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FOREWORID

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 Atatlirk’s principles and reforms, and strives
to fortify 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.

: TU§IAD aims at establishing the legal and institutional framework of the

market, geco‘nomy and’ ensuring the application of internationally
accepted business ethics. TUSIAD believes in and works for the idea of
1ntegrat10n within the international economic system, by increasing the
competltwex;ess of the Turkish industrial and services sectors, thereby
assuting 1tself of a well defined and permanent place in the economic
arena. e

¥

TUSIAD supports all-the policies aimed at the establishment of a liberal

economic  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 16th issue of TUSIAD Quarterly Economic Survey was prepa-
red by utilising the most recent data and estimations available as
of March 1998 by Economic Research Départment.

- : June 98



explaining the increase in growth for 1997. When the recently published nine-
month data for 1997 are analysed, it can be observed that the increase in the
private sector’s consumption and investment expenditures for the period
January-September was around 9 percent. For the same period, the durable
consumption goods expenditures, which had approximately a 10 percent
share in the total domestic expenditure and were the most determinant
domestic demand indicator, increased by 35 percent. On the other hand, there
was a clear contraction in the demand for the food and housing sectors.

These increases in the private sector investment expenditures were
observed to reach 9.6 percent. In spite of a decrease in housing construction
expenditures and only a small increase in other kinds of constructions, the
high increase rate in machinery and equipment investments was the factor
explaining the high magnitude of total investments.

Along with the expansion of the domestic demand, privatg%ector
industrial production increased by 10.4 percent in 1997.

Despite the fact that the rise in the value added of the manufacturing and
commercial sectors, which had the highest share in the GNP, was more than
10 percent, the total growﬂ; rate remained around 8 percent due to a 2 per-
cent reduction in the agric':ﬁltural sector.

The production in the manufacturing industry did not oscillate between
the quarters in 1997, and was the engine of the growth with an average
increase reaching 11.4 percent. The commercial sector progressing in a sim-
ilar way exhibited an 11.2 percent rise. On the other hand, stagnation was
observed in the public services, the housing market and foremost the agri-
cultural sector. |

The 1998 annual programme estimated that the growth rate in 1998
would drop to 3 percent as a result of the stabilisation measures that
would be carried out. However, the first quarter of 1998 demonstrates
that the slowdown will not be as great as anticipated.

The monthly industrial production index for the first three months of 1998
demonstrated that the increase in production was high. The increases in pro-
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duction for January, February and March were at 4, 15.1 and 6 percent lev-
els, respectively. The low rate of increase in January and the high rate in
February was due to religious Bayram, which took place in 1997 in February
and in 1998 in January. Therefore, the number of working days in the first
month of 1998 was less compared to that of the last year; and, for the same
reason, the number of working days in February was greater compared to
that of the last year. Generally speaking, the first three-month production
growth figures indicated that, on the average, the yearly production growth
rate was around 8 percent for the first quarter. In this period, the mining and
energy sectors, together with food, paper and metal commodities from the
manufacturing sector, achieved the highest growth rates, whereas the textile
and chemicals éectors experienced negative growth rates.

Expectanons for the second quarter of the year, based on the surveys con-
ducted, are that the’ production growth will continue more slowly. The posi-
tive ~-economi¢ wdevelopments that occurred in April support the positive
expectatlons that are rising m the markets (the increase in new orders and
the rise 1n the productlon volume) '

(,{ ﬁ"
When the first quarter of the year is exammed in general terms, the pro-

duction i 1ncrease in the manufacturmg sector appears to be continuing, not as
high as the 1997 rate of 10Q, _percent, but nevertheless at around 7 percent.
Undér the assumpt1on that there will be no yield loss in agriculture, the first
quarter growth rate is estimated to attain 6 percent.

The inflation rate is moving gradually down from January’s peak
point.

The pubhc sector price adjustments and a high increase in agricultural
prices that occurred in the second half of 1997 caused in January 1998 the
wholesale prices to increase by 92.5 percent and the consumer prices by
101.6 percent. In the subsequent months the inflation rate gradually moved

down, exhibiting the figures of 83.3 percent fof.the wholesale prices and 93.6
percent for the consumer prices as'of April 1998.

On the basis of the first four-month price dynamics in 1998, it can be
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observed that the increase in agricultural prices reached 37.8 percent, aggra-
vating the increase in the wholesale prices. The rate of price increases in agri-
cultural products during this four-month period is higher than that of manu-
facturing goods. The price ratio of agricultural goods to manufacturing goods
increased from its level of 1.28 at the end of 1997 to 1.54 at the end of April
1998. The same ratio was 1.47 in April 1997. When the price ratio of agricul-
tural goods to private manufacturing goods is examined, it can be realised
that since March 1985 the highest value in favour of agricultural goods
occurred in April 1998. As a result, it can be said that domestic terms of trade
is turning in favour of the agricultural sector.

The public sector prices increased at a very low rate, partly because of a
decrease in oil prices. In the first four months, the total increase in the pub-
lic sector prices was 6.2 percent.

Compared to 1997, the monthly price increases of the private %}anufac—
turing industry, which are relatively less affected from temporary price fluc-
tuations, experienced a decline. The monthly average price increase in pri-
vate manufacturing was 5.2 perceqt in 1997, whereas in the first four months.
of 1998 this has been observed as 4.2 percent.

In the second quarter’of this year, a decrease in the inflation rate is expect-
ed as a result of seasondl movements. After the public sector price adjust-
ments that had taken place in July 1997, a further decrease in the annual infla-
tion rate is expected. o

An increase in tax revenues, a decrease in the nominal and real interest
rates and the speeding up of the privatisation process may further reduce
inflationary expectations. However, it is not possible to refer to an important
success in the reduction of the inflation rate, due to the fact that the inflation
rate, although going down in the last three months, is still higher than the
average of 1997. The buoyancy of domestic demand, and the fact that no pol-
icy implementation has been taken towards its curtailment, will make it hard-
er to reduce the inflation rate under 70 percent by the end of 1998. It is esti-
mated that the average inflation rate will move down to 81 percent in the sec-
ond quarter of 1998. In the second half of the year a gradual decrease is
expected that will further reduce the inflation rate approximately to 75 per-
cent by the end of the year.



In the first three months of 1998 the monetary programme goals

i

were achieved.

The most important mechanism of reducing the negative impact of the
existing instabilities on the economy to a minimum has been to decrease fluc-
tuations and uncertainties in the markets. In accordance with the 1998 pro-
gramme, the budget, borrowing and monetary programmes were prepared.
For the first quarter of the year, the goals of the monetary programme were
set to accommodate the developments in economic activities rather than
restraining or expanding them.

The Central Bank policy of preventing the price fluctuations occurring in
both the foreigh exchange and TL markets, coupled with the anticipation of
this policy by the market institutions, have been reducing uncertainties to an
important degree. The stability of the Central Bank’s policies has continued;
the announced goal of 18-20 percent expansion of money reserves was
achiéved in the ﬁrst three months of 1998 as a result of careful implementa-
tion of the budget and- borrowmg programmes that were prepared in accor-

dance w1th each other ¥
3 fi.

In the flI'St four months of- 1998 the Central Bank carried out its monetary
pohcy that- glves priority to ensuring the stability in the financial markets. In
this frame, the creation of*money was only carrzed out in return for an
increase in foreign currency assets.

The implementation of the monetary policy was facilitated by the
liquidation of the short-term advances.

That the short-term debts of the Central Bank to the Treasury fell to zero
was, without any doubt, the most important development of the monetary
policy in 1998. An analysis of the analytical balance sheet of the Central Bank
demonstrates that in the first four months of 1998 the most remarkable pomt
is the change in the structure of its-assets. The proportion of foreign assets to
total assets increased as opposed to a decréase in the share of domestic
assets. The ‘revaluation’ account, that exists as a result of the changes in the




exchange rates, and the increases in other items including the profit of the
Central Bank, reduced the slowdown that was caused by the reduction in

short-term advances.

In the first four months of 1998, the Central Bank’s net foreign exchange
position rose by $ 4.6 billions. The increase in the net foreign exchange posi-
tion is to a great degree a cesult of the Central Bank’s purchase of foreign
currencies from the market and a decrease in Dresdner deposits.

The Central Bank announcements indicate that the implementation of the
monetary policy should include not only the aim to, decrease to a minimum
the fluctuations in the markets but also adjusting the exchange rate 10 the rate
of inflation in order not to further aggravate the problems of exportation
because of the ongoing Asian crisis and to halt the loosening of the compet-
itive power of Turkish exporters. Since the return from T L—den%ninated
assets was higher than that of foreign cutrency assets during this ‘time peri-
od,' the demand for Turkish currency turned out to be higher than that of for-
eign currencies in the markets. As a result of this, the Central Bank had to

" purchase foreign currencies from the market so that the monthly change in

the foreign exchange bangket of $ 1 and DM 1.5 did not deviate t00 much

from the inflation rate.

As a result of these purchases, there has been an increase in the Turkish
currency supplied to the market. The amount of currency in circulation in the
first four months of this year rose by:28 percent. This increase is equivalent
to a 6 percent real growth rate. In the same period, the real increase in the
reserve money was 4.4 percent. In the first four-month period, the liquidity
amount that the Central Bank provided via open market operations decreased
gradually, and as of the end of April the Central Bank changed its position to
become a net creditor from the market. In other words, the currency that was

“provided to the market as a result of the foreign currency purchases during

March and April was pulled back partly from the market through open mar-
ket operations.

After the achievement of the goals of the three programmes for the first
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quarter of the year, the objectives for the second quarter were announced..
According to these, the expansion of the reserve money was aimed to be at
14-16 percent. The high level of foreign currency reserves and no usage of
the short-term advances increase the Central Bank’s control on the reserve
money. For this reason, it is estimated that the goals for the second quarter
regarding the increase of the money reserve will be achieved.

In the first three months of 1998 the money supplies decreased in
real terms.

The M1 money supply expanded nominally in the first three months of
1998 only by 7 percent as a result of a decrease in demand deposits. This
proportion turns out to be equal to a reduction of 11 percent in real terms.

Furthermore, the M2 shrank in real terms too, as the increase in time
deposits was below‘»i the inflation rate.

A«B percen,t mcrease was observed in foreign currency deposits. This
increase in forergn currency. dep051ts reaches 23 percent when it is convert-
ed to' Turkish currency due to the increase in the exchange rates. However
it is presumed that tlms incfease is largely due to the effect of the cross-
exchange. rates. The M2Y moriey supply, which is calculated as the sum of
M2 and forergn «currency deposits, preserved its real level as of the end of
1997. _ . .~

]

The increase in the credits opened by deposit banks turned out to be
higher than the increase in deposits. As of March 1998, the credits of deposit
banks rose by 128 percent. This increase is equivalent to a growth of 25 per-
cent in real terms. Despite the interest rates of agricultural credits went up, a
rapid increase in these credits continued. The increase in agricultural credits
in the first three months of the year was 120 percent.

The figures: on the first quarter of 1998 indicate that the public
finance performed better than it was expected.

Among the positive imprOVerrrents the most important one was the
increase in the primary surplus. The budget deficit in the first quarter, TL 961
trillion, remained below the target of TL 1,300 trillion. Compared to the same
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period of 1997, the budget revenues rose by 141.7 percent and reached TL
2,041 trillion. The budget expenditures, at the same time, were TL 3,002 tril-
lion with an increase of 137.5 percent. The rapid increase in expenditures
was due to an increase in the interest payments of domestic debts. The rea-
son for the rapid increase of the interest payment in 1998 was the imple-
mentation of the short-term borrowing policy in the second half of 1997.

Domestic borrowing remained to be the important item in financ-
ing the budget deficit. ‘

In the first quarter of 1998 the Treasury acting in accordance with the bor-
rowing programme played an important role in reducing uncertainties in the
markets. The foreign debt figure during this period, which amounted to $ 940
million, is above the target of $ 850 million.

For the second period, the objective was set 10 reach TL 2,900 Eggillion in
revenues with an increase of 125 percent and to reach TL 3,900 trillion in
expenditures with an increase of 150 percent, with a budget deficit of TL
1,000 trillion. The income revenues include TL 250 trillion to bg created from
the GSM license transfer. The most rapid increase in expenditures was antic-
ipated to occur from intérest payments that will increase 4.5 times. Due to the
continuation of the restfaint on non-interest expenditures, the primary sur-
plus was estimated to reach TL 900 trillion.

Considering the $ 940 million foreign debt in the first quarter and the tar-
get of $ 1,300 million foreign debt for the second quarter, it seems likely that
the annual foreign debt target of 1,348 million will be exceeded.

It is observed that the difficulties of privatisation have been partly solved.
With the addition of $ 1 billion revenue from the GSM license agreement, the
total revenue from privatisation was estimated to reach $ 12 billion ($ 9 bil-
lion to be collected in 1998). Privatisation not only causes eCcoOnomic effi-
ciency to improve but also creates a revenue which has not been included
into the 1998 annual budget programme and which can be used either to
finance social investments or to reduce the budget deficit.
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Despite the expectations of improvement in the structure of public
finance, a decline in the ratio of public séctor borrowing requirement
to national product is not anticipated.

Although the consolidated budget deficit in 1997 had been estimated as
TL 2,625 trillion, it was realised at TL 2,181 trillion ($ 13 billion). Conversely,
the ratio of the budget deficit to the GNP amounted to 7.3 percent, lower than
the target figure of 9 percent, due to the fact that the GNP has grown more
than anticipated. The budget deficit was financed by domestic borrowing:
While the net forelgn debt payments amounted to TL 453 trillion, the short-
term domestic debts were TL 1,504 trillion, TL 1,020 trillion of which had a
maturity of less than a year.

The ratio 'Of the budget deficit to the GNP, privatisation revenues exclud-
ed, was estimated to increase to 8.7 percent in 1998. Despite this anticipated
increase in thé ratio: of the budget deficit to the GNP, due to the shift of inter-
est payments fr(‘bm 1997 to 1998, the public finance is expected to have a bet-
ter structure should the.tax and soc1al security reform measures be taken.

After the customs umpn s short-term negative impacts on the
forelgn trade balance up to mld—1997 imports and exports turned
back to the1r normal trends

In.spite of the high growth rate of 8 percent in 1997, the increase in
imports slowed down to a level of 11.5 percent, whereas the increase in
exports was 13 percent. In 1997, imports amounted to $ 48,657 million and
eXports to $ 26,246 millién, creating a foreign trade deficit of $ 22,412 mil-
lion. These foreign trade numbers conserved their monthly levels of 1997 in
January and February 1998. The net revenue from “suitcase trade” declined
from its levekof $ 8.8 billion in 1996 to § 5.8 billion in 1997.

Although the foreign trade deficit is fixed at around $ 22.5 billion, the
“suitcase trade” and the revenues from other goods and services make the
current account deficit remain at around $ 2.7 billion. Another noteworthy
improvement in 1997 was the incréase in the long-term capital inflows cou-
pled with a reduction in the short-term capital inflows. Since the 1994 crisis,

13
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the finance of the current account deficit has been provided by the short-term
capital inflows and the unregistered capital inflows (net errors and omis-
sions). The net long-term capital inflows rose from $ 1,6 billion in 1996 to $
4.7 billion in 1997. The capital inflows were above the necessary amount to
finance the current account deficit; thus a $ 3.3 billion reserve increase was
provided.

The Central Bank reserves, which reached $ 21.5 billion as of the end of
October 1997 and then retreated to $ 18.7 billion at the end of the vyear, start-
ed to increase again after February 1998, reaching $ 22.1 billion as of the
beginning of April.

Considering the foreign trade and reserve data, one can conclude that in
the first quarter of 1998 there was no structural change in the balance of pay-
ments and that the foreign trade and current account deficits remained at the

€

1997 level. L,

In summary, it is expected that 1998 will be similar to 1997 when
the basic macroeconomic variables are considered: the econommic
growth will keep continuing, however with a gradually slowing rate,
and the inflation rate ‘will remain at the 75 percent level at the end of
the year. Under these éonditions, there have been efforts to reduce the
costs of exiéting instabilities to a minimum by decreasing uncertain-
ties in the markets. With this aim, the bf;dget, borrowing and mone-
tary programmes that were announced to the public have been metic-
ulously carried out. The acceleration of the privatisation process sup-
ports these positive improvements. The preliminary condition for the
introduction of a medium-term stabilisation programme following the
elections would be to continue to implement the existing financial and
monetary programmes without any compromise. However, shifting to
a short-sighted policy, in the sense of departing from the budget dis-
cipline and of using the privatisation revenue as a source of increas-
ing current expenditures, as an investment for the elections that are
planned for the first half of 1999, would take the economy back to the
unfavourable conditions of mid-1997.
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(25 Jan, 1998)
Growth Rate

TABLE 3 TUSIAD ESTIMATES (GNP, INFLATION)

96-1 962 963 964 | 96| 971 972 973 974 97, 98-1 982 983 984 98
Realization Realization Estimate

9.5 8.2 5.1 6.9 7.1 6.1 71" 65 5.2 6.0 238 4.2 5.7 56 |48
644 733 784 84S 759 77.8 744 832 865

i

Inflation 80.9 882 861 814 78.0 (827
Realization Realization Estimate
(25 April 1998) ‘
Growth 9.5 8.2 5.1 7.2 7.2 | 6.8 5.8* B.4* 77 8.0 5.9 63 58 59 6.0
Inflation 64.4 733  78.41 B84.51 759 | 77.8 74.4 83.2 89.1 81.4 } 89.2* 81.0 821 771 | 817
(*) SIS revision

(*) Realization

(%%}

GNP GROWTH RATE GRAPH 1
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TABLE 4 INDUSTRIAL PRODUCTION INDEX

951 952 953 954 | 1995 | 961 962 963 964 [ 1996 | 971 972 973 974 |1997 | 981" 982 583 954* [ 1998°
(Level)
Index 013 1009 1196 1254 143 | 115 18T 1251 1363 (125 | 1222 Bl6 1421 1509 11367 | 1332 1411 1506 1592 | 1460
Seasonally
Adjusted Index 083 149 1172 1164 | vdz 1193 1224 126 1268 | 1228 | 1309 1354 1392 1407 11366 | 1427 1449 1476 1486 [ 1460
Cycle W88 1143 168 1172 1143 [U92 1215 1234 165 | 1226 | 1310 1354 1388 1400 |1%65 | 427 1451 1474 1483 | 1439
(Annual Percentage Increase)
Index : 09 198 181 122| 127|101 70 46 BT | 76 96 109 136 w7 |1uz] 90 7z 40 55| 69
Seasonally
Adjusted Index W0 12 183 124| 127|102 65 46 89| 761 97 16 135 ue | 2l 90 76 60 s6| 69
Cycle 21 137 475 16| w7l 96 63 56 80| 4| 90 14 125 14i13| 8y 71 62 54| 69
* Estimate
SEASONALLY ADJUSTED MANUFACTURING INDUSTRY GRAPI]
QUARTERLY PRODUCTION INDEX )
&,
(Annual Percentage Increase) w
~(0%)
20 T
) | [‘\
15 /_ = \ .
J1_A \ : N N
TV A /\ [ \/T
N\
| \ |/ ! / N \ ‘
\ v —
5 \V/ \ /‘
-10 V
_]_5
'T"."T“?‘T‘ﬂ"T'ﬂ‘T“T"?”F'T’?'T‘?T"?T"?‘T“T"-TQp
&5%%%%888838?'&3&_3‘8‘388533&
’ R [, >4 '

* The figures for the 1998 are TUSIAD estimates



GRAPH 4
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SEASONALLY ADJUSTED INDUSTRIAL PRODUCTION INDEX
(Level)
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MANIFACTURING INDUSTRY QUARTERLY PRODUCTION INDEX GRAP
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CONSOLIDATED BUDGET EXPENDITURES
(At 1994 Prices, Cumulative for the last 12 months)
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NOMINAL EXPORTS AND IMPORTS
(Cumulative for the last 12 months)
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After a rapid recovery from the economic crisis of 1994 and reaching a high growth rate in the
two consecutive years, the growth of the Turkish economy had been anticipated to slow down in
1997 in accordance with the programme intending to decrease the inflation rate. In the 1997
programme, based on an unrealistic hypothesis, a balanced budget of TL 6.2 quadrillion, a decline
in the public sector borrowing requirement from 9.6 percent of the GNP to 0.4 percent, an
economic growth of 4 percent, a § 29.5 billion worth of exports and a $ 50 billion worth of
imports had ‘been targeted. Moreover, it had been anticipated that the annual average inflation

" rate (the wholesale price index) would be 65 percent, while the inflation rate as of the end of the

year would be 57.7 percent.

The domestic demand expanded in 1997; in parallel to this growth, the private sector
industrial production increased and the growth rate occurred at 8 percent. Although the value
added growth in the industrial and trade sectors, which have the largest portion in the GNP, were
above 10 percent; the growth rate remained at 8 percent due to a 2 percent reduction in the
agricultural productlon

Despite the hlgh growth rates achieved in the last three years, it cannot be said that Turkey is
in a rapid and sustainable growth path. High budget deficits, high inflation rates and the
depreciation of TL are all contmumg

Being a mmonty government and not always having a consensus within itself on structural
problems such as pr1vat153tlon a;nd social security made it more difficult for the coalition
government to ‘take"radical decisions regarding structural problems. Furthermore, a temporary
solution for decreasing public deficits does not seem plausible because of the loss of budget
flexibility. Therefore, 1998 is expeg“ied to sketch a picture similar to 1997.

In the government programme for 1998, a decline in thé growth- rate to 3 percent and an
annual inflation rate with an average of 64 percent, dropping to 50 percent at the end of the year,
have been targeted. The consolidated budget revenues have been targeted to TL 10.8 quadrillion
with a rise of 99 percent, whereas the targeted expenditures have been set as TL 14.8 quadrillion
with an increase of 84 percent. In this way, a consolidated budget deficit of TL 4 quadrillion, its
share to the GNP being 8.1 percent, and a ratio of the public sector borrowing requirement to the
GNP of around 8.6 percent, have been expected. On the other side, it has been anticipated that
exports would rise to $ 29 billion and imports to $ 50 billion. As such, the foreign trade deficit
would increase from its $ 20 billion level of 1997 to $ 21 billion level in 1998.

The estimations regarding 1998 by the. Economlc Research Department of TUSIAD are based
on the assumption that there will be no, major deviations from these policies. The results are
Presented in the appended Table. The aim of this exercise, » hich is based on a model of
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“Bayesian Vector Autoregression” that is composed of three blocks, is not to predict the p
estimation of the variables but to examine their movements during three month periods by us
under specific hypothesis, the relationship between some of the basic variables of the econoi

The results in the appendix Table demonstrate that, if there is no change in the directio
the economy, the growth rate will occur at around 6 percent in 1998. A decline in the infla
rate would be less than that targeted, and the average annual inflation rate (the wholesale ¢
index) is estimated to be at around 81 percent. Also, the inflation rate at the end of the ye:
estimated to be close to 75 percent. The budget deficit is anticipated to be above
government’s expectations, with a value of approximately TL 5 quadrillion. The nom
exchange rate is expected to be close to the inflation rate, and up to a 1 percent value loss @
is estimated. In relation to this, the average annual $ exchange rate is estimated to be TL 278
and by the end of the year the $ exchange rate is expected to be around TL 365,00C
conjunction with the 6 percent growth rate, imports and exports are estimated to rise to
billion and $ 28 billion, respectively. In this case, the foreign trade deficit will be close to
billion, at a higher level than that targeted in the programme.

&
r?‘
As a result, if the stabilisation measures are not implemented this will' likely increase

budget and foreign trade deficits and further aggravate the instability problem of macroecor
variables. The rapid growth of the 1995-1997 period might continue in 1998. However, the fu
expansion of the budget and foreign trade deficits, coupled with an inflation rate abov
percent, indicate that this growth rate cannot be sustained.
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" APPENDIX 2
EMPLOYMENT AND WAGES
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Despite the high growth rate in the last three years, there is a decline in the labour
{force participation in Turkey.

H

L As of October 1997, the working labour force increased with a ratio of 2.21 percent as
compared to the previous year, reaching 47,195,000, while the total labour force declined with a
atio of 2.9 percent to 22,359,000. Employed labourers constitute 20,815,000 of the total labour
force. This number is 4 percent less than the previous year’s figure.

The labour force participation being the most important indicator of the labour force has an
inclination to decrease, especially with the crisis of 1994. The labour force participation that was
54.5 percent in October 1990 declined to 50.4 percent in October 1994. Despite the rapid growth
#in the three years following the crisis, this decline continued. Within the period from October
11994 to October 1997 the labour force participation decreased from 50.4 to 47.4 percent.

When the female and male labour force participation figures are compared, a noteworthy
point is the very low participation rate of the female workers compared to that of male workers.
‘IThe number of females in the total labour force is close to one third of male workers. However,
tthis gap dimiﬁ\i__sh‘esu once the high number of females working in the agricultural sector and
those employed as household workers receiving no payment are taken into account.

Of the 20, 815 000" employed people 47 percent receive either daily or monthly wages. The
Jself-employed people; and employers constitute 31 percent of the working labour force, while
[the unpaid household workers 22 percent of this total.

When the. categories of econormc activities are considered, 39.5 percent of the employed
people work in the agr:cultural sector,-while 25 and 35.5 percent in the industrial and service
Jsectors, respectlvely Compared to previous year’s figures, the share of those working in the
hgricultural and industrial sectors m the total working labour force declined by 17.4 and 10.1
Eercent respectively, while the service sector portion increased by 5.4 percent. In terms of the

umber of employed, 69 percent of the labour force working in the industrial sector are from the
anufacturing sector.

The number of the labour force working in the manufacturing sector increased by 17 percent
Jﬁompared to the previous year’s figure. As a result of a decrease in the employed people, the
inemployment rate increased to 6.9 percent as of October 1997. The ratio of educated young
feople in the total lunemployed was 30.4 percent.

In this country where there is no unemployment insurance and where self-employed and
{npaid households workers are high, another important issue equal to unemployment is
tnderemployment. Workers who' are forced to work less than 40 hours in their present jobs due
€conomic reasons in spite of the fact that: they are willing to work more and those who are
fissatisfied with their present jobs, either from the job quality itself or the received income, yet

ey have no choice to change their current jobs constitute the underemployment figure of 6.1
percent, -
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The real wages that rapidly increased before 1994 declined v&ith the crisis.

AR When the wages in the manufacturing sector arc analysed, an increase in the real wages
é between 1988-93 can be observed. The real wages in 1993 reached 3.5 times of the 1988 value
iﬁ “} in the public sector and 2 4 times the 1988 value in the private sector. The monthly total wage
10 per worker increased from TL 358,075 (§ 252) in 1088 to TL 9,453,773 ($ 861) in 1993. The real
| wages started to decline with the economic crisis of 1994, and this decrease continued up
1996. The monthly total wage per worker increased to TL 48,025,583 (§ 592) in 1996, reaching its

real value as that of the beginning of 1990.

L in the minimum wage. The minimum wage increased to TL 1,449,000 ($ 163) in 1993 from the
value of TL 225,000 (§ 94) in 1990; however, from then on it started to go down on the dolla
| base. The minimum wage has a better track compared to the average wage. With the start of th
- ' increase in 1996, the minimum wage rose above the 1992 level, reaching TL 17,010,000 ($ 147
[ | in 1997 and TL 35,437,500 (§ 182) between August 1997-August 1998. For the 1 August-3
R December 1998 period the minimum wage has been set 10 be equal to TL 47,839,500. This figur
L is equal on average to $ 150 according to the TUSIAD estimations. . o

|
]
|
i '
‘ [ ? The increase in the inflation rate coupled with the 1994 crisis caused a decline in real term:
t
E
|

R The reduction in the real wages affected operatives more than non-operatives.

When the wages in the manufacturing sector are analysed, a noteworthy point is the highe
level of wages of employees in non-production activities (non-operatives) compared to those i
production activities (operatives)- The reduction in the real wages afier the 1994 crisis affecte
employees both in production andrnon-production activities; nevertheless, the decline was mo;
in the production activities. In this way, the wage advantage of the ones in non-productic
activities to the ones in production activities has been inj;g_reased. '

e for the employees in production activities the real wage index decreased from 107 in 1993 to”
in 1994, while the wages in other activities decreased from 105 to 82. The decline in the real wa
Jevel continued up to 1996. With the wage increases in 1997 the real wage index increased 1o
for the employees in production activities and to 91 for the ones in non-production activiti
L These figures demonstrate that wages rose above their 1990 level in real terms and that, especia
L= for the employees in non-production activities, the real wages recovered at a greater degree frc

l j the decline at the crisis.

:
-
a \ c If 1992 is taken as the base year, the analysis of the total wage per worker demonstrates th
i
l
1

‘Ji' The wages of the operatives and non-operatives demonstrate important variations
P the private and public sectors.
An analysis of the movement of the wages in the public and private production sectors reve

i that in 1988 wages were close to cach other and that, as a result of the popularist polic
“ followed after 1988, the wages in the public sector increased rapidly. Due to the restrained
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wage increases in the private sector at the 1994 crisis, the wages in the private sector almost
dropped to the half of the wages in the public sector. After the crisis, the discrepancy decreased
partially because of the more rapid wage increase in the private sector; but the wages in the
public sector are still 42 percent above those of the private sector. In 1996, an employee in
production activities had an average monthly income of TL 54,849,324 (§ 676) in the public sector
and TL 46,293,398 ($ 571) in the private sector. After the crisis, the bare wages increased rapidly,
while the increase in the side payments was of limited magnitude. The adjustments in the side
payments were more apparent in the private sector. The rate of increase in the side payments in
the private sector, that used to be higher compared to the public sector before the crisis,
demonstrated a very low figure after the crisis.

Opposite to the above picture, the wages in non-production activities are higher in the private
sector compared to the public sector. While a private sector employee was earning 70 percent
more than a public sector employee in 1988, this gap closed down until 1994. After the crisis, as
a result of a relat'iveh; higher wage increase in the private sector, the discrepancy increased again.

The real wéges' increased in 1997, this increase in the public sector being 13 percent.

When the. real wage mdex of 1997 is analysed, a wage increase in both the public and private
sectors can be observed. “When the wages in production activities are taken into consideration,
the increase in the pubhc sector is found to be equal to 13 percent, much higher than that in the
private sector (1.3 percent) “In 1997, a similar trend was observed for other jobs. The wage
increase 1n the private sector remained at 3.3 percent, while the increase in the public sector was
around 10 perc:ent Nevertheless the wages remain higher in the private sector than the public
sector. :

As of the sectors, the Iughest Wage rate is observed in the chemicals sector.

Among the branches of the manufacturmg sector, evaluating them in total without any
distinction between the public and private sectors, the highest payment in 1996 was in the
chemicals, basic metal and machinery sectors. In the chemicals sector, employees working on
production earned TL 302,000 ($ 3.72) per hour and employees working in other jobs earned TL
181,000 per hour ($ 2.23). In contrast to this, the lowest payments were in the forestry sector, with
an income per hour in production activities of TL 127,000 (§ 1.56) and an income per hour in
non-production activities of TL 32,000 ($ 0.39).

The movements in the real wages are not parallel to those in labour efficiency.

In the per1od 1988 92, the increase in .the real wages was twice the increase in efficiency.
However, the economic crisis which occyrred in 1994 caused a decrease in employment and
production; and, as a result of a lower employment infike compared to the decline in production,
efficiency also went down. However, the decline in efficiency was less than the decline in the real
wages and after the crisis the increase in the real wages remained below the increase in
efficiency.
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GRAPH A. 2.1
LABOUR FORCE PARTICIPATION RATE
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GRAPH A. 2.

RATES OF UNEMPLOYMENT, UNDEREMPLOYMENT AND
" UNEMPLOYED EDUCATED YOUTH
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GRAPH A. 2.3

INDEX OF MONTHLY PAYMENTS TO THE OPERATIVES IN THE
MANUFACTURING INDUSTRY

GRAPH A. 2.4

INDEX OF ‘MONTHLY PAYMENTS TO THE NON-OPERATIVES IN THE
; MANUFACTURING INDUSTRY
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GRAPH A. 2.5

INDEX OF MONTHLY PAYMENTS TO THE OPERATIVES IN THE PUBLIC
MANUFACTURING INDUSTRY
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1. THE ASIAN CRISIS AND THE WORLD ECONOMY

b In the next five years the growth rate in the world economy is expected to be above of
| the 1970-97 growth rate average.

The two major developments that are affecting the world economy in 1998 are the Asian crisis
and the European Monetary. Union. The world economy continues its medium term growth trend
45 a result of the buoyancy of domestic demand in industrialised countries and the fact that the
repercussions of the Asian crisis have been remaining partially localised.

The countries that are most affected from the crisis are Indonesia, Korea and Thailand.
f.-Malaysia and the Philippines are the countries that are affected at a second degree. These
Y countries’ growth rates are expected to decrease rapidly to negative values. The crisis,
¥ evertheless, has had a positive impact on these countries’ competitive power due to sudden
“decline in value of their national currencies, while a partially negative effect on other developing
| counties. However, in the Asian countries exports have been affected in a negative way by the
dlsappearance of credit opportunities and a decline in import production. In this case, the
competitive advantage of exports, generated by a decline in the real exchange rates, will be
behind the 1n1t1a1 expectation. The Asian crisis caused a reduction in the growth rate anticipation
of emerging market economies. It is est1mated that the growth rate in the developing countries,
which has been 6 percent on averagé in the 1990s, will drop to 4 percent in 1998.

Despite alj the measuresqtaken m Japan, which is the only developed country noticeably
suffering from the Asian cridis, a probability of its economy being contracted is not totally
removed. For other d*evelopedcountries a continuation of growth, induced by domestic demand,
is anticipated in 1998. The US economy is in a period of powerful expansion, coupled with a
decrease in-the inflation rate starting from mid-1991. At the same time, after a slowdown in the
growth rate of the European Union, which was caused by tight monetary and financial policies
applied prior to the monetary union, acceleration in the growth rate is expected.

The Asian crisis has caused the world economy growth rate to partially slow down. The rate
of world production increase is estimated to decline from the 1997 value of 4.1 percent to 3.1
percent in 1998. As a result of the acceleration of the existing positive growth rates in the
ountries in transmission and the persistence of the growth performance in the developing
Countries, the expansion period of the world economy in the following five years is expected to
continue with a growth rate above the 1970—97 average.

In 1998, together w1th an increase in the World production, the inflation rate is
lestimated to occur at the lowest level since 1974. )

In general, the Asian crisis is expected to strengthen the trend of reduction in the world
nflation rate by curtailing the demand in most countries, decreasing the prices of the goods

63




e A o

B

I S S

e et i e e
= L o F
. . .

produced within these countries and reducing the prices of the basic goods via contracting th
input demand in the Asian countries. The inflation rates in the developing and developex
countries are expected to occur at the lowest level since 1974. The consumer prices in th

developed and developing countries are estimated to increase by 2.1 percent and 10.2 percen

respectively.

While the world trade volume is slowing down, the capital flows are also diminishing

The net capital flows excluding the developed countries have been diminishing since 19%
The total capital flows that reached $ 241 billion in 1996 is anticipated to decrease to $ 122 billic
in 1998. This situation makes the financing of the current account deficits of the developir

countries difficult. While the current account deficits are increasing in the primary gooc
exporting countries, especially oil exporting countries, in conjunction with a decline in prima
goods prices, they will improve in the Asian countries and other emerging market economies. .
a result, compared to 1997, the current account deficits are estimated to increase by $ 70 billic
in the developed countries and to decrease by $ 13 billion in other countries. In the developi
countries the fact that the decline rate in the good and service imports will be lower than t
decline in exports will play 2 role in reducing the current account deficigst.:t’l“he growth

worldwide good and service imports are estimated to decrease from the level of 9.4 percent
1997 to 6.4 percent in 1998. The rate of increase in imports in the developed countries will

down from 8.6 percent in 1997 to 6.8 percent in 1998; for the same years, the rate of increase
exports will drop from 9.8 percent to 6.2 percent. For the developing countries, the rates for 1¢
and 1998 are anticipated to be Q,espectively 12.1 and 5.2 percent for impoOrts and 10.8 and

percent for exports.

2. THE ECONOMIC DEVELOPMENT AND EXPECTATIONS IN THE EUROPEAN UNION

Prior to the European Monetary Union that will be intact with the participation of 11 count
in 1999, the European Union (EU) countries not only went through structural modification:

order to conform with the Maastricht criteria but also managed to accelerate their econo

growth rates.

The growth rate of the EU countries, which was 2.5 and 1.8 percent in 1995 and 1¢
respectively, reached 2.7 percent in 1997.

The increases in exports, investments and the private sector- consumption induced dom
demand explain the growth rate in 1997. In 1997, the private sector consumption and
machinery and equipment investments increased by 2 and 4.4 percent, respectively. However
slower growth rate of Germany compared to other members, mainly as a result of the stagn:
in its construction sectof, needs to be noted. The main. explanations for the increase in dom

demand are the diminution in the interest rates, oil prices and the inflation rate. The pos
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|gevelopments in exports are claimed to be the results of a continued worldwide income rise, a

shift in the total demand (excluding EU) for exports reaching 11 percent and the appreciation of

r't‘he us dollar.

The rapid growth of the EU countries is expected to continue in 1998 and 1999,

According to the European Commission’s estimations, in the 1998 and 1999 years the
huoyancy of domestic demand will continue and the GNP will rise by 2.8 and 3 percent,

respectively. A 7 percent increase in machinery and equipment investments and a 2.5 percent
ncrease in private sector consumption are expected.

WU

The Asian crisis is expected to reduce the world trade growth from the level of 10 percent to

percent in 1998. As a result of this decrease, some reduction in investments in 1998 is

v nticipated. However, the EU economy is not expected to be affected by the Asian crisis to a high
S Hegree because of the low trade capacity with the countries of that region. The sectors that will
1 “telatively be more affected are luxury consumption and investment goods including machinery
& parts, computer and. electronic goods. While the EU exports within the union are around 61
€ lbercent of the total export quantity, exports to the countries that are most affected by the crisis
f  Jkorea, Indonesian, Thalland Malaysia and the Philippines) account for only 2.4 percent.
0 Recording to'the EU Comm15510ns estimations, the probable negative impact of the Asian crisis
O pnthe growth rage w1lI not be more than 0 2 points.
L; An 1mportant supportmg mdlcatca: of this view is the survey conducted in the member
4 .‘Founmes that the. persistence of the opt1m1sm that started in mid-1996 with the exception of an

plerruption that ‘occurred in, January 1998 Moreover, with the support of the international

freanisations, the economies in crisis are expected to likely improve within 2 years.

¥
There has been part1a1 recovery in unemployment that stands as the most important

€5 “troblem of the EU.-
1111(1: Itis anticipated that there will be an increase in employment opportunities in 1998-99 at a rate
- (f08and 1.1 percent, respectively, and this is expected to create new job opportunities for 2.8
- Hillion people. However, this increase in the employment opportunities is claimed to create no
6, -3-"“Ppr0vement in the unemployment problem because of the demographic factors and an increase

}the labour supply:“In 1997, the unemployment rate in the EU decreased to 10.7 percent with a
ic bcline of 0.2 pomts as of 1996. The unemployment rate is expected to decline to 10 percent in
the 1°8:99. '
the | As of 1998, in all the EU countries, excludmg Germany, the employment opportunities are
ion flimated to increase. The highest employment increase is expected to occur in Ireland by 3.8
stic freent, while the lowest increases are expected to occur in the UK and Italy by 0.5 percent. On
tive K other side, in Germany the employment rate is expected to decline by 0.1 percent as a result
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of the restrained domestic demand growth and the relatively higher negative effects of the Asia
crisis.
Domestic demand expansion does not create a pressure on the inflation rate.

A slowdown in the inflation rate, in a situation where the interest rates are converging to eac
other and are gradually decreasing, is the most important element facilitating the transition to
monetary union. Therefore, the EU countries have taken important steps towards decreasing tt

inflation rate.

The decline in oil prices, the fact that the increase in wages remains lower than the inflatic
rate, and the optimistic anticipation from the European Monetary Union, all contributed to t]
efforts of the member countries in reducing the inflation rate to 2.1 percent in 1997, with a decli
of 0.5 point, although there has been an increase in import good prices that was caused by t
appreciation of the US dollar. In the following two years these improvements are expected
continue; furthermore, there is an understanding that a possible decline in import prices WOl
further help to control the inflation rate. On the other hand, the expectations that the discipline
the economic policies after the monetary union will be intact, that the European Central Bank v
not implement any policies with an inflationary impact, and that the unit wagé cost increase v
not exceed 1.5 percent in 1998-99, confirm that in the following two years inflation will rem

under control. However, the inflation rate in Ireland and Greece is expected to occur at abov

percent in 1998.

»

Before the monetary union, important steps were taken in the financ
consolidation, which has been the most compelling problem of the member countrie

Similar to inflation, the performances of the EU countries display differences in this issue.”’
central government budgets of Denmark and Ireland demonstrate 4 surplus, while in O
countries (excluding Greece) the ratio of the deficit to the GNP varies between 2.5 and 3 perc
The average budget deficit remained at around 2.4 percent of the GNP as a resuit of the rele
low interest rate and a growth rate higher than the expected value. When this ratio is compx
with the 1993 figure of 6.1 percent and the 1996 figure of4.2 percent, it demonstrates the ser
efforts taken in the issue of the financial consolidation. -

If the goals set for 1998 are achieved, the ratio of the total budget deficit to the GDM
expected to decline under 2 percent. A further reduction in the budget deficit is estimate
result from a decline in real expenditures. On the other side, the budget revenues for the 19¢

period are estimated to decline in real terms.

In the below Table, some economic variables of the EU countries, US and Japan are {
with the European Commission’s estimations, prepared under the assumption that there W
no important policy changes, for the 1998-99 period.
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1996

4.1
27
2.3
3.8

6.6
5.5
8.3
7.1
4.9
3.5

-0.1
15
3.6

-2.8

6.6

6.4
9.3
7.6

5.9
8.7
4.9

24.3
18.9

3.1
-1.3

24
13.7
41.4

5.6

0.7

33

67

1997

41
3.0
2.8
4.0

5.8
3.2
6.7
3.9
4.4
5.0

1.7
27
3.1
0.4

9.4

8.6
121
5.4

9.8
10.8
3.5

-0.9
-6.0

1.6
7.4

2.1
85
27.8

5.9
07
34

WORLD ECONOMY: BASIC INDICATORS

1998 *

3.1
24
23
29

4.1
4.6
4.4
-2.7
3.3
34

29
3.9
4.4
1.0

6.4

6.8
5.2
5.1

0.2
7.4
4.2

-22.8
-23.9

-6.0
0.9

21
10.2
13.8

6.1
0.7
39

1599 *

3.7
2.5
2.2
3.6

53
4.9
5.9
2.5
4.0
4.3

3.4
4.2
4.6
1.9

6.1

5.6
7.8
5.6

6.0
6.7
6.6

9.1
9.2

0.8
0.9

20
8.5
8.7

6.1
1.2
4.5

TABLE A. 3.1




TABLE A. 3.

Gross Domestic Product in Developed Economies
1 (Annual % Change)

i 1997 1998 1999
196173 197485 198690 199195 199699 1995 1996  Estimate  Forecast  Forecas
- Belgium 49 1.8 3.0 1.2 2.5 21 15 2.7 2.8 3.0
' Denmark 43 2.0 1.4 2.0 28 26 27 2.9 27 28
IQ ‘ Germany 43 1.7 3.4 2.1 22 18 14 2.2 2.6 29
R Greece 7.7 2.5 19 1.1 35 18 26 35 38 4.0
h | Spain 72 19 45 1.3 3.2 28 23 3.4 i\ g, 36 3.7
& L{ | France 5.4 2.2 3.2 1.1 25 21 15 24 " 3.0 3.1
!‘ (_:. 1 Irland 4.4 38 47 5.9 9.0 111 86 100 87 8.8
i 1 ' | jtaly 5.3 2.7 3.0 1.1 1.9 29 07 15 2.4 3.0
”r:; ' 1‘ Luxembourg 4.0 1.8 6.4 5.4 4.0 3.8 3.0 4.1 4.4 47
LD | Netherlands 49 1.9+ 3.1 2.1 3.4 23 33 3.3 3.7 3.2
O Austria 49 235 32 2.0 2.5 21 16 2.5 2.8 3.1
f - Portugal 6.9 22 5.0 14 38 19 36 3.7 40 38
l | Finland 5.0 2.7 3.4 05 44 51 36 59 46 3.6
v Sweden 4.1 18 23 05 2.1 39 13 1.8 2.6 2.8
1 United Kingdom 3.1 1.4 3.3 13 25 28 23 3.5 19 2.2
EU 48 2.0 33 15 26 25 18 27 28 3.0
. | EU-11 5.2 21 3.4 15 26 24 16 25 3.0 3.2
B 1 USsA 40 2.3 28 2.0 2.8 24 28 38 2.5 2.1
i.., , Japan 9.7 34 46 1.4 17 10 39 1.0 0.4 18
‘I:"‘- * Source: European Comission.
Lo
|
) |
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