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PREAMBLE
Emlak Konut REIC has been a major corporation in the Turkish construction and real
estate industry uninterruptedly for over 60 years. Close examination of the Turkish
housing industry has turned into a management approach for Emlak Konut REIC resulting
from a corporate culture and management approach developed over the years. Our
company enjoys a management approach that continuously raises standards in the real
estate industry thanks to the brand value it has created over many years. The company
assumes a social awareness leadership especially in building systems, design,
environmental and business practices.
Turkey has seen significant advances in its construction and real estate industries,
especially after the 2001 economic, thanks to our accomplishments both for the country
and for the industry. Emlak Konut REIC does more than its share in this advancement by
supporting the construction industry.
As part of its corporate governance policy, the company places great importance on its
stakeholders. Accordingly, the company acts with social responsibility in its activity areas
along with many local and international stakeholders.
Aware of the importance of “factual information,” our company commissions this "Real
Estate and Housing Report” and submits it to all its stakeholders. Our goal is to provide
accurate, understandable and interpretable information on the construction and housing
industry.
First published in the third quarter of 2014, the document draws considerable interest
from local and foreign investors, analysts, stakeholders and other individuals in the
industry. Also, it is now published quarterly in line with requests to properly interpret our
industry.
The seventh distribution of the report features macroeconomic (global, national and
industry-level) developments, their projections, construction and housing industry
analyses.
The public opinion observes that 2017 construction and real estate industry expectations
and predictions are frequently expressed. Our report examines and presents the data to
the concerned parties with justification to better understand such expectations and
analyses. Transparent examination of industry data will not only improve the effectiveness
of the related markets but also shed light on pricing discussions. We respectfully submit
our report to all the parties and stakeholders in the industry.
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INTRODUCTION
Emlak Konut REIC continues to perform its operations while carrying out assessments
on the past and future. Therefore, it keeps a close eye on economic variables as well as
industry and business developments.
The company periodically performs macro- and microeconomic, financial and
demographic analyses, and bases its executive decisions on these analyses. Doing so
has become a necessity for all stakeholders in the face of greater data and analyses
needs, in parallel with the construction and housing industry’s fast growth over the past
15 years. Pursuant to this responsibility, Emlak Konut REIC offers comprehensive
economic and housing industry analyses the public, particularly in its annual reports and
also in interim financial reports.
Our report aims to share accurate information and data with all stakeholders – now an
intensely felt industry requirement. The following report primarily examines the Turkish
economy and housing industry as well as related main trends. The report consists of four
parts.
Part One examines global economic developments and in particular the developments in
the concept of "the new normal" phenomenon from the post-2008 crises to the present
day. This part also addresses and analyzes the significant changes caused (or likely to
be caused) by such economic developments to the global economy and emerging country
economies.
Part Two looks at the recent developments in the Turkish economy, their effects on the
industry, and the important results of the monetary and economic policies implemented
in the country.
Part Three addresses the Turkish construction industry’s general outlook, its impact on
the national growth, production, and revenue variables, the demographic aspects
influencing the industry, and the projections. This part is concluded with an examination
of the effects of the construction costs and interest rates on the industry.
Part Four, also the final part, explains the changes in global housing prices, the
concepts of asset and housing bubble, and housing price analysis in Turkey, as well as
examine the elements influencing future price projections.
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EXECUTIVE SUMMARY
The construction industry and other related sub-industries are the most crucial aspects of
an economy. The Turkish housing industry has achieved fast growth in the past fifteen
years. The construction industry’s macroeconomic importance arises from its multiplier
effect. It sets over 250 industries in motion by influencing both growth and employment.
The construction industry’s multiplier effect has considerable ramifications on domestic
economies and even on the world economy, as evident in the 2008 global economic
crises.
Highly affected by macro- and microeconomic conditions, the construction industry is one
of the industries that are most subject to changing conditions. Thus, we need to look at
domestic and global macroeconomic developments to understand the sensitivities and
trends. In addition, the industry may also be influenced by other variables that are more
difficult to quantify, including future expectations, risk perception, and preferences.
It is clear that the construction industry and variables of its components must be analyzed
meticulously at certain intervals. Variables that are assumed to have less effect
occasionally cause more considerable effect, while it is vice versa in other times. For
example, a rise in housing loan interests reduces consumer demand in addition to
increasing production costs. However, consumption sensitivity towards interest becomes
lower in certain periods.
The concept of housing prices is another critical issue discussed in socioeconomic terms.
The housing industry outlook accurate pricing constitute a critical indicator, not only for
the industry but also for the entire economy. This is of vital importance for central banks
and economic policy implementers.
Even though some economic and finance methods exist for the analysis and formation of
asset prices, it is still impossible to establish correct prices for all times and places. This
is mainly due to the rise of occasional predominant factors related to humans and other
relevant behavioral patterns. They are hard to measure. Furthermore, a homogeneous
comparison becomes impossible since especially the housing projects vary from each
other greatly in terms of location, size and social means.
In the light of the analysis we have made in previous reports as well as the new one, we
have determined that there is no "price balloon" in the Turkish Housing Market. Analyses
based on the latest data show that prices continue to increase in a reasonable trend. On
the other hand, some regions tend to face “bubbles” caused by

[3]

region-specific characteristics and demand structure. However, such regions also
experience price corrections over time.
Housing prices increased in real terms by 40.54 percent on average across Turkey
between September 2011 and September 2016. The new housing price index achieved
a 33.09 percent real price increase in the same period. These data are far from an 'asset
bubble.’ Both indices have seen an acceptable growth rate. Increases in the indices can
also be interpreted as a sign the industry's vitality and sustainable demand.



In this period, real price increase within the relevant period (September 2011 and
September 2016) came at 78.59 percent in Istanbul, Turkey's most important
housing and real estate market. Istanbul was followed by Aydın-Denizli-Muğla and
then Antalya-Burdur-Isparta with 53 percent and 40.85 percent increase,
respectively.



Izmir demonstrated the second-best performance among the three major cities.
Real prices rose by 37.52 percent between September 2011 and September 2016.



On the other hand, Ankara, the capital city, posted a moderate price movement of
14.44 percent among the three major real estate markets due to a gradual
increase.



In Istanbul, these can be considered to be foreigners’ still reasonably continued
demand, new residential areas energized by infrastructure investments, a demand
structure with continued dynamism despite increased prices, the increased
strength of the US dollar’s partial effect on costs, demographic characteristics
(Istanbul is the city with the highest population growth with 19 new individuals per
hour) internal and external immigration, its central location for transportation, and
its historical and cultural characteristics.



Demand from immigrants from countries such as Syria and Iraq and the
dominance of real estate guarantees in commercial life can be cited as the main
reasons for the price increase in the Gaziantep-Kilis-Adıyaman region. However,
a slower rate of price increase indicates the market’s efforts to create its own
balance according to the analyses we conducted for the last one year. This
situation can also be described as a price adjustment. This is a good sign of a
healthy market mechanism. Prices rose by 36.43 percent in the Gaziantep-KilisAdıyaman region within the relevant period.
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Aydın, Denizli and Muğla region is mainly dominated by the tourism economy.
Housing demand and relevant price trend maintained their strength despite the
problems experienced in the tourism industry. Another aspect is quality-related
price increases due to the implementation of branded projects in these cities.



As indicated in the definition of bubble by R. Shiller, a real price increase exceeding
100 percent in the last five years may be described as an 'asset bubble.’ However,
in both Istanbul and other regions, higher small-scale price increases may also
occur at neighborhood or street level as a result of location, various characteristics
and consumer behaviors.

We reach significant data regarding trends when we analyze seasonal price changes1:

1



The real prices rose across Turkey by 5.25 percent in the period April 2011-April
2016 as opposed to the period September 2011- September 2016. The real price
increase for new houses was a little low at 3.28 percent. The price increase
momentum for new houses seems to have slowed down.



Although Istanbul sustains its leadership in both nominal and real price increases,
its 7.83 percent real price turned out to be the highest among three major cities.



The price increase observed in Izmir between the two periods was 5.2 percent, the
second highest in the three major real estate markets.



Ankara showed a low real price increase in the interim. It has a 2.31 percent ratio.



We see an interesting price correction in Gaziantep, Kilis, and Adıyaman regions.
Posting the highest price increase until twelve months ago, these regions saw the
price increase slowdown in the last five years with a real decline of -7.79 percent
between the two periods. Other than the market’s rational effort to balance supply
and demand, this can be considered as the demand resulting from less migration
and a fall in consumer demand due to geopolitical issues.



Van, Bitlis, Hakkari region witnessed price declines in both nominal and real terms.
The real prices fell by 15.13 percent in the period September 2011- September
2016 as opposed to April 2011-April 2016. Increased geopolitical and seasonal
effects in this region can be considered to put downward pressure on prices.

You can find the related table in Section 4.3.1.
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On the other hand, Artvin-Giresun-Ordu-Rize-Trabzon region saw a 6.57 percent
increase in the period September 2011-September 2016 as opposed to April 2011April 2016. In particular, investors from the Gulf countries purchasing houses in
the Black Sea region contributed to this rise.

As is the case with all asset prices, the initial impact on prices comes from changes in
supply and demand. For housing prices, the change and structure of demand may have
a direct impact on supply, and a change in supply may be slower than demand in the
construction industry. Players in the housing sector have been able to adapt to the
conditions by showing flexibility in the face of many domestic and external shocks since
2001. The construction and housing markets are gradually becoming more effective as
construction companies become more corporate and perform better finance
management, and as buyers adop more reasonable demands.
Hedonic House Price Index is calculated through the hedonic regression analysis to
separate it from the quality impact of the housing price index that is calculated by the
CBRT. According to results, approximately one-fourth of the nominal increase in the
house prices across Turkey and approximately half of the real increase can be said to
result from quality increases2.
A crucial point to be considered in the above price dynamics is that market mechanism
gradually balances the prices, which recovered in locations with low increase rate and
slow downed in locations with heavy increase rate. This, in turn, is a leading indicator of
a housing market that acts increasingly rational.
Housing demand and supply are becoming gradually settled in Turkey. An average of
one million houses change hands annually, and there is also a need for around 650,000
new houses annually. TurkStat data put the number of households in Turkey at around
19,481,000. The average household size is 3.8 people. The rate of home ownership was
61 percent in 2013 whereas it was 60.9 percent in 2006.
According to the Address Based Population Registration System data, Turkey’s
population was 78,741,53. The annual growth rate stood at 13.4 per thousand. The
proportion of the population in the 15-64 age group (working age) in 2015 was 67.8
percent (53,359,594 people), just like in the previous year. The proportion of the
population in the child age group (0-14) declined to 24 percent (18,886,220) whereas the

Hülagü Timur, Kızılkaya Erdi, Özbekler Ali, Tuna Pınar, “Economy Notes - Adjustment of the Turkey
Housing Price Index from Quality Change Effect” CBRT, Issue: 2016-02, February 1, 2016, p. 10
2
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proportion of the population aged 65 and higher rose to 8.2 percent (6,495,239)3. In this
context, it should not go unnoticed that we face a “natural,” population growth-related
housing demand.
There is an increasing need for housing the middle- and lower-middle income group in
the housing industry. Conversely, demand from the upper-middle and luxury segments
seems to slow down. However, occasional fluctuations in prices must not be labeled as
either collapses or bubbles. It should be remembered that very rapid price increases in
some regions, districts, or neighborhoods may arise from some conditions specific to
those areas and does not apply to the whole country. Regardless of the asset type, prices
do not constantly increase or decrease. Therefore, the industry will be headed for growth
in the medium term as long as we preserve national and industry-wide stability and
dynamic structure. However, year-over-year differences may be observed in the growth
rate due to internal or external developments.
The following is a summary of some of the factors that affected in the Turkish Real Estate
and Construction Industry in 2016 and will possibly affect it in 2017:


The signs of positive outcomes to be brought by measures that will support the
construction industry as well as stimulate the economy due to the decisions taken
at the Economic Coordination Committee on December 2.



Providing the construction industry with financing facility by offering VAT refund in
investment-related construction works.



The cost reduction thanks to the lowering of the VAT rate from 18 percent to 8
percent for houses over 150 square meters until March 31, 2017, in new
purchases.



Continued foreign investor interest in the real estate market, the impact of a
relatively valuable foreign exchange, the quality and quantity of houses as well as
the fact that consumers consider the city where they purchase a house as ‘a living
space.’ The most typical example is the house sales to the foreigners in Istanbul.



Another point considered by foreign house purchasers is the facilitation of planned
visa, citizenship, and residence permit applications as well as overall bureaucratic
procedures. Full implementation of such a project would surely support sales
significantly.

TurkStat, 'Address Based Population Registration System Results, 2015’ Issue: 21507, January 28,
2016
3
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The course of house sales in the first ten months of 2016 in line with the recent
years indicates a continued dynamic structure despite every development,



Turkey maintains its geopolitical importance in its immediate and neighboring
geography and preserves its position as a relatively safe haven in the region,



The positive impact of the declining loan rates on housing and other real estate
sales in the second half the year.



The fact that contractors increase and decreases construction licenses according
to market expectations



Giving increasingly rational decisions, the consumers do not only heed the price
criterion anymore,



Istanbul draws the attention of the investors from every corner of the world as a
brand city.



Further materialization of the efforts to turn Istanbul into a finance center and
construction progress,



Infrastructure projects create a center of attraction and interest (some of them
stand out quite remarkably including Yavuz Sultan Selim Bridge, the submerged
tunnel beneath the Istanbul Strait, 3rd Airport, Osmangazi Bridge, Çanakkale
Bridge, Ankara-Istanbul High-Speed Train Project, rail transport and metro
projects that are introduced in almost every big city, and the Canal Istanbul.)



Expanding city surroundings as a result of improvements in transportation vehicles
and means and preserved/growing appeal for such surroundings due to the
emergence of social facilities that are more planned than those in the city centers,



Continued implementation of urban transformation and related regulations in 2017
as well,



The fact that administrative and financial advantages make companies that are
directly related to the industry stronger than before due to their more professional
management,



The housing demand created by the refugees in major cities in addition to the
continuing migration from villages to cities,



Continued natural demand due to having a young population structure,



Increasing housing needs as a result of the changing notion of nuclear family,
marriages, and divorces;
[8]



Both demand- and supply-side housing markets become increasingly rational and
flexible;



Investors who follow up on housing price changes also purchase houses in regions
with lower price increases, and they are interested in Turkey as a whole;



The amendment to the real estate loan arrangement requiring the buyer to provide
25 percent of the real estate value with the downward revision of the ratio to 20
percent,



The implementation of a 15 percent government support for housing purchases,



Completion of legal and administrative process required for the construction and
real estate industry to reach resources and small investors through “securities,”

Population growth, migration and consideration of house as an investment instrument are
the key factors influencing Turkish housing industry as well as keeping the demand alive.
Enabling particularly local and foreign investors to generate regular income through rent
as well as real returns thanks to value increase, projects that meet the right criteria push
the demand to a higher level than supply.
The coup attempt on July 15 had quite limited effects on the Turkish economy.
Macroeconomic variables have maintained their robustness thanks to its capacity to
recover fast. Similarly, the construction and sub-industries will also demonstrate a strong
stance in the rest of the year just as they proved their dynamism in 2008 and earlier crises.
There are many factors that influence both supply and demand in the housing industry.
The most important ones include location, architecture, social facilities and accessibility
of projects - which impact buyer decisions. However, ease of financing accelerates the
purchasing decision regardless of other conditions in terms demand-focused decisions
and easy sale of the supplied.
On the other hand, supporting construction companies with a strong long-term financing
model would help the sales models multiply, facilitating the supply to meet demand. The
best example of this financing model is real estate certificates. Real estates based on
mortgages and certificates, which support financing-based supply as well as providing
convenience in demand will be an important source of financing in the long term. The
introduction of such instruments (legal infrastructure has been largely completed) will
provide both the industry and capital markets with new opportunities, helping the industry
become more stable.

[9]

PART ONE
1. Global Economic Developments
This section provides a brief analysis of the changes in the world economy and their effect
on national economies. The analysis goes from macro to micro and examines the
changes to the key variables in the relevant period.
It has become a necessity to keep up with all crucial developments due to the
globalization and increasing ties between national economies. The impacts of fluctuations
and crises in relatively small big economies may easily spread to other countries.
The most critical milestone for the global economy was the Global Crisis of 2008. The
crisis affected every country in one way or another, and its after-effects are still being felt.
Therefore, it is still changing and impacting global economic conditions.
Even though it has been nearly eight years since the second large global economic crisis,
it is still difficult to state that socioeconomic sizes have gone back to pre-crises levels.
This is a remarkable situation especially in the economies of emerging countries.
Although emerging countries have recovered quickly from the crisis, problems started
increasing in these economies in the last few years.
As countries in different stages of the global crisis have highly differentiated their own
economic programs and implemented structurally incompatible economic policies, global
uncertainty has further increased.
Throughout the 2008-2013 period, which can be called the first state of the economic
crisis, the primary issue in the global economic situation was the deflationary (general
decline in price levels) process and in parallel, recession (stagnancy-negative growth) at
varying levels experienced by developed countries while the emerging countries saw
inflationary (a rise in general price levels) impacts and generally good growth figures.
We can consider the period from 2013 to 2015 as the second phase of the crisis. In the
period, it is remarkable that the developed economies excluding the US had difficulty in
achieving recovery and developing countries started to be affected due to lack of growth
in the former countries. Emerging economies (especially BRIC) were influenced most
positively from the “monetary surplus” created by implementation of a pretty fast
quantitative easing in the US economy and similar practices followed by the EU and the
Japanese economy after a while. However, they were forced to face their problems due
to the lack of demand in developed countries and dwindling impact of the monetary
surplus.
[10]

The third phase of the crisis began in 2015 and continues with Britain’s decision to exit
the EU resulting in rapid growth losses, rising unemployment and fast decline in
commodity prices in many developed and developing economies. Fed’s adoption of
policies at the beginning of the period that would end quantitative easing (first ending the
bond purchase program, then reducing certain liquidity measures and finally increasing
the interest rate) has further accelerated the process.
Global growth was below the long-term average as of late 2015. Low commodity prices
prevent an upward pressure on global inflation rates. The Fed’s interest hikes are
understood to take place in a more moderate and gradual fashion than expected while
other central banks responded to the falling inflation with additional supportive monetary
policies. Volatility follows a fluctuating course in the financial markets while portfolio flows
to developing countries have increased since the beginning of the year. Developing
countries should continue to take financial stability-enhancing measures as in the past
despite the increase in the global risk appetite, and capital flows to these countries4.
The overall outlook for the world economy is as such as of early 2016; volatility in financial
markets continues due to downside risks to global growth. The Federal Reserve rate
increase, concerns about a slowdown in the Chinese economy and the downward trend
in commodity prices made a significant impact on especially developing countries in the
third quarter of the year. The portfolio movements towards developing countries had a
weak and fluctuating course in this period5.
The Brexit referendum on June 26 created a new risk wave for the global economy. This
situation has led to a new "shock wave" in particular for Europe and the for the world
economy which suffers from a growth problem due to a vulnerable structure.
Gradually increasing downside risks in the global economy seem to have pushed the
policy-makers in the developed and developing countries towards “quantitative easing
and incentive methods” once more. The size of the situations is manifested with different
characteristics and reasons in each country, and thus, they appear hard to solve with a
standard panacea.

In this context, even the US acquires a ‘hesitant approach to the exit from the monetary
expansion’ although it achieved economic recovery faster than the other developed
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countries. Moreover, Britain’s exit from the EU under what is called Brexit has brought
about certain risks. We understand that the lack of ‘sufficient growth’ will remain to be a
problem for the rest of 2016.
Central banks have been the most decisive implementers of post-crisis economic policies.
Decisions made by the largest and most influential global central banks have not only
affected their home countries but have also acted as the main catalysts for International
fund movements. Emerging countries' assets have been affected the most by the
negative or positive changes.
Another important finding regarding the third period of the crisis is that measures based
on global monetary policies are not sufficient for growth. Accordingly, downward revisions
in global growth rates continue to adversely affect both developed and developing
economies. The process also negatively affects future expectations with statements of a
possible global slowdown in growth in 2017 even leading to a global recession.
In recent years, the increased duties and responsibilities of Central Banks have been
discussed in the economic literature and even criticized in some cases with the fact they
assumed tasks of other bodies and even administrators.
Continued uncertainties about the normalization of global monetary policies heighten
susceptibility to data by global risk appetite and capital inflow. It is expected that
susceptibility to country-specific elements will continue by capital inflow towards emerging
countries in the coming days. However, emerging countries' growth outlook, inflation
rates, and external balances will come to the forefront. On the other hand, recent weak
economic activity prospects have strengthened the likelihood of delaying normalization in
global monetary policies6.
Risks to global growth are considered to follow a downward trend in the coming period.
The recent increased volatility in the financial markets is considered to remain the most
significant short-term risk factor behind growth performances of both developed and
emerging countries.7

The three biggest central banks, i.e., the Federal Reserve (the Fed), European Central
Bank (ECB) and Bank of Japan (BoJ), affect and steer the global economy. Thus, policies
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by these banks give rise to implications that need to be followed closely by other
economies as well.

Major Central Banks’ Interactions and Policy Trends in the Post-Global Crisis Period

•Very loose monetary
policy in the post-crisis
period (2008-2013)
••Controlled Monetary
Tightening (2013-)

ECB
•Loose monetary policy in
the post-crisis period
(2008-2016)
•Possibly controlled
tightening (2017-)

Fed

•Loose and very loose
monetary policies in the
pre-crisis and post-crisis
period, respectively
(2008-2016)
•Very gradual tightening
after 2017

BoJ

The Fed began to implement “expansionary monetary policy” instruments quite swiftly
right after the crisis. Accordingly, many methods were applied including interest rate cuts,
bond purchases, funding the financial system through asset purchases, and deployment
of loan mechanisms. Such a monetary policy aimed to come out of depression (crisis) by
achieving the ultimate objective of growth through financial stability as well as stimulation
of investments and consumption.
The Fed ended, as of late 2014, its bond-buying program, which was part of its
“quantitative easing policy.” It led to an increase in interest rates all around the world and
the depreciation of emerging market currencies, in particular. The US dollar maintained
its strong position against other currencies throughout 2014 and the first half of 2015.
Fed aimed to make sure that the global economy was prepared for an interest hike in the
US by frequently expressing that it could raise the interest rates. Federal Reserve Chair
J. Yellen clearly stated in her presentation to the House of Representatives on July 15,
2015, that quantitative easing came to an end.8 Then, the Fed raised the interest rate
after seven years to the 0.25-0.50 range at its meeting on December 16, 2015.
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The growth problems in the world economy continue to affect central bank policies.
Stating that it is going to follow a gradual and slow path in interest hike, the Fed tries to
avoid a contractionary impact on the global economy, which cannot grow adequately.
The slowdown in the world economy reached a remarkable level after the Fed’s interest
rate hike putting many central banks into action together with the sharp fall in commodity
prices. This situation led to expectations that the Fed would move slowly in raising the
interest rates. On top of this, the Brexit referendum’s direct impact on the EU and UK
economy and the likelihood of increasing global risk perception affects all the central
banks’ policies starting with the Fed’s. However, despite the above developments, the
relative improvement in the US economy data has strengthened the expectation that the
Fed will raise interest rates in December 2016.
The ECB has taken quite radical steps to stimulate the economy in the Eurozone although
this process has not taken hold yet. The Eurozone has not been able to overcome the
stagnation in growth and other macro variables. As of September, the attention-grabbing
problems in the banking industry continue to challenge the economy. The BoJ
emphasizes that it will take all kinds of measures for monetary expansion and economic
revival.

[14]

Selected Central Banks’ Quantitative Easing Ratios

Source: JP Morgan
The Swiss National Bank (SNB) and the Bank of Japan (BoJ) made the highest
proportional expansion among the other central banks. An examination of the balance
sheet sizes of the three major central banks shows that the Fed leads the others with
nearly $4.5 trillion. It is followed by the BOJ and ECB9.
Three major central banks took similar measures although their timing showed serious
variations. This variation became more remarkable especially from 2015 onwards. As a
consequence, Fed moved towards ending its monetary expansion whereas the ECB and
BOJ turned back to expansionary policies once again.
Expanded by the big central banks rapidly in the post-crisis period, the balance sheets
now seem to be quite 'swollen,' reaching a significant percentage of the global income.
Balance Sheet Sizes of Three Major Central Banks (Ratio to Global National Income)

9

According to Thomson Reuters and Bloomberg data, as of Quarter 1, 2016
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Source: OECD Business and Finance Outlook 2016; Thomson Reuters; Bloomberg; US Federal Reserve;
Bank of Japan; UK Debt Management Office; ECB; and OECD calculations.

On the other hand, PBoC started the apply ‘expansionary and financial market-friendly’
policies through foreign exchange policies since August 2015 after implementing them
first in early 2015. China, which has a fixed rate system, applied devaluation taking into
account the decline in the economic growth rate and domestic demand problems. China
carried out the fastest devaluation on Yuan in 20 years following the sharp decline in
exports. Another arrangement saw the ending of the currency’s de facto dollar-indexed
course as of March 2015.
The central banks produced policies to stimulate their economies in the above-mentioned
process with differing effects on a global level. The Fed’s interest rate hike when the world
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economy experienced growth and demand problems caused it and other major central
banks to move in opposite directions.

Diverging Central Bank Policies (2015-September 2016)

ECB-BoJ-PBoC-SNBRiksbank
Expansionary
Monetary Policies

Fed
Ending Monetary
Expansion Policies
(But Quite Cautious)

Some central banks have turned to low interest policies unlike the Fed since the lack of
economic growth due to demand- and investment-related and demographic issues were
combined with the global economy which had difficulty growing in the post-crisis period.
Bank of Japan (BoJ), European Central Bank (ECB), the Central Bank of Denmark,
Swedish and Swiss Central Bank reached the most extreme ends through negative
interest rates.
Consequently, expectations rose in the global economy that the 'familiar' abundance of
cash would continue in different channels. On the other hand, the US economy’s singlehanded growth among developed economies does not seem sufficient.
Thus, as highlighted by the ECB, BoJ, and even PBOC, the global economy faces a threat
from a stagnation syndrome, which adds a new dimension to monetary expansion.
Giving direction to the global economy with its decisions, the Fed strives to avoid ‘ultra its
post-crisis expansionary’ policies and maintain this process in a quite cautious manner.
The financial markets’ expectations of an interest rate hike by the bank is down to one
[17]

time in June 2016 from four times in early 2016. The main reason here can be
summarized as unstable data and vulnerabilities in the world economy despite the
improvement in the US economy.
Meanwhile, in almost all of the developed economies, interest rates are extremely low
with short- and long-term (5- and 10-year) bond interest rates testing historical lows.
Serious debates are ongoing with regard to the sustainability of this situation, and the
accepted outcome is that projected inflation and other risk elements are priced by the
market.
Many countries’ state treasuries are traded with negative interest as a result of higher
global money amount and central bank's interest policies. However, this asset group is
said to go through a serious bubble process.

Ratio of State Treasuries Traded with Negative Interest

Switzerland
Germany
Japan
The Netherlands
France
Swedish
Spain
Italy

Source: OECD
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As for the major technical reasons behind the central banks’ negative interest rate policy,
they can be summarized as10;




Lower or negative inflation expectations
Encouragement of the banks by the negative interest to create alternative assets
And the ability of the banks to facilitate their loan mechanisms.

The Central Banks that Apply Negative Interests

Source: AA, February 2016

Despite everything, the ongoing cash abundance and low interest rates have been
attracted, since 2008, to financial markets rather than production or investment contrary
to plans (or expectations). In parallel with the imbalances in the country's economy and
the deteriorating risk perception over the past year, $13 trillion sits on the bonds of
countries applying negative interest rates.
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Keeping real or nominal interest rates as negative does not seem sustainable, either. The
lack of the expected recovery in investment and consumption may require the
implementation of new and untested measures.
The ECB, BOJ, and PBOC maintained expansionary monetary policies with the
expectation that the Fed could not employ a very fast monetary tightening and this
suggested that funding risk could be relatively better for countries such as Turkey, South
Africa, Brazil, India and Indonesia.
The central banks of the developing countries generally demonstrated a defensive stance
to protect their local currencies and reduce the inflation risk due to the different attitudes
of the central banks in the developed countries and the volatility in the movement of funds
and risk appetite.
CBRT also increased the policy rate at the beginning of 2014 while reducing it in the
second half of the year and maintaining monetary tightening and liquidity control
mechanisms. CBRT did not raise the interest rate for the first nine months of 2015 and
strived to ensure price stability through liquidity restrictive measures. However, it
introduced moderate cuts with an interest policy change starting from end-2015 until
September 2016.
R. Rajan, President of the Reserve Bank of India, made the following remark regarding
the differentiating monetary policies and the growth problem: “At a time when both
developed and emerging-market countries need rapid growth to maintain domestic
stability... the failure results from a variety of factors, including low productivity growth,
the debt overhang from the Great Recession, and the need to rework emerging markets’
export-led growth model.”11
Sustainability of economic growth is another concept that is becoming increasingly
important for the new central banking approach. However, central banks’ monetary
measures are not enough to achieve this policy. Other economic policy instruments and
social-demographic policies need to be implemented. Meanwhile, achieving and
maintaining economic growth is among the most closely-watched risk elements.
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1.1. Global Economic Growth and Related
Macroeconomic Developments
The world economy has been struggling to get over the crisis through different ways since
2008. Economic policies implemented so far has mitigated the destructive effect of
depression, if not completely doing away with it.
Although the 'acute' part of the crisis was overcome, it is possible to say that a different
phase is being experienced. As we stated in the previous section, growth and growthrelated issues remain the same in many developed and developing countries.
Although developing countries (such as Turkey, India, China, and Russia) quickly
recovered in the first stage of the grow problems and increased their growth rate the
failure of the developed countries to increase their growth rates in the following years and
continued recession brought down the developing countries’ growth rates. In this current
phase, the growth rate is slowing down in BRIC countries, Turkey and other countries
falling under the same category.
In addition, the rapid decline in oil and other commodity prices started to cause
macroeconomic problems in countries exporting these commodities (Russia, Venezuela,
Saudi Arabia).
Growth was the macroeconomic variable that took the brunt of the global crisis the fastest.
Post-crisis "shrinkage" in developed countries peaked, causing the most severe
stagnation since 1929. Developed countries were faced with ever-increasing risks of
negative economic growth, deflation, and unemployment, whereas emerging countries
experienced a rather satisfactory period between 2009-2011. A good example of this is
the high rate of growth and economic boom observed particularly in the countries known
as the BRIC (Brazil, Russia, India, and China). Consequently, these countries' role in the
positive growth of the world economy has increased12.
After 2012, issues (current account deficit, inflationary pressure, the surge in asset prices)
began to arise due to fast growth in emerging countries, prompting them to make
sacrifices and take measures to curtail their growth rates. A group of countries, including
Turkey, Brazil, and Indonesia, took the lead in these measures.
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Global Growth Average and Forecasts

Source: IMF, WEO

Global growth was below the long-term average in 2015. The growth rate in developing
countries seems to lose momentum although poor growth outlook is maintained in
developed countries. Although growth rate seems to be poor in the Eurozone, we see a
moderate recovery. The US showed a weakened growth performance from the after the
third quarter of the year. However, preliminary indicators for 2016 point to a weak outlook
for the first half of the year13.
Higher efficiency and the shortage of demand can be put forward as the reasons for the
global economy to be away from average (nearly) 3.7 percent growth tendency since
2008. Although it seems that the monetary policy measures have partially improved
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companies’ balance sheets, especially the banks, investments and consumption have not
reached the desired level yet. The most important solution to this issue is the necessity
for each country to correct their own structural problems, especially developed countries,
by using other policy tools14.
Manufacturing industry PMIs15 and the PMI data for the third quarter of year point to a
more positive growth performance in the global economy compared to the second
quarter. The manufacturing PMI index for the Eurozone shows that the positive outlook
continued in the third quarter, but the growth rate slowed slightly compared to the previous
quarter. Despite this, manufacturing industry PMI data for the US and Japan showed a
positive trend in the third quarter of the year compared to the second quarter 16
Other leading indicators of the US and Japanese economies indicate that the growth rates
in the third quarter of the year will be higher than the previous quarter contributing
positively to the developed countries’ growth performance.
Region- and country-based PMI Data

Source: Markit-August 2016

A study conducted by Deutsche Bank in early October states that the central banks’
rejuvenating effect on the real sector is extremely limited emphasizing that this
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relationship has worsened in recent years. The following graph shows that the PMI
country indices show a remarkable indifference to changes despite the monetary
expansion policies.

The Influence of Quantitative Easing on PMI Indices

Source: ISM, HIS Markit, Nikkei, SVME, Bloomberg, DB Global Markets Research

The banking industry fails to give enough support to economic recovery in the developed
countries while risks concentrate especially on the non-bank financial industry.
In addition to the developments above, the continued weak trend in the economic activity
of emerging countries is considered the main risk to the capital inflows into emerging
countries17.
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Global, Developed Country and Emerging Country Growth Trends (% Change)

Source: CBRT, Bloomberg, 2016, Q 2

The fact that the global growth is still below the pre-crisis levels despite a looser monetary
policy on the global scale indicates that the countries should use, in addition to the current
supportive monetary policies, fiscal expansion policies by increasing public investments
in growth-focused industries. The implementation of structural reforms aimed at
increasing productivity in the long run and providing a permanent improvement in the
labor market is important to reinvigorate the impact of applied macroeconomic policies18.
Due to the reasons explained above, global growth projections and risk forecasts are
often revised.
IMF19 maintained its growth forecast for the world economy for 2016 and 2017 at 3.1 and
3.4 percent, respectively. The April issue of the World Economic Outlook report the
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growth expectations as 3.2 percent and 3.5 percent for 2016 and 2017, respectively.
However, it revised it to 3.1 and 3.4 percent, respectively, in its July update.
On the other hand, the growth forecast for developed countries was revised down from
1.8 percent to 1.6 percent for this year. The biggest contribution to the downward revision
to developed countries was the worse-than-expected US economy while the country's
growth expectancies were also seriously lowered.
The IMF expects the US economy to grow by 1.6 percent this year and 2.2 percent next
year. These ratios were updated as 2.2 percent and 2.5 percent in July. In addition, the
report
said,
"the
US
economy
has
lost
momentum
over
the
past few quarters and the expectation of a pickup in the second quarter of 2016 has not
been realized.” The report pointed out that unemployment in the country fell below 5
percent due to strong employment growth, while inflation and wage growth remained
subdued.
The IMF raised its 2016 and 2017 growth forecasts for the Eurozone to 1.7 percent and
1.5 percent, respectively, by 0.1 percentage point compared to the July update. It made
the biggest positive revision to Spain’s growth estimate among the Eurozone countries.
The country is expected to grow by 3.1 percent this year instead of 2.6 percent and by
2.2 percent next year instead of 2.1 percent.
Also, the organization raised Germany's growth expectations 1.6 percent to 1.7 percent
for 2016 and from 1.2 percent to 1.4 percent for 2017. On the other hand, it reduced
France’s and Italy's growth expectations for 2016. Accordingly, the French economy will
expand by 1.3 percent this year rather than 1.5 percent and while the Italian economy’s
growth rate will be 0.8 percent instead of 0.9 percent.
The IMF revised its 2016 growth forecast for emerging economies, which have been
slowing for the last five years, from 4.1 percent to 4.2 percent while it did not change its
expectations in 2017 by keeping the estimate at 4.6 percent.
The upward revision regarding Russia’s growth expectations in this group drew attention.
The IMF expects Russia to contract by 0.8 percent this year and grow by 1.1 percent next
year. The ratios were set at -1.2 percent and 1 percent in the July update. 2016 and 2017
growth expectations for India were also revised up by 0.2 percent to 7.6 percent.
On the other hand, it did not change its estimates for China and Brazil. The IMF estimates
that China will grow by 6.6 percent this year and 6.2 percent next year. The organization
expects the Brazilian economy to grow by -3.3 percent and 0.5 percent this and next year,
respectively.
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IMF reports 20 that economies will lose momentum while factors outside economic
fundamentals will hinder global growth listing it predicts for the next two years:



Loss of consumer confidence, and its reflection in production



Further depreciation of developing country currencies



The spread of slowdown from China to other developing countries



Deceleration of investments



Terrorist attack threats



Britain’s possible exit from the EU (which seems to materialize with the decision to
do so in June 2016.)

The Organization for Economic Co-operation and Development (OECD)21 released an
interim global economic outlook report on September 21, lowering its global growth
forecast of 3 percent for 2016 to 2.9 percent and revising down its 2017 growth forecast
by 0.1 percentage point to 3.2 percent.
The OECD apparently lowered its growth estimates for most of the developed countries.
Its downward revision of the 2016 US economic growth by 0.4 percentage points draws
attention. Having anticipated that the UK's decision to leave the EU would create
significant pressure on the economy in 2017, the OECD also lowered its growth forecast
for the UK for the next year by 1 percentage point.
The OECD stated that meager demand conditions put global trade under pressure and
that this would remain to be a factor limiting production activity in the coming years. The
OECD emphasized that more than 35 percent of member country government bonds had
a negative yield, but noted that the stock market prices were priced higher than the
necessary level and that real estate prices rose in many countries despite companies’
low profitability.

Global Growth Projections (OECD)
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Source: OECD, Datastream

The downward revision of the actual and expected growth figures for the world economy
is a sign that we are passing through a period of time that requires attention. The World
Bank, another international organization, drew attention in its growth analysis to the global
trade weaknesses and negative effects of incomplete demand recovery.

The World Bank’s Global Growth Forecasts
(The estimates are colored according to when they were made.)

[28]

June 16 2.4%

June 14
June 15
January 15
January 16
June 16
Current

Source: WSJ – World Bank

World Bank refers to the expectations that have occurred over time in its global growthrelated chart. We see some important findings in a related article published in the Wall
Street Journal22. According to this, in the world economy;






Could not be revived despite Fed, ECB, BoJ's unprecedented efforts and China’s
slowdown in the process further complicated things. The author calls this situation
the New Normal.
Increasing per capita income on a global scale will last longer (especially for
developing countries).
Wester economies have a serious debt issue, which deteriorates further in the face
of efforts to stimulate the economy.
Economic and political tensions and delayed decision-making mechanisms
increase problems in the global economy.

Brexit entered the global economic agenda as a new uncertainty factor, and it is expected
to have the maximum negative impact on growth. A study conducted by Deutsche Bank
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stated that the EU countries and the Union as a whole might see their GDPs falling
rapidly23.

GDP Change in the EU Countries
(Before and After Brexit)

Real GDP %YOY

After Brexit
Before Brexit

Italy

UK

The
Netherlands

EA

Portugal

Greece

France

Germany

Spain

Ireland

Source: Deutsche Bank, Eurostat, Haver Analytics LP
In conclusion, it is estimated that the global economy would continue to slow down in the
first quarter of this year, due to both developed and developing countries, and the global
growth rate would remain below the level of the previous quarter. The upward revision of
growth estimates for 2016 in April Consensus Forecasts bulletins as opposed to January
except for China, supports this expectation. In addition, we see that end-2017 growth
forecasts are revised down for all the country groups compared to June24.
The IMF lowered its 2016 growth expectation for Turkey to 3.3 percent from 3.8 percent
and to 3.0 percent from 3.4 percent for 2017. It referred to the main reasons for this as
the increasing geopolitical risks and concerns about the coup attempt 25 . Raising its
forecast for 2016 growth from 3.2 to 3.8 percent with the Economic Outlook report in April,
the organization stated that increasing the minimum wage to 1300 Turkish lira would
support consumption and predicted that gradual recovery in the Eurozone, together with
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low oil prices, would have positive effects on all the Eastern European economies and
Turkey26.
Consequently, imbalances in the global economy and related problems persist in a period
when there seems to be no common solution for resolving these issues. The developing
countries can be said to have a relative advantage due to their own internal dynamics
and flexibility.
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1.2. Global Employment Developments
Another development that is closely related to the economic growth takes place in the
employment market. The main goal of many central banks has been to increase
employment levels and decrease unemployment to provide a more solid basis for
economic growth.
Steep rises in unemployment first hit developed economies following the crisis, and then
sped up the upward trend in emerging countries at a slower pace in the post-2013 period.
Policymakers of the Western economies swiftly improved employment and implemented
measures to vitalize the economy. The Fed, ECB, and BoE frequently state that they have
taken action to further increase the employment rate. In fact, the Fed27 and central banks
of some other developed countries indicate an increase in employment rate as the
prerequisite of reduced monetary expansion.
After 2008, the UK and the US have been working towards increasing employment to
ensure an “acceptable” unemployment level with a more promising picture compared to
that of the Eurozone. Even though employment is better in Japan than other developing
countries, the desired revival has not been achieved for a very long time due to
consumption and saving habits.
Unemployment in the Selected Developed Countries (%)

Source: Bloomberg-August 2016
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US economic recovery is still underway. As a result, the labor market seems to show
improvements, and the unemployment rate comes close to pre-crisis levels. On the other
hand, the number of part-time employees is still higher than the pre-crisis levels, and
wages do not constitute an upward pressure on inflation yet 28. Achieving a certain level
of recovery in the US employment market is also one of the most crucial elements of
interest rate increase, and thus closely monitored by the Fed.
Unemployment level continues to remain over 10 percent despite the relevant measures.
Nevertheless, it showed little signs of decline as of 2015. Demand-related problems
remain to be the same in Japan despite the low unemployment rate.
From a global perspective, employment-related events are also notable as a function of
‘economic growth.' Unemployment is higher in countries experiencing growth issues.
Therefore, the unemployment rate can be expected to remain high in the period ahead
unless the global growth reaches a certain level.

1.3. Commodity Price Developments and Changes in
General Price Levels
Global commodity prices began to recede significantly from the second half of 2014. Many
products, including basic agricultural products and metal and energy commodities, saw
reductions due to weak demand (weak global growth) and increasing supply.
Commodity prices gained stability at low levels with the downtrend in the global economic
activity. Increasing supply and weakening demand caused a decrease in commodity
prices. Also, oil prices have a low course due to the mixed signals regarding supply from
oil exporting countries. Concerns about the Chinese economy and sustained oil supply
may limit an upward movement in commodity prices in the coming period.29
Oil price preserved its downward tendency in the last quarter of 2015, too and hit its lowest
level in recent years. Although the negative impacts of low oil prices on the budgets of
oil-exporting countries, particularly Saudi Arabia and Russia, raise doubts about the
sustainability of the low price policies, there has not been any move towards supply cuts 30.
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The commodity prices surged in the first half of 2016 with the alleviation of the pressure
caused, in 2015, by concerns over China's economic growth. In recent months,
fluctuations in commodity prices have decreased due to the investors’ cautious behavior
in the face of uncertainties over the timing of Fed's interest rate hikes 31 . The most
remarkable developments in commodity prices can be summarized as follows;








The general index of commodity prices rose between March and June, slightly
declined in July, and continued this trend in August with a modest 0.1 percent
decline.
In this period, the non-energy index declined while the energy index limited this
decline with an increase. The Metal Index rose by 0.6 percent on a monthly basis,
whereas the Agricultural Products Index fell by 0.9 percent due to a 5.7 percent
decline in the Cereals Index.
In August the price of crude oil surged by 1.7 percent month on month. Having
declined to an average of $29.8 per barrel in January 2016, it tended to rise in the
following months. Oil prices followed a relatively flat course around $45 for the last
two months.
Natural gas prices kept their seasonal trend with a slight decline in August,
whereas coal prices went up by 8.2 percent rising for four consecutive months.
China’s turning towards imports following the declining coal production within the
country due to the new regulations on coal mines became the most important
factor behind price increases. It is estimated that coal prices will continue to rise in
the coming period.

On the other hand, another important development likely to affect the energy input prices
is related to the OPEC’s decision to cut production. The parties reached an agreement
on the restriction of oil production at unofficial OPEC meeting held after the International
Energy Forum in Algeria. Accordingly, the target is to reduce the daily crude oil production
of the OPEC members from its current level of 33.2 million barrels per day to 32.5-33
million barrels per day. The decision to engage in country-based production cuts was left
to the OPEC meeting in November. In addition, large non-OPEC producers, including
Russia, are also considered to possibly reduce oil supply by acting in accordance with
such a decision. With these developments, the barrel price of the Brent oil rose by 5.5
percent on a month-on-month basis to $48.6 on September 30.32
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Energy and Non-energy Commodity Index

Source: World Bank-IMF

The low demand depending on the weak global growth can be shown as the main reason
for the decline in oil prices. However, the rapid price declines can have a positive impact
on the economic recovery as it could create lower input prices further. However, problems
arise for the economies that earn revenues by selling oil and natural gas.
Developed and developing countries’ inflation rates dropped to a certain extent in the first
half of 2016. The low trend in fuel prices is observed to suppress consumer inflation in
the developed countries. On the other hand, Russia and Turkey drive the downward
inflation trend in the group of developing countries. The core inflation rate for the
developed countries seems to increase in the United States and Eurozone. The decline
in Russia’s core inflation rate drags down the core inflation for the developing countries.
End-2016 and end-2017 inflation expectations were revised downward in the second half
of 2016 in the group of developed countries whereas it was significantly revised upward
for the Americas in the group of developing countries.33
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Uncertainties regarding the Chinese economy and normalization process in the US
monetary policy come to the forefront as the main risk elements of the commodity prices
and inflation outlook. In particular, continued loss in value of Chinese Yuan is considered
to have probable deflationary effects on a global scale.
It still pays to keep an eye on the following in terms of the macroeconomic state of the
world economy: Recovery is slower in developed economies since this was where the
crisis emerged. Emerging countries (which have more flexible internal dynamics,
population, consumption, demand, and supply structure) are able to recover and take
actions more quickly following the crisis. Nevertheless, these countries depend on
developed economies for exports, funding, and certain intermediate good imports. Since
recovery takes longer in developed countries, growth problems start to kick in again in
emerging economies.
There were attempts normalize the deflationary trend that began to increase again in the
second half of 2014 in many developed countries through expansionary policies.
Deflationary pressures remained a problem for developed countries throughout 2015.
Reaching the desired target has become difficult in the Western economies due to falling
commodity prices and a lack of willingness to take risks although demand-boosting
policies are applied one after another. A similar process is underway as of the three
quarters of 2016.
Inflation expectations got stronger, and growth expectations declined in countries which
export oil worldwide and whose currency depreciated more against US dollar. Although
developed countries’ inner dynamics are more determining, no significant change is
observed in their inflation expectations.
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1.4. Developed Economies in Summary
In summary, even though the effects of the 2008 crises have weakened, it is difficult to
say that economic variables have gone back to normal. It must be remembered that the
crisis affects different economic blocks differently. The US economy is in relatively better
shape than those of the EU and Japan, partly due to its political decision-making
mechanism's ability to react easily.
As for the EU economy, problems regarding the Southern countries persist, with the
issues regarding their decision-making mechanisms delaying the solution of the crisis.
Macroeconomic variables of the United Kingdom, a member of the EU but not the
Eurozone, are turning out better. Britain decided to exit the EU after its referendum in May
2016. We should note that this result will have a weakening impact both on the Eurozone
and British economy. However, it should not be ignored that possible economic and
political damages can be limited if the process is extended to 2-5 years and managed
well.
Brexit’s another effect is that it has increased the likelihood of other EU member states to
exit. This will clearly have a negative effect on the EU’s economic and political power. On
the other hand, countries that make up Britain express their demands to exit the Kingdom,
which means political as well as economic risks for the country.
Because the Japanese economy was in a cycle of recession and deflation prior to the
2008 depression, it is struggling to fix its economic structures with more intense efforts to
lessen effects.
Recovery in other developed countries fell behind the success of the US, and UK and
growth performance of emerging countries lagged as well, causing serious doubts to
emerge with regard to the sustainability of growth in the global economy. The most crucial
issue of the global economy is achieving “sustainable growth at a desired level.”
Unsuccessful attempts on attaining sustainable growth in the post-2008 crisis and
resulting macroeconomic imbalances require caution in risk management.
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A survey conducted with the investors from developed countries and market actors
demonstrated that the greatest risk factors in terms of potential importance were
considered to be the dissolution of the EU and then the entry of the US into stagnation34.
The Most Significant Possible Risk Elements for 2017

Source: Morgan Stanley Research

1.5. Overview of Emerging Country Economies
Emerging economies generally manage to get out of crises quickly due to their specific
dynamics (young population, consumption trends, behavioral reasons, and so on). These
were again emerging economies that recovered most quickly from the global crisis from
2008 to 2013.
Rising growth rates during this period breathed life into the global economy. Post-crisis
performances have been dazzling for some countries, including China, India, and Turkey.
However, despite their relatively higher dynamism compared to developed countries,
emerging countries still experience structural economic problems. (i.e., current account
deficit, lack of savings, problems with demand, technological deficiencies, fluctuations in
general price levels and exchange rates)
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Aforementioned structural issues are not the only causes of the stagnation affecting the
emerging countries as from 2013. Issues related to underperforming growth levels in
developed countries also had an impact. It must be remembered that every country in the
global economic structure is closely inter-related to each other by virtue of import-export
and fund movements. In 2015, the developing countries were impacted more deeply due
to factors such as the decline in global commodity prices, the Fed’s decision to end
quantitative easing, increased risk perception and lack of growth in consumption.
As stated in the previous sections, the lack of revival in developed economies and the
resulting decline in the global trade will have negative effects on the developing countries,
too. Moreover, surprising Brexit result will also contribute to these problems negatively.
Therefore, big central banks including the Fed will be more likely to extending the current
policies over time rather than reining in the monetary expansion.
A different case that could be named the "new normal" arises when we look at the
situation in terms of global financial markets and fund movements. Under the
circumstances, "monetary and fiscal expansion" will continue in developed countries'
economies as their economies falter, and as a result, funds with diminished risk
perception will continue to flow towards emerging countries.
Even though this particular situation creates a boosting effect on "asset prices," with
occasional shifts in the risk perception, fluctuation arises both in asset prices and in local
currencies. Measures to boost the supply and use of money are the most important
methods used in the world to come out of the crisis. Rather than encouraging
consumption and production in developed countries, these measures bring in capital
gains through financial markets in emerging countries.
It should be noted that a large part of the funds that come to emerging countries are shortterm cash inflows, called "portfolio movements." Monetary policy preferences of
developed countries are sure to affect emerging countries such as Turkey, Brazil,
Hungary, India, Indonesia and Russia in the coming days.
Rising global risk appetite in the second half of 2013 (the Fed’s announcement to end
quantitative easing) created adverse effects on emerging countries regarding
international fund movements. As a consequence, local currencies and financial markets
began to get stirred up. Volatility was enhanced even further in 2015 with increasing an
increasing amount of funds exiting emerging markets (EM), which in turn, weakened local
currencies against the US dollar. Although this situation had different impacts on each
country the most significant short-term losses for the developing countries was the burden
of finding costlier funds replacing the disappearing ones.
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The higher likelihood of portfolio investors (hot) to leave developing countries caused
local currencies to depreciate.
Nominal Effective Exchange Rate Changes in Certain Developing Countries

Brazil
Mexico
Russia
South Africa

Source: OECD Exchange Rate and Thomson Reuters

Excessive borrowing may be triggered in the event of delayed normalization in developing
countries’ monetary policies due to the slower global growth. In that case, it will be crucial
to initiate measures so as to encourage strengthening the financial system and prudent
borrowing.35
Growth rates reflect the weakness in the global economic activity, which started in the
second quarter of 2013 and also continued in 2015. In this period, weak growth
performance continued in emerging countries while economic activity maintained its
relatively positive trend in developed countries. The weak growth trend in emerging
countries is driven by a slowdown in the Chinese economy, decreased commodity and
industrial product prices, overseas financing conditions that get harder, and geopolitical
risks36.
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The Fed’s interest hikes are understood to take place in a more moderate and gradual
fashion than expected while other central banks responded to the falling inflation with
additional supportive monetary policies. In line with expectations, the Fed rose its policy
interest rate for the first time since 2009 at its meeting in December 2015, but it gives
signals that interest rate hikes will take places gradually due to the ongoing concerns over
the global economy37
As of late-2016, it is almost certain that the Fed is going to increase interest rates. The
expectation that the process will remain the same in a less frequent manner in 2017
strengthens the US dollar while negatively affecting other currencies. Developing
countries are mostly affected by such value losses.
In emerging countries, another significant risk factor is problems in accessing "low-cost,
easily accessible" funding sources. Inexpensive foreign funding sources created by cash
abundance is more difficult to access compared with the post-crisis period due to
increasing risk concerns and the Fed's monetary policies. This impact may pose a
problem especially for the financial industries of the countries with high foreign exchange
debts38.

37

CBRT, “Financial Stability Report”, May 2016, Issue: 22, p. 6

38

Please see BIS Quarterly Review, ’International Banking and Financial Market Developments,’ September 2015

[41]

Weekly Fund Inflow into Emerging Countries

Bond Markets

Stock Markets

Source: CBRT, September 28, 2016

Emerging countries employed central bank policies to overcome fast growth issues as
well as increasingly prevalent problems arising from global developments in 2013.
Consequently, central banks of countries such as Chile, Brazil, Peru, Poland, Thailand,
Russia, Turkey, and Mexico implemented repeated changes in interest rate policies to
mitigate the after-shocks of funding fluctuations. In addition to fluctuations in fund
movements, emerging countries’ cash reserves were observed to decrease as a result of
changing events.
As can in the above chart, there has been a decline in the flow of funds into the bond
markets and stock exchanges as of 2014 and 2015.We see cash inflows to relatively high
emerging market bonds after the second half of 2016 while a similar situation took place
subsequent to a fall in stock prices. However, we should remember that such hot money
movements are susceptible to any risks and that they can change direction depending on
the varying systemic factors such as growth, commodity prices, and especially
expectations related to the Fed.
Emerging countries’ reserves declined for the first time in the past 20 years due to rising
competition, capital outflow, changing risk perception and expectations regarding the
Fed’s monetary policies. According to the Q1 2015 reserve data announced by the IMF
[42]

in March 2015, total currency reserves of emerging countries slumped to $7.75 trillion
with a $114.5-billion decline in the past year. This was the first annual decline in emerging
countries’ currency assets since 1995 when the IMF began to announce that data.39
The Fed did not continue the interest rate hike process in the three quarters of 2016 after
launching in December 2015. Bank of Japan and ECB brought down its policy interest
rate to minus levels due to the deterioration of the global growth outlook to negative levels
announcing further bond purchase program, all of which led to loosening in developed
countries' monetary policies. Accordingly, the ECB and Sweden’s Central Bank raised
their interest rates by 5 and 15 bps, respectively, while Norway and New Zealand
increased theirs by 25 bps between January and April 2016.40 Since June 2016, many
central banks around the world have been maintaining interest rates while monitoring
changes to both the economy and the Fed’s policies.
In January-April 2016, We see that particularly some South American countries started
to increase their policy rates before the Fed’s decision. On the other hand, Hungary, India,
and Indonesia cut their interest rates as by 15 bps, 25 bps, and 75 bps, respectively. In
contrast, Peru and Mexico's central banks raised their policy rates by 50 bps whereas
South Africa and Colombia opted for 75 bps hikes each41. On the other hand, developing
countries adopt a more cautious stance on interest rate cuts. However, the CBRT acted
more courageously in this regard putting growth priority on its agenda. With its most
recent interest cuts in September, it lowered the overnight lending and borrowing rates to
8.25 percent and 7.25 percent, respectively. The Central Bank of Russia adopts a similar
attitude.
Taking into consideration the global economy and domestic economies, the central
banks seek to select appropriate monetary policy instruments for themselves. However,
occasional economic turmoils require making opposite changes in such policy
instruments. However, monetary policies have become increasingly controversial. For
this reason, it seems that the global crisis period can not be ended as desired. Countries,
especially developed countries, need to use fiscal and economic policies more effectively.
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1.6. Structural Problems and Employment in Emerging
Countries
Most critical issues emerging countries experience are usually structural problems, which
can be alleviated through decisive measures in the medium term. While structural
problems vary from country to country, major ones are a lack of savings, issues related
to the general level of prices, adding value to import and export items, achieving a balance
of foreign currency, and the middle-income trap.
As a result of the aforementioned macroeconomic imbalances and volatility in global
markets, emerging countries also have growth problems (especially for the last two
years). In addition to decreasing growth rate, emerging economies also suffer from
inflation rates exceeding the desired levels.
Inflation Rates in Developed and Developing Countries (Annual % Change)

High general price levels in the developing countries dropped in the first half of 2016 due
to the declines in Turkey and Russia. In fact, the graphic above reveals an interesting
contradiction of the world economy. Developed countries adopt policies to create inflation
whereas the developing ones still pursue policies to prevent inflation.
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The Purchasing Managers Index should also be closely followed as another leading
indicator signaling changes to expectations. The index seems to have settled within a
certain range in developed and emerging countries; however, it is still far from pre-crisis
levels.
Global PMI Indices

While the global purchasing managers index (PMI) provided a more positive outlook for
the services industry after the last quarter of 2015, this trend has followed a horizontal
line in the first three quarters of 2016, whereas the manufacturing industry recorded
declines.
Increasing employment is one of the most significant challenges faced by both developed
and emerging countries, especially in the past decade. With the onset of the global crisis,
this turned into a social problem that needs to be resolved right away. Turkey has
accomplished considerable success in reducing unemployment when compared to
developed and emerging countries. According to IMF data, Turkey left behind many
countries in the world in terms of average employment growth from 2007-2013. Turkey
achieved a 4 percent employment growth in the relevant period while the countries such
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as Greece, Spain, Portugal, Ireland, Italy, and Japan showed negative employment
growth42.
In particular, the GIIPS countries lead unemployment within the EU. Unemployment rates
in countries like Spain and Greece are well above Turkey's.
Unemployment Rates GIIPS1 Countries

Source: Bloomberg

The ability to overhaul and recover the economy is faster in emerging countries in
comparison to developed economies. The issue experienced by such economies is the
failure to preserve stability and the acquired gains. In this context, the Turkish economy
appears more stable among this group of countries in ensuring employment increases.
Employment-related issues have been on the rise due to growth problems experienced
in the world economy, especially since 2013 (at this point, emerging countries have
remained below their usual growth rates). Turkey has also been adversely affected by the
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increased workforce due to such developments in the world conjuncture and external
migration.
The latest unemployment data indicates that the EU unemployment declined gradually to
10.1 percent in August 2016 (according to Eurostat data) after its peak in 2014. According
to data from the US Statistics Office, the unemployment rate came in at 5 percent in
September 2016. TurkStat’s unemployment data for September 2016 puts the number at
10.2 percent in our country.
Despite fluctuations and increased systemic risks, the Turkish economy has undergone
a considerable transformation in employment in terms of both workforce ratio and
structure. The manufacturing and services industries replaced the agriculture industry as
the major contributor of employment. Transformation in the industry is especially striking,
distinguishing positively among other emerging countries. However, we should keep in
mind that the July 15 coup attempt may negatively affect some variables for a while.
Other important indicators for the advanced economies consist of ‘risk’ and relevant
variables. The changing risk perception influence such countries the most as it leads to
vulnerabilities in their economies. We started to see a relative improvement in the VIX 43
in the second half of 2016 as the two indices closely monitored by the global markets and
the CBRT.
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Risk Appetite Indicator (VIX)

Source: Bloomberg, September 30

Financial markets still remain volatile. Volatility indicators started to increase in late 2015
and early 2016. The US and German long-term Treasury bonds hovered at low levels
with the decline in global growth expectations, lower risk appetite and a tendency to
escape to safe havens. Global volatility indicators are diminished, and global risk appetite
is further improved in recent days with the balancing of oil prices at the $40-$50/barrel
band, the Fed’s decision to increase interests in a gradual and moderate fashion, central
banks’ supportive measures44. However, with the expectations that the Fed can opt for
monetary tightening by adopting a more “hawkish” attitude for 2017, imbalances in
commodity prices, and variables like Brexit could increase the risk perception-related
volatility in the last quarter.
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1.7. Emerging Economies in Summary
It is clearly understood that the emerging economies played a vital role in terms of growth
and employment in the post-2008 world. Countries such as China, India, Brazil, Russia
and Turkey delivered an exceptionally good and enviable economic growth performance
solidifying their position among the world's prominent economic players. This process
took place in a more remarkable way between 2008-2013. Nevertheless, structural
problems (lack of savings, borrowing requirements, foreign currency fluctuations, issues
on the general level of prices, political and geographical risks) in emerging countries
continue to be factors that create potential vulnerabilities.
As of 2013, these countries started to encounter different, internal problems. The best
example of this was the adverse impact experienced by oil-exporting developing countries
(i.e., Russia, Venezuela) whose economies suffered from the sharp drop in oil and natural
gas prices. On the other hand, countries (i.e. Turkey) importing oil and natural as inputs
in production and running high foreign trade deficits have seen improvements in their
balance of payments.
2016 has not been a very bright year for developing countries compared to the past.
Growth, the general level of prices, foreign exchange movements, employment problems,
commodity prices and geopolitical risks have negatively affected the countries in this
group. Turkey, Indonesia, India and China saw declines in their growth rates, while
Russian, Venezuelan and Argentinian economies have shrunk. And the global economic
weakness has persisted as growth and deflationary problems remained the same in
developed countries. Nonetheless, growth and economic activity in Turkey, China, India,
and Indonesia seem positive.
The global economic perception was disrupted by a global growth far from the desired
pace especially in developed countries, causing a vicious cycle for emerging countries as
they could not export adequately and, accordingly, had less demand for import inputs.
These problems increasingly affected emerging economies, the global drivers with their
dynamic structures, proving that the 2008 crisis was not completely over.
Sustainable growth is the most debated issue in the world economy. Keynesian policy
decisions made during the time of crisis have helped reduce the effects of recession and
deflation; however, they will not suffice to achieve a permanent solution.
One should remember that the national economies interact with each other just like
combined vessels. Global trade and demand should recover for both developed and
developing countries to achieve a healthy growth.

[49]

On the other hand, having come to prominence prematurely in the global economy, the
central banks also struggle with problems resulting from tasks that are different from
previous periods. However, we cannot see a structure that can replace the central banks’
current activities and policies.
Another technical issue experienced by both developed and developing countries is
reserve increase of the central banks for their debt services and preservation of
international trade positions and lack of effectiveness in monetary expansion45.
Most of the macroeconomic indicators have not reached the pre-crisis levels yet although
eight years have passed since the global crisis. However, the economies of developing
countries are observed to be more immune to 'crises and fluctuations' compared to those
of developed countries.
It is clear that the world needs the sort of dynamism present in developing countries. It
should not go unnoticed that this process is in favor of developing countries in the medium
term and will further increase their potential.
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PART TWO
2. Developments in the Turkish Economy
This part will analyze the developments in the Turkish economy in recent years as well
as the evaluations and expectations for the nine-month period of 2016. We should
emphasize that we used a location and time-related method when analyzing economic
developments.
The 2001 crisis, which hit the Turkish economy, was a milestone for our country. The
country had fallen into a deep crisis as a result of decades-long structural problems such
as high inflation, unemployment, low growth, high interest and public debt. During a rapid
recovery period, the effects of the crisis were significantly removed in a relatively short
time, thanks to the post-crisis legal regulations and administrative measures.
Improvements were accomplished in debt management especially through public
spending and a borrowing discipline, and the results were observed as growth and
declining risk premiums.
One can make the following remarks after examining last one year of the Turkish
economy.







2015 demonstrated a better-than-expected economic growth with further
employment growth. The growth in the first half of 2016 was also higher than
expected. However, the short-term uncertainty created by the July 15 coup attempt
presents an outlook that is likely to slow down the growth rate in the third quarter.
The growth estimate for end-2016 was revised from 4.5 percent to 3.2 percent with
the new MTP46 announced by Prime Minister Binali Yıldırım on October 4.
Despite this downward revision, the new growth estimate represents a significant
figure in the current global situation.
Also, the recent declines that are fundamentally led by food prices caused the
general inflation to fall down. On the other hand, the US Dollar has gained value
against the Turkish lira as around the world, due to the Fed’s interest rate hike and
a relative change in its discourse. The increase in the exchange rate may create a
negative pressure on inflation due to its transitory nature.
Current account balance keeps improving compared to previous years due to
lower energy prices, positive effects of relative demand increase from the EU
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countries on Turkey’s exports, the exporter’s ability to diversify markets, macroprudential measures and cautious monetary policy.
The public debt is below the Maastricht47 criteria as the country maintains its strict
stance towards public finance.
Sustaining financial discipline contributes both to the risk premiums and inflation
significantly.
The volatility in the global risk appetite took a negative direction in the third quarter
of 2016 causing fund exits from developing countries. Our national risk premium
saw slight increases due to this situation and other developments (coup attempt,
geopolitical risks, rating changes) in the country. Nevertheless, the CBRT
resolutely pushes down interest rates and carries on its policy of economic
stimulation.

Perceptions that change fluctuations in the global economy have remarkable impacts on
the Turkish economy. However, the decline in the Turkish Economy’s chronic problems
or a positive turn enhanced the economy’s resilience against fluctuations. Turkey's
general economic outlook and indicators are a much better state compared to those of
many other countries. Much like the economies of similar risk groups, the Turkish
economy is also affected by developing trends in the global economy. Proactive actions
had to be taken using monetary, economic and fiscal policies in the face of fluctuations
and changes, which occurred at different stages of the crisis, in global economies.48
As stated in part one, central banks carried out these types of rapid interventions Much
like the central banks of other countries, the CBRT, too, follows global developments
carefully and uses the tool of monetary policy. Until the FED’s projected decision to leave
the monetary expansion policy occurred, the Treasury’s annual interest rates were
decreased through reduced public debt following budget principles and a balanced growth
strategy, and a cumbersome interest obligation was eliminated.
During the 2001 crisis, the Treasury was forced to borrow at around 140 percent per year.
Despite fluctuating from time to time interest rates fell rapidly from 2003 onwards reaching
4.99 percent, the lowest level in the history of the Republic, in May 2013. Then, it started
to rise again due to the expectations that the Fed’s quantitative easing would be ended
as well as increased systemic risks. The benchmark interest rate rose to 10.78 percent
on December 31, 2015, due to the Fed’s interest hike at the end of the year and
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geopolitical risks but it fell to 8.75 percent as of June 29, 2016, thanks to the measures
and improved risk perception. Despite all negative internal and external developments,
the benchmark interest rate came as only 9 percent as of October 14, 201649.
Secondary Market Domestic Borrowing Interest Rate

(Percentage)

Source: Treasury Undersecretariat

Fluctuations in International fund flows from the second half of 2013 throughout the world,
and consecutive depreciation in local currencies upset the interest rate markets, causing
relatively rising risk premiums around the globe to be included within interest prices.
Effects of a similar process are being felt particularly in the economies of emerging
countries such as Brazil, Turkey, India, and Russia.
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Changes to the Currency Basket in Turkey 50 (%)

Year
2013
2014
2015
2016 (October 4)

Basket Currency Change (against TL)
23%
1%
8%
7%

Source: Reuters/Bloomberg

Depreciation of the currency basket in Turkey accelerated after May 2013 with the
expectation that global monetary abundance will come to an end but it was observed at
a very low level (1 percent) in 2014. The exchange rate remained in a quite balanced
state due to the CBRT’s measures and other macroeconomic decisions in 2014. In 2015,
Turkish lira shed value due to geopolitical risks and the Fed's decision to raise the interest
rate. The Turkish lira shed 7 percent of its value against the currency basket until October
2016.
Turkish lira/US Dollar Exchange Rate Changes

Source: CBRT

International fund movements and global risk appetite clearly increase volatility the
relevant countries’ CDS51 premiums. This picture followed a quite parallel course with the
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changes occurring in the local currency and we can also observe occasional fluctuations
arising from country-specific risks.
The third quarter of 2016 has been a period of substantial systemic risk for the Turkish
economy. The international risk perception has deteriorated considerably less than
expected despite 'credit rating’ downgrades as rather early decisions. The main reason
for this is the fact that the macroeconomic parameters are quite robust.

CDS Premiums in Select Countries

June 30, 2015.

June 30, 2016.

September 30,
2016

Turkey

226.2

245.9

264.1

Russia

334.0

237.1

219.6

Brazil

266.7

321.7

273.0

Portugal

197.6

323.8

304.5

Spain

115.8

118.6

81.61

Germany

17.0

22.2

19.15

Japan

44.1

45.1

45.61

Source: Bloomberg

To mitigate the effects of structural problems, the CBRT took a series of steps in the first
quarter of 2014 implementing measures, especially regarding foreign currency
vulnerability and fast borrowing. The BRSA took part in the process by introducing new
regulations on bank loans and credit card spending. In the last quarter of 2014, a
downturn began as a result of the measures taken and with the onset of positive
developments in the Turkish economy in relation to foreign affairs (i.e., lowering energy
costs). Lower growth expectancies in 2016 all over the world changed policy priorities,
which in turn affected the CBRT and the government making the economy policies. In this
context, we can regard the measures taken in the second half of 2016 to stimulate
investment and consumption, and also the Central Bank’s interest rate cuts as the effects
of 'growth' priority policies on the economy.
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The CBRT strives to reduce both the unemployment and inflation. In addition, it also
supports other economic policies for a reasonable economic growth. Apart from the
Central Bank, the government's implementation of fiscal and economic policies to achieve
growth contributed to the economic buoyancy We see that domestic and overseas
fluctuations still occur from time to time, but the Turkish economy has achieved a
significant growth with its own dynamics proving its dynamism.

[56]

2.1. Growth and National Income
Its success in sustainable growth is one of the biggest achievements of the Turkish
economy. One of the most critical problems in the world is the insufficient growth of
countries' economies.
Following the crisis, "growth at reasonable levels" has become the most important issue.
Our country has risen to a position where it is now closely watched in this regard. Up until
the 2001 crisis, the Turkish economy had failed to record growth for four consecutive
years. Then, it accomplished a great feat by achieving positive growth for six consecutive
years, from 2002 to 2008. During the 2008 global crisis, it registered negative growth only
in 2009 and then managed to recover quickly in 2010.
Annual Growth Rates in Turkey (GDP, % Change)

Source: TurkStat

An overview of the Turkish economy in recent years shows that it has achieved an
average of 4.9 percent growth from 2002 to 2014. A striking figure is the Turkish
economy’s real growth from 2002 to year-end 2013. The economy achieved a 68.8
percent real growth throughout this period. Turkey steadily grew with an average 5.8
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percent in the past 19 quarters. This accomplishment becomes even more significant in
the face of the sustainable growth problems in the rest of the world 52
TurkStat growth data 53 were in line with market expectations in the first quarter of 2016
(with the GDP rising by 4.7 percent at fixed prices compared to the previous year) and
the growth stood at 3.1 percent at fixed prices in the second quarter 54 compared to the
previous year. Both quarterly growth rates were above the market expectations. This
situation reflected the vitality of the Turkish economy despite various risks. Positive
growth performance has lasted for 27 consecutive quarters. Compared to the fact that
growth rates are falling below normal levels throughout the world, the growth rate of the
Turkish economy is remarkable.
IMF 2016 Country Growth Rates (Estimated)

Turkey’s
Growth Rate,
Ranks fourth
in the world

Source: IMF
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According to TurkStat and Ministry of Economy data
TurkStat; ‘News Bulletin’ Issue: Issue: 21511, June 10, 2016
54 TurkStat; ‘News Bulletin’ Issue: Issue: 21512, September 9, 2016
53
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The IMF55 points to Turkey in its 2016 forecast as one of the world’s five fastest growing
countries. The rapid decline in global growth shows the importance of a 3.5-4 percent
growth rate. Turkey’s growth performance considered to be quite impressive while global
growth forecasts were revised down - as we emphasized in the section on the world
economy.
On the other hand, the OECD forecasts Turkey’s 2016 and 2017 growth rates as 3.9
percent and 3.7 percent, respectively emphasizing the impact of domestic demand and
the increase in the minimum wage56.

Gross Domestic Product

Period
2016-Q2

3.1

USD billion (at current
prices)
195.2

2016 1st Quarter

4.8

169.5

2015 1st Quarter

2.5

180.7

2015 2nd Quarter

3.7

180.8

2015 3rd Quarter

3.9

184.7

2015 4th Quarter

5.7

173.7

4

720.0

2015 (Annual)

Growth (%) (at fixed prices)

Source: TurkStat

Gross Domestic Product (GDP) maintained a continuous rise from 2002 to 2008, reaching
$742 billion, up from $230 billion. Then, following a decline brought on by the global crisis
of 2008, it resumed an upward trend from 2011 to 2013. The latest growth data puts GDP
at $799 billion with a $24 billion decline from 2013. Despite a 2.9 percent year-on-year
growth rate achieved in 2014, the GDP still fell as a result of the appreciation of the US
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IMF, 'World Economic Outlook - Subdued Demand Symptoms and Remedies' October 2016: The IMF expects the
US economy to grow by 1.6 percent this year and by 2.2 percent next year. These ratios were updated as 2.2 percent
and 2.5 percent in July.
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OECD, 'Economic Outlook-99,' June 2016, p: 225-226
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dollar against the Turkish lira. Although the country has achieved significant success with
a 4 percent growth in 2015, the GDP amounted to only $720 billion at current prices.

GDP at Current Prices, USD billion (2002-2015)

GDP rose by 3.6 times over the past 12 years. Turkey moved up from the 21st place in
2002 to the 17th in 2013 in current prices among the world's largest economies 57. After
2013, it continued to remain one of the top 20 economies.
Even though Turkey's growth rate is good compared to the rest of the world, it has been
gradually restraining its growth momentum since 2013 through monetary and fiscal
policies to offset rapid growth-related issues and counterbalance changes in global
events. A controlled growth policy is being implemented due to growth-related issues
such as the need for funds, the likely rise in general price levels and the current account
deficit.
Both the CBRT and the government seem to follow a more courageous policy to
accelerate growth as of 2016 despite taking into account the above factors. Last, Turkey
started to normalize its relations with the Russian Federation, which supports significant
revenue items in tourism and trade. This and the agreement with Israel after the conduct
of political relations at a minimum for a long time will show its positive effects in the last
two quarters.
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According to TurkStat and Ministry of Economy data
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Turkey is among the countries that have recovered the fastest from the global economic
crisis and with the least impacts from the recent economic uncertainty. The annual
average growth rate was 7.2 percent in the 2002-2006 period, while the average growth
rate came at 3.5 percent in the 2007-2015 period.

GDP Per Capita

Source: TurkStat

In parallel with growth rates, per capita income and purchasing power parity also
improved considerably. Although the rapid growth rate of per capita income between
2003-2008 was very high, it fluctuated within a narrower margin after 2010. Rising per
capita income boosted consumption and related activities. The rate remained stable
between 2010-2013.
Per capita income was $10,390 as of the end of 2014. Per capita income decline in 2015
due to a growing population and a depreciating Turkish lira.
Even though a horizontal trend of per capita income evokes the “middle-income trap,”
efforts are underway to improve both per capita income and subsequently, income
distribution. Announcements of employment and incentive packages are an example of
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these efforts58. These packages strive to advance per capita income by reshaping the
employment structure and tools, and by establishing innovation-based production
The Turkish economy ranks below the EU countries in terms of Purchasing Power Parity
(PPP)59 based on 2013 figures. Nevertheless, it should be remembered that the PPP
soared to $18,974 in 2013, up from $8,540 in 2001 60 . The PPP forecast for 2018
(according to the MTP) is expected to come in at $23,829.
Comparative GDP per Capita of Countries (2015)

Source: Eurostat

On the other hand, purchasing power also needs to be raised in Turkey. However, efforts
to avoid a middle-income trap and increase individuals’ PPP can manifest results in the
medium term. In this context, we can state that the government implements policies that
increase value added production, exports and individuals’ incomes. Our country will move

Prime Minister Binali Yıldırım announced the Comprehensive Economic Package on July 4, 2016, a typical example
of it, in addition to the previous incentive packages.
59 Purchasing power parity (PPP) is the currency conversion rate which removes price level differentiation between
countries. When the money at hand is converted to a different currency though the parity rate, all the
58

countries can buy goods and services in the same basket.
60 USD data is from TurkStat, PPP data is from the World Bank
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to a higher level in terms of PPP when the 2018 target is achieved as part of the MTP
plan.
Comparative Purchasing Power Parity of Countries (2014)

Source: IMF

External factors impacting growth in Turkey in the nine-month period of 2016 can be
summarized as follows:







'Sustainable' growth continues to be a problem in the world,
Despite continued geopolitical and political risks in the Middle East, the Turkish
economy will see positive effects of resolving the problems with Russia and
Israel. Turkey previously had serious problems with both in the middle of
serious economic relations.
Brexit’s negative impacts on the EU economy due to the proliferation of the
problems between the two.
Another possibility is that the British economy will have a contraction course
just when it started to recover and this will influence trading partners negatively.
The expectation of further exists by other EU members and the strengthening
of such movements is an indicator of possible hard days for the EU-Eurozone.
Increased risk perception for this area may influence Turkey’s exports to the
EU just as the region started an economic recovery.
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Negative impact of growth-related and geopolitical developments in the export
regions on exports
The relative monetary abundance is likely to continue, but with continued
expectations for an interest rate hike by the Fed
Relative decline in the fluctuations of oil, energy and basic commodity prices
Developments in the Asia-Pacific region and the Middle East.

During this period, the CBRT may be expected to exercise a tightened monetary policy
to try to prevent any price and financial instability caused by a possible increase in the
foreign exchange rate. This may be a period in which the interest policy is simplified, and
reserve policies are efficiently used. However, just like in all the developing countries, the
relevant institutions may bring policy interest rates close to market rates to reduce the
impacts of further depreciation in local currencies and keep tabs on general price levels.
With this in mind, controlled and sustainable growth will become even more important.
However, the CBRT stressed in its most recent report that it would keep following
'inflation' prevention policies despite putting an emphasis on growth61.
Since the 2008 crisis, almost every economy has been experiencing growth and related
issues in varying levels of severity. Over time, serious separations began to take place
between countries in terms of quality and quantity of growth. Therefore, countries will gain
much from maintaining a positive growth rate and making it more noteworthy.
Based on the analysis of the past performance of the Turkish economy, it is remarkable
that it was a leader among the EU countries in terms of real GDP increase from 2001 to
the first quarter of 2015. This positive differentiation can be expected to continue also in
2016.
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’Inflation Report, CBRT–IV. October 2016
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Real GDP Comparison Between Turkey and the EU Countries

(2001=100)
Turkey

Source: OECD

The most vital issue surrounding the growth rate of the Turkish economy is its ability to
maintain said rate with more control over it. Nevertheless, it must be kept in mind that
certain industries with higher susceptibility to growth will grow a little more slowly than
average.
Therefore, Turkey reached the 2015 growth rate with the 4 percent growth as cited in the
MTP. The Turkish economy has been growing since the last quarter of 2009, although
the MTP growth target for 2016 has been revised to 3.2 percent. Moreover, the economic
growth rate estimation for 2016 is approximately twice that of the EU economies although
it seems low for our targets. The Turkish economy posts remarkable growth rate in the
world even when it follows its current reasonable growth path.

[65]

GDP Growth Rate (Period Average, %)

Source: TurkStat and Treasury Undersecretariat

Turkey’s periodic growth rates have the power to create a strong momentum if a favorable
internal and external environment is preserved. Further normalization of the global
economy can increase the trade volume. Turkey’s annual growth rate can go over 5
percent when this is combined with new investments and demographic factors.
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2.2. Changes in General Price Levels
One of the most important points in the Turkish economy is the upward trend in overall
price levels. Inflation rates were quite high in Turkey for a fairly long period of time. It was
62.7 percent and 71.6 percent on average between the 1983-1994 and 1995-2001
periods, respectively, before being cut down to an average 10.5 percent as a result of the
measures from 2001-201562.
Average Inflation in Turkey (%)

Source: TurkStat

Even though the rise in general price levels (one of the critical structural problems of our
country) is now largely under control, there has been a volatile course in the past 24
months as a result of consumption and foreign currency volatility. We saw a surge in the
core inflation until the end of the first quarter of 2016 due to the agricultural products
followed by a subsequent decline.
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According to TurkStat data
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CPI and D-PPI Changes

(October 2015-October 2016)

October
Change (%)
Monthly
Year-end
Annual
Annual
Average

CPI
2015
1.55
7.86
7.58

2016
1.44
6.23
7.16

Domestic PPI
2015
2016
-0.20
0.84
7.59
4.66
5.74
2.84

7.69

7.89

5.58

3.83

Source: TurkStat
According to data announced on November 4, CPI (2003=100) rose by 1.44 percent in
October 2016 compared to the previous month, by 6.23 percent compared to December
of the previous year, by 7.16 percent year-on-year, and by 7.89 percent on average in 12
months.63
The Domestic Producer Price Index (D-PPI) increased by 0.84 percent in October 2016
compared to the previous month, by 4.66 percent compared to December 2015, by 2.84
percent year-on-year, and by 3.83 percent on average in 12 months.64
In October, CPI rose by 1.44 percent compared to the previous month, below market
expectations. On the other hand, the domestic PPI posted a monthly increase of 0.84
percent. According to a Reuters survey, respondents expected a 1.62 percent CPI
increase compared to the previous month while a lower inflation figure brought a positive
effect.
In October, the month-on-month CPI increase generally came higher than the other
months due to seasonal effects. However, the rise this year has remained low compared
to the previous years, and inflation in October has recorded the lowest monthly increase
since 2006. Also, the annual CPI, at 7.16 percent, carried its downward trend to the third
month. In this period, the annual domestic PPI also maintained its low course at 2.84
percent65.

63
64

TurkStat, ‘Tüketici Fiyat Endeksi, January 2015’ Issue: 21694, November 3, 2016
TurkStat, “Domestic Producer Price Index, October 2015” Issue: 21737, November 3, 2016

İsbank, ‘Inflation Developments,’ October 2016,’ Economic Research Department, November 4, 2016,
p. 1
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The core inflation indicators continued to decline in October. The annual inflation in the H
and I indexes, the core inflation indicators closely monitored by the CBRT, has declined
to 7.01 percent and 7.04 percent, respectively, drawing close to the lowest level in the
last three years66.
Customized CPI (Core Inflation)

Source: TurkStat, Isbank

Energy and relevant inputs are the most important elements that create producer prices.
Energy input prices maintain their relative uptrend in the international markets for the last
few months. Having risen by 9.83 percent over the previous month, coke and petroleum
products made the main contribution to the monthly increase in the domestic producer
prices index, and they were followed by base metals. Unlike CPI, food products had a
reducing effect on Domestic PPI while the reduction of natural gas prices led to a decline
in electricity, gas production and distribution prices.
The following are the comments by the CBRT on the inflation level, which is one of the
parameters it most closely monitors67:

66
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ibid. p. 1
CBRT “Inflation Report” October 2016-IV, CBRT, pp. 21-23
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In the third quarter of 2016, consumer inflation fell by 0.36 percentage points to
7.28 percent on a quarterly basis. While basic goods and food inflation were
effective in this decline annual inflation in the tobacco and energy groups has risen.
Inflation in the main group of goods has fallen considerably due to a decline in the
cumulative effects of exchange rates and the weakening of demand conditions.
Moreover, the moderate course of import prices has been another factor
supporting the inflation outlook.
The slowdown in food inflation was particularly affected by the contraction in the
tourism industry and the decline in exports to Russia. Non-fresh fruit and vegetable
inflation fell to 4.78 percent in September, the lowest level in five years. On the
other hand, service industry inflation maintained a high course despite the
slowdown in economic activity and food inflation, especially due to the increase in
real labor costs and rental outlook.
In the tobacco products, cigarette companies increased prices in July once more
after the price increases due to the tax adjustment in January. Thus, the tobacco
products have contributed to consumer inflation 1.1 percentage points, above the
historical average, in the last year.
On the other hand, energy price increase was driven by the adjustment to the
Special Consumption Tax (SCT) imposed on fuel products in September despite
the moderate course of oil prices.
The annual inflation of the core indicators continued to slow down for the past two
quarters despite the volatile course of the consumer inflation in the third quarter.
Core indicators, diffusion indices and the course of producer prices pointed to an
improvement in consumer inflation outlook in this period.
In summary, tax increases in fuel products and price developments in tobacco
products limited the improvements in consumer inflation in the third quarter of the
year, whereas lower effects of the cumulative exchange rate and the slowdown in
domestic demand supported the gradual fall in core inflation. The contraction in
the tourism industry limited the rate of price increases in service such as
accommodation and catering and the food group. On the other hand, the
contribution of wages to the consumer inflation has risen compared to the previous
year, which had ramifications particularly on the service industry and laborintensive goods such as furniture.
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The most important elements among the above-mentioned factors are the course of
prices in basic food and agriculture products and the impact of higher exchange rates and
an increase in the minimum wage on general price levels.
On the other hand, sensitivity to data flow by global markets remains high as a result of
the increasing uncertainties due to the divergence in monetary policies of developing
countries. This especially increases volatility in capital flows. In conclusion, uncertainties
in global markets and rising food prices require the maintenance of a cautious approach
to monetary policy.
CPI Contributions (% Points)

Source: CBRT, 'Inflation Report,' 2016-IV

Expectations constitute one of the factors affecting the general level of prices. It is easier
to control the overall level of prices if the expectations and future predictions are managed
well. In this context, the expectation survey conducted by the CBRT reveals expectation
of a downward trend in inflation in the 12- and 24-month period after September 2016.
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Inflation Expectations and Rates

(annual percentage change)

Source: CBRT Expectation Survey

CBRT follows a prudent policy and emphasizes that the monetary policy will not be
loosened so that the above target can be achieved and improvements remain permanent.
On the other hand, expectations need to be managed as well as the macro-prudential
measures and monetary policies.

2.3. Labor Market Developments
Creating more jobs and decreasing the unemployment rate are among the most critical
issues faced throughout the world. In a number of Western countries, along with growth,
employment-related problems stand as the major issue in the post-crisis period. Our
country appears to have made significant gains in unemployment through employment
incentive policies
Still, there may be differentiations in unemployment levels, depending on growth rate
fluctuations and future projections. Global monetary and economy policies, in particular,
bring out results in terms of employment levels, in relation to the impact they make on
countries’ growth.
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Unemployment Rates (%)

Source: TurkStat

The significant improvement of the Turkish economy from 2002 to 2016 also shows itself
in the growth indicators of employment and labor force participation rate. However, there
are occasional increases and decreases in the employment level due to different
developments. Following is an explanation of the situation in the light of the most recent
data68.





The Turkish economy has created additional employment for about 6 million
people since 2009.
The unemployment rate rose by 0.9 percent year on year to 10.7 percent in July
2016.
The number of employed as of July 2016 was 27,636,000 while the employment
rate stood at 40.0 percent.
In July 2016, labor force population rate was 30,961,000 with a labor force
participation rate of 52.7 percent.

The Turkish economy had significant achievements in employment since the 2001 crisis
and increased the employment rate considerably, reaching a better position than many
European and OECD countries 69 . However, it should be noted that unemployment
increase in some periods in parallel with global fluctuations and domestic developments.
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Please see Part One.
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According to TurkStat70 data:






The number of the unemployed among those aged 15 and older has demonstrated
a year-on-year increase of 354,000 people totaling 3,324,000 in July 2016. The
unemployment rate was 10.7 percent with a 0.9 percentage point increase. In the
same period, the non-agricultural unemployment rate was estimated to be 13
percent with an increase of 1 percentage point.
The unemployment rate in the young population (15-24 years old) was 19.8
percent with an increase of 1.5 percentage points while this rate in the 15-64 age
group was 11 percent with 1 percentage point increase. The number of employed
people rose by 294,000 year-on-year to 27,636,000 in July 2016 leading to an
employment rate of 47 percent with a 0.2 percentage point decrease.
The number of agriculture workers fell by 291,000 in this period while the number
of employees in the non-agricultural sectors rose by 586,000. The agriculture,
industrial, construction, and service industries constituted 20.7 percent, 19
percent, 7.4 percent and 52.9 of the workforce, respectively. The agricultural and
industrial sector’s share of total employment rose by 1.3 percent and 0.5 percent,
respectively year on year. On the other hand, the share of the service sector rose
by 1.8 percentage points while the share of the construction industry did not
change.

Following are the most important elements that affect employment in the last year:
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The impact of heavy external migration on the labor market
Decrease in export opportunities in parallel with the slowdown in the world
economy
Internal economic expectations
Turbulence with neighboring countries in trade and service (mainly tourism)
industries
The developments in our country and their effect on employment,
Construction and industrial services remain to be important employment centers
supported by the services industry,

TurkStat, “Labour Force Statistics, July 2016”, Issue: 21574, October 17, 2016
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Calendar-adjusted Labor Force Indicators (%)

Source: TurkStat

The Turkish economy appears to be more powerful than the EU economies in terms of
job creation. The Turkish economy has a better status than the 28 EU Member States
especially in terms of young unemployment. However, we observe a fluctuating course in
young employment for the last one year71.
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According to Turkstat data, young unemployment rate for the age group 15-24 came at 17 percent in March 2016
with a 1.6 percentage point decrease. Similarly, according to the TurkStat’s July 2016 data, the unemployment rate in
the young population (15-24 years old) was 19.8 percent with an increase of 1.5 percentage points while this rate was
11 percent in the 15-64 age group with one percentage point increase.
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Unemployment Rate of the Young Population (Seasonal adjusted, %)
EU 28
Countries

Turkey

OECD

Source: OECD

Unemployment rate started to decelerate in 2015 and followed a horizontal path
throughout the year. A moderate employment growth took place in 2015 with the services
industry having the biggest share of the increase.
We can summarize the developments and anticipations in the labor market as such 72;
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Having declined in the first four months of 2016, the unemployment rates increased
significantly in May, June, and July.
Although employment growth accelerated compared to the first quarter,
unemployment rates rose in the second quarter with strong participation in the
workforce.
The decline in employment in June and July caused unemployment rates to keep
rising

CBRT “Inflation Report” October 2016-IV, CBRT, pp. 48-49
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However, the slowdown in labor force participation has limited increase in the
unemployment rate. The first data for 2016 indicated sustained moderate
employment increases and a slowdown in labor force participation while
unemployment rate started to decline. Employment increases may be limited
depending on a possible decline in the export of services exports.
In the second quarter of 2016, the recovery in industrial employment and the
contribution from the public administration and community services industry
affected the acceleration of the non-farm employment growth. In this period, the
construction industry continued to contribute to employment growth
Public employment growth has been a factor limiting the increase in unemployment
rates in the second quarter of the year.
Public employment is expected to decline in the period ahead as a result of the
uncertainties since mid-July. It is estimated that uncertainties can contribute to
unemployment rate increases. In addition, developments in the tourism industry
continued to have negative impacts on service employment during the same
period.

However, the Turkish economy has the capacity to achieve, despite any possible
development, a recovery in the labor market in 2016 and onwards with its own dynamics.
The softening of relations with Russia will clearly bring a positive movement in tourism
services and agricultural employment.

2.4. Other Structural Developments in the Turkish
Economy
2.4.1. Current Account Balance
Measures have been taken to curb the current account deficit, a problem otherwise
tending to turn chronic in the Turkish economy, and improvements started to take effect.
A relative decrease was observed in sensitivity to external resource inflows/outflows and
foreign currency, which rise due to the current account deficit. From 2012 onwards,
measures have been taken to reduce the current account deficit amount and composition
through fiscal and monetary policies. Improvements in the current account deficit are
boosted especially by declining energy inputs.
The domestic demand is expected to strengthen in 2016 compared with 2015, and
external demand is estimated maintain a recovery trend thanks to the recovery in the EU
despite the presence of geopolitical risks. In this context, improvements in the current
account deficit are projected to continue with maintenance of macro-prudential policy
measures and positive contribution of the international terms of trade.
[77]

This prediction started to materialize in 2016, and current account balance saw a quick
improvement. Positive changes to foreign trade volumes, moderate course of consumer
loans and cautious macro policies can be considered to be the main reasons for the
improvement in the current account balance. The continued decline in commodities and
energy costs reduced imports while the moderate recovery trend in the European Union
countries and the Turkey’s ability to diversify its markets supported exports. As a result,
foreign terms of trade maintained a positive direction. As a result of the positive
developments in foreign trade, we observe a rapid rise in the export-import ratio,
especially in the last quarter of 201573.
On the other hand, the global economic growth rate in the second half of 2016,
uncertainties over the monetary policies of developed countries, the course of capital
flows and geopolitical developments pose a downside risk to growth. Also, the current
account deficit is estimated to increase to a certain extent in the short-term due to
continued contraction in the tourism industry and a gradual decline in the effects of
commodity prices.74
A controlled growth strategy has been adopted, and both monetary and financial policies
have been implemented particularly since 2013 to mitigate problems caused by the
current account deficit (foreign financing, susceptibility to capital movements, foreign
exchange rates, etc.) A more moderate growth outlook has been observed during this
period. However, the CBRT has adopted a monetary policy since mid-2015 considering
growth as a priority while monitoring price stability simultaneously.

Current Account Balance
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CBRT, “Financial Stability Report”, May 2016, Issue: 22, p. 12
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(GDP Ratio-Percent)

Source: CBRT

The current account balance was $1.8 billion in August 2015, a little higher than expected,
compared to a lower figure of $256 million last year. The current account deficit declined
by 4.9 percent year on year to $23.5 billion in the first eight months of the year. On the
other hand, the 12-month cumulative current account deficit rose by $2 billion compared
to July and exceeded $31 billion.75
On the other hand, developments in the global economy are also important to the current
account balance. The decline in commodity prices influenced Turkey’s current account
deficit positively, the inflation and overall growth. However, the positive impact of such
effect remains limited since the decline in energy input prices has become increasingly
stagnant.
Foreign direct investments fell by half in September, compared with the same month last
year. We see a similar picture for direct investments in the period January-August. The
stock market saw capital inflows, albeit limited, in August after the outflows in the
aftermath of the domestic developments in July. DIBS recorded a $1 billion inflow on the
bond market side. On the other hand, the increase in the overseas securities of nonbanking sectors and banks’ repayment of $330 million for the bonds and securities they
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issued abroad limited the rise in portfolio investments. Therefore, portfolio investments
lost a momentum in August compared to the previous month. However, portfolio
investments continue to show a positive outlook in the first eight months compared to the
previous year. Portfolio investments recorded net outflows of $8.6 billion between January
and August last year, whereas the capital inflows amounted to $10.1 billion in the same
period this year.76
Financing of Current Account Deficit*

Source: CBRT

The financing structure of the current account deficit is as important as the current account
deficit itself. Global cash abundance was observed from 2010 to July 2013 when shortterm portfolio movements were heavy within the balance of payments. In the subsequent
period, tightening efforts of central banks took effect in global monetary markets. Upon a
decision by the CBRT and other financial organs, funds from portfolio movements were
reduced despite an increase in the funds from direct investments. This is a healthier
development from an economic perspective. However, this balance can vary according
to the global outlook and investors' risk preference.
Turkey has not suffered a huge loss in portfolio investments and foreign direct
investments and even recorded fund entries as of September although the country has
faced difficult times especially after the second half of the year due to socio-political and
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geopolitical risks, and hasty credit rating downgrades. We should not ignore how resistant
Turkey is despite the negative developments in the country’s economic analyses of
Turkey in 2016.
One of the significant variables used in international economy comparisons and risk
assessments is a country's current account deficit/GDP ratio. A high rate is considered to
enhance external financing- and exchange rate-related risks.
Balance of the Current Accounts of the Selected Countries/GDP (%) 2015

Source: IMF, World Economic Outlook Report, April 2016

The current account deficit to GDP ratio, which declined due to the measures in the
Turkish Economy and external markets, was revised with the implementation of economy
policies that are more favorable towards growth policies. According to the new MTP,
current account deficit to GDP ratio target was revised from 3.9 percent, 3.7 percent, 3.5
percent to 4.3 percent, 4.2 percent, and 3.9 percent for 2016, 2017 and 2018,
respectively77.
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MTP as updated on October 4, 2016.
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Nonetheless, we can foresee that the current account deficit could fluctuate moderately
on a monthly basis if we consider the weak trend in exports caused by diminishing global
demand as well as geopolitical developments together with the signs of recovery in
domestic demand.

2.4.2. The Turkish Economy and International Risk
Indicators
Countries' risk levels show significant fluctuations in terms of both appreciation and
economic perception. Particularly in the recent year, the Turkish economy was assessed
by the internal risks of emerging countries and how they were perceived (expectations)
in the world economy and was observed to fluctuate occasionally in terms of external and
internal risks.
In the post-crisis period (November 2012), Fitch credit rating agency raised Turkey' longterm foreign currency issuer default rating to BBB- from BB+, and long-term local currency
issuer default rating to BBB from BB+. Similarly, S&P Credit Rating Agency raised
Turkey's long- term credit rating to BB+ from BB on March 27, 2013.
Credit Rating Agency Fitch maintained Turkey's credit rating at BBB- (investment grade)
as well as its stable outlook78.
Moody's Investor Service, another credit rating agency, stated that the shock to Turkey’s
economy from the failed July 15 coup attempt largely dissipated. Moody's added that it
would complete the revision of Turkey’s credit rating the following month. In its statement,
Moody's said: “The shock to Turkey's economy from the coup attempt has largely
dissipated” while Alastair Wilson, Moody's Managing Director of Global Sovereign Risk,
pointed to the country's policymaking drives and the economy's sensitivities to global
interest rate shifts79.
The same agency cut Turkey’s credit rating to lower than investment-grade on September
23, 2016, only two days after the above statement. The agency downgraded the Turkey's
long-term issuer and senior unsecured bond ratings to Ba1 from Baa3 and assigned a
stable outlook.
Moody's cited two reasons as the justification behind the downgrade:
1) Higher risks to Turkey's high level of external financing requirements
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https://www.fitchratings.com/site/fitch-home/pressrelease?id=1000118, February 26, 2016, p. 1
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Statement by Moody’s Investors Service dated September 21, 2016
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2) Weakening in borrowing, growth and institutional robustness, which were previously
supportive factors.
Moody's stated that upward movement in Turkey's sovereign rating would be constrained
by balance-of-payments factors as long as external imbalances remained large. However,
it said, upward rating pressure could materialize in the event of structural reductions in
these vulnerabilities or material improvements in Turkey's institutional environment or
competitiveness.
Moody’s also added: “Reductions in political risk emanating either from the geopolitical or
in the domestic political environment, while credit positive, would not result in upward
rating action in the absence of other credit improvements.”
However, Moody's statements include serious inconsistencies. Confirming the situation
of a country that carries on its economic activities after surviving such a coup attempt with
very important economic and social consequences in an uncommonly quick way in the
world history, and then cutting its credit rating only two days later is quite thoughtprovoking. Another criticism concerns the institutional structure. The institutional structure
became stronger and normalized instead of weakening after the coup attempt.80
Fitch, another international rating agency, currently maintains its investment-grade rating
for Turkey. Fitch assessed Turkey's credit rating on August 19 for the last time affirming
its credit rating at 'BBB-’ but it revised the outlooks to Negative from Stable81.
On August 19, Fitch said that political uncertainty was expected to impact economic
performance. The Agency also underlined that growth was forecast to dip due to lower
investment.
Standard & Poor's 82 maintained its credit rating at BB with its announcement on
November 4, 2016. However, it upgraded Turkey’s outlook to stable from negative
demonstrating a positive risk perception. Having made this revision, the S&P stated that
the government policy was gradually refocusing on measures to reduce external
vulnerabilities, albeit in the presence of weaker growth and moribund private investment
Standard&Poor's (S&P) also declared that it expected Turkey to grow by 3.2 percent both
in 2016 and 2017.

Aşkın, Mustafa, ’Kredi Değerlemesi’ Derin Ekonomi, October 2016, Issue 17, p. 62
Bloomberht,’ http://www.bloomberght.com/haberler/haber/1921899-moodys-turkiyenin-kredi-notunu-dusurdu’
September 24, 2016
82 Bloomberght,’ http://www.bloomberght.com/haberler/haber/1940863-s-p-turkiyenin-kredi-notu-gorunumununegatiften-duragana-yukseltti’ November 4, 2016
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Although Turkey has been in a good position in terms of International risk perception for
a long time, the impact of increased global fluctuations and geopolitical risks has been
observed since the second half of 2015. Brexit and the Fed damaged the perception in
the first half of 2016 together with similar risk factors. The July 15 coup attempt took place
in a period when the international risk perception was rather fragile, and it was reflected
on Turkey’s evaluations. However, the Turkish economy has reacted to this incident in an
unprecedentedly quick fashion and dressed its wounds. As a result, investors observed
the robustness of the country’s macroeconomic fundamentals and started to give up their
old negative perceptions as Turkey normalized in a very short time.
Credit Notes of the Selected Countries* (in
Moody's
A2
A3

Botswana, Poland Slovakia
Bermuda
Malta. Mexico. Peru, Lithuania, Latvia,
Iceland

Baa 1 Thailand, Mauritius, Ireland
Baa2 Bulgaria. Italy
Panama, Spain, Uruguay, Colombia,
South Africa, Philippines
Baa3 Namibia. India
Slovenia. Romania, Trinidad, and
Tobago
Indonesia, Kazakhstan, Bahamas
Ba 1 Turkey (stable) Morocco, Albania,
Hungary, Costa Rica, Guatemala,
Portugal, Russia, Paraguay
Azerbaijan
Ba2 Brazil, Croatia, Bahrain

foreign currency, October 3, 2016)

Standard & Poor's
A

Slovenia

A-

Botswana, Lithuania, Latvia,
Saudi Arabia
Trinidad and Tobago
BBB+ Thailand, Malta, Poland
Peru, Mexico, Spain, Iceland
BBB Panama
Colombia, Philippines, Uruguay
BBB- Morocco, India, Kazakhstan,
Romania, South Africa
Italy, Bahamas, Hungary
BB+ Indonesia
Bulgaria, Russia
Portugal, Azerbaijan
BB

Turkey (negative), Guatemala
Croatia, Bahrain, Brazil, Cyprus

Fitch
A

Malta, Ireland

A- Poland, Latvia, Lithuania
Slovenia
BBB+ Thailand, Italy, Mexico,
Peru, Spain, Iceland
BBB Kazakhstan,
Panama,
Colombia
BBB Turkey (negative), Morocco.
Namibia, India, Romania,
Indonesia, Philippines, Bulgaria,
Uruguay, Russia, South Africa,
Hungary
BB+ Costa Rica. Azerbaijan, Bahrain

BB Guatemala, Croatia, Brazil

*Ratings cover until BB degree. Source: Bloomberg
On the other hand, the Turkish economy will have a more positive “risk” position as
problems decrease thanks to the past and future “structural measures.”
The Fed’s decision to tighten the supply of money, as explained above, had an impact on
all currency values throughout the world. The Turkish lira was no exception to this. EMBI
Index is another significant risk comparison variable for countries83. Turkey’s risk can be
said to be at a quite acceptable level when we examine the developments in this index.

EMBI: Country risk premium, is the difference between a country’s EMBI+ index and its returns of US
Treasury paper. Therefore, decreased spreads refers to a decrease in a country's risk while increased
spread suggests increased risk for the country.
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EMBI + Index, Comparison of Turkey with other Countries

(January 2, 2008-October 3, 2016, Change, bps)

Source: Bloomberg

Risk factors in the world economy demonstrate periodic or momentary changes
depending on many different factors. Such changes have undeniable effects on national
economies. However, the Turkish economy proved that it had a dynamic and resilient
structure even in periods with high risk considerations.
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2.4.3. Global Status of the Turkish Economy and Future
Projections
The Turkish economy has proven to be quite flexible in the face of foreign and domestic
developments and fluctuations. In 2015, among 20684 countries worldwide, the Turkish
economy ranked 17th in the world and 6th in Europe in terms of purchasing power parity.85
Ranking of the World's Largest Economies*

(By PPP, USD trillion, 2015)

*Estimated Country Calculations
Heavy fluctuations in the world economy throughout 2015 and appreciation of the US
dollar against almost all currencies created a negative effect on per capita GDP,
calculated in US dollars for all countries. A similar trend continued throughout 2016.
However, improvements in foreign exchange and growth rates would uplift such macro
figures. At this juncture, political and economic predictability gains importance.
Europe's Largest Economies*
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http://tr.wikipedia.org/wiki/%C3%9Clkeler_listesi
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According to the IMF and World Bank Data
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(By PPP, USD trillion, 2015)

*Estimated Country Calculations
Source: Treasury

On the other hand, Turkey’s growth performance in the first quarter of 2016 helped it rank
first among the European economies. While the Turkish economy grew by 4.8 percent in
the relevant period, is closest followers were Sweden and Romania, both which had 4.2
percent growth.

European Countries’ Growth Rate as of Q1 2016, and Turkey

[87]

Source: Anatolia News Agency

Turkey’s latest growth figures and 2016-2017 estimates make it appear as in top 10
among other 34 OECD countries.
Turkey saw a slight slowdown in its growth rate in the second quarter of 2016 but the
country grew by 3.9 percent, 2.5 times the rate of developing countries except for China
and India in the first half of the year. However, the government took necessary structural
measures and offered incentives for the economic growth after the November 1 elections.
We should remember that those measures would need time to create figures that will
influence the economy.
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Measures Taken in the Turkish Economy in the Last Year (November 2015-November 2016)

Source: Anatolia News Agency
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From a global economic perspective, the most important problem along with growth
seems to be public debt. Most countries’ public debt exceeded the sustainable limit and
surpassed GDP figures.

Global Public Debt and Its Relationship with National Income
(Trillion US Dollars and Percentage-IMF’s 2016 Estimates)

Turkey

Source: Anatolia News Agency
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One of the most significant characteristics of the Turkish economy is its success in public
finance. Following the crisis of 2001, the country achieved stable improvement in public
borrowing requirements and budget items. The ratio of Turkey's budget deficit to GDP
was 1.2 percent in 2015 surpassing 21 EU countries. The budget deficit remains below
the 3 percent Maastricht limit86. Public finance is one of the Turkish economy’s most
distinguishing advantages. Many EU countries crises related to high public debt
especially after 2008 crisis highlighting the importance of this issue once more.
Central Administration Budget Deficit
(12-Month Cumulative, as % of GDP)

As a result of improvement achieved in the public borrowing requirement, the need for
resources declined significantly. Vulnerabilities posed by very high borrowing amounts
are clearly seen in the EU, in particular, in Greece, Portugal, and Spain. On the other
hand, public and national debts, another important issue for the global economy, not only
increase fragilities but also cause occasional country-based crises.

86

According to the Ministry of Economy Data
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EU-defined General Government Budget Deficit/GDP (%)

Source: Eurostat

The Turkish economy and finance only meet Maastricht criteria on the budget deficit but
also reduce the risk level by eliminating the necessity for the public to acquire borrowing.
General Administration Debt Stock (GDP %, 2015)

Turkey
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As a result of the effective measures in public finance and their management, Turkey’s
financial system maintains a low borrowing rate at the international standards while
continuing to manage the process with measures that reduce borrowing requirements.
Public Net Debt Stock (billion TL)

Source: Treasury Undersecretariat

There are also noteworthy projections made by International institutions for developed
and emerging countries alike for the years 2030 and 2050. According to a PwC study, the
Turkish economy has succeeded in ranking among the world’s top 15 economies based
on purchasing power parity thanks to its certain accomplishments among emerging
countries. Based on the same study, GDP (based on PPP) projections put Turkey at
number 15 with a GDP of $2.1 trillion by 2030 and at number 12 with a GDP of nearly
$4.5 trillion by 2050.87

PwC, World in 2050 Report pp. 8-23
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Estimated GDP in the Top-20 World Economies (Based on PPP, 2030)

YEAR 2030
Countries
China
US
India
Japan
Brazil
Germany
Russia
France
England
Mexico
Italy
Indonesia
Canada
Spain
Turkey

YEAR 2050
Estimated GDP *
(USD billion)
24,356
23,376
7,918
6,817
4,883
4,374
4,024
3,805
3,614
2,830
2,791
2,456
2,414
2,310
2,106

Countries
China
US
India
Brazil
Japan
Russia
Mexico
Indonesia
Germany
France
England
Turkey
Italy
Spain
Canada

Estimated GDP
* (USD billion)
48,477
37,998
26,895
8,950
8,065
7,115
6,706
5,947
5,882
5,714
5,598
4,486
3,867
3,612
3,549

According to MER Productivity Method
Source: World Bank 2011 and PwC 2050 Projections

McKinsey, an International consultancy institution that provides future projections on the
world and Turkish economy, rated Turkey as one of the few countries to achieve positive
growth in the next 50 years, based on its study of National Income, Per Capita Income
and Productivity (by taking into consideration UN population projections) 88.
Direct foreign capital is boosted, thanks to the dynamism and future projections of the
Turkish economy as well as rising confidence in the medium-term. This interest can be
expected to continue, despite fluctuations and occasionally rising risks worldwide.
Turkey drew only $17.4 billion in foreign direct investment from 1984 to 2004, while this
amount rose to $131.5 billion from 2005-2016 (April). Direct foreign investment was $1.6
billion in the period January-April 2016, with a year-on-year decrease of 55.8 percent.89

88
89

McKinsey Global Institute, ‘Global Growth: Can Productivity Save the Day in Aging World,’ January 2015
http://www.ekonomi.gov.tr (According to the CBRT data)
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A remarkable increase was achieved in direct foreign investment inflow in 2015 despite
global fluctuations and increased risk perception.
Turkey drew only $17.4 billion in foreign direct investment from 1984 to 2004, while this
amount rose to $133.3 billion from 2005-2016 (August). Direct foreign investment was
$3.4 billion in the period January-August 2016, with a year-on-year decline of 64
percent.90It is possible to see traces of both the global risk and the coup attempt that took
place in Turkey in the falling foreign direct investment inflows. However, we can say that
foreign capital inflows will reach the previous trend thanks to the measures and incentives
taken in a short time and the reduced risk perception.

Foreign Direct Investment Inflow*

(USD Billion)

3.4

*Data for January-August 2016

In summary, the Turkish economy made the most significant achievements during periods
of political stability, which led to positive changes in economic parameters. A more
positive process can be ushered in quantitative and qualitative terms if stability and
predictability increase further.

90

According to the Ministry of Economy Data
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As briefly explained above, economic figures took a turn for the better as a result of the
government standing behind its economic policies in the post-2001 crisis period.
In light of the basic variables summarized above, the Turkish economy promises high
growth potential as a country that has solved its structural problems considerably,
considering developments in the global conjuncture since 2008. Occasional fluctuations
that have been experienced and that may be repeated in the future are not expected to
cause changes in the main trend in the long term. Nevertheless, risk management will
become ever more crucial both in macro- and micro-based approaches. It must be
remembered that global fluctuations, in particular, can affect the country's economy, albeit
at various levels.
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PART THREE
3. Overview of the Turkish Construction Industry
Even though the Turkish construction industry and its components (sub-industries) have
achieved fast growth in the past 30 years, they have benefited the most from the
economic stability following the 2001 crisis. The construction industry accelerated its
institutionalization process with the structural transformation it has undergone during that
time.
The total value of 8,772 projects undertaken by the Turkish contracting companies from
1972-September 2016 in 110 countries reached $329.1 billion. The top five countries
appear to be Russia (19.7 percent), Turkmenistan (14.4 percent), Libya (8.8 percent),
Iraq (7.2 percent) and Kazakhstan (6.5 percent) since the provision of the first
international contracting services91.
Construction production has made substantial gains not only in the housing industry,
which is used daily but also in areas that require long-term technical know-how and
expertise (i.e. dams, power plants, bridges, tunnels).
The Turkish construction and contracting businesses displayed a competitive attitude with
sound financial resources and have turned into an industry, bringing in foreign currency
into the country with the work they carry out abroad.
The data by the Ministry of Economy show 42 Turkish firms among the world’s largest
construction companies. Turkey ranks second in the world, just after China.92
The value of the new projects undertaken by Turkish contractors in the last five years
abroad is in the range of $20-30 billion a year. Bahrain (19.2 percent), BAE (15.0 percent),
Kuwait (15 percent), Morocco (12.3 percent) and Senegal (9.2 percent) have become the
top five countries based on the size of the projects undertaken until the end of the third
quarter of 2016.93
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Turkey Contractors Association (TMB), “Construction Industry Analysis,” October 2016, p. 16
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Ministry of Economy, "Economic Outlook" November 2014, p. 39
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Foreign Contracting Services

Years

2013

2014

2015

2016
(JanuaryOctober)

Number of Projects

414

336

221

78

Number of Countries

48

47

43

40

Project Cost (USD, mn)

30,064

26,774

21,657

6,891

Avg. Project Cost (USD, mn)

73

80

98

88

Source: Ministry of Economy, November 2016

Overseas construction businesses have an important place in the wider construction
industry, and it has brand value now. The most crucial point in the industry, which has
reached a particular size regarding the number of projects, is the negative impact of
geopolitical developments on the trend of project values.
Contracting Services Project Cost-Number of Projects

Source: Ministry of Economy

Foreign contracting services spread out to 40 countries, with a particular focus on six of
them. Meanwhile, particularly infrastructure projects, housing, and business center
construction stand out among construction operations.
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Throughout the 1972-2013 period, Russia takes first place with nearly 20 percent share
in total project value in the foreign contracting industry. In the same period, Turkmenistan
is in second place with Kazakhstan and Azerbaijan ranking among the top 10.94
According to data from the Ministry of Economy, 171 new projects worth $20.1 billion
were undertaken in 2015, a 31 percent decrease compared to the value of projects
assumed in 2014.
The Top Five Countries in Overseas Contracting Services

2015

2016*

Russia
26%

Bahrain
19.2%

Kuwait
22.4%

UAE
15%

Turkmenistan
16.3%

Kuwait
14.7%

Algeria
10.8%

Morocco
12.3%

Saudi Arabia
5.3%

Senegal
9.2%

*Data for the first nine months of 2016
Source: Turkey Contractors Association and Ministry of Economy

The fact that values of the projects undertaken recently are significantly below those
undertaken in the same period over the past years is largely related to geopolitical
problems in the industry’s main markets. In addition, we observe that investments in
energy exporter markets, where overseas contracting services have been extremely
strong in previous years due to falling energy prices, have lost momentum. In the current

Aslı Sat Sezgin, ’Possible Effects of the Developments in Russia on the Turkish Industries” Isbank
Information Note, March 2015, p. 5
94
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situation, it is important to reinforce relations among countries with traditional markets in
addition to the new market creation process.95
The year 2016 marked a continued turmoil in the main markets of the contracting services
industry. At this point, the parties fully felt the uncertainties in the world economy (growth
problem, differentiation of fund flows, the Fed’s policies, macroeconomic policies of
countries) as well as the effects of geopolitical and political developments.
The figures from the previous period indicate that the normalization of our relations with
Russia, which has the leading position in the historical development of Turkish foreign
contracting services with the highest share, is vital for the industry. The amount of new
business undertaken in Russia was $4.8 billion, $3.9 billion and $5.4 billion in 2013, 2014
and 2015, respectively. That said, we can possibly mention about potential projects of
this size on an annual basis in the medium term.96
Socio-political developments in Iraq and Libya, the two other important markets,
adversely affect the services provided there.
Potential investments in sub-Saharan Africa and South America are monitored to grasp
new opportunities which could offset losses resulting from Libya, Iraq, and Russia, which
constitute 36.3 percent of the total overseas contracting services. The projects
undertaken in countries such as Ethiopia, Equatorial Guinea, Senegal, Congo,
Cameroon, Nigeria, Tanzania and Venezuela in recent years suggest that more important
projects can be carried out in this geography in the next period. The value of 22 projects
undertaken in South America to date amounts to approximately $1 billion while that figure
is $8.8 billion for sub-Saharan Africa with 200 projects completed since the 1990s. It is
also stated that years-long negotiations for a political settlement in the Cyprus entered a
new phase with looked-for significant developments in the Cyprus construction industry
at the end of this process which is expected to yield positive outcomes. It is expected that
investments will be mobilized for various superstructure and infrastructure projects
including the reconstruction of Maraş, which remains under the control of the United
Nations in Cyprus97.
Normalization of the relations will enable the Turkish construction companies to refocus
on their activities in Russia, and undertake new projects. Also, the extent of energy price
increases resulting from the oil exporting countries' consensus on production constraints,
can be positively reflected in the investment climate and financing conditions in markets
such as Saudi Arabia, Algeria, and Turkmenistan. These are the markets where the

Turkey Contractors Association (TMB), “Construction Industry Analysis,” October 2016, p. 17
ibid. p. 17
Aslı Sat Sezgin, ’Possible Effects of the Developments in Russia on the Turkish Industries” Isbank
Information Note, March 2015, p. 20
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Turkish overseas contracting services companies have extremely strong references.
Considering the opportunities in new markets led by Sub-Saharan Africa we hope that
2017 will represent a more favorable period than 2016, which witnessed a loss of
momentum after its build-up in the last decade with the development of overseas
contracting services98.
Contracting services abroad have created added value through foreign currency inflow,
employment, support for exports, technology transfer, machinery park, and overseas
expansion. This becomes even more evident in the Balance of Payments Services Items.

Balance of Payments Services Item - Construction Figures (USD million)

Construction
Services
Income
Construction
Services
Expenses

2010

2011

2012

2013

2014

2015

2015
2016
(January- (JanuaryAugust)
August)

859

838

1,029

675

1,084

375

233

275

0

0

0

0

0

0

0

0

Source: CBRT, Latest data, October 2016

These overseas contracting services create not only financial value for our country but
also opportunities to the other stakeholders (lines of business) in the construction industry
to enter different countries. On the other hand, it is critical in developing social and political
relations.
In the housing sub-sector, the most important component of the construction industry,
steps were taken for a sound and proper development with growing influence of the public
sector’s guidance in the 1980s. As a result, outside the general administration, the
Housing Development and Public Partnership Administration (TOKİ) was founded in 1984
with the goal of resolving the housing and urbanization issue, creating more jobs and
decreasing unemployment. The function of TOKİ was to create a plan to meet the fastgrowing housing demand by providing incentives for the housing production in Turkey.
Since its foundation, it has taken a vital role in the determination and implementation of
settlement and housing policies with resources obtained from the Housing Development
Fund. In the 19 years from its establishment in 1984 to the end of 2002, TOKİ provided

98

Turkey Contractors Association (TMB), “Construction Industry Analysis,” October 2016, p. 17

[101]

cooperative loans to 940,000 houses and completion loans to 93,215 houses, while
producing 43,145 houses itself99.
TOKİ has lead the industry by acting on the social benefit principle in these projects. It
has obtained significant achievements in the production of innovative, environmentallysensitive, earthquake-resistant houses as required by Turkish society and the economy.
TOKİ built 750,866 residences within 3,312 construction sites in 81 provinces selling
601,084 and delivering 581,091 of it. 623,079 units (85.22 percent) sold were produced
for social housing purposes. 5,580 tenders worth 80.68 billion Turkish lira (including VAT)
were concluded during the construction and project phases100.
TOKİ sets an example with its projects both within and outside the country. In this context,
it provides the know-how to other states for their house production policies. Thanks to its
model structure, TOKİ has an important knowledge accumulation to share with countries
facing similar problems.
On the other hand, TOKİ also undertakes renovation projects with local administrations
as part of the urban transformation projects that aim to renew old building stock due to
Turkey’s position as an earthquake-prone country. In this context, 130 different projects
are carried out in cooperation with municipalities and it initiated an urban transformation
project that involves the delivery of 258,049 units. 68,254 units have been completed and
delivered to the beneficiaries.
TOKİ generated employment for 900,000 people directly or indirectly with its activities
with a total payment of 53.7 billion Turkish lira. Approximately 50 million square meters
of green space is created under the environmental regulations which cover the plantation
of 17 million trees and related works.
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TOKİ Operations in Summary

Source: TOKİ
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(October 25, 2016)

TOKİ’s Housing Production Breakdown

Source: TOKİ

[104]

(October 25, 2016)

These operations have been supported with 8.657 social facilities.101 In today's urban
and construction approach, constructing a building does not suffice as it requires
facilities that will meet all social needs.
Social Activities

(October 25, 2016)

Source: TOKİ
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Aware of the construction industry’s importance for the economy and social life, TOKİ will
continue to have a leading role in the industry. It will carry on its activities aimed at
developing the industry as well as for planning the future decades.
Another impact of improving capital markets in the 1980s was the institutionalization of
the construction industry and management of related funds. Following the introduction of
the related regulations in due course, the construction industry (a real sector) is being
bridged over with the financial markets. In this respect, Real Estate Investment
Companies (REICs) are critical organizations. REICs were first established in the US in
the 1960s and then became widespread throughout the world. Today, there are REIC
organizations in 36 countries. Global investments funds mostly prefer to invest in REICs.
The reason is that REICs are transparent, corporate and controllable organizations with
true appraisal values of all the real estate holdings in their portfolios. There are 32 REICs
in Turkey102
Real estate investment trusts are defined in the framework of capital market law according
to the Turkish Legislation. According to this, regulated real estate investment partnerships
are capital market institutions that can invest in real estates, real estate projects, real
estate-based rights and capital market tools, established to carry out specific projects or
invest in a specific real estate and entitled to carry out the allowed activities with revenues
exempted from corporate tax (Corporate Tax Law, Art. 5/1-d-4)103
“Real Estate Investment Funds” were also established as a joint platform for real estate
industry and fund suppliers. This will open a new path for Turkish capital markets and the
construction industry.
The Real Estate Investment Fund is an unincorporated entity is established by portfolio
management and real estate portfolio management companies to operate the portfolio
consisting of the assets and transactions determined by the Capital Markets Board
(Board) according to the principles of fiduciary ownership on shareholders' account with
the money collected from the qualified investors104.
The fact that the real estate investment funds are implemented is extremely important for
the construction industry as they eliminate the need for institutional funds.
Real estate-backed securities, one of the most critical shortcomings of both the
construction industry and capital markets, will be put into practice soon with the relevant
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regulations and practices. Trading of such securities will both decline supply-side funding
costs and provide the small saving holders with investment opportunities eliminating a
clear shortcoming in both industries. Implementations in the near future could create a
market that would attract domestic and foreign investors.
The diversification and widespread use of real estate-based securities will later allow the
emergence of private banks and asset companies investing in this type of instruments.
Therefore, the real estate industry will have stronger relations with the financial industry,
which in turn, will create sustainable financing models.
The Turkish construction industry is sure to maintain its role as the driving force of the
country's economy, thanks to the dynamic and flexible structure it has acquired over the
years. The growth rate in other related business lines will also benefit from the multiplier
effect created by the construction industry that sets sub-components in motion.

3.1. The Turkish Construction Industry's Impact on
Growth
The construction industry holds a special place in most countries' economies as it acts as
leverage with the added value and employment opportunities it creates. Today, the
concept of “construction” comprises not only environmental construction but also related
activities, such as maintenance, repair, and operations. Nowadays, construction
production is defined not only by building a structure but also by creating an environmentfriendly, socially responsible, transparent and sustainable production with direct effects
on society.105

3.1.1.

Global Construction Industry Growth

The construction industry also has great importance for the global economy. Considering
the global growth issues, it needs to be carefully monitored in terms of increasing
employment and setting other industries in motion.
The construction industry follows a parallel course with the economic activity around the
world, and the industry growth rate is generally higher than economic growth. The global
construction industry grew by 3.5 percent in 2014, a figure parallel to the 3.4 percent
growth in the global economy, whereas the Turkish construction industry’s growth rate
was lower at 2.2 percent than the 2.9 percent real GDP growth106.

Ergül, Nuray, Effects of Globaliation on the Construction Industry, Tax Issues
Magazine, Issue: 227, August 2007
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The size of the global construction industry was $7.2 trillion in 2013, and it is projected to
reach $15 trillion by 2025. The construction industry’s current share in the global economy
amounts to 10-12 percent. By 2025, the share of the construction industry s forecast to
be around 16-17 percent and 10 percent in developing and developed countries,
respectively107. Therefore, it is obvious that the Turkish construction industry’s 4-5 percent
share of the GDP may increase further in the coming years.
Developing countries’ share in the global construction industry revenues amounts to 35
percent as of 2013. This share is estimated to exceed 60 percent by 2025 with China and
India taking the lead in the market108.
We can summarize the global construction industry’s expectations from 2016 as such109;



The slight improvement in the industry is expected to continue in 2016.
The market is expected to grow by 2.8 percent in 2016 compared to the 2.4
percent growth in 2015 with Europe and North America acting as driving force.

However, downside risks may also jeopardize this scenario. These are:




107

Stronger-than-expected problems for particularly commodity exporters in
developing markets lead to limitations on public investments.
Companies feel a pressure on their ability to pay their debts with increased interest
rates and households show a lack of enthusiasm to buy new houses.
It can be summarized as the disruption of construction activities in some regions
due to geopolitical and related risks.

Isbank, "Construction and Real Estate-I”, February 2016, p. 1
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Global Construction Output Volume (Growth, USD billion)

Source: Oxford Economics, Euler Hermes
*2016 Estimate
The construction industry’s size in the developing countries is higher than the one in
developed countries since 2012. The growth in the construction industry in General on
economic growth. As a matter of fact, the global growth was 3.3 percent and 3.4 percent
in 2013 and 2014, respectively whereas the construction industry grew by 4.5 percent
and 3.5 percent, respectively. Estimated to have grown by 4 percent in 2015, the
construction industry can be said to receive the largest contribution from China, the United
States, and India110
We observe that global construction activities have gained momentum in Europe and
North America in 2016. The growth rate is expected to rise from 1.7 percent in 2015 to
2.2 percent in 2016. The most dynamic improvements have taken place in the US and
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Scandinavian countries. In contrast, the industry tends to a slowdown in emerging
markets. This year’s growth rate is expected to stand at 3.4 percent as opposed to 7
percent for the last decade111.
We can forecast that in 2017 and the following period, infrastructure and housing
investments may increase with a Keynesian approach in order to solve the global growth
problems and meet social needs. In this context, we should take into consideration that
developed countries can make such investments as much as the developing ones.

3.1.2.

Growth in the Turkish Construction Industry

The construction industry and sub-sector components are greatly affected by general
economic conditions. The industry is susceptible to the economy at varying levels in every
country throughout the world. The Turkish construction industry, largely dependent on
national capital, has a significant impact on employment and production as it is related to
many fields of occupation. The industry boasts huge domestic and International
experience and potential, functioning as a locomotive industry due to its capacity to put
in motion over 250 sub-industries that rely on it, and as an unemployment absorber due
to its ability to provide a high number of jobs.
The construction industry plays an important role in economic growth, and there is a
significant correlation between the construction industry and GDP (growth) rates. The fast
decline after the 2001 crisis significantly affected both the industry and GDP in Turkey. A
similar situation occurred in the aftermath of the 2008 global crisis.
However, it must be noted that along with the GDP, a very swift and sharp recovery
occurred. The adjustment moves after the fast recovery of 2010 was balanced for 2013
and later into a period where the wavelength got smaller. In 2014, the industry's share of
the GDP mostly remained similar to that of 2013. On the other hand, the first nine months
of 2015 displayed an uptrend compared to the last two quarters of 2014.
Having achieved a more favorable recovery momentum since the last quarter of 2015,
the industry grew by 7.0 percent in the second quarter and 6.7 percent in the first half of
the year, achieving the fastest increase in almost 3 years with higher public and private
sector construction investments. It also pushed up the GDP by 0.4 percentage points.
This boom was influenced by a 6.9 percent rise in the private sector construction
investments and a 6 percent rise in the public sector construction investments (following
a 1.2 percent contraction in the former in 2015). 112
Construction Industry and Development Rate of Construction Investments (at Fixed Prices, %)
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Source: TurkStat
Source: Association of Civil Engineers, October report, p. 15

TurkStat113 data show that the construction industry has achieved a serious acceleration,
which influences the economy positively.
The industry maintained its usual growth trend with its own dynamics and greater stability.
A faster growth rate was achieved in the second half of the year with a more balanced
outlook on domestic demand, thanks to housing and commercial unit sales, especially
after the second quarter of 2014. The industry was supported by the number of sales in
2015 and growth in current figures was also reflected in the constant growth in the second
and third quarters. We can say that this growth has gained even more momentum in the
first half of 2016.

TurkStat, ‘April-June 2016 Growth Figures,' Issue: 21512, September 9, 2016: The construction industry
grew by 7.7 percent in current prices in 2015, but it grew by 13.8 percent and 12.2 percent year on year in
the first and second quarter of 2016, respectively. As for the fixed prices, such growth came as 6.5 percent
and 7 percent in the first and second quarter of 2016, respectively.
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Construction Industry’s Share in GDP at Current Prices (2013-Q2 2016)

Source: TurkStat

As the construction industry is susceptible to the country's growth, it is affected by
changes in the total GDP. Therefore, according to TurkStat data, the share of construction
in GDP follows a fluctuating trend. We can expect that 2017 can bring an industry-specific
revitalization with the influence of the public and private sector's investments in different
areas of the construction industry.
Turkey’s construction industry showed progress in parallel with the economic growth over
the past 15 years. We can say that the construction industry can grow much more in an
appropriate context considering the global scale and our country’s potential. We see such
a picture if we examine the breakdowns of the GDP114;


Household final consumption expenditure rose by 5.2 percent at fixed prices
In the second quarter of 2016, household final consumption expenditure was
almost 361.6 billion Turkish lira at current prices with a year-on-year increase of

114 TurkStat, ‘January-March 2016 Growth Figures,' Issue: 21511, January 10, 2016

[112]

9.9 percent, and 22.1 billion Turkish lira at fixed prices with a year-on-year increase
of 5.2 percent.
 State’s final consumption expenditures increased by 15.9 percent at fixed
prices
In the second quarter of 2016, government final consumption expenditures were
91.721 billion Turkish lira at current prices with a year-on-year increase of 26.4
percent, and 4.082 billion Turkish lira at fixed prices with a year-on-year increase
of 15.9 percent.
 Gross fixed capital formation decreased by 0.6 percent at fixed prices.
In the second quarter of 2016, gross fixed capital formation was almost 118.67
billion Turkish lira at current prices with a year-on-year increase of 8.5 percent, and
around 8.27 billion Turkish lira at fixed prices with a year-on-year decline of 0.6
percent.
 The increase in household and state’s final consumption expenditure has a
positive impact on construction and its sub-industries. The relative decline of fixed
capital formation needs to be closely monitored for the construction industry. In
the light of this growth-related data, the industry can be expected to remain over
a certain size throughout 2016 and 2017.
While the main construction industry is crucial to property (real estate) production, the
real estate industry and its components are also indispensable to the construction
industry. During the past two years, a stellar performance has been put on display by the
real estate activities, which are stated under the services topic in GDP economic activity
accounts. This performance continued to increase over the first half-year in 2016.
GDP-Real Estate Service Operations Based on Activity Branches

Years
1st Quarter
2nd Quarter
3rd Quarter
4th Quarter
Yearly

(Share in GDP at Current Prices)
2013
2014
2015
10.8
10.2
10.5
10.1
9.9
9.8
9.3
9.2
9.1
9.7
9.9
9.5
9.9
9.8
9.7

2016
10.5
10.1

Source: TurkStat

Investments in the construction industry are assessed as “fixed capital goods.” Crucial for
the health of the economy are the investments defined as fixed capital goods, which
increase the growth rate as well as the amount of GDP. The abundance of investments
is important for growth and development since they set in motion many sub-industries
including construction and industrial sector.
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The Fixed Capital Investments Gross Domestic Product by Economic Activity is
calculated separately for agriculture, mining, manufacturing, energy, transportation,
tourism, housing, education and health. In addition to the interaction with each other,
industries also contribute to growth on their own, affecting the course of consumption and
investments, and as a result, giving a boost to certain industries.
The following supporting industries are in close interaction with the construction industry:
Domestic contracting services and certification, overseas contracting services, technical
consultancy services, real estate, finance, construction and heavy equipment, and
building materials industries.
The sub-industries of the building materials industry, which is directly connected with the
construction industry, include: Cement, ready-mixed concrete, prefabrication, ceramics,
brick and roof tile, pumices (pumice and pumice stone), plaster, lime, gas concrete, glass,
iron, steel, pipes, aluminum, wood, plastic, paint, natural stones, insulation, roofing
materials, heating-cooling-air conditioning, elevators, lighting, kitchen and bathroom, and
furniture.
As is evident, the construction industry needs to be constantly followed due to its
substantially high multiplier effect on the economy as a whole, which could be described
as a "multiplier and accelerator" in economic terms. In fact, construction industry
indicators are now considered leading indicators in a macroeconomic sense and are
taken into account in decision-making processes.
Nevertheless, the Construction and Real Estate Industry can be said to have a very
successful year in 2016 in the light of the mentioned systemic and non-systemic risks.
We observe that the industry recovered quickly despite the systemic risks facing the
country in the third quarter of the year. For the construction industry, it will be proper to
implement further stimulating policies as long as the internal and external context allows.
The Turkish real estate industry holds a positive expectation for 2017 with its flexible
supply structure and the protection of the demand vitality.

3.2. The Turkish Construction Industry's Impact on
Employment
In general, employment is directly related to and fluctuates depending on economic
growth. In almost all of the world economies, a decline has been widely felt in the growth
rate since 2013. However, the Turkish economy has gone through a successful period of
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higher employment rate, especially after the 2008 crisis115. The services industry has
provided the highest employment to the labor force, followed by the construction,
manufacturing, and agriculture industries since 2005.
Industries’ Shares of Total Employment (%)

Source: TurkStat

It is a fact that the construction industry increases employment very quickly due to its
multiplier effect. When the final demand increases by 1 billion Turkish lira in 2002 prices,
the entire economy will create jobs for nearly 48,000 people. Of this, over 60 percent will
be allocated directly to the construction industry. Other beneficiary industries inclıde
commerce (11 percent), non-metal manufacturing industry, metal products (4.5 percent),
agriculture (2.9 percent), and transportation (2.3 percent).116

For more information, please see ‘Part 1- Employment in Emerging Countries' and 'Part 2- Employment in Turkish
Economy.’
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Contributions of Industries to Employment (% points)

Source: TurkStat

By its nature, the construction industry is able to create jobs for people from a wide age
group and educational background. The construction industry generates employment for
both for white- and blue-collar workers, and it has done so more than the agriculture and
industrial sectors in recent years. However, we should not overlook that the construction
industry’s sensitivity to growth can affect employment to the same extent.
In any case, the construction industry and the employment it creates are invaluable. In
winter when seasonal effects are heavily felt, the contribution of the industry to
employment may decrease. While a similar trend was observed in 2015 compared to
2014, this was mainly driven by uncertainty created by domestic and International
fluctuations, in addition to seasonality. Labor force participation in the industry has
declined in line with the increases in the general unemployment level in 2016.
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Employment in the Construction Industry and Industrial Sector (2005- June 2016)

The industry-specific dynamics can be understood better by analyzing the construction
industry’s employment characteristics and related developments. It must be kept in mind
that some operations involve specific work conditions and therefore require
technologically more advanced equipment and a smaller number of technical workers.
On the other hand, 'certification' application that is intended to increase the skilled
workforce in the industry is a development that could lead to changes in employment
structure.
Fluctuations in International conjuncture, geopolitical risks and changing economic
growth in 2015 and 2016 affected employment in the industry as much as each industry
component.
According to TurkStat’s 117 Construction Labor Force Input Index data, the calendar
adjusted construction employment index fell by 2.5 percent year on year in the second
quarter of 2016 whereas calendar-adjusted construction employment index fell by 7.6
percent year on year. Seasonally and calendar adjusted construction worker hour index
fell by 2.2 percent in the second quarter of 2016 on a quarterly basis. Meanwhile, the
117 TurkStat, “Construction Labor Force Input Index”, 2nd Quarter:
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April-June 2015” , Issue: 21757, August 25,

calendar adjusted construction working hours index fell by 8.1 percent compared to the
same quarter of the previous year.
Construction Labor Force Input Index

Construction labor input indices and change rates (2010=100), 2nd Quarter: April-June 2016
Seasonally and calendar
Non-adjusted
Calendar-adjusted
adjusted
Annual
Quarterly
Indicator
Index
Index
Change (%)
Index
change (%)
Employment
75.6
75.2
-7.6
74.2
-2.5
Hours worked
72.1
71.6
-8.1
71.1
-2.2
Gross wages-salary
177.2
176.7
16.0
175.4
3.1

Source: TurkStat

Seasonally and calendar adjusted construction gross wage index rose by 3.1 percent in
the second quarter of 2016 compared with the previous quarter. Meanwhile, the calendar
adjusted construction gross wage-salary index rose by 16.0 percent compared to the
same quarter of the previous year.
Turnover and Production in the Turkish Construction Industry
Turnover and production indices are other critical indicators of the construction industry.
They allow for the tracking of the production rate and cash flows from sales. Particularly,
seasonal effects on the industry and analysis of the seasonally-adjusted situation are
critical.
TurkStat data118 show that seasonally and calendar-adjusted construction revenue index
rose by 10.8 percent in the second quarter of 2016 on a quarterly basis. Meanwhile, the
calendar-adjusted construction revenue index rose by 25.3 percent year on year.

TurkStat; ’Construction
21753, September 22, 2016
118

Revenue and Production Indices, II. Quarter: April-June’ 2016, Issue:
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Construction Turnover Index

Source: TurkStat

The seasonally and calendar-adjusted Construction Production Index displayed an
upward trend since the third quarter of 2013, with little impact from seasonal fluctuations.
The seasonally adjusted turnover index continued its upward trend throughout 2015
beginning with the second quarter of 2014. A similar trend continued throughout 2016.
On the other hand, seasonally and calendar-adjusted construction worker hour index rose
by 2.2 percent in the second quarter of 2016 on a quarterly basis. Meanwhile, calendaradjusted Construction Production Index rose by 6.2 percent compared to the same
quarter of the previous year.
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Construction Industry Production Index

Source: TurkStat

The seasonally and calendar-adjusted Construction Production Index maintained a
significantly balanced rising trend since 2013. Thus, its seasonally-adjusted trend
continues to be strong.
The construction turnover and production indexes provide an insight into the industry's
economic activity, as well as into the general direction of the economy. As stated
previously, the effects of growth and other related macroeconomic developments are
reflected on these indexes.
Construction Turnover and Production Index
Construction revenue and production indices and change ratios (2010=100), 2nd Quarter: April-June
2016
Seasonally and calendar
Non-adjusted
Calendar-adjusted
adjusted
Annual
Quarterly
Indicator
Index
Index
Change (%)
Index change (%)
Revenue
142.0
142.0
25.3
157.9
10.8
Production
147.6
146.6
6.2
133.7
2.2

Source: TurkStat
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The construction industry is the driving force of the economy due to many of the
aforementioned reasons. It played a vital role in the Turkish economy's recovery following
the 2001 crisis. However, it would be preferable to achieve a reasonable growth rate in
this and other sectors, at a reasonable level of risk, for fully sustainable and permanent
growth. Since the Great Depression of 1929, numerous countries used the construction
industry and its components to get out of crises very quickly.
The construction industry's underlying structure is very sound in our country, and it
contributes to the economy greatly. A great number of sub-components enable the
industry to provide support to the manufacturing industry as well. The construction
industry brings together important industries such as the cement industry and its
components, iron/steel, glass, white goods, heating and cooling technologies, paint and
insulation industries. As such, in today's economy, competing industries should be better
replaced by innovative and growing business lines that improve and focus on these
activities.
The buoyancy of the construction industry and the development works in the related
industrial sectors have affected both the growth and the value added production
positively.

3.3. Other Factors Affecting the Real Estate and
Construction Industries
This section analyzes the other factors that affect the real estate and housing industry
and interprets the related data to determine future trends.
The housing industry within the real estate industry is susceptible to quantitative as well
as qualitative (subjective) variables in most times and places. At times, subjective
(personal/behavioral) decision-making processes can replace even mathematical values.
For that reason, especially in the pricing (appraisal) phase, influential factors are
qualitatively and quantitatively vital for the housing industry. Analyses must take into
consideration factors such as the country, time and location.
Assessments should not be conducted only with investment and financial purposes
regardless of the real estate type. Real estate and related rights feature among the
fundamental elements of human life.
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3.3.1. Analysis of Population and its Components
Analyzing population structure and components is crucial for analyzing investment
decisions and the wider economy. As for the construction industry itself, following
demographic features stand out:







Rapid population growth
Migration to big cities
The effect of shares from factor revenues on the population's behavior and way of
life
Urbanization
Infrastructure Activities
Changing family structure

It should be remembered that these factors have both economic and social effects.
Economies are directly affected by the compositional characteristics of their populations.
Turkey's young and dynamic demographics stand out as a positive effect on the economy.
Demographic characteristics are vitally important especially for consumption-based
industries, and they are among the most critical elements in increasing sales in the real
estate, white and brown goods industries.
These characteristics have an effect on the decision-making processes of investors in the
real estate industry, and Turkey's potential is remarkable in this regard.
According to TurkStat119 data (January 2016);





119

Turkey has a population of 78,741,053, approximately half of whom are under 31
years old.
The population of Turkey increased by 1,045,149 year-on-year in 2015. Of this,
males and females accounted for 50.2 percent and 49.8 percent with 39,511,191
and 39,229,862 people, respectively.
The median age in Turkey rose from 30.7 in 2014 to 31 in 2015. The median age
for men was 30.4 whereas it was 31.6 for women. The highest median age values
were recorded in Sinop (39.3), Balıkesir (38.8) and Kastamonu (38.3) whereas the
lowest values were recorded in Şanlıurfa (19.3), Şırnak (19.5) and Ağrı (20.3).

TurkStat, 'Address Based Population Registration System Results, 2015’ Issue: 21507, January 28, 2016
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Annual population growth rate was 13.3 percent in 2014 whereas it was 13.4
percent in 2015.

The population growth rate is 0.2 percent on average in the EU and -0.1 percent in
Germany120.
Turkey's Population Pyramid and Gender Ratios

Source: TurkStat

Enjoying a young population is a driving force not only for consumption and investment
but also for growth as a production factor. Analysis of age distribution in Turkey shows
that a large portion of the population is in the main age group that constitutes the labor
force. (15-64 age group). In addition, this age group does not only function as a driver of
employment and production but also have a tremendous importance in terms of
consumption
Changes to the Global Demographic Structure
An aging population and its effects will be one of the most debated issues regarding the
world economy and social structure in the coming years. Aging global population will
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influence many variables including production, consumption, social services, productivity,
economic growth and borrowing structure.
According to a United Nations report, the number of people aged 65 and over will exceed
those at 5 and under for the first time by 2020121.
Global Population Change, People Aged Five and under/65 and over (Percent)

Source: UN

Decreasing child population and increasing old population will impact especially Europe,
the US and western economies more negatively. Central Asia, the Middle East, and
Southeast Asian countries will have a relatively younger demographic structure.
Turkey is affected considerably less from the problem of an aging population, suffered by
most developed countries. Population projections by the UN show that Turkey will have
the most effective demographic composition in Europe: with 56.2 percent of the total
population included in working age by 2050.
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Comparative Population Potential Projection (2050-%)

Source: UN

Urban Population in Turkey and the Migration Phenomenon
Rural to urban migration continues in Turkey. The rate of urbanization is 78 percent, and
the related population is 60,000,000 in Turkey. Rural-to-urban migration is expected to
continue until 2023 with the urbanization rate exceeding 84 percent. Accordingly,
urbanized population is estimated to reach 71 million by 2023. Due to migration-related
urbanization, housing demand is projected to continue until 2025. Urbanization causes
profound differences in the population's characteristics. The employment rate is rising in
cities and dropping in agricultural areas122.
Migration to big cities is the main reason that speeds up urbanization. Big cities need fast
superstructure and infrastructure investments considering migration and population
growth.
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The ratio of the city (province and district centers) dwellers increased to 92.1 percent in
2015 from 91.8 percent in 2014. The ratio of people living in towns and villages was 7.9
percent.123

Population Increase in Major Cities124
Cities

Population in
2014

Population in
2015

Immigration

Emigration

Net
Immigration

Net
Immigration
Rate (%)

Istanbul

14,377,018

14,657,434

453,407

402,864

50,543

3.5

Ankara

5,150,072

5,270,575

204,048

153,001

51,047

9.7

Antalya

2,158,265

2,288,456

130,191

96,441

68,374

12.3

Izmir

4,113,072

4,168,415

126,238

105,389

20,849

5.0

Bursa
2,787,539
Source: TurkStat

2,842,547

84,253

64,558

19,695

7.0

Immigration phenomenon should not be considered only in terms of domestic population
movements. It receives emigrants from especially Syria and Iraq, the two distressed
countries bordering Turkey, as well as Afghanistan and some African countries as they
come to Turkey to live here or move to other countries.
Turkey’s position as an island of stability in its geography also increased external
migration. Turkey witnesses demographic population movements due to external
migration towards the country. Immigrants from neighboring countries such as Syria and
Iraq have an economic impact in border cities as well as in big cities.
The number of Syrian refugees in Turkey was announced to be 2,715,789125. This figure
is increasing along with the increased confusion. The total figure will be obviously larger
considering the number of people from these other countries. The number of children
receiving education among just Syrian migrants has reached 450,000.126
The urbanization phenomenon in our country began to differ in terms of demographic
attitudes (especially in the five big cities). In addition to families with a large number of
children, the number of families with a single child or without children have also increased.
These types of attitude changes have brought adjustments in the types of homes and

TurkStat, “Address Based Population Registration System Results”, 2015’ Issue: Issue: 21507, January
28, 2016
124 http://www.tuik.gov.tr/PreHaberBultenleri.do?id=18616
125 Deputy Prime Minister Yalçın Akdoğan's statement on March 11, 2016.
126 http://aa.com.tr/tr/turkiye/turkiyede-ogrenim-goren-suriyeli-ogrenci-sayisi-450-bini-gecti/672207, October 25, 2016
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number of rooms in a dwelling, as well as in related industries such as white goods and
energy.
Future projections in regards to demographic characteristics have a direct effect on many
industries, particularly construction, white and brown goods, and agriculture industries.
Population projections play a critical role in policymaking decisions for the future. Sounder
policies can be made by establishing current population trends and projecting the
composition of the population in the event of a continuation of these trends. It should be
noted that population projections are not estimates, but are rather based on a continuation
of current population trends or on an analysis of the trends in countries that have
undergone similar phases127.
According to TurkStat data, the population of Turkey will reach 84,247,088 people by
2023. Population growth will be slow until 2050, reaching a peak of 93,475,575. The
population is projected to begin to drop off after 2050 to 89,172,088 in 2075.
Turkey's population will continue to get older in the medium and long term if current trends
in demographic indicators remain the same. In 2015, there were 5.8 million people aged
65 and over (elderly population) and its ratio to total population was 7.5 percent. By 2023,
the number of people in this group will rise to 8.6 million or will be greater than 10.2
percent of the total population. An aging population will bring about changes in investment
concepts in a wide spectrum of economic structures such as social security, employment,
and the construction and health industries.
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Ratio of the Population Living in the Five Major Cities (2015)

Ankara
(6.7%)

Istanbul
(18.6%)

Bursa
(3.6%)

Izmir
(5.3%)
Antalya
(2.9%)

Source: TurkStat

Population growth in the first five cities seems remarkable when we look at the population
projection for cities. Therefore, it is evident that the construction industry, particularly
housing industry, will grow in big cities due to a natural demand increase driven by the
near-term and long-term population growth.
Population Projections for Five Big Cities

[128]

In addition to population growth, another significant variable is the concentration of the
population in cities. Turkey’s population per square kilometer, also known as the
population density, rose by 1 to 102 people from 2014 value.
Istanbul was the most densely populated city with a population density of 2,821 people.
This was followed by Kocaeli with a population density of 493, Izmir with 347, Gaziantep
with 283. Tunceli was the least densely populated province, as in the previous year, with
a population density of 12 people per square kilometer. With the largest square-meter
area, Konya had a population density of 55 people; conversely, with the smallest squaremeter area, Yalova had a population density of 275 people.128
Longer-term projections reveal the possibility of crucial outcomes, particularly due to the
rise in the aging population. TurkStat projects that the elderly population (65 and older)
will be 8.6 million people by 2023, 19.5 million people by 2050, and 24.7 million by 2075.
The ratio of the elderly population to the total population will rise to 10.2 percent in 2023,
20.8 percent in 2050, and 27.7 percent in 2075.
A comparison of population growth projections in Turkey and around the world: According
to the United Nation's 2012 population projections, the global population is approximately
7.052 billion people. In 2013, Turkey accounted for 1.1 percent of the world's population
and ranked as the 18th biggest country in terms of population129.
Longer-term projections for our country point to slowing population growth and an aging
population composition. In the shorter term, there will be a young population up to a
certain extent (until 2023). However, it is clear that industries need to be ready for possible
changes in consumption habits and trends arising from the aforementioned conditions as
years go by.
Demographic structure and related movements bring with them economic changes,
causing a transformation from an agricultural society to an industrial and service society.
The previous era of a single center and resulting urbanization has been replaced with a
structure that is involved in an economic activity together with its surroundings. In the
1950s, 75 percent of the population lived in rural areas, whereas today, 75 percent live in
cities. Cities account for 92 percent of production.130
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According to the World Bank data, since 1950, rapid urbanization and corresponding
population growth have been observed in countries (Brazil, South Korea, China, India,
and South Africa) that fall under the same economic category as Turkey 131.
Immigration, one of the primary factors in demographic movements, need to be analyzed
in two ways. One of them is the internal immigration which flows from villages to huge
cities. However, we observe immigration from five big cities to the areas with lower
population. The second one is about the external migration, in other words, refugees
coming to our country due to the internal disorder in neighboring countries. Refugees
come to Turkey not only Syria and Iraq but also some African and Central Asian countries.
Turkey's spending for the refugees reached $20 billion notwithstanding the positive
contributions of this process to economic growth, i.e. home sales, white goods sales, and
the development of the services industry132.
Public expenditures for the refugees and the amount spent by them has a rejuvenating
effect on the economy. But we should not ignore their urbanization and infrastructure
requirements.
The number of marriages and divorces, other demographic movements, affects many
different lines of business, especially the real estate industry.
The number of marrying individuals rose by 0.5 percent to 602,982 compared to 2014.
Approximate marriages rate stood at 7.71 per thousand. The number of divorced couples
rose by 0.7 percent year on year to 131,830. The rough divorce rate was 1.69 per
thousand 133 Besides, changes to demographic elements such as the nuclear family
concept or the number of people living alone affects different economic variables,
especially the construction industry.
As covered in the previous parts, the demographic change in our country became the
driving force behind the economic transformation. Qualitative and quantitative properties
of the population composition not only gain importance but are also described as an asset.
Therefore, better analyses of internal population dynamics and implementing long-term
policies will impact both the economy and social life.
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ibid. p.

Ömer Çelik, Minister of EU Affairs,’ http://www.ahaber.com.tr/gundem/2016/08/30/turkiye-multecilere-20-milyardolar-harcadi August 30, 2016
133 TurksStat, ’Marriage-Divorce Statistics,’ News Bulletin, Issue: 21515, March 2, 2016
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3.3.2. Socioeconomic Valuation (Consumer Expectations
and Trends)
Consumer trends and expectations must also be analyzed to make better economic and
industrial projections for the future. Such analyses reflect future consumer attitudes and
provide crucial information on general attitudes that will affect the economy after a certain
period of time. As expectations also include many non-economic elements that change
behaviors in the near future, both downward and upward fluctuations may be sharp.
Consumer confidence indices are considered a leading indicator in both the
macroeconomic and industrial sense, and as such, decision-makers must keep a close
eye on them.
Leading Indicators-Real Sector and Consumer Confidence Indices

Source: TurkStat Data

The real sector confidence index remained above 100, the threshold value, and sent
positive signals for the economy's future from May 2015 to July 2016. However, the
downgrading of the credit rating and the increase in global risks after the July 15 coup
attempt caused a natural slowdown in the real sector confidence index. On the other
hand, consumer confidence has a quite sensitive structure and gets easily affected by
many variables. Nevertheless, October 2016 fared better than October 2015.
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The consumer confidence index134 is one of the leading indicators to be followed in an
economy. It provides guidance on issues such as spending, consumption trends, and the
buoyancy of some industries. There have been many developments as covered in the
above sections that make it lower than 100 bps for the past year. The post-July increase
came after the incidents that would have been very difficult for another economy to
overcome. Such increase can be actually interpreted as the presence of consumers’
expenditure pattern and their desire to preserve it despite everything. Another result of
this situation is that the Turkish consumers guard the economy.
In addition to general confidence indices, there are also sector confidence indices that
should be considered in the analysis of the corresponding sectors.
TurkStat's sector confidence indices135 provide a look at the expectations for the industry
in the period ahead. These indices include the retail, trading, services and construction
industries.
Industry Confidence Indices

Source: TurkStat

134

Monthly consumer trend surveys assess consumers' personal financial standings and the current state of the
economy overall and measure future projections as well as determining trends in planned future spending and saving.
The Consumer Confidence Index may have a value between 0-200 according to survey results. A value higher than
100 in the index indicates an optimistic outlook whereas a value lower than 100 indicates pessimistic outlook.
135Sector

confidence indexes may have a value between 0-200; a value above 100 indicates optimism
about the current and coming term, while a value below 100 indicates pessimism. As of January 2014,
sector confidence indices are published as seasonally-adjusted.
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A look at the main industries that make up the confidence index136:






Services Industry: Seasonally adjusted service industry confidence index
declined by 1.8 percent from 96.23 in September to 94.49 percent in
October. This decline in the service sector confidence index resulted from
a decreasing number of enterprise executives who consider that “business
environment” has been improved in the last three months and “demand for
services” increased as well as expecting that “demand for services” will
keep
rising
in
the
next
three
months.
In the services industry business state, demand for goods and expected
demand for services indices fell by 0.4 percent, 1.2 percent, and 3.4
percent, respectively, compared to the previous month.
Retail Industry: Seasonally adjusted retail trading industry confidence
index fell by 1.8 percent to 96.22 in October. Such decline in the index
resulted from the decrease in the number of executives who believed the
“business volume-sales” were below normal seasonal levels and would
climb in the next three-month period. On the other hand, there was an
increase in the number of executives who believed that the “business
volume and sales” climbed up in the last three months.
The current goods inventory level and business volume-sales expectation
index fell by 1.1 percent, and 9.2 percent, respectively whereas business
volume-sales index rose by 7.2 percent.
Construction Industry: In October, the seasonally adjusted construction
industry confidence index declined by 0.8 percent to 81.32 percent down
from 81.99 percent on a quarterly basis. The decline in the Construction
Industry Confidence Index resulted from the decline in the number of
enterprise executives who believed that the “current level of recorded
orders” were above the normal seasonal average. On the other hand, a
decrease was observed in the number of enterprise executives who believe
that the “total number of employees” will climb in the next quarter.
Compared to the previous month, the Current Level of Recorded Orders
Index fell by 2.8 percent, and the Total Number of Employees Expectation
Index rose by 0.5 percent in the construction industry.
Industry Confidence Index (October 2016)

136

TurkStat, “Sector Confidence Indices”, Issue: 21574, October 25, 2016
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Seasonally adjusted industry confidence indices, sub-items and change ratios. February 2016
Index
09/2016 10/2016

Change compared with
the previous month (%)
09/2016 10/2016

Service Industry Confidence Index

96.23

94.49

5.7

-1.8

Job status (in the last three months)

88.71

88.34

4.0

-0.4

Demand for the services (in the last three months)

87.74

86.71

5.6

-1.2

Expected demand for the services (in the next three
months)

112.24

108.40

7.1

-3.4

Retail trade industry confidence index

97.99

96.22

-3.2

-1.8

Business volume-sales (in the last three months)

83.14

89.14

-10.2

7.2

100.45

99.36

0.5

-1.1

Business volume-expected sales (in the next three months)

110.36

100.17

-0.6

-9.2

Construction industry confidence index

81.99

81.32

3.2

-0.8

Current level of received orders

64.60

62.78

0.3

-2.8

Expected number of total employees (in the next three
months)

99.38

99.85

5.2

0.5

Existing goods inventory level

(1)

(1) Increase/decrease in existing goods inventory level index refers to decreased/increased inventories.
Source: TurkStat

An examination of only the construction industry confidence index as of early 2015 shows
that the index adopts a steadily horizontal trend. The index recovered quickly after the
volatility in the post-July 15 period and reached its previous level.
Despite a decline in the confidence index, buoyancy in sales in the housing, automotive,
and white goods industries may raise the confidence index for a certain period of time. A
decline in the confidence indices is largely related to expectations, and psychological
factors and confidence indices would recover due to, especially, lower geopolitical risks.
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Seasonally Adjusted Construction Industry Confidence Index

Source: TurkStat

Factors limiting activities are among the most important factors begging special
examination in the construction industry. The construction industry can be more buoyant
if such negative factors can be reduced.
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Key Factors Limiting the Construction Industry Activities (%)

None
2015

2016

Insufficient
demand

Weather
conditions

Shortage
of labor
force

Shortage
of space/
equipment

Financial
constraints

Other
factors

1

56.5

17.4

21.6

2.5

0.8

16.0

4.8

2

58.5

18.9

22.0

3.2

0.7

15.3

4.1

3

58.2

19.2

19.2

3.2

1.3

15.1

4.1

4

61.3

18.0

14.8

4.3

1.9

15.2

5.1

5

60.9

21.0

7.6

4.3

1.5

17.2

4.8

6

64.0

18.8

6.3

3.4

1.7

15.4

6.0

7

61.6

21.6

4.4

4.2

1.3

16.2

5.4

8

62.4

21.8

3.2

3.9

0.9

18.9

6.0

9

58.8

23.2

2.2

3.8

1.2

19.4

10.1

10

56.1

25.4

4.5

4.9

2.1

20.4

8.4

11

59.5

24.9

5.6

3.8

1.6

17.8

7.7

12

59.2

25.7

13.4

4.2

0.7

17.6

4.1

1

50.9

20.9

22.1

3.5

1.1

19.6

7.2

2

49.1

20.6

25.9

3.8

1.4

18.8

7.9

3

56.2

20.4

15.1

3.2

1.6

18.2

5.9

4

57.9

22.3

8.2

1.9

1.3

19.7

6.4

5

59.6

21.0

7.2

3.5

2.2

20.7

6.8

6

61.3

21.5

4.6

3.3

1.5

20.5

5.7

7

61.2

21.3

3.0

3.4

1.7

19.7

7.4

8

58.9

21.5

2.3

4.0

2.3

19.0

7.7

9

59.4

22.7

2.6

3.8

2.2

19.8

7.3

10

57.4

25.8

3.2

4.0

2.3

20.2

5.9

TurkStat, ’Sector Confidence Indices,' October 2016

The most important point regarding the data is the absence of any activity-limiting factors
since 2015. Then, we see the lack of demand and funding problems as negative indicators
rated at 22 percent and 20 percent, respectively. We see that the demand-related issues
have increased relatively for the last few years. However, the demand will recover more
strongly thanks to lower loan rates and the effects of the campaigns launched by Emlak
Konut REIC and other important industry actors. We see that weather-related limiting
factors come to the fore as manufacturing takes place in a seasonal fashion in the
construction industry.
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3.3.3. Housing Industry’s Demand-Supply Structure Price/Sales Valuation
Developments in the construction industry, and by extension, the housing sector, are
variables of daily life for both the economic environment and for simple citizens. Housing
(shelter) is a basic need, after such physiological needs as breathing and drinking water.
Thus, a house is not only an economic value but also a type of asset with sociopsychological characteristics.
In a general sense, the concept of "real estate and related rights" carry a very broad
meaning in the legal sense.
Real estates are fixed items that cannot be moved from one place to another. Its definition
also lists the items that can be considered real estate. The general legal description
applies to detached sections in the land and property ownership register. Both
independent and permanent rights are included in the real estate, despite not fitting this
description. Furthermore, the rights could be occasionally more valuable than the real
estate itself137.
For that reason, in some classifications, the rights are included within the real estate.
However, the notion of rights cannot be limited only to those with a title deed registry
record. In other words, real estate is defined as a land or structures built on a land. Real
estate is a visible and tangible asset along with all the additions above or below it. 138
Moving from a wider description of real estate to a more specific one; “housing” can be
said to have basic property characteristics and composition despite its own dynamics.
The price of a home in the housing sector is determined by the balance of housing supply
and demand. In the short term, the supply of housing is, for the most part, fixed, meaning
that the main variable in determining housing prices is the rise or decline in demand.
Consequently, in the short term, rising demand for housing causes prices to increase,
and declining demand causes them to fall139.

137

We perform an analysis on the "housing" sector in terms of real estates given the nature of our report. Therefore,
other construction industry components are not included in this part of our review.
138 Karapınar Aydın, Bayırlı Rıdvan, Bal Hasan, Altay Adem, Bal Emine, Torun Salih, Gayrimenkul Değerleme
Uzmanlığı,4th Edition, Gazi Kitapevi, 2007 Ankara, p. 4
139 Kaya, Aslı, 'Türkiye'de Konut Fiyatlarını Etkileyen Faktörlerin Hedonik Fiyat Modeli ile Belirlenmesi' (Using the
Hedonic Pricing Model to Establish the Factors that Affect Housing Prices in Turkey), CBRT Expertise Qualification
Thesis- Unpublished, Ankara, 2012, p. 150
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Housing and related interests make up a significant portion of the construction industry in
our country. The industry's growth rate depends on booms/stagnation in housing demand
and sales. The industry’s sensitivity to the total national growth is also high.
Construction Industry’s Growth Rate

(in current prices compared to the previous
quarter, %)

Source: TurkStat
According to TurkStat data, the construction industry's grew by 14.6 percent (at current
prices) in 2014 over 2013. The growth rate, calculated with the same method, was 7.7
percent in 2015. The construction industry's share of GDP was 4.6 percent and 4.4
percent in 2014 and 2015, respectively. It accounted for 4.5 percent of GDP in the first
quarter of 2016 while growing by 13.3 percent and 12.2 percent year on year in the first
and second quarter, respectively. 140 The industry statistics showed signs of revival in
construction licenses and permits, especially after the 3rd quarter of 2014. As a result,
the number of sold houses broke a new record in 2015 reaching 1,289,320141.
We need to analyze construction permits and occupancy licenses to monitor the course
of construction and real estate industries. Understanding supply developments is
extremely important to see the elasticity of supply in the demand and growth direction.

TurkStat, ‘GSYH-İkinci Çeyrek Rakamları’ Issue: 18730, December 10, 2015, and TurkStat, January-March
2016 Growth Figures,' Issue: 21511, June 10, 2016, TurkStat, “Gross Domestic Product, II. Quarter: April-June 2016’,
Issue: 21512, September 9, 2016
140

141

According to the TurkStat data, 1,289,320 homes were sold in 2015.
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Construction Licenses and Occupancy Permits
We see a year-on-year decline in construction occupancy and construction licenses
between January and December 2015. We can interpret that the supply side intends to
protect itself against various risks, and achieve balance and cost control based on rational
consumer behavior.
The buildings which obtained construction permit from municipalities saw their numbers
as well as surface areas, values and units rose year on year by 14.2 percent, 14 percent,
19.7 percent, and 16.2 percent, respectively in the six months of 2016 142. Following are
the main reasons for this increase:







142

Re-examination of business opportunities due to the depleting stocks after
putting brakes on supply in the previous year.
Acceleration of demand in certain regions due to internal and external
migration,
Accelerated housing construction in preparation for an expected drop in
interest rates
Expectation that citizens may enter the Turkish real estate market again
from the neighboring countries which pose issues
The idea that it may be the appropriate time for to produce projects for
previous stock lands.
A vibrancy in surrounding areas due to fast completion of infrastructure
projects

TurkStat, Construction License Statistics, January-June, 2016, Issue: 21761, August 23, 2016
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Developments in Construction Licenses:
The implications of such a change on the TurkStat data are explained below.
Construction License Breakdown (January-June 2016)
Construction permits, January-June 2016
Change ratio (%)
Compared with the
previous year

Year

Indicators
Number of buildings
Surface area (sq.m.)
Value (TL)
Number of flats
(r)

2016

2015(r)

2014(r)

2016

2015

67,720

59,313

80,556

14.2

-26.4

104, 079,720
92, 271,091,678

91,281,259
77,069,709,486

125,083,576
98,146,469,215

14.0

19.7

-27.0
-21.5

499,053

429,409

586,294

16.2

-26.8

Construction permit statistics for 2014 and 2015 have been revised.

Source: TurkStat
Construction License Statistics (2002-2006/III)

500,000

Construction Permit Statistics, Number of
Units

450,000

2010/4; 428,766

400,000
350,000
300,000
250,000
200,000

188,179

150,000
100,000
50,000

Source: TurkStat
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The following results stand out in the analysis of buildings with construction licenses
from January-June 2016:










The total area of the buildings was 104.1 million square meters. Of this, 57.3
million, 26 million and 20.8 million square meters were accounted for by housing,
non-housing and shared areas.
In terms of usage purpose, residential buildings with two or more units took the
biggest share with 76.4 million square meters. This was followed by public
entertainment, education, hospital or care institution buildings with a value of 5.4
million square meters.
According to the building ownership, the private sector has the largest share with
87.1 million square meters, followed by the public sector and building cooperatives
which have 14.8 million square meters and 2.2 square meters, respectively. As for
499,053 flats, the private sector, the public sector, and building cooperatives
accounted for 457,396, 33,762, and 7,895 units, respectively.
Istanbul had the largest share with 20.1 million square meters among cities.
Istanbul was followed by Ankara with 8.9 million square meters and Izmir with 5.3
million square meters. Hakkari, Artvin, and Bitlis stood had the lowest squaremeter area.
Istanbul had the biggest share of the number of apartments with 111,494 units,
and it was followed by Ankara and Izmir with 33,938 and 27,865 units, respectively.
Hakkari, Muş, and Şırnak became the cities with the lowest number of apartments.

Significant increases were observed in Building Permits based on the number of
buildings, apartments, surface area, and value in January-June 2016 compared to
2015. Increases can be linked to the relatively positive expectations and the revival of
the demand.
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Construction Licenses in Istanbul-Ankara-Izmir, January-September 2016

Source: TurkStat

Changes in Occupancy Permits
Considering the buildings which obtained occupancy permits from municipalities, their
number, surface areas, values rose year on year by 0.5 percent, 1.4 percent, and 6.9
percent, respectively whereas and the number of units fell by 1.6 percent in the six months
of 2016.
As for the occupancy permits given in the period January-June 2016; the buildings had a
total surface area of 69.5 million square meters. Of this, housing, non-housing and shared
areas had 40.1 million square meters, 16.9 million square meters, and 12.5 million square
meters, respectively.
In terms of usage purpose, residential buildings with two or more units took the biggest
share with 51.0 million square meters. This was followed by wholesale and retail trade
buildings with 4.5 million square meters.
According to the building ownership, the private sector has the largest share with 60.4
million square meters, followed by the public sector and building cooperatives which have
7.2 million square meters and 1.8 square meters, respectively. As for the number of flats,
[142]

the private sector accounted for 322,421 of the total 349,573 units, the public sector for
19,269 units, and building cooperatives for 7,883 units.
Istanbul had the largest share among other cities with 14.1 million square meters,
followed by Ankara and Izmir, which had 6.3 million square meters and 4.1 square
meters, respectively. Şırnak, Ardahan, and Hakkari had the smallest square-meter area.
Istanbul also had the lion’s share according to the number of apartments with 82,199
units. Istanbul was followed by Ankara and Izmir with 28,145 and 22,155 units,
respectively. Şırnak, Ardahan, and Hakkari had the lowest number of units.
Occupancy Permits Breakdown (January-September 2016)

Construction permits, January- September 2016
Change ratio (%)
Compared with the
previous year

Year

2016
2015(r)
2014(r)
2016
Indicators
76, 185
78,374
96,381
-2.8
Number of buildings
Surface area (m2)
100,968, 528
101,234,411
113, 613,996
-0.3
89,772,092,488
84,413,834,436
88,489,882,236
6.3
Value (TL)
504,814
521,889
574,620
-3.3
Number of flats
(r)
Construction permit statistics for 2014 and 2015 have been revised.

2015

-18.7
-10.9
-4.6
-9.2

Source: TurkStat

Significant increases were observed in Building Permits based on the number of
buildings, surface area, and value, whereas the number of apartments declined in
January-June 2016 compared to 2015.
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Occupancy Permit Statistics (Number of Flats)

Occupancy Permit Statistics (Number of Units)
300,000

2014/1; 261,527
250,000

200,000

150,000

2016/3; 153,334

100,000

50,000

Source: TurkStat

Changes in the rates of occupancy permits over quarters maintains its main trend in terms
of surface area and number of buildings. Change rates can be reported as healthy moving
from the first quarter of 2002 to 2016 (considering that the momentum turned into a pause
in 2010 following the 2008 post-crisis period).
It can easily be predicted that a more balanced and market mechanism-based
marketplace will develop in construction licenses and occupancy permits in time.
Nevertheless, this balance may be subject to occasional fluctuations, depending on
economic and demographic variables.
Another point to keep in mind is that the terms "construction license" and "occupancy
permit" differ in terms of process and structure. If the building completion period is
considered to be an average of two years after the construction license is obtained, the
difference arises due to the houses that are currently being built but have yet to obtain
their occupancy permits.
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Occupancy Permit Statistics (Total Surface Area)

Occupancy Permit Statistics (square meter)
2014/1; 54,839,817

60,000,000
50,000,000
40,000,000
30,000,000

2016/3; 31,194,490
20,000,000
10,000,000

Surface Area m2
Source: TurkStat

One of the most important factors that can affect construction licenses, occupancy
permits, and by extension, home sales (inventories) is the Law on Transformation of
Areas Under Disaster Risk, which entered into force after being published in the Official
Gazette No. 28309 dated May 31, 2012. The practice is known as the "law on urban
transformation or on transformation against the risk of earthquakes” and has made it
possible to tear down and transform risky buildings with occupancy permits into
earthquake-resistant structures especially in big cities. Furthermore, the practice provides
certain conveniences regionally through regulations aiming to replace all faulty buildings
with new ones throughout Turkey, particularly in the risky parts of Istanbul.
For this purpose, numerous homeowners have made deals with contractors to receive a
new apartment in exchange for their old ones. Previously inhabited, these buildings lead
to a ready “owners” since occupancy permits need to be obtained once more after the
construction permits required in the rebuilding process. In this case, its stock-boosting
impact will be very limited.
It is easier to understand the trend by looking at TurkStat data on construction licenses,
the number of apartments, square meter area, and value for the past three years. Data
indicate that 2014 had the best performance in all four variables compared to previous
years. In 2015, a decline was observed as a result of continued usage of licenses from
2014 and increased perception of risk in both the internal and external economies.
[145]

However, an analysis of home sales shows that 2015 ended with another record.
Although certain houses were delivered in 2015 pursuant to previous sales agreements,
the strong trend in overall sales maintained their strength this year, too. The first half of
2016 showed a reasonable trend indicating the buoyancy of the industry.
Purpose of Use according to Occupancy Permits, Residential Units

Source: TurkStat
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3.3.4. Construction Costs
Another variable for the housing sector is fluctuations in construction costs and the
resulting effect on supply prices. As in every industry, rising costs not only limit profit
margins but also affect projections and investments decisions.
Changes in the main input prices should be closely monitored especially in the
construction industry and related sub-industries. The depreciation of the Turkish lira as of
the second half of 2013 has increased the prices of raw materials and inputs imported in
foreign currency.
Interest rates rising along with increasing foreign exchange rates was the most important
factor affecting construction costs throughout 2014. Labor costs have also contributed to
the rise. Although foreign exchange and interest rate-relate factors influenced costs in
2015, labor costs also reached a considerable level.
Costs followed a reasonable course in the first half of 2016. However, the impact of the
coup attempt taking place in the 3rd quarter and increase in the exchange rates due to
higher geopolitical risks affected the input costs negatively. However, the effect of cost
increases has been restrained due to falling loan rates and measures taken for the
industry.
According to TurkStat data143, the building construction cost index (BCCI) rose by 0.5
percent, 5.7 percent, and 6 percent on a quarterly basis, year-on-year basis, and as an
average of four quarters, respectively.
In the third quarter of 2016, the labor index and material cost index rose by 0.7 percent
and 0.4 percent on a quarterly basis in BIME (Building Construction Cost Index). The
labor and material indices rose by 10.4 percent and 4.3 percent, respectively, compared
to the same quarter of the previous year.

143 TurkStat, Building Construction Cost Index, 3rd Quarter: July-September 2016, Issue: 21726, October 21, 2016

[147]

Building Construction Cost Index Change Ratios
(2005=100), 3rd Quarter: July-September

2016
(%)

Year-on-year change rate
Year-on-year quarterly change
rate
Change rate compared to
quarterly average

Total
1.1

3rd Quarter, 2015
Labor
Materials
2.3
0.8

Total
0.5

3rd Quarter, 2016
Labor
Materials
0.7
0.4

5.8

8.2

5.1

5.7

10.4

4.3

6.9

8.8

6.3

6.0

10.0

4.8

Source: TurkStat

The rise in labor costs stands out in total construction costs in 2016. Although labor costs
declined a little in the last quarter of 2015, they followed an uptrend since early 2016. The
increase in material prices seems to be remain gradual.
Building Construction Cost Index (2005=100)

Source: TurkStat

On the other hand, the input shares of 2015 building construction cost index are as
follows144:

ibid. p. 1
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General building materials, labor, and equipment materials make up the ranking. General
building materials and labor and equipment materials comprise 64.5 percent, 21.3 percent
and 14.2 percent of the building construction cost index (input share). The input costs
remained at the same level between July and September 2016.
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Shares of Inputs in the Building Construction Cost Index (2005=100)

Source: TurkStat

We examined the average of eight quarters (from the first quarter of 2015 to the third
quarter of 2016) to better understand construction costs. 2015 demonstrates a sharp
decline in material costs and overall costs while this trend seems to continue for materials
and labor in the third quarter of 2016. However, these costs may increase in the last
quarter of 2016 due to higher exchange rates.
Producers, who increased the sales price gradually sacrificing on their profit margins
despite the increased input costs in 2014, seem to have compensated for these losses
[150]

with the falling input price in 2015. The demand and inflation trend will determine whether
relatively higher input prices in 2016 will make a pressure on sales prices.

3.3.5. Interest Rate-Income Effect on Construction and
Housing Industries
As a macroeconomic variable, interest may be named briefly as 'cost or rent of money.’
Interest may be influenced by many factors, including risk premium, general external and
internal conditions, as well as inflation and expectations. It is important for both investors
and consumers, as it is related to loan borrowed from those with want of funds from those
with funds surplus.
The real estate industry in Turkey continues to perform the task of providing housing at
certain standards as well as functioning as an investment tool. Bank loans and related
interest rates are the crucial external sources that enable home purchases with a certain
maturity date.
The interest variable is a factor that affects the resource costs of construction companies
by creating as much, or even more, demand fluctuations as it does in all sectors. This
variable is critical in terms of sales and related parameters.
Following the 2001 crisis, a rapid decline in interest rates created significant growth in
demand and brought down operating costs.
Changes in mortgage rates determine the demand for housing purchases: for example,
a drop in mortgage rates would spur demand. A positive relationship exists between
mortgage rates, the home ownership growth rate, and the number of homes sold.145 The
decline in housing loans increases housing sales to a reasonable extent.
A growth trend was experienced in parallel with the Fed announcements and rising
domestic risk perception. This followed the period May 2002-2013, in which both real and
nominal interest rates plummeted in Turkey. This caused interest rates for loans and all
other types of interest rates to increase (in Turkish lira). Interest rate growth continued as
a result of the CBRT’s intervention in foreign currency and interest rate markets, due to
foreign currency outflows and other increased risk perceptions at the beginning of 2014.
Although some decline occurred in the interest rates in the first quarter of 2015 both by
itself in the market and by the intervention of the CBRT, the Fed's statements and
impaired global perception of risk caused the rates increase again.

145 Kaya, Aslı, 'Türkiye'de Konut Fiyatlarını Etkileyen Faktörlerin Hedonik Fiyat Modeli ile Belirlenmesi', CBRT

Qualification Thesis-Unpublished, Ankara, 2012, p. 16
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Demand for housing loans appears to be high in the first six months of 2015 whereas
while it saw a sharp decline in the second half (especially due to two consecutive elections
and geopolitical risks). It should not be ignored that rising housing loan interests also
negatively impacted the consumer demand.
As of late 2015, the CBRT took steps to encourage further growth with its interest rate
policy with discounts in its interest rate corridor. These discounts started to reflect on
credit rates albeit with some delay. However, its reflection on consumers take place
longer due to the reasons such as maturity, funding costs and risk perception in the
banking industry. CBRT is likely to scale back required reserve ratio under these
circumstances.
In 2016146, interest rates have been cut as the CBRT and Government policies favored
growth and due to economic necessities. The influence of the above developments began
to be seen in bank loans as of the first quarter of 2016.
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For more information, please see “Part 2-Developments in the Turkish Economy”

[152]

Changes in Consumer Loans*

The ratio of net household assets to GDP ratio follow a stable course in the last six
months, whereas long-term household financial leverage ratio continued to decline. This
decline in the household leverage ratio results from the savings deposits growth rate to
be faster than the moderate increase in personal loans. Constituting almost all of the
household financial obligations, personal loans had a weak course due to the macroprudential measures and credit rate developments. On the other hand, the growth of
savings deposit, which has the largest share in household financial assets, fared quite
higher than the personal loan growth which had a moderate course147.
The negative divergence of consumer trends resulting from the systemic risks in the third
quarter of 2016 gave way to a more positive climate in a short time. Therefore, there has
been no significant changes to the loan volume, GDP, household net worth. However, we
started to see the favorable effect of lower loan rates on the economy with the home and
vehicle sale campaigns launched in the last quarter of 2016.
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CBRT, “Financial Stability Report”, May 2016, Issue: 22, pp. 17-18
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Household Net Asset Changes (billion TL)

Source: CBRT

2016 years The debt to total financial assets ratio stands around 40 percent at the end of
the quarter while the debt to disposable income ratio is just over 40 percent. Households'
debt to GDP ratio remained stable at 20 percent.
Household net financial worth rose by 28 billion Turkish lira on a quarterly basis in the
second quarter of 2016. The household debt indications showed that households’ debt to
GDP ratio remained around 21 percent, while the debt to disposable income ratio and the
debt to total financial assets ratio followed a horizontal trend in the second quarter of
2016.148
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CBRT, “Financial Accounts Report, 2016-II’ p. 4
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Household Obligations (*) (%)

(*) Household debt consists of the credit item
Source: CBRT, TurkStat

Even though deposits remain the main element of household assets, there is a noticeable
move towards investment funds, particularly with heightened interest in the private
pension system. This is reflected in the household asset balance as a partial move from
deposits to investment funds. In addition to the rise from personal pension funds, the
“housing benefit”149 implemented in 2016 seems favorable in ensuring higher savings and
offering funds desired by the real estate industry.
The ratio of household liabilities to the GDP shows that Turkey has the lowest level of
indebtedness among the 19 countries in the second quarter of 2016.150 Countries with
higher household liabilities demonstrated higher financial vulnerabilities. In this context,
contrary to what is often expressed in the last quarter of 2016, household liabilities do not
pose a significant risk compared to the ratios in the other economies.
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Housing Benefit: Citizens who open a housing account in TL will be paid a state subsidy in their first and
only first house purchase provided that they remain in the system for at least three years. State subsidy
payment will not exceed 20 percent of the total amount accumulated in the account and 15,000 Turkish lira.
150

CBRT, “Financial Accounts Report, 2016-II’ p. 4
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Comparison of Household Obligations and GDP (% share, 2nd Quarter, 2016)

Source: CBRT, TurkStat

As a result of macroprudential measures, the growth in household liabilities has been
maintained at a reasonable level since March 2014. The biggest increase in households’
financial debt composition took place in auto and housing loans, respectively. The 30
percent increase in the minimum wage as of early 2016, boosted particularly consumer
and vehicle loans taking low levels of personal loans to slightly higher levels. We did not
observe a significant change in the share of loan types as a result of recent developments
in household financial obligations151.
Loan interest rates and expectations are the most critical variables with regard to loan
volume and direction. Interest rates fell somewhat as a result of the CBRT’s moderate
cuts in parallel with developments and the measures taken to curb the loan volume
growth. Decline was higher in the mortgage than in other types of loan until the second
half of 2014. Therefore, although there was a relative improvement in mortgage loan sales
in the second half of 2014 and the first half of 2015, the sales started to decline especially
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CBRT, “Financial Stability Report”, May 2016, Issue: 22, p. 19
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from June 2015 onwards (along with increased interest rates). The gradual decline in
interest rates until the third quarter of 2016 and the emphasis on growth-focused policies
showed their effects on the figures, too. This acceleration has become more significant,
especially in housing and commercial loan rates.
Loan Interest Rates

(January 2008-September 2016, %)

According to a study prepared with housing loan information shared by banks and finance
companies, which are members of the Banks Association of Turkey Risk Center, the
amount of housing loans and the number of users showed a stable growth. Housing loans
grow faster than other types of consumer loans doubling its ratio to the national income.
The number of people using housing loans exceeded 2 million as of late 2015. We can
say that the preferred credit tranches range between, 75,000 and 150,000 Turkish lira
with maturities going up to eight years from six years. The age group between 31 and 41
years old benefit from loans the most152.
According to the BRSA data, consumer loans rose over the previous quarter to 388 billion
Turkish lira in March 2016. Mortgage loans, personal credit cards, loans and other

Banks Association of Turkey;’ Fact Sheet on the Increase in the Number of House Loans’, July 11,
2016
152
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consumer loans were 147 billion Turkish lira, 78 billion Turkish lira, and 157 billion Turkish
lira, respectively153.
Personal Loan Types and Amounts

Development of Consumer Loans

Source: BRSA

Housing loans reached 148 billion Turkish lira with a 25 percent annual growth between
2009 and 2015. On the other hand, the annual average real growth stood at 16 percent154.
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BRSA, “Turkish Banking Sector Basic Indicators”, March 2016, May 10, 2016, p. 12

Banks Association of Turkey;’ Fact Sheet on the Increase in the Number of House Loans’, July 11,
2016
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Housing Loan Stock Change (2009-2015)

Source: TBB

Although housing loan stock fluctuated from 2009 until 2015, it mainly had an upward
trend.
Type-based Loan Development (2010-September 2016)

[159]

Source: BRSA

The major part of personal loans consists of consumer and housing loans. Consumer
loans rose over the previous quarter to 403 billion Turkish lira in March 2016. Mortgage
loans, personal loan, consumption and other consumer loans were 154 billion, 82 billion
and 160 billion Turkish lira, respectively155.
Among all loan types, "mortgage" reflects future projections on the economy the best. In
line with improving general conditions and expectations, the number of mortgages revived
The ratio of the housing loans to those provided by the finance companies remained the
same at approximately 9 percent (excluding loans brought from abroad by the banks.) On
the other hand, the share of housing loans in personal loans rose to 38 percent. The ratio
of housing loans to GDP increased from 4 percent to 7 percent while this ratio in the EU
countries was 43 percent on average in 2014156.

BRSA, “Turkish Banking Sector Basic Indicators”, September 2016, p. 12
Banks Association of Turkey;’ Fact Sheet on the Increase in the Number of House Loans’, July 11,
2016
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Distribution of Personal Loans in Turkish Banking Industry

(October 2016)

Source: BRSA

Other issues to be analyzed in housing loans are the maturity structure and amounts
chosen by the loan users. These variables are important sources of information for both
the industry and economy. It is important to measure to what extent international demand
continues for housing sales in macroeconomic and risk management terms.
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Housing Loans Breakdown (2014 3rd Quarter 2016, 2nd Quarter)

A detailed examination of the housing loans reveals that the number has reached 129,040
by the first quarter of 2015. The decline until the first quarter of 2016 turned around to a
growth from the second quarter onwards. Also, the total number of granted loans
increased considerably in terms of value in the third quarter of 2016.
The amount of housing loans per person rose from 76,000 to 114,000 Turkish lira per
person. (As of 2015) The average maturity of housing loans went up to 91 months with
19-month increase157.

157A.g.e.s.2
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The Number of People in the Credit Tranche (2009-2015)

Source: TBB

Demographic factors clearly affect house sales and loan usage directly. Turkey’s young
and dynamic population support the process in this respect158.
In 2009, the number of loan users aged 26-30, 31-35 and 36-41 were 44,000; 68,000;
and 73,000, respectively. In 2015, the number of loan users aged 26-30, 31-35 and 3641 rose to 69,000; 91,000; and 98,000, respectively159.
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Please see: Section 3.3.1, Turkey’s Analysis in Terms of Population and Its Components

The Banks Association of Turkey;’ Fact Sheet on the Increase in the Number of House Loans’, July 11,
2016, p. 4
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The Number of Housing Loan Users and their Age Distribution (2009-2015)

Source: TBB

When we consider housing loan developments and consumer trends, we should also
analyze their effects on sales.
Upward movement in house sales started in the last quarter of 2014 and demonstrated
itself both in mortgage sales and other sales. Mortgage sales demonstrated quite a fast
increase in the first half of 2015. We see an opposite process from late 2015 to the second
quarter of 2016 with continued slower decline in mortgage sales. On the other hand, we
started to see the effects of lower loan rates and the effects of campaigns launched by
branded housing producers under the leadership of Emlak Konut REIC in the last quarter
of 2016160.
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According to the TurkStat data, mortgage house sales rose year-on-year by 71.8 percent to 48,110
houses across Turkey. The share of sales with mortgage in total homes sales was 36.9 percent.
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The total number of unencumbered sales totaled 1,066,085 between January and
October 2016 despite the decline in June and July 2016. It is noteworthy that this figure
was 1,040,713 in the same period of 2015. This increase is very important for the industry
despite the negative developments in our country and the world.
Housing Loan Interest Rates

The ongoing momentum loss in loan growth even in the first quarter of 2016 can be
explained by macro-prudential measures and banks’ concerns over the credit risk. Bank
Loan Trend Survey shows that banks react to the credit risk by with stricter standards and
higher interest rates in the first quarter of 2016. The relatively high course of overall
interest rates, excluding the short-term loosening after the elections, is considered to
possibly deter the demand161.
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CBRT, “Financial Stability Report”, May 2016, Issue: 22, p. 33
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The implementation of more expansionary policies and the banks’ support as of the
second half of the year led housing loans to recover.
We observe that the decline in interest rates accelerates housing demand. As a result of
the developments in favor of housing loans in market conditions, mortgaged housing
sales have contributed positively to the sales growth rate since August. We believe that
banks have a stronger motivation for loan allocation with the increase of the customer
demand. As a matter of fact, the number of people who were granted loans among
housing loan applicants in September and October is higher than the period average 162.
An analysis of the interest rate/loan relationship requires the assessment of whether the
fund flow comes back to the issuers. This is called non-performing debt and is a leading
indicator of financial and economic soundness. Close tabs must be kept on the repayment
process regarding loans obtained by corporate companies in the construction industry
and the construction (mortgage) loans obtained personally.
Consumer Loans/NPL Ratio

Source: BRSA

The rate of non-performing personal loans (including credit cards) is around 4.54 percent
as of September 2016. According to BRSA data, this is below 1 percent in mortgage
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CBRT, "Financial Stability Report”, November 2016, Issue: 23, p. 17
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loans163 Having a low NPD rate is crucial, not only for the borrowers but also for the
soundness of the financial system.

3.4. Housing Sales and Types
Housing sub-industry is one of the most critical components of the real estate industry,
and it is distinguished from the rest of the real estate types with the fact that sales have
a social and also economic impact.
Housing sales are affected by a number of variables. It is influenced by behavioral
variables as much as by economic variables. In some cases, investor's "rational"
behaviors may differ as well.
Economically, price and borrowing rates (or alternative costs) are the main variables that
affect the consumer’s (or investor’s) decision-making process. Interest rates and risk
predictability are crucial in the housing sector in terms of both supply and demand.
Financial sector transfers funds into the system. However, it is clear that the loans that
have been issued to the financial sector must not create a risk for the system by going
into default. The Turkish banking and finance sector manages the risks through
substantial regulations and implementations (also through internal know-how).
The significant results of the aforementioned variable are demonstrated in housing sales
figures (and prices). House sales figures are now used as a leading indicator in many
modern economies, and they are monitored to ensure sound development and in terms
of growth numbers.
Type-based House Sales

Sales Types
Total Sales
Mortgage
Sales
Other Sales

1,289,320
434,388

Sales,
JanuaryOctober
2015
1,040,713
365,552

Sales,
JanuaryOctober
2016
1,066,085
351,491

854,932

675,161

714,594

Average SalesUnits
(2011-2015).

Sales in 2015
(Units)

1,116,240
368,720
747,520

Source: TurkStat
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BDDK, “Turkish Banking Industry Basic Indicators” September 2016, p. 15

[167]

According to the TurkStat data, an average of 1,116,240 houses changed hands annually
according to the other sales figures covering the last five years (2011-2015). 2015 home
sales were better than the last five-year average in all three sales types.
Mortgage Home Sales (Units/Month)

Source: TurkStat, GYODER

House sales saw a year on year increase in the ten months of 2016. However, the
breakdown differs according to sales types with the mortgage sales declining by around
4 percent. However, mortgage sales rose by 71.8 percent in October on a monthly basis
indicating a trend that could surpass the previous year.
Housing Sales (First-time and Pre-Owned/Month)

Source: TurkStat, GYODER

We observe a 5 percent increase in other sales method (cash payment purchases and
various forms of payment to the contractor). The most important factors behind the
increase in this method can be seen as better borrowing facilities by contractors
compared to the financial industry, projects jointly prepared by contractors and the
financial industry to offer better conditions to consumers and apartment swaps as part of
the urban transformation process.
[168]

Number of Homes Sold, Based on Sale Type164

Source: TurkStat, GYODER

Source: TurkStat

Seasonality effects are observed in the Turkish real estate and construction industries.
Housing sales and rentals generally decline in winter months. The opposite is observed
beginning with the second half of the year165.
Housing sales increased by 10.6 percent in 2015 compared with the previous year (2014).
Istanbul had the biggest share regarding the number of home sales in 2015 with 239,767
units (18.6 percent), and it was followed by Ankara with 146,537 sold units (11.4 percent)
and Izmir with 77,796 sold units (6 percent). Ardahan had the lowest number of home

The General Directorate of Land Registry and Cadastre (TKGM) changed its database system and
began recording sales with mortgages as a separate item as of August 2009. Subsequently, the lack of
scope in terms of home sales between 2009-2012 has been fixed and data from those years has been
updated.
165 Emlak Konut REIC, “Real Estate and Housing Report” September 2014, p. 71
164
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sales with 139 homes166. Total sales between January and October 2015 were exceeded
in the same period of 2016.
According to the TurkStat data167, House sales in Turkey rose by 25.1 year on year to
130.274 in October 2016. Istanbul had the biggest share in the number of home sales
with 21,094 units (16.2 percent), and it was followed by Ankara with 14,449 units (11.1
percent) and Izmir with 7,889 units (6.1 percent). Hakkari, Ardahan, and Şırnak saw the
lowest number of sales with 10, 28 and 34 houses, respectively.
Number of Home Sales across Turkey

(October 2016)

Source: TurkStat

Mortgage house sales across Turkey rose year-on-year by 71.8 percent to 48,110 units
(compared to October 2015). Mortgage sales had a 36.9 percent share in total home
sales. Istanbul ranked first with 8,621 mortgage sales and a 17.9 percent share. Ardahan
had the biggest mortgage sales to total sales ratio at 60.7 percent.
Cash, title deed, and other similar methods are also used for home sales. These sales
methods can surge at times as a result of the general state of the economy and
macroprudential measures (aimed at controlling monetary expansion). Construction

166

167

TurkStat, “Home Sales Statistics”, Issue: 21708, January 22, 2016

TurkStat, “Home Sales Statistics”, Issue: 21762, November 24, 2016
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companies build homes and sell them themselves using their own equity structure, or at
times, by offering installments with the funds they obtain from financial institutions in their
own names.
Other home sales across Turkey rose by 8 percent year on year to 82,164 (compared to
October 2015). Istanbul took the first place also in other house sales category with 12,473
homes and a 15.2 percent share. Other sales had a 59.1 percent share in total housing
sales in Istanbul. Ankara came second with 8,535 home sales in this category. Ankara
was followed by Izmir with 4,4760 home sales. Hakkari had the lowest ratio of other home
sales with seven homes.
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Source: Anatolia News Agency

Sales Developments in Three Major Cities
The three biggest cities in Turkey (Istanbul, Ankara, and Izmir) have the heaviest activity
in real estate. Istanbul is the flagship among these three cities. Therefore, trend in these
cities is critical for the analysis of the country-wide real estate industry.
The housing industry managed to end the year with record sales year despite the two
elections in 2015 and global fluctuations. Both internal and external risks increased in first
ten months of 2016. Housing sales fare still above the last year despite the weakness in
the global economy, the Fed's interest rate hike, bigger geopolitical risks, and the coup
attempt. The Turkish housing market maintains its buoyant atmosphere despite the global
turbulences. The main reason for this can be demographic factors and building more
livable cities that are supported by infrastructure.
The Turkish housing market demonstrates maximum activity in the three biggest cities
with Istanbul well ahead of others. These three major cities are followed by Bursa and
Antalya markets. Emlak Konut REIC carries on its activities in the three biggest cities
(Istanbul, Ankara, and Izmir) where sales concentrated as well as those in Anatolia (i.e.
Kocaeli, Denizli, and Konya) with increasingly better potential.
Buoyancy in sales in Istanbul, Ankara, and Izmir in sales can generally be attributed to
these conditions:


Demographic factors (population growth, migration, population density, change of
the nuclear family structure)



Increasingly accessible and prevalent transportation means



Interest of foreign investors



Attraction by the big projects (bridges, airports, Canal Istanbul and the like)
[172]



Increasing construction quality and interest in the brand projects



Urban transformation and related activities



The Turkish investors’ traditional preference for the housing industry.
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First-time and Pre-Owned Home Sales in Five Big Cities

Source: TurkStat

In the top three cities for sales, Istanbul maintains its leadership by far. Istanbul is leader
not only in total sales but also in sales with mortgage and other sales. It is followed by
Ankara, Izmir, Antalya, and Bursa.
Sales may be basically divided into two types. The first is the first-time sale of newly
constructed real estates, and the other is the sales of pre-owned, in other words, secondhand real estates. The first-time sales show the interest in the newly constructed real
estates while pre-owned sales provide information on the market buoyancy and cash
position. It must be remembered that demand is higher in housing markets with high
liquidity in pre-owned home sales, which will also be reflected in the first-hand sales.
The number of houses sold in 2015 was as high as 598,667 for the first time representing
a 10.5 percent growth compared to 2014. The pre-owned sales amounted to 690,653 in
2015 with a 10.7 percent increase.
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The Number of Housing Sales, 10-month Comparison (2014-2016)

Source: TurkStat

The number of first-time home sales in Turkey rose by 22 percent year on year to 61,677
in October 2016. The first-time sales had a 47.3 percent share in total house sales.
Istanbul had the biggest share in terms of first sales with 9,996 units (16.2 percent), and
it was followed by Ankara and Izmir with 6,318 and 3,219 sold units, respectively.
The pre-owned house sales in the same period rose by 28.1 percent year on year to
68,597. Istanbul took the first place also in second-hand sales with 11,098 homes and a
16.2 percent share. Second-hand sales had a 52.6 percent share in total housing sales.
Ankara took the second place with 8,131 housing sales. Ankara was followed by Izmir
with 4,670 house sales.
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Law of Reciprocity and Sales to Foreign Nationals
The regulation on real estate sales to “foreign nationals” was another important
development concerning the housing sector as part of the real estate industry. The
following article is the most important regulation that was introduced by the "Law on the
Amendment of Land Registry and Cadastre Law,” No 6302, which was published in the
Official Gazette No. 28296 dated May 18, 2012.
“ARTICLE 35 – As necessitated by bilateral relations and the country's interests, foreign
natural persons from the countries determined by the Cabinet can acquire real estate and
limited rights in kind in Turkey, on the condition of complying with legal restrictions. The
surface area of the real estate and independent and continuous limited rights in kind that
can be acquired by a foreign national shall not be over 10 percent of the district where
the real estate is located and over 30 hectares countrywide. The Cabinet shall have the
authority to increase up to twice as much the amount that can be acquired countrywide.
Incorporated companies that are established according to their own laws in foreign
countries shall acquire real estate and limited rights in kind, only within the scope of
special provisions of the law. Companies other than these shall not acquire real estate or
have limited rights in kind establish in their favor. Limitations stated in this article shall not
apply when putting a lien in favor of these incorporated companies and foreign nationals."
The law enabled nationals of other countries to acquire real estate, who were not allowed
to do so until that time due to the “reciprocity” principle and allowed nationals of
neighboring countries to acquire real estate except border cities.
Even though the law of reciprocity was enacted in 2012, it would be better to consider
2013 as the year when the legal regulation went into effect.
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Nationality-based Sales Report (Real Persons, 01.01.2016-29.11.2016 - Top 10 Countries)
Not Subject to
Property
Subject to Property Ownership
Total
Ownership
Persons Country Name

Number
of Main
Real
Estate
Lots

Surface
Area
(sq.m.) for
Main Real
Estate
Share

Number of
Number of
Independent Independent
Section Lots
Sections

Surface Area
(sq.m.) for
Independent
Section Share

Total
Number
of Lots

Area (sqm) for
Total Share

Total
Number
of
People

Saudi Arabia

268

567,584

686

1,990

179,245

954

746,830

1,627

Germany

729

522,036

782

1,092

120,842

1,511

642,879

1,386

England

245

196,937

950

1,729

339,521

1,195

536,458

2,458

Kuwait

136

265,207

584

1,663

192,751

720

457,958

1,600

58

211,102

474

684

60,087

532

271,189

655

174

116,499

2,224

2,980

137,897

2,398

254,396

3,442

Russian Federation ruble

76

35,761

713

1,360

149,049

789

184,810

1,351

Lebanon

36

162,565

105

147

11,273

141

173,838

172

TRNC

52

117,109

100

127

16,182

152

133,292

163

Bahrain

12

120,954

40

55

7,572

52

128,525

67

Azerbaijan
Iraq

*The ranking is based on the total surface area corresponding to total shares.
Source: TKGM Data

Demands by foreign investors in our country has increased quite quickly after the enaction
and implementation of the law. General Directorate of Land Registry and Cadastre data
show that Saudi Arabia has taken the first place in 2016 (January 1-November 29) based
on surface area in condominium or non-condominium classification, and it was followed
by German and Britain.
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jForeigners’ City-based Purchases Report (Real Persons, 01.01.2016-29.11.2016 - Top 10 Cities)

Not Subject to
Property Ownership

City Name

Subject to Property Ownership

Total

Surface
Surface
Surface
Area
Area
Area
Number
(square
(square
Number of Number of
(square
Total
of Main
meters)
Total
meters)
Independe Independe
meters)
Number
Real
Correspondi Number
Correspondi nt Section
nt
Correspondi
of
Estate
ng to
of Lots
ng to Main
Lots
Sections
ng to Total People
Lots
Independen
Real Estate
Number of
t Section
Share
Shares
Share

Istanbul

650

379,827

2,297

5,988

301,967

2,947

681,794

6,459

ANTALYA

208

140,242

1,782

4,404

364,877

1,990

505,119

5,198

MUĞLA

299

523,662

929

2,289

643,573

1,228

1,167,234

2,995

BURSA

217

361,980

650

1,282

83,519

867

445,499

1,381

AYDIN

93

66,957

427

1,030

111,062

520

178,019

1,343

YALOVA

209

250,497

524

848

61,097

733

311,594

1,037

ANKARA

137

53,640

480

566

33,893

617

87,533

731

TRABZON

33

6,384

153

757

51,200

186

57,584

660

SAKARYA

126

158,337

281

587

85,221

407

243,557

646

MERSİN

50

50,226

298

558

37,202

348

87,428

506

*Ranking was based on the total number of people.
Source: TKGM Data

Istanbul, Antalya, and Muğla were the top three cities between January 1, 2016, and
September 29, 2016. These three cities are well ahead in terms of the number of lots and
people. Antalya’s second ranking is a positive development although the sales have
declined here due to tensions with Russia and geopolitical risks.
Increasing since 2013, foreign investors’ interest was maintained as the main trend in
2016, and the following issues need to be noted as the main reasons behind this.


Turkish real estate market is qualified to respond demand at International
standards,



Preference of real estate buyers in Turkey regarding the way of life in relevant
regions (climate, human relations, social facilities, transportation),



Istanbul is a globally important metropolis and attracts increasing interest,



Gradual decrease of foreigners’ interest in cities such as Antalya and Muğla (due
to the risk factors mentioned above)
[178]



In addition to European investors, there is rising interest from investors in the Gulf
and Arab world,



Global real estate investment funds are making purchases and going into
partnerships,



As a result of appreciation of foreign currencies, Turkish assets have been
cheapened for foreign investors,



Demand has increased in some cities as a result of immigration from neighboring
countries,



Changes have been implemented in architecture and design,



Transportation amenities offered by Turkey thanks to its central location on a
global scale.

In October 2016, the number of houses sold to foreigners rose by 22.7 percent month on
month to 1,566. The ratio was 31 percent, 30 percent, and 40.2 percent in Istanbul,
Antalya, and Bursa, respectively. However, the number of houses sold to foreigners in
the year to October fell by 19.8 percent year on year to 14,776 from 18,428. The above
positive factors remain in place for 2016 and the next year, but the developments in the
world economy, elections in the US and EU, geopolitical risks, expectations from the
Turkish economy are the factors that will affect foreign individuals’ demand.
Home Sales to Foreigners (Units, October 2016)

January-October 2015

January-October 2016

Cities/Total

18,428

14,776

Istanbul

5,813

4,630

Antalya

5,073

3,628

Bursa

1,213

1,067

Yalova

1,169

670

Aydın

982

684

Source: TurkStat and General Directorate of Land Registry and Cadastre (TKGN)

However, the elimination of the previous problems with Russia and other neighboring
countries reduces the risks for both foreign and domestic investors. Turkey offers a
convenient environment for foreign investors’ real estate purchases as a peaceful island
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within its geographical proximity. The interest of foreign investors in the Turkish real
estate industry can be readily expected to have upward trend by years.
Foreign investors' real estate purchases create an inflow of 'Foreign Direct Investment'
(FDI), which has increased significantly after the new legal regulation came into effect. In
terms of balance of payments, FDI provides immense support in reducing the need for
external funding. The analysis of the period from 2011 to 2015 year-end show that, while
direct foreign investment inflow was $71.198 billion with $16.175 of this entering the
country for real estate purchases.
Foreign Direct Investment Inflow and Real Estate Purchases by Foreigners

(2011-2015).
Years

Direct Investments
(USD, Billion)

Real Estate
Purchases (USD,
Billion)

2011

16,182

2,013

2012

13,284

2,636

2013

12,384

3,049

2014

12,523

4,321

2015

16,957

4,156

Total

71,198

16,175

Source: CBRT, Balance of Payments Data, November 24, 2016

When we examine foreign direct investment inflows and real estate purchases by
foreigners as a period, we see that the FDI inflows stood at $3.554 billion in JanuarySeptember 2015 while it declined year on year to $2.223 billion in 2016. As for the real
estate purchases, the amount was around $2.9 billion in January-September 2015
whereas it rose to almost $2.95 billion in the same period of 2016. 168 A comparison
between the period January-September
2015 and 2016 shows a slight increase in the real estate purchases, which is considerably
important in the face of various developments across the world and Turkey.

CBRT,’ http://www.tcmb.gov.tr/wps/wcm/connect/30cdfd52-aa34-40ce-8b574ef53e322ce4/odemelerdengesi.pdf?MOD=AJPERES&CACHEID=ROOTWORKSPACE30cdfd52-aa34-40ce-8b574ef53e322ce4 September, November 24, 2016, p. 1
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Foreign Direct Investment Inflow and Real Estate Purchases by Foreigners

(Periodical Comparison)
Period

Foreign Direct
Investments
(USD Billion)

Real Estate Purchases
(USD, Billion)

January-September 2015

3.554

2.906

January-September 2016

2.23

2.946

Source: CBRT, Balance of Payments Data, November 24, 2016

Based on figures from the CBRT and the Ministry of Economy, the highest number of real
estate sales took place in 2014 following implementation of the Law of Reciprocity. The
direct foreign investments reached $4.3 billion. The figure was around $4.1 billion in 2015.
Foreigners brought more funding to Turkey in 2016 for real estate purchases despite the
above-mentioned internal and external developments. A relative improvement can be
expected in foreigners' real estate in the last three months of 2016 and the first half of
2017.
A recently announced regulation involves a series of measures to increase funding from
abroad169. According to this:





Investors abroad will be able to bring their assets to Turkey easily.
Buildings included in the agriculture investment tax property tax will not be subject
to taxation for five years.
Employee insurance debts of investors suffering economic losses from natural
disasters will be postponed for a year.
New taxis, local public transport minibuses, municipal and public transport buses
can be purchased without an excise duty

Prime Minister Binali Yıldırım,’ http://www.bloomberght.com/haberler/haber/1892004-basbakanyildirim-yatirim-tesvik-paketini-acikladi’, July 4, 2016
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CBRT will carry out necessary procedures to reduce the cost of loan usage.
Consumers will be able to use their movable assets as securities when using
loans

Following procedures are under way to attract especially overseas real estate buyers and
funds to our country in line with relevant arrangements;





Residence permits
Work permits
Simplification of tax and title deed procedures
Convenience to acquire citizenship when certain conditions are met

Efforts are underway to reduce the bureaucracy in the transactions mentioned above.
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PART FOUR
4. Global Housing Prices
This part provides an analysis of the changes in global housing prices and main
expectations regarding them.
Price and other features (e.g. risk and related future projections, assessments) of assets
are the main determining factors for the investor when making a decision. As the world
economy gradually becomes more global, and international fund flows take place fast and
intensely, it is easier now for similar asset prices to be affected by each other. Therefore,
it is crucial for investors and the industry players alike to have knowledge of global prices
and directions.
The construction industry and housing as its complementary industry are vital for each
economy. The sector provides value by setting in motion sub-industries, creating
employment and acting as shelter. Thus, housing prices, as well as price movements and
financial activities in the construction industry, affect a large section of the population
either directly or indirectly.
With constantly increasing effect for the last twenty years, globalization impact
continuously both economic and social trends in different countries. The most affected
item is assets, in general, and real estate industry, in particular.
Apart from fluctuations created by funds with varying terms and structures which travel
around different countries for worldwide investment purposes, house prices are globally
affected by both expectations and developments in the overall world economy. In world
residential and commercial real estate prices, which may differ by country and region,
economic conditions and perception of risk in the related country gain importance.
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4.1. Asset and Housing Bubble
The notion of an asset bubble is the issue most discussed by economists today. By
definition, an asset is a value, and it is measured by money in modern economies.
Therefore, an asset bubble can be described as a rapid increase in prices.
Another point is that rising asset prices cause wealth to grow for those who own them.
In this context, an asset bubble could be described as "artificial wealth” that is created
due to asset prices rising faster than those of goods and services for at least five
consecutive years.170
The growth of wealth develops in a sound manner if it has been acquired by transforming
national savings into investments. This brings about healthy growth in national income.
Growth that depends only on asset sales without the proper resource structure or effective
production results in "bubbles."
The creation of an economic infrastructure is not enough for these bubbles to occur.
Behavioral and social factors that feed the downward spiral also have to be in place at
the time of the price increase and subsequent collapse. An upward price hike occurs if
projections are positive and people believe they can sell their assets for more than they
paid for them.
Price bubbles are created as assets' market prices exceed basic values. Rising asset
prices can set in motion a demand shock. A demand shock may also be created by real
income increases or low interest rates. However, the bubble process can occur due to an
increase that goes beyond even the effects of these basics. The expectation that price
increases will continue as a result of increased demand cause new buyers to arrive. The
trend gains even more momentum, and price hike accelerates when new buyers enter
the market with this expectation. The general trend can be adopted, overlooking cash
flow and appraisal issues in prices.171
Rising asset prices advance the wealth of people and businesses that have previouslyacquired assets. Credit institutions in particular issue loans by expanding their credit
resources as a result of the "wealth effect and increased amount of guarantees."

170
171

Cansen, Ege, Hürriyet, December 25, 2010
Kansu, Aydan, ’Konut Balonundan Finansal Krizler: ABD Mortgage Krizi’, Scala Yayınevi, Istanbul, 2010, p. 22
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Sales, which arise from projections that asset prices will not increase for any reason,
adversely affect the asset areas first in terms of credit; then they spur sales, even more,
eventually causing prices to slump faster as other prospective buyers abstain from
buying.
In order for a housing price bubble to occur, a number of demand- and supply-related
variables must exist concurrently. Furthermore, housing prices are affected by a variety
of factors such as rising real incomes in related countries, home ownership incentives
from governments, tax regulations, expectations, and more.
Another approach to the notion of housing price bubble is that house loans increase and
push the housing prices up. It is obvious that rapid increase in both mortgage loans and
their financial derivatives played a role in the crisis of 2008. Central banks of various
countries took steps in the deployment of macroprudential measures on the house
financing system and loans172.
Change expectations in loan and general interest rates also have an effect on housing
prices. The IMF conducted a study in 2009 to shed light on when an asset bubble might
burst depending on several macroeconomic indicators. The conclusion stated that an
examination of the following variables may provide insight into the burst 173.









Loans/GDP
Growth in Stock Prices
Growth in Outflow Levels
Growth in Housing Prices
Inflation:
Housing Investments/GDP
Current Account/GDP
Capital Investments/GDP

Nevertheless, these parameters are greatly affected by globalization and by extension,
by risk appetite, quantitative easing, and other economic-political factors. They may not,
therefore, provide a complete answer regarding the burst.
Regardless of the asset type, analyses should be based on time and space. A “balloon”
is described in the case when assets that may be considered as “excessively” priced at
certain times exceed the previous high prices at other times.
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https://agenda.weforum.org/2014/12/how-to-manage-house-price-booms/
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IMF, WEO, 2009
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On the other hand, US economists K. Case and R. Shiller174 point to the following factors
as indicators of a housing bubble:






The pressure individuals receive from their immediate environment to own a home
The expectation of a rise in housing prices in the future
An increase in housing prices that surpasses spendable income
Frequent comparison between the wealth generated by being a homeowner and
other asset income
Wealth of information in the media and in other communication channels regarding
home ownership

A number of factors must coincide and the prices must react to them with a sharp
downtrend for housing or other balloons to be created and burst, If occasional declines in
asset prices stop at a certain point and then rise again, this is not considered a "burst
bubble" but rather a process of healthy "price adjustment".
In international economy articles, the term "balloon” instead of "bubble" is used for some
assets to describe price increases that have reached a certain size but cannot still be
considered as balloon.
Considering that changes in real estate prices influence many businesses in the real and
financial industry, its status an indicator that should be carefully monitored on a global
scale will be clear.
The price of real estate and related variables affect a large portion of the population from
central banks to investors to citizens on the street. In recent years, especially macrodecision makers, and central banks monitor this industry more closely since it has a very
important multiplier effect in addition to serving as a crucial asset.

174

They are also the creators of the Case-Shiller housing index, one of the most important US housing indicators.
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4.2. Housing Price Developments in Developed
Countries
2008 was a turning point for the developed economies. The home financing system175, in
particular, took a strong hit; the downfall affected not only financiers but also many other
sectors in a chain reaction, causing the crisis by creating a deflationary process.
As was the case for all assets, extremely sharp adjustments were made in housing prices
at the outset and throughout the crisis, and declining prices adversely affected both the
real estate and finance sectors to a high degree.
Post-crisis expansionary monetary and economic policies aimed at revitalizing demand
and spurring investment. For this purpose, decision-makers of the US economy and the
Fed took quite bold steps, trying to resolve the post-crisis troubles. The Fed started to
monitor housing prices to assess the related outcomes during and after the monetary
policy-making phase. The Fed's inclination to cut the monetary size since 2013 has
occasionally led fluctuations in housing prices as in any other assets. However, the size
of these fluctuations varies from country to country.
Although the Fed's policies have created global effects, its primary aim has been to create
a recovery in the US economy including the housing industry. In this context, it is possible
to say that the US housing market has reached pre-2008 crisis price level.

In developed countries, major damage occurred as a result of low-guarantee and high
risk securitization of long-term mortgages, and the trading of these instruments in the
derivatives markets.
175
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US Housing Prices (January 2005=100)

Housing prices followed a downward trend for a long time (from 2008 to 2012) in the postcrisis period in the US and started to recover only in 2013. The increase trend in prices in
2015 seem to have accelerated even further. This acceleration can be said to continue in
2016. We can expect the real estate industry to be positively affected especially by the
election of D. Trump in the US Presidential race and the stimulating policies he promised
to implement.
Low-interest rate environment that results from expansionary monetary policies brings
with it certain financial risks for developed countries, but this turns into a policy for
ensuring economic recovery in the short term. With the effect of these policies, stock
market indices and price earning ratios rise, while bond yields and risk premiums fall. As
in other assets, rising trend in housing prices is continuing, especially in the US, UK, and
Canada.
However, house prices rise exceeding the level in 2007 over the past six months in some
US states have also raised concerns over the formation of a new bubble. But despite
such a price situation, the indicators are healthier than the 2008 crisis with regards to the
financing structure. Nevertheless, a very rapid price increase is noteworthy throughout
the US between January and September 2016, and a correction is expected in favor of
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the buyers because of possible Fed rate hikes and other market conditions. 176 Distinct
characteristics of the states create more excess supply in some regions while fueling the
tendency towards a bubble in some others.
At this point, some commentators express that there may be more typical reasons for the
rise of the housing prices to pre-crisis levels177. Consumers and investors in the US point
to continued cautious optimism in housing prices and expect housing investments to
remain attractive for a while longer.178

176http://www.cnbc.com/2016/11/29/us-home-prices-hit-new-peak-in-september-sp-corelogic-case

shiller.html?__source=twitter,28.11.2016 p. 1

Renee Lightne,’http://graphics.wsj.com/housing-market-recovery/?mod=e2twg’, November 30, 2016,
p. 1
177

The New York Times,’http://www.nytimes.com/2014/12/14/upshot/home-buyers-are-optimistic-but-not-wildeyed.html?smid=tw-share&_r=0&abt=0002&abg=0’ December 13, 2014, p. 1
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US Housing Prices (Based on Selected States-Case Shiller Index)

Source: WSJ

The EU, however, is acting more slowly in its economic decision-making process
compared to the US. Some member countries do not favor monetary expansion policies,
and southern countries expect solutions to be developed more quickly. Despite having
implemented expansionary monetary policies in developing countries, particularly in the
eurozone, the banking sector is not supporting economic recovery at expected levels.
The banking industry hands out more loans in the US, while they continue to decline in
the Eurozone. In the Eurozone, banks shrink their balance sheets and avoid taking risks.
Both demand and supply-oriented factors are believed to be giving rise to this
development. While a high debt ratio limits loan demand, the banking sector's credit
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supply shrunk as a result of non-performing loans and balance sheet limitations in the
aftermath of the crisis. Banks continue to struggle to strengthen their capitals and
consolidate balance sheets.
The impact of this process is felt more by the borrowing individuals and institutions and
thus sets back economic recovery. Even the ECB’s decision for low or even negative
interest rates does produce sufficient results to revitalize spending and loan demand. At
this point, it should be remembered that demographic factors influence especially the
buoyancy of the housing sector. A naturally declining demand is also another
phenomenon in the EU countries which have an aging population.
EU and Eurozone Housing Price Index

Source: Latest

data: October 12, 2016.

The stimulus effect of post-crisis measures is evident, particularly in the US economy.
Recovery continues in the UK where similar policies have been implemented, and there
are discussions regarding whether the sharp ascent in housing sales and prices is healthy
or not. In the UK, it is believed that fast rise in house prices make it hard for renters to
own a home, and people with fixed income are gradually losing hope of owning a home 179.
However, the current inactivity of the British real estate market after the fluctuations
resulting from Brexit can be regarded as an adjustment.

The Guardian,’http://www.theguardian.com/commentisfree/2015/mar/29/housing-reaching-tipping-point-shelternew-ers-focus-e15?CMP=share_btn_tw’, March 29, 2015, p. 1
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European Countries’ Housing Price Index

The impact of the crisis was felt in housing prices as in all assets, and prices dropped
sharply in Ireland, Italy, Spain and Greece, the EU countries that were affected the most
from the crisis. However, relative cheapness in these countries due to fast price drops
has caused a “price reaction.” Those countries go through a period of higher real estate
prices since 2015 and the first half 2016. However, the stagnation in the Italian economy
and higher political risks negatively affected the real estate prices.
Another point about the subject is the “land conflict,” which is a highly debated issue in
the Western economies. Analyses show that since the industrial revolution, the farming
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land has been lost to urban areas at a fast speed, causing economic growth issues in the
medium term180.
Japan lies at the bottom in terms of the housing prices trend in the advanced economies.
The slow increase in the housing prices draws attention despite implementation of
policies to revitalize the economy in the country which struggles with chronic deflation
and recession.
Housing Prices in Japan

Meanwhile, the general trend points to rising housing prices in emerging countries,
despite variations between countries. Price increases in housing have been slower in
China and India, the two BRIC countries, than other emerging economies and the same
trend is preserved.

180The

Economist,’ http://www.economist.com/news/briefing/21647622-land-centre-pre-industrial-economy-hasreturned-constraint-growth?fsrc=scn/tw_ec/the_paradox_of_soil’ April 4, 2015
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Brazil’s Housing Price Index

Source: Global Property
Russia’s Housing Price Index

Source: Global Property
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It is possible to say that domestic demand is more selective due to China’s and Russia’s
growth problems and falling oil prices. It is followed by India, which has a more buoyant
trend. We see that political instability and economic difficulties in Brazil leads to a
correction in asset prices. However, the recent value increase in Real has been
supporting asset prices in Brazil.
China’s Housing Price Index

Source: Global Property

The India has maintained its position as the fastest growing developing economy for the
past two years. The country's demographic characteristics and economic policies started
to bear its fruit especially after 2013. As a result, the Indian real estate market has
achieved a recovery.
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Price Index in Selected Indian Cities

"Shelter" will continue to be the main need under any circumstances. Thus, the industry
and its components must be analyzed in the global context. Numerous International
organizations publish studies and analyses on housing prices to interpret the economic
trend. The housing industry is closely studied so as to understand, especially the
"expectations" when analyzing the economy in general.
Recently, the IMF 181 published global housing price changes per country and shared
global information on the sector and financial conditions in the post-2008 crisis era.
According to this, weighted global housing price index maintains its recovery. The
analysis of price graphics shows that despite a very rapid price increase from 2000 to
2007, a worldwide adjustment occurred in prices before the crisis of 2008. Despite the
gradual rise in the global housing prices since 2011, the index could only reach the price
level of 2007. Relative sales buoyancy in developed countries (the US, the UK, Canada,
and the like) is a driving force for world housing price index. However, global growth needs
to accelerate to reach pre-2008 levels on a global basis.

181

IMF,’ http://www.imf.org/external/research/housing/’ October 31, 2016
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Changes to Global Housing Prices (October 2016)

Considering the real price changes in the world, changes in house prices vary
considerably by country Hungary, Sweden, New Zealand, Malta, Israel have seen the
biggest real price rises whereas Brazil, Russian, Hong Kong, Ukraine, and the United
Arab Emirates have seen the biggest real price declines in the second quarter of 2016.
Hungary and Brazil were considered to be the countries with the fastest real housing price
surges and declines, respectively. Turkey ranked 11h among 64 countries in the following
graphic.
While there are many factors behind the variation in price changes by country, key
reasons include varying gross domestic product figures, investment/saving habits,
demographic composition, war, natural disasters and changes in foreign capital-related
factors. Moreover, local regulations and geographical factors also affect global
preferences.
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Housing Price Changes by Country

(2nd Quarter, 2016)
Real Housing Price Changes
The past year saw house prices increases in many countries.
(Q2 2016 or latest index. (annual change in percentage)

Source: IMF

Loan interest rates, ease of access to general financial resources, and economic
projections are variables that make a great impact on housing prices. Housing industry
and credit rates were the first areas influenced by the money supplied subsequent to the
2008 crises for the revival of the economy. Mexico, Philippines, Estonia, China, and
Luxembourg recorded the fastest real loan growth in the second quarter of 2016.
Meanwhile, loans shrunk in Ukraine, Ireland, China, Slovenia, and Brazil. Turkey ranked
10th in loan growth among 41 countries.
Such growth can be considered healthy only if financiers have sound finances and there
are no issues in loan repayments in these economies. In Turkey (as explained above),
the non-performing debt ratio is quite low, and loan institutions do not have structural
problems. In light of this information, no economic issues are envisaged despite
somewhat high rate of loan increase. The data in the first quarter of 2016 show a
slowdown in the growth rate of housing loans. The loan rate cuts in the third quarter of
2016 revived mortgage housing sales. As we have already stated, the central banks of
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the related countries support the loan growth in the event of a recession while trying to
restrict it during periods of rapid economic growth and a higher number of risks.
Real Loan Growth in the World (2016 2nd Quarter)
Last Year’s Real Loan Growth
Real loan growth is often associated with house prices and it has a high value in many countries.
(Q2 2016 or latest index. (annual change in percentage)

Source: IMF

The ratio and correlation between a home's rental value and sale price is another method
used worldwide to set value for a house. Investment and demand are impacted by how
long it will take for the funds provided for a house to be repaid. If rents rise and the
increase in home prices remains below that of rents in a country (due to factors including
high demand, expectations in the coming period, etc.), both speculative and real demand
for home purchases will climb. Similarly, if rents are low and house prices are high, the
opposite can be expected. If rents and home prices increase together, this should be
analyzed along with the growth in the country, personal and spendable income state, and
loans to see the reason of this increase.
Worldwide price-rent comparison reveals lowest rates for Russia, Spain, Estonia, the
Netherlands and Greece. On the other hand, housing prices rose faster than rents in
Turkey, Sweden, New Zealand, Israel, and Germany, respectively.
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In 2016, we started to see an adjustment, albeit slow, between house prices and rent
values in Turkey. The main factor here is more moderate increase of house prices
compared to previous years and relative increase in rents.
Housing Prices-Rent Relationship in Selected Countries
(2nd Quarter, 2016)
Ratio of Global House Prices to Income
House prices increase faster than income in many countries.
(Q2 2016 or latest index. 2010=100)

Source: IMF

The correlation between the price of a house and income is another method used globally
to assess house prices. This ratio is regarded as an indicator of whether a house is
purchasable and whether it is priced correctly. Given that housing prices are a function of
income, changes in income will also greatly affect housing prices. Similarly, supply also
needs to increase to meet the demand that arises with improvements in income levels. If
the increase in supply comes late or rises less than income does, prices will go up, and
a new balance price will be created. Home prices increased more rapidly than the income
in New Zealand, Austria, Sweden, Germany, and Luxembourg whereas the increase rate
has been slower than the income increase rate in Spain, Poland, the Netherlands,
Slovenia, and Greece.
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Housing Prices-Income Relationship in Selected Countries (2016, 2nd Quarter)

Ratio of Global House Prices to Income
House prices increase faster than income in many countries.
(Q2 2016 or latest index. 2010=100)

Changes in global home prices is analyzed by a great number of organizations to be used
in decision-making for the course of economy and investments. Another study on this
matter is summarized below:
The uptrend in the global home prices is observed to continue in the first quarter of 2016.
Despite a sharp slowdown in certain Asian, Middle East and former eastern block
countries as well as in some countries in the Americas, Europe, and North America have
seen still strong house price increases182.
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http://www.globalpropertyguide.com/house-prices-indices/House-price-changes-year-to-end-Q2-2016,
September 19, 2016, p. 1
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2015 2nd Quarter-2016 2nd Quarterly Inflation Adjusted Price Increase

(Top Five Countries in the World)
2015, 2nd Quarter-2016
2nd Quarter

2016 1st Quarter-2016
2nd Quarter

Change (%)

Change (%)

China

20.38

6.68

New Zealand

10.43

0.58

Romania

10.10

0.77

Germany

9.89

3.71

Turkey-Istanbul

9.67

0.36

Countries

Source: Global Property Guide

Looking at the inflation-adjusted growth rates, we see that the Chinese real estate market
maintained its leading position from the second quarter of 2015 until the same period of
2016. It seems that New Zealand compensated the losses it incurred in previous periods.
In Europe, a general revival took place thanks to policies encouraging consumption and
declining loan costs. The study covers Istanbul, the country’s most prominent real estate
market, rather than the whole country noting that the rise here continues to slow down.
However, we should remember that price increases across Turkey are well below those
in Istanbul.
As the housing prices recovered in the second quarter of 2016 (on a quarterly and annual
basis) prices increased in 33 countries while declining in 12 others out of 45 examined
ones. We can say that prices rise at a higher rate compared to the first quarter of 2016183.
According to another survey, the global real estate market remained on a path of strong
growth, reaching a transaction volume of $788 billion as of June 2014. This represents
an improvement of 17.2 percent year-on-year. The world’s giant metropolises such as
New York, London, Tokyo, Los Angeles, and San Francisco have quite a significant share
in this rise. In 2015, changes in global economic policies will continue to be closely
followed in real estate markets. In particular, the Fed's interest rate policies and decision
regarding monetary expansion will have an impact on the real estate industry.
Nevertheless, reflections of global policies will vary from country to country. 184
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ibid, p. 1
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Cushman and Wakefield, “Winning in Growth Cities 2014/2015”, London, 2014, p. 2

[202]

Housing prices are generally strong in Europe, which includes Turkey in terms of price
examination. But we should not overlook significant country-wide and city-based
differentiations. Turkey has become one of Europe’s most vibrant markets enjoying a
strong momentum. Istanbul, the Turkish market’s most important city, ranked fifth among
the countries examined in terms of price changes. Similarly, the report shows that prices
in Istanbul soared by 9.67 percent in the second quarter of 2015 and 2016.185
Housing and related components have been analyzed in more detail since 2008, the
starting point of the crisis. We saw the necessity to examine the issue not only in terms
of “real estate pricing and sales” but also financial system’s health. The Bank for
International Settlements (BIS) made the following remarks in its 2014 study.
The global housing market is maintaining its buoyancy and upward trend. However, in
some countries, the rise and speed of prices bring with them a price surge anxiety. (i.e.
Dubai, China, New Zealand, Ireland and Canada). Some countries (such as China)
introduced arrangements that will prevent the formation of a possible bubble to stop
increase rate of housing and other asset prices. A surge in asset prices can also have an
impact on the soundness of financial organizations (i.e., banks and other finance
institutions) that provide financing for the asset. Consequently, stability loss in the finance
sector may result in deterioration in the overall economic structure.186
As a result of rapid price increase following the observations by the BIS in June 2014,
almost all of potentially risky countries made price adjustment or public regulations, which
were reflected on real estate prices in 2015. Following the crisis of 2008, decision-makers
try to be quite cautious about global assets, and especially, home prices. The global
housing market has been cautiously optimistic throughout 2016, and it is stated that a
new acceleration will be achieved in parallel with the developments in US economy and
politics in early 2017.
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http://www.globalpropertyguide.com/house-prices-indices/House-price-changes-year-to-end-Q2-2016, September
19, 2016, p. 1
186 Bank for The International Settlements (BIS), ’Annual Report,84th.’ Basel, 29 June 2014 pp. 85-95
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4.3. Housing Prices across Turkey
A home is not only a factor of wealth: it is also one of the most significant determinants in
the cost of living for the household. The price of a home represents a different value than
just the total of the housing services it provides.187
Changes is economic life leads to a necessity for easily interpreting them. The
construction industry, and in its core, the housing sector, acts as a barometer of the
economy. As a result, price-related changes can be crucial with regards to
macroeconomic decision-making processes.
Moreover, a home continues to be a traditional, reliable, and sound investment tool in
Turkey. Housing demand from many middle-income people can be maintained by
achieving greater national income, further improvement in income distribution, good
management of expectations, and effective general risk management.
Price is the first aspect considered by those in the housing business. Indexing is one of
the best methods for monitoring price changes in housing, or more precisely, asset prices.
In our country, data on housing pricing or changes is unfortunately not at the desired
level. A growing market, and as a consequence, rising interest in the market make it
necessary to keep track of more characteristic data. And many developed countries keep
statistics with a longer history. Also, universities and private institutions in some countries
keep statistics on price, occupancy/vacancy rates, and rent variables. We should
remember that running analyses based on such data would be healthier.
Our country does not have a data set describing market-price based price and rent indices
and vacancy durations. Conducting healthier analyses will be possible with more housing
and industry-related data generation. In addition, more data sources are required for the
pricing and valuation of securities which will be issued based on real estates.
Since 2010, the CBRT filled a crucial gap by establishing two indexes regarding housing
prices in Turkey. These are the "Turkey Housing Price Index" and the "Turkey New
Housing Price Index.”188
One of the most critical issues in housing prices and appraisal is that prices of home with
similar features may vary drastically by neighborhood since a home is not a

Büyükduman, Ahmet, "Bir Kent Efsanesi, Konut Balonu" (An Urban Legend, Housing Bubble), Scala Publishing,
Istanbul. 2014. p. 102
187

188

While making the index calculations, the CBRT makes an effort to establish more realistic prices by taking into
account home appraisal reports.
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“homogeneous” asset. The price of a house in the same neighborhood or street may also
change depending on whether it has a sea view, it faces south, it is near parking, etc.
Therefore, the CBRT uses a method to reduce price variances when making calculations
for Turkey in general.189
The following are the results of an analysis of the housing price index announced by the
CBRT on November 28, 2016.190
Calculated with the layered median price method to track housing market price changes,
Housing Price Index (HPI) (2010=100) rose by 0.76 percent to 221.37 in September 2016
compared to the previous month. The HPI climbed by 13.90 percent year-on-year, with a
real growth rate of 6.17 percent in the same period. Unit prices, calculated as the house
value in square meters, surged to 1905.13 Turkish lira/square meter in September 2016,
up from 1706.43 Turkish lira/square meter in September 2015.

Turkey Housing Price Index and Unit Usage Price

Source: CBRT

The following graphic shows nominal and real price changes of the THPI. Nominal and
real prices had an upward trend between November 2014 and September 2015 191 .
However, we have seen more moderate increases both in nominal and real price values

189

The CBRT applies the "weighted average price" method to minimize price deviations.
TCMB, ’Türkiye Konut Fiyat Endeksi-Turkey Housing Price Index’ November 28, 2016 -The Housing Price Index is
calculated quarterly, and the last index published covers August, September and October 2016.
191 Nominal Price describes the price change of the asset by a certain period, Real Price refers to the net value reached
after the adjustment of the inflation rate vis-a-vis the nominal price.
190
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since November 2015. This momentum loss in the price level seems to have resulted
from the market’s balancing act.

Annual Change in Turkey House Price Index (%)

The New Housing Price Index (NHPI)192 is calculated with the appraisal report analysis
of the houses built in the past two years. The NHPI (2010=100) rate rose to 210.44 with
a 0.83 percent increase in September 2016 over the previous month. The index climbed
by 11.81 percent year-on-year and 4.22 percent in real terms.

192

The list of these cities can be accessed through the following link:
http://www.tcmb.gov.tr/wps/wcm/connect/tcmb+tr/tcmb+tr/main+menu/istatistikler/reel+sektor+istatistikleri
/konut+fiyat+endeksi/aylik+gelismeler

[206]

Turkey New Housing Price Index

(2010=100)

Source: CBRT

It is interesting to note about TNHPI that after January 2013, it made its first significant
adjustment in January 2015 and then another adjustment in January 2016 without
disrupting its course and maintained its main trend.
NHPI showed a similar trend to HPI regarding nominal and real price growth.

Annual Change in Turkey New House Price Index (%)

Source: CBRT
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We need to monitor price changes in three big cities (Istanbul, Ankara, and Izmir) where
the market is very busy to better analyze the Turkey's housing market. The housing price
index surged by 0.71 percent, 1.46 percent, and 0.98 percent in Istanbul, Ankara, and
Izmir, respectively, in September 2016 compared to the previous month. The index rose
by 16.61 percent, 8.79 percent, and 15.58 percent year on year in Istanbul, Ankara, and
Izmir, respectively.
House Price Index of Three Major Cities (2010=100)

Source: CBRT

In both the Housing Price and New Housing Price Indices, rising trend is remarkable in
Istanbul, with Izmir and Ankara in pursuit. Among three big cities, the least increase is
observed in Ankara. Istanbul seems to have diverged from the other two major cities. In
this divergence, we can refer to Istanbul’s global characteristic, internal and external
migration, and upward price movements resulting from infrastructure investments.
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New House Price Index of Three Major Cities (2010=100)

Source: CBRT

In September 2016, the New Housing Price Index rose by 0.90 percent, 1.57 percent,
and 2.12 percent in Istanbul, Ankara and Izmir (the three big cities), respectively, on a
quarterly basis. The index rose on an annual basis by 15.49, 11.11 percent, and 13.83
percent in Istanbul, Ankara, and Izmir, respectively.
The following results stand out in the analysis of regional developments in the THPI. It is
crucial in determining regional differences and for taking investment and managerial
decisions accordingly.
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THPI and Regional Price Developments

Source: CBRT

Examination of annual percentage changes of housing price indices in April 2016 on 26
levels 193 , shows that the highest HPE annual changes took place in TR21 (Edirne,
Kırklareli and Tekirdağ), TR22 (Balıkesir and Çanakkale), TR62 (Adana and Mersin), and
TR32 (Aydın, Denizli, and Muğla) at 22.58 percent, 17.97 percent, 17.19 percent, and
17.12 percent respectively, whereas the lowest annual changes occurred in TRB2 (Van,
Bitlis, Hakkâri and Muş), TRC1 (Kilis, Adıyaman and Gaziantep) and TRC2 (Diyarbakır
and Şanlıurfa) at -3.99 percent, 1.38 percent, and 2.58 percent, respectively.

193

Turkey Housing Price Index (THPI) (2010=100) is calculated by using the weighted average price in
the appraisal reports that are prepared when the banks issue a mortgage for the house in question. The
index is created for entire Turkey and is also provided at Level 2 of the Nomenclature of Units for
Territorial Statistics. Relevant data and methodological index explanation can be accessed in Turkish
through http://www.tcmb.gov.tr under the section “Veriler/Dönemsel Veriler/Konut Fiyat Endeksi”
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4.3.1.

Analysis of Housing Prices in Turkey

As is the case for all other asset prices, it is not a good analysis method to look at only
"one asset price at a certain time" to ascertain whether the price rose or fell excessively.
Price formation is based on similar prices and/or on present conditions. As prices develop,
they become affected by a number of variables, which have already been explained in
this study.
In recent years, the term "bubble" or "inflation" has been used around the world frequently
for the prices of many commodities such as homes, wheat, petroleum, gold, and stocks.
In terms of price, the opposite is also possible. Some assets may be described as
"excessively low-priced" or "cheap.” The notion of "normal" may vary in asset prices,
depending on the time and expectations, which is what we have tried to explain in
previous parts. Crude oil prices are one of the most typical examples of this. A few years
ago, prices of over $100 used to considered normal, whereas today, the normal level is
$30-50.
Regardless of the asset type, one should not examine only price development and trends
to understand the excessive price inflation and bubble concepts. However, analyses
generally focus on the concept of price since it is the easiest to interpret value factor for
the public opinion.
Simply speaking, to better understand whether a housing price bubble exists in Turkey,
and particularly in Istanbul, the main dynamics of the supply and demand structure must
be re-analyzed.
Prices fluctuate as supply has a delayed reaction to demand in the construction and
particularly the housing sector. For that reason, instabilities (shocks) that affect prices in
the housing market are primarily demand-related. The following can be said regarding
rising or declining demand194:





Rising demand will increase the price of real estate and the rent value, and
consequently, the potential for profits. In this case, there will be more demand for
housing from investors.
Heightened demand will improve the housing sector's presently non-increasing
occupancy rates. The surge in occupancy rates will boost rental and sales prices.
There will be a decline in occupancy rates as the supply has a delayed reaction to
demand.

Büyükduman. Ahmet, ibid, p. 87-88 and McKenzie.D, Richard. J, Betts. M, ’Essentials of Real Estate Economics,’
5th Publishing, Thomas S. West, 2006, pp. 95-97
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As housing demand booms, occupancy rates decline, which in return creates a
gradual drop in rental and sales prices. In reality, nominal prices do not fall;
however, since rental properties stay on the market longer, non-payment periods
occur in rental incomes (it must be remembered that houses that remain empty
without receiving rent create an alternative as well as a cost for the owner).
Supplier’s loans are provided to prevent nominal prices from falling.
Since lower prices and rents will reduce profits, fewer investors will come to the
housing sector.
If prices fall along with other economic assets, demand deteriorates even faster.

These variables have a considerable impact on the rate of increase or decrease in
demand. Factors that accelerate the drop in demand need to be looked at as well.




In line with the reduction in demand, the duration and rate of non-occupancy in
houses rise as well195.
When the non-occupancy rate rises, rental and sales prices decline.
When low rent or sales prices reach a certain point, a new balance, and thereby
price, is created as demand rises again.

A few factors such as current economic conditions and economic and social expectations
determine the new balance price in the housing sector in comparison to the previous one.
In large-scale economic depressions such as the 2008 mortgage crisis in the US, a certain
period of time passed and prices fell sharply before demand was revived and new markets
were created. Conversely, it took only a short time for demand to recover and prices to
return to market levels in Turkey, despite the downward trend in housing prices resulting
from the recession and shrinkage in the economy due to the 2008-2009 crisis.
The notion of housing bubble as a financial asset was analyzed in detail in our previous
reports.196 The economic and sector-specific analyses in the previous parts confirm the
absence of a bubble covering the whole Turkish housing industry.
Just to provide a recap of the term 'bubble': In his Istanbul presentation on June 17, 2014,
Professor R. J. Shiller 197 (2013 Nobel Laureate in Economics) from Yale University

195

Non-Occupancy Rate and Duration: The waiting period that occurs after the real estate is put on the market for rent
or sale.
196

Overview of the Real Estate and Housing Industry, 'Emlak Konut REIC,' June 2015 and January 2016

197

R. J. Shiller was awarded the Nobel Prize for his work on asset prices.
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explained that a bubble emerges in housing markets in which real prices come close to
or exceed 100 percent for a consecutive five years.
Accordingly, we cannot refer to an excessive increase in the values of the Turkey House
Price Index or Turkey New House Price Index considering the data announced by the
CBRT. Price increase analysis by region and city shows that a price bubble does not exist
in Turkey, in general; some regions, however, are approaching a balloon ('bubble' as we
previously indicated).
We analyzed the real price increases from September 2011 to September 2016 to study
the notion of 'bubble' mentioned by Shiller in our housing prices analysis. According to
this:







Housing prices increased in real terms by 40.54 percent on average across Turkey
between September 2011 and September 2016. The new housing price index
achieved a 33.09 percent real price increase in the same period. These data are
far from an 'asset bubble.’ Both indices have seen an acceptable growth rate.
Increases in the indices can also be interpreted as a sign the industry's vitality and
sustainable demand.
In this period, the real price increase was 78.59 percent in Istanbul, Turkey's most
important housing and real estate markets. Istanbul was followed by Aydın-DenizliMuğla and then by Antalya-Burdur-Isparta with 53 percent and 40.85 percent
increases, respectively.
Izmir demonstrated the second-best performance among the three major cities.
Real prices rose by 37.52 percent between September 2011 and September 2016.
On the other hand, Ankara, the capital city, posted a moderate price movement of
14.44 percent among the three major real estate markets due to a gradual
increase.
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Nominal/Real Housing Price Changes in Turkey

(September 2011-September 2016)198

Region/City

Price Index
for September
2011

September
2016, Price
Index

September 2011September 2016, 5year Nominal Price
Increase

September 2011September 2016,
5-year Real Price
Increase

(%)

(%)

(%)

Turkey Housing Price Index

112.68

221.37

108.69

40.54

Turkey New Housing Price Index

112.71

210.44

97.63

33.09

Istanbul

115.02

280.22

165.2

78.59

Izmir

114.21

218.42

104.21

37.52

Ankara

111.41

181.35

69.94

14.44

G. Antep/Kilis/Adıyaman

126.79

229.38

102.59

36.43

Van/Bitlis/Hakkâri

105.72

146.12

40.4

-5.44

Artvin/Giresun/Ordu/Rize/Trabzon

109.84

176.44

66.6

12.19

Konya/Karaman

112.83

207.57

94.74

31.14

Aydın/Denizli/Muğla

106.25

233.5

127.25

53

Antalya, Burdur, Isparta

111.09

220.25

109.16

40.85

Source: Calculated According to the CBRT Data.

We reach significant data regarding trends if we analyze seasonal price changes. We can
make the following evaluation regarding the regional trends of the real price changes
occurring in the past six months by examining the table below:






The real prices rose across Turkey by 5.25 percent in the period April 2011-April
2016 compared to the period September 2011-September 2016. The real price
increase for new houses was a little lower at 3.28 percent. The price increase in
new houses indicates a more moderate rise.
Although Istanbul sustains its leadership in both nominal and real price increases,
its real price increase fared higher than the national average at 7.83 percent.
Ankara showed a quite low real price increase in the interim. It is 2.31 percent.
Ankara experienced the lowest real price increase rate among the three big cities.
We see an interesting price correction in Gaziantep, Kilis, and Adıyaman regions.
Posting the highest price increase until 14 months ago, these regions saw the price
increase decelerate in the last five years with a real decline of -7.79 percent
between the two periods. Other than the market’s rational effort to balance supply

198

Real price changes show the inflation-adjusted price increase/drop for the relevant period. Inflation figures were
obtained from the website http://www3.tcmb.gov.tr/enflasyoncalc/enflasyon_anayeni.php based on September 2011September 2016 period.
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and demand, this can be considered as the demand resulting from less migration
and a fall in consumer demand due to geopolitical issues.
A similar process took place in the Van-Bitlis-Hakkâri region, and prices fell by
15.13 percent in real terms in the period September 2011-September 2016
compared to the period April 2011-April 2016.
Artvin, Giresun, Ordu, Rize, and Trabzon witnessed both nominal and real price
increases. This region gained 12.19 percent value between September 2011 and
September 2016, and the investors from the Gulf and Arab countries proved
effective in the price rise by boosting the market.
The Aydın, Denizli, and Muğla region showed the fastest price increase rate. The
real price increases in the interim stood at 9.54 percent. Despite the negative
developments in the tourism industry, summer season and domestic investors’
demands seem to be influential in these regions. On the other hand, ease of travel
from Istanbul to the relevant cities thanks to the transportation investments in
especially the Aegean region has strengthened the demand. Another development
in the region is the entry of major project developers to the market.
Antalya, Burdur, and Isparta constitute another tourism region, and the price
increase here was more gradual than the Aydın, Denizli, Muğla region The lack of
Russian investors and tourists in Antalya during the relevant period had a negative
impact as they normally stimulate the city’s economy. However, the real estate
markets displayed a dynamic structure in the Aegean and Mediterranean regions,
and three major cities despite the negative developments inside and outside the
country.
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Real Price Changes across Turkey and Specific Regions, Periodical Difference

September
2011April 2011-April September
2016 5-year
2016, 5Real Price
Region/City
year
Real
Increase
Price
Increase
(%)
(%)
Turkey Housing Price Index
35.29
40.54
Turkey New Housing Price Index
29.81
33.09
Istanbul
70.76
78.59
Izmir
32.32
37.52
Ankara
12.13
14.44
G. Antep/Kilis/Adıyaman
44.22
36.43
Van/Bitlis/Hakkâri
9.69
-5.44
Artvin/Giresun/Ordu/Rize/Trabzon
5.62
12.19
Konya/Karaman
29.72
31.14
Aydın/Denizli/Muğla
43.46
53
34.85
Antalya, Burdur, Isparta
40.85

Real Price
Change
over the
Previous
Period
(%)
5.25
3.28
7.83
5.2
2.31
-7.79
-15.13
6.57
1.42
9.54
6

Source: Calculated According to the CBRT Data.

We see that the housing market strives to seize a dynamism and equilibrium prices as
much as possible considering the house prices across Turkey. In this sense;










The Turkish Housing Market’s sub-markets demonstrate dynamic and rational
trends. In particular, price movements demonstrate adjustment and increases
when necessary. One of the sub-markets with adjustments is the Gaziantep, Kilis,
and Adıyaman region while the Aydın, Denizli, and Muğla region is the most typical
example of increase.
The Konya/Karaman region has similar price trends vis-a-vis Turkey average,
The fact that contractors increases and decreases construction licenses according
to market expectations dynamically.
Giving increasingly rational decisions, the consumers do not only heed the price
criterion anymore but rather evaluate many factors such as building quality,
materials, and ease of transportation.
Foreign investors not only look at the quality and quantity of housing but also
consider the city as a “life center,” which is a remarkable aspect. The most typical
example is the house sales to the foreigners in Istanbul.
Leaning on demographic grounds, buoyancy continues to be influential in both
price and supply.
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Increased quality in housing construction and the related price factor are other very
important reasons for soaring prices. As stated above quality, changing requirements,
innovative solutions by construction materials industry all affect consumer preferences.
According to the current activities 199 the fact that housing market fluctuations play an
important role in the decision-making process of policy-makers requires housing prices
to be followed with a reliable statistical indicator. However, current price indices may also
include the effects of the increased quality aspect leading to misinterpretation of the
house price increases.
Hedonic House Price Index is calculated through the hedonic regression analysis to
separate it from the quality impact of the housing price index that is calculated by the
CBRT. According to results, approximately one-fourth of the nominal increase in the
house prices across Turkey and approximately half of the real increase can be said to
result from quality increases.
CBRT started to publish the statistics for Hedonic House Price Index (HHPE)
simultaneously with the House Price Index (HPE). The most recent HHPE makes the
following remarks200.
Hedonic House Price Index (HHPI) (2010=100) 201 is calculated to monitor qualityadjusted price changes by checking the characteristics of houses in Turkey occasionally.
The index stood at 191.91 in September 2016 with a quarterly increase of 0.53 percent.
The HHPI climbed by 12.39 percent year-on-year and 4.76 percent in real terms. Qualityrelated annual price increase reached 1.34 percent.

Hülagü Timur, Kızılkaya Erdi, Özbekler Ali, Tuna Pınar, “Economy Notes - Adjustment of the Turkey Housing Price
Index from Quality Change Effect” CBRT, Issue: 2016-02, February 1, 2016, p. 10
200 CBRT,’ Hedonistic Housing Price Index, (August, September, October 2016), November 28, 2016, p. 4
201 In CBRT’s indexing study, the base period for HHPI was calculated as January 2012=100 and it was converted to
2010=100 to be comparable with the HPI.
199
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The Housing Price Index (HPI) and Hedonic Housing Price Index (THPI)
Source: CBRT

The following graphic shows HHPI’s nominal
and real price changes. The increase trend in
both the nominal and real HHPI since
November 2014 took a more volatile course
after July 2015 but strived to maintain its trend.

Hedonistic Housing Price Index (HHPI) Annual Change in Percentage

Source: CBRT

In December 2016, the hedonic
housing price index in the three
big cities rose by 0.37 percent,
0.57 percent, and 0.91 percent in
Istanbul, Ankara, and Izmir,
respectively, compared to the
previous month. The index rose
by 15.33 percent, 9.79 percent
and 17.31 percent year-on-year
in Istanbul, Ankara, and Izmir, respectively. Quality-based year-on-year price changes
were 1.11 percent, -0.91 percent and -1.47 percent, respectively.
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Istanbul HPI and HHPI
Source: CBRT

The trends of Ankara and Izmir Hedonic
House Price Indices are similar to each other,
but the overlap of the two indices is more
evident in Ankara. Izmir’s Housing Price Index
and Hedonic Price Housing Index have been
diverging since January 2014.

Ankara HPI and HHPI

Source: CBRT

Izmir’s Housing Price Index and
Hedonic Price Housing Index have
been diverging since January 2014.
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Izmir HPI and HHPI

Source: CBRT

Countries with Global Price Bubble and Turkey
Looking at price movements of the US and Spain in the relevant period would be useful
to understand the concept of “price bubble,” one of the major anomalies in the housing
industry.
Housing prices need to surge at rates that cannot be explained by fundamental factors
such as demography-related demand change and cost increases for us to mention about
a housing bubble. The past experience points to a market perception about constant and
rapid price increases as the cause of the housing bubble. Indeed, the above graphs
demonstrate that housing price increases significantly exceeded consumer inflation in the
periods of housing bubbles in the US and Spain202.

Göksun Şat Sezgin, Aşarkaya Ahmet, “Construction Industry” Isbank, Economic Research Department, January
2016, p. 23
202
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The US Consumer Price Index and Case&Schiller Housing Index

Source: Isbank, Reuters

Just before the 2008 crisis, the US saw a housing price increase 64 percent higher than
the US consumer price index. The graph above illustrates a widening gap between
consumer prices and house prices in the pre-crisis period before 2008 whereas the
bubble exploded with a sharp adjustment subsequent to the crisis.
Spain Consumer Price Index and Housing Price Index

Source: Isbank, Reuters

Spain is another country which has undergone a similar process. The exploding bubble
led to a sharp price correction in Spain after the difference between the housing price
index and consumer price index increased as high as 123 percent.
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Despite slightly higher increases in housing prices compared to inflation, there is no
sufficient basis at this stage that this upward price trend points to a housing bubble in
Turkey since it can be explained by fundamental evaluation criteria of the housing
market203.
Based on our above calculations, an examination of Turkey’s inflation-adjusted housing
price increase shows that the real prices in the HPI rose by 40.54 percent between
September 2011 and September 2016. In the same period, the New Housing Price Index
NHPI rose only by 33.09 percent. It will be seen that both numbers are far from the
relevant ratios in the examples of Spain and the United States.
We should not ignore construction cost increases and price-raising factors caused by land
costs and exchange rate appreciation for the last few months.
We see a very strong correlation or even a direct relationship between construction costs
and inflation. On the other hand, the exchange rate has ups and downs despite following
a similar trend to construction costs and inflation in the long term204.
Another critical point in terms of housing prices is ‘house depreciation,’ or in other words,
the time for return on investment in purchasing the house.
Return on Investment Duration in Housing

Source: Reidin, GYODER

The relationship between house prices and rents is important for monitoring the fast
housing price increases. Rental changes are more gradual while housing prices have
higher maneuver area. The return on investment duration (sales prices/annual rent) for

203

ibid. p. 23

Büyükduman Ahmet,’ http://www.paraanaliz.com/2016/ekonomi/dovizdeki-yukselis-konut-fiyatlarini-nasiletkileyecek-4328/’ November 2, 2016, p. 1
204
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housing is around 18 years in Turkey. The return on investment duration show, along with
other data, that there is no bubble in the Turkish housing market yet 205.
One of the significant factors affecting Housing Bubble is the relation between income
and home values. Income, savings, and house ownership are factors that affect each
other. A comprehensive analysis on the topic compared income groups to housing price
groups. Accordingly, the distribution of income groups and house price groups seem very
close to each other. The purchasing power and the share allocated to the housing
services, and therefore the desire to pay increases parallel to the income. Each income
group generates their own housing price. If one of the definitions of bubble is an excessive
price increase higher than the demand, we can say that it does not apply to Turkey206.
Income Distribution and Housing Value Groups

Distribution of Income and Housing Values According to Their Share in Total

Source: Para Analiz / A. Büyükduman

Another factor that affects real estate prices is the fact that the rate of increase in prices
and changes differ drastically in terms of city and region, as well as in terms of individual
city neighborhoods. A number of objective and buyer-preference-related subjective

Göksun Şat Sezgin, Aşarkaya Ahmet, “Construction Industry” Isbank, Economic Research Department, January
2016, p. 25
205

Büyükduman Ahmet,’ http://www.paraanaliz.com/2016/yazarlar/ahmet-buyukduman/2674-2674/’ September 26,
2016, p. 1
206
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factors come into play when homes and other real estates are appraised207. (i.e. proximity
to the center, nearby hospitals or parks, easy access, view, or new or old building)
These factors can considerably raise the value of the real estate, land or development
project in question. For instance, metro or similar infrastructure investments can create
great differences in value and prices 208 . Therefore, regional- and district-based price
increases appear to be higher than that of general prices, creating an impression of a
bubble when only these places are taken into account.
In a legal context, the newly-implemented Turkish Commercial Code, and the new
Consumer Rights Law have introduced important regulations for the players that shape
supply and demand, and have broadened demand-related protection, which in return
pushed construction companies to work more effectively by developing more prudent
models.
Our analysis show that there is no "balloon" in the Turkish Housing Market. However, it
must be remembered that they may be price variances arising from regional differences
and special demands. Turkish construction market possesses the flexibility to create a
supply-demand balance with its players, who are gradually becoming more rational. It
showed this flexibility when it experienced domestic and external shocks in 2001 and
2008.
Public Infrastructure Investments
Turkey exerts remarkable efforts to increase public spending and make necessary
investments such as transportation and energy. Its past and present investments place it
among the few countries in the world to make such spending. In 2015, Turkey undertook
40 percent of the global public-private partner investments. It ranks as the global leader
in terms of the huge projects.
Turkey’s seven total public-private investments are worth $44.7 billion. In addition to
reviving the economy and meeting infrastructure requirements, these projects are
important for the housing industry. Investments such as metros, highways, special bus
routes, and bridges in new settlement regions of Istanbul, Ankara, and Izmir both facilitate
access to the center and affect house prices positively.

Alp. A, Yılmaz. U ’Gayrimenkul Finansmanı ve Değerlemesi-Real Estate Financing and Valuation' İMKB
Publication, June 2007, pp. 178-193
207

Türeoğlu, Ergun, 'Konut Finansmanı Sisteminde Gayrimenkul Değerlemesi' (Real Estate Appraisal in the Housing
Financing System), CMB Publications, No:211, pp. 65-150
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World Ranking for Public-Private Investments and Turkey (2015)

Source: Anatolia News Agency

The major projects in Turkey include Yavuz Sultan Selim Bridge, North Marmara Motorway, Third
Airport, Eurasia Tunnel, Canal Istanbul, Istanbul Finance Center (Ataşehir), Baku-Tbilisi-Kars
Railroad, and the Osman Gazi Bridge. On the other hand, the project developers will start
construction activities for the Çanakkale Bridge and Canal Istanbul, which currently go through
the planning stage.
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Some Major Infrastructure Projects

Source: Anatolia News Agency
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Other quite significant project is the High-Speed Railroad project planned between
Ankara and Istanbul. Feasibility study for the High-Sped Railroad line has been
substantially completed. The line will be completed with the Build-Operate-Transfer model
with a total expected length of 500 kilometers.
The total cost of the project is estimated to reach $5 billion. The new line will be built
parallel to the Ankara-Istanbul Motorway reaching Istanbul Köseköy and then connecting
to the Yavuz Sultan Selim Bridge209.
The project's approximate cost is estimated as 4.2 billion Turkish lira. This line will connect
Central Anatolia with the Aegean region, and it is expected to contribute to the integration
of the national rail network.

Project will materialize after due consideration of infrastructure investments, population,
economic growth rate, industry structure, ease of transportation and similar variables. At
this stage, especially the Marmara region seems to have an investment priority in the light
of the above variables.
The transportation phase does not only involve land and railway projects but also show
the same care to airlines. The government plans to construct seven new airports in
Anatolia’s different points by 2023 in line with the “an airport in every 100 km” approach.
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http://emlakansiklopedisi.com/wiki/surat-demiryolu-hatti-2018de-hizmete-girecek, July 2016, p. 1
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Source: Anatolia News Agency

You can find evaluations about Istanbul, Turkey’s largest city and one of the world’s
several major cities.
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4.4. Istanbul Real Estate Market

The Istanbul real estate market has characteristics that may not exist in other cities of the
world. The most important reasons for this difference are explained as follows. Therefore,
those characteristics should be included in the pricing of real estate in Istanbul.
The city hosted different civilizations and cultures for ages serving as a very longestablished settlement where people from various religions, languages, and races have
co-existed for centuries.
Having managed to remain in power as te center of everything for long time periods,
Istanbul has been a world capital from the past to the present.
Istanbul appears as the most important real estate market in Turkey. The following factors
explain why Istanbul is the shining star of the global real estate market:
4.4.1. Geographical Factors:
Turkey is geographically located at the center of the world. It is a very important logistic
transfer center and an intersection point for transportation networks of world economy.
The focal point of Turkey’s aforementioned geographical advantages is Istanbul, the
crossroads of continents. It is the largest city sitting on two continents with a unique
geographical location. Some 65 percent of Istanbul's inhabitants dwell in 25 districts on
the European side and 35 percent in 14 districts on the Asian side.
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Turkey’s and Istanbul’s Geographical Locations

4.4.2. Infrastructure Projects (Mega Projects)
In both Turkey, in general, and Istanbul, in particular, implementation of very important
infrastructure projects provides great advantages for both construction and housing
industries. The aforementioned projects can be divided into main categories of
Infrastructure, Transportation, Housing, Urban Transformation, Education, Culture,
Trade. These industries shape and turn the city into a center of attraction with
transportation, social and financial projects.
The most remarkable projects performed/planned in Istanbul and its immediate
surroundings are provided below with their size.
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Sizes of Certain Projects in Istanbul
Project Name
3rd Bridge (Including
the Northern Marmara
Motorway)
Third Airport

Budget

Project Model

Current Status

4.5 billion TL

Build Operate Transfer

Construction in Progress

A cost of EUR 10.3 billion,
a Tender Offer of EUR
22.2 billion

Build Operate Transfer

Construction in Progress

Istanbul Finance Center
(IFC)-Ataşehir
Eurasia Tunnel

USD1.3 billion

Canal Istanbul

USD 5.5 billion

4.5 billion TL

Construction in Progress
Build Operate Transfer

Construction in Progress
Construction is Underway
on The Route

Source: www.megaprojeleristanbul.com

Yavuz Sultan Selim Bridge and Northern Marmara Motorway

Yavuz Sultan Selim Bridge is the world’s longest combined motorway/railway bridge with
a 1408-meter main span. Another first of the bridge is that it is world’s highest the
suspension bridge with its tower, which has a height over 322 meters Having a width of
59 meters including eight motorway lanes and two railway lines, the 3rd Bosphorus
Bridge will the world’s first bridge to enjoy such characteristics. Its total length is 2,164
meters. The section between the two sides was completed as of March 6, 2016, and the
motorways connected to bridge are currently under construction.
The bridge is currently built between Garipçe and Poyrazkoy districts as part of the North
Marmara Motorway Project. Total project cost is 4.5 billion Turkish lira. The build[231]

operate-transfer model will be applied. It was announced to the public in April 2010. It
was implemented with the master development plan approved in March 2014.
The bridge’s construction was completed, and it was opened on August 26, 2016, by
President Recep Tayyip Erdoğan.
3rd Airport Project

The third airport is built on an area of 76.5 million square meters. Constructed on this
large area, it will become the world’s largest airport with an indoor area of 1.471 million
square meters. It will climb up to the top position with its six independent runways, 500
aircraft capacity, 70,000-car parking lot and a 150-million annual passenger capacity210.
The total project cost is EUR 10.3 billion and its tender contract had a value of EUR 22.2
billion. Having a northern direction on Istanbul’s European side, it will be implemented
with a build-operate-transfer model. It was announced to the public in October 2010. It is
being implemented with the master development plan approved in June 2014.
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(2015)
Capacity/Year 2015
101,491,106
90,203,000
78,014,838
76,949,336
75,316,719
74,958,031
74,940,000
68,536,000
65,766,986
64,299,573
61,322,729

The World's Largest Airports

Airport Ranking
1.Atlanta
2.Beijing Capital
3.Dubai
4.Chicago O'Hare
5.Tokyo Haneda
6.London Heathrow
7.Los Angeles
8.Hong Kong
9.Paris.Ch.de Gaulle
10.Dallas-FortWorth
11. Istanbul Atatürk
Source: http://www.havayolu101.com

The table above shows that the Istanbul Atatürk ranked as the world's 11th largest airport
in 2015. The Atatürk Airport’s physical capacity cannot be expanded due to its location.
The new airport will be able to become the world's largest airport as a hub point due to
this natural demand and its geographical location. The third airport is expected to come
into service in April 2018.

Highlights from the Third Airport
165 Passenger Bridges
500 Aircraft Capacity
4 Terminal Buildings
8 Control Towers
6 Runways
16 Taxiways
70,000-car Parking Lot
Source: http://www.hurriyet.com.tr’ June 8, 2014
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Istanbul Finance Center (IFC)-Ataşehir

The project was launched to benefit from the opportunities brought by Istanbul’s
increasing commercial significance and advantageous location (i.e. geography, time
zone, transportation). Istanbul will become one of the world’s leading financial centers
when the project is fully implemented. The objective is to bring many bank headquarters,
institutions such as CBRT, CMB and BRSA and many domestic and International financial
institutions to one particular region.
The estimated investment amount is 4.5 billion Turkish lira for the project, which is
constructed on a 1.7 million-square-meter area and integrated to all kinds of social and
transportation facilities. The project will create an added value for the national economy
as well as offering regional and global advantages while comparative advantages such
as trained manpower and technical infrastructure will benefit the country.
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The Eurasia Tunnel Project
The Eurasia Tunnel’s Route

Source: http://www.avrasyatuneli.com.tr/tr

The project is developed to ease transportation in Istanbul as a mega city as well as
connecting the two continents with each other more easily.
The Eurasian Tunnel (Bosphorus Motorway Tube Crossing) project, which was
inaugurated on February 26, 2011, will connect the Asian and European sides with each
other through a highway tunnel under the seabed. The Eurasia Tunnel will serve the
Kazlıçeşme-Göztepe line, where vehicle traffic is concentrated, and it covers a 14.6kilometer route. The project’s 5.4-kilometer section consists of a two-story tunnel, built
with a special technology, whereas the 9.2-kilometer section on the European and Asian
sides will be expanded and improved over time.211
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The connection roads on the European and Asian sides were completed in 47 months,
eight months earlier than scheduled in the agreement, which stipulated 55 months for
project completion. The Eurasia Tunnel will not only reduce traffic but also become a
remarkable project with its construction and technical features. The tunnel is expected to
be opened in December 2016.

[236]

Canal Istanbul

“Canal Istanbul,” an important project for both Istanbul and Turkey, has a 42-kilometer
length. The project will include residences, commercial and tourism centers, ports,
bridges in addition to the waterway to be built between the Marmara Sea and Black Sea.
The project, which has an $5.5-billion estimated budget size, was made public in April
2011. The government is expected to implement the project, also included in the 2016
action plan, in a short period of time.
4.4.3. Demographic Characteristics
According to the TurkStat data, Istanbul, home to 18.6 percent of Turkey's population,
had the highest population with 14,657,434 people.
Istanbul has a very dynamic population with around 64.71 percent (9,405,675) living in
the European side and 35.29 percent (5,172,608) living in the Asian side. Furthermore, it
also receives internal and external migration.
Istanbul was the most densely populated city with a population density of 2,821 people.
The annual population growth rate was 13,4 per thousand in 2015 whereas the population
residing in Istanbul rose by 2 percent compared to 2014. Istanbul has the highest
population growth rate per hour in Europe.
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Increase in the City Population per Hour, 2014

Source: UN World Urbanization Prospects 2014/LSE Cities

4.4.4. Economic Characteristics
Istanbul’s economic scale is better understood if it is analyzed in terms of national
economy. Istanbul’s share in Turkey’s GDP is approximately 23 percent, it annually
accounts for 40 percent of the contributions to the state budget while its contribution in
total exports and imports adds up to 46 percent and 40 percent, respectively212.
Istanbul leads growth thanks to its unique characteristics in the Marmara Region, the
Turkish economy’s liveliest region both in terms of production and consumption. Istanbul
is also the center of Turkish financial markets and banking industry.

4.4.5. Historical Characteristics
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http://www.ibb.gov.tr/sites/ks/tr-TR/0-Istanbul-Tanitim/konum/Pages/Ekonomi.aspx p. 1
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As a historical city that has hosted a great number of states, Istanbul is literally the
intersection point of civilizations. Istanbul is an ancient city, both historical and modern.
With the Neolithic settlement unearthed in the Yenikapı Theodosius Port excavation site,
the history of the city dates back to 8,500 years ago213. Istanbul served as the capital of
Roman, Byzantine, and Ottoman Empires. It has remained a religious, cultural, economic,
and commercial center throughout the history.
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4.4.6. Touristic Characteristics

Source: http://www.istanbulkulturturizm.gov.tr/

As an open museum spreading over two continents, Istanbul attracts more than ten
million visitors annually. In 2014, the total number of visitors reached 12,414,677214.
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http://www.istanbulkulturturizm.gov.tr/tr/turizm-istatistik
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The Number of Tourists Visiting Istanbul from 2002–2015

Source: Istanbul’s Tourism Statistics

It becomes an increasingly popular center of attraction in terms of tourism. The
Telegraph 215 mentioned Istanbul among 'the best cities in world.' In parallel with the
buoyancy in the tourism industry, booming commercial real estate activities such as
hotels, entertainment centers, and shopping invigorate the construction industry.
4.4.7. Trade-Financial Center
Although Istanbul has been a commercial center for thousands of years, it has recently
taken important steps in becoming an International financial center with regulations and
infrastructure works. Global Financial Cities Index216 ranked Istanbul among the world’s
top ten fastest growing financial centers.
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http://www.ntvpara.com/foto-galeri/dunyanin-en-guzel-sehirleri
The Global Financial Centres Index, March 17, 2015
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Ten Fastest Growing Financial Centers

(Among Emerging Countries-2015)
1

• Riyadh

2

• Istanbul

3

• Johennesburg

4

• Seoul

5

• Casablanca

6

• Panama

7

• Doha

8

• Kuala Lumpur

9

• Bangkok

10

• German

Source: www.weforum.org

In another global financial centers index and on the basis of evaluations by the Eastern
Europe and Central Asia department, Istanbul ranked first according to the index
variables of competition factor, access to competent labor force, regulations, easy access
to international financial centers and customers, operational costs, and tax regulations217.
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http://www.longfinance.net/global-financial-centre-index-19/981-gfci-19-eastern-europe-and-central-asia.html, July
12, 2016
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GFCI 19 Eastern Europe and Central Asia Index

Source: Longfinance

4.4.8. Other Characteristics









Following the enactment of the reciprocity law, many foreigners purchased real
estates in Istanbul,
Availability of diverse range of housing and other real estate constructions (i.e.,
1+1, 2+1, and smaller apartments, shopping malls and hotels) in alignment with
the demand structure which changes due to urbanization.
Urban transformation projects are considered factors that boost both supply and
demand.
Growing student population creates a dynamic economic composition, and
subsequently, housing and commercial building need.
Commercial and accommodation advantages due to global accessibility.
Positive effect of the state support for individuals with regular savings in banks
from August 26, 2016, onwards;
Arrival of foreign investors have further increased the great interest in not only
housing but also commercial real estates and related investments in Istanbul. In
fact, foreign investors’ growing interest for the last five years has been mainly
driven by Istanbul’s price advantage compared to international markets.
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According to TurkStat data, housing sales in Istanbul maintains its buoyancy. Foreign
investors are playing a significant role in this buoyancy. The General Directorate of Land
Registry and Cadastre revealed that the 6,046 and 8,483 investors purchased a total of
5,911 and 8,505 independent sections in 2014 and 2015, respectively. 6,459 people
purchased 5,988 units between January 1 and July 15.
The total number of houses sold was 225,454 units in 2014 while 239,767 houses were
sold throughout 2015. The figure was 184,782 for the period January-October 2016.
Number of Houses Sold in Istanbul (October)

Source: TurkStat
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Although Istanbul is a global city and a center of attraction, square meter prices in the city
appear to be lower than other world metropolises218.
The World's Most Expensive Cities Based on Square Meter (2015) 219

The most expensive square meter prices for the properties in the
world
$1 million equivalent of square meters

Source: www.citymetric.com
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http://www.citymetric.com/business/prime-property-where-most-expensive-real-estate-world-1958, April 4, 2016,
p. 1
219

Based on square meters, small and big boxes show expensive and cheap cities, respectively.
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According to the report220 issued by PwC and ULI, the effect of BREXIT on investors'
London preferences is similar to that experienced in Istanbul as the research was
conducted before the effect of the coup attempt subsided: Istanbul is no longer the
preferred choice for investors in the short term. The report suggests that international
institutional investments will decline in the short term while pointing out that individual
investors from the Middle East with high return expectations may prefer Istanbul. The
report covers the following points regarding Istanbul:






The strong banking industry is an advantage for Turkey.
The government is more likely to support the industry after the coup attempt
The country will prevent the problem from getting bigger thanks to a quite liquid
domestic demand which is dependent on overseas markets in real estate unlike
Russia, a similar market
A consumption-based development can also be expected in this period with the
influence of the young population structure, the rapidly developing middle class,
and young professionals entering business life.

The same organizations emphasize the following points for Istanbul in 2017: the real
estate industry can easily reach its previous level despite the negative impact of the July
15 coup attempt on investors and all other risks thanks to the young population structure,
increasing urbanization, expanding middle class and consumption expenditures, the
robust banking industry and government incentives. Another remarkable point in the
document is that Istanbul will be a center of the attraction for corporate foreign investors
as a high liquidity market once more with the stabilization of general conditions221.
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http://www.pwc.com.tr/tr/basin-odasi/2016-basin-bulteni/gayrimenkulde-gelisen-trendler-avrupa-2017.html
PwC and ULI “Emerging Trends in Real Estate, Europe”, 2017, p. 61
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Europe’s Best Investment Cities

The Top 30 European Cities in terms of Current
Real Estate Investments
Ranking
2017
2016
1
Berlin
Berlin
2
Hamburg
Hamburg
3
Frankfurt
Dublin
4
Dublin
Madrid
5
Munich
Copenhagen
6
Copenhagen
Birmingham
7
Lisbon
Lisbon
8
Stockholm
Milan
9
Madrid
Amsterdam
10
Lyon
Munich
11
Amsterdam
Stockholm
12
Oslo
Barcelona
13
Zürich
Budapest
14
Vienna
Istanbul
15
Milan
London
16
Barcelona
Helsinki
17
Paris
Warsaw
18
Helsinki
Edinburgh
19
Prague
Prague
20
Warsaw
Frankfurt
21
Budapest
Brussels
22
Birmingham
Paris
23
Manchester
Vienna
24
Edinburgh
Zürich
25
Roma
Roma
26
Brussels
Lyon
27
London
Athens
28
Istanbul
Moscow
29
Athens
30
Moscow
Source: PwC, ULI
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Top 30 European Cities in terms of
Development Predictions
Ranking
2017
2016
1
Berlin
Berlin
2
Hamburg
Munich
3
Dublin
Hamburg
4
Frankfurt
Stockholm
5
Munich
Copenhagen
6
Copenhagen
Dublin
7
Stockholm
Istanbul
8
Lisbon
Birmingham
9
Lyon
Edinburgh
10
Madrid
Vienna
11
Oslo
Frankfurt
12
Vienna
London
13
Zürich
Madrid
14
Amsterdam
Milan
15
Paris
Paris
16
Milan
Amsterdam
17
Barcelona
Lyon
18
Warsaw
Barcelona
19
Prague
Roma
20
Budapest
Prague
21
Helsinki
Lisbon
22
Birmingham
Warsaw
23
Brussels
Brussels
24
Roma
Helsinki
25
Manchester
Zürich
26
Edinburgh
Budapest
27
Istanbul
Moscow
28
London
Athens
29
Athens
30
Moscow
-

Europe’s Investment Potential in 2017

Go
od

Normal Wea
k

Source: PwC and ULI “Emerging Trends in Real Estate, Europe,” 2017, p. 32

The report puts forward one of the most important points of 2016 as investors’ preference
for “safe havens” more under turbulent and hard-to-estimate global economic conditions.
The most typical examples are Berlin, Hamburg, and Copenhagen. On the other hand,
cities such as Madrid, Dublin, and Lisbon attract investor interest because they are
relatively cheap222 On the other hand, the 2017 projections showed that smaller cities
with lower systemic risks were preferred. These cities are referred to as Berlin, Hamburg,
Frankfurt, Dublin, Munich223.
The buoyancy of Istanbul’s commercial life and growing interest increase the city’s
attractiveness. JLL 2015 Cross Border Retailer Attractiveness Index ranked Istanbul 7th
among the markets with highest attractiveness in Europe behind London, Paris, Moscow,
Milan, Madrid and Rome. Each day, there are growing number of retailers who are
impressed with Istanbul’s variety of modern shopping malls, landmarks, and favorable
population composition, and consider the city as a gateway to the European market 224.

PwC and ULI “Emerging Trends in Real Estate, Europe”, 2016 pp. 32-59
PwC and ULI “Emerging Trends in Real Estate, Europe”, 2016 pp. 30-61
224 JLL, ’Real Estate Market is Being Re-shaped’ Outlook of Turkish Commercial Real Estate Market, February 2015.
p. 7
222
223
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In another study225 conducted by the same organization, JLL's “The Business of Cities
2015” study ranks Istanbul as the top city in the world due to its progress since 2010.
According to the data that comprises six different indexes on cities' development, Istanbul
was followed by Moscow, Bombay, Seoul, and Dubai. In the ranking of cities'
performance, New York came first while cities such as Ho Chi Minh, Nairobi, and Delhi in
emerging countries stood out as potentially new centers of entrepreneurship.
According to the study, Istanbul displayed the highest development in the world since
2010. Istanbul was followed by Moscow (Russia), Bombay (India), Seoul (South Korea),
and Dubai (United Arab Emirates). Istanbul advanced the most among the cities, which
were assessed based on many topics, ranging from financial services to the city image.
The study stated that Istanbul “has solidified its position as a financial services provider.
It is in a state of constant integration with surrounding cities, thanks to its size and
transportation means,”
Beyond a historical city where continents meet, Istanbul is also a world city with its unique
character and modern structure.
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Conclusion and Assessment
A number of factors affect prices in the real estate and housing industries. In this study,
we analyzed global economic developments in terms of global systemic risks and their
effect on the Turkish economy. And we looked at the most critical variables of the global
real estate industry. Then, we evaluated the Turkish housing industry and price dynamics.
Asset prices are affected by a number of factors, particularly by all kinds of economic
development, be they global or country-specific. However, each economy must be
analyzed based on the conditions and projections of its time frame. Differing times and
conditions could change results and hence analysis. It must be remembered that similar
fluctuations that occur in the same country but at different times may be due to varying
reasons and yield disparate results.

4.5.1. Global Overview
Two different periods stand out in our analysis of the global economy. The first one is the
period prior to the global crisis of 2008. During this period, Western economies shifted
more towards the services industry, and the real sector moved its production operations
to the Far East, Asia, and parts of Africa. Continuing to produce goods and services with
high added value thanks to their production capacity and technological know-how allowed
them to be ahead in terms of GDP.
The second stage involves the policies implemented (or not implemented) by the
economy decision-makers who sought to find their direction after the crisis. It can be said
that we experience a different stage of the global economic crisis. Growth and demand
issues, fluctuating asset prices, falling commodity prices, rising geopolitical tensions are
all caused by this process.
Economic issues emerging in Brazil, China and Russia after a stellar performance in
BRICT countries between the post-crisis period and 2013, lower growth rates in countries
such as Turkey and India, failure of the Far East emerging markets of reach a complete
balance took away the strength of emerging economies.
While the EU economy struggles with a spiral of deflation and recession, southern
countries can breathe currently now that their situations have been brought under control.
But Britain's decision to exit the EU region increases economic and political risks both for
the Eurozone and the UK. On the other hand, the results of the future elections in the EU
Region will be decisive for 2017.
The US economy is in a relatively good shape considering both the developed countries
and the global economy. The Fed leads monetary tightening steps for “normalization” in
the economy, which records increased growth thanks to intensive monetary and fiscal
[250]

measures, decreasing unemployment and soaring asset prices. The outcome of the US
elections in November 2016 and the expectations that the new President Trump's
economic policies will be more domestic growth-focused could boost the US dollar and
accelerate the Fed's rate hike process.
There has been considerable "government" interference on the economy due
globalization of the crisis and its impact on many industries. Central banks took the most
active role in this process. Nevertheless, desired economic results were not achieved
completely since each country implemented different policies.
Increasingly opposite policies implemented by the world's large and medium-sized central
banks decrease predictability of the global economy as well as increasing the risk
perception. In this context, real estate prices follow a quite volatile course like all the
assets in the world.

4.5.2. Overview of the Turkish Economy and the Housing
Market
The Turkish economy has gone through an impressive period in the past 15 years thanks
to the new regulations in the public administration and financial industries through highly
pivotal measures taken after the 2001 crisis. Turkey has enjoyed a successful period: it
took the number two spot in the world behind China with its fast growth performance; its
employment increased more than in many other countries; significant changes are taking
place in terms of investment and consumption, thanks to swiftly-falling interest rates; and
there is considerably heightened interest from foreign investors due to improved
predictability.
Macroprudential measures were also taken in the Turkish economy from 2013 onwards.
These measures aimed to prevent a current account deficit and volatility in foreign
currency. That these measures were taken in a timely manner had a positive impact on
asset prices, and particularly on housing prices. On the other hand, Moody's referred to
two reasons for its downgrade in September 2016:
1) Higher risks to Turkey's high level of external financing requirements
2) Weaker borrowing foundation as a previously supportive factor, lower growth and
institutional robustness.
It is obvious that Moody's gave this decision in a hasty fashion without running a sound
analysis on the Turkish economy’s dynamics. It did not taken into account sufficiently the
fact that the Turkish economy survived the coup attempt with rapid economic recovery.

[251]

Only Fitch evaluates Turkey at the "investment grade" level after Moody's joined Standard
& Poor's in evaluating Turkey under the investment grade226.
On the other hand, the exits from the Istanbul Stock Exchange were considered by the
private pension funds as an opportunity to buy, and the index fell by only around 7 percent
until end-November after the downgrade. However, the appreciation of the dollar in the
rest of the world as a result of US elections has also adversely affected the Turkish lira.
Price increases in the housing market seem to have continued more modestly as a result
of the developments taking place in 2016. Housing demand for both investment and living
purposes continues, and sales are likely to establish a new record this year.
The influence of different income groups and social characteristics on decision makers'
preferences is another factor affecting house prices. Housing assets are not
homogeneous either. On the other hand, it should be remembered that a significant
element in housing is the basic need of shelter. Housing demand should be expected to
be kept alive by the new housing needs resulting from natural population growth and the
gradually shrinking and individualizing family structure.
Appraisals of housing prices will provide healthier information if they are performed using
long-term data. In 2010, the CBRT began compiling and announcing official data
regarding changes in housing prices. Considering the available data on the construction
industry and on construction licenses and permits, it is clear that TurkStat has been
providing this data for quite some time. But it is a fact that economic decision makers and
the industry need more different data. It would be convenient for the public and private
sectors to create their own data sources on this matter.
In the light of the analysis we have made in previous reports as well as the new one, we
have determined that there is no price balloon in the Turkish Housing Market. Housing
prices increased in real terms by 40.54 percent on average across Turkey between
September 2011 and September 2016. The new housing price index achieved a 33.09
percent real price increase in the same period. These data are far from an 'asset bubble.’
Both indices have seen an acceptable growth rate. Increases in the indices can also be
interpreted as a sign the industry's vitality and sustainable demand.
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Investment grade rating by at least two major credit rating agencies is a prerequisite for certain long-term invest
funds to invest in a country.
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However, we can see regional and/or district-based bubbling trends. For the analysis of
such price movements, it should also be noted that relevant regions may have their own
price dynamics227.

227



In this period, real price increase within the relevant period (September 2011 and
September 2016) came at 78.59 percent in Istanbul, Turkey's most important
housing and real estate market. Istanbul was followed by Aydın-Denizli-Muğla and
then Antalya-Burdur-Isparta with 53 percent and 40.85 percent increase,
respectively.



Izmir demonstrated the second-best performance among the three major cities.
Real prices rose by 37.52 percent between September 2011 and September 2016.



On the other hand, Ankara, the capital city, posted a moderate price movement of
14.44 percent among the three major real estate markets due to a gradual
increase.



In Istanbul, these can be considered to be foreigners’ still reasonably continued
demand, new residential areas energized by infrastructure investments, a demand
structure with continued dynamism despite increased prices, partial reflection on
costs of the increased strength of the US dollar, demographic characteristics
(Istanbul is the city with the highest population growth with 19 new individuals per
hour) internal and external immigration, its central location for transportation, and
its historical and cultural characteristics.



Demand from immigrants from countries such as Syria and Iraq and the
dominance of real estate guarantees in commercial life can be cited as the main
reasons for the price increase in the Gaziantep-Kilis-Adıyaman region. However,
a slower price increase rate indicates the market’s efforts to create its own balance
according to the analyses we conducted for the last one year. This situation can
also be described as a price adjustment. This is a good sign of a healthy market
mechanism. Prices rose by 36.43 percent in the Gaziantep-Kilis-Adıyaman region
within the relevant period.



Aydın, Denizli and Muğla region is mainly dominated by the tourism economy.
Housing demand and relevant price trend maintained their strength despite the
problems experienced in the tourism industry. Another aspect is quality-related
price increases due to the implementation of branded projects in these cities.

You can find the relevant table in Section 4.3.1.
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As indicated in the definition of bubble by R. Shiller, a real price increase exceeding
100 percent in the last five years may be described as an 'asset bubble.’ However,
in both Istanbul and other regions, higher small-scale price increases may also
occur at neighborhood or street level as a result of location, various characteristics
and consumer behaviors.

We reach significant data regarding trends if we analyze seasonal price changes228.













228

The real prices rose across Turkey by 5.25 percent in the period April 2011-April
2016 as opposed to the period September 2011- September 2016. The real price
increase for new houses was a little lower at 3.28 percent. The price increase
momentum for new houses seems to have slowed down.
Although Istanbul sustains its leadership in both nominal and real price increases,
its 7.83 percent real price turned out to be the highest among three major cities.
The price increase observed in Izmir between the two periods was 5.2 percent,
the second highest in the three major real estate markets.
Ankara showed a low real price increase in the interim. It has a 2.31 percent ratio.
We see an interesting price correction in Gaziantep, Kilis, and Adıyaman regions.
Posting the highest price increase until twelve months ago, these regions saw the
price increase slow down in the last five years with a real decline of -7.79 percent
in the interim. Other than the market’s rational effort to balance supply and
demand, this can be considered as the demand resulting from less migration and
a fall in consumer demand due to geopolitical issues.
Van, Bitlis, Hakkari region witnessed price declines in both nominal and real terms.
The real prices fell by 15.13 percent in the period September 2011-September
2016 as opposed to April 2011-April 2016. Increased geopolitical and seasonal
effects in this region can be considered to put a downward pressure on prices.
On the other hand, Artvin-Giresun-Ordu-Rize-Trabzon region saw a 6.57 percent
increase in the period September 2011-September 2016 as opposed to April 2011April 2016. In particular, investors from the Gulf countries purchasing houses in
the Black Sea region contributed to this rise.
As is the case with all asset prices, the initial impact on prices comes from changes
in supply and demand. For housing prices, the change and structure of demand
may have a direct impact on supply, and a change in supply may be slower than
demand in the construction industry. Players in the housing sector have been able
to adapt to the conditions by showing flexibility in the face of many domestic and
external shocks since 2001. The construction and housing market is gradually

You can find the related table in Section 4.3.1.
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becoming more effective as construction companies become more corporate and
perform better finance management, and as buyers adopt more reasonable
demands.
Hedonic House Price Index is calculated through the hedonic regression analysis to
separate it from the quality impact of the housing price index that is calculated by the
CBRT. According to results, approximately one-fourth of the nominal increase in the
house prices across Turkey and approximately half of the real increase can be said to
result from quality increases229.
A crucial point to be considered in the aforementioned price dynamics is that market
mechanism gradually balances the prices, which recovered in locations with low increase
rate and slow down in locations with heavy increase rate. This, in turn, is a leading
indicator of a housing market that acts increasingly rational.
Housing demand and supply are becoming gradually settled in Turkey. An average of 1
million houses change hands annually, and there is also a need for 650,000 new houses
annually. TurkStat data put the number of households in Turkey at around 19,481,000.
The average household size is 3.8 people. The rate of home ownership was 61 percent
in 2013 whereas it was 60.9 percent in 2006.
According to the Address Based Population Registration System data, Turkey’s
population was 78,741,53. The annual growth rate stood at 13.4 per thousand. The
proportion of the population in the 15-64 age group (working age) in 2015 was 67.8
percent (53,359,594 people), just like in the previous year. The proportion of the
population in the child age group (0-14) declined to 24 percent (18,886,220) whereas the
proportion of the population aged 65 and higher rose to 8.2 percent (6,495,239)230. In this
context, it should not go unnoticed that we face a “natural,” population growth-related
housing demand.
There is an increasing need for housing the middle- and lower-middle income group in
the housing industry. On the other hand, demand from the upper-middle and luxury
segments can be said to slow down compared to the lower-middle segment. However,
demand for branded luxurious housing above standard from real and legal entities (local
or foreign) acting with investment purpose also keeps this segment alive. While the
commercial housing market is increasingly influenced by economic developments and

Hülagü Timur, Kızılkaya Erdi, Özbekler Ali, Tuna Pınar, “Economy Notes - Adjustment of the Turkey Housing Price
Index from Quality Change Effect” CBRT, Issue: 2016-02, February 1, 2016, p. 10
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TurkStat, 'Address Based Population Registration System Results, 2015’ Issue: 21507, January 28, 2016
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commercial life, it remains rejuvenated thanks to both demographic factors and certain
economic growth rate figures.
The Turkish construction and housing sector will remain one of the engine industries in
Turkey. Considering demographic and economic developments, the sector boasts even
more potential compared to the rest of the world. However, occasional fluctuations in
prices must not be labeled as either collapses or bubbles. Regardless of the asset type,
prices do not constantly increase or decrease. Therefore, growth will be maintained in the
medium term as long as the stability, and dynamic structure is preserved in our country
and the relevant industry.
The housing sales as one of the important indicators of the housing industry demonstrate
the aforementioned buoyancy. The number of sold residential units was 997,550 in 2011,
971,757 in 2012, 1,157,190 in 2013, 1,165,381 in 2014 and it broke a new record by
reaching 1,289,320 in 2015. By October 2016, 1,066,085 units were sold. This figure
points to 25.372 extra sales compared to the same period of the previous year 231. In 2015,
3,532, 147, and two houses changed hands in Turkey per day, hour, and minute,
respectively.
The following is a summary of some of the factors that affected in the Turkish Real Estate
and Construction Industry in 2016 and will possibly affect it in 2017:

231



The signs of positive outcomes to be brought by measures that will support the
construction industry as well as stimulate the economy due the decisions taken at
the Economic Coordination Committee on December 2.



Providing the construction industry with financing facility by offering VAT refund in
investment-related construction works.



The cost reduction thanks to the lowering of the VAT rate from 18 percent to 8
percent for houses over 150 square meter until March 31, 2017, in new purchases.



Continued foreign investor interest in the real estate market, the impact of a
relatively valuable foreign exchange, the quality and quantity of houses as well as
the fact that consumers consider the city where they purchase a house as ‘a living
space.’ The most typical example is the house sales to the foreigners in Istanbul.



Another point considered by foreign house purchasers is the facilitation of planned
visa, citizenship, and residence permit applications as well as overall bureaucratic

TurkStat Annual Housing Sales Figures
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procedures. Full implementation of such a project would surely support sales
significantly.


The course of house sales in the first ten months of 2016 in line with the recent
years indicates a continued dynamic structure despite every development,



Turkey maintains its geopolitical importance in its immediate and neighboring
geography and preserves its position as a relatively safe haven in the region,



Positive impact of the decline in loan rates in the second half the year on housing
and other real estate sales.



The fact that contractors increases and decreases construction licenses according
to market expectations



Giving increasingly rational decisions, the consumers do not only heed the price
criterion anymore,



Istanbul draws attention of the investors from every corner of the world as a brand
city.



Further materialization of the efforts to turn Istanbul into a finance center and
construction progress,



Infrastructure projects create a center of attraction and interest (some of them
stand out quite remarkably including Yavuz Sultan Selim Bridge, the submerged
tube tunnel under the Istanbul Strait, 3rd Airport, Osmangazi Bridge, Çanakkale
Bridge, Ankara-Istanbul High-Speed Train Project, rail transport and metro
projects that are introduced in almost every big city, and the Canal Istanbul.)



Expanding city surroundings as a result of improvements in transportation vehicles
and means and preserved/growing appeal for such surroundings due to the
emergence of social facilities that are more planned than those in the city centers,



Continued implementation of urban transformation and related regulations in 2017
as well,



The fact that the administrative and financial advantages make companies that are
directly related to the industry stronger than before due to the fact they are more
professionally managed,



The housing demand created by the refugees in major cities in addition to the
continuing migration from villages to cities,



Continued natural demand due to having a young population structure,
[257]



Increasing housing needs as a result of the changing notion of nuclear family,
marriages, and divorces;



Both demand- and supply-side housing markets become increasingly more
rational and flexible;



Investors who follow up on changes in housing prices also purchase houses from
regions with lower price increases and are interested in Turkey as a whole;



The amendment to the arrangement that the buyer should provide 25 percent of
the real estate price in real estate loans with the revision of the ratio to 20 percent,



Implementation of a 15 percent government support housing purchases,



Completion of legal and administrative process required for the construction and
real estate industry to reach resources and small investors through “securities,”

Population growth, migration and consideration of house as an investment instrument are
the key factors influencing Turkish housing industry as well as keeping the demand alive.
Enabling particularly local and foreign investors to generate regular income through rent
as well as real returns thanks to value increase, projects that meet the right criteria push
the demand to a higher level than supply.
The coup attempt on July 15 had quite limited effects on the Turkish economy.
Macroeconomic variables have maintained their robustness thanks to its capacity to
recover fast. Similarly, the construction and sub-industries will also demonstrate a strong
stance in the rest of the year just as they proved their dynamism in 2008 and earlier crises.
There are many factors that influence both supply and demand in the housing industry.
The most important ones include location, architecture, social facilities and accessibility
of projects - which impact buyer decisions. However, ease of financing accelerates the
purchasing decision regardless of other conditions in terms demand-focused decisions
and easy sale of the supplied.
On the other hand, supporting construction companies with a strong long-term financing
model would help the sales models multiply, facilitating the supply to meet demand. The
best example to this financing model is real estate certificates. Real estates based on
mortgages and certificates, which support financing-based supply as well as providing
convenience in demand will be an important source of financing in the long term. The
introduction of such instruments (legal infrastructure has been largely completed) will
provide both the industry and capital markets with new opportunities, helping the industry
become more stable.
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ABBREVIATIONS
BDI: Baltic Dry Index
BIS: Bank for International Settlements
BOE: Bank of England
BoJ: Bank of Japan
BRIC: Grouping acronym that refers to Brazil, Russia, India, and China
BRICT: Grouping acronym that refers to Brazil, Russia, India, China and
Turkey
BRSA: Banking Regulation and Supervision Agency
CBRT: Central Bank of The Republic Of Turkey
CDS: Credit Default Swap Insurance
CMB: Capital Markets Board of Turkey
CPI: Consumer Price Index
D-PPI: Domestic Producer Price Index
ECB: European Central Bank
EMBI: Emerging Markets Bond Index
EU: European Union
EUROSTAT: Statistical Office of the European Union
FED: US Federal Reserve
GDP: Gross Domestic Product
GNAT: Grand National Assembly of Turkey
GYODER: Association of Real Estate and Real Estate Investment Companies
IMF: International Monetary Fund
MPC: Monetary Policy Committee
OECD: Organization for Economic Cooperation and Development
OPEC: Organization of the Petroleum Exporting Countries
OVP: Medium-term Program
PBOC: People's Bank of China
PBOC: People's Bank of China
PPP: Purchasing Power Parity
REIC: Real Estate Investment Company
THPI: Turkey Housing Price Index
TKGM: General Directorate of Land Registry and Cadastre
TNHPI: Turkey New Housing Price Index
TOKİ: Housing Development Administration of Turkey
TurkStat: Turkish Statistical Institute
UN: United Nations
US: United States of America
WB: World Bank
WEO: World Economic Outlook Report
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Legal Notice
The Real Estate and Housing Industry Report is elaborated for informing shareholders and the
public. It does not constitute basis for any investment decision. Future projections and estimates
in the report are elaborated by the DALFİN FİNANSAL KURUMSAL İLETİŞİM VE DANIŞMANLIK
HİZMETLERİ LTD. ŞTİ., the writer of this report, especially for EMLAK KONUT REIC and reflect
the authors' analysis of and opinions on the future. The realization of these estimates may vary
based on the variables and assumptions lying under them.
Comments and recommendations in this report do not fall under the scope of investment
consultancy. The investment consultancy services are offered under an investment consultancy
contract to be signed between the customer and the brokerage houses, portfolio management
companies, non-deposit-accepting banks. They should not be interpreted as the trading
recommendation or promise for return for any investment instrument. These opinions may not be
suitable for your financial state or preferences for risk and return. So, results of any investment
decision taken based only on information contained in this report may not meet your expectations.
The completeness and accuracy of prices, data, and information contained in this report cannot
be guaranteed The content may be changed without notice. All data are obtained from sources
believed by DALFİN FİNANSAL KURUMSAL İLETİŞİM VE DANIŞMANLIK HİZMETLERİ LTD.
ŞTİ. to be reliable. Neither EMLAK KONUT REIC nor DALFİN FİNANSAL KURUMSAL İLETİŞİM
VE DANIŞMANLIK HİZMETLERİ LTD. ŞTİ. shall be responsible for any mistake which may arise
from the use of these sources.
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