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The limited acceleration ahead of the election in March was followed by a moderation in TL credit growth thereafter.
This was caused by the monthly growth rate (2%) limitations introduced for consumer credits (general purpose loans
& auto loans) and TL commercial credits (excluding investment agriculture & tradesman loans) and also by the
CBRT'’s rate hike in March by 500bps.

FC lending most recently accelerated, mainly led by the SME lending of public banks. This was due to better spreads
than in TL lending and the stability in the currency. Having in mind the improved short FX positon of the real sector
($84.7bn in Feb24 compared to $188.2bn in Dec17), we do not see any risk yet for the banking sector. Additionally,
the CBRT recently (May 23rd) introduced a monthly growth limit of 2% to limit FC credits.

Asset quality is solid with adequate provisioning. Although being low, NPL ratios of commercial segment is
concentrated in certain sectors. On retail side, a limited pick-up in NPL ratios continues, mostly for general purpose
loans and consumer credit cards.

The credit risk indicator, the share of Stage 2 and NPLs in gross loans, declined further to 9.8% in 1Q24 for peer
deposit banks, according to our calculations.

Share of FC wholesale funding has increased, led by the short-term repo funding. Banks have enough FC liquid
assets to cover their ST external debt, which has also been accompanied by solid roll-over ratios.

Profitability of the sector is under pressure due to high funding costs, which continues to be offset by fees and
commission income.
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In the first quarter of the year, credit growth accelerated in both public and

private banks. Followed by a sharp fall the CBRT’s rate hike in March, weekly
growth rates have been gaining momentumagain.
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Among subsegments of the credit composition, compared to the moderation in
TL credits, FC credits accelerated sharply.
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TL credits decelerated in public banks whereas the momentumin FC credits
was mostly due to public banks. However,a monthly growth limit of 2% has also
been introduced for FC loans which will suppressthe growth in this segment.

TL CREDIT GROWTH: PUBLIC VS PRIVATE BANKS FC CREDIT (USD) GROWTH: PUBLIC AND PRIVATE BANKS
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The acceleration of FC credits since Mar24is led by SME and non-SME lending of
publicbanks. TL commercial credits are rather boosted by private banks.

FC COMMERCIAL CREDITS TL COMMERCIAL CREDITS:
% AWEEK AVG % 4WEEK Avg
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Following the monthly credit gaps introduced at the start of March, consumer
credits decelerated. Recently, sharp deceleration in consumer credit cards is
accompanied by an increasein general purposeloans of private banks.

CONSUMER CREDITS: PUBLIC AND PRIVATE BANKS

CREDIT GROWTH: CONSUMER ON SUBSEGMENTS
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Following the regulations, the share of general

concentrated on up to 1 yr maturity increased.

CONSUMER LOANS BY ORIGINAL MATURITY, May 2024
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purpose loans (GPL)
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According to the CBRT Lending Survey, both demand and supply
conditions tightened in 1Q24 and will continue soin the next quarter.
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The financing need of the real sector in 1Q24 was caused by corporate

restructuring purposes.

CREDIT CONDITIONS: COMMERCIAL
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Supply conditions for commercial credits
tightened in 1Q24 and will further tighten in 2Q24 in linewith demand.
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Regulations continue to incentivize banks to unwind the FX protected scheme
accounts. The declining trend in the scheme continues, mainly flowing into TL
time deposits. Since the local election, FX deposits declined by $11.6bn.

SIZE OF FC PROTECTED SCHEME
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FX wholesale liabilities of banks havebeen increasing totheir 2017-2018 levels.

FXWHOLESALE LIABILITIES* FXWHOLESALE LIABILITIES
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Among FX wholesaleliabilities, banksincreased their repo funding and bond
iIssuances in thefirst quarter which are rather impacted by the changes in
global interest rates and also by currency volatility.
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Therecent easingin depositrates caused bytheexcess TL liquiditywill turn
backintoan upward movementin the coming weeks due tothe CBRT’s recent
announcement*toincreasethe TL reserve requirementsfor TL deposits.

CONSUMER & TL COMMERCIAL RATES
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Reserv erequirement ratios for TL deposits have been increased from 8% to 12% for short-term and from 0% to 8% f or long-term TL deposits.
Also, it has been raised from 25% to 33% for short-term and from 10% to 22% for long-term FX-protected deposits

Source: CBRT & Garanti BBVAResearch
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Spreads have been falling mainly on the commercial segment. They will
continueto be negatively affected by theincreasing reserverequirement
costs.Hence,bankswill most probablyincreasetheir commercial credit rates.

TL INTEREST RATE SPREAD
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USD credit spreads were favorable, supporting the supply side effect of the
increasein FC loans.

EURO DEPOSIT RATES
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Banks’external credits continueto increasebut with solid roll-over ratios.
Highest FC debt redemptions willbe in June and Nov’24.

BANKS’ TOTAL EXTERNAL DEBT BANKS’ EXTERNAL CREDITS ROLL-OVER
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Liquid assets of banks are at solid levels.

TOTAL LIQUIDITY COVERAGE RATIO*
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FC LIQUIDITY COVERAGE RATIO
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* Liquidity coverage ratios (LCR) are calculated weekly and are indicators of banks'ability to meet short-term potential net cash outflows with their existing stock of high-quality liquid assets.

Source: KAP (Public Disclosure Platfom), Garanti BBVA Research
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Foreigners’FX depositsin the banking sector make up USD 30bn by 1Q24.
Given the significantly above 100% credit roll-over rates most recently, banks
are comfortable on compensating their ST FX needs.

SELECTED FX LIQUID ASSETS* OF BANKS BANKS’ EXTERNAL DEBT DUE ONE YEAR
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http://www.tcmbblog.org/wps/wcm/connect/blog/en/main+menu/analyses/the+turkish+banking+systems+fx+liquidity+shield
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Public banks FXliquid assets are lower compared to private banks.

FXLIQUID ASSETS* OF PUBLIC BANKS
bn USD, May?24
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Ext.debt refersto the latest data of March'24.
Source: CBRT, BRSA and Garanti BBVA Research
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The CBRTreduced its bilateral swaps withlocal banks in order to sterilize TL

liquidity, led by its heavy FC purchases from the market since April. Banks
on-balance sheet FX position has been declining, accordingly.

FXNET GENERAL POSITION OF BANKS

CBRT SWAPS WITH LOCAL BANKS
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*The regulatory limitfor the FXNGP/capital ratio, which was formerly 20%, was decreased to5% with an amendment that took effect on 9 January 2023, but raised to 10% on 9 March 2023.

Source: CBRT and Garanti BBVA Research
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Capital ratios of the sector are solid with CET 1 ratio being at 13% and CAR
ratioat 17%. The BRSA'’s forbearance measures regarding CAR calculations
remain implemented (1pp positive impact on CAR).

COST OF RISK (COR)**
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On 31 July 2023, BRSAraised the risk weights for general-purpose loans, personal credit cards and vehicleloans.On August 2023, BRSA decided toincrease the risk weightfor housing loans to
owners of at least one house from 35% to 150%. Due to higher risk weights applied to retail and commercialloans in recent years, items subject to a risk weight of 150% and 200% have increased.

* Common Equity Tier 1
** Deposit banks, net cost of risk refers to the loan loss provisions excluding foreign currency effects and expectedloss reversals

Source: BRSA and Garanti BBVA Research
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Increase in risk weighted assets due to a rise in operational risk in banks
(mostly seasonal due to its once in a year calculation in every January) caused

a decrease in capital ratios in 1Q24. The dividend payments made in this
period alsoreducedthe equitylevels as well.

CAPITAL ADEQUACY RATIO: PUBLIC AND PRIVATE BANKS

CET 1* RATIO BY PUBLIC AND PRIVATE BANKS
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Theshareof restructured loans to gross loans in peer deposit banks fell to
4.2% in Mar24from 5.1% in Mar23. The share of the sum of Stage 2 and NPLs*
declined to 9.8% from 10.4% in the same period.

ASSET QUALITY OUTLOOK: PEER DEPOSIT BANKS** SHARE OF STAGE 2 LOANS & RESTRUCTURED LOANS
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* According to the definition of the CBRT Financia Stability Report, the share of the sum of Stage 2 and NPLs in gross loans is taken into account as total credit risk. Of restructured loans, 91% are
monitored under Stage 2; 8% are monitored under NPL and a limited portion under the Stage 1 group (CBRT Financia Stability R eport Nov23).

** All indicators are proportionedto gross loans. Data includes 7 top peer banks as 4 private and 3 public banks.
Source: KAP (Public Disclosure Platfom), Garanti BBVA Research
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Theshareof thesum of Stage 2 and NPLs declined furtherto 11.3% in Mar24
from 13.6% in Mar23 for private peers. It rose however to 8.4% from 7.8% for
public peers with anincreasein theirgroup 2 loans.

RATIO OF STAGE 2 LOANS & RESTRUCTURED LOANS: RATIO OF STAGE 2 LOANS & RESTRUCTURED LOANS:
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Although still being at historicallylow levels,the NPL ratio in consumer
segment has started to move upwards.

NPL RATIO BY SECTORS
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NPL ratios of general purposeloans and credit cards continueto increase. NPL
ratios in commercial credits are stable.

NPL IN CONSUMER LOANS

NPL IN COMMERCIAL LOANS SUBSEGMENTS
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Among sectors, construction continues to lead in terms of NPL ratio.

SECTORIAL NPL NPL IN COMMERCIAL LOANS SUBSEGMENTS
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Let by its higher external debt exposure, construction sector has a historically

higher NPL ratio.

NPL RATIO
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Deposit banks’netincomein 1Q’24 increased by 36% on a YoY basis.

NET INCOME & RETURN ON EQUITY (ROE)
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Increasein public banks’netincomein 1Q24 was higher compared to private
banks on annual basis.

PRIVATE DEPOSIT BANKS: NET INCOME & ROE

PUBLIC DEPOSIT BANKS: NET INCOME & ROE
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ROE levels continue to remain below the CPIllevel for both public and private
banks.

RETURN ON EQUITY (ROE)

RETURN ON ASSETS (ROA)
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Profits from fees & commissions continued to support profitabilityin 1Q24.
Trading gains’ contribution was negative this quarter compared to 4Q23.

COMPONENTS ON RETURN ON ASSETS, 1Q24
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Profits from fees & commissions continued to support profitabilityin 1Q24.
Trading gains’ contribution was negative this quarter compared to 4Q23.
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The components of Net Interest Income revealsthe narrowing loan-deposit
spreads dueto theimpact of higher funding costs.

NET INTEREST INCOME
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Theratio of netfees & commissions and banking servicesrevenues continued
to support profitability alongsidefunding cost pressures.

NET FEES & COMM &SERVICES INCOME
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Costtoincomeratiois around 40%for private banks whereas itis 55% for
public banks indicating an increasing cost pressurein the sector.
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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 orobtainedfrom orbased on sources we considerto be reliable, and have notbeen independently verifiedby 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, eitherpositive ornegative, 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 thisdocument isprotected 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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