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The Central Bank (CBRT) maintained the policy rate at 45% as expected. Compared to the previous
messages, the CBRT now seems more concerned about the inflation outlook since they observe lower than
projected consumptionexpenditures in someitems and signal potential pressure from inflation expectations
and pricing behavior due to wage increases. In order to strengthen monetary transmission mechanism, they
will still primarily use credit policies and try to keep deposit rates as high as needed through macro-
prudential measures in addition to quantitative tightening. Nonetheless, hiking above 45% policy rate
becomes more likely after today’s decision in our view, since they explicitly say that if notable and persistent
risks to inflation outlook emerge, “monetary policy stance will be tightened”, rather than “be reassessed”.

On inflation, the CBRT drew a more concerning picture. They stressed that the increase in January monthly inflation
trend was in line with their projections. However, compared to their previous assessment of existing level of domestic
demand parallel to their projections, this time they acknowledged slower than projected consumption expenditures
in some items. Second, they added food prices to the risk factors, which they had previously mentioned on inflation
as stickiness in services inflation and geopolitical risks. Third, they point out potential inflationary pressure from
inflation expectations and pricing behavior due to wage increases. Inthis respect, itis notclear which trend indicators
and inflation expectations they follow in order to assess the impact on inflation. In their latest forward g uidance, they
referred to the 3-month average seasonal adjusted inflation moving at around 4% in January and mentioned about
the target of reducing it to 1.5% in 4Q24 (1-1.5% sa m/m in Dec24). Metrics on inflation expectations and pricing
behaviorareratherblurred. According to the February market participants’ survey of the CBRT, inflation expectations
for the next 12 month and 24 month improved limitedly to 37.8% and 23.1%, respectively. Though, the expectations
for 2024 end and 2025 end stood at 43% and 25%, far above the CBRT interim targets of 36% and 14%.

For the first time, the CBRT referred to the real appreciation of Turkish lira being a key element of disinflation, from
which we understand they want to give the message that they will not allow a fast depreciation of the currency and
try to eliminate those expectations of a significant depreciation after the election in March.

On the future course of the monetary stance, they repeat their commitment to keep the current level until there is a
significant and sustained decline in the monthly inflation trend and until inflation expectations converge to the
projected forecast range (30-42% for 2024 end, 7-21% for 2025 end). In this regard, we still believe macro-prudential
measures and quantitative tightening tools will be primarily preferred. Nevertheless, we also assess the likelihood of
an additional rate hike has increased after today’s more hawkish messages. According to our calculations, financial
conditions started to ease since December and consumption expenditures do not decelerate further since November,
which increase challenges on anchoring inflation expectations toward the targeted levels. Also, if we decompose
factors on core inflation, we still observe the contribution from aggregate demand and monetary policy, confirming
the need to tighten the monetary stance further. Moreover, since there has been renewed tendency toward
dollarization and the pressure on the CBRT reserves continues, a broad-based increase in TL deposit rates via the
increase in the policy rate will be more effective to help de-dollarization, instead of adding new deposit rules. Last
not but least, we value the signaling effect of hiking policy rate beyond expectations to enhance credibility.

Given the recent challenges on inflation outlook and expectations of significant energy prices hikes for households
after the election, we maintain our year-end inflation expectation of 45%. We will closely watch how the monthly
inflation trend will move and try to see whether the trend will start coming down as targeted by the CBRT. Therefore,
we maintain our call of keeping 45% policy rate throughout the year with a bias tilted to the upside. If post-election
policies become more clearly restrictive, we will revise our forecasts, accordingly.
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DISCLAIMER

This documenthas been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimationsregarding the date ofissue ofthe report, prepared by BBVA or obtained fromor based on sources
we consider to bereliable, and have notbeen independently verified by BBVA. Therefore, BBVA offers no warranty, either
express orimplicit, regardingits accuracy, integrity or correctness.

Any estimations this documentmay 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 documentand its contents are subjectto changes without prior notice depending on variables such as the economic
contextor market fluctuations. BBVA is notresponsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, director indirect, that may result fromthe use of this documentor its contents.

This documentand its contents do notconstitute an offer, invitation or solicitation to purchase, divest or enterinto any interestin
financial assets or instruments. Neither shall this documentnor its contents formthe basis of any contract, commitmentor
decisionofany kind.

With regard to investmentin financial assets related to economic variables thisdocument may cover, readers should be aware
that under no circumstances should they base theirinvestmentdecisions on theinformation contained in this document. Those
persons or entities offering investment productsto these potential investorsare legally required to provide the information
needed for them to take an appropriate investmentdecision.

The contentofthis documentis protected by intellectual property laws. Reproduction, transformation, distribution, public

communication, making available, extraction, reuse, forwarding or use of any nature by any means or processis prohibited,
exceptin cases whereit is legally permitted or expressly authorised by BBVA.
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