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Global Developments

World GDP growth World manufacturing PMI
forecasts based on BBVA-GAIN (%, QoQ) Level
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First signals imply that global GDP growth remains solid in 3Q, though with some signs of

stabilization. Stronger growth in China has been supportive so far, while the recovery in Europe
takes the lead among the developed economies.
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Global Financial Markets

BBVA Research financial stress index
Normalized index
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Markets have gained optimism after the Jackson Hole Symposium as Yellen didn’t mention

financial stability as a key issue in the US that could influence the Fed’'s monetary policy

normalization, while Draghi didn’t appear concerned about the recent upward trend in EUR.
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Flows to Turkish Assets and Interest Rates

Flows to Turkish assets
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Strong inflows into Turkish bond markets in the previous months were replaced with marginal

outflows by mid-August. Yield curve slightly shifted upwards, especially in the short end as a
result of the CBRT’s ongoing hawkish stance and the Treasury's higher borrowings.
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Exchange Rate: USD/TL

USD/TL USD/TL: Global and local factors
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3.99 Comments

-2.0%

" Softened speeches &
3.79 “-.. CBRT actions 2.5%
e M e L Tl
[ ! it g I o Ll it
o o WA TR L™l
3.39 Optimism

3.19 -3.5%

2.99 _ 5.0%
Davutoglils’ ” loody’ -6.5%

2.79 resigned TN downgrade T 385553333 55553339%99%¢%
S %2 9 9 % 85 5 5 55 I SRR I I S
T - T - - T T S - SO NgFIFLo A S =
S = § > 3 2 8 s § S>3 mmm Global Component % === | ocal Component % ——TL Weekly Change %

Source: Garanti Research, Bloomberg

After following a suit above 3.50 throughout August, TRY appreciated against US dollar stepping

below 3.50 in the last few days of the month, reflecting the recent risk-on mood towards EMs.
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Economic Activity: GDP

Activity Indicators MONTHLY GDP GROWTH & ESTIMATE
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Our monthly GDP indicator signals 6% growth in July with available preliminary indicators
(32% info so far), and acceleration will gain pace resulting in at least 7% growth in 3Q eveni

GDP would not grow at all on quarterly basis.
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Economic Activity: Sectors
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In 2Q, IP growth was supported by many sub-sectors and the contribution from domestic

demand oriented sectors increased. 3Q growth will advance further on favorable base effects
from last year’s contraction and shift in calendar days.
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Economic Activity: Employment

gAnemponment rate Employment growth in sectors
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Unemployment rate fell to 10.2% in May, gradually declining with seasonal factors but still

80bps higher than the year before. Employment creation depending mostly on services sector
poses risks over the sustainability of current high growth rates.
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Economic Activity: External Balance

Foreign trade figures

Tourism
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Foreign trade figures picked up in July with imports beating the exports on higher energy
and soaring gold imports. Tourist arrivals continue to recover but tourism revenues lag

behind due to less purchasing power of the changing tourist composition.
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Inflation
CPl and its components CBRT Survey: Inflation expectations
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Annual headline inflation climbed to double digits again in August. Increasing food and energy

prices, as well as core inflation drew the jump in the headline.12-month and 24-month
inflation expectations stayed hovering around high levels.
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Inflation
Core inflation and currency basket Domestic PPl and USD/TL
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Source: Garanti Research, Turkstat, CBRT

Core inflation jumped by 100bps in the last 2 months due to recent appreciation of euro and

second round price effects together with the narrowing output gap. PPI also picked up in the
same period implying ongoing upward pressures from cost push factors on consumer prices.
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Monetary Policy

CBRT interest rate corridor

CBRT funding composition
Levels Levels, bn TL
135
15%
120
14%
19% 105
a0
11%
I I
9% 75
8% 60
6% 45
5% 30
3% 15
™ ™ < < < Te] Lo L0 © [{e] © N~ M~ N~
— — — — — — — — — — — — — —
S 4 £ > a € X 4 & X a4 ¢ > a 0
S Q li)u S Q 1%5 S 2 IE)B S @ .%5 S 2 M~ M~ M~ M~ M~ N~ M~ M~ N~ M~
> o = 0 = O =N = O — — — — — — — — — —
< < o) = 5 > < c = =)
ON Lending-Borrowing S 3 s = < s B S i Z
——CBRT One-Week Repo ——CBRT Cost of Funding )
CBRT LLW mLLW m Total ON Lending 1-week repo

Source: Garanti Research, Turkstat, CBT, Bloomberg

The hawkish stance of the CBRT kept the average funding rate very close to 12% throughout

August. High trend in inflation (close to 11% until December) will force the CBRT to stay tight
despite the recent retreatment in USD/TL.




Monthly Economic Monitor Turkey
BBVA | rescorc

Loan Growth and Interest Rates

Loan growth rates Loan interest rates
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Commercial loan growth trend continued to ease from very high levels on cooling down

Credit Guarantee Fund utilizations, while the stabilization in deposit rates became clearer
helping net interest rate margin.
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Budget revenues and expenditures
12-month sum, YoY Change
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Budget revenues were supported by the jump in tax revenues in July, confirming the rebound in

activity in terms of both consumption and investment. Budget expenditures were still high,
though losing momentum as the Government scales back it expenditures on current transfers.
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External Balance: CAB & Financing

Current account balance Current account balance financing
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Current account deficit temporarily eased to USD34.3bn in June (4.1% of GDP) on top of

strong exports growth and recovery in tourism sector. Foreign trade figures of July imply a
deficit close to USD37bn, which will likely to stay at those levels until 4Q.
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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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