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Macro note — 2025 1st Quarter GDP Growth

The Turkish economy grows by 2% annually and 1% quarterly in
the first quarter of 2025, performing below expectations.
Domestic consumption makes the strongest contribution to
growth, while industry and agriculture contract and services
continues to perform strongly.
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According to the growth data released by Turkstat, the Turkish economy grew by 3% yoy in the last quarter of
2024 (Market Expectation 2.8% and Seker Investment expectation 3.1%). The seasonally- and calendar-
adjusted GDP chained volume index increased by 1.7% qgoqg. The calendar adjusted GDP chained volume index
increased by 3.1% in the fourth quarter of 2024 compared to the same quarter of the previous year. According
to the production method, GDP at current prices increased by 63.5% in 2024 compared to the previous year to
TRY 43 trillion 410 billion 514 million. GDP per capita was calculated as TRY 507 thousand 615 at current prices
and 15 thousand 463 in USD terms in 2024. While the share of labor payments in Gross Value Added at current
prices was 32.5% last year, this ratio became 37.9% in 2024. The share of net operating surplus/mixed income,
at 47%, fell to 42.2%. When the activities that make up GDP are analyzed; in 2024, as a chained volume index
compared to the previous year; construction sector total value added increased by 9.3%, taxes on products
minus subsidies by 7.7%, financial and insurance activities by 4.9%, agriculture by 3.9%, information and
communication activities by 3.4%, services by 3.1%, real estate activities by 2.4%, public administration,
education, human health and social work activities by 1.8%, professional, administrative and support service
activities by 1.4%, other service activities by 1.2% and industry by 0.5%. Calendar-adjusted data came in at
3.1%, in line with our expectations. Considering the year-end realizations, two points stand out. First, the
monetary tightening cooled economic activity and held back growth and inflation. The other important point is
that the calm course of the exchange rate pushed dollar-denominated per capita income to a historic high.
Despite inflation-driven growth in economic activity and income, the rise in the exchange rate lagged far behind
inflation, making a significant positive contribution to purchasing power and per capita income. Despite the
buoyancy in sectors such as construction, finance and services, the slowdown in industrial production is a
reflection of recent monetary policy actions. The fact that the gap in this decoupling has widened at these levels
shows that we are far from the target values.
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The long-standing medium-term goal of monetary policy has been to cool economic activity and establish a
disinflationary process. In this context, measures were taken to restrict consumption activities in particular, while
cost channels were also actively utilized. Although disinflation has not been achieved at the anticipated pace,
significant progress has been made. In our baseline scenario at the beginning of the year, we anticipated that
sectors with high interest rate sensitivity, such as industry and agriculture, would make a significant contribution
to growth in the second half of the year. However, political uncertainties experienced domestically in March and
globally in April necessitated some updates to this scenario. During this period of additional monetary tightening,
we believe that our baseline scenario will materialize with a one-quarter delay. The situation that is relatively
worsening the growth picture is the much more rigid price dynamics despite the slowing growth. While tight
monetary policy is slowing down production and growth, we can say that it has failed to bring inflation down at
the same rate. Here, we see the importance of inertia and expectations. In particular, the inflation outlook, which
has risen well above its ten-year average in recent periods, is limiting downward movements in both
consumption and investment decisions. This outlook, which is expected to persist until the end of the year,
indicates that we will conclude 2025 with relatively high inflation and more subdued growth.
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When we look at the subcomponents of growth, we see that final consumption expenditures contributed 1.6
points to growth. Considering the normal course of consumption expenditures, approximately 80% of output is
consumption-driven. The contribution of government expenditures to growth is 0.2 points. When compared to
the same period of the previous year in terms of fiscal policy, the supportive trend in monetary policy is
noteworthy. The fact that the contribution of investments to growth is at the 0.5 level indicates that consumption-
based growth is dominant and that the share of investments remains low. The contribution to growth from net
exports in this period is -0.6 points. The significant positive contribution of net exports in the previous year is
declining this year. We will see the impact of this on the current account balance over time. The decline in
inventories is one of the most obvious indicators of the slowdown in production in the economy. lts inflationary
effect will continue until the end of the year.

In summary, the Turkish economy grew by 2% year-on-year and 1% quarter-on-quarter in the first quarter. The
slowdown in the economy is beyond expectations. We believe that the slowdown in economic activity will
eventually be reflected in inflation figures. While production is weakening, the strong performance of the services
sector continues to increase cost inflation. We would like to emphasize that any new data or policies that are
announced will lead to updates in our forecasts. Due to production dynamics that are below expectations, we
maintain our 2025 GDP growth forecast at 2.9%.
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