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1Q17 GDP surprised positively by growing 5% YoY compared to the market (3.4%) and our expectations
(3.2%). Net exports and public spending were the main drivers of growth while the positive surprise factor
was the solid private consumption growth. Intensified government stimulus seems to help households lift the
negative effects of financial market volatility during the quarter. Looking ahead, our monthly GDP indicator
points at even an increasing momentum towards 6% as of April on fast credit expansion through the credit
guarantee fund. This implies a rapid narrowing output gap, suggesting less need for fiscal and recent
“macroprudential” stimulus in the coming period. The risks on our 3% whole year growth forecast are clearly
on the upside.

Strong exports and consumption growth as main drivers

Private consumption maintained its momentum by growing 5.1% in 1Q17 and continued to be higher than its long term
average of 4.3%. Government consumption also jumped by 9.4%, resulting in a total consumption contribution of
4.4pp. Investment expenditures, on the other hand, remined weak by growing 2.2% as machinery and investment
continued to be the soft belly with 10% contraction, the largest level since the start of the series in 2009. Thus,
domestic demand -including stocks- gave a total contribution of 2.8pp, while net exports also contributed positively by
2.2pp. Negative contribution from stocks by 2.3pp hinted that production growth might have fallen especially behind
exports as consumption was backed by mostly non-durable goods. On the production front, the main contributor
continued to be the services sector (mainly trade, transportation, accommodation and financial services). Similar to
4Q16, industrial growth was solid by 5.3%, while construction sector remained muted by 3.7%.
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Source: Garanti-BBVA Research Monthly GDP Model, Turkstat indicators to proxy monthly growth of GDP. Source: BBVA-Garanti Monthly GDP Model, Turkstat *Our
indicator is also available on Bloomberg with the ticker GBTRGDPY Index

Narrowed output gap suggests less need for fiscal stimulus

Intensified fiscal stimulus and solid export growth carried Turkish GDP growth to 5%, which is close to its long-term
potential. The momentum will accelerate even further in 2Q on the back of private demand thanks to the rapid credit
expansion, according to our models. Higher than expected growth in 1Q17 and the signs of even strengthening
private demand should provide the Government a relief to bring back its fiscal expansion. This would limit the
deterioration in budget performance while alleviating upward pressures on both market interest rates and inflation. Our
3% growth forecast for 2017 is under review for an upward revision by at least 1pp.
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Figure 3 GDP Growth QoQ (Seasonally & Calendar Adj) Figure 4 Sectorial Growth YoY
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Figure 5 Domestic Demand Indicators YoY Figure 6 External Demand Indicators YoY
15% 15%
10% 10%
506 5%
0%
V -5%
-5%
2 3 3 4 2 2 2 5 -10%
o = o = o = o = [s2] < < n o (] © ~
) (] ) (] (] ) © — — — — — — — —
n = n = n = n = a = S = S = o =
Private Consumption L e L L
. n = n = N = n =
Government Consumption
Total Investment Exports Imports
Source: Garanti Research, Turkstat, TETC Source: Garanti Research, Turkstat, CBT, AMA
Figure 7 Gross Fixed Capital Formation YoY Figure 8 Private Consumption Details 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.
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