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TURKEY'S EXPORTS FALL, TRADE DEFICIT WIDENS
Zümrüt İmamoğlu† ve Barış Soybilgen‡
Executive Summary
According data released by TurkStat, Turkey's exports increased by 8.8 percent while its import increased by 35.5 percent in October 2010 compared to the same month of the previous year. Month to month changes of imports and exports have high volatility, however seasonally adjusted numbers show that exports entered a downward trend since last May. Between May and September, exports decreased by 1.5 percent per month on average.1 On the other hand, Turkey's imports show an upward trend; imports increased by 2.9 percent per month on average in the same period.
Among exporting sectors, coking coal and refined petroleum, metal industry and television and communication equipments sectors experienced the largest declines. In the third quarter of 2010, compared to the second quarter, a slowdown or a decrease in exports was observed in almost all sectors. The increase in imports was also ubiquitous but mainly due to increases in imports of consumer goods and intermediate goods.
These developments imply a widening of the trade deficit. We expect net exports to make a negative contribution to GDP growth in the third quarter.
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1 In this paper data up to September is used because TUIK has not announced export-import price indices for October yet.
Although the net exports of services is positive (mainly due to tourism and construction sector income), the size of the trade in services is too small relative to trade in goods to make a difference.
Figure 1: Exports and Imports (Real, calendar day corrected and seasonally adjusted, million $)
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Source: TurkStat, Betam.
Exports declined in last four months
Figure 1 shows monthly changes of real and seasonally adjusted imports and exports since January 2007. As shown in the figure, during the crisis the fall in imports was greater than that of exports and the trade deficit shrank. However during recovery period, the rise in imports was greater than that of exports as well which led to an increase in the trade deficit. Since the through point, between February 2009 and September 2010, imports increased by 2.4 percent monthly on average. Recovery in exports was slower; between May 2009 and May 2010, the average growth in exports was 2.1 percent monthly.
When the economy is in a recession it is not unusual to see that imports fall more than exports. Trade deficit shrinks during recessions and widens during booms. This pattern is also true Turkey. But the increase in exports ceased after May, and a downward trend started. This is crucial for an emerging economy like Turkey whose growth perspective relies at least partially on its exports. Between May and September 2010, seasonally adjusted and real exports decreased by 1.5 percent monthly, which amounts to a 6 percent decrease overall.
Sources of the decrease in exports
Aggregate exports usually follow the trend in the manufacturing industry. Figure 2 shows the quarter to quarter change in exports for major manufacturing industries in Turkey. During the recession, automobile industry had a large decrease in exports and recovered only partially. In the second quarter of 2010 there is a fall in exports of automobiles and no significant growth in the third quarter. Textile, clothing goods, machinery and hardware industries also suffered in the crisis but we don't see a decrease in the third quarter.
The metal industry on the other hand, shows erratic behavior during the crisis as well as a large decrease in the third quarter.2 To understand if the downward trend of exports originated from the metal industry, we inspected exports without metal industry. Figure 3 shows the aggregate exports including and not including the metal industry. We still see a decline in total exports even if the metal industry is not included. In this case, exports began to fall in June rather than May and the rate of decrease is 1.4 percent, almost the same rate as the original series which was 1.5 percent.
Now we compare the exports of all sectors in manufacturing in the second and third quarters of 2010.  Figure  5   shows  the  quarterly  change  in 
Figure 2: Quarterly changes of important industries' exports (real, calendar day corrected and seasonally adjusted, million $)
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Source: TurkStat, Betam. Each component of exports are transformed into real series by using TUIK's price index of the corresponding component and then it is seasonally adjusted.
Figure 3: Aggregate exports (real, calendar day corrected and seasonally adjusted, million $)
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Source: TurkStat, Betam. Each component of exports are transformed into real series by using TUIK's price index of the corresponding component and then it is seasonally adjusted.


2Because gold exports is also included in this industry, exports of metal industry is very volatile4 
exports for all sectors.3 There is a slowdown or a decrease in exports in all sectors. The largest decline is observed in coking coal and refined petroleum, metal industry, television and communication equipments sectors. Beside these, there is also a decrease in clothing goods, electrical machinery and hardware. The widespread decrease in exports in all sectors might be a sign of the adverse affects of the real appreciation in the Turkish Lira due to recent increases in capital inflows to Turkey.
Sources of the increase in imports
Unlike exports, imports continue increasing since the crisis. Figure 4 shows the monthly changes of real and seasonally adjusted imports. Aggregate imports increased 2.4 percent monthly on average from their through point in February 2009 until September 2010. During the period in which exports fall, between May and September, imports increased at an increased pace, 2.9 percent monthly on average.
Figure 6 shows the quarterly changes in imports. Imports of intermediate and consumer goods began to increase in the second quarter of 2009. Investment goods picked up a little later and began to increase in the third quarter of 2009. The government had lowered taxes on home appliances, automobile and electronical equipment in March 2009. This might have caused the imports of intermediate and consumer goods to increase a little earlier than the investment goods.
In the third quarter of 2010, the increase in consumer good imports is much higher than intermediate and investment goods imports. Imports of intermediate and investment goods increased by 3.8 percent whereas imports of consumer goods increased by 6.9 percent.


3 Because metal industry is very volatile, it's not included in figure 5. From first quarter to second quarter metal exports increased by 46.8 percent, on the other hand from second quarter to third quarter it decreased by 20 percent.

Figure 4: Monthly changes of imports and its components (real, calendar day corrected and seasonally adjusted, million $)
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Source: TurkStat, Betam. Each component of exports are transformed into real series by using TUIK's price index of the corresponding component and then it is seasonally adjusted.
Trade deficit is widening
We don't know how long the downward trend in exports is going to continue. Metal industry (gold included) seems to be an important factor in the short-term fluctuations. October numbers show positive signs for the manufacturing industry. However, demand from Europe is an important factor for Turkish exports. It seems hard for Turkey's exports to increase faster until Europe recovers fully. But how fast is Europe going to recover?
Germany's third quarter GDP growth slowed down compared to unexpectedly high growth in the second quarter. Germany and Europe’s GDP growth rates in the 2nd quarter were 2.3 percent and 1.0 percent and they fell to 0.7 and 0.4 percent respectively in 3rd quarter. Moreover, the debt crisis which is threatening Ireland right now might spread to Portugal and Spain. Thus, it seems that Europe will continue to have a slow recovery.
Turkish exporters don't have much of a support from the currency side. It really doesn't help to have an appreciating currency and the relatively high nominal interest rates are still attracting capital inflows. The structural reforms regarding the labor market needed to increase Turkey's competitiveness is delayed until the general elections which will be held in June. Therefore, we believe that turkey's imports will go on increasing faster than its exports, widening the trade deficit even further.
Figure 5: Quarterly percentage changes of manufacturing industry exports, 2010 Q2 and 2010Q3
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Source: TurkStat, Betam. Real and seasonally adjusted series
Figure 6: Quarterly percentage changes of imports and its components
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Source: TurkStat, Betam. Real and seasonally adjusted series
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