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Turkey´s  300bps Hike: The later, the tighter  
Alvaro Ortiz/ Adem Ileri / Seda Guler Mert / Serkan Kocabas  

The Central Bank of Turkey (CBRT) finally decided to “step in” an emergency meeting yesterday to correct 
the significant depreciation of the Turkish Lira (21% against US dollar from the April´s meeting). There are 
also other reasons for the action including the huge deviation of inflation from the target and expectations, 
financial stability motives and rapid loss of credibility during the last two weeks. In this sense, yesterday´s 
interest rate hike and the potential for more in the official meeting is a step in the right direction and should 
be welcomed. The action should be reinforced in a comprehensive way as we continue to believe that the 
fight against inflation should be prioritized on the top of the agenda with coordinated efforts in all fronts:  
Monetary policy should be maintained tight and independent for further reactions, fiscal policy should be 
tightened, the distortions in monetary transmission mechanism should be eliminated to enhance the power 
of monetary policy as soon as possible and accept a lower but healthier growth rate. Besides, the 
legislation for corporates indebted in foreign currency should be extended to the big ones.            
     

CBRT delivers 300bps hike to fight inflation and enhance financial stability 

The Monetary Policy Committee decided yesterday to raise the “de facto” policy interest rate (Late Liquidity 

Window) by 300bps to 16.5%. The CBRT gave the rationale of the decision as “current elevated levels of inflation 

and inflation expectations”. The CBRT added that tight stance in monetary policy will be maintained decisively until 

inflation outlook displays a significant improvement and “any new data or information” may lead  to revise its stance 

thus opening the door for more actions if needed. We think that the CBRT took the decision on both deviations of  

inflation and inflation expectations (at current exchange rates, our year-end forecast is already 3pp higher than the 

CBRT’s projection (see chart 2)) and the risk in both financial stability and policy credibility. Yesterday´s comments 

from top politicians after the decision should be welcomed and maintained.    

Chart 1 CBRT Interest Rates   Chart 2 Central Bank Inflation Projections 

 

 

 
Source: BBVA Research Turkey & Turkstat  Source: BBVA Research Turkey & Turkstat 

A  national and comprehensive anti-inflation policy is urgently needed  

The action of the CBRT is an important step to normalize the situation. Yesterday´s action (and more if needed) 

should be reinforced in a “comprehensive” way and elevated on the top of the agenda including:  monetary policy 

and fiscal policy tightening , the removal of distortions in the monetary transmission mechanism, completing the FX 

hedge legislation and last but not least,  accept  a lower but healthier growth target.  
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained 

from or based on sources we consider to be reliable, and have not been independently verified by BBVA. 

Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the 

economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of 

such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its 

contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into 

any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any 

contract, commitment or decision of any kind. 

In regard to investment in financial assets related to economic variables this document may cover, readers should 

be aware that under no circumstances should they base their investment decisions in the information contained in 

this document. Those persons or entities offering investment products to these potential investors are legally 

required to provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, 

transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any 

nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA. 
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