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Industrial production deteriorated sharply in February contracting by 6.0% m/m on seasonal and calendar
adjusted series, contrary to market consensus (+2% m/m exp.). In addition, the turnover indices and retail
salesfell sharply in February by 5.1% m/m and 6.5% m/m respectively, also confirming the disrupting impact
of the quakes on the economy. Despite the negative impact of the quakes, leading indicators and our big
data indicators suggest a rapid recovery in activity outlook in the post-quakes period. Our nowcasting
modelssignal around 4%of GDP growth in 1Q23, higher than our initial forecast, while domestic demand
remained strong supported mainly by private consumption. The recovery efforts in the quake region and
expansionary policieswill support activity until the election. Downside revisionson activity are possible
once the data of the quake region could be incorporated. Keeping the possibility of such revision in mind,
taking into account current momentum stronger than our expectation and assuming gradual policy
normalizationin post-election period, we expect GDP to grow 3%in 2023 but risksremain on the upside.

Loss in activity higher than expected but recovery in March could be faster

Industrial production in February reflected the disrupting impact of the quakes on the activity contracting by 6.0%
m/m in seasonal and calendar adj. series, after making a strong start to the year with 2% m/m in January. All
subcategories contracted with intermediate goods (with the highest weight in headline index) showing the steepest
deterioration with -9.3% m/m, followed by consumption goods (-4.8% m/m), capital goods (-2.8% m/m) and energy
(-2.3% m/m). While the manufacturing sector production declined by -6.6% m/m, textiles (-11.9% m/m), non-metallic
minerals (-12.6% m/m) and basic metals (-13.8% m/m), heavily affected from the quake region, displayed the highest
negative contribution (-2.6pp) to industrial production.

Sharp monthly decline caused the slowdown in quarterly trends with activity growing by 0.9% g/q (1.9% g/q in 4Q22)
as of Feb23. Capital goods showed the highest increase with 4.0% g/q, followed by consumption goods (1% g/q) and
intermediate goods (0.8% q/q). Energy production, on the other hand, continued to decline on quarterly trends by
2.7% g/q, though improving compared to previous quarter (-3.5% g/q in 4Q22).

Figure 1. Garanti BBVA Monthly GDP Indicator* Figure 2. Garanti BBVA Weekly GDP Indicator
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average of different model results synthesizing high-frequency indicators to
proxy monthly GDP (GBTRGDPY Index in BBG)
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Sharp declinein activity came as a surprise, considering that the leading indicators in February showed a very limited
deterioration despite the negative impact of the quakes. Looking ahead, data realizations for March signal a rapid
recovery in activity and the negative impact of the quakes seems to have been compensated. Manufacturing PMI in
March increased significantly with 50.9 compared to previous quarter of 46.7 (vs. 50.1 in Jan23), while easingin
contractionin electricity production was observed (-3.9% y/y in April vs. -15.2% y/y prev.). On the other hand, capacity
utilization rate (CUR) for March decreased by 1.5pp to 74.2% below the critical level of 75%, however it should be
noted that March CUR data also include the impact of February. Our big data indicator (Figure 3-4) also signaled
faster recovery in industrial production and consumption in March and the first half of April. Preliminary trade figures
on March showed that exports returned to pre-crisis period in the quake region especially in the less affected side.

Our nowcasting modelsindicate thatthe GDP growth could be around 4% in the 1Q higherthan our initial expectation.
April nowcast displayed some deceleration which should be carefully evaluated as it includes February and March
data. Also, our weekly GDP indicator (Figure-2) displayed that activity has decelerated until mid-February but been
on an increasing path thereafter. On the expenditure side, domestic demand remained strong on the back of private
consumption while the contribution of investment was weak. However, negative contribution of exports remained
stable as exports recovered slightly but imports maintained high growth stemming from the real appreciation in
exchange rate and the strong increase in consumer loans. Last but not least, aggregate demand remained higher
than aggregate supply, an indication of further depletion in inventories.

Figure 3. Garanti BBVA Big Data Consum ption Figure 4. Card Consum ption & Garanti BBVA IP Proxy
Indicators (28-day sum, adj. by CPl, YoY) (w eekly, yoy, real)
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Upside risks on growth but post-election policy choice would be determinant factor

Despite the negative impact of quakes on activity in February, both leading indicators and our big data signaled faster
recovery than expected in March. Secondly, expansionary fiscal and monetary policy would continue to support
activity until the election. More regulations were implemented to maintain current policy framework, while also raising
concerns over the financial stability. Hence, we still believe that the best strategy in post-election period is to
normalize policies more gradually in terms of policy rate and regulations. We keep our GDP growth forecast at 3%
for 2023 while noting that risks are on the upside.

Turkey Activity Pulse / April 2023 2



BBVA

Research

Figure 5. Garanti BBVA Big Data Investment Indicators
(28-day sum, adjusted by PPl, YoY)
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Figure 7. Garanti BBVA Monthly Consum ption Now cast
(3m yoy)
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Source: Garanti BBVA Research, GBTRGDPC Index in Bloomberg

Figure 9. Garanti BBVA Monthly Net Exports Now cast
(contribution, pp)
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Figure 6. Garanti BBVA Private Demand Now cast
Indicators (contribution, pp)
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Figure 8. Garanti BBVA Monthly Investment Now cast
(3m yoy)
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Figure 10. Consum ption Activity in Quakes Region
(1 Feb=100, Garanti BBVA Cards)
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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
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,
except in cases w hereitis legally permitted or expressly authorised by BBVA on its w ebsite w ww.bbvaresearch.com.
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