
rising investments and exports. The recovery in private 
consumption has also contributed strongly to growth 
performance. Coface forecasts that the economy will 
expand by 6.5% in 2017 and 5.2% in 2018.
Turkey’s economic performance was particularly 
impressive considering that the country had witnessed 
a series of shocking events in 2016 that threatened its 
political and economic stability, as well as its security. 
This resulted in Turkey registering negative growth  
in Q3 2016, while business confidence dipped and  
the lira lost 20% of its value against the US dollar 
over the year. The government subsequently decided 
to introduce countercyclical measures, by increasing 
the size of the credit guarantee fund (CGF) to ease 
small and medium companies’ access to financing. 
The State acts as a guarantor for credit applications 
from non-financial companies and the size of the 
credit guarantee fund has been multiplied by more 
than ten, to reach 250 billion lira (nearly $64 billion). 
As of October 2017, the CGF had already allocated 
219 billion lira. The impact of this credit supply shock 
to the second quarter’s GDP is estimated to be +0.7 
pp1. Nevertheless, this contribution was not visible 
in the growth figures for public consumption, which 
increased by only 3% (year on year) during the first 
three quarters of 2017. Most of the government’s 
measures to support the economy were in the form 
of the CGF and tax cuts (such as on white goods and 
furniture). The economy has also been supported by 
mounting investments. During the first three quarters 
of the year, investments rose by 7.9% year on year, 
compared with 2.7% year on year in the same period 
of 2016. Total investments in the economy were led 
by a 12% jump in construction investments during 

Reasons behind growth

Turkey’s economy grew substantially during the first 
three quarters of 2017, surging by 7.4% compared to 
a year earlier. During the third quarter, the economy 
expanded by 11.1% compared to a year earlier, the 
fastest growth among the G20 economies. This rise 
largely exceeded market expectations, especially 
considering the factors that negatively affected last 
year’s economic activity. This year’s growth has mainly 
been stimulated by government support, along with 
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TURKEY: IMPRESSIVE GROWTH 

BUT INCREASING VULNERABILITY 

TO EXTERNAL FACTORS

2 - Istanbul Chamber of Industry Turkey PMI Manufacturing Index, Nov.  2017
3 - ÖTV desteğiyle Ağustos’ta rekoru kıran beyaz eşya sektöründe toplam satışlar ilk sekiz ayda %9.2 büyüdü, yılsonu tahmini %7.2, Reuters, 19/09/2017

Exports of goods and services, which rose by 13% 
year on year during the first three quarters of 2017, 
strongly supported the economy, while imports only 
increased by 5.6% year on year. The contribution 
of net exports to GDP growth stood at 1.4pp in the 
first three quarters and 0.3 pp in the third quarter 
of the year. The recovery in Europe is continuing to 
boost Turkey’s export performance. In the January to 
October 2017 period, Turkey’s exports to the EU-28 
rose by 7% year on year, although the EU-28’s share 
in the country’s total exports slightly declined, down 
from 48.5% to 46.9%. The share of North American 
countries in Turkey’s total exports rose from 5.1% to 
6.2%, while the share of exports to Asian countries 
rose from 6.7% to 7.1%. This solid export performance 
was also influenced by the weakness of the lira and 
the flexibility shown by Turkish producers in terms of 
adapting their export market destinations. Following 
the European crisis, exporters switched their focus 
to Middle Eastern and African countries. Now, with 
European economies recovering and regional tensions 
rising, exporters are shifting back to Europe and North 

America. Nevertheless, exports to the Middle East and 
Africa still represent 23% of total exports.
Private consumption also remained solid during the 
third quarter of 2017. After expanding by 3.1% year 
on year in the second quarter of the year, private 
consumption then hiked by 11.7% in the third quarter, 
adding 7 pp to GDP. A more detailed analysis reveals 
a recovery in the consumption of durable goods, 
which soared by 31% compared to a year earlier. This 
reflects the positive impact that tax cuts on products 
such as white goods and furniture have had on 
household consumption. 
On the production side, industrial and construction 
activities accelerated, while services (which account 
for 22.3% of GDP) jumped by 20.7% year on year in 
the third quarter. Manufacturing posted a robust 
growth of 15.2% year on year in the third quarter of 
2017. Looking ahead, strong industrial production and 
rising capacity utilisation across all sectors, combined 
with improving business sentiment, are expected to 
sustain growth performance - although the pace of 
growth could lose some momentum. 
Supporting these expectations, industrial production 
rose by 6% year on year during the January to October 
2017 period. Manufacturing PMI stood at 52.9 in 
November, indicating that business conditions among 
manufacturers continued to improve for nine months 
in a row - the longest period of consecutive growth 
since 2014. This phenomenon has been strengthened 
by solid growth in new orders2. Reports indicate that 
companies have increased their capacities to meet 
greater demand for output. This situation is confirmed 
by rising capacity utilisation ratios which surpassed 
80% in the motor vehicles, electrical machinery, 
chemicals, paper and wood, textile and clothing 
sectors as of November 2017. Production in the 
automotive sector has been particularly supported by 
the recovery in Europe. In the January-October 2017 
period, total automotive production rose by 17% year 
on year, while exports jumped by 21% year on year. 
In the white goods sector, where Turkey ranks as the 
second largest producer after China, with a production 
volume of 26 million units per year, domestic sales 
in four main product groups (refrigerators, washing 
machines, dishwashers and ovens) jumped by 18.2% 
yoy in the first eight months of 20173. This surge 
in sales was led by the government’s decision in 
February to remove the special consumption tax 
of 6.7% on white goods until the end of September. 
According to Turkbesd, the Turkish association of 
white goods manufacturers, sales should continue 
to develop further until the end of 2017, to record an 
annual growth rate of over 7%. 
Loan volumes have also risen, due to the government’s 
supportive measures, and this has somewhat eased 
the pressure on cash flow for businesses. As of mid-
October 2017, annual growth in loans stood at 17.9% 
(adjusted for foreign exchange effects). Commercial 
loans (spot and commercial loans) rose by 36% yoy, 
while personal loans grew by 17%. A calming of currency 
volatility and political noise boosted confidence 
indexes. After dipping to 63.4 points in December 
2016, the consumer confidence index rose as high as 
72.8 points in May 2017, before falling to  65.2 points 
in November. Confidence among businesses has 
also improved significantly, reaching a 4-year high in 
October 2017. Expectations have improved markedly 
with regards to future production volumes, total 
orders and export orders. This is in line with Turkey’s 
higher imports of intermediate goods, reported since 
the beginning of 2017. During the January to October 
period, imports of intermediate goods rose by 28% 
yoy, to $140 billion. These indicators suggest that the 
dynamics of consumption, production and exports 
remain solid and that growth will continue to be 

CHART 2
Industrial Production and Capacity Utilisation

Private exterior debt stock (USDbn)
Public external debt stock (USDbn)
Total external debt stock (% of GDP, RHS)
Short term external debt stock (% of total external debt, RHS)

2015

2016
e

2017
f

2018
f

2019
f

2020f
0

200

250

300

350

400

450

500

50

100

150
20

30

40

50

60

10

0

4

6

8

10

12

2

0

-2

Private consumption

GFCF

Inventories

Public consumption

Net exports

GDP (RHS, %)

6

8

10

12

14

4

2

0

-2

-4

M
ar

 2
0

12
Ju

ne
 2

0
12

Se
pt

 2
0

12
D

ec
 2

0
12

M
ar

 2
0

13
Ju

ne
 2

0
13

Se
pt

 2
0

13
D

ec
 2

0
13

M
ar

 2
0

14
Ju

ne
 2

0
14

Se
pt

 2
0

14
D

ec
 2

0
14

M
ar

 2
0

15
Ju

ne
 2

0
15

Se
pt

 2
0

15
D

ec
 2

0
15

M
ar

 2
0

16
Ju

ne
 2

0
16

Se
pt

 2
0

16
D

ec
 2

0
16

M
ar

 2
0

17
Se

pt
 2

0
17

0,0

0,5

1,0

1,5

2,0

2,5

3,0

3,5

4,0

4,5

Indonesia Turkey South Africa Mexico

Current account deficit (% of GDP) Net FDI (% of GDP)

Current account deficit

Current account deficit ex. gold and energy

Current account deficit ex. gold

-20 000
-10 000

0

10 000
20 000

-40 000

-30 000

-50 000

-70 000
-60 000

 D
ec

 2
0

12
Fe

b 
20

13
A

pr
 2

0
13

Ju
ne

 2
0

13
A

ug
 2

0
13

O
ct

 2
0

13
D

ec
 2

0
13

Fe
b 

20
14

A
pr

 2
0

14
Ju

ne
 2

0
14

A
ug

 2
0

14
O

ct
 2

0
14

D
ec

 2
0

14
Fe

b 
20

15
A

pr
 2

0
15

Ju
ne

 2
0

15
A

ug
 2

0
15

O
ct

 2
0

15
D

ec
 2

0
15

Fe
b 

20
16

A
pr

 2
0

16
Ju

ne
 2

0
16

A
ug

 2
0

16
O

ct
 2

0
16

D
ec

 2
0

16
Fe

b 
20

17
A

pr
 2

0
17

Ju
ne

 2
0

17
A

ug
 2

0
17

8

12

14

16

4

6

2

10

0

-4

-2

-6

10

15

20

-5

0

5

Capacity illustration rate (annual change in pp, LHS)
Industrial Production (3-month MA, yoy, %, RHS)

M
ar

ch
 2

0
10

A
ug

 2
0

10

Ja
n 

20
11

Ju
ne

 2
0

11
N

ov
 2

0
11

A
pr

il 
20

12
Se

pt
 2

0
12

Fe
b 

20
13

Ju
l 2

0
13

D
ec

 2
0

13
M

ay
 2

0
14

O
ct

 2
0

14
M

ar
ch

 2
0

15
A

ug
 2

0
15

Ja
n 

20
16

Ju
ne

 2
0

16
N

ov
 2

0
16

A
pr

il 
20

17
Se

pt
 2

0
17

Turkey IP (Cal. Adj., month-MA, yoy,%)
Germany Manuf Orders (Cal. Adj., month-MA, yoy,%)

-10

0

10

20

30

-30

-20

-40

O
ct

 2
0

0
8

Fe
b 

20
0

9
Ju

ne
 2

0
0

9
O

ct
 2

0
0

9
Fe

b 
20

10
Ju

ne
 2

0
10

O
ct

 2
0

10
Fe

b 
20

11
Ju

ne
 2

0
11

O
ct

 2
0

11
Fe

b 
20

12
Ju

ne
  2

0
12

O
ct

 2
0

12
Fe

b 
20

13
Ju

ne
 2

0
13

O
ct

 2
0

13
Fe

b 
20

14
Ju

ne
 2

0
14

O
ct

 2
0

14
Fe

b 
20

15
Ju

ne
 2

0
15

O
ct

 2
0

15
Fe

b 
20

16
Ju

ne
 2

0
16

O
ct

 2
0

16
Fe

b 
20

17
Ju

ne
 2

0
17

the third quarter, the most significant being a rise of 
15.3% in investments in machinery and equipment (a 
leading indicator of increasing production capacity). 
The latter group notably witnessed an increase in 
the third quarter, after recording a continued decline 
for four quarters in a row. Political background noise 
and currency volatility contributed to the private 
sector’s reluctance to invest in long term projects. 
With the capacity utilisation rate in manufacturing 
now approaching 80%, it is highly probable that 
investments will continue to increase production 
capacity in the upcoming period. 
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Turkey’s Industrial Production and German Manufacturing Orders
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CHART 4
Turkey’s current account balance
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CHART 5
Current account balances and net FDI (12-month cumulative, % of GDP)
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Public external debt stock (USDbn)
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increase the country’s dependence on global financial 
investors and worsen its vulnerability to exchange 
rate shocks. External funding of the banking sector 
will therefore continue to be an important source 
of financing for the economy. Nevertheless, these 
inflows could become very volatile if domestic or 
regional instabilities intensify. For now, however, these 
risks appear to be contained, as the central bank’s 
tight monetary policy is supporting carry-trade flows 
into the country. 
Turkey’s vulnerability to external factors is similar to 
those of South Africa, Indonesia and Mexico, which all 
have current account deficits - although Turkey’s deficit 
is large compared to its peers. During the first half of 
2017, South Africa witnessed net outflows of $2 billion 
in the form of foreign direct investments. It attracted 
total portfolio investments of $5.5 billion, which helped 
to finance its external gap of $3.7 billion. In this regard, 
Turkey’s external accounts seem to be in similar shape 
to those of South Africa, insofar as its current account 
balances remains high compared to GDP levels. In 
contrast to South Africa, however, Turkey is still able to 
attract direct investments, which are partially helping 
to  finance its current account deficit.
Despite this, Turkey’s external debt is increasing 
and the country’s gross external debt stock reached 
$432.4 billion (the equivalent of 51.8% of GDP) at the 
end of the second quarter of 2017, compared with 
37.8% at the end of 2010. This could create pressure 
on growth if there is a further depreciation in the lira. 
25% of Turkey’s debt stock is short-term (i.e. less than 
one year) and this is a high percentage by emerging 
market standards.
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strong throughout the first half of 2018. Nevertheless, 
the termination of government stimulus measures 
could weigh on the pace of growth in 2018. However, 
with local, parliamentary and presidential elections 
scheduled for 2019, the government could decide  
to introduce further measures towards the end of 
2018, in order to support economic activity ahead  
of the elections. 
After peaking to reach 13% in January 2017, Turkey’s 
unemployment rate declined to 10.6% in August. The 
fast-paced increase in the country’s population has 
resulted in high unemployment. The labour force 
has increased by 1.3 million people since August 
2016 while 1.4 million people were able to find work. 
As a result, the number of unemployed declined by 
89,000. With the rising labour force participation rate 
(53.7% in August 2017, compared to 52.6% in August 
2016), the economy is struggling to create sufficient 
jobs within such a short space of time. 

External vulnerabilities indicate 
risk of overheating economy 

Turkey’s structural lack of savings will continue to be 
the economy’s Achilles heel over the years ahead, 
resulting in widespread current account deficits. The 
government’s CGF programme has encouraged bank 
lending, thus pushing the banking sector’s loan to 
deposit ratio up to as high as 125% during the second 
quarter of 2017. In addition to augmenting risks in 
the banking sector, this situation also heightens 
risks related to foreign exchange rates and dampens 
the rebalancing of the country’s external deficit 
(as it boosts imports). The recovery in domestic 
consumption and the recent increase in energy prices 
could bring about a wide current account deficit in 
the period ahead. The forecast for the current account 
deficit to GDP ratio is expected to be 4.6% of GDP in 
2017 and 4.3% in 2018. This would leave the economy 
dependent on external financing and vulnerable to 
volatility in exchange rates. The exit strategies of major 
central banks, along with rising regional tensions, 
could quickly deter investor sentiment, meaning that 
foreign direct investments would remain limited over 
the coming years. 
The current account deficit during the first ten 
months of 2017 stood at $35.3 billion, up from $26.4 
billion for the same period in 2016. During the same 
time, the trade deficit of $46.4 billion widened the 
external gap, although tourism revenues of nearly $20 
billion helped to narrow it. The largest share of the 
current account deficit was related to trading in gold 
and energy. During the first ten months of the year, 
Turkey reported trade deficits of $26.1 billion in energy 
and $7.9 billion in gold trade. If these effects were 
excluded, Turkey’s current account deficit would be 
reduced to $1.3 billion. Gold is particularly important 
in Turkey as a savings instrument for households. They 
benefit from the high convertibility of gold into cash, 
should they need money to meet their liabilities. This 
demand from households has led to an increase in 
gold imports since the beginning of 2017.
The main vulnerability remains on the funding side of 
the current account deficit, as it is largely financed by 
short-term capital inflows. In the January to October 
2017 period, almost 65% of the deficit was financed 
by portfolio investments which amounted to $25.3 
billion – up from $11 billion for the same period in 2016.  
Foreign direct investments inched down to $6.3 
billion for the first ten months of 2017, compared to 
$7.5 billion for the same period in 2016.  If there were 
to be a further decline in foreign direct investments, 
Turkey could become more reliant on short-term 
capital in order to finance its external gap. This would 
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Rising interest rates on banking loans represent 
another challenge for the country’s investment 
dynamics. Higher borrowing by the Treasury, an 
aversion to volatile risks in emerging countries and 
the central bank’s tight monetary stance are all 
contributing to the rise in interest rates. Weighted-
average interest rates on commercial loans reached 
15.8% at the end of October 2017, up from 12.9% in 
December 2016. During the same period, interest 
rates for individual loans rose as high as 17.1% - up 
from 14.8%. These high levels of interest rates could 
hamper cash flow management in the corporate 
sector and dampen business enthusiasm for making 
new investments. This is also due to the central bank 
policy measures which increased average funding 
costs to 11.95% at the end of October 2017, up from 
8.3% at the end of 2016. 
Higher prices and taxes could weigh on private 
consumption by reducing purchasing power. Growing 
inflationary pressure has forced the central bank 
to tighten itspolicies. In November 2017, consumer 
prices rose by 1.49% on a monthly basis, contributing 
to an annual rise of 12.98%. Inflation has continued to 
increase, pushed by rising food prices, the weak lira, 
strong economic activity and demand-driven dynamics 

(such as growth in loans and tax cuts on white goods 
and furniture). The current level of annual inflation is 
well above the central bank’s target of 5% and its 9.8% 
end of year forecast for 20174. In annual terms, core 
inflation rose to 12.08% in November, up from 11.82% 
in October, marking a several year-high. Inflation is 
likely to remain high due to the recent weakness of 
the lira against the dollar and the euro. The prices of 
durable consumer goods are particularly sensitive 
to the lira’s value against the euro, as most of these 
goods are imported in euros. For producers, however, 
it is the lira’s exchange rate against the dollar which is 
more important, as most commodities are imported 
in dollars. The depreciation of the lira against these 
two currencies since September (approximately 12% 
versus the dollar and 11% versus the euro) is therefore 
likely put upward pressure on inflation both in terms of 
consumer and producer prices - although there could 
be a temporary easing in consumer prices during the 
first few months of 2018 due to the base effect. On the 
other hand, any deterioration in inflation expectations 
may deteriorate pricing behaviours in the upcoming 
period. The central bank would therefore need to 
keep its monetary stance tight, meaning that interest 
rates will remain high. The central bank has been 
providing liquidity to the banking system at a rate of 
close to 12% since early May. The bank could further 
tighten its monetary policy by increasing its average 
funding rate. During its monetary policy meeting in 
December 2017, the bank increased the lending rate of 
its late liquidity window by 50 basis points to 12.75% 
and said the tight stance in monetary policy will be 
maintained until inflation outlook becomes consistent 
with the targets. The bank also said it may deliver 
further monetary tightening, if needed. 

In summary, it would appear that risks to Turkey’s 
short term growth are contained and that debt levels 
remain manageable. Nevertheless, rising inflation, 
unemployment and recent tax hikes could weigh on 
private consumption. In the medium-term, if domestic 
or regional tensions rise, there will be increased 
pressure on the management of the country’s twin 
deficits. The risk aversion of global financial markets 
to emerging countries and the monetary policies of 
the major central banks will also be important factors 
to monitor, as will the lira’s exchange rate - which 
could have very negative consequences if there were 
to be a sharp depreciation. 

CHART 6
Turkey External Debt Forecast

DISCLAIMER
The present document reflects the opinion of Coface Country Risk and Economic Studies 
Department, as of the date hereof and according to the information available at this date; it 
may be modified at any moment without notice. Information, analysis, and opinions contained 
herein have been elaborated from numerous sources believed to be reliable and serious; 
however, Coface does not guarantee in any manner whatsoever that the data contained herein 
are true, accurate and complete.  Information, analysis, and opinions are provided for information 
purpose only and as a complement to material or information which shall be collected otherwise 
by the user. Coface does not have any procurement obligation but only obligation of means and 
shall incur no liability whatsoever for losses arising from the use of or reliance on the information, 
analysis and opinion herein provided. This document together with analysis and opinions 
furnished are the valuable intellectual property of Coface; you may download some of the data 
for internal use only, provided that you mention Coface as author and you do not modify or alter 
such data. You may not use, extract or reproduce the data in whole or in part, for making any 
public statement or for any other commercial purpose without our prior written consent. You are 
invited to refer to the legal notice provided on Coface web site.

COFACE SA
1, place Costes et Bellonte
92270 Bois-Colombes
France

www.coface.com

RÉSERVE
Le présent document reflète l’opinion de la direction de la recherche économique de Coface, à la 

date de sa rédaction et en fonction des informations disponibles ; il pourra être modifié à tout 

moment. Les informations, analyses et opinions qu’il contient ont été établies sur la base de 

multiples sources jugées fiables et sérieuses ; toutefois, Coface ne garantit en aucun cas l’exactitude, 

l’exhaustivité ou la réalité des données contenues dans le présent document. Les informations, 

analyses et opinions sont communiquées à titre d’information et ne constituent qu’un complément 

aux renseignements dont le lecteur dispose par ailleurs. Coface n’a aucune obligation de résultat 

mais une obligation de moyens et n’assumera aucune responsabilité pour les éventuelles pertes 

subies par le lecteur découlant de l’utilisation des informations, analyses et opinions contenues 

dans le présent document. Ce document ainsi que les analyses et opinions qui y sont exprimées 

appartiennent exclusivement à Coface ; le lecteur est autorisé à les consulter ou les reproduire à 

des fins d’utilisation interne uniquement sous réserve de porter la mention apparente de Coface 

et de ne pas altérer ou modifier les données. Toute utilisation, extraction, reproduction à des fins 

d’utilisation publique ou commerciale est interdite sans l’accord préalable de Coface. Le lecteur est 

invité à se reporter aux mentions légales présentes sur le site de Coface.

P
ho

to
 ©

 F
o

to
lia

 

4 - Inflation Report IV,  November 2017, CBRT


