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The Global Crisis and Europe

The worst is left behind

The world economy is bouncing out of 
recession with more vigor than many 
thought possible until very recently2. The 
revisions in IMF projections point out a 
recovery in global activity. This sets the 
stage for a strong third quarter in almost 
every corner of the globe. Just as economic 
activity fell sharply everywhere following 
the Lehman crisis in September 2008, the 
first phase of the rebound looks 
remarkably synchronized, with economies 
rising in tandem across the world.

And the world avoided another Great 
Depression

Looking back at the data, it will be fair to 
conclude that the world has indeed avoided 
the risk of another Great Depression. As 
noted by Eichengreen and O’Rourke, the 
decline of the industrial output and world 
trade in the last nine months until the 
beginning of this year have been at least as 
severe as in the nine months following the 
1929 collapse.  Thanks to the strong policy 
response by lowering the policy rates and 
increasing public expenditures, the 
dynamics of the current recession diverged 
from the path of the 1929 Depression. 

World industrial production, now vs then

Source: Eichengreen, B. and K.H. 
O’Rourke.

Thanks to collective and powerful policy 
response.

Indeed, strong and immediate action has 
avoided the free fall in economic activity.  
The monetary authorities acted promptly to 
respond to the demands coming from the 
financial institutions to circumvent further 
damages. Increased access to liquidity 
followed by decreases in policy rates. Such 
conventional monetary policy actions 
among central banks were well 
coordinated. Measures to increase financial 
market stability such as increasing the 
coverage of deposit insurance, capital 
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injections, removing off the toxic assets 
from the balance sheets of institutions, 
takeover of financial institutions or forcing 
institutions into mergers or into bankruptcy 
circumvented bank panic.  Later on, 
expansionary fiscal policy to give a bust to 
demand was put into action in countries 
where the fiscal imbalances were not 
mounting. Coordination of fiscal policy 
was even more difficult to achieve, but has 
been instrumental to diminish downside 
risks. 

G20 proved to be influential to enhance 
international cooperation.

The current crisis may not be exactly the 
same as the Great Depression. But still it is 
the most severe crisis since early 1930s. 
Achieving coordination of economic 
policies increased the chances to start 
recovery earlier. The relaxed monetary and 
fiscal policy was a must to struggle with 
the decrease in demand.  Nationally 
independent implementations would 
undermine their efficiency. Concerted 
policy rate cuts, and coordinated tax 
policies produced far better outcomes. 
Thanks to the institutions like IMF, EU, 
G7, and G20, policy coordination was 
achieved. These institutions were really the 
main advantage of the recent recession 
when compared to the Great Depression. 

The decoupling hypothesis has still some 
merits which underline the importance 
of the G20 platform. 

The emerging markets became major 
players in the world since mid 1980s.These 
countries account for about a quarter of 
world output. Their contribution to world 
growth is even higher. Especially, the 
impressive growth performance of China 
and other Asian tigers, leads to thoughts on 
divergence in business cycle fluctuations, 

called decoupling of emerging markets 
from advanced economies. However, in 
recent decades, the intensified cross border 
economic interdependence, not just in 
goods and services but in capital flow as  
well, made any shelter ineffectual for the 
emerging economies.  

Policy Response
General Governement Fiscal balance and 
Public Debt (% of GDP)
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Source, WEO

Those who conjectured that external 
shocks emanating from developed 
countries would not lead to a similar shock 
in the emerging economies turned out to be 
falsified. 

Global Outlook 

Real GDP, % change from a year earlier

Source, WEO

Even though all the countries were affected 
from the global recession, the slowdowns 
in Asian economies were limited. As a 

group, the emerging and developing 
countries are expected to grow by 5.1% in 
2010 after growing by 1.7% in 2009. On 
the other hand, the advanced economies 
are projected to contract by 3.4% and to 
have only a sluggish growth of 1.3% in 
2010. The reliance of the world recovery 
on the strong performance of the emerging 
economies makes the policy coordination 
within G20 even more important. G20 
countries represent two-thirds of the 
world’s population and 85 percent of its 
GDP, which made it the proper address for 
policy coordination.

The challenge of the enduring 
protectionist threats requires global 
cooperation. 

The crisis engulfing the world marks the 
end of an era of financial liberalization. 
The recession has started but the recovery 
is expected to be slow and fragile. The 
recovery will be vulnerable to limited 
financial opportunities, rises in oil and 
other raw material prices and early exit 
from accommodative fiscal and monetary 
policies, as well as protectionist policy 
movements.  A surge in trade and financial 
protectionism will impair growth prospects 
in a number of developing economies. 
Today, the risk of protectionism is 
reducing. But, the unemployed people will 
be a source of social unrest and a threat of 
a surge in protectionism. The most 
devastating effect will probably be seen on 
elevated unemployment rates all over the 
world. The history provides numerous 
examples of how frightened people stick 
together with their roots and how increase 
in unemployment ends up in xenophobia 
and authoritarianism. The concerted efforts 
of the G20 countries avoided the risks of 
the recent global recession to turn into a 
1929 type of Great Depression that had 
transformed capitalism for half a century. 
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Thus, coordinated efforts on the part of 
G20 countries should continue to moderate 
the effects of the recession and hence 
overcome hostilities. Turkey, was a 
member of G20, argued for policies against 
protectionism and gave its support to 
collective action to fight against the global 
recession. 

Volume of world trade, now vs then

Source: Eichengreen, B. and K.H. 
O’Rourke.

The pace of recovery differs among 
economies

Although economic activity is picking up 
on a global scale, the pace of recovery will 
substantially differ among mature and 
developing economies. The rebound will 
be led by emerging markets and especially 
by China and India. Indeed, the recovery in 
other BRIC countries will be weaker. 
Although the Asian exporters were hit hard 
at the onset of the crisis, the economic 
outlook improved remarkably in the first 
half of 2009. The region is expected to 
return back to pre-crisis output growth path 
as early as in 2010. The severe recession in 
Russia led to spillover effects in the region, 

making recovery difficult for most of the 
CIS economies. However, growth 
prospects in the countries surrounding 
Turkey are strengthening. Especially the 
outlook for Middle East is improving as 
global economy stabilizes and energy 
prices rebound. Africa has also been less 
affected. The rate of deceleration in growth 
in the Middle East and Africa had been 
lower than other regions, excluding 
Emerging Asia. 

The recovery in Emerging Europe is 
expected to be slow

Especially, growth in Emerging Europe, hit 
by financial crisis and drop in capital flows 
may not return to pre-crisis levels in the 
medium term.  The Baltic economies may 
even still be contracting in 2010. The 
supply side and demand side 
considerations point out a slow pace of 
recovery. The sluggish recovery in the euro 
area will exert pressures on the export 
potentials of the Emerging European 
countries. The asset price decreases and 
increased unemployment will probably 
limit private consumption. On the other 
hand, the government consumption will 
have to slow down in the countries having 
a narrow fiscal space. The outflow of 
foreign capital is likely to constraint credit 
and hence investments in the future as 
well. The acceleration in growth will not 
be driven by capital input. If the recovery 
is delayed there will be a high risk for the 
rising unemployment to turn into structural 
unemployment. Considering the age 
structure of the labor force in these 
countries, it is a real threat that output 
growth remains severely constrained from 
labor input as well.  Under these 
circumstances, the growth acceleration in 
Emerging Europe can only come from 
efficiency gains. However, there is ample 
uncertainty concerning the labor and 
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product market reforms, which will raise 
productivity growth. Thus, the medium 
term growth prospects for Emerging 
Europe point out a lower level. The higher 
than expected growth in these countries 
can only be materialized if the recovery in 
international trade and global confidence is 
higher than anticipated. 

Global Outlook 
Real GDP, % change from a year earlier

Source, WEO

Turkey

Turkish economy was hit hard by the 
global recession. 

Turkish economy was among the worst hit 
countries.  The economy shrank by %14,3 
and then 7% in the first and second 
quarters on a year on year basis. These 
figures are one of the deepest contractions 
among emerging markets. Almost every 

sector was affected negatively. 
Manufacturing, commerce and 
transportation decreased by 20%, 26% and 
18% in the first quarter. This sector 
decreased further by 9%, 15% and 12% in 
the second quarter. Among the 
manufacturing industry, sectors exporting 
to Europe, such as car manufacturing are 
among the most severely affected sectors. 

Global recession worsened the already 
existing slowdown in the reform-
fatigued economy.

It appears that the decline in economic 
activity in Turkey since the second half of 
2006 was aggravated by global recession. 
After growing by an annual average of 7% 
during the 2002-2007 period, the economy 
started to slow down markedly in the 
second half of 2006. The average quarterly 
growth rate on a working days and 
seasonally adjusted basis fell to 0.7% in 
the period starting from the third quarter of 
2006 until the onset of the crisis in the last 
quarter of 2008. The corresponding growth 
rate was 2.1% in the 2002-2006 period. 
Indeed, the adjusted quarterly growth rate 
had been negative in the second and third 
quarters of 2006, 0.5% and 0.8% 
respectively. That slowdown in the 
economy can be explained by the 
slowdown in the reform motivation. We 
can make use of the episodes in Total 
Factor Productivity (TFP) to develop an 
understanding on the effects of structural 
reforms on the overall efficiency in the 
economy. Indeed, the contribution of the 
TFP to the growth rate had been a mere 
3.3% in the 1990-2000 period. The 
structural reforms of the 2002-2004 period, 
has tremendously contributed to the 
efficiency gains in the economy and the 
contribution of TFP has risen to 75% in 
2005, after achieving 29% in the 2001-
2004. When the reforms slowed down, the 
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efficiency increases slowed as well, 
leading to a deceleration in the output 
growth rate. Correspondingly, since 2005, 
the contribution from TFP was on a 
downward trend and dropped to 20% in 
2007. The global recession drugged down 
the output growth even more. The bleak 
prospects for the contributions to growth 
from capital and labor, indicates the 
importance of achieving high growth rates 
in TFP, which will indeed be determined 
by a rebound of the reform motivation.

Growth Episodes in the Turkish Economy

Source, TUİK

Now the economy is recovering steadily

But the recovery has started in the second 
quarter.  The case is clear if we look at the 
GDP figures on a working days and 
seasonally adjusted basis. Comparing the 
second quarter with the first, the economy 
grew by 7% after contracting by 7% in the 
previous one.  Different producer and 
consumer confidence indicators reveal that 
we’ve bottomed out and we have some 
indications that we’re beginning to turn 
upward. The contraction in industrial 
production is relaxing continuously since 
March 2009. The expectation surveys point 
out a positive outlook in the coming 
months.

There are significant improvements in a 
number of key variables.

The economy is expected to decline by at 
least 5% in 2009, but there are significant 
changes compared with previous crises. 
What we are observing is a decrease in the 
inflation rate and interest rates, as contrary 
to their increases in the earlier crises. The 
fiscal policy and monetary policy 
responses also differed strongly from the 
earlier recessions. Monetary policy was 
relaxed, so that Turkey managed to 
decrease the policy rate by 10 percent since 
the onset of the crisis, reducing real 
interest rates to levels unforeseen for years. 
Government consumption has been 
increased as in other countries having a 
fiscal space.  The declines in interest rates 
helped the government to contain the 
interest expenditures, so the increase in 
government consumption could be 
channeled to the non-interest expenditures.
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Development in key variables in the
Turkish economy

Source, TUİK, TCMB 

The current account deficit reduced 
sharply, the non-energy current account 
balance turned into surplus. Thus, despite a 
drastic fall in output in 2009, the recovery 
period will be marked by an inflation rate 
falling to 5%, interest rates that are a few 
percentage points above the inflation rate, 

an exchange rate which is less overvalued 
when compared to pre-crisis years. 

Turkey has diversified its export 
markets amid the crisis.

Turkey’s main export markets are in the 
developed world. The EU has a share of 
48% in total exports of Turkey. As global 
demand has collapsed since September 
2008, Turkish exports have diminished 
substantially as in all other exporter 
countries. Cumulative exports decreased 
by $32 billion reaching $104 billion in 
July. This has led to a temporary market 
share loss for Turkey in the EU market.  
Turkey was already facing with difficulties 
in keeping its market share in European 
markets, which rose steadily in the 2001-
2005 period. The global recession caused 
further decreases in Turkey’s market share 
in total Euro Zone imports. However, the 
situation has recovered lately and Turkey’s 
market share reached 2.3%, the highest 
level in the last 4 years. That proves the 
importance of improvements in key 
variables that contributed to Turkey’s 
competitiveness amid the global crisis. 
Furthermore, Turkey achieved to increase 
exports to some new markets thanks to a 
very proactive foreign policy in recent 
years. Exports to new markets in the 
Middle East, North Africa and some 
countries in CIS are growing vigorously. 
The share of exports going to neighboring 
countries has reached 22% from 14% in a 
single year. 
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Prospects for the Turkish economy

Turkey will positively contribute to the 
growth in EU.

History taught us that deep recessions are 
almost always followed by steep 
recoveries.

Policy response in Turkey

Export performance

Source, TUİK, TCMB 

The recovery immediately after the 
economy has reached the bottom in the 
first quarter of 2009 will be strong enough 
and will be remarkable in EU standards. In 
the 1991-2000 periods, the growth rate in 
the EU had been 2.2%, while it was 3.7% 
in Turkey The catch-up process in Turkey 
has speeded up in the 2000s. In the 2002-
2007 periods, the average growth rate in 
Turkey has been 7%, which is almost 3 
times that of the European Union. After 
contracting by around 5%, the Emerging 
Europe is expected to grow by 1.8% in 
2010.  The growth prospects for the Euro 
area are grim, while Turkey is expected to 
grow by 3.7%. 

Medium term growth prospects are less 
clear.

Usually the economies return back to 
historical averages in terms of their 
medium term growth rates after 3 years. 
Although the average growth rate in 
Turkey of around 4.5% is fairly high to 
gradually reduce income gap with the EU, 
Turkey has to grow by at least 5% per year 
in order to keep its already high level of 
unemployment constant.  Turkey may face 
some difficulties to sustain a high growth 
rate in the medium term because of some 
structural problems that stay unsolved. 
Indeed, the structural problems were 
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responsible for Turkey’s vulnerability to 
the global recession. It appears that the 
decline in economic activity in Turkey 
since the second half of 2006 was 
aggravated by global recession. These 
structural impediments will continue to 
exert pressure and slow down the recovery 
in the medium term. The structural issues 
that the economy faces, and the slack 
created in the economy, pose concerns for 
keeping the V shaped recovery. It is highly 
probable that there will be prudential 
regulations in financial sector driven by 
global trends. The private sector will have 
to adjust itself to these changing 
conditions, and will need access to fresh 
capital. However, financing possibilities 

will not be abundant. The global financial 
flows will return back to their original 
levels slowly. 

While in the long-term Turkey can 
speed up the catch up process with the 
EU

When one looks at the long-term prospects, 
Turkey has the potential to speed up its 
growth rate provided that necessary 
reforms in the area of labor and product 
markets are achieved. These reforms will 
boost Total Factor Productivity growth in 
the economy and will open the way for 
new job opportunities for the still growing 
labor force.

Growth Prospects,
Real GDP growth (Annual percent change, 2010-2014)

Source: IMF 

According to the UN statistics, in terms of 
the growth rate of the working age 
population in the 2006-2050 period, 
Turkey ranks 3rd. The fortunate 
developments in the key indicators such as 
inflation and interest rates will be 
supporting Turkey’s economic growth 

potential. The decrease in the inflation rate 
will reduce the risks, and will increase the 
confidence in the economy, opening the 
way for increased investments.  The 
strength of the financial sector as was 
proved during the financial turmoil, 
combined with falling interest rates will 
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facilitate the financing of new investment 
projects. If Turkey succeeds in 
transforming its production structure to the 
requirements of the coming world order, 
than Turkey could raise its growth rate to 
the averages seen in East Asian countries. 
As of 2050, projections by Goldman 
Sachs, puts Turkey as the 9th biggest 
economy in the world and 3rd in Europe. 
While according to the projections of the 
PriceWaterHouseCoopers, Turkey and 
Italy will rank as the 12th biggest economy 
in the world.  

Energy constitutes an important 
opportunity for long-term prospects. 

Energy sector is a key area of cooperation 
in the new landscape of the 21st century 
within which the world’s economic regions 
are dependent on each other for ensuring 
energy security, economic stability, and 
effective action against climate change. 
Acquiring sustainable, competitive and 
secure energy is indispensable as the world 
energy consumption is expected to increase 
by 60% in the next 25 years. Turkey is a 
promising new and secure market with 
strong growth rate predictions and a 
reliable partner of the EU, to be the main 
contributor to the security of supply of 
Europe. Diversification of supply is one of 
the fundamental components in attaining 
security of supply. Turkey is an ideal 
candidate to for the diversification of both 
energy resources and supply routes, as 
73% of the crude oil and 72% of the 
natural gas reserves of the world lie in the 
Caspian, Middle Eastern regions and 
Russia. Due to its geographical location 
and growing and liberalizing gas market, 
Turkey is likely to become a key country 
for new suppliers to the EU market. 
Furthermore Turkey is a major consumer 
with approximately 38 bcm annual gas 
consumption in 2008 and has growing 

demand expected to reach a level of 10% 
of the EU market by 2020. With existing 
and planned pipelines, Turkey is a 
potential transit country and an energy hub. 
An important portion of the incremental 
European supplies from new sources may 
flow across the country. Turkey has 
already taken on certain initiatives within 
the framework of East-West Energy 
corridor. South European Gas Ring and the 
Nabucco Project are the first examples that 
come to mind, as examples of cooperation 
between the parties. The EU and Turkey 
both have a lot to gain from their 
cooperation in strengthening energy 
security.

 “Demographic window of opportunity” 
also offers another long term potential 
for Turkey. 

Today due to demographic trends, there is 
a decrease in fertility rates, increase in life 
expectancies and population aging is on 
the agenda. Some countries like Turkey 
has still the possibility of benefiting from 
“demographic window of opportunity” 
thanks to its large and growing working 
age population but this advantage will not 
continue forever. 

Projected working age population growth 
(%2006-2050 pa)

Source: UN
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Under these circumstances quality and 
productivity of labor force becomes more 
critical. An efficient vocational and 
technical education system plays an 
important role in raising quality of work, 
enhancing productivity and tackling the 
mismatching problem in labor market. In 
order to increase employment rates and 
competitiveness in the knowledge based 
economy, education systems should be 
more consistent with employment policies. 
Government efforts on education and 
training for unemployed and for active 
workers are important to prevent 
unemployment to turn into structural 
unemployment.

The world after the global crisis sets the 
stage for new opportunities for Turkey. 

The global crisis will probably cause 
substantial changes in the world economy. 
First, it will be possible to fix the global 
economic problems only through 
cooperation between the developed and 
emerging economies. Turkey as a member 
of the G20 will play its role in this process. 
Second, there will be changes in the 
production and financial order on a global 
scale. Turkey could also make use of new 
opportunities brought about by such 
changes. 

The regulatory framework in the financial 
markets is expected to change and become 
more prudent. The geographical 
distribution of certain sectors may also 
change while supply chains will be under 
the influence of the availability of 
financing possibilities, changes in 
competitiveness and environmental 
considerations. The world will go through 
a process of rebalancing the supply and 
demand disparities on a global scale. With 
that rebalancing, there will be a switch 
from public to private demand as well as a 

switch from foreign to domestic demand as 
the driver of growth. The contribution from 
Europe for rebalancing is limited by the 
population aging problems, which will 
constrain domestic private consumption 
growth in these countries. The Turkish 
economy, relying mostly on domestic 
private demand is prepared for such global 
changes. Thus, Turkey’s role in the 
rebalancing process will contribute to a 
solid growth over the medium term in the 
European economy. The superior growth 
prospects in the regions surrounding 
Turkey, and Turkey’s enhanced bilateral 
relations with most of its neighbors also 
adds to the prospects of Turkey to have a 
decent place in the new world order.   

Provided that the country adopts an 
ambitious reform agenda. 

If Turkey does not follow a strong reform 
agenda, the pace of the recovery will be 
negatively affected.  Turkey has to make 
its labor markets more flexible to make it 
easier to hire new workers when the 
domestic demand picks up. Tax system has 
to be made more transparent, efficient, 
simple and conducive to production and 
investment. Autonomous regulatory bodies 
play an important role to set up a fair 
playing field in the economy. There is a 
need to continue to strengthen these 
authorities. The huge unregistered 
economy distorts fair competition and 
drags down the efficiency in the economy. 
There should be a detailed strategy pegged 
with appropriate strategies to facilitate the 
transformation of the informal firms to 
formal corporations. These steps will 
promote job creation, investments and 
efficiency in the economy and hence 
increase the level of per capita incomes. 
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