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Macro: Policy rate unchanged; steps taken to accelerate the exit from KKM, support
monetary transmission and tighten credit conditions

CBRT kept the policy rate unchanged at 50%in May, in line with expectations. However, CBRT announced ina
press release after the decision that it took additional steps to maintain macro financial stability, support the
monetary transmission mechanism and sterilize excess liquidity. The mainmessages andour evaluations are as
follows:

Outlook Before the Decision:

e Monetary tightening steps led to a significant slowdown in TL loan growth, while the recent acceleration in
FX loans strengthened the total credit impulse and eased financial conditions (Chart 1). The impact of the
tightening in financial conditions was more evident in TL commercial loans, while retail loan growth also
slowed down (Chart 2).
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e Recently, foreign inflows and de-dollarization led to a rapid improvementinnetreserves. Inthis period, while
net foreign assets increased rapidly, CBRT swaps with domestic banks declined significantly (Charts 3 and 4).
We calculatethatthe CBRT made net FX purchases of $58.2 billion between April 1 and May 22. March 2020
was thelasttime netforeignassets were positive.

Chart 3. Net Foreign Assets Grafik 4. CBRT SWAPs
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e However, the excess TL liquidity that emerged in the market after these developments eased monetary
conditions in terms of loan and deposit pricing. While the BIST overnight repo rate fell to 47%, the CBRT
borrowing rate, net OMO reached -516 billion TRY (Charts 5 and6).
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Chart 5. Interest Rates (%) Chart 6. CBRT Net OMO Funding (billion TL)
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MPC Decision:

CBRT reiterated its hawkish stance regarding potential policy actions ahead and the possibility of taking
further tightening steps, by keeping the following statements about the policy stance.

o “Considering the lagged effects of the monetary tightening, the Committee decided to keep the policy
rate unchanged, but reiterated that it remains highly attentive to inflation risks”

o “Thetight monetary stance will be maintained untila significant and sustained decline in the underlying
trend of monthly inflation is observed, and inflation expectations converge to the projected fore cast
range”

o “Monetary policy stance will be tightened in case a significant and persistent deterioration in inflation is
foreseen”

o “The effects of monetary tightening on credit conditions and domestic demand are closely monitored”

“Considering the recent developments in credit growth and deposits, additional steps will be taken to
preserve the macro financial stability and to support the monetary transmission mechanism. The excess
liquidity stemming from the surging domestic and foreign demand for Turkish lira financial assets will be
sterilized through additional measures.” |n line with this statement, the CBRT announced that it decided to
take the following steps in order to maintain macro financial stability, support the monetary transmission
mechanism andsterilize excess liquidity:

o Reserve requirement ratios (RRR) for Turkish lira deposits and FX-protected deposits (KKM accounts)
havebeenincreased. RRRwereincreasedi) from8%to 12% for demanddeposits and TLdeposits with
maturities up to 3 months, ii) from 0% to 8% for TLdeposits with maturities up to 6 months andlonger,
iii) from 25% to 33% for KKM deposits with maturities up to 6 months, iv) from 10% to 22% for KKM
deposits with maturities up to 1 year and longerthan1 year.

= Requiredreserves shall be maintained as of 24 May 2024. Therefore, the calculation date will be
May 10,2024.

=  Weestimate that the RR increases will raise the effective average RRR on TL deposits (including
KKM) from around 10% to slightly above 16%. Therefore, we calculate the liquidity that will be
withdrawn from the marketin this way to be around TRY 600 billion.

o Remuneration and commissionpractices forreserve requirements have changed inthe following way:

=  The targetfor transition from KKM to Turkishlira has been retained, and the total targetincluding
renewal has been reducedto 75%.

= As of the next calculation date, legal persons’ KKM accounts, as well as legal and real persons’
YUVAM (Deposit and Participation Scheme for Non-Resident Turkish Citizens) accounts will be
excluded from calculation of the total target.
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= The remuneration rate applied to reserve requirements maintained for KKM accounts when the
total targetis achieved has been decreased to 40% of the policy rate.

o A monthly growth limit of 2% has been introduced for foreign currency loans, and it has been decided
thatTurkish lirarequired reserves amounting to | oans exceeding the limit will be blocked for oneyear.

= LimitingFXloan growthinline with TLloangrowthwill push total |oan growth to levels in line with
macro targets. We expecta momentum where total loan growth remains below 30% to slow down
domestic demandin thesecondhalfifthefiscal stanceis also tightened.

Our Evaluations:

e Thecurrentconjuncture, in which foreign capital inflows and residents' preference for TLhad strengthened,
provideda favorable backdropfor steps to accelerate the exit from KKM.

e In the wake of the strong reserve accumulation since early April, we consider the limitation of KKM
conversion targets to real persons (excluding legal persons from target calculations) and the easing of
existing targets as timely policy steps. The previous set of regulations, which further incentivized KKM
rollover under externalresource constraints, created a rather rigid burden on the financial system that had
to be largely rolled over in the three-month maturity at a cost above the average deposit rate, as well as
making it difficult to assess the true picture of TL/FX preference due to fragmented deposit pricing (FX share:
40%, KKM share: 14%, TLshare: 46%).

e Sinceitis critical that the net FX position, which can be considered as the sum of the CBRT's net foreign
assets and the CBRT's net foreign exchange position, continues to improve in order to fully establish the
flexibility and effectiveness of monetary policyinthe mediumterm, it seems appropriate to utilize the space
created here. In this context, the new rules make it more important that monetary policy actions are
supported by a tighterfiscal stanceinthe upcoming period.
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DISCLAIMER STATEMENT: The text, information and graphs in this report and comments has been prepared from the primary accessible systemic
sources on a bona fide basis, and without consideration to establishing any guarantee and assurance for establishing a basis for any informed
decision under any name or form, in terms of their accuracy, validity and effectiveness, and thus it has only been gathered for information
purposes. Akbank TAS, Ak Yatinm AS and their employees will not be held responsible for any damages resulting from the comments included in
this report such as lack of information and/or updates. Akbank TAS and Ak Yatinm AS may modify and/or remove the above information and
recommendations at any time, without having to serve any prior notice and/or warning in any way, manner or form. Since this report and
comments, the comprehensive information and recommendations which have been prepared in the form of general investment sugges tions for
the purpose of providing general information do not include any commitment by Akbank TAS and Ak Yatinm AS, the consequences of any
decisions taken, conclusions reached, transactions made and any risks caused by any private and/or legal person based on such information will
therefore rest with such persons. For this reason, Akbank T.AS., AkYatinm A.S.and their employees shall not by any means or in any manner be
liable for any material and moral damages, loss of profits, orany direct and/orindirect damages, whatsoever, incurred by the persons concerned
or 3rd parties, as a result of the decisions taken, conclusions reached, or transactions performed by private and/or legal pe rsons due to reliance
on the information contained in this report, the comments and recommendations herein, and the persons concerned understand and accept
that they are not entitled to claim any indemnity, whatsoever, from Akbank TAS, Ak Yatinm AS and their employees for any damages suffered/to
be suffered. The information given in this report, and the comments and recommendations contained herein do not constitute an "investment
consultancy" service and/or activity, but fall within the scope of a general investment consultancy activity, and individuals and entities willing to
receive an investment consultancy service must contact entities and institutions that are authorized to provide such service and obtain such
service under a service agreement pursuant to the legislations of CMB. Investment consultancy services are offered under an investment
consultancy agreementto be signed between brokerage houses, portfolio management companies, banks that do not admit deposits and the
clients. The comments and recommendations contained herein depend upon the personal opinions of the persons who make the comm ents and
recommendations. Since such opinions have been arranged in the scope of a general investment consultancy activity they do not contain reports,
comments and recommendations specific to a person, and may therefore not suit your financial status, risk and return preferences. Thus, making
investment decisions solely based on the information contained herein might not bring an outcome that meets your expectations.
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