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Since April, however, their performance has diverged significantly:

PLN – the Polish zloty has remained rather weak. In May and 

early-June, the currency managed to recover some of its losses, 

although it again came under quite significant depreciating pressure 

in June and early-July, before recovering somewhat. We primarily link 

the weakness in PLN to the European energy crisis and shifts in 

investor sentiment. We believe that this downward pressure was 

exacerbated by a deterioration in macroeconomic fundamentals 

(namely twin deficits and deeply negative real rates).

HUF – the Hungarian forint sold-off steadily between April and 

mid-July, shedding approximately 10% of its value and dropping to 

an all-time low against the euro, before recovering somewhat. We link 

this weakness to relatively poor macroeconomic fundamentals and 

political worries and concerns surrounding the European energy crisis.

 

CZK – the Czech koruna has stabilised, having weakened in 

late-April and early-May. We think that this was largely a reflection of 

market concerns surrounding the nomination of Ales Michl as the new 

CNB governor, and changes in CNB board members, deemed as 

more dovish. The sell-off has been thwarted by currency interventions 

from the Czech National Bank, which continues to be active in the 

market.

We think that the CEE currencies have largely ditched the risk 

premium stemming directly from Russia’s invasion of Ukraine, 

although the consequences of war, particularly the situation in the 

energy market, are having a significant impact on FX in Eastern 

Europe. The war has led to a deterioration in macroeconomic 

fundamentals in the group, exacerbating external imbalances, 

boosting inflation and weighing on growth prospects.
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The performance of the CEE currencies so far in 2022 has been 

similarly disparate as in 2021. 

The Czech koruna has outperformed its peers, posting small gains 

against the euro, while the Polish zloty and Hungarian forint have 

suffered losses, the latter being quite significant. In fact, the forint is 

currently the third worst performing emerging market currency that 

we cover year-to-date. Somewhat surprisingly, and contrary to last 

year, the Romanian leu has edged slightly higher, and at the time of 

writing is marginally stronger since the beginning of the year. These 

contrasting performances can, in our view, be largely attributed to 

differences in macroeconomic fundamentals, central bank actions, 

and risk sensitivity.

After a broad sell-off in late-February and early-March, induced by 

Russia’s invasion of Ukraine, the Polish zloty, Hungarian forint and 

Czech koruna have either regained a large portion or all of their 

losses. 

Figure 1: CEE Currency Performance vs. EUR (2022)

Source: Refinitiv Datastream Data: 12/08/2022

Introduction



ebury.com

So far, economic data in the region has held up reasonably well 

under the circumstances. Hungary, Romania and Poland posted 

impressive growth in the first quarter of 2022, significantly above 

their long-term average. Czechia’s economy is assumed to have a 

smaller growth potential than its main regional peers. GDP growth in 

the Czech Republic also surpassed expectations in the first quarter, 

albeit this expansion was nowhere near as strong as its peers. In fact, 

second-quarter data showed that in real terms Czechia’s economy is 

still marginally smaller than before the pandemic. 

There is evidence that growth has slowed following a robust 

performance in the first quarter, and the economies are expected to 

experience a marked deceleration, standstill or even negative growth 

in the near- to medium-term. Sky-high inflation, the ongoing energy 

crisis and aggressive monetary policy tightening are all set to 

negatively impact growth in the coming months. The external 

environment is also set to turn less favourable. A bright spot, 

however, are the labour markets in the region, which remain very 

tight.
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Changes in the FX and commodity markets induced by the war in 

Ukraine has led to a worsening in the terms of trade in the region. 

Current account deficits have widened, accompanied by fiscal 

deficits. Romania has the most significant imbalance on that front, 

albeit relatively high twin deficits are also an issue in Poland and 

Hungary.

Figure 2: CEE Current Account Balances [% of GDP, 12m basis] (Q1 2022)

Source: Bloomberg, NBP, CNB Date: 12/08/2022

Figure 3: CEE GDP Growth Rates [QoQ, SA or WSDA] (2017 - 2022)

Source: Bloomberg Date: 12/08/2022

The Czech Republic, however, not only has a small current account 

deficit, but also possesses one of the highest hoards of FX reserves 

in the region. These reserves remain hefty by any standards, 

although have dwindled slightly of late, as the Czech National Bank 

resumes active interventions in the FX market. At 145 billion euros in 

July, these reserves are roughly the size of Poland’s in nominal terms, 

but twice the size  in relative terms (around 9 months worth of import 

cover). Similarly to Poland, Romania’s reserves cover approximately 

4.5 months of imports, versus only 3 in Hungary. This means that 

Hungary is unlikely to be able to effectively utilise its reserves to 

support the currency, in our view. It also means that the tool is 

unlikely to be a preferred one in Poland. 
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We have recently revised lower our forecasts for most emerging 

market currencies, largely a reflection of our increasingly less bearish 

US dollar view. This includes downward revision to our Hungarian 

forint and Polish zloty projections, where we have also taken into 

account a deterioration in macroeconomic fundamentals, which we 

believe have added to their sensitivity. 

We have kept our forecast for the Czech koruna unchanged. We 

think the country’s relatively favourable fundamentals, notably only a 

small current account deficit and hefty central bank reserves, mean 

that the currency should be relatively resilient during risk off periods. 

Furthermore, we think that the CNB will be determined to support 

the koruna should such pressure arise.
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Figure 4: CEE Unemployment Rates (June 2021 vs. June 2022)

Source: Eurostat Date: 12/08/2022

The CEE countries are continuing to experience a sharp increase in 

prices, pushing inflation into double digits. Inflation rates have 

reached multi-decade highs and are higher than in most other 

countries. Governments and central banks have introduced a series 

of measures intended to limit the burden on households, including 

tax cuts, aggressive interest rate hikes and measures to support 

currencies. The recent monetary policy tightening cycles have been 

very aggressive by historical standards, and have seen the four 

countries raising policy rates by between 425–1015 basis points. 

Most seem to be nearing the end, or may have already ended, these 

hiking cycles.

Going forward, we think that the attention among central bankers 

will be more evenly divided between high inflation and slowing 

growth, with the latter increasingly more important. In this context, 

we think that market attention in the coming months will likely shift 

towards the timing of rate cuts. 

Figure 5: CEE Policy Rates vs. CPI Inflation Rates (latest)

Source: Bloomberg Date: 12/08/2022
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With regard to Romanian leu, we’ve actually revised our short-term 

EUR/RON forecast lower. We’d argue that the prospects for the 

currency haven’t improved, particularly given the country’s 

ballooning twin deficits. In our view, this is, however, partly offset by 

tight liquidity and aggressive rate increases. We think that the leu 

should trade relatively stable against the euro, slightly above current 

levels in the next few quarters, assuming that the central bank has a 

preference for a stable currency during a time of high inflation, a 

relatively strong pass-through effect, elevated uncertainty and an 

unfavourable external situation. That said, we think that the sustained 

sell-off in the leu will resume in 2023, possibly from the second 

quarter. 

In our view, the biggest near- and medium-term risk for the CEE 

currencies has to do with the energy situation. We do not think that 

the countries covered in our report are well placed to weather a 

possible halt to gas supply from Russia to Europe, particularly the 

Czech Republic and Hungary. Poland and Romania seem to be in a 

more favourable position, although the fallout is difficult to predict, 

particularly considering the second-order effects. A full halt in supply 

is not our base scenario, albeit it needs to be considered a 

possibility. Furthermore, the energy situation is threatened not only 

by Russia, but also weather conditions and price shifts. If it was to 

deteriorate further, the CEE currencies would likely find themselves 

under pressure, particularly the most sensitive Hungarian forint and 

the Polish zloty.

6
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Czech Koruna CZK

As has often been the case in the past, Czech koruna has been 

among the outperformers in the CEE region since our last revision. 

While we have seen volatility spike on a few occasions, the Czech 

koruna has also been one of the most stable emerging market 

currencies in recent months, thanks to the adaptive approach of the 

Czech National Bank (CNB). 

The Czech koruna has risen by close to 2% against the euro since the 

beginning of the year and is now trading effectively unchanged since 

our last revision. Reports that Ales Michl was set to become the new 

CNB governor triggered a sell-off in the koruna in early-May, sending 

the EUR/CZK pair above the 25.4 level, as did the news of his 

eventual appointment by President Zeman. Michl, previously a regular 

CNB Board member, is an ultradove and his views clearly contradict 

those of Jiri Rusnok, who led the bank’s tightening cycle, which was 

one of the most aggressive among emerging markets.

In order to support the koruna, the CNB has intervened in the FX 

market, pushing the EUR/CZK pair back below the key 25.0 level. 

Between mid-May to early-July, EUR/CZK was glued to the 24.7 level, 

exhibiting very little volatility, again suggesting that the CNB was 

active in the market. The koruna strengthened in July after Michl took 

over as CNB chief, during a time when the other currencies in the 

region came under selling pressure. At one stage, the EUR/CZK cross 

fell to its lowest level since February, before giving up some of its 

gains. Now again it’s close to the local minimum. Evidence points to 

strong interventions in recent months. Due to these interventions, 

CNB reserves have been among the most rapidly shrinking globally. 

That said, the central bank still has a hefty chest of reserves at its 

disposal, amounting to 145 billion euros in July, approximately nine 

months’ worth of imports. 

Inflation in Czech Republic continued to edge higher in recent 

months, coming in at 17.5% in July, lower than expected but far 

above the country’s 2%±1p.p. inflation target. Core inflation 

increased to 14.7%, the highest on record.

ebury.com

Figure 6: EUR/CZK (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 7: Czech Republic Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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The ‘extraordinary cost pressures’ and ‘exceptionally high inflation’ 

caused the central bank to extend its monetary policy horizon in the 

summer forecast to 18–24 months, from the standard 12–18 months. 

The inflation forecasts were revised up significantly in August, to 

16.5% for 2022 and 9.5% for 2023, from 13.1% and 4.1% 

respectively.

In response to the sharp increase in inflationary pressures, the CNB 

hiked interest rates by 125 basis points in June, in line with our 

expectations. This marked the ninth consecutive rate increase, with 

the CNB raising rates by a total of 675 basis points over a 12-month 

period. The composition of the CNB board changed significantly in 

July, with three new decisionmakers appointed to the seven-member 

body and Ales Michl at the helm. At the first monetary policy 

meeting of the new board in August, the bank kept rates unchanged 

and suggested they would be stable or increased at its next meeting 

in September. We think there’s a good chance that interest rates in 

the Czech Republic have reached their peak, although this 

assumption largely depends on inflation and the exchange rate, two 

factors particularly hard to predict in the current environment. In the 

medium-term, the focus is likely to turn to the timetable for rate cuts

Figure 8: CNB Policy Rate (2007 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Thus far, the Czech economy has held up rather well, despite the 

downside risks to growth. Contrary to its regional peers, the 

economy did not grow back to its pre-pandemic size in real terms. 

That said, growth data out so far this year has surprised to the 

upside, with the 0.2% quarterly expansion in Q2 beating 

expectations of a contraction. On the whole, economic data from 

Czech Republic has proved more resilient than thought, although the 

economy is expected to decelerate in the coming months. We don’t 

expect the downturn to be particularly severe, although this will 

largely depend on external factors. The Czech Republic seems to be 

one of the worst placed countries to the threat of a cut-off in Russian 

gas supply. A contraction in the Euro Area’s manufacturing PMI is 

also not a positive sign, nor is the decline in the domestic 

manufacturing PMI, which fell to 46.8 in July, a second month of 

contraction.

Figure 9: Czech Republic Manufacturing PMI (2019 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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On a positive note, Czech Republic’s labour market is one of the 

tightest globally. The unemployment rate stood at 2.4% in June 

according to the Eurostat measure, and was 0.4 p.p. lower than last 

year and only somewhat above pre-pandemic levels. Nevertheless, 

real wage growth has deteriorated further after turning negative in 

the fourth quarter. In the first quarter of 2022, real income growth 

came in at -3.6%. Since then, inflation has risen sharply, further 

increasing the risk to consumer spending. Consumer sentiment data 

has continued to deteriorate, albeit favourable employment 

conditions, and the disbursement of EU funds from the recovery 

programme (7 billion euros of grants in total) should limit the scale of 

the economic downturn, in our view. 

We have recently revised our forecasts lower for most emerging 

market currencies, largely reflecting our less bearish view on the US 

dollar. We have, however, kept our koruna forecasts unchanged 

against the euro. We think that the country’s relatively favourable 

fundamentals, including only a small current account deficit and hefty 

central bank reserves, ensure that the currency should be relatively 

resilient in face of selling pressure. Furthermore, we think that the 

CNB will be determined to support the currency should such 

pressures arise.

While the Czech economy is slowing, we don’t believe that it will 

necessarily have a negative effect on koruna. The Czech National 

Bank is likely to start cutting interest rates in 2023, although we 

expect this process to be gradual, and do not expect it to be overly 

bearish for CZK either. With regards to risks for the koruna, we think 

that the European energy situation and monetary policy are key. A 

weak commitment to CNB FX intervention and a signalling of 

significant rate cuts in 2023 could have a negative effect on the 

currency.
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USD/CZK EUR/CZK GBP/CZK

Q3-2022 23.5 24.4 29.1

E-2022 22.7 24.3 28.8

Q1-2023 22.2 24.2 28.9

Q2-2023 21.7 24.1 28.7

E-2023 21.2 24.0 28.7
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Hungarian Forint HUF

The Hungarian forint came under significant depreciating pressure 

between late-April and mid-July, when it fell to a record low against 

the euro. Since then, it has recovered some of its losses, although it 

remains the worst-performing currency in the region year-to-date.

Historically, the Hungarian forint has been the most sensitive CEE 

currency to shifts in investor sentiment. This has continued to be the 

case so far in 2022 – the forint has been very reactive to the European 

energy saga of late. We link this primarily to Hungary’s 

macroeconomic fundamentals, which are not particularly impressive 

and have largely deteriorated in recent months. Most notable has 

been a swelling in the current account deficit to 4.8% of GDP in Q1 

on a 12-month basis and a worsening in the country’s terms of trade. 

Foreign exchange reserves held at the central bank also remain very 

low, and cover only approximately three months of imports.

Some of the country’s macroeconomic vulnerabilities have been 

exacerbated by the country’s fiscal policy, which up until recently has 

been highly accommodative. Earlier in the year, before the April 

election, the Hungarian government embarked on a slew of 

spending, leaving a yawning gap in the country’s budget. The deficit 

accumulated in the first half of the year accounted for 91.7% of the 

full-year target, with the vast majority of it accumulated in February 

and March. Since then, the situation has stabilised. The country 

posted small deficits in May and June, and a small surplus in July. To 

improve the situation, officials have begun tightening the screws on 

spending, while introducing a ‘windfall tax’ on extra profits of certain 

companies. This has rattled investors, and pressured the forint lower.

ebury.com

Figure 10: EUR/HUF (August ‘21 – August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 11: Hungary Government Budget Balance (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Another issue has been the country’s relationship with the European 

Union. This relationship has been tense in recent years, resulting in 

threats of cuts in financial assistance. Contrary to most of its peers, 

Hungary has not received the funds from the EU’s pandemic recovery 

programme just yet. Talks appear to be making progress, although 

even the country’s plan has not been approved by the European 

Commission. Moreover, the Commission launched a rule of law 

conditionality mechanism against the Hungarian government in April, 

which threatens the disbursement of budgetary funds.
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We’re optimistic that these funds will be dispersed in the end, and 

don’t think that we’ll see a full cut of funding from the EU budget (we 

think there’s too much at stake for Hungary to merely give them up). 

That said, it’s worth noting that the Hungary-EU relationship seems to 

have turned even more complicated since Russia’s invasion of 

Ukraine, with Hungary showing some reluctance to sanction Russia. 

This, at least in part, can be linked to its long-held relationship with 

Russia and its high dependency on Russian gas.

To address the currency’s weakness, the National Bank of Hungary, 

which has not been able to utilise FX interventions in any reasonable 

manner, has accelerated its interest rate hikes. Since June 2021, the 

bank has raised its reference rate on fifteen consecutive occasions, 

by a total 1015 basis points, with the bulk of the tightening taking 

place in the past few months. In June, the bank hiked rates by 185 

basis points, before raising them on two occasions in July – 

unexpectedly by 200 basis points on 12/07, and then again by 100 

basis points on 26/07. The bank also brought together the reference 

rate and one-week deposit rate (set weekly and used as primary 

policy tool on occasions). These both now stand at 10.75%.

This aggressive policy tightening means that interest rates in 

Hungary are by far the highest in the region. Real rates have actually 

increased since the start of the year, and now equal approximately 

-3%. Interest rates are expected to increase further, with the central 

bank pledging to continue raising them until ‘the outlook for inflation 

stabilises around the central bank target in a sustainable manner and 

inflation risks become evenly balanced on the horizon of monetary 

policy’. 

A weaker forint and external imbalances have made things difficult 

for the central bank, which is already grappling with very high 

inflation that remains far above the country’s 3%±1 p.p. inflation 

target. In July, consumer prices increased by 13.7%, the highest rate 

since 1998. Core inflation was even higher, at 16.7%. Inflation may 

well edge even higher before it begins to cool, and is likely to remain 

relatively high next year. Uncertainty surrounding upcoming inflation 

prints is high, and clouded primarily by the regulatory environment 

and external factors.

Figure 12: MNB Policy Rate (2007 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

8

11

Figure 13: Hungary Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Hungary’s economic performance in the first quarter was very strong. 

GDP soared by 8.2% year-on-year following a 7.1% expansion in the 

fourth quarter. Robust consumer spending and capital formation 

have played a key role in this expansion.
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Since then, economic data has been mixed. Most indicators point to 

a deceleration in growth, although this slowdown isn’t as clear-cut as 

in some other economies in the region. The manufacturing PMI, for 

instance, has actually increased of late, printing at 57.8 in July, far 

above the level 50 separating expansion from contraction. We note, 

however, that the data may not be directly comparable to its regional 

peers, as it is prepared by a different organisation (HALPIM), and 

tends to be more volatile.

As is the case in the other economies in the region, Hungary’s labour 

market is one of the bright spots. The unemployment rate has fallen 

back below pre-pandemic levels, having declined to 3% in June 

according to Eurostat’s measure. Wage growth remains robust and 

has continued to print in double-digits since the beginning of 2022. 

It seems that wage pressures have eased somewhat of late. We lack 

up-to-date data to confirm this, although with high inflation, real 

wage growth may already be negative. As in other countries, we’ve 

witnessed a decline in consumer confidence, albeit we think that a 

strong labour market should limit the scale of the downturn ahead.

We acknowledge that Hungary’s macroeconomic landscape has 

turned less favourable, particularly considering the country’s twin 

deficits. The recent fiscal policy tightening and aggressive central 

bank hikes have eased some concerns, although we think that this 

deterioration limits the potential for appreciation of the Hungarian 

currency. The political landscape has also added a risk premium to 

forint, in our view. That said, we think that the country will receive the 

EU’s recovery funds, and that the risk of a cut to EU budgetary funds 

is limited. Moreover, the end of the election period should enable 

some fiscal consolidation, which is favourable. 

USD/HUF EUR/HUF GBP/HUF

Q3-2022 380 395 471

E-2022 364 390 463

Q1-2023 353 385 459

Q2-2023 347 385 458

E-2023 341 385 460
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Considering all of the above, and recent price action, we have 

adjusted our view on the forint. We think that the currency has 

ditched most of the risk premium attached to the currency as a direct 

result of the war in Ukraine, and believe that it is somewhat 

undervalued. In our view, the forint has some room for appreciation 

against the euro in the near-term particularly should inflation in 

Hungary ease as expected. Uncertainty around this view is, however, 

rather high, particularly given the risk of further energy supply 

disruption in Europe.
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Polish Zloty PLN

Following a period of relative stability, and subsequent strength 

between late-March and early-June, the zloty sold-off again in June 

and July, with the EUR/PLN pair touching the 4.85 level, its highest 

since March. The zloty has managed to regain some of these losses 

since then, although it remains fragile to shifts in sentiment and, in 

particular, news on Europe’s energy crisis.

After the Hungarian forint, the Polish zloty is the second most 

sensitive CEE currency to shifts in investor sentiment. We link this to 

the country’s macroeconomic fundamentals, which have deteriorated 

in recent months. The current account deficit is high (6% of GDP in 

Q1 and around 4% on a 12-month rolling basis in June). Real interest 

rates are also now deeply negative at around -9%, the terms-of-trade 

has deteriorated and FX reserves held at the National Bank of Poland 

(particularly relative to imports) have declined since late-2021. A 

concentration of risks in Europe have also dragged down EUR/USD, 

which tends to be bearish for the Polish zloty. Additionally, the 

currency’s vulnerability and subsequent weakness may have to do 

with PLN’s high liquid status in the region, and its trait as the go-to 

currency for investors wanting to reduce their exposure to the region. 
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In recent months, the National Bank of Poland (NBP) has continued to 

raise interest rates. It did so again in July by 50 basis points, taking 

the reference rate to 6.50% - the tenth consecutive hike. Since 

October, the NBP has raised rates by a total of 640 basis points, 

which is very aggressive by historical standards. Recent commentary 

from the central bank, which has talked up a slowdown in economic 

activity and risks to growth, suggest that the bank is likely nearing the 

end of its tightening cycle – or might have reached this point already. 

The market has adjusted its bets accordingly, and now estimates a 

peak in rates of around 7%. We have assumed that rates will likely top 

out between 7-8%, albeit we wouldn’t be overly surprised if the NBP 

paused or outright ended the cycle at the next meeting. We think 

that the bank will take a data-dependent approach, and we’re still 

awaiting a number of economic releases before its meeting in 

September.

Monetary policy tightening was a response to a number of 

challenges, among which the primary one was, and still is, high 

consumer price growth. Inflation edged up to 15.6% in July, and 

remains at its highest level since 1996 and far above the country’s 

2.5%±1 p.p. inflation target. Core inflation remains high as well, 

jumping to 9.1% in June, its highest level since 2000. 

There are initial signs of an easing in internal price pressures and a 

deceleration in the economy, which should feed through to lower 

inflation, as should lower prices of some commodities and an 

improvement in supply chains. That said, high energy prices and 

regulatory decisions mean that Poland may see an uptick in inflation, 

before it actually starts trending down. A return to the inflation target 

next year does, however, appear unlikely. 

Figure 14: EUR/PLN (August ‘21 - August ‘22)

Source: Refinitiv Datastream Data: 12/08/2022
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The war in Ukraine, coupled with worsening salary conditions and 

recession fears, has resulted in a sharp decline in consumer 

confidence. We are not fully convinced that this will be reflected in 

materially weaker household demand, as we don’t expect a 

significant worsening in labour market conditions. It’s worth adding 

that Poland’s labour market has bore the consequences of the war in 

Ukraine rather well, particularly the outflow and inflow of workers in 

different sectors.

Despite the clear downside risks to growth, notably the ongoing 

energy crisis in Europe, we remain relatively optimistic on the zloty. 

We believe the currency is slightly undervalued and has room to 

appreciate in the coming quarters, particularly should we see clear 

signs of an easing in inflationary pressures. The European 

Commission endorsement of Poland’s National Reconstruction Plan 

in June is also a positive for the currency. The long delayed funds 

from the EU recovery fund amount to 35.4 billion euros in grants and 

loans, and should start flowing into Poland in the coming months, in 

our view. That said, we have recently revised down our PLN 

forecasts. This is a reflection of the deterioration in Poland’s 

macroeconomic fundamentals, notably twin deficits, and a downward 

revision to our EUR/USD forecast, among other factors. 
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So far, hard indicators of economic activity have performed well, 

although Poland’s economy clearly looks set to slow in H2 amid a 

confluence of downside risks. Poland posted extremely strong 

growth in the first quarter of 2022. GDP soared by 8.5% year-on-year 

following a 7.6% expansion in the previous one. Interestingly, by far 

the biggest contribution to growth was a change in inventories, 

which added 7.7 p.p. This massive inventory buildup points towards 

slower growth in the future. Most economic data released since then 

indicate that a slowdown is on the way. Retail sales contracted on a 

monthly basis in each of the three months to June. Industrial 

production data was similarly unimpressive. The manufacturing PMI 

also surprised to the downside in May through July, with the index 

dropping sharply below the level of 50 since May. At 42.1 in July, the 

index was at its lowest level since May 2020.

While a slowdown is clearly on the way, it's not all doom and gloom, 

however. A robust labour market remains one of the bright spots. 

The registered unemployment rate fell to 4.9% in June, while 

another survey-based measure used by Eurostat printed at just 2.7%. 

Both measures are now lower than before the pandemic. Wage 

growth has been robust, with salaries in the enterprise sector rising 

by double digits in five out of the six months so far this year. These 

indicators have, however, been trending slightly lower in recent 

months and real wages have declined – an unusual occurrence in 

Poland. 

Figure 15: Poland Manufacturing PMI (2019 - 2022)

Source: Refinitiv Datastream Data: 12/08/2022

Figure 16: Poland Wage Growth [YoY] (2012 - 2022)

Source: Refinitiv Datastream Data: 12/08/2022
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There does, however, remain a high degree of uncertainty 

surrounding our view. We will be particularly attentive to the decision 

making of the National Bank of Poland and the Polish government. 

An earlier than expected reversal of monetary policy, or further fiscal 

expansion in 2023 (an election year), could be a zloty negative.
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USD/PLN EUR/PLN GBP/PLN

Q3-2022 4.47 4.65 5.54

E-2022 4.30 4.60 5.46

Q1-2023 4.17 4.55 5.43

Q2-2023 4.08 4.53 5.39

E-2023 3.98 4.50 5.38
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Romanian Leu RON

The Romanian leu was remarkably stable in the first half of 2022 – the 

EUR/RON pair largely traded within a very narrow band (4.94-4.95). 

Recently, the leu has strengthened to its strongest position since 

March 2021, with the EUR/RON pair now trading just below the 4.90 

level.

At the time of writing, the leu is marginally stronger on the year, and 

the second-best performing CEE currency after the Czech koruna. 

Higher interest rates seem to have helped, with the central bank 

citing seasonal domestic developments as an additional factor 

supporting the currency in July. The leu is typically one of the least 

volatile currencies globally, as it is much more closely controlled by 

the central bank than most of its peers.

Activity increased sharply in the first quarter of 2022, with GDP 

expanding by 5.1% QoQ. Given the significant revisions in the past 

few quarters, we can’t read too much into the data. That said, the 

economy was still 5.9% larger in real terms at the end of the first 

quarter of the year than before the pandemic, based on the 

seasonally-adjusted numbers. Since then, activity data has 

deteriorated, with the central bank suggesting that evidence points to 

a ‘quasi-standstill’ in the second and third quarters. 
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Figure 17: EUR/RON (August ‘21 - August ‘22)

Source: Refinitiv Datastream Data: 12/08/2022

We note that the leu has performed rather well when taking into 

account the recent deterioration in macroeconomic fundamentals and 

presence of risks. 

Romania’s GDP growth data has been subject to a number of major 

revisions in recent months. The economy expanded by 1% on a 

quarterly basis in the final quarter of last year.

Figure 18: Romania GDP Growth Rate (2006 - 2022)

Source: Refinitiv Datastream Data: 12/08/2022

We have, however, been encouraged by the country’s favourable 

labour market conditions, which should continue to support the 

economy moving forward. The Eurostat measure of unemployment 

fell to 5.3% in June, and is now close to pre-pandemic levels. The 

jobless rate based on unemployment claims, published by the 

country’s statistics institute, stood at 2.55% - its lowest level since 

1991. Wage growth is close to pre-pandemic levels. In real terms, 

however, this measure turned negative in April, with the 4 p.p. gap in 

June the largest since 2011. Negative wage growth has been 

something of a rare occurrence in Romania, particularly in recent 

years.
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An increasingly strong argument against short-term weakness in the 

leu is, however, the policy of the National Bank of Romania (NBR). 

CPI inflation in Romania was 15.05% in June, its highest level since 

2003 and far above the upper band of the country’s 2.5%±1 p.p. 

inflation target. In July it fell slightly to 14.96%. Core prices have 

been more muted, although adjusted CORE2 inflation has nearly 

doubled since January to 9.85% in June. The National Bank of 

Romania revised upwards its inflation forecast again in August. The 

bank now expects inflation to print at 13.9% in December and 7.5% 

a year later, compared to 12.5% and 6.7% respectively. Inflation is set 

to return to target only in 2024. 

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

tightened monetary policy, first by sterilising liquidity from the 

money market and stopping treasury purchases. Money market rates 

have edged up since late-June last year. This increase has gathered 

pace, with the 3M ROBOR jumping to 8% this August, reaching its 

highest level in 12 years. Recent increases in interbank rates have 

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

far hiking rates on eight consecutive occasions since the start in 

October. Initially, the bank raised rates in 25 basis point intervals, 

although it has become more aggressive of late, hiking by 100 basis 

points in July and by 75 basis points in August. So far, the moves 

have totalled 425 basis points. Compared to its peers, the NBR’s 

actions may seem limited, although the current cycle is aggressive by 

historical standards and market rates have moved much more than 

the reference rate. We think there is still room for further rate 

increases, although this room is rather limited. Our previous view that 

Romania’s tightening cycle may well prove to be the longest in the 

CEE still holds. The bank is also likely to continue to keep a firm grip 

on liquidity.

17

Additionally, Romania’s economy should be supported by the EU 

pandemic recovery programme. Romania was one of the first 

countries in the region to have received an initial tranche of 13% of 

the country’s allocation (1.8 billion euros in grants and 1.9 billion 

euros in allocated loans). In June, Romania requested another 

tranche worth approximately 3 billion euros. 

One of the key economic factors that we focus on with regard to 

Romania is the country's massive current account deficit, which is one 

of the largest among the EU countries. This deficit has deteriorated 

in the past few years. It reached 7% of GDP in 2021 and deteriorated 

further in the first quarter of 2022, rising to 7.8% on a 12-month 

basis. Since then, the deficit has increased again. In May alone, the 

deficit equaled 2.7 billion euros, up 72% on a year previous. This 

imbalance was the key reason why we expected the leu to weaken, 

and why we still think the currency’s long-term prospects are 

unfavourable.

Figure 19: Romania Current Account (2012 - 2022)

Source: Refinitiv Datastream Data: 12/08/2022
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We have revised our short-term EUR/RON forecast lower. We argue 

that the prospects for the currency haven’t improved since our last 

revision, particularly considering ballooning current account deficit. 

This negative effect is, however, to some extent offset by tight 

liquidity and aggressive rate hikes. We think that the leu should be 

relatively stable, not too far from current levels in the next few 

quarters, assuming that the central bank has a preference for a stable 

currency during a period of high inflation, elevated uncertainty and 

an unfavourable external situation. That said, we think that the 

sustained sell-off in the leu will resume in 2023, possibly in the 

second quarter. 
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USD/RON EUR/RON GBP/RON

Q3-2022 4.75 4.94 5.89

E-2022 4.63 4.95 5.88

Q1-2023 4.54 4.95 5.90

Q2-2023 4.50 5.00 5.95

E-2023 4.51 5.10 6.09

Figure 20: NBR Base Rate (2012 - 2022)

Source: Refinitiv Datastream Data: 12/08/2022
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