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Turkey: Primary balance improves in
September
The budget balance showed some improvement last month on an
annual basis, with strong non-tax revenue generation despite a large
expansion in both primary and interest expenditures
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In September, the central administration budget balance recorded a TRY-6.0 billion deficit,
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down from the same month of last year at TRY-6.4 billion. The monthly outcome shows strong
revenues from non-tax items while primary spending maintained a strong growth rate,
at 23.6% YoY (though slightly negative in real terms at -0.8%), and a 21.6% YoY increase
(-2.3% real change) in interest expenditures on the back of an uptrend in yields. Accordingly,
the primary surplus more than doubled to TRY+4.3 billion from TRY+2.0 billion.

The breakdown

 The impact of inflation should mean a roughly 20% or more increase in major budget1.
items.
 The pace of real increase in tax revenues has lost momentum, turning negative at2.
-5.5% in September vs 4.4% on a YtD basis, likely showing the impact of a deterioration
in economic activity. Two other points also worth noting are the contraction in Special
Consumption Tax income on petroleum & natural gas (reflecting the government’s
decision to absorb some of the price shock from the weak currency and oil price spike
via an automatic tax adjustment on gasoline prices) and plunge in VAT on imports (in
dollar terms) following an ongoing contraction in import demand.
 On the revenue side, we also see a sharp recovery in non-tax revenues this year. This is3.
due to a number of factors, for example, higher profit transfers from the Turkish central
bank. In September, income from interest and fines almost tripled because of
unexplained parts of this item (“other miscellaneous revenues”).
On the expenditures side, capital expenditures and capital transfers saw a real4.
increase of more than 20% in September and the first nine months of the year
compared to the respective periods of 2017. However, larger shares in primary
spending, personnel expenditures and current transfers have been the major drivers of
growth on a monthly and cumulative basis.

Following fiscal easing since mid-2016, which has continued to be be evident in this
year’s budget metrics, the medium term programme (MTP)- a key policy action from
the government- anticipates strong fiscal performance and a return to fiscal discipline
next year. Accordingly, the MTP shows the central administration budget balance-to-
GDP ratio remaining under control and the size of the primary surplus-to-GDP is
expected to gradually improve and return to pre-2016 levels in 2021.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
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 Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) 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.
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