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Highlights

Overall, the Turkish economy was moving in a positive direction in Q1 2020 until the Covid-
19 outbreak was confirmed in the country in March 2020. Any impact on the economy will
likely be observed in the result in Q2 2020 figures.

Inflation rates were stable through Q1 2020 at around 12%; 11.86% in March.

The unemployment rate decreased from 13.8% to 13.6% between January and February but
is expected to be higher after the impact of Covid-19 on businesses.

The Minimum Expenditure Basket' cost was also stable in Q1 2020 at 495 TRY per person
per month, but this is a 14% increase compared to the cost of 434 TRY in Q1 2019.

Food availability and accessibility is not a concern for the upcoming period, but economic

uncertainty remains.

Turkey Macro-economic Situation

By the end of Q4 2019, the Turkish
economy had recovered from the 2018
contraction and, overall, grew positively by 1%
during 2019. The positive start in Q1 2020 is
reflected in the stable yearly inflation rates
(around  12%) between  January-March
compared to 20% in Q1 2019. However, Q1
2020 was also characterized by
unprecedented disruption to the global and
national economies due to the outbreak of
Covid-19. In Turkey, flights from China and
other countries with confirmed cases were
cancelled starting early February?; and borders
with Iran and Iraq were closed in the second
half of February®. The first case of Covid-19 in

Currency Exchange

The Turkish Lira has continued to
depreciate against the USD since September
2019. As shown in Figure 1, the exchange rate
deteriorated by 8% between the end of Q4

Turkey was confirmed on March 11th, 2020,
triggering a set of precautionary actions (see
call-out box 1) intended to reduce the spread
of the virus through the promotion of social
isolation, including the closure of businesses.
The different preventative measures including
restrictions have greatly affected international
trade and led to significant slowdown of
national economies®. The IMF considers this
pandemic season to be the worst recession
since the Great Depression, with a 3%
contraction in global economy predicted for
2020°.

2019 and the end of Q1 2020, reaching the
second highest level (1USD = 6.33TRY) since
September 2018 during the economic
contraction.®




Figure 1: Exchange rate between TRY and USD 2018 -2020
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Inflation

The annual inflation rate was fairly stable in Q1 2020, with
levels similar to those observed in Q1 2018 prior to the eco-
nomic downturn that started in Q2 2018, and significantly lower
than Q1 2019 levels (Figure 2). The monthly inflation rate in
January 2020 was slightly higher (1.35%) than expected (1.1%)
as a result of the 4.7% monthly increase in food prices, which
was mainly driven by the increase in the cost of fruits and veg-
etables.”

Figure 2: TurkStat’s Consumer Price Index Trend, March 20201

Even though there were concerns that potential panic buy-
ing in response to Covid-19 lockdown measures would in-
crease the price of food and hygiene items, in fact data in
March showed the contrary; the yearly inflation rate went down
slightly to 11.86%, with the highest cost increase noted on
health expenditure® with the inflation rate for the CPI Category
C® (which includes hygiene items) was 10.49%, much less than
the overall inflation rate.™
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Economic Growth

In January and February 2020, the Turkish economy was

previous year'?

moving in a positive direction, following positive growth regis-
tered in Q3 and Q4 2019 at 1% and 6% respectively. As indi-
cated in Table 1, all sectors grew positively compared to the

Table 1: Quarterly Sectoral Growth in 2018 and 2020"

except for the construction sector, which con-
tinued to shrink, though at a slower rate. The manufacturing
and service sectors were the leading sectors for growth with
more than 5% growth between Q3 and Q4 2019.

Q1 2018 Q2 2018 Q3 2018 Q4 2018 Q1 2019 Q2 2019 Q3 2019 Q4 2019
(%) (%) (%) (%) (%) (%) (%) (%)
Agriculture 8.1 -0.9 2.4 0.3 2.6 3.6 3.6 2.5
Manufacture 8.1 4.4 1.2 -7.7 -4.2 -3.4 1.4 6.3
Construction 6.8 1.5 -6.3 -7.8 -9.3 -12.7 -8.3 -3.8
Services 10.5 9 4.6 -1.0 -3.4 0.2 0.6 7.8
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Even though the economy had a promising start in early
Q1 2020, the Covid-19 outbreak confirmed in Turkey affected
the March figures drastically. The measures taken on March
12" to prevent the spread of the virus included sudden closure
of businesses, resulting in reduced economic activity (See the
call-out box 1)". The Industrial Production Index'®, which had
exceeded pre-2018 slowdown levels in February 2020 at 8.5%,
plunged to -2.0% in March 2020 (Figure 3). Similarly, the
manufacturing Purchasing Managers’ Index (PMI) had exceed-
ed the 50-point threshold again after 22 months reaching 52.4
in February but went down sharply to 48.1 " in March.

Unemployment

The unemployment rate remained fairly stable in the first
part of Q1 2020, changing from 13.8% in January to 13.6% in
February (Figure 4), but remained higher than the pre-2018

Figure 3: Industrial Production Index Annual Change Rates - March 2020
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slowdown levels. By comparison, the yearly unemployment rate
between 2018 - 2020 has remained much higher than the aver-
age observed in the years preceding the 2018 slowdown
(Figure 5).

Figure 4: Unemployment rates between 2018 and 2020
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The youth unemployment rate in February 2020 was
24.4%, 1.7% lower than in February 2019, but much higher
than the level in February 2018 (19%)®. The informal employ-
ment rate went down from 33.5% in February 2019 to 30.0% in
February 2020'"°. However, these figures might reverse as
many businesses experienced sudden shutdown with the
Covid-19 pandemic and may not be able to afford the social
security cost of their employees.

As the pandemic disrupted the cash flow in the economy,
the Government took preventive measures to ease the pres-
sure on businesses and provide a safety net for affected peo-
ple (See the call-out box 2)%.

Figure 5: Unemployment rates trend between 2000 and 2020
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Food Prices

WFP VAM and M&E unit monitors the prices of a minimum
food basket for Turkish people that consists of nutritionally bal-
anced staple food items?'. The cost of the food basket per per-
son increased from 197 TRY in Q4 2019 to 205 TRY in March
2020, an increase of around 3 TL increase per month (Figure
6). The food price increase was the leading factor for inflation
in January and, even though the food inflation rate in March
(10.05%) was below the overall inflation rate, the prices of pro-
cessed food increased by 17.28%%% The price of bread in-

creased from 5.8 TRY per kilogram in Q4 2019 to 6.1 TRY in
March 2020. Considering that a person is assumed to consume
7.5 kg bread per month in the food basket calculation, it con-
tributed significantly to the increase in the food basket cost.

The Ministry of Agriculture and Forestry announced that
the production, stock and supply chain for staple food items is
still functioning and prepared for the next quarters®, so food
prices are not expected to increase drastically.
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Figure 6: Food price trends between 2016 and 2020
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Energy Prices

The interruption caused by Covid-19 preventive measures ~ State that the decrease in the oil prices will only play a p;rtial
on daily life and economic activities reduced the demand for  role of stabilizer for the economy during this shock period.
energy, therefore prices went down. The production increase

Figure 7: Energy Price Trends (TL/Unit) 2016-2020
by Saudi Arabia and Russia in March dropped global oil prices

further.* In Turkey, petrol prices first increased to 7.07 TRY in Energy Brices (TL/Unit)
January due to geopolitical instability, then went down to 5.8 ;f, "
TRY in March 2020, the lowest cost in the last two years 65 2
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Minimum Expenditure Basket*®

The MEB calculation is based on a six-person Turkish The average cost of a MEB was 495 TRY per person as of
household, and the item prices for commodities are retrieved ~ March 2020 (Figure 8). As previously mentioned, despite the
from TurkStat (Turkish Statistical Institute). The TurkStat €Xpectation of cost increases during the Covid-19 pandemic,

commodity prices reflect the preferences and brands of the MEB cost remained stable in Q1, showing an increment of
average Turkish consumers. only 1 TRY between February and March.

Figure 8: MEB costs for a 6-People Household, between 2017-2020

MEB (June 2017 - March 2020)
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Figure 9: MEB Cost per Region in Q1 2020
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8 Istanbul remains  the most
expensive region with a MEB cost of 634
TRY, closely followed by Izmir at 599
TRY. As shown in Figure 9, Bursa-
Eskisehir-Bilecik region (499 TRY) has
caught up with the MEB cost in Ankara
(500 TRY), due to the ongoing low
inflation rates in Ankara.
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Implications of the CoViD-19 Pandemic

As previously indicated, the Covid-19 outbreak prompted
the Government to institute measures intended to reduce the
spread of the pandemic, summarized in call-out box 1. Similar
to the other countries affected by the global crisis, these
measures directly and indirectly affect the entire functioning of
the economy, leaving the Government, businesses and
individuals in hardship. In Figure 10 below, Baldwin & di Mauro

Figure 10: Covid-19’s multiple strikes in the circular flow of income diagram®
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(2020) illustrate how the economy functions and how the
lockdown measures interrupt this mechanism.

Since the first Covid-19 case in Turkey was later than in
the other countries, thanks to earlier measures such as
suspension of some international flights, Turkey had some time
for preparatory actions to prevent the spread of Covid-19.

Even as the preventive measures were implemented,
access to food and other essential commodities was secured;
the markets remain open through the weekdays and there are
alternative shopping options; many local stores and market
chains developed websites and applications for grocery
shopping online, and also started to accept orders through
phone or WhatsApp messages.*

However, the current shutdown of many businesses,
especially the manufacturing and service sectors which are not
only important for economic growth®' but also a source of
employment for many, affected the cash flow significantly. In
order to prevent businesses from bankruptcy and workers from
unemployment, the Government has taken certain measures
(see call-out box 2).

Call out box 1:
Measures against spread of Covid-19

Restaurants, cafes, cinemas, theatres, mosques, bars, nightclubs, amusement parks, sports centres, public baths, wed-

ding halls, and hairdressers were closed

Public gatherings and meetings were suspended

Schools and universities switched to distant learning, affecting the support personnel (e.g. shuttle and catering services)

Sports events took place without spectators between March 12-19, then all games were suspended

Flights between Turkey and 71 countries were cancelled

Inter-city transportation was permitted with half capacity at first, then on April 3", banned for 31 provinces

Public staff started working in shifts and flexible hours

People over age 65 or with chronic diseases were restricted from going outside and, from April 4", youth under 20 were

also restricted
Market hours were shortened and capacity reduced

Partial curfews are implemented during the weekends
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The impact of the virus is expected to be more severe in
all economic sectors; according to the World Economic
Situation and Prospects report®?, there is a 15% shrinkage
expected for world trade in 2020. An estimated 34.3 million
people around the world are expected to fall below the extreme
poverty line in this year. The increase in unemployment is very
likely to cut cash flow and reduce market demand. Businesses
may therefore rely more on credit for capitalization®, reduce
the number of employees and/or wage levels. As noted in a
recent WFP analysis on the impact of Covid-19, the main driver
of vulnerability among households in the short term will be due
to the loss of employment or reduction in wages, given that the
macro-economic environment has so far been fairly stable with
negligible change in the cost of the Minimum Expenditure
Basket®.

At macro level, the food supply is not a major concern
given that Turkey is a food producing country. However, Turkey
exports fresh food products and imports cereals and oil seeds.
In March 2020, there was a 35% increase in vegetable and fruit
exports, while the import of both cereals and oil seeds
decreased by more than 20%. This is probably a result of a
combination of factors as illustrated in Figure 10 as well as the
depreciation of the Lira which effectively made exports cheaper
and imports more expensive. This decrease in imports could
also suggest increased reliance by the manufacturing sector on

Call out box 2:
Economic Measures

1000 TRY assistance for 2 million low-income families
Increase of lowest retirement pension to 1500 TRY

A total of 7 billion TRY support for the people working
for minimum wage

Increase of the SASF funding amount to 180 million
TRY

The 1000 TRY Bayram bonus payment for the retired
paid in April 2020

Credit card payments were suspended till June 2020
Banks to provide credit to businesses, up to 25,000
TRY, dated for 36 months with no payments in the first
six months, the current credit payments suspended to
June 2020

For the artisans, credit to be provided up to 25,000
TRY for 12 months period with no payment in the first
three months

Banks to provide credit to businesses to cover the
monthly personnel expenses

Credit offered to businesses for capital continuity as
additional support for those that experienced a cut in
the cash flow

VAT declaration and payments were suspended

VAT for air cargo was reduced to 1% for three months
6 Million TRY support for the firms producing disinfect-
ants, protective gowns, goggles, and masks

Custom taxes were waived for masks, ventilators, and
ethyl alcohol

Export businesses to be supported with stock financ-
ing facility

locally produced raw materials rather than imported
intermediate goods in response to the global disruption of
supply chains.

Provided food and energy prices remain stable, how
domestic production adjusts to these dynamics will be a key
determinant in how the MEB cost changes in the medium term
(Q2/Q3 2020); Continued utilization of locally produced raw
materials in the manufacturing sector would mean a stable
MEB cost in the medium term, while reliance on imported
intermediate goods would mean the cost of final products also
increases due to depreciation of the Turkish Lira.

Overall economic growth will however be affected as
predicted by both the World Bank and IMF*®. As the summer
season is ahead, the agriculture sector might draw a more
positive picture than the other sectors in the upcoming period
because it is the harvest season that reduces the prices of
fresh products and provides employment opportunities for
seasonal workers to generate some income. However,
agriculture’s share in GDP was only 6.4% for 2019, and
therefore its impact on the economy would remain limited.
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