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Lower inflation was the outcome of lower growth
performances in developed countries in 2011...

VakifBank

Developed Country Growth Rates (yoy, %) Developed Countries’ Inflation (yy, %)
8 4 Headline CPI —Core CPI
6 - 3.5 -
4 - 3
2 - 25 -
0
2 |
-2 - uUs 15 |
-4 Euro Zone B \K__\__/'
-6 - Japan
-8 1 ——Germany 0.5 1
_]_O - _UK O
-12 - g 2 g2 8 8 §9 g 5 g gd o o
338 3888553383833 3 335 o S & &= 3 & 3 § & & = § 3
L & £ & 2 L & &5 L 5 LT Loy oot -2 2 woz = =2 = ©wo =z
T S5 © 5 0 2 0 o 2 o ™ 3 & 3 5 5 _
= < - =z < v ouw o = = < > Source: Bloomberg, IMF, VakifBank
Source: Bloomberg *Weighted average of USA, Eurozone, UK, Japan CPl indices is used.

Due to high fiscal deficits and public debt vulnerabilities domestic demand couldn’t preserve its
resurgence in developed countries in 2011. This prevented a contraction in unemployment and kept
inflationary pressures lower.

The yearly inflation rates derived from the CPIl index which was composed of the weighted average
of CPI indices of USA, Eurozone, UK and Japan, indicate that the expected rise in inflation due to
basis effect, didn’t occur in 2011.

Core inflation in developed countries also didn’t signal a strong domestic demand.
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Eurozone risks and US outlook is important for global inflation...

Eurozone risks are highly important
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Source: Bloomberg domestic demand is expected to
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A potential contagion of the current Eurozone uncertainties in global financial markets might cause
a slowdown in world economy through a global financial meltdown. This probability implies lower
inflation for 2012.

If the optimism in recent US economic data continues in the coming months, global risk perception
might ameliorate having a positive impact on global economy and increase inflationary pressures.

Demand side inflationary pressures are expected to be lower in 2012.
On the other hand the way for supply side inflation seem to be open, due to upward pressures in

oil and food prices.
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In 2011 inflation moved upwards in emerging markets... VakifBank

Emerging Markets Inflation Rates (yoy, %) Although CPI in emerging markets (EM)
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movements in inflation.

Source: Bloomberg, IMF
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There is a positive relationship between inflation and growth...
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In the periods when the relatively high growth rates showing the strong demand were experienced,
inflation rates were high generally. However, in the crisis periods with the slowing growth rates
depending on the decreasing demand, inflation rates decreased.

Under the assumption of that growth rates in 2012 will be lower than 2011 with the effect of the risks
originated from developed countries, decrease in demand driven inflationary pressures is seen to be

possible.

However, there are some periods when inflation did not decrease as expected despite the slowing
growth rates. Hence, it is required to investigate other factors affecting inflation.
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The upward movements of exchange rates pose a risk for

inflation in 2012...
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Especially in the second half of 2011, exchange rates of EMs have moved upward. During this
period, the acceleration of capital outflows in the EMs has led to pressures on exchange rates.
Hence, EM currencies has depreciated against the US dollar by an average of 20.6% since July.

The upward movements of exchange rate pose a risk for EM inflation. For EMs including Turkey,
exchange rate pass-through has been one of the important factors of overshooting of the year-end

inflation target.

According to the IIF estimates, capital inflows to EMs are likely to increase slightly in 2012. However,
in the first half of 2012 we may still see the second round effects of exchange rate movements on
inflation. It is possible that pressures of exchange rates on inflation slow down in the second half of

2012.
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In 2011 oil prices moved in a wide band... VakifBank

Oil Prices (d/bbl)
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In recent weeks, nuclear arming of the Iran, U.S. imposed sanctions against Iran and the probability of closing up of
Hormuz strait increased the volatility in oil prices. Also OPEC’s announcement of daily 30 million barrel oil production limit
might cause an upward movement in oil prices.

At the same time due to the increasing public spending in some Arab countries such as Saudi Arabia who was forced to
increase social spending to prevent social unrest, oil prices are not expected to have a downward trend in 2012.

In terms of growth, The expected rise in oil demand of China in the coming periods might induce an upward trend in oil
too.

As a result of the increase in oil prices and supply shocks, price hikes in sectors such as transportation and plastic that use
oil as a main input might be inevitable. Consequently rising prices can create a high pressure on inflation in oil importing
countries and this may lead to an increase in global inflation.
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Food prices has more influence on EM countries than DM
) VakifBank
countries...
Food Share in the Consumption
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International institutions’ food aids to the countries fighting poverty and difficult ecological
conditions such as South Africa, create a positive effect to the poor countries in the short term.
But they affect domestic dynamics of remitter countries in the long term and lead to
inflationary pressures.

However, the long term revenue assurance is not provided because of the frequent economic
crisis in today’s world and this situation limits the ‘FAO food security arguments’.
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Higher food prices in 2012... VakifBank

FAO Food Price Indices
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Global inflation will probably stay low... VakifBank

Inflation (YoY, %)
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Global annual inflation accelerated during 2011. At the end of the 2010 IMF had expected CPI to be
1.3% for DM, 3% for US and 1.5% for EU. In 2011, inflation was over 2 points in the US and 0.8 points in
the EU.

Headline inflation is expected to moderate in 2012 because of lower growth performances and weaker
commodity price pass-through.

The European debt crisis will play a crucial role on inflation in 2012. But, new gquantitative
easing measures against the current problems may lead to increase in expectations of inflation.
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