,820.8
2008 65,177.6 13,325.6 29,615. 8,468|4 3,901 6,474.1 6,371.0
2009 | 105,157.2 20,887.9 31,265. 8,462.2 3,614 8,402.5 6,030.9
2010 | 141,918.4 20,624.4 31,9222 6,99414 3,37{ 9,776.3 5,498.5

Source: FESE_(http://www.fese.be/en/?inc=art&ifjadd Stock Exchanges websites where
information was not available on FESE website

As table 9 shows, BVB (Bucharest Stock Exchanges) tiva only exchange
which experienced capitalization growth rates afraw near 200% for 2001 (growth
rate of 202.12%) and 2004 (194.84%), while for 2808 same growth rate was
near 95%. This situation was due to the importadewaluation of Romanian traded
shares, combined with favorable conjuncture ejtinditical (2002 was the year when
NATO accepted Romania as a member state) or ecoremai political (2004 was
the year when EU was enlarged with 10 new membtrssts of them being Romania’s
neighboring countries and included in the presemys.

Only two other exchanges experienced important iirowtheir capitalization:
Bulgarian Stock Exchange for 2005, 2006 and 20@7Bxatislava Stock Exchange
for 2006 and 2007, but neither in the vicinity 60%b.

Despite BVB'’s important growth capitalization ratee capitalization did
not reach the levels of Warsaw, Budapest or Prajoek exchanges and the
absolute figures are placing BVB at best on thelkace (of 7), as it was the case
previously when the financial market sophisticatievelopment was considered.

Graph 9 presents a similar position (at best rankthof 7) for BVB when
the importance of marker capitalization in GDPdesidered, enhancing the rank given
to Romanian financial market by World Economic ForGlobal Competitiveness
Reports.
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Source: FESE and stock exchanges’ websites

Graph 10 and table 10 below present the evolutfdheooldest indices for
the stock exchanges under scrutiny; the choicendités was made taking into
consideration their type; 5 of the indices haveelthip portfolios and only two are
return indices (for Bratislava and Bulgaria).
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Graph 10. Indices evolution
Source: FESE and stock exchanges’ websites
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Table 10.

Index annual returns (%) for Central and Eastern ji@an exchanges

WIG 20 |BUX PX SIB-Top20[SAX BET SOFIX

(Warsaw) |(Budapest)|(Prague) |(Ljubljana) |(Bratislava)|(Bucharest)(Bulgarian)
2001 -33.47 -9.15 -17.53 n/a 3141 38.58 11.15
2002 -2.71 9.36 16.75 n/a 15.90 119.7p 54.33
2003 33.89 20.28 43.06 n/a 26.24 30.91 148.16
2004 24.56 57.17 56.58 29.30 84.85 100.96 37.63
2005 35.42 40.99 42.99 2.80 26.54 50.90 32.02
2006 23.75 19.53 7.67 56.57 0.56 22.23 48.27
2007 5.19 5.60 14.24 70.97 7.23 22.05 44.48
2008 -48.21 -53.34 -52.72 -66.09 -19.4( -70.417 ¥9.
2009 33.47 73.40 30.19 15.03 -25.61 61.68 19.13
2010 14.88 0.47 9.62 -13.47 -13.71 12.32 -15.19

Source: FESE (http://www.fese.be/en/?inc=art&iplafd Stock Exchanges websites where
information was not available on FESE website

As table 10 shows, BET and SOFIX indices registeegtteme values:
their highest annual returns were over 100%, besdhindices also registered the
largest negative returns for 2008 when the findruriais reached its climax.

The information presented above are all consistelitating a relative low
profile rank for BVB among the Central and EastBuropean countries, despite
overall good market performances as shown in thble

In spite BVB’s good individual evolution between (0 and 2007,
completed by an important diversification of tradashncial instruments, mainly
between 2008 and 2010, Romanian main capital maxield not overpass the
more dynamic and better perceived markets in tlygome Poland, Czech and
Hungarian. One important reason is the thin baséoofiestic investors, either
institutional or individual. The reasons those detizeinvestors have to avoid or be
very cautious in approaching BVB (apart the relatow average monthly income)
need further investigations. Another reason is ltdve power of BVB to attract
foreign investors; this reason is partly explaintbg sovereign ratingsRomania
receives and received in the past, the highesgh@BB offered by Fitch for the
period September 2006 — November 2008 and BBBreaxdfey Standard & Poor's
for the period October 2005 — October 2008. Sinogdhber 2008, both rating
agencies rated Romania at BB+, while for 2011 thesectives are considered to
be stable.

14 Data offered by the Romanian Ministry of Publinaiice at the following website address:
http://www.mfinante.ro/ratingul.html?pagina=domenii
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The alliances between European exchanges. where does Romania stand?

The competitive challenges that European integnditought for the small
national exchanges represented and represent iverior market operators to
consolidate and/ or intensify collaboration. Refally small markets may need to
move toward linking their trading systems or meggwith global markets (Claessens,
Klingebiel and Schmukler 2002).

Within the EU the process of stock and derivatixehange integration
started during 2000 when Euronext was created gtrdlbe merger of Amsterdam,
Brussels and Paris stock exchanges. Euronext ieslidday also Lisbon and
LIFFE. It merged with NYSE Group during 2007 cregtone important international
exchange: NYSE-Euronext. It must be mentioned\tfatsaw Stock Exchange has
cross-membership and cross-access agreementswitheixt for cash and derivative
products. Euronext alliance between four relatigshall national exchanges represents
a model to be followed during 2000s in Europe.

OM AG, latter OMX, created the Nordic Market virtydatform reuniting
Stockholm, Copenhagen, Helsinki and Iceland exchsrand the Baltic Market
where it joined Riga, Tallinn and Vilnius exchang@&he merger process for the
Baltic Market started in 2003 and ended in 2006.

London Stock Exchange Group was created and iseastnce October
2007 joining under the same umbrella the LondortlSiExchange and the Italian
Stock Exchange.

Deutsche Boerse formed partnerships with Wienerr&nelrish Stock
Exchange, Helsinki Exchange and Bulgarian StockhBrge regarding the use of
its Xetra trading platform.

September 17, 2009 is the date that marks thei@neatf the latest
exchange group: Central and Eastern European Stadtange Group or CEE Stock
Exchange Group, having as members: Wiener Boensgafist Stock Exchange,
Ljubljana Stock Exchange and Prague Stock Exchange.

All the groups mentioned above considered thatidinahe merger of their
forces through common trading platforms and in@@dsansparency, they will gain
exposure to a larger investor base (at least eraenal, but also international),
while offering a wider variety of products and disiication under the same name
and in the same virtual location.

BVB has just one important co-operation agreemeittt Wiener Boerse
for its ROTX index, since 2004. Other 7 bilatergreements are mentioned in
BVB annual report of 2008 (pp 54): with Athena, YJok and London Stock
Exchanges — signed between 1997 and 2000; wittartédtock Exchange, and
Salonic Stock Exchange, signed in 2002 and 2008;im2006 with the exchange
from South Korea and Republic of Moldova. Nonetwse 7 agreements yielded
any close co-operation or the perspective of aagmated alliance that can offer
BVB an enhancement of its position.
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Concluding remarks

The answer to the first question asked above:

v is there a future for small domestic stock exchangethe region of

Central and Eastern European countries, whichlaceEJ member states?
can is given by the Euronext model and CEE StoathBrge Group that followed
the respective model. Through these kind of alksnthe identity of a small stock
exchange is preserved, while the common tradingfopfa allows an increased
visibility when the international investors are cemed. As part of an alliance, a
small stock exchange can fulfill its functions ftire domestic companies and
domestic government agencies looking for financatigrnatives, and it also is
opened toward an increased range of investmentuptedhat can be offered to
domestic and foreign investors alike.

The answer to the second question:

v"which will be the future for Bucharest Stock Exopar(abbreviated BVB
from now on) taking into account its inclusiontie tategory dfontier market8
contains more nuances and is given in the paragraglow:

In a challenging environment which put under questnark the existence
of national stock exchanges, BVB remained isolatied small from capitalization
point of view. Liquidity is also relatively low andespite the diversification of its
activity through the bond and derivative marketrsegts, the number of domestic
investor accessing the market remain very low, \pitbr perspective to grow at a
rapid pace in a short to medium-term horizon ofetinihe growth of Romanian
institutional investors is also expected to be sld@le thin base of domestic
investors calls for a strategy that will offer B\&B international exposure, and that
could no more be realized individually.

BVB’s position among the exchanges in the Central &outh-Eastern
European region is, at best, an average one. If RillBhot take into consideration
the possibility to become part of one of the eRrtgroup of exchanges at the
European level, its future can be put under questiark.

While difficult to asses, the barrier that BVB hawecross in order to join
or to be taken over by an European group of exatsrmge rather cultural than
technical. To this it must be added the fact thdBRBan be considered ,a source of
national pride’ which might raise further debategarding its independence or
appartenance to a group of stock exchanges.

The most logical solution for BVB is to try to jolBEE Stock Exchange
Group, but the German cultural influence over tiisup is too strong for a Latin
country like Romania.

15 The BVB abbreviation comes from the Romanian naftiee exchange: Bursa de Valori Bucuresti ars! it i
preferred by the authors in order to avoid anyusiofi with similar possible abbreviation for BuesiiStock
Exchange, which are Budapest Stock Exchange, IBvatiStock Exchange, and Bulgarian Stock Exchange.
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Other alternatives are:

- an alliance with other small exchanges in the megichich are not (at last
for now) independent, like: Bratislava Stock Exap@nBulgarian Stock
Exchange, Malta Stock Exchange and Cyprus Stochdhge; however,
such an alliance is difficult to be established ¢tmemportant differences
in the market structures, but also in the cultbeadlkground;

- an alliance with the important stock exchanges unofe, which are still
independent, like: Madrid Stock Exchange, AthewslSExchange or Warsaw
Stock Exchange; however, compared with any of tlegsbanges, BVB is
almost invisible and the proposal is likely to cofram the other parties,
rather than be made by BVB.

If BVB will not enter any alliance during the ne245 years its profile in
the region will remain very modest and far from #tated objective in BVB’s
2008 Annual Report of ,becoming a leader in theaeg

However, a right alliance has the potential to ewkaBVB’s profile and to
insure, at least up to a point, its independence.

During the month of June 2010 the BVB’s shares wiiirt listing on its
trading platform. This situation will allow intertesl groups to make mergers or
takeover offers. It remains to be seen if suchrderést exists, and when and by
whom it might be expressed.

The year 2011 might mark an important step forwaiBVB position in
Romania will be consolidated if the planed mergéhvsIBEX will be agreed
upon and will take place.

Some rumors inside the Romanian financial sectargntly not confirmed)
seems to indicate that the most probable allianéB ®ill (be invited to) make is
the one with Warsaw Stock Exchange.

The future evolutions will show if BVB chooses toirj its forces with
other exchanges in order to upgrade its profilddoeign investors, mainly, or will
follow a slow (and relative risky) development paif its own in a fast moving,
challenging and globalized financial environment.
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