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World Food Programme—TuUrkiye

® The Minimum Expenditure Basket (MEB)' costs TRY 878 per person per month as of March 2022, an increase of
52 percent from 576 TRY last year, March 2021.

® The inflation rate reached 61.1 percent. The food inflation rate increased to 70.3 percent.

® The Turkish lira continued to depreciate. In March 2022, the average exchange rate is 14.6 TRY/USD.

® The Ukrainian war increased energy costs globally. The impact on Turkish economy is remarkable as Turkiye
relies on energy imported from Russia. The war also raises concerns over global food supplies.

Macro-economic situation

Due to disruption of the global economic recovery by the in-
creasing Omicron caseloads and the rising inflation as a result
of the disruptions in the supply chain, the IMF reduced its glob-
al economic growth forecast from 4.9 percent to 4.4 percent in
January 2022.% The Russian military intervention in Ukraine on
February 24th resulted in further uncertainty; sanctions
against Russia by other countries and Russia's retaliatory
measures intensified political tension and adversely affected
the global economy, particularly the energy prices.? Russia is
the third largest oil producer after the US and Saudi Arabia,
and the largest oil exporter in the world. Its main market is the
OECD Europe Countries, representing 60 percent of its total oil

exports.* Moreover, 32% of the gas demand of the European
countries are supplied by Russia, and Ukraine is the transit
country for 25 percent of this gas flow.> Turkiye is among the
main energy importers. Russia provides for 45 percent of TU-
rkiye's natural gas need, and it is also Turkiye's second largest
oil provider after Iraqg.®

Along with energy, Russia and Ukraine are core global food
exporters. A total of 64 percent of the sunflower oil exports are
from Ukraine (42%) and Russia (22%).” One fourth of the global
wheat supply is also provided by these countries (9% from
Ukraine and 14% from Russia). Russia has the largest share of
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the food imports in Tirkiye as well.®2 39 percent of the
‘domestic wheat supplies’ in Turkiye comes from Russia
and Ukraine,’ yet, this is mostly to process and export to
other countries. For instance, 84 percent of wheat flour
imports of Syria, as well as 50 percent of pasta imports,
and 65 percent of vegetable oil (which is mostly sunflower)
imports are supplied by Tirkiye.'® As the conflict continues,
the already increasing trends of global energy and food
supply costs are under inflationary pressure. With a foreign
trade volume of 33 billion USD with Russia and 7.5 billion
USD with Ukraine,"" Tirkiye's food imports, energy sup-
plies, as well as tourism revenues are likely to be negatively
affected by the ongoing war."? Tourists from Russia make
the largest group (4.7 million) who visited Turkiye in 2021
and the Ukrainian visitors are the third largest tourist
group (2 million).” Tourism agencies do not expect any

Currency exchange

Following steep depreciation of the currency at the end of
2021, thanks to the economic measures and contribution
of the new foreign-exchange protected deposit account
system,” the currency rate was stable at around 13.5 and
13.6 in January and February 2022. However, the Ukrainian
war increased geopolitical risks and weakened risk appe-

guests from Ukraine in 2022 whereas the number of Rus-
sian visitors is predicted to be around 2.5 million."

Even before the war, due to the rapid increase in energy
prices in January, the current account deficit quadrupled
and reached 7.1 billion USD, resulted in the rise of 12-
month cumulative current account deficit to 20.2 billion.
With the high inflation rates in commodity items in Febru-
ary, it further increased to 21.8 billion USD." The budget
performance had a surplus of 69.7 billion TRY as a result of
transferring Central Bank of Republic of Tirkiye (CBRT)
profits to the budget, increase in tax revenues, and in-
crease in foreign trade in January and February. However,
TRY diverged negatively from other emerging market cur-
rencies in March and Consumer Price Index (CPI) continued
to increase.’

tite, leading to increase of currency rate to 14.6 in March
2022." In this period, the interest rate remained at 14 base
points for four consecutive months. According to the sur-
vey conducted by CBRT, market participants expect the
USD exchange rate to be 16.85 TRY at the end of 2022.®

FIGURE 1: EXCHANGE RATE BETWEEN TRY AND USD 2019 -2022
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JTRY

557 572 5.74 585 553 54E

(+] &
g

5.75 &0 5.68

&

538 527 545

1UsD

£L

5 0 .o )
& -f> &G Q” ti‘ ,.Q" 5 ti‘ & & A g
T N v v ¥ W S
A ~\ # L [EL
st:\ ) & & ‘9\ 3 o?' §‘ “Q,da o 6209 Q\@Q\ 8:,;2‘ %36‘ & \\}t“‘ &
s + Q\o 0_@“\ q"d’ 8 « W e
Call = o

Inflation

The rapid devaluation of TRY in Q4 2021 resulted in high
production costs due to Turkiye's dependency on imported
intermediate goods and energy. Furthermore, increase in
administered prices, rise in wages and service prices creat-
ed inflationary pressure.' As a result, the year 2022 started
with the annual inflation rate at 48.7 percent.?® The situa-
tion in Ukraine increased global supply costs - particularly
energy prices - putting more pressure on the inflation in
Turkiye. The annual inflation rate reached 54.4 percent in
February 2022 and 61.1 percent in March 2022, which are
the record high levels since 1995.”' Due to the recent devel-
opments, CBRT increased year-end inflation predictions
from 23.2 percent to 42.8 percent during the reporting
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Transportation has become the primary driving force of
inflation (68.9% in January and 64.5% in February) due to
high fuel prices. Following the war in Ukraine, transporta-
tion price inflation hit the highest level of 99.1 percent in
March 2022. The food cost (70.33% in March 2022) was the
second highest driver of the annual inflation. As energy
prices affected the cost of industrial production - which
makes 25 percent of the Turkish economy - the annual
inflation of household appliance (69.3% in March 2022)
went head-to-head with food inflation.

*The Foreign-exchange protected deposit account system refers to the TRY deposit accounts that guarantee the opportunity cost that may arise in the case of

appreciation of foreign currency that exceeds the determined TRY interest rate.
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FIGURE 2: TURKSTAT'S CONSUMER PRICE INDEX TREND, MARCH 2022

Inflation rates 2019 - 2022

In Q1 2022, the inflation of the production costs was even
higher than the annual inflation on the consumers’ end. The
Domestic Producer Price Index (D-PPI) was on the rise since
Q4 2021 and reached 115 percent in March 2022 - highest
in the last 27 years.® Among the four core sectors in indus-
try, the yearly increase of production cost for “Electricity,
gas, steam and air conditioning” sector was the highest,
247.5 percent. The manufacturing sector - which makes 87
percent of the industry - experienced 112.1 percent cost
increase compared to March 2021.

Even though the government reduced the Value Added Tax
(VAT) on electricity bills from 18 percent to 8 percent for
residential, industrial and agricultural use, the high produc-
tion costs are concerning for the annual inflation (CPI) in the
upcoming period primarily because of the increase in ener-
gy costs, global price increases in supply chains, and depre-
ciation of TRY.** The CBRT Survey results show that market
participants revised and decreased their year-end inflation
forecast to 40.47 percent in the first week of April from 29.8
percent in January 2022.%°

FIGURE 3: DOMESTIC PRODUCER PRICE INDEX TRENDS, MARCH 2022

D-PPIl annual rate of change (%), March 2022
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Economic Growth

Economic recovery from the Covid-19 has been the focus
globally in 2021, and the Turkish economy grew by 11 per-
cent in line with the expectations.? In January, stating that
the global economy did not have the expected momentum,
The World Bank and IMF downgraded their global economic
growth projections for 2022 to 4.1 and 4.4 percent respec-
tively, while the projections for Tirkiye remained the same
at 3.3 percent.”’ Due to the Ukrainian war, the global econo-
my growth forecasts were further decreased to 3.2 and 3.7
percent for the end of 2022, and expectation for Turkish
economy was revised to 2 percent growth.?®

While the war slowed down the supply chains, the uncer-
tainty it created repressed customer demands in March
2022 and the increasing prices deterred purchasers from
economic activities. Because of the decrease in new orders
and difficulty of accessing raw and intermediate material
supplies, the manufacturing PMI (Purchasing Managers
Index) that has been above the 50-point threshold for 10
consecutive months slightly decreased to 49.4 points.” In
line with that, the industrial production index” slowed down
between February (13.3%) and March 2022 (9.6%).

’

* The industrial production index (IPl) measures the monthly change in real output in the manufacturing, mining, electric, and gas industries, relative to a base year,

which is 2015 for IPI in Turkiye.
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Overall, the devaluation of TRY had created opportunities
to expand the exports. The exports annually increased by
17.1 percent in January and by 24.9 percent in February
2022.%° Russia received the largest share of Tirkiye's ex-
ports that is worth 8.5 billion USD in this period.>' However,
the exports to Russia and Ukraine decreased by 40 percent
and by 80 percent, respectively between March 2021 and
March 2022 due to the war.*® This resulted in a lesser in-
crease in export volume of Tirkiye in March 2022 at 19.8
percent. Despite the loss of momentum, the quarterly ex-
port volume in value in Q1 2022 has been the highest in
history® with the contribution of devaluation in TRY in the
global market that made it appealing.

On the other hand, Turkiye continue to import intermediate
goods (81.8% of the total import value in this period). The
rise of industrial production in January and February also
increased the demand for energy, and thus, the import of
oil in Turkiye increased by 34.9 percent compared to a year
ago.** As a result, the imports (42.0%) in Q1 2022 increased
more than the exports (20.6%), and therefore, the foreign
trade deficit increased by 138.5 percent in the January-
March period.® The export/import coverage ratio is 95 per-
cent and 73.4 percent with and without energy trade.® The
developments in energy supplies and costs in the upcom-
ing months will determine the economic growth figures in
Turkiye.

FIGURE 4: ANNUAL GROWTH RATES - 2018 - 2021"
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FIGURE 5: INDUSTRIAL PRODUCTION INDEX CHANGE RATES, MARCH 2022

Industrial production index annual change rates (%), March 2022
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Unemployment

Following the impetus after the Covid-19 pandemic, the
unemployment rates slightly decreased towards the end
of 2021 and early 2022. The unemployment rate de-
creased from 11.4 percent in January to 11.1 percent in
February due to the increase in industrial production and
labour demand. Even though unemployment rates in-
creased to 11.5 percent with the slowdown in economic
activities in March 2022, the figure is lower compared to
March 2021 (13.0%).”

As of March 2022, almost 30 million people in Tirkiye are
in labour force. The employment figures are also gradually
increasing, despite the interruption in March 2022. In

12

04 | 05 | 06 | 07

2021

02 |09 | 10 | 11 01 02

2022

03

March 2021 44.6 percent of the population was engaged in
labor and it increased to 46.5 percent in March 2022. The
number of employed people decreased in the agriculture
and construction sectors partially due to winter season, in
Q1 2022, while it increased by 292 thousand people in the
service sector and by 70 thousand people in the manufac-
turing sector.*®

Given the decrease in purchasing power with high inflation
rates in the end of 2021, the minimum wage is increased
by 50 percent from 2,825 TRY to 4,250 TRY in January
2022.%°

* Quarterly Gross Domestic Product, Quarter IV: October- December, 2021. Turkish Statistical Institute. Q1 2022 data is not released during the reporting period.
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FIGURE 6: UNEMPLOYMENT RATES BETWEEN 2019—2022"
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Food prices

WEFP calculates the minimum cost of a nutritionally bal-
anced food basket for Turkish people by using staple food
item prices retrieved from TurkStat. Between Q4 2021 and
Q1 2022, the food basket cost increased by 17 percent from
334 TRY to 390 TRY (Figure 7). The food inflation hit the rec-
ord high of 70.3 percent in March 2022, and consequently,
the annual increase in the food basket cost actualized at 60
percent.

Food security is becoming a more serious global concern
with adverse weather conditions, high food and transporta-
tion costs, and civil conflicts.*® On top of the below-average
wheat production in the Near East countries due to insuffi-
cient rain - including Turkiye in 2021, uncertainty of wheat
imports from Ukraine and Russia put pressure on wheat
prices. Bread prices which were 10.8 TRY/kg in December
2021 raised to 12.8 TRY/kg in March 2022. The annual in-
crease of bread prices was 74 percent whereas the bulgur
prices increased by 79 percent between March 2021 and
2022. Bread has the highest share in the food basket with
7.5 kg per person per month and any price increase affects
the food basket cost significantly. The annual increase in
sunflower oil prices was 70 percent in March 2021. Given

that sunflower oil is also a core import product from
Ukraine and Russia, the distress about sunflower oil sup-
plies triggered the price increase from 26.2 TRY in February
to 29.7 TRY in March 2022. Among other items in the food
basket, the kilogram price for dry beans, white cheese and
sugar was 20.3 TRY, 44.4 TRY and 9.2 TRY, respectively.

The government has taken measures to repress the infla-
tion in food prices by reducing the VAT from 8 percent to 1
percent for food commodities on 13 February 2022, which
was not sufficient to decrease the inflation rate but might
contribute to the attempts to stabilize the inflation rate in
the upcoming period. Regarding the food supply stocks,
both the government and the civil society of producers and
importers stated that the yearly consumption of wheat in
Tarkiye is 19 million tons, the current wheat production in
Turkiye is anticipated to be 19 million tons in 2022, and the
stocks are sufficient until the harvesting season.* On the
other hand, the Ministry of Agriculture and Forestry restrict-
ed exports of olive oil, beans, and red lentils to meet inter-
nal demand and to mitigate the risk of supply shortage due
to the Ukrainian crisis.”®

FIGURE 7: FOOD PRICE TRENDS BETWEEN 2016—2022

Food Price Trends 2016 - 2022
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Energy prices

Upward trend in the oil prices accelerated with the escalat-
ed tension between Russia and Ukraine during the report-
ing period. The barrel brent crude oil prices increased by
58 percent from 74.2 USD in December 2021 to 117.3 TRY
in March 2022.* In the same period - as Tiirkiye depends
on imported energy - devaluation of TRY against USD se-
verely impacted the Turkish economy; the energy prices
doubled in three-months period. As of March 2022, the
petroleum litre price is 19.0 TRY, diesel litre price is 20.6
TRY, and 12-litre gas canister costs 273 TRY. Compared to

March 2021, diesel prices increased by 209 percent, petro-
leum prices increased by 161 percent, and the canister
prices increased by 137 percent. The natural gas prices
also marked up by 35 percent for residential consumption,
44.3 percent for electricity production, and 50 percent for
industrial use.* Meanwhile, in February 2022, the Ministry
of Family and Social Services started delivering assistance
to vulnerable households for their natural gas consump-
tion. By March 23, 230 thousand households have benefit-
ed from the assistance.

FIGURE 8: ENERGY PRICE TRENDS (TL/UNIT) 2016—2022*
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Basket

WEFP calculates the MEB based on a six-person Turkish
household, using commodity prices published by TurkStat
(Turkish Statistical Institute). The TurkStat commodity pric-
es reflect the preferences and brands of average Turkish
consumers. Amidst of high inflation rates, the MEB in-
creased by 53 percent from 567 TRY to 878 TRY between
March 2021 and 2022.

The quarterly increase in the first quarter of 2022 is 20
percent (Figure 9). In three months, the cost of hygiene
items in the MEB increased by 42 percent and that of utili-
ties increased by 34 percent. The food costs increased by
17 percent in Q1 2022, after the sharp increase (27%) at
the end of 2021.

FIGURE 9: MEB COSTS FOR A 6-PEOPLE HOUSEHOLD, BETWEEN 2018-2022
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The cost of living was the highest in Istanbul (on average
6,235 TRY) followed by Izmir (on average 6,115 TRY) where-
as the Mardin, Batman, Sirnak, Siirt region was the most
affordable one among all the regions with the minimum
expenditure basket cost of 4,695 TRY.

The average annual increase in the cost of living is slightly
higher in the Southeastern and the Eastern regions, at
around 36 percent, compared to other regions. The annual

FIGURE 10: MEB COST PER REGION IN Q1 2022

average cost increase in Ankara surpassed the overall in-
crease rate in Q1 2022 (35.7%) after remaining below the
average for the last four years. The MEB cost in Gaziantep-
Adiyaman-Kilis region (5,257 TRY) and Bursa- Bilecik-
Eskisehir region (5,198 TRY) continues to be nip and tuck,
though the former exceeded the latter in the two consecu-
tive quarters.
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