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ECONOMY CONTINUES TO SLOWDOWN
Zümrüt İmamoğlu* and Barış Soybilgen†


Executive Summary

In August, the Industrial Production Index (IPI) decreased by 2.3 percent from July. Export Volume Index increased by 8.7 percent and the Import Volume Index decreased by 2.0 percent. The fall in IPI in August is in line with the ongoing decrease in capacity utilization rate (CUR). When gold exports are excluded, the increase in total exports reduces to 4.6 percent. Following the July and August data, we expect a decline in private investment expenditures in the third quarter. On the other hand, we expect a limited increase in private consumption. Betam’s forecast for the third quarter GDP growth this month has decreased to 0.4 percent quarter on quarter (QoQ) from the previous 0.6 percent. The corresponding forecast on year on year (YoY) growth rate is down to 2.5 percent from the previous 2.7 percent.

The 12-month current account deficit had fallen to $61.4 billion in July. In August, it further decreased by $2.8 billion to a sum of $59 billion. We estimate the ratio of the current account deficit to GDP to fall down to 7.2 percent at the end of the third quarter.
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Table 1. Betam’s quarterly and annual growth rate forecasts
	
	2012
3. Quarter Forecast

	Real GDP growth, % 
(quarter on quarter, sa*)
	0.4

	Real GDP growth, % 
(year on year, ca**)
	2.5

	Current account deficit 
(% of GDP, annual)
	7.2



Source: Betam
 *sa: seasonally and calendar day adjusted 
 **ca: calendar day adjusted


Industrial production slowed down

In August, the Industrial Production Index (IPI) decreased by 2.3 percent from July and fell by 1.5 percent compared to the same month of the last year. However, the decline from the previous year was caused by holiday days. Calendar day corrected IPI increased by 1.2 percent in August from the same month of the last year. Nevertheless, the data indicates a sharp slowdown in growth. Because the inventory investment surged in the second quarter and capacity utilization rate has been in a downward trend for a long time, the decline in IPI was expected. But we will have to wait for the September data to see if it continues. The CUR, by the way, continued to decline in September (Figure 1).

July and August data imply a decline in investment expenditures in the third quarter. Both investment goods imports and production declined in the third quarter from the previous one and the real sector confidence index continued to deteriorate. On the other hand, we expect a limited increase in the private consumption expenditures. The contribution of net exports to the real GDP growth seems to increase due to the surge in exports in August. However, gold adjusted export data indicates that the contribution of net exports to growth will be limited. Taking into account the slowdown in IPI and the gold adjusted export data, Betam revised its growth forecast for the third quarter and reduced it to 0.4 percent from the previous 0.6 percent. In line with this revision, the YoY growth forecast is reduced to 2.5 percent from the previous 2.7 percent.

The decline in the GDP growth rate has increased the pressure on the Central Bank of Turkey. The government is trying to compensate for the decline in tax revenues that deteriorates the budget balance, by increasing indirect tax rates which in return gets reflected on prices. This makes the Central Bank’s job to keep prices stable more difficult. Although, the Central Bank became an independent institution responsible for price stability after the reforms in 2001, fiscal policy is still very influential over inflation in Turkey. If a new structural tax reform is not implemented, the vicious cycle of “low growth – deterioration in budget balance – increase in indirect taxes – increase in inflation – tight monetary policy – low growth” cannot be broken. In a situation like this, it would be very costly to comprise price stability for the sake of growth. In the past, Turkish economy suffered greatly from doing so. Same mistakes shouldn’t be repeated.

Uncertainty in consumption indicators

The economic indicators we use to forecast the private consumption expenditures are volatile. Last month the indicators were mostly positive; this month the outlook became negative. Consumer goods imports decreased by 6.9 percent in August from the last month. Nondurable and durable consumer goods productions decreased by 1.8 percent and 1.5 percent, respectively, in August. The consumer confidence index decreased by 1.4 percent in July. In spite of the negative outlook this month, we expect a small increase in private consumption expenditures. Yet again, this might show up as an increase in inventories if actual consumption continues to decline.

Investment expenditure is on the decline

After decreasing for 5 consecutive months between April and August, real sector confidence index showed a small increase in September. Even though investment goods imports increased both in September and August, overall it decreased by 8 percent in the third quarter from the previous quarter. Other economic indicators that we use to forecast the private investment expenditure are mostly negative. Automobile production increased by 8 percent in August but it decreased by 0.2 percent in September. Capacity utilization rate fell by 0.2 and 0.1 percentage points in August and September, respectively. Industrial production index also decreased in August, by 2.3 percent. Overall, Betam expects a decrease in private investment expenditure in the third quarter.     
 
The contribution of net exports to growth is decreasing

Figure 2 shows monthly changes of seasonally adjusted import and export volume indices. In August, export volume index increased by 8.7 percent whereas import volume index decreased by 2.0 percent. Exports excluding gold increased by 4.6 percent, in real terms.[footnoteRef:2] The third quarter QoQ increase in the export volume index is only half as much as the increase in the last quarter (Table 2) and the import volume index shows only a small decline. We expect the contribution of net exports to GDP growth to be limited in the third quarter.  [2:   Gold exports only contribute to the components of GDP but not the overall real GDP growth. Gold exports show the contribution of net exports to growth to be higher than regular times, but the contribution of inventory investment becomes lower than normal. Therefore, in our forecasts we use gold excluded imports and exports. ] 


Current account deficit is close to 7 percent

The current account deficit was $1.2 billion in August with the help of increasing tourism revenue and gold exports. The 12-month current account deficit fell to $59 billion at the end of August. At the end of 2011, the current account deficit was $77.1 billion. We expect the current account deficit to the GDP ratio, which was close to 10 percent at the end of 2011, to decline to 7.2 percent at the end of the third quarter. One of the main factors in the sharp decline in the current account deficit in August was the net gold exports that amount to $1.4 billion. In previous months, net gold exports were small, usually fluctuating around zero. We expect the decline in the current account deficit to slowdown in the fourth quarter as base effect from the previous year slowly disappears.



Table 2. Monthly and quarterly changes of Betam’s selected indicators (real and sa)

	Indicators
	June
	July
	August
	September
	2012 2. Quarter
	2012 3. Quarter

	Exports
	4.7
	      -1.2
	8.7
	**
	       11.7
	6.0

	Imports
	-1.9
	       0.1  
	-2.0
	**
	       2.8
	-0.3

	Intermediate goods import
	-1.5
	0.9
	-2.9
	**
	5.0
	1.2

	Consumer goods import
	-9.6
	5.8
	-6.9
	**
	1.8
	0.6

	Investment goods import
	-27.6
	12.4
	1.4
	**
	-7.8
	-8.0

	Industrial Production Index (IPI) 
	-1.5
	1.3
	-2.3
	**
	1.3
	-0.7

	Nondurable consumer goods
	-6.9
	5.6
	-1.8
	**
	2.3
	1.3

	Durable consumer goods
	-6.5
	4.1
	-1.5
	**
	1.2
	-0.6

	Intermediate goods
	-1.1
	0.9
	-1.7
	**
	1.8
	-0.3

	Investment goods
	-7.9
	4.4
	-7.6
	**
	1.6
	-3.6

	Capacity Utilization Rate (CUR)
	-1.4
	0.1
	-0.2
	-0.1
	-2.5
	-1.8

	Nondurable consumer goods
	0.0
	0.1
	-0.6
	0.1
	-0.5
	-1.3

	Durable consumer goods
	-0.9
	0.2
	-0.3
	0.4
	-0.2
	-0.5

	Intermediate goods
	-0.6
	0.3
	-0.6
	-0.5
	-2.1
	-1.0

	Investment goods
	-1.4
	-0.6
	0.6
	-1.2
	-1.5
	-2.5

	Manufacturing Order Index
	-4.7
	-3.3
	**
	**
	3.0
	-4.5

	Domestic Orders
	-5.1
	0.9
	**
	**
	1.6
	-2.0

	Foreign Orderrs
	-3.8
	-7.9
	**
	**
	4.7
	-7.4

	Soft Data
	
	
	
	
	
	

	Consumer confidence index (Turkstat)
	-0.4
	1.3
	-1.4
	**
	-2.2
	0.6

	Reel sector confidence index
	-3.4
	-0.5
	-1.4
	0.9
	-0.6
	-4.0

	Financial Data
	
	
	
	
	
	

	IMKB 100 (Stock Exchange)
	5.1
	3.2
	3.5
	1.3
	-1.4
	8.7

	Other
	
	
	
	
	
	

	Special consumer tax* (SCT)
	-2.0
	0.0
	2.1
	**
	4.7
	1.5

	Automobile production
	-10.4
	-2.7
	8.0
	-0.2
	-3.2
	-3.4


Source: TurkStat. TCMB. Treasury. IMKB. Betam. All series are real (or inflation adjusted) wherever necessary and seasonally adjusted.
*This tax is collected on sales of goods such as gas. fuel oils. alcohol. tobacco products and automobiles.
**Data not yet released












Figure 1: Capacity utilization rate and industrial production index (sa. left axis for CUR and right axis for IPI)
[image: ]
Source : TurkStat. Betam 
Figure 2: Volume indices of exports and imports (sa)            
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 Source : TurkStat. Betam


Figure 3: Ratio of current account deficit to GDP (yearly)                                                                    
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Source: TCMB. TurkStat. Betam

Figure 4: Weighted Average Interest Rates For Turkish Lira Banks' Loans (%)
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Source: TCMB

Figure 5: Monthly changes of manufacturing industry exports (sa)
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Source: TurkStat. Betam
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