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Romanian inflation to jump ahead of
fiscal shocks, but relief is in sight

Romania's June inflation rose to 5.66%, above our 5.50% forecast,
reinforcing upside risks to an already elevated inflation profile. With
electricity prices up in July and tax hikes in August, we now see year-end
inflation at 7.9%. The National Bank of Romania is expected to keep its
key rate at 6.50% in 2025 amid persistent inflation pressures
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A food market in Bucharest. In August, the standard VAT rate will increase from 19% to 21%

The June inflation surprise was largely driven by a nearly 11% monthly surge in fresh fruit
prices, which contributed to a 0.5% increase in food prices - an unusually high figure for the
summer season. In contrast, non-food and services prices rose by a more modest 0.4%, in line
with expectations. Core inflation also picked up, rising to 5.6% from 5.4%.

Several inflationary shocks are expected over the summer. Electricity price caps were removed
on 1 July, which will push utility bills higher. In August, the standard VAT rate will increase from
19% to 21%, and excise duties on alcohol, fuel, and tobacco will rise under the new fiscal
package. While these measures aim to strengthen public finances, they will also trigger a one-
off spike in consumer prices.

We now forecast inflation to peak around 8.2% in September-October, once the tax hikes are
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fully reflected in prices, before easing slightly to 7.9% by year-end. From the second half of
2026 onward, we expect meaningful disinflation to take hold, driven by base effects and
weakening demand, potentially bringing inflation down to the 4.0% area by the end of 2026.
Supporting this view, wage data released today shows a slowdown in average net wage
growth, which fell to 7.6% year-on-year in May, indicating softer demand ahead.

An inflation hump is expected
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The National Bank of Romania (NBR) maintained its policy rate at 6.50% in July and is likely to
hold this level throughout 2025. With inflation still well above target, the central bank is
expected to remain cautious and delay any rate cuts until there is evidence that price
pressures are easing. However, we do expect liquidity conditions to gradually improve. While
not returning to last year's surplus levels, this could be enough for market rates to drift lower,
making the deposit facility relevant again, particularly at the short end of the curve.

Looking ahead, we anticipate the first rate cuts to come in 2026, likely in the second quarter,
totalling around 100 basis points of easing. If disinflation accelerates or economic growth
weakens, the NBR may opt for a more aggressive easing path.

In short, Romania faces a near-term inflation spike followed by a significant cooldown
later on. This two-phase outlook means the NBR will keep a steady hand on rates in

2025 - holding fire on policy easing until the storm of price shocks passes and inflation
relief is in sight.
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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 BRO00341) 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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