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Adem lleri / Serkan Kocabas / Seda Guler Mert / Alvaro Ortiz

Consumer prices fell by -0.4% in December, slightly lower than Reuters consensus and BBVA Research
estimates (-0.23% vs. -0.15%). Thus, annual consumer inflation further eased to 20.3% from 21.6% in
November. The deviation in our estimate mostly stems from the lower-than-expected food inflation and the
impact of the poor demand weighing more on the core prices. Annual core inflation retreated to 19.5% from
20.7%, also supported by the additional appreciation in the currency and the continuation of tax
reductions. Besides, domestic producer prices preserved its correction by declining 2.2% and bringing the
annual figure to 33.6%, down from 38.5%. Looking ahead, the maintenance of tax incentives till the end of
March, reductions in utility prices and relatively weaker oil prices will likely lead consumer inflation to
increase less slightly than expected, only by around 1-2pp in 1Q. The extension of the tax incentives will
also change the forecasted path for inflation, bringing this year’s peak to April. Higher-than-expected
minimum wage hike and the increasing volatility in the currency could be the upside risks on inflation.

Continued correction mainly led by core and energy prices

The main contributor to the decline in the headline CPI was the core prices, especially led by the fall in automobile
and clothing prices. Although the cyclical factors such as currency appreciation, maintenance of tax reductions and
price discount campaigns, and weak demand seemed to help core prices, negative seasonal component was the
other factor on the continued correction in core inflation (Chart 5). Hence, to see a permanent correction in core
inflation, the high inertia needs to be tackled by further gains in currency volatility and inflation expectations. Energy
inflation also helped the headline, with an annual figure down to 20.8% from 25.3%, thanks to lower oil prices and
gains in the currency. On the other hand, food inflation remained to be high at 26% despite a lower monthly
realization than its seasonal average (1.2% vs. 1.6%). Looking ahead, higher-than-expected minimum wage hike
could bring an additional 1pp upward risk on our baseline scenario, though the price reductions in utility prices for
houses (0.4pp) and natural gas discounts for SMEs (0.5pp) could eliminate that impact. All in all, the extension of
the tax incentives till the end of March will change the forecasted path for inflation, making it harder for additional
price adjustments during a period when the negative output gap will weigh more. We estimate the transitory
increase in the headline to be lower at 1-2pp in 1Q, still keeping the likelihood to have this year’s peak in April.

Chart 1 Core Inflation and CPI (YoY) Chart 2 Inflation Heat Map
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The CBRT should still wait for permanent improvement in inflation outlook
Considering the recent price regulations, risks are balanced on our year-end inflation expectation of 16%. Though,
the path for output gap, oil prices and currency volatility will be the determinant factors on inflation. We maintain our
view that the Central Bank should wait for at least June, when the recovery in the headline becomes promising, to
start a gradual easing cycle. If the conditions turn to be unsupportive, the first rate cut could even be delayed.
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Chart 3 Inflation expectations, YoY Chart 4 CPI Components (YoY)
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Chart 5 Core D Inflation and Its Seasonal Component Chart 6 Domestic PPI and Oil Prices in TL (YoY)
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excluding unprocessed food, alcohol and tobacco
Chart 7 CPI in Subcomponents Chart 8 Domestic PPI in Subcomponents
MoM YoY MoM YoY
Total -0.4% 20.3% Total -2.2% 33.6%
Food & Non-alcoholic beverages 1.1% 25.1% Mining & Quarrying -2.5% 24.3%
Bewerage & Tobacco 0.2% 2.4% Manufacturing -1.6% 31.1%
Clothing & Textile -4.1% 14.8% Food Products -0.6% 25.5%
Housing -0.1% 23.7% Textiles -1.8% 32.3%
Household Equipment 0.1% 31.4% Wearing Apparel -0.5% 26.1%
Health 0.6% 16.7% Coke & Petroleum Products -13.1% 36.6%
Transportation -2.6% 16.0% Chemicals -0.9% 44.6%
Communication -0.1% 9.6% Other Non-Metallic Mineral -0.4% 28.5%
Recr. & Culture -0.2% 20.9% Basic Metals -5.1% 32.6%
Education 0.0% 10.2% Metal Products -0.7% 35.5%
Rest. & Hotels 0.3% 19.8% Electrical Equipment -1.6% 31.3%
Misc. Goods & Senices 0.8% 28.8% Electricity, Gas, Steam -8.5% 75.0%

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

Turkey Economic Watch — 3 January 2019 3



BBVA Research’

BBVA Research Turkey Unit

Chief Economist for Turkey, China and Big Data Unit

Alvaro Ortiz
alvaro.ortiz@bbva.com

Adem lleri
ademil@bbva.com

Serkan Kocabas
serkankoc@bbva.com

BBVA Research

Chief Economist BBVA Group
Jorge Sicilia Serrano

Macroeconomic Analysis
Rafael Doménech
r.domenech@bbva.com

Digital Economy
Alejandro Neut

robertoalejandro.neut@bbva.com

Global Macroeconomic
Scenarios

Miguel Jiménez
mjimenezg@bbva.com

Global Financial Markets
Sonsoles Castillo
s.castillo@bbva.com

Long-Term Global Modelling
and Analysis

Julian Cubero
juan.cubero@bbva.com

Innovation and Processes
Oscar de las Pefias
oscar.delaspenas@bbva.com

CONTACT DETAILS:

Ali Batuhan Barlas
albari@bbva.com

Yigit Engin
yigite@bbva.com

Financial Systems

and Regulation

Santiago Fernandez de Lis
sfernandezdelis@bbva.com

Digital Regulation and Trends
Alvaro Martin
alvaro.martin@bbva.com

Regulation
Ana Rubio
arubiog@bbva.com

Financial Systems
Olga Cerqueira
olga.gouveia@bbva.com

Deniz Ergun
denizer@bbva.com

Pelin Ayranci
Pelin.ayranci@bbva.com

Spain and Portugal
Miguel Cardoso
miguel.cardoso@bbva.com

United States
Nathaniel Karp
nathaniel.Karp@bbva.com

Mexico
Carlos Serrano
carlos.serranoh@bbva.com

Turkey, China

and Big Data

Alvaro Ortiz
alvaro.ortiz@bbva.com

Turkey
Alvaro Ortiz
alvaro.ortiz@bbva.com

Asia
Le Xia
le.xia@bbva.com

Seda Guler Mert
sedagul@bbva.com

South America
Juan Manuel Ruiz
juan.ruiz@bbva.com

Argentina
Gloria Sorensen
gsorensen@bbva.com

Colombia
Juana Téllez
juana.tellez@bbva.com

Peru
Francisco Grippa
fgrippa@bbva.com

Venezuela
Julio Pineda
juliocesar.pineda@bbva.com

BBVA Research: Azul Street. 4. La Vela Building — 4th and 5th floor. 28050 Madrid (Spain). Tel.:+34 91 374 60 00 and +34 91 537 70 00 /
Fax: +34 91 374 30 25 - bbvaresearch@bbva.com www.bbvaresearch.com



