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Turkey Central Bank Preview: May 2021 
  

Details:  

 

Monetary policy decision and release of Monetary Policy Report: 1200BST/1300CEST/0700ET, Thursday 06 

May 2021. 

 

MNI Point of View  
POV: CBRT to Hold at 19%, Peak or No Peak? 
 
The CBRT is broadly expected to keep its key rate unchanged at 19% this week in a bid to maintain TRY stability 
amid concerns of a premature easing cycle and an acute credibility deficit, which may be amplifying upside price 
pressures. Softer-than-expected inflation in April has thrown the cat among the pigeons as CBRT projections for a 
cyclical peak in CPI may hold more weight than anticipated by sell-side institutions - boosting risks of an expedited 
CBRT easing cycle.  
 

• Last month’s meeting saw key hawkish phrasing removed from the CBRT’s statement; namely the pledges 
to “keep policy tight for an extended period” and deliver “additional tightening if needed” - resulting in an 
unequivocally more dovish reaction function. In conjunction with this, the new Governor Kavcioglu has been 
tasked with delivering rate cuts targeting single digits in line with Erdogan’s requests, which has severely 
dented TRY sentiment and confidence in the CBRT’s ability to deliver market-appropriate policy against 
expectations of higher inflation. 
 
Figure 1: CPI, PPI Pressure Building 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: MNI/Bloomberg 

 

• Headline inflation printed at 17.14% y/y in April, falling just short of expectations for 17.3-17.5% and aligning 
more closely with the CBRT’s forecasts for a cyclical peak in inflation in April at around 17-17.5%. This view, 
however, diverges substantially from the sell-side projections for a peak at 18-19% closer to June/July, raising 
concerns that the CBRT may expedite its cut cycle. Moreover, with the CBRT’s year-end inflation target of 
12.2% is markedly more optimistic than those on the sell-side ranging from a median of 13.3% towards 
topside estimates of 15% - the question remains: Peak or no peak? 
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• In its quarterly inflation report, Kavcioglu promised to continue to keep policy tight with “determination & 
perseverance”, committing to above-inflation rates in a bid to maintain a hawkish bias and anchor both 
expectations and rising price pressures. However, should inflation see more downside momentum below 
forecasts in May, this may see an emboldened CBRT with more scope to justify easing ahead of schedule, 
given Kavcioglu’s remarks pointing to CBRT expectations for more visible disinflationary pressures in 2H21.  

 

• For now, our base case assumes that the CBRT will likely use the downside surprise in CPI as an opportunity 
to rebuild some market confidence in the Bank by keeping rates on hold and reiterating its commitment to 
tight policy until more disinflationary factors materialise, reconfirming the April peak in inflation. Kavcioglu 
noted both demand and PPI conditions remained more pro-inflationary than previously forecast with credit 
growth and supply-side factors remaining prevalent. This should see the CBRT remain in holding position 
until a more concrete deceleration in price pressures materialises and TRY depreciation/volatility moderate.   

 

• Most analysts currently anticipate Kavcioglu will deliver his first rate cut sooner rather than later on 
establishing a clear peak in inflation with estimates ranging from as early as July, to as late as 4Q21. This 
ultimately hinges on next month’s inflation print in assessing whether April’s downside surprise was a one-off 
or in fact the cyclical peak. However, our base case currently envisages the first cut materialising in 3Q21.  

 

Markets  
 

• Since the 15 April meeting, the lira has depreciated ~3% vs the USD, having re-tested the 8.50 handle towards 
the end of the month. Spot USD/TRY now trades closer to the 8.20-8.35 range, but remains at risk of more 
upside in the event of a move towards premature easing from the CBRT.  
 

• Institutions have revised fair value models for USD/TRY higher in recent weeks, aligning closer to the 9.00-
9.50 range on an acute credibility deficit within the CBRT and unequivocally more dovish reaction function.  

 
 

Figure 2: Turkey 5Y CDS Indicates CBRT Credibility Deficit 

 
• 5Y credit default swaps still show a considerable 
risk premium priced into domestic markets that 
emerged following Agbal’s removal - pointing to the 
Market’s distinct lack of confidence in the CBRT’s ability 
to deliver market-appropriate policy 
 

• Deteriorating current account dynamics, tense 
international relations with the US and concerns over a 
precarious domestic FX reserve position are also likely 
to weigh on TRY sentiment over the medium-term, 
with Erdogan voicing a willingness to use FX reserves 
to defend the currency if need be.  

 
Source: MNI/Bloomberg 

 

• For now, a continuation of the current holding stance may temper USD/TRY upside. However, any further 
signs of premature easing in the coming months will add more upside pressure on the cross.     
 

• M/m 1m Implied vols have moderated and remain relatively subdued vs prior levels. Similarly, USD/TRY 1w 
25 Delta Risk reversals remain pegged at similar levels to the 15 April meeting - signifying a higher likelihood 
of a muted market reaction to the consensus call for a hold at 19% with the outcome mostly priced in.   
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Central Bank Data Watch 

 

Sell-Side Summary 

 
GS: CBRT to hold at 19%, No Room to Cut before 4Q21 

• CBRT has a more dovish reaction function following the appointment of Sahap Kavcioglu as the new 
Governor 

• CBRT removed its tightening bias in the April MPC meeting against rising inflation and inflation 
expectations, which we interpret as a clear dovish sign.  

• CBRT will keep the policy rate on hold given the potential response of the Lira to a premature cut and the 
inflation outlook.  

• In recent remarks, Governor Kavcioglu noted that the CBRT expects inflation to peak in April and GS 
believes the CBRT will not ease policy before inflation peaks.  

• Governor Kavcioglu’s remarks also struck a somewhat more patient tone.  

• For these two reasons, GS sees  the risk of a premature rate cut as early as next week is limited. 

• CBRT’s current forecast of 12.2%yoy is more optimistic than the consensus expectation of +13.3%yoy, and 
even more so compared with the GS end-2021 forecast of +15.0% 

• Expect inflation to be at a similar rate in May and hover around 17%yoy until base effects kick in, in 
November and December.  

• Current account is likely to be a source of pressure on the Lira.  

• Given these two factors,GS does not believe the CBRT will have room to cut rates before 2021Q4, and we 
see risks in both directions. 

•  Should pressure on the Lira increase, the CBRT may need to respond with a rate hike.  

• Set against this, the dovish reaction function of the CBRT and preferences of the authorities create risks of 
an earlier cut. 

 

 
 
 

MNI CBRT Data Watch List
Inflation Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

CPI YoY % y/y 17.14 14.97 11.89 1.51

Core CPI YoY % y/y 17.77 15.50 11.48 1.31

PPI YoY % y/y 35.2 26.2 18.2 1.52

Expected CPI % 11.26 10.53 10.53 1.90

Economic Activity Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Industrial Production YoY % y/y 8.8 11.1 10.6 0.69

Trade Balance $bn -4.65 -4.54 -4.85 -0.30

Markit PMI Mfg Index 50.4 54.4 53.9 -1.29

Capacity Utilization % 75.9 75.4 75.4 1.23

Monetary Analysis Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

M3 Money Supply TRYbn 3660.7 3416.12 3485.8 1.47

Foreign Transactions of Equities % 105.0 -494.00 -117.0 0.81

Foreign Transactions of Govt bonds $m -253.0 419.00 -69.0 -0.40

Home Sales YoY % y/y 2.4 -47.60 -6.9 0.48

Consumer / Labour Market Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Retail Sales YoY % y/y 4.56 12.17 6.50 0.22

Consumer Confidence Index 61.8 62.60 58.2 0.97

Unemployment rate % 12.89 13.21 12.89 -0.39

Foreign Tourist Arrivals % y/y 26.1 -67.40 -59.4 2.45

Markets Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Equity Market (BIST 100) Index 1398 1473 1112 1.41

TR 10-Year Yield % 6.77 5.61 7.18 0.54

TR Yield Curve (2s-10s) bps 431 342 568 1.26

Effective Exchange Rate Index 62.29 65.96 60.61 -0.43
Note: For quarterly data the 3m ago column will  display the previous data point and the 6m ago column will  display the data point prior to that. 
Source: MNI, Bloomberg
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ING: CBRT on Hold at 19%, First Cut to Come in 3Q21 

•  Latest data confirm the still challenging inflation dynamics with demand conditions, elevated services 
inflation, recent uptrend in commodity prices, TRY weakness and supply constraints during the pandemic.  

• April inflation is likely a cyclical peak though near-term risks remain elevated given exchange rate 
developments, continuing supply constraints in some sectors and deterioration in inflation expectations 
weighing on the pricing behavior.  

• Changes to the latest April MPC statement including elimination of additional tightening bias and removal of 
tighter for longer commitment signal a dovish shift, though the Governor’s latest remarks underlined a need 
for tight policies.  

• Challenging inflation dynamics, fragile capital flows and exchange rate outlook is likely to keep the CBT 
cautious ahead in its policy actions.  

• Given this backdrop, we expect the bank to remain on hold in the May MPC on Thursday and the first cut is 
likely to come in late 3Q. 
 

 
JPM: CBRT on Hold Until First 100bp Cut in September 

• In the first inflation report briefing of his term, the CBRT governor emphasized rising risks to disinflation and 
pledged to keep policy tight with “determination and perseverance.”  

• Governor Kavcioglu also suggested that steps on the monetary policy front would be taken toward the end 
of the year.  

• This is in line with JPM’s policy rate call and reduces the risk of premature easing.  

• JPM continues to see rates on hold until a first 100bp cut in September. 
 

 

Unicredit: CBRT Unchanged at 19%, May Cut as Early as July 
• In its April MPC meeting, the CBRT dropped two important pledges from its rate statement:  

o To maintain tight monetary policy for an extended period 
o To deliver additional tightening if needed.  

• Unicredit interprets these changes as hinting that the CBRT will seek an opportunity to ease its policy 
stance as early as possible.  

• However, this will depend on the inflation outlook as the central bank has also promised to keep its policy 
rate at a level above actual and expected inflation until strong indicators point to a permanent fall in inflation 
and the medium-term 5% target is reached.  

• Although the CBRT expects annual inflation to peak in April, as noted above, yesterday, Governor Sahap 
Kavcioglu also stated that disinflation is expected to be more visible in the second half of the year.  

• In this respect, Unicredit believes the CBRT might deliver the first rate cut in July, focusing on the expected 
disinflation over the remainder of the year, and deliver up to 4pp of cuts by the end of 2021. 

 
 


