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Executive Summary

In January, the Industrial Production Index (IPI)
increased by 2.3 percent from December. Export
volume index decreased by 0.4 percent while
import volume index increased by 5.7 percent.
The increase in the IPI is small and does not
indicate a strong revival. Consumption and
investment indicators also show weak signs of
revival. Betam’s quarter on quarter (QoQ) forecast
for the first quarter of 2013 is 0.5 percent. The

corresponding year on year (YoY) growth rate is 3

percent.

In January, the trade deficit was almost at the same
level as the same month of the previous year. The
12-month current account deficit (CAD) which
was $46.9 billion dollar at the end of 2012 did not
change much and was $46.8 billion in January. We
expect the current account deficit to the GDP ratio
to be 5.8 percent at the end of the first quarter of
2013. A revival in domestic demand and hence
imports might push this rate up in the coming

months.
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Table 1: Betam’s quarterly and annual growth
rate forecasts

2013
1% Quarter
Forecast
Real GDP growth, % 05
(quarter on quarter, sa*) ’
Real GDP growth, % 30
(year on year, ca**) ’
Current account deficit sq
(% of GDP, annual) '

Source: Betam.
*sa: seasonally and calendar day adjusted
**ca: calendar day adjusted

The economy continues to grow but not as much
as desired

After the revisions in the IPI, the data show that
the industrial production in the last quarter in 2012
was stronger than the previous quarter. The IPI,
which declined 0.6 percent in the third quarter,
increased 0.7 percent in the last quarter. In the first
quarter of 2013 though, there is no sign of revival
in production. The increase in the IPI in January
does not fully compensate for the drop in
December. If the IPI does not continue increasing
in February and March, 1* quarter industrial
production on average might remain the same as in

the previous quarter.




On the other hand, the increase in import volume
index in January compensated for the decline in
December and pushed the index up to its
November level. Imports excluding gold continue
to increase QoQ. The surge in investment goods
imports implies a strong revival in investment
while the increase in intermediate goods imports
indicates a revival in both industrial production
and investment. However, the increase in imports
which is higher than the increase in exports causes

net exports to subtract from the real GDP growth.

Consumption indicators still do not show strong
signs of growth. Non-durable consumer goods
production continues to increase, however, durable
goods production has been decreasing for the last
two quarters. Automobile production increased in
January, but it declined QoQ. Without a boost to
durable goods, it’s hard to speak of a strong
revival in private consumption expenditures.

Moreover, consumer confidence index remained

stagnant in January.

January data indicate that the economy continues
to grow but at a slow rate. Our indicators imply
that the economy is in a transition state from
export oriented growth to domestic demand driven
growth. Betam’s quarter on quarter (QoQ) forecast
for the first quarter of 2013 based on January data
is 0.5 percent. The corresponding year on year

(YoY) growth rate is 3 percent.

Transition period

Policies that try to stimulate domestic demand are

gradually becoming effective. Growth rate of bank

loans is above the desired 15 percent, and

investment is slowly recovering. Even though this
revival increases imports, we have not yet seen
strong increases in industrial production. As long
as the rate of increase in exports remain lower than
the rate of increase in imports, Central Bank’s
growth strategy for 2013, “allowing revival of
domestic demand as much as the increase in net
exports” is in danger of failure. Betam expects the
current account deficit at the end of 1* quarter to
be close to 5.8 percent. If the revival in domestic
demand becomes stronger, the current account
deficit might increase further, but indicators so far

show that the revival is weaker than expected.

Private consumption expenditure indicators

show a mixed picture

Consumer goods imports and non-durable goods
production increased by 8.3 percent and 2.0
percent, respectively, following declines in both in
December. Durable goods production, on the other
hand, continues its downward trend. The consumer
confidence index decreased slightly, by 0.1
percent, in February. Special consumption tax
(SCT) revenue increased 3.7 percent in January,
but mostly due to increases in tax rates on tobacco
products. Overall, it’s too early to have a clear
picture of private consumption expenditure in the
1™ quarter. February and March data releases will

hopefully yield clearer signals.

Private investment expenditure is increasing

Real sector confidence index increased 3.0 percent
in February following a decline of 2.4 percent in
January. Investment goods imports and investment

goods production recovered slightly in January



following the declines in December. Capacity
utilization rate (CUR) continues its volatile trend.
The 2.3 percent increase in IPI in January is a
positive sign for 1* quarter growth, but it is not
strong enough to push the average quarterly index
above fourth quarter. However, if investment
goods imports and production continue to grow at
the same pace in the coming months, private
investment contribute

expenditures  might

positively to GDP growth in the 1% quarter.

Contribution of net exports might turn negative

in the 1° quarter

Figure 2 shows monthly changes of seasonally
adjusted import and export volume indices. In
January, export volume index decreased by 0.4
percent whereas import volume index increased by
5.7 percent. Since the 2™ quarter of 2011, net
exports have been contributing positively to GDP
growth. This trend might come to an end in the 1%
quarter of 2013 if imports continue to increase at

the current rate.

Current account deficit remains stagnant in

the first quarter

Due to a revision in tourism income accounts,
2012 current account deficit fell to $46.9 billion
and the end of year current account deficit realized
as 6 percent. In January, trade deficit increased
slightly, from $7.1 billion to $7.3 billion,
compared to the same month of the previous year.
Gold trade with Iran seems to have ceased for now

and is not as influent as last year.

The 12-month CAD was $46.8 billion at the end of
January. As the impact of base effect weakens and
weaker recovery than expected in domestic
demand continues, the current account deficit
remains stagnant. We expect the current account
deficit which was 6 percent at the end of 2012 to
be 5.8 percent at the end of the 1st quarter of 2013.



Table 2: Monthly and quarterly changes of Betam’s selected indicators (real and sa)

Indicators November |December | January | February ZQo:azrt::: ZQOJ: rt4et:
Exports -4.1 -4.1 -04 *x -2.1 -4.6
Imports 4.2 -5.9 5.7 ** -1.8 2.9
Intermediate goods import 5.2 -11.9 11.1 *x -0.8 3.7
Consumer goods import 54 -17.4 8.3 ok 2.5 -3.3
Investment goods import 4.5 -17.1 27.0 *x 6.8 13.4
Exports without gold*** 4.7 -7.8 5.3 *x 3.6 1.2
Imports without gold*** 4.1 -11.6 10.3 *x 0.6 2.8
Industrial Production Index (IPI) 0.9 -3.5 2.3 ** 0.7 0.2
Nondurable consumer goods 0.0 -0.3 2.0 ok -0.3 1.8
Durable consumer goods 7.1 9.3 -0.6 ok -0.9 -4.8
Intermediate goods 2.7 -6.2 3.3 ok 2.4 -0.1
Investment goods -1.0 2.2 2.0 ok 2.4 0.2
Capacity Utilization Rate (CUR) -0.9 0.3 -0.5 0.2 -0.2 -0.7
Nondurable consumer goods 0.2 0.1 0.8 0.6 0.5 1.7
Durable consumer goods -1.3 -0.2 0.9 -0.4 2.2 0.3
Intermediate goods -0.5 1.6 -1.5 0.0 0.1 -0.9
Investment goods -0.3 2.2 -1.1 1.1 0.7 1.4
Soft Data
Consumer confidence index
(Turkstat) 4.3 0.4 1.6 -0.1 -1.6 3.2
Reel sector confidence index 0.8 -1.0 2.4 3.0 4.6 -14
Financial Data
IMKB 100 (Stock Exchange) 54 5.5 3.8 -4.2 8.2 7.1
Other
Special consumption tax* (SCT) -8.6 4.7 3.7 ok 10.0 3.7
/Automobile production 0.6 -10.6 2.4 5.3 4.2 2.4

Source: TurkStat,CBRT,Treasury,ISE,Betam. All series are real (or inflation adjusted) wherever necessary and seasonally adjusted.
*This tax is collected on sales of goods such as gas, fuel oils, alcohol, tobacco products and automobiles.

**Data not yet released.

***Betam’s calculations: Nominal exports (imports) minus non-monetary gold, deflated using the export (import) unit value index.
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Figure 3: Ratio of current account deficit to GDP (yearly)
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Source: TurkStat. Betam.

Source: CBRT. TurkStat. Betam.
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Source: TurkStat. Betam.



