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BUILDING A MODERN GLOBAL 
ECONOMY IN A CENTURY

Turkey has set ambitious goals and targets for 2023. The most popular of these is 
to rank among the world’s 10 biggest economies. For this objective to be met, there 
are several key economic, social, and political conditions that must be fulfilled. 
Turkey will have to grow on average eight percent per annum. For this objective to 
be met, there are several key economic, social, and political conditions that must 
be fulfilled. In the economic sphere, maintaining a high investment to GDP ratio 
is pivotal. For sustainable growth, Turkey should increase total factor productivity 
through considerably larger investment in R&D and human capital. Also, Turkey 
should increase domestic saving rates in order to address the saving-investment 
gap.
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n the early years of the Turkish Republic, GDP per capita was around 
1,400 dollars at 1990 international prices.1 By the beginning of the 
1970s, Turkey’s population had almost tripled, from 14 million in the 
1920s to nearly 38 million. GDP per capita increased more than two 

and a half times in this period. During the last decade, despite the recent global fi-
nancial crisis, a highly sustained and robust growth path assisted a 3.5 fold increase 
in GDP per capita between 1973 and 2012 – with a doubling of the total population 
in the same period. 

Amidst such high momentum, in 2023 the Republic of Turkey is planning to cele-
brate its centennial. The incumbent government has set ambitious goals and targets 
for this very special date. The most popular of these is to rank among the world’s 
10 biggest economies. In order to ascend to this position, Turkey will have to grow 
on average eight percent per annum. Such a particular and high growth rate also 
requires significant currency appreciation and sustained foreign capital inflows.

For the 2023 objective to be met, there are several key economic, social, and po-
litical conditions that must be fulfilled. Although the aim for Turkey is to enter the 
developed economies league, setting economic policy on its own is not sufficient. 
Without accompanying social and political reforms, economic growth can hardly be 
sustained at such high rates.

In the economic sphere, maintaining a high investment to GDP ratio is pivotal. 
Keeping the investment to GDP ratio at no less than 24 percent on average would 
definitely help put Turkey on a high growth path. Following previous high growth 
episodes, Turkey, being heavily reliant on energy imports and an imported interme-
diate goods-dependent economy, mostly ended up with balance of payments crises 
and periods of excessive inflation. In order to avoid these types of boom-bust cycles, 
the economy needs to maintain a domestic savings rate of around 19 percent. At 
the current savings rate, these numbers imply the need for a four to five percentage 
point increase. However, this sizeable need for foreign savings poses a great threat 
in terms of vulnerability to external shocks. 

Emerging economies like Turkey’s may run current account deficits in the short-
term. However, in the medium- to long-run, investments are expected to increase 
total factor productivity. Total factor productivity increases, in turn, improve com-
petitiveness and consequently increase exports, reducing the current account deficit 
over time. For sustainable growth, Turkey should increase total factor productivity 
through considerably larger investments into Research and Development (R&D) 
1  Stephen Broadberry and Alexander Klein, “Aggregate and Per Capita GDP in Europe, 1870–2000: Continental, Regional 
and National Data with Changing Boundaries,” Scandinavian Economic History Review, Vol.60, No.3 (2012), p. 79-107.
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and human capital. Increasing total pro-
ductivity is crucial for Turkey to be able 
to avoid the “middle income trap”.

As pointed out in the preceding argu-
ments, Turkey should increase domes-
tic saving rates in order to address the 
saving-investment gap. A stable mac-
ro-economy that enables citizens to 
have confidence in the future sustains a 
strong and well-regulated financial sec-
tor. A financial sector that provides low 
levels of capital costs and easy access 
to financing, shows promising returns 
on investment, and includes a system of 
taxation that rewards long terms savings 
and investments will create the neces-
sary environment to increase Turkish 
domestic savings.

Turkey has been implementing structural reforms in order to increase its domes-
tic savings rate. Some of the more prominent examples are the Individual Pension 
System, the New Turkish Commercial Code, the Income Tax Law, and the Capital 
Markets Law. Beyond the enhancement of the domestic saving rate, these reforms 
can facilitate an increase in direct investments and competitiveness. However, to 
reach the 2023 targets, such structural reforms need to be maintained and improved 
with perseverance so that structural vulnerabilities can be removed and growth can 
be rendered sustainable.

In this respect, the development of the financial system would play a key role in 
increasing domestic saving rates. In particular, building a global financial center 
in Istanbul would certainly facilitate financing of the economic transformation and 
growth. 

Considering its demographic advantages, unique geographic location, resourc-
es, and high economic growth, Turkey is a potential candidate to become an in-
ternational finance hub. Dynamism of the economy, cost competitiveness, and a 
skilled workforce are the key attractive factors of the Turkish economy according 
to IMD World Competitiveness Yearbook. Moreover, the Istanbul Stock Exchange, 
now Borsa Istanbul (BIST), has performed significantly well in recent years, and 

“A financial sector that 
provides low levels of capital 

costs and easy access to 
financing, shows promising 
returns on investment, and 

includes a system of taxation 
that rewards long terms 
savings and investments 
will create the necessary 
environment to increase 

Turkish domestic savings.”
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Turkey’s sound banking system is more 
experienced than many other locations 
in the Eurasia region. 

After the twin crises of 2000 and 2001, 
successful restructuring of the finan-
cial system and effective macro and 
micro reforms led the Turkish econo-
my to a rapid and robust recovery path. 
Particularly, a floating exchange re-
gime, fiscal discipline and transparency, 
the strengthening of the independence 
of the Central Bank, and restructuring 

of the Turkish banking system were key success factors. Given the crisis experience 
in the beginning of the 2000s, a sound and safe banking sector contributed pivotally 
to the resilience of the Turkish economy during and in the aftermath of the 2008 
global financial crisis. Notwithstanding the global financial crisis and ensuing euro 
zone crisis, total assets of the Turkish banking sector reached 1,400 billion liras in 
2012. Despite a 20 percent annual average increase in total assets in the last three 
years, growth in risky assets was below the level of the equity growth rate in the last 
quarter of 2012. This was due to prudent measures taken by the Central Bank and 
the watchdog Banking Regulation and Supervision Agency (BRSA). The capital ad-
equacy ratio of the sector is significantly high (17.9 percent) compared to the levels 
of Turkey’s global peers as of December 2012. Given the dynamism of the econ-
omy, geostrategic location of the country, and sustained resilience of the Turkish 
financial system during the last decade, one can safely envisage Turkey comprising 
a global financial center. Nevertheless, some may question the appropriateness of 
Istanbul as a financial center. 

Producing almost one third of national output, generating 40 percent of tax revenues 
and 50 percent of total exports, Istanbul is the hub of Turkey’s economy. It is the 
leading destination for foreign direct investment in Turkey, where incoming foreign 
investment has increased almost 10 times since 1990. Furthermore, Istanbul has 
continued to attract global firms’ regional headquarters not only due to its lively 
domestic economy but also due to its proximity to potentially attractive markets. 
Being the historic center of the world’s biggest empires, it has been the hub for trade 
between Europe, Asia, and Africa for centuries. This historical sphere combined 
with investment in transportation infrastructure and residential real estate projects 
means Istanbul is developing at a faster pace compared to other metro cities in the 
region. While it was European Capital of Culture in 2010, it has been one of the 

“Considering its 
demographic advantages, 
unique geographic location, 
resources, and high economic 
growth, Turkey is a potential 
candidate to become an 
international finance hub.”
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10 most visited cities since 2007. According to the Global Financial Centers 2013 
Report, Istanbul ranks 57th among 79 financial centers; it has progressed 25 notches 
since 2007 and is portrayed as one of the 10 financial centers likely to become more 
noteworthy.

The strong motivation required to suc-
ceed in the Istanbul Financial Center 
target set by the government in its 2023 
vision can be seen in its recent moves. 
The Istanbul Financial Center Initiative 
and a detailed strategic plan called the 
“Strategy and Action Plan for Istanbul 
as an International Financial Center” 
are the latest products of political 
mobilization.

Considering measures to be taken regionally, the transport infrastructure needs more 
improvements, despite the large investments in new bus lines (particularly metrobüs) 
and the extension of the existing underground transportation line. The forthcoming 
third bridge on the Bosphorus and new airport projects also aim to boost transport 
infrastructure. However, it is essential to take environmental issues into account 
in order to assure long-term development while transforming the city. Further, lin-
guistic skills –namely English-speaking abilities– should be further promoted as 
is rightly addressed in the strategy plan for Istanbul Financial Center. Finally, the 
variety of cultural events should be increased in order to provide a more attractive 
lifestyle for expatriates.

Beyond regional issues, as the Global Financial Center Index demonstrates, there 
are focal issues to be dealt with at the national level in order to enhance the com-
petitiveness of a candidate global financial center. These include issues related to 
its business environment, people, taxation, reputation, infrastructure, and market 
access. Among these fields, the business environment and taxation require mac-
ro-level policies rather than a regional focus. In Turkey, the main area in need of 
reform is the legal and regulatory framework in order to improve the business en-
vironment, as Turkey ranks low in the “Ease of Doing Business” rankings and the 
World Competitiveness Yearbook. More specifically, contract enforcement, effec-
tive dispute resolution, transparent processes, and specialized legal practitioners are 
subjects that need to be improved. Additionally, reforms are required in the taxa-
tion system since efficiency, competitiveness, and simplicity within the system are 
the prerequisites for successful financial centers. Mostly stemming from informal 

“In Turkey, the main area in 
need of reform is the legal 

and regulatory framework in 
order to improve the 

business environment.”
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employment, the gray economy is one of the main weaknesses of the fiscal environ-
ment in Turkey. The rigidities of the labor market should be addressed in order to 
make it more competitive.

In addition to the macro issues mentioned above, “financial inclusion” should be en-
hanced in Turkey. As financial literacy is the main part of financial inclusion, mea-
sures should be taken in order to improve financial literacy. Financial inclusion will 
support financial deepening, which is the use of a variety of financial instruments 
and markets for the enhancement of saving and investment decisions. Furthermore, 
financial markets will be able to deploy larger volumes of capital, which is the fore-
most feature of global financial centers today. Financial regulation that aims at in-
vestor protection should be improved in addition to a reduction in transactions costs 
and an increase in transparency. 

Moreover, as discussed in the beginning, macroeconomic policies are not sufficient 
for financial development, global competitiveness, sustainable growth, and achiev-
ing the popular 2023 target of being among the top-10 economies in the world. 
While it is possible to have temporary economic growth by allocating resources and 
people through monetary and fiscal policies, this process is essentially constricted. 
Social and political developments should be linked to economic growth. 

Although the economic indicators are quite solid –especially due to the improve-
ments in the last decade– in terms of several social indicators Turkey needs to close 
a substantial gap. While ranking 16th in terms of the economic size, in the United 
Nations Development Programme’s (UNDP) Human Development Index (HDI) 
Turkey ranks 90th, below emerging markets like Argentina (45th), Brazil (85th), 
Bulgaria (57th), Malaysia (64th), Mexico (61st), Romania (56th) and Russia (55th), 
but above China (101st) and India (136th). By ranking 90th, Turkey finds itself just 
within the “high human development” category, but only five places away from 
falling into the “medium human development” category.

In terms of demographics, Turkey has a median age of 28.3 years. With the dy-
namism of a young population, Turkey has a great advantage to become the 10th 
largest economy. However, the youthful characteristic of Turkey’s population is 
necessary but not sufficient to raise the value added of production. Turkey needs a 
qualified younger generation to improve R&D capabilities and innovation. When 
we look at the education levels, Turkey unfortunately exhibits an unsatisfactory per-
formance. The average Turkish citizen has only 6.5 years of schooling, compared to 
an average of 11 years in the EU. Although it has increased in recent years, Turkey 
spends only 2.9 percent of its budget on education, which is well below the average 
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of the top-10 economies (4.9 percent). 
Expanding pre-school education and 
promoting early childhood development 
is a key government priority. Although 
significant reforms have been carried 
out such as increasing compulsory ed-
ucation to 12 years, Turkey needs addi-
tional reforms in the education system 
from infrastructure to teacher quality. 
Another condition for value added pro-
duction is R&D expenditures. Turkey 
has a R&D expenditure of 0.85 percent 
of GDP, which is well below the OECD 
average of 2.5 percent. For 2023, the 
government has set a target of three per-
cent. Although some incentives have been introduced for R&D budget allocation 
through various institutions, there is still significant room for reform of what has 
been accomplished in order to reach this three percent goal.

One of the important indicators for social development is the labor force participa-
tion rate of women. In Turkey, the labor force participation rate of women is 28.1 
percent. This rate is the lowest rate among the global top-20 economies group. 

For the 2023 targets, Turkey needs to take measures in order to foster women’s 
participation in the active labor force. Beyond employment, women’s participation 
in economic and social life in terms of gender equality is another important social 
indicator to follow. Turkey’s current ranking in the gender inequality index is 68th. 

Last but not least, the development of political institutions should not fall behind 
social and economic change. Turkey should increase the inclusivity of economic 
and political institutions, encourage technological innovation, invest in people, and 
mobilize the talents and skills of a large number of individuals.2

Turkey has a strong vision for 2023 and this vision demands perseverance and me-
ticulous work. If we remember that in the first years of the Turkish Republic, how-
ever, one outstanding vision was to have sugar and textile factories while efforts 
were also undertaken toward airplane and airplane motor production, we can easily 
appreciate the potential of Turkey and the Turkish economy. 

2  Daron Acemoğlu, and James A. Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty 
(London: Profile Books LTD, 2013).

“Turkey should increase 
the inclusivity of economic 

and political institutions, 
encourage technological 

innovation, invest in people, 
and mobilize the talents and 

skills of a large number 
of individuals.”
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