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Turkey: Annual GDP set to grow 7% in February
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Industrial Production (IP) surprised onthe upside, increasing 14.4%yoy in calendar adjusted terms (vs
market expectation of 10.8%). IP also rose by 1.6%mom, resulting in a 4.3%quarter-on-quarter growth
in 4Q21 (vs 2.0% qoq in 3Q21). Both retail sales and turnover index in the services sector suggest that
consumption remains solid. Our Big Data demand proxies and other high frequency indicators also
confirm a robust momentum despite recent energy supply shortagesin late January. After forecasting a
yearly growth rate of near 9% for December (implying 2.5% qoq growth in 4Q21), our monthly GDP
indicator nowcasts a deceleration near 7%for February (33%of info). Looking ahead, higher commaodity
prices and tighter financial conditions, on top of faster than expected monetary policy normalization in
advanced economies, could add downside risks on 2022 GDP growth. However, expected new credit
facilities (capitalization of public banks, a new Credit Guarantee Fund scheme, and longer term
financing via CBRT), current strong momentum, looser fiscal and monetary policies, and still robust
global activity will act as compensating factors. Hence, we expect GDP growth at 3.5%in 2022.

Economic activity starts to decelerate more clearly in February

The main contribution to monthly IP growth (1.6% m/m) came from capital goods production (7.6% m/m), while
energy and intermediate goods production remained weak (0.8% and 0.2% m/m, respectively); consumer goods
remained stable. On a quarterly basis, consumer goods took the lead, followed by intermediate and capital goods
production. Based on our big data indicators, electricity production (down to 6% y/y in Jan-Feb), manufacturing
capacity utilization (down to 78%) and manufacturing PMI (down to 50.5), we forecast IP to contract 3.5% m/m in
January. Despite this decline, industrial output might still post a 7% y/y growth rate. On the demand side, private
consumption has started to decelerate reaching the lowest growth rate since 3Q21. Nonetheless, it still remains
relatively strong. In contrast, investment demand is shrinking at a faster pace, reflecting weakness after a slight
recovery in 4Q21. The contribution from net exports also declined, led by the recent jump in imports. Allin all, the
deceleration in economic activity remains moderate despite the recent currency shock and recent energy
shortages in late January, suggesting that the economy remains resilient. Large negative real interest rates, recent
push in credits, especially from state banks, and an expansionary fiscal policy create short term upside risks on the
growth outlook. However, a high inflationary environment with elevated policy uncertainty also generate downside
risks on both consumption and investment.

Figure 1. Garanti BBVA Research Monthly GDP

Indicator* (%yoy, 3-month moving ava.) Figure 2. IP vs IP One-Month Ahead Forecast (YoY)
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*Garanti BBVA Research monthly GDP is dynamic factor model (DFM) synthesizing high- Source: Garanti BBVA Research, Turkstat
frequencyindicators to proxy monthly GDP (GBTRGDPY Indexin BBG)

GDP growth to reach 11% in 2021 and moderate to 3.5% in 2022

Looser domestic economic policies and supportive global growth will likely keep economic activity on a growing
track, but tighter financial conditions following the sharp currency shock will weigh on the downside for 2022 GDP
growth. We remain prudent and expect 2022 GDP growth to be realized as 3.5%.
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Figure 3 Garanti BBVA Big Data Domestic Demand
Indicators (28-day sum, adjusted by CPl and PPI, YoY)
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Source: Garanti BBVA Research, Turkstat

Figure 5. Garanti BBVA Big Data Domestic Demand
Indicators (3-month qog, adjusted by CPl and PPl)
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Figure 7. BBVA Monthly Investment Now cast (3myoy)
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Source: BBVA Research Turkey, GBTRIGDPY Index in Bloomberg
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Figure 4. Garanti BBVA Big Data Investment Indicators
(28-day sum, adjusted by PPI, YoY)
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Figure 6. BBVA Monthly Consumption Now cast (3myoy)
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Source: BBVA Research Turkey, GBTRCGDPY Index in Bloomberg

Figure 8. BBVA Monthly Net Exports Now cast (cont. pp)
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DISCLAIMER
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 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 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 processis prohibited,
except in cases whereitis legally permitted or expressly authorised by BBVA on its w ebsite w ww.bbvaresearch.com.
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