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Industrial production (IP) declined by 0.8%m/m in seasonal and calendar adjusted series, while increasing
by 3.1%y/y on calendar adjusted terms, asthe base effectsfade. Quarterly changes confirmed the lossin
momentum with the average of July and August increasing very limitedly by 0.5%q/q (2.1%q/q previously).
Leadingindicatorssuch asour big data IP proxy, capacity utilization and PMI sighaled industry could remain
weak in September. Recent decelerationin consumer loan growth on the back of higher loan rates and the
capson loan growth started to affect domestic demand, evident by the 4.7% m/m contraction in retail sales
in August. Our big data indicators support this picture, signaling further slowdown in consumption as of
October. Our monthly GDP indicator nowcasts 5.7% annual GDP growth in 3Q (27%of info.) and 4.0%as of
October (23% of info.) indicating close 0.6%q/qg in 3Q and more deceleration in October. The construction
expendituresin the earthquake zone and recent recovery in commercial loans could support production in
the 4Q while the slowdown in consumer loans could diminish the domestic demand further. We expect GDP

to materialize close to 4.5%in 2023, whereas gradual interest rate hikes on top of relatively supportive fiscal
policy could lead 3.5%growth in 2024.

Weak production in August with some deceleration signal in demand

According to seasonal and calendar adjusted series, IP declined further in August on a monthly basis with -0.8%
m/m on top of 0.3% decrease recorded in July. The highest loss was observed in the production of durable
consumption goods (-3.2% m/m), followed by non-durables (-2.3% m/m) whereas decline in intermediate goods was
relatively limited with -1.1% m/m. On the other hand, due to extremely hot weather during July and August, energy
carried the activity as increasing by 2.4% m/m. On sectorialside, there was an apparent widespread decline in activty
across the manufacturing production (-1.3% m/m), except for chemicals and other transport equipment. Overall, loss
in the activity of export oriented sectors deepened further in August with -3.4% m/m (-1.4% m/m) whereas domestic
demand oriented sectors contributed to growth with 0.9% m/m increase (0.3% m/m), demonstrating the continuing
strong domestic demand. Our big data IP proxy indicator, slightincrease in capacity utilization rate (76.9% vs 75.7%
in August) and PMI (49.6 in September) signaled industrial production could remain weak in September.

Figure 1. Industrial Production Main Sub-Indices Figure 2. Sectorial Turnover Indices
(seasonal and cal. adj., 3MA QoQ, Jan 2022=100) (real, seasonal and cal. adj., Jan. 2022=100)
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The turnover indices deteriorated in Auguston monthly basis, declining by 6.2% m/m onreal terms, though increasing
by 6.3% compared to the same month in the previous year. Quarterly trends in real turnovers showed a widespread
slowdown across all sectors (Figure 2), confirming our deceleration expectation in 3Q.

On the demand side, retail sales volume contracted by 4.7% m/m for the first time since Feb23, a period marked by
the impact of the earthquake. Also, consumption goods imports contracted by 9.8% m/m in August. Our big data
consumption indicator also signaled further deceleration in September and the first 10 days of October especially on
the back of senices consumption while goods consumption remained relatively strong (Figure 3).

Despite some deceleration in the demand side, our nowcasts on expenditures side of GDP reveal that aggregate
demand is still stronger than supply but at least the gap is closing thanks to the recent policy normalization on top of
macro prudential policies. Our monthly GDP indicator nowcasts 5.7% y/y growth (with 27% of info.) in 3Q while our
demand components excluding stocks display close to 9.4 percentage point contribution, signaling continuing
depletion in stocks (Figure 4). The good news is that while consumption slows down (Figure 5), investments are
recovering (Figure 6), most likely with the help of the construction related activities after the earthquake. Last but not
least, applied macro prudential measures curbed imports to some extent while exports recovered slightly, resulting
in the negative contribution of net exports to growth to shrink (Figure 7).

Figure 3. Garanti BBVA Big Data Consumption Figure 4. Garanti BBVA Monthly GDP Indicator
(real, 28-day sum, YoY) (3-month average YoY)
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Figure 5. Garanti BBVA Monthly Consum ption Now cast
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Figure 6. Garanti BBVA Monthly Investment Now cast
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Figure 7. Garanti BBVA Monthly Net Exports Now cast
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Figure 8. Credit Growth

(13-Week average, annualized grow th rates)

120%

100%

80%

60%

40% /

20% ¢ y

0%
N AN NN NN NNNNNOOONONMmOND O N
Faaagaqgaqgqqaaqqaagqq
Q5 5> 3503299 <c 95522350
$P22232288285823233233
RERAERVLER Qe EERERYVRY

e Total Loans fx adj Consumer Commercial fx adj

Source: BRSA, Garanti BBVA Research

Our baseline remains a soft landing growth scenario

The new economic managementcontinues to target a smooth landing in the economy by gradually increasing interest
rates while loosening the ceiling on loan rates and imposing monthly growth ceilings on selected loan segments.
While we obsene the normalization in aggregate demand, the supply side remains weak. The recent reduction in
the costs of rediscount credits for exporters, recovery of commercial loans and construction expenditures in the
earthquake zone may support productioninthe last quarter. On the other hand, as a result ofthe decline in consumer
loans, the gap between production and demand may narrow further. Considering these factors together, we expect
growth to be 4.5% this year and moderate to 3.5% in 2024, on the back of gradual adjustment in monetary policy

and relatively supportive fiscal policy in the short term.
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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 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 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 processis prohibited,
except in cases whereitis legally permitted or expressly authorised by BBVA on its w ebsite www.bbvaresearch.com.
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