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Central Bank of Turkey initiates rate cuts
with 250bp and narrows the corridor

At the December Monetary Policy Committee meeting, the CBT cut its
policy rate by 250bp to 47.5%, which was more than the consensus
forecast of a 150bp reduction, but in line with our expectation and
narrowed the interest rate corridor from 600bp to 300bp

| Fatih Karahan, Turkey's
| central bank governor

At the final MPC meeting of the year, the Central Bank of Turkey (CBT) initiated an easing cycle as
widely expected and cut the policy rate by 250bp to 47.5%, though expectations related to the size
of the cut varied between 100bp-to-250bp. Additionally, the CBT narrowed the interest rate
corridor from 600bp to 300bp (by setting the overnight borrowing and lending rates 150 basis
points below and above the policy rate), returning to the width before the March 2024 meeting.
Given excess liquidity in the system, creating downward pressure in ON rates being sterilised by
the CBT through net open market operations (OMO), and sell-side TL currency/gold swap auctions
(reverse swap), the narrower corridor will reduce the volatility in ON rates and push closer to the
policy rate.

The governor's remarks at the introduction of the latest Inflation Report in early November
signalled the start of rate cuts as he explained that keeping the policy rate unchanged implies a
more restrictive monetary stance as inflation and inflation expectations decline. Accordingly, we
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saw a revision to the statement last month with an implicit guidance on real rates and setting the
scene for the start of gradual rate cuts in line with a decline in realised and expected inflation.
Given this backdrop of raising expectations for a rate cut in December, recent developments have
also added to them, including i) a lower-than-expected 30% hike in minimum wage, implying a
measured 1ppt additional impact on the headline inflation and ii) eight planned MPC meetings in
2025 vs twelve originally, hinting at a higher size of rate cuts per meeting.

In the December statement, the CBT has kept the policy guidance with a continuing commitment
to i) keep rates higher for longer until a significant and sustained decline in the underlying trend of
monthly inflation and convergence of inflation expectations to the CBT's projected forecast range
and ii) determine the level of the policy rate in a way to ensure the tightness required by the
projected disinflation path, taking into account both realised and expected inflation. The CBT also
added a relatively hawkish message and stated that it would take its decisions “prudently on a
meeting-by-meeting basis with a focus on the inflation outlook”. While implying a continuation of
interest rate cuts in the period ahead, the addition to forward guidance shows that the cuts will
depend on the data, but not be aggressive and uninterrupted.

In the MPC note, the other points worth mentioning are:

¢ Regarding the assessment of the inflation outlook, while acknowledging flat underlying
trend in November the CBT has remained cautiously optimistic as it sees leading indicators
point to a decline in the underlying trend in December with a moderation in unprocessed
food inflation after an elevated course in October and November.

e For domestic demand, the bank assessed that domestic demand continues to slow down in
the last quarter in currently disinflationary levels.

e The CBT continues to expect a significant contribution from increased coordination of fiscal
policy to the disinflation process. The government announced some actions recently,
including an increase in withholding tax collected from dividends, introduction in tax for e-
commerce transactions, more than 40% adjustment in some administrative fines. This
implies that the government is taking some steps towards the 3% budget deficit target for
2025, supporting the CBT view.

Allin all, given the expected normalisation in unprocessed food prices leading to the higher-than-
expected November inflation, growing evidence of an economic slowdown and recent CBT signals
implying the initiation of an easing cycle, the bank cut the policy rate in December. While the cut
was 250bp with a message implying data-driven, cautious, and meeting-based decision-making,
the spread between overnight borrowing and lending narrowed to 300bp. The narrowing of the
corridor would prevent a significant decline in ON rates with the excess liquidity.
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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 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.

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 BR0O00341) 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 www.ing.com.

Snap | 26 December 2024 3


https://www.ing.com

