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Macro: Upward revision in interim targets; current stance and framework likely to
be maintained for a long period

1. Forecasts

In the third inflation report of 2025, the CBRT changed the framework regarding the communication
of medium-term forecasts; and separated ‘interim targets’, which are used as a reference in
determining the monetary policy stance and indicate the levels to be achieved during the disinflation
process, and year-end inflation forecasts. Withinthis framework, it was statedthat inflation forecasts
could be revised depending on the flow of data, while interimtargets would not be changed between
report periods unless extraordinary developments occur.

Referring to the extraordinary effects of geopolitical developments, the CBRT made various changes
in its interim targets, inflation forecasts, and communication regarding the inflation forecasts.
Accordingly

e Interim targets for 2026, 2027, and 2028 year-ends were updated to 24%, 15%, and 9%,
respectively. Previous interim targets were 16%, 9%, and 8%, respectively.

e Communication ofinflation forecasts through forecast bands was suspended. Instead, point
forecasts were presented under the baseline scenario, and a descriptive narrative was
preferred rather than numerical representation regarding the risk factors around these
forecasts.

e Year-end inflation forecasts in the baseline scenario are 26% for 2026, which is above the
interim target; and the same as interim targets for 2027 and 2028 (Chart 1). In the previous
inflation report, the midpoints of the forecast band were 18%, 9%, and 8%, respectively.

Chart 1. 2026-1l Inflation and Output Gap Forecasts
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Forecast accounting:CBRTshared no numerical accounting regarding the change in the interim target
and inflation forecasts. However, a forecast accounting within this scope was shared in the report
introducing the interim targets. (Macro: 2025-I11Inflation Report.) Whenwe look at the changes inthe
baseline assumptions for 2026, the oil price assumptionincreased from $60.9to $89.4 (up by 46.8%).
According to the analysis in Box 2.4 in the report, this adds 4.7 points toinflation within one year under
no sliding scale mechanism. However, given the sliding-scale mechanism in effect, the update in food
assumptions, increases in other commodity prices, and the anticipated slowdown in the economic
activity do not appear sufficient to explain a total forecast update of 8 points. We interpret the
remaining difference, most probably, as a compensation for low forecasts in previous reports.
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2. Assumptions

Externaldemand: The export-weighted global growth assumption was updated from 2.3%to 1.7% for
2026 due to the limiting effect of geopolitical developments on the global growth outlook, especially
in Gulf region (Table 1). While the external demand outlook weakened, for the sake of internal
consistency, the growth update implied by output gap forecasts points to a stronger domestic demand,
and therefore a more accommodative stance in economic policies.

Food prices: While the food inflation assumption for 2026 was updated from 19% to 26.3%, this update
was largely based on realizations in the January-April period (Table 1). It was foreseen that
normalization in food supply conditions would positively affect food prices in the upcoming period.
Nevertheless, food inflation for 2027 was alsoincreased from 11% to 19%.

Fiscal stance: As before, it was assumed that fiscal policy would contribute to the disinflation process
and that administered prices, as well as borrowing, tax, and income policies, would support the
disinflation process. In this context, it was assumed that sliding-scale mechanism would continue in
the upcoming period. However, past adjustments in other administered prices (energy, agricultural
product procurement prices, etc.)indicate that risks through this channel remain upward.

Commodity prices: While assumptions regarding oil prices were revised significantly upward, an
upward revision was also made to import prices for 2026 by taking developments in energy and other
commodity prices into account (Chart 2, Table 1).

Table 1. Revisions to Main Assumptions

IR 2026-1 IR 2026-I11

202 2 1.7
Global Production Index* . ’
(Average Annual % Change) 2027 29 95
e 2026 60.9 89.4
(USD, Annual Average) 2027 56.0 75.4
) 2026 2.0 6.3
Import Prices
(USD, Average Annual % Change) 2027 0.9 0.2
Food Prices 2026 19.0 26.3
(Year-End, % Change) 2027 11.0 19.0

Chart 2. Oil (left panel)and Import Price (right panel) Assumptions
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Source: Bloomberg, CBRT
* Shaded areas show the forecast horizon
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Economic activity: Contrarytorecent reports, a downward revision was made to output gap forecasts
due tothe effect of global uncertainties (Chart 3, left panel). According to output gap forecasts, growth
is somewhat lower than in the previous report in the upcoming period. In addition, the cyclical trough
appears to have shifted to the first half of 2027. Under different quarterly potential growth
assumptions, the growth forecasts implied by the output gap projections are as follows (Table 2):

Table 2. Growth Forecasts Implied by Output Gap Forecasts (%)
Quarterly Potential Growth (%)

0.8 1.0 1.2
2026 1.9 2.5 3.0
2027 3.0 3.8 4.7
2028 3.9 4.7 5.6

Chart 3. CBRT Output Gap Forecasts
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3. Our Evaluations

e We find the magnitude of the upward revision made by the CBRT in interim targets and
forecasts stronger than implied by the changes in baseline assumptions. Therefore, it can be
said that the size of the update is an indication and compensation for past forecasts having
remained low

e We also consider the update in the 2027 year-end inflation forecast important from the
perspective of the monetary policy stance. The 2027 year-end interim target was increased by
6 points from 9% to 15%. A revision close to the short-term update in the control horizon of
monetary policy weakens forecast credibility since it contains a message of passive monetary
policy againstinflationary shocks.

e Inlight of our past observations regarding the reactionfunction, , we interpret the statements
in the Q& A section of the press conference regarding the next MPC meeting that “all options
areon thetable” and that thereis “no dollarization risk” as “the status quo will be maintained
unless there is strong dollarization.”

e Inthisregard, we do not change to our inflation and policy rate forecasts. Whenwe apply the
CBRT’s previous approach to its point forecast (26%) for end-2026, the upper bound of the
forecast band woud reache a point close to our forecast at 29% (Chart 4). We assess thatthere
is no room (or perhaps only a very limited room) for a policy rate cut until year-end.
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Chart 4. Inflation Forecasts
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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 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 sugges tions 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 for any material and moral damages, loss of profits, or any direct and/orindirect 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 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 comm ents 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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