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Email: erkin.isik@fortis.com.tr phase, with many analysts and financial houses both at home and abroad voicing
this presumption. Now it has been seven months since the economy hit the rock

Nilufer Sezgin (Assistant Manager) bottom. However, neither the survey-based leading indicators do shine any more,
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Email: nilufer s@fortis.com.tr nor the industrial output displayed the anticipated rebound so far. The most

recent outlook of the comparison between industrial output performance among

Email: research@fortis.com.tr countries and country groups is available in the graph below. Unfortunately,

Tel: +212 27279 98 Turkey appears to be one of the countries that have suffered the severest

Fax: +212 27544 05 decline in output and yet the pace of recovery also lags behind many
countries. We had the chance to revisit the outlook of leading indicators when
the November PMI was released in the week behind. Turkish PMI, which
continued to fall fourth time in a row to 51.8 from 52.8, is now below the
global index, as well as many developed and developing nations. This was
the lowest value since May. This is a notable deterioration considering that
Turkey had ranked at the top of the list in summer. The only bright side is that
the index is still holding above the 50 threshold that separates the expansion and
contraction periods of the economy. In the U.S., the PMI receded to 53.6 from
55.7, undershooting the consensus at 55.0. Nevertheless, this was the second
highest reading since May 2006 and the sub-indices suggested that the
decline would not turn into a trend. We will discuss about how we reached that
conclusion in the following parts of this weekly report and we will also look at the
implications of a similar analysis for Turkey. Returning to the previous topic, only
6 countries (Russia, Hungary, Greece, Ireland and Australia) are still left with
PMis below 50, while the average of the developing countries is higher than
Turkey, thanks especially to Asia (China 55.7, India 53). All in all, the global PMI
edged down to 53.6 in November, yet suggested ongoing expansion.
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The recent crisis showed once more that the headline PMI is a successful
predictor of the industrial output. What is less popular is the leading power of the
sub-indices of the headline PMI. The sub-indices, such as input prices, export
orders and employment incorporate important information regarding the industry
in general, while the new orders to inventories ratio happens to give the
most important hint regarding the future performance of output. In essence,
this ratio is a numerical tool that helps monitoring a production cycle. The
inferences that are made for changes in production through inventory levels
would be enhanced by the information as to the new orders. As is known, the
decline (increase) in inventories pushes the inventory sub-index higher (lower)
and the similar impact is felt of the headline PMI indirectly. Recessions mostly
appear as a result of firms being unexpectedly caught by high inventories in an
environment of suddenly plunging demand. Therefore, PMI inventory indices first
fall sharply and then start ascending in parallel to inventory unwinding. In that
respect, in the late stages of the recovery period, the production should
normally be boosted by both declining stocks and increasing orders. The
ratio of the new orders to inventories would determine the strength of this
boost. This ratio is frequently used in other countries for PMI analyses and they
are quite successful in predicting the output performance. We found out that a
similar analysis for Turkish PMI, which is compiled by Markit, is pretty successful
in forecasting the pace of industrial production. Similar to the headline PMI, this
ratio advanced until July, tracked by the industrial production (annualized
quarterly change in seasonally adjusted industrial output). After that point, they
also moved in harmony during the period of rapid decline. The last data available
for industrial output is September. Yet, the new orders to inventory ratio
suggests that after a mild rebound in October the production is likely to
continue weaken in November and the rate of change in output may
become negative. Such a message from the leading indicators is quite
disappointing considering that the automotive, white goods and steel production
have just started to post annual increase and exports expanded in annual terms
over the last two months. The output recovery that started after the February
bottom seems to have lost pace and more importantly, it seems to be
heading into the new year at a slow momentum.
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In that respect, the data disclosures regarding economic activity in the week
ahead are more important now. The October industrial production will be the first
of these announcements. As we stated previously, the industrial output is likely to
post the first annual increase after 14 months and we estimate 2.5% increase,
compared to the consensus that points to 2.1% contraction. Nevertheless, since
higher number of working days and weak base year are also influential on our
forecast for a positive change, the seasonally adjusted data is likely to display a
more limited advance. Recall that the output fell by 0.1% and 0.3% in August and
September, respectively, so that the cumulative recovery remained even below
2.0%. Accordingly, it should be noted that even our above-consensus
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estimate for October would be consistent with a slow and gradual recovery.
The 3Q GDP due December 10" will be the next critical data to follow this week.
This data may be influential on 2009 and 2010 growth forecasts. The average
forecasts were -5.6% and 3.2%, respectively in the last Expectations Survey of
the Central Bank. Meanwhile, the polls indicate at 3.7% contraction in 3Q vs. our
3.5% decline estimate. If industrial output and GDP surprise on the upside, they
have the potential to have favorable impact on 2009 and 2010 GDP forecasts,
while the opposite would be true in case of bad surprises. The same day, the
Central Bank will disclose the 2010 Monetary and Exchange Rate Policy for 2010
and the Treasury will unveil the Financing Program for 2010. Our special report
on these topics will be published soon.

In conclusion, Turkey appears to be one of the countries that have suffered the
severest decline in output and yet the pace of recovery also lags behind many
countries. Therefore, it becomes harder to justify the thesis that Turkey would
recover most quickly from the recession, posing a major risk of
underperformance for Turkish markets. Those who turn less optimistic for 2009
this time may try to depict a strong growth outlook for 2010. However, the output
recovery that started after the February bottom seems to have lost pace and
more importantly, it seems to be heading into the new year at a slow momentum.
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Economic and Political Agenda

= At home, the economic activity will be at the forefront this week, with industrial
output, GDP and capacity use. On December 10™ there will be a busy agenda. In
addition to numerous data, the Treasury will unveil the Financing Program for
2010 and the Central Bank is likely to disclose the 2010 Monetary and Exchange
Rate Policy for 2010. External agenda is relatively quiet. In the U.S, the retail
sales and Michigan Sentiment appear as the most important items on the list.

Data issuances at Home

Importance Indicator Unit Date of issuance Fortis (Consensus)
Medium Cash Based PS, Nov.  TRY bn Dec. 8" -3.9
High Industrial Output, Oct. % yly Dec. 8" 8:00 GMT 2.5 (-2.1)
Medium CB’s Expectation Survey, Dec. | - Dec. 9" -
High GDP, 3Q % alq Dec. 10", 8:00 GMT -3.5(-3.7)
Medium CNBC-e Consumption Index, Nov. - Dec. 10", 8:00 GMT -
Medium Capacity Use, Nov. % Dec. 10", 8:00 GMT (71.4)
Medium C/A deficit, Oct. ~ US$ mn Dec. 10", 15:00 GMT -
Importance Country Indicator Unit Date of IssuanceConsensus
Medium UK. BoE Rate Decision bps  Dec. 10", 12:00 GMT no change
Medium U.S. Foreign Trade Balance, Oct. US$bn  Dec. 11", 13:30 GMT -36.25
Weak us. Export & Import Prices, Oct. % Dec. 11", 13:30 GMT 0.3& 1.0
High U.S. Retail Sales, Total & ex-auto, Nov. %, m/m  Dec. 11", 13:30 GMT 0.5&0.5
Medium U.S.  Michigan Sentiment Index, Dec. - Dec. 11", 15:00 GMT 68.4

Macro-Economic and Financial Forecasts

Macro Economic Outlook of 2007-2010

2008 2009f 2010f 2011f
GDP (TRY - bn) 950.1 973.5 1,066.7 1,179.7
GDP (US$ - bn) 734.9 628.0 688.2 718.8
GDP Growth (yly % chg) 0.9 -6.0 4.0 5.0
PPI (yly % chg) 8.1 6.0 5.0 4.0
CPI (yly % chg) 10.1 5.9 6.5 55
Trade Balance (US$ - bn) -69.8 -37.6 -58.0 -63.8
Exports (FOB, excl. luggage trade) 132.0 101.3 126.2 122.9
Imports (CIF, incl. gold) 201.7 138.8 184.2 186.7
Current Account Balance (US$ - bn) -41.7 -14.4 -30.6 -33.9
Current Account Balance / GDP (%) -5.7 -2.3 -4.4 -4.7
Financial Indicators Forecasts
Dec. 4" 1M 3M 6M 12M 2009 2010
US$/TRY 1.4812 1.4800 1.5200 1.5800 1.5600 1.4800 1.5600
EUR/TRY 2.2395 2.1850 2.2300 2.2900 2.2500 2.1800  2.2500
FX Basket 3.7207 3.6650 3.7500 3.8700 3.8100 3.6600  3.8100
EUR/US$ 1.5119 1.4760 1.4670 1.4500 1.4400 1.4750 1.4400
O/N 6.50% 6.25% 6.25% 6.25% 7.25% 6.25% 7.75%

Benchmark Bond 8.90% 8.70% 9.00% 9.00%  10.50% 8.70%  10.50%
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