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Consumer prices increased by 4.8% in February, above expectations (BBVA Research 3.5%, Consensus
3.75%) and resulted in an annual inflation of 54.4%, up from 48.7% the month before. The largest surprise
was the upsurge in food prices but the broad-based worsening of price pressures also weighed upward
reflecting strong cost-push factors. Meanwhile, domestic producer prices jumped 7.2% m/m and 105% y/y
due to higher commodity prices and lagged effects of currency depreciation and energy price hikes.
Looking ahead, Russia’s invasion of Ukraine and its impact on commodity prices add uncertainty to an
already high inflationary environment.

A continuing wide-spread deterioration of inflation

Food prices recorded a new peak of monthly inflation (8.4%) once again in February, mainly due to the highest
price increase in fresh fruit and vegetables (32.2% m/m) since 2017. As a result, annual food inflation climbed up to
64.5%, where fruit and vegetables had a staggering 80.8% increase. Energy prices continued to rise (4% m/m),
bringing the annual figure to a whopping 83% and facing further deterioration given the negative outlook for natural
gas and oil prices following Russia’s invasion of Ukraine. In contrast, core inflation slowed-down relatively (3.75%
m/m) but remained elevated with an annual figure of 44.1%, given high second round effects from high energy and
food prices, worsening expectations and strong consumption growth. Senices prices reinforced stickiness implied
a 3.6% m/m increase, and reached 32.9% yly, led by transportation senices and restaurant & hotel prices.
Meanwhile, cost push factors kept deepening, which will likely continue given the bias on commodity prices due to
the war in Ukraine (figure 1). The lack of decisive monetary policy countermeasures amid loose fiscal and credit
policies resulted in further worsening of inflation expectations, which reached a high of 25% and 15% for 12-month
and 24-month ahead, respectively. Therefore, the uncertainty on second round effects and inertia, fueled by
accelerating cost push factors, and worsening inflation expectations keep upside risks to the inflation outlook. If
cyclical, seasonal and other idiosyncratic factors are excluded, trend inflation could reach almost 17%, requiring a
significant change of anchor in order to achieve a fast and effective disinflationary environment, which seems
highly unlikely in the short term, given the current policy bias (figure 2).

Figure 1. CPl vs Domestic PPI, YoY Figure 2. CPlIvs Trend CPI, YoY
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Potentially stronger cost effects will weigh on the upside

Depending on the duration of the conflict in Ukraine, the implications on the inflation outlook could be severe. For
example, if average annual Brent oil and natural gas prices follow current future prices (100%barrel and
4.9$/MMBtu, respectively), and we assume high (low) exchange rate pass-thru and high (ow) second round
effects, producer prices could average above 100% in 2022 (figure 3). If other commodity prices like grains, metals
and fibers also stay elevated, the pressure on producer prices would be even higher. This means that even under a
gradual exchange rate depreciation, the spike in energy prices will be enough to keep cost pressures for several
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months. Given the accelerating contribution of producer prices on consumer prices in the recent months, the risk of
experiencing high inertia and an inflation spiral is edging up dramatically (figure 4). Considering latest wage hikes,
the real change in income lewvels will be larger negative in coming months, affecting the overall welfare severely.

Figure 3. Domestic PPl Forecasts, quarterly YoY Figure 4. Historical Decomposition on Core D, annual

40%
35%

150%

30% II
130% 25%
20% I
110% 15% 1
10% [ In..
- -
= il b el
., ==zl | LT
0% n I...-— - EEEgEgs
70% -5%
-10%
W 0 0 0 OO o o o © O 0o © «Hd +d +H +d «
S S B S S U RO IOV U
oo 8533823358533 833%533%
N Q N Q N § § tsxz2dsxzddzsxz=z=2z12t
8} o 5 c =} ko] [S) n f n
g @ 2 3 2 8 g basket energy gdp ppi cored
Source: Garanti BBVA Research, Turkstat Source: Garanti BBVAResearch, Turkstat

Exchange rate pass-through running wild

Following the stabilization of the currency in the recent weeks, we calculate a very slight nomalization in the
exchange rate pass-thru, which remains far above the previous years’ level of near 25%. This is basically linked to
the continuously worsening of inflation expectations in the absence of a clear monetary policy reaction aimed at
tightening financial conditions. Given the strong commitment of the authorities with the “new economic model”, it is
highly uncertain at which level the exchange rate pass-through will stabilize.

Figure 5. Exchange Rate Pass-thruon Core D Figure 6. Inflation Expectations, annual %
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A glimmer outlook for inflation

Given mounting upward pressures, we expect consumer inflation to surpass 60% in both 2Q22 and 3Q22, before
slowing down to above 40% in December, on the back of positive base effects. Therefore, it is obvious that
continuing with the current loose monetary and fiscal policies will become even more challenging, particularly when
considering that foreign yields are also rising and global inflation remains high. Recent developments on both
inflation expectations and second round effects confirm the risk of a potential inflation spiral, which would exert
pressure on the currency and bring forward the monetary policy reversal.
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Figure 7. CPI Components, YoY Figure 8. Food Prices, January 2018 = 100
90% 340
80% 320 ’
300
50% / 260
240
50% 220
40% / 00 /_,.A/'
180
30% j 160
/\ 140
0% JL 120
10% - 100 ==
80
0% T3 83 2 383 8 8 /& ¥ & & 8
FAF2A23388IFIKFIIFIFIS 8 S 8 8 5 88 5 8 8 5 8 8
2559892559288 25¢5 98828 r » O o s O o s O & » O I
L5000 <5000 <5200 Vegetables & fruits —— Other unprocessed food
Core C Food Energy Bread & other grains Other processed food
Source: Garanti BBVA Research, TURKSTAT Source: Garanti BBVA Research, TURKSTAT
Figure 9. Consumer Inflation Diffusion Map, YoY Figure 10. Basic Goods and Services Inflation, YoY
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Figure 11. CPl in Subcomponents Figure 12. Domestic PPl in Subcomponents
MoM YoY MoM YoY
Total 4.81% 54.44% Total 7.22% 105.01%
Food & Non-alcoholic beverages 8.4% 64.5% Mining & Quarrying 6.4% 98.7%
Beverage & Tobacco 0.4% 45.8% Manufacturing 5.6% 97.9%
Clothing & Textile 0.3% 26.9% Food Products 4.3% 78.4%
Housing 1.5% 49.7% Textiles 4.5% 108.7%
Household Equipment 7.0% 64.8% Wearing Apparel 2.8% 34.4%
Health 6.4% 32.9% Coke & Petroleum Products 12.3% 198.9%
Transportation 4.6% 75.8% Chemicals 4.6% 122.7%
Communication 1.6% 11.9% Other Non-Metallic Mineral 11.8% 109.8%
Recreation & Culture 2.7% 39.8% Basic Metals 1.1% 144.3%
Education 3.9% 22.2% Metal Products 5.9% 93.2%
Restaurants & Hotels 4.5% 55.2% Electrical Equipment 8.7% 98.3%
Misc. Goods & Services 6.0% 55.8% Electricity, Gas, Steam 24.7% 202.5%
Source: Garanti BBVAResearch, Turkstat Source: Garanti BBVAResearch, Turkstat
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained fromor based on sources
we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should
be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability forany loss, direct or indirect, that may result fromthe use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aw are
that under no circumstances should they base their investment decisions on the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information
needed forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or process is prohibited,
except in cases w hereit is legally permitted or expressly authorised by BBVA on its w ebsite www.bbvaresearch.com.
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