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 POLICY PULSE 

Turkey: CBRT Opted to Regain Flexibility 

Ugur N. Küçük / Seda Güler / Asuman Kemiksiz 

The Central Bank (CBRT) kept one-week-repo rate at 8% but raised O/N lending rate to 

9.25% from 8.5% and late liquidity window (LLW) rate from 10% to 11%. The increases in 

O/N lending and LLW rates were in line with market consensus, however, not delivering a 

hike in the one-week repo rate was surprising for the markets. Turkish lira was sold-off by 

1% following the decision as the markets were hoping for clearer step towards tightening. 

Today’s decision shows that the CBRT opts to regain flexibility with a wide interest rate 

corridor laying aside the simplification process.   

Extraordinary late liquidity window to become an ordinary policy tool 
In the accompanying statement, the CBRT acknowledges the upward risks on inflation outlook due to the 

recent exchange rate depreciation, but also accounts for disinflationary impacts of the soft domestic demand. 

Besides, the CBRT expects the inflation to continue to see pressurize on the upside in the short term from 

the already high January inflation rate of 8.5% due to FX pass-through and pick-up in food inflation. Our 

forecast points out to inflation approaching to double digits in the upcoming months. This would mean that 

the inflation could breach the CBRT’s O/N lending rate soon, resulting in negative ex-post real interest rates. 

Thus, the CBRT is likely to consult to the extraordinary LLW as a regular policy tool in the coming period.   

Figure 1  Figure 2 

Turkey: Interest Rate Corridor %  

Turkey: Ex ante and ex post Real Interest Rates 
(% official rate minus actual and expected inflation) 

 

 

 

Source: Garanti Research, Bloomberg  Source: Garanti Research, CBT, Turkstat 

Looking Ahead 

Rather than reacting with an orthodox increase to the recent FX movements and upside risks to the inflation 

outlook, the CBRT decided to regain monetary policy flexibility with a wide interest rate corridor, shelving the 

simplification process. The CBRT is likely to continue to rely on the late liquidity window, as inflation is 

expected to increase further and external headwinds and uncertainties prevail.  
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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. 

 

 

 


