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Foreword

This Survey is published on the responsibility of the Economic and Development Review Committee of the
OECD, which is charged with the examination of the economic situation of member countries.

The economic situation and policies of Turkiye were reviewed by the Committee on 7 December 2022.
The draft report was then revised in the light of the discussions and given final approval as the agreed
report of the whole Committee in early February.

The report was thus prepared, reviewed and finalized before the tragic earthquake on 6 February 2023.
We express our deep sorrow at the enormous loss of life and offer our condolences to all those affected
by this tragedy.

The Secretariat’s draft report was prepared for the Committee by Gabriel Machlica and Dennis Dlugosch,
under the supervision of Isabelle Joumard. Statistical research assistance was provided by Eun Jung Kim
and editorial assistance by Michelle Ortiz and Heloise Wickramanayake.

The previous Survey of Turkiye was issued in January 2021.

Information about the latest as well as previous Surveys and more details about how Surveys are prepared
is available at www.oecd.org/eco/surveys
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BASIC STATISTICS OF TURKIYE, 2021

(Numbers in parentheses refer to the OECD average)?

LAND, PEOPLE AND ELECTORAL CYCLE

Population (million) 85.0 Population density per km? 110.5 (38.7)
Under 15 (%) 23.6 (17.6)  Life expectancy at birth (years, 2020) 779 (79.7)
Over 65 (%) 9.3 (17.7) Men (2020) 75.0 (77.0)

- - 5 -
Izné%r;anonal migrant stock (% of population, 70 (13.2) Women (2020) 808 (82.5)
Latest 5-year average growth (%) 1.3 (0.5) | Latest general election June-2018
ECONOMY
Gross domestic product (GDP) Value added shares (%)
In current prices (billion USD) 836.6 Agriculture, forestry and fishing 6.3 (2.6)
In current prices (billion TRY) 72488 Industry including construction 34.7 (27.7)
Latest 5-year average real growth (%) 48 (1.6) Services 59.0 (69.7)
Per capita (thousand USD PPP) 30.3 (50.7)
GENERAL GOVERNMENT
Per cent of GDP
Expenditure 31.2 (46.3) = Gross financial debt® 43.6 (111.9)
Revenue 27.3 (38.7)  Net financial debt® 25.9 (70.4)
EXTERNAL ACCOUNTS

Exchange rate (TRY per USD) 8.66 Main exports (% of total merchandise exports)

PPP exchange rate (USA = 1) 2.81 Manufactured goods 285

In per cent of GDP Machinery and transport equipment 271
Exports of goods and services 35.3 (29.8) Miscellaneous manufactured articles 174
Imports of goods and services 355 (29.9)  Main imports (% of total merchandise imports)

Current account balance 1.7 0.2) Machinery and transport equipment 26.4
Net international investment position -30.6 Manufactured goods 17.6
Chemicals and related products, n.e.s. 16.5
LABOUR MARKET, SKILLS AND INNOVATION
Unemployment rate, Labour Force Survey

Employment rate (aged 15 and over, %) 452 (56.2) (aged 15 and over, %) 12.0 (6.1)
Men 62.8 (64.1) Youth (aged 15-24, %) 227 (12.8)
Women 28.0 (48.7) Long-term unemployed (1 year and over, %) 3.7 (2.0)

Participation rate (aged 15 and over, %) 514 (60.3)  Tertiary educational attainment (aged 25-64, %) = 24.5 (39.9)

Gross d ti dit R&D (% of
Average hours worked per year 1,732 (1,727) Gg)syszé)zrg?s IC expenditure on (%o 1.1 (3.0
ENVIRONMENT

Total primary energy supply per capita (toe) 1.9 (3.8) g(()):nzr:;sswns from fuel combustion per capita 47 (7.9)
Renewables (%) 15.2 (11.6) ~ Water abstractions per capita (1 000 m?, 2018) 0.8

Exposure to air pollution (more than 10 g/m? of Municipal waste per capita (tonnes, 2019,

PM 2.5, % of population, 2019) 99 (611 oecD:2020) 04 | (09

SOCIETY

| i lity (Gini coefficient, 2019, OECD: !

|2tceosT:v|2ﬁ$|2)l y (Gini coefficien 0415  (0.315) Education outcomes (PISA score, 2018)

Relative poverty rate (%, 2019, OECD: 2018) 15.0 (11.7) Reading 466 (485)

Median disposable household income (thousand .

USD PPP, 2019, OECD: 2018) 10.8 (25.5) Mathematics 454 (487)

Public and private spending (% of GDP) Science 468 (487)
Health care (2020) 46 (9.7)  Share of women in parliament (%) 17.3 (32.4)
Pensions (2017) 74 lz\lg1t ;J)ffICIEﬂ development assistance (% of GNI, 10 (0.4)
Education (% of GNI, 2020) 3.8 4.4

1. The year is indicated in parenthesis if it deviates from the year in the main title of this table.

2. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data
exist for at least 80% of member countries.

3. Gross financial debt refers to general government gross financial liabilities. Net financial debt is the total financial liabilities minus the total
financial assets.

Source: Calculations based on data extracted from databases of the following organisations: OECD, International Energy Agency, International
Labour Organisation, International Monetary Fund, United Nations, World Bank.
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Growth has been strong, but
vulnerabilities are rising

The economy has recovered fast from the
COVID-19 pandemic. However, macroeconomic
policies and high commodity prices have
contributed to the surge in inflation, with
growing external imbalances and implicit
liabilities.

Real GDP rebounded by 11.4% in 2021 and was
up 6.2% in the first three quarters of 2022.
Private consumption and exports have been the
main drivers of economic growth. Favourable
labour market developments and credit conditions
have supported private consumption. Many people
have returned to the labour market, particularly
youth and women, whose labour force participation
now exceeds pre-pandemic levels. Turkish
exporters have been able to exploit opportunities
from disruptions of the Asian supply chains, relying
mostly on large spare capacities. Gross investment
has been subdued, however.

Figure 1. Turkiye has experienced a strong
economic recovery
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Inflation has risen to a 20-year high,
exacerbated by global supply constraints and
buoyant domestic and external demand. In
2022, consumer price inflation stood at 72.3%
(Figure 2) and producer price inflation exceeded
128%. The sharp rise in energy prices — Turkiye is
a net importer -- and other commodity prices
triggered by the pandemic and subsequently
Russia’s war against Ukraine contributed
significantly to overall inflation. Lira depreciation
has added pressures on import prices.

The central bank has cut its base rate by 10
percentage points since September 2021. It has
also relied on a new approach to monetary policy,
with special arrangements and differentiated
macro-prudential rules, to direct loans to productive
and exporting sectors. As a result, credit conditions
have tightened for some sectors.

Figure 2. Inflation has soared
Y-0-y % changes
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1. Producer price index refers to domestic industrial activities.
Source: OECD (2022), OECD Monthly Economic Indicators
(database); and Turkstat.

StatLink Sz hitps:/stat.link/47ek21

Looking ahead, growth is projected to slow to
around 3% per annum (Table 1). Weak external
demand and persistent geopolitical uncertainties
will weigh on investment and export growth.
Consumer price inflation is projected to decline
somewhat due to base effects but to exceed 40%
over the projection period, reflecting gradual pass-
through of recent lira depreciation, producer price
inflation and wage increases. High inflation will dent

household purchasing power and private

consumption will slow.

Table 1. Growth is declining

2022 2023 2024

Gross domestic product 53 3.0 34
Private consumption 15.2 41 34
Gross fixed capital formation 2.8 2.8 3.8
Exports 12.2 4.4 4.2
Imports 42 48 3.6
Unemployment rate 10.7 10.3 10.0
Consumer price index 723 44.6 421
Current account (% of GDP) 5.6 -3.8 2.5

Source: OECD Economic Outlook 112 database.
Risks are unusually high and tilted to the

downside. The current account deficit is expected
to be around 5%z per cent of GDP in 2022 and its
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funding has shifted from relatively stable sources to
more volatile ones. Further pressures on the Lira
could turn the exchange rate protection on deposits
into an additional liability for public finances, with
adverse effects on inflation and confidence.

To bring inflation back to target, the central
bank should raise its policy rate. Increasing
confidence in the independence of the central bank
is vital. Changes to the central bank’s board have
been frequent. Inflation expectations have
remained well above target, and the lira has lost
more than half of its value vis-a-vis the dollar since
the start of 2021.

Tirkiye should systematically cover risk
scenarios and implicit liabilities in its annual
Fiscal Policy Reports. Prudent fiscal policy has
been a crucial policy anchor over the past two
decades in Turkiye and public debt is relatively low
as a share of GDP. However, contingent liabilities
are expanding, including from public-private
partnerships (PPPs), raising Turkiye’s vulnerability
to shocks. The burden on the budget may increase
significantly, since such PPP projects have
guarantees for foreign-currency-denominated
payments. The new guaranteed lira saving deposit
scheme also generate contingent liabilities.
Spending efficiency should improve and the
revenue base should be broadened. Turkiye has
one of the lowest tax-to-GDP ratios in the OECD.

The government should continue to address
the adverse distributional impacts of higher
energy prices while preserving fiscal
sustainability. The government is supporting
lower-income households suffering from rising
living costs. This support is warranted but should
be temporary and targeted to the most vulnerable
to keep fiscal costs manageable. It should also be
designed in a way that avoids distorting price
signals. The authorities should assess the pros and
cons of existing price subsidies and gradually
replace them by better-targeted social transfers to
vulnerable households.

Making the business climate more
friendly to investment

Inward FDI and equity investment have slowed
in recent years and are low in international

comparison. At the same time, the contribution of
total factor productivity to GDP growth has

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023
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decreased over the past decade reflecting barriers
to effective resource allocation. Going forward,
faster income convergence will require addressing
underlying structural weaknesses associated with
competition and regulations. This would improve
the business climate and enable resources to flow
to the most promising activities and firms.

Figure 3. Product market regulations are
stringent

2Sgore, scale from 0 to 6 (most restrictive)
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Source: OECD Product Market Regulation database 2018.
StatLink iz https://stat.link/bnp0f3

There is a need to promote more open
competition in product markets. Strict
regulations shield incumbents from competition
and limit the entry of new firms. Particularly,
complex  and burdensome  administrative
procedures to obtain permits, licences or
concessions, hamper the creation of formal
businesses. Turkiye should consider creating a
one-stop shop issuing all licenses and
authorisations. There is also room to ease barriers
to international trade and investment, particularly
restrictions on foreign ownership, which are stricter
than in other countries.

Labour market regulations hamper the creation
of more and higher quality jobs. Despite
progress over the past decade, a considerable
share of the workforce, in particular women and
youth, still do not actively participate in labour
markets. Even though informality has decreased
significantly over the past decade, it remains high,
particularly among youth, refugees and women.
Rigid labour regulations and an expensive
severance pay system provide protection to those
with a formal job against the fallout of an economic
crisis. However, they impede formal job creation for
those currently without one. High labour tax
wedges and high minimum wages relative to
median wages discourage formal job creation.


https://stat.link/bnp0f3
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Minimum wages are set at the national level while
ample disparities in living standards across regions
prevail. Better protecting people, by giving the
unemployment insurance system a larger role and
by improving the scope and quality of active labour
market policies, is a prerequisite for introducing
much needed labour market flexibility.

Figure 4. The employment rate is low
15-64 year-olds, 2021
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Source: OECD (2022), OECD Labour Force Statistics (database).
StatLink S hitps://stat.link/06fzdr

Promoting skills and innovation to
unleash technological progress

Innovation performance lags behind other
OECD countries and there are indications that
technological upgrades to production have
slowed over the last decade. This is linked to
poor educational outcomes and important
skills mismatches. Moreover, spending on
research and development (R&D) remains low
in international comparison, despite an almost
doubling over the past decade.

Despite considerable improvements in tertiary
and secondary enrolment, around 40% of youth
do not complete upper secondary education.
Learning outcomes for 15 year-olds are below the
OECD average. Moreover, important skill
mismatches have emerged, with the number of
unfilled vacancies increasing despite high
unemployment. While skill shortages are most
prevalent for medium-level skills, blue-collar work
suffers from a poor reputation. The recent initiative
to provide a free-to-use website that allows to
compare the labour market prospects of higher
education programmes may help reduce skills
mismatches.

Increasing the provision and broadening the
access to quality early childhood education
would help improve educational outcomes. It
would also pave the way for women to participate
more actively in the labour force. Currently, the
labour force participation rate of women is very low
and women take up most of childcare and other
housework.

Support for innovation needs strengthening.
R&D support programmes should be redesigned if
they prove to be inefficient and additional support
be provided where needed. In particular, schemes
that promote collaborative research projects
between universities and companies should be
reinforced.

Promoting the green energy transition

Greenhouse gas emissions per capita are low
in international comparison but have grown
fast in recent years. Coal accounts for around
one third of Tiirkiye’s total greenhouse gas
emissions.

Tiirkiye has promoted renewable energy, with
capacity doubling over the past decade.
Government policies have been supportive,
including via  preferential feed-in tariffs,
procurement auctions for renewable energy,
support to investment and subsidies for rooftop
solar installations. Still, much of the potential
remains unexploited. The first nuclear power plant
is under construction and is expected to meet
around 10% of total electricity needs.

Coal combustion accounts for almost a third of
electricity generation. Gradually phasing out
coal-fired power is essential to achieve the
government’s net zero target. Still generous
support to the domestic coal sector should
gradually be reduced.

Carbon emissions are priced below the levels
seen in most other OECD countries. Tirkiye
does not have an explicit carbon pricing system
and effective carbon prices consist mostly of fuel
excise taxes. A large share of greenhouse gas
emissions from energy use in the electricity and
industry sectors is not taxed.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023
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Main findings and key recommendations

MAIN FINDINGS

KEY RECOMMENDATIONS

Implementing a rules-based macroeconomic policy framework

As in other countries, supply-side constraints and energy prices have put
pressures on prices. Lira depreciation and low interest rates have further
contributed to high consumer price inflation. In 2022, the CPI stood at
72.3% and inflation expectations far exceed the 5% policy target. Frequent
changes in the central bank’s board members have undermined domestic
and international confidence in the independence of the central bank.

Although public debt is internationally low, it was on an upward trajectory.
Fiscal pressures may intensify in the future. Inflation has a particularly
negative effect on low-income groups as food and energy tend to account
for a larger share of their budget.

Rising contingent liabilities are making the economy more vulnerable to
economic shocks. Foreign currency-denominated payment guarantees for
public private partnerships (PPPs) and foreign exchange-protected
deposits are exposing public finances to exchange rate risks. These
deposits (amounting to about 10% of GDP) can have a large fiscal cost.
As of November 2022, these costs stood at 0.6% of annual GDP.

Tighten monetary policy, including by increasing the main policy rate.
Strengthen confidence in the independence of the Central Bank,
including by reducing the turnover of the Bank’s board members.

Where needed, provide targeted and temporary fiscal support to
vulnerable groups.

Bring the primary fiscal balance back to a 1% surplus. Adopt a
medium-term fiscal strategy to prepare for long-run fiscal challenges.

Further strengthen the framework for supervising and monitoring PPPs
by introducing generic PPP legislation.

Gradually phased out foreign exchange-protected deposits.

Publish annual Fiscal Policy Reports, with short and longer-term
projections and risk scenarios for liabilities, including contingent ones.

Making the regulatory framework more effective and predictable

Product market regulations are stringent. The licensing and permits
system is the most restrictive in the OECD as are entry barriers and
administrative burdens on start-ups.

The perception of corruption is high and has deteriorated in recent years.
Tirkiye has not yet a dedicated whistle-blower protection law or anti-
corruption body.

Create a one-stop shop issuing all licenses and authorisations.

Apply the “silence-is-consent” principle to reduce the administrative
burden related to obtain permits and licences.

Adopt an anti-corruption strategy underpinned by credible action plans.
Establish a permanent and independent anti-corruption body.

Boosting labour market prospects of women

Formal employment rates of the youth and women lag behind. Labour
force participation of women is the lowest across the OECD.

Public spending on primary education is below OECD average while the
population is relatively young and educational outcomes lag behind. High
private spending on primary education exacerbates inequalities of
opportunities.

Continue to bring more women into formal employment, including by
reallocating funds devoted to wage subsidies to well-designed hiring
subsidies targeted at the most vulnerable groups.

Increase and broaden the provision of quality early childhood and
primary education.

Creating more and better jobs

Rigid employment rules, including for fixed-term and temporary work
agency contracts, are contributing to the widespread use of informal and
semi-formal work practices.

The severance pay system makes formal job creation very costly and,
since it is bound to the current employer, hampers the reallocation of
labour to more promising activities and businesses. Unemployment
insurance fails to provide sufficient social protection to all workers.

A high minimum wage, relative to median wages, reduces the prospects
for low-income workers to obtain formal employment, particularly for
women and young workers.

Make permanent work more flexible and increase the scope for fixed-
term and temporary work contracts, while ensuring social protection of
workers and access to reemployment services.

Shift social protection from the severance pay system to a broader-
based unemployment insurance. Introduce portable severance
accounts.

Ensure that statutory minimum wages are affordable for firms, for
example by setting a minimum wage floor at the national level and
promoting collective bargaining at the enterprise level.

Promoting the building up of human capital and innovation

There are significant shortages regarding middle-level skills. Middle-level
jobs suffer from low reputation. The government has recently introduced
innovative tools to assess educational institutions’ outcomes and disclose
results to the public to steer choice.

Enhance up-to-date information on labour market outcomes for
graduates from vocational education tracks, for example by extending
the Career Counselling System.

Making growth more sustainable and greener

Coal accounts for about one third of total greenhouse gas emissions in
Tirkiye. Greenhouse gas emissions per capita are low in international
comparison but have grown fast in recent years. The implicit carbon price
is lower than in other OECD countries and a large share of carbon
emissions are not taxed, in particular in the electricity sector.
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Make emission pricing more consistent across sectors, including by
gradually scrapping various subsidies to coal and raising the carbon
price.

Replace coal subsidies for poorer households by means-tested income
support programmes without linking aid to fossil fuel consumption.
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1 Key policy insights

Making the economy more resilient will require ambitious reforms

Turkiye has been one of the fastest growing economies in the OECD over the past two decades. GDP per
capita rose at an average annual rate of 6% between 2000 and 2021, the poverty rate was cut in half and
the share of people participating in the labour market increased by 10 percentage points. Income per capita

has converged relatively quickly towards the level in advanced economies, although progress has stalled
in recent years (Figure 1.1).

Figure 1.1. Income convergence has been fast, but has stalled in recent years
Convergence in GDP per capita to OECD level
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Note: Data on GDP per capita is expressed in USD (current prices and PPPs).
Source: OECD (2022), OECD Productivity database.

StatLink Sz https://stat.link/xOgvky

The driving force behind economic convergence has been the highly dynamic private sector, which has
seized new opportunities in international markets. Labour reallocation towards the services sector has
been a key feature. At the same time, the manufacturing sector has become better integrated into global
value chains. Tirkiye’s exports now account for more than 1% of the world demand for goods and services.

Tarkiye’'s economy also benefits from a young and dynamic population. While the median age in the
average OECD country is 40, Turkiye boasts one of the youngest populations, with a median age of 33.
Two thirds of the Turkish population is of working age (15-64) and less than a tenth is above 65. Yet, this
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“demographic dividend” will gradually decline, slowing future potential growth (Figure 1.2). This underlines
the need to better leverage existing human resources, in particular youth and women, whose labour
participation is low (Chapter 2).
Figure 1.2. The demographic dividend is declining, weighing on potential growth
Contributions to potential output growth per capita
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Source: OECD Economic Outlook: Statistics and Projections (database), for further information see Annex in Y. Guillemette D. (2021)[149].

StatLink = hitps://stat.link/Otxcn6

Economic vulnerabilities have intensified in recent years and the risk of macroeconomic instability has
increased. In 2022, average annual consumer price inflation reached 72.3% for the first time since 1998,
while the lira has lost more than half of its value relative to the US dollar since the beginning of 2021.
Inward foreign direct investment flows have stagnated and, as a share of GDP, are the lowest among
OECD countries. The current account deficit has widened and is expected to reach 5% per cent of GDP in
2022. In July 2022, foreign exchange reserves fell to one of the lowest levels in the past decade but they
subsequently recovered somewhat. Public sector contingent liabilities have increased, including from the
savings guarantee scheme for those converting their foreign currency deposits into lira deposits.

These vulnerabilities are making the economy less resilient to shocks. The country experienced four
recessions during the past 25 years and the volatility in economic growth, measured by the standard
deviation of annual GDP growth, was four times higher than on average in the OECD. High economic
volatility increases uncertainty, deters investment, and can drag down trend growth (Bloom et al., 2012}1j;
Ramey and Ramey, 1995/2) thus putting Turkiye’s efforts to reach high-income status at risk.

To make the economy more resilient, it will be essential to equip young people with the skills to adapt to
changing labour market needs. Learning outcomes of Turkish students are low by international standards
and adults tend to lack adequate problem solving and information processing skills. Many young people,
especially women, are neither employed nor in education or training.

Economic resilience could be strengthened by making the regulatory framework more predictable and
flexible. Strict product and labour market regulations contribute to a dual economy with a large informal
and semi-formal sector coexisting with large companies, mostly conglomerates. Strict regulations limit the
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entry of new firms, shielding incumbents from internal and external competition. Ensuring a rules-based,
level-playing field for firms requires enforcing rules without exemptions.

Reforms in these areas have significant potential to address Turkiye’s vulnerabilities, reduce economic
volatility and improve living standards. Simulations based on the OECD long-term growth model
(Guillemette and Turner, 2018(3) suggest that an ambitious reform package that would strengthen
Turkiye's regulatory framework and improve educational outcomes could boost GDP per capita by more
than 10% by 2030 (Figure 1.3). This reform package would help Tirkiye’s economy resume its
convergence process towards other OECD countries.

Figure 1.3. Structural reforms can help increase standards of living and make growth sustainable

Cumulative difference from baseline GDP per capita (no policy change) scenario, by policy area
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Source: OECD simulations based on OECD Economics Department Long-term Model.

StatLink = https://stat.link/ugglwc

Against this background, the main messages of this Survey are:

1.

Anchoring inflation expectations is key to promote investment and growth. To this end, domestic
and international confidence in the independence of the central bank needs to improve, including
by reducing the turnover of the Bank’s board. Monetary policy should be tightened. Policy rate
increases should be timed carefully and accompanied by clear communication about future moves.
The primary fiscal balance surplus should be restored and a medium-term strategy is called for to
prepare for long-run fiscal challenges.

Strengthening the country’s resilience to shocks and structural change will require a conducive
business climate and improved rule of law that enable resources to flow to the most promising
activities and firms. Increasing labour force participation and employment of women should be a
priority. Equipping the population with the right skills is also important (see Chapter 2).

The economy will also need to become more resilient to climate change and energy shocks,
through adaptation policies, a greening of the energy mix and improvements in energy efficiency.
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The recovery from the pandemic was robust, but risks have intensified

The economy is set to slow

Turkiye is one of the world’s very few countries that avoided an annual economic contraction in 2020 in
the face of the COVID-19 pandemic (Box 1.1). Strong base effects after the slowdown in 2019, coupled
with buoyant consumer spending and unusually robust exports, helped the country to mark one of the
fastest recoveries among OECD countries (Figure 1.4, Panel A). The economy expanded by 11.4% in
2021, the fastest growth in the past five decades, and by 6.2% in the first three quarters of 2022 (year-on-
year).

Figure 1.4. Turkiye has experienced a strong economic recovery
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Private consumption has been the main driver of economic growth (Figure 1.4, Panel B). Real household
consumption grew by an astonishing 15.3% in 2021, the highest growth in Turkiye’s history. Pent-up
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demand during lockdowns supported household consumption in the recovery phase. The rise in inflation
also led some households to frontload their purchases, in particular of durable and semi-durable goods. At
the same time, measures to facilitate access to credit adopted during the pandemic coupled with low
interest rates have contributed to high demand for loans.

Consumer spending has also been supported by labour market developments, with employment and
participation rates rapidly recovering to pre-pandemic levels. Turkiye’'s employment gains following the
pandemic have been the strongest in the OECD area. The services sector, which was hit hard during the
pandemic, was responsible for more than half the employment gains during the recovery. Many people
have returned to the labour market, particularly young people and women, whose labour force participation
now exceeds pre-pandemic levels. Large employment gains have been coupled with significant wage
increases. The minimum wage has been raised four times since 2021, by 20% in January 2021, 50% in
January 2022, 30% in July 2022 and a further 55% in January 2023 — around 65% of workers in formal
employment earn wages in the vicinity of the official minimum wage. Despite labour market recovery, the
unemployment rate and labour force participation remain well below the OECD average and informal
employment remains widespread (see Chapter 2).

The contribution of gross investment to GDP growth has been negative since 2021, mainly due to the
depletion of inventories (Figure 1.4, Panel B). Although manufacturing investment increased somewhat,
investment in construction has deteriorated, and foreign direct investment has been weak due to elevated
uncertainty.

Exports have been a key driver of growth. In 2021, exports of goods and services increased by nearly 25%
in real terms owing to the depreciation of the lira along with supply chain disruptions in other countries.
Turkish exporters have been able to exploit opportunities from the Asian supply chain disruptions,
benefitting from the country’s shorter distance to Europe. Empirical evidence suggests that a 10
percentage point decrease in shipping reliability globally boosts Tirkiye’'s exports by approximately 5%
(World Bank, 2022a). Export growth has been broad-based across exported products.

Activating unused productive capacities has been instrumental to the export expansion. Existing product
lines have driven most of the expansion, while the contribution of new markets or new product lines has
been smaller (CBRT, 2022p4)). Exports of goods have increased mainly to EU countries and the United
States, which are Turkiye’s main trading partners (Figure 1.5). Tirkiye has increased its market share in
the European Union for textile and clothing, agricultural, plastic and wood products, which typically do not
require additional large investments (World Bank, 2022s). In recent months, exports to Russia have also
increased significantly, but their share remains low (around 3%).
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Figure 1.5. Exports by trading partner and by commodity
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Exports of services, particularly tourism, have rebounded to their pre-pandemic levels. The tourism sector,
brought to a standstill by globally-applied restrictions during the pandemic, has recovered in 2022 despite
geopolitical tensions. Revenue, as well as the number of tourists, have returned to their pre-pandemic
levels (Figure 1.6). The number of Russian tourists, which accounted for the largest group visiting T Urkiye
in previous years, has decreased by more than a third in the first nine months of 2022 compared to 2019.
But this was compensated by the increasing number of tourists from European countries. Aided by the

depreciation of the lira, Turkiye has become an even more attractive destination for European tourists
(World Bank, 2022z)).

Figure 1.6. The tourism sector has recovered
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In contrast, imports of goods and services have been subdued, increasing by only 2.4% in real terms in
2021, partly due to the depreciation of the lira. Imports of capital goods have been weak reflecting limited
investment activity and elevated uncertainty. Russia has remained the main trading partner in terms of
imports, accounting for nearly 17% of all imports in the first 10 months of 2022 (up from 11% in 2021) --
Turkiye has not imposed sanctions on Russia after the start of Russia’s war against Ukraine. Despite some

progress in terms of energy security (see below), Turkiye remains heavily dependent on imports: 93% of
oil consumption and 99% of gas consumption are imported.

Box 1.1. Tiirkiye’s response to the Covid pandemic

The last infectious wave peaked during summer 2022 (Figure 1.7, Panel A), but there have been far
fewer casualties than in previous waves, thanks to the wide vaccination rollout. As of October 2022, 63%
of the population had been fully vaccinated. This represents about 86% of the population over 18 years.
The vaccination rate among adults is slightly higher than the EU average (83.5%). In terms of health
outcomes, Turkiye has been less affected by the pandemic than high-income countries (Wang, 2022)).

The pandemic caused a 10.3% fall in real GDP in the second quarter of 2020, but the economy recovered
strongly in the third quarter. Informal workers and the tourism sector were hit particularly hard. To mitigate
the social and economic impacts, Turkiye provided relatively generous fiscal support. The total fiscal
package amounted to 13% of GDP (Figure 1.7), mostly consisting of concessional credits to households,
businesses loans and guarantees schemes (OECD, 20217).

Figure 1.7. The Covid-19 crisis in Turkiye

A. New daily cases of COVID-19 per million inhabitants® B. Fiscal support after COVID-19
7-day moving average % of GDP
3,000 Tirk EU G Equity, loans, and guarantees
urklye B Additional spending and forgone revenue
2,500 15
2,000 12
1,500 9
1,000 6
500 3
055\5;500 N N NN NN 0><Z
rrrrrr OL Wz Jdrerxzzoewao < <g
E552 2328338355535 £52358582R82%R52358
S=sS"nN=Z2->5=s=S"wn=Zz2>5=s=s"wnz=

1. The last data point refer to 31 December 2022.

Source: Our World in Data, https://ourworldindata.org; and IMF (2021), Fiscal Monitor Database of Country Fiscal Measures in Response to
the COVID-19 Pandemic, October.
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Strong domestic demand, supported by low interest rates, and the surge in global commodity prices have
pushed inflation to the highest levels in the OECD area. Moreover, lira depreciation has put pressure on
import prices. In 2022, consumer price inflation reached 72.3%. Producer prices were up by 128%, the
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highest rate in almost 30 years (Figure 1.8, Panel A). The large difference is explained by high energy and
import prices, which have more strongly affected producer prices. The sharp rise in energy and other
commodity prices - triggered by the pandemic and subsequently the war in Ukraine — contributed
significantly to overall CPl inflation (Figure 1.8 Panel B). Inflation pressures are however becoming broad-

based, as revealed by the sharp increase in consumer prices for non-food and energy items (Figure 1.8,
Panel B).

Inflation is having a particularly negative effect on vulnerable groups. Households in the first decile allocate
nearly 70% of their budget to food and housing, twice as much as the corresponding share for a typical
household in the upper decile (World Bank, 2021g)). Recent hikes in minimum wages have brought real

wage growth into positive territory, but only in the short term as strong monthly inflation growth will quickly
deplete these real income gains.

Figure 1.8. Inflation has soared
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Economic growth is projected to slow over the next two years (Table 1.1). Monetary policy will remain
supportive with the main policy rate being highly negative in real terms. However, weak external demand
and persistent geopolitical uncertainties will weigh on investment and limit export growth. Indeed, leading
indicators — such as electricity production — already signal a gradual moderation of economic momentum.
Very high and persistent inflation will curtail household purchasing power while heightened uncertainty will
weigh on investment. Inflation is projected to decline somewhat due to base effects but to remain above

40% over the projection period, reflecting a gradual pass-through of the recent lira depreciation, plus higher
producer prices and wage increases, to consumer prices.
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Table 1.1. Macroeconomic indicators and projections

Annual percentage change, volume (2009 prices)

2018 2019 2020 2021 Projections
Current 2022 2023 2024
prices (TRY
billion)

Gross domestic product (GDP)" 3,758.8 0.8 1.9 11.4 5.3 3.0 34
Private consumption 2,111.9 1.6 3.0 15.7 15.2 4.1 3.4
Government consumption 552.0 4.0 2.2 2.7 0.2 3.0 2.3
Gross fixed capital formation 1,115.0 -124 7.3 74 2.8 2.8 3.8
Stockbuilding? -10.7 0.1 45 -7.0 -6.4 -0.3 0.0
Total domestic demand 3,768.1 241 8.7 41 2.2 3.1 3.3
Exports of goods and services 1,171.0 46 -14.6 249 12.2 4.4 4.2
Imports of goods and services 1,180.3 -54 71 24 4.2 48 3.6
Net exports? 9.3 3.1 -6.9 6.4 2.8 -0.3 0.1

Other indicators (growth rates, unless

specified)

GDP deflator 13.8 14.9 29.0 91.7 51.1 46.1

Consumer price index 15.2 12.3 19.6 72.3 446 421

Core inflation index? 13.4 11.2 18.3 58.6 456 421

Unemployment rate (% of labour force) 13.7 13.1 12.0 10.7 10.3 10.0

Current account balance (% of GDP) 0.7 5.0 1.7 5.6 -3.8 25

General government fiscal balance (% of GDP)* -4.8 -5.1 -3.9

General government gross debt (% of GDP)* 326 39.7 418

1. Based on working-day adjusted series.

2. Contribution to changes in GDP. Stock building includes statistical discrepancy.

3. Consumer price index excluding energy, food, non-alcoholic beverages, alcohol, tobacco and gold.

4. OECD projections do not cover the fiscal account due to the absence of a unified national general government accounting system. IMF Fiscal
Monitoring Reports are used to evaluate Tirkiye's fiscal position.

Source: OECD (2022), OECD Economic Outlook: Statistics and Projections (database); and forthcoming OECD Economic Outlook 112
database.

Risks have intensified

Risks are unusually high and tilted to the downside. The adverse effects of the war on prices and economic
activity could become much greater. Commodity prices could increase, adding pressures on inflation as
Tarkiye is heavily dependent on imported oil and gas. Moreover, higher costs arising from shortages of
critical raw materials, or further disruptions to transportation and trade could have sizable negative effects
on the economy. A complete cessation of energy exports from Russia to Europe could significantly affect
Turkiye’s main trading partners and thus weigh on exports (Table 1.2).

The current account deficit poses a risk (Box 1.2). It widened at the beginning of 2022, reflecting the surge
in global energy and commodity prices and the depreciation of the lira (Figure 1.9, Panel A). It is projected
to reach 5%z per cent of GDP in 2022, the highest deficit in almost a decade, despite strong tourism receipts
over the summer. Moreover, its funding has shifted from relatively stable sources to more volatile ones
since the mid-2010s (Figure 1.9, Panel B). Foreign direct investment inflows have remained well below
their early 2010s level. Sales of foreign reserves financed a large part of the current account deficit up to
the start of 2021. From 2021, foreign currency inflows of unknown origin, classified as “net errors and
omissions” and which typically capture movements in Turkish savings from abroad, have played a growing
role, covering approximately a third of Tirkiye’s current account deficit in the first half of 2022.
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Figure 1.9. The external position has weakened
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Tirkiye has large external financing needs. As of October 2022, external debt maturing within a year stood
at USD 186 billion, corresponding to approximately 20% of GDP. Short-term external debt has increased
since 2009 (Figure 1.10). Debt refinancing measured by the external debt rollover ratio has remained high,
suggesting that companies have retained access to external finance (World Bank, 20225; CBRT, 20229)).
Still, they could face a refinancing risk were market sentiment to deteriorate. Public sector external debt
has also increased in recent years (Figure 1.10, Panel B). Gross reserves cover around 60% only of short-
term external debt on a remaining maturity basis. Moreover, the bulk of the short-term debt stock is
denominated in foreign currencies. Further swings in the lira exchange rate could affect both the private
and public sectors, making debt service payments in lira terms costly and unpredictable.

Figure 1.10. External debt has increased over the past decade
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Box 1.2. Turkiye’s financial turmoil in 2018

In 2018, financial conditions in advanced countries had started to tighten after a prolonged period of
extremely accommodative monetary policy with negative effects on capital flows to emerging markets.
Moreover, risk perceptions towards these markets had further increased due to rising trade policy
uncertainty and a slowdown in global trade. In the summer of 2018, portfolio investment to emerging
markets slowed significantly and bond yields in these countries increased, reflecting higher risk premia.

Prior to the worsening of the global economic environment in 2018, Turkiye's external vulnerabilities
were increasing. The current account was widening and reached around 6% of GDP at the beginning
of 2018. Corporate debt had increased by 20 percentage points in the course of four years and in 2018
stood at 170% of GDP with around 65% of the debt denominated in foreign currency. External debt was
steadily increasing since 2011 and reached 54% of GDP in 2018.

In the summer of 2018, the uncertain global economic environment combined with these vulnerabilities
and international tensions led to a lira sell-off and capital outflows. In August 2018, the exchange rate
depreciated by nearly 40% in two weeks; the risk premia and long-term interest rates rose strongly. The
financial market volatility had significant real sector impacts. The depreciation of the lira increased debt
service costs, which strained firms’ liquidity and solvency. The number of bankruptcy protection filings
soared. Inflation surged to close to 25% in September 2018 and business and household confidence
fell. GDP contracted by 6.4% and 12.2% (annualised) in the third and fourth quarter of 2018
respectively.

Foreign exchange liquidity was released as a response to financial market pressures by cutting banks’
reserve requirements and limiting their engagement in cross-currency swaps. The central bank raised
its benchmark policy rate in September by 625 basis points to 24%), which supported the exchange rate
and the required economic adjustment. A “Comprehensive Plan Against Inflation” was announced in
October 2018, based on administrative price freezes and voluntary private sector price cuts for targeted
items of the consumer basket over two months, subsequently accompanied by temporary VAT cuts
(OECD, 2018).

Table 1.2. Tail risks that could lead to major changes in the outlook

Vulnerability Possible outcomes
Dramatic escalations of the Russian war in Ukraine — expanding to other = Dramatic decline in demand from the main trading partners would reduce
countries. exports, with negative impacts on employment. Uncertainty would curb

consumption and business investment. Energy prices could increase
further with adverse effects on vulnerable groups.

The emergence of new virus variants could limit the efficacy of vaccines = Output, investment and trade growth would be affected.

and lockdowns could be introduced again.

Inflation could spiral out of control and become entrenched. High inflation would further erode household incomes and spending,
hitting vulnerable households particularly hard.

The monetary and financial policy framework needs to be strengthened

Monetary policy needs to be tightened

Monetary policy has been accommodative, with credit conditions more favourable to export and industry
sectors in line with the new policy frameworks (Box 1.3) and Box 1.4). The Central Bank of the Republic
of Turkiye (CBRT) has reduced its base rate by 10 percentage points since September 2021 while
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economic activity was strong, inflation accelerated, and the current account deficit widened. Turkiye is the
only OECD country that has cut its policy interest rates since early 2021 (Figure 1.11, Panel A), placing
additional pressures on the lira.

Box 1.3. New policy frameworks have been introduced

The Tirkiye Economic Model was introduced in December 2021. It aims at increasing export
competitiveness and private investment, while reducing the current account deficit permanently This
Model prioritizes investment, employment, production and exports, aiming a healthy current account
balance by providing low-cost accessible loans to productive and export sectors and controlling
inflationary demand pressures through macroprudential measures. The primary objective of the Central
Bank of the Republic of Turkiye (CBRT) is to achieve and maintain price stability. The “liraisation
strategy” is a key and new element to reduce external pressures on prices and strengthen the
effectiveness of monetary policy. Announced in December 2021 by the Monetary Policy Committee, it
places the Turkish lira at the core of monetary and financial policies. According to the CBRT, this
approach is tailored to meet the specific needs of the Turkish economy and address its vulnerabilities,
in particular the high level of dollarisation and the persistent current account deficit which reduce
monetary policy effectiveness.

With the liraisation strategy, the CBRT is relying on a lira deposit saving scheme with an exchange rate
guarantee, collateral diversification, and liquidity management regulations (see below) to strengthen
the demand for liras and direct loans to productive and exporting sectors, by foregoing reserve
requirements for exporters, investors and SMEs. According to the CBRT, low interest rates targeted to
productive sectors mitigate cost pressures, and thus inflation, and increase the economy’s growth
potential. This, combined by tighter financial conditions for consumer loans, is expected to reduce the
current account deficit.

Various policy measures and tools are used to support the liraisation strategy and increase international
reserves:

e Aforeign exchange-protected deposits and participation accounts scheme (KKM). This scheme
compensates savers for potential exchange rate losses (Box 1.6).

e A new differentiated reserve-requirement scheme. The CBRT imposes security based reserve
requirements on TL denominated commercial loans , except for those financing SMEs, exports,
investments and agricultural loans. It also applies a higher reserve requirement ratio for banks
with excessive credit growth.

e The facility of advance loans against investment commitment was announced and has been
financed by the CBRT resources. The facility aims to increase exports and investments in the
production of import-substitution goods by offering low-interest and long-term (10 year) Turkish
lira loans with no principal repayment for two years.

e Exporters are required to exchange 40% of their foreign currency revenues into liras.
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Figure 1.11. The policy interest rate has been cut and the lira has depreciated

A. Central banks' key policy rate' B. US dollar per Turkish lira
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1. The latest data refer to the policy rate on 2 December 2022.
Source: OECD Monthly Monetary and Financial Statistics (MEI); BIS; and CBRT.

StatLink Sa=m https://stat.link/4xjlaq

Domestic and international confidence in the independence of the CBRT needs to be strengthened. The
financing of government debt by the central bank has been marginal and based on the regulatory
environment, the degree of independence of the CBRT has been similar to that of many other central
banks of OECD countries (Romeli, 2022}10}). However, legislative changes since 2018 have weakened this
position (ECB, 20201113). Since 2018, the tenure of the central bank’s top management has been shortened,
conditions for the removal of the governor eased and the 10 years relevant experience qualification and
terms of office of deputy governors were removed. De facto, changes in the central bank’s board members
have been frequent, with four changes in governor within a four-year period. Interest policy cuts in the

context of persistently high inflation have been interpreted by markets as the result of political interference
reducing the independence of the central bank.

The lira has lost more than half of its value vis-a-vis the US dollar since the beginning of 2021 (Figure 1.11,
Panel B). Turkiye's credit rating was downgraded by all three major agencies in 2022. Inflation
expectations suggest that market participants have lost trust that inflation will converge to the 5% central
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bank’s target. In December 2022, inflation expectations for 12 months ahead stood at 35%. The
depreciation of the lira has prompted the population to protect its savings by converting lira deposits into
dollars, euros and other hard currencies. By the end of 2021, the share of deposits held in foreign
currencies had increased to 68% (Figure 1.13). This put further pressure on the lira and boosted inflation.
The difference between the policy interest rate and inflation has risen sharply.

Box 1.4. The Taylor rule benchmark

The Taylor rule provides a simple benchmark to assess the conduct of monetary policy based on a
relationship between a central bank’s policy rate, inflation and economic growth (Orphanides, 200712).
While the Taylor rule can help policymakers communicate, there are alternative rules to guide monetary
policy. Considerations used in the Taylor rule may not be the only relevant ones when taking monetary
policy decisions. In particular, it does not account for the sources of inflation.

In Turkiye, the optimal interest rate as suggested by the Taylor rule and the central bank’s main policy
rate were very close up to the first quarter of 2021 but have diverged since then (Figure 1.12). In the
summer of 2021, when the monetary easing cycle started, inflation was 15 percentage points above the
central bank’s target and most output gap estimates suggest that the economy was overheating (CBRT,
202247). Most OECD economies, including the euro area and the United States (EC, 2022p13;), (FED,
20221141)saw a growing divergence between their inflation target and actual inflation in 2022. This can
lead to deviations between Taylor rule estimates and the policy stance. The gap for Turkiye has been
larger however.

Figure 1.12. Taylor rule estimated interest rates
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To reduce the dollarisation of the economy, the authorities have introduced a foreign exchange-protected
deposits and participation accounts scheme (KKM), encouraging holders of foreign currencies to convert
their funds into liras. The government has committed to compensate savers for any losses if the decline in
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the exchange rate exceeds the interest rate offered by banks on KKM deposits. For example, if the lira
depreciates by 50%, holders of KKM lira deposits would receive the equivalent of a 50% interest payment
(banks would pay around 14% plus a compensation by the government of 36%). The authorities have
further increased incentives for companies and households to participate in the KKM saving scheme. First,
Parliament approved a corporate income tax exemption on companies’ gains resulting from the conversion
of foreign currency holdings into liras. Second, banks whose lira deposits make up less than 50% and
between 50% and 60% of all deposits will be charged 8% and 3% commission respectively, on foreign
exchange required reserves. The KKM scheme was originally set up for one year and was extended to the
end of 2023.

Figure 1.13. After a sharp increase, the share of foreign currency deposits has declined
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Note: In Panel A, the latest data point refers to 21 October 2022. In Panel B, the category "Not identified" include foreign exchange deposits of
resident and non-resident banks.
Source: CBRT.

StatLink Sa=ra hitps:/stat.link/bsk9c2

The introduction of the KKM in December 2021 has helped increase the share of lira deposits and slow
the depreciation of the lira, but the budgetary cost may be high. By the end of December 2022, the KKM
saving scheme had attracted TRY 1.4 trillion deposits, i.e. around 10.3% of GDP and more than 15% of
all banking deposits. The KKM scheme has thus helped reverse dollarisation as the share of deposits held
in foreign currency has decreased significantly, returning to the level seen before monetary easing
(Figure 1.13). The KKM saving scheme presents some risks, however. Although the lira was relatively
stable at the beginning of 2022, it had lost almost one third of its value compared to dollar between January
2022 and October 2022. As a result, the Treasury had paid almost TRY 91.6 billion (0.6% of GDP) to KKM
deposit holders as of November 2022. The scheme’s ultimate costs to the Treasury will depend on
exchange rate developments and the duration of the scheme. If the lira depreciates further, the scheme’s
guarantee could have larger fiscal costs - with further adverse effects on confidence.

The authorities have introduced other measures to strengthen the lira and prop up foreign reserves. Since
April 2022, exporters have been required to exchange 40% of their foreign currency revenues into liras.
The new housing package introduced in May 2022 offers a cheap mortgage interest rate (0.89% per
month) to people willing to convert their foreign currency holdings into liras or transfer their gold to central
bank.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023


https://stat.link/bsk9c2

| 29

Despite these measures, foreign exchange reserves have shrunk, against the backdrop of market
interventions to support the currency. The central bank directly intervened late in 2021 for the first time
since 2014. Gross foreign currency reserves — the measure used by the central bank to communicate —
recovered somewhat and reached USD 128.8 billion in December 2022, equivalent to around four months
of imports. Net reserves - foreign exchange assets minus liabilities - fell in July 2022 to their lowest level
in 20 years but recovered somewhat in January to USD 24.3 billion (Figure 1.14, Panel A). Reserves are
also low by international standards (Figure 1.14, Panel B) and net reserves excluding short-term swaps
(including domestic commercial banks and foreign central banks) are negative. Active communication by
the central bank regarding various aspects of its reserve position, including net reserves and swaps, would

improve transparency and bolster confidence as recognised in the previous OECD Economic Survey
(OECD, 20217).

Figure 1.14. Foreign reserves have decreased

A. Net international reserves B. Total reserves, 2021

USD, billion % of total external debt

90 120

75 100

60 80

45 60

30 40

15 20

0 L 1 1 1 1 1 1 1 1 1 1 1 1 1 0
O - N O F 1 © N~ © O O = N O <O <Oy 2 2 Z L X < x W
= - - 2 S &8 &8 & 2 2 8 N N &N B N X Ex TS0 a0 Waow OoNZ
c & & & & & & & & & & & <& <& o wa x ©COFO0O=N=mx O =
© @© © © [ @© © © © [ © © © @
rl el rl rl el rl el el rl el rl el rl el

Note: In Panel A, the latest data point refers to 6 January 2023.
Source: CBRT; and IMF, International Financial Statistics.
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Domestic and international confidence in the independence of the central bank should be strengthened by
extending the tenure and reducing the turnover of the Bank’s board members. The policy rate should be
raised to counter inflation and signal the central bank’s firm intention to bring inflation back to target.
Credible forward guidance, with clear communication and carefully calibrated tightening, would help re-
anchor inflation expectations. Foreign exchange-protected deposits should be gradually phased out.

Table 1.3. Past recommendations and actions taken in monetary policy

Recommendations

Actions taken

Restore the independence of the Central Bank of the Republic of Tirkiye,
including with legislative measures.

Maintain the real policy interest rate in positive territory as long as
inflation and inflation expectations diverge from official projections and
targets.

Replenish foreign reserves as conditions allow. Communicate actively

on the foreign reserve position according to the information needs of
financial markets.

Outline and communicate a coherent macroeconomic policy framework
encompassing fiscal, quasi-fiscal, monetary and financial policies.

The Central Bank of the Republic of Tiirkiye has reduced its base rate by
10 percentage points since September 2021

Foreign reserves have declined, but recovered somewhat in the second
half of 2022.

The authorities have adopted new policy frameworks, with a different
approach to monetary policy (Box 1.3 ).
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Financial stability risks should be monitored closely

While the authorities have cut the main policy rate, financial conditions for some types of loans have
tightened. Since April 2022, macro-prudential policies and collateral measures have been implemented in
response to growing macroeconomic imbalances. The 20% reserve requirement for certain lira-
denominated commercial loans has been replaced by a 30% securities holding requirement. There are
large variations in lending rates across uses (Figure 1.15), in line with the new monetary framework aimed
at supporting productive sectors and reducing the current account deficit (Box 1.3). At the same time, some
loans are excluded from the reserve requirements such as investment loans, loans to export companies

and loans to SMEs.

To strengthen monetary policy transmission and reduce the gap between the central bank’s benchmark
rate and the average rate on commercial loans, the central bank introduced measures in August 2022.
Banks with interest rates on new loans exceeding the central bank’s benchmark by 1.4 times (or by
1.8 times) now face additional collateral requirements amounting to 20% (or 90%, respectively) of the value
of new credits. These measures have helped reduce commercial rates in August 2022 (Figure 1.15).

Figure 1.15. Lending rates have risen despite cuts in the policy rate
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Source: CBRT.
StatLink = https://stat.link/28hzg5

Corporate debt could become a source of fragility as the economy slows. Corporate sector profitability
increased significantly in 2021 and in the first half of 2022 due to strong economic activity and demand.
However, corporate loans have risen fast and corporate debt stood at 150% of GDP in 2021. The share of
corporate debt denominated in foreign currency has declined since 2018 (CBRT, 20229)), but still stood at
around 60% in the second quarter of 2022, with foreign currency debt largely concentrated among
exporters. Overall, the corporate sector’'s net position in foreign currency is negative, implying that it is
exposed to the risk of a lira depreciation. Between 2017 and 2020, the share of foreign exchange losses
in total corporate costs increased due to depreciation (World Bank, 2022;5)). Still, foreign-currency debt of
the corporate sector is concentrated among companies that may be in a better position to manage their
exposure, most of which are large and natural hedgers.

Financial risks from the household sector remain low as household debt stands at less than 20% of GDP,
well below the OECD average (62% of GDP). Household financial assets increased significantly on the
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back of a strong growth in deposits and the FX protected savings accounts (see above). Household loans
denominated in foreign currency are marginal, as Turkish residents with no foreign currency income are
generally prohibited from taking foreign currency loans.

Figure 1.16. Loans have grown fast in nominal terms
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The banking sector has performed well recently but the worsening economic outlook coupled with
increasing macroeconomic vulnerabilities may create challenges. The banking sector has benefitted from
the increase in net interest margins. Banks have adjusted up their lending rates to businesses and
consumers, while deposit rates have remained low. Rising inflation has also raised their earnings from
bonds linked to consumer prices, while strong credit growth has boosted fees. As of November 2022, the
banking sector recorded a net profit of TRY 389 billion, a 417% increase compared to the previous year.

The banking sector’s liquidity position is strong. Short and long-term liquidity indicators are above legal
lower limits and historical averages (CBRT, 20229)). Banking sector capitalisation exceeds regulatory
floors. The non-performing loans (NPLs) ratio decreased to 2.4% in August 2022, although this largely
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reflects the strong growth in new lira loans (i.e. the denominator). The ratio of debt collections of non-
performing loans to NPL additions remains strong (CBRT, 2022/9)).

Banks’ asset quality could be affected by worsening economic conditions. Financial stability risks should
continue to be monitored by the Financial Stability Committee. In this regard, publishing banking sector
stress tests could help strengthen domestic and international confidence. Public banks hold approximately
40% of all deposits in Turkiye and have played a crucial role in efforts to uphold demand during the Covid
pandemic using concessional credits to households and businesses. Therefore, their exposure to credit
risk has increased. Early this year, the Sovereign Wealth Fund injected TRY 51.5 billion (USD 3.5 billion,
0.4% of GDP of additional capital into six public banks. As mentioned in the previous OECD Economic
Survey, competition between public and private banks (including banks’ financing) should be closely
examined in light of international good practices (OECD, 20217).

Table 1.4. Past recommendations and actions taken in financial policies

Recommendations Actions taken
Re-evaluate and reduce the weight of government-owned financial The share of state-owned banks in total banks’ assets declined from
institutions. Maintain a neutral framework for banks’ credit allocation 47.5% to 46.3% and in total loans from 45.3% to 43.7%.
decisions.
The authorities should communicate on how they evaluate and address = The Financial Sector Evaluation Programme (FSAP), including stress
the risks of deterioration in banks’ asset quality. tests for banks, will be completed at the end of 2022.

The results of the stress tests of individual banks and of the banking
system as a whole should be disclosed to the public.

Fiscal policy should become more prudent

The headline deficit has declined but contingent liabilities are increasing

Prudent fiscal policy has been an important policy anchor over the past two decades in Tirkiye. The fiscal
deficit increased in 2020, partly due to the pandemic response (Figure 1.17). The fiscal stimulus package
to mitigate the socio-economic impact of the pandemic, although smaller than in other OECD countries,
amounted to nearly 4% of GDP (IMF, 2021(15)).

Figure 1.17. The fiscal position has weakened over the past decade
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Tax revenues have grown strongly in recent years, by nearly 40% in 2021 and by 108% in the first half of
2022. These outcomes have been driven by the strong economic rebound, but also by higher-than-
expected inflation since taxes due are calculated based on nominal incomes. Revenues from a tax
restructuring and improved tax collection have also played a role.

Despite strong tax revenues, the deficit is expected to worsen somewhat in 2022, to 4.2% of GDP
(Figure 1.17). Evidence from other countries confirms that higher inflation leads initially to higher tax
revenues, while spending pressures typically rise over time (IMF, 20211¢)). Indeed, in Turkiye current
expenditures are increasing much faster than budgeted, particularly wages and transfers. Public wages
have increased by an 30%, while family benefits and pensions (including the minimum pension) have all
been adjusted to compensate for the surge in inflation. In 2022, the government also introduced several
measures to shield citizens from high energy and food prices (Box 1.5).

The government should address the adverse distributional impacts of higher energy prices but avoid
jeopardising fiscal sustainability. Energy users have few options for cutting demand dramatically in the very
short run. Thus, energy price increases have significant adverse effects on households and businesses.
Tarkiye’s support measures to households include non-targeted price support measures, such as tax cuts
on energy (Box 1.5). Evidence from other countries shows that such measures do not allow demand to
adjust to supply constraints, which could exacerbate commodity shortages and sustain future inflation
(Vaitilingam, 2022117;; OECD, 2022;1s; Neely, 2022}19]). Tax reductions also weaken price signals, and thus
incentives to reduce consumption. Moreover, their budgetary cost can be high over time (OECD, 2022(1g)).
Instead, targeted income support measures should be used as they allow for a more sustainable policy
response if high prices persist.

Box 1.5. Measures to shield households from high energy prices

In 2022, the authorities have implemented several measures to cushion households from the impact of energy
price inflation, amounting to a total of 0.6% of GDP, including:

1. Two electricity fees have been abolished: (i) the TRT (state-run broadcaster) payment and (ii)
the Energy Fund payment. The removal of these fixed electricity fees reduced the electricity bill
for households by 2.7%, at an expected cost of around TRY 2.5 billion (0.02% of GDP).

2. For all households, the government pays 50% of the electricity bills and 75% of the natural gas
bill. Vulnerable households receive additional transfers ranging from TRY 900 to 2 500 twice a
year. For households including individuals suffering from chronic diseases or sustained by life
support devices, a further 5 p.p. will be added to the subsidy. The expected cost will be
approximately TRY 10 billion.

3. Turkiye has adjusted electricity tariffs for low-consumption households by increasing the
monthly limit, from 150 kWh to 240kWh, below which electricity is cheaper. Below a monthly
consumption of 240 kilowatt-hours, electricity is paid at TRY 1.21 per kilowatt-hour, and above
at TRY 1.97 per kilowatt-hour.

4. The VAT rate on electricity used in residences and agricultural irrigation has been lowered from
18% to 8%, at an expected cost of around TRY 9 billion (0.06% of GDP).

Contingent liabilities have inflated public spending and there are risks that costs increase further. Public-
private partnerships (PPPs) are one of Turkiye’s main contingent liabilities. Turkiye is the largest PPP
market in Europe and is one of the leading countries relying on PPPs for the provision of infrastructure
such as airports, energy plants, highways, hospitals and ports. The PPP burden on the budget could
increase significantly since PPP projects have guarantees for foreign currency-denominated payments.
Because of the sharp depreciation of the lira, these payment guarantees and usage fees have risen. The
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central bank has warned of exposure to exchange rate risk due to PPP project financing from foreign
markets in foreign currencies (CBRT, 2016201) Another contingent liability arises from the KKM lira saving
deposit scheme (see above, Box 1.6). Additional contingent liabilities are associated with policy measures
implemented during the pandemic. A large portion of this support was off-budget and amounted to almost
10% of GDP, including public bank loans, government loan guarantees, and equity injections for both
financial and non-financial firms. A significant share of these loans and guarantees were granted to
households, firms and self-employed under financial constraints, and can become non-performing if the
economy weakens.

Box 1.6. Potential contingent liabilities from lira deposits that protect against lira depreciation

Since the end of 2021, the amount of lira deposits that protect against lira depreciation (KKM) has increased to
reach 10.3% of GDP in December 2022, although it has been relatively stable in recent weeks (Figure 1.18,
Panel A). Out of these deposits, those that have been converted from foreign currency (around 5% of GDP) are
under the purview of the central bank and newly open KKM deposits (around 5% of GDP) are under that of the
Ministry of Treasury and Finance (MoTF). The exchange rate guarantee can result in a high cost if the exchange
rate depreciates. Data on the realised cost of the KKM schemes are available only for those supported by the
MoTF. As of September 2022, these costs had reached 0.6% of GDP (Figure 1.18, Panel B).

Figure 1.18. The KKM scheme deposits are increasing public expenditures

A. The KKM scheme deposits B. Cumulative increase in public expenditure related to KKM
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Assessing the potential fiscal cost of the KKM scheme requires making assumptions on maturity, level of deposits
and exchange rate developments. If the lira depreciate by 1 percentage point above the interest rate offered by
commercial banks, then fiscal costs increase by 0.025% of GDP in 2023, assuming a three-months maturity and
current level of deposits.

The expansion of contingent liabilities is increasing vulnerabilities to shocks. Closely monitoring contingent
liabilities and improving fiscal transparency would help contain these vulnerabilities. As recommended in
the previous OECD Economic Survey, Turkiye should publish a regular Fiscal Policy Report making risks
related to public financial liabilities fully transparent (OECD, 2021(7). There is also a need to further
strengthen the framework for supervising and monitoring PPPs. Today, Tirkiye’s legal structure regarding
PPPs is fragmented, with legislation varying across different sectors. Instead, generic PPP-enabling
legislation that would comprehensively regulate PPPs is needed (Eroglu, 2021121;). There is also room to
improve the transparency of PPPs. Although annual reports provide information about total contract values
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along with yearly disbursements for realised liabilities and forecasts for three-year rolling liabilities, contract
specifics such as government guarantees as well as analysis about contingent liabilities are missing.

Government debt is set to increase further

Besides contingent liabilities, rising debt servicing costs are causing fiscal pressure. Turkiye's government
debt-to-GDP ratio is relatively low. Yet, because of the high risk premia, the government’s interest
payments are high by international standards (Figure 1.19). Tirkiye’s risk premium in intraday trading has
increased this year and even surpassed 800 basis points. Additional risks stem from the structure of the
debt. The share of debt denominated in foreign currencies has increased from 39% in 2017 to over 60%
by 2021. In addition, 22% of the domestic debt is linked to the CPI index, which considerably raises the
burden on public finances in the context of soaring inflation. The government expects to face an extra TRY
900 billion (0.7% of GDP) in interest costs in 2022, compared to 2021 (CBRT, 2022}4))). The bulk of
government debt (75%) is held by the banking sector. In recent months, the lira bond yields has been
decreasing as banks have been buying lira bonds as requirements for collateral and bank reserves (see
above).

Figure 1.19. Government debt is low, but its structure makes it prone to risks

A. Gross public debt, 2021 B. Share of public debt in foreign currencies,
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Source: Factset; Refinitiv; IMF (2022), World Economic Outlook, October; and BIS.
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In the absence of reforms, government debt is expected to continue rising in coming years (Figure 1.20).
If some risks associated with the current macroeconomic imbalances, high inflation, possible further lira
depreciation and large contingent liabilities materialise, the fiscal deficit would widen and the interest rate
on public debt would rise (Risk scenario). Reducing these risks and implementing labour and product
market reforms will help put debt on a sustainable path and relieve fiscal pressure (Reform scenario). This
would involve tightening monetary policy coupled with prudent fiscal policy. More specifically, the
government should adhere to its plan to bring the primary balance back to a 1% surplus as envisaged in
the economic reform programme (EC, 2021122)).

Figure 1.20. More fiscal consolidation efforts are needed to reduce public debt

General government debt, Maastricht definition
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Note: The no-policy change scenario assumes a continuation of the policy stance of 2021 with a deficit of 3.8% of GDP, with macroeconomic
indicators based on the forthcoming OECD Economic Outlook 112 database and the OECD long term database. The higher ageing-related
spending scenario assumes that health expenditures and pension transfers are higher by 0.2 percentage points of GDP than the no-policy
change scenario. The risk scenario assumes that the deficit will increase by 2 percentage points and risk premia by 1 percentage point. The
reform scenario assumes higher growth based on the OECD Economics Department Long-term Model (see Figure 1.3) and a fall in the interest
rate on the debt by 1 percentage point.

Source: OECD Economic Outlook: Statistics and Projections (database), forthcoming; Guillemette, Y. and D. Turner (2018), "The Long View:
Scenarios for the World Economy to 2060", OECD Economic Policy Paper No. 22.
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The tax base should be broadened

In addition to macroeconomic stabilisation, the authorities should address longstanding challenges, such
as improving spending efficiency and broadening tax revenues. This can also help to finance various
reforms (Box 1.7). Turkiye has one of the lowest tax-to-GDP ratios (24% of GDP) in the OECD, ranking
33rd out of 38 OECD countries in 2020 (OECD, 20217). Statutory rates for the personal income tax, social
contributions and VAT are broadly in line with OECD averages. However, the tax base is narrow and the
number of taxpayers is low: less than 30% of the population actually pay the personal income tax compared
to 60% in the OECD countries). In this regard, it is important that the authorities reform the labour market
to promote formal job creation (Chapter 2).

Reducing exemptions would help broaden the tax base, thereby increasing revenues. Due to exemptions
and discounts, approximately 24% of total tax revenues are waived (Bakanlgi, Hazine ve Maliye, 201823;;
Gercek, 2019p241). VAT revenues are particularly low compared to their potential (Figure 1.21). Evidence
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from other countries suggests that spending measures, such as transfers in cash or in kind, are
considerably more efficient to achieve distributional objectives than reduced VAT rates (IMF, 2020;25)). For
example, Turkiye applies lower VAT rates on theatre, cinema tickets or restaurants, which is particularly
regressive as they benefit higher-income households disproportionately. Moreover, differential rates
significantly complicate VAT administration and cause complexity in defining what goods precisely fall
under the reduced rate.

The government should also make less frequent use of tax restructuring. In general, tax restructurings for
unpaid tax liabilities are used to incentivise agents who have undeclared assets held offshore to regularise
their tax position. There have been 13 tax restructurings since 2000 and in this context 37 tax laws have
been enacted under different names. By resorting frequently to tax restructurings, the government has
created disincentives for tax compliance. The large number of tax restructurings does undermine their
effectiveness, as taxpayers may decide to postpone their tax compliance and just wait for the next tax
restructuring. As underlined in the previous OECD Economic Survey, the recurrent use of tax restructurings
should be discontinued (OECD, 20217).

Figure 1.21. Exemptions and special rates erode VAT revenues
VAT revenue ratio, 2020
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Note: The VAT revenue ratio is defined as the ratio between the actual value-added tax (VAT) revenue collected and the revenue that would
theoretically be raised if VAT was applied at the standard rate to all final consumption (i.e. (Consumption - VAT revenue) x standard VAT rate).
The OECD aggregate is the unweighted average of data shown. Data for Canada cover federal VAT only.

1. Data refer to 2019.

Source: OECD (2022), Consumption Tax Trends 2022: VAT/GST and Excise, Core Design Features and Trends.

StatLink Sa=m https:/stat.link'wnhmp8

Turkiye should carry out expenditure reviews to improve public spending effectiveness. Tirkiye is one of
the few OECD countries which does not conduct spending reviews (OECD, 20212¢)). In other countries,
spending reviews supplement the conventional budgeting process characterised by incremental
reallocations of spending. Although public expenditures are low in international comparison, there is room
to improve efficiency (EC, 202122;). Expenditure reviews can identify large inefficiencies. For example, in
the Slovak Republic, spending reviews completed in 2020 identified potential savings amounting to 1.2%
of GDP in public employment and wages, defence and IT spending (OECD, 2022127)). Italy’s central
government has conducted multiple spending reviews since the global financial crisis, adopting them as a
regular procedure. These reviews have helped the government achieve its savings goals (OECD, 20212g)).
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Experience from other countries suggests that spending reviews should be integrated into the preparation
of the government’s budget and prepared early enough in the budget cycle to inform the budget. Spending
reviews can be targeted to a specific area or general. Most OECD countries link the spending review
process to the annual budget process or the medium-term expenditure framework. The Ministry of Finance
should perform a fundamental coordination role, but line ministries should be involved in all stages of the
spending process as they are responsible for implementing the decisions (Tryggvadottir, 202229)).

Box 1.7. Quantifying the impact of selected policy recommendations
Table 1.5 presents estimates of the fiscal impacts of the suggested reform package. The quantification
is merely indicative and does not allow for behavioural responses.

In the short run, the government needs to reduce the structural budget deficit to stabilise the debt-to-
GDP ratio. In the medium to long term, additional fiscal resources are needed to finance the
recommended reform package. The reform package focuses on three main areas: (i) education
(i) labour policies and (iii) business regulations.

In addition, tax revenues would increase by 0.6% of GDP by 2030 due to dynamic effects of reforms on
GDP growth (see simulation in Figure 1.3)

Table 1.5. lllustrative fiscal impact of recommended reforms

Fiscal savings (+) and costs (-), % current year GDP

2030
Costs of reforms -1.6
Strengthening education’ -1.6
Labour market reforms? 0
Improving business regulations? 0
Revenue measures 1.6
Reducing tax inefficiencies* 1.0
Environmental taxation5 0.6
Overall budget impact 0.0

Note: 1) Strengthening education: increasing spending in primary and secondary schools to the median of the OECD top 5 performers (1.6%
of GDP)

2) Labour market reforms: (i) Make regulations governing permanent work contracts more flexible and increase the scope for fixed-term and
temporary work agency contracts. (i) Streamline subsidies for social security contributions and remove subsidies that provide similar
incentives to lower social security contribution rates. (i) Make statutory minimum wages more affordable for enterprises, for example by
setting a minimum wage floor at the national level and promoting collective bargaining at the enterprise level. (iv) Shift social protection from
the severance pay system to a broader-based unemployment insurance. Introduce portable severance accounts. (v) Reallocate funds
devoted to wage subsidies to well-designed hiring subsidies targeted at most vulnerable groups. (vi) Increase the scope of job placement
and counselling services by engaging private job placement and counselling providers through performance-based renumeration. (vii)
Improve public job counselling services by leveraging digital tools to directly match vacancies to suitable candidates.

3) Improving business regulation: improvement of product market regulation to the level of the OECD.

4) Reducing tax inefficiencies: Reducing the VAT inefficiency gap to the OECD average.

5) Environmental taxation: potential revenues from carbon pricing instruments for Tirkiye (Marten and Dender, 201930).

Source: OECD calculations.
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Addressing structural impediments to higher productivity growth

Addressing underlying structural issues will boost domestic and foreign investment and thus contribute to
a more resilient economy. The contribution of total factor productivity to GDP growth has decreased during
the past decade, reflecting impediments to an efficient allocation of resources (CBRT, 202131;; Akat and
Gursel, 2020(32;). Moreover, Turkiye is receiving less foreign direct investment (FDI) inflows than its peers
(Figure 1.22).

Two main challenges stand out to raise investment and productivity. The first is to foster open competition
by ensuring a rules-based level playing field. This will require removing internal and external barriers to
competition to reduce business costs, widen the range of goods and services available for people and
firms, and promote the allocation of resources to the most promising sectors and firms. At the same time,
Tarkiye should strengthen the rule of law to ensure that regulations and rules are properly enforced without
exemptions. The second challenge is to promote innovation and technological progress by raising R&D
support and digitalisation. Empirical evidence further suggests that greater competition and lower trade
barriers increase innovation (Bloom, Reenen and Williams, 201933)).

Figure 1.22. Tiirkiye has received less FDI than other OECD countries

Inward FDI stock, 2021 or latest year
% of GDP
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Note: The inward FDI stock is defined as the value of foreign investors' equity in and net loans to enterprises resident in the reporting economy.
Source: OECD (2022), OECD International Direct Investment Statistics, "Benchmark definition, 4th edition (BMD4): Foreign direct investment:
positions, main aggregates”.
StatLink Si=r https://stat.link/zcxjur

Removing barriers to competition

There is ample room to promote open competition in product markets in Turkiye (Figure 1.23, Panel A).
Strict regulations shield incumbents from competition and limit the entry of new firms. Complex and
burdensome administrative procedures required to obtain permits, licences, or concessions hold back the
creation of formal firms. The licensing and permits system is the most restrictive in the OECD, as are entry
barriers and administrative burdens on start-ups (Figure 1.23).

Turkiye should consider creating a one-stop shop, where all licenses and authorisations can be issued,
and fully enforcing the “silence-is-consent” principle that is in place in many OECD countries. Although the
Central Commercial Registration System allows for easy business registration, it lacks a centralised
application process for the various licences and permits (OECD, 20194). Portugal’'s “Zero Licensing
Initiative” has eliminated the need for several licenses from multiple interlocutors and replaced them with
simple communication through the Entrepreneur’s Desk, working as a digital single point of contact (OECD,
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2020y35)). A similar approach is used by the Slovak government, which has implemented the “Once is
Enough” initiative, under which authorities are required to use available registers to access various
certificates and licences so that businesses are requested to provide necessary documentation only once
for all purposes (OECD, 20221271). The “silence-is-consent” principle should be fully enforced. This would
reduce the administrative burden related to obtaining permits and licences (OECD, 201934]). For those
licences and authorisations that Turkiye would keep, an assessment of whether specific licensing
requirements create barriers to entry would be valuable and would contribute to improving competition in
the country (OECD, 2019zs)).

Figure 1.23. Competition is hampered by domestic regulations

Product market regulation indicator, Scale from 0 to 6 (most restrictive)
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Note: Information is based on laws and regulation in place on 1 January 2018 for all OECD countries except Estonia, Costa Rica and the United
States (based on 1 January 2019).
Source: OECD (2022), OECD 2018 Product Market Regulation database, oecd.org/economy/reform/indicators-of-product-market-regulation.
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Price controls in retail trade are much more widespread in Turkiye than in other OECD countries (OECD,
2022;37). The prices of more than a quarter of the consumption basket used to measure headline inflation
are set by public authorities, for example via price caps (EC, 202122;). There is considerable evidence
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across countries that price controls distort investment decisions and delay market entry (World Bank,
2020s)). Countries’ experience also shows that reforming price controls can help promote competition and
lead to more inclusive growth (World Bank, 20203s)). The authorities should assess the pros and cons of
existing price controls and gradually replace the most distorting ones by better-targeted social transfers to
vulnerable households.

There is also room to further ease barriers to FDI inflows, which are positively associated with higher
productivity and higher value-added exports (Blomstrom and Kokko, 200839;; Gorg and Greenaway,
200440)). The OECD FDI restrictiveness index is close to the OECD average. However, restrictions on
foreign ownership are stricter than in other countries (OECD, 2022p1)). Also, the treatment of foreign
suppliers is one of the strictest in the OECD area (Figure 1.24, Panel A). While foreign investors are subject
to equal treatment, firms using domestic products receive preferential treatment in public procurement
processes. Almost half of all international tenders in 2020 involved a domestic price advantage for domestic
bidders (EC, 202122)).

Figure 1.24. There is room to ease regulations affecting international trade and investment

A. Treatment of foreign suppliers®
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1. Information is based on laws and regulation in place on 1 January 2018 for all OECD countries except Estonia, Costa Rica and the United

States (based on 1 January 2019).

2. The OECD trade facilitation performance indicators are composed of eleven variables measuring the actual extent to which countries have
introduced and implemented trade facilitation measures in absolute terms, but also their performance relative to others. The variables in the TFI
dataset are coded with 0, 1, or 2. Unweighted average for the OECD aggregate.

Source: OECD (2022), OECD 2018 Product Market Regulation database, oecd.org/economy/reform/indicators-of-product-market-regulation;
and OECD Trade Facilitation Indicators, https://www.oecd.org/trade/topics/trade-facilitation.
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Tariff barriers to merchandise trade are relatively low, partly due to the EU Customs Union agreement but
there is room to streamline technical and legal procedures for products entering or leaving the country
(Figure 1.24, Panel B). Reforms with the greatest benefit are in the areas of information availability,
advance rulings, fees and charges and external border agency cooperation. Under the aegis of the Trade
Facilitation Coordination Committee, efforts to improve the above-mentioned technical and legal
procedures continue. As mentioned in the previous OECD Economic Survey, broader coverage of the
Customs Union (services) in collaboration with EU partners could foster competition and efficiency gains
in the formal sector by spurring structural changes in agriculture, network services and public procurement
(OECD, 20217).

Table 1.6. Past recommendations and actions taken in business regulation

Recommendations Actions taken
Encourage new equity injections and the re-capitalisation of non-financial = In November 2021, several procedural adjustments were implemented
firms to restore their investment capacity after the COVID-19 shock. in order to facilitate IPOs, including cost reduction and reduction of
Remove any remaining obstacles to their upscaling. procedural burdens.

Implement the recently introduced arbitration, mediation and framework = The measures to help borrowers in financial difficulty regain their ability
agreement measures for financial restructurings. to pay were extended but will be valid only until July 2023.

Be prepared to phase in additional measures to help courts to deal with

insolvencies in case of need.

Strengthening the rule of law

In addition to easing regulations, Turkiye must ensure that regulations and rules are properly enforced
without exemptions. Empirical evidence confirms that strong governance and institutions that secure a
well-functioning legal system are essential for productivity and competition (Egert and Gal, 20182; Hall
and Jones, 1999u3]). The perception of corruption in Tlrkiye is high, and the situation has deteriorated in
recent years (Figure 1.25). Moreover, the new OECD Public Integrity Indicators show that the quality of
the anti-corruption framework is low compared to other OECD countries (Smidova, Cavaciuti and Johnsgn,
2022(44)).

Figure 1.25. Perceived corruption is worsening from an already high level

A. Corruption Perceptions Index B. Evolution of "Control of Corruption”
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Source: Transparency International; World Bank, Worldwide Governance Indicators.
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Tarkiye should effectively implement its international obligations to fight corruption and adhere to the
United Nations Convention against Corruption and the Council of Europe Conventions (EC, 202122)). It
should adopt an anti-corruption strategy underpinned by a credible and realistic action plan and establish
a permanent and independent anti-corruption body. Turkiye also lacks whistle-blower protection legislation
covering public and private sectors. This contrasts with most OECD countries, which have dedicated
whistle-blower protection laws (OECD, 2016us)). Although in Tirkiye separate obligations are imposed on
the health and safety officers to report safety related misconduct, a legal framework for whistle-blower
protection is needed and can be aligned with the relevant EU legislation (EC, 2022¢).

Interactions between interest groups and policymakers should become more transparent (Figure 1.26).
Tlrkiye has made progress in this area. The Public Procurement Authority provides relevant statistics on
the procurement process. On top, Turkiye, has introduced a mechanism to identify and address corrupt
and fraudulent practices. However, the coverage of public procurement rules is reduced by exemptions,
including contracts under TRY 18.6 million (around EUR 1 million), which weighs on transparency (EC,
2021p22)). Finally, Tarkiye could follow the example of other OECD countries which have introduced
lobbying regulations obliging members with executive power to report contacts with people lobbying to
adopt a particular law or regulation.

Figure 1.26. Transparency with respect to interactions with interest groups is low

Product market regulation index for interaction with interest groups
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Note: Information is based on laws and regulation in place on 1 January 2018 for all OECD countries except Estonia, Costa Rica and the United
States (based on 1 January 2019). It measures the existence of rules for engaging stakeholders in the design of new regulation to reduce
unnecessary restrictions to competition and for ensuring transparency in lobbying activities.
Source: OECD (2022), OECD 2018 Product Market Regulation database, oecd.org/economy/reform/indicators-of-product-market-regulation.
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Enhancing research and innovation

Support for technological progress and innovation needs to be strengthened to foster productivity growth
and raise living standards sustainably. Innovation performance lags behind other OECD countries
(Figure 1.27, Panel A) and there are indications that technological upgrades to production have slowed
over the past decade (Akat and Gursel, 2020;32;). The technology content of exports has not improved
significantly over the past decade: Turkish exports are the least technology-intensive among OECD
countries (Figure 1.27, Panel B). To promote innovation and technological progress, it is necessary to
create a favourable environment for research and development (R&D), including a stable macroeconomic
environment (see above), a skilled workforce (Chapter 2), healthy competition and well-functioning product
and labour markets (Chapter 2) (Bloom, Reenen and Williams, 201933)). In addition to these policies, many
OECD countries provide direct and indirect incentives to increase R&D expenditures.
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Figure 1.27. Turkiye's innovation performance is weak

Summary Innovation index, 2021
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Source: European Commission, European Innovation Scoreboard 2021; and World Bank, World Development Indicators.
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Tarkiye’s spending on R&D remains low in international comparison (Figure 1.28, Panel A). Government
support has almost doubled in the past 10 years mainly due to higher tax incentives. Turkiye relies on
incentives that reduce the cost of R&D: accelerated tax depreciation and equipment used in R&D is exempt
from stamp tax, fees and customs duties. Other documents related to R&D, innovation, and design projects
benefit from stamp tax exemption. Tirkiye also relies on income tax incentives: wages of researchers
working in companies established in Technology Development Zones or in specific R&D projects are
exempt from income withholding tax. Profits derived from products developed as a result of R&D activities,
so called “patent box”, in these parks or Technology development zones are exempt from corporate income
tax. Still, the marginal subsidy rate for R&D embodied in the tax system remains significantly below the
OECD median for both SMEs and large companies (Figure 1.28, Panel B) and the overall generosity of
the preferential tax treatment for R&D investment is much smaller than in most other OECD countries
(Appelt, Hanappi and Cabral, 202147).
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Figure 1.28. Spending on R&D is low

A. Gross domestic expenditure on R&D by sector
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Note: Implied marginal tax subsidy rates, presented for different firm size and profitability scenarios, are calculated based on headline tax
credit/allowance rates, providing an upper bound value of the generosity of R&D tax support, not reflecting the effect of thresholds and ceilings
that may limit the amount of qualifying R&D expenditure or value of tax relief. See http://www.oecd.org/sti/rd-tax-stats-bindex-ts-notes.pdf for
more details.

Source: OECD (2022), OECD Research and Development Statistics (database); and OECD, R&D Tax Incentives Database, http://oe.cd/rdtax,
December 2021.
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International evidence suggests that tax incentives that reduce the cost of R&D should be strengthened at
the expense of income tax incentives. Generally, R&D tax incentives hold the prospect of generating
significant positive long-term growth effects (IMF, 2016ps; OECD, 2016y49)) but their structure matters.
Evidence from other countries shows that incentives that directly reduce the cost of R&D investment, such
as tax credits or accelerated depreciation, are more efficient. In contrast, income tax incentives are
generally less effective (OECD, 2016u9; IMF, 2020p25)). Income tax incentives are often redundant, insofar
as the investment would have also been undertaken without them. In this regard, evaluations of patent box
regimes used in Turkiye show that such regimes either have no discernible impact on R&D or, where they
do have an impact, entail significant fiscal costs (Gaessler and Hall, 2018s0;; IMF, 20205)). Before
changing the R&D tax treatment, the authorities should prepare a proper evaluation of the current
incentives.
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Besides tax incentives, Turkiye also provides direct government support. Various government programmes
encourage innovation by providing grant-funding to the academic sector, companies and the state's
research and development labs. Over the years, a more strategic and selective approach towards high-
technology projects has been followed. The authorities have also used several support schemes to
promote innovation in one area. For example, support to TOGG - a fully electric “Turkiye’s Automobile” —
has involved government regulations, massive government funding, promotional tools and infrastructure
building. Despite progress in this area, there is room to strengthen coordination between different
governmental bodies that can help prevent duplication of grants and support schemes (RIOT, 202051;).

One of the main challenges in Turkiye is to strengthen cooperation and collaboration between universities
and industries on research projects (RIOT, 202051; EC, 2021227). In many OECD countries, such
collaboration is strong and a key driver of innovation, patents and start-ups (OECD, 2019). One way
forward in Tlrkiye would be to increase the number of grants or performance contracts that incentivise
such co-operation and collaborative research projects. The authorities should also support strategic, long-
term-oriented forms of co-operation that involve multiple stakeholders from industry, civil society, research
and government. A very effective way to promote university/industry collaboration is labour mobility, a key
channel of science-industry knowledge transfer. Some OECD countries promote two-way mobility
schemes, from firms to universities and universities to firms (OECD, 2019;52)).

Promoting the digital transformation

Digital technologies can spur innovation and the Turkish business sector has room to better exploit this
potential. Only about half of Turkish companies have a web presence, compared to almost 80% on average
in OECD countries. Only about 25% of all employees use computers with internet access (55% in the
OECD area). The digitalisation of businesses in OECD countries is gathering pace, facilitated by
technological developments such as machine-to-machine communication and the Internet of Things, which
can produce high-profile innovations such as telemedicine and autonomous vehicles. In Turkiye, the
penetration of key technologies for developing the Internet of Things is among the lowest in the OECD
(OECD, 202053)).

Strengthening the digital infrastructure would accelerate digital transformation. Empirical evidence
suggests that access to high-speed broadband is an increasingly important determinant of productivity
while access to the high-speed network can determine whether a firm survives (Gal et al., 20194)). In
Turkiye, the number of fixed broadband subscriptions per 100 inhabitants (22%) and the speed of fixed
broadband (29.4) are low in international comparison (Figure 1.29). Only about 28% of the overall fixed
broadband connections is via fibre, compared to almost 35% on average in OECD countries. Moreover,
as in some OECD countries, a huge divide persists between rural areas and cities, with fixed broadband
download speeds in rural areas 40% slower than in cities (OECD, 2021ss)).
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Figure 1.29. Access to high-quality digital infrastructure is low
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The development of the ICT sector is a priority for Turkiye, and the government has introduced various
initiatives and measures to promote investments in this area. According to the National Broadband
Strategy and Action Plan, the government intends to develop broadband infrastructure, increasing the
speed and facilitating the access of socially disadvantaged groups. It also targets 100% internet access
for households at 100 Mbit/sec by 2023.

Lowering the high entry barriers faced by private investors (Figure 1.30) would help achieve these
ambitions. The regulatory framework in Turkiye already includes obligations imposed on all infrastructure-
owning operators to share their available passive infrastructure with other operators. However, there is
evidence that new operators face regulatory impediments (Eroglu, 2021121). In practice, some public
infrastructure owners have denied sharing their facilities, and others have prevented the sharing of facilities
built by the operators on their infrastructure (Koksal, 2020s6); TELKODER, 2020;577). The authorities should
continue to reduce barriers to broadband deployment to make investments easier and cheaper for
communication operators. In this regard, many OECD countries are reducing approval and construction
times for network rollout. For example, the European Union does not require authorisation requirements
for the deployment of small-area wireless access points that comply with certain characteristics. Belgium
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is promoting access to existing infrastructure by central electronic counters created in each region for
applying for and granting licenses swiftly (OECD, 2021ss)).

Increased access to information and public assets also plays a crucial role for broadband deployment. In
Turkiye the System for Electronic Communication Infrastructure enables operators to issue and follow their
requests regarding facility sharing. One option to further improve access to information on broadband
infrastructure would be follow the experience in some other OECD countries. In particular, some countries
provide information on locations where concessionaries can deploy communication infrastructure on public
assets, such as buildings, to increase efficiency in deploying communication networks, lower the costs for
infrastructure deployment, and increase coverage across the country (OECD, 2021ss)).

Figure 1.30. Regulatory barriers in the communications sector are high
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Source: OECD (2022), OECD 2018 Product Market Regulation database, oecd.org/economy/reform/indicators-of-product-market-regulation.
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The authorities should consider decreasing or abolishing taxes related to broadband internet services to
further boost internet services. In Tirkiye, internet providers with wired, wireless and mobile services are
subject to sector-specific taxes and annual fees. Evidence from other countries suggests that taxes on
providers of telecom services can restrict network access and production efficiency (IMF, 2017se;; OECD,
201649)).

The government should continue to support the digital uptake among businesses and the expansion of e-
commerce. E-commerce enables firms to reach new markets and often serves as the backbone for new
business model developments. Diffusion of online purchases in Turkiye is low but has increased rapidly.
Turkiye promotes e-government services and the e-commerce environment among businesses. For
example, a consumer protection law aims at establishing trust in the consumer virtual environment through
legal regulations. Moreover, tailored advice is provided on regulations relevant to new business models
using digital technology. KOSGEB, the organisation affiliated to the Ministry of Industry and Technology,
provides 13 different support programmes offered to SMEs. Many services are provided for SMEs through
the e-Government Gateway, from recruitment processes to document verification. These are steps in the
right direction but support could be further expanded to small businesses seeking to adjust to new business
models. Many OECD countries target small and medium-sized enterprises aiming to increase digital skills,
technology awareness and adoption (OECD, 2020;s3)).
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Promoting the green energy transition

Turkiye is vulnerable to climate change. Almost one third of Tirkiye’s surface area is at high risk of land
degradation and desertification (Uzuner and Dengiz, 2020s9)). An increasing frequency of hot days and
changing precipitation patterns are already being observed. Moreover, climate-related disasters and
extreme events have become more frequent in Tirkiye over the past two decades (World Bank, 2022s)).

The government has made ambitious climate change commitments, ratifying the Paris Agreement in
October 2021 with a net zero emission target by 2053. Greenhouse gas emissions in Turkiye are relatively
low on a per capita basis and have increased less than activity. However, net emissions have grown over
the past decade (Figure 1.31), with energy-related emissions representing the largest share of all
emissions (70%). Reaching the zero-emission target will be challenging given expected population growth
and economic convergence. On current policies, Tirkiye's electricity demand is expected to increase by
more than 50% by 2030 (TEIAS, 2021s0)).

Figure 1.31. Greenhouse gas emissions per capita are relatively low but have not yet started to
decline
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Strong growth in energy demand over the past two decades, driven by rapid economic and population
growth, has increased import dependency. Primary energy supply in Turkiye is dominated by fossil fuels
(Figure 1.32) and 70% of these are imported. Turkiye imports 99% of its gas, 93% of its oil and around
50% of its coal, leaving the economy exposed to supply disruptions and price volatility in regional and
global energy markets. Russia’s war against Ukraine has highlighted the risks arising from high energy
import dependency. To improve the economy’s resilience, Turkiye should further diversify energy sources
and boost domestic clean energy resources.

Figure 1.32. Energy supply is dominated by fossil fuels
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Transitioning away from coal-fired power

Coal accounts for about one third of Turkiye’s greenhouse emissions and is the second-largest primary
energy source, after oil (Figure 1.32). Most coal mined in Turkiye is lignite, which has a lower heating value
and is more polluting than other types of coal. Turkiye has 2.3% of the world’s proven lignite reserves and
coal mining is part of the government’s strategy to reduce dependency on imported natural gas.
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Support to the domestic coal sector is generous (IEA, 2021s1]). Power generation from coal is subsidised,
including production subsidies, wage subsidies for miners and fixed-price power purchasing guarantees.
The difference between the user price and the socially-efficient price — that reflects the full societal costs
of coal use, including environmental costs -- is one of the highest in the OECD (IMF, 2021(62)).

Gradually phasing out coal-fired power is essential to achieve the government’s net zero target. This will
require gradually scrapping subsidies to coal, which could reduce Tirkiye’s current greenhouse gas (GHG)
emissions by as much as 5% without a significant GDP loss (World Bank, 2022(3]). Gradually removing
fossil fuel subsidies, when the current war-related energy crisis recedes, would increase incentives to
invest in clean energy and energy efficiency (see below). Turkiye should also enhance efforts to acquire
technologies that limit the environmental impact and GHG emissions of coal mining, such as carbon
capture and storage programmes for coal-fired power generation.

Box 1.8. Diversification to improve energy security

Key elements of Turkiye’'s energy security policy include increasing domestic gas production,
diversifying import sources and boosting domestic storage capacity.

1. Increasing domestic gas production. In 2020 and 2022, sizeable gas reserves (a total of 710
bcm) were discovered in the Black Sea. Exploiting the Sakarya gas field, which is planned to
start in 2023, can significantly reduce gas imports. At full capacity, it has a potential to meet
30% of the country’s current gas demand.

2. Diversifying import sources. Tlrkiye’s natural gas storage capacity has increased to improve
energy security and accommodate seasonal fluctuations. At the end of 2022, the total capacity
of underground natural gas storage facilities reached 5.6 bcm and it is expected to increase to
10 bem in 2024, which will correspond to approximately 20% of total annual gas demand (IEA,
2021617). In 2021, almost half of the gas imports were from Russia.

3. Boosting domestic storage capacity. Tirkiye has also created a number of LNG terminals.
Turkiye's current natural gas storage capacity is 5.6 bcm and it will reach 10 bcm in 2024.

Another element of energy diversification the development of nuclear capacity in Turkiye. According to
government plans, three nuclear power plants will be built, each with four 1 200 MWe reactors.
Construction of the first nuclear power plant is underway. The plant will consist of four units of Russian
WWER-1200 reactors and is to be fully completed by the end of 2026. The first unit started to be built
in 2018 and the government expects it to be completed by 2023.

Stepping up efforts to support renewable energy resources

Increasing renewable energy capacity coupled with energy efficiency could reduce GHG emissions and
dependency on energy imports. Turkiye has already made significant progress on this front. Tirkiye’s
renewable capacity has tripled in the past 11 years, with government support, including preferential feed-
in tariffs, procurement auctions for renewable energy and subsidies for rooftop solar installations. In 2020,
renewables accounted for one fifth of total energy supply, with an increasing share of wind and solar energy
(Figure 1.32), and close to 44% of total electricity generation -- the government target for 2023.

The potential for renewables is large and various policy reforms could help better exploit it. Turkiye uses
only an estimated 3% of its solar potential, and 15% of its onshore wind potential (IEA, 2021). The
unpredictable investment environment and difficulties regarding permit procedures are among the main
barriers for investment in renewables in Turkiye (Ozcan, 2021p4;). Making the regulatory and policy
environment more predictable to boost private investment will require: streamlining planning processes for

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



52 |

competitive auctions, including by setting up regular intervals for auctions; avoiding changes after the
auction is completed; and reducing the length and cost of land acquisition. Experience from other OECD
countries also shows that establishing a single body responsible for issuing all required licenses or
establishing a spatial committee to coordinate the broader electricity network is key to promote investment
in renewables (OECD, 202165))

Higher levels of renewable penetration will require a more flexible electricity system. A large share of
renewable energy comes from hydropower, which is highly volatile, leaving Turkiye vulnerable to risks.
The share of hydro in total power generation varies between 20 and 30%. For example, in 2014 and 2021,
droughts caused sudden drops in production of hydropower and led to higher imports of fossil fuels.
Investing in large-scale batteries combined with demand-side price signals, and incentivising consumers
to use renewable power when it is cheap, are parts of the solution. Denmark, the country with one of the
most reliable power systems in Europe, is managing weather-dependent renewable electricity via effective
grid management, gas peaking plants and baseload biomass as well as aligning different sources of
renewable energy (OECD, 2021ps5)). With cost-benefit solutions for power system flexibility, including
system-friendly location of wind and solar capacity, energy storage, flexible thermal generators, and
demand response, Turkiye can increase the share of renewables to 50% by 2030 (Saygin, 2021s6).
Devoting more public resources to acquire and deploy technological solutions to climate change is also
important, including new and emerging technologies in renewables, power storage or carbon storage.
Turkiye spends less than many other OECD countries in this area (Figure 1.33).

Figure 1.33. Public support for energy research, development and deployment is low
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Stepping up efforts to improve energy efficiency

Turkiye has taken measures to improve energy efficiency and is investing almost USD 11 billion (1.5% of
annual GDP) over the period from 2019 to 2023 to reduce Turkiye's primary energy consumption by 14%.
The National Energy Efficiency Action Plan 2017-2023 includes 55 actions covering the main sectors,
namely buildings and services, energy, transport, industry and agriculture and cross-cutting areas. Still,
more could be done to improve energy efficiency. In the housing sector, this will require more stringent
and well-enforced building standards for new buildings and retrofitting the old residential and public
buildings. These investments can be cost effective. If 300 000 buildings were retrofitted each year, annual
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energy savings could surpass investment needs in 2037 (World Bank, 20223)). The conversion of
approximately 8 million street lights to more efficient LED alternatives could deliver a savings potential of
over 70% (IEA, 20211)).

To increase energy efficiency and reduce GHG emissions, Turkiye should consider raising carbon prices.
Tirkiye does not have an explicit carbon pricing system but has implicit carbon prices — in particular from
fuel excise taxes. However, a large share of GHG emissions from energy use is not taxed. At present, the
implicit carbon price is lower than in most other OECD countries (Figure 1.34). Introducing an emissions
trading scheme aligned with the European system would contribute to reduce GHG emissions and prepare
Tarkiye for the implementation of the EU Carbon Border Adjustment Mechanism, the transition phase is
set to start in 2023 for five sectors (steel, cement, fertiliser, power and aluminium).

Figure 1.34. Carbon emissions are priced below the levels seen in most other OECD countries
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Table 1.7. Past recommendations and actions taken in green transition area

Recommendations

Actions taken

Implement a carbon pricing policy, applicable gradually after the COVID-
19 shock and encompassing all sectors.

Prepare and publish daily local air quality indicators according to
international standards in the entire territory.
Develop a holistic strategy to improve air quality.

Implement the recommendations of the 2019 OECD Environmental
Performance Review of Turkey. In particular, adopt a new National
Climate Change Action Plan as planned by the authorities.

Design a strategy to increase the share of renewable resources in
primary energy production, drawing notably on the solar potential.

Consider tax reliefs for energy-saving investments in the building sector.
Continue to prepare the business sector to the introduction of border
carbon taxes by trade partners.

The draft Climate Change Law has been prepared and will establish the
necessary legal and institutional framework for the National Emission
Trading System as a carbon-pricing tool.

The number of stations monitoring air quality has increased from 36 in
2005 to 370 in 2022. The data are transferred to the Environment
Reference Laboratory Data Operation Center and simultaneously
published on the website.

The Long-Term Climate Change Strategy and the National Climate
Change Action Plan (2023-2030) are being updated, setting medium-
and long-term targets for 2030 and 2053, to determine the country's
roadmap for combating climate change.

The share of renewable energy in electricity production has been
steadily increasing, including solar energy from 1% in 2017 to 4.2% in
2021.

The “Green Deal Action Plan” of Tirkiye was published in July 2021. It
includes 32 objectives and 81 actions under 9 main headings, outlining
the green transformation of Tirkiye's industries and the adoption of
measures for harmonising with the EU Green Deal, especially in areas
related to trade and industry.
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MAIN FINDINGS

RECOMMENDATIONS (key ones in bold)

Implementing a rules-based macroeconomic policy framework

As in other countries, supply-side constraints and energy prices have
put pressures on prices. Lira depreciation and low interest rates have
further contributed to push consumer price inflation. In 2022, the CPI
stood at 72.3% and inflation expectations far exceed the 5% policy
target. Frequent changes in the central bank’s board members have
undermined domestic and international confidence in the
independence of the central bank.

While the banking sector seems to be in good health and well
capitalised, the quality of assets may deteriorate as the economy
slows and macroeconomic vulnerabilities increase.

Although public debt is internationally low, it was on an upward
trajectory. Fiscal pressures may intensify in the future. Inflation has a
particularly negative effect on low-income groups as food and energy
tend to account for a larger share of their budget.

Tlrkiye has a narrow tax base and there is room to improve
expenditure efficiency.

Rising contingent liabilities are making the economy more vulnerable
to economic shocks. Foreign currency-denominated payment
guarantees for public private partnerships (PPPs) and foreign
exchange-protected depositare exposing public finances to exchange
rate risk. These deposits (amounting to about 10% of GDP) can have
a large fiscal cost. As of November 2022, these costs stood at 0.6%
of annual GDP.

Tighten monetary policy, including by increasing the main policy
rate.

Strengthen confidence in the independence of the Central Bank,
including by reducing the turnover of the Bank’s board
members.

Publish stress tests of the banks to provide information on risks.

Where needed, provide targeted and temporary fiscal support to
vulnerable groups.

Bring the primary fiscal balance back to a 1% surplus. Adopt a
medium-term fiscal strategy to prepare for long-run fiscal
challenges.

Reduce VAT exemptions to improve tax collection and administration.
Reduce the use of tax restructuring to improve tax compliance.

Carry out regularly expenditure reviews.

Further strengthen the framework for supervising and monitoring
PPPs by introducing generic PPP legislation.

Gradually phased out foreign exchange-protected deposits.
Publish annual Fiscal Policy Reports, with short and longer-term
projections and risk scenarios for liabilities, including
contingent ones.

Making the regulatory framework effective and predictable

Product market regulations are stringent. The licensing and permits
system is the most restrictive in the OECD as are entry barriers and
administrative burdens on start-ups.

The perception of corruption is high and has deteriorated in recent
years. Tlirkiye has not yet a dedicated whistle-blower protection law
or anti-corruption body.

Create a one-stop shop issuing all licenses and authorisations.
Apply the “silence-is-consent” principle to reduce the
administrative burden related to obtain permits and licences.
Adopt an anti-corruption strategy underpinned by credible
action plans. Establish a permanent and independent anti-
corruption body.

Support innovation, research and the digital economy

Co-operation and collaboration in R&D between universities and
industry need to be further improved.

The number of fixed broadband subscriptions per inhabitants and the
speed of fixed broadband is internationally low.

Provide grant support to long-term co-operation arrangements that
involve multiple stakeholders from industry, civil society, research and
government.

Promote labour mobility support schemes between firms and
universities.

The authorities should continue to reduce barriers to broadband
deployment to make investments easier and cheaper for private
communication operators.

Promoting the green energy transition

Coal accounts for about one third of total greenhouse gas emissions
in Tirkiye. Greenhouse gas emissions per capita are low in
international comparison but have grown fast in recent years. The
implicit carbon price is lower than in other OECD countries and a large
share of carbon emissions are not taxed, in particular in the electricity
sector.

Make emission pricing more consistent across sectors, including by
gradually scrapping various subsidies to coal and by raising the
carbon price.

Replace coal subsidies for poorer households by means-tested
income support programmes without linking aid to fossil fuel
consumption.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



56 |
References

Adalet McGowan, M. and D. Andrews (2015), “Skill Mismatch and Public Policy in OECD
Countries”, OECD Economics Department Working Papers, No. 1210, OECD Publishing,
Paris, https://doi.org/10.1787/18151973.

Akat, A. and S. Gursel (eds.) (2020), Turkish Economy at the Crossroads, World Scientific
Publishing., World Scientific Publishing.

Akkdk, F. (2019), European inventory on validating of non-formal and informal learning 2018
update: Turkey, European Commission, https://www.cedefop.europa.eu/fr/country-
reports/european-inventory-validation-non-formal-and-informal-learning-2018-update-turkey.

Aksu, E. et al. (2022), “The impact of mass migration of Syrians on the Turkish labor market”,
Labour Economics, Vol. 76, https://doi.org/10.1016/j.labeco.2022.102183.

Algan, Y., B. Crépon and D. Glover (2018), “The value of a Vacancy: Evidence from a
Randomized Evaluation with Local Employment Agencies in France”, Chair Sécurisations
Des Parcours Professionnels Working Paper, Vol. 5, https://www.chaire-
securisation.fr/SharedFiles/47 The%20Value%200f%20a%20Vacancy.pdf.

Alniacgik, A., F. Géksen and D. Yukseker (2019), “School to work or school to home? An analysis
of women’s vocational education in Turkey as a path to employment”, Gender and Education,
Vol. 31, https://doi.org/10.1080/09540253.2018.1465897.

Altindag, O., O. Bakis and S. Rozo (2020), “Blessing or burden? Impacts of refugees on
businesses and the informal economy”, Journal of Development Economics, Vol. 146,
https://doi.org/10.1016/j.jdeveco.2020.102490.

An, Z., J. Bluedorn and G. Ciminelli (2022), “Okun’s Law, development, and demograpics:
Differences in the cyclical sensitivities of unemployment across economy and workers
groups”, Applied Economics, Vol. 54, https://doi.org/10.1080/00036846.2022.2027333.

Appelt, S., T. Hanappi and A. Cabral (2021), Corporate effective tax rates for R&D: The case of
expenditure-based R&D tax incentives, OECD Publishing, Paris,
https://doi.org/10.1787/ff9a104f-en.

Arntz, M., T. Gregory and U. Zierahn (2016), “The Risk of Automation for Jobs in OECD
Countries: A Comparative Analysis”, OECD Social, Employment and Migration Working
Papers, No. 189, https://doi.org/10.1787/5jlz9h56dvq7-en.

Asenjo, D. and C. Pignatti (2019), “Unemployment insurance schemes around the world:
Evidence and policy options”, ILO Research Department Working Paper, No. 49,
https://www.ilo.org/wcmsp5/groups/public/---dgreports/---
inst/documents/publication/wcms_723778.pdf.

Ayhan, B. and Y. Ustiiner (2022), “Tiirkiye’s public—private partnership experience: a political
economy perspective”, Southeast European and Black Sea Studies,
https://doi.org/10.1080/14683857.2022.2065622.

Bagir, Y. (2018), “Impact of the Syrian refugee influx on Turkish native workers: An ethnic
enclave approach”, Central Bank Review, Vol. 18,
https://doi.org/10.1016/j.cbrev.2018.11.001.

[107]

[32]

[92]

[108]

[91]

[109]

[110]

[111]

[47]

[112]

[90]

[68]

[113]

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



Bagir, Y., M. Kuglkbayrak and H. Torun (2021), “Declining Labor Market Informality in Turkey:
Unregistered Employment and Wage Underreporting”, CBRT Working Paper, No. 21/19,
https://www.tcmb.gov.tr/wps/wem/connect/EN/TCMB+EN/Main+Menu/Publications/Research/
Working+Paperss/2021/21-19.

Bakanhgi, Hazine ve Maliye (2018), Vergi Harcamalari Raporu, Ankara, Hazine ve Maliye
Bakanhgi Gelir Dizenlemeleri Genel MudurlGgu.

Bakis, O., M. Hiscariklilar and A. Filiztekin (2015), “The impact of a minimum-wage increase on
employment and school enroliment: evidence from Turkey”, Ko¢ University EAF Conference
Paper, https://eaf.ku.edu.tr/wp-content/uploads/2019/04/2015-10-16_bakis.pdf.

Ball, L., D. Leigh and P. Loungani (2017), “Okun’s Law: Fit At 507", Journal of Money, Credit and
Banking, Vol. 49, https://doi.org/10.1111/ijmcb.12420.

Blomstrom, M. and A. Kokko (2008), “Blomstrom, M. and A. Kokko Multinational Corporations
and Spillovers”, Journal of Economic Surveys, Vol. 12/3, pp. 247-277,
https://doi.org/10.1111/1467-6419.00056.

Bloom, N. et al. (2012), “Really uncertain business cycles”, NBER, Vol. 18245,
https://www.nber.org/papers/w18245.

Bloom, N., J. Reenen and H. Williams (2019), “Bloom, Nicholas, John Van Reenen, and Heidi
Williams A Toolkit of Policies to Promote Innovation”, Journal of Economic Perspectives,
Vol. 33/3, pp. 163-84,, https://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.33.3.163.

Broecke, S., A. Fort and M. Vandeweyer (2017), “The effect of minimum wages on employment
in emerging economies: a survey and meta-analysis”, Oxford Development Studies, Vol. 45,
https://doi.org/10.1080/13600818.2017.1279134.

Brown, A. (2015), “Can hiring subsidies benefit the unemployed?”, IZA World of Labour,
Vol. 163, https://doi.org/10.15185/izawol.163.

Carcillo, S. et al. (2015), “NEET Youth in the Aftermath of the Crisis - Challenges and Policies”,
OECS Social, Employment and Migration Working Papers, No. 164, OECD Publishing, Paris,
https://doi.org/10.1787/1815199X.

Caro, L. (2020), Syrian Refugees in the Turkish Labour Market, ILO Office for Tlrkiye,
https://www.ilo.org/ankara/publications/WCMS_738602/lang--en/index.htm.

Caro, L. (2020), Tiirk isgticii Piyasasinda Suriyeli Miilteciler” [Syrian Refugees in the Turkish Job
Market], International Labor Organization Turkey Office,
https://www.ilo.org/wcmsp5/groups/public/---europe/---ro-geneva/---ilo-
ankara/documents/publication/wcms_739463.pdf.

Cazes, S., A. Garnero and D. Pacifico (2022), Minimum wages in times of rising inflation, OECD
Publishing, Paris, https://www.oecd.org/employment/Minimum-wages-in-times-of-rising-
inflation.pdf.

CBRT (2022), Financial Stability Report, May 2022, Central Bank of Turkiye,
https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Publications/Reports/Fi

nancial+Stability+Report/.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023

| 57

(89]

(23]

(88]

[114]

[39]

(1]

[33]

[116]

[115]

[117]

(86]

[87]

(85]

9]



58 |

CBRT (2022), Inflation Report 2022,
https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Publications/Reports/In

flation+Report/2022/Inflation+Report+2022+-+l11.

CBRT (2021), Potential Growth in Tirkiye: Sources and Trends, Central Bank of the Republic of
Tarkiye,, https://www.tcmb.gov.tr/wps/wcm/connect/746ce2e9-3833-43af-93ff-
d47ade1353f3/wp2107.pdf?MOD=AJPERES&CACHEID=ROOTWORKSPACE-746c¢e.

CBRT (2016), Financial Stability Report, https://www.tcmb.gov.tr/ wps/wcm/connect/5be294 3e-
955e-4754-93cc-
392904f8c811/fulltext23.pdf?MOD=AJPERES&CACHEID=ROOTWORKSPACE-5be2943e-
955e-4754-93cc-392904f8¢c811-m3fw7As.

Ceritoglu, E. et al. (2017), “The impact of Syrian refugees on natives’ labor market outcomes in
Turkey: evidence from a quasi-experimental design”, IZA Journal of Labor Policy, Vol. 6,
https://doi.org/10.1186/s40173-017-0082-4.

Cosar, E. and A. Yavuz (2021), “Okun’s law under the demographic dynamics of the Turkish
labor market”, Central Bank Review, Vol. 21, https://doi.org/10.1016/j.cbrev.2021.03.002.

Dayioglu, M., M. Kigiikbayrak and S. Tumen (2020), “The Impact of Age-specific Minimum
Wages on Youth Employment and Education: A Regression Discontinuity Analysis”, IZA
Discussion Paper, No. 13982, https://docs.iza.org/dp13982.pdf.

Dedeodlu,, S., A. Adar and Y. Sirali (2021), “Supporting Women’s Employment through
Institutional Collaboration on Early Childhood Care and Education”, International Labour
Office for Turkey, https://www.ilo.org/ankara/publications/WCMS 799678/lang--en/index.htm.

Deming, D. and L. Kahn (2018), “Skill Requirements across Firms and Labor Markets: Evidence
from Job Postings for Professionals”, Journal of Labor Economics, Vol. 36,
https://doi.org/10.1086/694106.

EC (2022), Assessment of the ECB’s current monetary policy stance, European Parliament’s
Committee on Economic and Monetary,
https://www.europarl.europa.eu/RegData/etudes/STUD/2022/733983/IPOL_STU(2022)73398

3_EN.pdf.

EC (2022), Turkyie Progress Report,, European Commision,
https://ec.europa.eu/commission/presscorner/detail/en/country 22 6088.

EC (2021), Turkey 2021 Report, European Commision, Strasbourg,, https://neighbourhood-
enlargement.ec.europa.eu/turkey-report-2021_en.

ECB (2020), The case for central bank independence, European Central Bank,
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op248~28bebb193a.en.pdf.

Egert, B. and J. Botev (forthcoming), “Minimum wages at a turning point?”, OECD Economics
Department Working Papers.

Egert, B. and P. Gal (2018), Egert, B. and P. Gal (2018), “The quantification of structural
reforms: Introducing country-specific policy effects, OECD Publishing,.

Erdin, C. and G. Ozkaya (2019), Tirkiye’s 2023 Energy Strategies and Investment Opportunities
for Renewable Energy Sources, https://doi.org/10.3390/su11072136].

[4]

[31]

[20]

[118]

[119]

(84]

(83]

[120]

[13]

[46]

[22]

(1]

(82]

[42]

[67]

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



Eroglu, M. (ed.) (2021), The Regulation of Turkish Network Industries, Springer.

European Commission (2022), “2022 Economic Reform Programmes of Albania, Montenegro,
North Macedonia, Serbia, Turkey, Bosnia and Herzegovina and Kosovo: The Commissions’s
Overview & Country Assessments”, Institutional Paper, No. 180,
https://doi.org/10.2765/987885.

European Commission (2018), “Turkey 2018 Report”’, Commission Staff Working Document,
https://neighbourhood-enlargement.ec.europa.eu/system/files/2019-05/20180417-turkey-
report.pdf.

FED (2022), Federal Reserve System of Cleveland, https://www.clevelandfed.org/indicators-and-

data/simple-monetary-policy-rules.

Gaessler, F. and D. Hall (2018), Should There Be Lower Taxes on Patent Income?,
https://www.nber.org/system/files/working_papers/w24843/w24843.pdf.

Gal, P. et al. (2019), “Digitalisation and productivity: In search of the holy graul - firm-level
empirical evidence from European countries”, OECD Economics Department Working
Papers, No. 1553, https://doi.org/10.1787/18151973.

Gal, P. et al. (2019), Gal, P., G. Nicoletti, T. Renault, S. Sorbe, and C. Timiliotis (2019),
“Digitalisation and Productivity: In Search of the Holy Grail — Firm-level empirical evidence
from European Countries, OECD Publishing, Paris.

Gercek, A. (2019), The need for reform in Turkish tax system: Main problems and
recommendation, https://doi.org/10.26650/PB/SS10.2019.001.015.

Gokmen, C. (2021), “A new perspective on women’s care burden and emloyment in Turkey”,
New Perspectives on Turkey, Vol. 66, https://doi.org/10.1017/npt.2021.21.

Gorg, H. and D. Greenaway (2004), “Gorg, H. and D. Greenaway (2004), Much Ado about
Nothing? Do Domestic Firms Really Benefit from Foreign Direct Investment?”, The World
Bank Research Observer, Vol. 19/2, https://doi.org/10.1093/wbro/lkh019.

Guillemette, Y. and D. Turner (2018), “The Long View: Scenarios for the World Economy to
2060”, OECD Economic Policy Papers, No. 22, OECD Publishing, Paris,
https://doi.org/10.1787/b4f4e03e-en.

Hall, R. and C. Jones (1999), “Why Do Some Countries Produce So Much More Output Per
Worker Than Others?”, The Quarterly Journal of Economics, Vol. 114/1, pp. 83-116,
https://web.stanford.edu/~chadj/HallJonesQJE.pdf).

Hijzen, A. and A. Salvatori (2021), “Introducing individual savings accounts for severance pay in
Spain: An ex-ante assessments of the distributional effects”, OECD Social, Employment and
Migration Working Papers, No. 259, https://doi.org/10.1787/8128a96d-en.

Hirshleifer, S. et al. (2016), “Unemployed: Experimental Evidence from Turkey”, Economic
Journal, Vol. 126, https://doi.org/10.1111/ecoj.12211.

Holzmann, R. and M. Vodopivec (2012), Reforming Severance Pay - An International
Perspective, World Bank, Washington, DC,
https://openknowledge.worldbank.org/handle/10986/2369.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023

| 59

[21]

[121]

(81]

[14]

[50]

[122]

[54]

[24]

[123]

[40]

(3]

[43]

[124]

[125]

[79]



60 |

Holzmann, R. and M. Vodopivec (eds.) (2011), Effects of the Austrian Severance Pay Reform, [80]
World Bank, https://elibrary.worldbank.org/doi/10.1596/9780821388495 CHO0S.

IEA (2021), Tiirkiye 2021, Energy Policy Review, March 2021,, International Energy Agency, [61]
Paris, https://iea.blob.core.windows.net/assets/cc499a7b-b72a-466c-88de-
d792a9daff44/Turkiye 2021 Energy Policy Review.pdf.

ILO (2012), Boosting Jobs and Living Standards in G20 countries: A Joint Report by the ILO, (106]
OECD, IMF and the World Bank, Geneva: ILO,
https://www.ilo.org/global/publications/books/WCMS 183705/lang--en/index.htm.

IMF (2021), Database of Country Fiscal Measures in Response to the COVID-19 Pandemic; and ~ [19]
IMF staff estimates, https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-
in-Response-to-COVID-19.

IMF (2021), IMF (2021), Still Not Getting Energy Prices Right: A Global and Country Update of [62]
Fossil Fuel Subsidies, WP/21/236,, International Monetary Fund, Washington DC,
https://www.imf.org/en/Publications/WWP/Issues/2021/09/23/Still-Not-Getting-Energy-Prices-
Right-A-Global-and-Country-Update-of-Fossil-Fuel-.

IMF (2021), Tiirkiye 2021 ARTICLE IV CONSULTATION,, [16]
https://www.imf.org/en/Publications/CR/Issues/2021/06/11/Tlrkiye-2021-Article-1V-
Consultation-Press-Release-Staff-Report-and-Statement-by-the-50205.

IMF (2020), Tax Policy and Inclusive Growth, International Monetary Fund, Washington DC, [25]
https://www.imf.org/en/Publications/\WWP/Issues/2020/12/04/Tax-Policy-and-Inclusive-Growth-
49902.

IMF (2017), Taxing Telecommunications in Developing Countries, International Monetary Fund, 58]
https://www.imf.org/en/Publications/WP/Issues/2017/11/15/Taxing-Telecommunications-in-
Developing-Countries-45349.

IMF (2016), Fiscal Monitor, International Monetary Fund, Washington DC, [48]
https://www.imf.org/en/Publications/FM/Issues/2016/12/31/Acting-Now-Acting-Together.

Kettemann, A., F. Kramarz and J. Zweimiiller (2017), “Job Mobility and Creative Destruction: [78]
Flexicurity in the Land of Schumpeter”, University of Zurich Working Paper, No. 256,
https://www.zora.uzh.ch/id/eprint/138076/1/econwp256.pdf.

Kleven, H. et al. (2022), “Do Family Policies Reduce Gender Inequality? Evidence from 60 Years [126]
of Policy Experimentation”, NBER Working Paper, No. 28082,
https://doi.org/10.3386/w28082.

Koksal, E. (2020), “The COVID-19 Pandemic Shows How Vital the Broadband Internet [56]
Infrastructure Is”, Network Industries Quarterly Turkey, Vol. 1/2, pp. 14-17,
https://ssrn.com/abstract=3755169.

Lavy, V. (2020), “Teacher’s pay for performance in the long-run: Effects on students’ educational  [127]
and labor market outcomes in adulthood”, The Review of Economic Studies, Vol. 87,
https://doi.org/10.1093/restud/rdaa002.

Léime, A. et al. (eds.) (2020), Turkey, Springer, https://link.springer.com/chapter/10.1007/978-3- [77]
030-40985-2 37.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



| 61

Manpower (2021), “Turkey”, ManpowerGroup Employment Outlook Survey Q3 2021, [95]
https://go.manpowergroup.com/hubfs/Talent%20Shortage%202021/MPG 2021 Outlook Sur

vey-Turkey.pdf.

Marten, M. and K. Dender (2019), Marten, M. and K. van Dender (2019), “The use of revenues [30]
from carbon pricing”,, OECD Publishing, Paris,, https://doi.org/10.1787/3cb265e4-en.

Marten, M. and K. Dender (2019), Marten, M. and K. van Dender (2019), “The use of revenues (129]
from carbon pricing”, OECD Taxation, OECD Publishing, Paris,,
https://doi.org/10.1787/3cb265e4-en.

McKinsey and Tisiad (2016), Women Matter - Turkey 2016, [93]
https://tusiad.org/tr/yayinlar/raporlar/item/download/8556 c16dff8b83c1192fef1ba97289656¢
15.

Meghnagi, M. and M. Tuccio (2022), “The recognition of prior learning: Validating general (128]
competences”, OECD Social, Employment and Migration Working Papers, No. 270,
https://doi.org/10.1787/2d9fb06a-en.

Mohammad, A. (2021), “Does Competition from Informal Firms Hurt Job Creation by Formal [76]
Firms? Evidence Using Firm-Level Survey Data”, World Bank Policy Research Working
Paper, No. 9515,
https://openknowledge.worldbank.org/handle/10986/35029#:~:text=The%20results%20show
%20that%20the,declines%20by%201%20percentage %20point.

Musset, P. (2019), “Improving work-based learning in schools”, OECD Social, Employment and ~ [130]
Migration Working Papers, No. 233, https://doi.org/10.1787/1815199X.

Neely, C. (2022), Why Price Controls Should Stay in the History Books,, [19]
https://www.stlouisfed.org/publications/regional-economist/2022/mar/why-price-controls-
should-stay-history-books.

OECD (2022), Economic Survey: New Zealand, OECD Publishing, Paris, [41]
https://doi.org/10.1787/19990162.

OECD (2022), Economic Surveys: Chile, OECD Publishing, Paris, (18]
https://doi.org/10.1787/19990847.

OECD (2022), Education at a Glance, OECD Publishing, Paris, [141]
https://doi.org/10.1787/19991487.

OECD (2022), “Harnessing digitalisation in Public Employment Services to connect people with [37]
jobs”, Policy Brief on Active Labour Market Policies,
https://www.oecd.org/els/emp/Harnessing _digitalisation in_Public Employment_Services to
connect_people with _jobs.pdf.

OECD (2022), Impact Evaluation of Vocational Training and Employment Subsidies for the [27]
Unemployed in Lithuania, https://www.oecd-ilibrary.org/docserver/c22d68b3-
en.pdf?expires=1666626906&id=id&accname=0cid84004878&checksum=27DE34D181FD93
B599664F3ABD7671FB.

OECD (2022), “Taxing Wages - Turkey”, OECD Taxing Wages, https://www.oecd.org/tax/tax- [96]
policy/taxing-wages-turkey.pdf.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



62 |

OECD (2022), Western Balkans and Turkey 2022: Assessing the Implementation of the Small
Business Act for Europe, OECD Publishing, Paris,, https://doi.org/10.1787/b47d15f0-en.

OECD (2021), “Can pay transparency tools close the gender wage gap?”’, OECD Employment,
Labour an Social Affairs Briefs, https://www.oecd.org/publications/pay-transparency-tools-to-

close-the-gender-wage-gap-eba5b91d-en.htm.

OECD (2021), Career Guidance for Adults in a Changing World of Work, OECD Publishing,
Paris, https://doi.org/10.1787/9a94bfad-en.

OECD (2021), Economic Surveys: Austria, OECD Publishing, Paris,
https://doi.org/10.1787/19990189.

OECD (2021), Economic Surveys: Turkey, OECD Publishing, Paris,
https://doi.org/10.1787/19990480.

OECD (2021), Education at a Glance, OECD Publishing, Paris,
https://doi.org/10.1787/19991487.

OECD (2021), Employment Outlook: Indicators, OECD Publishing, Paris, https://www.oecd-
ilibrary.org/employment/oecd-employment-outlook-2021 5a700c4b-en.

OECD (2021), “Supporting jobs and companies: A bridge to the recovery phase”, OECD Policy
Responses to Coronavirus (COVID-19), https://www.oecd.org/coronavirus/policy-
responses/supporting-jobs-and-companies-a-bridge-to-the-recovery-phase-08962553/.

OECD (2021), Taxing Wages, OECD Publishing, Paris, https://doi.org/10.1787/20725124.

OECD (2020), Economic Surveys: Belgium, OECD Publishing,
https://doi.org/10.1787/19990766.

OECD (2020), Economic Surveys: Brazil, OECD Publishing, Paris,
https://doi.org/10.1787/19990820.

OECD (2020), Education Policy Outlook - Turkey, OECD Publishing, Paris,
https://www.oecd.org/education/policy-outlook/country-profile-Turkey-2020.pdf.

OECD (2020), Family Database: PF2.1 Parental leave systems,
https://www.oecd.org/els/soc/PF2 1 Parental leave systems.pdf.

OECD (2019), Detailed information on employment protection by country: Turkey,
https://www.oecd.org/els/emp/Turkey.pdf.

OECD (2019), Economic Surveys: France, OECD Publishing, Paris,
https://doi.org/10.1787/19990235.

OECD (2019), Education at a Glance, OECD Publishing, Paris,
https://doi.org/10.1787/19991487.

OECD (2019), Employment Outlook, OECD Publishing, Paris, https://doi.org/10.1787/19991266.

OECD (2019), Evaluating Latvia’s Active Labour Market Policies, OECD Publishing, Paris,
https://doi.org/10.1787/26164140.

OECD (2019), Skills Outlook, OECD Publishing, Paris, https://doi.org/10.1787/e11c1c2d-en.

[140]

(28]

[138]

[55]

(71

[65]

[26]

[97]

[139]

[137]

[39]

[53]

[104]

[36]

[134]

[52]

[34]

[135]

[136]

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



OECD (2018), Employment Outlook, OECD Publishing, Paris, https://doi.org/10.1787/19991266.

OECD (2018), OECD Economic Outlook, OECD Publishing, Paris,
https://doi.org/10.1787/eco_outlook-v2018-2-en.

OECD (2018), Skills for Jobs: Turkey Country Note, OECD Publishing, Paris,
https://www.oecdskillsforiobsdatabase.org/data/country notes/Turkey%20country%20note.pd
f.

OECD (2017), Employment and Skills Strategies in Turkey, OECD Publishing, Paris,
https://doi.org/10.1787/9789264279506-en.

OECD (2017), Starting Strong 2017: Key OECD Indicators on Early Childhood Education and
Care, Starting Strong, OECD Publishing, Paris, https://doi.org/10.1787/9789264276116-en.

OECD (2016), Economic Surveys: Turkey, OECD Publishing, https://www.oecd-
ilibrary.org/fr/economics/oecd-economic-surveys-turkey-2016_eco surveys-tur-2016-en.

OECD (2016), Economic Surveys: Turkey, OECD Publishing, Paris,
https://doi.org/10.1787/19990480.

OECD (2016), Parental leave: Where are the fathers?, OECD Publishing, Paris,
https://www.oecd.org/policy-briefs/parental-leave-where-are-the-fathers.pdf.

OECD (2016), Society at a Glance, OECD Publishing, Paris, https://www.oecd-ilibrary.org/social-

issues-migration-health/society-at-a-glance-2016 9789264261488-en.

Ohnsorge, F. and S. Yu (eds.) (2021), The Long Shadow of Informality: Challenges and Policies,
World Bank, Washington, DC, https://www.worldbank.org/en/research/publication/informal-

economy.

Orbay, B., Y. Aydede and N. Erkol (2021), “Why does field of study—occupation mismatch have
no effect on wages in Turkish labour markets?”, Applied Economics, Vol. 53,
https://doi.org/10.1080/00036846.2021.1937500.

Orphanides, A. (2007), Taylor rules, Federal Reserve Board, Division of Research and Statistics
and Monetary Affairs, Whashington.

Ozcan, M. (2021), “Renewable energy auctions in Turkiye: Auction design based on stakeholder
opinions”, Renewable Energy,”, Renewable Energy Journal, Vol. 169, pp. 473-484,,
https://doi.org/10.1016/j.renene.2021.01.009.

Ozlale, U. and B. Polat (2019), “Understanding Firm Dynamics And Job Creation In Turkey
Using The Entrepreneur Information System Database”,”, Sabanci Universitesi Working
Paper, No. 2, https://ref.sabanciuniv.edu/sites/ref.sabanciuniv.edu/files/2021-

05/ref workingpaper 2019-2.pdf.

Ramey, G. and V. Ramey (1995), “Cross-country evidence on the link between volatility and
growth”, The American Economic Review, Vol. 85/5, pp. 1138-1151.

RIOT (2020), Research and Innovation Outlook of Tiirkiye,
https://www.ttgv.org.tr/tur/images/publications/616d3c9738fea.pdf.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023

| 63

[133]

[142]

(98]

[132]

[131]

[105]

[49]

[99]

[45]

(78]

[143]

(2]

[64]

[74]

(2]

[51]



64 |

Romeli, D. (2022), ““The Political Economy of Reforms in Central Bank Design: Evidence from a
New Dataset”, Economic Policy, Vol. eiac011,
https://academic.oup.com/economicpolicy/advance-
article/doi/10.1093/epolic/eiac011/6516019.

Saricoban, G. (2012), “Foreign language education policies in turkey”, Procedia - Social and
Behavioral Sciences, Vol. 46, https://doi.org/10.1016/j.sbspro.2012.05.539.

Saygin, O. (2021), “Increasing Turkey’s power system flexibility for grid integration of 50%
renewable energy share”, Energy Strategy Reviews, Vol. Volume 34,
https://doi.org/10.1016/j.esr.2021.100625.

Scarpetta, S. and M. Pearson (2021), “What happened to jobs at”, Policy Brief on the Future of
Work, No. 2021, https://www.oecd.org/future-of-work/reports-and-data/what-happened-to-
jobs-at-high-risk-of-automation-2021.pdf.

Schiman, S. (2021), “Labour supply shocks and the Beveridge Curve — Empirical evidence from
EU enlargement”,”, Review of Economic Dynamics, Vol. 40,
https://doi.org/10.1016/j.red.2020.09.005.

Schwellnus, C., M. Koelle and B. Stadler (2020), “Flattening the unemployment curve? Policies
to support workers’ income and promote a speedy labour market recovery”, OECD
ECOSCORPE Biog, https://oecdecoscope.blog/2020/06/17/flattening-the-unemployment-curve-

policies-to-support-workers-income-and-promote-a-speedy-labour-market-recovery/.

Sianesi, B. (2008), “Differential effects of active labour market for the unemployed”, Labour
Economics, Vol. 15, https://doi.org/10.1016/j.labeco.2007.04.004.

Smidova, Z., A. Cavaciuti and J. Johnsgn (2022), Smidova, Z., A. Cavaciuti and J. Johnsan (
“Anti-corruption and public integrity strategies - Insights from new OECD indicators, OECD
Publishing, Paris,, https://doi.org/10.1787/a925c7fd-en.

Sunel, E., B. Kanik and T. Tagkin (2014), “Unemployment and vacancies in Turkey: The
Beveridge curve and matching function”, Central Bank Review, Vol. 14,
https://www.tcmb.gov.tr/\wps/wcm/connect/1be8a779-9583-403¢c-9159-86b4c19dcc15/Sep14-
3.pdf?MOD=AJPERES&CACHEID=ROOTWORKSPACE-1be8a779-9583-403c-9159-
86b4c19dcc15-m3fB70B.

TEIAS (2021), 10 YILLIK TALEP TAHMINLERI RAPORU,
https://webim.teias.gov.tr/file/73ab1ccd-003d-4a75-91f4-6ece6e0005b1?download.

TELKODER (2020), , https://telkoder.org.tr/wp-content/uploads/2020/06/.

TEPAV (2013), Turkey National Needs Assessment of State Scholl English Language Teaching,
TEPAYV and British Council,
https://www.britishcouncil.org.tr/sites/default/files/turkey national needs assessment of stat
e _school _english language teaching.pdf.

Transparency (2020), Exporting corruption, Progress report 2020: Assessing enforcement of the
OECD Anti-Bribery Convention, https://images.transparencycdn.org/images/2020 Report-
Full Exporting-Corruption EN.pdf.

Tryggvadottir, A. (2022), “Tryggvadottir, A. (2022), OECD Best Practices for Spending Reviews”,
OECD Journal on Budgeting,, Vol. vol. 22/1, https://doi.org/10.1787/90f9002c-en.

(0]

[144]

(66]

(73]

[145]

[72]

[146]

[44]

[71]

[60]

[57]

[94]

(69]

[29]

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



Tumen, S. (2016), “The Economic Impact of Syrian Refugees on Host Countries: Quasy-
Experimental Evidence from Turkey”, The American Economic Review, Vol. 106,
https://doi.org/10.1257/aer.p20161065.

Turkish Ministry of National Education (2018), Outlook of Vocational and Technical Education in
Turkey, Turkish Ministry of National Education,
https://unevoc.unesco.org/network/up/TURKEY MoNE-

Outlook of Vocational and Technical Education in_Turkey-
Series_of Education Analysis and Assessment Reports No 1 November 2018.pdf.

Turkish Ministry of Treasury and Finance (2021), New Economic Program 2021-2022-2023,
Turkish Ministry of Treasury and Finance, https://ms.hmb.gov.tr/uploads/2020/10/New-
Economy-Program-2021-2023.pdf.

Uzuner, C. and O. Dengiz (2020), “Uzuner C. and O. Dengiz, (2020), Desertification risk
assessment in Turkiye based on environmentally sensitive areas,”, Ecological Indicators,
Vol. 114, https://doi.org/10.1016/j.ecolind.2020.106295.

Vaitilingam, R. (2022), Inflation, market power, and price controls: Views of leading economists,
https://voxeu.org/article/inflation-market-power-and-price-controls-igm-forum-survey.

Vandeweyer, M. and A. Verhagen (2020), “The changing labour market for graduates from
medium-level vocational education and training”, OECD Social, Employment and Migration
Working Papers, No. 244, https://doi.org/10.1787/503bcecb-en.

Wang, H. (2022), “Estimating excess mortality due to the COVID-19 pandemic: a systematic
analysis of COVID-19-related mortality, 2020-21,
https://www.thelancet.com/action/showPdf?pii=S0140-6736%2821%2902796-3", Lancet,
Vol. 399, pp. 1513-36, https://www.thelancet.com/action/showPdf?pii=S0140-
6736%2821%2902796-3.

World Bank (2022), Tiirkiye Climate and Development Report (CCDR), World Bank, Washington
DC, https://openknowledge.worldbank.org/handle/10986/37521.

World Bank (2022), Tiirkiye economic monitor, Washington DC,
https://www.worldbank.org/en/country/Tlrkiye/publication/economic-monitor.

World Bank (2021), Getting Real? The Uneven Burden of Inflation across Households in Turkey,
World Bank, Washington, DC, https://openknowledge.worldbank.org/handle/10986/36645.

World Bank (2020), Price Controls Good Intentions, Bad Outcomes, World Bank, Wahsington
DC, https://documents1.worldbank.org/curated/en/735161586781898890/pdf/Price-Controls-
Good-Intentions-Bad-Outcomes.pdf.

World Bank (2019), Firm productivity and economic growth in Turkey, World Bank, Washington
DC, https://openknowledge.worldbank.org/handle/10986/31931.

World Bank (2019), Jobs Diagnostic Turkey, World Bank, Washington, DC,
https://openknowledge.worldbank.org/handle/10986/32263.

Y. Guillemette, D. (2021), The long game: Fiscal outlooks to 2060 underline need for structural
reform, OECD Publishing, Paris, https://doi.org/10.1787/a112307e-en.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023

| 65

[147]

[100]

[101]

[59]

(7]

[148]

[6]

[63]

(3]

(8]

(38]

[103]

[102]

[149]



66 |

Yiinciler, H. and C. Yiinciiler (2016), “Minimum Wage Effects on Labor Market Outcomes in [70]
Turkey”, CBRT Working Paper, No. 16/14,
https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Publications/Research/
Working+Paperss/2016/16-
14#:~:text=Using%20degree%200f%20impact%20measures,the %20likelihood %200f%20info
rmal%20employment.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



| 67

Z Labour market and education
reforms are needed to create more
and better jobs

Dennis Dlugosch, OECD

The Turkish economy grew strongly over the past two decades and created
many jobs. However, given its young and growing workforce, Turkiye needs
to ramp up efforts to achieve high-quality formal job creation. A sizeable
share of the workforce, mostly female workers, does not actively participate
in the labour market. While informality has decreased significantly, it is still
widespread and entrenches productivity differences across firms. Rigid
labour market rules, particularly the high severance pay but also minimum
wages, impede formal job creation. More flexible labour markets should be
part of a comprehensive reform programme that shifts job loss protection to
a broader-based unemployment insurance scheme, supported by well-
designed activation policies. While educational attainment has risen
impressively, a growing number of vacancies, significant skill mismatches
and a low level of adult skills highlight the need to address the quality of
education and to improve on the matching of talent to jobs.
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Despite the progress made by the Turkish economy over the past two decades, several labour market
weaknesses persist: elevated informality coupled with low employment rates, to a large extent driven by
very low labour force participation of women compared to other OECD countries, and poor labour market
prospects for many youths.

The size of the Turkish workforce will increase over the next two decades (Figure 2.1). This amplifies the
need to address existing labour market weaknesses. While a growing workforce can be a source of
economic growth, tapping the demographic dividend necessitates strong formal job creation while
equipping the young and growing population with skills relevant for labour markets. If net job creation
parallels growth of the working age population, population growth could add more than 1 percentage point
to GDP growth until the year 2032. A higher pace of job creation could lead to faster growth.

Figure 2.1. The demographic window is open

A. Workforce and dependency ratios

B. Evolution of the population by age group
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Note: Population estimates from 2022 are based on the medium fertility variant projection scenario. Young-age dependency ratio refers to people
aged below 15 and over per 100 people of working age defined as those at ages 15 to 64. Old-age dependency ratio refers to the number of
population aged 65 and over per 100 people of working age defined as those at ages 15 to 64.

Source: OECD calculations based on UN (2022), "Total population (both sexes combined) by single age" in the 2022 Revision of World
Population Prospects.

StatLink Sa=ra https:/stat.link/eo3gv8

The first section of this chapter sheds light on these weaknesses and underlines the urgency for decisive
policy action, given that structural change, including automation and digitalisation, is rapidly changing skill
needs and the set of jobs available (OECD, 2019p;). The second and third section discuss how more
flexible labour market regulations and a broader-based unemployment insurance system bundled with
well-designed activation policies would provide the foundation for robust formal job creation and a healthy
pace of resource reallocation towards the most productive economic activities. The fourth section
examines how the educational system can better align the supply of skills with evolving labour market
needs. Labour market and education reforms are key to boost high-quality formal job creation but need to
be combined with the reforms of economic framework conditions proposed in Chapter 1.
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Labour market challenges and opportunities

Automation, digitalisation, and changes in global value chains are altering skill needs

The structure of the Turkish economy has changed considerably in the past two decades and will continue
to change. Job creation in business service and manufacturing sectors coupled with urbanisation has
raised living standards and allowed many workers to move away from low-productivity subsistence farming
(Figure 2.2, Panel A). Lower income regions in the Eastern parts of the country could close part of the gap
in living standards (OECD, 2014). Exports increased as the economy got more integrated into global value
chains (Panel B). Labour productivity, also spurred by increased competition with worldwide markets, rose
by more than 3% annually over 2003-19.

Figure 2.2. Rapid economic catch-up came on the back of growth in productivity and exports
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1. Refers to agriculture, hunting, forestry and fishing.

2. Refers to business service sectors excluding real estate sector.

3. Defined as the ratio of domestic value added embodied in foreign countries' exports over gross exports.

Source: OECD (2022), OECD Structural Analysis (STAN) Databases; and OECD (2022), Trade in Value Added (TiVA) 2021 Edition. (database).

StatLink Si=r https://stat.link/zo3usn

The increase in labour productivity, export orientation and stronger integration in global value chains has
boosted employment in sectors with higher levels of technological sophistication and knowledge intensity
(Figure 2.3). Whereas in 2004 around 60% of workers in manufacturing were employed in low-technology
sectors, like food products or textiles, only just over 50% of workers were employed in these sectors in
2019. Over the same period, the share of medium-low (e.g., rubber and plastics) and medium-high
technology (e.g., electrical equipment) sectors in total manufacturing employment increased significantly.
Similarly, formal employment in business service sectors shifted towards more knowledge-intensive
activities. These trends in aggregate employment mirror changes in job profiles as the share of jobs that

require cognitive skills expanded while the share of jobs that require manual skills contracted (World Bank,
2019).
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Figure 2.3. Employment in sectors with higher technological sophistication and knowledge
intensity increased

A. Employment in manufacturing sectors by B. Employment in business services by
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Note: According to the Eurostat's aggregation of the manufacturing industry by technological intensity and the service sector by knowledge
intensity. Classification based on NACE at 2-digit level. An exception was made for security and investigation activities that are classified as
less knowledge-intensive service sector instead of knowledge-intensive service sector because separate data on this sector are not available
and it was aggregated with other sectors which are less knowledge intensive.

1. Refers to business service sectors excluding real estate sector.

Source: OECD (2022), OECD Structural Analysis (STAN) Databases.

StatLink Sa=r https:/stat.link/c702a8

Further integration in global value chains will continue to increase demand for high-skilled jobs while
automation will likely reduce demand for some job tasks (Arntz, Gregory and Zierahn, 2016pj). Although
lower-skilled workers often perform job tasks that are prone to automation, the risk of significant changes
in job requirements also encompasses other types of workers. For example, some parts of the job duties
of lawyers are already replaced or facilitated by machines (OECD, 20193)). Technological progress and
structural reforms that help Turkiye better respond to global demand will support a further upward move in
global value chains and likely push up wages, thereby triggering even more changes in skill demand and
in the set of jobs available. Meanwhile the share of jobs at high risk of automation is elevated (Figure 2.4).
At the aggregate level, a high risk of automation does not necessarily lead to lower employment growth.
On the contrary, while some job tasks might get redundant, technological progress also stimulates further
job creation (Scarpetta and Pearson, 2021p). However, workers will need to adapt to changing tasks by
upgrading their skill sets to occupy the new jobs that will be created.
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Figure 2.4. The share of jobs at high risk of automation is elevated
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1. Based on the survey of Adult Skills (PIAAC, 2012). Jobs are at high risk of automation if the likelihood of their job being automated is at least
70%. Jobs are at risk of significant change if the likelihood is between 50 and 70%.

Source: Nedelkoska, L. and G. Quintini (2018), "Automation, skills use and training", OECD Social, Employment and Migration Working Papers,
No. 202.

StatLink Sa=r https:/stat.link/vbeald

Digitalisation amplifies the need for a swift adaptation of skills. Despite significant progress, digitalisation
is less widespread than in other OECD countries. The share of value added of the ICT sector and digital
services lags (Figure 2.5, Panel A). Information products do not yet play a substantive role as inputs in
other industries (Figure 2.5, Panel B). Subsequently, the share of digital intensive sectors in total
employment is comparatively low (Figure 2.5, Panel C). Thus, in addition to the elevated risk of automation,
the necessary catch-up in digitalisation will come on the back of a change in the profile of many more
existing jobs (OECD, 20191;). The economic shock induced by the COVID-19 pandemic has given a push
to the use of digital technologies in firms and households and has amplified the catch-up process by
providing an additional incentive for firms to rely less on labour and speed up automation (OECD, 2021s)).
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Figure 2.5. The digital revolution will alter the set of jobs available
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1. Australia, Chile, Lithuania, Latvia, Portugal, and Switzerland for 2017 and Israel for 2016. Data on total information industries for Chile and
Israel refer to 2006, instead of 2009 and come from OECD (2019), "Measuring the Digital Transformation: A Roadmap for the Future".

Source: OECD (2022), OECD Structural Analysis (STAN) D

Creating more and better formal jobs

Economic growth in Tlrkiye does not create

atabases; and OECD Going Digital Toolkit (2022).
StatlLink Sz hitps://stat.link/qzoOtl

is key to reduce informality

enough formal jobs. Aggregate employment ratios in Tlrkiye

are the lowest across the OECD (Figure 2.6, Panel A). While employment ratios of prime-aged men are

roughly comparable to the OECD aver

age, employment ratios of female workers lag behind
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(Figure 2.6, Panel B). Estimated cyclical sensitivities of unemployment and employment to GDP growth
suggest that economic growth creates less new jobs over the short run than elsewhere (see Box 2.1). The
growing workforce amplifies the need to speed up formal job creation.

Comparatively low formal job creation is the flipside of widespread informal and semi-formal work
practices. Despite a considerable decrease over the past two decades, informal workers still account for
around 26% of total employment. While informality is higher in agriculture, the 17% share of informal
workers in non-agricultural sectors is still sizeable (see Box 2.2). For many firms, making use of informal
and semi-formal work practices is a strategy to avoid costly regulations and taxation that provides them
with an advantage over fully formal firms (Mohammad, 2021g)).

Figure 2.6. The employment rate is low
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Source: OECD (2022), OECD Labour Force Statistics (database).

StatLink Sa=ra hitps://stat.link/06fzdr

Informal work comes with several negative consequences for workers. Informal workers are not covered
by employment-related social protection and therefore, are excluded from social safety nets. This
contributes to income inequalities but also exposes informal workers to less safe working environments
and conditions. In addition, informal workers often earn less than formal workers, exacerbating inequalities
(Ohnsorge and Yu, 20217;). There is a close link between informality and poverty. Informality goes hand
in hand with a smaller tax base for corporate and personal income taxes and therefore limits the
government’s ability to support vulnerable groups.

Informal and semi-formal work practices (see Box 2.2 for a definition) impede upscaling and make it harder
for firms to tap returns to scale. Firms that predominantly employ informal workers often opt to stay small
to circumvent the costs of formalisation. Indeed, firms in Tirkiye tend to cluster around the size thresholds
used to determine the set of regulations and subsidies firms are exposed to (Ozlale and Polat, 2019g)).
Informality makes it also more difficult for fully formal firms to grow as they may face unfair competition
from informal competitors. Furthermore, informal firms have less or no access to banking services and
finance, constraining or even forestalling productivity-enhancing investments.
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Box 2.1. Cyclical unemployment and employment sensitivities

The cyclical sensitivity of unemployment and employment to GDP growth can help to assess an
economy’s capacity to create jobs. Okun’s law provides a nice framework to estimate these sensitivities
(Ball, Leigh and Loungani, 20179}; Schwellnus, Koelle and Stadler, 202010}; An, Bluedorn and Ciminelli,
2022111)). Importantly, these sensitivities should be interpreted as conditional correlations of growth and
unemployment and employment and do not lend themselves to any structural interpretation.
Nevertheless, a comparison of sensitivities across countries can help to shed light on how the relationship
between job creation and economic growth.

Methodology and data

The sensitivities are estimated based on quarterly country-by-country time-series regressions of growth
of unemployment and employment on up to two lags of GDP growth. Data comes from the OECD’s ADB
database. The ranking of countries according to the size of the estimated elasticity is robust to employing
a panel model, where the coefficient of GDP growth is interacted with country fixed effects and using gaps
from deviations from a long-run trend, either using the Hodrick-Prescott filter or potential growth, instead
of growth rates.

Results

The results suggest that, over the short term, changes in unemployment and employment react less to
GDP growth than in many other OECD countries (Figure 2.7). This finding is in line with an interpretation
that rigid rules on labour markets, a high minimum-to-median wage and an expensive severance pay
system discourage formal job creation but also cushion labour markets from the fallout of economic crisis
and other structural changes that could lead to unemployment. Estimates based on a shorter and more
recent time span show that cyclical sensitivities have increased, suggesting that the capacity of the
Turkish economy to create jobs has strengthened in recent years. The results are broadly in line with
more elaborate models that allow for an asymmetric relationship between GDP growth and
unemployment and employment (Cosar and Yavuz, 2021}12)).

What are the dynamics of informal and formal employment following a shock to aggregate activity?

The estimated cyclical sensitivities remain silent about the dynamics following a shock to aggregate
activity. In an economy that is characterised by informality, it is a priori not clear to what extent an
economic expansion leads to formal job creation and whether formal job creation substitutes or
complements informal job creation.

The second part of the empirical analysis looks at labour market dynamics in more detail labour by
estimating a sign-restricted structural vector autoregression (VAR). The VAR uses the logarithmized
levels of informal and formal employment, unemployment, and vacancies (Schiman, 202113)). Monthly
data is sourced from Turkstat and the Turkish public employment agency (ISKUR) and ranges from
January 2005 to December 2019. The VAR is estimated with Bayesian techniques that account for
parameter but also model uncertainty. The sampling requires five thousand draws with structural shocks
that satisfy the sign restrictions to stop.

The restrictions that identify a shock to aggregate activity are standard in the literature (Schiman, 2021;13))
and postulate a decline in the number of unemployed workers and an increase in vacancies during an
economic upturn. The empirical analysis also postulates that economic growth leads to an increase in
informal employment, consistent with the view that the informal sector is very responsive to the business
cycle. The sign of the impact on total employment was left unrestricted.
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The impulse response analysis suggests that an aggregate activity shock initially increases both informal
and formal employment (Figure 2.8). At the same time, vacancies increase. Thus, over a relatively short
window of around 10-12 months, informal and formal job creation are complementary. Then, informal job
creation slows down significantly while more formal jobs are created filling all the open vacancies. This
suggests that, over the medium term, economic expansions shift the composition of total employment
towards formal employment.

Figure 2.7. Estimated sensitivities of unemployment and employment to GDP growth
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Note: The cyclical sensitivities are based on quarterly country-by-country regressions of growth in employment or unemployment on GDP
growth of up to two lags. In Panel A and B, bars and triangles in grey represent estimates that were not significant at the 10 % significance
level.

Source: OECD calculations.
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Figure 2.8. Labour market dynamics following a shock to aggregate activity
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Note: Impulse response (green line) of a monthly VAR, estimated with Bayesian methods, employing a diffuse Normal-Wishart prior on the
reduced-form parameter matrix and the reduced-form variance-covariance matrix. The VAR includes the logarithmized seasonally adjusted
levels of informal employment, vacancies, unemployed and employed workers. The aggregate activity shock is identified by sign-restrictions
(unemployment: -; vacancies: +; informal employment: +). The grey shaded area depicts 68% credible sets, the green line point-wise medians.
The horizon of impulse responses amounts to 10 years (120 months). The time sample underlying the estimation of the reduced form VAR
comprises the 2005M01 to 2019M12 period.

Source: OECD calculations.
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Box 2.2. Informality remains high

The business sector is fragmented alongside different degrees of formalisation

Informal employment makes up around 29% of total employment among all workers above the age
of 15 (Figure 2.9, Panel A). Informal employment refers to employment not registered with social
security institutions. The rate of informality is given as the share of informal workers in total employment,
i.e., the sum of formal and informal employment.

Besides informality, semi-formal work practices are frequent in many sectors and regions (OECD,
20215). In semi-formal arrangements, workers are registered with social security institutions but
undertake some work-related tasks outside their formal work contract. This can range from occasionally
moonlighting a few extra hours to practices where workers are hired on contracts that deliberately do
not encompass the envisaged working hours or wages. Wage underreporting, i.e. disclosing a lower
wage than the actual one to public authorities, is a frequent form of semi-formal employment.

The business sector is fragmented according to the degree of formalisation of businesses. Previous
OECD Economic Surveys of Tiirkiye have differentiated businesses as follows: 1) micro- and small-
sized firms predominantly operating in agricultural or construction sectors; 2) medium-sized family
businesses, i.e., firms that grew from informal businesses into larger entities and while formalised still
make use of informal workers or 3) larger and fully formal firms. The last category comprises the
growing share of young, sophisticated start-ups that operate in high-technology sectors.

While still widespread, informality is trending downwards

In 2021, the agricultural sector employed more than half of all informal workers (Figure 2.9, Panel B).
Wholesale and retail trade, manufacturing and construction sectors also employed sizeable shares of
informal workers. Informality is to a large extent concentrated across smaller firms. The majority of
informal workers are employed in micro-sized firms, i.e. firms with 1 to 9 employees, mostly family
businesses. The share of informal workers decreases significantly with firm size (Bagir, Kiiglikbayrak
and Torun, 2021p147). While more than half of the workers employed in micro-sized firms are not
registered with the social security system, less than 5% of total workers are informal across large firms,
i.e. firms with more than 50 employees. Informality is correlated with the regional share of total value
added of agricultural sectors and thus differs significantly across regions (Bagir, Kiigikbayrak and
Torun, 202114)).

While still elevated, the rate of informality has been declining steadily over the last two decades.
Similarly, wage underreporting declined (Bagir, Kicikbayrak and Torun, 202114)). The significant
decline in informality results from a range of factors, most importantly from increasing firm sizes, a
smaller share of agricultural sectors in total value added and an increase in the level of aggregate
education (Bagir, Kuiclikbayrak and Torun, 202114]). Indeed, the rate of informality is significantly lower
for workers with higher educational attainment (Figure 2.9, Panel C). Furthermore, policy measures like
stricter enforcement of existing labour market laws and fines have also helped to lower informality.

Women, younger but also older workers are more likely to work in informal jobs (Figure 2.9, Panel D).
The higher share of informality among women is due to the significantly higher share of female workers
who work in small family-owned agricultural businesses (World Bank, 2019151)). However, the gender
gap in informality is much smaller in non-agricultural sectors. Before the 1999 comprehensive pension
reform, early retirement was common and contributed to elevated levels of informality of older workers
(Bagir, Kiiglikbayrak and Torun, 2021}14)).
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Figure 2.9. Despite trending downwards, informality is high
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Note: Informality is measured as the number of people working without any social security relating to their main job. In Panel D, data are based
on Turkstat's labour force survey's education classification. Those who are literate, but without any diploma are included in the population with
below upper secondary education.

Source: Turkstat.
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Vulnerable groups need to be better integrated into the labour market

High unemployment rates have been a long-standing feature of the Turkish labour market (Figure 2.10).
While the rapid economic catch-up over the past two decades has led to strong job growth, at an average
pace of 600 000 formal jobs per year, it did not suffice to outpace the increase in workers joining the labour
force. Unemployment is much more prevalent for female and younger workers. The headline
unemployment rate appears to understate labour market slack. Broad labour underutilisation, which is
defined as the sum of inactive, unemployed, and involuntary part-time workers as a share of the working-
age population, is significantly above the OECD average.

Figure 2.10. Unemployment has been persistently high, particularly for women

A. Unemployment rate over time, by gender
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Note: In Panel A, the shaded area denotes the 25th to 75th percentile range of available data for OECD countries. Unweighted average of 37
countries for the OECD aggregate.
Source: OECD calculations based on OECD Labour Force Statistics (database).

StatLink Sa=ra hitps:/stat.link/kl51hp
Youth face particularly poor labour market prospects. Youth unemployment is significantly above the

OECD average even though it recently declined, to 17.8% in November 2022 (Figure 2.11, Panel A).
Besides, many young adults are outside the labour market, and neither in education nor training

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023


https://stat.link/kl51hp

80 |

(Figure 2.11, Panel B). Youth not in employment, education, or training (NEETs) are deprived from the
opportunity to improve their human capital, either through education or work experience. This is particularly
worrying given that extended periods of inactivity or unemployment at young age are negatively associated
with future employment opportunities and earnings and thus bear the risk of trapping people in low-income
jobs and poverty (Carcillo et al., 201516]). Most NEETs aged between 15-24 years are women.

Figure 2.11. Many youths are unemployed or neither in employment, education or training

A. Unemployment rate by age cohort B. Share of 15-24 year-old NEETs (neither
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Note: In Panel A, unweighted average of 37 countries for the OECD aggregate.
Source: OECD (2022), Labour Force Statistics (database) and OECD Education at a Glance Database.

StatLink Sa=m https://stat.link/xe4tzo

Employment ratios of workers aged between 55 and 64 are the lowest across the OECD, largely reflecting
low labour force participation rates (Figure 2.12). Before the industrialisation of the Turkish economy, early
retirement was common, largely driven by the high share of agricultural sectors and the prevalence of
physical labour. Consequently, the effective retirement age in Turkiye today is higher than the normal
retirement age, contrary to most other OECD countries. However, since the 1999 comprehensive pension
reform, retirement ages have been increasing steadily and workers entering the labour force today, after
a full career, will retire at 65, broadly in line with regulations in other OECD countries. A recent reform in
December 2022 dropped the retirement age requirement for workers who joined the workforce before
September 1999 and had a formal work contract for at least 20 years.
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Figure 2.12. Low employment ratios of older workers reflect past incentives to early retirement

A. Senior employment rate, 2021
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Source: OECD (2022), OECD Labour Force Statistics (database); and OECD (2021), Pensions at a Glance 2021: OECD and G20 Indicators.
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Positive net immigration adds to natural population growth (Figure 2.13). The integration of immigrants
exacerbates existing labour market challenges. On average, net migration has added more than 250 000
persons per year since 2016. In 2019, more than a third of immigrants were citizens of Iraq, Turkmenistan,
or Afghanistan. Turkiye also hosts around 3.8 million refugees, mostly from Syria, the largest refugee
population in the world (see also Box 2.3). Most of the refugees work in the informal sector (Caro, 2020}17).
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Figure 2.13. Positive net immigration flows increase the size of the population
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Note: Data on foreign-born population refer to all people who have migrated from their country of birth to their current country of residence.
People born abroad as nationals of their current country of residence are also included.
Source: Turkstat, Migration Statistics; and OECD (2022), OECD International Migration Statistics (database).

StatlLink Si=r https://stat.link/Ogatfm

Box 2.3. Refugees from the Syrian civil war in the Turkish labour market

Turkiye’'s open-door policy has allowed refugees to flee from the Syrian civil conflict to the provinces in
the South-East of Tirkiye, neighbouring the war-torn parts of Northern Syria. By the end of 2017, around
3.2 million refugees had arrived in Tirkiye. The largest increases in refugees were observed in 2014
and 2015. Turkiye currently hosts around 3.8 million refugees, the largest refugee population worldwide.

With the entering into force of the temporary protection regulation from October 2014, Syrian nationals,
refugees and stateless persons from Syria are granted temporary protection status. Six months after
having received this temporary protection status, they are eligible to obtain work permits for six months.
Employers initiate the application for work permits.

Most Syrians in Tirkiye tend to work in the informal sector, predominantly in textile and construction
sectors. While unemployment rates of Syrian refugees are roughly comparable to those of Turkish
nationals, the significantly lower labour force participation of Syrian women and the much higher share
of NEETs across Syrian refugees stand out (Caro, 2020j1s)).

The average age of Syrian refugees living in Turkiye is 23, compared to 33 for Turkish nationals (Caro,
2020p187). The conflict has interrupted the education of many Syrians. As a result, the share of Syrians
that could not complete primary education is over 30% higher than that of their Turkish hosts (Caro,
2020y1s)). However, differences in educational attainment at higher levels tend to be much smaller. The
Board of Education, which issues equivalence documents of educational degrees obtained abroad by
foreign students who intend to pursue studies in Turkiye, provides help to smoothen the transition of
Syrian students into the Turkish education system.

Empirical evidence suggests that the influx of refugees from Syria has had limited effects on aggregate
labour markets. Most refugees have found work in informal sectors (Tumen, 2016}19; Ceritoglu et al.,
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20171201; Bagir, 201821;; Aksu et al., 2022122;). Some of the native workers who were displaced by
refugees in the informal sector could, however, find a new job in the formal sector, though some also
either left the labour force or became unemployed (Ceritoglu et al., 201720;; Aksu et al., 202222;). The
larger pool of informal workers available has helped firms, particularly smaller ones in labour-intensive
informal sectors, to increase production (Altindag, Bakis and Rozo, 2020;23). Firm creation in the
informal sector increased, too.

The Turkish authorities have rolled out numerous initiatives to help refugees to integrate into labour
markets, supported by the European Union, the United Nations, and the United Nations Refugee
Agency. Refugees are also eligible to tap help from active labour market policies provided by the Turkish
Employment Agency (ISKUR). This includes vocational training, on-the-job training programmes and
language training. Several other initiatives, including public awareness and information campaigns but
also simplified legal processes for work permits and cash for work programmes, aim to help with the
integration of refugees into work and daily life.

Boosting labour market prospects of women

Better integrating women into the labour market needs to be a key priority. Labour force participation and
employment ratios of women are very low (Figure 2.14). A lack of child-care services entrenches cultural
norms in which women are expected to provide the bulk of care for children and older family members as
well as various other types of housework (Mercan, 202024]). Furthermore, the rise of service and industrial
sectors at the expense of agriculture has reduced employment opportunities of women. While the
necessary adaption to urbanisation is still ongoing and can lead to higher labour force participation without
the need for intervention, the lack of affordable and high-quality child-care services constitutes an
impediment to the participation of women in the labour force and requires swift and decisive policy action.
A better activation of the female talent pool would also help to address skill shortages.

Solely rising labour force participation of women risks increasing the already high unemployment rates of
women which relates to their educational profile. Particularly in older cohorts, women are less educated
than men (World Bank, 201915)). While in most recent cohorts more women graduate from tertiary
education than men, unemployment rates of women who graduated from tertiary education are significantly
above their male counterparts, owing, at least partly, to field of study choices that are not well aligned with
labour market needs. Therefore, policy action that aims at incentivising more women to actively participate
in the labour force needs to be flanked with career counselling, adult training and job placement services,
ideally targeted at women.
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Figure 2.14. Labour participation is low as few women join the labour force
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Fostering the provision of early childhood education

The lack of affordable early childhood education and care services makes it difficult for women to
participate in the labour force. While pre-school education is not compulsory in Turkiye, enrolment rates
quadrupled between 2002 and 2022, one of the largest increases across the OECD. However, the increase
started from a low base and enrolment rates in early childhood education and care services for 0-2 and 3—
5-year olds remained among the lowest across the OECD until recently.

Policymakers need to ramp up efforts to increase the provision of high-quality, easy to reach and affordable
childcare. This should be coupled with appropriate funding as low-quality pre-school experience may have
detrimental effects on development and learning. Importantly, access to childcare facilities should not be
made contingent on labour market status, so that informal workers could benefit too. Improving the
provision of childcare and education services helps to boost labour force participation of women and
improve educational outcomes. While public policy plays an important role in facilitating labour force
participation of women, more equal job market prospects across gender also require an adaptation of
modernisation of social norms regarding family and career choices of men and women (Kleven et al.,
2022125)).

Increasing the provision of child education and care services is a key priority for the government. Various
measures have been rolled out to increase the physical capacity of public childcare facilities and schools.
Several ongoing experiments directly support the employment and labour force participation of mothers,
including vocational training courses, on-the-job trainings and other projects offered by the Ministry of
Labour and Social Security (see Box 2.4 for some examples). Further, since 2016, the so-called half-time
working allowance provides financial support for female employees in formal contracts, and employees
who adopted a child under the age of three, who need to take unpaid leave after maternity leave to take
care of their children.

In line with the targets specified in the 11t Development Plan and the Presidential Annual Programme for
2022, the authorities expected the schooling rate of 5-year olds to reach 89% by the end of 2022. This
should help to increase the labour force participation of women with children, which is still significantly
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below the participation of women without children (Dedeoglu,, Adar and Sirali, 20212¢)). According to a
McKinsey study conducted in co-operation with the Turkish Industry and Business Association, GDP could
increase by 20% if Turkiye were to reach the average OECD activity rate of women (53.1% in 2019) within
10 years ( (McKinsey and Tisiad, 2016271), 2016).

The increase in capacity would be a welcome step, since due to limited supply, only a fraction of families
with children were eligible to public childcare services (Gokmen, 2021p2g)). If not eligible, women with
children often dropped out of the labour force to take on childcare duties or relied on private providers,
including family members and other informal providers.

Box 2.4. Supporting formal employment of mothers: some examples of ongoing projects

Promoting Educated Child Caregivers - the EDU-CARE project

The EDU-CARE, co-financed by the EU, project aims at professionalising jobs related to childcare
services but also to promote formal employment across babysitters. Within the EDUCARE project,
mothers, who have a formal work contract and have children aged between 0-36 months, have access
to a subsidy, if they employ a babysitter with a formal qualification. A further one-time payment is
provided for employing a babysitter who has attended a course that grants a babysitter certificate. The
goal of the EDU-CARE project is to provide 3 700 jobs for child caregivers and to ensure 3 700 mothers,
who are at risk of withdrawal from the labour market due to care responsibilities, to continue participating
in labour markets.

Institutional Child-care services — the INST-CARE project

The institutional child-care support programme intends to support formal employment of women with
young children by facilitating access to institutional childcare services. Mothers can tap a monthly
subsidy if they have a formal employment contract, earned up to twice the gross minimum wage and
pay school fees regularly. The project targets 10 250 women who either register for the first time or
remain registered to the social security systems as full-time employees.

The Women-Up project

The project supports female employment in small-scale and young enterprises founded by female
entrepreneurs in seven different provinces (Sanliurfa, Kahramanmaras, Samsun, Ankara, Aydin,
Denizli, Istanbul). Specifically, financial support of monthly TRY 5 150 is provided to eligible
beneficiaries for up to 20 months. So far, 4 000 female entrepreneurs and 4 000 female formal workers
have benefitted from this project.

As in many other OECD countries, the provision of childcare infrastructure and education services is lower
in rural areas. Several initiatives aim at facilitating childcare in rural regions, including transportable and
cheaper to construct container-based kindergartens (“mobile” kindergartens), or by sending so-called
mobile teachers to more remote regions. Furthermore, the minimum number of students required to open
a primary school in rural areas was lowered from 10 to 5. An additional support programme amounting to
around TRY 500 million (about 0.02% of GDP), to reduce the cost of pre-school education for families with
children living in socio-economically disadvantaged households is expected to be rolled out in 2022.
Several alternative access models were piloted in 2022.

Towards a more equal sharing of care services across gender

Unpaid household duties also constrain a more active participation of women in the labour market. Women
take on the bulk of care of the elderly work, besides childcare and other household duties. This forces
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many of them to drop out of the labour force or to seek informal employment opportunities that better allow
to combine work, care and household duties (Dedeoglu,, Adar and Sirali, 20212¢). Traditional gender and
cultural norms tend to augment women’s domestic responsibilities (Alniagik, Gdksen and Yukseker,
201929)).

Increasing the uptake of paternity leave would constitute an important signal to foster a more equal sharing
of household and care work across genders. Currently, mothers are entitled to a maternity leave of 16
weeks, in line with the OECD average while fathers can only take one week (OECD, 2020;307). Overall,
parental leave entitlements are less generous than in many other OECD countries—32 weeks on average
(OECD, 202030]). A more pronounced switch to a parental leave benefit model as opposed to a benefit
model centred on mothers can help to improve labour market prospects of mothers (World Bank, 201915)).
Several OECD countries, including Iceland, Sweden and Korea succeeded in incentivising fathers to take
on more childcare care work by using so-called “daddy quotas”, i.e. specific portions of paid parental leave
reserved to non-transferable entitiements for fathers, or bonus months, where both parents obtain more
paid leave if fathers take a pre-defined period of paternity leave (OECD, 201631)).

Labour market reforms to create more and better formal jobs

Promoting labour market flexibility through sound regulations

Employment legislation is relatively rigid in Turkiye. This pertains to regulations concerning regular workers
but also pertains to other work arrangements. Strict labour market rules for regular workers are, to large
extent, driven by the costly severance pay system (Figure 2.15, Panel A). Combined with one of the
OECD’s highest minimum-to-median wage ratio, this results in comparatively high costs of formal job
creation.

Restrictions on the use of standard fixed-term and temporary work agency contracts are stringent since
they can only be used in the context of seasonal and agricultural work (Figure 2.15, Panel B). More
industries, in particular business services, should be eligible to tap fixed-term and temporary work agency
contracts. Such additional flexibility could help smooth the transition into formal jobs for the youth and
female workers (World Bank, 201932). Moreover, demanding reporting and authorisation requirements
should be reconsidered as they hamper a more widespread use of fixed-term and temporary work agency
contracts.

Part-time work is less prevalent in Tlrkiye than elsewhere. An important reform of the Turkish Labour Law
in 2016 paved the way for various flexible work models, including part-time work (OECD, 201633)). While
part-time workers make up only around 9.5% of all employed workers, significantly below the EU average
of 16.5% (European Commission, 2022341), hours worked on part-time formal work contracts have
increased since the 2016 reform (World Bank, 201932)).

Technological progress, in particular digitalisation, will shift the range of suitable work models away from
traditional employee-employer relationships and will likely come with a rise in alternative work
arrangements (OECD, 20191)). In 2020, the authorities sought to facilitate the use of fixed-term contracts,
including by allowing for several renewals of fixed-term contracts for younger and older workers. However,
the social partners objected and no consensus was reached. Moreover, to allow for more labour market
flexibility, the Turkish Employment Agency (ISKUR) authorises private employment agency to provide
employment intermediation services.

In implementing labour market reforms to promote formal job creation by reducing the costs of job creation,
it is important to ensure that workers do not bear a disproportionate burden of adjustment. This implies
that more flexible rules for fixed-term and temporary work agency contracts should be part of a
comprehensive approach that also allows for more flexible permanent contracts. While alternative work
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arrangements have some advantages for employers and employees, they likely also give rise to less
steady and more uncertain careers and thus increase employment and income risks, at least for some
workers. Subsequently, ensuring sufficient social protection of workers and adequate access to high-
quality re-employment services needs to an integral part of a comprehensive labour market reform.

Figure 2.15. Employment protection regulations are stringent and labour taxation is high
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Source: OECD (2022), OECD Indicators of Employment Protection Database, 2021 Edition; and OECD Tax Wedges Database.

StatLink Si=m https://stat.link/4s03pt
High labour tax wedges also discourage formal job creation. Employee and employer social security

contributions and net averages tax rates are high, as they cover parts of the costs of the universal health
insurance system (OECD, 2022;35)). In addition, there are no cash transfers or other forms of support for
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families with children, e.g., preferential tax provisions (OECD, 2022;35)). As a result, the tax wedge for one-
earner married couples with two children are large compared to other OECD countries
(Figure 2.15, Panel C). The authorities provide income taxes exemptions. In January 2022, a change in
the regulations pertaining to income tax exemptions resulted in a decline of labour tax wedges for average
income earners by 2 percentage points. Overall, lowering labour costs would help to improve labour
markets prospects, especially for vulnerable groups, as was the case following previous reforms in Tlrkiye
(Sunel, Kanik and Taskin, 20143¢)).

There are 18 different premium incentives, support measures and discounts in place to reduce the burden
for employers stemming from contributions to the pension system, health insurance and unemployment
insurance. For example, with the so-called 5 points discount on premiums, the government subsidises 5
percentage points of the mandatory employer contribution to disability, old age and death insurance
premiums of 11%, if premiums are paid regularly (OECD, 2021;371). Other measures target specific
contributions or beneficiaries, such as subsidising 25% of universal health insurance, employers in specific
regions or job creation for vulnerable groups like the youth or women. Streamlining and simplifying the
system of incentives, support measures and discounts would provide room to reduce employer social
security contributions while safeguarding the financing of social security systems.

High minimum wages impede formal job creation

Turkiye has a country-wide minimum wage. The minimum wage is set by the Minimum Wage
Determination Commission, an independent tripartite body encompassing 15 representatives, five each
from the government, employer, and employee organisations. Decisions are taken by majority and in the
event of a tie, the chair has a casting vote. Its decisions are based on a proposal from social partners,
considering the social and economic situation of the country and the general situation of wages and living
conditions. In case employer and employee representatives disagree, the institutional set-up of this
Commission implies that the government sets the minimum wage.

If moderate and well-designed, minimum wages constitute an effective policy tool to increase labour force
participation and safeguard living standards (ILO, 20123s;; OECD, 20191)). In emerging markets, minimum
wages can also help to anchor wages in informal sectors, lead to higher wages for formal and informal
workers and thus reduce poverty (Yunculer and Yunciler, 2016391). However, overly large increases in
minimum wages weigh on job creation, particularly among less skilled and younger workers (OECD,
2019p;). The impact tends to be stronger for women, younger and older workers. In economies
characterised by high levels of informality, regular and modest increases in the minimum wage do not
appear to be associated with losses in formal employment, though increases in informal employment have
been observed (Broecke, Fort and Vandeweyer, 2017 40)).

The minimum wage has grown faster over the last two decades than the median wage and the minimum-
to-median wage ratio is now one of the highest among OECD countries (Figure 2.16, Panel A). Minimum
wage growth has also outpaced the growth of consumer prices and productivity. Between 2000 and 2021,
the annual average minimum wage increases surpassed consumer price inflation by around 4 percentage
points. Over the same time, labour productivity grew by roughly 3%. Most recently, the minimum wage was
raised by 50% in January 2022, 30% in July 2022 and 55% in January 2023 to compensate for high
inflation. Around 65% of workers in formal employment earn wages close to the official minimum wage.
Most of them work in construction, repair, personal service, or manufacturing sectors with a relatively low
level of technological sophistication (World Bank, 201915)). To compensate employers for the relatively
high minimum wage, the authorities provide tax incentives and subsidies to reduce social security
contributions paid by employers for minimum wage earners. A thorough evaluation of these subsidies
would help gauge which measures could be phased out.

Due to the significant regional differences in income per capita and costs of living, the minimum wage is
not well aligned with local socio-economic conditions (see also Box 2.5). In some regions the minimum
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wage is higher than GDP per capita. This may disincentivise minimum wage earners in poorer regions to
search for employment elsewhere and thus undermines regional mobility and contributes to informality.

Figure 2.16. Minimum wages are relatively high
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Note: Minimum wages apply to workers aged 16 and over under the Minimum Wage Regulation. Median wages are estimated using gross
earnings of full-time employees in enterprises with 10 employees or more in the formal sectors, based on the Structure of Earnings Survey of
Tiirkiye.

Source: OECD (2022), OECD Labour Statistics (database).

StatLink Sa=m https://stat.link/n0f5ca

Box 2.5. Income per capita varies considerably across regions

Despite strong growth in income per capita in lagging regions, regional disparities remain high
(Figure 2.17, Panel A). The real minimum wage at the end of 2021, i.e., before the further increases of
2022, amounted to TRY 42 930, or USD 14 073 at 2021 purchasing power parities. At the same time, the
most lagging regions in Middle South-eastern Anatolia and East Eastern Anatolia generated a GDP per
capita of less than TRY 26 000.

There is a close link between regional job prospects and the sectoral breakdown of economic activity.
Regions where agricultural sectors contribute relatively more to value added tend to display lower
employment rates (Figure 2.17, Panels B and D). Regional disparities in income per capita also relate to
considerable differences in the level of educational attainment (Figure 2.17, Panel C). In several regions
the share of illiterate people is close to the percentage of people with tertiary education (OECD, 201741)).
llliteracy rates throughout the country tend to be higher for women.
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Figure 2.17. Income across regions varies with the share of agricultural sectors and the level of
educational attainment
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The high minimum-to-median wage ratio drives up the costs of formal job creation. This gives informal and
semi-formal firms, at least to some extent, a cost advantage over fully formal firms since they can deviate
from the country-wide minimum wage. Fully formal firms do not benefit from this flexibility. Therefore, the
high minimum wage tends to impede job creation in the formal sector and incentivises firms, particularly
smaller ones, to hire workers without complying with labour market and social security regulations. Given
the already high minimum wage, as compared to the median wage, future minimum wage increases in
Tarkiye should be approached with caution and assessed very carefully in terms of potential labour market
effects. Any increases should be communicated well in advance.

Several OECD countries have lower minimum wages for younger workers, to facilitate their integration into
the labour market, or regional minimum rates Turkiye experimented with both approaches, age-specific
and regional minimum wages. However, there are constitutional barriers today that prevent a renewed
experiment with both differentiations in national-wide minimum wages. Turkiye had a reduced minimum
wage for 15-16 year olds but abolished it in 2014. The implied increase in the minimum wage of around
24% for 15-year old workers is estimated to have reduced their employment rates by up to 3 percentage
points, underlining that youth minimum wages can be an effective tool to help younger workers to enter
the labour market (Dayioglu, Kiiglikbayrak and Tumen, 2020p2). The implied increase has also reduced
their labour force participation (Bakis, Hiscariklilar and Filiztekin, 2015p3)). Regional minimum wages were
in place between 1969 and 1974 but were abandoned due to widespread non-compliance.

Adjustments to the minimum wage, particularly in times of rising inflation, need to safeguard a balance
between the needs of workers and firms. Going forward, one option to achieve this would be for social
partners to set a minimum wage floor through the Minimum Wage Determination Commission combined
with more recourse to collective bargaining at the sector- or enterprise-level. Collective agreements on top
of a national minimum wage floor would help companies and workers to find more tailored solutions - in
addition to national regulations - for a fair sharing of costs (Cazes, Garnero and Pacifico, 202244;). Many
OECD countries have sectoral rates, either in addition to a national rate, as in Australia, or without a
national rate, as in Norway (OECD, 20191j). In Australia, industry- and occupation-wide regulations,
determined by the Fair Work Commission, set sector- and skill-specific wages, on top of a national-wide
minimum wage (OECD, 20191;). However, more recourse to collective bargaining at the sectoral or firm-
level in Tirkiye needs to be understood as a medium- to long run goal as it necessitates an increase of
the relatively low levels of trade union density and of the coverage of collective agreements.

A high degree of predictability of minimum wages helps firms to plan ahead and avoids that sudden
increases give rise to liquidity shortages. Following a pre-defined publicly disclosed set of clear guidelines
would alleviate the adjustment burden for firms but also ensure alignment with evolving economic
conditions.

Shifting job loss protection from the severance pay system to unemployment insurance

Spurring formal job creation requires reconsidering the advantages and disadvantages of the severance
pay system. While the severance pay system lifts firing costs for employers and protects laid-off workers
by disbursing benefits, it also hampers formal job creation and a healthy pace of reallocation of labour
towards more productive sectors and firms (Holzmann and Vodopivec, 2012pus)).

The regulations governing severance payments in Tirkiye are the strictest across the OECD. (Figure 2.18,
Panel A). Eligibility for severance pay starts after one year of formal employment. From then on, workers
are entitled to severance pay equal to one month for every year of service. For example, a worker with
12 years of job tenure is eligible for a severance pay equal to a full year of salary. The amount of severance
pay is capped and cannot exceed the retirement bonus of the highest-level civil servant. In July 2022, the
maximum monthly severance pay was lifted to TRY 15 371 (around EUR 850 at the time). Severance pay
in Turkiye is bound to the current employer and not portable. Job creation thus also depends on whether
firms can shoulder the necessary precautionary savings for future severance payments (Holzmann and
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Vodopivec, 2012u5). Since informal workers are not eligible to severance pay, businesses can be tempted
to rely more on informal sources of labour.

Besides, the eligibility criteria imply that formal workers with “non-standard” employment histories are
deprived from the social protection that the severance pay system provides. For example, workers with
successive employment spells of less one year with different employers or, more generally, workers with
frequent changes of employers, may have insufficient social protection. Employees can only tap
unemployment insurance if they were covered by social security for at least 600 days in the previous three
years and paid contributions for at least 120 days. This constitutes a significant hurdle for many workers
on fixed-term contracts. The eligibility requirements of the unemployment insurance system need to be re-
considered.

Figure 2.18. Severance pay is relatively high while the generosity of unemployment benefits is low
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A reform of the severance pay system has been on the agenda for many years. The 10" and 11"
Development Plans list this reform as a key priority (Turkish Ministry of Treasury and Finance, 2021 g¢)).
However, previous attempts to reform the severance pay system failed to reach a consensus between
employer organisations and trade unions.

A reform of the severance pay system needs to encompass a wider reform of social protection, particularly
the unemployment insurance system. Typically, for an emerging economy, severance pay constitutes an
important source of job protection (Figure 2.18, Panel A). The introduction of unemployment insurance in
2000, besides other passive labour market policies in place that provide income support, was an important
step (Box 2.6). However, the coverage of the unemployment insurance system is narrow due to strict
eligibility criteria. The high incidence of informal employment further restricts the base of the unemployment
insurance system as informal workers do not contribute to the system (World Bank, 2019p157). As a result
of the relatively narrow base, benefits, measured as a share of previous in-work income, and the share of
unemployed workers who receive these benefits are the lowest across the OECD (Figure 2.18, Panel B
and Panel C). Within the National Employment Strategy for 2014-2023, the authorities examine how to
provide more social protection through the unemployment insurance system. Further, revising and
improving the capabilities of the unemployment insurance fund is a main priority for the public employment
agency (ISKUR).

Informality also raises considerable challenges for designing an effective unemployment insurance system.
Since informality is difficult to monitor, unemployed workers can tap unemployment benefits while
simultaneously working informally. If informality is widespread, such practice drives up benefit claims and
undermines the effectiveness of the unemployment insurance system (OECD, 20187).

A comprehensive reform of the severance pay and unemployment insurance system should move from
the protection of existing jobs towards the protection of workers. Structural change, including the digital
transformation, will entail job losses for workers whose tasks and skills get redundant. Protecting existing
jobs, for example through the severance pay system and other rigid employment regulations, will delay
necessary adjustment. However, ensuring sufficient social protection for workers to bridge spells of
unemployment while providing good access to effective re-employment services would facilitate
reallocation towards more productive employment. Overall, workers could be better protected through the
unemployment insurance system while severance pay is reduced.

Extending the coverage of the unemployment insurance system requires activation policies that balance
sufficient support with incentives to search for a new job. On the one hand, the content and design of active
labour market programmes need to adapt to changing needs, for example by also reaching out to workers
who are not unemployed but at high risk of unemployment. Such prevention and early intervention services
have proven effective if well-designed (OECD, 20191;). On the other hand, extending the coverage of the
unemployment insurance system should come with a careful re-evaluation of responsibilities for benefit
recipients. While weak work incentives are usually not a key impediment to the uptake of new employment,
they often imply that unemployed workers do not participate, or only to a small extent, in active labour
market programmes (OECD, 20191)). Indeed, for Turkiye, the OECD Indicator of Strictness of Activation
Requirements suggests that the activation of benefit recipients could be improved. In particular, this
concerns the incentives to search, prepare for or accept a new job. Stronger incentives to participate in
activation programmes need to come alongside an extension of the coverage of the unemployment
insurance system.

Introducing individual unemployment saving accounts is one option to increase incentives to stay in formal
employment or to seek new employment swiftly after getting unemployed (Holzmann and Vodopivec,
2012p5); OECD, 2018p477). With individual unemployment savings accounts, workers use their own savings
during times of unemployment. Thus, they internalise the cost of unemployment benefits which
considerably limits the risk of moral hazard (Asenjo and Pignatti, 2019ug;). Any savings not withdrawn at
retirement should be credited to pension entitlements, further increasing incentives to stay in, or return to,
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formal employment. However, due to the absence of risk-pooling, individual savings accounts may not
provide sufficient support for the unemployed, either because workers are unable to save enough or
because unemployment spells are long and frequent. Such individual saving accounts also cannot insure
against catastrophic events, like long-term disability (OECD, 20191). Further, contributors may be exposed
to considerable investment risks, depending on how the savings are invested. Therefore, individual savings
accounts should not replace the existing unemployment insurance system but rather complement it. This
would allow to combine the incentive structure of individual accounts with the risk-pooling of a common
fund. Chile provides an interesting example of an unemployment insurance system that combines
individual unemployment accounts with a collective fund (Box 2.7).

Box 2.6. Passive labour market policies in Tiirkiye

Unemployment benefits

Unemployment insurance is compulsory in Turkiye for formal jobs. Unemployment benefits are not
means-tested and not taxable. The government, employers and employees contribute to the
unemployment insurance system. Some basic statistics on the number of applicants, contributors,
entitled workers and annual disbursements are provided in Table 2.1. The premiums are based on
monthly gross incomes and amount to 1% for employees, 2% for employers and 1% for the government.
Besides unemployment benefits, ISKUR also pays health insurance premiums of unemployed workers
and provides various active labour market policies.

Workers can only tap unemployment benefits if they have contributed to the mandatory insurance
scheme for a minimum of 600 days in the last three years and if they had a formal job within the last
120 days before the termination of their contract.

Benefits amount to 40% of average gross earnings over the last four months but do not exceed 80% of
the gross amount of the monthly minimum wage.

Table 2.1. Statistics on contributions and disbursements of the unemployment insurance
system

Number of applicants Number of entitled Beneficiaries Disbursements

(In millions) workers (In millions) (In millions) (In million TRY)
2018 1.64 0.85 1.31 4.82
2019 1.96 1.02 1.67 7.99
2020 1.51 0.51 1.13 6.20
2021 1.47 0.65 0.90 4.81
2022+ 1.11 0.52 0.98 6.14

Note: Statistics for 2022 pertain to August 31, 2022.
Source: Turkish Ministry of Labour and Social Security, 2022.

Wage guarantee fund

The wage guarantee fund covers the wages of employees if the employer had to file for bankruptcy and
unpaid wages are outstanding. Wages are covered up to three months. The maximum amount of
support through the wage guarantee fund amounts to TRY 35 107.90 in 2022. Only workers registered
with social security institutions can tap this support.
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Job loss compensation

Workers whose contracts are terminated following privatisation can apply for support through the job
loss compensation scheme. The set of eligible workers comprises employees who worked for a
minimum of 550 days in the workplace that got privatised. Only workers who also qualify for severance
pay can get job loss compensation. The benefits through this scheme amount to twice the net daily
minimum wage on the termination of the labour contract.

The half-time working allowance after birth or child adoption

Female employees who gave birth or families who adopted a child under the age of three are supported
through the “Half-Time Working Benefit after Birth and Child Adoption Allowance”. The support amounts
to the gross daily minimum wage and is paid for workers who have paid unemployment insurance
premiums for at least 600 days in the past three years and who are working half of the weekly working
time. The duration of the half-time working benefit is paid for a maximum of 30 days for the first birth, a
maximum of 60 days for the second birth and 90 days for any subsequent birth.

Social assistance

The Ministry of Family and Social Services provides several social assistance benefits, in line with
Turkiye's poverty alleviation strategy. Most beneficiaries do not participate actively in the labour market,
due to disability or old age. However, a small number of them are currently employed.

Several reforms over the past decade have improved access to active labour market programmes and
have helped to widen access to social assistance programmes. Since 2010, the beneficiaries of social
assistance, who are able to work, are registered with ISKUR and thus also benefit from its various active
labour market programmes. A further reform from 2012 allows families in need who are registered with
the social security system to benefit from social assistance. Moreover, since 2018, when social
assistance beneficiaries are employed by private employers, social security contributions are paid by
the Ministry of Family and Social Services for one year.

Box 2.7. Combining individual unemployment savings accounts with a collective fund: the case
of Chile

Before Chile’s 2001 reform, unemployment protection was based on a mixture of unemployment
subsidies and severance pay (Holzmann and Vodopivec, 201245). With the 2001 reform, Chile
introduced mandatory individual unemployment savings accounts to which both workers and employers
pay contributions. The individual accounts were complemented by social insurance with self-insurance
through a common solidarity fund, the Fondo de Cesantia Solidario. The mandatory contributions to the
individual savings accounts are split between workers and employers. The government and employers
provide the contributions to the solidarity fund.

Workers need to fulfil certain criteria to be able to tap their savings accounts (Table 2.2. ). Any
withdrawals from individual accounts are triggered by the separation from the employer, regardless of
the reason. In case workers have insufficient resources on their individual accounts, eligible workers
can make withdrawals from the common fund. The resulting unemployment benefits are linked to past
earnings with a declining schedule. If eligible, permanent workers can also tap the benefits of the
severance pay system.
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Table 2.2. The unemployment benefit system in Chile

Contract Contributions ~ Contribution ~ Requirement for access when unemployed Benefits
type to individual to the
accounts Solidarity
Fund
To individual accounts  To the Solidarity Fund
Permanent  Worker 0.6% of ~ 0.8% of 12 continuous or 12 contributions in the In the first month, 70% of the average
contract wages wages for all discontinuous last 24 months. wage of the last 6 or 12 months. This
Employer 1.6%  the duration contributions in the last ~ The last three percentage falls progressively to 30%
of wages of the 24 months. contributions need to from the sixth month onwards.
Fora maximum  contract Voluntary or be done continuously Workers receiving the benefits from
of 11 years involuntary termination  and from the same the individual accounts can collect
of contract. employer. Having benefits until their balance is
Fixed-term  Employer2.8%  0.2% of 6 continuous or insufficient resources  exhausted.
contract of wages wages discontinuous in individual account.  The Solidarity Fund covers up to the

contributions in the last
24 months.

The last three
contributions need to
be done continuously

Dismissal due to
unforeseeable
circumstances, force
majeure or due to the

needs of the company.

fifth month (if permanent worker) or
third month (if fixed term worker). For
fixed-term workers the replacement
rate starts are 50%, 40% and 35%.
The benefit received is in proportion

of the average earnings of the last 12

D ST months and has maximum and

employer. et
Proof of termination of M G,
contract. The benefits received from the

Solidarity Fund are conditional on
enrolment in public employment
services.

Source: (OECD, 2022p4g)).

In case of a lack of political capital for a more comprehensive reform, policymakers could decrease the
burden to employers of the current system - and thus incentivize formal job creation - by introducing
portable severance pay accounts. Portable accounts, for example following the example of Austria
(Box 2.8), would decouple severance pay from the current employer while preserving most of their benefits.

Box 2.8. Making severance pay portable: the cases of Austria and Brazil

Prior to the 2003 reform of employment protection legislation, severance payments in Austria were not
portable and relatively high, thus broadly comparable to the system currently in place in Turkiye.
Severance pay could represent up to a full year of wages for employment spells of 25 years. Employees
lost their entitlement if they terminated the work contract since only termination by the employer or by
mutual agreement gave rise to an entitlement to severance pay. Since severance pay was bound to the
current employer, job mobility was impeded. Further, while employers were required to provision up to
half of future payments, simultaneous severance payments could expose firms, particularly SMEs, to
liquidity problems (Holzmann and Vodopivec, 201245;; OECD, 201847;). With the 2003 reform, individual
savings accounts replaced the severance pay system. Individual accounts are funded with contributions
from employers. Besides their scheduled contributions, employers did not face additional costs at the
time of dismissal. Excess savings on individual accounts were added to workers’ pensions. Employees
are entitled to severance pay irrespective of how the work contract was terminated. Ex-post evaluations
confirm that the reform supported the mobility of employees (Hofer, Schuh and Walch, 2011s0;
Kettemann, Kramarz and Zweimiiller, 2017s1;).

Brazil also has a severance pay system based on individual savings accounts (The Guarantee Fund
for Length of Service) — with one important difference. Besides severance pay, employers are required
to pay an additional indemnity payment to dismissed workers. When switching to a system based on
individual accounts, firms suddenly face regular contributions instead of uncertain one-off payments.
Over the short term, these regular contributions increase firms’ costs (Hijzen and Salvatori, 2021 s2)).
An additional indemnity payment that is reduced over time while the regular contributions increase, can
help avoid a too sudden increase in these costs.
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Better targeting activation policies to tackle job displacement

ISKUR, the Turkish public employment agency, offers active labour market programmes comprising job
and vocational counselling services, training and wage and hiring subsidies. In 2021, close to TRY
9.1 billion have been disbursed, roughly amounting to 0.6% of GDP, in line with the average public
expenditure on active labour market policies across OECD countries. Active labour market programmes
are financed by the unemployment insurance fund. There are four main hiring subsidies that aim at
increasing the level of formal employment:

« In the “Additional Employment Incentive”, ISKUR subsidises labour taxes and social security
premiums for each new employed formal worker, defined as the number of workers above the
average number of workers registered with social security in the prior year. The maximum support
period is 12 months.

e Employment of youth and women is supported through an incentive that covers part of the
employers’ social security premiums from 6 to a maximum of 54 months. Only new workers can
qualify for this subsidy. Further, employing new workers with certain vocational qualifications is
also supported through this subsidy.

e 33.5 percentage points of the total social security premiums, which amount to 34.5% of salaries,
are reimbursed by ISKUR if a firm hires a worker out of unemployment. Only workers who have
received unemployment benefits prior to their new job are eligible.

e For firms with less than 50 employees, a fourth subsidy reimburses insurance premiums up to a
threshold of five employees per employer for new workers or workers who have previously received
cash wage support.

All programmes are monitored, evaluated and regularly adapted to the needs of labour markets. Besides
these incentive programmes, ISKUR is currently implementing the “Labour Market Support Programme for
Young People Neither in Education, Employment or Training (NEET-PRO)”. With the NEET-PRO
programme, grants are disbursed to universities, professional chambers, local governments, development
agencies and non-governmental entities to support projects that intend to increase youth employment. The
programme also includes a monthly job search allowance, paid up to a maximum of four months, and a
one-time reallocation allowance.

Moreover, unemployed workers can gain work experience with a private sector employer through on-the-
job-training programmes implemented by ISKUR. The duration of this training can range from three to six
months and ISKUR pays a daily allowance to participants, including insurance benefits. Firms do not need
to pay trainees’ wages during the training. More than 2.3 million workers have benefitted from on-the-job
training between 2009 and 2021. Around half of the beneficiaries were women.

In general, well-designed hiring subsidies have a range of advantages, but their effectiveness and costs
depend on their design. They tend to have lower deadweight costs, i.e., costs that arise from supporting
employment that would have been generated without any subsidy, than wage subsidies (Brown, 2015s3;;
OECD, 20194;; OECD, 2022;55). They also appear to be more effective in bringing vulnerable workers
into employment than training measures, public work programmes or public education (Sianesi, 2008sg)).
Temporary and targeted hiring subsidies also constitute effective countercyclical tools to support the labour
market during economic recoveries (OECD, 2021s7)). To reduce deadweight costs and to increase
effectiveness, hiring subsidies should be targeted towards workers with otherwise low exit rates out of
unemployment (Brown, 20153). The authorities should streamline existing programmes and focus
support at the most vulnerable groups, for example the youth, older workers, women, low-skilled or long-
term unemployed. Allocating at least some of the funds devoted to wage subsidies to hiring subsidies
would help to increase their scope.
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Besides hiring and wage subsidies, ISKUR also offers all workers registered as unemployed job placement
and education counselling services and vocational training courses. Currently, iISKUR employs around
5 000 counsellors who help jobseekers find or change jobs but also give advice on how to improve skills.
In the first half of 2022, ISKUR managed to place more than 900 000 workers into jobs. Around 605 private
employment offices support ISKUR in providing additional job placement services. However, since 204,
492 000 workers have applied for job placement services with private employment agencies. Job
counsellors are supported by ISKUR’s profile-based counselling system, that provides targeted counselling
services, individual action plans but also allows to track the labour market performance of workers who
used ISKUR'’s counselling services. For participants in vocational training courses, iISKUR pays a daily
allowance and various insurance premiums, including health insurance. Around a third of the beneficiaries
of vocational training courses are young adults. In total around 1.3 million people have benefitted from
vocational training offered by ISKUR since 2012. Empirical evidence from randomized experiments in
Turkiye suggests that the impact on formal employment of vocational courses offered by ISKUR is limited,
at least in the long run (Hirshleifer et al., 2016sg)). There is room to increase the scope of job placement
services given the high number of unfilled vacancies. Part of the funds devoted to the provision of
vocational training courses could help to support job placement services by iISKUR. Further, engaging
private job placement and counselling providers through performance-based renumeration could support
public efforts.

Leveraging data and digital tools to provide information on job vacancies can help deliver higher quality
services to the unemployed. Better data use and digitalisation could help alleviate skill shortages through
a more efficient match of candidates to jobs (Algan, Crépon and Glover, 2018;s9)). The authorities launched
several initiatives in this respect. The Skill Map of Tiirkiye — a project by the Human Resource Office of the
Presidency, a public body that disseminates contemporary human resources management practices for
public and private entities — provides information on the regional distribution of skills based on data from
Social Security institutions. The database allows to obtain data on educational attainment and level of skills
of the active workforce, broken down by age and gender, at a granular regional level. This can help to
investigate which regions provide labour with a sufficient skill set and thus may contribute to lower the
costs of human resource planning. ISKUR could complement such tools with digital solutions that directly
allow to match vacancies to suitable candidates. For example, the French Public Employment Service has
developed an application (“La Bonne Boite”) which allows jobseekers to target their unsolicited applications
at enterprises that would be likely to employ them. iISKUR’s ongoing initiative to create an online job
matching system and a nationwide skill inventory that would allow to track changing skill needs and identify
skill gaps to provide the matching of job seekers to vacancies is a welcome step in this direction. The use
of digital tools and data in public employment services should be evaluated regularly to ensure they serve
their purpose (OECD, 2022s0)).

Transparent, non-discriminatory and competency-based recruitment procedures contribute to an efficient
matching of labour market demand and supply. Pronounced regional disparities and gender-based cultural
expectations in terms of labour market participation, field of study and job choice, could complicate the
transition from education to employment for female students. The authorities are aware of this issue and
have developed a web-based tool that bundles all opportunities for recruitment and internship in public
institutions in a non-discriminatory way (Box 2.9). This tool also directly links public recruitment to Digital
Tirkiye. Thus, personal details and information on students’ performance at school and university are
automatically entered into the Career Gate system.
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Aligning the supply of skills with evolving labour market needs

The educational system has made ample progress but has only partially met higher skill
demand

Educational attainment improved significantly over the past decade (Figure 2.19, Panel A), on the back of
higher public expenditure on education. Most of the higher expenditure was devoted to tertiary education
(OECD, 2019p1) and the share of 25-34-year-olds with tertiary education has more than doubled.
Graduation rates of young adults from upper secondary education improved considerably (OECD,
2019p1). At the same time, the share of young adults with below upper secondary or upper secondary
education decreased or remained flat. The tertiary educational attainment of women has increased fast,
closing the gap with men but still lags the OECD average.

Figure 2.19. Educational attainment has improved but gaps remain
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The increase in educational attainment met a higher demand for skills in labour markets. Over the past
decade, the number of workers in formal employment with tertiary education outpaced employment of
workers with lower educational attainment (Figure 2.19, Panel B). Employment of female tertiary and upper
secondary educated workers rose more sharply than for male workers though the increase did not suffice
to reach the level of male workers in formal employment.

Despite the considerable improvement of educational attainment, gaps remain. Around 40% of 25-34-
year-olds still do not have an upper secondary degree (Figure 2.19, Panel A). As a result, the share of 25—
34-year-olds with tertiary or upper secondary vocational education falls short of the OECD average,
particularly for women. Furthermore, the fast increase in tertiary educational attainment has resulted in a
polarization of educational profiles of workers. This polarization relates to skill shortages, which are
particularly pronounced for workers with medium-level skills. This suggests that there is room for increasing
the number of graduates from upper secondary education programmes to remedy skill shortages.

Figure 2.20. The skill mismatch is large and over-qualified workers receive lower wages
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Significant skill mismatches have emerged alongside the fast expansion of educational attainment
(Figure 2.20, Panel A). Around one third of workers in formal employment are overqualified for their current
job, significantly above the OECD average of 17%. The share of underqualified workers is below the OECD
average. Overqualified workers suffer from relatively large wage penalties as compared to their well-
matched counterparts with a similar educational background (Figure 2.20, Panel B). However, income
polarization among overqualified workers results to a considerable extent from increasing wage
inequalities across occupations..

Figure 2.21. Study fields of graduates do not match the needs of labour markets
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Source: OECD (2022), OECD Education at a Glance database; and OECD Labour Statistics, "Skills for Job" (database).

StatLink Sa=r https:/stat.link/l6moxd

Study fields chosen by students are not well aligned with labour market needs. Around 40% of university
graduates work in jobs that do not match the skills acquired during education (Figure 2.21, Panel A). The
share of all tertiary graduates studying IT- and STEM-related fields is one of the lowest across the OECD
(Figure 2.21, Panel B). These study choices are not aligned with employment outcomes. Data from UNI-
VERI, a national research project that evaluates the labour market performances of university graduates
by field of study and publicly discloses the results, show that more than 60% of business management
graduates only earn around the minimum wage. Moreover, nearly 60% of them are likely to face medium-
to high-level of skills mismatches. The prospects for law students are better since most of them faces no
skill mismatches. Still, around 40% of law graduates only earn the minimum wage. Addressing these
mismatches would allow to tap a double dividend given that a better matching of occupations with workers’
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skills can lead to significant increases in labour productivity besides the increase in human capital (Adalet
McGowan and Andrews, 20152)).

Figure 2.22. Unfilled vacancies increase despite the elevated unemployment rate
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Besides mismatches, skill shortages currently stand at their highest level in over 15 years (Manpower,
202137). An increasing share of vacancies cannot be filled despite elevated unemployment rates
(Figure 2.22, Panel A). More than 80% of employers in Turkiye report difficulties in filling vacancies.
Shortages are widespread, affecting several economic sectors but are particularly pronounced in
manufacturing sectors and activities related to operations and logistics (Manpower, 20213;). Most
vacancies cannot be filled due to a lack of professional skills or qualification or insufficient work experience
(Figure 2.22, Panel B). The 2021 Labour Market Research Study conducted by ISKUR, the Turkish
employment agency, highlights that skill shortages relate to a lack of workers with medium skills. The
shortage of workers with medium-level skills appears persistent as previous analysis came to the same
conclusion (OECD, 2018e4;; Turkish Ministry of National Education, 2018es)).
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Improving the quality of general education

The development of basic skills through the educational system is a key pillar in preparing talent for the
labour market. Regular updates of curricula are needed to align learning outcomes with changing labour
market needs. While tertiary and secondary enrolment rates have increased, the large number of young
people neither employed nor in education or training (NEETS) is worrying. A high share of the NEETs has
less than high school completion (World Bank, 201915)). This may reflect the relatively poor job prospects
for those educated youth, which may discourage some from studying.

Figure 2.23. There is room to improve educational outcomes further
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The quality of general education needs to improve. Learning outcomes for 15 year-olds in reading,
mathematics and science are below the OECD average (Figure 2.23). The satisfaction of parents with the
quality of schools is low (OECD, 20215)). Low test scores of 15-year-olds can relate to the under-supply of
early childhood education.

Turkiye has a growing number of privately operated schools. The share of students enrolled in private
schools across all layers of education has jumped from around 3% in the school year 2012-13 to nearly
8% in the year 2020-21. The increase in enrolment rates in private schools goes hand in hand with an
increasing share of private spending on education. Households account for nearly 9% of total spending on
primary education in Turkiye and 20% of lower secondary education, significantly above the OECD
average (Figure 2.24).
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Figure 2.24. Private spending on education is high
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The government should increase public spending on primary education given the remaining gaps in
educational outcomes and the large share of private spending. Public spending on primary education
relative to GDP is below the OECD average despite a relatively young population (Figure 2.25) Some
reallocations across education levels could raise overall spending effectiveness. Implementing evidence-
based spending rationalisations in education, for example based on the OECD’s evaluation and
assessment frameworks for improving school outcomes, would help.

Figure 2.25. Education spending is tilted towards tertiary education
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Teacher quality can positively influence learning outcomes of students. Limited salary progression for
teachers in Tirkiye decreases the attractiveness of the profession (OECD, 2019s1;). Empirical evidence
from Israel underlines that performance-based pay can have positive long-term outcomes (Lavy, 2020;es).
Such a system would also incentivize participation in additional training (OECD, 20207). Furthermore,
performance-based pay could encompass a component that adds a further pay bonus for teachers who
can improve learning outcomes in regions with lower educational attainment and higher drop-out rates.

An in-depth review of learning standards, curricula and teaching methods would help to identify outdated
practices. Modern and less-academic learning standards, with teaching focussed on group-work and self-
initiative, can help to unlock otherwise untapped cognitive and socio-emotional skills. Following a review
of practices, Brazil recently aligned learning standards and methods with international best practices
(OECD, 2020ps;). An update of curricula should also encompass digital and foreign language skills, a
crucial element to support Turkish firms’ integration in global value chains and digitalisation..

Improving digital skills

The lack of digital skills, besides limited access to fast broadband, is a major bottleneck hampering a more
widespread adoption of ICT tools and activities (OECD, 2021s). Improving digital skills can help spur digital
adoption across industries and ultimately lead to substantial productivity gains (Gal et al., 2019s9]). The
digital skills of Turks appear to have improved over the last decade, albeit from a seemingly low level
(OECD, 2021(5)). Survey results from the Turkish Statistical Institute show that the majority of the population
uses the internet and computers regularly, supported by the widespread use of e-government services.
Workers need a well-rounded set of skills to thrive in the digital workplace. This set is not limited to skills
related to numeracy and problem-solving in a technology-rich environment but also needs to encompass
literacy and socio-emotional skills (OECD, 20193)).

Policy actions specifically targeted at spurring digital skills should complement ongoing reforms that aim
at boosting the level of general skills. To improve digital skills, various educational programmes have been
developed and are already provided in schools and universities. However, mainstreaming the development
of digital competencies and contextualising learning outcomes for digital skills across all levels of the formal
education and training system would help ensure a wider dissemination of digital skills (OECD, 2022/7q)).
Based on Education Vision 2023, Turkiye has already succeeded in mainstreaming entrepreneurship
learning in curricula at all levels of education, together with several additional projects geared towards
teaching entrepreneurship in schools (OECD, 2021(5). Policymakers could therefore leverage on the
existing infrastructure and the organisational capital built for entrepreneurship learning to mainstream the
uptake of digital skills across the formal education system. Quality training for teachers on how to use and
integrate ICT in their teaching most effectively needs to complement any efforts to improve the acquisition
of digital skills.

Strengthening tertiary education

The government should prioritise the quality of tertiary education over the quantity of graduates with a
tertiary degree. The share of young adults with a tertiary degree increased from around 15% in 2008 to
over 39% in2022 (OECD, 2022;71)). Furthermore, the number of universities has increased from 75 in 2002
to 208 in 2022. While the share of young adults with a tertiary degree still falls short of the OECD average
by more than 10 percentage points, the swift and stark increase in the supply of tertiary graduates has
been accompanied by a rise in the unemployment rate of tertiary graduates (Figure 2.26, Panel A).
Unemployment rates and the length of the period of unemployment of tertiary graduates tend to reflect
their higher reservation wages. Results from the PIAAC survey also suggest that the quality of tertiary
education is lagging: the gap in skills of tertiary educated adults to the OECD average is significantly higher
than for workers with below or upper secondary education. The shrinking wage premia for a university
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graduate compared to graduates with only secondary education further suggests that there is an
oversupply of tertiary graduates and that the surge in graduates from tertiary education may have been
too fast (Orbay, Aydede and Erkol, 202172)).

Figure 2.26. The unemployment rate of tertiary graduates is elevated

A. Unemployment rate in 2019 and change between 2004-19

12 Tertiary education, 25-64 year-olds

m2019 £2004-19

6
3
0
-3
-6
w zZz O 4 Z2 0 cxx < 4 X Jd B F Jd o JdJ Z2 o0 Ww o2z X Z2 X BB <0 @ O
32BR52838328 2828395533583 388F8R5
B. Relative earnings, by gender and educational attainment, 25-64 year-olds, 2019
Index below upper secondary education = 100
Upper secondary! = ====- General education’ Vocational education’ = « = Tertiary education
400 400 400
350 Men o = \Women 350 Total
300 300 S~ 300
20 ==~ 250 20 T TC=.oo
200 200 200
180 e 150 Tr——
100 100 100 Ss<
50 50 50
L 1 1 1 1 J 0 L 1 1 1 1 J L 1 1 1 1 J
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019 0 2015 2016 2017 2018 2019

1. It includes non-tertiary upper secondary education.
Source: OECD (2022), OECD Labour Force Statistics (database).

StatlLink Si=Pa hitps://stat.link/4jkt30

Good and easy access to information about content, quality and labour market outcomes of tertiary
education programmes contribute to reducing mismatches by guiding prospective students in their choices.
At the same time, information about students’ labour market outcomes could also incentivise universities
to align curricula with labour market needs. The National Youth Employment Strategy 2021-2023, launched
in October 2021, includes several measures aimed at strengthening the relationship between education
and employment, for example outreach initiatives to better inform parents and prospective students about
study choices. Part of the outreach targets women. Moreover, the Human Resource Office of the
Presidency has developed an innovative tool to help students and parents to get information on labour
market outcomes of different study choices by offering detailed information on expected wages, time to
find a job and skill mismatch for around 81 different programmes (Box 2.10). Career counselling
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consultants can also tap the UNI-VERI database for information to help prospective students with their
career planning.

Box 2.9. Career gate: providing merit-based job and internship opportunities in the public sector

The Career Gate platform is the central hub for all job and internship applications with ministries and
their subsidiaries. Employers from the private sector can participate on a voluntary basis. The platform
lists all public job postings and standardises the job application process. Public institutions and
participating private institutions receive applications through the platform and can carry out various
assessment procedures.

The internship module of the Career Gate platform started as a pilot project in 2020 but, due to its
success, was quickly extended to all public institutions. Since its start, more than 245 000 offers for
internships have been made available and a total of 110 000 students have successfully secured an
internship position through the Career gate platform.

The information entered by applicants, for example personal information, high-school graduation
information or foreign language exam results, is verified since it is linked with official public databases
through the Turkish e-government system. The system automatically checks whether applicants match
the job requirements listed in the vacancy. Candidates not eligible to apply to the postings are not
allowed to pursue the application. Furthermore, for internships, the system guarantees some anonymity
and prevents a gender bias in recruitment as the hiring institution cannot see the name, gender or
address of applicants.

Policies to foster the uptake and quality of vocational education and training

Vocational education and training (VET) in Turkiye could play a larger role in addressing skill shortages.
The OECD Skills for Jobs database suggests that contrary to most other OECD countries, around 7 out of
10 jobs that face skill shortages are related to medium-skilled occupations (OECD, 2018pes). VET
graduates are traditionally employed in middle-skilled occupations (Vandeweyer and Verhagen, 202073)).
Unemployment rates of VET graduates are a touch lower than for tertiary graduates. VET graduates in
Tdrkiye can also command a relatively high wage premium as compared to other OECD countries, though
still lower than graduates from tertiary education. While the share of secondary graduates and students
enrolled in vocational programmes is around the OECD average (Figure 2.27), it falls short of the rates
observed in other countries with large export-orientated manufacturing sectors like Austria, the Czech
Republic, Germany, or Switzerland.

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023



108 |

Figure 2.27. There is room to increase the number of graduates from upper secondary education
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Vocational education and training can be an important tool to reduce the share of youth unemployment
and NEETs. Work-based learning in VET programmes helps equip students with generic and job relevant
skills (Musset, 2019741). The positive effect of work experience on employment rates of graduates from
vocational training is particularly pronounced in Tirkiye (Figure 2.28). Moreover, work-based learning, as
compared to classroom learning, facilitates the acquisition of soft skills which are increasingly important to
succeed in labour markets (Deming and Kahn, 20187s)). Improving work-based learning in schools would
therefore help to improve youth’s labour market prospects. This requires engaging employers, who are
often reluctant to offer work placements and ensuring equal access also for at-risk students.
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Figure 2.28. Graduates with work experience do better in the labour market than those without

Employment rates of vocational graduates by type of work-based learning, 15-24 year-olds

A Part-time independent experience © Mandatory traineeship © Optional traineeship = No work experience

it

8 3
O
>0—
>—0—I
o>

. gzl%

BEL
ESP
AUT
SVN
ITA
CHE
CZE
PRT
TUR
HUN
GRC
SVK
NLD
FIN
NOR
SWE
POL
GBR
DEU
IRL

EU27

Note: Based on the results from the labour force survey -ad hoc modules, 2016. The category “part-time independent experience” refers to any
work activity carried out outside from the academic curriculum. The category for “total employment rate” refers to the average employment rate
of the whole 15-24 year-old population. The groups of vocational graduates taken into account comprises both ISCED 3 (upper secondary
graduates) and ISCED 4 (post-secondary non-tertiary graduates).

Source: Eurostat (2016), LFS ad hoc modules - Young people on the labour market.

StatLink Su=r hitps://stat.link/bh6f8k

VET curricula need to be updated regularly to safeguard their alignment with skill demand in labour
markets. The Vocational Education Board, which operates under the roof of the Ministry of National
Education, determines together with relevant stakeholders the needs for apprenticeships and vocational
training in different economic sectors. It also evaluates vocational and technical education at the national
level. In addition, the Union of Chambers and Commodity Exchanges of Tirkiye supports the provision of
vocational education. Besides, several private sector entities provide vocational programmes in close
alignment with public standards and requirements. Provincial Employment and Vocational Education
Boards support national efforts at the regional level by monitoring skills demands and proposing regional
vocational courses.

While job prospects for vocational graduates are good, blue-collar work suffers from low reputation, similar
to many other OECD countries. This underlines the need for specific career guidance to help young people
better understand what VET programmes have to offer, including their labour market prospects. The
Human Resource Office of the Presidency has prepared a promising project, the so-called Career
Counselling Information System, which enables school advisers, psychological counsellors, and guidance
teachers to compare jobs and institutions based on the labour market performance of graduates from
vocational schools of higher education and higher education programmes. In contrast to UNI-VERI, which
only features tertiary education programmes, the Career Counselling Information System also allows to
evaluate the labour market performance of 42 vocational schools delivering higher education. An extension
of this system would be a welcome step in addressing the low reputation of vocational education.

Towards a new culture of continued education and training

The relatively low level of adult skills underlines the need for a continued updating of skills (Figure 2.29).
Training and lifelong learning can, supported by career guidance for adults, counteract skill depreciation
and contribute to a swifter reallocation of occupations to newer, more productive sectors (OECD, 2021(7)).
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Digitalisation will likely require more frequent updates of professional and technical skills of business
owners, managers, engineers, and workers. While the initial education system plays a bigger role in
equipping workers with skills when the workforce is relatively young and growing, a well-developed and
effective system of lifelong learning is also important in aligning skills with labour market needs.

Figure 2.29. Educational attainment of adults has improved but skills lag behind
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Source: OECD Survey of Adult Skills (PIAAC) (2012, 2015, 2018), Tables A2.2, A2.4 and A2.7.
StatLink Si=m https:/stat.link/hqrf50

OECD ECONOMIC SURVEYS: TURKIYE 2023 © OECD 2023


https://stat.link/hqrf50

1111

Box 2.10. The UNI-VERI project: Evaluating labour market prospects of tertiary degree programmes

The UNI-VERI project was started in 2019 by the Human Resources Office of the Presidency. It provides
a free to use website that allows to compare the labour market prospects of around 81 higher education
programmes across six indicators, comprising entry wages to the share of graduates in public employment
(see Figure 2.30 for an example).

UNI-VERI is based on several administrative databases. It brings together data on graduates from the
Council of Higher Education with employee information from the Social Security Institutions database. The
underlying administrative data are anonymized.

The project essentially provides access to three different layers of data. First, data aggregated at the
country level is publicly available through the UNI-VERI website and allows high-school students, tertiary
education professionals and policymakers to compare different degree programmes. Second, school
rectors and career center professionals can get access to labour market outcomes of graduates from their
university. This allows to compare the performance of their institution across several indicators with similar
programmes in Turkiye. Third, counselling teachers in high schools can access data on labor market
performance of all degree programmes at each university in Turkiye. A further layer covers the labour
market performance of vocational degree programmes in tertiary education.

Figure 2.30. An innovative digital tool to compare job market prospects of different study fields
Share of graduates by entry-level monthly wage
%

100

m Economics @ Computer engineering
80

60

40

20

TRY 4250-5999 TRY 6000-7999 TRY 8000-9999 TRY 10000 and above

Note: Data rely on information of graduates from a 4-year program between 2014 and 2019. Graduates of online faculties of universities and
over the age of 35 are not included in the sample. The university graduate information obtained from the Council of Higher Education are
matched with the employee information from the Social Security Institution (SSI). Reported wages are adjusted for inflation and expressed in
terms of 2021 prices. See the source for more details.

Source: Presidency of The Republic of Tiirkiye, Human resources office, https://www.cbiko.gov.tr/en/projects/uni-veri.

StatLink Sa=m https:/stat.link/79zctk
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Figure 2.31. Participation in lifelong learning is low

Participation in lifelong learning, 25-64 year-olds, 2021
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Source: Eurostat (2022), Education and Training Statistics, "Adult learning statistics".
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Only few adult workers participate in lifelong learning (Figure 2.31). Further, in line with other OECD
countries, the heterogeneity in uptake of training across different levels of education is high: the share of
high-skilled adults participating in lifelong learning is almost 50% higher than the share of low-skilled adults.
This is particularly worrying given that low-skilled workers are in greatest need of expanding their skills. An
awareness campaign targeted at enterprises but also workers would help foster a lifelong learning culture
among Turkish adults. Experience from several OECD countries shows that proactive campaigns that
target public spaces, e.g., kindergartens and schools, can be successful in reaching out to lower-skilled
workers. Mobile information centres, following the example of the city of Brussels in 2017, could also be
beneficial to engage low-qualified jobseekers in adult learning (OECD, 202077)).

Individual learning accounts can provide the soil for an effective system of lifelong learning. With individual
learning accounts, workers accumulate training rights over time. The rate of accumulation can depend on
the initial skill level, thereby providing greater opportunities to lower-skilled workers. The accumulated
funds can then be used to purchase training from certified providers. However, non-wage labour costs are
already relatively high, especially for the many small businesses. Public support for funding training
accounts in Turkiye could help to avoid further increases in non-wage related costs for employers. This
support could be higher for lower-skilled or otherwise vulnerable workers. Experience from several OECD
countries with individual learning accounts is promising, provided the authorities ensure quality safeguards
for participants (OECD, 20217g)). Individual learning accounts in France have helped to increase
participation rates of lower-skilled workers (OECD, 2019y9). Besides individual learning accounts,
leveraging digital tools, for example like the Distance Learning Gate of the Human Resource Office of the
Presidency, which offers free training to public employees, can constitute a cost-effective way to increase
the number of training participants.

Individual learning accounts have a range of features that make them particularly relevant for Turkiye. First,
they empower workers to access training, in particular if training rights are portable. Second, individual
learning accounts lay the ground for a competitive market for re-skilling services. This helps to ensure that
the set of training provided is in line with labour market needs. Learning accounts also reduce the high
opportunity costs of adult learning by providing a framework for modular training which can be spread over
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time. Indeed, training entails some extra costs for businesses in the short term. Workers need to be
replaced for the time of training while wages for those on training still need to be paid. Smaller firms are
particularly exposed to the opportunity costs and often cannot send workers on training due to concerns
over how to finance it or over finding suitable replacement. Financial support would help to ensure that
workers in smaller firms also have access to training.

To be successful, learning accounts need to be accompanied by a thorough assessment of individuals’
current and future skill needs. Recognition of prior learning can serve to identify training needs and to
acknowledge and certify experience and skills from on-the-job training, informal apprenticeships, and other
forms of non-formal education (OECD, 2017sq)). Recognition of prior learning is particularly helpful for
vulnerable workers, for example informal workers, migrants, or refugees, and could contribute to smoothen
the transition of informal workers into the formal workforce (Meghnagi and Tuccio, 2022s1). Tlrkiye has
already set up the framework and infrastructure for validating non-formal and informal learning, including
for migrants and refugees (Akkok, 2019s2)). Further efforts to build up quality assurance, the inclusion of
qualifications but also the validation of non-formal and informal learning would be welcome (European
Commission, 2018s3)).
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MAIN FINDINGS

RECOMMENDATIONS (key ones in bold)

Better labour market regulations to promote job creation in the formal sector

Rigid employment rules, including for fixed-term and temporary work
agency contracts, are contributing to the widespread use of informal
and semi-formal work practices.

The tax wedge on labour is high, partly reflecting social security
contributions. A large variety of incentives are used to mitigate the
negative impact on job creation in the formal sector.

A high minimum wage, relative to median wages, reduces the
prospects for low-income workers to obtain formal employment,
particularly for women and young workers.

The severance pay system makes formal job creation very costly and,
since it is bound to the current employer, hampers the reallocation of
labour to more promising activities and businesses. Unemployment
insurance fails to provide sufficient social protection to all workers.

Make permanent work contracts more flexible and increase the
scope for fixed-term and temporary work contracts, while
ensuring social protection of workers and access to
reemployment services.

Assess the cost-effectiveness of the various incentives, consider a
leaner system with lower contribution rates and remove subsidies that
provide similar incentives.

Ensure that minimum wages are affordable for firms, for example
by setting a minimum wage floor at the national level and
promoting collective bargaining at the enterprise level.

Shift social protection from the severance pay system to a

broader-based unemployment insurance. Introduce portable
severance accounts.

Boosting labour market prospects of women

Formal employment rates of the youth and female workers lag behind.
Labour force participation of women is the lowest across the OECD.

Efforts to increase the labour force participation of women risks
increasing the already relatively high unemployment rates of women.

Public spending on primary education is below the OECD average
while the population is relatively young and educational outcomes lag
behind. High private spending on primary education exacerbates
inequalities of opportunities.

Women take on the bulk of domestic care services, including but not
limited to childcare. Mothers are entitled to a maternity leave of 16
weeks, in line with the OECD average while fathers can only take one
week.

Continue to bring more women into formal employment,
including by reallocating funds devoted to wage subsidies to
well-designed hiring subsidies targeted at women and other
most vulnerable groups.

Ensure the availability of career counselling, adult training and job
placement services targeted towards the needs of women.
Increase and broaden the provision of quality early childhood
and primary education.

Increase the uptake of paternity leave to signal the importance of a
more equal sharing of care work across gender, for example by
introducing paid bonus months for paternity leave if fathers take a
pre-defined period of paternity leave.

Better targeted activation policies to address job displacement

Skill mismatches and shortages prevail.

Job vacancies are elevated.

Increase the number of persons receiving counselling services by
engaging private job placement and counselling providers through
performance-based renumeration.

Through the use of more comprehensive digital tools, support the
improvement of public job counselling services.

Adjusting the supply of skills to evolving labour market needs and digitalisation

Some learning curricula and related teaching methods for primary and
secondary education appear outdated.

Improving digital skills can help to increase the adoption of digital
technologies, which have a potentially large productivity dividend.

While the share of young adults with tertiary education increased
significantly, there are important fields of study mismatches.

There are significant shortages regarding middle-level skills. Middle-
level jobs suffer from low reputation. The government has recently
introduced innovative tools to assess educational institutions’
outcomes and disclose results to the public to steer choice.

Adult skills are lower than in most other OECD countries. At the same
time, participation in lifelong learning programmes is low.

Combine modern learning standards and curricula with new teaching
methods to foster group-work and self-initiative and improve soft
skills.

Develop a holistic strategy for digital skills and better mainstream
digital skills across all layers of the formal education system.

Increase the use of the UNI-VERI website and underlying database
through a public awareness campaign.

Enhance up-to-date information on labour market outcomes for
graduates from vocational education tracks, for example by
extending the Career Counselling System.

Incentivise adult participation in high-quality lifelong learning, for
example through individual learning accounts and improved career
guidance. Consider financial support for smaller firms to support adult
training across all firm sizes.
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