Y Inflation Report (2024-1V) November 8, 2024

Macro: CBRT revised inflation forecasts upwards but will not respond to the
inflationary outlook with a tighter monetary stance

1. Forecasts

Inthe 2024-1V Inflation Report, the CBRT raised its year-end inflation forecastsfor 2024, 2025 and 2026
to 44%, 21% and 12%, respectively (Chart 1). Inthe previous Inflation Report, the forecasts were 38%,
14% and 9%, respectively. The uncertainty band around the inflation forecasts has been revised to
42%-46% for 2024 and 16%-26% for 2025, while it has been set at 6%-18% for 2026.

Chart 1. 2024-1V Inflation and Output Gap Forecasts
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Sources of forecast revision: The significant upward revision in the year-end inflation forecasts for
2024 and 2025 was mainly driven by the ‘initial conditions, underlying inflation and inertia’ item, as
the improvement in the underlying trend did not materialize at the expected pace, and the upward
revision in the food inflation assumption. Apart from these, changes in TL-denominated import prices
and output gap forecasts also raised inflation forecasts.

The assumption of administered price adjustments for 2025 also contributed 0.9 points tothe forecast
revision. Inthe report, it was stated that ‘the regulations on electricity pricing dynamics had an upward
impact on consumer inflation compared to the assumptions in the previous inflation report. In
addition, assumptions for administered prices were also revised due to the upward revision in the
inflation forecast’.

Table 1. Revisions to Inflation Forecasts

IR 2024111 Year End Forecast (%) 38 14
IR 2024-1V Year End Forecast (%) 44 21
Forecast Revision as Compared to IR 2024-111 6 7
Period (% Point)

Sources of Forecast Revisions (% Point)

Food Prices +1.6 +1.9
Import Prices in Turkish Lira +0.2 +0.5
Output Gap +0.3 +0.2
Administered Prices - +09
Initial Conditions, Underlying Inflation and Inertia +39 +35

AKBANK

Economic Research




Y Inflation Report (2024-1V)

November 8, 2024

2. Assumptions

External demand: The assumption for the external demand outlook remained unchanged. Expected
export-weighted global growthis 2.0% for 2024 and 2.4% for 2025, below the historical average.

Food prices: The 2024 and 2025 food inflation assumptions were revised upwards to 41.8% and 22.5%
(previously 35.5% and 15%), respectively (Table 2). We had previously emphasized that the food
assumption remained optimistic in our macro notes earlier this year. This revision confirms our
previous projections.

Since the cumulative increase in food prices in the first 10 months of this year was 34.9%, the
cumulative price increase in the remaining two months should be 4.9% for this year's assumption to
hold. Such an increase implies a slowdown in seasonally adjusted monthly food inflation. We find this
forecast achievable if there is a correction for the recent acceleration in fresh fruits and vegetables.
Nevertheless, we think that unprocessed food-driven upside risks tothe inflation forecast also persist.

Table 2. Assumption Updates*

IR 2024-I111 IR 2024-1V

Global Production Index* S 20 20
(Average Annual % Change) 2025 24 24
Oil Prices 2024 84.2 81.1
(USD, Annual Average) 2025 829 78.8

. 2024 0.7 0.8
Import Prices
(USD, Average Annual % Change) 2025 28 28
Food Prices 2024 35.5 418
(Year-End % Change) 2025 15.0 225

* Based on the growth rates and export shares of 110 countries to which Tiirkiye exports.

Commodity prices: Oil prices remained below the assumption in the last reporting period. Accordingly,
the average oil price assumption for 2024 was lowered from $84.2 to $81.1 and for 2025 from $82.9
to $78.8 (Table 2 and Chart 2). Despite the decline in energy commodity prices, the outlook for non-
energy commodity prices turned more negative, which limited the revision in assumptions for import
prices in general.

Chart 2. Oil (left panel)and Import Price (right panel) Assumptions
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Source: Bloomberg, CBRT
* Shaded areas show the forecast horizon
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Economic activity: As in previous reports, output gap forecasts were revised upwards based on
realizations (Charts 1 and 3). Therefore, the disinflationary impact of demand conditions on economic
activity has diminished compared to the previous report.

Chart 3. CBRT Output Gap Forecasts
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= We calculate that output gap forecasts point to a quarter-on-quarter contraction (negative
quarterly growth) in Q3 and a flat outlook in Q4. Until the last quarter of 2025, the
disinflationary contribution of aggregate demand conditions is expected to increase with
“below-potential quarterly growth (deepening negative output gap). Starting from the last
guarter of 2025, the quarterly growth of economic activity is expected to reach its potential
and then exceed it.

=  We estimate that the presented output gap pathis consistent with a growth forecast of around
2.5% for 2024. In the previous report, it was 3.0%. This downward revision reflects the base
effect from the revision of 2023 growth from 4.5% to5.1%. For 2025, we calculate the implied
growth forecast as 1.5%.

= When converting output gap forecastsinto growth forecasts, the potential growth assumption
is important. Table 3 shows the growth forecasts implied by the output gap under different
quarterly potential growth assumptions:

Table 3. Growth Forecasts Implied by Output Gap Forecasts (%)
Quarterly Potential Growth (%)

0.8 1.0 1.2
2024 2.2 2.4 2.6
2025 0.0 0.7 1.5
2026 3.6 4.5 53

Exchange rate: Although not explicitly shared in the inflation reports, we believe that the CBRT's
exchange rate assumption has not changed significantly compared to the previous reporting period.
We assess that the current forecastsimply a value around 35.0 for end-2024 and 41.0 for end-2025 for
the USD/TL exchange rate.

3. Our Evaluations

Forecasts are more dovishthanin the pastin terms of the monetary stanceand supportthe intention
to cutinterest rates in December.
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=  While the year-end inflation forecast for 2024 was revised upwards by 6 points, that for 2025
was revised upwards by 7 points, which means that the CBRT will not respond to the short-
terminflationary outlook with a tighter monetary stance.

= Thus, the CBRT recognizes that it will not be able to reach the degree of monetary tightness
(very high real interest ratesand sacrifice of growth) required to bring inflation below 20% in
2025.

When we compare our forecasts with the monthly inflation path derived from the CBRT’s fanchart,
we observe that our forecasts are quite close to each other in the first five months of the year (Chart
4).

= Although our forecasts remain within the CBRT’s uncertainty band throughout the year, they
diverge from the official path starting from June. We believe that this divergence stems from
growth and exchange rate projections that are not explicitly shared in the report. The CBRT
forecasts a growth rate of around 1.5%, which would lower end-2025 inflation to 21%, but the
growth forecast in the MTP is much higher at 4.0%. If growthrealizes above CBRT’sforecast,
inflation will come closer to our forecast.

Chart 4. Annuallnflation Forecasts (Akbank vs.CBRT)

55

50

45

40

35

30

25

20

15

09.24
10.24
11.24
12.24
01.25
02.25
03.25
04.25
05.25
06.25
07.25
08.25
09.25

Source: CBRT, Akbank.

Note: CBRT forecast path is derived from the Chart in the Inflation Reportby ourselves.

Red line shows Akbank forecast, while black line shows CBRT forecast. Grey area shows the uncertainty band
around CBRT’s forecast.
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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 suggestions 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.A.S., Ak Yatinm 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/orlegal persons 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 comments 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 ex pectations.
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