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Turkish economy contracted by -9.9% in yearly terms in 2Q20 (-10.7% Bloomberg, -12.7% Reuters). The quarter-on-
quarter contraction was higher at 11%. The growth rates in services and industry, sensitive to the Covid-19 shock,
were the key factors behind. On the demand side, domestic demand gave a negative contribution of 2.1pp (where
inventories limited the downward im pact with +4.5pp contribution), while net exports dragged down arecord of 7.8pp
from the yearly GDP growth rate. Our Big Data proxies and other high frequency indicators are already signaling a
strong “V” shaped recovery in 3Q20. So, with a -3.1% GDP growth during the first half of the year, it is unlikely to
observe that the gloomy outlook of the consensus for 2020 GDP growth could be fulfilled. We have recently adjusted
our 2020 GDP growth forecast to -1.0% from the previous 0% on the back of the recent monetary tightening and

financial volatility, but maintained our initial forecast range between -3% and +1%. The economic recovery might
continue to have near 5.5% GDP growth in 2021.

Services sector was the main dragger from growth

The negative impact of the Covid-19 shock deepened in 2Q20 and economic activity contracted by 9.9% in annual terms, led by
the historically deepest quarter-on-quarter contraction of 11%. On the demand side, the main dragger w as the exports with -9pp
contribution, w hereas the relatively very limited contraction in imports (-1.2pp) resulted in a record negative contribution from
external demand (-7.8pp). Second, household consumption shrank by 8.6% (the deepest level since 1Q09), subtracting 5pp
from growth. The contraction in investment was rather limited with 6.1% (-1.5pp), fueled mainly by the positive base effects.
Surprisingly for us, government consumption also contracted by 0.8%, dragging down growth by 0.1pp for the first time since
2Q17. Since demand remained subdued, inventories continued to give a high positive GDP contribution of 4.5pp. On the
sectorial side, the grow th rates in certain services sectors (sensitive to the Covid shock) and industry w eighed on the dow nside
(-5.9pp from trade, transportation and accommodation, and -3.3pp from industry), w hile agriculture (0.2pp) and other services
sectors such as financial (+1.5pp) and information services (0.3pp) limited a further contraction. On the other hand, construction
sector continued to suffer (-0.2pp) in the 8" consecutive quarter. Looking ahead, our Big Data and leading indicators confirm a
recovery in both demand and the supply side, led by the ease in lock-down measures globally and domestic policy impulses,
which should be partially reversed by the recent financial tightening. Our monthly GDP sub-components confirm a robust
recovery trend, also in investment, especially show ing a better outlook on the machinery front (Charts 6-7).
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high-frequencyindicators to proxy monthly GDP (GBTRGDPY Indexin BBG)

We expect 1% GDP contraction in 2020 and 5.5% GDP growth in 2021

While the recent financial tightening and uncertainties led us to adjust our GDP forecasts to -1%, w e maintain our initial forecast
range between -3% and +1% for 2020. How ever, the intense recovery in 3Q20 already poses some upside risks. In any case,
Turkey's GDP will outperform the rest of the EMs and gloomier expectations should be ruled out. GDP growth might converge
to 5.5% in 2021.
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Chart 3. Sectorial Growth (YoY) Chart4. Domestic Demand Growth (YoY)
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Source: BBVA Research Turkey, GBTRIGDPY Index in Bloomberg Source: BBVA Research Turkey, GBTRXGDPY and GBTRMGDPY in BBG
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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 BBV A 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 fromthe 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 process is prohibited,
exceptin cases w hereit is legally permitted or expressly authorised by BBVA.
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