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The Central Bank (CBRT) hiked the policy interest rate (one-week repo) by 625bps to 24.0%. The hike is
remarkably higher than expectations (21% Bloomberg consensus) and even ours (22.75% BBVA Research).
The increase in the effective rate will now be up by 475bps as the CBRT was using the overnight lending
since mid-August. Also, the CBRT stated that the funding will be done via one-week repo auctions, making
it the key rate again. The decision should be welcomed as the CBRT does not only contribute to fight
against inflation and inflation expectations but also supports financial stability by decreasing the
pressures over the currency. Beyond this, it will help to eliminate uncertainties over monetary policy
independence thus helping to reinforce credibility for the CBRT. This action should be complemented with

a consistent and detailed medium term plan as we think that the strategy to fight inflation should be
comprehensive.

Worsening inflation outlook leads to a strong reaction from the CBRT

The significant worsening in pricing behavior due to the sharp exchange rate depreciation, second round price
effects and increasing cost-push factors cumulated over the recent utility price hikes have led the inflation outlook
to deteriorate substantially. Inflation expectations worsened rapidly not only in the short term (14.5% for 12-month
ahead) but also in the long term (11.4% for 24-month ahead expectations). We expect inflation to continue to
increase in the coming months and reach 21.5% at the end of the year; though the measures taken today could
prevent further deterioration. We evaluate the CBRT’ s action as a front-loaded step (getting in front of the market
expectations and leading the ex-ante real rate to 8%) and expect it to stay tight until the inflation outlook promises a
disinflation path. We expect the adjustment of the economy to accelerate soon confirmed by preliminary indicators
so far, facilitating to close the positive output gap faster. This could help to contain pressures over inflation
stemming from the exchange rate volatility and eliminate part of the inertia.
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...And now waiting for the new Medium Term Plan (MTP)
Today’s bold decision reinforcing the fight against inflation could help the CBRT to restore credibility; though it
should be accompanied by a comprehensive and consistent policy mix aiming to rebalance the economy without

triggering any systemic impact over financial stability. The New Medium Term Plan (MTP), expected to be
announced next week, should provide the right framework accordingly.
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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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