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The NBR held the policy rate unchanged at 2.50%; inflation 
is under control, central bank governor said 
 

 

 In July’s monetary policy meeting, the NBR kept the key interest rate unchanged at 

2.50%. Accordingly, the interest rate on the deposit as well as the lending facility rates 

remained at 1.50% and 3.50% too. At the same time, the minimum reserve requirement 

ratio was left at 8%. The outcome of the Board meeting caused a modest surprise as 

market expectations were split whether the central bank will raise the policy rate for the 

fourth time this year. The leu weakened slightly after the rate-setting meeting. 

 We recall that the NBR has implemented a series of normalisation measures (including 

the narrowing of the interest rate corridor, base rate hikes and liquidity sterilisation 

actions) since the middle of last year in order to contain inflation and overheating risks. As 

a result, interbank lending rates have risen by 260 basis points on average since August 

2017. 

 In answer to reporters' questions, Mr Isarescu said that the key message of the NBR was 

that Romania’s annual inflation rate would ease in the following period. Referring to last 

autumn’s inflation shock, which was driven mainly by regulated price hikes, the governor 

added that the bulk of the increases was over and even negative monthly growth rates 

could come in the summer. It may be worth mentioning that, similarly to the NBR’s 

projection, we expect headline inflation to hover near its latest level (5.4% YoY as of May) 

in the following few months and as the base effect of earlier hikes starts to fade, it might 

fall below the 4% threshold at the end of this year. In 2019, the annual CPI growth is 

expected to stabilize near 3%, inside the tolerance band (2.5% +/- 1%) of the central 

bank. The NBR's governor also added that the Core3 measure (inflation excluding 

vegetables, fruits, eggs, fuels, regulated prices, as well as beverages and tobacco prices), 

the central bank’s key underlying CPI indicator softened to 2.95% YoY in May, down from 

3.09% YoY a month earlier. This is the first sign that the normalisation actions of the NBR 

had results. 

 Explaining the background of the policy decision, Mr Isarescu said that the NBR cannot 

be disconnected from what other central banks do, underscoring that the NBR’s peers did 

not touch the policy rate despite the sizeable depreciation pressure on the CEE region’s 

currencies. The central bank chief also reiterated that real interest rates in Europe are 

staying in negative territory. Meanwhile, monetary policy in Romania is tighter than the 

benchmark interest rate would suggest, as ROBOR rates stood in the upper half of the 

corridor. Given this context, the NBR’s rate decision was correct and appropriate, Mr 

Isarescu said. 

 Regarding the long-term outlook, the governor reminded of the end of the ultra-low 

interest rate era in the world. Referring to Mr Peter Praet, the chief economist of the ECB 

who recently visited in Bucharest, Isarescu said that it was too early to ponder when 

positive real interest rates would re-appear in Europe. In Romania, consumer price 

inflation and the policy rate should meet down the road and the NBR expects this to 

happen at a low level, the governor hinted (but without providing a timeline). 

 The liquidity squeeze, which drove interbank lending rates close to the lending facility rate 

(see Chart 1), could be temporary, depending also on the seasonal variation of 

government budget spending, Mr Isarescu mentioned. Nonetheless, the governor refused 

to comment on questions about the impact of potential NBR interventions on the FX 

market. We think there are several convincing signs that the central bank stepped in the 

market in order to alleviate the depreciation pressure on the leu. Tighter liquidity 

conditions are a natural consequence of such operations. 
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 Summing it up, we think that the NBR’s decision to hold fire in July is like a stopover on the road. Indeed, 

headline inflation is expected to ease remarkably in the following quarters, but as underlying price pressures are 

set to remain strong owing to the tight labour market and higher import prices, as well as the era of ultra-low 

interest rates seemingly is over on the external front, Romania’s central bank is likely to continue the 

normalisation cycle. Therefore, we maintain our previous view, expecting the policy rate to end this year at 2.75% 

and reach 3.25% in 2019. We reiterate too that stronger-than-expected inflation outturns, more-aggressive-than-

previously-thought tightening measures elsewhere in Europe and the USA, may urge the NBR to speed up the 

normalisation cycle. Accordingly, interbank lending rates are set to increase over the medium term, but correction 

periods could appear too, when liquidity conditions improve (e.g. supported by year-end government spending) 

and the weakening pressure on the leu softens. 
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Chart 1: Policy rates and interbank MM rates 
(%, daily data) 
 

 

 
Sources: NBR, OTP Research 

 

Chart 2: Performance of the CEE region’s 

currencies vs. EUR (1 January 2018 = 100) 
 

 
Sources: NBR, Reuters, OTP Research 
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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 newsletters@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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