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Macroeconomic
Developments



) Global growth has remained strong in the first half of 2018.
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Advanced Countries: USA, Euro Area, Japan, UK, Canada, S.Korea, Switzerland, Sweden, Norway, Denmark, Israel.
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. Global monetary policy normalization is expected to
continue.

Policy Rate Changes and Year-end Policy Rate Expectations in Advanced Economies (Basis Points)*
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Source: Bloomberg Last Observation: October 4, 2018

ﬁB * As of 4th of October 2018.
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) Portfolio flows have weakened in 2018.

Developing countries, weekly fund flows (Billion US dollars, 4-week cumulative)
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) Oil and commodity prices have trended upwards.

GS & SP Commodity Price Indices (January 2016 =100) Oil Prices and Futures (Qil Price (Brent), US Dollar/Barrel)

—Spot ——Futures (October 3rd)*
——Commodity Price  ——Energy ——Industrial Metals ——Futures (July 26th)**
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Source: Bloomberg Last observation: September 28, 2018 Source: Bloomberg Last observation: October 3, 2018

E‘B * Average of future contract prices between 1-3 October 2018.

TURKIYE CUMHURIYET ~ ** Average of future contract prices between 1-26 July 2018.
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. Domestic economic activity has decelerated in the second
quarter.

Gross Domestic Product (Seasonally and Calendar Adjusted, Chain-Linked Volume Index, 2009=100)
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) Contribution of net exports has turned positive.

Annual GDP Growth and Contributions (% Points)
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EB * Contains residual item.
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. Recent data indicate a decelaration in economic activity.

Industrial Production (QoQ, Seasonally Adjusted) PMI Production Index (Seasonally Adjusted)
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) Economic slowdown is domestic demand-driven.

The Composite Indicator for Private Consumption** Composite Indicator for Investments*** (Annual % Change)
(Annual % Change)
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E\B **Composite indicator is the weighted average of the annual percentage changes of real turnover in nondurable goods, durable goods import quantity index, passenger car sales and retail

sales volume index.

TURKIYE CUMHURIYET ***Composite indicator for investment shows the average of the annual percentage changes in production and imports of capital goods and mineral products as well as commercial vehicle
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) Net exports continue to support economic activity.

Net Exports (Real, Seasonally Adjusted, 2010=100)

—Exports of Services (right axis)
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. External demand contributes to export growth.

Export-Weighted Global GDP Index* (Annual % Change)
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ﬁB * Weighted by each country’s share in Turkish exports.
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) Real exchange rate is at historically low levels.

Real Effective Exchange Rate (CPI-Based, 2003=100)
130
120
110
100
90
80
70

60

09.04 -
09.05
09.06 7
09.07 7
09.08 7
09.09 7
09.10 7
09.11 7
09.12 7
09.13 7
09.14
09.15
09.16
09.17 7
09.18

09.03

Source: CBRT. Last Observation: September 2018

@B

TURKIYE CUMHURIYET
MERKEZ BANKASI




. Recent data indicate a sharp improvement trend in
external balance.

Current Account Balance (Excluding Gold, Seas. Adj., 3-Month MA, Annualized, Billion USD)

0
[}
¢ -1
]
]
]
! -2
-3
-4
-5
-6
-7
-8
— oN (V] o o <t <t LN LN e} e} N~ P~ (e} o0
(@) on (@)} o (@)} o (e)) o (e)) on [e)) o (@)} o (@)}
(@] (@] (@) (@} o o (@) o o (@] (@] (@) o o o

Last Observation: July 2018
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Source: CBRT
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. Current account deficit will continue to narrow.

Current Account Balance (12-Month Cumulative, % of GDP)

— CAB/GDP ——CAB/GDP (excl. gold) —— CAB/GDP (excl. gold and energy)
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. Tourism revenues have posted a strong rebound.

Tourism Revenues (12-Month Cumulative, Billion USD)
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EB (*) Transportation revenues consist of gross revenues from international passenger and
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) External debt roll-over ratios have remained stable.

Roll-Over Ratio* (6 Months Moving Average, %)
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Source: CBRT. Last Observation: August 2018 (Banking Sector), July 2018 (Corporate Sector)
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Inflation and Monetary Policy



. CPI inflation and core indicators recorded significant
increases.

CPl and Core Price Index (B)* (Annual % Change)
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Source: CBRT, TURKSTAT Last Observation: September 2018

E‘B *B index, among special indicators, which are newly released by the TURKSTAT, is the successor of the H index released before

2017. B: CPI excluding unprocessed food, energy, alcoholic beverages tobacco and gold.
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. Exchange rate depreciation has increased inflationary
pressures.

Import Price Index in USD and TRY (2010=100)
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Source: CBRT, TURKSTAT. Last Observation: July 2018

ﬁB Dotted lines show the forecasts for August and September 2018.
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. Demand conditions are expected to limit upside risks on
inflation.

Output Gap Indicators* (%)
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Source: CBRT, TURKSTAT. * Based on growth forecasts.
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EB * Dashed yellow lines indicate the minimum and maximum values among a set of measures for output gap.
Bold blue line shows the average of selected measures.
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. A strong monetary tightening has been implemented to
support price stability.

Short Term Interest Rates (%)

Interest Rate Corridor - CBRT Average Funding Rate —1 Week Repo Rate
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) Loan growth has continued to decelerate.

Annual % Change (Adjusted for Exchange Rate Effect)
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Source: CBRT Last Observation: September 28, 2018
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) Overview

» Rebalancing in the economic activity has become more significant.

» External demand maintains its strength, while slowdown in domestic demand
accelerates.

» Deterioration in the pricing behavior poses upside risks on the inflation outlook, despite
weaker domestic demand conditions.

» A strong monetary tightening has been delivered to support price stability.

» The Central Bank will continue to use all available instruments in pursuit of the price
stability objective.
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