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The Central Bank of the Republic of Türkiye (CBRT) lowered the policy rate by 250 basis points in its March 

meeting, bringing it down to 42.5% in line with expectations. The CBRT justified the decision based on the decline 

in the underlying inflation trend after January and still supportive level of domestic demand on disinflation despite 

its stronger than expected pace as of 4Q24. The current strong momentum, the recent acceleration in loan growth 

and the ease in financial conditions impose upside risks on growth, while high inflation expectations and strong 

inertia on services inflation continue to pose challenges on inflation. Therefore, the CBRT might be required to 

maintain strong real appreciation similar to last year and revise credit growth caps and exceptions further in order 

to reinforce the monetary transmission mechanism, while continuing the easing cycle. The CBRT emphasized that 

policy rate decisions (not only decisions) will focus on the inflation outlook and be made on a meeting by meeting 

basis, implying that other macro-prudential measures may be added at any time if needed. We expect the pace of 

rate cuts to come down June onwards and forecast 31.5% policy rate by year end.   

In our latest activity pulse report, we had highlighted the increasing upside risks on the near term growth outlook, led by 

the acceleration in domestic demand as of 4Q24, particularly private consumption. The recent easing in financial conditions 

and the momentum in credit growth beyond the monthly credit growth caps appear to have supported demand. Besides, 

fiscal policy stays expansionary with cash spending similar to last year in early months of the year, signaling lack of fiscal 

support to disinflation until 2H25. According to our calculations, despite high uncertainty, the output gap likely gets closer 

to neutral levels in 1Q25. Given strengthening demand, delayed support from fiscal policy and ongoing rate cuts of the 

CBRT, output gap levels may remain higher than the CBRT’s projections. Therefore, while continuing the easing cycle, we 

believe the CBRT might revise credit caps and exceptions further to control demand-pull inflation risks. Indeed, the CBRT 

squeezed FC lending further most recently by also narrowing down the scope of its exceptions, aiming to support macro-

financial stability with a tight monetary stance. This is why the CBRT might have emphasized that the policy rate decisions 

(not only decisions) will focus on the inflation outlook and be made on a meeting by meeting basis, implying that other 

macro-prudential measures may be added at any time if needed. 

On inflation outlook, as stated by the CBRT, pricing behavior and inflation expectations remain to be key risks. Despite the 

positive surprise of February, the details showed the persistently high services inflation (hovering at around 62% if 3 month 

average annualized), particularly in items where backward-looking pricing behavior is strong, confirming solid inflation 

inertia. Meanwhile, despite some improvement, inflation expectations stay significantly above the CBRT’s interim inflation 

targets (median of 24% in 2025 with a range of 19% to 29%). Market expectations for 2025 year-end inflation increased to 

28.3% (vs. 27.05%, prev.), while 12 and 24 month ahead inflation expectations improved limitedly to 25.3% (vs 25.38% 

prev.) and 17.26% (vs 17.72% prev.), respectively, in February. The real sector’s expectations for 12-month ahead inflation 

retreated slightly to 41.9% (vs. 43.8% prev.) but the households’ expectations for 12-month ahead worsened to 59.2% from 

58.8%. As a result, keeping a cautious stance with an attractive enough real rate to maintain a controlled pace of 

dollarization will be critical amid curbing down inflation expectations.   

All in all, the CBRT did not make any surprise and did not give any signals either to start reducing the pace of cuts or any 

pause soon. Instead, they seemed comfortable on inflation outlook, most likely following the positive surprise of February 

inflation although they admitted domestic demand proves to be stronger than their expectations . We expect annual CPI to 

come down to 37-38% in April, which would give room for another 250bps cut in April MPC meeting to be held on 17th of 

April. The timing and the split of the upcoming administrative price hikes will determine the path, wh ich we assume to 

materialize partially in April and later in 4Q25. If the hikes are fully postponed later to 2H25, 250bps cut in June will again 

be likely. If not, we expect the pace of rate cuts to decelerate June onwards (firstly 200bps in June and July and then 

150bps in the last 3 meetings) before reaching 31.5% policy rate by end 2025. Under the assumptions of real appreciation, 

gradual easing with supported macro-prudential policies, 1-1.5pp of GDP non-primary fiscal savings, energy price hikes 

aligned with the inflation target and no new minimum wage hike in 2H25, we expect consumer inflation to decline to %29 

at the end of the year. 

https://www.bbvaresearch.com/en/publicaciones/turkiye-the-economy-grew-by-32-in-2024-as-expected/
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Chart 1. Credit Growth by Segments (13week avg, 

annualized, %) 

 Chart 2. Garanti BBVA Financial Conditions Index 

(standardized, + easing, - tightening) 

 

 

 
Source: BRSA and Garanti BBVA Research  Source: CBRT, Bloomberg and Garanti BBVA Research 

Chart 3. Garanti BBVA Output Gap Estimate (%, 

deviation from potential GDP) 

 
Chart 4. Trend CPI Indicators (sa, m/m, 3m average)  

 

 

 
Source: TURKSTAT and Garanti BBVA Research  Source: TURKSTAT and Garanti BBVA Research 

Chart 5. Sectorial Inflation Expectations (one year-

ahead, %) 

 Chart 6. Garanti BBVA CPI Forecasts (YoY, 30%- 50%-

70% Confidence Bands) 

 

 

 
Source: CBRT and Garanti BBVA Research  Source: TURKSTAT and Garanti BBVA Research 
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ENQUIRIES TO: 

Garanti BANKASI A.Ş. Nispetiye Mah. Aytar Cad. No:2 34340 Levent Beşiktaş İstanbul.  

Tel.: +90 212 318 18 18 (ext 1064) 

bbvaresearch@bbva.com www.bbvaresearch.com 

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 from or based on sources 

w e consider to be reliable, and have not been independently verif ied by BBVA. Therefore, BBVA offers no w arranty, 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 w ithout prior notice depending on variables such as the economic 

context or market f luctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the 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 

f inancial 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 f inancial 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 for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property law s. Reproduc tion, 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 here it is legally permitted or expressly authorised by BBVA. 
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