ING.!

Snap | 11 December 2018 Turkey

THINK economic and financial analysis

Turkey: Improvement in external
balances at full speed

Rapid improvement in Turkey's external balances continued in
October thanks to strength in exports and a sharp decline in import
demand. The capital flow outlook, on the other hand, has remained
challenging

$+2.5
billion

Better than expected

Current account
balance in October

External balances have improved significantly in recent months thanks to:
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e Increased price competitiveness, which has supported exports
e Weaker domestic demand due to deteriorating confidence
e Significant financial tightening

We saw a continuation of this trend in October with a monthly current account surplus of $2.8
billion, the largest on record and also higher than the market consensus and our call at $2.5 billion.
Accordingly, the 12-month rolling deficit recorded the largest decline in a month from $46.0 billion
in September to $39.4 billion, while the contraction since May was $18.7 billion.
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On a monthly basis, the improvement in October over the same month of 2017 is mainly
attributable to a contraction in foreign trade while services income continued to improve with
healthy tourism revenues.

On the financing front, the capital flow outlook has remained weak with a continuation of outflows
at $1.4 billion in October. Given the large external surplus and $0.4 billion inflows via net errors &
omissions, official reserves recorded a $1.7 billion increase.

Funding Gap (USDbn, 12M rolling)
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Capital outflows in October were mainly attributable to a further increase in residents’ asset
holdings abroad, at $2.3 billion (mainly due to a $1.0 billion rise in trade credits extended and a
$0.8 billion increase in deposit holdings), while portfolio flows, which have followed a weak trend
since early 2018, turned slightly positive at $0.8 billion thanks to the Treasury's $2.0 billion
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Eurobond issuance.

On the borrowing side, banks were payers with $1.4 billion ($1.0 billion of which was for short-term
obligations). However, the monthly (long-term) rollover ratio for the sector increased to 91%, the
highest since May, showing improving access to foreign funding after recent volatility. On a 12-
month rolling basis, long-term rollover ratios for banks and corporates stood at 89% and 138%,
respectively.

Rollover Ratios (%, 12M rolling)
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Overall, the October data shows that outflows have further moderated compared to August
and September, becoming less of a market concern. However, the outlook will likely remain
challenging given the sizeable total external financing needs in the period ahead, mostly
due to private debt amortisation. This will likely keep Turkey vulnerable to shifts in global
risk appetite. On a positive note, the recovery in the trade balance will remain in place going
forward given ongoing domestic demand conditions and the strength in exports, with the
inclusion of tourism, though the pace of rebalancing will likely slow.
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possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
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Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
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Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Snap | 11 December 2018 4


https://www.ing.com

