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Romania: August inflation inches lower

CPI came in at 3.9% year-on-year in August, falling 0.2 percentage

points from the previous month, but 0.1ppt higher than our forecast and
the Bloomberg median

The 0.1ppt error on our side came almost exclusively from volatile food prices. Core inflation
inched up 0.1ppt to 3.4% year-on-year, near the upper band of the central bank's target
interval. Food inflation inched down 0.2ppt to 5.0% YoY in August, while non-food prices
dropped 0.4ppt to 3.0% YoY. Services, which are non-tradable, inched 0.1ppt higher to 4.2%

YoY. These prices better reflect domestic price pressures and partially the telecom tax applied
from the start of the year.
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Softer monetary conditions from new rate index for retail
loans origination, despite elevated inflation
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A significant interest rate differential has already attracted hefty capital inflows, prompting
central bank interventions of c.EUR1 billion in July to stop the Romanian leu from firming
below 4.72/EUR, likely acknowledging that fundamentals require a weaker real effective
exchange rate. In fact, NBR Governor Mugur Isarescu mentioned in the Annual Report

presentation that “a controlled depreciation”, “reasonable, below 5% is one option to avoid a
“rapid deterioration” in the current account.
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We see headline inflation at 3.8% by year-end with the risk profile to the forecast skewed to
the upside. We expect the NBR to hold rates unchanged in the coming quarters to keep
inflation expectations in check, despite the lower global rate environment. If interest rate
differentials widen further, prompting significant capital inflows, we could see the NBR
loosening liquidity controls to push market rates lower, while keeping the key rate unchanged
to retain flexibility if things change rapidly.
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The NBR has plenty of room to ease if the economic outlook worsens, but it is constrained by
the fiscal stance. Fiscal consolidation is overdue. Markets have given some extra time for this
because of the negative rate environment in the eurozone but it is now likely to be delayed by
the electoral backdrop.

Assuming some fiscal consolidation post-elections, the NBR could ease its policy stance. First
steps are likely to be a loosening in liquidity controls and lower reserve requirements ratios.

Ciprian Dascalu

Chief Economist, Romania
+40 31 406 8990
ciprian.dascalu@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 regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO0O0341) 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 www.ing.com.


mailto:ciprian.dascalu@ing.com
https://www.ing.com

