








Outline of the presentation

• Two main questions:
• How and why did Turkish economy came to this point?

• A periodization of the recent economic performance

• Structural problems and fragilities

• How can we understand the policy choices of the government?
• A lesson in the infamous trilemma

• “Irrational” policy choices?

• “Accumulate, accumulate! That is Moses and the prophets!”

• Push the labor share down

• Debt financed growth (+ debt deflation?)



Post-2001 economy

• 2002-2007
• Foreign capital inflows

• Appreciating currency

• Declining interest rates

• Low inflation

• High growth

• 2009-2013
• Foreign capital inflows

• Overvalued currency

• Low interest rates

• Low inflation

• High growth

• 2014-2017
• Changing global liquidity

• Increased fragilities

• Attempts to grow
• Interest rate vs. exchange rate

• 2018
• Currency crisis

• 2019-2021
• Growth vs. stability

• 2021-2023
• Negative real interest rates



2002-2007 and 2009-2013

• Foreign capital inflows
• Push factors

• Post-2000 global liquidity

• Post-2018 quantitative easing

• Pull factors
• Post-2001 crisis policies

• Independent central bank, inflation targeting, primary budget surplus

• Privatizations, deregulations and increased marketization

• Speculative arbitrage opportunities for foreign capital



2002-2008



2009-2013
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Structural problems and fragilities

 External accounts
 High and persistent current account deficits

 High external debt

 Overvalued currency

o Increased import dependence

o Declining export competitiveness

 Domestic fragilities

 Credit-led growth

 Construction-led growth



2014-2017



2018-2021: Growth vs. stability

 2018 currency crisis

 Interest rate hikes

 2019 recovery and attempts to decrease interest rates

 2020 pandemics, capital outflows

o Interest rate cuts and credit expansion

o Running out of  foreign exchange reserves

o Tendency towards a BoP crisis

 Back to orthodoxy

 Interest rate hikes



2018-2022



2021-2023 Negative real interest rate experiment













Trilemma

• Selected capital controls

• Currency market interventions with borrowed Central Bank reserves

• Attempts to discourage domestic forex demand
• Exchange rate protected TRY accounts

• A series of bank and credit regulations and interventions





Central bank own reserves (net of swaps)



• Two main questions:
• How and why did Turkish economy came to this point?

• A periodization of the recent economic performance

• Structural problems and fragilities

• How can we understand the policy choices of the government?
• A lesson in the infamous trilemma

• “Irrational” policy choices?
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• Push the labor share down
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Accumulation

• Negative real interest rates
• Contradiction: Potential fragility when rates go up

• Lower labor costs
• Contradiction: Aggregate demand

• Household borrowing

• Net wealth effects

• External demand (exports)

• Currency devaluation
• Contradiction 1: Import dependency

• Contradiction 2: Foreign capital inflow dependency




