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— The Central Bank of the Republic of Tiirkiye (CBRT) reduced the policy rate by 100bps to 39.5%,
parallel to the majority of the rate cut expectations of 100-150bps, with also a similar size of cuts
in the corridor (38%-42.5%).

— Given the increasing inflationary pressure since August, the CBRT underlines a decelerating
inflation trend and more pronounced risk factors to the disinflation outlook through inflation
expectations, and justifies today’s reduced pace of easing. However, the overall tone seems not
to be too much concerned about inflation since their remarks on disinflationary demand
conditions are repeated and the impact from food inflation has been highlighted, instead of the
stress over the services items with high inertia, and uncertainties from global factors previously.

— The underlying inflation trend increased in September and we nowcast again a seasonally high
monthly consumer inflation of nearly 3% for October, fueled by both food and stickiness of
services prices, resulting in an annual inflation potentially above 33%. Even though we assume
some correction and normalizing trend in the last two months of the year, year-end consumer
inflation will likely reach 32.5-33%, adding new inflationary pressure over the start of the year
price hikes and wage adjustments, and also our 2026 year-end forecast of 23%.

— Having said that, the reliance on liquidity and macro-prudential measures, particularly deposit
rules, will likely remain essential not to allow a fast decline in TL deposit rates, and speeding up
domestic demand and dollarization. Nevertheless, if an easing bias is maintained to keep rate
cuts, a stronger reliance on macro-prudential measures will continue to weaken the monetary
transmission mechanism with distributional effects. Therefore, the room for future easing
vanishes further and requires a more cautious stance from the CBRT.

— In this respect, the CBRT maintained the commitment to tighten the stance in case of a significant
deviation in inflation outlook from the interim targets, keeping a buffer for their future
communication. Yet, the markets will seek for an action when that moment arrives and the easing
bias makes the CBRT open to those risks.

— The removal of the reference to the contribution from the fiscal stance to the process also signals
some exhaustion of the CBRT, and might be an acceptance of a slower disinflation trend,
compared to the more aggressive inflation targets of next years.

— Overall, we maintain the view of gradual rate cuts going ahead, with a similar 100bps cut in Dec.
The start of the year price adjustments will push the inflation trend upward in 1Q26, keeping it
above 2%. Potentially worsening inflation expectations further, second round effects and strong
inertia will preserve the challenges ahead. In this regard, financial stability might still be prioritized
in a way that risks are contained, but inflation stays high. We will watch how the CBRT will revise
its inflation projections (25-29% for 2025 and 13-19% for 2026) in the last inflation report of the
year -to be released on 7t of November- and revise our forecasts, accordingly.
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Figure 1. Consumer Inflation Indicators*
(seasonal adj., 3-month average)
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Figure 2. CBRT Funding Rate & BIST TL
REF Rate (%, simple)

Source: Garanti BBVA Research, TURKSTAT

Figure 3. CBRT International Reserves
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Figure 4. Garanti BBVA CBRT Funding Rate
& CPI Forecasts (%)
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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 we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, 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 without 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 for any loss, direct or indirect, that may result from the 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 form the 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 aware 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 for
them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited, except
in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.



