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The Central Bank of Turkey (CBRT) maintained its policy rate unchanged (one-week repo, 24%). Today's
decision has justified the tight stance in terms of “reinforcing the disinflation process”. As shown in our
Big Data Sentiment indicator (Chart 1), the “tone” of the statement is softer as the conditions to ease the
monetary policy stance in the new “Inflation Forecast Targeting framework” are already present. In
absence of new shocks, inflation will start to come down fast, given the favorable base effects, the recent
improvement in core inflation and some ease in energy and food prices. The CBRT has opted to gain some
credibility by “reinforcing the disinflation process” and cope with the political and geopolitical
uncertainties in the short term. We maintain our view that the CBRT will start the gradual easing cycle
towards the end of the year, but the expected disinflation path could bring it forward. On the other hand,
important uncertainties remain to be solved so today’s decision is a prudent one and will help in terms of
financial stability and credibility. In the medium term, the need for a comprehensive policy mix (monetary
and fiscal) to complete the rebalancing of the economy and to anchor inflation expectations is still present.

Increasing room of maneuver for the CBRT... but prudence should prevail

Lower than expected inflation realizations in the last two months (even below the lower bound of the CBRT’s
inflation projections), rapid improvement in core inflation, negative output gap, relatively lower exchange rate pass-
thru and lower international energy prices suggest that the disinflation path could accelerate in the short term. In
absence of new exchange rate shocks, the current conditions improve the room of maneuver for the CBRT to
initiate a gradual easing cycle. Still, the political and geopolitical uncertainties require careful monitoring and
inflation expectations remain far from anchored (one and two year ahead inflation expectations stay above 15%
and 12%, respectively). Although the base effects will also facilitate a rapid decline in inflation till November, the
CBRT should remain prudent to reinforce confidence in order to anchor inflation expectations, in our view.
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Chart 2. HEADLINE (CPI) & CORE INFLATION
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We are getting closer to the beginning of the easing cycle

Starting from June, inflation will also be supported by base effects apart from its recent improvement. The current
high levels of ex post (5.3pp) and ex ante (8.5pp) real interest rates provide room for the CBRT to initiate rate cuts.
However, as important uncertainties on markets, politics and geopolitics remain, today’s decision to keep the tight
stance should be welcomed. In absence of new shocks, the CBRT could start the easing cycle earlier than
expected.
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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