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Romania: NBR raises inflation forecast
The central bank raised its end-2018 CPI forecast by 0.4ppt to stand at
3.5% and the bank's governor signalled rate hikes ahead

The National Bank of Romania building in Bucharest
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The central bank's 0.4ppt increase in its CPI forecast for end-2018 was slightly higher than our
expectation for a 0.3ppt upward revision. We have our end-2018 projection at 3.2% year-on-
year, with most of the difference between our forecast and that of the NBR likely due to ING's
oil forecast relative to the consensus, which is used by NBR.

During the presentation of the Inflation Report, Governor Mugur Isarescu spent a lot of time
explaining the impact of past supply-side shocks on inflation and on the forthcoming inflation
spike, which is expected to peak at 5.1% by end-2Q18, promising more active communication
from the central bank to tame inflation expectations. This comes after the significant spike in
inflation expectations across economic sectors and consumers. In fact, this seems to be the
main concern for the central bank. 
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Spiralling inflation expectations
EC

The core inflation forecast was adjusted higher from 2.9% to 3.3% for end-2018, while its
medium-term trajectory remains outside the NBR target band throughout 2019, ending next
year at 3.6%. This received less attention during the speech. The governor’s remarks
were focused more on the effort to temper inflation expectations, which are the source of the
outlook for core inflation, aside from persistent excess demand.

The Inflation Report also mentioned the ‘accommodative stance... of real monetary
conditions’ as a factor behind the outlook for higher core inflation. On this topic, the governor
repeated examples of real negative interest rates in peer countries and globally, sounding
rather dovish.

In the same vein, he mentioned that the deposit facility level would remain the operational
instrument, fearing that higher carry would lead to an undesirable appreciation in the
Romanian leu. Still, he acknowledged that more rate hikes could be expected, saying that the
NBR inflation forecast is consistent with a ‘non-accommodative’ policy stance, though he
dismissed the need to present any forward guidance due to uncertainty. Overall, the NBR
continues its balancing act between higher key rates to keep inflation expectations anchored
and limiting the transmission of hikes into the cost of credit to mitigate the likely
political/public pressures. This weakens the transmission channel and is likely to lead to higher
forecast errors for core inflation. 
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Romania CPI stabilises higher over the policy horizon
NBR, NBP, ING

On the currency, the governor reiterated that he sees no room for RON gains, but favours
relatively low volatility due to its impact on inflation and inflation expectations.  

More hikes to come
We expect two more interest rate hikes this year in 2Q and 3Q and a gradual
tightening of the liquidity management between them. Firm control at the key rate is
likely by the year-end. Given the outlook for core inflation and the NBR's reluctance to
be pro-active, we see three more hikes next year with the external environment also
helping ease fears of unsustainable RON strengthening. For the next rate-setting
meeting, on 4 April, given the sharp CPI spike in the short-term, the NBR has to deliver
once more. We believe that a rate hike is more likely than a decision to tighten the
liquidity management.
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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
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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.
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https://www.ing.com

