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Disinflation in Romania is becoming more
evident
At 11.2%, April inflation surprised to the downside as both the market
consensus and our expectations were 11.5%. While it was mainly due
to statistical base effects and therefore largely anticipated, the sharp
drop in April inflation (from 14.5% in March) should consolidate the
market's confidence in Romania’s downward inflation trajectory

Mugur Isarescu,
Governor of the
Romanian National
Bank

We are again starting our note by blaming our forecasting error on some unexpected price
movements in one category or another. This time it was electricity prices which surprised to the
downside, falling by just over 2% versus March against our call for a small increase. Marginal
downside surprises are also visible in the service sector, which helped to push core inflation to
14.0% in April, from 14.6% the previous month. We continue to see core inflation printing above
the headline rate for the rest of 2023, with the gap between the two likely to close in the first
quarter of 2024.
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Inflation (YoY%) and components (ppt)
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We have corroborated the latest inflation data with the latest wage data, which again looks
impressively strong. The average net wage advanced in March by an eye-catching 15.7%, with
above-average growth visible in sectors such as agriculture, IT services, transport and construction,
while public sector employees have generally seen below-average wage growth. After a year of
negative prints, real wage growth turned positive in March and is likely to remain in positive
territory for the foreseeable future.

All in all, the labour market seems to signal a bit of a re-tightening, considering the marginally
lower unemployment rate, high labour costs growth and increasing hiring intentions. Among the
few mitigations are the slower increase in the total number of employees, and reports that still
show a decrease in the labour shortage. In any case, wage growth for the rest of the year looks set
to remain quite strong and we revise our estimates for the average net wage advance from 12.0%
to 14.5%. This might not be strong enough to exercise meaningful additional inflationary pressures
by itself, but it will be propping private consumption.

Real wage growth turns positive

Source: NSI, ING
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May Inflation Report reconfirms the downward inflationary
trend
Today, the National Bank of Romania (NBR) Governor Mugur Isarescu presented the bank's latest
Inflation Report which incorporates the newest inflation forecasts. The newer inflation profile is
only marginally lower than the one from the previous report. The NBR now see the 2023 year-end
inflation at 7.1% (from 7.2% initially) while the end-2024 is seen at 4.2%, still above the 1.5-3.5%
target range. One of the few surprising moments of today’s press conference was when
Governor Isarescu said he believed the key rate has peaked at 7.00%.

The surplus liquidity situation was briefly addressed during the press conference, with explanations
pointing to large EU fund inflows overlapping capital inflows (presumably accommodated via FX
purchases in order to avoid RON appreciation). “Not bothered but not pleased either” seems to
sum up the NBR’s stance on the subject.

What we make of it all
For the first time in about two years, the risks to the inflation profile are slightly skewed to
the downside. We’ve had a long-standing forecast of 7.4% inflation at the end of 2023,
which we revise to 7.0%, while we acknowledge that risks seem still seem to be skewed to
the downside. For the end of 2024, we maintain the 4.1% estimate.

We continue to see the key rate on hold at 7.00% for the rest of 2023, with the first rate
cut possible in the first quarter of 2024 once inflation prints below the key rate. In practice,
the NBR has already switched to a much looser policy stance by sterilising the excess
liquidity at the deposit facility and not at the key rate. From the highs of October 2022, the
3-month rate has been dropping by more than 150 basis points, while the liquidity deficit
turned into a record surplus. This is real policy easing, not just fine-tuning.

As usual, the policy stance will be dependent on FX developments. Should any upside
pressures on EUR/RON emerge, the NBR will likely be more than willing to provide euro
liquidity to the market in order to mop up some of the local currency surplus. We still
believe that EUR/RON will be allowed to shift some 2.0-2.5% higher later this year, most
likely after inflation is credibly within single digits. While we maintain our view, we must also
acknowledge that upside pressure on the pair has not been material and that the
adjustment might take a bit longer to occur.

ROMGBs remain an attractive option within the CEE region
The latest Romanian government bond (ROMGBs) auction confirmed that market demand remains
very strong, while supply fell significantly in the second quarter as expected. According to our
estimates, MinFin has secured around 60.5% of the planned ROMGBs issuance, by far the most in
the Central and Eastern European region. The situation is thus more than comfortable for the rest
of the year. We think that MinFin may look to avoid FX issuance of Eurobonds or bonds under local
law this year and instead issue more ROMGBs, taking advantage of the frontloading from earlier in
the year. However, we think this should not be a problem given current market demand and the
decline in supply in recent weeks.
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On the fiscal side, as across the CEE region, we see weaker state budget results in the first few
months of the year, but for now the Romanian government seems to have the strongest
momentum to respond to negative developments and we expect the state budget to remain
under control with a targeted deficit of 4.4% of GDP. The inflation profile in Romania, along with
the Czech Republic, looks the best in the region, and looking at yield spreads across CEE peers we
still see ROMGBs as cheap. Thus, overall, ROMGBs remain our preferred choice within the CEE
region.

Authors

Valentin Tataru
Chief Economist, Romania
valentin.tataru@ing.com

Frantisek Taborsky
EMEA FX & FI Strategist
frantisek.taborsky@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 BR000341) 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 http://www.ing.com.

mailto:valentin.tataru@ing.com
mailto:frantisek.taborsky@ing.com
http://www.ing.com

