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            March 27, 2018 

Reviewing the Turkish Economy in 2017 and Looking Ahead 

The Central Bank of Turkey (TCMB) has released its balance of payment figures through December 2017, thus 

providing the statistical breakdown for the Turkish economy last year. 

 

As the chart shows, the current account deficit (CAD) increased by 42 percent to $47.1 billion to reach 5.5 percent of 

gross domestic product (GDP) in 2017, compared with 3.8 percent of GDP in 2016. The main drivers of the CAD 

were the increased energy import bill and higher net gold imports, resulting in a widening trade gap. This represented 

a divergence from the government’s October 2016 Medium-Term Program projection, which estimated a narrowing 

of the CAD/GDP ratio to 4.2 percent in 2017. 

The higher CAD was financed primarily by the increase in short-term portfolio flows, often referred to as “hot money” 

given its tendency to flow quickly in and out of an economy driven by overall returns. Portfolio investment flows 

quadrupled from $6.3 billion to $24.3 billion in 2017, with government bond issuances rising from $3.5 billion to 

$13.1 billion, and increased the overall net capital inflow from $23 billion in 2016 to $38.9 billion in 2017. 

Meanwhile, gross foreign direct investment (FDI) dropped from $13.3 billion in 2016 to 10.8 billion in 2017, its 

lowest point since 2010, and net FDI—the amount of direct investment brought in by foreigners minus Turkish direct 

investment abroad—decreased from $10.2 billion in 2016 to $8.1 billion in 2017, constituting only 20 percent of the 

capital inflow. It is important to note that $4.6 billion of the $8.1 billion classified as net FDI was in real estate in 

2017, compared to 3.9 billion in 2016. Consequently, long term, production and employment generating FDI dropped 

to its second lowest level since 2003 to $3.5 billion.  

The $8.2 billion difference between capital inflow and CAD was financed through a drawdown in financial reserves, 

especially in December. Overall reserves ended the year at $107.6 billion compared with $106.1 billion at 2016 year-

end. TCMB chose to sell $14.6 billion of its $78.9 billion holdings in securities, while increasing its gold reserves 

significantly from $14 billion to $23.5 billion between December 2016 and December 2017. 

Net errors and omissions, which reflect the unexplained foreign exchange flows in the external account, have been 

updated by the TCMB to reduce the unaccounted funds by $5.3 billion for the last six years and by $2.5 billion 

between January and November 2017, resulting in a very small unexplained annual outflow of $16 million for 2017. 

The outstanding loans obtained from abroad by the private sector (including banks) increased from $216.7 billion in 

2016 to $238.9 billion in 2017, with 57 percent of the loans denominated in dollars. The downward trend in the 

Turkish lira (TRY) added $9.3 billion to the stock of this debt. Turkish banks’ short-term outstanding loans increased 

by 11 percent from $10.4 to $11.6 billion year-on-year as of December 2017, and their outstanding long-term loans 
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increased by 10 percent from $87 billion to $95.7 billion. Private nonfinancial sector debt also increased by 73 percent 

from $2.3 billion to $4 billion in the short term and by 10 percent from $96.7 billion to $107.3 billion in the long term 

for the same period. 

Having lost 20 percent of its value against the U.S. dollar during 2016, TRY volatility continued in 2017. From 3.52 

at the end of December 2016, it fell to 3.91 on January 27, 2017, and, despite experiencing a recovery in the following 

months, fell again to 3.96 in late November before a slight recovery in December to finish the year at 3.82. The real 

effective exchange rate, which is the trade-weighted average exchange rate, dropped from 92.16 at the end of 2016 to 

84.7, meaning that the TRY lost 8 percent of its value in 2017. 

 

 

 

 

 

 

 

Turkish Statistical Institute data show that, with the economic recovery in its export markets, primarily the European 

Union, Turkey’s most important trade partner, Turkish export levels averaged $1.2 billion more per month than in 

2016, led by the increase in the export of motor vehicles, iron and steel, machinery, and aircraft parts. However, 

imports also increased, averaging $2.9 billion more per month in 2017, despite the weaker TRY, driven to a great 

extent by the increase in the energy import bill from $27.2 billion to $37.2 billion with the rise in oil prices and 

increase in demand. Consequently, the increase in exports by 10 percent was outstripped by the increase in imports 

by 17 percent, leading to a renewed widening of the trade gap from $56.1 to $76.8 billion, above the Medium-Term 

Program estimate of $60.7 billion for 2017 and a fall in the export/import coverage ratio from 71.8 percent in 2016 to 

67.2 percent in 2017. 

Although tourism revenue recovered with the relative improvement in the security environment and the 

rapprochement with Russia—from $22.1 billion in 2016 to $26.2 billion in 2017—it did not recover to the pre-2016 

levels except during the high season. 

Looking at the Wider Context and Ahead 

Recovering from the slowdown in GDP growth to 3.2 percent following the July 15, 2016, coup attempt, the Turkish 

economy grew above expectations by 7 percent in 2017 with the help of fiscal stimulus measures, such as the 250 

billion TRY state loan guarantee scheme supporting small and medium-size enterprises with easy credit (which is 

estimated to have contributed 1.5 percentage points to growth), loose monetary policy supporting consumption, and 

favorable global liquidity conditions. 

However, the vulnerabilities of populist economic policies, namely the widening twin deficits and double-digit 

inflation, will eventually have to be addressed. Fueled by TRY depreciation and increasing food prices, the year-on-

year consumer inflation rate has been well above the 5 percent target in 2017, reaching 13 percent in November. The 

TCMB has been under political pressure not to raise interest rates to curb inflation and has resorted to a wait-and-see 

approach in response to the expectation of further monetary tightening by the global markets. 

Exports
Change from 

previous year Imports
Change from 

previous year

2012 152.462 - 236.544 -

2013 151.803 -0.659 251.661 15.117

2014 157.610 5.807 242.178 -9.483

2015 143.839 -13.771 207.234 -34.944

2016 142.530 -1.309 198.619 -8.615

2017 157.020 14.490 233.799 35.18
* in Bi l l ion US Dol lars . Exports  Free on Board (f.o.b.) and Imports  Cost 

Insurance and Freight (c.i .f)

Exports (f.o.b) and Imports (c.i.f)
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President Recep Tayyip Erdogan continues to argue strongly that inflation is the product of higher interest rates and 

criticizes banks for charging as much as 20 percent interest. He has been calling on the TCMB to lower interest rates 

to reduce the burden on indebted consumers and companies. Accordingly, instead of increasing interest rates to rein 

in inflation caused by the demand-pull and currency depreciation, TCMB has maintained its unorthodox policy of 

keeping the overnight lending and one-week repo rates unchanged, while periodically increasing the “late liquidity 

window,” normally used by banks as a last resort to balance their accounts at the end of the day. However, the TCMB’s 

reliance on unconventional policy tools have failed to curb inflation or restore market confidence, contributing to a 

further weakening of the TRY. 

The dilemma for the government, which has relied on continued economic success to buttress its support, will be to 

“maintain this growth rate with determination in 2018 without regressing,” as Erdogan reaffirmed on January 19. 

With local, parliamentary, and presidential elections due in 2019, a slowdown is not politically feasible, and the 

government is constrained in its ability to eliminate fiscal measures supporting the economy or allow TCMB to tighten 

monetary policy. Although budgetary discipline was largely maintained in 2017, expansionary fiscal policies still 

contributed to the worsening in the fiscal balance from -29.9 to -47.3 billion TRY as the increase in public 

expenditures from 584.1 billion to 677.7 billion TRY outpaced the increase in revenues from 554.1 billion TRY to 

630.3 billion TRY, resulting in the widening of the budget deficit/GDP ratio from 1.1 percent in 2016 to an anticipated 

1.5 percent in 2017. 

Contrary to the consensus expectation that U.S. Federal Reserve tightening and a slowdown in European Central 

Bank’s monetary accommodation could result in capital outflows and slower growth in emerging economies, even 

the more orthodox economic advisers continue to operate on the assumption that the extended monetary policy 

normalization and a strong global economy will sustain the capital inflows, thus avoiding the need to address the 

savings-investment imbalance. In the absence of an alternative policy roadmap, albeit with less impressive numbers, 

that prioritizes macroeconomic stability along with sustainable growth, the economy will continue to depend on short-

term capital inflows that are sensitive to changing global conditions and political risk assessment to finance the current 

account deficit, increasing its vulnerability to shocks in the year ahead. 
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