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Right at a time we were talking about the notable slowdowns in developed and

H. Erkin Isik, CFA (Manager) developing economies, with a special emphasis on the elevated downside risks
Tel: +212318 34 05 to Turkey’s growth performance, last week’s GDP data provided clear evidences
Email: erkin.isik@fortis.com.tr that those risks against the domestic economic activity is much depressed and
Nilufer Sezgin (Assistant Manager) closer than we thought. The annual 2Q GDP growth rate at 1.9% was
Tel: +212 318 37 90 disappointing compared to the consensus and this surprisingly weak
Email: nilufer.s@fortis.com.tr performance dramatically reduced the chance of reaching 4.5% target for the

. ) whole year. More importantly, the annual change of the 4-quarter rolling
52?!:2:'3253";;°:9@:;m3'Com'tr seasonally adjusted GDP, which we track as a trend indicator, regressed
Fax: +212 275 44 05 gradually to 3.6% from the vicinity of 8% in 2006. Under the light of the fresh
figures, we revised our 2008 and 2009 growth expectations down to 3.8%
and 3.7% (from the previous 4.5% and 5.0%), in the same order. Note however
that there are downside risks even to these more pessimistic forecasts, as our
assumption for a slight recovery in the agricultural sector may not hold and
deepening global economic problems may weigh further than our presumptions.
On the expenditures front, the most worrisome development was the pace
of investment expenditures. It was the first time that investments depicted a
visible deterioration, hinting that the confidence for the economic outlook
weakened, similar to what the Real Sector Confidence Index had suggested
previously. The key problem here is the private sector investments, which
expanded by a mere 0.6%, the lowest annual speed observed since the
2001 crisis. Glancing at the demand front, the consumption expenditures of
households grew by 2.8% yly, while the seasonally adjusted data pointed to a
mere 0.3% quarterly gain and the average increase in this segment over the last
three quarters surfaced at a weak 0.2%. In essence, the rebounding consumer
confidence since June seems to be encouraging for the future pace of
domestic demand. However, as we shall explain later in this report, this
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(*) Annual rate of change off the 4-quarter rolling sum of seasonally adjusted GDP















