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Macro: No surprise from CBRT, rate cut continues in line with expectations

The CBRT cut the policy rate from 45.0% to 42.5%, in line with the expectations. There were no significant
changes in the Statement regarding the policy stance and the overall framework. However, the shift in emphasis
from all policy instruments to only the policy rate in the sentence “The Committee will make-its-decisions adjust
the policy rate prudently on a meeting-by-meeting basis with a focus on the inflation outlook” conveys the
message that the appropriate degree of monetary tightness will be achieved not only through macroprudential
tools but also through the policy rate. This answers the recent controversial question of whether it is a
contradiction for policy tools to move in opposite directions (macroprudential tightening while the policy rate is
lowered). In other words, given the supportive tools, the CBRT is committed to achieving appropriate monetary
tightening through the policy rate (through the "pass" or "smaller steps" options).

We maintain our previous view that the February inflation reading and the underlying trend implied by the
expected disinflation path leave room for a 250 bps cut at both meetings in the second quarter of the year. On
the other hand, despite the recent additional macroprudential measures, we believe that the current trend in
credit growth points to a stronger GDP growth (>4.0%) than the CBRT's projections for 2025 (2.5%). As a result,
we believe that the CBRT may reduce the pace of rate cuts starting from July and take additional macroprudential
tightening steps by monitoring developments.

Other key messages and our evaluations are as follows:

e “Following the increase in January, the underlying trend of inflation decreased in February. Over this
period, core goods inflation remained relatively low, while services inflation slowed down after the
idiosyncratic increase in January.”

o InFebruary, monthly inflation was 2.27% and annual inflation was 39.05%, below the expectations (3.0%

mom; 40.0% yoy).

o The decline in monthly services inflation in February was mainly due to the re-adjustment of co-
payments in health services. Excluding this effect, we think that the services inflation remains strong.
(Macro: Inflation Developments — February 2025). Services, especially rents, continue to be the factor

holding back the rapid disinflation.

o “Although domestic demand was above projections in the fourth quarter, it remained at disinflationary
levels. Leading indicators suggest that domestic demand remains disinflationary in the first quarter. The
effects of monetary policy stance on credit and deposit markets as well as on domestic demand are closely
monitored.”

o Inthelast quarter of 2024, GDP increased by 3.0% yoy and 1.7% qoq in seasonally and calendar-adjusted
terms. The output gap forecast in the CBRT's Inflation Report was flat in the last quarter. In other words,
it was assumed that the quarterly growth in the last quarter would be around potential (=1.2%).

o Inthe current conjuncture, where unemployment is quite low and sectoral divergences are evident, we
think that it is not easy to make inferences about the level of the output gap. The output gap indicator,
which we construct by aggregating information from goods/services, credit and labor markets, suggests
that demand conditions may not be at disinflationary levels (Macro: GDP Developments — 2024Q4).

o On the other hand, the CBRT has stated that it will closely monitor credit and domestic demand
conditions, signaling that it will remain cautious in interest rate cuts.

o The significant acceleration in loans in February supports growth. If we take into account the external
demand conditions, which are expected to recover slightly compared to last year, and if there is no
significant improvement in the cash-based budget balance, we assess that the current credit impulse
could push 2025 growth well above the MTP target (4.0%). According to the output gap path of the CBRT
Inflation Report, the year-end inflation forecast of 24% seems compatible with a moderate, sub-
potential growth of around 2.5% (Macro: 2025-| Inflation Report).
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e There was no change in the following statements regarding the policy stance.

O  “The decisiveness regarding tight monetary stance is strengthening the disinflation process through
moderation in domestic demand, real appreciation in Turkish lira, and improvement in inflation
expectations.”

O  “Going forward, increased coordination of fiscal policy will also contribute significantly to this process.”

O  “The tight monetary stance will be maintained until price stability is achieved via a sustained decline in
inflation. Accordingly, the policy rate will be determined in a way to ensure the tightness required by the
projected disinflation path taking into account realized and expected inflation, and the underlying
trend.”

o “Monetary policy tools will be used effectively in case a significant and persistent deterioration in
inflation is foreseen.”

e  “Considering the recent developments in credit growth, additional measures were taken to preserve macro
financial stability and to support the tight monetary policy stance.”

o  With the announcement dated 1 March 2025 (link), the CBRT made the following changes in the loan
growth-based reserve requirement practice in order to support the tight monetary stance by taking into
account the developments in foreign currency loans. Accordingly, the monthly growth limit for foreign
currency loans has been reduced from 1% to 0.5%, while the scope of foreign currency loans exempted
from the growth limit has been narrowed.

e “Liquidity conditions will continue to be closely monitored and sterilization tools will continue to be used
effectively with-additionalmeasures”

o Most recently, the CBRT started to hold 4-week deposit buying auctions as of January 24, 2025. It is
understood that no further steps will be taken to strengthen sterilization in the near future.

AKBANK

Ekonomik Arastirmalar



https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Announcements/Press+Releases/2025/ANO2025-14

L J) CBRT MPC Decision (March 20 6 March 2025

Economic.research@akbank.com

Cagri Sarikaya— Chief Economist

Cagri.Sarikaya@akbank.com

Caglar Yiinculer

Caglar.Yunculer@akbank.com

Sibel.Yapici@akbank.com

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 Yatirim 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 Yatirim 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 Yatirim 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 Yatirim 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, or any direct and/or indirect 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 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 agreement to 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 expectations.
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