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Ihe Simpie Peture

Dear Stakeholders,

We are happy to meet you via our new publication
the “Bakis"”, which was created as an internal study
initially among KPMG professionals. We believe it
would be a good idea to benefit from this quarterly
study for creating another communication channel
with you.

You are reading the first issue of the “Bakis”, which
will be published every three months and provide
information on main macroeconomic indicators

in Turkish and global economy, along with brief
commentary. Our motivation to produce a report

of this kind was primarily covering “no more
information” than what we need to underline while
reading wider texts of similar articles. To be more
distinctive and differentiated, we choose to tell the
story in a casual tone while placing more graphs and
tables as much as possible.

We hope that this publication, both in print and
electronic forms, finds its place; on your car seat next
to you as you drive to a meeting so that you could
have a quick look, on your desk as you are having your
morning coffee or among your files in your review and
planning meetings, and continues to be published
having been improved with your comments and
recommendations.

If this happens, it will be another stroke to the
beautiful composition of confidence that we build
together, transformation that we jointly achieve and
experience that we all share.

We wish you a great year, and hope to meet in the
next issues...



xeneral UUtiook

o back to last year, and try to

remember what you were

expecting from 2015, and what
actually happened. We conducted a
preliminary study for you, and found
that 2015 turned out to be better than
expected for some, and worse than
expected for others. A year which is
not better or worse in an absolute
sense, better or worse than expected.
A year in which expectations were not
really met.

We do not know for sure how 2016
will turn out, but it looks like it is
going to be one in which positive
expectations decline because of
political conflicts. The political and
economic outlook for emerging
economies is not positive. Of course,
not all countries are the same. Among
the larger economies, Russia, Brazil
and Saudi Arabia have clear problems.
So do China, South Africa, Kazakhstan
and some Asian countries. There is
also a belt of problematic countries
around Turkey, which includes all of
Turkey's neighbors.

In 2016, Turkey will be negatively
affected both by global trends,
because of the slowdown in the
recovery of emerging economies,
and by regional trends, because of
the political crises in neighboring
countries. The new year may be
worse than 2015 for Turkey. And
there is not much one can do about
it. There are, however, some steps
the government is expected to take,
particularly in the area of foreign

policy. Improvement in bilateral
relations with countries such as Egypt
and lIsrael can have a positive impact
on economy too.

In terms of internal developments,
Turkey is in @ much better position
compared to many emerging
countries. There is a new government
with a fresh mandate, which

is not the case in many other
countries. The new government

also promises reforms. Among
emerging economies, there is no
other government that makes open
promises of reform, except for
Argentina, and Argentina is a country
that succeeded in lowering its current
account deficit, which is the most
problematic economic indicator, to

5 percent. We have also seen that
depreciation of the Turkish Lira (TRY)
did not make as big of an impact on
economic confidence and activity as
was feared.

These are some of Turkey’s strengths
as we enter 2016. We believe
external risks will not affect Turkey as
much as they affect other emerging
economies, assuming troubles in the
region can be contained. This is why
TRY is unlikely to experience a new
and sustained wave of depreciation in
2016. If all emerging economies are in
the same basket, Turkey is one of the
good eggs in this basket.

Bilateral relations with Russia are
likely to be one of the most hotly
debated topics in 2016. This has

been the main item on the agenda

in the last two months. However, no
dramatic changes should be expected
in the economic dimension of the
relations. In both 2014 and 2015,
Russian imports from Turkey have
gradually declined because of the

fall in energy prices, along with their
imports from the rest of the world,
The total figure in 2015 was half of
what it was in 2013. Russian tourists
make up about one tenth of all
tourists visiting Turkey. Their numbers
have started declining, as well as the
money they spend. The volume of
shuttle trade has also declined in the
last two years. Measures taken by the
Russian government against Turkish
workers, Turkish companies and
imports from Turkey are indicators

of disproportionate sensitivity and
serve to escalate the tension, but

we do not expect these measures to
have a serious effect on the Turkish
economy.

In 2016, the economy will probably
grow faster than planned. The
current medium term program
(MTP) foresees a growth rate of 4
percent. Economic packages already
announced and expected to be
announced, as well as the increase
in the minimum wage, will push the
growth rate up. Although external
factors are likely to be a drag on the
growth rate, we expect the growth to
be higher than planned in the MTP.
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2015 has been a year of many minuses
and a few pluses for world economy.

One of the few pluses was the FED's
rate hike. At least in a literal sense...

Things were mostly fine for Europe
and the USA, whereas most emerging
economies were not happy with their
data.

Except for India, BRIC countries lost
significant momentum. GDP growth,
exports and public finances in Brazil,
China, Russia and South Africa
deteriorated for economic and/or

political reasons. Will 2016 be different
for these countries? Probably not. The
trend is clearly downwards, particularly
for Brazil, China and Russia.

Real economic indicators are improving
in the USA, and unless a major mistake
is made regarding the interest rate hike
in 2016, they seem poised to continue
this positive trend. In Europe, things
are better compared to the last 4-5
years. Growth rate may keep rising in
2016, which may prove to be the most
significant positive impact on Turkey.




i0bal economy expected (o
grow by 3% I 2016

In 2016, both developed and 2015 2016
emerging economies are expected Countries Forecast Forecast

(October (October
to grow at a faster rate. 2015) 2016)

Commodity prices, which started to decline Global 25 3.0
by the end of 2014, lowered growth rates Developed economies 2.0 22
not only in commodity exporters, but also in USA 2.6 2.8
other countries in 2015. Euro Zone 15 1.6
Appreciation in US Dollar and a decrease EU 28 19 19
in commodity prices mean less trade, less Japan 0.6 1.0
tourism, and less direct investment income. Emerging economies 4.0 4.5
2016 could be a good year for «growth», cis 2.7 0.5
partially due to base effect, and partially due Asia 6.5 6.4
to real recovery. Middle East and N. Africa 2.5 3.9
This, however, does not mean all is well. Sub-Saharan Africa 3.8 4.3

Latin America -0.3 0.8

Source: IMF World Economic Outlook, October 2015

rowth expectations of COfDOf&TB comoaﬂies

The highest expectation is stated by The
Economist, and the lowest by Fitch. Main
determinants will be oil and the FED.

2016 Growth Forecasts for World Economy (%)

4

35

3

25

2

Fitch IMF World Bank OECD The Economist

The Economist:
e World economy will grow by 3.5% in 2016.

e Growth rate will be 2.3% in developed economies, 1.6% in Japan and the Euro Zone, 2.5% in the US, and
6.5% in China.

e India will be one of the fastest growing economies in 2016, with a growth rate of 7.1%.
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oWt Torecasts by country n2Ule

Countries 2016 Forecast =4 In early January, oil prices hit their lowest level since December

Russia 06 2003. If oil prices remain at these levels, the contraction in Russian
economy in 2016 may exceed expectations.

China 6.3

India 75 Turkey's exports to Iraq, Syria, Russia, Ukraine and Egypt are likely
Brazil -1.0 to stay low.

Mexico 2.8 =4 The only positive development in Turkey's neighbors seems to be
Iran 4.4 the lifting of sanctions on Iran.

Saudi Arabia 22 =4 Iran’s economy is expected to grow by 4.4 percent. Iran seems to
UAE 3.1 be returning to the growth levels it had in the decade before the
Qatar 4.9 global financial crisis.

Kuwait 25 Removal of trade restrictions is an even more significant

Iraq 71 development than the acceleration of the growth rate.

Egypt 43 In 2016, Turkish exports to Iran may grow by 12-13 percent.
Indonesia 5.1

Source: IMF World Economic Outlook, October 2015

RECOVErY INTNe tUro Z0ne

2015 is over, but 8 members of the The size of the economy at the end of 2015, taking 2008 as 100...
19-member Euro Zone are yet to reach,

in real terms, their economic size in 100 96 3 95.3 100
2008. : 3 93.9 92.8 94.4 903
80 -
=) Greece, ltaly, Cyprus and Portugal are top | 72.9
of the list of countries whose economies  ©°
are smaller than what they were in 2008. a0l
=) The best performers are Luxembourg,
Malta and Slovakia. 20

[=) Draghi, the President of the European 0 Spain Slovenia Portugal Latvia ltaly ~ Greece Finland Cyprus
Central Bank said they would extend
quantitative easing until March 2017, and
beyond if necessary, in order to increase
inflation, which is currently below 2%,
and to meet inflation targets in the
medium term.

=) The asset purchase program will remain
at its current level of 60 billion Euros.




216 COUId S8 @ re-0cUS On ELropean markets

Countries 2016 Forecast

Growth in Europe is currently more homogenous than
it had been in a long time. Improvement in economic
confidence, Purchasing Manager's Index (PMI) and
unemployment numbers is continuing.

Romania and Poland are expected to have the highest
growth rates in Europe.

Many countries in the Euro Zone are set to experience
their highest growth rate in the last decade. One of these
countries is Italy.

Given the negative developments in the Russian and
Middle Eastern markets, the European markets, even
with modest growth rates, seem to be the best option for
Turkish producers.

For exporters who are looking to diversify their markets,
North America, Africa and South America seem to be the
best options...

Germany 1.6
UK 2.2
France 1.5
Italy 1.3
Spain 2.5
The Netherlands 1.9
Denmark 2.0
Belgium 1.5
Sweden 3.0
Austria 1.6
The Czech Republic 2.6
Poland 3.5
Portugal 1.5
Romania 3.9

Source: IMF World Economic Outlook, October 2015

[NercUlovesme. Loves me nol

Yes, the suspense seems to be over.

In its December meeting, the FED finally
raised the interest rate, and the markets are
focused on a second rate hike in 2016.

The FED implied that there could be as much
as four hikes.

Now the question is how the Central Bank of the  We expect the Monetary Policy Committee (MPC)

Republic of Turkey (CBRT) will respond. to start increasing the rate, if only after some
delay and monitoring developments in markets.

The meeting on December 22 did not change

Yet we are confident in making the prediction that

the interest rate, but left the door open for future  tng FED rate hike will be less painful for Turkey
hikes. than anticipated.
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/U16 growth forecasts for BRIC countries

2015 was not a good year for emerging economies. All

The

of their currencies depreciated significantly, with the LT

exception of China.

2015 Forecast 2016 Forecast

Brazil -3.0 -1.0
Russia -3.8 -0.6
China 6.8 6.3
India 7.3 75
South Africa 1.4 1.3

China’s economy, which seems detached
from global trends, is slowing down in its

Russia has the economy that suffers the
most from the decline in energy prices.

own lane. If it grows by 6.8 percent in 2015,
as expected, this will be the lowest growth
rate recorded since 1990. In 2016, growth is
expected to be 6.3 percent.

2016 will not be a good year for Russia,
which is dependent on energy for its
public spending, exports, and economy in
general.

Brazil is not only troubled by the decline in

commodity prices, it is also yearning for the
days of Lula da Silva, the previous president.
The economy is expected to contract one

more time in 2016, and the commodity prices,
expected to stay low, are the biggest problem.

India is the only country in this group that
is stable and expected to increase its growth
rate. One of its advantages is that, unlike
Brazil or Russia, its growth model is not
dependent on natural resources.

U16-2016: Lostyears Tor global frade In goods

In 2015, the global trade in goods is expected
to be 16.5 trillion USD. That is to say, all the

growth recorded in trade since 2010 seems to be
evaporating. This finding, of course, applies if trade

is measured in USD terms.

Foreign trade is no longer growing by double digits,
which was the case in the 2000s. Trade declined

worldwide in 2015, not only in Turkey.

2008 2009 2010

The two main reasons behind this were the
appreciation of the US Dollar and the decline in
commodity prices. In addition, the fall in commodity
prices put pressure on demand in many countries.
The slowdown in China is another factor.

The following table offers an interesting picture. As
you can see, the decline is only in value; the volume,
however, has increased.

2011 2012 2013 2014 2015F  2016F

Trade in Goods (Billion $) 16,731 12,261 14,928 1791 18,092 18,5621 18,611 16,631 16,984
Growth (% Value) 15.2 -22.1 21.8 20 0.1 0.2 0.1 -11.4 0.3
Growth (% Volume) 25 -11.8 14.3 6.7 2.5 3.0 3.1 3.0 3.9




RaW Materal prices may keep faling In 2016

Decline in commodity prices over the last

Oil prices were not the only thing that fell in 2015.

Energy, metal and food prices have also declined. year

In 2016, the US Dollar seems likely to remain e Naturalgas -45%
st.rong, and commodity prices low. However, e  Coal 7%
this does not mean that the steep fall observed ) .
in 2015 will continue at the same rate. We * Aluminum  -57%
expect falling commaodity prices to keep creating e Gold -13%
problems for emerging economies. e Coffee 28%

The FED's announcement after its December
meeting regarding gradual increase in interest
rates will keep pressuring commodity prices. In
addition, the slowdown in the growth of emerging
economies, China in particular, will also keep
pressuring commodity prices, as was the case in
2015.

/Ulawas the vear of the Dollar

USD Index

The fall in commodity prices will

keep acting as a brake on the growth

of countries that largely depend on
commodity exports, countries such as
Russia, Brazil, Venezuela, Algeria, Nigeria
and Sub-Saharan Africa.

100

95

90
January 1 February 1 March 1 April 1 May 1 June 1 July 1 August 1 September 1 October 1 November 1 December 1

In 2015, the US Dollar appreciated against the Depreciation Against US Dollar (2015)
Currencit_es of both developed and emerging e EEN
economies.

TRy N 1°.88
Rand NN 9.7
Malaysian Ringgit [ NN 12

The USD index has increased by 9 percent
since the beginning of 2015.

With the FED's rate hike, the US Dollar has

appreciated all around the world, and its biggest Zioty N 1232
impact was on the currencies of emerging rRucle N 11 73
economies.
Mexican Peso NG 11.1

The Brazilian Real, which became increasingl

. . nereasingly Thai Baht I s .22
vulnerable with the fall in commodity prices and
internal political problems, was the currency won I 5.07
that depreciated the most against the US Dollar Indian Rupee I 4.97

in 2015, followed by the Turkish Lira, South

African Rand, and Malaysian Ringgit. vuan I 3

0 5 0 15 20 26 30 35
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In 2015, both the external and internal
risks that Turkey faced increased.

Before the elections in November,
economic expectations and confidence
declined to levels seen in the 2008-
2009 crisis.

General elections and the renewed

terrorist attacks caused a lot of concern.

However, internal demand performed
better than anticipated, and growth
numbers were high. Although the US
Dollar value of exports declined due to
external developments, they increased
in volume.

Because of the increase in the
exchange rate, we will see a significant
decline in the 2015 GDP. measured in
terms of US Dollar. National income will
decline to about 710-720 billion USD,
and per capita income to a little above
9000 USD.

Despite a better than expected growth
performance, 2016 will not be very
different from 2015 because of the
increase in the exchange rate.

Political and economic crises in
neighboring countries mean that there
will be no dramatic increase in exports

in 2016. It is high time for Turkey to go
beyond making pronouncements and
start taking tangible action to achieve
high value added production and exports.



Jquarter growthand country comparsons

3rd Quarter Growth Rates (%)

74
8 6.9

Brazil

Russia

Euro

India China Turkey Poland Spain UK USA EU-28  Germany 7
one

In the 3rd quarter of 2015
India recorded the highest growth rate among emerging economies
The growth rate in China declined to less than 7 percent

After Malta and the Czech Republic, Turkey had the fastest growing economy in
the EU

The USA continued its strong growth performance
=J Recovery in the EU continued, but was limited

With the fall in the price of oil, Russia went into recession, and the negative
effects of the Petrobras crisis on Brazilian economy are still felt.

Perspective - January 2016 n



SECIOral grow

Growth performance exceeded

JENOMdnNce

Sector Growth

expectations in 2015, and the

Professional, scientific and technical activ-

agricultural sector made the ities 118
single biggest contribution to Water supply, sewage 10.2
growth. Turkish economy grew by Finance and insurance 10
4% in the third quarter, whereas
° . 9 Agriculture, forestry and fishing 8.9
the agricultural sector grew by ,
1M11%. Education 4.9
] Accommodation and catering 4.9
The construction sector — :
Administrative and support services 4.8
contracted at the end of 2014, - .
. . Culture, art, entertainment, leisure and
as well as in the first quarter of sports 4.1
2015, ]PUI;[ started to grow in the Information and communication 3.5
rest of the year.
Y Real estate 3.3
The manufacturing sector grew Manufacturing 2.5
more than expected in the Human health and social work 25
second quarter because there Public administration and defense; social 23
were more workdays due to security :
religious hohda_ys, but grew less Transportation and warehousing 2.0
than expected in the third quarter. Electricity, gas, steam and air conditioning 1.6
The service sector, which makes Wholesale and retail trade 1.3
up about 60% of the GDP, was Construction 0.4
the second largest contributor to Other services 01
growth in 2015, after agriculture. Households as employers 26
Mining and quarrying -5.1
25.0
20.0
15.0
10.0
5.0
0.0
-5.0
1st Q 2nd Q 3rd Q 4th Q 1st Q 2nd Q 3rd Q
-10.0

2014

[ | Agriculture [ | Manufacturing

2015

M construction M Services



SOUICES Of growin

Turkey grew by net exports in 2014, 25.0
and by internal demand in 2015.

In the second half of 2015, net 200
exports became positive.

In the 4th quarter growth data to 16.0

be announced on 31 March 2016,

we may see net exports making a 10.0
contribution of 1 point.

Consumer spending, which makes up 5
two thirds of the GDP, was weak in

2014, but was strengthened in 2015, 0.
making a significant contribution to

growth. 5.0

o

o

. . 1stQ 2nd Q 3rd Q 4th Q 1stQ 2nd Q 3rd Q
In 2014, increase in net exports was

an important component of the overall -10.0 2014 2015
growth. In 2015, however, internal
demand makes a bigger contribution M Consumption Il Public Spending M Investments M Exports M Imports

to growth. Having said that, the

net contribution of exports became
positive in the 3rd quarter. The good
news is that this contribution is set to
increase further in the final quarter.

VESIMents

Growth in Investments (1998=100)

Investments decreased in 2014, have significantly increased
in the second quarter of 2015 by 9.7%, but decreased again in
the third quarter.

210 For the Turkish economy to achieve
190 sustainable and stable growth,
170 investments need to increase, particularly
150 private sector investments in industry.
130 The overall picture shows that there has
110 been no growth in investments in recent
90 years, and private sector investments
70 have actually declined.
50 Investment growth rate declined
D D PO DAL FH BN PO O DD DMK rapidly during the global crisis that
P ORI FLEIIIN O
S S S S S S S S S S S S & started at the end of 2008, bounced
_ back in 2010-2011, and remained
=Total =Private stagnant for the last 4 years.
If we take investments in 1998 to be 100, there was a cumulative The stagnant performance may be due
growth of 90% until the end of 2015. to global developments, problems in

neighboring regions, or the slowdown
in growth. One thing, however, is clear:
reliable growth is impossible in the
absence of investment growth.

Has the new system of incentives that went into effect in 2012
failed to work, or, alternatively, would the numbers be worse in the
absence of this new system?

Perspective - January 2016 ﬂ



-0relgn trade I goods - Generdl

Between January-October 2015, exports

0,
US $bn 2014 2015 Change % decreased by 8.2% year on year, to 120.5
Exports 1574 143.9 -8.6 billion USD.
Imports 2422 2077 -14.5 Imports decreased even more, to 173.2
Volume 399.6 351 12.2 billion USD.
Balance -84.8 -63.1 255 In this period, the foreign trade deficit

decreased by 22.2%, to 52.7 billion USD.

Paralleling the decline in trade deficit, the
ratio of exports to imports rose by 3.6

As can be seen, foreign trade has declined all over the )
points t0 69.6%.

world, not just in Turkey.
= In 2015, total exports will be a little above
143 billion USD, which means a decline of
e by 13 billion USD by the depreciation of the Euro 14 billion USD compared to 2014.
against US Dollar

Exports in 2015 were brought down

Exports, on the other hand, will decline by
e by 6.5 billion USD by the decline in commodity 34 billion USD to 208 billion USD.
prices, and

e by 4 billion USD by problems in neighboring

countries.
In forlimgrlw tra,cfj,e'dgoo,ds are dl US $bn 2014 2015 Share% Change %
usua classitied using two-digit
Codesy 9 9 1- 87 Motorized Land Vehicles 18.0 175 12.1 3.2
' 2 - 84 Machinery 136 123 86 9.1
Categories are assigned one of 3 - 85 Electrical Machinery and 9.7 8.3 58 143
the numbers between 1 and 99. Equipment ' ' ' '
(77 and 98 are blank) 4- 61 Articles of Knitted Apparel 100 89 6.2 -10.8
. 5 - 8 Edible Fruits 43 44 Tl o° |
The tab'i on t_hz S'fde Cozmparesd List Total 55.6 514  35.7 7.6
10-month periods from 2016 an Sum Total 1574 1439  100.0 8.6

2014, for the top b categories of

exports. Source: GTB

In 2015, exports of almost all categories of goods  Exports of motorized land vehicles, which make

declined, and with the exception of fresh (edible)  up the largest portion of total exports, declined by
fruits, exports of each of the top b categories 3.2% in 2015.

other than gold decreased. Among these five

categories, the largest decline was observed in The top 5 categories other than gold made up
exports of electrical machinery and equipment, by ~ 35.7% of total exports in 2015, and the average
14.3%. decline across these five categories was 7.6%.



Iopanforegntade

Turkey's exports to EU countries,
in terms of the Euro, increased
by about 10% in 2015. However,
exports declined in terms of US
Dollar because of the exchange
rate effect.

In 2015, Turkish exports to
Germany declined by 11.3%,
exports to Italy declined by 3.4%,
and exports to France declined by
9.4%.

Our exports to Iraq decreased
by 22%, and exports to Russia,
which is deeply affected by the
fall in the price of oil, decreased
by 39%.

Among our top 10 export partners,
exports increased only to the UK,
the USA and Switzerland, and

the reason behind the increase in
exports to the UK and Switzerland
was probably driven by exports of
gold.

16.0 15

140 134

12.0 109

9.910-6

n 10.0 ,
@ .0 8.5
kS 71 6.9
@ 6.0

4.0

2.0

0.0

Germany UK Iraq Italy
2014

Decline in EUR/USD decreases
not only exports, but also Turkey's
imports. In 2015, Turkish imports
from Germany and ltaly decreased
by 4.8% and 11.7%, respectively.

Most of Turkey's imports from
Russia consist of oil and natural
gas. In 2015, paralleling the decline
in the price of oil, Turkish imports

Imports
Billion USD 2014 2015 Share % Change %
1-China 2492 24.86 12.0 0.2
2 - Germany 22.4 21.3 10.3 -4.8
3 - Russia 25.3 20.4 9.8 -19.5
decreased.
4 - ltaly 12.1 10.7 5.1 -11.7
5-USA 12.7 11.1 5.4 -12.6

List Total 974

242.2

88.3
207.1

Sum Total

42.6
100.0

5.36.4

57 06558
II 32I II

USA Switzerland France
m2015

4746 4.74.7

5.9
II II I36

UAE  Spain Russia

from Russia decreased by 19.5%.
In terms of monetary value,
imports from Russia have declined
by about 5 billion US Dollars.

Turkey's top b import partners
make up about two fifths of

total imports, and imports from
these countries declined by 9.3%
compared to 2014.

In 2015, Turkey's imports from each
of its top b five import partners

Perspective - January 2016 ﬂ



Slde Effects on foreign trade of goods

EUR / USD

m— 2014

1.45
1.4
1.35
1.3
1.25
1.2
1.15

1.05

EUR/USD exchange rate effect refers to a
decline or increase in the US Dollar value
of Euro exports because of changes in the
EUR/USD exchange rate.

If a 100 Euro commodity, which was
recognized as 130 US Dollars in 2014, is
recorded as 108 USD in December 2015,
this corresponds to a negative effect of 22
USD.

7015

e The EUR/USD exchange rate in
December was down by 13.6 percent
year on year, and by 16.9 percent since
the beginning of the year.

e This decline had a 750 million
USD effect on Turkey's exports in
December, and a 11.9 billion USD
effect over 11 months.

e Atotal negative effect of 24 billion USD
is expected by the end of the year, 13
billion of which is due to the EUR/USD
exchange rate effect, 6.5 billion due to
commodity prices, and 4 billion due to
negative developments in neighboring
countries.



JBvelopments Inforelgn trade 0f goods

In 2014, Turkish exports of services increased by 2014 2015 Change %
8.1% to 50.4 billion USD, and imports of services Services 44,124 41,030 70
increased by 6.1% to 25.2 billion USD. Income Transportation 12,315 12,317 0.0
In the period January-October 2015, service Tourism 26,409 24,100 -8.7
exports declined by 7% to 41 billion USD, and Services 20,988 18,986 95
service imports declined by 9.5% to 19 billion Expenses | Transportation 8,582 6,977 187
USD. Tourism 4,196 4,444 5.9
Turkey is the 17th largest Why did service exports decline?

exporter of services. _ _
Revenues from tourism decreased by 8.7% in the January-

It is the 4th largest destination October period, to 24.1 billion USD. Revenues from

for foreign tourists in Europe, transportation, on the other hand, remained the same, at
and the 6th largest in the world. 12.3 billion USD. Tourism expenses, on the other hand,
increased by 5.9%, whereas transportation expenses

Tourism and transportation decreased by 18.7%.

account for 90 percent of o _ _ _ _
Turkish service exports, and 60 The decline in tourism revenues is explained by economic
percent of service imports. crises experienced in Russia and Ukraine and depreciation

of the Euro, whereas the decline in transportation expenses
is explained by the fall in oil prices.

FOIeIgN Ivestments (inbound and outbound)

2014 2015 Change % _In the first 1Q months of 2015, foreign direc_t
investment inflows increased by 30% despite the

Net FDI Inflows 10,340 13,424 29.8 S .
decline in the parity.
Capital 6,895 9,304 34.9
Other Capital (Net)  -170 764 5494 Inﬂ;)ws to th_e real_es’ua’[eh sector ﬁlecllned by|
Real Estate (Net) 3615 3356 22 7.2% over this period, whereas there was a large

increase in the inflows to the finance sector,

Total FDI inflows to Turkey exceeded 175 originating from Spain, which was responsible for
billion USD the overall increase.

2014 2015 Change % During the same period, investment outflows
Net FDI Outflows 4718 4338 8.1 from Turkey declined by_8.1 %. Investmgnt
outflows totalled 4.3 billion USD, of which 1.2

Capital 4,448 3,984 -10.4 .
aprta billion went to the Netherlands, and 1.1 to the
Other Capital (Net) 270 354 31.1 USA

Total FDI outflows from Turkey exceeded
35 billion USD
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LUrment account cefict

Between January-October 2015, the current account 40.0

deficit decreased by 24.9% year on year, from 33.8 to
25.4 billion USD. 300

Exports of goods and services made a negative
contribution of 16.2 billion USD, and the 25.9 billion

USD decline in imports of goods and services made 0.0
a positive contribution to this improvement of 8.4

billion USD in the current account deficit. In other 10.0
words, the main reason behind the improvement in ’
the current account deficit was the fact that imports
decreased more than exports. 00

The current account deficit has now declined to a
sustainable level, both in terms of absolute value and

Current Account Balance (Billion USD)

33.8
I |
2014 2015

of percentage. This makes the Turkish economy more
resilient to external shocks.

The current account deficit has improved not only

The ratio of current account deficit to GDP,
which was 9.7 in 2011, will decrease to
about 5.3 this year.

in terms of size, but also in terms of the quality of
financing.

JBVeIopments In exchande raie - Red

Real effective exchange rate (REER)
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Source: CBRT

The Turkish Lira started to
depreciate not in June 2014, when
the US Dollar started to appreciate
worldwide, but at the beginning of
2015.

With this depreciation, the real
exchange rate in September
declined to its lowest level since
January 2003.

In October, TRY started to
appreciate in real terms, getting
closer to its normal level of 100.

REER rarely goes below 100, and when it does, it quickly bounces back.
Since the beginning of 2004, it was below 100 for only 14 months.




naustrial production

Q1 Q2 Q3 Q4
IPI 54 3.1 34 19
2014
Growth 5.1 24 18 2.7
IPI 15 36 34 49
2015
Growth 25 38 40 -

Industrial production grew by 1.5% in
the first quarter of 2015, and by more
than 3% in the following two quarters.
Final quarter growth is expected to be
the highest recorded this year.

Industrial production is not only a major and early indicator of growth, it
is also an indicator of sustainable and high-quality growth.

Based on industrial production data, which are early indicators of
growth, Turkey's growth rate in the fourth quarter is expected to be
higher compared to the first three quarters.

In August, industrial production made its biggest leap in the last 12
months. Growth in industrial production kept exceeding expectations in
the following two months, as well.

There is a positive relationship between industrial production index
and growth. This positive relationship is usually observed in quarters
other than the third quarter, during which construction, agriculture and
tourism tend to be dominant.

In 2015, the main driver of industrial production index was the automotive sector. In addition,
the fuel oil conversion facility of TUPRAS, which became operational within this year, made a
positive contribution to the industrial production index.

[ AD0r market Inaicators: oseptember 201

The economy has created jobs for 987 thousand people in the last 12 months.

Rate of participation in the labor force
did not change in September compared
to the previous month, and remained
at 52.1%. Although this is a little lower
than the 52.4% recorded in July, which
was an all-time high, it still represents
a 1 point increase year on year. This
rate keeps increasing because of the
increase in women's participation in the
labor force.

On a year on year basis, all sectors
experienced a growth in employment,
with the service sector making the
largest contribution. Compared to the
same period of last year, the number of
employed increased by 987 thousand,
of which 700 thousand came from the
service sector.

Rate of unemployment is 10.3%
(a decline of 0.2 points year on
year, and an increase of 0.2 points
month on month)

Rate of participation in the labor
force is 52.1% (an increase of 1
point year on year, same as the
previous month)

Rate of employment is 46.8% (an
increase of 1 point year on year,
same as the previous month)
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What to expect in 2016

Other

Growth

Foreign trade

The increase in the minimum
wage will have a negative effect
on exports, and a positive effect
on internal demand and economic
growth.

Similar to 2015, exports may perform
weakly. Commodity prices may stay low,
and EUR/USD close to 1.

The economic package
announced in December will not
have a significant effect on macro
indicators in 2016.

Commodity prices are still low,
decreasing imports. Imports in
2016 will depend on the increase
in internal demand and on the
exchange rate.

With new economic packages to be
announced, increasing economic
confidence, and an increase in the
minimum wage, growth in 2016 can
be 1.5 points higher than planned in
the MTP.

Countries with troubled economies,
such as Russia, Ukraine, Iraq, Syria,
Libya and Egypt, are likely to keep
being risk factors for exports.

We expect a growth of 4.4 percent in
2016.

Lreditrating

Turkey has an investment grade
rating from Moody's and Fitch.

S&P's rating for Turkey is just
below investment grade.

Turkey’s credit rating is not
expected to move downwards
in the short term.

The upcoming period will be critical
for the credit ratings of emerging
economies. As the interest rate in

the USA increases and the funds
injected to the market through
quantitative easing find their way back
into the USA, currencies of emerging
economies will come under increasing
pressure, and these counties are
likely to have a harder time financing
their current account deficits and
borrowing.

KkPmG!

Our foreign trade expectations for 2016:
Exports - 146 billion US Dollars
Imports - 217 billion US Dollars

Rating Outlook

Moody'’s Baa3 Negative
Standard & BB+ Negative
Poors

Fitch Ratings BBB- Stable

In this period, Turkey is in a relatively
better position compared to similar
countries.

e Current account deficit is in
decline
Political stability is strong
There are no elections for 4 years
The government promises reform
e The economy keeps growing
e Confidence indexes are on the rise

USD/TRY: 3.08
EUR/TRY: 3.30
EUR/USD: 1.07
Oil: 47 $

(annual average)



niernational rankings

Turkey

& (GROU
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Global Competitiveness Index 45th
Ease of doing business 55th Doin_g Busine{s_g 2015
Going Beyond Efficiency

Gender inequality 130th

Economic Freedom Index 70th

Human Development Index 72nd

Global Innovation Index 58th

Global Entrepreneurship Index 28th

nternal dept

As of the 2nd quarter of 2015, Turkey has

e agross domestic public debt of TRY459.9 billion,

e 3 gross external public debt of TRY231.4 billion, and
e anet public debt of TRY155.3 billion.

Net public debt reached a record high of TRY320 billion
in the first quarter of 2011, and continuously decreased
from that time onwards.

Total Net Public Debt Stock
350 -

300 A
250 A
200 A

150 A

One of the best things Turkey does is to
keep fiscal discipline in all periods.

Figures for Turkey's budget deficit, domestic
public debt and external public debt are
better compared to many other countries.
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2008 Q1
2008 Q2
2008 Q3
2008 Q4
2009 Q1
2009 Q2
2009 Q3
2009 Q4

e
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As of the 2nd quarter of 2015, Turkey has

e apublic external debt of USD115.7
billion,

e aprivate external debt of USD287.5
billion, and

e agross external debt of USD405.2
billion.

Short term debts make up about one third
of the gross external debt.

59% of Turkey's external debt

is denominated in USD, 31% is
denominated in EUR, and 6.4% is
denominated in TRY.

The ratio of external debt to GDP reached
its highest level in 2001, with 57.7%, and
decreased to 35.5% in 2005, which was

the lowest level recorded in the last 10

External Debt / GDP (%)
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This ratio started to increase one more time from 2011
onwards, and reached 52.5% in the second quarter of 2015.

The increase in the exchange rate played an important role

2015 Q1
2015 Q2

years.

in this development.

FConomic confidence INex (s e
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the last few months.

upward movement in all indexes in

2012 2013

e Fconomic confidence index

esmmme Real sector confidence index

e Retail trade sector confidence index

The consumer confidence index started to
decline from mid-2014 onwards, when the USD
appreciated against TRY. Parallel to the decrease
in consumer confidence index, the economic
confidence index, which consists of five
dimensions, also started to decline, reaching its
lowest level in September 2015.

KkPmG!

2014 2015

emmmm» Consumer confidence index
esmmme Service sector confidence index

essmm» Construction sector confidence index

In October, there was a sharp upturn both in

consumer confidence index and economic
confidence index.




nilation

Inflation will be effected negatively by the

appreciation of the USD, which started in With the cumulative effect of the increase in
2015 and is expected to continue in 2016, and the exchange rate, inflation started to rise
positively by the commodity prices, which we again.

expect to stay low.

Inflation rate was relatively low in 2013, but Inflation started to decline in late 2014, parallel
increased in 2014 mainly because of increases to the fall in the price of oil, but this decline was
in food prices due to drought. limited because of the increase in the exchange

rate. In addition, food prices were lower in 2015
compared to 2014, which decreased inflation to
a level lower than what it was 2014.

According to CBRT's survey of expectations
in December, the year-end inflation rate is
expected to be 8.5% after the MTP.

Inflation (CPI)
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LONCIuSIon

2015 was a year of many surprises and
uncertainties for the world economy. The
sharp fall in the price of oil, low commodity
prices, the crisis in Greece, the economic
crises in Russia and Ukraine, negative trends
in the economies of Brazil and China, the
escalation of the Syrian crisis...

Turkey is not isolated from all these
developments. To the contrary, it is at the
center of many of these developments, and is
directly or indirectly affected by all of them.

The oil price is declining... At first glance, this
is a positive development for Turkey, because
Turkey imports about 50 billion US Dollars’
worth of energy. However, 30 percent of
Turkish exports go to energy exporters, one
fourth of all tourists to Turkey come from
these countries, and almost all of Turkey'’s
shuttle trade is also with these countries. A
majority of Turkey'’s foreign investment is also
in these countries.

Turkey faced risks not only from external
developments, but also from domestic
uncertainties. For a period of close to six
months, Turkey did not have an active
government, and consecutive elections
posed another serious risk. These risks were
reflected in consumer confidence, real sector
confidence and overall economic confidence,
which reached their lowest levels in this
period.

Despite all these internal and external risks,
growth rates for each of the first three
quarters exceeded market expectations and
boosted morale. 2015 growth will exceed all
forecasts.

In 2016, none of the external risks are likely
to disappear, to the contrary, there might

be more risks. This is the bad news. The
good news is that uncertainty regarding the
government has ceased, and there will be no
elections for quite a long time. In addition, the
economic package already announced, and
more packages expected to come, will result
in higher expectations for growth in 2016.

The announcement on December 30 that
increased the minimum wage to TRY 1300

a month was certainly good news for a lot

of people. However, its effects on exports,
exporters, and in the medium term, on firms
producing for the domestic market is open to
different interpretations.

Turkey mostly exports low-tech, unbranded
and low value added products. One of its
biggest advantages is that costs are lower,
and by extension, so are prices.

Given this basic equation, and unless it

is followed by serious steps to create
technology intensive and high value added
production, increasing labor costs may create
additional costs in the form of deterioration
in parameters such as current account deficit
and inflation.
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