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The Central Bank of Turkey (CBRT) raised the policy rate (one-week repo) by 200bps to 19% beating the
expectations of a 100bps hike. The CBRT reaffirmed the upside risks on inflation expectations, pricing
behavior and the medium-term inflation outlook associated with the recent volatility in global financial
markets and the still continuing both demand-pull and cost-push factors. Therefore, the Bank has decided
to implement afront-loaded and strong additional monetary tightening, confirming its forward-guidance in
the previous communications. Market reaction was also positive, having the Turkish lira appreciating by
2% to 7.35 against US dollar and near 50bps declinein 10-year TL sovereign yield right after the decision.
Although we figure out near 150bps upside risks on our current inflation forecast (10.5% by year-end),
today’s front-loaded reaction could be the peak of the tightening cycle. We also maintain our view to have
the first rate cut of the CBRT in 4Q21, which will depend on the deviations from the projected disinflation
path of the CBRT and might require to stay tight for longer, given the CBRT year-end target of 9.4%.

The worsening inflation outlook and recent market volatility backed the decision

Improving global growth outlook and therefore rising global inflation expectations have led to sizable volatility in
global financial markets and resulted in uncertainties about advanced economy monetary policies and earlier than
expected monetary tightening in some emerging markets (positive surprise form BCB yesterday). Therefore, the
worsening inflation outlook started to erase the real interest gains in the previous months and weigh on the
exchange rate. Second, as the CBRT also shared its concerns, the recent upward trend in credit growth and the
increase in import costs reinforce both demand-pull and cost-push factors on the inflation outlook, for which we
also plan to revise our inflation expectations on the upside by near 150bps (10.5% by year-end). Third, the peak
level we initially expected to have in April at 16% could get near 17%, given the rise in commodity prices and other
supply side factors. This could have put the previous forward guidance of the CBRT at risk if they hadn’t given any
reaction in today’s meeting. All in all, the CBRT confirmed its forward-guidance and clearly strengthened its
credibility. The two forward guidance remarks have also been kept the same: (i) the commitment for additional
monetary tightening if needed, (ii) the decisive maintenance of the tight stance “for an extended period of time”.

According to our Taylor rule calculations, today’s decision implies a tighter bias (Chart 1), which will be crucial to
anchor inflation expectations since they started to regain positive skewedness in the last few months (Chart 2). The
CBRT maintains a medium-term outlook and keeps its inflation target at 9.4% for the year-end, assuming a much
stronger Turkish Lira and positive gains from inflation expectations. We maintain our view to have the first rate cut
in 4Q21, which will depend on the inflation dynamics and might require the CBRT to stay tight for longer.
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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
w e consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no w arranty, 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 w ithout 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 forany loss, direct or indirect, that may result fromthe 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 formthe 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 aw are
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 forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public

communication, making available, extraction, reuse, forw arding or use of any nature by any means or process is prohibited,
except in cases w hereit is legally permitted or expressly authorised by BBVA.
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