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Turkey’s central bank doesn’t rule out
further easing
The central bank of Turkey has revised its 2019 inflation forecast
downwards but hasn t ruled out further monetary easing

Governor of Central Bank of Turkey Murat Uysal

Source: Shutterstock

According to the last quarterly inflation report of the year, Turkey's central bank Governor
Murat Uysal has lowered the CBT's inflation forecast to 12% from 13.9%.

This is attributable to changing food inflation expectations, improvement in the underlying
trend, and downward revisions to lira denominated import prices, despite higher than
expected price adjustments in tobacco products and an upward revision in the output gap.

For 2020, the central bank kept the forecasts unchanged at 8.2%, even lower than the figure
presented in the new economic programme at 8.5% given the supportive impact of
improvement in the underlying trend of inflation and the downward revision to assumptions
for lira denominated import prices were offset by upward revision in the output gap.

We think inflation is likely to remain in single digits in October
and reverse thereafter because of unsupportive base effects
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The central bank's inflation forecast for 2020 and beyond diverges from the current market
consensus on 12-month and 24-month inflation expectations, standing at 11.2% and 9.8%,
respectively, as of October. According to the Governor, the disinflation process continues, with
base effects, tight monetary policy and domestic demand also contributing to a fall in
inflation, while the monetary policy implementation will ensure the forecast is achieved. 

In the accompanying meeting, the Governor further clarified the central bank's position in the
aftermath of the unexpectedly high 250bp policy rate cut last week following the signal of a
more cautious policy stance in September. The Governor acknowledged the bank has used a
significant part available for a loose monetary policy, but did not rule out further easing in the
near term.

We think inflation is likely to remain in single digits in October and reverse thereafter because
of unsupportive base effects, closing the year above the central bank forecast. So, the case for
further monetary easing in the last meeting in December should be weak, though the risks are
on the upside given the CBT signal, but any move should be at a more gradual pace.

Some other issues under market focus

The latest banking sector data shows signs of loan growth recovery, primarily driven by1.
the state banks, though private banks have also signalled to join the trend in consumer
lending and improving the appetite for corporate loans in lira. This also reflects positive
impact of linking reserve requirements (RRs) and remuneration to credit growth and
eight banks in the system have already attained 10-20% growth range in lending to
benefit from these incentives. RRs will continue to be actively used by the central bank,
while the expectation is a more homogeneous credit growth in the period ahead.
The central bank has been employing swaps more often to fund banks, amounting2.
US$12-13bn and that is one of the reasons for declining funding via 1-week repo
auctions recently. The governor stated that these transactions are an outcome of
structural swap needs in the system and will remain in place in the period ahead,
though repo auctions will continue to be the main funding channel.
The Governor once again reiterated the difficulty of defining the reasonable rate of real3.
return and pointed out the real interest rate of other peer countries, current level of
dollarisation and portfolio preferences of residents, healthy credit growth, keeping
inflation on a downward path, among others as the variables to determine the real
return.

Overall, the new inflation forecast path is aligned with the one presented in the new
economic program. Regarding the monetary policy outlook, the central bank takes the
advantage of the downtrend in inflation and recovering inflation expectations along
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with improving political and geopolitical backdrop with deeper than expected cuts
since July and doesn't rule out another move in the near-term. 

However, as implied earlier, any policy action to be determined by the inflation path
will be at a more gradual pace.

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.

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 www.ing.com.

mailto:muhammet.mercan@ingbank.com.tr
https://www.ing.com

