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Consumer pricesincreased by 1.2%in December, slightly lower than our expectation (1.5%) but with a large
deviation from the consensus (2.3%). As a result, annual consumer inflation fell sharply on base effects to
64.3%from the previous84.4%, leading to afull year average of 72.3%. Meanwhile,domestic producer prices
declined by 0.2%m/m and annual PPIslowed-down to 97.7%from 136%. Weaker energy prices and almost
stable currency help to absorb upward pressure from strong demand, weakening but continuing cost push
factors, second round effects and inertia. Government’s efforts to maintain a manageable currency
depreciation and decelerating global commodity prices will keep favorable base effects on annual CPI in the
next months. However, aswe have previously underlined, increasing populism in terms of expansionary
policiesand wage adjustmentswill further boost consumption and therefore the decelerationin inflation
might be much lower. We expect annual CPI to come down to 50-55%in 1Q23 and decline further to 40-45%
just before the elections. Inflation outlook in the second half of the year will depend on the adjustment in
economic policies and therefore the exchange rate. We forecast year-end inflation to be 42%.

Base effects result in a significant fall in annual inflation levels

Food prices rose by 2% m/m, leading to an annual figure of 76.8% down from 102% the month before. Following the
much higher realizations in the previous months, food prices finally showed some correction, particularly in fresh fruit
and vegetable prices (-3.3% m/m). Other unprocessed food prices maintained an upward trend (4% m/m) on the
back of mainly red meat, whereas processed food prices slowed down (2.2% m/m) after the significant increase in
milk prices in November. On the other hand, energy prices declined by 2.1% m/m, led by the decrease in fuel prices,
recording the lowest annual level in the last 10 months (94.4% y/y). Accordingly, domestic producer prices fell for the
first time since November 2019 (-0.2% m/m) and annual PPl fell sharply to 97.7% y/y. Although the gap between
annual CPl and domestic PPI narrowed down to 33.5pp, still high PPI figures will maintain cost push factors.

On core inflation front (1.9% m/m), decelerating commaodity prices and almost stable currency continued to help,
whose annual inflation slowed down to 51.9% from 68.9% in November. The seasonal contraction in clothing and
footwear prices (-1.5% m/m) and the decline in automobile prices due to the changes in special consumption tax
bases led to weaker basic goods prices (1.9% m/m) despite the upward pressure from durable goods prices steming
from the appreciation of Euro against the US dollar. Meanwhile, senices inflation remained sticky at 1.9% m/m on
top of rent and restaurant prices (3.1% m/mand 2.6% m/m, respectively). Consequently, basic goods annual inflation

slowed down to 49% (vs. 76% in November), whereas senices inflation decelerated only limitedly to 55% down from
61%, which will keep inertia effects high in the coming period.

Figure 1. CPI vs Domestic PPI, YoY Figure 2. Basic Goods and Services Inflation, YoY
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Strong consumption will reinforce inflationary pressures

As seen in our latest nowcasts and Big Data consumption indicators, aggregate demand driven mainly by private
consumption, remains stronger than supply, thereby contributing to inflationary pressures. Expansionary policies,
significant wage adjustments and early retirement bonuses will boost consumption further ahead of the elections.
Early retirement benefit for more than 2 million citizens will account for TL 250bn for the budget in 2023 and increase
further in the following years with additional retirees. Minimum wage is also increased by 55% to around TL 8,500
(USD 455), whereas salaries for public officers and pensions were raised by 25% for 2023. The Government will help
private sector by means of Credit Guarantee Fund (CGF) loans (TL 200bn worth of Treasury guarantee) in order to
raise enough funding for the payments. The Government will also generate funding from the CBRT's and banks’
higher exposure to sovereign bonds, which will eventually free up an abundance of TL liquidity in the first months of
the year. Moreowver, the Government has reduced natural gas prices by 12% for houses in Istanbul and electricity
prices by near 15% for industry in the overall country. Last but not least, the Government has raised income tax
brackets for 2023, referring to lower taxes for low income groups but higher payments for high income generators.
Allin all, companies will benefit from demand pull factors to easily surpass their continuing costs, consequently
reducing the impact from favorable base effects on annual consumer inflation.

Meanwhile, price hikes were also announced across various sub-components including transportation,
pharmaceuticals, meat products and lump sum tax, which might add 1-1.5pp to inflation in January. The expected
increase in alcohol & tobacco and bread could also accelerate inflation by an additional 1.5-2pp. Furthermore, we
calculate 15% pass-thru from wages to core D inflation, which will reinforce stickiness over senices prices in the
short term. On the other hand, the reductions in administrative energy prices so far might ease the upward pressure
to only a limited extent (0.5pp so far), including indirect effects from producer prices.

Figure 3. Garanti BBVA Big Data Consum ption Figure 4. CPI Componentswith MoM Positive
Indicators (28-day sum YoY, real,adjusted by CPI) Change (% share in total, 3m average)
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In Monetary Policy and Liraization Strategy for 2023, there were not any explicit remarks regarding the fight against
inflation, which shows CBRT's inclination towards macroprudential policy measures, involving raising TL weight in
both assets and liabilities of the banking system. We expect the maintanence of the current policy framework at least
until the elections, where negative real interest rates will continue to keep upside risks on inflation outlook. We expect
consumer inflation to come down to 50-55% in 1Q23 and decline further to 40-45% just before the elections. Inflation

outlook in the second half of the year will depend on the adjustment in economic policies and therefore the exchange
rate. We forecast year-end inflation to be 42%.
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Figure 5. CPI Main Subcomponents, YoY
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Figure 7. CPI Diffusion Analysis, YoY
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Figure 9. CPlI Subcomponents

MoM YoY
Total 1.18% 64.27%

Food & Non-alcoholic beverages 1.9% 77.9%
Beverage & Tobacco 0.1% 65.1%
Clothing & Textile -1.3% 25.9%
Housing 2.8% 79.8%
Household Equipment 4.4% 93.6%
Health 1.8% 62.7%
Transportation 2.2% 117.1%
Communication 2.6% 33.5%
Recreation & Culture 1.3% 61.5%
Education 0.4% 36.9%
Restaurants & Hotels 2.6% 81.9%
Misc. Goods & Services 2.5% 75.3%

Source: Garanti BBVAResearch, Turkstat
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Figure 6. Survey Based Inflation Expectations, YoY
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Figure 8. PPI Diffusion Analysis, YoY
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Figure 10. Domestic PPl Subcomponents

MoM YoY

Total -0.24% 97.72%

Mining & Quarrying 1.9% 122.9%
Manufacturing 2.3% 78.7%
Food Products 3.3% 105.3%
Textiles 0.8% 60.8%
Wearing Apparel 1.7% 68.8%
Coke & Petroleum Products -12.5% 78.7%
Chemicals 2.0% 67.4%
Other Non-Metallic Mineral 2.6% 173.2%
Basic Metals 1.1% 33.1%
Metal Products 1.3% 68.0%
Electrical Equipment -13.6% 39.9%
Electricity, Gas, Steam -11.8% 285.0%

Source: Garanti BBVAResearch, Turkstat
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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, BBV A offers now 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
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, forw arding or use of any nature by any means or process is prohibited, ex cept
in cases w hereit is legally permitted or expressly authorised by BBVA on its w ebsite w ww.bbvaresearch.com.
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