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Turkish Economy grew by 0.9% yoy in 3Q19 (Consensus; 1%), the first positive YoY growth since 3Q18. The GDP grew
by 0.4% in quarterly terms, signaling some momentum loss comparing 1.2% qoq in 2Q19. Domestic demand recovered
on stocks, private consumption and government consumption, causing the positive high contribution of net exports
for the last 3 quarters to reverse to slight negative contribution. We expect an acceleration of the recovery in the next
two quarters on the supportive financial conditions and substantial base effects. Our monthly GDP indicator confirms
this expectation as it nowcasts 3.5% yoy in October (52% info) and 5.1% yoy in November (32% of info). Complacency
should be ruled out as challenges in the medium run remain given the uncertainties on global, geopolitical and local
factors. We maintain a prudent GDP growth forecast of 0.3% for 2019 with some upside risk and a neutral 3% for 2020.

Further recovery in domestic demand, leading negative impact of net export

Domestic demand has recovered from -7.2% yoy in 2Q19 to +1.1% yoy in 3Q19, supported by the positive contribution of
stocks, private and government consumptions. Investment is bottoming out but still negative contribution prevented further
recovery in activity. Private consumption grew by 1.5% yoy while the government consumption (7% yoy in 3Q19) continued to
support economic activity. The contribution of stocks returned to the positive territory as 2.8 pp contribution, signaling some
improvement on supply side. Main discrepancy in our estimation has stemmed from the net export side as we were still
expecting positive contribution despite the slightly negative realization of 0.2pp. On the sectorial side, industry and services
sectors displayed positive growth of 1.6% and 0.6% yoy, respectively after contracting in the last three quarters while
construction sector continued to shrink by 7.8 yoy in 3Q but showing some improvement at least. Our demand subcomponents
showed that domestic demand will continue to recover on consumption and investment while the net export will begin to give
sizeable negative contribution due to the rise in import and weak performance of exports on the slowdown in global activity.
Taking into account the pick-up in credit growth, favorable base effect, the recovery in electricity and auto productions,
confidence indices and our big data indicators such as retail sales and investment expenditures, we think that economic activity
will improve faster in the last quarter of 2019 and first quarter of 2020. The lagged impact of the recovery will be observed in the
labor market as our unemployment nowcasting model (Chart 5) estimates the decline in unemployment rate (s.a).
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The recovery is accelerating in 4Q but complacency should be ruled out

The monetary policy impulse and the favorable base effects in the coming two quarters would result acceleration in
activity. We expect 0.3% growth in 2019 with some upside risks. However, complacency should be ruled out and
policy mix should be prudent as uncertainties stemmed from geopolitics, global and still incomplete corporate
restructuring put some risks in the medium term.
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Chart 3. Sectorial Growth (YoY)
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Chart 5. Unemployment Nowcast Google Big Data (%)
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Chart 7. BBVA Monthly Investment Nowcast (3ma yoy)
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Chart 4. Domestic Demand Growth (YoY)

m ¥ ¥ 1 LW © © ~N N~ ®© O O O

S o9 o9 99 g g g g g g

= - - - - - - T -
] 3 ] S ] ]

@ @ @© @ @ @ @

] = (] = (] = [ = (] = (] = )

e Private Consumption
e T Otal INVestment

@

overnment Consumption
Source: BBVA-Research Turkey, Turkstat,

Chart 6. BBVA Monthly Consumption Nowcast(3m yoy)
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Chart 8. BBVA Monthly Net External sector (contrib.)
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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.

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 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.

With 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 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 for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorized by BBVA.
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