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In line with our and market expectations, the Central Bank (CBRT) kept the entire set of its interest rate
corridor unchanged. The Bank also preserved the hawkish tone in its cominique by over looking the expected
disinflationary impacts of the fall in energy prices and partial correction in food prices. We expect a limited
correction in headline inflation in June before a more significant one in July. Based on the hawkish message
from the CBRT and our inflation forecasts, we expect the Bank to keep the average funding rate close to 12%
until the next monetary policy meeting in July. Beyond that, the CBRT will likely keep the monetary policy
tight and wait for a significant improvement in the inflation outlook before starting to ease.

Strengthening economic activity supports the tight monetary policy

We agree with the CBRT’s view that the economic activity is strengthening. Indeed, our monthly GDP indicator’s
nowcast suggests the growth to increase towards 6% YoY in 2Q from 5% in 1Q, mainly on the rapid credit expansion
thanks to the Credit Guarantee Fund. The statistical base effects will allow even a stronger 3Q growth. Thus, the
strength in economic activity will let the Central Bank preserve its tight stance during the summer and regain
credibility. Meanwhile, the rapid expansion in credit growth and higher Treasury borrowing due to increased fiscal
spending coupled with a tight monetary policy should bring some additional upward pressure on deposit and loan
interest rates in the following months. In this respect, we think the Government may choose to scale down its fiscal
stimulus as the economic activity proved to be more solid than expected. This would help ease the pressure on both
the market interest rates and inflation.
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Looking Ahead

Today’s hawkish cominique suggests that CBRT is likely to keep liquidity conditions tight during the summer. Further
strengthening in economic activity after the strong 1Q results will allow for it. A potential scale down in Government
spending during this period may be helpful in easing the upward pressure on market interest rates. We expect the
Central Bank to find some room for monetary easing in 4Q, where we expect the inflaiton to fall towards 9%.
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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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