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ABSTRACT

Sustainability of the current account deficits in Turkey was evaluated according to the macroeconomic fundamentals
together with discussing the composition of current account deficit and the way of financing to have insights about the
future path of current account balance. Problem about current account deficits were considered as structural since they
were caused by foreign trade deficits largely as an outcome of dependence of production and exports on imported in-
termediate goods. Furthermore, there were negative developments about the way of financing in last years that share of
debt instruments in financing has increased against Foreign Direct Investment. As a result, it has seen that Turkey
would continue to have current account deficits in the next years and sustainability of these deficits has become in-

creasingly difficult.
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1. Introduction

The pattern of current account imbalances has received
considerable attention in the economics literature for
many years. However, in the 1990s, it became a very po-
pular subject for investigation for economists due to the
frequent balance of payments crises that broke in various
parts of the world. These took the form of currency crises
accompanied by substantial capital outflows. In the late
1970s and early 1980s, there were few cases of currency
crises especially in Latin America. Later in 1992, the
European exchange rate mechanism (ERM) collapsed. In
1994, Mexican peso crisis and subsequent currency cri-
ses in the Latin America arouse, followed by a wave of
currency crises of Asia in 1997 and 1998. Finally it was
in Turkey at the beginning and in Argentina at the end of
2001 that we witnessed the collapse of local currencies
followed by free floating of the currencies. These series
of crises in the last decade were so frequent that the ex-
isting models were inadequate in explaining them; hence,
a significant collection of studies accumulated, giving
way to different interpretations of the currency and bal-
ance of payments crises. Also, policymakers and econo-
mists have paid more attention and to work more fre-
quently on the issue. This has increased the volume of stu-
dies about the measures of sustainable current account
deficits in the economic literature. Researches are espe-
cially concentrated on the issue that whether the deficits
result with a balance of payments crisis or not. In this
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respect, some sustainability criteria were developed and
these were used as indicators for the crises.

Current account deficit as a ratio to Gross Domestic
Product (GDP) is a simple and commonly used method,
which provides an opinion on the sustainability of the cur-
rent account deficits. However, an evaluation based on
this ratio may not always provide sufficient information
on the sustainability of the current account deficits of a
country since it ignores the specific characteristics of
different economies. Different current account deficit to
GDP ratios can be accepted as sustainable for different
countries according to the financial and macroeconomic
fundamentals of those countries. Thus, more comprehen-
sive concepts have been proposed in the recent econom-
ics literature to evaluate whether the persistent current
account deficits impose serious problems. These conce-
pts are; solvency of foreign debt, excessiveness of the
current account deficit and sustainability of the current
account deficit.

Solvency is theoretically defined in relation to a coun-
try’s present value budget constraint. “A country is sol-
vent if its discounted value of the expected stock of for-
eign debt in the infinitely distant future is non-positive.”
(Corsetti, Presenti and Roubini, 1998, p.8) [1]. If a coun-
try has a current account deficit today, which has to be re-
paid in the future with an interest payment, it must have
trade surpluses at some date in the future. A country is
considered to be solvent if its economy has a capacity to
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generate enough trade surpluses to pay the current debt in
the future.

Sustainability is defined as a case where current eco-
nomic policies can be maintained at the same time ful-
filling the solvency condition (Milesi-Ferretti and Razin)
[2]. In other words, the current account deficit of a coun-
try is sustainable if the continuation of the current mac-
roeconomic policy in the future does not violate the sol-
vency constraint; or the ratio of external debt to GDP can
be maintained at stable levels. Hence, sustainability should
not require any drastic shift in the economic policies or
lead to crisis in order to ensure solvency. On the contrary,
if the solvency criterion is obtained by a shift in the eco-
nomic policies, then the current account deficit will be
regarded as unsustainable.

Excessiveness can only be measured by relying on a
model that specifies the behavior of consumption, invest-
ment, output and yields predictions about the equilib-
rium external imbalances. Actual imbalances can then be
compared to the theoretically predicted ones in order to
judge whether the imbalances have been excessive or not.
(Milesi-Ferretti and Razin) [2]. Different empirical ap-
proaches have emerged to measure the excessiveness of
the current account deficits in the literature; Glick and Ro-
goff [3] rely on structural estimation of the model and
focus on estimated responses to various types of shocks
whereas Ghosh and Ostry [4] use vector auto regression
analysis to estimate the consumption-smoothing current
account.

Most studies have used the econometric techniques such
as unit roots and cointegration analyses in order to eva-
luate the notion of sustainability. A common feature in
existing literature is the finding of nonstationary current
accounts using unit root tests such as Wu [5] for Organi-
zation of Economic Cooperation Countries (OECD). An-
other approach is to examine the cointegration between
exports and imports such as Husted [6], Leachman and
Francis [7] and Wu, Chenn and Lee [8] for Group of
Seven Countries, (G7). There are also some studies that ap-
ply both methodology such as Baharumshah, Lau and Foun-
tas [9] and Ongan [10]. Furthermore, some researchers
apply these methodologies by using intertemporal sol-
vency approach such as Kalyoncu [11], Matsubayashi [12],
Campa and Gavilan [13], or by using Markov switching
process such as Raybaudi, Sola and Spagnolo [14].

However, if we interpret the current account as a dyna-
mic process in which it is determined by the outcome of
the actions and expectations of forward looking private
agents, these empirical researches will not be sufficient for
understanding the sustainability of the current account
deficits. The issue should be analyzed both from empiri-
cal and theoretical perspectives. For example, the current
account deficit may seem to be sustainable with the unit
root tests but this can only be true for considering the
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ability to pay concept; it does not take into account the
willingness of foreigners to continue to provide funds for
the domestic country to sustain its deficits, furthermore,
it does not make judgments about whether the continuing
deficits would be desirable or which policies should be
implemented to reduce the deficits without deteriorating
the other macroeconomic conditions. Thus, the main ob-
jective of this paper is to provide theoretical approach to
sustain the current account deficit and policy implications
by considering the interrelationship of the current ac-
count deficit with other economic variables such as the
level of international competitiveness, the composition of
external liabilities, the strength of the financial system,
the degree of political stability, etc.

In the next sections, all of the available knowledge is
going to be used and evaluated objectively in order to
conclude about the causes and the consequences of the
current account deficits in Turkey for recent years. First,
composition and evolution of the current account deficit
will be undertaken analytically and discussed in terms of
some macroeconomic indicators from the points of views
of both Turkey and international investors. Second, some
manufacturing sectors will be analyzed in terms of for-
ward and backward linkages in terms of import-produc-
tion dependence. Third, debt structure and financing con-
figurations of current account deficits in Turkey will be pro-
vided to reach a conviction about the sustainability posi-
tion of the deficits. Finally, some conclusions will be pre-
sented according to the discussions about the sources of
deficits and the way of financing of those deficits.

2. Evaluation of Composition and Financing
of Current Account Deficits

2.1. Composition of the Deficits

When we look at the current account balance of Turkey
between 1987 and 2010 Table 1, foreign trade deficit
emerges as a leading factor for the deficit in the current
account. Without any exception, Turkey had trade defi-
cits in all of the years since 1987 and these deficits were
always greater than the deficits in the current account
balance. Current account balance had surpluses only in
crises years of 1994, 1998 and 2001 where the lessening
in the GDP decreases the imports for considerable
amounts and narrows the trade deficit. Excessive in-
creases in the trade deficits in 1993 and 2000 (74% and
125% respectively) have been perceived as dangerous
from the foreign investor’s perspective and provided base
for the crises through increasing the risk premium and
adversely effecting foreigner’s willingness to pay. Net
income component is another factor for affecting current
account balance negatively. Although it has been always
in deficit as that was the case for foreign trade, it has not
had volatile structure when compared to trade deficits.
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Uygur [15] explains this situation by Net Foreign Asset
(NFA) position; since Turkey is a debtor country in in-
ternational markets; its net interest income is negative
which constitutes the high amount of net income com-
ponent of current account balance. It follows smooth
pattern because capital inflows are not realized as high
amounts and they react immediately to the interest rate
movements by countercyclical which stabilizes the inter-
est payments. Net service income has been effective to-
gether with current transfers for decreasing the current
account deficits especially for the last years. Net service
income is mostly made up from tourism revenues but it
does not seem to have an increasing trend. It can be ar-
gued that Turkey has not obtained the expected success
in the tourism sector even though it had a great potential
with its geographical advantages and natural beauties.
Besides, in the next years net tourism revenues may not
be high enough as it was in the past since the abolish-
ment of visas are expected to effect net tourism revenues
negatively (Turkish citizens were facing with more dif-
ficulties about visas when they go abroad rather than
foreigners who come to Turkey). Current transfers look
like as if it decreases after 2002 but this is mainly due to
the change in its definition; worker’s remittances has
been started to be counted in tourism revenues since

2003.

To sum up, it can be argued that the current account
deficits of Turkey are mainly the result of foreign trade
deficits rather than anything else. These kinds of deficits
are more dangerous in terms of sustainability and more
open to debate about balance of payment crises since
they indicate structural weaknesses in international trade
and competitiveness. These are permanent problems and
cannot be solved easily since changing the production pro-
cess and technological level of firms require long term
planning and investments in education, infrastructure,
research and development. For these reasons, analyzing
the composition of foreign trade and evolution of trade
deficits will be beneficial in order to understand the cau-
ses of deficits and structural problems before suggesting
policy choices.

Turkey imports particularly investment and intermedi-
ate goods while exporting final consumption goods. For
the last two decades; 7 percent of Exports of Turkey was
made up by investment goods, 44 percent was made up
by intermediate goods and 48 percent was made up by
consumption goods whereas 19 percent of Imports of Tur-
key was made up by investment goods, 70 percent was
made up by intermediate goods and 10 percent was made
up by consumption goods. Hence, current account deficit

Table 1. Current account balance of Turkey.

Current Account Trade Balance Net Service Net Income Transfers
1987 -806 -3206 2162 —2085 2323
1988 1596 -1813 3833 2513 2089
1989 938 —4190 4028 -2327 3427
1990 -2625 —9448 4966 -2508 4365
1991 250 -7290 5164 -2663 5039
1992 -974 -8076 5807 -2625 3920
1993 —6433 —14081 6740 —2744 3652
1994 2631 -4167 7052 -3264 3010
1995 —2339 -13152 9620 -3205 4398
1996 —2437 -10264 6657 -2927 4097
1997 —2638 -15048 10912 -3013 4511
1998 2000 -14038 13518 —2985 5505
1999 -925 -9771 7502 —3537 4881
2000 -9920 —22057 11375 —4002 4764
2001 3760 -3363 9136 -5000 2987
2002 —626 —6390 7885 —4554 2433
2003 ~7515 —13489 10511 —5557 1020
2004 —14431 —22736 12797 -5609 1117
2005 -22198 -33080 15267 —5839 1454
2006 —32249 -41056 13555 —6656 1908
2007 —38434 —46852 13283 —7108 2243
2008 -41959 -53021 17311 -8362 2113
2009 —-13991 —24850 16749 -8189 2299
2010 —48528 -56316 14270 -7819 1337

Source: CBRT, Balance of Payments Analytical Presentation [16].
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can be considered as a structural problem; exports largely
depend on imported goods. There are some recoveries in
these rates in terms of improvements in the structural
base; weights of categories have been changing against
the consumption goods for the intermediate goods in ex-
ports whereas the situation is vice versa in imports. How-
ever, those can be considered as negligible. As it is ex-
pected from the above rates that foreign trade has been
always in deficit for intermediate and investment goods
while it had surpluses for consumption goods. Deficits in
the intermediate goods were evolved from the 14 billion
dollars average in 1990s to 48.5 billion dollars average in
2000s through reaching its top level to 75 billion dollars
in 2010. Deficits in the investment goods were evolved
from the 6 billion dollars average in 1990s to 10.5 billion
dollars average in 2000s through reaching its top level to
17 billion dollars in 2010. Surpluses in the consumption
goods were evolved from the 7 billion dollars average in
1990s to 18 billion dollars average in 2000s through re-
aching its top level to 25 billion dollars in 2007.

2.2. Analyzing the Production Structure

From the above mentioned realizations about the foreign
trade of the Turkish Economy, it can be argued confi-
dently that there is interdependence between exports and
imports since Turkey mostly exports final consumption
goods whereas it imports intermediate goods. When the
industries are ordered according to their volume of ex-
ports, it can be seen that top exporters are generally the
top importers at the same time. This dependence can also
be clarified by the input-output tables. Effect of the unit in-

crease in final demand on the imported input requirement
of the industries is calculated as the sum of the columns
of inverted import matrix. Until now, TURKSTAT has
published input-output tables for Turkish economy in
1973, 1979, 1985, 1990, 1996, 1998 and 2002. In Table
2, some of the researches about the imported input re-
quirements of industries, which have used the last pub-
lished input-output tables 1998, 1998 and 2002 respec-
tively, were presented to understand the import depend-
ence of the production in Turkish economy. If TURK-
STAT had published up-to-date input-output tables, it
would be more beneficial to understand the current posi-
tion of the industries in terms of the dependence on
imports. However, the last published one is belonged to
2002. The differences in the coefficients for the first two
researches have emerged from the different definition
and coverage of the industries. In the last research pre-
sented in the table, coefficients seem to be significantly
higher than the previous works which indicates that the
dependence of the production on the import is accelerat-
ing. This picture supports the view that current account
deficit is mainly the result of growth rather than other
determinants. For example, Turkey has to import the 25-
27% (in 1998) or 37% (in 2002) of the final value of the
shoe in order to be able to produce it. After stating the
dependence of production to the import sector, Esiyok
[17] also calculated two other indexes to show the de-
pendence of exports to the imports. First one is the ratio
of the imported inputs to the total inputs used in the pro-
duction for some industries. According to his calcula-
tions, the ratio of the imported inputs to the total input

Table 2. Coefficients of imported input use in some selected industries.

Yiikseler and Tiirkan [18]  Esiyok [17]  Ersungur, Ekinci and Takim [19]

Food and beverages 0.11 - 0.29
Tobacco and its substitutes 0.15 0.16 0.35
Textile 0.20 - 0.34
Clothing 0.22 0.23 0.30
Leather and shoes 0.25 0.27 0.37
Furniture 0.30 - 0.37
Wood and articles of wood 0.14 0.16 0.32
Cork and articles of cork 0.20 0.21 0.44
Printed books and newspapers 0.19 0.16 0.43
Plastics and articles 0.30 0.37 0.39
Rubber and articles 0.30 0.21 0.22
Chemicals 0.30 0.35 0.61
Fuels and oils 0.24 0.24 0.43
Metals 0.35 0.39 0.53
Machinery and equipments 0.30 0.26 0.44
Railways or tramway locomotives 0.18 0.19 -

Vehicles other than railways 0.24 0.24 0.48
Ships, oats and floating structures 0.18 0.21 0.70
Pharmaceutical products - 0.20 -

Iron and steel - 0.36 -

Radio, Television and Telecommunications 0.29 - 0.57
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requirements has been steadily increasing; average val-
ues for all industries were 7.4% in 1979, 13.6% in 1985,
16.7% in 1990, 22% in 1996 and 23.1% in 1998 input -
output tables. Second one is the effect of the unit increase
in final demand of exports on the imported input re-
quirement of the industries. According to his calculations,
the ratio of the imported inputs to the exports has been
modestly increasing; average values for all industries
were 5.3% in 1979, 14.8% in 1985, 12.3% in 1990, 11.4%
in 1996 and 15% in 1998 input-output tables.

2.3. The Way and the Quality of Financing the
Deficits

Although sustaining current account deficits for countries
can be feasible in the short run as long as finding external
borrowing, the ability of the country to service its debt by
referring to further borrowing is likely to be questioned
once the deficit become persistent. As Hakkio [20] states,
temporary current account deficits present fewer prob-
lems as the imbalances represent the natural outcome of
reallocating capital to the country that the factor of pro-
duction tends to receive the highest possible returns. How-
ever, large and persistent current account deficits tend to
cause more serious problems for a country and may re-
quire a policy response. “They are causes for both do-
mestic and international concern because of undesirable
consequences of a forced adjustment in the economic
policies if such deficits are expected to continue.” (Ba-
harumshah et al., 2003, p. 466) [9]. As Wu (2000) claims,
sustaining an increasing current account deficit implies
measures such as increasing domestic interest rates rela-
tive to foreign to attract more foreign capital for finance-
ing the deficit. This imposes an excessive burden on fu-
ture generations as the accumulation of larger debt will
imply increasing interest payments and thus a lower
standard of living. Hence, instead of emphasizing the
current account deficits of a country at any particular
point in time, economists are more concerned with its
sustainability and way of financing. “It is widely argued
that current account deficit does not present a problem as
long as it is financed. However, how and what conditions
this deficit is financed is an important issue because a
fast growing current account deficit, even if financed can
cause fragility” (Ok, 2008, p. 9) [21]. Composition of
international financial obligations has strong influence on
the ability of an economy to sustain its deficits. Equity
financing such as Foreign Direct Investment (FDI) and
portfolio investments do not require payments to inves-
tors and share the burden of negative shocks between the
home country and international investors. However, debt
financing such as bonds and other loans require pay-
ments at specific dates and home country bears the whole
burden of negative shocks (Milesi-Ferretti and Razin, [2].
Thus, the lower the stream of payments that is required to
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international investors, the longer the country can run cur-
rent account deficits.

The structure and composition of these financing al-
ternatives are also important. In case of equity financing;
FDI are more stable and have long term structure than
portfolio investment and higher FDI can have positive
impact on sustainability whereas excessive dependence
on portfolio investment increases the potential of a crisis
even though both FDI and portfolio investment increase
current account deficits through transferring profits. Also,
Shelburne [22] argues that portfolio inflows tend to
crowd out domestic investment while FDI tends to in-
crease it. In case of debt financing; currency composition,
interest rates and maturities determine the vulnerability
of country. The higher the share of obligations in the
country’s own currency, the less vulnerable the country
is to negative shocks such as exchange rate adjustments.
Hence, a country that issues assets mostly in its own cur-
rency, at low interest rates and with a high share of eq-
uity can continue along its path of consumption and sav-
ing for longer than could a country that borrows in cur-
rencies other than its own, at high interest rates with a
high share of debt. However, Suarez and Ghezzi [23]
argue that FDI can be an indicator of healthier current
account deficit only if it is directed to the tradable sectors.
“Both the debt and FDI exert similar pressures on the
current account. Debt deteriorates future current accounts
through interest payments, while FDI does it through
profit remittances abroad.” ([23], p. 5).

Financing the current account deficit of Turkey for the
last two decades is presented in Table 3. First striking
fact in the table is the over-financing of the current ac-
count deficits. Except for the deficits in the crises years
of 1994, 1998 and 2001, surpluses in the financial ac-
count have been higher than the deficits in the current
account. From the data in this table and detailed repre-
sentations of current account balance by Central Bank
Republic of Turkey (CBRT), it can be claimed that cur-
rent account deficits of Turkey have been financed in-
creasingly by FDI and long term credits (especially given
to the private sector). The share of short term capital
flows in total financing has been decreasing. Likewise,
foreign exchange reserves of the Central Bank have
come to a substantial amount, which can be stand for a
safeguard against the sudden outflows. It was above 80
billion dollars at the end of the 2010 when compared to
6.9 billion dollars in 1994 and 18.9 billion dollars levels
in 2001. However, financing the current account with
FDI and long term credits does not warrant that the defi-
cit will be infinitely sustainable. Furthermore, although
Turkey had sound macroeconomic fundamentals and
fiscal discipline in the last decade, capital inflows were
mostly the result of ample global liquidity. These types
of capital inflows, which Yan and Yang [24] defines as
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Table 3. Financing of current account deficits (billion dollars).

Current Account Financial Account Net FDI Net Portfolio Net Other Components

1987 -806 1891 106 282 1503
1988 1596 -958 354 1178 —2490
1989 938 780 663 1386 -1269
1990 2625 4037 700 547 2790
1991 250 -2397 783 623 —3803
1992 974 3648 779 2411 458
1993 —6433 8903 622 3917 4364
1994 2631 —4257 559 1158 -5974
1995 -2339 4565 772 237 3556
1996 —2437 5483 612 570 4301
1997 -2638 6969 554 1634 4781
1998 2000 -840 573 -6711 5298
1999 -925 4829 138 3429 1262
2000 -9920 9584 112 1022 8450
2001 3760 —14,557 2855 —4515 -12,897
2002 -626 1172 939 -593 826
2003 -7515 7192 1252 2465 3475
2004 14,431 17702 2005 8023 7674
2005 22,198 42,660 8967 13,437 20,256
2006 32,249 42,689 19,261 7415 16,013
2007 38,434 48,700 19,941 833 27,926
2008 —41,959 34,558 16,955 -5014 22,617
2009 —-13,991 9758 6858 227 2673
2010 —48,528 58,957 7294 16,126 35,537

Source: CBRT, Balance of Payments Analytical Presentation [16].

push factors, is more likely to cause current account im-
balances in the future. Also, after the huge public enter-
prises’ privatization come to an end and together with
2008 world economic crisis, share of FDI in financing
account was much lower than the previous couple of
years while the share of portfolio investments sharply in-
creased in 2010. This development has raised the con-
cerns about the sustainability of the current account defi-
cit in Turkey.

2.4. Foreign Debt Position of the Economy

“Countries that rely heavily on foreign financing are mo-
re prone to quick reversals in foreign investment and that
these quick reversals can induce considerable pain like
decreasing equity prices, low growth and a sharp depre-
ciation” (Freund and Warnock, 2005, p. 13 [25]). Vul-
nerability of the countries to the external shocks is gen-
erally measured by the ratios of the short term external
debt to the total debt, to the reserves of the central bank
or to the GDP. If the foreign debt stock (especially the
short term debt) of a country increase, the rate of interest
it has to pay is going to increase since its risk premium
are considered to be high by the international investors.
In Table 4, it can be seen that the total foreign debt stock
of Turkey has been continuously increasing with excep-
tions in the crises. However, the ratio of this debt to the
GDP has become stable as a result of high growth rates
obtained in the last decade. Also, it can be thought as
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more confident when compared to most of the develop-
ing countries in terms of the ratio of short term debt to
the total and the ratio of public debt to the private debt.
Again, as in the case of portfolio investment, rate of the
short term debt of the private sector has sharply increased
from 0.16 to 0.25 in 2010. This situation reminds the
South Korea case in the Asian crisis in which local firms
have borrowed from their own entities established in
abroad. These have raised the concerns about the sus-
tainability of the current account deficit in Turkey.

3. Conclusions

Composition of the current account balance has featured
that trade deficits were higher than the current account
deficits which were more dangerous about sustainability
and more open to debate about balance of payment crises
since they indicate structural weaknesses in international
trade and competitiveness. First, it can be argued confi-
dently that there is interdependence between exports and
imports since Turkey mostly exports final consumption
goods whereas it imports intermediate goods. The depen-
dence of export and production on the import was also
detected by foreign trade structures and input-output ta-
bles. Income elasticity of import is 2.24 which imply that
as the economy grows, current account deficits are un-
avoidable. For this reason, investments in the sectors
should be evaluated according to their backward and for-
ward linkages. In the production, if the shares of sectors
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Table 4. Composition of foreign debt stock.

Total Debt (Billion dollars)

Short Term Public (%) Short Term Private (%) Long Term Public (%) Long Term Private (%)

1989 43,879 0.02
1990 52,377 0.02
1991 53,623 0.02
1992 58,595 0.02
1993 70,512 0.01
1994 68,705 0.01
1995 75,948 0.02
1996 79,299 0.01
1997 84,356 0.01
1998 96,351 0.03
1999 103,123 0.02
2000 118,602 0.03
2001 113,592 0.02
2002 129,546 0.02
2003 144,067 0.03
2004 160,977 0.03
2005 169,872 0.03
2006 207,761 0.02
2007 249,425 0.02
2008 280,444 0.02
2009 268,764 0.02
2010 290,350 0.02

0.11 0.83 0.04
0.17 0.78 0.04
0.15 0.78 0.05
0.20 0.72 0.06
0.25 0.66 0.08
0.15 0.74 0.10
0.19 0.70 0.10
0.20 0.65 0.13
0.20 0.59 0.20
0.19 0.54 0.25
0.20 0.51 0.27
0.21 0.51 0.25
0.13 0.61 0.24
0.11 0.65 0.23
0.13 0.63 0.21
0.17 0.57 0.23
0.20 0.48 0.30
0.18 0.40 0.40
0.16 0.34 0.49
0.17 0.31 0.50
0.16 0.34 0.48
0.25 0.33 0.40

Source: CBRT, foreign debt statistics [16].

that have strong domestic linkages with the others in-

crease, dependence of imported inputs can be decrea- sed.

When the industries are ordered according to their vol-
ume of exports, it can be seen that top exporters are gen-
erally the top importers at the same time. Second, when
the subject comes to the financing, it has been seen that
current account deficits were over-financing by the finan-
cial account surpluses through FDI and long term credits
in increasing amounts. Also, when compared to most of
the developing countries in terms of the ratio of short
term debt to the total and the ratio of public debt to the

private debt, Turkey has seemed to be in a better position.

However, two developments after world economic crisis
have raised the doubts about the sustainability of the
current account deficits in Turkey; short term debt of the
private sector has sharply increased and share of FDI in
financing account was much lower than the previous
couple of years against the portfolio investments in 2010.

Finally, current account deficit is a permanent problem
in Turkey and cannot be solved easily since changing the
production process and technological level of firms re-
quire long term planning and investments. In order to
eliminate the current account deficits by decreasing im-
port and trade deficits smoothly, Turkey may going to be
faced with a slow growth period in near future, but the
probability of a balance of payment crisis is still present
as it was in the past.
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