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Economic Growth (Production) TACIRLER

INVESTMENT
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PMI continues to imply contraction in Manufacturing IP Manufacturing Industry's demand for input has been declining
60 ——PMI(3MMA) 3% 60% E:ergy.an.d golcfi exﬂudedd intermiQi?‘rygoods:ave been %25

—— Manufacturing IP 3MMA, m/m chg, rhs ., the main input for the industry, which is on a sharp
glP( 9. hs) 2% 0% jeceleration since 2Q18 %20
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PMI has been oscillating way below 50 1% 0% %0
threshold since April 2018, indicating e -10% %5
45 contraction in the manufacturing -20% ) ) °
industry. In addition, the current levels -2% -30% nergy &Gold excl. Intermediary goods imports (chg, y/y) -%10
are the lowest recorded since 2009. -40% e Industrial Production (unadjusted, annual chg, rhs) -%15
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IP Diffusion Index signals that the weakness is spreading amongst sectors Export orders partly offset weaker domestic side
60% We calculated the diffusion index as the percentage of the number of sub-sectors, which 80%
recorded m/m decreases. There are 24 sub-sectors under the manufacturing industry. o Domestic market orders Export orders
559% 60%
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* Orders data shows the difference between the percentage of “positive "responses and percentage of “negative
"responses for domestic and export orders performance in the last three months.

Source: Turkstat, CBT, ISO/Markit, Tacirler Investment
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Economic Growth (Investment) TACIRLER

INVESTMENT

An important indicator on investments pursues its downtrend Lower CUR is another confirmation of a weak investment tendency
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The composite indicator* indicated deepening contraction The contraction in investments has just started
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— The composite indicator for investments
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Composite Indicator: capital goods . 0%
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Source: Turkstat, CBT, Tacirler Investment
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Economic Growth (Consumption) TACIRLER

INVESTMENT

The loan growth seems to bottom out The credit impulse implies contraction in private sector consumption in 4Q18
25%

0, O,
Total loans 22% e Private Consumption y/y Growth 6%

20% Commercial loans 18% e Credit Impulse* (rhs) 5%
Consumer loans
15% Avg. total loan growth (2013-17) 14%

4%

10% 10% 3%
0,
5% 6% 2%
0%
2% 1%
-5% (13wMA growth, annualized, FX adjusted)
-2% 0%
-10% The trend loan growth seems hitting the bottom. The 6% 19
15% extent of the expected revival from now on will be o il
influential on the growth trend especially in 2H19. -10% 2%
-20% * net change in consumer lending as % of GDP -- the correlation between
- ~ ~ 8 2 8 2 ﬁ £ % (‘Tr,' § ¢'7) 8 Q 3 @ S consumption and credit impulse implies four-to-six month lag.
Consumer Confidence Index stands at record low levels The composite indicator signals a contraction in 4Q18 private consumption
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-5%
A S B S B S T B B S S S B R S B R R A A R T T I S~ - I
5 3 5 5 9 8 5 505 5533 55 85 %8 5 5 s &gge9289888888898388¢888¢
= - z < < [a s n = = (@] w - = > I [a < %) = ~ ~ ~ < < <

Source: Turkstat, CBT, BRSA, Tacirler Investment
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Economic Growth TACIRLER

INVESTMENT

We maintain our 2019 GDP growth estimate at 1.5% The main catalysts for the growth will be «net exports» performance in 2019

4%
10% A m 2017 2018F m2019F
7,8% \ 3%
8% CAGR Growth 74%
2%
6o (2002-17 average growth)
0 [ - [ 1%
o)
2,8%
2% 1,5% -1%
° Private Consumption Public Consumption Investment Net exports
2002-06 2007-11 2012-16 2017 2018 2019

Tighter financial conditions to weigh on growth dynamics Economic growth is mostly dependent on capital flows

40

15% = GDP growth 10%
(%, 13wMA) ———TL commercial loan rates 29 Financial Account / GDP
= T| consumer loan rates 24 10% 8%
30 ——WACF (rhs) 5%
19 6%
20 0%
4%
\/—/\ 14 -5%
10 10% Tighter glgbal liquidity conditions undermined the extent 2%
9 of the capital flows and thus reduce the growth pace. For
15% 2019, relatively better outlook could be awaited. 0%
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Source: Turkstat, CBT, Tacirler Investment
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TACIRLER

Employment INVESTMENT

The worsening in unemployment rate continues As the capacity utilization falls, the unemployment starts to follow it
18% - 24100, - Employment (seasonally adjusted, 000) T 6.000 85% 8%
e Unemployment Rate
23100, N cul 80% 9%
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Changes in employment sector take place with a lag Expectations for # of unemployed indicates palpable deterioration
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Source: Turkstat, CBT,Tacirler Investment
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Price Dynamics (I)
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Annual inflation will remain elevated until end-2Q19 Our 2019 CPI rise estimate stands at 16.3%

29% 2 Pass through coming from weak economic activity has
—CPI The recent SCT rise on tobacco products (Pps) = 2017 already taken its place on inflation figures.

259% Core-C yvill b_e influential on the course qf thg 20 Elimination of the negative FX pass through impact in the
inflation throughout 2019. Yet it is still W 2018 coming months together with the more stable outlook in
unknown to what extent the adjustment 16 TL will also help inflation to moderate.

21% N TR would be reflected into end-prices. (Our m 2019 Supportive oil price environment and stable TRY will keep

"""" \g house estimate incorporates tobacco 12 the energy prices restrained.
17% '-,. price hikes to fully reflect tax adjustments Food prices will continue to be the main drag albeit at a
Tacirler ) &1 in 2Q19). 8 lower degree compared to 2018. The structural problems
. Y S . will keep the volatility in unprocessed food segment high.
13% estimates BSe However, starting from 3Q, we expect to The processed food side, which is more elastic to the weak
‘:' fgzsatzhséf’n'emeﬁz‘;in;egfn'n\/\?:;fefore It 4 economic activity, might act more favorable to CPL
9% t. economic activity stat?le T'L and I I .I. [ _ Two episodesAOf different base impacts will be the case in
® ® © ® W W g 9 A 9 9 D supportive energ)'/ orices are main causes 0 - 2019. 1H19 will be under the pressure of unfavorable base
c £ X 5 4 2 ¢ £ = 5 a 3 for the improvement in CPL CPI  Core-I Food Energy AB&T* Gold impact, but the favorable baise will help cutting the annual
kS & 2 g & = & 2 g B P inflation by 300-500bps during 2H19.
=z = w o z =z = vz * AB&T: Alcholic Beverages and Tobacco Y P 9

FX pass-through carries annual inflation to its highest in recent years Inflation Diffusion Index reveals a broad based inflationary pressure

430 100% -

= Import price Index (USD-based) mm Basket / TL (annual, %) L 26% 10
370 = Import price Index (TL-based) 80% - Core-C (annual, 3m lag, rhs) L 229 0,9
310 60% 18% 08
250 40% 14% 07
190 20% 10% I
130 0% | 6% 0,6
70 -20% - L 2% 0,5

S 9 2 89 0% 8 8NN 8858839 0NMInen g $ 3 3 8 5 5 8 & 3 4 o 4 3 5 3 23 95 5 33

Source: TURKSTAT,CBT, Bloomberg, Tacirler Investment
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TACIRLER

Price Dynamics (ll) INVESTMENT

We expect food inflation to retreat in 2019 albeit remaining high at 17% We expect the energy prices to be supportive throughout 2019

Unprocessed food (lhs) We expect the food inflation to ease 35% The currency shock together with rising

40% Processed food towards 17% in 2019 down from 20.3% in 30% (:::;2?’;‘2:;—:) global oil prices fed the energy inflation

0% (annual change) 2018. We believe most of the |mprovement . significantly, while y/y rise in energy prices
would stem from the processed food side, had skyrocketed to 29.5% as of September.

205 which will be under pressure of weaker 20% But starting from October, global oil prices
domestic demand. However, strong tourism 15%

have witnessed a sharp decline. Moreover,
TL appreciated 21% in real terms during the
same period. Our base scenario incorporates
lower average oil prices and stable TL

10% sector will continue to weigh on the food
inflation, which poses an upward risk on our

estimate. On the unprocessed food prices, we

10%

5%
0%

. .o . 10/
expect the high volatility to continue. Note 0% throughout 2019. Under these
-10% that our 2019 food inflation estimate stands -5% circumstances, we expect energy inflation
8885832223332 353823 i Al i @S callE S ILRL88855503838333
O conservative compared to the s estimate B N to be at around 12% this year.
S Zwuw g S SS>SLOozwnw A<= 0 at 13%. S <TO0usSsSgOo>SS0~"<<gzuwe S5 un0

The services inflation is likely to remain high due to stickiness in prices Further improvement should be awaited in core goods inflation

16% Pricing behavior and inertia are very critical 40% . Key determinants of core goods prices are
15% for the course of the services sector inflation. 35% Core goods prices the course of TL and economic activity. These
14% Services prices The FX pass-through has a limited direct impact (annual change)

(annual change) 30%

two components ignited a sharp increase in core
goods prices starting from the beginning of
2017. However, the weak economic activity in
1H19 and rather stable TL will stage material

13%
12%
11%

on the services side, given that services lack the
pressure from international competitiveness and
thus is rather closed in nature. Inertia finds its

25%
20%

. . . 15% . . .

10% way by backward indexation, given that the improvement from very high levels in 2018. The
9% services sector is labor-intensive and the wage 10% VAT ad SCT cuts on several sectors also played
8% contracts are critical on general pricing levels. 5%

an important role in the very recent

7% The pricing behavior has deteriorated notably 0% improvement. However, the resumption of taxes
TESSgER SRR n S a2 322 which can be detected by the course of the R ol i B B Rl R in 2Q19 Id add t ds pri
§538835%2855555353858%9% : . y E L e LT G L L oL e L by In2QI9wouldadd tocore goods prices.
SLTO0wsI0ESw S LT 203 I 0 services sector prices. SLZzzAr0w"<2z25025320

Source: TURKSTAT,CBT, Tacirler Investment
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TACIRLER

Fiscal Dynamics (I) INVESTMENT

Central government budget deficit to GDP hovers around 2% of GDP Weakness in consumption will weigh on the revenue generation in 2019

2% 3% = PS _Treasury and Finance Ministry definition 22%
e PS _IMF definition

Private consumption growth (y/y, 12MMA) 63%

Primary balance / GDP 17% Consumption taxes in total tax revenues (12MMA, rhs) 62%
1% 2%
61%
0,

12% 60%

0% 1% S
7% o 59%
58%

1% 2%

0%

/ e 57%
The dotted line shows our 56%

The IMF- defined primary balance

calculation for 2018 eliminates the -3%

2% ] -1% revenue generation from zone quarterly growth forecasts
Primary Balance / GDP amnesty and the paid military -8% 55%
———Budget Balance / GDP o service schemes. 5 8 8 2 8 & & ¥ 22 3% ¥ 4 2 535 5 3 2 2
-3% 2% U L £ & a £ 6L =2 Z £ v a = a £ 5 = U
= 2 3 % 8 g2 &3 ¢ TE8333 338905594 8 2 €8 8§22 232 24882 ¢80 % 33
& & 4 & & & & & S 3 € £ &8 3 5 § 2 &8 % 3 98
Public balance is expected to improve to 1.6% in 2019 from 2.7% Rise in interest expenditures is limiting the maneuver capability
2% *According to the New Economic Program 70%
1% I . . 60% — Interest expenditures
0% - l . . . . 50% Non-interest expenditures (y/y change)
-1% 40%
-2% JPPT) 4 30%
_20, Lunnt et
3% 20%
-4%
10%
-5% .
6% 0%
™~ [} o)} o — o~ ) < L ©0 ~ 0 o) o i -10%
o o o — — — — — — — — — — o~ [a\]
o o o o o o o o o o o o o o o
N N N o~ ~N N N o~ o~ N N N o~ ~N N _20%
. 5 8 8 8 g § @ & 8 8 5§ 8 &
B Central Government Budget Balance B Other Public 3 8 3 s b by 3 b s s 3 b 2
N N o o N N N N N [gV] o N g
Source: Ministry of Finance, TURKSTAT, Tacirler Investment
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TACIRLER

Fiscal Dynamics (spending) INVESTMENT
Rising interest spending limits the maneuver capacity of the budget

*According to the New Economic Program Nominal Real
2018 2019 chg. chg. *
Central Government Budget Expenditures 830.4 961.0 15.7% -0.5%

Non-interest expenditures 756.5 843.7 11.5% -4.1% In real terms, the central government budget spending are expected to remain unchanged
Personnel expenditures 200.9 247.3 23.1% 5.9% according to the government'’s targets. Recall that the government announced fiscal measures for
Social Security Premiums 344 434 26.2% 8.5% 2019 including TL60bn of cost-cutting measures and TL16bn of additional revenue generation
Goods and Services 71.7 67.6 -5.8% -19.0%

o) ()
Eurr.enlt tra nsfj'rs 3828361 3913 2318.11f> 4618{)’ As per the non-interest expenditures, the expected real change is negative at 4.1% mainly on the
ap!ta expenditures ’ >44 o f’ -46. f’ back of the cut projected at the capital expenditures to the tune of above TL30bn which
C.ap'.tf'"l transfers 167 10.0 -40.0% -48.4% corresponds to 47% real decrease. In addition, the capital transfers are also expected to fall by a
Liability 217 217 0.4% -13.7% significant 49% in real terms. The government has underlined before that there will be TL31bn of
Reserve Appropriations 0.0 7.9 - - saving from the investments spending, Another cost-cutting item was in regards to «goods and

Interest Expenditures 74.0 117.3 58.6% 36.4% services>» spending, which will be reduced by TL4.1bn implying 19% real drop.

(as % of GDP)

Central. Government Budget Expenditures 23.4% 23.0% - - The three major spending items that will exhibit real increases will be «personnel», «social security

Non-interest expenditures 21.3% 20.2% - - premiums» and the «current transfers». The prevailing incentives for the employment for 2019 will keep
Personnel expenditures 5.7% 5.9% - - the non-interest expenditures side busy. There were bonus payments to the pensioners last year ahead of
Social Security Premiums 1.0% 1.0% _ _ the two religious holidays in 2018 and back then it was announced that these bonus payments were to
Good d Servi 20% 16% prevail in the coming years. If no amendment is to take place on that front, this will also add further

0ods and >ervices L0 07 . ) pressure on the personnel expenditures this year.
Current transfers 9.1% 9.4% - -
. . [o) o) - -
Cap!tal expenditures 2'50/0 13? The highest increase among the spending items is seen on the interest expenditures as a result of
Capital transfers 0.5% 0.2% - - significantly elevated cost of borrowing. Accordingly, the interest expenditures are expected to
Liability 0.6% 0.5% - - portray 36.5% of a real increase in 2019. Higher interest expenditures obviously limit the maneuver
Reserve Appropriations 0.0% 0.2% - - capacity of the budget.
Interest Expenditures 2.1% 2.8% - -

* Our house estimate for annual CPIl at 16.3% was incorporated for real change calculation.
* Our house estimates for nominal GDP is at TL3.6trl for 2018 and TL4.2trl for 2019.

Source: Treasury and Finance Ministry, Tacirler Investment
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TACIRLER

Fiscal Dynamics (revenues) INVESTMENT
Weak economic activity and lack of one-off items will weigh on revenue performance

*According to the New Economic Program Nominal Real
2018 2019 chg. chg. * Income tax: The only meaningful revenue rise expectations has found a place in income tax,
Central Government Budget Revenues 757.8 880.0 16.1% -0.2% which is expected to post a real increase of 6.3%. Amid weak activity environment, we believe
Tax Revenues 631.0 756.5 19.9% 3.1% that such an increase would imply the fight with the unregistered economy will gain pace that
Income Tax 139.0 171.9 23.7% 6.3% would add to the revenue generation.
Corporate Tax 78.7 74.2 -5.7% -18.9%
VAT on Imports 1221 165.8 35.8% 16.7% \
Special Consumption Tax 133.9 162.6 21.4% 4.4%
Domestic VAT 56.4 70.7 25.5% 7.9%
Motor Vehicle Tax 12.8 16.0 24.6% 7.1%
[o) O,
2::;p tax i;; 5(7); Zg;: 1505(12) Consumption taxes:. The share of .indirect taxes in total stands signiﬁcantly high at 65%. Given that the
Banking Insuarance Transaction Tax 18 19.0 459% 102% economic Iandsc§pe is very influential on the perjformance of the indirect taxes, 2019 would not pose a
’ ’ ) ) prospective year in terms of tax revenue generation. Domestic VAT and SCT taxes consist 50% of the
Others 313 278 -11.3% ~23.7% indirect tax revenues generation. And in 2019, in real terms, a weak performance is expected by the
Non-tax revenues 1268 1235 ~2.6% -16.3% government despite higher than consensus GDP growth estimate. In the New Economic Program, the
(as % of GDP) government has announced that there will be a tax adjustment with an updated intensified product list.
Central Government Budget Revenues 21.3% 21.0% - - Despite this fact, the revenues performance is projected to be weak. Last but not least, although the
Tax Revenues 17.8% 18.1% - - contraction in imports due to weaker economic activity is expected to continue in 2019, 16.7% of a real
Income Tax 3.9% 4.1% - - increase in VAT on imports can be attributable to higher Basket/TL parity.
Corporate Tax 2.2% 1.8%
VAT on Imports 3.4% 4.0% - -
Special Consumption Tax 3.8% 3.9% - -
Corporate Tax 1.6% 1.7% i} _ Lack of one-off revenue generation: The budget has been benefiting largely from the one-off
Domestic VAT 0.4% 0.4% ) ) revenues generation such as restructuring scheme of taxes and other state receivables, zone
Fees 0.6% 0.7% i i amnesty as well as paid military service program. Throughout 2013, the revenue generatiqn from
these items amounted to TL50bn (c.a.6.5% of budget revenues) Given that Treasury and Finance
Stamp tax 0.5% 0.5% - - Minister Albayrak made it clear that there will be no further restructuring scheme for taxes, social
Banking Insuarance Transaction Tax 0.5% 0.5% - - security or any other kind of debts in the coming period, temporary sources to feed the budget
Others 0.9% 0.7% revenues will not be the case this time.
Non-tax revenues 3.6% 3.0% - -

* Our house estimate for annual CPI at 16.3% was incorporated for real change calculation.

* Qur house estimates for nominal GDP is at TL3.6trl for 2018 and TL4.2trl for 2019.
Source: Treasury and Finance Ministry, Tacirler Investment
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TACIRLER

Debt Service (Domestic) INVESTMENT

Treasury's Domestic Debt Service (TL bn) * The Treasury has been giving signals of a different domestic
borrowing strategy since November. If the cash accounts are strong,
60 m 2017 2018 m 2019 the Treasury cancels some of the auctions previously scheduled or tap
50 " >0 the markets at much lower amounts than projected. In addition,
diversification of the instruments is prioritized as FX-based debt
40 36 35 33 3 37 34 instruments make the agenda currently. The Treasury very recently
30 25 held EUR-denominated bonds and lease certificates .
20 18 2 21 * Moreover the borrowing schedule of the Treasury released in January
showed that rather than fixed coupon bonds, the floating and CPI-
10 . linker bonds are preferred. In addition, 10y fixed coupon bond does
0 not find place in 1Q19 strategy.
1Q 2Q 3Q 4Q * The Treasury’s cash accounts as of mid-January is quite strong thanks
to the earlier than expected profit transfer from the CBT as well as two
Treasury’s Monthly Domestic Debt Serv. Treasury's cash account at CBT Eurobond issuances. The profit transfer from the CBT was quite
massive to the tune of TL37bn, which strengthened the cash accounts
28 (TLbn) 70 (USD bn) to TL64.4nm in January 18. Since then it has eased to TL47bn.
24 60 » Treasury's domestic debt services amount will increase by TL41bn in
20 “ 2019. In the first quarter of 2019, the debt services will be higher at
16 >0 around TL10bn compared to the same period of last year and 50% of
40 will be held in February. The highest domestic debt service of the year
12 is slated for the last quarter to the tune of TL50bn.
8 %0 * The highest monthly domestic debt redemptions throughout the year
4 I I 20 are slated for February and December to the tune of TL23bn and
0 | I TL25bn respectively. According to the very recently released 1Q19
Q9 9 9 9 9 9 9 g 9 9 A 10 o o ® o o o w® o w e o borrowing strategy, the Treasury plans to borrow TL35bn from the
5 % EE s fg s 3 <_'9(,‘ 5 5 g T LY L LIOYLEY R markets in 1Q19 in order to meet its market redemption of TL34.5bn
2L s <2 - 2 & o0 a8 =

implying a market rollover ratio close to 100%.

Source:CBT, Treasury, Tacirler Investment
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TACIRLER

Debt Service (External) INVESTMENT

External Debt Payments (private sector, USD bn) * The total external debt payment of public and private sector during
10 1Q19 will be USD18.3bn, of which USD4.5bn belong to the public.
M Financials ® Non-financials
8 14
6 12 » There is a higher amount of external debt payment to the tune of
11 USD20.9bn in 2Q19. 93% of this external debt payments in 2Q19
4 17 22 20 belongs to the private sector. The banking sector’'s payments will be
o 68 cs USD14.8bn of the total USD19.5bn of private sector debt.
51 24 13 0,9
2 38 2 33 34
0 L4 Ho 2 + So far, the Treasury borrowed USD3.4bn from the international
o o o o o ) o o o o ) markets via double Eurobond auctions. Accordingly, first USD-
5 2 «g § g E E] g § g 3 denominated bond (maturing 2029) raised USD2bn, which was
followed by EUR-denominated bond issuance (maturing at 2025) to
External Debt Payments (public + private, USD bn) the tune of EUR1.25bn. We believe that another issuance
throughout 1Q19 could be the case if the global financial markets
10 provides a favorable outlook.
I Public I Private  cceeeeee monthly average
8
6 N omm B * The Treasury projects to tap the international markets to the tune of
' USD8bn this year. Last year, the foreign borrowing projection was at
4 o USD6.5bn though the Treasury borrowed USD7.7bn through the
55 6.2 56 ’ 3,0 Eurobond issuance, while the excess part was used in order to
5 EX 38 38 32 reduce the domestic borrowing need. We believe the amount of
' 19 external borrowing might also change this year, depending on the
0 W, 04 04 0 0.8 o7 0 cost and availability of financing in international markets as well as
2 2 2 2 2 2 ki a 2 3 = conditions in domestic borrowing markets.
c o 5 = > c = =) Q B >
& K g 2 g 3 = E v O 2

Source:CBT, Treasury, Tacirler Investment
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External Demand TACIRLER

INVESTMENT

We expect exports to rise 6% yly this year with some downside risks We expect CAD to narrow to USD16.7bn (2.3% of GDP) in 2019

20% = Export volume index 31% 135 0% Th . . hat back CAD

Export-weighted global growth index (rhs) 2 g9, 190 1% e main assumptions that back our

15% ' 125 -l estimate are as follows:

2,7% 170 2% CAD -- Tacirler forecast +  Weaker economic activity will continue to

550 115 150 3% weigh on imports, which we expect it to
10% ' w270 remain almost unchanged in 2019.

23% 105 130 4% + Tourism sector performance will be

59 919% 110 oy stronger, while we incorporate 20%

' 95 ° increase for gross tourism revenues (Please
% 90 -69 see Box 2 on page 21 for further details).

0%  The export weighted global growth index depicts a 1.9% 6% . E . ptgb'" f |2 . | t) |
supportive exyort outlook for Turkey. Yet, the 17% 85 REER (CPI based, 12MMA) 70 7% nergy import bill wou re.mal.n relatively
tumbling global growth paves the way for downward ™ ' low thanks to lower global oil prices (Please

.5, fevisions and hence, weighs on Turkey's export. 15% 75 Exports (04xUSD + 0.6xEUR annual, rhs 50 -8% see Box 1 on page 20 for further details).

4 9 9 3 5 98 5 % & T 8 ¥ g9 o ¥ 9 %9 ™ A 8] © ™~ ® 2 * Normalization in gold trade will also cap
& 8§ 8 8§ R & & g 8 S £ 8 & 8 8 g g & & & & & & & further pressure on imports.
Almost 25% of CAD ease since May stemmed from gold trade normalization The consumption goods imports volume index depicted the sharpest decline
10 5% 180
(annual)
(imports volume index, WDSA, 3MMA)
4% 160
140
3%
120
2%
100
15 Net Gold Trade (USD bn, lhs) 1% ——Imports = Capital goods
Gold imports / Total imports 80 ———Intermediate goods Consumption goods
-20 0% 60
4 2 9 9 ¢ 2 5 3 2 2 2 &5 53 2 R I A A - - T
c = e} o = - > o) c c (1) o o o > ! & v ! ! ! ! 1 - v A ! ! ' ! & ' o ' &L | !
s 5 & &5 2 S 2 8 2 % 2 2 8 2 2 5225228882282 82235858¢%8%73¢

Source: CBT, World Bank, TURKSTAT, IMF, Tacirler Investment
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TACIRLER

External Financing INVESTMENT

Corporate sector LT external debt ratio in annual terms is close to 100% The amount of capital flows has been weakening since 2018
95
700% (annual, USD bn)
600% — Financial Sector 75
Non-financial Sector 55
500%
400% % HHH -
(o] ]
15 H "|||||||H
300%
-5 0 ||||'
200% FDI + LT borrowing
-25 I Portfolio Investment + ST Borrowing
100% CAD
-45
0% S &= 44 8 ¥ 3 3 ¥ 3 2 48 5 5 &5 5 02 037
N O N 0O OO Hd N MY O N OO A N ™M S NN + > + > + > > > > > > > > > > > >
A OO N OO O O O 9O O © 9 © 9 © A A HdA A A4 A A o 5 © 5 © 5 © o © [e} ) o © [e) © o ) [¢]
23 IZT 223 IRRKRILLERIJIISRIRIK/R|ELRRSR = = = z =z =z =2 =z =z z = =z =z =
The «quality financing» remained below its already low LT average Annual «external financing need» remains high at 23% of GDP
6% Gross FDl Inflows . i ing Need / G X R
(Net FDI annual / I Turkey s b'ﬁ,'-.'i;en-ra _— 270% xterna fnanc!ng eed / Gross eserves 299%
59 GDP)  \\/orld s— india izt = External Financing Need / GDP (rhs)
0 s Mexico Russia o 0,
-------- Turkey _LT average m—— South Africa Turkey 250% 27%
o 0w b China =+ O-- Total
4% World _LT average Sigi 230% 25%
$140 3
1 T | T PO 2 =

3% szo oAb ¥ 210% 23%

2% sl B il B B 1909 219

ss0 oed BB 190% %

1% L I | XXX XXX CXed . .o . Il | XXX TRy (XY = TEEY CERY TREl CRY oo $60 - 170% 19%
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e ANl | " 150w 17%
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Source: CBT, World Bank, Moody’s, IMF, Tacirler Investment
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Comparison Analysis (2019/18) INVESTMENT

The growth dynamics will draw an unfavourable picture but ... ... inflation will improve significantly albeit remaining at high levels
2 .
IMF estimates WEO Growth deterioration 4 Inflation improvem ent IMF estimates WEO
1 I I I (pps change y/y) > ) < (pps change y/y)
I | - - -_ -—
0 - 1 _ - = = m m m m m m N I I
-1 < . . -
- -2 Inflation deterioration
-2 Growth improvement The IMF projects GDP B>
growth to ease to 0.4% in —> -4
-3 2019 from 3.5% in 2018.
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... the adjustment in CAD will continue at full speed The weak growth conditions will keep the budget deficit slightly higher
2 . . .
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Source: IMF, Bloomberg, Tacirler Investment
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Sovereign Rating TACIRLER
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Turkey’s sovereign ratings scale EM Sovereign Rating Scale

2 (notches) Moody's S&P Fitch
Bal Russia, Morocco, Guatemala, Namibia BB+ Croatia BB+ South Africa, Croatia
1 M Foreign Currency _LT M Local Currency_LT Ba2 Croatia, Brazil, BB  South Africa BB  Turkey, Guatemala, Vietnam
Ba3 Bangladesh, Bolivia, Vietnam, Turkey  BB- zlue:::r:qa; |E:‘ ;ia;f;r:;“via BB- Brazil, Bolivia, Greece
0 % Bl Suriname B+ Kenya, Greece, Turkey B+ Kenya, Nigeria
neutral - g B2 Cambodia, Argentina, Nigeria, Kenya B Ecuador, Nigeria, Belarus, Egypt, Argentina B Egypt, Argentina, Belarus
grade -1 _g B3  Egypt, Pakistan, Greece, Belarus B- Pakistan, Ukraine B- Ukraine,
5 5 caa cec+ cce
i Caa2 Ukraine ccc CcC
3 Y Caa3 Venezuela ccc- C
Ca cC D
4 C C
S&P (B+/stable) Moody's (Ba3 / negative) Fitch (BB / negative) o

Turkey’s 5y CDS remained high at above 300 bps levels The closest sovereign rating review date will be on February 15 by S&P

900 .
800 ¢r9kent'na (bps) 2019 Review Calendar of Rating Agencies for Turkey's Sovereign Rating

= Turkey
700 .
600 Brazil Fitch 3-May 1-Nov

South Africa

200 A fAIIN
400 verage o ames s&P 15-Feb 2-Aug -
300
200 For Moody's the Sovereign Release Calendar includes sovereign issuers that are covered by a Lead
100

Analyst based in the EU, as required by EU regulation and, in order to provide greater market clarity,
0 it also includes EU sovereign issuers that are covered by Lead Analysts based outside of the EU. As
Turkey is not part of the EU and the Lead Analyst is not based in the EU, it is not on the calendar.

Jun-17
Jul-17
Aug-17
Sep-17
Oct-17
Nov-17
Dec-17
Jan-18
Feb-18
Mar-18
Apr-18
May-18
Jun-18
Jul-18
Aug-18
Sep-18
Oct-18
Nov-18
Dec-18
Jan-19

*Argentina, Turkey, Brazil, South Africa, Mexico, Russia, Indonesia, Malaysia, Philippines, Thailand, Bulgaria, Croatia, Czech, Egypt,
Estonia, Greece, Hungary , India, Poland, Romania, Ukraine.

Source: Rating Agencies, Bloomberg, Tacirler Investment
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Monetary Policy & Yields INVESTMENT

We expect one-week repo rate (policy rate) to ease 19% from 24% this year Current monetary stance supports the carry advantage of TRY

30% 8% . . 8%
Policy Rate* We expect easing cycle to kick o Real Policy Rate ex-post ° Real Policy Rate ex-ante*
259 CPI (annual) off as of June 6% 6%
LN e 000000000 .. 4% 4%
N T 1] & il
..-.. . 0% - — 1 0% g u = -
15% 2 £ o
L -2% -2%
10% ".. -4% © > 5 v @© . = T O ®© >~-4%
£ 55228383353 ¢8 G 8 e 24282822783
59, Efcomox-o2 8325 s -3 E2E 558335
] 6 2 v a & ¢ c > [ 5 Uﬂ_gm [~ © S F
*policy rate refers to the weighted average e T g = § 5 2 T e g 9 = fv: =
0% funding rate in 2001-Juni18 period - 8 © w 3
(] [0}
n 4 n © © ~ ~ ~ 0 0 o o o & 3
- 9 - - - - y - - - - i Ay * ex-post (2018YE) o
§ = g ’;’ ::? § § (Z>) E‘ § E § g P * ex-ante: end-2Q19
Foreign investors reduced their local bond positions significantly in 2018 Bond yields trade stronger compared to our fair value calculations
30% . , . 25% 10%
00 Foreigners' share in bond market ° . spot-fair value difference
28% —— 10y yields (ths) S (+1s) (Sy bond yield)
26% 20% 6%
24% 4%
22% 15% 2%
o)
20% 0%
18% 10%
-2%
16%
-4%
14% 5%
N m m < < n n O O ~ ~ [ee] [ee] (o)}
= 7 = - = - = - = - = - = -
E & 3 & 3 s E s E & E & 3 &

Source: CBT, Bloomberg, BRSA, Tacirler Investment
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Local Currency TACIRLER

INVESTMENT

We incorporate a flat Real Effective Exchange Rate (REER) for end-2019 A slight recovery in foreign portfolio flows would help FX liquidity in 2019

150 = Turkey e B Zil| 10.000
110 South Africa Russia 3.000 mmm Net bond flow(lhs) 6% ’ Net Foreign portfolio flows
120 e [ndlia 5000 ———Share in overall ° 8.000  (12-m cumulative, equity + bond
110 100 : 4% 6000 (excl.repo transc))
100 90 1.000 4.000
i 22% 2.000
20 0 ] l | ‘ Iy :
% 80 ’ ' ]’ “‘T ’"’ 20% 0
70 (CPI-based REER) 70 1000 18% 200
-4.000
60 60 -2.000 16%
5385388358038 508 B1S_REER - 2010-100
N R N N N NN~ Q@ 50 -3.000 14% 8000
——— REER (CP) average  ------- +1s iRl s e Aok e ek I T B R B B T I T T R B - B
........ +2s e s eeneen 2g sF2833c28383352¢838 s 2 2 g £ 5 & & 3 = § 588328228 2 %8
The residents FX deposits have decreased by USD6bn in 2018 ... TRY appreciated to some extent in line with the recovery in carry positions
170 ... but starting from September the individuals 100 (We eliminate the EUR/USD parity effect) 15 7.0
raised their long FX position by ca.USD8bn
until year-end, while corporates remained 9 10 6,0
160 mostly muted.
5 5.0
80
150 0 4,0
70
-5 30
140
60 -10 20
e— Banks' off balance sheet s (JSD/TL (AWMA, rhs)
130 50 = Individuals -15 FX position (4w cum, lhs, USD bn) 10
Residents FX Deposits (USD bn, w/o interbank) Corporates
120 (We eliminate the EUR/USD parity effect) 40 -20 00
<+ S S < LN N N O VW O NN N 00 0 00 O T T T NN N O O O NN N 000D ﬁﬂﬁﬁDhiﬁﬁzhghﬁﬁﬁﬁﬁﬂﬁﬂg
B T B B R e B B e = B - B UM T AT I AT T ST AAT A, ! L T
T I T T T VT TR L T e U =T S o o 5 5
8322853335383 5858358 =228832335¢2352888S8 2828223225282 22280 2 =8

Source:CBT, BIS, Bloomberg, Tacirler Investment
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Box 1: Oil prices

Lower global oil prices will also support the improvement in CAD

20 (in reverse order) 40
10 - 50
0
10 - 60
-20 - 70
-30 - 80
-40 L 90
-50
- 100
-60 B CAD £xcl. gold & energy
-70 ) - 110
e Brent Oil (US$/bbl, 12MA, rhs)
-80 120

Jul-12

Nov-09
Oct-10
Aug-11
Jun-13
Apr-14
Mar-15
Feb-16
Dec-16
Nov-17

Oct-18

Turkey's energy imports in 2018 have
totaled to USD43bn up from USD37bn a
year ago, in parallel to the rising oil prices.
Energy imports played a very influential
role on Current Account Deficit, given its
15-20% share in total import bill. 75% of
the energy demand is met via imported oil
and natural gas. Reducing the energy
dependency necessitates a comprehensive
reform program and hence a long time. In
this respect, we believe that the cyclical
factors will remain dominant in regards to
the course of the energy bill, while we
assume an energy imports bill at around
USD37-38bn this year down from
UsSD43bn.

Significant downward revisions take place in 2019 Brent forecasts

Price Summary

2016 2017 2018
WTI Crude Oil* 4333 5073 B51A
(callars per barrel)
Brent Crude 0il 4374 5415 714D

[dallars per barrel)

2019

ad g

g1.00

Energy Information Agency (EAI) forecast taken from
December Short-term Outlook report. 2019 Brent
forecast at 61 USD/per barrel shows USD11 decline
compared to the previous month’s forecast.

76  EIA Crude Oil forecasts for 2019

(USD per barrel)

72

68

64

60
O 0 O © 0 0 0 0 0 0 o
I T LT AT T,
S92 5 5325352983 9
S fPs<cs32°>280 24

TACIRLER

INVESTMENT

Energy prices might support efforts of disinflation in 2019

35%
30%
25%
20%
15%
10%

5%

0%
-5%

Jan-14

= Energy inflation y/y 50%

= (Brent oil price y/y chg + USD/TL y/y chg)/3 40%
30%
20%
10%
0%
-10%

-20%

Jul-14

Nov-17
Jun-18
Dec-18

Feb-15
Aug-15
Mar-16
Oct-16
Apr-17

The energy sector has an important weight
at around 12-13% in overall inflation basket.
The global oil prices and course of TL are
the main components of the energy
inflation. 2018 was a hard year in terms of
containing the energy inflation which has
peaked 30% in annual terms. Oil prices have
climbed until November, while TRY has seen
rising pressure starting from March. While
pass-through to domestic prices is fast, only
one-third of the change has been reflected
on pump prices because of the high level of
fuel taxation. The pressure of energy prices
on inflation eased following the steep
decline in oil prices since November and the
recovery of TL since September.

Various scenarios on impact of Brent oil price changes on CAD and inflation

Macro implications
(aspercentage points) (CD)
Brentoil price
(US$per barrell) Inflation CAD/ GDP Inflation CAD/ GDP
75 1.05 0.84 174 -3.1
70 0.70 0.57 17.0 -2.9
65 0.35 0.29 16.7 -2.6
60 - - 16.3 -2.3
55 -0.35 -0.29 16.0 -2.0
50 -0.70 -0.57 15.6 -1.7
45 -1.05 -0.87 15.3 -1.4

Source: CBT, EAI, Bloomberg, Tacirler Investment
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Box 2: Tourism sector forecasts TACIRLER

INVESTMENT

Number of foreign arrivals rose by 28% and 23% respectively in 2017 & 2018

We expect the revenue per visitor to improve towards its average this year
*as of November 2018, 12MMA

16%

g5p Tourism revenue per visitor (USD, annual average) 35 Gross tourism revenues (USD bn)
14% The average revenue per capita
Others 800 from foreign tourist arrivals was at 30
7% 12% around USD630 in 2018.
750 ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo 25
10% 700 (2014-17 ave.: USD736)
Europe 8 20
o, («
42% 650 s
6%
600 . A . . -
4% German Despite the significant recovery experienced in tourism 10
Y sector throughout 2018, the revenue per visitor has
2% —UK 550 recovered only starting from 3Q18. We expect further 5
Asia e RUS S improvement in revenue per visitor in 2019.
500
2% O s oodaNmms s umen s o MEIIIELNL899RNnNRRY 0
S A A A T AT L e I O - U =R - S VI S W I Y 83g38388s88228825258s
£§95553553883838853 §833883388333833388238 SRSRSRNSRSRRRRRRRRRER
SISz 2>0so0 " dngz
Tourism revenues covers almost 50% of the trade deficit by end-2018 Improving tourism sector pose pressure on food and catering inflation
. . . . 25% . . 40%
70% Gross tourism revenues / Foreign Trade deficit Gross tourism revenues covers (y/y change) Restaurants & Hotels inflation :
almost 40% of the foreign trade . Food inflation 30%
60% deficit as of November. We 20%

Gross tourism revenues (rhs)

4> B 20%
eXpeCt it to increase towards
. 0,
o 60% in 2019. 15% 10%
50%
t 0%
10% _109
40% 10%
-20%
5%
30% -30%
0% -40%
9 — o~ [T} o
20% 88885583833 S S 000920 ILn8sSnn®y
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Source: TUIK, CBT, Bloomberg, Tacirler Investment
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TACIRLER

Macro Forecasts INVESTMENT
2012 2013 2014 2015 2016 2017 2018 2019F
Real GDP Growth 4.8% 8.5% 5.2% 6.1% 3.2% 7.4% 2.8% 1.5%
Nominal GDP (US$ bn) 875.7 951.8 934.5 859.4 863.4 851.5 745.0 720.0
GDP per capita (US$) 11,698 12,445 12,085 10,996 10,935 10,602 9,846 9,752
CPI (end-of-period) 6.2% 7.4% 8.2% 8.8% 8.5% 11.9% 20.3% 16.3%
CPI (average) 8.9% 7.5% 8.9% 7.7% 7.8% 11.1% 16.3% 18.0%
CAD (US$ bn) -48.5 -64.7 -46.5 -32.2 -33.0 -47.4 -27.7 -16.7
CAD/ GDP -5.5% -6.8% -5.0% -3.8% -3.8% -5.6% -3.7% -2.3%
Budget Balance / GDP -1.9 -1.0 -1.1 -1.0 -1.2 -2.0 -2.0 -2.3
Primary Balance / GDP 1.2 1.7 1.3 1.3 0.8 -0.1 0.0 0.3
USD / TL (end-of-period) 1.79 2.14 2.32 2.91 3.54 3.81 5.30 6.09
EUR / TL (end-of-period) 2.36 2.94 2.82 3.18 3.70 4.55 6.10 7.31
Basket / TL (end-of-period) 2.07 2.54 2.57 3.05 3.62 4,18 5.70 6.70
USD / TL (average) 1.79 1.90 2.19 2.72 3.02 3.65 4.84 5.70
EUR / TL (average) 2.31 2.53 291 3.02 3.34 4,12 5.62 6.78
Basket / TL (average) 2.05 2.21 2.55 2.87 3.18 3.88 5.23 6.24
CBT's weighted average cost of funding (simple, eop) 5.5% 4.5% 8.3% 7.5% 8.0% 8.5% 24.0% 19.0%
2y bond yield (end-of-period) 5.9% 9.4% 8.1% 10.8% 10.6% 11.0% 22.9% 18.5%
10y bond yield (end-of-period) 6.7% 8.1% 9.4% 10.8% 11.4% 11.5% 17.7% 17.0%

Source:CBT, Treasury, Bloomberg, TURKSTAT, Tacirler Investment

28 January 2019 Economic Outlook - 2019 22



TACIRLER
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Copyright © Tacirler Investment, 2019. All rights reserved

This document was produced by Tacirler Yatirnrm Menkul Degerler A.S. (“Tacirler Investment”), solely for information purposes and for the use of the recipient. It is
not to be reproduced under any circumstances and is not to be copied or made available to any person other than the recipient.

This document does not constitute an offer of, or an invitation by or on behalf of Tacirler Investment to any person to buy or sell any security. The information
contained herein has been obtained from published information and other sources which Tacirler Investment considers to be reliable. Tacirler Investment does not
accept any liability or responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of opinion and other
subjective judgments contained herein are made as of the date of this document.

Recipients of this document are urged to base their investment decisions upon their own appropriate investigations that they deem necessary and they should
make their own independent decisions as to whether an investment or instrument is proper or appropriate based on their own individual judgment and their risk-
tolerance. Any loss or other consequence arising from the use of the material contained in this publication shall be the sole and exclusive responsibility of the
investor and Tacirler Investment accepts no liability for any such loss or consequence. Not all investment strategies are appropriate at all times, and past
performance is not necessarily a guide to future performance.

Tacirler Investment may, from time to time, have a long or short position in any of the securities mentioned herein and may buy or sell those securities or their
derivative securities thereon either on their own account or on behalf of their clients.

Tacirler Investment may perform or seek to perform securities, investment banking or other services for such issuer or its affiliates presented in this document.
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