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Consumer pricesrose by 3.23% m/m in July, lower than both our expectation (3.6%) and consensus (3.45%
according to Reuters), but annual inflation declined to 61.8%from 71.6%in June on strong base effect. The
worsening inmonthly inflation trend remained limited excluding the one-offimpact stemmingfrom electricity
price hikes and automatic tax adjustmentin fuel prices and tobacco and alcoholic beverages. Core inflation
deterioratedon servicespricesespecially on thebackwardindexation, signalingongoingrobustinertiawhile
basic goods pricesremained subdued. The recent hike in natural gas prices on top of second effects could
lead to high August inflation. Aggregate demand, which remains inflationary due to the slow rebalancing in
the economy, elevated inflation expectations, strong inertia and geopolitical risks continue to pose upside
risk on the inflation outlook. We expect the annual inflation to slow down below 50%by September on base
effect and to reach 43%by the end of 2024 assuming no additional energy price hikes, more moderation in
demand and stable currency. If the policy mix would not be effective to fight against inflation in second half,
CBRT should remain tight for longer, putting upward bias on our gradual rate cuts expectation in 4Q24.

The worsening in core inflation on services prices, pointing to still robust inertia...

The consumer inflation picked up in July after the rapid decline in June, stemming from mainly the tax adjustments
on fuel, alcohol and tobacco prices and electricity price hike, having total impact around 1-1.5 percentage points (pp)
on monthly figure based on our calculation. If this contribution is excluded, the deterioration in inflation trend appears
more limited. Core inflation materialized as 2.56% m/m (1.83% m/m prev.) in July on seasonally adjusted series (sa)
on the back of senices inflation, leading 3-month moving average to improve very slightly to 2.4%(vs 2.5% in June)
according to our calculations. However, annual core inflation decreased to 60.2% from 71.4% in June thanks to the
favorable base effect. Senices prices increased by 4.29% m/m (sa), supported by the backward indexation, recent
wage adjustment in private sector, second round effects and moderating but still robust domestic demand. In
particular, rent inflation geared up to 7.0% m/m (5.1% m/m) as a result of the removal of 25% rent hike ceiling as of
July and communication senices rose by 5.5% m/m (4.2% m/m), contributing to the broad-based worsening in
senices prices. So, the 3-month average trend in senices inflation worsened to 3.6% (3.5% prev.). On the other
hand, stable currency and some moderation in domestic demand resulted in weak basic goods inflation in July, led

by the 2.7% m/m decline in clothing and moderate increase in durable goods with 0.6% m/m. Although trend inflation
in basic goods eased to 1.32% (1.96% preV.), the stronger realizations in senices trend pointed still solid inertia.

Figure 1. CONSUMER INFLATION INDICATORS Figure 2. CONSUMER INFLATION INDICATORS
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The energy prices demonstrated a significant increase with 10.0% m/m (vs. 1.4% m/m), led by the 38% electricity
price hike (38%) for the residential usage, contributing 0.7 percentage points to the headline inflation on top of the
automatic special consumption tax rate adjustment in fuel prices. The recent price hikes in natural gas prices would
have 1pp direct impact on August consumer inflation while totalimpact could be around 1.5pp.

Food inflation eased in July (1.69% m/m vs. 1.76% prev.), on the back of the slow-down in the fresh fruit and
vegetables inflation (3.1% m/m vs. 6.1% prev.). The unprocessed food inflation slightly inched upward (1.1% m/m
vs. 0.8% prev.), while other unprocessed food prices continued to decrease (-0.2% m/m vs. -2.2% prev.). On the
other hand, processed food inflation remained strong with 2.5% m/m (2.7% m/m prev.).

Finally, despite the rise in the producer price inflation by 1.9% m/min July with the upward adjustments in the energy
prices (7.4% m/m vs. %2.7 prev.), the cost push factors remained weak as 3-month moving average decelerated
further to 1.8% from 2.3% in June. Also, the annual producer prices inflation declined down to 41.37% y/y (50.09%
yly prev.), on the back of supportive base effect.

...ho rush to begin easing cycle considering unanchored inflation expectations

July inflation realizations hit a blowto the trend inflation due to the one-off price hikes and adjustmentsin administered
prices. The price of natural gas used in residences has been hiked by 38% in line with our expectation, as of Aug 1,
2024, which could have direct impact of 1pp on August consumer inflation whereas total impact including indirect
could be around 1.5pp. Considering the gas price hike, second round effects and some delayed impact of the
automatic adjustment of the special consumption tax, we expect that the Augustinflation could remain at elevated
levels, close to 2.5-3%.

Meanwhile, considering the medium and long term, the inflation expectations ofthe professional forecasters improved
only slightly in July with 42.95% (43.52% prev.) and 25.40% (25.51% prev.) for 2024 and 2025 year-end inflation,
respectively (Figure 6). Similarly, the real sector’'s expectation for 12-month ahead inflation retreated to 55% from
56.20% in July. Howewer, the households remain harder to persuade over the improvement of inflation, with their
expectation for 12-month ahead slightly inching upward to 71.98% (from 71.49%). Owerall, the inflation expectation
remain well above CBRT's interim targets of 38% and 14%. Second, despite some moderation, the aggregate
demand remained inflationary, as we mentioned in our recent publication. Finally, even including our disinflation path
through the year end, permanent inflation is still high (Figure 4). To sum up, still robust inertia, unanchored inflation
expectations, gradual rebalancing in activity and the geopolitical risks maintain upside risk on the inflation in the short
run. Therefore, we evaluate that the CBRT will maintain the cautious stance on monetary policy while keeping the
previous inflation forecasts in the upcoming Inflation Report-Ill 2024.

A stricterand clearer fiscal consolidation is needed to complementand to strengthen the impact of hawkish monetary
stance and to achiewe a faster rebalancing in the economy in the second half of the year. Hence, the Medium Term
Plan, which could be likely released in early September, would be an important factor to improve expectations. We
expect inflation trend to decelerate further through the end of the year, providing CBRT to start gradual easing cycle
but if the policy mix would not be effective enough, it should remain restrictive longer than we expect in baseline.
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Figure 3. CONSUMER INFLATION INDICATORS (YoY)
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Figure 5. CBRT SECTORAL INFLATION
EXPECTATIONS (%, 12 MONTH AHEAD, ANNUAL)
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Figure 7. GARANTI BBVA BIG DATA CONSUMPTION

INDICATORS (28-day sum, real YoY)
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Figure 4. CONSUMER INFLATION TREND (YoY)
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Figure 6. CBRT MARKET PARTICIPANTS SURVEY

INFLATION EXPECTATIONS (%)
75
65
55
45 /

35/—J

25 )
——

15

5
N B B S O IO
O 5 5 >c S oQp >0 cas
c o > [
QO c > = B ) O U © O
L><<=s"""2nO0za0-0C =

Apr-24
May-24

42.95

25.40

<
o

c
>
a

Jul-24

e Expectations for cument year-end === Expectations for next year-end

CBRT current year interim target
Source: Garanti BBVA Research, CBRT

Figure 8. CPI SUBCOMPONENT S

CBRT next year interim target

MaoM YoY

Total 3.23% 61.78%
Food & Non-alcoholic beverages 1.8% 58.9%
Beverage & Tobacco 5.8% 59.9%
Clothing & Textile -2.6% 39.6%
Housing 8.1% 98.5%
Household Equipment 1.7% 56.6%
Health 3.7% 63.0%
Transportation 3.8% 46.1%
Communication 3.2% 48.0%
Recreation & Culture 2.1% 54.8%
Education 1.4% 104.5%
Restaurants & Hotels 3.3% 76.0%
Misc. Goods & Services 2.9% 55.6%

Source: Garanti BBVA Research, TURKSTAT
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources
w e consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no w arranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should
be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes w ithout prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability forany loss, direct or indirect, that may result fromthe use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents formthe basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aw are
that under no circumstances should they base their investment decisions on the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information
needed forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or processis prohibited,
except in cases whereitis legally permitted or expressly authorised by BBVA on its w ebsite w ww.bbvaresearch.com.
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