Bilateral trade between Turkey and
the UK
Turkey’s economic expansion
Turkey is the trading bridge between Europe and Asia benefitting from a time zone that covers part of the working day in both
continents. Its growing population is forecast to reach over 90 million by 2035, up from just over 80 million today.1 As Turkey’s economy
has expanded, growing numbers of households have more disposable income increasing demand for a range of goods and services.
Turkey’s economy has grown rapidly over the past 25 years to reach a GNI of US$782 billion in 2015. During the 1990s its economy was
characterised by boom and bust, with annual growth rates fluctuating between -5.5 per cent and 9.3 per cent. Financial markets, interest
rates and the exchange rate were also very volatile. In response to the 2000-01 Turkish banking crisis, the Government implemented
a more aggressive anti-inflation policy, giving the central bank independence over monetary policy and a target to maintain price
stability. Over the same period, the Government began a program to reduce the country’s large budget deficit and implemented steps
to restructure and rehabilitate the banking sector and improve its regulatory and supervisory framework. The AK party were elected
in 2002 with a pro-business stance and between 2003 and 2007, the economy grew at over 7 per cent per annum. Turkey opened up to
foreign trade and finance, harmonized many laws and regulations with European Union standards and greatly expanded access to public
services.
However, in Q2 2008, the economy was hit by soaring oil and commodity prices and then by the onset of the global financial crisis. The
impacts of the crisis, although severe (Turkey’s GDP decline by 9 per cent between 2008 and 2009), were cushioned by the health of
Turkey’s banking sector, the prudent fiscal and monetary stance adopted by the Government, the floating exchange rate regime and
strong international reserves. Turkey, unlike many of its peers, did not transfer any public funds to the banking sector.2
The World Bank has expressed concerns about Turkey’s capacity to sustain progress stating that growth rates have slowed, per capita
income has stagnated, unemployment is rising and reform momentum has been uneven. Slow growth in Europe (Turkey’s largest export
market) and wars in neighbouring countries have negatively impacted investments, exports and growth. During 2015-16, 3 million
Syrian refugees fled to Turkey creating new social, economic and political demands.
Elections in June and November 2015, a cabinet reshuffle in May 2016, an attempted coup in July and the consequent replacement of
public officials have all affected the Government’s reform momentum. Turkey was also unfortunate to suffer from a series of terrorist
attacks which has reduced its attractiveness as a tourist destination and weakened foreign investment. Private investment has also been
delayed, leading to slower economic growth.3
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Figure 1. Turkey’s Gross National Income

Source: World Development Indicators, World Bank 2nd Jan 2017, Atlas Method, Current US$

Turkey’s economic outlook
Political uncertainty, security risks and geopolitical issues have impacted on consumer and investor confidence in Turkey. In the
first three quarters of 2016, Turkey’s annual growth rate averaged 2.4 per cent and Q3 saw a contraction of 2.7 per cent year on year
(seasonally adjusted).
Inflation reached 8.5 per cent at the end of 2016, a consequence of a sharp depreciation of the Turkish lira and an increase in tax. The
balance of payments deteriorated as tourism revenues shrank but the central government budget and public debt ratios to GDP remain
relatively healthy. However, new legislation for auto-enrolment in Turkey’s private pension system from the start of 2017 and the recently
established Turkish sovereign wealth fund should benefit Turkey’s key macroeconomic indicators in the medium to long run.
PWC estimates that Turkey has the potential to grow at an annual average rate of around 3 per cent over the next 34 years – the fastest
of the European countries in its study - compared to 1.6 per cent on average for the G7 countries. The IMF currently ranks Turkey’s
economy as the 14th largest in the world. By 2030, Turkey is projected to become the world’s 12th largest economy in Purchasing Power
Parity (PPP) terms and will reach 11th by 2050 if it manages to implement significant structural reforms.4
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New trade opportunities arising from Brexit
The number of Turkish people living in the UK has increased over the past decade. Around 72,000 people who were born in Turkey now
live in the UK and around 28,000 British nationals have emigrated to live in Turkey.5
Since the Brexit announcement, UK Government officials have been informally discussing new trade deals with a wide range of potential
partners including Turkey. Boris Johnson, Secretary of State for Foreign and Commonwealth and Theresa May, Prime Minister have
both visited Turkey to discuss how trade between the two nations can be boosted post Brexit. In January 2017, Theresa May announced
a £100 million defence deal to help develop fighter jets for the Turkish air force and Mr Erdigan, President of Turkey, announced his
intentions to boost trade with UK from US$15 billion to US$20 billion.6

Levels of inward investment from Turkey to the UK
Since 2003, Turkey has directly invested in just over 1,100 projects across the world creating an estimated 222,000 jobs and an estimated
Capital Investment of £31.8 billion. The UK is the 8th most popular destination for Turkish FDI attracting 2.6 per cent of these projects.
This is some-way behind the leader Germany who attracted 16 per cent of projects.
Table 1. Top destination countries for FDI from Turkey.

Country

Share of projects (%)

Germany

16

Russia

11

Romania

6.6

Bulgaria

4.9

Azerbaijan

3.2

USA

3.2

Macedonia

2.9

United Kingdom

2.6

Source: fDi intelligence from the Financial Times Ltd.

London and Partners, the Mayor of London’s inward investment agency, have recorded 18 FDI projects into the city over the past nine
years. The projects invested in the business services, retail, ICT, life sciences, construction, creative, environmental and energy sectors
in the city. The EMEA team at London and Partners have seen an uptick of interest from Turkish companies and a strong pipeline of
projects starting to build up with interest in particular from ICT, business services and retail sectors and are anticipating a growth
in business deals from Turkey.7 One example of a recent investment is mobile developer Gram Games who are moving their global
headquarters to London from Istanbul and investing £4m in expanding operations over the next month. The company plans to create
thirty new jobs and believe that the talent pool in the UK is second to none.8

@DACBeachcroft
DAC Beachcroft LLP
www.dacbeachcroft.com

Levels of FDI into Turkey from around the world
Between 2011 and 2015, US$71.3 billion of FDI was invested into Turkey from around the world. The majority of FDI inflows were from
Europe, North America and the Gulf countries and the key receiving sectors were financial services and manufacturing.
Table 2. Components of FDI Flows into Turkey

US$ million
2011

2012

2013

2014

2015

FDI Total (Net)

16,182

13,284

12,384

12,523

16,957

Equity
Investments
(Net)

14,145

10,126

9,310

8,315

11,595

Inflows

16,136

10,759

9,878

8,576

11,959

Liquidation
Outflows

1,991

633

568

261

364

Intra-Company
Loans*

24

522

25

-113

1,206

Real Estate
(Net)

2,013

2,636

3,049

4,321

4,156

*provisional figures
Source: Central Bank of Turkey
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Trade
Over the 16-year period to 2015, trade between the UK and Turkey has nearly quadrupled from £3.52 billion to £13.45 billion. The UK is
the second most important market for Turkish exports with a share of 7.34 per cent, behind Germany who have a share of 9.33 per cent.
Whereas Turkey is the 22nd most important market for UK exports with a share of 1.16 per cent of the market.9 The UK imports more
goods and services from Turkey than it exports to it.
Figure 2. Total imports from Turkey to UK and exports from UK to Turkey between 1999 and 2015

Source: Office for National Statistics, Pink Book
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Trade in goods
In 2016, the UK imported £9.36 billion of goods from Turkey and exported £4.56 billion of goods to Turkey. Machinery and transport
equipment (which includes TVs and white goods as well as truck and cars), manufactured goods (which includes textiles) and
commodities (mainly gold) together account for 93 per cent of the goods imported. For example, the Turkish company Beko, is a wellrecognised budget white goods brand popular within the UK and they have recently partnered with two UK universities to develop R&D
and accelerate innovation for the company’s consumer electronics business.
Figure 3. Standard Trade Industrial Classification of imports from Turkey to the UK in 2016

Source: HM Revenues and Customs Trade Statistics Unit
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Figure 5. Standard Trade Industrial Classification of UK exports from Turkey in 2016

Source: HM Revenues and Customs Trade Statistics Unit
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Trade in services
Trade in services covers transport, travel, insurance and pensions, financial, telecommunication and computer, cultural and recreational,
and government services. Overall the value of trade in services between the UK and Turkey is less than the value of trade in goods
between the two countries. In 2015, the UK exported services worth £1.24 billion to Turkey and imported £1.59 billion of services.
Figure 6. Trade in Services between Turkey and the UK

Source: Office for National Statistics, Pink Book

Tourism
Tourism is a key export service sector for Turkey with UK visitors accounting for the second largest share (8 per cent) after German
tourists (20 per cent). However, following terrorists’ attacks at popular tourist destinations in 2015, the numbers of visitors dropped
by 36 per from the previous year.10 In July 2015, 422,000 British visitors travelled to Turkey but in July 2016 this had dropped to 278,000
people.11 Travel advice from the Foreign and Commonwealth Office states that there is a high threat from terrorism in Turkey so it is
unlikely that tourist numbers will improve over the coming year.12
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Imports of selected service sectors from Turkey to the UK
Imports of merchanting,13 other trade-related and services between related enterprises more than doubled between 2012 and 2015
increasing from £18 million to £40 million. Similar growth levels were experienced in imports of technical, trade-related, operational
leasing and other business services which doubled from £17 million in 2012 to £34 million in 2015. Imports of professional, management
consulting and research and development services also increased over the same time-period by 70 per cent.
Figure 7. Imports of selected service sectors from Turkey to the UK, 2012 and 2015

Source: International Trade in Services 2015, ONS released 31 January 2017
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Exports of selected service sectors from UK to Turkey
Exports from the UK to Turkey of services in television, film, professional, management consulting and research and development,
technical, trade-related, operational leasing and other business services have all increased between 2012 and 2015. However,
merchanting other trade-related services between related enterprises have declined over the same period.
Figure 7. Imports of selected service sectors from Turkey to the UK, 2012 and 2015

Source: International Trade in Services 2015, ONS released 31 January 2017
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Future trade opportunities
Turkey has been through turbulent times recently and a referendum on constitutional reforms scheduled for April will be delaying
potential investors into the country. But in the long-term Turkey has considerable growth potential as a consumer and business market.
“In the short-term, steadfast development will be a work in progress. But knowing the Turkish business community, and its historic ties
to the UK, our relations will be resilient. Turkey possesses the basic fundamentals and dynamic of any developing nation. With half the
population under 30, a growing middle class, and a well-educated workforce, Turkish people have demonstrated time and time again
their keen sense of commerce and their willingness for self-improvement in the context of a increasingly globalized economy. With
Turkey’s ambitious 2023 goals and the country’s development so far, I’m optimistic for future collaborative opportunities between the UK
and Turkey.”
Chris Gaunt, Chairman, British Chamber of Commerce in Turkey14
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