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Inthe firstinflation reportoftheyear, the Central Bank (CBRT) maintained their interiminflation targets (36%
by end 2024 and 14% by end 2025). Even though the recent minimum wage hike was above their previous
assumption, the expected improvement in the underlying inflation trend was the main reason not to revise
the current targets. In this regard, the current 45% policy rate will be maintained for alonger period of time
and the monetary policy stance will be tightened if necessary. They will monitor the inflation outlook and the
rebalancing in demand conditions in February and March. If there is no improvement in the monthly inflation
trend as expected they will have to take additional steps towards tightening. We assess the CBRT will
primarily use credit policies in addition to ongoing quantitative tightening measures. Hiking the policy rate
above 45% will also be likely, in our view. If the policy rate is kept at 45% throughout the year, contrary to
our previous downward bias, we evaluate risks are now balanced on our year-end inflation forecast of 45%.

On inflation, the CBRT expects seasonally adjusted monthly trend to reach 3% on average this year with a level
declining to 1.5% in 4Q (2-2.5% in our expectations given our expectation of significant energy price hikes for
households) from its current level of 6-6.5% in January (its 3-month average corresponding to nearly 4% as used by
the CBRT). Parallel to the latest MPC communication, the CBRT assessed the existing monetary tightening level
was adequate to establish the targeted disinflation path. Indeed, they acknowledge the potential non-linear impact
from above expected minimum wage hike on the inflation trend. However, they feel confident since the deterioration
in January inflation was in line with their November projections, and evaluate that this worsening will be temporary
given the much faster than expected improvement in inflation trend until December. Additionally, they state the latest
required reserves decisions (incentivizing certain KKM conversion thresholds in order to pay remuneration interest)
will be as effective as the August measures and they have already started to observe some upward impact on TL
depositrates. It is also positive to hear that “it is very early to talk about the timing a rate cut from today”.

In this respect, February and March inflation figures will be key to check for any improvement as the CBRT expects.
If the monthly inflation trend proves to be stickier, they will have to take additional steps towards tightening. Even
though we evaluate credit policies and additional quantitative tightening measures will be primarily preferred, we also
do not rule out the possibility of hiking the policy rate above 45%.

Our financial conditions index most recently signals somewhat an easing in overall conditions, keeping upside risks
on inflation outlook, given still solid domestic demand growing above supply. Second, strong services prices keep
inertia high, led by a wage-prices spiral. Third, the latest data shows a robust exchange rate pass-through to inflation
at a level around 55% according to our calculations. Last but not the least, inflation expectations are far above the
Central Bank’s interim targets with 42% for the end of this year and 24% for end 2025. The likelihood of an
acceleration in fiscal impulse will also add challenges on the targeted disinflation path. This is why we eliminate our
previous downward bias and evaluate that risks are now balanced on our year-end inflation forecast of 45% in a
range of 38-52% with 70% confidence band.

It seems that the CBRT prefers to bet on anchoring inflation expectations by not revising their inflation targets at least
limitedly. Since their communication might not have shown the needed hawkishness to do so, we assess converging
expectations to the targeted levels now becomes more difficult. It is true that there exist many uncertainties on the
required level of adjustment, given the interconnectedness of the current distortions. Nonetheless, the negative ex
post real interest rate levels will continue for some time, therefore we think that the signaling impact will remain key
and a clearer commitment (an explicit rate hike signal rather than the reassessment on the monetary stance) -f
necessary- will enhance the monetary transmission mechanism.
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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 considerto 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 accordingto 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 not constitute an offer, invitation or solicitationto purchase, divestor enter into any i nterestin
financial assets or instruments. Neither shall this documentnor its contents formthe basis ofany contract, commitmentor
decisionofanykind.

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 containedin this document. Those
persons or entities offering investment productsto these potential investors are legally required to provide the information
needed forthem to take an appropriateinvestmentdecision.

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

communication, making available, extraction, reuse, forwarding or use ofany nature by any means or process is prohibited,
exceptin cases whereitis legally permitted or expressly authorised by BBVA.
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