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FOREWORD

TUSIAD (“The Turkish Industrialists’ and Businessmen'’s
Association”) was founded in 1971 by a group of industrialists
and businessmen. Established in accordance with the
Constitution and laws regulating associations, TUSIAD is an
independent, non-profit institution whose primary purpose is to
promote public welfare.

TUSIAD embraces the ideal of a state focused exclusively on
its primary rebjponsibilities, dedicated to the universal principles
of democracy and human rights as well as freedom of thought
and bélief ‘For that purpose TUSIAD acknowledges the develop-
ment of a soc1€ty in conformity with Atatiirk’s principles for a
_modern Turkey- and p1omotes all the institutions of a democratic
| civil society and a secular state observing the rule of law.
TUSIAD works to eemb ish the legal and institutional framework
of a market economy “and toinsure conformity with universal bu-
siness ethics. In line with the goal of global integration TUSIAD
strives to secure a élistinct‘ and permanent position for the Tur-
kish industry and service Sectors in the international economic
system by actively supporting their competitiveness. TUSIAD en-
courages and supports the establishment of the principles of libe-
ral economy, the efficient utilization of human and natural reso-
.urces reinforced by technological developments, as well as poli-
cies aiming at increasing competitiveness by creating an environ-
 ment that will perpetuate the increase in productivity and quality.

TUSIAD communicates its objectives, activities and recom-
mendations on current economic and social issues to the public
through objective and scientific research.

This double issue of the TUSIAD Quarterly Economic Survey
has been prepared utilising the most recent data and estimations
available in the July-December 1996 period by the Economic
Research department.
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THE TREND OF DETERIORATION IN ALL ECONOMIC
INDICATORS CONTINUES

Despite the worsening macroeconomic instability, the fast growth process
which started in the second half of 1995 continues. Since the beginning of 1996,
the inflation rate has been rising while growth rates have been declining. External
deficit has increased under the impact of the fast growth, and inflation has accel-
erated due to the monetary expansion in the second half of the year. The ratio of
public deficit to national income has reached record high levels. Interest rates
declined throughout the first half of the year, but they began to increase in the
second half because of the rising public deficit.

Estimations for the end of the year put the budget deficit at 9%, the current
account def1c1t at 4% and the foreign trade deficit at 11% of GNP. The year-end infla-
tion rate is expected to he around 90% and the growth rate between 7-7.5%. The
compound interest rate in dome%m borrowing has been around 130%, and the down-
gmdmg of the credit rating mclde foreign borrowing all the more difficult and costly.

" Although the 1151110 tl(,nds of the inflation rate, interest rate and external deficit
necesmtate medmm to loncfﬂ term stabilization measures, the government has done
nothmg more tlmn launch three resource packages’. These resource packages
involve the nnpi(.mentdnon ol new borrowing methods, early collection of future
revenues, . privatization, arid the sale of government-owned real estates; as such,
they are far from the much-needed structural reforms®. The postponement of
structural reforms in a situation of macroeconomic instability makes it difficult to
create the conditions of confidence in the domestic and foreign markets and to
. eliminate the likelihood of a new crisis.

Growth rate continues to be high: The growth rate for 1996 is estimated
to be between 7-7.5%.

In the previous TUSIAD Quarterly Economic Survey it was remarked that the
growth rate for the first half of 1996 had far -surpassed expectations. It was esti-

11y addition to observing shori-term changes in the macroeconomic variables and offering proposals Jor the
maintenance of stability in the markeis, one iniporiant issue which has often been disregarded, is raising the per capila
income aned improving income distribution. The solution of these two problems oo are dependent on putting in aclion
mediim to fong lers structural reforns. ‘

24 total revenite of $30 billions was expected to come fron the three resource developnient projects. By the end of
November, achual tolal revenne was estimated at $10 billions. Around $12 billions were to come fom privatizations and
the sale of governmernt-owned real estates, but this does 1ot seem to be a realistic expecledion in view of the legal barriers
and time fimiations.



mated that the growth rate would slow down in the second half of the year but it
would still remain high given the expansionist financial and monetary policies of
the RP-DYP coalition government which came to power in July. In the third quar-
ter of 1996 the growth rate was realized as 5.4%, below the TUSIAD estimate of
72%. In view of this discrepancy, the growth rate estimation has been revised
down from 12.2% to 9.6% for the first quarter of 1996°. Similarly, the growth rate
estimate for the second quarter of the year was adjusted upwards from 8.6% to
8.9%. As a result, the 8% growth rate estimate of the previous TUSIAD Survey for
the year 1996, has been revised downwards to 7%.

The considerable revisions made by the SIS concerning the estimations of the
growth rate in the first quarter of 1996 stemmed from the commerce and trans-
portation subsectors, import taxes, and the net factor income from abroad. The
- growth rate of commerce in the first quarter of 1996 was reduced from 15.3% to
11.2% and that of transportation from 14.4% to 11.8%. The rate of increase bf
import_taxes, which had been calculated in the previous TUSIAD Survey to have
risen far beyond the expectations, was adjusted down from 43.4% to 24.8%. For
the second quarter of 1996, on the other hand, the only figure which needed to
be revised was that of the net factor income from abroad.

In the third quarter of 1996, the growth rates of all sectors but construction
slowed down. The construction séctor has grown at a rate of 1.2% in the second
quarter and its growth rate went up to 3.7% in the third quarter. The other sectors
performed fairly similar to the first half of the year. The highest increase was
observed in the commerce sector with a rate of 7.8%. This was followed by the
transportation sector which grew by 6.4%. The rate of increase of industry fell
down to 5.5%. Agriculture was the slowest growing sector with a mere 1.4%.

Growth was private sector-driven

The increase in industrial production in the first nine months of 1996 was
brought about by the private sector. According to the quarterly industrial produc-
tion index, public sector production, with respect to its level in the same period of
the previous year, grew by 2.5% in the first quarter of 1996. In the second and
third quarters, however, public sector production decreased by 4.1% and 0.9%

3The State Institute of Statistics bas announced that the revisions of the GNP calculations for the first half of 1996
was due to the delay in the compilation of the foreign trade statistics of this period. '



respectively. On the other hand, private sector production increased by 13.9%,
12.5%, and 8.5% in the first, second, and third quarters, respectively. As a result, in
the first nine months of the year private sector production increased by 11.5%
while public sector production declined at a rate of 0.9%.

In the third quarter of 1996 manufacturing industry production increased by
5.1% as compared with its level in the same period of the last year. Production in
the chemicals sector, which has the largest share in the manufacturing sector,
decreased by 1.5%. Paper and printing industries were the two other sectors with
declining production levels. The highest growth rate of 14.5% was achieved in the
basic metal industry. This was followed by the machinery industry with 12.6% and
the textiles and clothing industry with 8.9%.

The manufacturing industry data of the first nine months of 1996 reveal that dur-
ing this period the fastest production growth was achieved in the machinery sector.
This fast growth in the machinery sector, which includes durable consumer goods, is
a-sign of the strength of domestic demand. The second fastest growing sector is tex-
tiles and dothmg with a rate of 9.0%. In this period, the paper and printing industry
was the only sector. W1tnesb1ng production declines. One of the slowest growing sec-
tors was chemlulls nadustry, with a growth rate of 3.5%, which is the largest manu-
facturing se_CtOr and .n} which-public and private sectors have equal shares.

With the pubhc sector price adjustments, which had been postponed
due to the elections, the inflation rate has increased to the 80%-90% range.

As of November 1996 the yearly rate of increase in the wholesale price index
was 85.6%. In the first eleven months of 1996 the rate of increase of public sector
. prices was 95.2%, while the private sector prices moved up at a lower rate of
73.3%. However, this situation should not be taken as a proof that public sector
prices have in general a relatively higher rate of increase. The main reason behind
this_development was the price adjustments in the public sector in the first four
months of 1996, which had been postponed durmc the last five months of 1995 in
view of the general elections at the end of 1995,

It can be observed that, due to the significant upward price adjustments in the
public manufacﬁu*ing sector during the first four months of the year, the rate of

%I 1995, the private sector prices bad increased at a rate of 71% and the rate of increase of the public sector
prices bad remained at 48.2%. Hence, looking ai the price movements from the beginning of 1995, it can be observed
that the prices of both the public and the private sectors increased at equal rates.



increase of the public sector manufacturing prices turned out to be approximately
220 more than that of the private sector manufacturing prices. Another public sector
with significant price rises in the post-election period was electricity, gas and water.
In this sector monthly rate of price increase was 20. 6% during the month of January.
A comparison of this monthly figure with the 16% price rise in the whole second
half of 1995, indicates the dimensions of the price adjustments after the elections.
The prices of this sector continued to rise in the February-April period, so that the
total price increase in the first four months of the year reached the level of 57.9%.

After the heavy price adjustments in the public sector during the first four
months of 1996, it can be observed that the increases in hoth the public and the
private sector prices followed similar paths.

As the public sector prices are wide open to political influences and the agri-

ultural prices exhibit significant seasonal variations, it can be said that prlvate
sector manufacturing prices, being relatively less influenced by such factors, Lue
hetter indicator of inflation. The private sector manufacturing prices increased at
around 4.5-5% monthly and the yearly rate of increase in November was 74.9%.

Another peculiar development of recent years was that the agricultural prices
increased at a faster rate than the manufacturing prices. During the 1994 crisis,
due to the sharp increases in thé manufactuuno industry prices, the internal terms
of trade followed a negative comsc for agriculture; however, the [ast increases of
agricultural prices made the terms of trade favorable for agriculture by the begin-
ning of 1995. During 1996, the development of the terms of trade in favor of agri-
culture became all the more apparent, and in the first eleven months of the year
agricultural prices increased by 95.8% as opposed to the 79.6% rise of the manu-
facturing industry prices.

In November, the yearly rate of increase of the consumer price index was
80.4%. The transportation and health subsectors were marked by the highest rates
of increase, with 110.9% and 106.9%, respectively. The lowest price increases, on
the other hand, were observed in education with 60.4% and housewares with
63.8%. Food prices rose at a rate of 72.9% and the figure for clothing was 79.3%.

In the first eleven months of 1996 consumer prices increased by 73.8% and
wholesale prices by 77.9%. During the first four months of the year, as a result of
the high upward price adjustments in the public sector, monthly increases in the
wholesale prices remained higher than monthly increases in the consumer prices.
Monthly changes in the two indexes were almost equalized in the April-July peri-
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od, and beginning with August the consumer price index began to rise relatively
faster under the impact of seasonal factors. The sectors which accounted for the
seasonal variations in the consumer price index was education in September and
clothing in November.

It is estimated that for 1996 the average inflation rate will be around 76% and
the year-end inflation to be approximately 90%. This trend is expected to continue
during 1997 and the average inflation rate for 1997 is estimated at 86.7%’.

The money supply is increasing in real terms.

The second half of 1997 was a period of acceleration of monetary expansion.
In order to make it possible for the Treasury to borrow at relatively lower interest
ratés',”th(-:_.-'Central:Bzmk has attempted to keep interest rates at a certain level,
throughout’this period by incréasing liquidlity in the markets. The expected impact
of "political 'Elhcertainty, financing requirement of the budget deficit, and the levy-
ing of a withholding tax on»-'iﬁeasury papers on interest rates has been kept under
control by the Centr al Bdnks policy.

The Govemmc,m‘ Whl(,h was formed in July favored Central Bank financing
over domestic bonowmo as a less costly source, and this policy caused a sharp
increase ‘in short-term advances. By the end of July short-term advances reached
the amount of TL 238 williens, indicating an almost 60% expansion from their low-
est yearly level of TL 141 trillions at the end of June. This policy of curtailing
domestic borrowing exerted a negative impact on the markets at a time when the
Treasury -had to pay back external debt amounting to $1 billion. Interest rates,

. which had been expected to [all, went up and maturities got even shorter. On the
‘other hand, the rise in liquidity, which brought about on increase in the demand

for foreign exchange was provided for by the Central Bank.

Under* these circumstances the above-mentioned policy was quickly aban-
doned. As of August, the use of short-term advances continually decreased at each
month’s end, although sporadic increases have been observed related to the need
for cash. In the third quarter of the year, foreign assets of the Central Bank grew by
TL 315 trillions .and its domestic assets by TL 58 trillions while foreign liabilities
grew by TL 332 trillions and Central Bank money increased by TL 40 trillions. In

S

STUSIAD s estimations of the main niacrosconomic variables, wnder the assumption of a 4% growth rate, are pre-
sented in the Appendix,



other words, in the period between June and September, the Central Bank provid-
ed the public with TL 58 trillions of credit, of which TL 41 trillions were financed by
the creation of Central Bank money and the remaining TL 17 trillions were financed
by reducing its net foreign exchange position from $392 millions to $165 millions.

In line with policies put in action following the month of August, the Central
Bank began to inject more liquidity into the market. In the third quarter of the
year, reserve money increased at a high rate of 21%, 9% in real terms. Beginning
with September, the Central Bank began to offer liquidity to the market at daily
interest rates which were slightly above the expected monthly inflation rate but
below the rate of Treasury bills. Liabilities due to open market operations, which
had been in the amount of TL 76 trillions as of the end of August, fell down to TL
-36 trillions by the end of September and toTL -60 trillions by the end of October.

The increase in the amount of currency in circulation also contributed to the
growth of the money supply M1, which is the total of the currency in circulat;igfi
and demand deposits, grew by 30% in the first six months of the year and by 21%
in the third quarter. M2, which equals M1 plus time deposits, expanded by 23% in
the third quarter.

In this period, although there was no change in deposit interest rates, savings

time deposits increased by 25%, nl;% in real terms. In October, M1 remained con-
stant but M2 continued to increase particularly as a result of a 7.6% rise in the sav-
ings time deposits. ;
' Foreign exchange deposits, which had been in the amount of $22 billions at
the end of December 1995 and remained between $21-$22 billions until the end
of June, began to rise thereafter and reached the level of $23 hillions in July, $23.8
billions by the end of September, and $24.2 billions by the end of October.

The rising trend in interest rates as a result of political uncertainty and
increased budget financing requirements has been partially offset by real
monetary expansion.

Increased liquidity has helped keeping interest rates at a certain level. As
deposit interest rates have not changed since April, developments in the markets
are better reflected by the interest rates of the Treasury bills.

Interest rates which were realized in Treasury auctions declined from the
beginning of the year until June, and from that date on they started -to increase
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because of the governmental crisis. At the beginning of July the new government
revealed its intentions of reducing interest rates by means of printing money. This
intended policy caused concerns in the markets with the result of rising interest
rates and diminishing maturities. The government’s response to these develop-
ments was to abandon the intended policy.

In August, the government cut down the amount of short-term advances and
gave assurances that domestic borrowing would be continued under market con-
ditions. These signals resulted in a partial reduction in interest rates and a corre-
sponding extension of the maturities. In auctions held in August the weighted
average maturity increased to 195 days and the average compound interest rate
decreased by 3 points with respect to its July value.

However, in September, the average maturity diminished to 173 days as a
result of bond sales to meet increasing cash requirements of the Treasury. As the
Centml Bank injected hqu1d1ty into the market and maturities became shorter, the
average Lompound interest rate did not increase.

In- October, the avemge maturity rose up to 291 days and the average com-
pound interest 1dt€ 1ema1ned unchanged. Despite increased financing require-
ments, the rise in mt‘uest Iates remained limited due to increased liquidity and the
po.stponement of the imposition of the withholding tax. The withholding tax
began to be levied beginning with the first auction of November, with the imme-
diate result of rising interest rates, even though the government attempted to pre-
vent this outcome by rﬁeeting only part of the offers. In November, the average
maturity once again declined to 203 days and the average compound interest rate
rose up to 134%.

The stock exchange index, which had receded during the governmental
crisis, is-again on a rising trend.

sThe compound index of the Istanbul Stock:Exchange had been on a rising
trend in the first quarter of 1996 and reached the 67,045 level in March. Despite
the negative impact of the governmental crisis in the second half of the year, the
index finished the month of June at a level of 70,489. This was because of the
lower returns on other investment instruments. The stock market regained some
of its vigor following the establishment of the RP-DYP coalition government in
July and the index went up to 73,900. However, in response to the new govern-



ment's policy intentions which created uncertainty in the markets, the index began
to decline until mid-August. After that time, it started to rise again and reached the
level of 64,553 by the end of August.

The index responded positively to the government’s policy declarations of
accelerating privatizations within the framework of its resource packages. Hence,
the index started to increase by mid-September, and this trend continued in
October and November. With the additional push of the positive balance-sheet
expectations, the index came up to the level of 91,759 as of the end of November.
As a result, the index has gained a 30.2% increase since July and the stock market
brought a 5.2% real return to the investors.

In July and August, partly as a result of the political uncertainty created by the
RP-DYP government, the volume of transactions in the stock market, in terms of
US dollars, fell down to its lowest level since the beginning of 1995. The volume
of transactions began to increase by the beginning of September, and in October
and November reached its highest level since March, partly because of the inactiv-
ity in alternative markets.

Between July and November, by means of a TL 9.1 billions worth of public offer-
ing, the stocks of fifteen new companies began to be exchanged in the stock market.

-

The budget deficit/GNP ratié; is estimated to reach to 9% in 1996.

The budget deficit was in a continuous state of deterioration throughout 1996.
Beginning with mid-1996 the budget deficit surpassed, on a 12-month cumulative
basis, its record high level of $11.3 billions in 1993. At the end of October, the
deficit marked a new record of $14 billions. The main factor behind the growth of
the deficit was interest payments, but the decline of non-interest budget surplus
did also exert some influence.

In the first ten months, the budget deficit was TL 693 trillions and the cash
deficit TL 913 trillions. In October, the budgetary allowance for interest payments
was depleted and interest payments could not be written as expenditures. As a
result, the budget deficit, which had gone up to TL 750 tillions in September,
came down to TL 693 trillions in October. In the first ten months, budget revenues
increased by 90% and budget expenditures by 146%. Although revenues increased
faster than inflation, the Worsening of the budget deficit are due to interest pay-
ments. In the first ten months, payments of interest on domestic borrowing
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increased by 248%; personnel expenditures, another major expenditure item in the
budget, grew by 108%; and transfers, including those to social security organiza-
tions, expanded by 146%.

When the budget balance is analyzed on a 12-month cumulative basis and in
dollar terms, it is observed that between October 1995-October 1996 revenues
increased by $3 billions and expenditures by $14 billions. Of the $14 hillions of
expenditures, $8 hillions were brought about by interest payments, $3.5 billions
by other transfer expenditures, and $2.5 billions by personnel expenditures. In
this manner, the budget deficit went up from $3 billions to $14 billions while the
non-interest budget surplus declined from $7.5 billions to $4 billions.

The budget deficit was financed for the most part by means of short-term bor-
rowing. In the first ten-month period, foreign borrowing and long-term domestic
borrowing remained negative. In July, frequent resorts were made to Central Bank
resources, but in’ September short-term advances in the amount of TL 73 trillions
were paid blCl{ In this way, the use of short term advances in the first ten months
remained at TL 23 trjllionsé borrowing in terms of foreign currency reached the
level of TL. 190 trillions (52, b1111ons) and borrowing by Treasury bills amounted to
TL 1.1 quadnlhons # fa’

Desplte the cxpdnsmn of the money supply in the third quarter the continuing
increase of l)oxrowmo by Treasury bills exerted a high pressure on financial mar-
kets. The ratio of sales at-the Treasury auctions during fifty-two weeks to M2 was
120% prior {o the 1994 crisis; it diminished to 60% during the crisis; it started to
rise again in the last quarter of 1994; and has reached the level of 180% in the last
quarter of 1996.

As a result of high domestic borrowing, the total debt stock attained the
amount of TL 2.9 quadrillions by the end of October. As budgetary allowances
wWere complet(,ly depleted, an additional allowance of TL 447 trillions was generat-
ed on 5 December. As a result, the expected budget deficit for 1996 has been
pushed up to TL 1.3 quadiillions.

Despite deterioration in the foreign trade balance, short-term capital
inflows prevent an emergence of a financing problem.

The latest-data on foreign trade and balance of payments are available only as
of March. On the other hand, data on the capital account of the balance of pay-



ments are made public as of September. A look at the capital and reserve move-
ments make it clear that the current account deficit did not cause a financing
problem.

An analysis of the data of the January-September period reveals that there was
a4 $460 millions worth of net long-term capital outflow as opposed to a $440 mil-
lions worth of foreign direct investment. Official reserves increased by an amount
of $5.6 billions in the face of portfolio investments totaling $1.5 billions and net
short-term capital inflows in the value of $6.1 billions. This means that only $2.1
billions of the current account deficit could be met by means of capital move-
ments. During the same period, foreign trade deficit is estimated to have reached
4 total of $14.5 billions and the current account deficit $4.8 billions. Therefore, it
can be said that in the January-September period there occurred an inflow of $2.6
hillions in the form of net errors and omissions.

According to TUSIAD estimations, as of the end of 1996 foreign trade def1c1t
has come to $19.1 hillions, invisible revenues have continued to increase, and the
current account deficit has risen up to $6.8 billions.

Based on the January-March data, it can be seen that, in comparison with the
same period of 1995, the highest increase in imports was realized in the area of
investment goods with a rate of 21.6%. Imports of consumer goods increased by
53.1%, and imports of raw materials, which had the largest share of 57.5% in the
total import volume, went up by 23%.

Although the period is too short for a fair assessment of the impact of the
Customs Union, a preliminary examination of the data of the January-March peri-
od shows that the balance of trade with the EU countries rapidly deteriorated.
With respect to the same period of 1995, imports from EU countries increased by
50.2% while the rise in exports to these countries remained at a mere 9.8%. The
foreign trade balance worsened with respect to the other OECD members 0o, but
it showed some improvement in relation to the non-OECD countries.

structural measures are needed to prevent economic and social instability.

The downgrading of the credit rating will further impede the possibility of for-
eign borrowing. If domestic borrowing continues to be the only source of borrow-
ing, this will increase the cost of financing by increasing the pressure on interest
and exchange rates. In addition, the private sector savings surplus,, which has
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already gone up to a high level of $8 billions, will have to be raised even more.
The financing requirement will result in a rise of interest rates and/or in an
increase in forced savings as a result of an escalating rate of inflation. It is obvious
that the policy of public borrowing at high real interest rates is unsustainable in
the long term. The governments desire for a balanced budget for 1997 and its’
attempts at casing the burden of interest payments on the budget is indicative of
the fact that it too shares the same point of view. If policy mistakes in the process
of resolving current macroeconomic imbalances give rise to an economic crisis,
this will exacerbate social and political problems. In order to prevent a fall in the
share of wages in GDP, similar to the one-third decline during the 1994 crisis, it is
necessary that long-term structural reforms be put in action without any delay.
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TABLE 3 TUSIAD ESTIMATES (GNP, INFLATION)

94-1 94-2 943 944 94 |95 95-2 95-3 95-4 95 96-1 962 963 96-4 96
Realization Realization Estimate

(25 July 1996)
Growth Rate 4,1 9.7 87 69 61 -03 126 107 7.7 81122 86+ 7.2 54t 80
Inflation 678 1339 1283 1413 | 1207|1490 s20 79.8 0.3 885644 * 733 818 974 30.5
(25 Oct. 1996)
Growlh Rate 4.1 9.7 8.7 691 61| -02 126 100 7.7 791)) 96* 89* s54* 354f 70
Inflation 678 1339 1283 1413 120711466 812 78.0 60.3/86.0(2)|644* 733* 784 8591764

(*} Realization
(1) SIS revisions on GNP calcidations
(2) 1994 WPI index

GNP GROWTH RATE GRAPH 1

(S0

15

*Estimate
WHOLESALE PRICE INDEX GRAPH 2
s (Average Annual Percentage Change)
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TABLE 4 INDUSTRIAL PRODUCTION INDEX

* Estimate

941 942 943 94-4| 951 952 0953 95.4| 96-1 96-2 96-3 96-4 (97-1* 97-2* 97-3" 97-4*
(LeveD)
dndex 1004 926 101.3 111.8101.3 110.9 119.6 125.4|111.3 11856 126.2 134.5 (1182 120.3 130.1 140.7
Seasonally
Adjusted Index 107.3 96,5 99.1 103.5 (108.1 1152 117.2 116.1|118.9 123.0 123.7 124.7|126.2 124.6 127.6 130.7
Level 106.8 1009 994 102.9]108.9 114.5 116.8 116.81110.0 122.4 124.0 1250 (1234 1255 127.6 129.9
(Percentage Increase)
Index 58 -113 -101 -73| 09 198 181 122| 99 69 55 73| 62 14 31 46
Seasonally :
Adjusted Index 60 -11.8 -99 71 0.8 193 183 122 100 6.7 5.0 7.4 6.2 1.3 3.1 4.8
Level 22 68 -103 7.0 1.9 135 175 135 94 09 0.1 7.0)0 5.3 26 29 39
* Estimate
SEASONALLY ADJUSTED MANUFACTURING INDUSTRY
QUARTERLY PRODUCTION INDEX .
(Annual Percentage Increase) o
(%)
20 ! : : : “ '
o No. \\
5 \ // \/ VWA \V
5
-10
15 : ! ! : ;
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GRAPH 4

(Level)

SEASONALLY ADJUSTED INDUSTRIAL PRODUCTION INDEX
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GRAPH 5

Trend (1989-1993 exponential trend, yearly increase % 5.7)

‘(Annual Percentage Increase)
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MANUFACTURING INDUSTRY QUARTERLY PRODUCTION INDEX GRAPH 6
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PRODUCTION WORKERS IN MANUFACTURING INDUSTRY INDEX GRAPH 7
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MANUFACTURING INDUSTRY PRODUCTIVITY INDEX GRAPH 8
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EXCHANGE RATE (Annual Percentage Change)

WHOLESALE PRICE INDEX AND MONTHLY AVERAGE US DOLLAR GRAPH 10
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GRAPH 14

CURRENCY IN CIRCULATION

(Annual Percentage Increase)
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GRAPH 18

TIME DEPOSITS & FOREIGN EXCHANGE DEPOSITS

(Annual Percentage Inciease)
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(Annual Percentage Increase)

CENTRAL BANK MONEY AND RESERVE MONEY
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CONSOLIDATED BUDGET DEFICIT GRAFPH 23
(At 1994 Prices)
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CONSOLIDATED BUDGET EXPENDITURES GRAPH 25
(At 1994 Prices, Cumulative for the last 12 months)
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GRAPH 28

NOMINAL EXPORTS AND IMPORTS
{Cumulative for the last 12 months)

(US $ Million)
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FOREIGN TRADE DEFICIT
(Cumulative for the last 12 months)
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FOREIGN TRADE PRICE INDEX
(Cumulative for the last 12 months)
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FOREIGN TRADE
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FOREIGN TRADE QUANTITY INDEX

C1989=1t00)

250

%6411
06/60
96/L0
96/50
96/50
96/10

200

150

50

Se/1r
6460
S6/20
<6/<0
€6/50
<6/10
BT

Sl 5660

FOILD
FOIED
FOIED
FO/10
§6/11
£6/60
€610
£6/€0
£6/60
£6/10
w01
£6/60
L0
26/%0
26/50
T6/10
16/11
16/60
16420
16/€0
16/50
16/10
011
/60
06/L0
06/€0
8/E0
06410

EntpcHts

Exports

GRAPH 34

FOREIGN TRADE PRICE INDEX

OBL=10U)

DAV

)

O\

144

150

120

o

104

Pl

B8O

96/11
96460
96/L0
96/<0
06/¢0
96/10
6/11
$6/60
$6/L0
£0/¢0
6450
<610
FO/IT
FO/60
FG/L0
F6/50
£6/C0
E6/T0
[
s6/e0
€670 m
86/50 E
€050

£6/10

whm

o6

TiLh

T6/50

T6/¢0

W60 &
16/11
16/60
I6/40
16/50
16/£0
16/10
06/11
06/60
06/£0
05/50
06/60
05/10

Terms of Trade (Exports/Imports)

Expaos



GRAPFPH 35

!

CURRENT ACCOUNT BALANCE

($ Million)

¢$ Million)

1000

5000

= 3000

= 1000

= -1000

= 3000
= -3000

-7000

N

il

|

500

-

500

-10U0

-1500

96/01
06/L0
96/70
96/10
£6/01
S6/L0
S6/50
56/10
¥6/01
$6/L0
FG/F0
$6/10
€6/01
€6/L0
£6/50
£6/10
76/01
T6/L0
Z6/%0
26/10
16/01
16/£0
16/30
16/10
06/01
06/20
06/50
06/10
68/01
G8/L0
68/%0

Cumulative for the last 12 months (riglht scale)

"68/10

88/01-|
88/L0..
g8/v0

i 88/10

L8I0T
L8/L0
18750
£8/10

Monthly (left scale)

GRAPH 36

TOTAL OF SHORT-TERM CAPITAL AND NET

»

ERRORS AND OMISSIONS

(% Million)

(5 Million)

1500

8000

= G000

" 4000

" 2000

" -2000

I -4000

-6000

N

1000

500

-500

-1000

-1500
-2000

-2500

£ 88/01

96/01
96/L0
96/%0
96/10
$6/01
$6/L0
S6/10
$6/10
$6/01
BG/L0
Y6/P0
$6/10
€6/01
€6/L0
£6/50
£6/10
Z6/01
76/L0
Z6/50
Z6/10
16/01
16/L0
16/40
16/10
06/01
06/L0
06/%0
06/10
68/01
68/L0
68/50
68/10

Cumulative For the last 12 months (right scale)

1 Monthly (left scale)

88/20
88750
88/10
(8/01
18710
L8780
L8/10

———
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No structural measures were undertaken in the aftermath of the 1994 crisis,
that would restore the stability of macroeconomic balances. Under these circum-
stances, expectations ol crisis for the Turkish economy never came to an end.
The main reason for crisis expectations is no doubt the high rates of the public
and current account deficits with respect to GNP. The persistance of these deficits
at their current high levels, results in the continuation of high interest rates while
real interest rates remain at excessive levels like 25-30%. This is unsustainable in
the medium term.

It can be observed that domestic and foreign balances were negatively affect-
ed by the high growth rates in 1995 and 1996. If at the end of 1996 the current
account deficit occurs around $7 billions, its share in GNP will come to 3.8%,
which will be more than the 3.5% figure of the period which immediately preced-
ed the cr151s In a similar manner, it is expected that the share of the public sector
horlowmo qumremcnt in GNP, which reached the record high level of 12.2%
before the crisis, will again rise up to this level.

Pressed by these-two- mdm macroeconomic imbalances, the government
seems to have givén prioritygto closing the public sector deficit. It is assumed that
the foreign def1c1t 1s sustam'lbl(, in its present state, since the current account
deficit increases at a slower rate than the foreign trade deficit due to the fast rise
in invisibles and since it can also be covered by short-term capital inflows. This
assumption is supported. by the upward movement in Central Bank reserves, and
priority is therefore given to measures that will restore domestic balances.

However, the “balanced budget” target of the government goes no further

than being a good-intentioned first step towards the solution of the problem. The
attainment of the goal of “balanced hudget” is made conditional on one-time mea-

sures of revenue collection. What is more, it is highly unlikely that the expected
revenues will be actually“collected in 1997. Under these circumstances, the 1997
budget will most probably incur a deficit far beyond the expected levels. As
expécted revenues will fail coming in, the most likely borrowing instrument to be
uscd will again be domestic borrowing. In such a situation, interest payments will
far exceed the targeted levels. .

The 1997 Program of the State Planning O1 ganization, based on the assump-
tion that the government’s “balanced budget” target will be achieved, maintains
that policies that are aimed at reducing the public deficit will also curtail domestic
demand and thereby reduce the growth rate down to 4%.



TUSIAD's Research Department prepared a table, presented in Table Al
depicting the results of a study aimed at computing the values of main macroeco-
nomic variables under the assumption of a 4% growth rate in 19971 The study
displays that under this assumptions, the budget deficit will materialize at around
TL2.5 quadrillions ($17.1 billions). The yearly inflation rate will rise by ten points
up to 86.8%. In order for the inflation rate not to exceed this level, the increase in
the reserve money will have to remain at 82.9%. Due to the persisting public
deficit and the rising rate of inflation, real interest rates will not come down from
their high level of arround 26%. |

It is calculated that in 1997 the TL will appreciate with respect to the US dollar
at a rate of 2.7% and the average TL/dollar exchange rate will be TL 148 thousand.
The foreign trade deficit is estimated to ascend to $20.6 billions, with exports
totaling $24.9 billions and imports $45.5 billions. The current account defic%t is
expected to materialize in the neighborhood of $7 billions in 1997, in accorq;ffﬁﬁ’ce
with the rise in the net errors and omissions iten:.

This study reaches the conclusion that a crisis can be avoided in 1997 if the
4% growth rate target is attained. In other words, in 1997, under the assumption
of a 4% growth rate, the economy can generate the resources that can compensate
for the $17.1 billions of budgefﬂ___deficit and $7 hillions of current account deficit.
However, one cannot draw from this the conclusion that the Turkish €Cconomy
may finally settle on a path of sustainable growth in 1997, particularly when the
inflation and interest rates are expected to remain at véry high levels. In view of
the fact that many countries, including former socialist countries, have made sig-
nificant progress towards the goal of achieving economic stability, Turkey must
take medium to long term measures without delay to be able to maintain its com-

petitiveness in - world markets.

Lrhe results of this study are computed by means of a three-blocked “Constrained Bayesian Vector
Awitoregression” model.
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