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Turkey: Inflation estimate revised upwards
The central bank raised its 2018 inflation forecast to 7.8% reflecting
recent TRY weakness as well as elevated core inflation. The Governor
reiterated it would maintain the tight stance until the inflation outlook
“convincingly” improves
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Gap between the CBT forecast and the consensus narrows
In the first inflation report of the year and the accompanying meeting, the Turkish central bank
Governor Cetinkaya evaluated recent developments in inflation dynamics and laid out the CBT’s
inflation forecasts for 2018-20.
The bank revised its end-2018 inflation call to 7.9% (vs 9.55% market consensus and up from 7.0%
in the previous inflation report), with a forecast range of 6.5-9.3%. Meanwhile, for 2019, inflation is
expected to float in the range of 4.7-8.3% with a mid-point of 6.5%, up from October's forecast at
6.0%. So the CBT expects inflation to stabilise around the 5% target by the end of 2020.

Revisions in TL import prices are the drivers
The adjustment in the 2018 estimate is attributable to:
1) Upward revision to the forecast for TL import prices (an additional 0.7ppt)
2) Upward revision in the output gap forecast on the back of higher-than-expected economic
activity (adding 0.1ppt), 3) higher-than-expected inflation and the rise in the underlying trend
(creating a 0.1ppt impact).
The CBT's forecast increase between October and January inflation reports for the next year relies
on updates in TL-denominated import prices (providing 0.5ppt contribution).

What else was discussed in the inflation report?
Other messages in the inflation report and the accompanied meeting are:
On the inflation outlook, the annual figure followed a strong upwards trend until December
despite a slight fall in services inflation. This is attributable to a) rapid TRY depreciation pushing
core goods prices upward, b) reversal of tax incentives on certain consumer durables, c) robust
economic activity, d) change in the calculation of clothing in the index e) elevated food
inflation and f) spike in oil prices. The CBT acknowledges inflation expectations maintained the
upwards trend without any concrete signal of direction change yet. For this year, oil price
assumption is raised to a yearly average of USD66 from USD56, though no change in the food
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inflation at 7%. Still, the bank sees some disinflation in 2018 thanks to a) fading cumulative
effect from TRY depreciation, b) declining inflationary impact of recent rapid rises in import
prices c) expectedly milder course of economic activity this year.
Recently-released data indicate that economic activity remains strong with sustained growth
in IP, albeit some deceleration. Domestic demand maintains expansion despite some
momentum loss in private consumption with the removal of tax incentives at end-3Q while
investment appetite continues recovery path. The improving global growth outlook with strong
EU performance and strength in external demand continue to stimulate exports. The CBT sees
economic activity to “move towards its underlying trend and gradually near its potential level
in 2018” with fading base effects and removal of growth-supportive economic policies, though
to remain solid.
Commercial lending continued to normalise in 4Q17 with the Credit Guarantee Fund (CGF)
facility nearing the pre-determined ceiling, while consumer loans have lost momentum with
reversal of tax incentives and the contribution of base effects. This year, the CGF support will
remain in place though with a slower pace of growth.

The CBT reiterates continuation of the tight stance
In the latest MPC, the CBT struck a more hawkish tone and signalled that not only the pace of
decline but also the quality of improvement would be important in the policy decisions.
So, noting that "…Tight stance in monetary policy will be maintained decisively until the inflation
outlook displays a significant improvement, independent of base effects and temporary factors,
and becomes consistent with the targets”, the bank hints not to bring down the effective cost of
funding rate gradually in tandem with the decline in headline CPI in the coming months, allowing
ex-post real rate to enrich gradually.
The Governor reiterated it would maintain the tight stance until the inflation outlook
“convincingly” improves
In the meeting, the Governor maintained this stance saying that there would be no change
in stance until the inflation outlook “convincingly” improves. Given that markets are
already seeing a higher inflation path for this year, the upward adjustment in the CBT’s
inflation report making the forecast more realistic did not lead to any significant reaction in
the currency as USD/TRY remained range bound around 3.78-3.79 levels.
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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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