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Romania: Key takeaways from the latest
central bank minutes

The vote to keep the key rate at 2.50% was unanimous. Latest fiscal
changes have been cited as being inflationary, a source of uncertainty
and potentially growth adverse

The National Bank of
Romania building in
Bucharest
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0 Inflation is seen marginally higher

The National Bank of Romania (NBR) has marginally revised up year-end inflation to 3.0% in 2019
and 3.1% in 2020 while. The outlook for the exogenous CPl components is seen as “highly
uncertain” with some Board members citing a possible short-term inflationary impact of the latest
fiscal measures on the prices of some services and utilities - including electricity and natural gas.

CORE inflation is forecasted marginally higher as well, at 3.3% in December 2019 and 3.4% in
December 2020. The output gap is seen widening at a slower pace “given that the adverse effects
of the recently implemented fiscal measures were expected to feed through to potential GDP as
well."
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The non-food items better reflect the inflationary pressures
generated by excess demand

e Economic growth to decelerate towards potential

Economic growth assessment sees “a marked moderation” of the quarterly GDP dynamics in 4Q18
and 1Q19, amid “high uncertainties” generated by the set of fiscal measures. Full-year growth is
seen still above potential in 2019 and in line with potential in 2020, slightly below initial estimates.

@ Current account deficit causing headaches

The widening of the current account deficit is again mentioned as a source of “increased concerns”
which “calls for closer attention”.

@© EUR/RON could still re-adjust higher

Import prices dynamics is anticipated to be “relatively faster in 2019", on the background of “the
likely developments in the leu's exchange rate”.

@ "The independence of monetary policy instruments is
crucial"

The Board members again expressed concerns on the linkage between the bank tax and Robor
levels, which essentially means “linking it to the monetary policy stance”. Furthermore, the
adverse effects of the bank tax “might be compounded” by other ongoing legislative initiatives
“whose provisions were likely to affect lending and monetary transmission, but also banks'’
stability, as well as the economy's external financing costs.”

ﬂ Current outlook assumes “a slower reduction in the degree
of accommodation of monetary conditions”

As already mentioned, monetary policy faces quite a tough backdrop of lower growth,
higher core inflation and currency depreciation pressures. Hope for policy coordination is
slim given the limited room for fiscal consolidation, particularly in an electoral context. As if
it wasn't complicated enough, a new NBR Board will be voted by October 2019. We believe
that the leu will likely be propped-up via a mix of FX interventions and tighter liquidity
management when needed. We forecast the year-end exchange rate at 4.80 and the key
rate flat at 2.50%.
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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 BR0O00341) 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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