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ECONOMIC ACTIVITY PULSE

Turkey: A Modest and Uneven Growth in IP

Ugur N. Kiguk / Seda Guler / Asuman Kemiksiz / Gizem Onen

The economic recovery continues to be modest with the recent data leading our monthly
GDP indicator to grow at 1.9% YoY in 4Q16. Industrial production (IP) grew by 1.3% YoY in
December in calendar adjusted terms, lower than the consensus of 2.3%. The details of the
release are less optimistic, signalling the continuum of the weakness in domestic demand.
This is also confirmed by the 2.7% contraction in retail sales (ex-auto) during the same
month. Overall, we observe an export and policy stimulus driven gradual pick-up in 4Q16
concentrated in a few sectors. Our 2016 growth forecast of 2.3% has risks on the downside.

Recovery is concentrated only in certain sectors

In unadjusted terms, IP grew by 1.2% YoY in December, resulting in a quarterly growth rate of 2.0% in 4Q16
after contracting 3.1% in 3Q16. The main sub-items with positive growth were consumer goods in non-
durables, capital and energy goods; while intermediary goods pulled down the growth rate, signaling
persistent weaknesses for the near future. In sectorial detail, the transportation equipment gave a total
contribution of 1.9pp, followed by the pharmaceutical products (1.2pp), electricity (0.6pp) and food
production (0.4pp) as the main positive contributors in December. The rest of the sectors barely made a
contribution or contracted. On a quarterly basis for 4Q16 a similar argument is valid, implying an uneven
gradual recovery on the back of exports. Going forward, solid export demand in January, mainly the
automotive sector, will be the supporting factor for IP.
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* Series are non-calendar adjusted. **Garanti- BBVA Research Series are non-calendar adjusted. **Garanti- BBVA Research
monthly GDP is dynamic factor model (DFM) synthesizing high- monthly GDP is dynamic factor model (DFM) synthesizing high-
frequency indicators to proxy monthly growth of GDP. A detailed frequency indicators to proxy monthly growth of GDP. A detailed
explanation was made in Turkey Economic Outlook 3Q2015. explanation was made in Turkey Economic Outlook 3Q2015.
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Gradual activity recovery to continue in 1Q17

Domestic demand lacked a significant recovery in the final quarter of the last year. The recently announced tax
cuts to boost durable goods demand and the employment campaign may provide some momentum in domestic
consumption. However, ongoing financial tightening, political and geopolitical uncertainties will prevent a more
solid pick-up. We forecast continuum of gradual recovery in the first half of the year activity to regain momentum in
2H with the favorable base effects. We forecast 2.5% GDP growth for the full year in 2017.
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Figure 3 Figure 4

Loan Growth and IP IP & Electricity Production (3MA, YoY)
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Automotive Production & Exports (3MA, YoY) Manufacturing PMI & Calendar Adj. IP
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IP & Retail Sales (SA, 3MA, MoM) 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.



