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Framework: Key points

« Economic transformation of Turkey

— Three decades of transformation

— Turkey as a regional industrial leader

 How global crisis affected Turkey?

— Four channels affecting Turkey

— Crisis measures in Turkey

e Living In an age of global crisis
— How can we define and restore the new “normal”?

— We need a stronger policy commitment for fostering globalization
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Economic Transformation in Turkey
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Economic liberalization and export led grthh

strategy

1980-1990
* Turkey’s economic policy framework and reform
agenda were based on economic liberalization

during 1980s

— 24 January 1980 Measures
» Reforms to ensure proper functioning of market mechanism
» Trade liberalization
» Fiscal liberalization
» Abolishing all sorts of subsidies except export subsidies
» Decreasing state’s share in total economic activity

— Financial liberalization came in 1989
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Key economic indicators

Source : TURKSTAT, Central Bank, Treasury
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~ A period of economic instabilities
1990-2001

Macroeconomic and political instability
Igh public sector debt

igh and chronic inflation
Igh Interest rates
Successive unfinished IMF programs

|_
High budget deficits
|_

Excessive boom-bust cycles
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Source : TURKSTAT, Central Bank, Treasury




THE UNION OF CHAMBERS AND
c § COMMODITY EXCHANGES OF TURKEY

A new era after 2001 crisis

A new economic program:
Strong macroeconomic policy framework
Structural reforms
Independent central bank
Banking sector reform
Floating exchange rate regime
A better investment climate

e Successful implementation of the economic (IMF)
program and the EU accession process triggered a
deep structural transformation
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Source : TURKSTAT, Central Bank, Treasury
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We have seen a rapid opening up in Turkish exports

Exports (million USD)
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Source: TURKSTAT
2009* end-of-year estimation is made based on Jan-July 2009 data
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From Istanbul to Anatolian plains

o Structural tranformation of Anatolian
cities
— Industrial transformation in Kayseri, Gaziantep,
Manisa, Konya, Eski ehir, Kahramanmara etc.

— Transformation still has a long way to go In
East and Southeast

— Opening up to the world bringing welfare
Increases-a process that can not be undone.
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Sectoral composition of Turkey’s Exports have
changed

Export Classification by BEC, 1996-202808

Investment ( Capital) Goods
Intermediate Goods

Raw Materials
Consumption Goods

Source: TURKSTAT
To report trade balance before 1996, Middle East Countries are selcted as the United Arab Emirates, Tunisia, Iran,

Israel, Kuwait, Algeria, Libya, Lebanon, Egypt, Syria, Suudi Arabia, Yemen, and Jordan.
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Geographic composition of Turkey’s exports '
have changed
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Trade balance with Middle East countries

Trade Balance with Middle East Countries, million U SD, 1982-2009 (Jan-Juily)
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Source: TURKSTAT
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Then came the global crisis

* Four channels affecting Turkey

Foreign credit channel
Domestic credit channel
Foreign trade channel

Confidence channel-domestic demand
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Nonetheless, rapid growth process came to a halt

GDP growth rate (y-o-y, 1999-2009)
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Turkey loses share in the EU market in the most vital
sectors for Turkish exporters

Change in exports to EU for selected sectors, 2008  — 2009 (January-Apri))

EU-27
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Source: TEPAV Calculations, Eurostat
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Crisis measures in Turkey:
TOBB campaign for domestic demand boost

e 70 percent of GDP is composed of HH consumption,
hence internal demand is important

When the government stayed still for too long,
together with 32 other civil instittutions TOBB has
started a campaign asking the government to boost
for internal demand.

Government has decreased the VAT on automobiles,
durable goods and furniture

There Is also an increase in EXIMBANK'’s capital to
support export loans.
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Recently taken measures but the crisis
has taken its toll now

 And a recent measures package has been announced

— New state aids structure for new investments
* A new incentive package has been prepared.

— Credit guarantee for SMEs

« TOBB'’s Credit Guarantee Fund will have access to a government credit line of
about Euro 500,000.

« Guarantees to SME loans up to Euro 5 million

— Mass vocational training and conditional cash transfers
« Conditional cash transfers for participants of vocational tarining programs
* Number of participants are expected to be 300,000 for one year.

e We are now trying to operationalize these measures

 Looks to be too late and too little for 2009, where the
economy Is expected to shrink by 7 percent
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Living In an age of global crisis...
Private sector solutions?
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Channels are different in developed and developiﬁg
economies, but end result is the same:
a real sector crisis all around the globe

Developed
Countries

Developing
Countries

> Financial Crisis > Real Sector Crisis

. Mor_tggge e Credit Crunct
e ToxiIC Instruments e Rollover risk
e Confidence crisis

» Declining domestic and
international demand

» Trade finance collapsed
» Trade credit decline

> Real Sector Crisis
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We have seen a massive decline in global trade

Quarterly global merchandise trade (billion USD)
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Anti-dumping cases are increasing rapidly even for
developed countries

Change in anti-dumping initiations (y-y)

m Developed Countrie Developing Countries

Source: WTO
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Total FDI and fund flows to emerging marke'ts
decreased drastically

Private flows to emerging markets (million USD) FDI to emerging markets (million USD)
1,000,000 350,000

900,000 -

300,000
800,000 -

700,000 250,000

600,000 -
200,000

500,000

150,000
400,000

300,000 - 100,000

200,000 1

100,000

0

T T T T T T T T T T 1 O T T T T T T T T T T 1
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009f 2010f 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009f 20

Source: IIF




Source: IMF
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IMF’s global growth projections (%)
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How can we define and restore the
new “normal” economy?

« We first have to define what “normal” Is:
— Global supply chains important for all of us
— Protectionism is bad for all of us
— We need to find a way to secure trade flows
— We should restore fund flows and foreign direct investment

o Getting rid of the abnormal

— EXxit strategy from extensive domestic government
Interventions is good

— Timing Is important to avoid W
— Focus should now be on securing cross-country linkages
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Short term agenda:
Growing importance of international institutions

 IMF and the World Bank seem to be ready to substitute private fund flows
at the moment

WTO is ready to do utmost to tackle protectionist tendencies within its
power limits

Need for a coordinated effort to foster trade flows

— Trade finance and insurance mechanisms would be critical in confidence
building

A rethinking process should start for the governance structure of
international institutions

— We need to see more focus on global policy coordination; such as
harmonization of fiscal stimulus packages; cleaning banks’ balance sheets

* But who will do it? IMF agenda and G-20 Platform
* Pre-requisite: reform of IMF and its policies
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Long term agenda: Structural reforms

* In the long run, we have to see new regulatory rules:
— Not only for banking but for financial market entities in
general

* Anything that looks like a bank, walks like a bank and talks like a
bank should be treated like a bank

— There has to be more transparency Iinstead of restrictive
practices

» For example, fixing disclosure rules and more emphasis on
accounting practices

* We are tackling recession: social policies will be very
Important for ensuring peace and stability

— Key issues: Tackling rising unemployment, skills conversion,
and social safety nets

— Global institutions will need to be assigned new roles for
social policy design and implementation
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Coming to the key question for us: Any role
for chambers in this process?

Banks and Multi-National Companies have always been well
organized in the global system

— In fact, this is why we are in this mess now; in the “old” global system
our concerns were not voiced effectiively...

Time has come for chambers representing a wider audience to take
a more global view

— We need to raise domestic awareness for the importance of global trade
and investment networks

— We should all internalize that emerging economies need to be open to
enhance welfare

— More importance should be attached to skills conversion programs to
control fear of globalization

— We need a stronger policy commitment for deepening the globalization
process




THE UNION OF CHAMBERS AND
c 7 COMMODITY EXCHANGES OF TURKEY

Conclusions

We are going through testing times

In these testing times, the future of the market
system should not be left to a group of
bureaucrats only

IMF and World Bank are trying to take up new
roles to subsitute private fund flows — this is only
transitory, major issue Is to jump start private
economic activity

In Turkey, we know that we can get out of this
crisis with strength only If we continue our
economic and political transformation porcess




