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Forecasts

2013

2014

2015

2016

2017

2018

Real GDP growth (%) 8.5% 5.2% 6.1% 3.2% 7.1% 6-7%

Households 7.9% 3.0% 5.4% 3.7% 5.2%

Government 8.0% 3.1% 3.9% 9.5% 11.4%

Investment 13.8% 5.1% 9.3% 2.2% 3.8%

Exports 1.1% 8.2% 4.3% -1.9% 9.9%

Imports 8.8% -1.7% -8.0% 0.5% 6.7%

Nominal GDP (USD bn) 1810 2044 2339 2609 3100
TRY per USD 2.14 2.32 2.91 3.52 3.78 3.75-4.5
CPI, tcmb 7.4% 8.2% 8.8% 8.5% 10.8% 9.0%
Gross external debt (USD bn) 371 398 400 413 420 430
FX reserves (USD bn) 107 108 100 96 82 73
Unemployment rate 9.0% 9.9% 10.3% 10.9% 11.3% 10.5%
Wage growth (%) 14% 16% 14% 16% 15% 15%
Mortgage rates (new business) 9.7% 11.9% 12.3% 13.3% 16.1% 18.1%
Fiscal balance (as % of GDP) -1.2% -1.4% -1.2% -1.6% -2.4% -1.8%
Public debt (as % of GDP) 34% 32% 31% 31% 28% 31%
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* Our models for economic growth in Turkey suggest 2018 may prove to be as strong as 2017, with real GDP
expanding 6-7%. The key ingredients remain: fast credit growth, a very favorable global backdrop
(including with low interest rates) and the stabilizing force of the weak lira.

* From a structural perspective there are some cracks emerging: housing affordability is deteriorating,
funding for the current account is getting tighter as a trend (though it may se a transitory improvement
near term) and the amount of leverage accumulated in the non-financial corporate sector has reached
levels that from international experience would begin to ring alarm bells.

* Foreign positioning in local bonds has increased, but is USD10-15bn below previous peaks on a 12m-
rolling basis. This means that there is potential for some yield compression and some currency
appreciation

* However, the funding for the current account deficit has been tight since last year and it is going to get
tighter. For this reason, as a trend lira could easily weaken to 4.5-5 against the euro in the next 12-15
months.

* In our view, the cost of borrowing will rise —and it is rising already at the retail level — regardless of
whether the central bank will hike or not. FX reserves are falling and relative to imports they are becoming
modest. The weak lira is a stabilizing force for the economy, so we expect the CBT to tolerate it as long as
the timing is not too inconvenient relative to the inflation seasonality and the political calendar

Sources: Macrobond, CEIC, ADA Economics O ANALYSE. DEBATE. ACT.



GDP: drivers and outlook

Nominal GDP growth & projections Contributions to yoy GDP growth
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The econometric model to forecast YoY real growth implements as explanatory

variables unemployment, growth in total credits, growth in lagged exports, and
lagged consumer confidence.

OOARA
Sources: Macrobond, CEIC, ADA Economics

ANALYSE. DEBATE. ACT.



14%

13%

12%

11%

10%

9%

8%

7%

6%

5%

4%

GDP drivers — quick overview of contributions by sectors

Inflation projections
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The econometric model to forecast YoY implements as explanatory variables
lagged output gap, unemployment rate, food prices, and exchange rates.

Sources: Macrobond, CEIC, ADA Economics
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Balance of Trade

Monthly difference (lha) and rolling sum (rha)
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This model to forecast Trade Balance, separately forecasts imports and exports before estimating trade
deficit. The separate models integrate as key variables exchange rate, oil prices lagged services
confidence, lagged M2, lagged leading cyclical indicator, and lagged interbank rate. Scenario 1 assumes
a TRYUSD exchange rate of 3.7 and Brent price of 555 a barrel as 2018 average, while Scenario 2
assumes an average exchange rate of 4.5 and average Brent price per barrel of 65. Depending on the
two scenarios, the model expect the average trade deficit of Turkey to widen from 18% (Scenario 1) to
42% (Scenario 2).

Sources: Macrobond, CEIC, ADA Economics O ANALYSE. DEBATE. ACT.



Sentiment: better industry, stable construction

Industrial sentiment and export expectations

Order expectations
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== Production expectations  e=Hiring intentions

e Industrial confidence rising

* Hiring appetite up

Sources: Macrobond, CEIC, ADA Economics
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Sentiment: better industry, stable construction

Industrial turnover YoY Manufacturing capacity utilisation
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Strong demand internally & external
Capacity constrains keep on rising, supporting investment
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Labour market: strong but composition is favourable to low pay

Growth in wages in manufacturing (lha) vs total Employment by type of education

industry (rha)
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Real estate brewing problems

Retail sales growth fairly weak in constant prices  ..wage expectations going up
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Household sector
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Borrowing costs

Retail sales lending rates

Policy rate corridor
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Real estate brewing problems

House prices are very high!

..as are construction permits!*
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Momentum in construction remains high
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Real estate brewing problems

Higher debt servicing costs in 2018 ...Mortgages portion bound to continue decreasing
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== Housing affordability (rising wages, estimate int rates, flat house prices) = House Sales - no mortgages
= Housing affordability (rising wages, estimated int rates) ====House Sales - mortgages

= Total sales
= Housing affordability(20y loan, 25% downpayment)

For our debt servicing costs estimates, we assume an average down-payment of 25% (in accordance with the
latest regulations), 20-year mortgages, average mort%?\%e interest rates in TRY, and the average price of a
small (50sgm) apartment outside the center of a + Turkish city 1(excludlng_ Istanbul). For the 2018
forecasting, we estimated the change in mortgaﬁe rates deriving the difference with Central Bank key rates
tightening during the year, which we expect will lead to average mor}gage rates up to 13% at the end of
2018. Finally, we assumed yearly average sgm prices growth of 11%, consistent with the past 3 years.
Furthermore, we expect nominal salaries to grow at an average rate of 13% in 2018E.
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NFCs™ balance sheets brewing problems

Non-financial corporations net financial ...total debt is no longer super-low in % of GDP
-20.0% 90%

-25.0%

80% e Dbt == of which loans

-30.0%

70%
-35.0%

-40.0% 60%
-45.0% 0%
-50.0%
40%
-55.0%
0,
-60.0% e o D 5 o 6 6 o o A A A
O WD D D
SIS T N RIS N RS N N N RS I U
S P P PSS S s N G RGN IR IR G GG R CIR U
R R NN U G R LS L R i L Gt G SR R S A S R I N R SR I AR
SR AR A RIS IO AN O S MO OISR MRS

T IITIITTTNS

NFCs balance sheets are deteriorating despite the strong growth!
This suggests that either leverage is not yielding enough assets or assets are being moved elsewhere
Either way this is going to be a problem when the economic slowdown materialises

Sources: Macrobond, CEIC, ADA Economics O ANALYSE. DEBATE. ACT
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Foreign positioning in the bond market

YoY changes in local bond holdings
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Bond yields attractive in a world of low interest rates, but TRY still on a depreciation path!

Sources: Macrobond, CEIC, ADA Economics
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BoP: TRY weakening trend has more to go

Current account deficit: weak TRY is helping! Watch out for the funding! Other investment is key
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Weak TRY & strong exports are helping, but a meaningful shortfall remains
Financing is scarce
In the past portfolio outflows were offset by large FDI — but maybe this time is different?
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Disclaimer
I/ Copyright 2017 ADA. All rights reserved.

This report may provide information, commentary and discussion of issues relating to the state of the economy and the capital markets. All opinions, projections and
estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. ADA is under no obligation to update this report and
readers should therefore assume that AD will not update any fact, circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward looking statements or forecasts included in the content are based on assumptions derived
from historical results and trends. Actual results may vary from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when
making any investment decision, and no investment decisions should be made based on the content of this report.

This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and particular needs
of any specific person. Under no circumstances does any information represent a recommendation to buy or sell securities or any other asset, or otherwise constitute
investment advice. Investors should seek financial advice regarding the appropriateness of investing in specific securities or financial instruments and implementing
investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are encouraged to seek independent, third-party research
on any companies discussed or impacted by this report.

In accordance with rules established by the U.K. Financial Services Authority, macroeconomic analysis is NOT considered investment research.

Materials prepared by ADA research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect

information known to, professionals in other business areas of ADA.

To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors

should consult their own legal advisers as to issues of law relating to the subject matter of this report. ADA research personnel’s knowledge of legal proceedings in which any

ADA entity and/or its directors, officers and employees may be plaintiffs, defendants, co—defendants or co—plaintiffs with or involving companies mentioned in this report

is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect

information known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant to such proceedings.

The information herein (other than disclosure information relating to ADA and its affiliates) was obtained from various sources and while all effort has been made to provide

accurate information, ADA does not guarantee its accuracy. This report may contain links to third—party websites. ADA is not responsible for the content of any third—party

website or any linked content contained in a third—party website. Content contained on such third—party websites is not part of this report and is not incorporated by

reference into this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with ADA.

Any unauthorised use or disclosure is prohibited. O ADA
ANALYSE. DEBATE. ACT.
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