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Macro: Demand conditions limit production, while exchange rate increases
production costs

The Istanbul Chamber of Industry Turkey Manufacturing Purchasing Managers' Index (PMI) was 47.2, close
to the level of the previous two months, indicating that the weakness in the manufacturing industry has
continued due to both domestic and external demand conditions. Weak demand has a negative impact on
production, employment and purchase of goods, while suppliers continue to shorten delivery times. On the
other hand, the course of the exchange rate continued to have a cost-side impact on prices, albeit with less
severity compared to the previous month. According to sectoral data, clothing and construction-related basic
metals and mineral products sectors painted a relatively more positive picture in May, while the food sector,
which has recently diverged positively, recorded a slowdown.

According to the sub-indices of the survey;

e The slowdown in production due to domestic and external demand conditions extended to the
14™ month. The decline in May was at the highest rate since October. Although the sharp decline
in new orders slowed down in the second quarter, the downward trend reached the 23" month.

e The employment index has been decreasing for the last 6 months and the purchasing index
declining for the last 13 months. According to anecdotal information, the slowdown in new orders
continues to be effective in the decline in employment and purchasing activity.

e Inflationary pressures: Survey participants stated that input prices continued to increase due to
the depreciation in TRY. On the other hand, final product inflation decelerated in this month to the
lowest level of 2025. Some survey participants stated that pricing power was limited due to weak
demand conditions.

e Suppliers’ delivery times improved for the third month in a row amid weaker production, new
orders and input demand.

Looking at the sectoral data, in seasonally adjusted terms;

e The headline index remained below the threshold level in all sectors except clothing and minerals,
signalling a deterioration in operating conditions. According to the average of 2-month index
values, the index values in all manufacturing sectors remained below 50 in the second quarter,
indicating that the deterioration in activity spread across all sectors. The sharpest monthly decline
was observed in the food sector, while the deterioration in the base metal sector decelerated
markedly (Chart 2).

e Production growth was realised only in clothing and minerals sectors. After 9 months of
uninterrupted contraction, the production increase in the clothing sector was recorded at the
highest level of the last 2 years. On the other hand, in the textile sector, which has a high forward
linkage with clothing, the contraction in production in the last 1 year continues at a similar pace.
Food, vehicles and chemicals were the other sectors with the largest production declines, while
the fall in production in these sectors eased slightly compared to the previous month (Chart 3).

e The new orders index remained below the 50 threshold in all sectors except clothing and minerals.
New orders in the clothing sector increased for the first time in a year thanks to the strong recovery
in new export orders. The most significant monthly decline in new orders was recorded in the
electrical and electronic products sector due to the sharp weakening in external demand, while
the new order index in textiles was at its lowest level since November 2022. In other sectors, the
decline in new orders lost some pace compared to the previous month (Chart 3).

e Due to the decline in production, sectors generally tended to reduce employment in this month.
In 7 sectors, the volume of employment decreased, while the number of employees increased in
food, basic metal and electronics sectors (Chart 3).
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e After rising sharply in the previous month due to the depreciation in the Turkish lira and the rise
in raw material costs, input costs fell across the board in this month. Input prices decreased in 7
out of 10 sectors (Chart 3).

Chart 1. ICI Turkiye Manufacturing PMI (seasonally adjusted, level)
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Note: Red and grey dashed lines show the 2006-2019 average and the neutral (50) level, respectively.
Source: S&P Global, ICI

Chart 2. PMI by Sectors (seasonally adjusted, level)
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Note: Dashed lines show 2016-2019 average of the same-colored series.
Source: S&P Global, ICI
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Chart 3. PMI Sub-Indices by Sectors (seasonally adjusted, level)
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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 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 Yatirim 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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