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Industrial production (IP) increased by 1.6% m/m in seasonal and calendar adjusted series, resulting in the
2.3% g/q acceleration of activity in 2Q (vs. 0.5% g/q in 1Q). The strong quarterly trend in turnover indices
indicated that services, construction and trade sectors would remain supportive in 2Q. Despite the rapid
supply-side recovery in the 2Q, retail sales, our big data consumption indicators and strong consumption
goods imports revealed that the aggregate demand, especially driven by the private consumption, was
stronger. Our monthly GDP indicator nowcasts an annual growth of 4.3%for 2Q with 100% of information,
signaling close to 3% q/q (vs. 0.3% in 1Q), while only pointing out slight deceleration in 3Q so far since it
now casts 5.8% (27% of info.) and 5.7% (23% of info) growth for July and August, respectively. Despite the
macro prudential measures taken by the CBRT and government on top of very gradual monetary policy
normalization, they have not yet ensured the rebalancing of the output gap in the 3Q. We expect GDP growth
to be 4.5% in 2023 thanks to the strong growth patternin 1H23, especially considering the soft landing
scenario that will keep the growth outlook strong until the local electionsin March.

Aggregate demand on private consumption remained stronger than supply

In seasonal and calendar adjusted series, IP in June increased by 1.6% on a monthly basis, supported by all sub-
indices except energy (Figure 1). The monthly acceleration in intermediate (2.2%) and consumer goods productions
(1.8%) on the nondurable consumer goods production (2.4%) was quite evident, while capital (1.1%) and energy
goods productions (0%) geared down compared to previous month. On the other hand, the production of durable
goods contracted by -1.1% m/m mainly due to the contraction in furniture (-2.3% m/m). On the sectorial side, the
significant increase in the production of basic metals and other non-metallic mineral products signaled the
reconstruction activities in the quake regions, whereas the strong acceleration in computer-electronics and optics, as
one of the export-oriented sectors, was due to the rapid depreciation of the exchange rate in June.

Figure 1. Industrial Production Main Sub-Indices Figure 2. Sectorial Turnover Indices
(seasonal and cal. adj., Jan 2022=100) (real, seasonal and cal. adj., Jan 2022=100)
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The 2.3% g/q acceleration of activity in 2Q showed that the devastating impact of the quakes in 1Q (0.5% g/q in
1Q23 vs. 2% g/q in 4Q22) rapidly recovered thanks to the support provided to the quake regions and robust domestic
demand on loose policies. Despite the broad-based recovery in subcomponents compared to 1Q, the main driver of
the strong economic activity in quarterly trend remained as the production of capital goods (6.8% g/q vs. 2.7% g/q in
1Q) mainly due to the robust investments in machinery and equipment, and construction. On the sectorial basis,
manufacturing of other transport equipment and tobacco production sped up in 2Q, while the production of export-
oriented sectors such as computer-electronics and optics, leather and related products contracted due to low foreign
demand and the real exchange rate appreciation. Obsening the recent trend in other sectors, seasonal and calendar
adjusted turnover indices in real terms indicate the sharp increase in industry while there was a slight decline in
construction and senvices in June. Howeer, quarterly trends remained strong in all sectors (construction 8.9% g/q,
industry 4.8%, senices 4.4% and trade 3.5%), signaling that non-industry sectors would maintain strong contribution
to economic activty in 2Q (Figure 2).

Despite the recovery in supply side in 2Q, aggregate demand especially led by private consumption remained
stronger mainly caused by high loan growth, real appreciation in currency and high inflation expectations. This is also
confirmed by retail sales which increased by 5.2% g/q in 2Q (6.9% g/q prev.), strong consumption goods import and
our big data total consumption indicator. Another striking fact is that the quarterly acceleration in consumer goods
production remained very limited (1% g/q vs. 0.8% g/q in 1Q), whereas imports of consumer goods followed an
increasing trend (Figure 3) mostly supported by passenger cars.

Figure 3. Consum ptions Goods Production vs Imports Figure 4. Garanti BBVA Monthly GDP Indicator
(real, seasonal and cal. adj., Jan 2022=100) (3-month average YoY)
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Given data for 2Q23, our monthly GDP indicator pointed to an annual growth of 4.3% with %100 of information,
meaning a strong acceleration around 3% g/q in 2Q. Considering the negative impact of the bridge day in June, the
acceleration could be stronger than our calculation. On the other hand, the leading indicators give mixed signals for
3Q23. Electricity production increasing by 6.2% as of early August, including the effect of extremely hot season, and
capacity utilization rate slightly rising to 76.9% in July from 76.6% point while it mostly represents June. On the other
hand, manufacturing PMI in July fell to 49.9 (below 50 threshold) in July from 51.4 in June, contracting slightly after
growing for six straight months as inflationary pressures halted increase in new orders and output. Also, our big data
IP proxy indicator signaled clear deceleration in industrial production (Figure 6). Our nowcasting models pointed to
5.8% annual growth for July and 5.7% for the first 10 days of August. Even if we exclude the positive calendar impact
in 3Q, the activity remains strong despite the some slowdown.
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While monetary policy tightening remained very gradual, the economy management implemented macro prudential
policies to rebalance the output gap, especially to contain the high demand and therefore the imports. On top of the
limitations on loan growth and some upward adjustment in loan rates (Figure 5-6), the risk weights of retail loans in
the capital adequacy ratio have been increased. Though there has been a recent loss of momentum in loan growth,
our big data on total consumption and high levels in real growth of credit card expenditures (Figure 7-8) indicate that
domestic demand is still stronger than supply, led by private consumption. This trend is also confirmed by preliminary
July foreign trade data indicating that imports remained robust. Since the adjustment in economic policies is very
gradual to achieve smooth landing, the pressure on currency and inflation outlook will remain alive due to the upside
risk on the current account deficit. Hence, the government signals further policy steps to support rebalancing of the
economy. For example, the import duty was increased to smooth out the strong gold imports. Similar policy steps
are expected to be made in the coming months for automotive, textile and clothing imports.

Figure 6. Credit Grow th
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Soft landing with more sustainable growth composition should be ensured

Pre-election fiscal policies on top of recovery efforts in quake region and the loose monetary policy led to the rapid
recovery in economic activity in the 2Q. The new economy management aims to balance inflation and the current
account deficit while achieving soft landing. Hence, the normalization in monetary policy remains very gradual while
macro prudential policies are introduced to support the rebalancing. Basedon the leading and our big dataindicators,
we obsernve that despite some slowdown, activity remains strong in 3Q so far. Considering the soft landing goal and
the solid performance in the first half, we expect GDP to grow 4.5 % in 2023. We maintain our view that the adjustment
in activity might be more clearly obsenved after the local elections and GDP growth might decelerate to 2% in 2024.
On the other hand, the aggregate demand especially led by private consumption remains robust, keeping upward
pressures on exchange rates, inflation and current account deficit. Therefore, economic policies to ensure more
sustainable growth composition in favor of net exports, would be highly critical in the coming period.
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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 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 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 processis prohibited,
exceptin cases w hereitis legally permitted or expressly authorised by BBVA on its w ebsite www.bbvaresearch.com.
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