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CBRT Review: January 2022 
  

Key Takeaways:  

 

• CBRT left its 1-wk repo unchanged at 14.00% (as expected) 

• The MPC said it expects the disinflation process to start on the back of measures taken for sustainable price 

and financial stability and base effects. This is a stark divergence from sell-side expectations for a surge in 

CPI to 50-55% by May.  

• The CBRT has entered wait and see mode, but we continue to expect policy to become more complicated in 

1H22 with the use of more non-standard policy tools over rate hikes – failing to address the underlying issues 

facing the economy.  

• TRY gained 1.22% vs the USD following the decision, but pared most of the move into the end of the session. 

Both local & USD rates maintained bullish momentum post-decision to close firmer on the day.   

 

Summary: 
 
As expected, the CBRT delivered a hold on policy at 14.00% in line with its forward guidance from the December 
statement. Inflation was still deemed to be transitory and due to supply-side and ‘distorted’ exchange rate factors, 
with the MPC promising disinflation in the coming months – which stands at odds with all sell-side forecasts for a 
surge in inflation in 1H22. Another new factor was the promise to target lira stability, but little guidance was provided 
about the policy reevaluation period as the Q1 target was dropped.  

 
Overall, this amounted to a wait and see approach from the CBRT with lira stability being the key objective for the 
MPC. We continue to expect policy to become more complicated in the coming months with more non-standard tools 
used instead of rate hikes. This should fail to address the underlying issues facing the economy: BOP crisis, lack of 
CBRT credibility, dollarization, and de-anchored expectations. The CBRT will likely be driven to make more forceful 
changes to policy as inflation surges towards the end of 1H22. We anticipate that deeply negative real rates will keep 

TRY under pressure in the coming month, adding to pressures to deliver non-standard policy tweaks in 1H22 over 
rate hikes. Whether Erdogan will have room to deliver his promises for further “gradual” rate cuts ahead of 2023 
elections remains to be seen in 2H22.  

 

Link: https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Announcements/Press+Releases/2022/ANO2022-05 

 

 
Markets  
 
The initial TRY positive reaction came as expected, but was met with fading pressure towards 13.30. Local & USD 
rates added to early gains following the decision, consolidating another w/w gain with the TurkGB curve looking to 
close over 100bp lower across the breadth. Nevertheless, we expect widening negative real yields to keep TRY assets 

on the backfoot with new policy measures failing to inspire confidence in the medium to longer-term. Attention remains 
on 14.00 to the topside for a more meaningful move higher in the cross in the coming months . Sell-side analysts 
anticipate that this level will likely be defended by state banks and the CBRT in the near-term, but should eventually 
give way to weaken in line with the forwards market.  
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Sell Side View 
 
GS: CBRT Holds (As Expected), Unsustainable Policy Mix to Force Eventual Policy U-Turn 

• Following the December MPC meeting, the CBRT stated that it would monitor the cumulative impact of 
recent policy decisions in Q1 and review all aspects of the policy framework during this period. The CBRT 

reiterated this but dropped the reference to Q1 — GS had thought that the CBRT was previously hinting 
that it would keep the policy rate on hold in Q1 but it is not clear what the removal of this reference implies.  

• It may suggest that the CBRT will keep the policy rate on hold for a shorter or a longer period. It may also 
mean that the results of the monetary policy review may come in later. The CBRT added that the monetary 
policy review aims to prioritize Turkish Lira in all policy tools. No further details were provided. The CBRT 
expects the disinflation process to start “on the back of the measures taken for sustainable price and 

financial stability along with the decline in inflation owing to base effects” . 

• With real rates deeply in negative territory, GS thinks the current policy mix is unsustainable and the Lira is 
likely to come under pressure. As a result, they continue to expect a U-turn in monetary policy and a hike to 
the policy rate.  

• Nevertheless, the authorities are adamant they will keep the policy rate on hold and have implemented a 

wide range of administrative and regulatory measures to support the Lira without hiking  rates. Hence, GS 
believes we are likely to see more measures of this kind before a change in the monetary policy stance. 

 

JPM: CBRT in Wait and See Mode, Mixed Messages on Concerns Over Inflation Path 

• In line with expectations, the CBRT kept its key 1-week deposit rate unchanged at 14.0%.  

• As inflation increases further, real interest rates will get more deeply negative in the coming months, on 

both realized and expected inflation. This will make it even more difficult to fight inflation.  

• JPM expect inflation to approach the 50% mark over the next three months. However, policymakers appear 
unfazed by the sharp increase in inflation and think any policy tightening in the coming months is quite 
unlikely.  

• JPM expect the CBRT to keep rates unchanged until the end of the year, hoping that a more stable 

currency market could prevent inflation from spiraling away. One risk is that of a sharp erosion in credibility 
that could spill into shifts in portfolio preferences of local investors and – mimicking similar examples in the 
past – result in a reversal of some of the easing delivered.  

• A more likely risk is the increase in political pressure for lower rates especially if there is a sharp slowdown 
in growth. The risk of further rate cuts will increase in case the lira appreciates and/or annual inflation peaks 

in a miraculous way. 

• Unfortunately, there was little policy guidance in the interest rate statement. The CBRT sees "unhealthy 
price formations in the foreign exchange market" as the key factor behind the recent surge in inflation but 
also refers to other factors such as the rise in global food and agricultural commodity pric es, supply 
constraints, and demand developments.  

• Hence, the CBRT appears to appreciate how broad-based price pressures are. On the other hand, the MPC 
is still hopeful that the disinflation process would "start on the back of measures taken for sustainable price 
and financial stability". 

•  In the main guidance sentence the CBRT signals that it has entered a wait and see mode when 
"cumulative impact of the recent policy decisions is being monitored, to create a foundation for sustainable 

price stability, the comprehensive review of the policy framework is being conducted with the aim of 
prioritizing Turkish lira in all policy tools of the CBRT".  

• Interestingly, the CBRT had stated last month that this evaluation period would last three months while 
there is no time horizon mentioned this time. This, in JPM’s view, suggests that the CBRT is less confident 
that it has room to wait and is perhaps more worried about the risk of further pressure for lower rates in the 

near term. 
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SocGen: CBRT to Keep Policy Unchanged in 2022 

• The statement signals a decisive shift of the CBRT’s focus to a resilience of the lira instead of rate 
cuts, which were delivered in 2H21.  

• Stabilizing the TRY may prove very challenging, however, given the likely increase in annual 
inflation in the near term, a seasonal deterioration in the current account, and a continuing push 
toward credit expansion. SG expect the CBRT to keep the policy rate at 14% until the end of 2022, 

while FX intervention will be on the table to defend the lira. Nevertheless, it still expects TRY to 
weaken roughly in line with the forwards in 2022. 

• While the rate cuts in 2H21 resulted in the lira’s free-fall, the policy turned around in December with 
official FX intervention and measures to prevent further erosion of TRY deposits. Today, the CBRT 
seemed to signal that a resilient currency is imperative for monetary policy in the coming months. 

• The CBRT expects disinflation – but that will be challenging. The MPC also “expects disinflation 
process to start on the back of measures taken for sustainable price and financial stability along 
with the decline in inflation owing to the base effect”. But this could prove to be challenging.  

• Given the massive volatility of the currency, the path of inflation is very uncertain. However, 

assuming some persistency in inflation pressures in the coming months, annual CPI may still 
increase and exceed 40% yoy in February or March.  

• Also, the domestic economy will continue to generate inflation pressures given the large hike to 
minimum wages (+50% from January in net terms) and continuing credit expansion (Turkey today 
announced a capital boost to state banks to support further lending). Only in 4Q22 could inflation 
decisively decelerate below 30%, due to base effects, in its view. 

• Further decline in real rates likely. Turkey’s real rates are therefore likely to decline further in the 
coming months and to remain deeply negative during 2022. The current account is likely to remain 
in deficit in the winter months during the negative seasonality, while the credit expansion is likely to 
limit its improvement into a surplus later in 2022 (on the positive side, Turkey is likely to greatly 
benefit from a possible post-Omicron normalisation in tourism in 2022). 

• FX intervention is likely to be on the table to defend the TRY, especially the USD/TRY 14.00 level 
for the time being. New swap facilities like the recently announced deal with the UAE may provide 
the CBRT with additional gross firepower, despite the net foreign assets of the central  bank 
declining to zero in December.  

• Risks remain skewed toward a flare-up of TRY weakness especially due to geopolitics, potential 

additional inflation pressures, or if the push toward an unorthodox policy of lower rates resumes.  


