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Turkey’s central bank ends hiking cycle,
keeps the door open to further tightening
In line with its guidance last month and the market consensus, the
Central Bank of Turkey (CBT) raised the policy rate by 250bp to 45%.
With this move, the bank completed its tightening cycle and switched
to a wait-and-see approach

The building of Turkey's
central bank in Ankara

Following large rate hikes totalling 34pp since June, the Central Bank of Turkey has signalled an
end to its tightening cycle as soon as possible. Given that current policy is considered tight enough,
the disinflation objective has been achieved and the latest inflation increase is in line with the
outlook presented in the last inflation report, the CBT has opted to end hikes with its latest 250bp
move.

While the bank switched to a wait-and-see approach, it has remained cautious and ready to act “if
notable and persistent risks to inflation outlook emerge”. On the inflation side, the annual figure
rose as expected in December. We see further increases in the near term given a higher-than-
expected minimum wage rise and increases in administrative prices due to special consumption
tax and revaluation rate related adjustments. Accordingly, we see inflation remaining elevated
until mid-2024, with further increases above 70% on seasonal effects in January and unfavourable
base effects in May. The second half the this year, on the other hand, will likely see a sharp
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downtrend – though upside risks to the CBT’s forecasts are still significant in the second half of the
year. On the fiscal side, while the end-2023 budget recorded a large deficit close to 5.5% of GDP on
the back of earthquake-related spending, the 2024 budget also projects another wide deficit at
6.4% of GDP. This implies that budget performance will also be key for the disinflation path.
Accordingly, the CBT leaves the door open for further rate hikes if required by the inflation outlook.

Additionally, a comparison between the CBT's projections and market participants' expectations
still shows a meaningful gap. While the CBT sees inflation at 36% at the end of this year and 14%
in 2025, the survey reveals market expectations at 42% for 2024 and 24% for 24 months ahead.
Continuing its hawkish stance, the central bank reiterated that it wouldn't start cutting any earlier
and that it needs to “ensure sustained price stability”. For now, it remains committed to
maintaining its tight stance until i) a significant decline in the underlying trend of monthly
inflation, and ii) inflation expectations converge to the CBT’s forecast range. The inflation report
release on 8 February will be key to watch.

Finally, since the elections, the CBT has taken a number of measures aiming to simplify macro-
prudential policy framework with the purpose of increasing the functionality of market mechanism
and strengthen macro financial stability. In the statement, the CBT pledges further moves “in the
face of any potential excess volatility in credit supply and deposit rates”. This does not imply any
imminent action, in our view – though we have seen some acceleration in retail lending
momentum driven by credit cards and slight moderation in deposit rates recently.

All in all, the CBT delivered an expected hike and reached the terminal rate at 45% while
calling it the end of the tightening cycle. The bank also repeated its pledge to maintain a
tight monetary policy stance for longer, and kept the door open for further rate hikes. Given
this backdrop, we expect the first cut in the last quarter of this year and for the policy rate
to reach 40% by the end of 2024.

Author

Muhammet Mercan
Chief Economist, Turkey
muhammet.mercan@ingbank.com.tr

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 N.V. 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.

mailto:muhammet.mercan@ingbank.com.tr


THINK economic and financial analysis

Snap | 25 January 2024 3

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. 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 authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. 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.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

