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Turkey: Sharper than expected adjustment in 3Q GDP

Ali Batuhan Barlas / Adem lleri / Serkan Kocabas / Seda Guler Mert / Alvaro Ortiz

Turkish Economy grew by 1.6% in annual terms in 3Q18, failing to satisfy expectations (2.2% Consensus
vs. 2.2% BBVA Research). Seasonally and calendar adjusted quarterly growth rate turned to be negative
with -1.1%, which signals that the adjustment in the economy becomes faster and is likely to deepen
further. Domestic demand gives the lowest contribution to growth since 2009, compensated by the sizable
reversal of net exports. Our monthly GDP indicator (also in Bloomberg, GBTRGDPY Index) nowcasts a
contraction of 0.9% in October and near 0% growth in November, possibly supported by temporary tax
incentives (with 52% and 32% info, respectively). We maintain our GDP growth estimate at 3% for 2018,
while risks are on the downside for our 2019 growth forecast of 1%.

Growth solely backed by services in 3Q18

As widely expected, domestic demand includes a sharp adjustment with only 0.4pp contribution to growth and if
stocks are also included, its contribution becomes sizably negative with 5.2pp. Private consumption grew only
1.1%, backed by non-durable goods and services; while Government consumption remains to be supportive with
7.5% growth. Investment expenditures contracted by 3.8%, mainly on machinery and equipment (-8.5%); though
construction investment also shrank by 1.8%. All in all, the adjustment in domestic demand was compensated by a
sharp reversal of external demand, due to a sizable contraction in imports and relatively stronger performance of
exports, which led to a net exports contribution of 6.7pp. On the supply side, the growth was solely backed by the
services with 1.8pp, in which trade, transportation, accommodation, restaurants (1.0pp) and public services on
education, health and social work (0.9pp) mainly weighed. The deceleration in industry was noteworthy with 0.3%
(down from 4.2% in 2Q), while construction sector contracted by 5.3%. Agricultural sector grew only limitedly at 1%,
even when its share is the highest seasonally. As the overall production becomes negative except for the services,
the sharp depletion of stocks makes it harder for exporters to continue with high performance, which will also be
affected by the expected softer global demand in the coming quarters.
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*BBVA-Research Turkey monthly GDP is dynamic factor model (DFM) synthesizing
Source: BBVA Research Turkey high-frequency indicators to proxy monthly growth of GDP.
Source: BBVA-Garanti Monthly GDP Model, Turkstat

Downside risks for 2019 GDP growth are increasing

Given the worsening high frequency indicators, we estimate industrial production could shrink further in 4Q.
Although recent tax incentives in certain sectors could bring some recovery in expenditures, it could be
compensated from the continuation of depletion in stocks. We maintain our GDP growth estimate at 3% for 2018,
but risks could be on the downside our 2019 growth forecast of 1%.
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Chart 3 Sectorial Growth (YoY) Chart 4 Domestic Demand Growth (YoY)
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Chart 5 Gross Fixed Capital Formation (YoY) Chart 6 Monthly Consumption Nowcast (3MA)
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Source: BBVA-Research Turkey, Turkstat, CBT, AMA Source: BBVA Research Turkey Monthly GDP Model, Turkstat

Chart 7 Monthly Investment Nowcast (3MA) Chart 8 Monthly Net Exports Nowcast (Annual cont.)
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Source: BBVA Research Turkey Monthly GDP Model, Turkstat Source: BBVA Research Turkey Monthly GDP Model, Turkstat
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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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