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Industrial production (IP) surprised to the upside and grew 2.5% y/y in October (vs. 0.1% expected). In
seasonal and calendar adjusted series, IP increased by 2.4% m/m and resulted in a quarterly contraction of
1.7% in October vs -4.1% qoq in 3Q. Despite the positive surprise of October figures, November leading
indicators signal that thisrecovery might be temporary. Accordingly, our monthly GDP indicator nowcasts
an annual GDP growth of near 2%for December, implying a contraction in quarterly terms. The slowdown in
global economy on tighter financial conditions and the recent regulations containing credit growth continue
to lead to further weakening in economic activity. However, acknowledging the government priorities to
support activity and so the employment, we expect more expansionary policies ahead of the elections,
including some ease in credit conditions, potential new credit packages or other campaigns. The weaker
activity in 4Q so far puts slight downward risk on our 2022 GDP growth forecast of 5.5%. We forecast 2023
GDP growth to be 3%with the expected solid performance in the first half of the year.

Uneven recovery in manufacturing sector supported industrial production

In seasonal and calendar adjusted series, monthly IP recovered in October (2.4% m/m) on the back of capital,
intermediate and consumer goods (9.8%, 1.1% and 0.7% m/m, respectively), whereas energy goods production
contracted by 0.7% m/m. In sectorial details, manufacturing industry (2.5% m/m) was the leading sector contributing
to an improvement in monthly IP growth. However, in sub-details, the recovery was uneven as other transportation,
machinery and computer, electronic and optical products were the main drivers and differentiated much more
positively on behalf of the domestic demand driven sectors.

In terms of quarterly trends, IP growth recovered to -1.7% qoq after a deep contraction in 3Q22 (-4.1% q/q) but this
could be temporary as confirmed by the leading indicators such as PMI (45.7 in November vs 47.5 on average in
3Q), capacity utitlization rate (75.9% in November vs 77.3% in 3Q) and electricity production (-6.8% yoy in 4Q s -
4.6% yoy in 3Q). Based on the leading indicators and our big data proxies, our monthly GDP Indicator nowcasts a
yearly growth rate of 1.8% for December(with 23 of information), signaling a negative quarterly growth for 4Q. Also,
our weekly GDP tracker confirms this trend by similarly nowcasting 1.8% yoy growth by the end of last week with
negative weekly realizations in the last three weeks. Consequently, from the supply side point of view, industrial
activity could remain weak in 4Q while the performance of senices sector might remain decisive on GDP growth as
the real turnover index of senices sector stayed strong in October despite some deceleration.

Figure 1. Garanti BBVA Monthly GDP Indicator*
(yoy, 3-month moving avg.)

Figure 2. Garanti BBVA Weekly GDP Tracker*(YoY)
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On the demand side, according to our GDP subcomponents, domestic demand remains strong on the back of private
consumption, while the negative contribution of investment deepens sligthly further. On the external side, exports is
getting weaker on the back of the deceleration in global activity but imports is still solid due to robust consumption.
Hence, the contribution from net exports has turned into negative. All in all, the aggregate demand remains stronger
than supply, implying further depletion of stocks. Therefore, inflationary risks will remain high as long as the boost in
consumption continues with easing but still challenging cost push factors.

Figure 3. Garanti BBVA Big Data Domestic Demand Figure 4. Garanti BBVA Big Data Consumption
Indicators (28-day sum, adjusted by CPl and PP, YoY) Indicators (28-day sum, adjusted by CPI, YoY)
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More supportive policies expected ahead of the elections

We expect that global activity will decelerate further at least in the first half of next year, led by tighter financial
conditions and idiosyncratic geopolitical risks. Therefore, the undoubtedly easy channel to reverse the recent
contractory trend will be again via consumption, in our view as we get closer to the elections. That is why we expect
some ease in credit conditions, new credit packages and further expansionary fiscal policy in addition to the
continuation of loose monetary policy. Hence, economic activity might strengthen in the first half of next year, helping
the economy to be able to grow near 3% in 2023. We expect the adjustment to start taking place after the elections,
when the lagged effects might affect the following year more clearly.
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Figure 5. Garanti BBVA Big Data Investment Indicators Figure 6. Garanti BBVA Private Demand Now cast
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Figure 7. Garanti BBVA Monthly Consum ption Now cast Figure 8. Garanti BBVA Monthly Investment Now cast
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Figure 9. Garanti BBVA Monthly Net Exports Now cast Figure 10. Garanti BBVA Monthly Foreign Trade
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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
w e consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no w arranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any 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 w ithout 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 forany loss, direct or indirect, that may result fromthe 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 formthe basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aw are
that under no circumstances should they base their investment decisions on 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 forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or process is prohibited,
exceptin cases w hereit is legally permitted or expressly authorised by BBVA on its w ebsite www.bbvaresearch.com.
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