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The Central Bank of Turkey (CBRT) raised the policy rate by 200bps to 10.25% surprising the markets (vs.
no change expectations). The decision is the correct one, not only by size (our Taylor rule is in line with the
decision, suggesting near 10.5%) but also in terms of the “signaling” effect. The official rate hike of the
CBRT will likely make the policy rate the main funding tool and will support the commitment to contain the
inflation pressures. The CBRT justifies the decision with the inflationary pressures coming from a strong
path of the economic recovery (in line with our view) and supply-side effects due to the recent exchange
rate depreciation: “as a result of fast economic recovery with strong credit momentum, and financial
market developments, inflation followed a higher-than-envisaged path”. The last part of the statement is
also preserved by recognizing the importance of “maintaining a sustained disinflation process as a key
factor for achieving lower sovereign risk, lower long-term interest rates, and stronger economic recovery”.
The message is clear but should be reinforced by actions if needed. Time to rebalance.

The right signal

The combination of the rapid economic recovery and recent depreciation of the exchange rate made inflationary
pressures inconsistent with the CBRT’s year-end inflation projection at 8.9%. The CBRT acknowledges a fast
recovery pattern in economic activity and the role of the recent credit boost. While the magnitude of the hike is
slightly below the level of our Taylor rule suggests, it is very close to the central path and also depends on different
inflation expectations considering the recent depreciation (our year-end inflation forecast to 11%). The economic
activity remains strong and our Big data and nowcasting model suggest near 6% yoy GDP at the end of 3Q (still
need to be confirmed by hard data). While we expect some moderation ahead, due to base effects and the
monetary tightening, we believe that the GDP growth in Turkey will outperform the rest of the peers (in a very
challenging year) and today’s decision makes this more likely. We expect a growth rate close to -1% but with clear
risks on the upside. With the right decisions and other policy rebalancing efforts, growth would be closer to 0%.

In sum, we welcome the decision as it is clearly in the right direction and stress that lagging reactions would imply
higher rates (The later... the tighter). Volatility in the international markets will remain present and it is important not
to lose the focus on the right policies, specially in countries with high sensitivity to financial market events.
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public

communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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