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Romania: NBR rhetoric must be backed
by action
The National Bank of Romania kept interest rates on hold at 2.50%, in
line with the broad consensus, and pledged to further tighten liquidity
control, likely by introducing new policy tools to enable a faster policy
reaction
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The NBR was surprised by the higher-than-expected inflation numbers and consequently “the
new scenario of the projection indicates the outlook for the annual inflation rate will remain
above the variation band of the target during the next three quarters and thereafter return to
and stay in the upper half of the band until the end of the forecast horizon”. NBR Governor
Mugur Isarescu added that the inflation forecast is based on the assumption of tight control of
money market liquidity. He suggested that the NBR will be flexible in guiding market rates
within a 1.50-3.50% interval between the two standing facilities and that the NBR can’t raise
the key rate because of the policy backdrop of the European Central Bank and other central
and eastern European central banks.

Domestically, aside from fiscal worries, the inflation outlook faces a new risk relating to the
impact of “the new benchmark index for consumer loans (IRCC) on lending and on the
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monetary policy transmission mechanism” which is likely to lead, at least in the short-term, to
an unwanted (by the NBR) easing in the policy stance and increases the transmission lag of
monetary policy, in our view. The current account deficit remains a concern.

2.50% NBR key rate
Broadly expected

As expected

Strict liquidity management seems to be the NBR's strategy for now, aimed at pushing the
banking system to raise the interest rates paid for liabilities. Isarescu said that the NBR will
implement “strict” liquidity control but “not beyond the 3.50% credit facility level” in order to
persuade banks to do so. The governor mentioned the possibility of introducing new tools for
open market operations in order to react much faster to changes in liquidity conditions. In our
view, this could come in the form of variable rate tenders liquidity sterilisation auctions
(deposits, certificates of deposit with different maturities) not capped by the key rate level in a
multi-tier rate mechanism, and also by increasing the frequency of the operations depending
on market conditions. Daily publication of the current liquidity conditions and perhaps
projections could help enhance the efficiency of the NBR's operations.

The NBR tried to send out a hawkish message today but action is needed to show it can swiftly
control money market liquidity conditions. Otherwise, a higher revision to the CPI outlook with
slower monetary policy transmission and a likely, though transitory, easing of monetary
conditions due to changes in the benchmark rate for new retail loans, risk sending inflation
expectations higher. While we continue to see rates on hold this year and tightening via twists
in policy implementation, we attached a material probability to rate hikes, especially if the
Romanian leu comes under renewed depreciation pressures.

Author

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

mailto:ciprian.dascalu@ing.com


THINK economic and financial analysis

Snap | 15 May 2019 3

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.

https://www.ing.com

