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The normalisation process continues 
 

 The Board of the NBR raised the policy rate by 25 bps to 2.25% for the second time this year. 

Simultaneously, the interest rate corridor also shifted a quarter percentage-point higher, to 

1.25%-3.25% (Chart 1). The outcome of the meeting was in line with our, as well as the 

market's expectation. Regarding the NBR’s liquidity management, governor Isarescu said that 

the central bank did not intend to implement a firmer approach now, even if there had been 

discussions on this subject, as the narrower corridor already resulted in more efficient 

monetary transmission and some room for manoeuver was also preserved for unexpected 

situations. Referring to the FX market, NBR chief also said that the EUR/RON was traded 

where 'it should be'. The news had little impact on the leu, while ROBOR rates climbed 4-17 

basis points higher, with the largest movement at the short end. 

 The latest decision of the Board was in line with the broader picture. Romania’s central bank 

started the normalisation cycle earlier than most of its key peers, as consumer prices pointed 

to a sharp revival, while the annual inflation is also set to break above the tolerance band of the 

NBR (2.5% +/- 1%) at the beginning of this year, fuelled by both one-off and fundamental 

factors. The overheating fears amid pro-cyclical fiscal policies added to the pressure, too. It is 

also worth mentioning that the normalisation process was speeded up compared to the earlier 

expectations, as both inflation and economic data frequently surprised on the upside in the 

past few quarters. 

 The tone and the key messages of the governor’s post-meeting speech broadly matched our 

anticipations with Mr Isarescu seeking to curb inflation expectations. NBR chief Mr Isarescu 

said that the central bank was 'fighting inflation'. In our opinion, this reflects the NBR's 

commitment to curb consumer prices, and it also sends a firm message to the public. 

Nonetheless, he also added that the CB 'does not expect a long battle', as headline inflation 

should 'return within the target by year-end', that is to say CPI’s rush is transitory, providing 

anchor to economic agents. We noted earlier that managing inflation expectations will be a key 

issue (Chart 3), particularly at the beginning of this year. February’s policy meeting provided an 

excellent opportunity to do the job both via the rate hike and the main messages, before 

January’s skyrocketing consumer price data see the light of day. At the same time, given the 

large excess liquidity on the money market (Chart 4), the pass-through of the 25 bps hike could 

be smoother than amid tight conditions, buying time to borrowers to adapt to higher financing 

costs. 

 Regarding the outlook of the policy rate, Mr Isarescu did not reveal anything specific, 

reiterating that the NBR, unlike its peers, does not provide forward guidance. Given the current 

context with several important questions, we think that the central bank will follow a data 

dependent approach in the quarters ahead. At least one rate hike seems to be likely in Q2, 

probably delivered in April rather than in May. However, then the NBR may switch to a slower 

pace, as the annual inflation peaks and as an assessment about the impact of tightening 

actions becomes necessary too. We recall that the ROBOR 3M, the main benchmark for 

credits with variable interest rates, has rallied around 120 bps since the middle of last year, 

translating into 5%-15% higher monthly instalments in the case loans for house purchases. 

However, at this moment, only a handful of economic figures are available about the end of 

2017, and even less information about the beginning of this year, to evaluate the effects of 

increased financing cost. 

 In addition, the burden coming from the transfer of social contributions from companies to 

employees starting from January 2018 causes uncertainties too, as it is set to result in lower 

net wages, unless employers raise gross salaries properly. Therefore, Q1 wage dynamics will 

be worth watching. The rising concerns among households were reflected in early soft 

indicators. Consumer confidence fell sharply recently, after hitting a record high in early 2017 

(Chart 5), with the negative trend continuing in January. On the other hand, hard data suggest 

that household’s demand remained rather healthy, with retail trade (a proxy for household’s 

consumption) rebounding in December. Meanwhile, other hard indicators pointed to a modest 

deceleration of the economy in Q4. The stock of private loans dipped by RON 3.6 bn (FX 

adjusted data) in December. Nevertheless, it seems that this came mainly on the back of write-

offs and NPL sales on company side. Admittedly, consumer credit also lost momentum in the 

last month of 2017, but at this moment, it is difficult to determine how much of the fall is due to 

portfolio cleaning. Meanwhile, housing loans continued to increase steadily. 
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 Summing it up, we maintain our opinion that the normalisation cycle has further to run, but probably at a slower pace of 

rate hikes, as in the following quarters the NBR has to carefully seek balance between the combination of containing 

price expectations, overheating fears and the rising burden of borrowers. Accordingly, we think that the policy rate could 

reach 2.75% at the end of this year and may be raised to 3.25% before taking a longer break in H2 2019. Nonetheless, 

it is important to mention that risks are skewed to the upside. At the beginning of this year, stronger-than-expected 

economic and CPI outturns could force the NBR to frontload the hikes again. We also note that, currently, monetary 

conditions are still very loose at global level, but as the world economy booms and inflation gradually returns, monetary 

policy should become tighter too in the years ahead. A more-aggressive-than-previously-thought tightening may urge 

the NBR to prolong the current normalisation cycle, which would result in higher policy rate in 2019. 
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Chart 1: Policy rates and interbank MM rates 
(%, daily data) 
 
 

 
Sources: NBR, OTP Research 
 

 

Chart 2: Policy rate and inflation indicators 
(%) 
 

 
Sources: NBR, OTP Research  
Note: Filtered inflation = in-house underlying inflationary measure (SA). 

 
Chart 3: Price expectations vs. inflation 
(%) 
 

 

 
Sources: EC, NIS, OTP Research  

 

Chart 4: Money market rates and liquidity conditions 
 
 

 
Sources: NBR, OTP Research  

 
Chart 5: Consumer confidence vs. retail trade 
 
 

 

 
Sources: EC, NIS, OTP Research  
 

 

Chart 6: Key monetary indicators 

(%) 
 

 
Sources: Central banks, Reuters, OTP Research 
Note: XBOR 3M as of 7 February; headline inflation - latest available  
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Disclaimer 
 
OTP Bank Romania S.A. does not intend to present this document as an objective or independent explanation of the matters contained therein. This 
document a) has not been prepared in accordance with legal requirements designed to promote the independence of investment research, and b) is not 
subject to any prohibition on dealing ahead of the dissemination of investment research. 
This communication does not contain a comprehensive analysis of the described issues.  This report is issued for information purposes only and should 
not be interpreted as a suggestion, an invitation or an offer to enter into any transaction, as an investment advice, and it does not constitute legal, tax or 
accounting advice. Also it is not and should not be considered a recommendation for investment in financial instruments according to NSC Regulations 
no. 32/2006 and 15/2006.  
Information herein reflects current market practices. Additional information may be available on request. This document is intended only for the direct 
and sole use of the selected customers of OTP Bank Romania S.A. Any form of reproduction or redistribution to any other person that the intended 
recipients, including publication in whole or in part for any purpose, must not be made without the express written agreement of OTP Bank Romania 
S.A. Although the information in this document has been prepared in good faith from sources which OTP Bank Romania S.A. believes to be reliable, we 
do not represent or warrant its accuracy and such information may be incomplete or condensed. The issuer of this report does not claim that the 
information presented herein is perfectly accurate or complete. However it is based on sources available to the public and widely believed to be reliable. 
Also the opinions and estimates presented herein reflect a professional subjective judgment at the original date of publication and are therefore subject 
to change thereafter without notice. Furthermore there can be no guarantees that any market developments will unfold as forecasted. Opinions and 
estimates constitute our judgment and are subject to change without notice.  
OTP Bank Romania S.A. may have issued reports that are different or inconsistent with the information expressed within this report and is under no 
obligation to update or keep current the information contained herein.  
OTP Bank Romania S.A. may hold a position or act as market maker in the financial instrument of any issuer discussed herein or act as advisor or 
lender to such issuer. This document is not intended to provide the basis for any evaluation of the financial instruments discussed herein. In particular, 
information in this document regarding any issue of new financial instruments should be regarded as indicative, preliminary and for illustrative purposes 
only, and evaluation of any such financial instruments should be made solely on the basis of information contained in the relevant offering circular and 
pricing supplement when available. OTP Bank Romania S.A. does not act as a fiduciary for or an advisor to any prospective purchaser of the financial 
instruments discussed herein and is not responsible for determining the legality or suitability of an investment in the financial instruments by any 
prospective purchaser. 
This report is not intended to influence in any way or to be considered a substitute to research and advice centred on the specific investment objectives 
and constraints of the recipient (including tax concerns) therefore investors should obtain individual financial advice. Before purchasing or selling 
financial instruments or engaging investment services, please examine the prospectuses, regulations, terms, agreements, notices, fee letters, and any 
other relevant documents regarding financial instruments or investment services described herein in order to be capable of making a well-advised 
investment decision. Please refer to your competent adviser for advice on the risks, fees, taxes, potential losses and any other relevant conditions 
before you make your investment decision regarding financial instruments or investment services described herein. OTP Bank Romania S.A. in 
compliance with the applicable law, assumes no responsibility, obligation, warranty or guarantee whatsoever for any direct or indirect damage (including 
losses arising from investments), or for the costs or expenses, detrimental legal consequences or other sanctions (including punitive and consequential 
damage) sustained by any natural or legal person as a result of the purchase or sale of financial instruments or engaging investment services described 
herein, even if OTP Bank Romania S.A. was warned of the possibility of such occurrences. 
Figures described herein refer to the past and past performance is not a reliable indicator of future results. Investments in financial instruments carry a 
certain degree of risk (fluctuation of share prices, uncertainty of dividend, yields and / or profits, exchange rate fluctuations, etc.). The capital invested is 
not guaranteed, investment gains, usually assumed proportionate to risk, and past performance of financial instruments is not a guarantee for future 
performance. 
Please note that the Internet is not a secure environment and OTP Bank Romania S.A. does not accept any liability for any loss caused by the result of 
using this report in a form altered or delayed by the wilful or accidental interception, corruption or virus infection.  
All rights reserved – OTP Bank Romania S.A. (registered seat: Street Buzesti, no. 66-68, 1st district Bucharest, Romania; company registration number: 
01-10-041585; NBR registration no RB-PJR-40-028/1999; for further information please refer to: https://www.otpbank.ro/en). 
This document has been provided to the recipients upon their prior request. Your abovementioned permission may be withdrawn by an e-mail 
addressed to csaba.balint@otpbank.ro or a written mail addressed to OTP Bank Romania S.A , Buzesti Street, no. 66-68, 1st district, Bucharest, 
Romania. Please refer to your name and e-mail address in both cases. 
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