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Macro: CBRT raised the policy rate to 46% and provided upward flexibility until
the June meeting

The CBRT raised the policy rate by 350 basis points to 46%, which was set as the overnight lending rate at the
interim meeting in March. The overnightlending rate was raisedfrom 46%to 49% and the overnight borrowing
rate was raised from 41%to 44.5%. Thus, CBRT tooka step that will provide flexibility for an additional tightening
until the June meeting. In addition, CBRT announced that it would resume one-weekrepo auctions, whichit had
suspended in March. Giventhe domesticand international developments in financial markets since mid-March
and their impact on residents' FX demand, capital flows and the CBRT reserves, we believe that the significant
decline inreserves rather thanthe inflation outlook was the determinant of the rate hike decision. Indeed, global
developments, which appear to be disinflationary for the time being through import prices and aggregate
demand conditions, were not strongly mentioned in the decision, and a cautious communication was made on
the inflation outlook.

In the upcoming period, the amount of one-weekrepo auctions will determine the level of the weighted average
funding rate (WAFR). A funding rate close to the upper corridor band may lead to an additional increase in deposit
rates. In a period of high uncertainty, we expect thatthe CBRT will prefer afunding rate close to the upper band
for awhile and shape its liquidity policyaccordingly. In this regard, we do not expect the liquidity to be provided
through OMO to be large in the first place. To the extent that domestic and external market conditions allow, it
is possible that the funding rate will converge to the policy rate over time, and then interest rate cuts may
resume. In sum, although it is too early to discuss, the convergence of the WAFR to the policy rate will be an
importantleading indicator before interest rate cuts begin.

Our key messages and evaluations are as follows

Outlook Before the Decision:
o The CBRT has been anet seller in the foreignexchange market since 19 March.

o Between 19March and 15 April, CBRT net foreignassets (excluding swaps andincluding public deposits)
fell by $43 billion from $68 billionto $25 billion (Chart 1).

* |n the same period, gross reserves decreased from $S173 billion to $147 billion (down by $26 b n).

» Estimated foreign exchange sales due to foreign outflows (=2 bn $ equities, =8 bn $ government
bonds, =15 bn S swap,=8-9bn S repo)is approximately34 bn S

e Gold price-adjusted netforeign assets were $18.0bn, lowerthan the headline figure.
o The contribution of the risein gold prices to reserves since 18 Marchis=$7 bn(Chart 2).
o The share of goldin reserves rose above 50% dueto the appreciation effect (Chart 3).

e The dollarization tendency of residents continues (Table 1).
o FXdeposits stock was $219.2 billion as of 14 April, up $14.2 billionsince 18 March.

» $7.6billion of the increase stemmedfrom households and $6.6 billion from corporates.
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Chart 1. Dollarization and Reserves
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Chart 2. Net Foreign Assets (excl. swaps, bn $)
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Chart 3. TCMB Rezerv Kompozisyonu (myr $)
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Note: The price effect is calculated under the assumption
that the gold price remains constant at the level on 18
March.

Source: CBRT, Akbank
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Tablel. FX Deposits (bn $)

Total Households Corporates
18.03.2025 205.0 130.8 74.2
25.03.2025 212.8 132.8 80.0
2.04.2025 215.2 135.3 79.9
7.04.2025 215.0 134.3 80.7
8.04.2025 215.2 134.1 81.1
9.04.2025 216.1 134.9 81.2
10.04.2025 216.9 136.4 80.5
11.04.2025 218.0 138.3 79.6
14.04.2025 219.2 138.3 80.8
Total Change 14.2 7.6 6.6

e The resulting TL liquidity shortage tightened financial conditions in terms of loan and deposit pricing. The
BIST overnight repo rate rose to 46%, the CBRT borrowing rate, while net OMO reached TRY 193 billion
(Charts4 and 5).
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Chart 4. Interest Rates (%) Chart 5. CBRT Net OMO Funding (billion TL)
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MPC Decision:

e “The underlying trend of inflation declined in March. Monthly core goods inflation is expected to rise
slightly in April due to recent developments in financial markets, while services inflation s likely to remain

relatively flat.”

o Consumer inflation was 2.5% mom and 38.1% yoy in March, while the inflation trend improved
compared to the previous month (Macro: Inflation Developments - March 2025). According to Turkstat,
seasonally adjusted CPl inflation was 2.6% mom (2.3% in February). The rise in monthly inflation was
mainly driven by the strong increasein food prices due to Ramadan.

o Inarecentstudy published by the CBRT, the additional inflationary effect of Ramadan on March CPI was
calculated as 0.5 points (CBRT Blog: Ramadan and Food Inflation). Excluding the Ramadan effect, the
inflation trend continued to improve. In fact, the monthly increase in core B and Cindicators remained
more limited with 1.9% and 2.2%, respectively, while the median and trimmed-mean inflation rates,
which are our own distribution-based trend indicators, fell to their lowest levels of the recent period
with 1.9% and 2.0% mom, respectively.

o Although the direction and general trend of March indicators look favorable, we anticipate that the
impact of domestic developments on exchange rates and expectations as well as energy price
adjustments will push the inflation trend higher again in April and May. Our model forecasts for April
monthly inflation are between 2.7-3.3%, while our base forecastis 3.1% (3.0% mom; 37.9% yoy).

o “Leading indicators pointtoa level of domestic demand above projections despite some loss of momentum
in thefirst quarter, suggesting a lower disinflationary impact.”

o We believe that the significant acceleration in loans and the loose fiscal stance in the first quarter
supported economicactivity. Ourforecast models based on high-frequency indicators suggest that the
momentum of the last quarter of 2024 may have carried overto the first quarter of 2025.

o Against this background, the output gap indicator, which we constructed by aggregating information
from goods/services, credit and labor markets, suggests that demand conditions may not be at
disinflationary levels (Macro: GDP Developments - 2024Q4). As a matter of fact, the communicationin
the decision text also includes a more cautious assessment of the disinflationary support provided by
demand conditions (the size of the negative output gap).

e “Potential effects of the rising protectionism in global trade on the disinflation process through global
economic activity, commodity prices and capital flowsare closely monitored.”

o With this sentence, the CBRT sends the message that it will closely monitorthe recent developments.
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https://www.akbankinvestorrelations.com/en/images/pdf/2025_04_03_March_Inflation_Developments.pdf
https://tcmbblog.org/wps/wcm/connect/blog/en/main+menu/analyses/ramadan+and+food+inflation
https://www.akbankinvestorrelations.com/en/images/pdf/2025_02_28_National_Accounts.pdf
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o The transmission of recent global developments to the Turkish economy can be expected to materialize
mainly through four channels: (i) global growth and external demand, (ii) commodity prices, (iii)
exchangerates, (iv) uncertainty/confidence.

o We expectthe firsttwo channels to contribute to disinflation in line with global trends. With the A pril
decision, we expect exchange rate and domestic demand channels to support disinflation.

Chart 6. Economic Policy Uncertainty
(Index, 3-month moving average)
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Source: Davis, Steven )., 2016. “An Index of Global Economic Policy Uncertainty,” Macroeconomic Review,
October. https://www.policyuncertainty.com/

e In addition to the tightening in domestic and external financing conditions, we expect growth to weaken
starting from the second quarter through trade and uncertainty channels. Uncertainty over economic
policies has reached historically high levels, surpassing Trump's first term, which will adversely affect
investmentand consumption decisions on a global scale (Chart6).

e According to analyses by the IMF, if the US raises tariffs by 20%, the cumulative loss in GDP by the end of
2026 is estimated to reach 1.0% in the global economy, 2.0% in the US, 1.2% in the euro area and 1.0% in
China. Forecasts by variouscentral and investment banks indicate that cumulative growth over the two-year
period for the retaliation scenarios would be 0.4-1.2 percentage points lower in the euro area, 1.2-24
percentage points lower in Germany and 1.2-1.6 percentage points lower in the US. It should be noted,
however, that highertariffs and possible retaliation could further undermine market confidence and lead to
a deeperslowdown in a non-linear fashion.

e “Monetary policy teels stance will be used-effectively tightened in case a significant and persistent
deterioration in inflation is foreseen”

o With this wording change, the CBRT displays a hawkish stance by signaling that it may take further
tightening steps if necessary.

AKBANK

Economic Research



https://www.policyuncertainty.com/

L)) CBRT MPC Decision (April 2025) 17 April 2025

Economic.research@akbank.com

Caglar.Yunculer@akbank.com

Sibel.Yapici@akbank.com Sercan.Piskin@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 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 forany material and moral damages, loss of profits, orany 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 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 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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