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Sharp drop in Turkey's annual current
account deficit

Turkey's current account gap narrowed in May mainly due to an
improving foreign trade balance, while capital flows significantly
accelerated, leading to a jump in official reserves

May's current account posted a US$1.2bn, lower-than-expected deficit that led to a marked drop
in the 12M rolling deficit from US$31.7bn a month ago to US$25.2bn (translating into c. 2.2% of
GDP). Accordingly, the annual deficit, which is the lowest since mid-2022, returned to its
improvement trend after a temporary halt in April.

Current account (12M rolling, US$bn)
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In the breakdown, and comparing with the same month of last year, we see:

lower gold deficit at US$0.9bn vs US$2.2bn last year. Gold imports, which dropped
significantly in the first two months, strengthened in March and April around the time of
local elections but decelerated again in May and June

improving energy bills to US$3.5bn from US$3.9bn

turning of the core trade balance to a slight surplus at US$0.3bn vs US$3.9bn deficit a year
ago

higher services services income (including tourism revenues) at US$4.7bn.

A slight deterioration in primary and secondary income led to minimal impact on the May current
account.

Breakdown of current account (monthly, US$bn)
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On the capital account, net identified flows that were weak in the first four months showed an
acceleration in May with US$14.4bn. After one of the historic outflows ahead of March local
elections - with US$9.9bn and another negative reading in April at US$0.3bn - net errors and
omissions turned to a strong positive at US$4.5bn. With the monthly current account deficit and
large flows, official reserves posted a record monthly increase at US$17.6bn.

In the breakdown of monthly data, non-residents’ movements drove the inflows with two major
items:

1. Portfolio flows to the government bond market at US6.1bn
2. Net borrowing at US$4.1bn.

In May, rollover rates stood at 128% for corporates and 173% for banking (vs 100% and 128%,
respectively, on a 12M rolling basis). The data showing significant short-term borrowing in the
banking sector imply increasing appetite with tightening spreads after years of deleveraging.
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Breakdown of financing (monthly, US$bn)
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Overall, regarding foreign trade, after relatively flat 12-month cumulative exports in the first
four months, we saw a jump in May, though this can be temporary. 12-month imports, on
the other hand, which have been gradually declining and contributing to the improvement
in the current account deficit, will continue to decline as the impact of CBT actions on the
balancing of demand factors is likely to be supportive of the external outlook.

On the capital account, the turnout was relatively weak in the first four months, though May
data show a re-acceleration in inflows with foreign investors showing an increasing appetite
for Turkish assets. The very low current account deficit until October, the possibility of a
current account surplus in some months and the continuation of the tight monetary policy
supporting foreign flows will continue to have a positive impact on CBT reserves in the near
term.
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