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Parallel to our expectations, Turkish economy grew by 9.1%y/y in 4Q21, which resulted in a full year
growth rate of 11% in 2021. The combination of strong exports and consumption resulted in a high
contribution to growth from both net exports and domestic demand. Looking ahead, based on high
frequency indicators and our big data information, GDP growth is already decelerating to almost 0% q/q
growth ratein 1Q22, which correspondsto near 6% y/y. Russia’s invasion of Ukraine and sanctions from
the US, EU and other countries are clear additional downside risks on the growth outlook, which might
deepen further depending on the duration of the conflict. We maintain our GDP growth forecast at 3.5% for
now, given the fiscal expansionary bias.

Private consumption and net exports mainly backed 2021 GDP growth

In 4Q21, domestic demand remained solid mainly due to private consumption (21.4% y/y), whereas government
consumption contracted (-0.8% y/y) in 4Q21. Therefore, the contribution from consumption reached 12.2pp (12.5pp
and -0.3pp, respectively). Investment once again subtracted from growth (-0.8% vyly, -0.2pp) despite the
continuation of support from machinery and equipment (7% y/y). On the external side, exports remained solid
(20.7% yoy), whereas imports also grew moderately by 2.6%. Thus, the contribution from net exports slowed down
to 4.2pp (vs 6.9pp in 3Q21). As aresult, a record high stock depletion was experienced with a subtraction of 7pp
from the yearly growth rate, leading to an owerall 5pp contribution from domestic demand in 4Q21. On the
production side, the main contributor remained to be the senices sector, followed by the industrial sector; whereas
construction continued to contract. For the full year, domestic demand and net exports both contributed 6.1pp and
4.9pp, respectively. On domestic demand, support from private consumption (8.9pp) was noteworthy. On the
production side, senices sector took the lead (4.9pp), followed by industry (3.3pp). In contrast, financial senices,
agriculture and construction sectors subtracted from growth (0.4pp, 0.1pp and 0.1pp, respectively).

Figure 1. Contributions to GDP Growth (pp, annual) Figure 2. BBVA Research Monthly GDP (%yoy, 3M Avg)
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1Q22 GDP growth already heading south to 6% yly

Looking ahead, leading indicators such as our high-frequency proxies, electricity production, confidence indices,
manufacturing capacity utilization and PMI signal a deceleration more clearly as of February, which is confirmed by
our monthly GDP indicator nowcasting an annual growth rate of 6.8% (35% of info) in February. If the recent trend
is assumed to be sustained in March, our GDP nowcast for 1Q22 reaches 5.9%, implying 0% qg/q growth rate.
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On the expenditure side, our demand subcomponents signal that investment remains sluggish in 1Q22 after
contracting in the previous two quarters, while consumption shows some moderation but still remains solid.
Furthermore, the contribution from net exports declines sharply on the back of weaker exports and stronger
imports. The recent uncertainty on geopolitical factors, domestic policies and expected tighter financial conditions
will affect investment demand negatively. Persistent high inflation and negative real wages will reduce the
purchasing power of households, which will eventually weigh on the private consumption on the downside, as well.
Finally, the downside risks on tourism and export revenues led by the conflict between Ukraine and Russia might
limit the expected positive contribution from net exports via direct and indirect channels. Last but not least, the
elevated wolatility in global financial markets and the rise in energy prices would deepen the expected negative
impact on economic activity. However, supportive credit growth, looser economic policies, expected easing of
supply factors in the post-pandemic period and still solid global activity could support activity. Fiscal policy will likely
be used more counter-cyclically in order to absorb negative pressures, particularly on the labor market.

Welfare effects were already negative in 2021

2021 GDP growth rate was realized as the highest level since 2011. Base effects clearly weighed on the upside
behind this positive performance with a level near 5.5pp. Howeer, if base effects are excluded, the growth rate still
remained above the potential growth rate, which we calculate currently at 3.5-4%. Despite the sharp currency
depreciation towards the end of the year, per capita income benefited from the above potential growth performance
and rose to 9,539 US$ in 2021 up from 8,597 in 2020 (figure 3). It is also important to check how the welfare is
distributed by means of the income channel. As seen in figure 4, the share of wages in gross value added (GVA)
continued to decline significantly to 30% in 2021, after experiencing a peak of 36% in 2016, while the share of net
operating surplus (net profit from capital) rose to 53% from a cyclical thorough of 47% in 2019. In sum, although
per capita income has recently increased, the improvement was not evenly distributed; instead the recent jump
benefited more the corporate sector in relative terms, as a reaction to increasing cost-push factors.
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Downside risks on growth might be balanced by countercyclical policies

Current stress and uncertainty in financial markets and their potential impact on global demand are clear downside
risks on the near term growth outlook. As confirmed by our GDP nowcast, economic activity is already decelerating,
which is in line with our current 2022 GDP growth forecast of 3.5%. Nonetheless, the expansionary bias of the
government, recent stimulus in credits and post-pandemic positive effects might absorb some of the pressures.
Depending on the duration of the current conflict, we will evaluate the overall impact on our forecast.
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Figure 5. Sectorial GDP Growth (YoY)
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Figure 7. BBVA Big Data Domestic Demand Indicators
(28-day yoy real changes)
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Figure 9. BBVA Monthly Investment Now cast (3myoy)
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Figure 6. Gross Fixed Capital Formation (YoY)
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Figure 8. BBVA Monthly Consum ption Now cast
(3m yoy)
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Figure 10. BBVA Monthly Net Exports Now cast (cont. pp)

Dec: 4.2%
Jan: 1.8%

"""""" Garanti-BBVA Net Exp.Co ,,r"' (Monthly)
o Net Exp. Contribution

o Net Exp. Contribution Nowcast

222923298888 8438§ 4
€S 53 8 S 538 S 538 <5308 ¢
S <" 08<"08S<>"08I">0 S8

Source: Garanti BBVAResearch, GBTRXGDPY and GBTRMGDPY in
Bloomberg



B BVA Creating Opportunities

Research

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 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 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 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 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 w here it is legally permitted or expressly authorised by BBVA.
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