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Box 2.3
Composite Labor Market Conditions Index (CLMI)

Recently, a divergence has been observed in the Turkish labor market between headline indicators
and alternative measures. While commonly used indicators, such as the unemployment rate, suggest
that labor market conditions remain tight, broader definitions of unemployment and complementary
indicators point to a looser outlook. In this context, a composite index offering a holistic and
consistent perspective on the labor market has been developed. This study introduces the Composite
Labor Market Conditions Index (CLMI), constructed from 23 different labor market indicators for
Turkiye, and examines its relationship with economic activity.

The dataset used in the analysis covers the period from the first quarter of 2015 to the second quarter
of 2025 and is compiled from multiple sources, including the TURKSTAT, the Turkish Employment
Agency (ISKUR), online job posting platforms (Kariyer.net) and survey-based indicators (PMI and BTS).
Annual changes (or, where necessary, annual differences) were computed, standardized and
subjected to Principal Component Analysis (PCA) to extract common components. The indicators were
then grouped into six categories: core indicators, broader indicators, complementary indicators, job
listings, ISKUR data and survey indicators (Demir and Gul, 2025). Similar indices have been previously
developed by central banks to evaluate labor market dynamics comprehensively. For instance, the
Labor Market Conditions Index (LMCI), constructed by the Federal Reserve Bank of Kansas City,
summarizes the overall labor market outlook. Hakkio and Willis (2013) used PCA to combine 24 labor
market indicators into a single structure and defined two separate factors capturing the level and
momentum of labor market activity.’

For Tirkiye, the first principal component derived from PCA explains approximately 46 percent of the
total variance in the dataset and is used as the CLMI in this study. The second and third components
explain 21 and 9% of the variance, respectively, capturing around 75% of the total variation when
combined. The variables with the highest factor loadings in constructing the CLMI include
employment, the combined rate of the unemployed and potential labor force, total weekly hours
worked, labor underutilization rate, total job postings on Kariyer.net and labor force components
(Table 1). Variables such as employment, total hours worked, labor force and job listings have positive
factor loadings, while the unemployment rate, broader unemployment measures and applications per
job listing have negative loadings. Accordingly, an increase in the CLMI indicates tighter labor market
conditions, while a decline signals a loosening. Since the index is based on year-over-year changes, its
interpretation requires comparison with the same quarter of the previous year.

" For a similar composite index study, see Chung et al. (2014).
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Table 1: CLMI Factor Loadings

Indicators Factor Loading
Employment (TURKSTAT) 0.29
Combined Rate of Unemployed and Potential Labor Force -0.29
(TURKSTAT)

Total Weekly Hours Worked (TURKSTAT) 0.29
Employment Rate (TURKSTAT) 0.29
Employed at Work (TURKSTAT) 0.29
Composite Measure of Labor Underutilization (TURKSTAT) -0.27
Total Number of Job Postings (Kariyer.net) 0.26
Labor Force (TURKSTAT) 0.26
Combined Rate of Time-Related Underemployment and -0.26
Unemployment (TURKSTAT)

Labor Force Participation Rate (TURKSTAT) 0.25
Average Actual Weekly Hours of Work (TURKSTAT) 0.25
New Job Postings (Kariyer.net) 0.25
BTS Employment Expectations (CBRT) 0.19
Unemployment Rate (TURKSTAT) -0.18
Total Applications Per Job Posting (Kariyer.net) -0.13
Number of Unemployed (TURKSTAT) -0.12
Registered Unemployed (ISKUR) -0.08

The evolution of the CLMI over time aligns with major economic and labor market developments in
Tarkiye (Chart 1). Economic activity slowed following monetary tightening in 2018, resulting in reduced
employment and increased unemployment. The CLMI dropped to its lowest level in 2020 amid the
COVID-19 pandemic but rebounded rapidly in 2021 with the post-pandemic recovery. In 2022, the
index declined again as normalization effects became visible in the labor market. Earthquakes in the
first quarter of 2023 led to a temporary weakening in the subsequent quarter. Monetary tightening
policies implemented in the second half of the year helped rebalance domestic demand, leading to a
softening in labor market conditions.

Chart 1: CLMI over Time*
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Source: Authors’ calculations.
* Standardized values.

Chart 2 shows the trajectory of the CLMI and the labor market conditions implied by the inverse of the
annual change in the unemployment rate over the last decade. In general, the two indicators move in
the same direction and provide consistent signals about the overall state of the labor market.
However, there are notable divergences in certain periods. In the first half of 2015, while the
unemployment rate implied a weakening in labor market conditions, the CLMI-supported by the



Inflation Report 2025-11l | Economic Outlook

positive contribution of broader indicators-pointed to stronger conditions than suggested by the
unemployment rate. In the second half of 2017, the improvement in the unemployment rate was only
partially reflected in the CLMI as improvements in other indicators were relatively limited. In the third
quarter of 2018, following monetary tightening and a slowdown in economic activity, the
unemployment rate rose sharply; however, the CLMI indicated a less pronounced deterioration since
the weakening in other core, broader, and complementary indicators was more limited. In the second
quarter of 2020, employment protection measures implemented during the COVID-19 period limited
the deterioration in labor market conditions, while sharp declines in working hours and increases in
labor underutilization rates led to a much more marked decline in the CLMI. After 2023, the
unemployment rate generally signaled a relatively tight labor market, while alternative indicators-
driven particularly by broader indicators-pulled the index down, implying a less tight market.

Chart 2: CLMI* and Unemployment Rate (Annual Change, Inverted)
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Source: Authors' calculations.
* Standardized values.

The study also decomposes the contributions of different indicator groups to the index and tracks
their divergence over time (Chart 3). These contributions facilitate a detailed interpretation of the
index’s behavior. For example, in 2015Q1, 2015Q2, 2017Q2, 2018Q3 and 2019Q4, headline and
alternative indicators signaled diverging labor market conditions. Such divergences became more
prominent after 2023. In 2024, while the main indicators performed strongly, broader and
complementary indicators pulled the index into negative territory, suggesting that overall labor
market conditions were weaker. In 2024Q4, the contribution of the main indicators fell close to zero
and with continued negative contributions from other indicators, the index remained negative. In the
first half of 2025, all indicators contributed negatively to the CLMI.

Chart 3: Contributions of the Series under Six Categories to the CLMI*

mmmm Main Indicators I Broader Indicators

Supplementary Indicators I job Listings

Unemployment Insurance and Vacancies Survey Data

CLMI
10
6
2
-2
-6
-10

1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2|3|4 1|2
2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 |25

Source: Authors'’ calculations.
* Denotes unstandardized raw index and contribution of its subcomponents to the index.
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The strong correlation of the CLMI with GDP highlights its ability to track not only labor market
dynamics but also overall economic activity. Compared to the unemployment rate or broader labor
market indicators, the CLMI provides a clearer signal. As shown in Chart 4, the inverse of the annual
change in the unemployment rate generally correlates positively with GDP growth. However, the CLMI
shows a stronger and more consistent relationship. Similarly, simple regressions using GDP growth as
the dependent variable and each of the CLMI, unemployment rate, broader unemployment measures,
and employment as separate explanatory variables reveal that the model using the CLMI provides the

best explanatory power (Chart 5).

Chart 4: GDP (Year-on-Year % Change),
CLMI and Unemployment Rate (Inverse of
Annual Difference)

Chart 5: R-Square of the Regressions
of GDP on Alternative Series
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Moreover, regressions of GDP growth on the first three principal components demonstrate strong in-
sample predictive performance (Chart 6). While the aim is not to forecast GDP per se, these results
underline the index's strong correlation with economic activity. The recent divergence between the
unemployment rate and alternative labor market indicators raises the question of whether the link
between labor market data and economic activity has weakened. However, findings confirm that the
common component underlying labor market indicators remains closely aligned with economic
conditions, and the CLMI captures this relationship effectively.

Chart 6: Actual and Fitted GDP (Year-on-Year % Change)
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These findings emphasize the importance of a comprehensive approach to analyzing labor market
conditions rather than relying on a few headline indicators. While unemployment rates and broader
labor market measures are widely followed, they may send conflicting signals about labor market
strength and economic activity. A composite index based on a wide dataset offers a more accurate
and robust assessment. Throughout 2024, core labor market indicators suggested tight conditions,
while the index—due to the negative contributions of alternative indicators—pointed to a less tight
labor market. In the first two quarters of 2025, core labor market indicators made only a limited
negative contribution to the index, whereas broader and complementary indicators had a much more
pronounced downward effect. Accordingly, the index implies that recent labor market conditions are
less tight than suggested by headline indicators such as the unemployment rate.
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