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Romania: Inflation strikes back
February CPI came in at 3.8% year-on-year, significantly above the
Bloomberg consensus of 3.45%, but in line with our call. Core inflation
inched up 0.2 percentage points to 2.7% YoY, similar to our forecast

People on Calea Victoriei, Bucharest

An average monthly depreciation of 0.9% in the Romanian leu passed through to consumer
prices in February, directly impacting gasoline prices and phone bills. The former was also
impacted by higher oil prices while the latter was affected by rising taxes as well. Prices for
cigarettes continued to inch up, with companies gradually passing on a 1 January hike in
excise duty. Food inflation accelerated significantly above the historical pattern, spiking to
4.5% year-on-year in February from 3.8% in January. Non-food inflation jumped from 3.3% to
3.7% YoY, while prices for services increased by 3.1% YoY versus 2.7% in the previous month.

3.8% February CPI
(YoY) in line with ING call

Higher than expected
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The latest projections from the National Bank of Romania saw inflation at 3.0% at the end of
March and year-end. We expect the central bank to revise its year-end forecast towards our
estimate of 3.8%. The NBR's trade-off between reaching its CPI target without affecting
external competitiveness didn’t go particularly well in 2018. Inflation moved into the target
band helped by oil prices but the current account hit 4.7% of GDP, overshooting the medium-
term equilibrium level, which is seen at 4%.

With inflationary pressures persisting, economic growth slowing, and NBR policy flexibility on
rates still limited by the bank levy level linked to ROBOR (which is yet to be amended), the
central bank dilemma is only getting worse. The NBR is likely to accept a weaker leu and short-
term inflation overshooting its target, perhaps even at the cost of its credibility, as currency
vulnerabilities are on the rise. We see asymmetric risks for the leu's outlook and the chances
for a sharper adjustment are on the rise.   

We expect the NBR to stay on hold at 2.50% for this year, provided some reasonable
amendments to the bank levy are adopted. Market rates are likely to remain significantly
higher to discourage positioning against the leu. The current NBR Board is likely to avoid taking
unpopular decisions for the rest of its mandate and the new Board, which will take over in
October, is unlikely to change anything at the last meeting of this year on 6 November. If
anything, the new Board is likely to be even more dovish and open to exploring unconventional
policy measures to support growth in targeted economic segments, with Hungary cited as a
case study. Due to a totally different current account profile, a dovish stance is likely to burn
into FX reserves.
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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 www.ing.com.
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