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ECONOMIC ACTIVITY PULSE

Activity Moderation Towards Potential

Garanti Research: Ugur N. Kucuk, Seda Guler, Asuman Kemiksiz | BBVA Cross EM: Gonzalo de Cadenas

Industrial production (IP) grew by 4.7% (YoY) in March, undershooting the consensus
estimate of 5%, while calendar adjusted figure was even lower at 2.9% (YoY). Retail sales
grew by 4% (YoY) in March. Today’s production and demand side data pointed at a modest
slowdown in March confirming the earlier easing signals from the confidence indicators. On
a quarterly basis, indicators suggest a moderation of GDP growth towards its potential in
1Q from the unsustainably high levels in the last quarter of 2015. In sum, we expect some
moderation but we stick our 3.9% GDP growth forecast with neutral balance of risks.

IP supported by non-durable consumer goods in 1Q16...

Despite the reversal of the low base year effect in March, IP continued to be solid being supported by an
additional workday this year. Hence, IP grew by 5.6% (YoY) in 1Q16, moderated from high but unsustainable
7.5% in 4Q15. In the details, compared to 4Q15, the only sub-component that pushed up the growth rate
was consumer goods production on the back of non-durable goods, behind which we think minimum wage
hike stands. Capital goods production was the most suffered in 1Q16, led by the remarkable deceleration in
automotive production.

In sectorial basis, manufacture of textiles, wearing appeal, basic metal and metal products were the
prominent sectors on external demand with a total contribution by 2.6pp in 1Q16. Among the domestic
demand oriented sectors, manufacture of chemical and pharmaceutical products (1.2pp), manufacture of
computer and electronic products (0.4pp) and manufacture of other non-metallic mineral products (products
for the construction sector, 0.3pp) offered the highest contributions.

Graph 1: Activity Indicators* (3MA, YoY, SA) Graph 2: Garanti-BBVA Research Monthly GDP** (YoY)
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Source: Garanti-BBVA Research Monthly GDP Model, Turkstat

* Series are non-calendar adjusted. *Garanti- BBVA Research monthly GDP is dynamic factor model (DFM) synthesizing high-frequency indicators to proxy monthly growth of GDP. A
detailed explanation was made in Turkey Economic Outlook 3Q2015.

...risks are balanced around our 3.9% full year forecast

The inclusion of the latest IP data, credit and financial conditions and PMI points our monthly GDP growing
close to 4% in 1Q16, slowing down from an unsustainable 5.7% in 4Q15. Some further deceleration may be
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on the way in 2Q, as the weak tourism sector is gradually weighing and PMI remains weak.. However, strong
pace in domestic consumption thanks to the minimum wage hike, a solid industrial production supported by
the gradual recovery in the EU and the better credit data would limit the negative impacts of the tourism
sector. All in all, we maintain our 2016 GDP growth estimate of 3.9% with neutral balance of risks.

Graph 3: Loan Growth and IP Graph 4: Electricity Production (3MA, YoY)
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Graph 5: Automotive Production & Exports (3MA, YoY) Graph 6: Manufacturing PMI & Calendar Adj. IP
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Graph 7: Consumer Confidence & Retail Sales (3MA) Graph 8: Loan Growth Rates (YoY)
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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.

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.

In 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 in 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. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



