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1. Executive Summary  

Turkey’s emerging economy has captured the attention of business investors around the 

world. As budding economists, we are interested in analyzing its rapid transition from an 

agricultural economy to an industrial economy. In our report, we examine the macroeconomic 

factors that have influenced Turkey’s economic landscape, provide insight for investors and a 

forecast of its economic future.   

2. Economic Overview  

Historically, Turkey has experienced sustained increases and decreases in their real GDP 

growth rate. In 2008, Turkey suffered a recession due to the sudden decrease in exports to the 

EU.
1
 Turkey’s rapid growth propelled its economy to the 18

th
 largest in the world and 7

th
 largest 

in comparison with the EU in 2011
2
 with Istanbul contributing over 40% of GDP.

3
 The 

agriculture sector still houses ~25% of employment, but it is developing the industry and service 

sectors, which power its free-market economy.
4
  

Geographically, Turkey straddles Asia, Europe and the Middle East and borders Bulgaria, 

Syria, Iraq and Iran as shown in the map on the next page. Turkey’s location yields access to 1.5 

billion customers between Eurasia, Europe, the Middle East and North Africa.
5
 These markets 

                                                 
1 Euromonitor International. “Turkey: Country Profile.” (September 2012) 
2 Invest.gov.tr. “10 reasons to invest in Turkey.” http://www.invest.gov.tr/en-
US/investmentguide/Pages/10Reasons.aspx (Accessed December 2012) 
3 Euromonitor International. “Turkey: Country Profile.” (September 2012) 
4 CIA World Factbook. “Middle East: Turkey.” https://www.cia.gov/library/publications/the-world-
factbook/geos/tu.html (November 2012) 
5 Bagci, Hüseyin and Kardas, Saban. “Post-September 11 impact: The strategic importance of Turkey revisited.” 
http://www.eusec.org/bagci.htm (May 2003) 

http://www.invest.gov.tr/en-US/investmentguide/Pages/10Reasons.aspx
http://www.invest.gov.tr/en-US/investmentguide/Pages/10Reasons.aspx
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
http://www.eusec.org/bagci.htm
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are worth $25 trillion in GDP.
6
 Furthermore, it controls access to the Black Sea, which makes its 

location even more influential.
7
 

 

  
8
 

9
  

Societally, Turkey’s estimated population for 2012 is ~80 million people with a median 

age of 28.8 years, which makes it the 17
th

 most populated country in the world.
10

 Turkey’s 

population is 99.8% Sunni Muslim and 0.2% Christian and Jewish.
11

 The disparity of wealth is 

prominent as only 1% of the population earns 49% of national income.
12

 Turkey’s 

unemployment rate was 9.8% in 2011.
13

 Its eastern regions and rural areas suffered higher 

                                                 
6 Bagci, Hüseyin and Kardas, Saban. “Post-September 11 impact: The strategic importance of Turkey revisited.” 
http://www.eusec.org/bagci.htm (May 2003) 
7 BBC News. “Turkey Country Profile.” http://news.bbc.co.uk/2/hi/europe/country_profiles/1022222.stm (March 
2012) 
8 Wikimedia. “Turkey on the globe.” 
https://commons.wikimedia.org/wiki/File:Turkey_on_the_globe_%28Eurasia_centered%29.svg (April 2011) 
9 Want to know it. “Political map Turkey and surrounding countries.” http://wanttoknowit.com/wp-
content/uploads/2012/08/Political-map-Turkey-and-Surrounding-Countries.png (August 2012) 
10 CIA World Factbook. “Middle East: Turkey.” https://www.cia.gov/library/publications/the-world-
factbook/rankorder/2119rank.html?countryName=Turkey&countryCode=tu&regionCode=mde&rank=17#tu 
(November 2012) 
11 CIA World Factbook. “Middle East: Turkey.” https://www.cia.gov/library/publications/the-world-
factbook/geos/tu.html (November 2012) 
12 Euromonitor International. Turkey: Country Profile. (September 2012) 
13 Ibid.  

http://www.eusec.org/bagci.htm
http://news.bbc.co.uk/2/hi/europe/country_profiles/1022222.stm
https://commons.wikimedia.org/wiki/File:Turkey_on_the_globe_%28Eurasia_centered%29.svg
http://wanttoknowit.com/wp-content/uploads/2012/08/Political-map-Turkey-and-Surrounding-Countries.png
http://wanttoknowit.com/wp-content/uploads/2012/08/Political-map-Turkey-and-Surrounding-Countries.png
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2119rank.html?countryName=Turkey&countryCode=tu&regionCode=mde&rank=17#tu
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2119rank.html?countryName=Turkey&countryCode=tu&regionCode=mde&rank=17#tu
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
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percentages of unemployment well above the national average. In terms of people’s income and 

expenditure, dissavings were 0.1% of disposable income and real consumer expenditure per 

capita increased by 8.6% in 2011.
14

 The country’s account deficit is partially attributed to this 

lack of savings.
15

 

Turkey’s economy has many opportunities for growth in the long run. Overcoming 

challenges in its labor market, education sector and product markets can all improve long-term 

economic health. Currently there is not enough participation in its labor market. To stimulate 

participation in the labor market, Turkey can create more industrial and service jobs. To 

stimulate female participation in the labor market, it can offer more affordable child care. In 

general, Turkish companies should invest in more skills training for their workers to stay 

competitive and relevant. To increase enrollment rates in the education sector, Turkey needs to 

improve the quality of its schools and universities.
16

 In 2006, education expenditures only 

represented 2.9% of GDP, which leaves plenty of room for growth.
17

 Reforms to increase 

competition, especially in the network and agriculture sectors, can also boost its economy.
18

 

3. Macroeconomic Overview  

Gross Domestic Product  

According to the United States’ Department of State, Turkey had an estimated Gross 

Domestic Product (GDP) of $789.7 Billion (US Dollars) in 2011. Over the past several years, 

Turkey has experienced a gradual but steady yearly increase in its nominal GDP. From 2005 

                                                 
14 Euromonitor International. Turkey: Country Profile. (September 2012) 
15 Ibid.  
16 OECD. “Turkey’s Economy.” 
http://web.ebscohost.com.ezp.bentley.edu/bsi/pdfviewer/pdfviewer?sid=1ec503c9-e04c-4a21-b318-
a458310c9110%40sessionmgr10&vid=4&hid=10 (May 2012) 
17 Ibid. 
18 Ibid. 

http://web.ebscohost.com.ezp.bentley.edu/bsi/pdfviewer/pdfviewer?sid=1ec503c9-e04c-4a21-b318-a458310c9110%40sessionmgr10&vid=4&hid=10
http://web.ebscohost.com.ezp.bentley.edu/bsi/pdfviewer/pdfviewer?sid=1ec503c9-e04c-4a21-b318-a458310c9110%40sessionmgr10&vid=4&hid=10
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until 2011, Turkey has experienced a growth of 64% to their GDP.
19

 According to The World 

Factbook, which is a reference resource produced by the Central Intelligence Agency of the 

United States, Turkey is currently the 17
th

 highest ranked country by GDP. Their GDP is 

composed of 9.1% from agriculture, 27.9% from industry, and 63% from services.
20

 

The following chart shows GDP’s real GDP growth over the past several years.  

21
 

Unemployment  

The 2011 unemployment rate for Turkey was at an estimated 9.8%. In 2010, it was 

estimated at 12%.
22

 Turkey has a population of 75 million and a labor force of over 27 million, 

which ranks them as the 4
th

 largest labor force in relation to European Union (EU) countries.
23

  

                                                 
19 "Background Note: Turkey." U.S. Department of State. http://www.state.gov/r/pa/ei/bgn/3432.htm (March 
2012)   
20 CIA World Factbook. “Middle East: Turkey.” https://www.cia.gov/library/publications/the-world-
factbook/geos/tu.html (November 2012)  
21 "Country Statistical Profile: Turkey 2011-2012." OECD ILibrary:. N.p., n.d. http://www.oecd-ilibrary.org/sites/csp-
tur-table-2011-1-en/index.html?contentType=/ns/StatisticalPublication,/ns/KeyTableEdition,/ns/Table (Accessed 
December 2012) 
22 CIA World Factbook. “Middle East: Turkey.” https://www.cia.gov/library/publications/the-world-
factbook/geos/tu.html (November 2012) 
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https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
http://www.oecd-ilibrary.org/sites/csp-tur-table-2011-1-en/index.html?contentType=/ns/StatisticalPublication,/ns/KeyTableEdition,/ns/Table
http://www.oecd-ilibrary.org/sites/csp-tur-table-2011-1-en/index.html?contentType=/ns/StatisticalPublication,/ns/KeyTableEdition,/ns/Table
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
https://www.cia.gov/library/publications/the-world-factbook/geos/tu.html
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For 2012, Turkey has reached its lowest unemployment level in 11 years, according to 

the Statistics Institute TurkStat. During the month of June, unemployment was reported at 8%, 

with a total of 676,000 new jobs created.  The recent unemployment rates and the fluctuations in 

unemployment in recent years are captured graphically below. 

 

 

 

 

  

 

24

 

This chart illustrates the relative steady level of high unemployment in Turkey over the past  

decade. There is a period of about six years, from 2002 – 2008 in which the unemployment rate 

hovered around 10%. The unemployment rate went on average as high as 14.1% for 2009, and as 

low as 5.6% in 2001.
25

 

 

                                                                                                                                                             
23 "Demography and Labor Force." Invest in Turkey. (Accessed December 2012) http://www.invest.gov.tr/en-
US/investmentguide/investorsguide/Pages/DemographyAndLaborForces.aspx  
24 "Demography and Labor Force." Invest in Turkey. (Accessed December 2012) http://www.invest.gov.tr/en-
US/investmentguide/investorsguide/Pages/DemographyAndLaborForces.aspx  
25 "Turkey - Population - Historical Data Graphs per Year." Accessed December 2012) 
http://www.indexmundi.com/g/g.aspx?c=tu   
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http://www.invest.gov.tr/en-US/investmentguide/investorsguide/Pages/DemographyAndLaborForces.aspx
http://www.invest.gov.tr/en-US/investmentguide/investorsguide/Pages/DemographyAndLaborForces.aspx
http://www.indexmundi.com/g/g.aspx?c=tu
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Inflation 

The following chart shows the historic inflation and deflation for Turkey. Along the x-

axis below are the years from 1984 through 2011, and the y-axis on the left are the inflation rate 

percentages.  

26
 

This chart shows the overall inflation rates for Turkey over the past several years, as well 

as the core and producer inflation rates. Out of these indicators, the core inflation rates gives 

perhaps the best reference point when considering Turkey’s inflation rate because it excludes 

food and oil, which are often subject to a high level of price fluctuations. However, in this case, 

there might not be a significant difference as the line for the overall inflation rate and the core 

inflation rate are relatively close to one another. The producer inflation rate, measured by the 

Producer Price Index (PPI) measures the average change over time in the price level of goods at 

the manufacturing level.  

                                                 
26 "Historic Inflation Turkey - CPI Inflation." (Accessed December  2012) http://www.inflation.eu/inflation-
rates/turkey/historic-inflation/cpi-inflation-turkey.aspx  
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This chart shows a relatively consistent rate of inflation, with the exception of just one 

year of strong deflation. Historically, the Turkish market has been characterized by high and 

consistent inflation. The constant rise in inflation since the late 1970’s (not shown in graph) are 

commonly attributed to a variety of reasons, including the high public sector budget deficits, 

high military expenses, and occasional increases in world prices of major imported inputs (such 

as oil). In the 1990’s, Turkey's economy suffered due to weak economic government policies. 

These policies led to high-inflation cycles, resulting in a severe banking and economic crisis in 

2001.
2
 This economic crisis will be covered more in depth later in this report.  

Trade in Turkey 

 Turkey is well known for their many exports, with their major export products 

including agricultural products, clothes, and automobiles. In addition, they also export mineral 

fuels and oils, tobacco, and steel. Turkey’s main trading partners are the United States, Italy, 

Germany, France, Russia, Switzerland, and the United Kingdom. Their top trading partners for 

imports include Russia at 11.7%, China at 9.4%, and the United States at 6.7%. Their top trading 

partners for exports include Iraq at 5.3%, Russia at 4.1%, and the United States at 3.4%.
27

 

Turkey’s number one trading partner for imports and exports, however, is the European 

Union (EU). The EU, which is made up of 27 European member countries, is Turkey’s number 

one import and export partner while Turkey ranks 7
th

 in the EU’s top import and 5
th

 in export 

markets.
28

  

                                                 
27 "Turkey EU Bilateral Trade and Trade with the World." (March 2012) 
http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113456.pdf 
28 "European Commission Directorate-General for Trade." Turkey. (Accessed December 2012) 
http://ec.europa.eu/trade/creating-opportunities/bilateral-relations/countries/turkey/ 

http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113456.pdf
http://ec.europa.eu/trade/creating-opportunities/bilateral-relations/countries/turkey/
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 Furthermore, Turkey has a number of Free Trade Agreements (FTAs) that allow 

trading partners to trade more freely and efficiently between them and their trading partners. 

Currently, Turkey has 16 FTA’s that are enforced. They have an agreement with countries that 

include Macedonia, Albania, Israel, Palestine, Morocco, Egypt, Syria, and Chile. In addition, 

there are 21 countries that Turkey has started FTA negotiations, including Colombia, Ecuador, 

and Libya.
29

 

Exchange Rates & Key Interest Rates  

The currency used for exchange in Turkey is the Turkish Lira. The following graph 

shows the exchange rate for one United States dollar (USD) to Turkish Liras from 2006 – 2011. 

The exchange rate is represented in the yearly averages for each year. As you can see, the 

exchange rate has been at about an average of 1.5 Turkish Lira for one USD, and has been as low 

as 1.35 Turkish Liras for one USD and as high as 1.75 Turkish Lira for one USD. This period, in 

the past six years or so, represents a relatively great time for the Turkish Lira, as historically the 

currency has not been nearly as strong as it is now. As of this writing, one dollar is equal to 1.79 

Turkish Liras, which means that the Turkish Lira is slightly lower today than it had been for the 

past six years.
30

 The Euro is currently stronger than the USD, so one Euro can currently be 

exchanged for about 2.33 Turkish Liras. 

                                                 
29

 "Republic of Turkey Ministry of Economy." (Accessed December 2012) 
30 "Yearly Average Currency Exchange Rates." Yearly Average Currency Exchange Rates. (Accessed December 2012) 
http://www.irs.gov/Individuals/International-Taxpayers/Yearly-Average-Currency-Exchange-Rates 

http://www.irs.gov/Individuals/International-Taxpayers/Yearly-Average-Currency-Exchange-Rates
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The interest rates in Turkey are reported by the Central Bank of Turkey, whose basic aim 

was to support the economic development of Turkey. Historically, from 1990 until 2012, Turkey 

Interest Rate averaged 60.9 Percent reaching an all-time high of 500.0 Percent in March of 1994 

and a record low of 5.0 Percent in February of 2000.
31

 

4. Turkey’s Economic Policy 

Turkey and the European Union 

Initially, Turkey applied for associate membership to the European Economic 

Community (EEC) on July, 1959 and later officially applied for full membership to European 

Union (EU) on April, 1987
32

. Today, it is known to be the longest application in the history of 

EU.
33

 

                                                 
31 "Turkey Interest Rate." Accessed (December 2012) http://www.tradingeconomics.com/turkey/interest-rate 
32 Ministry for EU Affairs.  “History of Turkey –EU Relations” http://www.abgs.gov.tr/index.php?p=111&l=2 (April 
2007) 
33 Peter van der Windt. University of Pretoria. “European Union’s Likely Enlargement with Turkey: The Blurring of 
the Union’s Identity?” http://petervanderwindt.files.wordpress.com/2011/06/cips200450turkey.pdf (2004)  
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As an “elephant in the room” for EU enlargement
34

, Turkey brings a number of possible 

economic advantages and disadvantages. Turkey’s GDP per capita was about only 49% of EU 

average in 2010 while being higher than EU member states Bulgaria and Romania.
35

 Starting 

with early 1960s, Germany attracted thousands of Turkish guest workers that never returned to 

their home country and a Turkish community in Europe started to build up.
36

 Two major 

arguments against Turkish membership is possible influx of Turkish immigrants and the amount 

of funds required to help Turkey to advance its infrastructure to EU standard.
37

  

On the other hand, Turkey’s strategic position helps EU concerning its energy issues as 

Turkey would become an energy corridor between European continent and Middle Eastern oil 

states.
38

 Turkey’s young population can fulfill the needs of the old population of current EU 

states and easier access to Turkish market is needed for EU economy to expand.
39

 Turkey’s latest 

record on how it endured 2008 crisis is also seen as an advantage.
40

  

2001 Financial Crisis 

In February 2001, Turkey entered one of the worst financial crisis’ of her history. 

Growing throughout 2000, the crisis grew to full maturity in 2001 after a National Security 

Council meeting between the President Ahmet Necdet Sezer and the Prime Minister Bülent 

                                                 
34 The Economist. "The ins and outs" 
http://www.economist.com/node/8808134?subjectid=682266&story_id=8808134 (March, 2007) 
35 Eurostat News Release.  "GDP per capita in purchasing power standards" 
http://epp.eurostat.ec.europa.eu/cache/ITY_PUBLIC/2-13122011-BP/EN/2-13122011-BP-EN.PDF (December 2011) 
36 Chase Cavanaugh. The Washington Review of Turkish & Eurasian Affairs. "Turkey's Difficult Entry into the 
European Union" http://www.thewashingtonreview.org/articles/turkeys-difficult-entry-into-the-european-
union.html (February 2011) 
37 Bahri Yılmaz. International Harvard Review.  “Turkey’s Membership in the EU: Realistic or Merely Wishful?” 
http://hir.harvard.edu/turkey-s-membership-in-the-eu-realistic-or-merely-wishful (January 2011) 
38 Ibid. 
39 The Week. “Pros and cons: allowing Turkey to join the EU” http://www.theweek.co.uk/news-
opinion/24083/pros-and-cons-allowing-turkey-join-eu (April 2009) 
40 Şevket Pamuk. "Turkey and the EU: hurtful uncertainty" TheGuardian. 
http://www.guardian.co.uk/commentisfree/2009/dec/04/turkey-accession-eu-membership (December 2009) 

http://www.economist.com/node/8808134?subjectid=682266&story_id=8808134
http://www.thewashingtonreview.org/articles/turkeys-difficult-entry-into-the-european-union.html
http://www.thewashingtonreview.org/articles/turkeys-difficult-entry-into-the-european-union.html
http://hir.harvard.edu/turkey-s-membership-in-the-eu-realistic-or-merely-wishful
http://www.theweek.co.uk/news-opinion/24083/pros-and-cons-allowing-turkey-join-eu
http://www.theweek.co.uk/news-opinion/24083/pros-and-cons-allowing-turkey-join-eu
http://www.guardian.co.uk/commentisfree/2009/dec/04/turkey-accession-eu-membership
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Ecevit, creating panic among the public about the economy after the president symbolically 

threw a copy of the constitution to the prime minister on February 19
th

 of 2001.
 41

  

As public’s uncertainty over Turkish economy got grounded, Turkey saw overnight 

interest rates of 3,000% and Istanbul Stock Exchange fell by 20%.
42

 $5 billion in reserves 

vanished in the first days of the crisis and as the government recently changed its exchange rate 

policy from pegged to free floating, Turkish lira devaluated substantially.
43

 With the 

unemployment rate rising from 6.56% in 2000 to 8.32% in 2001, the GDP fell by about 10%.
44

 

Before the crisis, International Monetary Fund (IMF) was helping Turkey with monetary 

policies to decrease inflation by eliminating the policy of currency pegging
45

 which it had to 

grant $7.5 billion to counter the adverse effects of the change and the brewing crisis.
46

 After the 

crisis, two policy reforms were preformed with the helpf of IMF; floating exchange rates and 

inflation targeting regime. After 2001, Turkey went back to growth over 5% a year for a number 

of years and inflation declined substantially.
 47

 Through out the crisis, in total, IMF supplied 

Turkey with $20.4 billion in grants from 1999 to 2003.
48

  

 

                                                 
41 Turkish Review. “Turkey’s economy from 2001 to 2011: stronger, steadier and safer” 
http://www.turkishreview.org/tr/newsDetail_getNewsById.action?newsId=223078 (March 2011) 
42 Ibid. 
43 Levent Koç and M. A. Chaudhary. The Pakistan Development Review. “February 2001 Crisis in Turkey: Causes and 
Consequences” http://www.pide.org.pk/pdf/PDR/2001/Volume4/467-486.pdf (January 2002) 
44 H. Mehmet Tasci, Aysit Tansel. Middle East Technical University. “Unemployment and Transitions in the Turkish 
Labor Market: Evidence from Individual Level Data” http://ftp.iza.org/dp1663.pdf (July 2005) 
45 Levent Koç and M. A. Chaudhary. The Pakistan Development Review. “February 2001 Crisis in Turkey: Causes and 
Consequences” http://www.pide.org.pk/pdf/PDR/2001/Volume4/467-486.pdf (January 2002) 
46 Mathieu Dufour and Ozgur Orhangazi. University of Massachusetts Amherst, Roosevelt University. “The 2000-
2001 Financial Crisis in Turkey: A Crisis for Whom?” http://mpra.ub.uni-
muenchen.de/7837/1/MPRA_paper_7837.pdf (2007) 
47 Harun Alp, Selim Elekdag. IMF Working Paper. "The Role of Monetary Policy in Turkey during the Global Financial 
Crisis" http://www.imf.org/external/pubs/ft/wp/2011/wp11150.pdf (June 2011) 
48 A. Erinc Yeldan. Bilkent Universty. "Turkey and the Long Decade with The IMF: 1998-2008" 
http://www.networkideas.org/networkideas/pdfs/turkey_imf.pdf (June 2008) 

http://www.turkishreview.org/tr/newsDetail_getNewsById.action?newsId=223078
http://www.pide.org.pk/pdf/PDR/2001/Volume4/467-486.pdf
http://ftp.iza.org/dp1663.pdf
http://www.pide.org.pk/pdf/PDR/2001/Volume4/467-486.pdf
http://mpra.ub.uni-muenchen.de/7837/1/MPRA_paper_7837.pdf
http://mpra.ub.uni-muenchen.de/7837/1/MPRA_paper_7837.pdf
http://www.imf.org/external/pubs/ft/wp/2011/wp11150.pdf
http://www.networkideas.org/networkideas/pdfs/turkey_imf.pdf
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2008 Financial Crisis 

 After the 2001 crisis, Turkish government adopted economic policies to focus on 

international trade and domestic privatizations. The 2008 global crisis that began with the 

mortgage crisis in U.S.A. and spread through the world affected Turkey as well. One of the most 

obvious indicators of the impact of the crisis is the capacity utilization dropping from 81.8% and 

81.1% in 2006 and 2007 respectively to 64.7% in 2008. With the growth slowing down in 2007 

and even turning to a negative value in 2008, Turkish lira devaluated about 30%. Response of the 

government was to inject liquidity to stabilize Turkish lira, interest rates and exchange rates.
49

 

 While the idea that Turkey was not affected by the 2008 crisis significantly exists 

for some, the broad range of adverse effects of the crisis on Turkish economy paints a different 

picture; GDP declined, inflation, budget deficit and current account have risen, and income per 

capita decreased.
50

 In October 2008, Central Bank of Republic of Turkey (CBRT) cut the interest 

rates by 1.025 basis points to 6.5% which was the biggest cut among Organization for Economic 

Co-Operation and Development (OECD) countries. However, recovery was quick to come into 

play and Turkey started enjoying positive GDP growth again by 2009. On April 2010, CBRT 

started a tightening monetary policy as an exit strategy out of the crisis.
51

 

Trading Policy 

With an MFN Tariff Trade Restrictiveness Index (TTRI) of 1.5%, Turkey has one of the 

most liberal trade regimes, which puts it at 5
th

 least restrictive trade regime out of 125 

                                                 
49 Dilek TEMIZ, Aytaç GOKMEN. Çankaya University. “The 2000-2001 Financial Crisis in Turkey and the Global 
Economic Crisis of 2008-2009: Reasons and Comparison” 
http://www.sobiad.org/eJOURNALS/journal_IJSS/arhieves/IJSS-2009/01dilek-temiz.pdf (2009) 
50 Ibid. 
51

 Łukasz Rawdanowicz. Economics Department, OECD. “The 2008-09 Crisis in Turkey: Performance, Policy 
Response And Challenges for Sustaining the Recovery” http://www.oecd-ilibrary.org/economics/the-2008-09-
crisis-in-turkey_5km36j7d320s-en (December, 2010) 
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countries.
52

 The TTRI for non-agricultural products is 1.3%. For agricultural products, however, 

Turkey goes up to 21.8% compared to 10% regional average.
53

 

Turkish government relies heavily on internal taxes as a source of revenue with custom 

duties making up less than 1% of it. The Customs Union with EU entered into effect in 1996 and 

Turkey started to adopt EU’s trading policies with third parties with some flexibility. Other 

major organizations that Turkey has partnership in are “the Economic Cooperation Organization 

(ECO), Developing-8 (D-8), the Organization of Islamic Cooperation (OIC), and the Black Sea 

Economic Cooperation (BSEC).”
54

 

Monetary and Fiscal Policy 

 The CBRT is responsible of Turkish monetary policy and has the exclusive rights 

to issue banknotes.
55

 A policy of price stability is pursued by the CBRT since 2001. Starting with 

November 2010, CBRT aimed for limiting short-term capital flows, excessive appreciation of 

Turkish lira and a more controlled growth. Overnight borrowing rates were reduced and required 

reserve ratios were raised. However, in August 2011, these policies were reversed due to 

concerns over growth and acceleration of capital outflows from emerging economies. The 

resulting depreciation of Turkish lira was countered by widening interest rate corridor upwards 

                                                 
52 World Trade Indicators 2009/10. “Turkey: Trade-at-a-Glance Table” 
http://info.worldbank.org/etools/wti/docs/Turkey_taag.pdf (Accessed December 2012) 
53 World Bank. 2010. ―Turkey Trade Brief.‖ World Trade Indicators 2009/10: Country Trade Briefs. Washington, 
DC: World Bank. Available at http://www.worldbank.org/wti (Accessed December 2012) 
54 WTO. Trade Policy Review: Turkey 2012. “Executive Summary” 
http://www.wto.org/english/tratop_e/tpr_e/s259_sum_e.pdf (Accessed December 2012) 
55 Central Bank of the Republic of Turkey. “CBRT Law” http://www.tcmb.gov.tr/yeni/banka/law.pdf (Accessed 
December 2012) 
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and the fluctuations in exchange rates were limited. For 2012-2013 periods, medium-term 

inflation target of 5% is preserved, extending it to 2014 as well with an uncertainty band of 2%.
56

 

 The standard corporate tax rate in Turkey is 20%.  The income tax varies between 

15% and 35%. The standard value added tax is 18%. Since June 2002, Turkey has an additional 

tax applied to petroleum and solvent products, vehicles (excluding tractors), tobacco products, 

alcoholic beverages, white goods, electrical home products and luxury goods. This tax, called 

special consumption tax, ranges from 0.5% to 130%.
57

 

The graph below shows the tax revenue of Turkey and average of OECD as percentages 

of GDP
58

: 

 

 

                                                 
56 Central Bank of the Republic of Turkey. "Monetary and Exchange Rate Policy For 2012" 
http://www.tcmb.gov.tr/yeni/announce/2012/Mon_Exc_Pol_2012.pdf (December 2011) 
57 PKF Consultıng. “Turkey Tax Guide 212” http://www.wipfli.com/Resources/Images/21732.pdf (Accessed 
December 2012) 
58

 OECD. “Revenue Statistics country note for Turkey” 
http://www.oecd.org/ctp/taxpolicyanalysis/revenuestatisticscountrynoteforturkey.htm (Accessed December 
2012) 
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A major problem of revenue is tax evasion. Only a small portion of the population pays 

income taxes, making up only 4% of the working age population. Tax evasion becomes obvious 

when Value Added Tax (VAT) is considered. The effective VAT rate was 9.6% for 2005 when 

the standard VAT rate was 18%. While this comparison may account for tax exemption as well, 

the relatively large difference (47%) points at an important tax evasion problem with VAT. 

Another source of evasion is unreported workers with a loss of 1.3% of GDP in 2008 from 

unpaid social security premiums.
59

By January 2012, a number of tax incentives are initiated to 

fuel investments. The plan divided Turkey into regions depending on their development level 

and offered incentives ranging from VAT exemption to social security premium support.
60

 

As part of the program with IMF, Turkey pursued a more disciplined fiscal policy 

starting early 2000s. A series of reforms, such as use of primary surplus rule, nominal ceilings 

for primary expenditures and foreign borrowing, and privatization, helped Turkey towards a 

more stable fiscal situation. By 2008, the general government debt stock decreased to 39% of 

GDP from 77.6% in 2001. In addition to these reforms, the public fiscal management system was 

redesigned through a number of new legislation.
61

 However, recent findings paint a picture 

where deteriorating growth numbers and budget deficit threatens fiscal discipline.
62

 

  

                                                 
59 Poverty Reduction and Economic Management Unit. “Informality: Causes, Consequences, Policies” 
http://siteresources.worldbank.org/TURKEYEXTN/Resources/361711-1277211666558/CEM2010_en.pdf (March 
2010) 
60 Invest in Turkey. “Turkey's Investment Incentives System” http://www.invest.gov.tr/en-
us/investmentguide/investorsguide/pages/incentives.aspx (Accessed December 2012) 
61 Fatih Kaya, Selihan Yılar. OECD Journal on Budgeting. "Fiscal Transformation in Turkey over the Last Two 
Decades" http://www.oecd.org/turkey/49070965.pdf (2011) 
62 Emre Peker, Yeliz Candemir. The Wall Street Journal. “Fiscal Discipline at Risk as Turkey Slows” 
http://online.wsj.com/article/SB10000872396390444273704577635394012405260.html (September 2012) 
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5. Turkey’s Financial Situation 

Turkey’s Credit Rating 

A good indication of a country’s financial situation is the credit rating given by the three 

biggest rating agencies: Standard & Poor’s, Moody’s and Fitch. It rates the countries general 

credit worthiness, that is, the ability to pay back debt and the likelihood of a default. 

Turkey’s current (June 2012) credit rating is
63

: 

Standard & Poor's: Moody's: Fitch: 

Rating: Ba1 
 
Outlook: Positive 

Rating: BB 
 
Outlook: Positive 

Rating: BBB 
 
Outlook: Stable 

 

This is a significant improvement, confirming a positive trend as all three agencies have 

continuously upgraded Turkey’s credit rating since 2003
64

. However, these ratings are still below 

investment grade which would be considered a strong rating. One of the big obstacles preventing 

Turkey from getting a higher rating, even with its positive outlook, is the current account deficit, 

as explained in the following section. 

The Deficit and Debt Situation 

Turkey’s current public debt
65

 is rather low, with 43% of the GDP in the first quarter of 

2012
66

, compared to 82.5% in the European Union and 105.1 in the US
67

. 

                                                 
63 Reuters. „Moody's lifts Turkey to just below investment grade“ 
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64 Bloomberg L.P. "Table of Historical Credit Ratings for Turkey". Bloomberg database. Bentley University. (2012) 
65

 The debt that is owed by Turkey’s government 
66 International Monetary fund. Database http://imfstatext.imf.org/WBOS-query/Index.aspx?QueryId=6328 
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However, Turkey’s current account deficit is a big risk factor for the country
68

. A current 

account deficit “occurs when a country's total imports of goods, services and transfers are 

greater than the country's total export of goods, services and transfers. This situation makes a 

country a net debtor to the rest of the world.”
69

 In the past twelve years, Turkey’s current 

account balance has almost always been negative, as can be seen in the following graph
70

. The 

red area shows the current account balance (imports – exports) in actual numbers while the black 

line describes it in relation to Turkey’s GDP. 

 

There are various dangers associated with a current account deficit of this magnitude, 

which will be covered in the risk analysis chapter.  

                                                                                                                                                             
67 Central Intelligence Agency. “The World Factbook. Turkey.” https://www.cia.gov/library/publications/the-world-
factbook (December 2012) 
68 Reuters. “Moody's lifts Turkey to just below investment grade“ 
http://www.reuters.com/article/2012/06/20/turkey-ratings-idUSL3E8HK2AQ20120620 (June 2012) 
69 Investopedia. “Definition of Current Account Deficit” 
http://www.investopedia.com/terms/c/currentaccountdeficit.asp#axzz2DZENSPUR (December 2012) 
70 Financial Times. “Gold: a warning for Turkey” http://blogs.ft.com/beyond-brics/files/2011/07/Turkey-current-
account-deficit-July-2011-chart.jpg (July 2011) 
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In essence, a deficit in the current account must always be matched with a surplus of the 

same amount in the capital account, which measures capital flow with other countries. This 

means, Turkey matches it current account deficit with increased inflows of capital from other 

countries - it is spending beyond its means and thus has become reliant on foreign capital in 

order to sustain itself.
71

 

6. Risk Analysis 

The Current Account Deficit 

As pointed out in the previous section, Turkey has a sustained and significant current 

account deficit. One of the risks associated with this situation is that the size of this deficit leaves 

the economy vulnerable to sudden withdrawals of foreign investment. This, in turn, could reduce 

lending and business activity as people tend to save up money rather than spending it.
72

 

Furthermore, the ballooning deficit caused a run on the Turkish lira last year, which 

caused the currency to lose about 20% of value against the dollar for the whole of 2011. This 

forced the central bank to more than double interest rates to as high as 12%.
73

 With interest rates 

at a high level like this, the economy could be seriously hampered as gaining access to fresh 

capital becomes more difficult for businesses. 

 

 

                                                 
71 Istanbul Notes. “Why Turkey’s current account deficit matters” 
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Asset Bubbles  

Leading economists see signs of a real estate bubble, similar to the ones in the United 

States or Spain in recent years, forming in Turkey.
74

 

Rapid increases in valuations of houses happen all across the country. This situation has 

the potential to cause a national crisis if prices eventually reach a level which is no longer 

sustainable and consequently suddenly decline.
75

 This would leave Turkish banks with many bad 

loans, similar to what happened in the US in what marked the beginning of the world financial 

crisis. 

The third quarter 2012 was the fifth consecutive quarter seeing an increase in housing 

prices by double digits on a year-on-year basis
76

. Although the Turkish construction sector is 

growing significantly, the square feet price continues to ascend. This leads to the conclusion that 

the housing market might overheat and, eventually, collapse
77

. 

a. Trade Barriers 

Due to its geographic situation, Turkey faces very different neighbors on its borders. In 

the east, countries like Iran, Iraq and Syria are traditionally strong trade partners. However, trade 

has been hampered by recent political events in these countries.
78

 Relations are especially 

strained with Armenia, whose borders Turkey does not officially recognize. Even though the 
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http://www.nytimes.com/2012/09/19/world/europe/turks-weary-of-leaders-support-for-syria-
uprising.html?pagewanted=all (September 2012) 

http://www.todayszaman.com/news-288838-renowned-economist-warns-against-turkish-real-estate-bubble.html
http://www.turkishweekly.net/news/141249/turkey-39-s-housing-market-a-bubble-or-engine-of-growth.html
http://www.nytimes.com/2012/09/19/world/europe/turks-weary-of-leaders-support-for-syria-uprising.html?pagewanted=all
http://www.nytimes.com/2012/09/19/world/europe/turks-weary-of-leaders-support-for-syria-uprising.html?pagewanted=all


Country Report Turkey                                   Goldblatt, Lee, Sahin, Sieber 

22 

 

current trade volume is reported to be $300 million, business is conducted entirely via third 

countries such as Georgia, increasing costs on both sides.
79

 At its western borders, Turkey faces 

the European Union with which it forms a customs union.
80

 Members of the European 

Parliament criticize several of Turkey’s tariff and non-tariff barriers, like the country’s practice 

to discriminate foreign firms by giving a 15% price advantage to Turkish bidders for public 

procurement contracts. 81
 What is more, counterfeit products, such as pharmaceuticals and 

cosmetics, area major problem in EU-Turkey trade relations.
82

 

On the other hand, Turkish business people face certain problems as well, such as visa 

problems for Turkish businessmen and lorry drivers, which restricting movement. On a political 

level, Turkey struggles with the fact that it is difficult for them to conclude free trade agreements 

with third countries that already have FTAs the EU
83

. 

7. Notes for Investors 

The Turkish government values foreign investment as a crucial part of its economic 

policy. Given the history of reforms for the sake of promoting foreign investment, the 

environment should continue to advance. The Investment Promotion Agency was developed in 

2006 to facilitate new investment projects. Election of the Justice and Development Party in 

2011 solidified economic liberalism and prompted the privatization of many government 

regulated companies. A ferry network, power distribution systems and power-generating plants 

                                                 
79 Hürryiet Daily News. “Chamer aims to raise trade with Armenia” http://www.hurriyetdailynews.com/chamber-
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80 Global Trade. “Trade Barriers in Turkey” http://www.globaltrade.net/f/business/text/Turkey/Trade-Policy-
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PRESS+20100712IPR78661+0+DOC+XML+V0//EN (July 2010) 
82 Ibid. 
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were sold to the private sector in 2011. Turkey recently lowered corporate taxes, lifted 

government regulations and implemented a commercial code that improves corporate 

governance, accounting and auditing practices to align its business standards with Europe.
84

 In 

addition, Turkey offers investment incentives, which ultimately increase exports, competition, 

high technology and sustainable development.
85

 Although its business environment has strengths 

and opportunities, investors should also weigh weaknesses and threats before making investment 

decisions.   

While the government supports foreign investment, the judiciary poses a threat to future 

reform legislation. It vetoed a law that would have liberalized the sale of real estate to foreign 

companies in 2008. Foreign investors still need government permission to enter the banking, 

insurance and petroleum industries. In 2009, Turkey ranked 85
th

 on the World Bank’s Control of 

Corruption’s list of countries that take positive action against corruption. In response, the 

government launched Action Plan to Fight Corruption in January 2010, which included passing 

28 laws that govern banking, trade, political parties and elections. Despite government 

involvement, there is still no legislative system in place to protect foreign investors’ rights. The 

weak labor market, low savings rate and large agriculture sector mentioned earlier all threaten 

the security of business investments in Turkey.
86

 

Foreign Investment Successes 

Turkey’s clothing retail industry has seen rapid expansion despite the recession. H&M 

entered in 2010 and had five stores running by the middle of 2011 with a reported turnover of 
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YTL31 million.
87

 Mintel predicts H&M will aggressively gain market share as Turkey becomes 

wealthier thus increasing discretionary spending. MANGO, another clothing retail brand, also 

intends to continue its investment. It opened five Turkish stores in 2011 and plans to expand to 

fifteen stores in the short-term. Its goal is to reach customers across Turkey. Its strategy is 

therefore to expand.
88

   

8. Outlook   

In recognition of its economic slowdown, Turkey reduced the GDP growth forecast from 

5% to 3%.
89

 The slowdown can be attributed to Europe’s debt crisis and a major trading 

partner’s decrease in consumer spending. Growth has not declined this severely for over two 

years. In response, the central bank has lowered borrowing costs. Turkey forecasts inflation will 

decrease to 5.3% in 2013 and 5% in 2014 and current account will decrease to 7.1% in 2013.
90

 

Business Monitor International forecasts GDP growth will rise 4.7% in 2013, which is 

minimal when compared to the 9.1% increase in GDP in 2010 and 8.5% increase in 2011.
91

 The 

Turkish Central Bank says the current account deficit poses the biggest threat to economic 

stability, but has been decreasing consistently. The deficit was estimated at $28 billion towards 

the end of 2011 and is now around $21 billion.
92

 The World Bank forecasts current account 
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deficit will be 7.6% of GDP in 2013.
93

 Domestic consumption will continue to decline while 

exports increase, indicating a balancing effect in 2013’s economy. Low consumer confidence has 

caused a decrease in household spending. Consumer consumption is expected to increase 4% in 

2013 and 4.3% in 2014.
94

 This is quite a significant decline considering the 7.7% growth in 

2011.
95

 Investments increased to $5 billion in 2012, which will boost 2012 GDP growth.
96

 

Investment growth is thus forecasted to rise 4.5% in 2013.
97
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