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Turkey: Some slow-down signals, more to come
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The Industrial Production (IP) grew by 1.7% yoy in calendar adjusted terms in August, beating the
expectations (1.2% consensus vs. -0.5% BBVA Research). The lowest annual growth since the end of 2016
confirms the rapid adjustment in the economy after the upside surprise in July (5.6%) as the companies
anticipated production before the long holiday in August. The sharp decline in the unadjusted IP (-11%),
which is in line with our expectations (BBVA -11.5%), also implies a yearly contraction in industrial
production in 3Q18 which will weigh on GDP growth. With 40% of information, our monthly GDP indicator
(GBTRGDPY Index at Bloomberg) nowcasts a 2% yoy growth in September and we expect it to continue to
decelerate. The tightening in monetary policy (625 bps in September and 1125bps year-to-date) and
increasing external financial conditions will affect the real economy with a lag and this will become more
obvious from 4Q18 onwards. As preliminary indicators on both soft and hard data also underline this
trend, we expect GDP growth to come down to 3% in 2018.

IP confirms the GDP slow-down... with still uncertainty on the magnitude

IP decreased by 1.1% mom in August compared to the promising July figure which grew 3.5% mom. The monthly
deterioration stems from non-durable consumer goods and intermediate goods production, where each 0.7pp
negatively contributed. Thus, annual IP growth turned into negative (-1.6%) in the first two months of 3Q18
compared to 5% in 2Q18. August data reveals much clearer picture on the economic slow-down but the magnitude
of the slow-down is still uncertain. In sectorial details, there is a broad based deterioration; although the positive
performance of food and other transportation (shipping, railways etc.) sectors supports the overall figure (around
2.5pp). As observed in our nowcasting demand subcomponents (see graphs 6-8), the effect of both tighter internal
and external financial conditions on consumption and investment are now sizeable (both contracting); while net
exports will continue to play as a stabilizer in the near future due to the slump in imports and supportive exports
outlook. Looking ahead, the decline in manufacturing PMI to 42 (the lowest level since 2009), worsening in capacity
utilization and electricity production, the sizable deceleration in credit growth and ongoing strong fall in intermediate
goods imports all signal a much more rapid slow-down.
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A faster economic adjustment is now underway

The recent financial shocks, the Government’s fiscal consolidation plan and the sharp tightening of monetary policy
will start to affect the economic activity more intensively. We expect 2018 GDP growth to be 3% and decelerate
further to 1% in 2019.
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Chart 3 IP vs Manufacturing PMI (YoY)
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Chart 7 Monthly Investment Nowcast (3MA)
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Chart 4 IP & Electricity Production (3MA, YoY)
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Chart 6 Monthly Consumption Nowcast (3MA)

12%

10%

8%

6%

4%

2%

0% \

205 T BBVA-GB Cons Growth (Monthly)
o Cons. Growth Aug: 2.1% (67% of inf.)

A0, © Cons. Growth nowcast Sep: -1.8% (33% of inf.)
S ¥ WD W W © © © © N~ NN DN O ©
AT A T T S BT
Q o = c o O = c o O = e o O = c o
0 O 8 5 0 08 5 0 08 5 0 0 8 S 0
nOoO=T"N0=TSHN0=TS0N0=TO50
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Chart 8 Monthly Net Exports Nowcast (Annual cont.)
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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.
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