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Macro outlook — November 2025 b=
.20
Inflation coming in significantly above expectations in August, and (%)
especially in September, markedly changed perceptions regarding ,E
price dynamics. These developments led to a substantial upward shift in 17,)
inflation expectations and reshaped forward-looking views on monetary policy; .K_)

expectations for higher levels of interest rates strengthened. This
deterioration in expectations also placed notable pressure on financial
markets, adversely affecting risk sentiment. Against this backdrop, markets
were curious to see how the Central Bank would respond and what its
assessment would be. In the year’s final Inflation Report, the Bank clarified its

Econom

stance on these developments and addressed key questions. This month, we
evaluate our economic developments report around the axis of the CBRT

Inflation Report.

October inflation data provided some relief but could not prevent
upward revisions. In October, CPl rose by 2.55%, below 2.70% median
expectation, and also below both the five-year October average of 2.90% and
last year’s 2.88%. Excluding seasonal products, the monthly CPI increase of
1.81% was lower than the previous month’s acceleration. The CPI-F index,
which excludes administered and directed prices (public price adjustments),
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showed a 2.70% monthly rise. In the food group, a 3.4% increase was observed,
below the 4.3% rise seen a year earlier. Among non-food subgroups, clothing,
housing, household goods, health, communications, education, hotels-
restaurants, and miscellaneous goods and services recorded smaller increases
than last year, while alcohol-tobacco, transportation, and recreation-culture
subgroups also saw weaker changes. Energy prices rose 1.3%, slightly below
the 1.4% increase of a year ago. The seasonal rise in clothing prices of 12.4%,
compared with 14.3% last year, also exerted a downward effect on annual
inflation. As a result, annual CPI eased from 33.29% to 32.87%.

The CBRT revised its 2025 inflation forecast range upward to 31-
33%. In the previous report released on August |4, the year-end range had
been 25-29%. The 2026 forecast range remained unchanged at 13—19%. The
report stated: “While the 2025 inflation forecast range has been revised
upward, the 2026 range is maintained under an outlook in which the projected
monetary policy path stands at higher levels compared to the previous report
period.” In the previous Inflation Report, the CBRT had modified its medium-
term communication framework, defining not only a forecast path but also an
intermediate year-end target for each year. These were set at 24% for 2025,
16% for 2026, and 9% for 2027, and were preserved in the current report
period.
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Continuing rate cuts with small steps... In the previous Inflation Report, we had
welcomed the CBRT’s move to separate “targets” from “forecasts,” its commitment
not to alter intermediate targets unless extraordinary conditions arise, and its
assurance that deviations from the target which can be addressed through
endogenous policy responses would not automatically change the forecast range. In
this first application of the new communication strategy, the CBRT appears to have
adhered to these principles, as reflected in the statement that “the projected
monetary policy path stands higher than in the previous report period.” Despite this
positive development on paper, the Bank did not clarify what it meant by the “higher”
policy rate path — i.e., how it compares to the previous stance — leaving uncertainty
about the direction of rate moves ahead. However, Governor Karahan’s remarks
suggest the Bank favors cautious, gradual cuts rather than a pause: “When the inflation
outlook worsens, monetary policy must be recalibrated. This essentially means a higher policy
rate path. You can do this in two ways: one is to pause rate cuts and hold for a while; the
other is to reduce the pace of cuts. Which is more appropriate depends on the details and
severity of the deterioration. We did not see a deterioration that would require a full stop.
But since secondary effects may emerge in the coming months, we reduced the size of our
steps, taking these risks into account. In summary, we have effectively tightened monetary
policy, or recalibrated it. Of course, we are ready to do more if necessary.”

The rise in residents’ FX demand was also addressed. Recently, domestic FX
demand has been rising again, observable both in deposit data and mutual fund flows.
The CBRT'’s blog analysis also highlighted key reasons for this trend — most notably,
the accelerated shift from KKM (FX-protected deposits) to FX deposits, which
remains the main driver. Between August and October, KKM balances fell by
USD29bn to below USD4bn, with about USD7.9bn of this shifting into FX deposits.
Since August, new KKM openings and renewals for individuals have been halted,
pushing the conversion ratio above 80%. Given the strong FX bias of remaining KKM
balances, this development was expected. Whether this FX demand persists will be
crucial for monetary policy, as it could influence expectations for the policy rate path.
Nevertheless, recent weeks have also seen a limited improvement in reserves. Total
net international reserves, excluding all swap transactions, have recovered from
below USD50bn to around USD58bn.

Figure I: CPIl and core inflation

Figure 2: Food and non-food inflation
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The current account deficit shows mild widening but remains far from a risk
factor. As of September, the 12-month current account deficit rose to USD20.1bn,
equivalent to 1.3% of GDP. Based on the assumptions of a gradual monetary easing and
a continued real exchange rate appreciation trend, we had maintained our forecast that
the deficit would rise to USD22.0bn by year-end. However, at the end of the first
quarter, we cautioned that several factors could lead to revisions in either direction —
including global uncertainties linked to tariff announcements, volatility in energy prices,
particularly crude oil, and the tightening in domestic financial conditions following the
March |9 turbulence, which could influence the growth outlook. By the end of the
second quarter, as monetary policy moved back toward a cautious easing bias and
uncertainties and volatility in other areas subsided, we chose to maintain our year-end
forecast. In the latest Market Participants Survey, the year-end current account deficit
expectation stood at USD20.8bn, while news-agency surveys pointed to USD22.0bn. In
the latest Medium-Term Program (OVP), the current account deficit for this year was
projected at USD22.6bn.

Fiscal policy remains in “restrictive” territory alongside tight monetary
policy... The central government budget posted a TL309.6bn deficit in September,
widening significantly from TL100.5bn in the same month last year. Under the tax
restructuring scheme, TLI1.6bn in revenue was recorded for September, bringing the
nine-month total to TL17.0bn, compared with TL59.4bn for the whole of 2024. On the
other hand, no privatization revenue was recorded in September, as was also the case
in the same month last year. Interest revenues reached TL36.8bn, while interest
expenditures rose by TL87.9bn y/y to TL236.6bn. As a result, the budget deficit
widened to TL1.22 tn in the first nine months, while the 12-month rolling deficit rose
to TL2.25 tn, equivalent to 3.9% of GDP. In the latest Medium-Term Program (OVP),
the 2025 budget deficit was projected at TL2.21 tn (3.6% of GDP). Looking at
developments in the Treasury’s cash balance, which better reflects the fiscal stance, we
can observe the October data. According to the Treasury’s cash-based budget
realization, the cash-based budget recorded a TL36.0bn primary deficit and a TL195.9bn
overall deficit in October. A year earlier, the figures were TL44.0bn and TL170.0bn,
respectively. Last year, TL75bn in tax collections were shifted into October and
TL25bn from October into November. This year, there was no shift into October, but
TL40bn in collections were deferred into November. Consequently, the cumulative
deficit for the first ten months reached TL|.83 tn, while the 12-month rolling cash
deficit widened to TL2.22 tn, corresponding to 3.7% of GDP. In the same month last
year, fiscal data reported on an accrual basis (not cash-based) showed a TL186.3bn
deficit. For both this year and last year, the fiscal outlook can most accurately be
assessed through the IMF’s “Fiscal Impulse” concept. The IMF measures this as the
year-on-year change in the cash-based primary balance as a share of GDP. A positive
fiscal impulse indicates an expansionary fiscal stance compared with the previous
period, while a negative fiscal impulse reflects contractionary fiscal policy. Although the
IMF report did not specify the assumed cash deficit underlying its +1.2% fiscal impulse
estimate for 2024, our own calculations, using the 12-month rolling cash-based budget
balance as of December, suggested a +2.1% fiscal impulse in 2024. As of the end of
October 2025, we estimate the same metric in the opposite direction at —1.5%,
indicating that fiscal policy has so far remained contractionary.
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Figure 3: Budget expenditures and revenues | 2m trailing yly

Figure 4: Treasury domestic debt rollover ratio (%)
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On growth prospects, the CBRT’s views can be traced through its output
gap assessment. According to TurkStat’s revised GDP data for Q2 2025, growth
exceeded expectations. Following the revisions, the CBRT adjusted its estimate of
the output gap for the period upward by 0.2 pp, to —0.2 pp. The Bank noted that
recent data indicate the output gap remained in negative territory in Q3. The Q3
estimate was revised upward from —2.0 pp to —0.6 pp, largely due to the Q2 revision.
The Bank expects that as tight financial conditions persist and global factors remain
restrictive, demand conditions will increasingly support disinflation. The CBRT’s
output gap projections for 2026 imply a growth expectation of around 2.5-3.0%,
clearly below the 3.8% growth target in the government’s Medium-Term Program
(MTP). However, the CBRT has repeatedly revised its output gap estimates upward
in the past. This, combined with limited evidence that tight financial conditions have
curbed demand to the extent the Bank suggests, implies that the disinflation process
should not rely too heavily on this assumption. Indeed, Deputy Governor Akgay’s
remarks support this view: “It is important to question what we mean by tightness. No
one asked about NPLs, which are at historic lows. One reason is that firms entered this
tightening period with strong buffers and low leverage — that’s good for them, but when
rates are high and firms don’t need financing from the system, tightness isn’t a problem.
When buffers erode and firms become dependent on the system for funding, then high rates
truly mean tightness. So it’s wrong to say we've been tight for two years. The real test is

when tightness starts cooling activity significantly — that’s when the ‘crack’ you mention
would occur.”
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Macroeconomic indicators
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Consumer and real sector confidence

Figure 8

: FDI flows
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Figure | 1: Unemployment Figure 12: CBRT rates
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Figure 15: Current account deficit (USDbn) September 2025 Figure 16: CBRT reserves
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Figure 17: Growth breakdown by consumption Figure 18: Imports, exports, and non-energy imports
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Figure 19: Private consumption and consumer confidence Figure 20: 12-m trailing CAD, core CAD and ex-energy CAD
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may not has taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. UNLU & Co will
not treat recipients as their customers by virtue of their receiving the report. The investments or services contained or referred to in this
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such
investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that
any investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation
to you. UNLU & Co does not offer advice on the tax consequences of investment and you are advised to contact an independent tax adviser.
Please note in particular that the bases and levels of taxation may change.

UNLU & Co believe the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and
opinions presented in the other sections of the report were obtained or derived from sources UNLU & Co believe are reliable, but UNLU
& Co makes no representations as to their accuracy or completeness. Additional information is available upon request. UNLU & Co accepts
no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the
extent that liability arises under specific statutes or regulations applicable to UNLU & Co. This report is not to be relied upon in substitution
for the exercise of independent judgment. UNLU & Co may have issued, and may in the future issue, a trading call regarding this security. In
addition, UNLU & Co may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions
from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts
who prepared them and UNLU & Co is under no obligation to ensure that such other reports are brought to the attention of any recipient
of this report. UNLU & Co are involved in many businesses that relate to companies mentioned in this report.

Descriptions of any company or issuer or their securities or the markets or developments mentioned in the Research are not intended to
be complete. The Research should not be regarded by recipients as a substitute for the exercise of their own judgment as the Research has
no regard to the specific investment objectives, financial situation or particular needs of any specific recipient.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or
implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original
date of publication by UNLU & Co and are subject to change without notice. The price, value of and income from any of the securities or
financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange
rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in
securities such as ADRs, the values of which are influenced by currency volatility, effectively assume this risk.

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors
who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes
in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity,
market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks
involved in making such a purchase.

Some investments may not be readily realizable since the market in the securities is illiquid or there is no secondary market for the investor’s
interest and therefore valuing the investment and identifying the risk to which the investor is exposed may be difficult to quantify. Investments
in illiquid securities involve a high degree of risk and are suitable only for sophisticated investors who can tolerate such risk and do not
require an investment easily and quickly converted into cash. Other risk factors affecting the price, value or income of an investment include
but are not necessarily limited to political risks, economic risks, credit risks and market risks.

Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in
their value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some
investments the potential losses may exceed the amount of initial investment, in such circumstances you may be required to pay more money
to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may
be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments,
similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.
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UNLU & Co maintains information barriers between their Research Analysts and the rest of their and their shareholders business divisions,
more specifically the Investment Banking business. UNLU & Co analysts’, strategists’ and economists’ compensation is not linked to
Investment Banking or Capital Markets transactions performed by UNLU & Co or their shareholders. Facts and views presented in UNLU
& Co research has not been reviewed by, and may not reflect information known to, professionals in other UNLU & Co business areas,
including investment banking personnel.

This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website
material of UNLU & Co has not reviewed the linked site and takes no responsibility for the content contained therein. Such address or
hyperlink (including addresses or hyperlinks to UNLU & Co’s own website material) is provided solely for your convenience and information
and the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this
report shall be at your own risk.

In jurisdictions where UNLU & Co is not already registered or licensed to trade in securities, transactions will only be effected in accordance
with applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance
with applicable exemptions from registration or licensing requirements. US investors transacting in the securities featured or
mentioned in this research report must deal directly through a U.S. Registered broker-dealer.

This document does not constitute or form part of, and should not be construed as, an offer or invitation to subscribe for
or purchase any securities, and neither this document nor anything contained herein shall form the basis of or be relied on
in connection with or act as an inducement to enter into any contract or commitment whatsoever. This document has
not been published generally and has only been made available to institutional investors. Any decision to subscribe for or
purchase securities in any offering must be made solely on the basis of the information contained in an offering
memorandum (and supplements thereto) or any other offering document issued in connection with any proposed offering.

UNLU & Co does not form a fiduciary relationship or constitute advice and this Research is not and should not be construed as an offer or
a solicitation of an offer of securities or related financial instruments or an invitation or inducement to engage in investment activity, and
cannot be relied upon as a representation that any particular transaction necessarily could have been or can be effected at the stated price.

Please note that this report was originally prepared by UNLU & Co for distribution to market professionals and institutional investor
customers. Recipients who are not market professionals or institutional investor customers of UNLU & Co should seek the advice of their
independent financial advisor prior to taking any investment decision based on this report or for any necessary explanation of its contents.

UNLU & Co is a member of the BIST.

Copyright 2025 UNLU & Co Al rights reserved.

Economics Research Il



