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Key developments and challenges
Continued privatisation in the energy and transport 
sectors and renewed efforts to reform the municipal  
and environmental infrastructure sector are needed to 
promote greater private sector investment, including  
high inflows of foreign direct investment (FDI).

Tax reform and the introduction of more flexible labour 
market regulations, coupled with effective social 
protection measures, would help address the problems 
of growing unemployment, large regional disparities  
and a sizeable informal sector. 

As the economy contracts, the authorities need to find 
the right balance between stimulating domestic demand 
and restoring fiscal discipline. Credible economic policies 
that would ensure medium-term debt sustainability and 
reduce spending pressures would help to improve 
investor confidence and meet the large domestic and 
external refinancing needs.

Country data 
Population (in millions)  69.7
Area (’000 sq km)  783.6
GDP (in billion US$, 2008) 730.0
Average transition score (scale: 1 to 4.33)  3.26

Progress in structural reform 

Liberalisation and privatisation
The Helsinki European Council of December 1999 granted 
Turkey EU candidate country status. Accession negotiations 
began in October 2005 and are ongoing. As of September 
2009 negotiations had been opened on 11 out of the 35 
chapters of the European Union’s acquis communautaire1 and 
only one, Science and Research, has been provisionally closed. 

Privatisation has gained momentum in recent years. 
Privatisation revenues totalled US$ 6.3 billion in 2008, 
including the sale of two large companies, Tekel, a cigarette 
producer (US$ 1.7 billion) and Petkim, a petrochemical 
company (US$ 2 billion). In May 2008, an initial public offering 
(IPO) of a 15 per cent stake in Türk Telecom was launched, 
which raised US$ 1.9 billion – the largest IPO in Turkey to date. 
Despite the global economic crisis, the privatisation process 
continued in the first half of 2009, with the sale of two 
electricity distribution companies (Sakarya and Başkent) and 
the selection of preferred buyers for another two, plus the sale 
of several ports for a total of US$ 1.3 billion in privatisation 
proceeds and another US$ 2.4 billion in due receivables. There 
are currently 14 companies in the portfolio of the Privatisation 
Agency, including sugar factories; the Galata and Iskenderun 
ports; other power generation and distribution companies; and 
the National Lottery.

Business environment and competition
The business environment in Turkey has been improving slowly 
in recent years but a number of significant problems remain. 
According to the World Bank Doing Business 2010 indicators, 
Turkey was ranked 73rd, down from 63rd last year. Licensing 
and regulation are major areas of concern, with the time taken 
to arrange construction permits, labour contracts and business 
liquidations well above the average for the transition region. 

After access to finance, taxation and unfair competition by 
companies operating in the informal economy are among the 
main obstacles to doing business in Turkey, according to the 
2008/09 Business Environment and Enterprise Performance 
Survey (BEEPS IV). Action has been taken to reduce the  
size of the informal sector and support job creation, including  
a reduction of the corporate and income tax rates and  
the introduction of employment incentives in  
less-developed regions. 

Infrastructure
Although liberalisation of the energy sector is proceeding, 
private sector participation remains limited. Power generation 
is dominated by the state-owned company, EUAS, and 
privatisation of the distribution segment has only just started. 
An independent regulator, EMRA, has been established and 
steps have been taken to adopt a pricing system that fully 
reflects costs. Retail electricity tariffs were raised in January, 
July and October 2008 by about 50 per cent on average and an 
automatic cost-based price-adjustment mechanism came into 
effect from 1 October 2008. Turkey ratified the Kyoto Protocol 
in February 2009.

Although municipalities are responsible for the delivery  
of services in the areas of municipal and environmental 
infrastructure, there remains a high degree of fiscal 
centralisation, and the corporate governance of some municipal 
companies – especially those in smaller municipalities –  
falls short of international best practice. Turkey’s current 
approach to the granting of concessions, involving  
considerable uncertainties as to terms and strong and 
unilateral governmental termination rights, is an obstacle  
to private sector financing. 

Despite rapid recent growth, the fixed-line telephony sector 
is still characterised by low penetration rates of around 
24 per cent (2008). Turkey’s mobile telephony market was 
liberalised ahead of fixed telephony services and has  
enjoyed strong growth since then, with a penetration rate  
of 89 per cent. There are three mobile phone operators,  
the largest of which has a 56.2 per cent market share.  
Number portability for mobile phones was introduced in 
November 2008.

Financial sector
The domestic financial system has shown a fair degree of 
resilience to the global financial crisis so far, partly because 
prudential regulation and supervision were strengthened 
following the 2001 banking crisis. However, Turkish corporates 
have relatively large, open, long-term foreign currency positions, 
which may affect the future quality of the loan portfolio of 
Turkish banks. Non-performing loans increased to an average 
of 5.07 per cent in July 2009, from 3 per cent at the end of 
2008, and can be expected to increase further. The sector 
does, however, have a relatively stable base from which any 
future effects of the crisis can be addressed. These include 
capital adequacy ratios which averaged 20 per cent as of the 
end of July 2009, strong profitability and a system which is 
largely deposit-funded (the loan-to-deposit ratio is about 
70 per cent) with minimal foreign currency exposure. 

Turkey



Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Money market rate (% average-over-period)   ■ Consumer price index (% year-on-year)
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Real GDP (1989=100)
■ Turkey   ■ Average, transition countries

Transition indicators 2009
■ Turkey   ■ Maximum, transition countries   ■ Minimum, transition countries

Macroeconomic performance 

Turkey’s economy has been hit hard by the global financial 
crisis, mainly through its trade links with the major 
industrialised economies. The fall in industrial output started  
in August 2008 and accelerated in the first quarter of 2009, 
led by a severe decline in manufacturing output, especially in 
the textile sector; the automotive sector; and metal production. 
After six years of uninterrupted growth averaging around 
7 per cent annually, GDP growth slowed to 1.1 per cent in 
2008 and fell by 14.3 per cent year on year in the first  
quarter of 2009, before rebounding to -7 per cent year 
on year in the second quarter. The unemployment rate  
peaked at 16.1 per cent in February 2009, before  
dropping to 13 per cent in June. 

As inflation pressures subsided and economic activity slowed, 
the Central Bank of Turkey (CBT) surprised the markets with  
a series of aggressive interest rate cuts: 950 basis points in 
total since November 2008, taking the discount rate to 
7.25 per cent by the end of September. This should provide 
some relief to corporates, whose funding costs increased  
as a result of the global credit crunch. 

Fiscal discipline has been loosened since the last International 
Monetary Fund (IMF) stand-by arrangement programme ended 
in May 2008. In response to the economic crisis, the 
government increased public spending and announced 
temporary tax cuts and investment incentives aimed at 
stimulating the economy. As a result, the primary fiscal balance 
is projected to switch to a deficit for the first time this year 
since the 2001 crisis. According to the new medium-term 
economic programme for 2010-12 unveiled in September 
2009, the primary budget deficit is expected to reverse into 
surplus in 2011, when the government plans to introduce a 
fiscal rule and establish prudent budgetary targets. The debt  
to GDP ratio, which increased to 43 per cent by the end of 
June 2009, is expected to stabilise by 2011.

Lower global and domestic economic activity and cheaper 
commodity prices have had a net positive impact on Turkey’s 
external balances. The current account deficit is expected to 
more than halve from US$ 41.5 billion in 2008 (5.7 per cent  
of GDP) to less than US$ 19 billion in 2009 (about 3 per cent 
of GDP) as the contraction in imports far exceeded that  
of exports. 

Outlook and risks

In the short term the economy is expected to contract by  
about 6 per cent in 2009 and bounce back in 2010, as a  
result of the global recession and weak domestic demand.  
In the medium term, the outlook remains positive, as the  
EU accession process should support convergence and 
sustainable long-term growth.

The main macroeconomic risks stem from low consumer and 
investor confidence; a slow recovery of Turkey’s main trading 
partners; and failure to stabilise the growing fiscal imbalances. 
Turkey will remain dependent on domestic and external funding 
to finance its twin fiscal and current account deficits. These 
risks could be mitigated by a new IMF-supported programme 
that would help boost investor confidence and anchor the 
country’s structural reform agenda.
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1 The acquis communautaire is the body of European law that countries must adopt to become EU members.
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Structural and institutional change indicators

Liberalisation  
and privatisation 

Current account convertibility – 
full 

Controls on inward direct 
investment – yes1 

Interest rate liberalisation – full

Exchange rate regime – float

Wage regulation – no

Tradeability of land – full2 

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – 
medium

Secured transactions law – 
malfunctioning

 
Infrastructure

Telecoms regulatory 
assessment compliance – high

Independence of the  
electricity regulator – full

Separation of railway 
infrastructure from operations 
– no

Independence of the road 
directorate – no

 
Financial sector

Capital adequacy ratio –  
8 per cent

Deposit insurance system – yes

Private pension funds – yes

 
Social reform

Share of population living in 
poverty – 9.0 per cent (2005)

Government expenditure on 
health – 3.6 per cent of GDP 
(2006)3 

Government expenditure on 
education – 3.1 per cent of 
GDP (2006)3

Household expenditure on 
power and water –  
28.4 per cent (2007)4 

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP)  3.2 3.6 5.3 6.7 7.4 8.2 na
Private sector share in GDP (in per cent) na na na na na 70.0 70.0
Private sector share in employment (in per cent)  31.6 34.6 40.6 42.2 45.0 45.0 na
Budgetary subsidies and current transfers (in per cent of GDP) na 5.0 5.4 7.2 8.2 na na
Share of industry in total employment (in per cent) 18.1 18.5 19.5 19.7 21.3 20.7 na
Change in labour productivity in industry (in per cent) 9.7 7.8 1.2 8.8 -1.2 0.0 na
Investment/GDP (in per cent) 17.6 19.4 20.0 22.1 21.5 22.1 na
EBRD index of small-scale privatisation na na na na na 4.0 4.0
EBRD index of large-scale privatisation na na na na na 3.3 3.3
EBRD index of enterprise reform na na na na na 2.7 2.7

Markets and trade 
Share of administered prices in CPI (in per cent) 5.9 5.9 5.9 5.9 5.0 6.6 na
Number of goods with administered prices in EBRD-15 basket 13.0 13.0 13.0 13.0 13.0 13.0 na
Share of trade with non-transition countries (in per cent) 85.0 83.0 81.2 79.1 77.0 75.8 na
Share of trade in GDP (in per cent) 39.0 40.8 39.3 43.0 42.9 45.7 na
Tariff revenues (in per cent of imports) na 13.0 12.9 14.3 13.7 13.0 na
EBRD index of price liberalisation na na na na na 4.0 4.0
EBRD index of forex and trade liberalisation  na na na na na 4.3 4.3
EBRD index of competition policy na na na na na 2.7 2.7

Financial sector 
Number of banks (foreign-owned) 50 (16) 48 (15) 51 (17) 50 (21) 50 (23) 49 (24) na
Asset share of state-owned banks (in per cent) 39.2 38.2 33.1 31.1 30.4 30.5 na
Asset share of foreign-owned banks (in per cent) 3.0 3.5 6.3 13.1 14.0 17.0 na
Non-performing loans (in per cent of total loans) 11.5 6.0 4.8 3.8 3.5 3.7 na
Domestic credit to private sector (in per cent of GDP) 14.5 17.3 22.2 25.9 29.5 32.6 na
Domestic credit to households (in per cent of GDP)  2.9 4.9 7.4 9.4 11.6 12.8 na
– Of which mortgage lending (in per cent of GDP) 0.2 0.5 2.0 3.1 3.9 4.1 na
Stock market capitalisation (in per cent of GDP) 21.0 23.6 33.5 30.2 39.5 19.1 na
Stock trading volume (in per cent of market capitalisation) 194.7 176.9 154.9 140.5 134.7 118.5 na
Eurobond issuance (in per cent of GDP) na na na na na 0.6 na
EBRD index of banking sector reform na na na na na 3.0 3.0
EBRD index of reform of non-bank financial institutions na na na na na 2.7 2.7

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 27.3 (40.2) 27.2 (49.4) 26.7 (61.3) 26.1 (73.1) 24.9 (84.9) 23.7 (89.1) na
Internet users (per 100 inhabitants) 12.3 13.4 14.4 18.2 29.0 33.1 na
Railway labour productivity (1991=100) 147.5 149.0 186.5 179.8 171.4 178.4 na
Residential electricity tariffs (USc kWh) 10.6 11.2 11.8 10.9 11.9 15.8 na
Average collection rate, electricity (in per cent) na na na na na na na
GDP per unit of energy use (PPP in US dollars per kgoe) 6.0 6.2 na na na na na
EBRD index of infrastructure reform na na na na na 2.7 2.7
– Electric power na na na na na 3.3 3.3
– Railways na na na na na 2.0 2.0
– Roads na na na na na 2.3 2.3
– Telecommunications na na na na na 3.3 3.3
– Water and wastewater na na na na na 2.7 2.7

1  Controls apply to the following sector: mining sector; exploration/exploitation of petroleum; refining, transportation through pipelines and storage of petroleum; maritime transport, air transport and ground handling 
services; radio, television broadcasting; education; banks and other financial institutions; all sectors if the value of the investment is less than US$ 50,000; the accounting sector.

2 Full except for foreigners.
3 OECD Economic Surveys: Turkey 2008, page 74, in per cent of GDP. 
4 Household expenditures on housing and utilities.
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 5.3 9.4 8.4 6.9 4.7 1.1 -6.0
– Private consumption 10.2 11.0 7.9 4.6 4.6 0.3 na
– Public consumption -2.6 6.0 2.5 8.4 6.5 1.8 na
– Gross fixed capital formation 14.2 28.4 17.4 13.3 5.4 -4.6 na
– Exports of goods and services 6.9 11.2 7.9 6.6 7.3 2.6 na
– Imports of goods and services 23.5 20.8 12.2 6.9 10.7 -3.1 na
Industrial gross output 7.8 11.8 8.7 10.2 5.8 -0.6 na
Agricultural gross output -2.0 2.8 7.2 1.4 -6.7 4.1 na

Employment (Percentage change)
Labour force (end-year)1 -0.6 1.7 1.5 -0.2 -0.6 1.9 na
Employment (end-year) -0.8 2.0 1.6 0.2 -1.0 2.4 na

(In per cent of labour force)
Unemployment (end-year) 10.5 10.3 10.2 9.9 10.3 9.9 na

Prices and wages (Percentage change)
Consumer prices (annual average) 25.3 8.6 8.2 9.6 8.8 10.4 5.9
Consumer prices (end-year) 18.4 9.4 7.7 9.7 8.4 10.1 5.8
Producer prices (annual average) na 14.6 5.9 9.3 6.3 12.7 na
Producer prices (end-year) 13.9 15.4 2.7 11.6 5.9 8.1 na
Gross average monthly earnings in economy (annual average) 32.2 7.6 12.5 na na na na

Government sector (In per cent of GDP)
General government balance -8.8 -5.4 -1.3 -0.8 -1.7 -1.9 -7.0
General government expenditure 30.9 25.2 22.5 23.1 23.7 23.3 na
General government debt 63.2 57.4 51.8 46.0 39.9 40.7 na

Monetary sector (Percentage change)
Broad money (M2, end-year) 33.7 31.2 120.0 24.7 15.7 26.7 na
Domestic credit (end-year) 16.9 18.9 28.1 17.2 19.7 20.2 na

(In per cent of GDP)
Broad money (M2, end-year) 18.2 19.4 36.8 39.3 40.8 45.9 na

Interest and exchange rates (In per cent per annum, end-year)
Discount rate 43.0 38.0 23.0 27.0 25.0 16.3 na
Interbank money market rate 26.0 18.0 13.5 17.5 16.0 15.6 na
Deposit rate 37.7 24.3 20.4 21.6 22.6 22.9 na
Lending rate 48.0 35.0 26.0 28.0 27.0 26.5 na

(Liras per US dollar)
Exchange rate (end-year) 1.4 1.3 1.3 1.4 1.2 1.5 na
Exchange rate (annual average) 1.5 1.4 1.3 1.4 1.3 1.3 na

External sector (In millions of US dollars)
Current account -7,515.0 -14,431.0 -22,137.0 -31,893.0 -38,219.0 -41,490.0 -18,250.0
Trade balance -13,489.0 -22,736.0 -32,988.0 -40,941.0 -46,677.0 -53,043.0 -26,000.0
– Merchandise exports 52,394.0 68,535.0 78,365.0 93,611.0 115,364.0 140,801.0 100,000.0
– Merchandise imports 65,883.0 91,271.0 111,353.0 134,552.0 162,041.0 193,844.0 126,000.0
Foreign direct investment, net 1,252.0 2,005.0 8,967.0 19,065.0 19,940.0 15,633.0 7,000.0
Gross reserves, excluding gold (end-year) 33,991.0 35,669.1 50,579.0 60,891.9 73,383.9 70,976.2 na
External debt stock 144,266.0 160,760.0 168,716.0 205,548.0 247,094.0 277,114.7 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year) 5.6 4.2 4.9 5.0 5.0 4.0 na

(In per cent of exports of goods and services)
Debt service due 10.2 7.9 7.9 8.2 7.8 6.8 na

Memorandum items (Denominations as indicated)
Population (end-year, million) 65.9 66.9 67.9 68.1 68.9 69.7 70.4
GDP (in billions of liras) 454.8 559.0 648.9 758.4 843.2 950.1 na
GDP per capita (in US dollars) 4,599.0 5,861.5 7,112.9 7,792.4 9,390.4 10,504.0 na
Share of industry in GDP (in per cent) 24.9 24.8 24.7 24.9 24.8 24.3 na
Share of agriculture in GDP (in per cent) 9.9 9.5 9.4 8.3 7.6 7.8 na
Current account/GDP (in per cent) -2.5 -3.7 -4.6 -6.0 -5.9 -5.7 -3.0
External debt – reserves (in US$ million) 110,275.0 125,090.9 118,137.0 144,656.1 173,710.1 206,138.5 na
External debt/GDP (in per cent) 47.6 41.0 34.9 38.7 38.2 37.9 na
External debt/exports of goods and services (in per cent) 204.9 175.7 160.7 172.8 171.6 157.8 na

1 Annual results of household labour force survey, 2008.


