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Turkey’s central bank (CBRT) has re-embraced orthodox

monetary policy this year, increasing its policy rate from

8.5% in May to 40% in November. At its last meeting the

CBRT signalled that it is nearing the end of the hiking

cycle. We think it will hike the policy rate in two stages to

45% next month and then keep it stable until July before

starting to cut.

We target 35% CPI at year-end 2024. We expect annual

inflation to fall sharply in the second half of 2024 and

target 35% CPI inflation by year end. We therefore think

the policy rate will decline to 30% by the end of 2024

while keeping ex-ante real policy rates above their

historical averages (see Figures 1 and 2).

We also welcome the CBRT’s efforts to deregulate the

banking sector and support an efficient functioning of the

monetary transmission mechanism. Both monetary

tightening and a deregulated banking sector will

persuade deposit-holders to save in local currency and

thereby reduce inflation, we argue.

This note set outs our rationale for these forecasts and

our views on Turkey’s economy for 2024.

Our optimism about 2024 disinflation is threefold.

i) Real TRY appreciation; ii) A decline in currency

volatility; and iii) Weakening credit impulse. The first two

factors will help reduce cost pressures and the third will

weaken domestic demand. The bear steepening of the

yield curve (Figure 3) and front-loaded CBRT rate hikes

suggest these factors will help disinflation in 2024.

Turkey: Disinflation without sacrificing growth in 2024

Sources: TEB, BNP Paribas, TSA  

Fig. 1: Annual CPI and policy rate 

KEY MESSAGES
The CBRT’s recent front-loaded rate hikes match CPI

expectations, encouraging deposit-holders to stay in

TRY and foreign investors to increase their exposure to

local assets.

We expect the CBRT to hike the policy rate in two

steps to 45% in January and then leave it unchanged

until July before starting to cut.

We forecast 35% CPI, a 30% policy rate and 3.5%

GDP growth for end-2024. The CBRT’s front-loaded

tightening stimulates inversion of the government bond

yield curve and slows down the credit impulse.

Monetary tightening inevitably weighs on economic

growth, but we expect ample market liquidity and fiscal

expansion to generate reasonable growth next year.

Our base case implies that CPI slows and the slight

negative output gap continues in 2024. Upside CPI

risks could come from FX shocks. However, we expect

2024 will see the underlying dynamics governing FX

volatility weaken.
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Fig. 2: CPI expectations and real policy rate (%)

Sources: TEB, BNP Paribas, CBRT 

42.0

29.8

43.9

-3.9

-40

-20

0

20

40

60

Dec-13 Dec-15 Dec-17 Dec-19 Dec-21 Dec-23

CPI expectations (annual,
12M forward, %)

Real policy rate (Ex-ante)

Hakan Aklar, Chief Economist, Turkey | Okan Ertem, Senior Economist, Turkey | Türk Ekonomi Bankasi A.S.

https://globalmarkets.cib.bnpparibas/digital/mobile-app/
mailto:hakan.aklar@teb.com.tr
mailto:okan.ertem@teb.com.tr


E M – LOCA L E YE S  FOR A  GLOB A L V IE W 201/12/2023

Real exchange rate set to appreciate, in our view.

The TRY has appreciated by 15% in real terms since

July, a trend we expect to continue. In other words, we

believe nominal currency depreciation will stay slightly

below consumer price inflation in 2024 (Figure 4).

Three key reasons support our view: (i) Our exchange

market pressure index (Figure 5), which comprises FX

depreciation and 2y USD denominated government bond

yields, shows signs of reversing from extreme market

conditions. (ii) The monetary conditions index, which

measures monetary policy tightness by looking at the real

exchange rate gap and real policy rate gap, implies that

capital inflows will accumulate (Figure 6). (iii) A significant

increase in the CBRT’s gross reserves (USD36bn since

end May) and positive ex-ante deposit rates encourage

TRY savings and a stronger TRY.

In fact, a sharp fall in the dollarization rate from 68% in

August to 59.6% in November implies less foreign

exchange pressure from locals going forward (Figure 7).

Current account improvement will help real TRY to

appreciate. A lower current account deficit in 2024 due to

fewer gold imports and weak domestic demand

supported by mediocre loan growth will help ease TRY

exchange rate pressure. We forecast the current account

deficit will fall from 4.3% of GDP (USD43.5bn) in 2023 to

2.7% of GDP (USD30.5bn) in 2024. Given a historical

average deficit of 4% of GDP, this could be considered a

significant improvement in current account dynamics.

Such a moderate current account deficit could be

financed comfortably, we argue.

Fig. 3: TURKGBs yield curve evolution (%)

Yield curve inversion + tight monetary conditions benefit TRY

Fig. 4: TRY REER and forecast path
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Fig. 5: Exchange Market Presure index (EMPI) Fig. 6: Monetary conditions index and portfolio flows
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Decline in CDS premiums and FX volatility should be

supported by offshore swap market deregulation.

Since July we have seen currency volatility stabilize and

CDS premiums decline. As the CBRT continues to front-

load tightening, we expect CDS rates and volatility to fall

further in 2024. Lower currency volatility would also help

disinflation which, in turn, would reduce FX forward rates

and make Turkish assets more attractive.

We see growing interest in Turkish bonds although

inflows so far remain weak. However, Turkey’s economy

minister recently commented that restrictions on offshore

swaps could be eased in 2024. That would encourage

more capital inflows as the cost of hedging TRY exposure

would come down. Assuming a functioning offshore

swaps market, we could see significant inflows into

Turkey’s bond markets (Figures 8-10).

Domestic demand might lose momentum. As growth

momentum continues to slow in 2024, showing the

lagged affects of monetary tightening, we expect

domestic demand to stabilize. Loan restrictive

coefficients, a significant increase in TRY reserve

requirements to sterilize TRY liquidity, an inverted yield

curve and higher loan rates will continue to drive the

decline in the credit impulse, in our view (Figures 11-12).

Selective loan policies support growth-current

account mix: Policy-makers encourage investment and

export credits to change Turkey’s growth structure. We

are seeing the impact of this growth model in loans.

While momentum has picked up recently in commercial

loans, particularly for private-sector banks, the loss of

momentum in consumer loans loss has continued. This

will help reduce the current account deficit while GDP

growth remains solid (Figures 13-14).

Fig. 7: Dollarization (%)

Dollarization and FX volatility to decline

Fig. 8: CDS premium (bp) and FX implied vol (%)

Sources: TEB, BNP Paribas, BRSA
Sources: TEB, BN Paribas, Bloomberg

Fig. 9: FX implied rates (CCY swap) and CPI (%)
Fig. 10: Monthly portfolio flows (USDbn)

Sources: TEB, BNP Paribas Sources: TEB, BNP Paribas
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Turkey can still generate solid, 3.5% growth in 2024.

We expect real exchange rate appreciation, coupled with

selective loan policies (i.e. limiting consumer loans while

supporting commercial loans), will support economic

activity. Turkey recorded solid growth during episodes of

real appreciation in the past. Our 3.5% growth forecast

for end-2024 is also supported by ample TRY liquidity in

local markets. The source of abundant liquidity could be

the CBRT’s FX purchases from exporters, its swap

transactions with banks or its rediscount credits to

exporters.

Revaluation payments to FX protected accounts by the

CBRT have also improved TRY liquidity in the market.

Despite the central bank’s sterilization efforts, though,

CBRT funding remains negative, implying ample liquidity.

Conversely, these high TRY liquidity conditions could be

a concern in terms of tackling inflation. We think this

could imply more sterilization by the CBRT (Figures 15

and 16).

Budget deficit to GDP to reach 5.3% in 2024.

Turkey’s large budget deficit is a further reason for our

3.5% GDP growth forecast for end 2024. Although the

treasury’s 2024 borrowing programme forecasts a budget

deficit to GDP of 2.8%, we believe earthquake

expenditure could increase the deficit (medium-term

economic programme puts the figure at 6.4%). A higher-

than-expected budget deficit would be financed by more

external borrowing given lower CDS rates, strong

Treasury cash buffers, efficient tax collection and

potential tax hikes (Figure 17). On a positive note, some

of the earthquake expenditure could be postponed until

2025 to create a sound fiscal balance in 2024.

Fig. 11: TURKGB yield curve and credit impulse (%)

Liquidity and fiscal expansion offset slowdown in credit impulse

Fig. 12: Banking system interest rates (%)

Sources: TEB, BNP Paribas, Bloomberg, TSA Sources TEB, BNP Paribas, CBRT

Fig. 13: Commercial loan growth (13w FX adjusted ann.%) Fig. 14: Consumer loan growth (13w FX adjusted ann. %)

Sources: TEB, BNP Paribas, BRSA
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Fig. 15: CBRT assets and loans / GDP (%) Fig. 16: CBRT funding by open market operations (USDbn)

Sources: TEB, BNP Paribas, Bloomberg, TSA Sources: TEB, BNP Paribas, CBRT

Fig. 17: Budget balance / GDP

Sources TEB, BNP Paribas, BRSA
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Our 35% CPI forecast for year-end 2024 aligns with

TRY/USD at 36.1: Our model output for our base case

shows that 3.5% GDP growth and 35% CPI inflation in

2024 are attainable assuming currency stability and real

exchange rate appreciation (5% real appreciation on

average by using a currency basket).

Domestic demand’s contribution to GDP, however,

declines to 3.9 percentage points in 2024 from an

estimated 9 percentage points in 2023. Although net

exports’ contribution stays negative, it improves

compared to 2023. Net exports’ contribution in 2024 is

higher despite currency appreciation due to lower

imports.

Our bear case, however, which puts year-end USD/TRY

at 44, generates 52% year-end inflation and 2% GDP

growth. While domestic demand’s contribution to GDP

remains very limited in this scenario, net exports’

contribution increases to 1.4 percentage points due to

real depreciation (6.3% real depreciation on average) by

sacrificing economic growth too much in 2024. The

current account deficit falls sharply given weak domestic

demand and currency depreciation (Figures 18 and 19).

The model outputs suggest that the CBRT would keep

domestic currency strong in real terms in 2024 to reduce

inflation to its forecast in order to maintain policy

credibility, which is needed to bring down inflation to the

CBRT’s 14% forecast for year-end 2025 .

Overall, the policies implemented so far are encouraging,

in our view. They make us optimistic that the CBRT will

achieve its 2024 inflation forecast (36%) and give us

confidence in our own CPI projection (35%). We assume

the CBRT maintains its tight stance at least until the end

of H1 2024 to achieve its inflation targets.

Fig. 18: Our base case macroeconomic forecasts

Our macroeconomic forecasts

Sourcs: TEB, BNP Paribas (estimates for 2023 and 2024)

Sources: TEB, BNP Paribas (estimates for 2023 and 2024), BRSA

Fig. 19: Our bear case macroeconomic forecasts

TRY/USD GDP growth (%) Inflation (%) CAD (USD bn)

2022 18.7 5.5 64.3 -49.1

2023 30.9 4.0 66.0 -43.5

2024 36.1 3.5 35.0 -30.5

2023 % change 65.4

2024 % change 17.1

Domestic demand (pp) Net exports (pp) GDP growth (%)
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such as liquidity constraints, fees and transactions costs. Actual historical or back tested past performance does not constitute an indication of future results or

performance.

This document is only intended to generate discussion regarding particular products and investments and is subject to change or may be discontinued. We are willing to

discuss it with you on the understanding that you have sufficient knowledge, experience and professional advice to understand and make your own independent

evaluation of the merits and risk of the information and any proposed structures. The information contained herein or in the document is not and under no circumstances

is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein or in the document, or solicitation of an offer to buy

securities described herein or in the document, in Canada, the U.S. or any other province or territory nor shall it be deemed to provide investment, tax, accounting or

other advice. Transactions involving the product(s) described in this document may involve a high degree of risk and the value of such transactions may be highly

volatile. Such risks include, without limitation, risk of adverse or unanticipated market developments, risk of counterparty or issuer default, risk of adverse events involving

any underlying reference obligation or entity and risk of illiquidity. In certain transactions, counterparties may lose their entire investment or incur an unlimited loss.



Legal Notice

The information relating to performance contained in this document is illustrative and no assurance is given that any indicated returns, performance or results will be

achieved. Moreover, past performance is not indicative of future results. Information herein or in the document is believed reliable but BNPP and its affiliates do not

warrant or guarantee its completeness or accuracy. All information, terms and pricing set forth herein or in the document reflect our judgment at the date and time hereof

and are subject to change without notice. In the event that we were to enter into a transaction with you, we will do so as principal (and not as agent or in any other

capacity, including, without limitation, as your fiduciary, advisor or otherwise). Only in the event of a potential transaction will an offering document be prepared, in which

case, you should refer to the prospectus or offering document relating to the above potential transaction which includes important information, including risk factors that

relate to an investment in the product(s) described herein or in the document.

Prior to transacting, you should ensure that you fully understand (either on your own or through the use of independent expert advisors) the terms of the transaction and

any legal, tax and accounting considerations applicable to them. You should also consult with independent advisors and consultants (including, without limitation, legal

counsel) to determine whether entering into any securities transactions contemplated herein or in the document would be contrary to local laws. Unless the information

contained herein or document/communication to which this notice relates is made publicly available by BNPP, it is provided to you on a strictly confidential basis and

where it is provided to you on a strictly confidential basis you agree that it may not be copied, reproduced or otherwise distributed by you, whether in whole or in part

(other than to your professional advisers), without our prior written consent.. Neither we, nor any of our affiliates, nor any of their respective directors, partners, officers,

employees or representatives accepts any liability whatsoever for any direct or consequential loss arising from any use of this document or its content; and any of the

foregoing may from time to time act as manager, co-manager or underwriter of a public offering or otherwise, in the capacity of principal or agent, deal in, hold or act as

market makers or advisors, brokers or commercial and/or investment bankers in relation to the securities or related derivatives that are discussed herein or in the

document. BNPP and its affiliates may (or may in the future) hold a position or act as a market maker in the financial instruments discussed, or act as an advisor,

manager, underwriter or lender to such issuer. In no circumstances shall BNPP or its affiliates be obliged to disclose any information that it has received on a

confidential basis or to disclose the existence thereof.

The information presented herein or in the document does not comprise a prospectus of securities for the purposes of EU Regulation (EU) 2017/1129 (as amended from

time to time).

This document was produced by a BNPP group company. This document is for the use of intended recipients and may not be reproduced (in whole or in part) or

delivered or transmitted to any other person without the prior written consent of BNPP. By accepting or accessing this document you agree to this.

For country-specific disclaimers (United States, Canada, United Kingdom, France, Germany, Belgium, Ireland, Italy, Netherlands, Portugal, Spain, Switzerland,

Brazil, Turkey, Israel, Bahrain, South Africa, Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea, Taiwan, Thailand, Vietnam)

please type the following URL to access our legal notices: https://globalmarkets.bnpparibas.com/gm/home/Markets_360_Country_Specific_Notices.pdf

Some or all of the information contained in this document may already have been published on MARKETS 360TM Portal

Please click here to refer to our Data Protection Notice.
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IMPORTANT DISCLOSURES by producers and disseminators of investment recommendations for the purposes of the Market Abuse Regulation:

Although the disclosures provided herein or in the document have been prepared on the basis of information we believe to be accurate, we do not guarantee the

accuracy, completeness or reasonableness of any such disclosures. The disclosures provided herein or in the document have been prepared in good faith and are

based on internal calculations, which may include, without limitation, rounding and approximations.

BNPP and/or its affiliates may be a market maker or liquidity provider in financial instruments of the issuer mentioned in the recommendation.

BNPP and/or its affiliates may provide such services as described in Sections A and B of Annex I of MiFID II (Directive 2014/65/EU), to the Issuer to which this

investment recommendation relates. However, BNPP is unable to disclose specific relationships/agreements due to client confidentiality obligations.

Section A and B services include A. Investment services and activities: (1) Reception and transmission of orders in relation to one or more financial instruments; (2)

Execution of orders on behalf of clients; (3) Dealing on own account; (4) Portfolio management; (5) Investment advice; (6) Underwriting of financial instruments and/or

placing of financial instruments on a firm commitment basis; (7) Placing of financial instruments without a firm commitment basis; (8) Operation of an MTF; and (9)

Operation of an OTF. B. Ancillary services: (1) Safekeeping and administration of financial instruments for the account of clients, including custodianship and related

services such as cash/collateral management and excluding maintaining securities accounts at the top tier level; (2) Granting credits or loans to an investor to allow him

to carry out a transaction in one or more financial instruments, where the firm granting the credit or loan is involved in the transaction; (3) Advice to undertakings on

capital structure, industrial strategy and related matters and advice and services relating to mergers and the purchase of undertakings; (4) Foreign exchange services

where these are connected to the provision of investment services; (5) Investment research and financial analysis or other forms of general recommendation relating to

transactions in financial instruments; (6) Services related to underwriting; and (7) Investment services and activities as well as ancillary services of the type included

under Section A or B of Annex 1 related to the underlying of the derivatives included under points (5), (6), (7) and (10) of Section C (detailing the MiFID II Financial

Instruments) where these are connected to the provision of investment or ancillary services.

BNPP and/or its affiliates do not, as a matter of policy, permit pre-arrangements with issuers to produce recommendations. BNPP and/or its affiliates as a matter of

policy do not permit issuers to review or see unpublished recommendations. BNPP and/or its affiliates acknowledge the importance of conflicts of interest prevention and

have established robust policies and procedures and maintain effective organisational structure to prevent and avoid conflicts of interest that could impair the objectivity

of this recommendation including, but not limited to, information barriers, personal account dealing restrictions and management of inside information.

BNPP and/or its affiliates understand the importance of protecting confidential information and maintain a “need to know” approach when dealing with any confidential

information. Information barriers are a key arrangement we have in place in this regard. Such arrangements, along with embedded policies and procedures, provide that

information held in the course of carrying on one part of its business to be withheld from and not to be used in the course of carrying on another part of its business. It is

a way of managing conflicts of interest whereby the business of the bank is separated by physical and non-physical information barriers. The Control Room manages

this information flow between different areas of the bank where confidential information including inside information and proprietary information is safeguarded. There is

also a conflict clearance process before getting involved in a deal or transaction.

In addition, there is a mitigation measure to manage conflicts of interest for each transaction with controls put in place to restrict the information flow, involvement of

personnel and handling of client relations between each transaction in such a way that the different interests are appropriately protected. Gifts and Entertainment policy

is to monitor physical gifts, benefits and invitation to events that is in line with the firm policy and Anti-Bribery regulations. BNPP maintains several policies with respect

to conflicts of interest including our Personal Account Dealing and Outside Business Interests policies which sit alongside our general Conflicts of Interest Policy, along

with several policies that the firm has in place to prevent and avoid conflicts of interest.

The remuneration of the individual producer of the investment recommendation may be linked to trading or any other fees in relation to their global business line

received by BNPP and/or affiliates.

IMPORTANT DISCLOSURES by disseminators of investment recommendations for the purposes of the Market Abuse Regulation:

Where relevant, the BNPP disseminator of the investment recommendation is identified in the document/communication including information regarding the relevant

competent authorities which regulate the disseminator. The name of the individual producer within BNPP or an affiliate and the legal entity the individual producer is

associated with is identified where relevant, in the document/communication. The date and time of the first dissemination of this investment recommendation by BNPP or

an affiliate is addressed where relevant, in the document/communication. Where this investment recommendation is communicated by Bloomberg chat or by email by an

individual within BNPP or an affiliate, the date and time of the dissemination by the relevant individual is contained, where relevant, in the communication by that

individual disseminator.

The disseminator and producer of the investment recommendations are part of the same group, i.e. the BNPP group. The relevant Market Abuse Regulation disclosures

required to be made by producers and disseminators of investment recommendations are provided by the producer for and on behalf of the BNPP Group legal entities

disseminating those recommendations and the same disclosures also apply to the disseminator.

If an investment recommendation is disseminated by an individual within BNPP or an affiliate via Bloomberg chat or email, the disseminator’s job title is available in their

Bloomberg profile or bio. If an investment recommendation is disseminated by an individual within BNPP or an affiliate via email, the individual disseminator’s job title is

available in their email signature.

For further details on the basis of recommendation specific disclosures available at this link (e.g. valuations or methodologies, and the underlying assumptions, used to

evaluate financial instruments or issuers, interests or conflicts that could impair objectivity recommendations or to 12 month history of recommendations history) are

available at MARKETS 360TM Portal. If you are unable to access the website please contact your BNPP representative for a copy of this document.
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