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Economic Watch 
Turkey: The CBRT gives a stronger message 
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13 December 2018 

The Central Bank (CBRT) kept its policy rate (one-week repo, 24%) unchanged parallel to the expectations. 
The Bank strengthens its message against the easing expectations of the market, saying that risks on 
price stability continue to prevail despite the recent improvement in inflation outlook due to the 
developments in import prices and domestic demand conditions. The downside surprise of November 
inflation also shifted the expected inflation path downwards for 2019; though the likely reversal of recent 
tax reductions and discount campaigns at the start of next year will still bring a temporary pick-up in the 
headline by around 2-3pp. Also, uncertainties over the wage adjustments and volatility in financial markets 
still make the CBRT vigilant and leads the Bank to repeat its message as “if needed, further monetary 
tightening will be delivered”. We maintain our view that the CBRT could wait to deliver the first rate cut 
around the summer, when inflation starts to come down more obviously on base effects, easing exchange 
rate pass-thru, deeper negative output gap and declining cost push factors.  

Uncertainties on inflation outlook makes the CBRT vigilant… 

Recent stabilization in financial markets also supported by the supportive external conditions provides some relief 
for inflation especially in a period of poor demand conditions. Though, still the uncertainties over the pricing 
behavior and cost push factors especially at the start of next year when the current price reductions on tax cuts and 
discount campaigns will be reversed and most of the wages will be adjusted with this year’s high inflation will keep 
the inflation increasing in the first quarter of next year. Also, local elections in March will likely keep the volatility 
high in the markets. Hence, we envisage that the CBRT should stay alert and even tighter to achieve a sizable 
improvement in inflation outlook as inflation expectations are still well above the CBRT’s interim targets. Despite 
the recent limited decline in medium term expectations, 12-month ahead inflation expectation stays near 16.5% 
and 24-month ahead at 12.4%, in contrast to the CBRT’s own targets of 15.2% and 9.3%. Besides, as the CBRT 
also mentions, contribution of fiscal policy to rebalancing process will also be crucial to restore credibility in order to 
anchor inflation expectations.  

Chart 1 CBRT Interest Rates, % 
 

Chart 2 Inflation expectations, YoY 

 

 

 
Source: BBVA Research Turkey, CBRT  Source: BBVA Research Turkey, CBRT, TURSKTAT 

…there is a long way to anchor inflation expectations 

Despite both the recent stabilization in financial markets and higher than expected retreatment in inflation, the 
CBRT should wait for a sizable improvement in inflation outlook to start an easing cycle as inflation expectations 
remain far from the CBRT’s interim targets. The stance of the fiscal policy will also be critical to assure a 
manageable rebalancing process as in the promised fiscal consolidation plan in New Economic Program (NEP). 
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