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Turkey: Economic outlook
Turkey is one of the main trading partners of the European Union. In the past 15 years, significant
market reforms have boosted the Turkish economy. Since the recent global economic crisis,
GDP growth has been solid (around 4%), half of the 2007 rate. The current account imbalance
makes Turkey's economy highly dependent on foreign investment to maintain the strong growth
needed to absorb new workers (young people, women) on the job market. In this context, high
unemployment has triggered a debate on the future orientation of economic policies.

Emergent or stagnant economy?
On 15-16 November 2015, the Turkish presidency of the G20 will host the annual summit of the organisation
in Antalya. Turkey has been in the group of the 20 most powerful economies since its foundation in 1999,
and has participated in its leaders' summits since they started in 2008. Indeed, its fast-growing population
and economy have made the country a key regional power. In the past 30 years, the economy of Turkey has
moved from an agriculture-based model to a diversified industrial- and service-oriented economy. After a
deep crisis in 2001 and following the advice of the International Monetary Fund (IMF), the government
adopted a number of market-oriented reforms, including massive privatisations in the banking, transport
and communication sectors. In less than a decade, per capita income tripled to exceed US$10 000, and the
competitiveness of the Turkish economy was boosted by market reforms (up 16 places to number 43 in the
World Bank Competitiveness Index). This gave birth to a genuine Turkish middle class, which has doubled in
less than 20 years, and had contributed significantly to reducing inequality.
In the past three years, however, weaker performances in the fields of GDP growth, unemployment and
current-account balance prompted the AKP (Adalet ve Kalkınma Partisi) government to engage in further
reforms and to influence the monetary policies of the Turkish Central Bank. The current-account balance
situation improved in 2015, but remains negative and is expected to worsen next year. The growth rate is
solid, twice as much as that expected in the EU, but needs to remain so to fight the unemployment that has
increased in the past two years.

Figure 1: Key figures on the Turkish economy

Sources: IMF, World Economic Outlook 2015.

The large external imbalance remains a concern for analysts: the Turkish economy is mainly externally driven
and vulnerable to reversals of capital flows. In the past three years, foreign direct investment (FDI) has
remained stable at around US$12.5 billion a year, but still lagging behind the 2007 level (US$22 billion). In
addition to the global financial crisis, the international situation and the fact that Turkey is exposed to civil
wars in Iraq and Syria are key reasons why FDI has declined in the past five years and is likely to remain low.
The fall of international energy prices and increased demand from the EU have compensated for the external
imbalance and reduced the Turkish import bill, but the country is exposed to any sharp rise in this field.
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In 2013, the ongoing shift from other sectors, especially agriculture (21.2% of the workforce), to services
(50.7%) remained a persistent feature and was sustained by strong assets: a stable banking sector, the low
penetration of credit and credit cards, a well-trained population and a diversifying economy. As a
consequence of continuing population growth, the Turkish internal market will expand in the future.
However, this trend is also a challenge in the long term because economic growth needs to enable the
absorption of new skilled labour (young people and women) on the job market as well as people formerly
employed in agriculture. For example, half the women who are considered to be employed are unpaid family
workers in the agriculture sector.

Debate about economic policies
In the views of the Turkish government, the relaxation of monetary policy is linked with the dynamism of the
job market. In the past three years, unemployment has become a crucial issue in political debate as it
reached 11.4% of the population in 2014 and, according to the IMF, is not expected to fall in 2016.
The politicisation of economic issues pushed the opposition parties, mainly the CHP (Cumhuriyet Halk Partisi -
main opposition Kemalist and leftist party), to promise a return to more generous social benefits, including a
rise in pensions and a 50% increase in minimum salaries. But in any case, economic prospects are difficult to
assess. Even if the Central Bank relaxed its policy, internal demand is unlikely to reach 2010-11 rates and
business confidence remains at a low ebb.
To tackle this issue, the AKP government since 2001 has repeatedly emphasised the need to ease regulations
on small and medium-sized businesses, first and foremost to fight widespread undeclared work. As a result,
Turkey has advanced in the 'ease of doing business' ranking of the World Bank over the last ten years. The
AKP government also pursued privatisations, especially in the energy sector, with the aim of
100% liberalisation in 2015. Progress is still needed as, in the past year, economists have voiced concerns
about Turkey being trapped in its current middle income status. Therefore, lack of investments in high-
technology and knowledge-intensive industries will likely remain a concern for the years to come.

The lira in focus
Because of Turkey's dependence on international markets and financial inflows, the national currency, the
lira, is at the centre of political debate. It is already among the weakest currencies in the world, against the
euro for example. One lira was worth 0.65 euros in February 2006 and 0.34 in June 2015. Of course, the
relative weakness of the lira stimulates Turkish exports in a period of low energy prices, but because of the
deficit in the current-account balance, the lira is dependent on foreign investors' confidence. In the second
half of 2013 and first half of 2014, capital outflows suddenly lowered the lira's value by 25%. This, in turn,
fuelled a sharp acceleration in inflation. In May 2014, inflation reached nearly 10% year-on-year – dropping
afterwards to around 7% although energy prices are low. Nevertheless, in the second half of 2014, the
government put pressure on the Turkish Central Bank to accentuate the depreciation of the lira in order to
boost weak domestic demand. In 2015, the lira exchange rate with the euro fluctuated greatly but the
Central Bank resisted the government's move in order to avoid any further worsening of the external
imbalance and national debt.

Trade relations with the EU
Turkey is the fifth biggest trading partner of the EU, and the balance has remained in favour of the European
Union in recent years, excluding in the services sector. Since 1995, the Customs Union (CU) between the
European Union and Turkey has covered all goods with the exception of the agriculture sector. Both partners
reaffirmed their willingness to deepen their cooperation, in the field of services for example, but
negotiations on 'extending and deepening' the CU have been on hold since 2002. Nevertheless, the on-going
discussions between the European Union and the USA on a transatlantic Trade and Investment Partnership
(TTIP) are expected to have an impact on the CU with Turkey. Under that deal, the USA might get automatic
access to the Turkish market. In this perspective, in May 2015, the European Commission and Turkey called
for a deepening of the trade relations between the two partners.
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