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Goldilocks is over: weaker GDP, higher inflation

Market view

The EUR/RON traded again in a narrow range yesterday, closing just
above 4.6600 on some late trades and below average turnover. Given the
rather disappointing GDP data which came out this morning, we expect
EUR/RON to trade with an upside bias in a 4.6500-4.6700 range.

Jan-2018 CPI came out at 4.3% YoY versus our call of 4.2% and NBR
forecast of 4.4%, while Bloomberg consensus was 3.9% and Reuters
median 4.1%. The forecast error on our side comes mainly from food
prices. 4Q17 GDP growth was much weaker than our expectations at
0.6% QoQ vs ING call of 1.2% which was similar to Bloomberg median. Still,
significant data revision led to a FY growth of 7.0% versus our expectations
of 7.1% and Bloomberg consensus of 6.5%. 4Q17 GDP growth stood at
6.9% YoY vs 8.1% our call and 7.3% Bloomberg consensus. This means
downside risks to 2018 growth outlook. For 2018 we forecast 4.7% YoY
growth vs 4.1% Bloomberg median, while the assumption in the state
budget is for 5.5% growth and official forecast of the National Prognosis
Commission is 6.1%.

The ROMGBs yield curve steepened a bit with front and belly segments
sliding 2-3bps downwards. Today, the MinFin auctions EUR200m in Feb-
2021 domestic bonds. We should see decent demand around secondary
market mid-levels of 0.23% and it is quite possible that MinFin will sell
more than planned around this level.

The O/N and T/N implied continued to trade just below the new NBR
deposit facility rate, around 1.15% mid. The curve up to 3M compressed
further, with 1M inching about 5bp higher most likely following the higher
carry while the 3M shifted about 5bp lower, reflecting expectations of
surplus liquidity not going to be sterilized anytime soon.

EUR/RON forecasts and forwards
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ING forecasts 4.68 4.70 4.70 4.67
Forward rate implied quotes 4.67 4.70 4.75 4.79
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