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Abstract. In this paper we examined the implications of the Balassa-Samuelson effect for Romanian
currency (leu). Because the traditional form of the approach was only partially validated for Romania, we
investigated the extended version of this model by adding the relative administered prices and net foreign
assets variables. We showed that productivity in the tradable sector determined the appreciation of the
real exchange rate of the leu deflated with producer prices. Also, an increase in the relative productivity
from non-tradable and tradable sectors in Romania and euro zone, influenced positively the real exchange
rate of the leu, deflated with consumer prices, contrary to the Balassa-Samuelson model assumptions. We
explained this weak evidence of the HBS effect in Romanian case by the convergence of the administered
prices and the influence of the net foreign assets, which appreciated significantly the nominal exchange
rate and busted demand.
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