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The Central Bank (CBRT) kept the policy rate at 50% in line with the expectations. Despite the negative surprise of
the September consumer inflation, the bank seems to preserve a tone similar to the September MPC decision,
where they had started to soften their communication about the risk factors on inflation. Nonetheless, they keep
emphasizing inflation expectations and pricing behavior as risks to the disinflation. Besides, they also underline
increasing uncertainty regarding the pace of improvement in inflation in the light of incoming data. Therefore, we
understand they are not too much concerned after September inflation and they prefer to see the next months’
inflation to evaluate the monetary stance. We expect monthly inflation trend down to slightly below 2% in
December, bringing annual inflation to 43% by end 2024, with risks tilted to the upside. For the time being, we
maintain our first rate cut expectation in December with a 250 bps cut, where the timing and magnitude would
depend on how the monthly inflation trend is improving. High inflation expectations and uncertainties on wage
and price adjustments at the beginning of 2025 require a cautious stance. Therefore, we expect a gradual easing
with a still restrictive stance and credit growth caps especially on consumer loans to continue for a while.

There are two important reference points in the MPC decision, in our view. First, the CBRT keeps a communication with
expectations for an improvement in inflation trend. They evaluate domestic demand as approaching disinflationary levels,
most likely referring to their clearer view on a negative output gap most recently. They underline their expectations for an
improvement in services inflation in the last quarter of the year with their assessment on core goods inflation being low.
Second, they stress increasing uncertainty regarding the pace of improvement in inflation in the light of incoming data,
potentially emphasizing September’'s negative surprise and may be to some extent a still worrisome October inflation.
Therefore, we understand the CBRT remains cautious but still expects some improvement in the next months’ inflation and
they just stress that the level of improvement is not clear. As a result, we evaluate they maintain a tone similar to the
September MPC decision, where they had started to soften their communication for a gradual easing cycle. There are two
KPIs for the CBRT to reach that point, one is a significant and sustained decline in the underlying trend of monthly inflation
and the other is a convergence of inflation expectations to the projected forecast range, but not to the point targets.

We nowcast monthly consumer inflation to decelerate to nearly 2.5% in September (also closer to 2.5% if seasonal
adjusted) after the boost in September. According to our calculations, 3-month seasonally adjusted inflation trend might
decelerate to nearly 2.7% from 3.1%. We expect monthly inflation trend to fall slightly below 2% in December, bringing its
annual level to 43% by end 2024. However, September inflation has raised concerns about the stickiness of inflation,
implying upside risks on our near term inflation forecasts. On expectations, 2024 and 2025 year-end inflation expectations
of professional forecasters were already revised upward to 44.1% and 25.6% in October (vs. 43.1% and 25.3%, previously)
and remained well above the upper bound of the CBRT targeted inflation range (42% and 21%, respectively). Besides, 12-
month ahead inflation expectations of corporates and households in September, stood at 51.1% and 71.6%, respectively,
with only very limited improvement so far (Chart 4). In this regard, we will closely watch how the CBRT will revise its forecast
range after the new Medium Term Program (MTP) in its next inflation report to be released on the 8" of November. We
expect the CBRT to update the end-2025 point inflation target to closer to the 17.5% stated in the MTP and the new inflation
forecast range to be updated with an upper bound closer to 25%.

On liquidity, the CBRT again repeated their commitment to effectively implement sterilization tools. We expect the CBRT
to carefully monitor TL deposit rates and act accordingly. O/N TL rates hover around 50%, implying difficulties to well
manage the TL liquidity. In this respect, the maintenance of deposit rules for longer will be key to restrain any dollarization
tendency of the residents.

Overall, lagged effects of the monetary tightening have started to be seen with a negative output gap as of 3Q24 and
financial conditions remain tight (Chart 4). However, high inflation expectations and uncertainties stemming from wage and
price adjustments at the beginning of 2025 require a cautious stance. Therefore, we expect a gradual monetary easing with
a still restrictive stance and credit growth caps especially on consumer loans to continue for a while under the assumption
of the fiscal policy becoming tight in 2025 as noted in the Medium Term Program (MTP).
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Chart 1. CBRT Underlying Monthly Inflation Trend
(sa, m/m, 3m average)
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Source: CBRT, TURKSTAT

Chart 3. CBRT Market Participants Inflation
Expectations (%)
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Chart 4. Garanti BBVA Financial Conditions Index
(standardized, + easing, - tightening)
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Chart 2. CBRT Underlying Monthly Inflation Trend
(sa, m/m, 3m average)

7%

6%

5%

4.1%

4%

3%

2% 1.5%

1%

0%
w o o $ ¢ ¥ ¥ T T T T
oy ¢ g q g g g g q g
B 2 9 € 9 5 5 2 E 3 © 2
§ 283582223323
e Core Goods Services

Source: CBRT, TURKSTAT

Chart 4. Sectorial Inflation Expectations (one year-
ahead, %)
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Chart 6. CBRT Funding & O/N BIST TL REF Rate (%)
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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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