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The Central Bank (CBRT) hiked the one-week repo rate by 125 bps to 17.75%, clearly above market
expectations (BBVA Research 50bps). With the decision, the CBRT reinforces its stance on inflation worries
in the short term and takes a solid step to restore credibility against rapidly worsening inflation expectations.
Since April, the CBRT has increased the rates by 500 bps, simplified its policy framework and provided some
supporting liquidity measures. The ex ante real interest rate (discounting our one year ahead inflation
expectation) is now slightly above 7%, a real tight stance in the anti-inflation strategy. The CBRT has shown a
pro-active movement which will help to restore credibility faster. We welcome CBRT’s decision and
commitment to “additional tightening if needed” and “the tight stance will be preserved decisively until
inflation outlook improves significantly”. Today’s decision is a step in the right direction which should be
accompanied by fiscal restraint to “rebalance” the economy to a healthier path.

Worsening inflation outlook, exchange rate volatility and credibility woes behind the bold move

We appreciate today’s CBRT decision to hike rates clearly above expectations for several reasons. First, after a
protracted period of time it decided to go ahead of the curve surprising the market expectations. Second, it’s a big step
forward in the anti-inflation strategy. The ex ante real interest rate how moves above 7% (according to our inflation
expectations) which will help to contain demand pressures. Third, it will reinforce the recent positive trend in the lira,
initiated by the previous decisions. Fourth, it will restore credibility rapidly with this bold movement as the sensation
that the CBRT will control the situation has increased. We believe that today’s tightening will reduce the differentiation
among the Emerging Markets, which already initiated with the previous tightening and will help the beta to return the
normal levels of the rest of the Emerging Markets. Still there is the question of whether more action is needed. This
will depend on global conditions in Emerging Markets, the evolution of inflation in the short term and the new
disinflation path which the economy management could introduce potentially in the new Medium Term Program, to be
known after the elections.
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A good step in the right direction which should be complemented with fiscal restraint

Today’s decision by the CBRT should be welcome as it will help to correct the imbalances and restore credibility. The
commitment on the tight stance to be preserved decisively until inflation outlook improves significantly is also a good
step and should be reinforced with fiscal restraint.
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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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