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Most of the CEE currencies that we cover ended 2021 with small 

losses against the euro, with the Czech koruna the only one bucking 

this trend, rallying by approximately 5%. 
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The contrasting currency performances can, in our view, be largely 

attributed to differences in macroeconomic fundamentals, monetary 

policy, and risk sensitivity. Those continue to be important.

Czech Republic’s FX reserves were equal to 157.6 billion EUR in 

March, or approximately 11.5 months of imports. Relative to imports, 

this is roughly twice the level seen in Poland and Romania. Hungary is 

an outlier, with reserves covering only approximately 3 months of 

imports. The amount of reserves should allow Czech Republic, 

Poland, and Romania to conduct interventions if they assume them 

necessary. Considering its limited chest of reserves, this is unlikely to 

be a  preferred option for Hungary. 

Figure 1: CEE Currencies Performance [31.12.20 = 100]

Source: Bloomberg Date: 14/04/2022

Introduction

The Czech Republic arguably has the best macroeconomic 

fundamentals in the region, which include the most balanced current 

account and hefty FX reserves, indicating relative external stability. Its 

current account deficit finished the year at below 1% of GDP based 

on preliminary data and was the lowest of the four countries covered 

in this report. 

Figure 2: CEE Current Account to GDP [Bloomberg] (2007 - 2021)

Source: Bloomberg Date: 14/04/2022

Figure 3: CEE FX Reserves [in bn EUR and months of imports]*

Source: Bloomberg Date: 14/04/2022

*reserves: March data, imports: February data
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Inflation in the Czech Republic is also currently the highest in the 

CEE, and the third-highest in the EU (HICP at 10% in February vs. 

8.1% average for Poland, Hungary, and Romania). That said, we’d 

expect inflation to decline to more normal levels faster than its peers, 

partly because of its proactive and aggressive monetary policy.

With regards to economic activity, Poland and Hungary clearly stand 

out as best-performers, having regained their pandemic losses in 

mid-2021 in real terms. Romania also recovered around that time, 

but it recently surprised with an unexpected quarterly contraction in 

the fourth quarter of 2021. Czech Republic, on the other hand, still 

most likely has at least a few months before it recovers all losses from 

the pandemic. The country was severely hit by the pandemic 

downturn, has a relatively conservative economic policy, and 

arguably has the lowest growth potential.
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High interest rates are also a factor that can limit the vulnerability of a 

currency to external risks. Hungary and Czech Republic have the 

highest interest rates in the region, having begun raising them at 

around the same time, in June 2021. We think that rates in Czech 

Republic are nearing their expected maximum level, while those in 

Hungary still have room to increase further and will most likely be the 

highest in the CEE. Rates in Poland are likely to reach levels similar 

to, or higher, than those in Czech Republic, in our view, at 5.5% or 

more. Rates in Romania are currently the lowest and it looks like the 

monetary tightening cycle in the country will be the longest in the 

region, with rates likely reaching levels lower than those in Czech 

Republic and Poland, in our view. 

Figure 4: CEE HICP Inflation Rates (February 2022)

Source: Eurostat Date: 14/04/2022

Figure 5: Base Rates and 3M Interbank Rates in CEE [as of 13/04]*

Source: Bloomberg, central banks Date: 14/04/2022

Figure 6: CEE GDP Growth Rates [2020 - 2021]

Source: Bloomberg Date: 14/04/2022

*Hungary now has two key rates: base rate (4.40%) and one-week deposit rate (6.15%)
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Despite the war in Ukraine, economic growth in most of the CEE 

countries, with a likely exception of Czech Republic, is set to remain 

relatively strong this year, supported by very tight labour markets. At 

least some of the negative effects on growth have to do with 

worsening business and consumer confidence, and may be offset by 

additional consumer spending from refugees fleeing Ukraine, with 

most of them (more than 2 million) choosing Poland as their 

immediate destination. Growth should also be supported by the 

disbursement of the EU recovery funds, with Romania and Czech 

Republic already receiving part of the assigned funds, while Poland 

and Hungary are still waiting for the process to move forward due to 

political issues. Both of the latter have, however, announced fiscal 

policy easing in recent months, which should also be supportive of 

growth. We think that the EU recovery funds for Poland and Hungary 

will also be unlocked this year, with the war in Ukraine adding 

pressure to distribute the money and help countries deal with 

economic challenges posed by the conflict. Poland seems to be on 

course to receive the green light for the funds in the next few 

months, with the timing and approval of funds for Hungary more 

uncertain. 

Inflation is set to remain very high, at least in the near-term, and this 

poses a challenge to domestic decisionmakers that need to strike a 

balance between limiting risks associated with inflation and not 

causing too significant of an economic slowdown. This is expected to 

be elevated further due to the energy shock posed by the war in 

Ukraine, and we have already  seen the first evidence of that. 

We continue to expect an appreciation of the Czech koruna, Polish 

zloty, and the Hungarian forint and a mild, gradual depreciation of 

the Romanian leu. 

We think the first three have a chance to outperform as we expect 

these currencies to shake off most, if not all, of the remaining risks 

associated with war in Ukraine in the coming quarters. Negative 

macroeconomic consequences of the conflict, including higher 

inflation, slower growth, deteriorating terms of trade and likely 

heightened imbalances in the balance of payments will continue to 

negatively affect the exchange rate, even when aforementioned risk 

dissipates. In our view, this effect on the currency will be only partly 

balanced by tighter monetary policy. We have, therefore, recently 

revised our CZK, PLN, and HUF forecast lower compared to our 

previous assessment from the beginning of the year. At the same 

time, the stabilisation in RON, and our view that the central bank has 

a strong case for not allowing too significant of a depreciation in the 

coming quarters due to high inflation, means that we have revised 

our RON forecast higher. We do, however, still expect the currency to 

gradually depreciate in the coming quarters. 

Given already relatively high-interest rates, our expectations 

regarding the monetary policy tightening in the Eurozone, and our 

view that most CEE currencies are undervalued, we don't think an 

expected rapid policy tightening in the US poses a particular threat 

to the CEE currencies. The actual risk we see is that of a potential 

further deterioration of the security situation in Europe and in the 

case of Hungary, consequences of clashing with the EU. 

We are optimistic it will be avoided, but if the war in Ukraine was to 

escalate much further and for long, the currencies in the region 

would likely come under renewed pressure. In the near-term, 

developments with regards to the war will be key for the region and 

CEE currencies, particularly the most sensitive Polish zloty and 

Hungarian forint. 
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The Czech Republic koruna rose by approximately 5% against the 

euro in 2021 and strengthened further at the beginning of 2022. In 

early February, the EUR/CZK rate fell to its lowest level since 2011. 

Russia’s invasion of Ukraine caused an immediate and sharp 

depreciation of the Czech koruna. A close proximity to the conflict, 

the currency’s EM status, and economic ties with Russia, particularly a 

high dependence on energy imports, have weighed on the currency. 

The extent of the sell-off has, however, been smaller than its key 

regional peers like the Polish zloty and Hungarian forint. We attribute 

this to the Czech Republic’s good economic fundamentals and the 

country’s high-interest rates, which were the highest in the CEE at the 

start of the invasion. 
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Czech Koruna CZK
Russia’s invasion of Ukraine has put downward pressure on the Czech 

koruna, erasing a number of months of appreciation. Nevertheless, 

the currency’s losses have been more contained than most of its 

regional peers and the koruna has continued to recover since then. 

We think that this will continue in the coming quarters, with high 

interest rates and solid fundamentals to enable the currency to 

strengthen further. 

In our view, the koruna’s outperformance in the past months, and the 

fact that the currency recovered all of its pandemic losses prior to the 

invasion is primarily due to rapid interest rate increases from the 

Czech National Bank. The CNB began raising rates in June, although 

the moves were indicated in advance and widely expected. Since 

increasing the reference 2-week repo rate in two 25 bps increments to 

0.75%, the bank has hiked rates on five other consecutive occasions, 

and in an even more aggressive fashion. 

The 2-week repo rate was raised by 75 bps in September, 125 bps in 

November, and 100 bps in December. The pace of the tightening 

cycle has been stronger than expected. In February, however, the 

bank performed a “dovish hike”, raising rates in line with consensus 

and suggesting that going forward, only limited tightening may take 

place, with hikes expected to be reversed in the second half of the 

year. Following Russia’s invasion of Ukraine, the CNB announced that 

it was ready to intervene in the market, and indeed sold some of its 

foreign currency holdings in order to support the koruna. In March, 

the bank also reversed some of the dovishness from February, hiking 

rates by 50 bps, in line with expectations, while suggesting that 

tightening could continue. 

The CNB’s current outlook for inflation has worsened, with the bank 

now expecting inflation to ‘remain very high even for the rest of this 

year’. Growth is expected to be roughly half of the previously 

estimated 3%. In light of Russia’s invasion of Ukraine, we think that 

the central bank may be more willing to raise interest rates further in 

the short term, and keep them elevated for somewhat longer than we 

had previously anticipated. With the bank not having an extensive 

discussion regarding FX interventions at its March meeting, it seems 

that interest rates will be the key policy tool used for battling inflation. 

Still, we foresee only limited moves, perhaps one or two - the room 

for hiking in Czech Republic appears to be much smaller than among 

its regional peers, particularly given the bank’s updated growth 

assessment. 
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Figure 7: EUR/CZK (Apr ‘21 - Apr ‘22)

Source: Refinitiv Datastream Date: 14/04/2022
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Growth data has generally shown the opposite pattern, surprising to 

the downside in the second and third quarter of 2021. Fourth-quarter 

growth turned out to be better than expected, with the economy 

expanding by 0.8% QoQ. It was, however, a slower pace of growth 

than the 1.7% and 1.4% recorded in the previous two. Czech GDP 

seems to be at least a few months away from reaching pre-pandemic 

levels, unlike its regional peers mentioned in this report that have 

already achieved this target even in real terms. Nevertheless, this 

isn’t all that surprising considering that the country’s GDP was hit 

particularly hard in 2020 (-5.7%) and generally seems to have a lower 

growth potential than its peers. 

Aggressive interest rate hikes are likely to pose a challenge to the 

country's economic growth. That being said, a further disbursement 

of EU funds from the recovery programme should support 

investment growth moving forward. So far, the country has received 

an initial tranche of 915 mln EUR in grants, equivalent to 13% of the 

country’s allocation. A tight domestic labour market should also 

support growth. While the key support measures for workers have 

expired with the reopening of the economy, the country’s 

unemployment rate remained low at 2.4% in February according to 

the Eurostat measure, 0.8 p.p. lower than at the same time last year 

and somewhat above pre-pandemic levels. 7

The aggressiveness of the aforementioned rate increases has been, 

in large part, a result of the build-up of inflationary pressures. The 

headline inflation rate increased to 12.7% in March, above 

expectations and significantly above the upper end of the CNB’s 

inflation target (2%±1 p.p.), marking the highest increase in 

consumer prices since May 1998. More importantly, core inflation has 

increased further to 11.4%, the highest level on record. Price growth 

indicators in Czech Republic have surprised to the upside throughout 

most of the past twelve months, particularly of late.

Figure 8: CNB Base Rate (2013 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022

Figure 9: Czech Republic Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022

Figure 10: Czech Republic GDP Growth Rate (2012 - 2021)

Source: Refinitiv Datastream Date: 14/04/2022
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That said, real wage growth turned negative in the fourth quarter 

(-2%), which isn’t a welcome sign. Since then, inflation has increased 

sharply, which poses a risk to consumer spending. 

We continue to expect an appreciation of the Czech koruna in the 

coming quarters. While the currency has already recovered its losses 

since Russia’s invasion of Ukraine, and is less sensitive to risk than 

some of its peers, an expected deescalation should support the 

koruna. In addition to boasting arguably the best macroeconomic 

fundamentals in the region, the country also has among the highest 

interest rates relative to its peers, which should provide a good 

proposition to investors. That in mind, we think that the koruna’s 

gains might be somewhat less significant than some of its regional 

peers, as the CNB puts an end to its hiking cycle and may start 

reversing some of the hikes in the coming months, perhaps in 

late-2022. 
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USD/CZK EUR/CZK GBP/CZK

Q2-2022 21.9 24.5 29.3

Q3-2022 21.4 24.4 29.1

E-2022 21.1 24.3 28.9

Q1-2023 20.9 24.2 28.8

E-2023 20.0 24.0 28.4

Figure 11: Czech Republic Unemployment Rate (2012 - 2021)

Source: Refinitiv Datastream Date: 14/04/2022



We continue to hold a positive view of the Hungarian forint, 

particularly given the MNB’s aggressive efforts to combat inflation 

and support the currency. We believe that it can recover its recent 

losses and return to levels seen before Russia’s invasion of Ukraine. 

EUR/HUF spent 2021 largely rangebound, initially rallying on 

improved sentiment and expectations for monetary policy tightening, 

only to sell-off again later in the year. In early-2022, the forint was the 

best-performing currency worldwide, rising to a five-month high in 

February, before suffering from one of its most sizable depreciations 

in recent history. The currency dropped to a record low, selling off by 

approximately 9% against the euro at one stage, by about as much as 

during the peak of Covid fear in March 2020. HUF was one of the 

worst-hit EM currencies as a result of Russia’s invasion and 

underperformed all its regional peers. We link the forint’s 

underperformance to Hungary’s macroeconomic fundamentals, which 

are among the weakest in the region. This includes the largest current 

account deficit since 2008, at just above 3% of GDP in 2021 based on 

preliminary data, and limited FX reserves held at the central bank, 

equal to only 37 bn EUR in March or about 3 months’ worth of import 

cover. 
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Hungarian Forint HUF In an attempt to limit the forint’s depreciation following Russia’s 

invasion of Ukraine, the National Bank of Hungary (MNB) indicated 

that it may need to intervene in the FX market. Contrary to the central 

banks in the Czech Republic and Poland, the MNB did not confirm 

that it had officially intervened in the market, although it did decide 

to raise interest rates aggressively. The MNB was the first among the 

CEE central banks to start its rate hike cycle, delivering the first 

increase to its base rate in June last year - rates were raised by 30 

basis points to 0.90%. Since then, the main rate has been increased 

to 4.40%. The bank has also ended its asset purchase programme 

and adjusted other rates. At its March meeting, the MNB raised its 

base rate by 100 basis points, while also increasing the upper end of 

the rate corridor to 7.4%. Its communications were hawkish, with 

policymakers suggesting that the tightening cycle will last longer, and 

that rates will increase more than previously thought. 

The bank’s March inflation projections were revised up to 7.5-9.8% in 

2022, compared to the 4.7-5.1% expected in December. The 2023 

projections now indicate inflation may average 3.3-5%, compared to 

2.5-3.5% forecasted previously, meaning that the bank sees some 

chance that inflation will move back to target next year. So far, 

inflation has remained far above target, and continues to trend 

higher. In April last year, consumer price growth soared above the 

upper band of the MNB 3%+-1p.p. target, reaching 5.1%. Since then, 

it has increased further, rising to 8.5% in March, although it did 

surprise to the downside for the first time in six months. Importantly, 

the less volatile core measure reached 9.1% in March, a 21-year high, 

having increased sharply since the third quarter. 
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Figure 12: EUR/HUF (Apr ‘21 - Apr ‘22)

Source: Refinitiv Datastream Date: 14/04/2022
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High inflation has been driven by both external factors, and the 

robust economic rebound after the pandemic, which was supported 

by easy fiscal policy and a tight labour market. At 3.7% in February 

according to Eurostat measure, the unemployment rate is 0.7 p.p. 

lower than at the same time last year and only slightly above 

pre-pandemic levels. Wage growth accelerated at the start of the 

year, with salaries growing by 13.7% gross year-on-year in January, 

the most in a year-and-a-half. 

The primary tool to counter high inflation is monetary policy, with the 

MNB taking a very active approach: in addition to regular monetary 

policy meetings, the bank adjusts its one-week deposit rate on a 

weekly basis, working towards tighter conditions in the market. On 

14th April, it was left unchanged at 6.15%, having been raised four 

times since the start of Russia’s invasion of Ukraine. Hungary’s 

3-month interbank rate, BUBOR 3M, has soared to 6.60%, its highest 

level since 2012. 

Hungary’s aggressive monetary policy tightening has been made 

possible by the country’s favourable economic conditions. The 

country’s GDP recovered all of its pandemic losses in real terms in 

2021, and had a strong momentum at the turn of the year, growing 

by 2% quarter-on-quarter in the fourth quarter. At 7.1% year-on-year, 

it was the biggest increase in more than 25 years, excluding a 17.8% 

jump in the second quarter, which was boosted by the base effect. 

As in the past two quarters, growth was primarily supported in Q4 by 

private consumption. 

Government consumption, investments, and net exports played a 

positive, albeit smaller role. More recent economic data is mixed, 

and the Russia-Ukraine war poses a downside risk. Growth is 

expected to trend downwards moving forward, albeit still remain 

relatively strong at about 3-4%. The National Bank of Hungary’s 

March forecast assumes growth will moderate to 2.5-4.5% in 2022 

and 4-5% in 2023. 

Figure 13: Hungary CPI Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022
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Figure 14: Hungary Base Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022



That said, we believe that Hungary will be strongly motivated to find 

some common ground with the EU. The back-and-forth between 

Brussels and Budapest is likely to be a drawn out process, and will 

end with a qualified majority vote in the European Council. While we 

believe that the worst-case scenario won’t come to pass, the 

situation poses an additional downside risk to forint. 

It needs to be acknowledged that we’re still in an environment of 

significant uncertainty. In the case of the forint, the risk stems from 

both the Russia-Ukraine war as well as the country’s relationship with 

the EU. While both a further escalation of the war, as well as 

hostilities between Hungary and the EU, may negatively impact the 

currency, we assume that these risks will gradually fade over our 

forecast horizon. This should, we believe, allow the forint to regain 

some of its losses and maintain relative stability in the medium-term. 
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Hungary loosened fiscal policy at the beginning of the year ahead of 

the crucial parliamentary election in early-April, with the fiscal deficit 

reaching 73% of the 2022 target in March. This is welcome news for 

growth in the near-term, particularly considering a delay of the EU’s 

recovery funds.

We assume that the forint continues to trade with a risk premium due 

to the Russia-Ukraine war. We believe that we should see this 

premium fade from the exchange rate in the coming weeks and 

months. That said, the war has created negative consequences for 

Hungary that are likely to weigh on the forint even following the 

evaporation of the war risk premium. Those factors include elevated 

inflation, worsening terms of trade, and slower growth. Our forecast 

is, therefore, revised down throughout our forecast horizon to reflect 

this. 

Recently, the forint came under renewed pressure as the European 

Commission announced that it will launch a ‘conditionality 

mechanism’, which could link the payment of EU funds to Hungary to 

a rule of law that Hungary is accused of breaching. Under a 

worst-case scenario, this could mean losing support worth billions of 

euros from the EU budget. 

USD/HUF EUR/HUF GBP/HUF

Q2-2022 321 360 431

Q3-2022 316 360 429

E-2022 313 360 429

Q1-2023 310 360 428

E-2023 300 360 426
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Figure 15: Hungary GDP Growth Rate (2012 - 2021)

Source: Refinitiv Datastream Date: 14/04/2022



While the zloty started gaining ground at the turn of the year, Russia’s 

invasion of Ukraine significantly soured sentiment towards the zloty, 

pushing the currency to a record low against the euro. In the past few 

weeks, the zloty has recovered some of its losses, and we think that 

the currency still has plenty of potential to rally further.
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Polish Zloty PLN

In the months prior to the invasion, the zloty was among our more 

favoured currencies in the emerging market universe. Solid economic 

growth, decent fundamentals, fading pandemic impact, and monetary 

policy tightening from the National Bank of Poland meant that nearly 

all factors were lining up in favour of the zloty. The war in 

neighbouring Ukraine has, however, provided a significant risk to the 

currency, ensuring that PLN suffered from a major sell-off, losing as 

much as 9% against the euro in just over a week. The zloty was one of 

the worst-performing currencies among its regional peers, second 

only to the Hungarian forint, which boasts worse macroeconomic 

fundamentals and tends to be more sensitive to an increase in 

negative risk sentiment. 

In addition to the clear negative implications of the war, which also 

weighed heavily on the zloty’s peers, we believe that a relatively large 

extent of the currency's decline has to do with the fact that PLN is a 

highly liquid currency and may have been the go-to currency for 

investors wanting to reduce their exposure to the region. 

Additionally, Poland’s external vulnerabilities have been elevated, 

with the country recently posting a rather significant current account 

deficit and having relatively low interest rates compared to some of 

its peers, only 2.75% at the time of the invasion. 
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As we anticipated, the significant sell-off of the zloty was met with a 

strong reaction from local authorities. The National Bank of Poland 

intervened in the market by selling foreign currencies in early-March, 

according to its official communication. The government joined the 

process of supporting the zloty. The Ministry of Finance stated that 

‘foreign currency funds at its disposal will be exchanged primarily on 

the currency market on an appropriate scale’ and that ‘the exchange 

of these funds at the NBP will be of a complementary nature’. This 

was announced a few weeks after the NBP’s governor Glapiński 

suggested that a shift to a market-based exchange of EU funds (as 

opposed to based on NBP support) was under consideration.

During its March meeting, the NBP raised its benchmark rate by 75 

basis points, a larger move than expected by the consensus. Its 

statement put an emphasis on the willingness to support the zloty, 

and this message was further reinforced at President Glapinski’s press 

conference. In April, the bank surprised the market by raising rates by 

100 basis points to 4.5%, more than expected, but did not suggest 

where it sees interest rates in the coming months, emphasising data 

dependence. 

Figure 16: EUR/PLN (Apr ‘21 - Apr ‘22)

Source: Refinitiv Datastream Date: 14/04/2022



ebury.com

The external situation is not the only factor responsible for high 

inflation. Core inflation soared to 6.7% in February, the highest rate 

in more than 20 years. Sharp price increases have been boosted by 

strong economic activity, with Poland having now regained all of its 

pandemic losses in real terms. The economy’s performance in 

late-2021 was solid, with the economy growing by 7.3% year-on-year 

in the fourth quarter and industrial production growing above the 

pre-pandemic trend. One of the brightest spots of the country’s 

economy has been its robust labour market. The registered 

unemployment rate stood at 5.5% in February (or 3% according to a 

measure used by Eurostat), which is just above the lowest level since 

the pandemic. Wage growth has also exceeded expectations, with 

salaries rising by 11.7% in February, the most since 2008. 
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After the March MPC meeting, President Glapinski stated that the 

National Bank of Poland was holding talks with major central banks 

with regard to swap lines. A few weeks following that, the ECB 

confirmed an establishment of a 10 billion euro swap line with the 

NBP. At the press conference following the April meeting, Glapinski 

suggested that the central bank can also count on support from the 

Federal Reserve. This provides additional assurance that the National 

Bank of Poland has the ability to stabilise the market. 

The central bank significantly increased its inflation forecast in March, 

which is partly a consequence of the Russia-Ukraine war. The 2022 

forecast rose to 10.8% from 5.8% in November, while the 2023 

forecast also increased sharply to 9% from 3.6%. Inflation in Poland 

has surprised to the upside in much of the past year. After declining 

in February to 8.5% due to the tax cuts under the new ‘anti-inflation 

shield’, inflation in Poland soared to 10.9%, its highest level since 

2000, boosted by the energy shock caused by the Russia-Ukraine 

war. 

Figure 17: NBP Base Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022

Figure 18: Poland CPI inflation (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022

Figure 19: Poland GDP Growth Rate (2012 - 2021)

Source: Refinitiv Datastream Date: 14/04/2022
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Poland’s GDP growth rate is set to slow, in part due to the negative 

effects of war in Ukraine, but it is nonetheless expected to remain 

relatively healthy. In the near-term, a worsening in sentiment and its 

negative effect on consumption will likely be balanced by 

immigration from Ukraine: Poland has taken in approximately 2 

million refugees since the beginning of war. In the medium-term, 

Poland’s economy should also be supported by the delayed 

disbursement of funds from the EU recovery fund. The war in Ukraine 

is a factor that we expect will accelerate an unlocking of these grants 

and loans worth 36 billion EUR in total. 

We think both inflation developments, as well as economic activity 

data, support a continuation of monetary policy tightening in Poland 

and now believe that the reference rate should reach 5.5% or more in 

the next few months, with the market pricing in rates reaching 

approximately 6.50-6.75% six months from now. Our assessment is 

further supported by the economic shock resulting from Russia’s 

invasion of Ukraine. This has led to both higher inflation and a terms 

of trade shock. Importantly, Poland has already experienced 

heightened external imbalances before the war in Ukraine. This is 

evident in the latest current account data, which has deteriorated 

significantly since 2020. 

That said, the developments on the interest rate front will largely 

depend on the exchange rate, and thus Russia’s war in Ukraine, as 

well as on the fiscal policy, which is set to remain loose in the 

medium-term. We don’t rule out currency interventions and the 

central bank has ample reserves equal to 142.1 billion EUR in March 

or about 5 months’ worth of import cover (and now a 10 bn EUR 

swap line from ECB) that would enable those, but think they will not 

be preferred tools. We expect rate adjustments and communication 

to be of primary importance. 

We assume that the zloty is still trading with a risk premium related 

to the Russia-Ukraine war. This risk premium has been reduced in 

recent weeks and we’re optimistic that the zloty will be able to ditch 

most if not all of this risk premium in the coming weeks and months. 

That said, there are factors induced by the war that will likely weigh 

on the zloty even once the conflict has ended, particularly elevated 

inflation, worsening terms of trade, and slower growth. We have, 

therefore, revised somewhat our longer-term forecasts to reflect this. 

We need to acknowledge that the current environment is highly 

uncertain. We have little doubt that the biggest risk for the zloty 

stems from the Russia-Ukraine war and a further escalation of the 

conflict might impact the currency’s performance. Nevertheless, we 

assume a gradual decline in risk associated with this factor, which 

should allow the zloty to further regain losses. 
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Figure 20: Poland Current Account [mln EUR] (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022

USD/PLN EUR/PLN GBP/PLN

Q2-2022 4.06 4.55 5.44

Q3-2022 3.95 4.50 5.37

E-2022 3.87 4.45 5.30

Q1-2023 3.82 4.43 5.27

E-2023 3.63 4.35 5.15
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Romanian Leu RON

We believe that Romania’s poor fundamentals should continue to 

weigh on the leu and expect the currency to continue on its gradual 

depreciation trend, despite its recent stability, resilience in the face 

of risks and monetary policy tightening from the National Bank of 

Romania. We do, however, acknowledge that the bank may now have 

additional motivation not to allow a more pronounced depreciation 

of the leu. 

The Romanian leu (RON) was the worst-performing CEE currency in 

2021, selling off by almost 2% against the euro last year. Since 

September, the EUR/RON pair has, however, remained remarkably 

stable, far more stable than its regional peers throughout most of the 

year so far. By contrast, the leu held its own following Russia’s invasion 

of Ukraine. We attribute this mainly to the fact that Romania’s 

currency is much more closely controlled by the central bank than its 

regional counterparts - the leu is typically one of the least volatile 

currencies globally. 

Romania’s GDP growth data disappointed throughout each of the last 

three quarters of 2021 and particularly in the fourth quarter, when the 

economy posted a surprise contraction of 0.1% on a quarterly basis, 

the first such decline since the pandemic-driven drop in the second 

quarter of 2020. This decline is quite surprising, considering the 

monthly readings covering the period have been overall rather 

positive. Retail sales and industrial production showed substantial 

growth in the last two months of the year. On a year-on-year basis, 

the economy grew by 2.4%. Growth was driven by strong household 

consumption, while changes in inventories and net exports 

contributed negatively. Even with the recent poor performance, the 

economy is still 1.8% larger in real terms than before the pandemic. 

Downside surprises to growth are not particularly encouraging, but a 

relatively favourable situation in the labour market should support the 

economy moving forward. The Eurostat measure of the 

unemployment rate remained at 5.7% in February and is only 

somewhat above its pre-pandemic level. Wage growth is lower than 

before the pandemic, but at 8.9% in January, net wage growth turned 

positive in real terms (0.6%) for the first time since August. 

Additionally, Romania’s economy should receive support from the EU 

recovery programme. So far, the country has received an initial 

tranche of 1.8 billion EUR in grants and 1.9 billion EUR in allocated 

loans (13% of the country’s allocation).  
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Figure 21: EUR/RON (Apr ‘21 - Apr ‘22)

Source: Refinitiv Datastream Date: 14/04/2022

Figure 22: Romania GDP Growth Rate (2012 - 2021)

Source: Refinitiv Datastream Date: 14/04/2022
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Initially, the bank raised rates in 25 basis point intervals, although it 

recently became more aggressive, hiking the lombard rate by 50 

basis points in the last four meetings (allowing ROBOR to move 

further up) and in its latest two steps increasing the reference rate by 

50 basis points. It reached 3% in March. 

Compared to its peers the NBR’s actions may seem limited, although 

the current cycle is aggressive by historical standards. It seems 

there’s still ample room for further increases. Romania’s tightening 

cycle may well prove to be the longest in the CEE, with rate hikes 

likely to continue throughout 2022 and perhaps even 2023. We think 

the bank will continue moving at 25-50 bp. intervals, keeping in mind 

Romania’s fragile economic situation. 

We hold a generally positive view of emerging market currencies. We 

expect most of them to appreciate further in 2022. The leu is, 

however, one of the few exceptions. We are of the opinion that 

currency-positive factors, including monetary policy tightening, are 

not enough to turn the tide for the leu. Romania continues to run 

significant current account deficits and the country’s economic 

situation is far from ideal. We, therefore, continue to expect a 

depreciation of the currency against the euro. 
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One of the key economic factors that we focus on with regards to the 

leu is the country's large current account deficit, one of the largest 

among the EU countries. This deficit has deteriorated in the past few 

years, reaching 5.3% of GDP in 2020 and widening to 7% of 

Romania’s GDP in 2021, rising further on a 12-month rolling basis in 

February. In February alone, the deficit equaled 1.8 bn euros. This 

imbalance is one of the main reasons why we believe that the leu is 

likely to remain under pressure versus the euro over our forecast 

horizon.

One argument against continued weakness in the leu is the monetary 

policy tightening from the National Bank of Romania (NBR). Price 

growth in the country has increased sharply, with CPI inflation 

reaching 10.2% in March, its highest level since October 2004, and 

far above the upper band of the country’s 2.5%±1 p.p. inflation 

target. Core prices have been much more muted, with adjusted 

CORE2 inflation growing by 5.9% in February. The National Bank of 

Romania revised upwards its inflation forecast in February and 

assumed inflation will peak in April, before slowly trending lower to 

9.6% in December. Those projections are, however, already stale 

considering the shock stemming from the war in Ukraine, and the 

new cap on electricity and gas prices, which will be in place for 12 

months from April. 

In response to the sharp increase in price pressure, the NBR has 

tightened monetary policy, starting by sterilising liquidity from the 

money market and stopping treasury purchases. Money market rates 

have edged up since late-June and their increase gathered pace with 

the 3M ROBOR jumping to 4.70% in April, reaching its highest level 

in 9 years. Recent increases in interbank rates have occurred 

alongside interest rate hikes from the NBR, with the bank so far 

hiking rates on five consecutive occasions since the start in October. 

Figure 23: NBR Base Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 14/04/2022
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We do, however, think the extent of leu’s depreciation will be 

somewhat more limited than we assumed previously, assuming 

continued interest rate hikes that will likely bring rates to higher 

levels than we previously anticipated. Furthermore, elevated inflation 

seems to provide a strong motivation for the NBR to allow only very 

limited depreciation of the currency. The central bank would most 

likely prefer to avoid the unwanted pass-through effect, which is 

estimated to be relatively strong in Romania. 

Our forecast assumes an easing in depreciating pressure on the 

currency stemming from the war in Ukraine. Nevertheless, we see 

Russia’s invasion of Ukraine as the biggest risk for the CEE currencies 

in the near-term. 
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USD/RON EUR/RON GBP/RON

Q2-2022 4.45 4.98 5.96

Q3-2022 4.39 5.00 5.96

E-2022 4.37 5.02 5.98

Q1-2023 4.34 5.04 6.00

E-2023 4.25 5.10 6.04
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