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FOREWORD

TUSIAD (Turkish Industrialists’ and Businessmen’s Association), which
was founded in 1971, according to rules laid down by the Constitution
and in the Associations Act, is a non-governmental organisation working
for the public interest. Committed to the universal principles of
democracy and human rights, together with the freedoms of enterprise,
belief and opinion, TUSIAD tries to foster the development of a social
structure which conforms to Atatiirk’s principles and reforms, and strives
to forEify the concept of a democratic civil society and a secular state of
law in Turkey, where the government primarily attends to its main
functional duties.

,TﬁS:iAD aims at establishing the legal and institutional framework of the
market economy and ensuring the application of internationally
accepted business ethlcs TUSIAD believes in and works for the idea of
' integration w1th1r1 the international economic system, by increasing the
_ compet1t1veness of the: Turkish industrial and services sectors, thereby

‘ assurmg 1tse1? of a w%:ll defmed and permanent place in the economic

I

arepa. - .,

TUSIAD Supi)orts all the policies aimed at the establishment of a liberal
economi¢ system which uses human and natural resources more
efficiently by means of latest technological innovations and which tries
to create the proper conditions for a permanent increase in productivity
and quality, thus enhancing competitiveness.

TUSIAD, in accordance with its mission and in the context of its
activities, initiates public debate by communicating its position
supported by scientific research on current issues.

The 14th - 15th issue of TUSIAD Quarterly Economic Survey was
pfépared by utilising the most recent data and estimations
available as of December 1997 by’ Economic Research
Department, ' '
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A PUBLICLY RECOGNISED PROGRAM FOR PERMANENT
ECONOMIC STABILITY SHOULD BE CARRIED ON WITH
DETERMINATION.

The target with priority for the Turkish economy, is to reduce inflation that has
a bad effect on all sectors of the society. Inflation, which shrinks the share of
income for those who have a fixed income, has also unfavorable effects on
investment and production as a result of the uncertainty it creates.

The distribution of income has further deteriorated as a result of macro
instabilities that has been gradually increased for over a decade.

If Turkey goes on with these inflation and interest rates, the taxes collected at
2000 will not,even suffice to cover the interests of the internal debts. T heref_ére, it
is not-sufficient to administer a program for preventing the deepening of present
1nstab111t1es in the coming years, as it has been done in the past. Turkey now has
to set the contents of a stability program, which will be acceptable for all sectors of
tk}e society and put it into pracuce at once.

The 1998 program, it seems, does not aim at structural change. Although
the program targets are ‘more realistic than those in the past, the mecha-
nisms through Whlch tht;se targets will be reached are not explained.

It is not p0851ble to state that Turkey has entered a sustainable growth path,
although'in 1997 a ‘high growth rate will be reached as in 1995 and 1996. In 1997
no_scrious steps have been taken to overcome the instabilities in question. The
pohtlcal instability has marked 1997 economy in this sense, just as it did in the past.
The macro instabilities which caused an acceleration of inflation and depreciation
of the Turkish Lira continued in 1997. Consequently, the inflation rate which had
" been targeted to be 58% at the end of 1997, reached a rate of 90%; the growth rate
was 6%, instead of the aimed 4%; there was a budget deficit of nearly 2.5
quadrillion, although a balanced budget was targeted.

i

As we teach the end of 1997, the btldget goals and estimated macro economic
indicators related with- these goals for 1998 are stated. The most important
characteristic of the 1998 program, is that it is a part of a three-year program which
aims to reduce inflation to one-digit rates and that it consists of realistic goals. This
program prefers to make - gradual and 101¥g term adjustments, instead of a
comprehensive and short term amendments on the economy which grows rapidly
as a result of growing domestic demand. According to the 1998 program, the



growth rate will be pulled back to 3%, the average inflation will be 64%, the
year-end inflation will be receding to 50%. It is expected that the consolidated
budget deficit will be TL 4 quadrilljons, the foreign budget deficit will be $21
billions, the current account deficit will be $4,9 billions. '

The mild decrease aimed in the consolidated budget deficit, shows us that if the
‘necessary reforms are not made there will be no important changes in a short term,
because of the increasing share of the interest payments in the budget (40% in
1998).

The privatization revenues are not included in the consolidated budget
revenues in the 1998 program and this is another sign of an effort to prepare a
realistic budget. Transferring the privatization revenues to the financing of public
investments, will cause a higher increase in investments than targeted. Together
with the realistic goals of the program, putting 2 legal limit to the net borrowing of
the Treasury shows us that the budget will be carried on with determinism and the
target budget deficit will be exceeded by 15% at the most. Nevertheless, against, A
these good willed approaches and positive signals, if the possibility of creating a
supplementary budget at the end of 1998 is not eliminated legally, the doubts
concerning the realization of the 1998 budget will not be vanished.

Due to strong domestic demand high growth continued in 1997. The
growth rate, which was estimated to be 4% is expected to reach 6%.

It seems that 1997 will be a year, during which a high growth rate is reached,
like that of the previous two-years but the macro ifistabilities could not be
climinated and the inflation rate could not be declined. As a result of the high
growth rates reached in the recent three years, the national income per capita will
reach the pre-1994 crisis ($3000) level.

The GNP data for the first half of the year, indicates a growth of 6%, compared
with the previous year. The GDP increased for the first half of 1997 by 6.6%, but
the increase in GNP stayed at 6%, due to the decline of 30% in the net factor
income from abroad. Although the agricultural production declined by a rate of
1.5%, the growth rate of two most important Sectors comprising the GNP, namely
industry and trade has been nearly 10%.

In the second half of the year, a similar growth performance is expected.
Because, the monthly industrial production has increased with an average rate of



15.3% in July-September period!l. These high rated increases, have approximated
the deseasonalized industrial production index, to a growth trend which had been
diverged from since the 1994 crisis. In the third quarter of the year, the growth rate
in the manufacturing industry production was nearly 16% and the sectors which
had made the highest contribution to this increase are, metal, machinery and
equipment industry with an increase of 64%, paper, paper products and printing
with an increase of 17%; earthenware products with an increase of 13%. Again in
July-September period, an increase of nearly 3 points in the capacity utilization rate,
compared with the rates of previous year, strengthens the opinion that a high
growth rate will be reached depending on industrial production. ’

A similar growth is expected in the trade sector, which has the second highest
share in the GNP is expected. In other sectors, no development that will slow down
growth is expected, so GNP increase is expected to be nearly 6.5% in the third
quarter.

The public sufveys which ‘reflect the views and expectations of the industry
sector for ~~the second half of the year shows that a stagnancy in the total
* domestic market purchasmg order tendency took place after August. In the last
quarter of the year the gradual decline in the rate of orders and sales of goods,
suggests that a gradual decrEase may be seen in the growth rate of production. On
the other hand, the exports tendenc1es reveal that there is a tendency for increase
in the orders rec_enged from external markets and this tendency is expected to go
on in the last quarter of the year. Although these tendencies are not very strong,
the growth rate ‘of production may slow down. In the last quarter of the year, the
GNP is expected to decline to 5.2% depending on the gradual decline in the
internal market demand. Thus we can say that the growth rate of 1997 will be
- nearly 6% and will exceed the estimated 4% by two points. |

The GDP figures showing the expenditures of 1997 have not been issued yet.
On the other hand, State Planning Organization estimates that there is a decline in
the contribution of coﬁsumption expenditures, compared with the last two years.
The estimated 6% production increase originates from the increase in consumption
expénditures by 4% and investment -expenditures by 2.6%. The fixed investment
capital increase is thought to be S. 3% in the private sector and 17.7% in the public
sector. The consumption expend1tures are expected to have gradually declined,
compared with a growth rate 8% in 1996.

I According to the GNP data of the 10 quarters issued since 1995, the increase in industrial production as released in
GNP figures bas only once been found lower than the montbly industrial production figures.



The annual inflation rate, which was expected to decline to 58% at the
end of the year has reached 87.5% in October.

The inflation rate that was neatly 85% at the end of 1996, has proceeded at the
range of 70-80% in the first six months of 1997. As the taxes taken from petroleum
and derivatives have been increased in July, the inflation rate increased starting
from that date and exceeded the limit of 80%. The increase of prices in question
has increased the input prices remarkably and started a process of price adjustment
in the private sector, realized in a longer term. In the July-September period, the
public price increases have reached 35%, the increase in the private sector prices
stayed at 22%. Because of this, the annual inflation rate has reached 87.5% in
October. The consumer prices have exhibited a similar trend and reached 93% in
Qctober.

The increase in inflation is expected to continue throughout the rest of 1997 and
a couple of months of 1998. TUSIAD estimates the average inflation rate to be 89%
for the last quarter of the year. The year-end inflation will probably be three poings
more than this figure. Consequently, the average and year-end rates of inflation*for
1997 which were estimated as 57.7% and 65% have been exceeded extremely.

The monetary policies that aim stability in the real exchange rate and
interest rate have been sustained. Monetary expansion came out as a result
of the increase in net foreign éxchange position. |

o

In 1997, the main goal of the monetary policy was to harmonize the movement
of exchange rates with the inflation rate and to decrease %nceﬁa'inty by minimizing
the fluctuation of interest rates in the markets. The Central Bank reached this goal
through the protocol signed with the Treasury at the end of July, which eased the
pressure on the Central Bank. In accordance with this protocol signed on 30 July
1997, the Treasury has paid back the short-term advance that it had withdrawn and
did not use any more short-term advances. The short-term advance level has stayed
nearly at TL 337 billions. Nevertheless, after this date the Central Bank has
contributed to public financing through increasing the po'i'tfolio of securities.

In the first ten months of 1997, the Central Bank’s analytical balance sheet assets
have increased at a rate of 80%. This increase suggests a real growth of 4%. The
growth of budget has been caused by the high rated increase in foreign exchange
éperations. |

Foreign assets have increased approximately to 2294 trillions, in the first ten
months of the year because of Central Bank purchases of foreign currency. On the



other hand, total foreign exchange liabilities have been increased by 1674 trillions.
As a result, the net foreign exchange position has increased by 620 trillions. In the
same period, the credits extended for the public sector have only increased by 8
trillions, as a result of decrease in the short-term advances. The fluctuations in the
parity have progressed favorable and this caused 167 trillions of decline in the
revaluation account compared with December 1996. The other items in the assets
have not affected the budget growth and the total domestic assets have declined
by 174 trillions.

Consequently, the Central Bank has created a central bank money of TL 446
trillions, which is the difference between 174 trillions of decrease in domestic assets
and 620 trillions of increase in the foreign exchange position. Due to increase in
foreign exchange purchases, the growth rate of currency issued exceeded the
inflation rate. Moreover, the open market operations have created a liquidity of TL
293 trillions in the market. In return, the Treasury has increased its deposit accounts
by TL 288 tr1111ons and somewhat stabilized the increase in liquidity.

.‘“{ﬁnother‘-‘p;'actlce that has_alleviated the uncertainty and eased the monetary
- policy was tﬁa’t the Treasur'y started declaring its treasury borrowing program
'monthly, as of September In-the July-October period, the increase of the foreign
exchange basket, Wthl’l conglsted of $1 and DM 1,5(in turn 4.6 , 5.2, 5.5 and 5.7%),
has closely f@llowed the 1nﬂat1on rates (in turn 5.3, 5.3, 63 and 6.7%). The
ﬂuctuation has decreased v1s1bly in interbank money market in the same period
although the iriterest rates 1n “the monetary markets had not declined.

“As for the end of October the money supply M1 has declined in real terms
compared with the year-end money supply; the increases in M2 and M2Y have
~ been a little over the inflation rate. Foreign exchange deposits, which were $ 25
billions at the end of 1996, reached the level of $§ 27 billions. Share of foreign
‘exchange deposits in M2Y has increased slightly from 49% to 49.6%.

The credits extended by deposit banks, have increased at a rate of 108% in the
first ten months of the year. This increase infers a real growth rate of 21%. The
cred;ts opened by private banks have grown -arger than the credits opened by
public banks. The larger part of the agricultural credits opened by public banks
have been realized at the first ‘three months of the year. The increase in
agricultural credits in 10 months has stayed at 61% level, as for October. The
credits extended by the investment and development banks have increased by 83%
in the same period. Thus, the ratio of total credits to total deposit has been



increased to the level of 1.31 from the level of 1.13 at the end of 1996. The rate in
question was 1.16 in October 1996. '

The fast increase trend in the stock exchange, which began after the
formation of the new government at the beginning of July, has continued
until the Asian crisis. '

As of the end of January 1997, Istanbul Stock Exchange has progressed at a
range of 1,400-1,700, then declined to 1,565 points on 18 June. But after the new
government was formed and a positive, hopeful atmosphere was created, it
reached 2,043 and has brought a return of 31% within 18 days.

On 27 August, the stock exchange has declined to 1,925 points, but increased
with great acceleration since then and broke a historical record by reaching 3,543
points on 23 October, bringing a return of 84% in two months. (Transaction
volume: TL 104,5 trillions) The reasons for such a high return in such a short
period are; the expectation of investors for privatization of some public
enterprises such as Tirk Telekom, the news that the electric powerh@ugé
adjudication’s will be announced soon and the positive image of the government
which seemed insistent on taking radical decisions in monetary policies and
decreasing inflation. Apart from these, the positive atmosphere created by the
negotiations made by the World Bank and IMF and the expectation of an increase
in the credit note of Turkey, the news that most companies’ values in the stock
exchange were low on the US$ basis and the declaration that the forward market
will be opened towards the beginning of the new year have encouraged investors
and helped the market to reach a record level.

Istanbul Stock Exchange was in its peak, when the crisis’in the Asian stock
exchange markets has spread to all markets and the international investors started
emptying their portfolios. Istanbul Stock Exchange where more than the half of the
share stocks (52%) belong to foreign investors, could not show any resistance when
the investors determinedly started selling what they had in hand; and when the
investors who used credits, have also determinedly started selling too. Thus, the
decline in Istanbul Stock Exchange accelerated. As a result, the 3,543 points
reached at 23 October, declined by 32.3% and reached 2,717 points in 30 October.

After this date, the Istanbul Stock Exchange has high volatility and closed
November with 2,879 points and brought a return of 195% in TL basis, 63% in US$
basis, since the beginning of 1997. '

10



It is estimated that the budget deficit will reach 2.5 quadrillions in 1997.
In this case the budget deficit (§16,5 billions) will reach 8.7% of GNP.

The budget deficit in the January-September period of 1997 has reached 786
trillions. The budget expenditures have increased by 73.1% compared with the
expenditures of the previous year and reached 4,452 trillions. In this period the
budget revenues increased by 102.2%, thus exceeded the inflation rate by 20
points. In return, the personnel and investment expenditures have increased by
115% and 155% respectively and exceeded the inflation rate(85%). The smallest
increase was in interest expenditures by 15%, which has been caused by the
increasing maturity of domestic borrowing. Also the exhaustion of allowances has
caused the interest expenditures to seem low, as they were not recorded as
expenditures.. The 1997 budget has put aside 1,864 tillions for total interest
payments. A total of 1,245 trillions has been registered in the budget as
expendltures until October. The exhaustion of allowances also prevented the
recording - of some expenditure items and caused underestimation of the real
budget deficit. The cash deficit has reached 1,151 trillions in the same period.

~ . . L
Ky ¥

The fina_r‘icihg of the deficit has been made mostly by long-term domestic
borrowing. In'aCCorda'n'ée with the agreement made between the Central Bank and
the Treasury, no short term advance has been used in July, August and September.
In the January—September penod net foreign debt repayment which had reached
285 trillions and otper repayments which had summed up to 316 trillions, have
been covered'by 205 trilliéns of Treasury bonds and by net 1,547 trillions of
government bills. fmancmg

The 70% of the 6,255 trillions of allowance allotted for 1997 has been
exhausted in the first nine months and thus required the preparation of a
supplementary budget. The supplementary budget plan that gave the government
the authority to use an additional 1,835 trillions, had been accepted by the Plan and
Budget Commission of the Grand National Assembly. It is expected that the
agricultura] support purchases which is estimated to increase by 151% in 1997,
compared with the previous year, will have an unfavorable effect on the public
sector deficit.

Considering the fact that half of the budget deficit appeares especially in the last
quarter of the year, we can estj'mate that ‘the budget deficit will reach 2.5
quadrillions at the end of the year. The government, too, estimates the budget
deficit to reach 2,625 trillions. In this case the budget deficit/GNP ratio will rise to
9%.
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As the budget become rather inflexible, only a partial improvement is
planned in the 1998 program: the budget deficit to GNP ratio is anticipated
to be 8.2% in 1998, compared with 9% in 1997.

As the interest pajrments comprise the 40% of the budget deficit, the budget
loses its flexibility. The personnel expenditures and transfers made to social
security institutions comprise the 23.7% and 9.5% of the budget expenditures. The
total of these three entries has a share of 73.2% in the total budget expenditures.
Therefore, it is not possible to rapidly reduce the rate of budget deficit in the short

term.

The 1998 budget was obviously formed within these limits. The personnel and
investment expenditures have been increased by the expected inflation rate, but in

- other current expenditures, which is mostly composed of military expenditures, an

increase much higher than the inflation rate is foreseen. ‘The debts which were
transferred from 1997 to 1998 will require a payment of 5.1 quadrillions; thus, the
interest expenditures are estimated to increase by 157.5%. As the deficit of the
social security institutions is getting larger, transfers to these institutions will
increase by 80%.

Moreover, if no measures are taken, the tax revenue will not even cover the
domestic interest expenditures at.the year 2000. For this reason, the revenues
should- be increased and a sound internal debt management should be carried on

to create a decrease in the budget deficit. .

The programme aims at increasing the tax revenues by 20% in real terms. The
most important part of the tax increase is planned to be acquired from the Fuel
Consumption Tax and the withholding tax imposed on interest incomes obtained
from treasury bills and government bonds. Related authorized institutions are
intensely trying to find legal and institutional arrangements for a permanent
solution to tax collection. With these arrangements an obvious decrease in tax rates
is expected which will encourage employment and production. The measures
which will enlarge the tax base and strengthen inspection should be taken while
pulling down the tax rates. The tax reform efforts should be completed as soon as
possible and passed as law and should be put into force in 1998. Only by this way
one of the obstacles for higher economic growth could be eliminated and a
healthier budget structure could be built.
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In spite of the high growth rate in the economy, the foreign trade
balance improved.

Turkey entered the customs union in 1996 and this had a worsening effect on
foreign trade balance, but in 1997 this was eliminated to a great extent. In the
January-July period of 1997, the imports increased by 3.5% and exports increased
by 9.2%. As a result, the foreign trade deficit which was $ 11.6 billions in the first
seven months of the previous year, declined to $ 11.3 billions in the same period
in this year. The stimulating effect of the customs union on consumer goods
imports has eased. The consumer goods imports increase rate was 50% in 1996, in
the January-July 1997 period this rate decreased to 17.9%. This rate is, nevertheless,
still high compared with the 10.6% increase in capital and 9.7% increase in
intermediate goods imports.

The foreign trade balance with EU, which had worsened after the Customs
Union, improved with the help of recovery in EU in 1997. The imports from EC
which compr1ses the 51.4% of our total imports, has increased only by 0.3%, but
the exports t&/ EC that comprlses 47.6% of our total exports, increased by 3.7%.

We are not able to evaluate the effects of the DM/$ parity in 1997 on our
foreign - trade, sine’ the forergn trade price and quantity indexes have not been
declared yet T

Another remarkable development in this period is the decrease in the suitcase
trade. The net revenue gained from suitcase trade decreased from $ 3.7 billions in
1996 to $ 2.4 billions in 1997. So if we take the suitcase trade into account, we can
see that the foreign trade deficit has increased to $ 6.7 billions this year, from the
$ 5 billions deficit since last year. This development affected the current account
deficit and caused it to increase from $ 1.3 billions to $ 1.9 billions.

The capital inflow that started in the middle of 1996 has continued in the
January-September peri'odﬂ, depending on an increasing amount of foreign credits
used by the private sector. The short term credit inflow has declined from $ 3.4
billions, to $ 1.6 billions, because of the stignation especially in commercial
credits. The expected increase in foreign direct has not been realized, foreign direct
investments declined from $ 305 millions to $ 245 millions.

In spite of an inflow of $ 4.7 billions in the capital account that are high above
the current account deficit which is $ 1.9 billions, the reserve increase was limited

13



at $ 646 millions, as the net error and deficiency entry returned to $ 2,2 billions of
non-recordable capital outflow in 1997 January-July period.

It was foreseen in the 1998 program that the foreign trade deficit will increase
from $ 19.2 billions to $ 20.1 billions, although the growth rate will decline from
6% to 3%. The important depreciation of the currencies of the Asian countries, will
have a negative effect on the competitive power of Turkey in the consumer goods
exports which constitutes 52% of Turkey’s total exports. Moreover, the Asian crisis
might cause a narrowing of the target markets. It is expected that foreign trade
deficit will be around $20 billion depending upon the developments in foreign
trade prices.

The persisting financial pressure of the public sector caused the
compound interests rates to reach 138%.

The trust atmosphere created by the administrative staff of the new government,
prevents fluctuations in interest and currency rates. The Central Bank foreign
exchange reserves reached a peak point in history with $ 21.5 billions on, 24
‘October 1997 and these reserves may cover 6 months of imports. Starting from this
date as a result of the crisis that begun in the Southeast Asia, caused a partial
tendency towards foreign exchange in Turkey and the- Central Bank sold foreign-
exchange equivalent to $ 1.5 billions until 14 November. The protocol signed
between the Central Bank and the Treasury, the declaration of the internal
borrowing program by the Treasugy have helped the maintenance of stability in the
internal debt market. '

The TUFE-X borrowing on 25.11.1997 had a real interest rate of 25.6%. This
figure shows that the inflationary expectations are still at the level of 85-90%.
. Fighting against inflation will be harder if the devaluation rate accelerates.

Turkey needs a stability program urgently. Nevertheless, if the stability
program will be interrupted, as it has been done in the past, the economy
‘will suffer tremendously. ‘

The interrupted stability programs upset distribution of income, damage
international creditibility and intensify inflationary expectations. Moreover, in such
cases growth rate declines and inflation accelerates. Therefore a well planned
program, which will be acceptable for all parts of the society should be put into
action and a strong political will is necessary to fulfill this program.
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TABLE 3 TUSIAD ESTIMATES (GNP, INFLATION)

96-4

96-1 962 963 96 | 971 972 973 97-4 97 981 982 983 O8-4 98
Realization Bstimate Estimate
(25 July 1997) . . . . .
Growth Rate 9.6° 77 53 84 74| 37, 64, 49 43 | 52
Inflation 644 733 784 845 759 1778 74.3 89.9 90.4 [84.0
Realization Estimate Estimate
(25 October 1997) - . .
Growth Rate 9.5 8.2 5.1 6.9 7.1 6.1’ 7.1, 6.5‘ 5.2 6.0 2.8 4.2 37 5.6 4.8
Inflation 64.4 733 784 845 75.9 778 744 832 865 |80.9 88.2 861 81.4 78.0 | B2.7
(*) Realization
(1) SIS revisions on GNP calcilations
o GNP GROWTH RATE GRAPII 1
15— - o -
{

-10- : e o o r o o o - = o o '

AEstimate ) o '
WHOLESALE PRICE INDEX GRAFPH 2
% (Average Annual Percentage Change)
160 = - S K- SO S b —
2>

L S T (R S B\

o~ o oy o0 o e ol

o o o o (=% (=% (=N
* Estimate

94-4

951
95-2
95-3
954
96-1
96-2
96-3
064
97-1
97-2
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TABLE 4 INDUSTRIAL PRODUCTION INDEX
94-1 942 943 944 |951 952 953 _95-4 96-1 962 963 964 | 974 972 973

97-4*

{Level)

Index 1004 92.6 1013 1118 |101.3 1109 119.6 123.4 11115 1187 1251 136.3 1217 1313 1419
Seasonally

Adjusted Index 1073 964 99.2 1035 {1083 1150 1172 1162 [119.4 1227 1227 1264 | 1303 1357 1393
Cycle 1065 1006 994 1031 |1088 1144 1168 117.0 (1193 121.9 1235 1261 | 1307 1357 1385
(Annual Percentage Increase)

Index 5.8 -11.3 -10.1 7.3 0.9 19.8 18.1 122 101 7.0 4.6 8.7 9.1 108 134
Seasonally ' -

Adjusted Index 61 -119 938 -7.1 0.9 19.2 18.1 122 | 10.2 6.7 47 8.8 921 10.6 135
Cycle 17 72 -103 69 | 21 136 175 135| 97 66 57 7.8 96 113 121
(%) Estimate

SEASONALLY ADJUSTED MANUFACTURING INDUSTRY
QUARTERLY PRODUCTION INDEX
(Annual Percentage Increase)

€0}

146.1
136.1
136.0

7.2

77
19,

GRAPH 3
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The figures for the 4/97 are TUSIAD estimales
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GRAPH 4

(Level)

SEASONALLY ADJUSTED INDUSTRIAL PRODUCTION INDEX

(1992=100)
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QUARTERLY PRODUCTION INDEX ‘ GRAPH 6
(1992-100) OF MANUFACTURING INDUSTRY

140 g o e : —

60

& N jo =~ o = o o =+ X & FL
= S = =3 =4 = & = = =S = = = =N =N & R = & =

Index ——scasonally Adjusted Incex

. INDEX OF PRODUCTION WORKERS GRAPH 7
€1992-100> IN MANUFACTURING INDUSTRY

140

120 Ny
N

N |
100 4 ’r\—/m SN V% ‘ /avzmﬂ

kS
FoIe) IS PR M) AN PO A S ————— —
s

60 o ey o Iy

= N - o = & o Y o AN o I . - ] I N =

% 3 g ® 8 g = & & & Aoom F & B o® R R R &

Index —=Seasonally Adjusted Index
MANUFACTURING INDUSTRY PRODUCTIVITY INDEX GRAPH 8
€1992=100)

41 S | -
| A AN T

1 | AATT

100 ‘\ W
GO
=8 = & = = = = = = =) = = =% = ® S ® B = =
—Index Seasonally Adjusted Index

26



[JUE[ed JUNCSIY JUILIND) m—

"BOULITG TUNOIDW JUALITLD U1 PIPRIIUL SL opy aSPIUNS Jo vy Gaiuow
‘OG/EQ) IS SIS TV IS{LL 940 PO [ 6/ T~/ 0 941 40 524Ny B[, "23UBIPG JUNOIIV JUILIND PUB JOYDP 10TpNG fo NS agi sv paIvinojed aip saandf
smycins Suaps 101208 2L UB1IY)] 241 10 DIBp Ajqiuow fo yov] of anp dpd Suiaps 1o1as mand aqy 40f Kcoad v sp pasn st PIUDIPY 15PRG POIVPIOSUOD ()

aoueeg 19FpNg PAEPIOSUST) memmn S1AING BUIALS SICIDSE SIEAL] I

$§828g32g828828g288g2ggggagegegaregss
S S S ey S . e S S S S S S S e S S e ey S S S~ S e S~ . e . S ey S . ey
T 332229V YL RRYIIYEIRLR L8B3 ELEEEE TG
0000Z-
I\ .
(/\ 1.</ 00$ _
: .c‘/ 00001~
SN "4 // /...l\)l-\l/.. o0
! myy
___ _ _— ‘ __ __ _____ _____ __________:E—E_______ 1
— —— ——+ 000%
o LR oy ¥ 00001
.4; \n.;-...((ﬂ- N«
- 00051
e (uoyiI §)

6 HAVID

[

(STpUON 71 ISE] Y JOF dANE[WIND)
() AIDNVIVL INTWLSTANI-ONIAVS

27



WHOLESALE PRICE INDEX AND MONTHLY AVERAGE

s

GRAPH 10

(Annual Percentage Change)
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GRAPH 14

CURRENCY IN CIRCULATION

(Annual Percentage Increase)
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GRAPH 16

M2

(Annual Percentage Increase)
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GRAPH 18

TIME DEPOSITS & FOREIGN EXCHANGE DEPOSITS

(Annual Percentage Increase)
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GRAPH 21

(Annual Percentage Increase)
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CONSOLIDATED BUDGET DEFICIT ' GRAPH 23
(At 1994 Prices)
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The figures for the 10-12/97 period are TUSIAD estimates

BORROWING BY TREASURY BILLS (NET) GRAPH 24
(At 1994 Prices)
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CONSOLIDATED BUDGET EXPENDITURES
(At 1994 Prices, Cumulative for the last 12 months)

GRAPH 25

{TL Billion)
SQ0000 my— -
450000 f'l\
400000 R & N
- Ed i - .
350000 Al — e — e
-

300000 4 : -

150000 df-- e .

. .
N
~ - - -

L

250000 -+ v+ e el e s e e e S A FmmatN ] AT
.- %

200000 . @Vé\ LN,
=

‘-‘\

IOOWUJx:%;:‘—“—\; ~ e’ N "

saoon 4, _ I ="
o
T= M= e e Pl =g > - I e B v B o T o T p O op M. ol o of L T T Y o gggl‘-r—l‘—l‘-
2 EBR I BB R R R R R R E R B R RE S EREEERERTIEETEREE
S EEEsfsEs sz IEEsSsEERSEEEEsEsEEssEsEgsEEeEEsEsgaEREREEER
Investmont Trnerest Paynienis on = = = = resonnel Orher Transtors

Ponmnestic Del

i CONSOLIDATED BUDGET FINANCING
(At 1994 Prices, Cumulative for the last 12 months)

GRAPH 26

(T3, Blllum)
500000 e o e S R [ - ‘w
-~ . ." v '
400000 o.- - H ' o

300000

200000

100000

GRAPH 27

-100000 ..
~200000 |

S ELEBESERERERAE DO RDEEESEE I EEREEEEERERE

SHBBESEEESESOE&S\QESESESEEESSQD—EEESEBESEQv—«SSBE

Treasury Bl (Net) Gentral Bank = = = =Domestce Bareowing Foreign Borrowing (Ne
(Nt CNery
CONSOLIDATED BUDGET DEFICIT
(At 1994 Prices, Cumulative for the last 12 months)
(_TL Billion)

200000 - M

100000 - -
| o, /

o] - T~ -t

o R e e R

-200000 . . Apra =y
3 o \,’ ~ N
. .~ n - )

-300000 — e et
: - - \A I'/ AN
i N
. :
L

-400000 A —
ALY r
. -
-500000 _— . - [ S V)
b
-GOOO00
= = S . === s B o B, o T o T B ) = el Y ) [V n) =3 | e v g
B E I P RN R R R R R R EEEZE SRR R AR R E IR R0 e R EERREEREREE
SZESS3ZE=E=Z2ZES=2E2S2E5S835253E522EE=2SSs52=2E2233 5=
Urimary Balanee ~ — — -Interest Paymenst Buclgar Balance

The figures for the 10-12/97 period are TUSIAD estimates

35



5 Million)

50000 -

NOMINAL EXPORTS AND IMPORTS
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GRAPH 30
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FOREIGN TRADE ‘ GRAFPH 32
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CURRENT ACCOUNT BALANCE (¥) GRAPH 35
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THE AMOUNT OF GOVERMENT PAPERS SOLD
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After 1994 crises, the Turkish economy has recovered quickly and experienced
high growth rates in the following two years. It'was expected that after two years of
fast growth, in accordance with the policies designed to decrease the inflation rate,
economic growth would slow down in 1997. Basing on some unrealistic
assumptions, 1997 program has proposed a balanced budget with TL 6.2 quadrillion
of revenues and expenditures which would cause a reduction of public sector
borrowing requirefnent from 9.6 percent of GNP to 0.4 percent of GNP; a growth
ate of 4 percent, $50 billion of imports and $29.5 billion of exports. On the other
hand, it was expected that average annual inflation rate (WPI) would be 65 percent,
while end of year inflation rate would be 57.7 percent.

However, in 1997 instability in the political arena effected the economy.
Instability resulted in the fall of the government at the end of June. As a result of
growing domestic demand and increasing private sector production, growth rate is
expected to be around 6 percent. The fall in agricultural production reaching 1.5-2
percent will limit the growth rate at 6 percent level. In the first nine months of the
year, industrial production increased by 10.6 percent.

“Although H1gh growth rate will be reached in 1997 as in 1995 and 1996, it is not
possible to state that Turkey‘i has entered a sustainable growth path. Uncertainties
led to depreciation gf the Value of the Turkish lira both in domestic markets and in
fore1gn markets ;‘ f‘“

TUSIAD estlmates 1nd1cated that in 1997 growth rate will be around 6%; end of
year inflation will approach 92 percent; average annual inflation rate will be 81
pereent; exports ‘and imports will be $25.8 billion and $45.5 billion, respectively.
Although a balanced budget was targeted, budget deficit will be around TL2.3
quadrillion. In th1s case, pubhc sector borrowing requirement will reach 9.5 percent
of GNP.

1998 program has been announced. According to the targets of this program,
growth rate will decrease to 3 percent, average annual rate of inflation will decrease
to 64 percent, while end of year inflation rate will be 50 percent. It is aimed that the
consolidated budget revenues will increase by 99 percent and reach TL 10.8
quadrillion, whereas expenditures will increase by 84 percent and reach TL 14.8
quadrillion. Thus, the consohdatc;gl budget deficit is targeted to remain TL 4
quadrillion, and decrease to 8.1 percent of GNP. Public sector borrowing
requirement, in this case, will be ?‘."8..6 percent of GNP. On the other hand, it is
expected that exports will be $29 billion; imports will reach $50 billion, which will
led to a $21 billion of trade deficit in 1998.
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TTUISIAD estimates for the last quarter of 1997 and 1998 depends on the
assumption that ongoing economic policies will remain and no radical policies
could be implemented that will affect the macroeconomic variables in 1998. This
assumption based on the thought that political instability will continue and prevent
the government to implement policies to solve structural problems. Although the
government has not faced with serious problems in proposing and implementing
new policies until now, being a minority government could probably prevent
government to implement radical policies.

The results of a study aimed at computing the values of main macroeconomic
variables are depicted in the following table. The aim of the study, which is
computed by means of a three-blocked “constrained bayesian vector
autoregression” model, is not to make point forecasts. Rather, the aim is to observe
the possible quarterly movements of several macroeconomic variables based on
their interrelationship under given assumptions.

It can be observed from the table that unless radical measures have been taal_:ien,
macro imbalances will continue in 1998. It is expected that the growth rate will slow
down in the first two quarter, however accelerate later on and annual growth rate
will be around 4.8 percent. The results also present that the inflation rate will not
decrease as much as expected and will' be around 78 percent annually. The budget
deficit is estimated to materialize at around TL 4.4 quadrillion, which is more than
the government target. It is axgeticipated that nominal exchange rates will move
together with inflation rate, however a 3 percent of a real appreciation of Turkish
lira is possible. Nominal dollar is expected to be TL 355,000 at the end of year, and
" TL 268,700 on the average of the year. Imports and exp%rts are expected to increase
to $52.4 billion and to $28.7 billion, respectively. Thus, trade deficit will be $2.7
billion more than the government target.

In conclusion, it is shown that unless implementing a stability program, budget
and trade deficits will continue to grow and macro imbalances will remain. The
growth performance of 1995-97 period will also continue in 1998, though a
deceleration is possible. However, not considering the macro imbalances and trying
to continue with the policies that are now in implementation will again put crises
on the agenda.
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