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Key messages

>

Rebalancing inthe Turkish economy continues slowly. We keep our baseline assumption as a soft
landing (3.5% GDP growth forecast for 2024)

Consumption has most recently started to gain pace, which requires tighter financial conditions to
help rebalance the economy and start anchoring inflation expectations

Fiscal impulse is on track, adding challenges on inflation outlook

The CBRT stopped at 45% policy rate and signaled to continue tightening via macroprudential
measures and quantitative tools

We maintain our call of 45% policy rate throughout 2024 but we assess the likelihood of hiking the
rate above 45% has increased

Given the strong inflation realizations in Jan and Feb, we expect tighter financial conditions to be
pursued in post-election period and keep our 2024 year-end inflation expectation of 45%

Led by our assumption of more restrictive policies, we reduce our budget deficit and current deficit
forecaststo -5.2% and -2% of GDP for 2024 end, respectively (vs. -6.5% and -3.2%, previously).
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Supply normalization and (surprisingly slow) demand weakening amid high
interestrates havetriggered an (incomplete) easing of growth and inflation

W Main sm—a Recent m
scenariodrivers °# macrotrends
Waning supply shocks: Declining inflation,
easing of commodity prices which is still above focus on
and bottlenecks, despite targets, mostly on timing and speed of
geopolitical tensions » service pressures » coming easing cycles
Demand moderation, Growth soft-landing:
on monetary tightness, manufacturing weakness, despite the scaling back of
but backed by fiscal policy but resilience services sharp monetary easing

and labor markets expectations
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The geopolitical context continues to be a source of concern;theconflictin
the Middle-East has escalated somewhat, with limited economic effects so far

GEOPOLITICAL RISK AND ECONOMIC POLICY UNCERTAINTY IN G3 REGIONS )
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Despitegeopolitical tensions,including the maritime disturbances in the Red
Sea, commodity prices and bottleneck disruptions remain relatively low
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Growth remains more positivein theUS and in the services sector, but aftera
previous slowdown there are now preliminary recovery signsin other markets

PMI INDICATORS
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60

55

50

45

40
N N N N N N OO OO o omo;m N N N N N AN OO OO OO S AN N N N N AN oo oo oo on <
Ay g g AR ESESENEAERERES R EAENEAERER EES ENE ED B BN R B
C = > = QO 2 C =5 > Qo > cC O = C DB O O = C DODhBh O O C % >X= Q 2 C % >X= a > c
T 8 3 020 88 T2 0 O & O 255 R o0 255 R I o0 ad8 T =2 0o 38 TS 0 o
Q=S 00z =="0nzZ20" LI 2 0L <I<s 0 AL, =2==S"0nz"n,=2=s="nznm"

= us B Eurozone M China
PMI Manufacturing PMI Senices

Source: BBVA Research based on data from Haver.



Tirkiye Economic Outlook, February 2024 n

Thedisinflationary trend has lost some steamin the last few months, amid
resilientserviceinflation;in China, deflation fears remain alive

CPI INFLATION: HEADLINE
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Tight labor markets, fiscal policy and excess savings are still supporting
growth, partially offsetting the contractionary impact of monetary policy
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(*) 2024 and 2025 figures: simulated paths consistent with BBVA Researchactivity and inflation
forecasts. US data: average hourly earnings of production and nonsupervisory employees, total
priv ate. Eurozone data: compensationper employee

Source: BBVA Research based on data from the BLS and Eurostat.

Some factors continue backing activity, mainly the
services sector, but less than before:

*  labor markets: low unemployment and robust
wage growth;

¢ fiscal policy: robust spending;

*  excess savings: still supportive, but waning.

Anyway, monetary tightening has favored a
gradual growth slowdown:

*  borrowing costs have increased;

*  bank lending has sharply eased;

+ exchange rate has appreciated (at least in US)

* inflation expectations have remained broadly
anchored (slightly above 2%).
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Markets have scaled back their expectations for aggressive easing following
thelatest macro dataand signs of caution from central banks

US: IMPLICIT RATE IN FED FUND FUTURES EZ: IMPLICIT RATE IN 3-MONTH EURIBOR FUTURES ®
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Source: BBVA Research based on Bloomberg. Source: BBVA Research based on Bloomberg.
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Despitetherecentincrease in sovereignyields, the USD strength and fears on
banks’ CRE exposition,volatility remains limited on markets soft-landing view
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Global outlook: weak growthwill lead to an extraeasing of inflation and rate cuts
frommid-2024, still, price pressures and interest rates will remain relatively high

BBVA RESEARCH BASELINE SCENARIO: GDP GROWTH, INFLATION AND POLICY INTEREST RATES ()
(GDP GROWTH: %, INFLATION: YOY %, EOP, POLICY INTEREST RATES: %, EOP)
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(*) Global GDP growth: 3.1% (+0.1pp in comparison toprevious estimation), 3.1% (+0.1pp) in 2024 in 2024 and 3.3% (+0.0) in 2025.
(**) Inthe case of the Eurozone, interest rates on refinancing operations.
Source: BBVA Research.
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Overthe next few years, geopolitics and other factors will likely help to keep
inflationary pressures and interest rates higher than inthe pre-COVID period

NOMINAL POLICY INTEREST RATES )
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(*) Inthe case of the Eurozone, interest rates on refinancing operations.
Source: BBVA Research based on data from the BLS and Eurostat.

Geopolitics will be a source of uncertainty,

supply shocks and price pressures:

*  conflicts in Ukraine and Middle-East, and
potentially in other regions: pressure on
energy and other input prices;

* lack of coordination on key global issues:
protectionism, climate policies, etc..

Other factors potentially fueling inflation:

* elections inthe US and other regions (tariff
increases, migration policies, etc.);

* extreme weather events, climate policies;

* tight labor markets, adverse demographics;

*  fiscal policy: strong spending (defense,
green, social...); high public debt levels.

Productivity gains could, at least partially,
weaken inflationary pressures.
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Led by inflation concerns, CDS curve most recentlymoved upward. Markets
started to testthe CBRT with pricing above 50% in off-shore TL rates
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Foreigners’interestin Turkish assets remains very limited

FOREIGNERS’ PORTFOLIO INVESTMENT

FOREIGNERS’ SHARE IN TURKISH ASSETS
US$BN, MARKET VALUE
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Foreigners’ portfolio inflow weakened since late Dec,dueto first holiday
season and later uncertainties aboutinflation outlook

FC FLOWS OF SUPPLY & DEMAND PORTFOLIO NET FLOWS ON BOP FINANCING
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Continuation of a clearer commitment against inflation will likely bring
upgradesonthecreditrating and further reinforce capital inflows

No S&P | Moody's | Fitch | Meaning and Color
2 AA+ Aal AA+
3 AA Aa2 AA | High Grade
4 AA- Aa3 AA
5 A+ Al A+
6 A A2 A
7 A- A3 A-
8 BBB+ Baal BBB+
9 BBB Baa2 BBB
10 | BBB- | Baa3 BBB-
11 BB+ Bal BB+ o
12 BB Ba2 BB SN::C::::itementGrade
13 BB- Ba3 BB- [ .
14 B+ Bl B+
15 CB) B2 |[CBD
16 B- | CB3) B-
Voodve P oSs%[Ii:\)/e' 17 CCC+ | Caal | ccc+
Posit?(/e cren 18 ccc Caa2 ccc
Stable

Source: Rating Agencies & Garanti BBVA Research

Feb-Mar CPI will be key to understand
whether inflation trend goes out of the
CBRT'’s projected inflation range, and if
so, how the CBRT will react

If a clearer commitment against inflation
is seen (markets will test the CBRT), we
might observe a few upgrades at once

TWO KPIs for an upgrade: inflation
trend coming down as targeted and
reserves accumulation continuing
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Stabilized lending rates, excess TL liquidity & renewal of ex-KKM deposits
resulted in downside pressureon TL depositrates,whichis expected to
reverse withrecent RR decisions (remuneration according to depositrules)

CBRT STERILIZATION/ TOTAL FUNDING
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CONSUMER & TL COMMERCIAL RATES

%, flow, sector

70%

60%

50%

40%

30%

20%

10%

0%

Feb-23

VYO 0 09 00
R Rt R L TS VD S
= s = o a g O
8 S & S 2 3 o 8 3 B
S < = H I »w O =2 A

e Consumer loan

Consumer loan (overdraft included)
Commercial loan

e Deposit Rate (inc. RR cost)

Jan-24

62.8%

9.0%

51.5%

Feb-24

TL DEPOSIT INTEREST RATES

%, flow, sector, without RR cost

55% 51.9%

SN

45%

35%

25%

15%

5%

m o™ [s2] [s2] ™ (32} (32} < <

8 = 5 > ¢ 5 © 2 g = © c Q9
© o ]

(] © > 3 [ (o] [ [ [}

r =< =" "3 »n O =z a0 5

@1 month
aa— l.vear

6 month

Above 1-year



Tirkiye Economic Outlook, February 2024 E

Limited FC demand has most recently started from both retailers and
corporates, slow exit from the FC protected scheme continues

SIZE OF FC PROTECTED SCHEME DISTRIBUTION AMONG DEPOSITS FC DEPOSITS OF RESIDENTS
(in bnTL) (% share in total) (BN USD)
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Private banksgrow on TL lending,whereas public banks support profitability
from FC lending. Composition of lending is not as favorable as targeted

TOTAL CREDIT GROWTH TL CREDIT GROWTH

13-week annualized, sector

FC CREDIT GROWTH

13-week annualized USD, 13-weekannualized
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Private banks focus on more consumer lending (more favorable margins,
continuation of strong demand, extension of card limits)

TL COMMERCIAL LENDING GROWTH CONSUMER CREDIT GROWTH

13-week annualized

CONSUMER CREDIT CARDS GROWTH

13-week annualized, without creditcards 13-week annualized
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Source: BRSA, TURKSTAT, CBRT & Garanti BBVA Research
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2023 GDP was realized 4.5% as expected. We nowcast above 5% annual GDP
growth for 1Q24. Financial conditions do not tighten further since Dec

GB MONTHLY GDP INDICATOR GB FINANCIAL CONDITIONS INDEX
YOY, 3M MOVING AVG.

standardized, + easing, - tightening

BBVA-GB GDP Growth (Monthly)
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Source: TURKSTAT, CBRT, Treasury & Garanti BBVA Research
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Domestic demand remains quite stronger than supply and most recently
started to gain pace, driven by consumption

GB BIG DATA DOMESTIC DEMAND GB BIG DATA CONSUMPTION GB NOWCAST CONTRIBUTIONS TO GDP
REAL, 28-DAY SUM, YOY REAL, 28-DAY SUM, YOY ANNUAL PP
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Headline unemployment rate came down significantly, but the quality of
employment has deteriorated since pandemic

UNEMPLOYMENT RATE NUMBER OF UNEMPLOYED NUMBER OF BENEFICIARIES
SA SA, MN PEOPLE MN PEOPLE
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Thedeclinein core import demand has slightlyreversed in Feb, though
limited improvement in core exports helps to keep the balance near zero
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The CBRTreserves signal a depletion of reserves since 22"d of Dec, led by
weak foreign inflow, seasonal CAD and KKM payments

CBRT INTERNATIONAL RESERVES
US$bn as of 4th of Mar
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CBRT Balance Sheet USSbn

23.02.2024 29.12.2023 27.10.2023 26.05.2023 31.12.2022 31.12.2021

HQLA = FC assets - Gold - IMF SDR 75.1 85.4 75.2 49.1 75.5 64.8
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HQLA - foreign CB swaps 51.7 61.5 51.7 25.4 51.6 43.8
HQLA - foreign CB swaps + CBRT owned physical gold in TR 79.1 87.6 74.9 43.7 75.2 66.3

Source: CBRT and Garanti BBVA Research
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Fiscal spending will beon theradarto check fortherebalancing of the
economy and achieving thetargeted disinflation pattern

CG BUDGET & TREASURY CASH BALANCE FISCAL IMPULSE INDICATOR TREASURY TL DEPOSIT VOLUME AT CBRT
% GDP CYC ADJ PRIMARY BAL/POTENTIAL GDP, QoQ, PP BN TL
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e CG Budget Balance Cash Balance g€ 2 2 8 89 88 288888 18 8 6N gl drdogwg
762bn TL earthquake spending Fiscal policy has already been loose, A total of a_bove 700bn TL (3% of
forecasted >> 950bn TL realized on adding nearly 2.6pp fiscal impulse in GDP) will be spent when??
an accrual basis in 2023 (3.7% GDP) 4Q23 (1.9pp for 2023)

~200bn TL in Jan
50-100bn TL in Feb

Source: Treasury and Finance Ministry & Garanti BBVAResearch
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The CBRT stops at 45% policyrate and continues tightening via macro-

prudential policies and quantitative tools

CBRT CPI FORECASTS
% YoY
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CBRT assumptions:
1.5-2% GDP growth in 2024 vs. 4% in MTP
36 USDTRY 2024 year-end vs. 42-43 in MTP

Source: CBRT & Garanti BBVAResearch

> Feb MPC decision under the new Governor

became more hawkish by adding concerns on
slower consumption expenditures than
projected and explicitly saying monetary policy
stance will be tightened (rather than be
reassessed) if a significant and persistent
deterioration in inflation outlook is anticipated.

The CBRT will continue to regulate credit
supply and try to keep TL deposit rates as
high as needed through macro-prudential
policies, and also maintain quantitative

tightening by extending sterilization tools.

On the timing to start an easing cycle, the
CBRT will wait for a significant decline in the
monthly inflation trend toward 1-1.5% by end
2024 and also inflation expectations
converging to the projected inflation range
(30-42% for 2024 and 7-21% for 2025).
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Inflation trend roseto 4-4.5% m/m sa in Feb (vs. 3-3.5%in Dec23), mainly
driven by services prices

CPI SUBCOMPONENTS TREND CPI INDICATORS TREND CPI INDICATORS
YoY SA MoM, 3M AVG SA MoM, 3M AVG
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Source: TURKSTAT & Garanti BBVA Research
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Given the ongoing demand driven high inflation with distortions in pricing
behavior, more efforts will be needed to reduce inflation toward low two digits

EXCHANGE RATE PASS-THRU ON CORE D HISTORICAL CONTRIBUTION OF SHOCKS ON CORE D
Recursive method, % pp
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Source: TURKSTAT & Garanti BBVA Research
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Survey-based one-year ahead inflation expectations convergetowards the
CBRT target, whereas 2-year ahead expectations remain divergent

CBRT SURVEY INFLATION CBRT SURVEY INFLATION EXP. PROBABILITY CBRT SURVEY INFLATION EXP. PROBABILITY
EXPECTATION, % DISTRIBUTION, 12-MONTH AHEAD, % DISTRIBUTION, 24-MONTH AHEAD, %
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Source: CBRT, Bloombergand Garanti BBVAResearch
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We expectinflation outlook to be challenging, requiring tight economic policies

CB
%
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45% policy rate kept during 2024,
monetary tightening assumed to be
strengthened by macro-pru &
quantitative tools

Source: Garanti BBVA Research
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2024 end expectation maintained at 45% on
expected energy price hikes (50% in Apr24 &
25% in Oct24) and pressure on USDTRY but
improved medium term outlook (expectations)
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We keep real appreciation almostthe same with lower nominal exchangerate

levels. We maintain our GDP growth forecasts for now

USDTRY FORECASTS
Level
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Led by improved medium term inflation
outlook, we reduce our nominal exc rate
forecasts slightly with no change in
2024 (need for reserves)

Source: Garanti BBVA Research
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appreciation assumed from
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Despite realizing levels of 3-3.5%for 2024
GDP in our simulations, we want to see
fiscal impulse ahead of the election and

expected measuresin post-election
before a revision
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Rebalancing intheeconomy will reduce pressure from external financing

GDP FORECASTS BY COMPOSITION CA DEFICIT FORECASTS
PP contribution an annual terms o % GDP
C + I+ G contribution to be
18% lowered to 3.2pp in 2024 8%
15% I from 11.7pp in 2023 o
I R = i1l
9% 0%
- - -0.99 0%
6% B I a0,
- — %
“aRll ] sl
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[ | -8%
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-6%
-13%
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B PrivateC  ®Public C Total | @ NetExports  ®Stocks 8?%;%?12’;683 Income Balance
bn$ Core Trade Energy Energy Net Energy  Net Gold Net Tourism Other Income CA
Balance Imports Exports Bill Imports Revenues  Services Balance Balance
2022 9.9 96.5 16.4 -80.1 -19.4 42.2 7.5 9.2 -49.1
2023 -8.2 69.1 16.4 -52.7 -25.7 47.0 5.0 -10.6 -45.2
2024 -3.6 69.5 17.1 -52.4 -15.8 52.5 6.8 -11.3 -23.6
2025 -19.1 67.7 17.0 -50.7 -15.8 58.4 7.6 -12.5 -32.1
2026 -31.9 64.2 17.6 -46.6 -15.8 65.0 8.5 -14.0 -34.7

Source: CBRT, TURKSTAT and Garanti BBVA Research



Baseline with a soft-landing and convergenceto 15% inflation in thelongrun

2022 2023 2024 2025 2026 2027 2028 2029

GDP growth (avg) 5.5% 4.5% 3.5% 3.5% 3.8% 3.5% 3.5% 3.5%
Unemployment Rate (avg) 10.5% 9.4% 10.3% 10.8% 11.0% 11.1% 11.2% 11.0%
Inflation (avg) 72.3% 53.9% 58.6% 31.2% 21.4% 17.2% 15.5% 15.0%
Inflation (eop) 64.3% 64.8% 45.0% 25.0% 18.5% 16.0% 15.0% 15.0%
CBRT Cost of Funding (avg) 12.7% 20.3% 45.0% 37.4% 25.2% 19.7% 18.0% 18.0%
CBRT Cost of Funding (eop) 9.0% 42.5% 45.0% 30.0% 22.0% 18.0% 18.0% 18.0%
USDTRY (avg) 16.56 23.74 35.90 43.90 49.56 56.79 64.88 74.13
USDTRY (eop) 18.70 29.44 42.00 45.50 53.00 60.00 69.00 78.67
Current Account Balance (bn$) -49.1 -45.2 -23.6 -32.1 -34.7 -394 -43.6 -47.6
Current Account Balance (% GDP) -5.4% -4.0% -2.0% -2.4% -2.4% -2.5% -2.7% -2.8%
Primary Balance (% GDP) 1.1% -2.7% -1.7% 0.5% 0.9% 1.0% 1.1% 1.2%

Fiscal Balance (% GDP) -0.9% -5.2% -5.2% -3.4% -3.0% -2.9% -2.8% -2.7%
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We evaluate somewhat balanced risks on our exc rate and inflation forecasts

USDTRY FORECASTS
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... butslightupwardrisk on rates and limited downward risk on GDP growth

CBRT FUNDING RATE FORECASTS

GDP GROWTH FORECASTS
% % YoY
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Disclaimer

Thisdocument hasbeen preparedby BBVA Research Department. Itisprovided forinformation purposesonly and expresses data, opinionsorestimationsregardingthe date of issue of
the report, prepared by BBVA orobtained from orbased on sources we considerto be reliable, and have not been independently verified by BBVA. Therefore, BBVA offersno warranty,
eitherexpress or implicit, regardingitsaccuracy, integrity or correctness.

Any estimationsthisdocumentmay contain have beenundertaken according to generally accepted methodologiesand should be co nsidered asforecasts or projections. Resultsobtained
in the past, either positive or negative, are no guarantee of future performance.

Thisdocumentand itscontentsare subject to changeswithout prior notice depending on variablessuch as the economic context or market fluctuations. BBVA isnot responsible for
updating these contentsor for giving notice of such changes.

BBVA acceptsno liability forany loss, direct orindirect, that may result from the use of thisdocument oritscontents.

Thisdocumentand itscontentsdo not constitute an offer, invitation or solicitation to purchase, divest orenterinto any i nterestin financial assets orinstruments. Neither shall thisdocument
norits contentsform the basis of any contract, commitment or decision of any kind.

With regard to investmentin financial assets related to economic variablesthisdocument may cover, readersshould be aware that underno circumstancesshould they base their
investment decisionson the information containedin thisdocument. Those personsor entitiesofferinginvestment productsto these potentialinvestorsare legally required to provide the
information neededforthem to take an appropriate investment decision.

The content of thisdocumentisprotected by intellectual property laws. Reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or
use of any nature by any meansor process is prohibited, exceptin caseswhere itislegally permitted or expressly authorise d by BBVA on itswebsite www.bbvaresearch.com.
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