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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.
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...there is along 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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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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