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Slowing down 

Base effects and robust domestic and external 
demand propelled economic growth to double-
digits in 2021. Despite growing inflationary 
pressures (March inflation was 61% y-o-y), 
household consumption was very strong, 
supported by a recovering labour market and 
deeply negative real interest rates. Net exports 
had a sizeable positive contribution to growth 
as the strong export performance continued 
unabated, while imports were suppressed by 
the depreciation of the lira. Investments 
weakened in the second half of the year, while 
stocks accumulated in the COVID-19 crisis 
continued to unwind fast. 

The economic growth momentum, however, 
decelerated in early 2022 and was further 
weakened by the fallout of Russia’s invasion of 
Ukraine. Heightened volatility and uncertainty 
took a toll on economic sentiment, in particular 
in services and retail trade. Consumer 
confidence fell steeply in April, from an already 
very low level. High input costs due to rising 
global commodity prices and supply chain 
disruptions undercut manufacturing strength. 
The slowdown of industrial activity deepened, 
with March high-frequency data indicating a 
contraction for the first time in about a year. 

High inflation, elevated uncertainty and 
global challenges to supress growth 

Economic growth is expected to fall sharply in 
2022, when it is set to be driven exclusively by 
net exports, before rebounding modestly in 
2023 as domestic demand picks up. A 
confluence of domestic and external challenges 
is likely to materially slow down economic 
activity. Private consumption is forecast to 
largely stagnate, as pent-up demand dissipates 
and households’ purchasing power is 
undermined by the very high inflation, in 

particular due to the strong rise in food and 
energy prices. Without a budget revision, 
inflation would also take the edge off public 
consumption. The high country risk premium 
and growing uncertainty, coupled with tighter 
global financing conditions, are expected to sap 
investment performance. 

The disruption of global supply chains and the 
lower external demand because of Russia’s war 
against Ukraine is forecast to significantly curb 
export growth. However, exports are likely to 
continue expanding, supported by previous price 
competitiveness gains and the further lifting of 
pandemic-related restrictions. Service exports 
may even benefit from the conflict in certain 
sectors, as international transport corridors 
have been re-routed through Turkey and the 
country remains open to Russian tourists. 
Turkey may also benefit from a possible 
relocation of some companies out of Russia 
and from the shortening of global supply 
chains. Despite a continuation of a relatively 
robust net exports contribution to growth, 
external imbalances are forecast to worsen 
significantly. The negative terms of trade shock 
from the higher global commodity prices, 
energy in particular, is the key factor driving 
this development. 
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The strong 2021 economic recovery decelerated in early 2022 and is expected to weaken further 
before rebounding somewhat in 2023. Private consumption is forecast to stagnate, while the high 
country risk premium and tighter global financing conditions are set to dampen investment. The 
negative terms-of-trade shock from the higher global commodity prices is set to materially 
worsen external imbalances. The overly loose monetary policy remains a major disruptive factor 
leading to very high and rising domestic inflation and elevated risks. Although the budget deficit is 
set to increase, the government debt-to-GDP ratio is forecast to remain broadly stable. 
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Following a strong recovery in 2021, the labour 
market is forecast to stagnate, with limited 
gains in employment and a broadly unchanged 
unemployment rate. 

Real interest rates have been deeply negative 
since late 2021, triggering a steep drop in the 
lira and a resulting multiyear record spike in 
inflation. In an environment of persistent global 
inflationary pressures, the continuation of an 
excessively loose monetary policy stance is 
expected to keep domestic inflation very high 
and to further entrench the rising inflationary 
expectations. 

    

 

Higher budget deficits but stable debt 

The budget execution outperformed the 2021 
target and the good performance continued in 
the first quarter of 2022. The 2022 budget, 
however, is outdated, as it is based on an 
unrealistic macroeconomic scenario and does 
not include a number of measures on the 
revenue and expenditure side to lower inflation 
and support the lira. Therefore, the annual 
deficit is expected to increase above plans and 
its previous-year levels and to remain elevated 
next year. Despite the bigger deficit and 
significant valuation effects, high inflation is 
forecast to keep the government debt-to-GDP 
ratio broadly stable through the denominator 
effect. Fiscal challenges loom large in view of 
growing contingent liabilities and the political 
cycle, with executive and parliamentary 
elections due in 2023. 

Risks are elevated 

Turkey’s high exposure to Russia makes it 
vulnerable to a drawn-out war in Ukraine. The 
global monetary policy tightening cycle is 
another challenge for the economy, which relies 
on sizeable short-term external financing. The 
unorthodox monetary policy and lack of 
credibility remain key sources of domestic risk. 
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bn TRY Curr. prices % GDP 02-17 2018 2019 2020 2021 2022 2023

7209.0 100.0 5.8 3.0 0.9 1.8 11.0 2.0 3.0

3995.5 55.4 5.3 0.6 1.5 3.2 15.1 0.5 2.0

942.4 13.1 5.2 6.5 4.1 2.2 2.1 0.0 1.0

2016.0 28.0 10.1 -0.2 -12.4 7.2 6.4 -1.5 3.0

2551.7 35.4 5.9 8.8 4.6 -14.8 24.9 7.0 7.3

2582.1 35.8 8.1 -6.2 -5.4 7.6 2.0 0.9 4.5

7074.4 98.1 5.9 1.7 1.5 2.7 10.1 1.7 3.0

6.6 1.2 -2.2 4.1 10.6 -0.1 2.1

-0.3 -2.3 -0.2 4.9 -6.3 0.0 0.0

-0.3 4.1 3.1 -7.1 6.5 2.2 1.0

: 1.9 -2.3 -4.5 7.7 1.6 2.6

Unemployment rate (a) 9.9 10.9 13.7 13.1 12.0 12.8 12.6

: 17.0 22.7 14.8 21.9 61.6 63.5

: 15.8 18.9 7.6 18.4 60.9 62.8

: : : : : : :

10.8 16.5 13.9 14.8 28.7 62.8 58.8

11.2 16.3 15.2 12.3 19.4 63.1 54.1

: : : : : : :

-7.0 -5.5 -3.0 -6.3 -3.0 -4.9 -4.0

-4.8 -2.7 0.7 -4.9 -2.2 -3.8 -3.5

-0.3 -2.3 -3.9 -4.7 -2.7 -4.5 -4.5

: : : : : : :

41.2 30.4 32.7 39.7 42.0 41.4 39.3

Structural budget balance (d)

General government gross debt (c)

 (a) as % of total labour force. (b) gross saving divided by adjusted gross disposable income.  (c) as a % of GDP. (d) as a % of potential GDP.

General government balance (c)

Employment

Compensation of employees / head

Unit labour costs whole economy

Saving rate of households (b)

GDP deflator

Trade balance (goods) (c)

Current-account balance (c)

Consumer price index

Terms of trade goods

Contribution to GDP growth: Domestic demand

Inventories

Net exports

GNI (GDP deflator)

Table II.32.1:

Main features of country forecast - TURKEY

2021 Annual percentage change

GDP

Private Consumption

Public Consumption

Gross fixed capital formation

Exports (goods and services)

Imports (goods and services)




