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Mr. Chairman, Mr. Hisarciklioglu, Dear Participants, 

Welcome to this presentation. 

Turkey’s macroeconomic path during and after the crisis differed from the average 

OECD country. The economy contracted very strongly in the initial phase of the crisis, 

late 2008, early 2009, but for a short lapse, followed by a very strong rebound. This 

profile of macroeconomic path was confirmed by the impressive figures published 

last week: GDP in the 2nd quarter of 2010 rose more than 10% over a year ago, and 

at an annualised rate of more than 15% over the previous quarter. More than 

1.500.000 new jobs were created between June 2009 and June 2010, and the level 

of employment is now significantly higher than in the pre-crisis period, while it 

remains much lower in most other OECD countries. 

I will mention quickly the factors which made this bold rebound possible. Three of 

them are prominent:  

1) The monetary, fiscal and financial reforms implemented in the 2000s made 

Turkey’s macroeconomic framework very robust. This has helped keep the exchange 

rate, inflation, banks’ health and international confidence in Turkey’s medium-term 

prospects highly resilient in the crisis. Turkey’s risk premia deteriorated much less 

than in comparable countries;  

2) Re-assured by such confidence, the authorities were able to phase in prompt 

countercyclical action: interest rates were reduced sharply, the inter-bank market 

was kept fully liquid, automatic stabilisers were allowed to work, and a well-

calibrated stimulus package was introduced;   

3) Business enterprises, large and small, proved particularly dynamic and responsive 

to the crisis. Many firms reacted very swiftly by rationalising their operations, 

cutting costs, and diversifying activities and exports towards new markets. A 
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significant share of enterprises managed to restore their profit margins quickly, and 

re-expanded activity and jobs from the very early phases of the recovery.  

Thanks to this strong rebound, GDP growth in 2010 will be very strong, probably the 

boldest in the OECD area at an annual rate between 7-8%. Employment is robust 

and healthy - among the 1.5 million new jobs created between June 2009-June 2010 

the majority are private sector service and manufacturing jobs. 450.000 new jobs 

have also been created in agriculture. This last figure is remarkable and may include 

some hidden employment but it may also herald a long-awaited revival of 

productive activity in agriculture. Turkey has large latent potential in this area. 

We think that the challenge for Turkey’s business sector and policymakers is to 

make sure that this sharp post-crisis rebound is transformed into strong and 

sustained growth. This will have to be achieved in a still frail international 

environment: Turkey’s largest export markets remain very fragile, notably in Europe. 

We are confident, however, that Turkey’s businesses will continue to diversify their 

markets and their growth sources.   

For strong and sustained post-crisis growth, Turkey needs to continue to make 

progress in two areas: 1) consolidating macroeconomic credibility; and 2) increasing 

microeconomic efficiency.  

Let me highlight briefly the gist of our argument: 

1) Reducing macroeconomic vulnerability has two components: First improving the 

predictability of macroeconomic policy by achieving better fiscal transparency and 

completing disinflation; and, second, by re-equilibrating Turkey’s external balances 

by improving price and non-price competitiveness.  

2) Microeconomic efficiency can be further improved via progress in two areas:  

First by accelerating productivity gains: this requires first of all reducing informality 

and fostering the growth of modern enterprises by giving all market players access 
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to capital markets, professional workforce and international cooperation; and, 

second, by facilitating labour utilisation by liberalising labour regulations and 

reducing labour costs. 

In the remainder of my comments, I will mention quickly four areas which in our 

view deserve special attention: i) completing the modernisation of fiscal institutions; 

ii) continuing to improve Turkey’s international capital market standing; iii) 

maintaining and reinforcing price and non-price competitiveness; and iv) making all 

business activities formal and legal, without undermining their genuine vitality.  

1) Continuing modernisation of fiscal institutions 

Turkey came out of the crisis with very strong public finances. The public debt/GDP 

ratio started to decline after peaking at 45% of GDP in 2009, in contrast to many 

other OECD countries where it continues to increase.  We believe that Turkey should 

build on this strength by completing the modernisation of fiscal institutions. We 

term the remaining task “the completion of Turkey’s fiscal architecture”.  

Turkey has indeed a very good fiscal modernisation plan. It includes:  i) a well-

designed and well-pondered fiscal rule, ii) transition to consolidated general 

government accounting according to international standards, and iii) comprehensive 

independent auditing. We very much welcome this plan and hope and trust that 

recent delays in its implementation are only temporary.  

2) Continuing to upgrade Turkey’s international capital market standing 

Turkey has drastically improved its conditions of access to global capital markets.  Its 

relative risk premia kept on declining, before, during and after the crisis. Turkey is in 

fact the only OECD country whose credit rating was upgraded during the crisis. 

These gains in credibility reduced the borrowing costs of the government and banks.  

And most importantly, the gains are trickling down to the entire economy: interest 
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rates fall, and funds of increased maturity are becoming available for a large range 

of borrowers and fund users.  

 

This is in contrast with the traditional funding conditions of the business sector. High 

and volatile capital costs used to ration capital in Turkey, constraining investment 

capacity and shortening investment horizons. Thanks to improved macroeconomic 

credibility, many enterprises have now started to catch up with the funding 

conditions of their global peers and competitors. We call this “a positive structural 

shock” for the Turkish business sector. 

  

3) Reinforcing Turkey’s competitiveness  

Maintaining competitiveness is a standard challenge for successful catching up 

economies. Domestic prices and costs grow rapidly in the catching up process. 

When this is combined with currency strength (a strong exchange rate) backed by 

sustained capital inflows, real exchange rate appreciation and competitiveness 

losses ensue. This is a well-known pattern, and Turkey now starts to face it. 

This is, obviously, a sort of “embarrassment of riches”: the challenge arises only if a 

country takes off, and inspires international confidence. It nevertheless remains a 

serious test for the future performance of the economy. 

Turkey needs to structurally strengthen the external balances of the economy. 

Three areas deserve particular attention:  

i) Maintaining international price and non-price competitiveness should be a 

priority, to allow stronger employment and income growth in trade-exposed 

manufacturing. This entails fostering innovation and productivity gains and 

preventing excessive real exchange rate appreciation,  
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ii) The structure of capital inflows should be improved, toward non-debt 

creating foreign direct investment. Such capacity-creating investment should 

preferably be distributed in a balanced manner across trade-sheltered services and 

trade-exposed manufacturing;    

iii) Turkey’s high energy import dependency can and should be reduced, by 

diversifying towards renewable and environmentally sound energy sources, 

including nuclear energy. Turkey is already engaged on this avenue. 

Good policies in these areas would help Turkey increase the sustainable growth rate, 

without being hijacked by recurrent and premature deterioration of external 

balances. 

4) Making all economic activities legal without undermining businesses’ genuine 

vitality  

Some last words on the central issue of Turkish informality!  

Some of you are probably familiar with OECD’s standard analysis of Turkish 

informality. Escaping into informality and semi-formality helped many enterprises 

maintain flexibility and competitiveness in a demanding international environment. 

However, these practices also forced the firms in question to operate at the margin 

of transparency and law, depriving them from full access to capital markets, skilled 

professional labour and international co-operation. This has become a trap slowing 

down their productivity gains. We have calculated that labour productivity in 

informal and semi-formal enterprises is about 80% and 40% below the productivity 

level in the fully formal modern sector. 

 

The main problem with informality and semi-formality pertains to labour market 

regulations. As now well known, Turkey has one of the OECD’s most costly and rigid 

labour legislations. It includes: i) a high level of the official minimum wage in 
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comparison the average wage, in particular in the regions where productivity and 

living costs are low; ii) high compulsory social security contribution rates, even 

following recent reductions; iii) a costly severance payment regime; and iv) many 

restrictions to temporary work. We argue that if these obstacles are overcome, the 

growth of jobs, productivity and competitiveness in the high-productivity formal 

sector would be accelerated.   

 

The EU community knows, of course, very well that this is a common challenge to 

many countries. In the Mediterranean countries of the EU, such as Italy, Spain and 

Portugal, ambitious labour regulations aimed to provide the working-age population 

with generous minimum income levels and generous employment protection. 

However, like in Turkey, only part of the businesses are productive and competitive 

enough to fully comply. The employment rate in these countries remains as a 

consequence below OECD averages. All these countries are at present trying to 

implement ambitious labour market reforms to make employment more flexible 

and less costly in the higher productivity formal sector. They at the same time want 

to avoid the emergence of a duality in their economy and society between 

protected and vulnerable workers. This is a difficult challenge, but efforts continue 

everywhere, and Turkey can learn from them.  

 

In conclusion, after this remarkable rebound from the crisis, Turkey faces a large 

spectrum of future growth paths. On the top end of this spectrum is a trajectory 

with fuller predictability of macroeconomic policies, lower capital and employment 

costs, growing productivity, enhanced international competitiveness, higher 

employment, higher corporate and household incomes, consequently more savings 

and lower external imbalances. We find that this scenario is within reach for Turkey, 

but calls for the determined pursuit of good policies.  


