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Fed and ECB’s shift towards policy easing spurred global risk appetite last week. The confirmation of Trump-Xi meeting in
G-20 summit also provided relief to global markets while growing US-Iran tensions erased some of the gains. Along with
the rate cut projection by the Fed, US bond yields and dollar remained under downward pressure. A weakening dollar
boosted emerging currencies. Commodity prices, particularly gold prices, recorded a rapid rise. Last week, Turkey had a
heavy data calendar. Industrial production made a weaker-than-expected start to the second quarter and consumer
confidence remained at historically low levels in June.
Dovish statements from Fed and ECB…
In its monetary policy meeting last week, Fed left its policy rate unchanged
in line with market expectations. On the other hand, significant revisions
are observed in the statement and projections due to trade war concerns
and weak inflation outlook. Fed dropped the reference of being “patient”
on interest rates and the wording that sluggish inflation are temporary.
Although Fed members' median policy rate projections do not see any rate
cuts for 2019, the members expect one rate cut in 2020. Also, it is noted
that a majority of the policymakers expect a lower interest rate by the end
of 2019. The March projections had signaled that FOMC members expected
no change in the policy rate in 2019 and one hike in 2020.
ECB President Draghi also signaled a new monetary stimulus, strengthening
the optimistic expectations about global liquidity. In his speech last week,
Draghi said that additional monetary stimulus might be necessary if there is
no improvement in the Euro Area’s economic outlook and if inflation does
not move towards the target. Last week, the monetary policy meetings of
the Bank of Japan (BoJ) and the Bank of England (BoE) were also followed.
While BoJ stated that global risks have increased, BoE’s downward revision
of its second quarter growth forecast was noteworthy.
Positive mood in global markets, the US dollar under downward pressure…
ECB President Draghi’s monetary easing signal and the shift in the Fed's
policy towards a more accommodative stance led global markets to have a
bullish week. The announcement that the US and Chinese Presidents will
meet at the G20 summit also supported the global risk appetite in the first
days of the week. The MSCI world stock index finished the week with a 2.2%
rise despite the decline recorded on Friday as US-Iran tensions increased.
Rapid depreciation of the US dollar and rising tensions between the US and
Iran put upward pressure on commodity prices. Gold prices rose last week
by 4.3% to 1,399 USD/ounce. The monthly rise in gold prices is close to
10%. Due to strengthening expectations for the Fed's interest rate cuts, the
US 10-year Treasury bond yields fell to below 2% in intraday trading on June
20, the lowest level since November 2016.
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Industrial Production Index

Data on the second quarter showed a weak outlook in Turkey last week.
Last week, data on the second quarter generally portrayed a weak picture
for the Turkish economy. In April, calendar adjusted industrial production
fell by 4% yoy, faster than expected. The declines in manufacturing
industry output and the mining-quarrying sector were behind this
development. In this period, the fall in the production of intermediate
goods and capital goods deepened. Seasonally and calendar adjusted
industrial production decreased by 1% mom. Following the rapid decline in
May, consumer confidence index recovered slightly in June. However, the
index remained at historically low levels of the current series.
Central government budget and unemployment figures were also closely
monitored. The budget, which posted a surplus of 2.7 billion TL in May
2018, posted a deficit of 12.1 billion TL in the same period this year. Tax
revenues declined due to the tax incentives and weak domestic demand
(Our Budget Balance report). Seasonally adjusted unemployment rate hit
its highest level since May 2009 with 13.7% in the March period covering
February, March and April, while youth unemployment rate rose to 25.7%.
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Parallel to the increase in global risk appetite, domestic markets displayed
a positive outlook last week. The 5-Y CDS premium fell to its lowest level
since mid-April on Thursday with 428 basis points during the day. While
BIST-100 index increased by 3.6% on a weekly basis, the 2-year benchmark
bond fell by 275 basis points. As announced by the CBRT last Monday,
primary dealer banks were provided with liquidity at an interest rate of 100
basis points below the policy rate via overnight repo, with respect to the
limits. Then, the weighted average funding cost declined to 23.80%.
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A heavy data flow as well as G-20 summit and US-Iran tensions will be
monitored this week. In Turkey, real sector confidence and capacity
utilization ratio have been released today. They have pointed to a limited
recovery. The impact of the last weekend’s Istanbul election redo results is
also in focus.
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Sectoral Developments
House sales contracted by 31.3% yoy in May.
House sales declined by 31.3% yoy in May and became 82,252 units. New house sales fell by 39.2% yoy during this
period while existing house sales shrank 24.4% yoy. Mortgage sales decreased by 85.8% yoy while other sales, which
has a share of 94% in total sales as of May, posted a contraction of 7% compared to same period of last year.
Residential property price index increased by 2.57% yoy in April.
According to data released by CBRT, residential property price index (RPPI) increased by 0.7% mom in April. RPPI
increased by 2.75% yoy in nominal terms and declined by 14% yoy in real terms. In nominal terms, house prices in
İstanbul recorded an annual fall of 2% while those in Ankara and İzmir posted annual rises of 1.3% and 3%,
respectively.
Construction cost index continued its rapid expansion.
The rise in construction costs remained at elevated levels. According to data released by Turkstat, construction cost
index went up by 1.6% mom and 26.4% yoy in April. In this period, the annual rises in both material and labor subindices were comparable to the rise in the overall index. Construction costs for buildings and civil engineering also
increased at comparable rates.
Automotive sales fell by 54.7% yoy in May.
Automotive sales registered an annual contraction of 54.7% Automotive production declined by 7.9% yoy to 136,517
units. The annual fall in the first five months of the year became 12.1%. Automobile exports shrank by 9.3% yoy to
356,200 units in January-May period while the fall in commercial vehicles exports was limited with 2.1% yoy.

Source: CBRT, Turkstat, AIA

24.06.2019

3

Economic Research Division

İzlem Erdem
Chief Economist
izlem.erdem@isbank.com.tr
Alper Gürler
Unit Manager
alper.gurler@isbank.com.tr

Doğan Şengül, Ph.D.
Asst. Manager
dogan.sengul@isbank.com.tr
Gamze Can
Economist
gamze.can@isbank.com.tr

Our reports are available on our website https://research.isbank.com.tr

LEGAL NOTICE
This report has been prepared by Türkiye İş Bankası A.Ş. economists and analysts by using the information from publicly available sources believed to be
reliable, solely for information purposes; and they are not intended to be construed as an offer or solicitation for the purchase or sale of any financial instrument or the provision of an offer to provide investment services. The views, opinions and analyses expressed do not represent the official standing of
Türkiye İş Bankası A.Ş. and are personal views and opinions of the analysts and economists who prepare the report. No representation or warranty, express
or implied, is made as to the accuracy or completeness of the information contained in this report. All information contained in this report is subject to
change without notice, Türkiye İş Bankası A,Ş, accepts no liability whatsoever for any direct or consequential loss arising from any use of this report or its
contents.
This report is copyright-protected. Reproducing, publishing and/or distributing this report in whole or in part is therefore prohibited. All rights reserved.

24.06.2019

4

