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Turkey’s central bank remains on hold
At the December MPC meeting, the CBT kept the policy rate flat at 24%,
while pointing out the upside risks to the inflation outlook
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As expected

Turkey on hold
At the December rate-setting meeting, the central bank of Turkey kept the policy rate (1-week
repo rate) unchanged at 24%, in line with the Bloomberg median consensus and our call, despite
the short-term favourable trend in inflation, the sharp lira recovery since September and the
significant momentum loss in the economic activity given the financial shock in the summer
months and consequent tightening of financial conditions that have weighed on domestic
demand.
USD/TRY has remained in a wide 5.30-5.40 range before and after the CBT decision.

Currency still fragile
The recent recovery of the currency has caused an optimism on the inflation front, while market
pricing based on the short-end of the lira swap curve shows a significant downward adjustment
priced in over the current effective funding.
However, the still-fragile lira, as observed in recent days with rapid a move to close to 5.40 against
USD from slightly above 5.10, likely attributable to some recovery in oil prices, concerns about
change in the CBT’s tight stance ahead of the December MPC meeting and end of the temporary
cut in withholding tax collected from TRY deposits should be a signal for policy makers to be
cautious on a premature easing.
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Accordingly, the CBT maintained the main policy guidance that while highlighting the
determination to tighten further, if needed, it would continue to monitor lagged impact of
monetary policy decisions, the contribution of fiscal policy to rebalancing process in addition to
inflation expectations, pricing behaviour and other factors affecting inflation.
However, we see a slight change in its communication that “the committee has decided to
maintain the tight monetary policy stance until inflation outlook displays a significant
improvement” in the latest statement vs “tight stance in monetary policy will be maintained
decisively until inflation outlook displays a significant improvement” in October.
The CBT has also remained vocal about inflation risks by reiterating that “risks on price stability
continue to prevail price increases” despite “developments in import prices and domestic demand
conditions have led to some improvement in the inflation outlook”.
In fact, with the lowest monthly figure since the inception of the current inflation series in 2003 at 1.44% in November, yearly inflation posted its sharpest monthly decline in more than ten years.
The impact was clear on goods’ inflation as it plunged markedly with significant contributions from
energy, unprocessed food and core goods. However, sticky services inflation remained broadly
unchanged despite price drops in transportation services.
It should be noted that we’ll likely see some further inflationary pressures in early 2019 before
falling more rapidly in the second half given the impact of a reversal in temporary tax cuts and
unfavourable base effects.
The central bank remained on hold this month and maintained its tightening bias, with a
promise to deliver further monetary tightening, if needed, on the back of continuing
challenges on the inflation front, risk of the lira coming under pressure again and currently
fragile capital flows, as evidenced by the latest balance of payments data.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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