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Macro: No surprise from the CBRT; a “wait-and-see” period in monetary policy
under high uncertainty

The CBRT kept the policy rate unchanged at 37.0%, in line with expectations. Overnight lending and
borrowing rates were also maintained at 40.0% and 35.5%, respectively. Thus, the interest rate cut
cycle that had continued since July has been interrupted following the increase in uncertainty after
geopolitical developments. Previously, the CBRT reacted quickly to geopolitical developments by
suspending 1-week repo auctions, withdrawing the excess TL liquidity in the market (= TRY1.2 trillion)
through sterilization tools and raising the effective funding rate to 40%.

Evaluations:

e Uncertainty regarding the effects that will work in opposite directions on inflation through the
cost channel and the demand channel has been highlighted. The emphasis and tone regarding
the inflation outlook leave the impression that supply-side inflation may be tolerated. In this
context, we evaluate the emphasis on the fact that the inflation trend in February remained flat
on a monthly basis rather than being elevated, and the fact that inflationary effects outside the
scope of the sliding-scale (échelle mobile) mechanism (i.e., commodity pressures excluding fuel)
were not mentioned.

e The condition for additional tightening was changed from “significant deviation from the interim
target” to “persistent deterioration in the inflation outlook.” Making the condition regarding
under what circumstances additional tightening would be implemented more ambiguous is
another important signal of tolerance toward supply-side inflation. It appears that the CBRT will
adopt a data-driven approach that reacts after seeing inflation figures, rather than a proactive
policy response.

e The March decision contains a new signal regarding the monetary policy reaction function. Recall
that CBRT had responded to the rapid reserve losses in March 2024 and March 2025 with surprise
interest rate hikes. However, this time the same reaction was not given to the reserve loss as the
dollarization tendency of domestic residents remained weak. The view that the policy rate is an
instrument to control the FX demand of domestic residents, and the assessment that the interest
sensitivity of foreign capital may be low in a global risk-off environment, appear to have been
effective in the decision.

e Thereis a possibility that geopolitical developments may last long enough to force the CBRT into
additional rate hikes. If the oil price is $90, the inflationary effect that cannot be eliminated
through the sliding scale mechanism (=2 points) is offset by the 3-point monetary tightening
implemented in the first stage. However, developments in the region have the potential to keep
oil prices above $90 for a prolonged period. In addition, uncertainty regarding the magnitude of
commodity pressures outside the scope of the sliding scale mechanism (freight, fertilizer, jet fuel,
etc.) is quite high. Besides inflation, situations where the oil price exceeds $100 increase market
stress and, if the erosion in reserves continues, raise the risk of a spiral of foreign outflows and FX
demand from domestic residents. Against these risks, it appears that the CBRT has set a policy
implementation and communication that will take action as developments unfold.
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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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