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Macro: Rate cut up to 150 bps amid low November inflation

The CBRT lowered its policy interest rate by 150 basis points (bps) to 38.0%, in line with rising
expectations following the favorable November inflation print. Overnight lending and borrowing
rates were also reduced by the same amount, to 41.0% and 36.5% respectively, maintaining the width
of the asymmetric interest rate corridor. Prior to the MPC meeting, we had also shared our expectation
that the CBRT would implement a 150 bps rate cut based on the November inflation data, provided
that the initial signals regarding December price developments were not negative.

Evaluations:

e There are no changes in forward guidance and in wording regarding the policy stance. Meeting-
by-meeting approach is maintained in decision-making. There is also no change in the
communication for macroprudential tools and liquidity tools.

e The changes concentrated on the assessments regarding inflation and the course of the
economic activity.

o While CBRT highlighted the role of food prices in the positive trend of inflation in November,
it also made a measured assessment of the extent of the improvement in the inflation trend:
“In November, consumer inflation was lower than expected due to a downward surprise in
food prices. Following an increase in September, the underlying trend of inflation declined
slightly in October and November”. We consider these statements to be a cautious, non-
complacent communication.

o It was stated that growth in Q3 was higher than expected. In our macro note for GDP
developments (Macro: "Slowdown narrative" not confirmed by the data), we had stated that
the CBRT had predicted a cool down of around 0.3 percentage points in Q3 according to its
output gap estimates in its latest inflation report (= growth 0.3 percentage points below the
potential quarterly growth), but, just like in Q2, the announced figure did not confirm the
predictions for slowdown. Although the MPC stated that demand conditions continue to
support the disinflationary process, the fact that it is no longer assessed as being at
disinflationary levels indicates an uncertainty in the assessments regarding the level of the
output gap.

o As we shared in our GDP macro note, we assess that the different indicators we prepared by
defining the output gap as a combination of the goods/services market, the credit market,
and the labor market indicate that the output gap continues to hover at inflationary levels,
contrary to the assessments of the CBRT.

e The cautious statement on the inflation trend as well as the statements on stronger-than-expected
economic activity, on inflation expectations being a risk factor, and on the tightness of the policy
stance, together provide no evidence and rationale to justify the increase in the rate cut from 100
bps to 150 bps. We believe that reserve developments have a significant weight in the policy
reaction function. Indeed, the CBRT, which was a net seller of foreign currency in September and
October, has once again become a net buyer.
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o While there is no significant improvement in the inflation outlook, the fact that the market's
expectation of a rate cut has been met signals that the CBRT's implicit inflation target is
around market inflation expectations (=23%)

o Minimum wage and administered price/tax adjustments will be critical in terms of the
trajectory of inflation and policy stance in the 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 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 Yatirnnm 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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