BBVA

Corporate &
Investment Banking

y
Turkey: Credit Allocation, Productivity
Gains and NPL Evolution

Deniz Ergun, Seda Guler Mert
March 2021



Turkey: Credit Allocation, Productivity Gainsand NPL Evolution, March ZOZIE

The need for the analysis and its coverage

The allocation of resources to productive sectors is a factor that creates more value added and support sustainable
growth. Therefore, it is important to understand how the credit boost in recent years (particularly historically high 2Q20
inflow as an initial reaction against the pandemic) has been distributed among the sectors and whether those sectors also
perform well in terms of productivity.

® First, we analyze the recent credit allocation by means of both credit stock and credit impulse terms. Second, we check
the productivity gains in the corresponding sectors, and finally try to distinguish the preferences of public and private
banks to figure out a sectorial concentration if any.

In our analysis, productivity is measured as production per hour except for the agriculture and services sectors where we
use production per person as an indicator due to the lack of data on hours worked in these sectors. On the other hand,
we define net credit growth as the change in credit stock as a share of GDP.

® We cover mostly the period after 2017 when the Credit Guarantee Fund (CGF) loans started to be introduced sizably but
our main focus basically stands at the last year’s historically high credit growth and its allocation.

Source: Garanti BBVA Research
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Key messages

® Among main sectors, recent credit allocation shows a substantial increase in the industry, mainly led by the
manufacturing sector in broad-based terms and backed by both banking groups.

® In manufacturing sector, petroleum & coke and non-metallic mineral products showed the highest increase in
productivity between 2017-2020. Private banks’ share in credits to petroleum & coke rose remarkably, which was
followed by transportation and metal sectors in which productivity gains were much lower.

® The share of textile and paper products in public banks credits rose sizably in recent years, in which productivity
remained relatively subdued in these sectors compared to the overall manufacturing sector.

® Credits to agriculture have been mostly given by public banks whereas their share in total credit stock has always been
low in private banks. Although there has been a clear productivity gain in the sector between 2017-2020, public banks also
reduced their exposure in this segment.

¢ Construction sector took the lead if average productivity levels between 2017-2020 are compared. Private banks have
decreased their share in construction credits since 2017, whereas public banks have increased their share.

® Services sector (trade, transportation, tourism) credits share is increasing in both banking groups with somewhat
increasing productivity levels.

® Finally, NPL volumes mostly increased in industry and services after 2017. Though, in terms of NPL ratios,
construction and services sector (trade, transportation, tourism) took the lead.

Source: Garanti BBVA Research
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Recent credit allocation shows an increase in the Manufacturing sector, which
implies a broad-based rise in its sub-sectors
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Theimproving share of manufacturing credits came from both public and

private banks.
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In manufacturing, private banks increased their share mostly in coke &
petroleum whereas public banks accelerated their credits mostly in

paper products and textile.
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If we focus on the net credit gains of last year, the picture slightly changesin
favor of retail, covid sensitive sectors and industry
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All main subsectors improve in productivity in recent years, wherethe
construction sector took the lead (vs. its relatively low share in credit gains)
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Lack of data in services and agriculturein terms of hours worked might
result in a downward bias in these sectors’ productivity as seen in the
comparisons for Industry and Construction below
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Public banks differentiate especially in services sectors in terms of net credit
growth of recent years.
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If subsectorsin manufacturingindustry considered, a high level of
productivity in coke & petroleum and non-metallic minerals is observed
with their relatively low net credit gains in recent years
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NPL volume of the sector almost tripled in the last 5 years, whereindustry
and services weighed more

TURKEY: NPL VOLUMES IN BANKING SECTOR TURKEY: NPL VOLUMES IN BANKING SECTOR
(bnTL) (bnTL)
50 45 42.9
40 37.4
40 35
30 30 28.1
~ 25 22.8
20 20
15.8
15
10
10
5.2
’ - [
3 4 9 333 9533 8 o Hmm N
8 8 8 8 8 8 8 8 8 8 8 Agriculture Industry  Construction Services* Retail Other
Services
etai griculture ndustry = Dec-20 B Dec-16
Construction = Services «===Qther Services

* Services referto trade, transportation, accomodation
Source: Garanti BBVA Research, BRSA



Turkey: Credit Allocation, Productivity Gainsand NPL Evolution, March 2021ﬂ

Industry and retail sector has a higher share in NPL volumes of the private

banks than of the public banks
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If NPL ratios are considered, construction sectortakes the lead in main
subsectors, whileleatheris at the top underindustry
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Sizable declinein non-metalic mineral sector NPL ratio of public banks and
clear jumps in private banks ratios in several sectors are noteworthy
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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 nsider 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 contex 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 nterest in financial
assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision ofany kind.

With regard to investment in financial assets related to economic variables this document may cowver, readers should be aware that under
no circumstances should they base their investment decisions on the information contained in this document. Those persons orentities
offering investment products to these potential investors are legally required to provide the information needed for them totake an
appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public cmmmunication,
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 authorised by BBVA.
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