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More than half a century has elapsed
since Turkey last hosted the Annual
Meetings of the Boards of Governors

of the International Monetary Fund (IMF) and
the World Bank Group. Turkey, which had for
a long time been in the spotlight on the global
stage with a superb economic performance, is
now once again undertaking the responsibili-
ty of providing a venue for capitalism's most
important gathering. This year's meeting will
make Turkey the only country to have hosted
the Annual Meetings twice.

Turkey has been preparing for months
for this event, the importance of which is
magnified this year as it is being held at a
time when capitalism is being tried by one
of the most severe crises in its history.

The event will bring together nearly
13,000 people, including central bankers, min-
isters of finance and development, private sec-
tor executives and academics, who together
constitute the top figures in capitalism. It offers
them the facility in which to discuss issues of
global concern, including the world economic
outlook, the eradication of poverty, economic
development and the effectiveness of aid.

The participants will be hammering away
at a number of tough questions that need im-
mediate answers for the good of the global
economic system as a whole. The prospects of
a recovery from the crisis will surely form the
backbone of this year's convention. The at-
tendees will debate the path on which the
global economy is now traveling, and more
importantly, where it is heading.
Furthermore, IMF and World Bank officials
will seek the views of its stakeholders on ways
to strengthen the global financial system.

How the loan programs by the IMF and
the financial supports of the World Bank are
performing is another major item on this
year's agenda. Discussions on simplifying
and bolstering loan programs for poor coun-
tries will also be a focal point for capitalism's
key decision-makers. In addition, the atten-
dees will contemplate changing the IMF to
enhance its effectiveness and to cement its
legitimacy as an international organization
with near universal membership.

Today's Zaman has prepared this special
supplement to welcome those who are visit-
ing Ýstanbul and are involved in this event.

This publication primarily aims to high-
light Turkey's economy and politics and, to

some extent, its culture. It covers a wide array
of topics, from domestic political disputes to
Turkey's efforts to soften the impact of the eco-
nomic crisis to the currently ongoing
Ergenekon trial. Readers of this supplement
will become familiar with the basic arguments
concerning Turkey's finance, tourism, real es-
tate, energy and foreign policy, and more.

The economy-related ministers of the
Cabinet were pleased to share their remarks
on the crucial economic issues on the coun-
try's economic agenda. Numerous experts,
including academics, businessmen and man-
agers of national companies, joined us in our

efforts to present Turkey. In addition, our
correspondents have compiled incisive analy-
ses and reports to render this book more col-
orful and meaningful. I also must express my
appreciation for the arduous work of our
copy editors, who spent many hours carefully
reading all the articles for this supplement and
meticulously editing them. This publication
owes much to their dedication.

All in all, we have aimed to make
this a reference on Turkey that you can
consult whenever you want to refresh
your knowledge of the many facets of this
country. We hope it achieves this goal.

Turkey in the limelight 
as global economy looks 
for a fresh impetus
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This publication primarily aims to highlight Turkey's economy
and politics and, to some extent, its culture. It covers a wide
array of topics, from domestic political disputes to Turkey's 
efforts to soften the impact of the economic crisis

The picture below is 
a scene from the IMF/World

Bank Annual Meetings in 1955
that took place in Ýstanbul 

for the first time. This year's 
meeting will make Turkey the 

only country to have hosted 
the meetings twice
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economic transformation in the
seven years following its own eco-

nomic crisis in 2001 until the global crisis
that had deepened by the end of 2008. This
transformation may well be tracked in al-
most all basic economic indicators.

Turkey has the potential to become a re-
gional leader and one of the world's pioneer-
ing countries. Its young, dynamic and large
population with its rapidly increasing pur-
chasing power is perhaps the most funda-
mental pillar of this potential. Additionally,
Turkey has been the only country in its re-
gion to create a production-oriented econo-
my -- an ideal situation which other coun-
tries in neighboring regions, such as Egypt,
Russia and Iran, have apparently failed to
achieve. Turkey successively deepened and
diversified its production, opened it to global

competition and proved itself successful.
Moreover, Turkey has successfully

shifted the core of its exports to manu-
facturing industry products, owing pri-
marily to foreign direct investment
(FDI) inflows, which played a vital role
in increasing its exports fourfold from
2002 to 2008. The manufacturing indus-
try accounts for half of its total exports.

As a last factor serving Turkey's excep-
tional potential, new sectors emerge con-
stantly in parallel to the change and trans-
formation of the Turkish economy; these
sectors grow rapidly and become profitable
sectors that pay off in the short term.

Reforms toward 
sustainable growth
In technical terms, if a country can grow for
five successive years, then it is considered to

have achieved a sustainable growth path.
Owing to the reforms implemented after the
crisis, the support of international organiza-
tions and the convenience of external mar-
kets, Turkey quickly recovered from the 2001
crisis. Its gross domestic product (GDP) grew
by 6.8 percent on average between 2002 and
2007. By the end of 2008, GDP had reached
$750 billion. Meanwhile, per capita GDP rose
from $3,300 in 2002 to $10,000 in 2008.

The volume of exports increased from
around $30 billion to over $130 billion in
this period. Contrary to what usually
happens in times of high growth, the
budget deficit, inflation rate, public debt
stock and interest rates declined rapidly.

As a consequence, the investment envi-
ronment improved, and Turkey became
one of the countries attracting the highest
amounts of foreign capital. All in all, it
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Private sector investments played a critical
role in Turkey's comparably high growthafter
2002. During this period, the public sector
rapidly withdrew from competition

Emergence of the Turkish
economy as a powerhouse: 

2002-2008
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became the 17th largest economy in the
world with near $750 billion in GDP as of
2008. It also ranks sixth in Europe, and the de-
velopment gap between Turkey and Europe
narrowed for the first time in real terms.

Although the high growth rates creat-
ed new jobs, due to structural problems
there were some side effects that increased
the vulnerability of growth. These were:

(i) The unemployment that persisted at a
high level of 10 percent on average and
climbed to 16 percent during the latest crisis.

(ii) The ever-rising current account
deficit (CAD), which resulted in the
rapid increase in the foreign debt obli-
gations of private sector companies.

(iii) Turkey's energy dependency
(iv) Turkey's excessive dependence

on external markets for growth.(1)

Investment-friendly 
environment
Turkey's basic macroeconomic data is dis-
played in Table 1 and Table 2, while
Figure 1 depicts the comparative growth
performance. Private sector investments
played a critical role in Turkey's compara-
bly high growth after 2002. During this
period, the public sector rapidly withdrew
from competition with the private sector
in production, sales and the use of finan-
cial resources. The growth rate of invest-
ments and industrial output and the in-
crease in capacity utilization rates are
comparatively given in Table 2 for 1990-
2001 and 2002-2008. In relation to these
parameters, the following attract attention:

(i) Investments increased by a factor of 4.5.
(ii) Industrial production increased

twofold.
(iii) Capacity utilization rates rose from

the 75 percent range to the 80 percent range.
(iv) Throughout the 2001-2008 pe-

riod, private sector investments in-
creased by 300 percent, and public in-
vestments increased by 100 percent.

(v) Consumption grew by 39 per-
cent in the private sector and 22 per-
cent in the public sector.

According to this, it is seen that con-
sumption expenditures were well below
investment expenditures, and growth
was mostly based on investments.

In addition to this, the performance
divide between the private and public
sectors in both investment and con-
sumption expenditures attracts attention.
Since the public sector committed itself
to achieving fiscal discipline and mend-
ing the infrastructure of and creating sta-
bility in entrepreneurship after 2002, its
presence in production, investment and
consumption gradually waned. In fact,
during the “lost decade” of the 1990s,

not only was Turkey's growth very low
(2.6 percent on average in 1993-2002),
but the private sector had almost no role
in this growth. However, the growth ini-
tiative of 2002 and afterward was cham-
pioned by the private sector. Fixed capi-
tal investment performance by the pri-
vate sector improved rapidly after 2002.
Private sector investments, which
amounted to TL 31.3 billion ($20.6 bil-
lion) in 2002, approached TL 100 billion
($67 billion) by the end of 2006.

As a result, the share of total investment
in GDP hovered at around 25 percent. This
ratio is in parallel with other emerging
economies and is also the highest in Europe
(Figure 2). Despite this, Turkey has to in-
crease this to the 30 percent range in order to
close the gap with other countries, achieve an
increase in the young population's wealth in
line with the high consumption tendency
and solve the unemployment problem.

Encouraging productivity
The wealth of nations depends primarily
on productivity rather than merely on the
factors of production in the growth
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the 30 percent range
in order to close the
gap with other
countries, achieve
an increase in the
young population's
wealth in line with the
high consumption
tendency and solve the
unemployment problem
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“We're all Keynesians again,” an
editorial in The Wall Street
Journal recently declared, para-

phrasing Milton Friedman's own tribute
to the man who enshrined the depend-
ence of markets on state intervention. But
of course some nations have the ability to
be more Keynesian than others. The an-
nual meeting in Ýstanbul of the World
Bank and International Monetary Fund
(IMF) is likely to witness a confrontation
between those countries hoping to spend
their way out of the recession and those
having to survive by tightening their belts.

Turkey, the host nation, often prides it-
self on being a bridge between different
worlds. In this case, too, it is a half-way
house between those governments with a
track-record of effective governance who
can therefore afford to intervene in the
economy on a massive scale -- and those
who don't. Turkey borrowed credibility by
signing (and sticking by) an IMF standby
agreement when its economy hit the rocks
in 2001. If the IMF feels comfortable in
coming to Ýstanbul for its annual meeting,
part of the reason is to acknowledge the
success of its role in the Turkish recovery.

Ankara maintains that the reforms it
made then, particularly to its banking sys-
tem, have absorbed some of the shock of
the current recession. Yet Turkey has been
badly hit by the collapse of its export mar-
kets as well as the overall shortage of cred-
it. The decline in gross domestic product
(GDP) for 2009 will be in the same region
as the annus horribilis of 2001.
Unemployment statistics showing some 15
percent of the workforce without jobs are
particularly grim. The instincts of its politi-
cians, with an election to fight in 2011 at
the latest, are to intervene more heavily,
but the question is how much leeway the
markets will give the Treasury to reinflate.

Turkey, like so many emerging markets,
is looking enviously across the sea. Nobel
laureate Paul Krugman in a recent column
for The New York Times reassured American
taxpayers that as long as their political nerves
hold steady, the size of the nation's deficit is
not a problem. A cumulative debt of $9 tril-
lion over the next decade might sound large
(!), but servicing that represents a manage-
able 1 percent of GDP, or 5 percent of federal
revenue. The alternative solution of tighten-
ing belts and balancing books was the very
thing responsible for prolonging the misery

of the 1930s Great Depression. Deficits, he
writes, “saved the world,” and he argues that
given the problem of mounting unemploy-
ment, Washington should consider being
even bolder in spending its way to recovery.

What is sauce for the goose, in this
case, is not sauce for the gander.

The developed world has developed the
comfortable euphemism “quantitative eas-
ing” to describe what is called “printing
money” or “spending at the expense of fu-
ture generations” in other parts of the globe.
The recipe for the world to emerge from re-
cession is for consumers in the better-off
parts of the globe to spend, spend, spend.
At the same time, those who were already
the victims of rising commodity prices be-
fore the crisis hit are now tightening their
belts. According to a World Bank estimate,
lower growth rates in 2009 are expected to
result in about 53 million fewer people es-
caping poverty (defined as earning less than
$1.25 a day) in the developing world.

In Turkey, where mortgages are still
something of a luxury (still around 5 per-
cent of GDP) and there were no toxic
loans, the sentiment is that this year's pro-
jected 5.5 percent contraction in GDP is a
price being paid for someone else's profli-
gacy. It is a sentiment that has traveled
around the globe to the world's second
largest economy, and while the economic
crisis may not be the sole reason for the
collapse in the Aug. 30 elections of the par-
ty which has ruled Japan since the war, it
clearly did not help. The ascendant Democrat
Party of Japan (DPJ) is, if not openly protec-
tionist, more inward-looking and more
critical of the free-market Washington

consensus than has hitherto reigned.
The real tension at the Ýstanbul meeting

will be between the developed and the
emerging markets who, according to IMF
forecasts, will hold an increasing share (30
percent) of the world's economy. The G20
meeting in Pittsburgh in September was al-
ready a more newsworthy event than the
meeting of the G8. The developed nations,
which preached prudence and good gov-
ernance, instead designed a system to
conceal extraordinary risk. The good
habits they urged on the rest of the world
are the very thing they neglected themselves.

This leaves the host nation, Turkey, in an
ambivalent position. That such a prestigious
meeting is happening in Ýstanbul is recogni-
tion of the city's emergence as a financial
center. The last and only time the governors
convened in Turkey's commercial capital was
in 1955. Then Turkey was at the edge of the
Western alliance, and that meeting was very
much a projection of the West's new post-
war power and prosperity. Since then Ýstan-
bul has developed into something of a hub of
a series of interlocking zones. Its population,
too, has grown, from 1 million to well over 12
million, more populous than many of the
countries Turkey borders. Since 2001, the
year of Turkey's own self-inflicted economic
crisis, Ýstanbul and Turkey both have become
poster bonus for the efficacy of an IMF stand-
by agreement. There was 40 percent real
GDP growth between 2002 and 2007. Not
only did Turkey swallow its medicine, it
seemed to relish the taste. The current gov-
ernment won a nationwide local election in
2004 and was handsomely re-elected in 2007
while implementing the IMF standby.

However, as a result of the current eco-
nomic climate many in Turkey would like to
see Ankara go back to take an IMF refresher
course. Turkey's last standby ended in May
2008, and talks have continued since then. In
the public mind the IMF is associated with a
strict tutelage and tough fiscal discipline. It
is a taskmaster no government could wish
for, and indeed, the United States -- the
country at the epicenter of the current storm
-- has followed a very different strategy.

Market sentiment is not entirely hypo-
critical. It rewards governments it calculates
will ultimately to do the sensible thing. In
the case of America, this means that the
market expects that government will regu-
late an end to a system that appeared to re-
ward excessive risk. “Despite the prospect

Ýstanbul’s place in the 
current global crisis
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those governments
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of effective governance
who can therefore
afford to intervene
in the economy on a
massive scale -- and
those who don't
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borrow money long term at an interest rate
of less than 3.5 percent, which is low by
historical standards. People making bets
with real money don't seem to be worried
about US solvency,” Krugman writes.

Turkey does not, of course, command
anywhere near the same degree of confi-
dence. Even so, Ankara is enjoying a period
of grace. It, too, has been trying to spend its
way out of the crisis, albeit with not the same
abandon. Aided by the current deflationary
global environment, both inflation and inter-
est rates are coming down. Partly this is re-
ward for the Justice and Development Party's
(AK Party) first period in government after
2002, when it produced primary surpluses of
6.5 percent. The question is how long it can
sustain deficits of upwards of 5 percent be-
fore markets begin to scratch their heads.

Much depends on how it invests.
Turkey clearly has an obligation to edu-
cate and provide employment for a
large and young (mean age 29) popula-
tion. Long after the Ýstanbul meeting is
over, it will remain up to the govern-
ment and private sector to cooperate in
formulating and implementing a long-
term strategy. Investment has to be
coordinated. There are no
magic bullets. Many of the
government's pet multi-
billion-dollar projects,
such as a dam on the
Tigris River at Ilýsu or a
third bridge across Ýs-
tanbul's Bosporus, have
an air of the pork barrel.
The environmental im-
pact of both projects
has not been thought
out. The bridge in par-
ticular could have a dis-

astrous consequence on the city's microcli-
mate -- raising the temperature in an im-
portant water table area, encouraging ur-
banization in currently green areas and hav-
ing only a brief palliative effect on the trans-
port congestion it is designed to relieve.

Regardless of whether a Turkish gov-
ernment signs a standby agreement, it will
have to commit sooner or later to a fiscal
rule and reassure markets that the current
deficit is under control. It is true, too, that
the IMF is now more flexible in its lending
criteria and has introduced a new facility
(Flexible Credit Line, or FCL) for countries
with sound macro-indicators. A new pro-
gram would act as an anchor for investors
and would therefore be market friendly.

Yet the conventional wisdom is that
until the government finds it difficult to
borrow on international markets, it will
try to sit tight. It will be happy to enter-
tain the IMF for a few days at a confer-
ence but will encourage it to pack its bags
for Washington once the meeting is done. 
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be between the
developed and the
emerging markets who,
according to IMF forecasts,
will hold an increasing
share (30 pct) of the
world's economy
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The World Bank was established
after World War II to rebuild the
shattered industrial bases of

Europe and Asia, thus the bank's official
name: International Bank for
Reconstruction and Development.

The United States emerged from the
war a superpower, its military having
built a worldwide system of transporta-
tion and communication, but American
business could not very well expand over-
seas trade while Germans and Japanese
were busy scrounging their next meal.

The other great victor among the
Allies, the Soviet Union, operated under
a communist ideology diametrically op-
posed to the capitalist system favored in
the US. While Stalin's Russia signed on
to establish the United Nations, the so-
called World Bank was a purely
Western affair, a blend of altruism and
profit motive to get the industrial soci-
eties of the world back up and running
as functioning market economies.

Thus the bank and its several off-
shoots, mainly the International
Monetary Fund (IMF) and the
International Development Association
(IDA), were Cold War creations meant to
revive the old ways of doing business in
the mold of the new world order as seen
by Washington: the power of money and
trade to bring people together and foster
freedom and democracy. That's a tall or-
der, but Moscow was promising a work-
ers' paradise in a noble life of shared
burdens: from each according to his
means, to each according to his need.

Europe rebuilt its political economies
on the basis of compromise among na-
tions, classes, parties and groups.
Governments tried to blend internation-
al integration with national autonomy,
to balance global competition and do-
mestic market needs, free trade and so-
cial reform. The United States dropped
most of its trade barriers but understood
the need for, and accepted, European
and Japanese protection. Diplomats in
Paris, Bonn and London negotiated an
economic and political union that re-
spected national differences. Labor and
management cooperated to keep profits
and wages high, trading labor rights for
labor peace. Liberals and conservatives,
socialists and secular liberals, teamed up
to build the modern welfare states.

The Bretton Woods institutions suc-

ceeded beyond their founders' dreams.
As economist Jeff Frieden has written,
“The post-war compromises grew out of
the agreements signed at Bretton Woods
in 1944. The Bretton Woods system
maintained the spirit, if not always the
letter, of the Bretton Woods Agreements:
international integration tempered by
government concern for national con-
stituencies, markets tempered by social
reforms, American leadership tempered
by Western cooperation. The Bretton
Woods system delivered the goods:
economic growth, low unemployment
and stable prices. Japan was the most
dramatic success story: its output grew
eight-fold in just 25 years.”

Protesting development
Some people plan to protest against the
World Bank and IMF as the sharehold-
ers meet in Ýstanbul. The unhappy ones
claim that the bank and its myriad
agencies and development partners are
capitalist tools of destruction.

A protest organization called
“Direnistanbul” plans protests, panels,
film screenings, exhibitions, workshops
and concerts to coincide with the
bank's annual meeting during the first
week of October. The name
“Direnistanbul” can either mean
“Resist, Ýstanbul” or is a blend of the
words “resistance” and “Ýstanbul.”

Here is a sample of the group's rhet-
oric, from its Web site: “Spokesmen and
bureaucrats of multinational capitalist
corporations will  be in Ýstanbul …
where they will have decisions to de-
stroy the lives of billions of people. No

doubt, this will be another meeting to
save the benefits of capitalist rulers. …

“First-hand experiences in
Argentina, Jamaica, Nigeria, Kenya and
elsewhere have long proved that the
World Bank and IMF policies have no
benefits other than indigence and ex-
ploitation. IMF and the World Bank,
the leading architects of global capital-
ism, are the primary instruments of the
banishment of the poor from their
habitat and their homes by urban gen-
trification politics, commercialization
and monopolization of water resources
by selling it out to a few international
corporations, the condemnation of the
local farmers to global capitalist corpo-
rations with neo-liberal agriculture
policies, and adding new rings to the
chains of workers by implementing
new employment legislations.”

The protesters forget that the bank
and its agencies were created by bankers
and governments working together with
labor, that the World Bank was meant to
be a catalyst for growth, not the primary
means of development. Shirley Boskey
wrote of the founding of the
International Finance Corporation in the
in-house Bank Notes of April 1955: “In a
statement presented at an informal dis-
cussion during the annual meetings of
the Bretton Woods institutions in Ýstan-
bul on September 15, 1955, Robert L.
Garner, the vice president of the Bank
and future first president of the IFC
[International Finance Corporation], re-
viewed the reasons why establishing the
IFC had been necessary. The aim of eco-
nomic development was the increased
production of goods and services, with its
consequent effect on living standards.”

Compromise on aid 
versus private investment
Public funds would be needed to support
many key areas of development, especially
in education, health and other basic serv-
ices. But Garner argued that the essential
entrepreneurship, venture capital, tech-
nology, trained labor force and manage-
ment could best be provided, and perhaps
only be provided, by private enterprise.

Unfortunately, the bank had no
means of encouraging private enterprise.
The government guarantees called for in
its charter made it unable to provide ven-
ture capital. The bank had supported

Global development balances
altruism and political influence
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The World Bank and
the IMF meet this year
after a worldwide
recession stopped
global economic
growth. Nonetheless,
it is as good a time
as any to celebrate
the power of
development capital
to transform lives





OP
IN

IO
N public investment in roads, power plants

and other basic infrastructure, which had
created openings for private capital, but
the amount of ensuing private invest-
ment had proven too small to fill the gap.
The IFC was being created to clear the
way for greater private initiative.

How the IFC would fulfill this mis-
sion, the charter described only in broad
outline, leaving room for learning by tri-
al and error. Nonetheless, some features
of the founding charter would shape the
basic character of the institution.

As Boskey wrote, “First, the IFC
could use its resources only in association
with private investors, and it was hard to
foresee a situation in which the private
participants should not put up the major
share of the capital. Second, though a
government interest in the enterprise
would not necessarily preclude an IFC
investment, the test would be whether or
not the enterprise was essentially private
in character. Third, the IFC was not to
undertake any financing for which, in its
opinion, sufficient private capital could
be obtained on reasonable terms.”

Lastly, the IFC would be forbidden
from owning capital stock, but its contract
authority would allow it to provide ven-
ture capital. The IFC's directors would
thus be able to make the organization not
merely supply capital, but act as a force
multiplier to stimulate other investments.

Political leverage 
versus altruism
Yýlmaz Akyüz, former director of
Globalization and Development Strategies
at the UN Council on Trade and
Development, has written that “a very
large proportion of development financing
provided by the Bretton Woods institu-
tions relies on aid rather than regular re-
sources of these institutions. In contrast
with the trading system where bilateral-
ism is widely seen as a potential threat to
the multilateral system, in finance it is tak-
en for granted that bilateral and multilat-
eral arrangements are complements. This
approach also dominates debt initiatives
such as the Heavily Indebted Poor
Countries Initiative (HIPC) which com-
bines multilateral debt with bilateral debt
owed to donors in the Paris Club, enhanc-
ing the room for political influence.”

The reliance of the Bretton Woods insti-
tutions on the whims of a small number of
donors weakens their governance struc-

tures. “The practice of combining IMF mon-
ey with contributions from major countries
in financial bailout operations in emerging
markets has enhanced the room for political
leverage in IMF lending decisions by its ma-
jor shareholders,” according to Akyüz.

The creation of the International
Development Association limited the au-
tonomy of the World Bank secretariat,
which increased the bank's dependence
on donors and thus increased the amount
of political leverage to which it was subject.

In the 1950s, as today, many private
companies hesitated to make internation-
al investments, either lacking the re-
sources to perform adequate due dili-
gence or because they feared operating in
a foreign environment of uncertain politi-
cal and legal risks. Akyüz also wrote that
in the last analysis, the Bretton Woods in-
stitutions' success would have to be
measured not so much by the amount
and profitability of their own investments
as by the amount of additional invest-
ment they stimulated from other sources.
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The creation of the International Development
Association limited the autonomy of the World Bank
secretariat, which increased the bank's dependence
on donors and thus increased the amount of
political leverage to which it was subject

International Monetary Fund Managing Director Dominique Strauss-Kahn, right, and World Bank President Robert Zoellick, left, confer as they
join other delegates at the joint IMF and World Bank Development Committee at World Bank headquarters in Washington on April 2009.
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In recent decades, foreign direct in-
vestment (FDI) has been the lead-
ing instrument of globalization

through the integrative activities of multina-
tional corporations. Inward FDI (IFDI) ac-
counts for the largest share of foreign capital
inflows into developing countries, which
have also become important sources of out-
ward FDI (OFDI). Although a late comer to
globalization through FDI, Turkey has per-
formed remarkably well since 2003 as both a
host country and a source country for FDI.

Before 1980, Turkey had, essentially, a
closed economy as it pursued import-substi-
tution industrialization behind tariff and non-
tariff barriers. Turkey's globalization was pri-
marily through the export of labor services as
millions of Turkish workers went to Western
Europe in search of temporary or permanent
employment. During 1980-2000, the Turkish
economy became progressively more open to
international trade, reinforced by the customs
union with the European Union in 1996.
Turkey's integration with the world economy
through FDI, however, lagged relative to
many other developing countries. There were

meager benefits from FDI in terms of the ac-
tivities of foreign multinationals in Turkey and
those of Turkish multinationals abroad.

Until 2003, chronic macroeconomic insta-
bility deprived Turkey of an attractive FDI en-
vironment, whether the official policy wel-
comed or discouraged IFDI. The 1990s were
Turkey's lost decade in economic develop-
ment. At the end of 1999, Turkey began a
comprehensive IMF-supported three-year

economic stabilization and structural reform
program. In November 2000, the program ex-
perienced its first crisis, which was mitigated
by an International Monetary Fund (IMF)
emergency package. After its second crisis in
February 2001, the program collapsed. In
March 2001, Turkey was desperate to have the
IMF and the World Bank (WB) to continue
their support for its economy, which was on a
knife edge facing default. One condition for
that was to have Turkey commit explicitly to
opening up to FDI. The Foreign Investment
Advisory Service (FIAS), affiliated with the
WB, was engaged to study the FDI environ-
ment and help with its improvement. After
the Justice and Development Party (AK Party)
government came to power in November
2002, restoring relative political stability after
years of unstable coalition governments, it
benefited from the FIAS recommendations in
improving the country's investment climate.

The pro-FDI program of the AK Party has
emphasized the importance of IFDI as an es-
sential factor in the country's economic devel-
opment. It has recognized that IFDI is critical for
Turkey's development not only as a source of
foreign savings to help finance the current ac-
count deficit but also as a source of technology

Foreign direct investments
and Turkey's globalization

Economy Minister Ali Babacan (3rd right) lends an ear to a speaker amid a group of businessmen during the 2nd Euromoney Finance
and Investment Forum in June. The government exploits every chance to meet international investors to attract them to Turkey.
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government cut the
corporate income tax
rate from 30 percent 
to 20 percent and 
simplified the tax
regime, as an indirect
measure to attract FDI,
reflecting its awareness
of the intense 
tax competition

ASIM ERDÝLEK*







AN
AL

YS
IS and know-how. The AK Party government has

proven through its actions that its pro-FDI
stance is not just rhetoric aimed to please the
IMF and the WB for short-term benefits. In
terms of reforms affecting IFDI directly, the en-
actment of Law No. 4875, in June 2003, to re-
place the supposedly “liberal” but vague as well
as obsolete Law No. 6224, dating to 1954, was a
crucial step forward. Law No. 4875 for Direct
Foreign Investments defines FDI according to
current international practice, replaces the old
FDI approval and screening system with a noti-
fication and registration system, bans national-
ization without fair compensation, guarantees
national treatment to foreign investors, does not
restrict FDI in any sectors, does not impose
any performance requirements, eliminates
the old minimum capital limit for new FDI
projects, grants foreign investors full convert-
ibility in transferring their capital and earn-
ings, allows foreign investors to own property
without any restrictions and recognizes foreign
investors' right to international arbitration.

The creation of the Investment Support
and Promotion Agency of Turkey (ISPAT)
in 2006 was another crucial step forward in
Turkey's active promotion of IFDI. Thanks
to its wide-ranging energetic and success-
ful efforts, ISPAT now ranks high globally
among investment promotion agencies in
providing accurate and timely informa-
tion to potential foreign investors and fa-
cilitating their site-selection processes.

As part of its active approach to attracting
FDI, the AK Party government formed an
Investment Advisory Council (IAC), consist-
ing of the top-level executives of major multi-
national corporations. The IAC held annual
summits during 2004-2008 with top govern-
ment officials, including Prime Minister Recep
Tayyip Erdoðan himself, to provide direct in-
put for the efforts to improve Turkey's invest-
ment climate through the Coordination
Council for the Improvement of the
Investment Environment in Turkey (YOÝKK).
The AK Party government paid consistent
and genuine attention to the IAC's criticisms
and recommendations, evidence that the IAC
was not a mere public relations gimmick.

The AK Party government cut the cor-
porate income tax rate from 30 percent to 20
percent and simplified the tax regime, as an
indirect measure to attract FDI, reflecting its
awareness of the intense international tax
competition. It was also more aggressive and
effective than any previous government in
its privatization program, which finally be-
gan to play a significant role in attracting
FDI, following the successful examples of
the Eastern and Central European countries
in the 1990s. Privatization of Turk Telekom
through FDI in 2005 was the most notewor-
thy success of the government in this area.

Finally, yet importantly, the AK Party

government has pushed hard for Turkey's
EU membership, taking an important step
toward that objective with the start of the ac-
cession negotiations in October 2005.
Although those negotiations have met ob-
stacles recently, they are still on track. As had
been the case in Spain and Portugal prior to
their EU accession in 1986, the prospect of
EU membership has been a powerful cause
of Turkey's recent inward FDI surge.

During 2003-2007, Turkey's FDI in-
flows rose spectacularly, not only in dollars
but also as percentages of gross fixed capi-
tal formation. Turkey was fortunate to ben-
efit significantly in its IFDI surge from the
favorable global FDI trends. The global FDI
surge was driven especially by rising cross-
border mergers and acquisitions (M&As).
This was also the case in Turkey, with fi-
nancial services, especially banking, ac-
counting for the bulk of the M&As, which
in turn accounted for the bulk of the FDI
inflows. Another important factor behind
Turkey's IFDI surge was that it had started
from a very small base of IFDI stock, rela-
tive to Turkey's potential, after the country
had been either ignored or avoided by for-
eign direct investors for many decades.

Although attention has focused on the re-
cent surge of IFDI, Turkish OFDI has been in-
creasing rapidly as well. New markets in the
EU, the Balkans, the Middle East, the
Caucasus, the Russian Federation and the
Central Asian Turkic republics, North Africa,
even in the Far East and the United States and
the ability of Turkish firms to exploit them for

either opportunistic or strategic reasons have
driven OFDI. The bulk of Turkish OFDI is in
the Balkans, the Caucasus, the Russian
Federation and the Central Asian Turkic re-
publics, regions either geographically or cul-
turally close to Turkey. Most of the Turkish
firms that have invested in these regions are
small and medium-sized enterprises (SMEs)
although large enterprises account for most of
the total value of OFDI. The OFDI motives of
large enterprises are mainly strategic, based
on long-term planning, whereas those of
SMEs are entrepreneurial, innovative and op-
portunistic, based on their attempts to exploit
unique circumstances and to stay competitive.
Turkish OFDI has strengthened the competi-
tiveness of both SMEs and large enterprises,
although in varied ways. Geographical risk di-
versification against both systemic and spe-
cific risks, through market access, has bene-
fited most of them in terms of scale
economies and quality improvements. Access
to technologies and brands has benefited the
large enterprises particularly. For some SMEs,
OFDI has been not just a means to stronger
competitiveness but a lifesaver for survival.

Despite the recent surge in its FDI in-
flows, Turkey still lags behind the world and
developing countries by global benchmarks.
That is the result of Turkey's ambivalence, and
at times outright hostility, toward IFDI until
the early 1980s, followed by its economic and
political instability until the early 2000s, which
had made Turkey chronically unattractive to
foreign investors. In terms of its FDI outflows,
Turkey's globalization is also still lagging by
global benchmarks. Turkey's FDI outflows are
still minuscule, relative to its inflows and rela-
tive to global outflows as well as outflows
from many developing countries. Therefore,
although Turkey's globalization through FDI,
especially IFDI, has accelerated in recent years,
it still has a great potential for further growth.

The decline since 2007 in Turkey's FDI
inflows, although still substantial relative to
their pre-2004 levels, reflects the global
FDI slump, which itself resulted from the
global financial and economic crises. The
recovery from the global FDI slump, ex-
pected to begin slowly in 2010 and acceler-
ate in 2011, should enable Turkey, ranked
among the world's 30 most attractive host
countries, to resume its IFDI surge, especial-
ly after the Turkish economy recovers rapid-
ly from its most severe recession in 60 years.

* Asým Erdilek received his bachelor's degree in
economics in 1967 from Brandeis University in
Waltham, Massachusetts. He did his graduate
work in economics at Harvard University. After
receiving his doctorate in 1971 from Harvard,
where he studied with Professor Wassily Leontief,
a Nobel laureate, he joined the faculty of Case
Western Reserve University in Cleveland, Ohio.
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Prime Minister Recep Tayyip
Erdoðan appointed Ahmet
Davutoðlu as the new foreign min-

ister on May 1, 2009. His appointment has
had a transformational effect, putting into
practice Turkey's aspirations to become
deeply engaged in Middle Eastern affairs.

Davutoðlu had been chief advisor to
Prime Minister Erdoðan since 2003, and he
is known as the architect of many peace
processes in the Middle East. Even before
his appointment, it is believed that it was
Davutoðlu who designed Turkish foreign
policy and brought a multi-dimensional as-
pect to Turkey's foreign affairs. As a scholar
himself, Davutoðlu is the author of numer-
ous books and editorials on political science
and international relations in particular. His
appointment was extensively covered by
the Western media, signaling a new era in
Turkish foreign policy. When he took up
his post as foreign minister, he said he
wanted Turkey to play a bigger role in the
Middle East and the Balkans, although
Turkey's relations with the West continue
to be its primary foreign policy focus.

Attempting to make Turkey an “order-in-
stituting” country in the region, Middle East
expert Davutoðlu has already brought a new
vision to Turkish foreign policy with his exten-
sive diplomatic efforts since his appointment.

Davutoðlu is the only member of the
Cabinet who is not elected to the Turkish
Parliament. He was born in Taþkent, a town
in the Central Anatolian province of Konya,
in 1959. Davutoðlu holds a doctorate in po-
litical science from Boðaziçi University. He
taught at Marmara University between 1996
and 1999. In 2003 he was named ambassa-
dor by then-President Ahmet Necdet Sezer
and Prime Minister Abdullah Gül. Since
then, he has been the chief foreign policy
advisor to Prime Minister Erdoðan. As a po-
litical scientist and a scholar, his numerous
books and writings relating to Turkish for-
eign policy have been the basis for his vision.

The idea that Turkey's biggest weakness
since the foundation of the republic has been
its foreign policy has many proponents.
Turkey had a Western-oriented foreign policy
until 2003, when the newly elected Justice
and Development Party (AK Party) govern-
ment turned its eyes to the Middle East. Top
Turkish officials began paying visits to Middle

Eastern countries, particularly Syria and the
Gulf states, since then nurturing Turkey's in-
creasing role in the region. However, the
Turkish Republic had completely closed its
doors to eastern neighbors in its early years,
in the 1920s and '30s. The chief aim then was
to establish a nation-state with good relations
with its neighbors. Turkey acknowledged
then that it was not appropriate or feasible to
regain or retain former Ottoman lands. That
was the reason why for many years Turkey
isolated itself from the outside world and

particularly the Middle East. Stressing that
the Arab world had betrayed the Ottoman
state and that this was the primary reason
for its defeat in World War I, Turkey did
not have any kind of relationship with
Arab and other Muslim countries.

Turkey and Syria had several problems
in the early years of the republic over territo-
rial disputes. Turkey even came to the brink
of war with Syria in September 1998 as it be-
lieved Damascus was harboring Kurdistan
Workers' Party (PKK) terrorists. Tensions be-
tween Turkey and Syria were alleviated
through the efforts of Egyptian President
Hosni Mubarak; yet, uneasy relations persist-
ed. However, thanks to Davutoðlu's contri-
butions from 2003 to 2009, Turkey and Syria
have experienced a tremendous improve-
ment in bilateral relations. Turkey has even
mediated indirect talks between Syria and
Israel. Davutoðlu is known as the architect of
the negotiations as he laid the groundwork
for talks between the two countries.

Turkey's ever-expanding geopolitical in-
fluence and increasing economic power have
pushed Turkey to boost its engagement with
its eastern neighbors. Turkey had long ig-
nored its Arab neighbors and only had a mod-
est volume of trade. Through Davutoðlu being
an expert on the Middle East and with his
considerable diplomatic efforts, the AK Party
government's far-reaching foreign policy has
now also embraced Middle Eastern Arab
countries, particularly after Erdoðan's recent
spat with Israel at Davos, which gained many
allies for Turkey across the Arab world.

Davutoðlu has many successful diplomat-
ic achievements to his credit. His policy to-
wards Iraq has been noteworthy in assisting
the country to tackle its security and other
problems. The Ottoman Empire had ruled
Iraq for centuries. Northern Iraq, which has
particular importance for Turkey as it hosts a
substantial number of ethnic Turkmens, has
always been under scrutiny by Turkish foreign
policymakers. The cities of Kirkuk and Mosul
in northern Iraq have been under the sphere
of influence of Turkey throughout the republi-
can period. However, Turkey's attempts fell
short in influencing the region until the ap-
pointment of Davutoðlu as the chief foreign
policy advisor. He has paid three visits to Iraq
since becoming minister of foreign affairs.
Today, Iraq and other regional powers take
into consideration what Turkey has to say
regarding the northern Iraqi region. As a

Foreign Minister Davutoðlu speaks after an in-
formative visit to main opposition party CHP.

Ahmet Davutoðlu-style
Turkish foreign policy
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result of Davutoðlu's successful diplomatic
efforts, Turkey is able to address many prob-
lematic issues faced by both Turkey and Iraq.

Iraq has repeatedly asked Turkey to allow
more water to flow to Iraq due to increasing
drought since May 2009. The water crisis be-
tween Turkey and Iraq has continued for two
decades. The Iraqi administration has put the
water issue on the table at every international
meeting due to a severe drought since May
2009. Two primary rivers flowing to Iraq from
Turkey through Syria, the Euphrates and the
Tigris, fail to supply enough water for the arid
Iraqi farmlands. The water supply has recent-
ly been decreased, which resulted in a “water
crisis” between Iraq and Turkey. Turkey has
repeatedly said it is not a water-abundant
country and that the water from the two
rivers can barely supply Turkey's own needs.
The Iraqi parliament, through a law adopted
in May, pushed the Iraqi government to in-
clude the water shortage problem in all its
meetings with the Turkish government. Iraq
claimed that almost half its farmers cannot
access water due to Syria and
Turkey's dams on the Tigris and
Euphrates rivers. Iraq was lodg-
ing complaints against Turkey
over the water crisis in the
international arena and at
every meeting. Davutoðlu
made several visits to
the region, and Iraq is
now satisfied with
the solution he put
forward.

Turkey's links with Russia have also
been strengthened in recent years. Recent
visits by top-level Turkish officials to Russia
and both the Russian president and prime
minister's visit to Turkey have spawned an
era of cooperation and subtle competition
between the two countries, an unprece-
dented event in their histories. A huge trade
volume has had a profound impact on
diplomatic and political relations, which had
spun out of control in the last decade. This
fact was fueled by the recent visits of Prime
Minister Erdoðan to Sochi and President
Abdullah Gül and then-Parliament Speaker
Köksal Toptan to Moscow. These three vis-
its in the last five months have opened a
new page in Turkish-Russian relations.

Oil and gas trade volume between Russia
and Turkey carried the cooperation far beyond
its initial point a decade ago, outperforming
any other trade relations that Turkey has with

its neighbors. Turkish-Russian relations repre-
sent a more sustained, albeit not untroubled,
process of cooperation. During last year's food
crisis with Russia, the Russians brushed
friendship aside to the extent that local media
were sounding the alarm over relations with
Russia when it halted the import of Turkish
fruit at the Russian border, claiming Turkey's
standards were too low. This could certainly
be seen as an attempt to blackmail Turkey into
signaling a more pro-Russian policy in NATO.

Another achievement of Turkish for-
eign policy is in its engagement with the
South Caucasus. Turkey has a friend and
kindred country in Azerbaijan, the inter-
ests of which it has always protected at the
expense of Turkey's own gains. Its trou-
bled neighbor Armenia is another foreign
policy challenge for Turkey. Turkey has al-
so been engaged in a delicate balancing act
in the Caucasus considering the heavy
presence of Russia in the Southern
Caucasus countries after the crisis in
August 2008 between Russia and Georgia
in a full-fledged armed conflict. In the
wake of the Russian-Georgian conflict, the
clash between Russia and Georgia posed a
particular challenge for Turkey as it in-
volved Turkey's friend and a major trading
partner, Russia. Despite the fact that the
conflict put Turkish-Russian relations un-
der additional strain, Russia expressed
gratitude for Turkey's neutral stance dur-
ing the conflict after President Gül paid a
visit to Moscow in the immediate after-
math of the crisis. This is crucial considering
Russia's effective leverage as a result of its
hefty surplus in bilateral trade. However,
Turkish-Russian geopolitical interests in
the Caucasus became more complicated.

During the Cold War era, serving as
NATO's southeastern flank to prevent the
spread of communism to Europe, Turkey had
limited foreign policy options. However, since
the collapse of communism in Eastern Europe
and the demise of the Soviet Union, Turkey
has taken on a more independent foreign pol-
icy in Europe, the former Soviet Union and
the Middle East. Despite their attempts to
have more engagement in foreign policy in
the former Soviet Union and the Middle East,
most foreign ministers were too weak to pur-
sue Turkish national interests abroad, with
only a few exceptions. Only since 2003 has
Turkish foreign policy maintained a strict and
serious stance in the international arena.

Although Turkey has made some out-
standing achievements during Ahmet
Davutoðlu's “hidden” efforts since 2003,
Turkey has waged an impressive diplomatic
campaign in the last four months since
Davutoðlu was appointed minister of for-
eign affairs. This is particularly significant as
the summer is a time of political stagnation. 
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In today's global world, captur-
ing the attention of peoples
around the world and triggering

their admiration is regarded as a formi-
dable form of power, namely soft power,
and is starting to be considered as more
effective than instilling a sense of fear.
From that perspective, Turkey has taken
bold steps concerning the expansion of
its soft power during the era of the in-
cumbent Justice and Development Party
(AK Party) by changing drastically the
mentality of its foreign policy.

As a result of this change Turkey is
able to play a more effective role in the
Caucasus, the Balkans, Africa and Central
Asia in addition to the Middle East, where
Turkey has emerged as a mediator work-
ing to settle decades-long disputes, such
as that between Israel and Syria, Lebanon
and Syria, and Israel and Palestine.
Certainly, if Turkey is to resolve its
Kurdish question with the democratic ini-
tiative recently launched by the govern-
ment, the way will be paved for Turkey to
become a regional power with a say in po-
litical and economic developments.

Previously, Turkey's foreign policy
was thought to be reduced mainly to two

issues. First are its prominent attempts
to be a full-fledged member of the
European Union. It saw this as a realiza-
tion of the dream of Mustafa Kemal
Atatürk, the founder of the Turkish
Republic, who hoped to have Turkey
reach the level of civilized countries and
later surpass them in the areas of sci-
ence, technology, economy, etc.

The second point that reflects the
change in the understanding of
Turkey's foreign policy is Turkey's atti-
tude toward its neighboring countries.

Relations with neighbors were largely
based on security concerns and tended
to view the near abroad as enemies
plotting against Turkey. This view had
come about mostly due to support ex-
tended by some of Turkey's neighbors
to the outlawed Kurdistan Workers'
Party (PKK), including Syria, Iraq and
Greece. Turkey's aggressive attitude to-
ward its neighbors was combined with
its lack of interest in establishing links
with Middle Eastern countries.
Therefore, Turkey turned its back on
the Middle East, a region all superpow-
ers had their eyes on due to its strategic
importance and natural resources.

Similarities between the Middle East
and Turkey in terms of religion and cul-
ture were long overlooked and denied
by Turkish foreign policymakers. As a
result, Turkey had no effective posture
in Middle Eastern countries. Its military
connections with Israel and solid secu-
lar state establishment can be counted
as two important factors distancing it
from Middle Eastern countries. The
general tendency in Turkish foreign
policy in the '90s can be summed up as
attempting to preserve the status quo
rather than being active in the region.

Taking this past into account, Turkey

Turkey’s changing foreign 
policy and its growing soft power
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Turkey has taken bold
steps concerning 
the expansion of its
soft power during the
era of the incumbent 
AK Party by changing
drastically the
mentality of its
foreign policy

From left, Turkish Prime Minister Recep Tayyip Erdoðan, Qatari Emir Sheikh Hamad bin Khalifa al-Thani, Syrian President Bashar Assad and
French President Nicolas Sarkozy pose during a summit in Damascus examining ways to move toward a peace deal in the Middle East. 
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has immensely modified its relations
with neighbors, terming its new strategy
“zero problems with neighbors.” The
thesis was formulated by former chief
advisor to the prime minister and cur-
rent Foreign Minister Ahmet Davutoðlu.
The strategy has helped Turks overcome
baseless fears, with most Turks today
harboring no fear of Syria and Iraq.
Furthermore, a large segment of society
no longer sees Greece as an enemy but
as a potential friend with many similari-
ties in culture and lifestyle.

The country's “zero problems with
neighbors” policy prescribes improvement
of relations through bilateral diplomatic
visits, establishing trade ties and, down
the line, intensifying diplomatic consulta-
tions, not only among Turkey-neighbor
country relations but also on regional is-
sues, and forming coalitions to solve prob-
lems and develop initiatives.

This change in mentality has some im-
plications on business relations as well as
political conclusions, in addition to chang-
ing Turkey's image in the eyes of people
throughout the world, but especially in the
region within which Turkey has cultural,
historical, religious and social ties.

One should keep in mind that the
diversification of strategies and policies
recently experienced in Turkey's foreign
affairs has not extinguished the coun-
try's desire to join the EU; the focus of
its foreign policy remains on becoming a
full member of the EU. This diversifica-
tion has enlarged Turkey's area of ma-
neuver in international politics. Turkey
is no more a country whose sole foreign
policy goal is to be a member of the EU;
it now pursues several strategies in an
attempt to create strong links with both
close neighbors and countries in the
near abroad, an area that mostly over-
laps with the Ottoman Empire's sphere
of influence. As a result, Turkey is in-
creasingly turning into a regional power.

Turkey modified image in
Middle East and improved
relations with Africa
Turkey's changing foreign policy under-
standing toward the Middle East appeared
to have created an awareness of the coun-
try's political capabilities on the interna-
tional platform as well as in the region.
The Turkish Parliament's 2003 rejection of
a US request to use Turkish territory for
deployment of military forces in the inva-
sion of Iraq sparked enthusiasm about
Turkey in the Arab and Iranian streets.

Furthermore, the “Davos incident,”
in which Prime Minister Recep Tayyip

Erdoðan exchanged harsh words with
Israeli President Shimon Peres on the
Israeli assault on the Gaza Strip earlier
this year, also resulted in an improve-
ment in the image of both Turkey and
its prime minister.

Turkey's improved image in Muslim
countries has been accompanied by an
increase in trade. Turkey signed its last
trade agreement with Syria in 1987,
during the era of Turgut Özal, a liberal
prime minister who served in the
1980s. In 2000 came the establishment
of a trade council with Syria and many
other Middle Eastern countries, includ-
ing Jordan, Lebanon, Iraq, Iran,
Palestine and Egypt. By the end of the
year, plans were in the works to create
a free trade area in Gaziantep to im-
prove trade between Syria and Turkey.

One of the more important moves to
improve trade relations with the Arab
world has been the establishment of the
Turkish-Arab Economic Forum, which of-

fers Turkey an unprecedented opportunity
to discuss investment and cooperation op-
portunities with Arab countries.

Turkey came into the spotlight with its
mediation efforts in the region seeking the
establishment of peace. Turkish Foreign
Ministers Abdullah Gül, Ali Babacan and
now Ahmet Davutoðlu paid frequent vis-
its to Lebanon after the assassination of
former Prime Minster Rafiq Hariri and
served in an intermediary role between
Lebanon and Syria, which is believed to
be behind the assassination. Aside from
Lebanon, Turkey is also a key party in
Israeli-Syrian peace talks.

The Ankara office of Al-Jazeera is sec-
ond only to Al-Jazeera's Washington office
among the news agency's non-Arab of-
fices in terms of the number of square me-
ters it occupies, meaning viewers of the
biggest international Arab television sta-
tion care about what is going on in Turkey.

Moreover, in March 2009 almost a
dozen Turkish scholars and journalists
were invited to Al-Jazeera's Fourth
Annual Forum in Doha. This was the
first time so many participants from
Turkey attended the forum. Bülent
Aras, a professor from Iþýk University's

department of international relations,
tried to find an answer for the Arabs'
interest in Turkey in his article on April
14 published by The Guardian, suggest-
ing Turkey's soft power was behind the
increasing interest of the Arab world.

Furthermore, the announcement of
2005 as the year of Africa in Turkey
showed the government's eagerness to
establish strong trade and political rela-
tions with African countries, paving the
way for new market opportunities for
Turkish businessmen along with
African countries' support of Turkey
during its run for a temporary seat on
the UN Security Council.

Trade between African countries
and Turkey increased threefold to $18
billion over the last three years, with
Turkey's export figures to Africa rising
from $2.5 billion to $9 billion. One of
the main reasons behind this success is
the immense efforts of the Turkish
Confederation of Businessmen and

Industrialists (TUSKON), which sought to
build trade bridges between Africa and Turkey.

In August 2008 the Africa-Turkey
Summit was held in Ýstanbul and at-
tended by six heads of state and other
senior officials from 50 African nations.
This summit accelerated the develop-
ment of relations with Africa. President
Abdullah Gül, speaking on the benefits
of creating links with Africa, said im-
proved relations made it easier for
African nations to back Turkey in its bid
for a non-permanent seat on the UN
Security Council.

Today, Algeria, with $2,364 million
in imports and exports, tops the list of
African countries with whom Turkey
trades most. Egypt is second, with $686
million, and Libya follows with $384
million. Libya leads in imports with
$1.98 billion. After Libya comes Algeria,
with $1.69 billion, followed by South
Africa, with $1.26 billion.

Unlike European superpowers,
Turkey does not have a dark past filled
with imperial intentions that are still fresh
in the memory of African peoples. This is
an important factor that helps it create
strong and reliable relations with Africa.
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How can an eight-hour prime
ministerial visit possibly trans-
form the basic tenets of the rela-

tionship between Turkey and Russia?
This is what happened during the short
visit to Ankara on Aug. 6, 2009, by
Russian Prime Minister Vladimir Putin.

The crystal-clear message from Russia to
Turkey was, “We will make it worth your
while to do business with Russia.” Hence,
this visit has generated a series of unprece-
dented commercial and energy contracts
worth $40 billion that will support Turkey's
drive to become a regional hub for fuel trans-
shipments while helping Moscow maintain
its monopoly on natural gas shipments from
Asia to Europe. Italy's Prime Minister, Silvio
Berlusconi, also joined Putin and Turkish
Prime Minister Recep Tayyip Erdoðan at the
signing ceremony as Eni is a key partner in
the equation for the Blue Stream, South
Stream and Samsun-Ceyhan projects.

Seizing the opportunity created by
Ankara's growing frustration with the

European Union, Putin traveled to
Turkey with his basket of tempting
strategic and economic proposals imme-
diately after a similar Nabucco agreement
mission in July 2009 by his EU opponents.

Some commentators argue that the visit
has served as a reminder of how much more
effective the Kremlin's energy policy has been
simply by offering more business and more
supply to go through Turkey, while the United
States and Europe have been relatively indif-
ferent to Turkey's priorities and concerns.
There are heightened fears in several capitals
about Turkey becoming too cozy with
Moscow at the expense of overriding some
Western energy and strategic interests, with
possible security ramifications in the long run.

A smart engagement strategy to keep

Turkey plugged into the West's preferential
energy strategy will therefore require a care-
ful understanding of this country's interests.
So far that is not what we have seen.

A key transit/terminal hub of both oil
and gas to the heavy consumer nations of
Europe, Turkey is a nexus of multiple im-
portant pipeline projects and provides ac-
cess to the Bosporus Strait and the eastern
Mediterranean via the Ceyhan terminal.
The country is geographically located in
close proximity to 71.8 percent of the
world's proven gas reserves and 72.7 per-
cent of oil reserves from Russia, the
Caspian region and the Gulf and has thus
become the “Silk Road of the 21st century."

No longer marginalized and becoming
increasingly self-confident, Turkey views
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The crystal-clear message from Russia to
Turkey was, ‘We will make it worth your
while to do business with Russia’

MEHMET ÖÐÜTÇÜ&DANILA BOCHKAREV*

Russia’s Prime Minister Vladimir Putin (L) extends hand to Prime Minister Recep Tayyip Erdoðan following a meeting in Ankara in  August 

Turkey and Russia:
Stronger partners in regional
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itself as an unparalleled regional leader (by
virtue of its $750 billion economy, largest
military, huge cultural hinterland, unique
geography and vibrant, young population
full of entrepreneurs), and recognizes both
the limitations of Russia's ability to bully
such a vital country as well as the tremen-
dous opportunity to advance its interests.

The country feels confident it can deal
with the challenges and opportunities pre-
sented by Russia's power. Indeed, Moscow
figures prominently in almost all of Turkey's
energy designs and geopolitical calculus.

In other words, it would be a mistake to
think that Turkey is simply awaiting its turn to
be moved in the US-EU-Russia grand chess
game. It is playing a game of its very own.

From historic enmity 
to ‘strategic' partnership
Once the worst of enemies, involved in 12
wars in three centuries, Turkey and Russia
have suddenly become the best of friends,
forging strong bonds to advance their own
economic and geopolitical interests in Eurasia
and often turning a blind eye to the concerns
expressed by Brussels and Washington.

It is becoming increasingly evident that
Moscow matters to Turks more than ever.
Russia has become Turkey's biggest econom-
ic partner, replacing Germany -- trade be-
tween the two countries reached $38 billion
in 2008, an eightfold increase in eight years,
and is expected to reach the $100 billion mark
in the next four years. Turkish construction
firms are omnipresent all over Russia.
Millions of Russian tourists flock to Turkish

resorts every year -- 3 million last year. There
are tens of thousands of intermarriages.

Russia has traditionally been the
biggest regional player, having controlled
the Central Asia/Caspian region for many
centuries. However, its traditional domi-
nance is being challenged by China and oth-
er new actors. Therefore, Russia tries to foster
new partnerships, as in the case of Turkey, to
regain some of the influence it has lost.

This is not to say that the potential for
competition and lingering disputes between
Russia and Turkey have totally disappeared.
Some top military officials in Turkey consider
an increased Russian military presence, in-
cluding Russia-controlled Commonwealth
of Independent States (CIS) peacekeep-
ing forces in the South Caucasus, as a
source of potential threat. Russia also has
its own sensitivities, including Chechnya.

Nevertheless, both countries have
learned how to play a positive sum game
and are increasingly aware of the mutually
beneficial opportunities that bind them.
Moscow tends to see Turkey as an emer-
gent, strong player in Eurasia, with which
it can cooperate and team up when neces-
sary in its preferred multipolar system.

The two countries' growing closeness is
probably helped by the similarities between
Putin and Erdoðan: Both come from humble
origins; both seem ready to bury historical en-
mities; and both are seen as strong leaders,
firmly entrenched in power for years to come.
“If there is the touch of a Czar in Putin, there
is a Sultan in Erdoðan,” said Himli Toros in an
article on the Russian-Turkish relationship.

Energy breakthrough for 
broader regional cooperation
Turkey, conscious of its critically important
role as a corridor for energy, has been flexing
its muscles, indicating its growing assertive-
ness and autonomy as a regional power to be
reckoned with. This is happening at a time
when Turkey's accession process is faltering in
the face of opposition from several EU coun-
tries. Ties with Washington are yet to be re-
consolidated after a painful Bush era of in-
sensitivities towards Turkey's vital interests.

Russia's energy engagement with
Turkey is based on several pillars supporting
an overall “win-win” strategy. The Kremlin
tries to capitalize on its energy “weapon” as
a source of comparative advantage in the
global system, trying (successfully or unsuc-
cessfully) to combine the maximum efficiency
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It is becoming 
increasingly evident
that Moscow 
matters to Turks
more than ever.
Russia has become
Turkey's biggest
economic partner

Russia’s Prime Minister 
Vladimir Putin (C) seen during 
the inauguration of a Gazprom
pipeline  in Vladivostok 
in eastern Russia
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of a private management with state
control of the “critical industries.”

Therefore, Russia is seeking control over
the three major elements of the "energy
chain" -- production, transit and process-
ing/distribution -- by supporting the inter-
national expansion of Russian energy com-
panies (i.e., the acquisition of assets and the
control of existing and prospective energy
resources) and alliance with other energy
producing and transit states, but also with
the national oil companies (NOC) and inter-
national oil companies (IOC). It also sup-
ports Russian companies' access to the
downstream markets (and mid-stream facil-
ities) of the energy consuming countries.

In the second part of this article we will
look at the recent Turkish-Russian energy
deals within the aforementioned context.

A look at recent Turkish-Russian ener-
gy deals shows us that while news of the
South Stream deal grabbed most of the
headlines in Europe, perhaps of greater
importance to Turkey was getting Russia
to join the Samsun-Ceyhan oil pipeline
that will be built by Turkey's Çalýk Energy
and Italy's Eni, which will connect the
Turkish Black Sea city of Samsun with its
Mediterranean oil terminal of Ceyhan.

It is designed to relieve the immense
amount of traffic going through the
Bosporus Strait, a bottleneck that han-
dles about 3.7 percent of the world's oil
supply every day. It is equally important
to Russia -- about 25 percent of its oil
exports go through the Turkish straits.

Turkey has regarded getting Russian
crude for this pipeline as essential to raise
Ceyhan, which is also the termination
point for the BP-led Baku-Tbilisi-Ceyhan
(BTC) oil pipeline, into a regional oil hub.
However, prior to Vladimir Putin's visit,
Moscow proved reluctant, instead promot-
ing the Burgas-Alexandroupoli pipeline,
which will run between Bulgaria and
Greece. Now that Bulgaria's new govern-
ment is dragging its feet and Putin has giv-
en his strong political backing, the Samsun-
Ceyhan option has become “realistic” and
“viable” in the words of Putin himself.

This quid pro quo is not officially ac-
knowledged by Ankara and Moscow, but is
widely noted by international observers. Eni
would commit oil from its own and other
companies' Caspian production for the
Samsun-Ceyhan pipeline in addition to
Russia joining the construction work and
committing oil volumes to the pipeline.

Three factors explain the sudden shift in
Moscow's decision toward the Samsun-
Ceyhan bypass. First, American and European
companies in Kazakhstan are reluctant or un-
willing to finance the Burgas-Alexandroupoli
pipeline project. Second, the new Bulgarian

government, which took over in July 2009, has
suspended its participation in this pipeline
and other major Russian projects in Bulgaria,
pending a detailed review of their terms.
Finally, the Turkish government has pres-
sured Russia to lend support to the Samsun-
Ceyhan pipeline, allowing Russia in return to
use its Black Sea exclusive economic zone
waters for the South Stream pipeline project.

Another Blue Stream 
in the making?
Gazprom also affirmed a commitment to ex-
pand an existing Black Sea gas pipeline (Blue
Stream-1) for possible transshipment across
Turkey to Cyprus and Israel. As in the case of
South Stream (with its implausible promise of
63 billion cubic meters [bcm] per year), in Blue
Stream-2 (at a more restrained 16 bcm), there
is no word about the sourcing of gas (al-
though Russia presumably hopes to redirect
Turkmen gas into South Stream), financing
this multi-billion dollar project and future
market destinations for exported gas.

For instance, Syria is already importing

gas from Egypt and prolonging Blue Stream-
2 from Turkey to Israel seems a prohibitively
expensive proposition, unless the construc-
tion costs are passed on to gas consumers,
as has been the case with Blue Stream-1 in
Turkey. Last but not least, Israel has dis-
covered its own gas reserves and shies
away even from LNG imports, let alone
paying for the extra costs of Blue Stream-2.

Nabucco vs. South Stream 
in a positive sum game?
The Nabucco pipeline has latently been seen
in Moscow as an economic and political risk
which poses a threat to Russia's energy domi-
nation in the Caspian region and creates a
more competitive, consumer-oriented energy
market in the European Union. Brussels (or
parts of Brussels, to be correct) is keen on di-
versifying the routes and sources of supply
through non-Russian gas and pipelines.

By skirting Russian territory, the Nabucco
pipeline would undercut Moscow's monop-
oly on European (and Turkish, given that
Ankara is Gazprom's second-largest cus-
tomer in the world) natural gas shipments
and the pricing power and political clout that
come with it. That may explain why Nabucco,
which cannot go forward without Turkey's
support, has encountered a variety of obsta-
cles thrown up by the Russian government,

including efforts to deny it vital gas supplies
in the East and a customer base in the West.

Turkey and other countries in the path of
Nabucco have been eager players in this
geopolitical drama, entertaining offers from
both sides. Turkish authorities have even tried,
without much success, to leverage the pipeline
negotiations to further Turkey's bid to join
the EU, while keeping options with Russia
open, too. Turks do not see a clear political
or economic benefit to shutting out or ceas-
ing energy relations with Russia, on which
they heavily rely for oil and gas supplies.

If both projects are realized (though not
a likely scenario in the current investment
and geopolitical context), Russia and Turkey
would play a major role in meeting Europe's
growing gas needs. The sustainable energy
security for the EU is impossible without en-
hanced strategic cooperation with Russia
and Turkey. Projects like Nabucco are not
going to put a halt to Russia's energy
business, but rather offer consumers im-
portant competing supply routes that
should ideally deliver a more healthy busi-

ness environment and efficient gas markets.
Turkey's standard position is that South

Stream and Nabucco are not rival projects
and that they can both coexist in Turkey.
Ankara also welcomes Gazprom's participa-
tion in the Nabucco project as it will maxi-
mize gas volumes transiting via Turkey.

Russians looking to play a role 
in Turkey's downstream sector
Russia defines energy security as security of
demand for its producers -- meaning acquisi-
tion of downstream assets in the EU and other
key markets such as Turkey. The strategy has
worked well with Germany and Italy; for ex-
ample, BASF and Eni have received access to
the Russian upstream in return for Gazprom
obtaining access in Europe's downstream.

Russians want to play a lead role in
Turkey's lucrative downstream sector as well.
In July 2008, LUKOil agreed to buy Turkish
retailer Akpet, significantly boosting its
downstream presence in Turkey. Gazprom is
also keen on bidding for major city distribu-
tion projects and gas-fired power plants.

Putin's offer to move ahead with a
Russian-built nuclear power plant in
Turkey suggests a sweetening of the over-
all Russian offer on energy deals with
Turkey, while both Western and Russian
proposals are on the table. It looks as
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though Turkish energy dependency on
Russia will further increase through the
first nuclear power plant in Turkey to be
built by the Rosatom/Atomenergoprom
group of companies, pursuing an aggres-
sive international expansion strategy.

Russia and Turkey against 
or together with Europe?
Extensive energy and trade ties with
Russia, in the new dynamic geo-strategic
conjuncture, has also generated positive
political ramifications for Turkey, making
it more willing to cooperate with
Moscow. Yet, it would be an overstate-
ment to say that Turkey has been chang-
ing its traditional foreign policy direction
or simply playing the Russia card against
the West in order to strengthen its hand.

Turkey knows that a genuine single
European energy policy is not expected
anytime soon. Plus, the EU is unable, due
to internal bickering, to open accession ne-
gotiations on the energy chapter of the ac-
quis communautaire. On the contrary,
Russia offers concrete proposals in the
framework of a sound strategic context.

However, both Turkey and Russia are
aware that Europe's economy needs to
bring additional gas and diversify transit
routes. According to estimates made by
the International Energy Agency (IEA), the
EU's import needs will be five or six times
higher than its domestic gas production in
the year 2030. There is a growing under-
standing amongst leading EU members

that European energy security is impossi-
ble without Russia, taking into account its
gas supplies, and significant presence in
Austria's Baumgarten trading platform
and storage facilities, where South Stream
and Nabucco will literally terminate.

As the country in the center of gas flows,
Turkey does not want to be a simple physical
transit bridge and wants to secure a fair share
from Baumgarten's “gas hub” role by bring-
ing back some of these benefits to Central
Anatolia. Therefore, the EU should also be
aware that neither of the new pipeline proj-
ects is possible without taking into account
Turkey's priorities and interests. Rather, the
EU, Russia and Turkey need to join their ef-
forts to develop energy solutions to the
long-term benefit of all if they will be lasting.

Prospects
Certainly, Putin has shown himself as a
skillful “energy chess” player in the Turkish
context as well. The Russian “energy offer”
seems designed primarily for political effect
in Europe and secondarily for drawing
Turkey into a closer strategic alignment with
Russia. They express Moscow's intentions to
enlist Turkish cooperation in thwarting the
EU's Southern Gas Corridor project.

Putin's offers reflect that intent, but they
do not necessarily come with commensu-
rate capabilities. It is still not clear whether
Moscow's offers are backed by actually
available gas and oil resources or financing.
The agreements are non-binding and pre-
liminary, in the nature of memorandums of

understanding and protocols of intent.
There is a growing convergence of per-

spectives between Ankara and Moscow on
issues ranging from Palestine to Iran to the
Caucasus and Central Asia. Further, as ener-
gy looms larger in the domestic and regional
calculus of both countries, especially in terms
of their respective European relationships,
the strategic importance of their rapproche-
ment will undoubtedly grow stronger.

A closer Turkish-Russian partnership
in energy should not be seen as a zero-sum
game. It will no doubt help European sup-
ply security while at the same time address
the demand security concerns of Russia,
Caspian nations, Iran and Iraq. If Turks can
turn this into a win-win proposition to
serve these interests and dissipate deep-
seated concerns, as they have been doing
with regard to the disputes in the Middle
East and the Caucasus, they could be-
come a genuine regional power, and the
role of a major energy hub comes with this.

*Mehmet Öðütçü is a Mülkiye, London
School of Economics and Collège d'Europe
graduate, a former Turkish diplomat and a
senior Organization for Economic
Cooperation and Development (OECD)
staffer. He is currently an executive of a ma-
jor multinational corporation. Danila
Bochkarev is an associate for the EastWest
Institute's energy security project. The views
expressed here are those of the authors and
are not necessarily shared by the organiza-
tions with which they are associated. 
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Turkey and Russia signed a deal this August for the construction of the South Stream pipeline through Turkish territorial waters in the Black Sea.
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process in the long term. On the other
hand, a surge in productivity depends on:

(i) Productivity-oriented fixed capi-
tal investments over a long time period.

(ii) The localization of technology over
time in order to keep wealth in the country.

(iii) Gradually achieving growth through
national savings and not by creating debt.

(iv) Keeping the external deficit un-
der control.

As a matter of fact, the bulk of growth
achieved in Turkey after 2002 came for
the first time from a surge in productivity
and not from classical production factor
inputs such as capital and labor. For in-
stance, the level of productivity rose from
117 in 2002 to 168 in 2008 (the base year
is taken as 1997). This increase has main-
ly been fostered by real wage suppression
as well as an increase in labor productivity.

To give more detail on the nature of
the change in productivity, in the period
of 1999 to 2000, the share of capital, la-
bor and total factor productivity (TFP)
was 73.2 percent, 23.5 percent and 3 per-
cent, respectively. What is striking here
is that the TFP, the critical element of
wealth creation and sustainable growth
in the longer term, was almost absent at
that time. In contrast, the share of capi-
tal, labor and the TFP were completely
reversed, and the share of the TFP rose
to almost 40 percent between 2002 and
2006. It has been projected in the pre-
accession program to the European
Union that the TFP will be stabilized at
around 40 percent and that the remain-
ing contribution to the final output will
come from capital by another 40 percent
and only 20 percent from labor inputs.(2)

Turkey's efforts to close the productivity
gap resulted not only in high growth but also
in convergence with the EU average after
2002, for the first time in recent history.(3)

Revolutionary success 
in the fiscal sector
The high growth rate Turkey achieved in
recent years differed from previous
growth performance in the sense that it
did not trigger a growth in public deficits.
To the contrary, the budget deficit and the
share of public debt in national income re-
ceded continuously despite the high growth
rate. That is to say, after the reforms:

(i) Budget deficits that were up to 16.5
percent of GDP just after the crisis fell below
2 percent in 2004-2008. (The Maastricht cri-
terion is 3 percent.) In parallel to the closing
of the budget deficits, the share of the public
sector borrowing requirement (PSBR) and
public debt in the GDP receded rapidly, and
by the end of 2006 the PSBR fell below zero
for the first time and was 1 percent in 2008.

(ii) In the same period, the rate of
gross public debt in GDP fell from 107
percent to 39.5 percent by the end of 2008.
(The Maastricht criterion is 60 percent.)

(iii) While the share of interest pay-
ments in GDP reached 23 percent by
the end of 2001, the figure had declined
to 5.5 percent by the end of 2008.

(iv) The share of interest payments
had decreased to the 30 percent range
by the end of 2008.

(v) Real interest rates that exceeded
the record rate of 30 percent during the
2001 economic crisis have been below
10 percent since 2005.

These achievements of the public sector
owe to: (i) the reforms introduced; (ii) the
revenues generated through privatizations,
which gained momentum in parallel to de-
velopments in the investment environment;
(iii) fiscal discipline, defined as a criterion of
the agreement with the International
Monetary Fund (IMF) which is called pri-
mary surplus (non-interest surplus [NIS]);
and (iv) foreign direct investment inflows
that accelerated in 2004 and after and
reached 3 percent of GDP in 2006-2007.

Big steps towards price stability
Inflation, i.e., price instability, is one of the
main factors to destroy entrepreneurship in
a country. As is known, money has three
functions. Firstly, it is a medium of exchange
in economic activity. Secondly, it is a store
of value. Finally, it is a unit of account.
Long-term and high rates of chronic infla-
tion destroy all these functions of money.

After being reduced from 70 percent in
2001 to 8.4 percent in 2007, inflation in-
creased a little in 2008 to 10 percent due to
global price increases. By the end of
August 2009, however, the annual con-
sumer price index (CPI) had dropped to
5.33 percent due to falling overall demand
and input costs throughout the world.
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It is due to this data that in 2001 75
percent of demand deposits in the banks
were kept in foreign currencies, while only
25 percent were kept in local currency.

Likewise, in those years Turkish currency
ceased not only to be an article of accumula-
tion but also an article of exchange. Contracts
in Turkey were increasingly made in foreign
currencies. For instance, it was observed that
owners of houses rented their properties in
foreign currencies and required consignation
payments in foreign currency as well.

If money, which is a sign of inde-
pendence, fails to fulfill its duty as a
measuring, exchanging and value accu-
mulation instrument, then the real
economy is bound to collapse over time.

It is for that reason that the one
phenomenon that differentiates the re-
cent growth of Turkey from the past is
that both interest rates and inflation fell
rapidly despite a very high rate of
growth and a wave of investments in
industry and in the economy in general.

Actually, as proposed by monetarists,
if one looks at the situation over the long
run, Turkey's experiences since the 1970s
have shown that sustainable develop-
ment and inflation move in opposite di-
rections. Although expansionist mone-
tary policies function as a short-term stabi-
lization tool against fluctuations, inflation-
ist policies hamper long-term growth paths.

The dynamics behind falling infla-
tion occurring simultaneously with high
growth rates are the following:

Decline in budget deficit: The most im-
portant factor behind the inflationary inertia
when it was fluctuating at around 60 to 70

percent between 1990 and 2001 was the
budget deficits and the way these deficits were
financed. Owing to fiscal reform and discipline
in the public sector, both the budget deficit
and public debt started to decline rapidly.

Productivity gains: In the growth
process, the biggest contribution came
from productivity gains as explained above.

Suppression of real wages: It is seen
that while production and productivity in-
dices rapidly rose in Turkey, real wages in the
private sector steadily decreased. Although
this has had a positive effect on inflation, it is

an issue of concern in terms of social welfare.
The fact that the real wage index reached its
2001 level only in 2007 shows that laborers
were unable to benefit justly from the in-
crease of value added in recent years.

Management of expectations: As is
known, contracts hammered out during col-
lective bargaining talks have reflected the
inflationist expectations. Due to high infla-
tion over the long term in Turkey, contracts
were shaped due to the negative expecta-
tions of the past. Breaking the retrospective
expectation and focusing the stakeholders
on the future was made possible by the
great increase in trust and confidence, and
wage increases in line with this sentiment
contributed to the disinflation process.

Foreign trade channel: The positive
effects of external world factors that as-
sisted the fall of inflation between 2002
and 2006 are no longer a reality due to
increasing energy, commodity and food
prices in recent years. The weakening of
the link between the exchange rate and
inflation in Turkey requires reducing the
import dependency of production and
exports through the structural transfor-
mation of the economy. Otherwise, it is
certain that the link between inflation
and exchange rates will be lost.

Real exchange rate index: During
the long cycle after the 1994 crisis, the
Turkish lira depreciated significantly
against the US dollar. In parallel to such
depreciations, foreign trade made rela-
tive improvements due to the tempo-
rary and artificial effects of competition.

After 2001, the lira started to recover,
and erasing six zeros from the currency
supported the confidence derived from
the improving macroeconomic balances.
The strengthening and appreciating lira
made imports relatively less expensive at
a time when investments were picking
up and acted as a brake on the possible
pressure of increasing oil and energy
imports on the current deficit and costs.
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Challenge of growth financing
It was mentioned above that the driving
force of growth in recent years was the pri-
vate sector in both consumption and pro-
duction. In the growth process, Turkey
faced a problem of a savings-investment
gap amounting to 6 to 7 percent of GDP.
The fall in interest rates in Turkey, despite
such high demand for funding, is striking.

It should be remembered that public
deficits were the reason behind the high
interest rates of the 1990s.(4) More impor-
tant than that, these deficits were financed
by short-term funds called “hot money.”
Such financing pushed Turkey into a line
of vulnerability, which resulted in two
crises, one in 1994 and the other in 1999.

After 2002, interest continued its
downward trend despite growth, owing to
the decrease in the PSBR and the start of
the inflow of FDI that financed growth
without causing long-term credit and debt.

In fact, in parallel to the said process,
the interest rates of the loans the Treasury
secured from the market had fallen to 17
percent by the end of 2008 from the 90
percent range that they reached in 2001.
During the 2008-2009 period of transi-
tion, the central bank had decreased in-
terest rates to 7.75 percent by the end of
August 2009, the lowest level since 1980.

On the other hand, despite the rela-
tive deterioration of fiscal discipline (i.e.,
budget deficits and public debts are on
the rise again) during the crisis environ-
ment, lending interest rates continued to

go down in the first half of 2009. By the
end of 2009, real interest rates are ex-
pected to be lowered to around 4 percent.

Big resources amounting to $15 billion
attracted under the Cash Repatriation Law
enacted at the end of 2008 supported this de-
velopment in interest rates. Also, to secure
non-interest, or Islamic financing, resources,
non-interest investment instruments such as
sukuk -- an interest-free Islamic finance in-
strument -- that the government is trying to
develop will serve an important function.

Rising external deficit 
and vulnerability in growth
As the Turkish economy grew, foreign trade
improved substantially, and exports in-
creased from $28 billion in 2000 to $131 bil-
lion in 2008, and imports increased from $55
billion to $202 billion in the same period. The
foreign trade deficit increased from $15 bil-
lion to $72 billion. In this period, exports, im-
ports and the foreign trade deficit increased
by factors of 4.3, 3.8 and 4.5, respectively.
Turkish exports enjoyed the highest growth
rate in the world in the mentioned period.

However, due to the structural and
rapid price increases in the international
markets, the external deficits and short-
term debts of Turkey's private sector rose
in this period. As explained before, while
domestic deficits were being eliminated,
the growth initiative of the post-2001 period
caused an unprecedented external deficit.

In the 2006 to 2008 period, the CAD
fluctuated at around 6 to 7 percent of GDP.

This has been the most significant vulnera-
bility hindering Turkey's high growth. There
are a variety of explanations for the rapid es-
calation of the current deficit after 2001.

CAD as 'high interest rate-low
exchange rate' syndrome
The overvalued Turkish lira is referred to
as a factor triggering the current deficit in
Turkey. It is claimed that the “high inter-
est rate” policy pursued by the central
bank to stimulate capital inflows and al-
leviate the burden of borrowing in for-
eign currencies is the dynamic behind this.

According to this opinion, the high in-
terest rate-low exchange rate (overvalued
TL) policy has the following drawbacks:

(i) A great amount of capital flowed
in to take advantage of the high interest
rates, and this demand resulted in the
overvaluation of the local currency.

(ii) The overvalued TL boosted im-
ports and caused trade and foreign ex-
change deficits.

(iii) Since sub-industries were substitut-
ed with imports, unemployment could not
be reduced despite the high rate of growth.

(iv) High interest rates negatively
affected investment, growth and the
rapid transformation of industry.

(v) As a result of the proper conditions
of the exchange rate, interest rates and the
improvements in the withholding tax, the
Turkish private sector was motivated by
foreign borrowing to reap foreign ex-
change gains. Economic production, in the
end, was delivered to anti-production “fi-
nance capital” and, therefore, the short-
term liabilities of the companies increased,
and this has become one of Turkey's pri-
mary vulnerabilities during the global crisis.

Interest rate-exchange 
rate interactions
Although the opinion outlined above has
a remarkable number of proponents,
there are other dynamics that need to be
understood. Before anything else, Turkey
does not pursue a high interest rate poli-
cy, but rather follows a disinflation policy.

In an outward-oriented economy like
Turkey's, the level of the interest rate is
determined by complex relationships.
One of these is the expected inflation.
Short-term interest rates are one of the
main instruments used by the central
bank to combat inflation in this process.

Essentially, it should be pointed out that
a simplified relationship between the ex-
change rate and interest rates will be super-
ficial. Indeed, the exchange and interest
rates have followed opposite paths in
Turkey for the last 10 years. If investigated
in detail, between 1995 and 2001, interest
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‘finance capital’ and, therefore, the short-term liabilities of
the companies increased, and this has become one of
Turkey's primary vulnerabilities during the global crisis
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rates fluctuated inconsistently between 190
percent at the maximum and 40 percent at
the minimum. Despite this high rate of in-
terest, the TL continued to depreciate in the
above-mentioned period. Likewise, while
the interest rates were substantially lowered
after the crisis, the TL started to appreciate
rapidly. This empirical data show that the
value of the currency of a country is deter-
mined by many parameters simultaneously.

Changing dynamics 
in capital movement
In a similar fashion, it would be wrong
to reduce the large amounts of capital
inflows to the “high interest rate policies
pursued.” It is known that extremely
high interest rates in Turkey in the 1990s
did not trigger foreign capital inflows
except for the short-term hot money.

The volume and composition of the
capital flowing in to a country is deter-
mined by: (i) the net real interest yield
difference of the domestic and external
markets; (ii) the country risk; and (iii)
the potential yield of other sectors.

According to this, as risk and inter-
est rates go up, short-term capital in-
flows are more likely. As risk declines
and interest rates go down, more long-
term capital flows into the real econo-
my. Developments in Turkey from 1999
to 2008 in Turkey confirm this insight.

As interest rates receded between 2001
and 2008, the amount of capital inflows in-

creased rapidly, whereas the share of
short-term capital inflows decreased
sharply. The short-term capital inflows
plummeted to zero in 2007, and in 2008
Turkey experienced a net outflow in this
category. In the same period, long-term
capital inflows increased continuously, and
the financing quality of the current deficit
developed positively owing to FDI (Table 3).

Research that has been undertaken
shows that the fall in the share of hot
money in total capital inflows depends on
how established the production economy
is, the achievement of price stability and
the continuation of growth expectations.

External deficits as a 
function of savings, investment
In an outward-oriented economy, the
current deficit is more affected by the
savings-investment gap than the level
of interest rates. In other words, the
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It would be wrong to
reduce the large amounts
of capital inflows to the
‘high interest rate policies
pursued.’ It is known that
extremely high interest
rates in Turkey in the
1990s did not trigger
foreign capital inflows
except for the short-term
hot money

Bundles of new liras are piled in a Ziraat Bankasý office to be exchanged with old banknotes. Turkey removed six zeros from its currency in 2005.
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domestic deficits consisting of private
and public sector deficits. Until structur-
al problems and imbalances in an econo-
my are eliminated, it is essential to choose
between a domestic or external deficit.

Before the 2001 crisis, domestic
deficits stemmed largely from the budget
deficits, which were determined mainly by
irrevocable and inefficient expenditure dy-
namics. The private sector had positive
savings due to high net real interest rates.
However, as may be understood, due to
the crowding out effect created by high
interest rates, resources were channeled
away from the production economy. The
agents responsible for this anomaly were
the wild capitalism established by politicians,
the bureaucracy and the private sector.

While the influence of the public sec-
tor on the deficits dwindled rapidly after
the reforms, they were replaced by private
sector deficits. To speak comparatively, it
can be said that the external deficits
caused by the private sector stem from
more efficient and market-compatible ex-
penditures and that they are more sus-
tainable than the external deficits caused
by the public sector. Figure 2 shows that
the net foreign capital transfers caused by
Turkey's external deficits move quite in par-
allel to the domestic savings-investment gap.

As a consequence of the reforms imple-
mented soon after the crisis, the budget
deficits were largely closed. However, private
sector deficits continue due to structural prob-
lems. To solve this problem, an industrial
transformation based on high added value
should be achieved on the one hand, and re-
forms aimed at increasing savings should be
deepened on the other. Despite this, it would
not be realistic to expect the deficits of the pri-
vate sector to be closed in the short term. For
this, the behavior of households and compa-
nies should be changed in the long term.

The driving effect of the national
savings during the industrialization of
Asian countries -- especially Japan and
Taiwan -- is well known.(5) In Asia, it was
the “development-oriented state” that
designed the long-term entrepreneur-
ship environment and channeled house-
holds to savings and companies to both
savings and a high level of investment.

In Turkey, on the other hand, although
the public sector was strongly involved in the
economy during the period of import substi-
tution industrialization (ISI) between 1960
and 1980, it could not contribute positively to
the long-term entrepreneurial behavior of
private companies, and the system collapsed
in the early 1980s. In the neo-liberal world of
the post-1980 period, Turkey opened up to
the world and deregulated its markets but

could not build a savings and entrepreneur-
ship culture that had not previously existed.

In an environment where the nation-
state lost power, economic borders and
protectionism were being eliminated, glob-
alization was gaining momentum and
Turkey had tied itself to international mech-
anisms within the framework of the World
Trade Organization (WTO) and the EU's
rules, an “autonomous development-orient-
ed state” argument was not possible, either.

In that regard, Turkey should be
thinking over and trying different mecha-
nisms to increase national savings. This is-
sue is extremely important for the creation
of sound entrepreneurship in Turkey.

Excessive dependence on 
export markets in production
According to a third opinion, it is difficult to
claim that Turkey's current deficit is an au-
tomatic result of domestic deficits only.

All other conditions being constant, the
increase in the investment demand of private
companies in 2002 and after raised the de-
mand for the import of capital goods. Among
these, the cost of energy, commodities and
foodstuffs increased rapidly. Since Turkey's
import dependency vis-à-vis these goods
was high, these items were influential with
regard to the rise in the current deficit.(6)

For example, it is evident that exter-
nal dependence and the low exchange
rates which triggered the import of in-
termediate goods in some sectors had
an impact on the trade deficits, which
reached $70 billion in 2008.

However, the Turkish economy is
trying to shift gradually from a low
value-added production economy to
high value-added sectors. At this
stage, foreign capital has weight in the
relevant sectors. Since foreigners have
a global chain of suppliers, the import
dependency of production is high for
the time being. In the process of pre-
venting foreign trade deficits, while re-
alistic and stable exchange rates will be
effective, the right thing to do is to re-
move the barriers before the produc-
tion economy and thus eliminate im-
port dependency in the major sectors.

In other words, it is becoming more ob-
vious that foreign trade deficits cannot be
eliminated by short-term monetary and fiscal
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preventing foreign trade
deficits, while realistic and
stable exchange rates will
be effective, the right
thing to do is to remove
the barriers before the
production economy
and thus eliminate
import dependency
in the major sectors
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policies alone but require structural transfor-
mation policies in the medium to long-term.

FDI in Turkey
Under the conditions studied above, the po-
tential contribution of foreign capital to as-
sist Turkey in catching up with the industri-
alized countries and converging with the
EU's standards is gaining more importance.

In recent years Turkey has been able
to attract an unprecedentedly high level of
foreign capital. The foreign capital that
was invested in Turkey gained momen-
tum, especially in 2004 and after. The
most striking categories within this capital
are long-term loans and FDI. According
to the “World Investment Report 2007”
published by United Nations Conference
on Trade and Development (UNCTAD),
Turkey ranked 16th among the countries
with the highest amount of foreign capi-
tal inflows, with $20.1 billion, and in-
creased its share in the total world capital
inflows for the first time to 1.5 percent.

Therefore, as the current deficit is fi-
nanced by permanent capital inflows at a rate
of more than 50 percent, Turkey seems to
have rendered foreign capital inflows the
driving force behind the growth. The impor-
tance of foreign capital should be seen in its
capacity to carry positive externalities, such as
know-how and technology, into the country.

Despite this, the disappearance of the
convenient international environment of
2003 to 2007 in the 2009-2010 period due
to the global economic crisis should be
seen as a temporary situation, and

Turkey should continue its attempts to
“differentiate itself from its competitors”
in attracting foreign capital to the country.

As can be seen in Table 4, the foreign
capital inflows to Turkey are concentrated
more in the service sector. For instance,
capital inflows to the financial sector sped
up in 2005 and peaked in 2006 and 2007.
In these years, capital inflows amounted
to $4 billion, $6.9 billion and $11.4 billion,
respectively. But over time, the process
shifted to the manufacturing industry.
Foreign capital investments in the man-

ufacturing industry were $1.8 billion in
2006, $4 billion in 2007 and $3.8 billion
in 2008. The main destinations of capital
inflows in the manufacturing industry
have been the chemicals and foodstuffs
sectors. Lastly, foreign capital inflows to
real estate and the transportation and
communication sectors are on the rise.

For the continuation of foreign cap-
ital inflows, the following points are
important as well:

(i) Turkey should reduce its eco-
nomic and political risk and have a sta-
ble government.

(ii) The bureaucracy must have a

constructive mindset.
(iii) Sanctioning mechanisms

should function effectively and fairly,
and justice must be more transparent.

(iv) Policies aimed at securing compe-
tition should be effective and practical.

(v) Agricultural transformation
should be managed more efficiently.

(vi) Social support should be made more
effective in order to improve the situation of
segments of society with low fixed incomes
that lose ground because of reforms.

(vii) Technical education reform

should be completed and implemented.
Studies point out that the manage-

ment and effective channeling of foreign
capital is as important as attracting it.
Institutional factors have an influence on
the quality of FDI as much as macroeco-
nomic indicators such as inflation, ex-
change rates, the GDP, the labor force,
interest rates and the openness of the
economy.(7) In that regard, Turkey
should maintain the EU process and the
disinflation initiative on the one the
hand, and deepen the institutionaliza-
tion that will open the ways to the mar-
ket and complete the second-generation
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Oger Telecom Chairman Mohammed Hariri (L) hands in a symbolic check to then Finance Minister Kemal Unakýtan for Türk Telekom.

The UNCTAD’s ‘World Investment Report 2007’
stated that Turkey ranked 16th among the countries
with the highest amount of foreign capital inflows, with
$20.1 billion, and increased its global share to 1.5 percent
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stitutionalization means rapid growth,
macroeconomic stability and the im-
provement of the investment environ-
ment. Likewise, it should be emphasized
that sectoral architecture and an indus-
trial strategy should be defined according
to the dynamic competitive advantages.

According to this, Turkey, which does
not have the opportunity to be the best in all
sectors, should try to be the best in the world
and a center of attraction only in certain ar-
eas. According to recent experience, auto-
motives, electronics, machinery, furniture
and energy are a few of these advantageous
areas on which Turkey may focus more.(8)

Conclusion
The loss of momentum in Turkey's
growth performance has been visible
since 2007. One of the reasons for this is
the rise of energy and commodity prices
in the world, which increased almost all
costs throughout the entire economy.
Cost pressure has been reflected both in

the CAD and in the rate of inflation of
both consumer and producer categories.
As a result, the persistence of the current
deficit and inflation in between 2006 and
2008 was a factor that increased Turkey's
“risk premium,” thus hobbling its growth.

It seemed that Turkey's economy
would contract by 7 to 8 percent in 2009.
Yet Turkey sits at the top of the list of
countries that will get back on the track
of growth the earliest. That is because
when energy and commodity prices de-
clined during the crisis, the TL depreci-
ated as needed and became more com-
petitive, the CAD threat almost disap-
peared, inflation moved down into the
ballpark of 5 percent and both the cen-
tral bank's policy interest rates and the
Treasury's borrowing interest rates have
been rapidly declining. Therefore,
Turkey will be able to turn back onto its
growth path as domestic and external
demand picks up, as Turkey revives the
EU membership negotiation process and as
it advances further on the necessary reforms.
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When Turkey announced early in
September that the Turkish-
Armenian border would be

opened on Oct. 14 for Armenian President
Serzh Sarksyan's visit to Turkey to watch a
World Cup qualifying game between the
two countries' national teams, Azerbaijan
immediately welcomed the news, saying
that the move will help progress toward a
settlement of the Armenia-Azerbaijan
conflict over Nagorno-Karabakh.

Good news like this would be icing on
the cake, although it is only a pleasant dream
for now. But will it ever turn into reality?

Indeed, it might be a reality soon, as
Turkey and Armenia have taken a major step
toward the establishment of bilateral relations
and open borders. According to documents
released on Aug. 31, they initialed two proto-
cols in that regard and a timetable for their
implementation. The protocols were accom-
panied by a joint announcement by the for-
eign ministries of Armenia, Turkey and
Switzerland, which is the mediating country.

The announcement said that political
consultations will be completed within six
weeks, just prior to the Oct. 14 soccer game
to be played in the province of Bursa.

According to the timetable agreed upon,
the two protocols will be signed and submit-
ted to the respective parliaments for ratifica-
tion on each side. And both sides are going
to make their best efforts for the timely pro-
gression of the ratification in line with their
constitutional and legal procedures.

“The normalization of bilateral relations
will contribute to regional peace and stability.
The Republic of Turkey and the Republic of
Armenia are committed to pursuing their joint
efforts with the assistance of Switzerland,” was
the conclusion of the joint announcement. 

Some critics think this document flies in
the face of Azerbaijan's vital interests, arguing
that it will give Armenia no incentive to re-
solve the Karabakh problem and return occu-
pied territories to Azerbaijan. They remind
Turkish Prime Minister Recep Tayyip
Erdoðan of his promises made in Azerbaijan's
parliament in mid-May that Turkey “will not
open the border unless occupation ends.”

And some of the critics go as far as
saying that Erdoðan's ruling Justice and
Development Party (AK Party) is about
to betray Azerbaijan.

However, there are also some positive
signs coming from Baku, which has hinted at
possible progress in its conflict with Armenia
over Nagorno-Karabakh. The positive state-
ment was from Novruz Mammedov, a senior
aide to Azeri President Ýlham Aliyev, who
said the Armenian-Turkish rapprochement
was contrary to Azeri “national interests.”
But he added, “I believe that before the bor-
der is opened, there could be movement in
resolving the conflict and certain agree-
ment.” He went on, saying, “It is necessary
for the Turkish side to keep its promises.”

Turkey, Armenia on a tightrope
The closure of the border by Turkey in 1993
in protest over the Armenian occupation of
Azerbaijan's Nagorno-Karabakh region has

Overcoming borders: 
long road from dreams to reality 
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Turkey and Armenia took a major step
toward the establishment of bilateral relations
and open borders on Aug. 31 with two protocols
and a timetable for their implementation

Turkey’s President Abdullah Gül (L) and Armenian President Serzh Sarksyan talk in the Armenian Presidential Palace in Yerevan.

YONCA POYRAZ DOÐAN ÝSTANBUL
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the country is dependent on other coun-
tries for energy supplies and most raw ma-
terials. Turkey and Armenia have been
making positive signs that relations will
improve, but Azerbaijan recently expressed
displeasure about the situation, prompting
Turkey's prime minister to repeat the tradi-
tional line “One nation, two states” in
Baku in solidarity with Azerbaijan.

In the Armenian capital of Yerevan the
optimism that followed both countries' ges-
tures in September 2008, when Turkish
President Abdullah Gül accepted Armenian
President Sarksyan's invitation to watch a
game between the national soccer teams of
both countries, has been replaced with cau-
tion since no concrete steps have been taken,
despite diplomatic contact between Turkish
and Armenian officials as well as between
Azerbaijani and Armenian representatives.
Officials often referred to these contacts
as being on separate but parallel tracks. 

Armenian critics have been saying that

Turkey's relations with Armenia are linked
to the relations of Armenia and Azerbaijan;
and if a solution to the Karabakh problem
will take a long time, then that means
that a solution to the problems of Turkey
and Armenia will take a long time, too.

In addition, Armenian opposition has
been blaming the government. After Turkey
and Armenia announced their first agreement
on a roadmap for the restoration of ties just
before US President Barack Obama's April 24
statement commemorating the World War I-
era killings of Ottoman Armenians, the na-
tionalist Armenian Revolutionary
Federation Party (Dashnak Party) walked
out of the country's coalition government.
This has been interpreted as a warning sign.

Meanwhile, critics in Armenia and out-
side -- especially the US-based Armenian di-
aspora organizations -- blamed the govern-
ment for the lack of reference to "genocide" in
Obama's address, saying it was obvious that
he would not use the word after the an-
nouncement of a breakthrough in relations
with Turkey. Armenians say 1.5 million
Armenians were killed during a systematic
campaign in eastern Anatolia, while Turkey
rejects the claims of genocide, saying the
killings came as the Ottoman Empire was
trying to quell civil strife and noting that
Muslim Turks were also killed in the conflict.

On the other side, Turkish hard-liners
have been critical of the rapprochement with
Armenia because Turkey has long said the
normalization in ties was conditional on
Armenia's withdrawal from Azerbaijani terri-
tory, a change in Yerevan's policy to stop
backing worldwide efforts to win recognition
for Armenian claims of genocide at the hands
of the Ottoman Empire and the formal recog-
nition by Armenia of the current borders.

Now the current protocols seem to ad-
dress some of the issues of concern by both
sides. But it is never possible to please all.
The situation is complex for Turkey, as it is
for Armenia. And as both countries try to
maintain a difficult balance, only time will
tell whether optimists or pessimists will
prevail in the process, which shows that
the soccer diplomacy is still alive.

“The fact that peace is delayed doesn't
remove the indispensability of that peace.
All big peace starts with big dreams. The
biggest obstacle in front of them is preju-
dice. There is a status quo in the Caucasus
at the moment which is not useful to any of
the three countries -- Armenia, Azerbaijan
or Turkey. Expecting parallel developments
in the Armenia-Azerbaijan dispute is part
of our vision,” said Ahmet Davutoðlu,
Turkish foreign minister and the architect
of the “zero problems with the neighbors”
policy, following the announcement of the
protocols between Turkey and Armenia. 
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time will tell whether
optimists or pessimists
will prevail in the
process, which shows
that the soccer 
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The South Caucasus region,
with its geo-strategic location
as a bridge between West and

East, has made powerful countries both
in the region and beyond compete for a
sphere of influence within it.

Sandwiched between the Russian,
Persian and Ottoman empires, the South
Caucasus has always experienced full-
scale wars and rivalries among these em-
pires, which frequently destroyed the in-
frastructure and negatively affected the
standard of living. Situated on the shores
of the Caspian Sea, which is well known
for its hydrocarbon resources in the West,
it attracted Western investors both during

the early 20th century and after the fall of
the Soviet Union. The South Caucasus is
also on the Silk Road, the main trade
route from China at one extreme of the
world, to the West at the other extreme,
showing the region to be one of the
most valuable territories in the world.

The region has, therefore, been a bat-
tleground between major powers, espe-
cially Russia and the Ottoman Empire,

for centuries. Although during the high
points of the Ottoman Empire, the
Turkish hand was seriously felt in the re-
gion, later with the annexation of the re-
gion to Russia as a result of the
Türkmençay Treaty (1828) signed with
Iran dividing the South Caucasus into
two parts, the region became the eastern
border of the Ottoman Empire. For 70
years, as part of the Soviet Union, the

Turkey faces tough diplomacy
challenge in South Caucasus 
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Subsequent to its independence from the Soviet
Union, the region was open to Turkey as a regional
power in the neighborhood. Turkish influence has
gradually become more visible in the region

LAMÝYA ADILGIZI ÝSTANBUL

Michael Saakashvili, Abdullah Gül and Ýlham Aliyev (from left to right) celebrate the groundbreaking of the Baku-Tbilisi-Kars railway project.
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South Caucasus was separated from
Turkey because of the Iron Curtain, an
ideological barrier separating the com-
munist East from the capitalist West.
These significant phenomena, which
have affected the political processes and
the economy and society in the countries
of the region, drew the nations more to-
wards the Russian influence which was,
after their independence, apparent in
their identity and psychological makeup.

Subsequent to its independence from
the Soviet Union, the region was open to
Turkey as a regional power in the neigh-
borhood. Turkish influence has gradually
become more visible in the region.
Throughout history, being at the inter-
section of Turkey and Russia's national
interests, the South Caucasus has re-
turned to its traditional role of becoming
a point of focus for Russia and Turkey
since the end of the Soviet Union.

Although Turkey, after the fall of the
Ottoman Empire, was unable to reach
out to neighboring regions because of
the ideology of the newly established
Turkish Republic, in the early 1990s,
Turkey's choice was to turn towards the
South Caucasus to prove that this power
was back in the region. It is similar to
Russian Prime Minister Vladimir Putin's
efforts to prove to the West that Russia is
still a powerful actor in the region.

Regarding the current ongoing re-
gional processes, we can see the impor-
tance of the South Caucasus in Turkey's
foreign affairs and its reputation in the in-
ternational arena. The continuing Russian
influence in the South Caucasus, the im-
portance of the region for Europe both in
geo-strategic and energy security terms,
the geographical closeness of Turkey to
the South Caucasus and the continuing
Turkey-EU membership negotiations
make Turkey in the South Caucasus a
most necessary partner for Europe and the
US. Adding Turkey's NATO membership
to the priorities listed above, Turkey be-
comes the most advantageous partner for
the EU and the US. In effect, Turkish
proximity to the region makes it more de-
sirable for the EU to drive regional coun-
tries Armenia, Azerbaijan and Georgia to-
wards the EU frame of Western values.

To meet all these expectations Turkey
is concentrating its efforts on its relations
with the countries of the region, which are
also pursuing their own diverse foreign
policies. Its relations with Armenia, the
South Caucasus country following a
mainly pro-Russian policy, occupy a spe-
cial place in Turkey's EU membership bid.

Diplomatic relations with Armenia --
already tough because of ethnic complex-

ities –deteriorated after the Nagorno-
Karabakh territorial dispute. Turkey cut
off diplomatic ties with Armenia and
closed its border in 1993 in support of
Azerbaijan. What has further soured re-
lations is the agitation of some actors in
Armenian domestic politics. For example,
the main opposition Tashnaksutyun
Party has in its charter that a large chunk
of Turkey's eastern region must be an-
nexed to Armenia since it was part of an
Armenian state long ago. However, rela-
tions are now to be normalized due to
Turkey's year-long policy toward
Armenia to reach a lasting rapproche-
ment. By pursuing a policy of “zero
problems with neighbors,” Turkey aims
not only to ease tensions with its neigh-
bors but also to smooth over the difficul-
ties on its path towards EU membership
with respect to the Armenian issue.

International pressure and both
Armenian and Turkish business circles

are pushing Turkey to open the border
for more trade. This, however, was halted
until recently due to Azerbaijan's strong
opposition. Nevertheless, the process has
started again as the Turkish and
Armenian governments have announced
that they have started six weeks of dis-
cussions on protocols to establish diplo-
matic relations and to eventually open
the borders, if a development in the
Nagorno-Karabakh situation is seen.

Turkey attaches great importance to
its relations with Azerbaijan. The ties link-
ing Azerbaijan and Turkey are based on
history and ethnicity. Possessing common
cultural and ethnic roots and sharing a
very similar language, Azerbaijan con-
nects Turkey to Central Asia, the mother-
land of all Turks. Moreover, the special at-
tention Turkey pays this country is directly
linked to the energy resources Azerbaijan
has in the Caspian hydrocarbon deposits.
Along with transporting the oil and gas
resources of Azerbaijan through its territo-
ries to the world market, Turkey has also
signed several deals with neighboring en-
ergy-abundant countries such as Russia,
Syria and Iraq, the reason Turkey is at the
moment being called a hub of energy re-
sources. However, over the past year, rela-
tions between Turkey and Azerbaijan
have been somewhat shaky because of
Turkey and Armenia's rapprochement.
This is considered by Azerbaijani politi-
cians and the public as the end of the
Nagorno-Karabakh peace negotiations,
which would lead to the easy solution of
this long-standing dispute.

Good relations with the most pro-
Western country in the South Caucasus,
Georgia, are of great necessity because
of its strategic importance in being a
transit country and, as a consequence,
Turkey is seeking to increase its pres-
ence in Georgia. Launched during the
former Georgian President Eduard
Shevardnadze's tenure, Georgian-
Turkish relations have greatly prospered
during incumbent President Mikhail
Saakashvili's term. Saakashvili has said
several times that Georgian-Turkish re-
lations are at a high and possess great
prospects which are expected to be ben-
eficial for both nations.

Turkey's primary foreign policy focus
toward the South Caucasus is to enjoy
good relations with the countries in the
region. Resting on the idea that other
Turkic countries are more than neighbors
and should be treated in a distinctive way
due to their ethnic closeness, Turkey is de-
termined to pursue its policy and prove
itself to be a major influential power both
in the South Caucasus and in the world. 
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The International Monetary Fund
has been one of the few benefici-
aries of the global economic crisis.

Just two years ago, it was being downsized,
and serious people were asking whether it
should be closed down. Since then, there
has been a renewed demand for IMF lend-
ing. Members have agreed to a tripling of
its resources. It has been authorized to
raise additional funds by selling its own
bonds. The Fund is a beehive of activity.

But the crisis will not last forever.
Meanwhile, the IMF's critics have not
gone away; they have merely fallen
silent temporarily. The Fund only en-
courages their criticism by failing to de-
fine its role. It needs to do so while it
still has the world's sympathetic ear.

The IMF's first role is to assist coun-
tries that, as a result of domestic policies,
experience balance-of-payments crises.
Their governments have no choice but to
borrow from the Fund. To safeguard its
resources -- that is, to be sure that its
shareholders are paid back -- the Fund
must demand difficult policy adjust-
ments on the part of these borrowers.

The problem is that the IMF has
bought into the rhetoric of its critics by
agreeing to “streamline” its conditionali-
ty. In fact, where structural weaknesses
are the source of problems, the Fund
should still require structural adjustment
as the price of its assistance. By seeming
to give ground on this point in the effort
to win friends and influence people, the
IMF has created unnecessary confusion.

A second role for the IMF is to act as
a global reserve pool. Countries have ac-
cumulated large reserves in order to in-
sure against shocks. This is costly for
poor economies, which could better use
the resources for investment and con-
sumption. Unfortunately, the recent
demonstration of the volatility of global
financial markets only encourages the
tendency to stockpile reserves.

It would be more efficient to pool the
reserves of countries that need them at
different times. The IMF has moved in
this direction by creating a Short-Term
Liquidity Facility (STLF) through which
countries with strong policies can draw
from the Fund up to five times their quota
without conditionality. But the STLF still
requires a burdensome application
process, which only Mexico, Colombia,

and Poland have been willing to endure.
This made sense so long as the IMF's

resources were limited, as the application
process allowed the Fund to limit its lia-
bility. But, with the tripling of resources,
this rationale no longer exists. The IMF
should categorically announce which
countries qualify for the facility, automati-
cally making them members of the pool.

A third role for the IMF is macro-
prudential supervisor. Recent events
have made clear that someone needs to
anticipate and warn of risks to global fi-
nancial stability. The G-20 suggests
that the Financial Stability Board (FSB),
made up of national supervisory au-
thorities, should take the lead in these
tasks. The Fund, through its early-
warning exercises and joint IMF-World
Bank Financial Sector Assessments, is
to only play a supporting role.

But why the FSB should head up this
process is far from clear. The IMF, with its
universal membership, is more represen-
tative, and it has a larger expert staff.

National supervisors may be reluctant
to surrender this responsibility to a multi-
lateral organization. If so, this is short-
sighted. Financial markets and institutions
with global reach need a global macro-
prudential regulator, not just a loosely or-
ganized college of supervisors. Or it could
be that national policymakers don't trust

the IMF, given that it essentially missed
the global financial crisis. If so, the Fund
needs to win back their confidence.

This brings us to the IMF's fourth role,
namely using its bully pulpit to warn of
risks created by large-country policies.
Small countries are subject to market disci-
pline, as any Latvian will tell you. But when
large economies whose currencies are used
internationally need more resources, they
can just print more money. Not only do
they feel less market discipline, but they are
subject to less IMF discipline, since they are
not compelled to borrow from the Fund.

But, as the sub-prime mortgage debacle
reminds us, large countries' policies can
place the global financial system at risk. The
Fund, wary of biting the hand that feeds it,
has been reluctant to issue strong warnings
in such instances. But if the IMF is to have a
future, its management will have to issue
stronger warnings about the next danger-
ously large US current-account deficit, the
next unsustainable housing boom, or what-
ever large-country problem succeeds them.
There can be no more mincing of words.

Finally, the IMF needs to coordinate
reform of the international system. If, in
the long run, a supra-national unit, the
Special Drawing Right, is to replace na-
tional currencies in international use,
then the Fund will need to guide its de-
velopment. If stop-gap measures are re-
quired during the transition, the Fund
must provide leadership there as well.

So far, however, the innovative
ideas for reforming the international
system have come from the United
Nations, 10 Downing Street, and the
People's Bank of China. The Fund has
been notable mainly for its silence.

The crisis is not yet forgotten, but
the window is closing. The IMF's Board
of Governors is meeting early October
in Ýstanbul. If the Fund does not pro-
vide a clear vision of its future by then,
the opportunity will have been missed.

* Barry Eichengreen is professor of eco-
nomics at the University of California,
Berkeley. © Project Syndicate, 2009

What is the IMF’s mission? 
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The IMF's critics have not gone away; they have
merely fallen silent temporarily. IMF encourages
their criticism by failing to define its role. It needs to
do so while it still has the world's sympathetic ear

BARRY EICHENGREEN*





AN
AL

YS
IS

The Turkish economy, which has
grown by 4.6 percent per year on
average throughout the Republican

era, secured high growth rates in times
of single-party governments, whereas it
suffered from economic contraction un-
der the rule of coalition governments
and in transition periods in the after-
math of military coups.

Professor Üstün Dikeç of Çankaya
University argues that there is a clear con-
nection between politics and economics,
adding that this is a fact that is more visible
in the case of Turkey. Speaking to Turkey
Outlook, Dikeç said the administration of 40
percent of the economy by state institutions
is the most obvious reason for this. Stressing
that economic policies of the government
have determinative impacts on the overall
state of the economy, Dikeç said these poli-
cies are also dictated by the level of stability.

Noting that politics is a key component
in the state of stability, Professor Dikeç fur-

ther said: “About 35-45 percent of Turkish
gross domestic product [GDP] is adminis-
tered by public institutions. Private institu-
tions also have connections with state insti-
tutions in some ways. They serve as contrac-
tors in state investments and pay taxes.
Because of these close relations, the deci-
sions by politicians have immense impacts
on the private sector because the state's in-
frastructure investments come to huge
amounts. The state does not do it itself; con-
tractors carry out these activities on behalf of
the state and make huge amounts of money.”

He further asserts that single party
governments enjoying extensive popular
support are able to concentrate on devel-
oping their initiatives, whereas coalition

governments are vulnerable to external
impacts. Dikeç said: “From the perspective
of tax policies, the relation between politics
and economy becomes even clearer. Most
recently, the corporate tax rate has been
reduced from 30 to 20 percent via an
amendment to the corporate tax law. This
is huge. This allowed the creation of capi-
tal corporations. And of course, corpora-
tions employing financial consultants now
enjoy tax reductions, exemptions and ex-
ceptions in 18 different tax categories.”

Recalling that uncollected taxes remain
in the hands of the taxpayers, Dikeç drew
attention to the importance of uncollected
taxes in times of recession, where the need
for fiscal and financial resources becomes

Political stability is sine qua
non of economic stability
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The Turkish economy secured high growth rates
in times of single-party governments, whereas
it suffered from economic contraction under
the rule of coalition governments

ALÝ ASLAN KILIÇ ANKARA

CHP General Secretary Önder Sav defends his party’s prohibitive stance after submitting an appeal to the Constitutional Court to cancel a law
that allowed headscarves to be worn in universities. The law was later exploited by the chief public prosecutor in a lawsuit to close the AK Party.
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immediate. Dikeç, noting that the economy
operates normally in times of political stabil-
ity, underlines that this allows for the
smoother and more effective collection of
taxes. Dikeç further says that the relation
between politics and the economy is related
to the desire to win. Noting that not only
the sale of goods and services but also mar-
ket fluctuations are now viewed as methods
to make money, Dikeç recalls that the eco-
nomic model open to manipulative impacts
is becoming dominant in every field of the
economy. He also says: “Considering that
some make money every time a fluctuation
occurs, these people will keep making mon-
ey. There was no requirement for tax pay-
ments or the declaration of income for the
sale of movable assets up until recently. …
However, the government introduced a new
legislation under which people now have to
pay taxes in connection with such activities.”

Turkish banks make money from
economic, political stability
Recalling that Turkish banks have made
huge amounts of profits during the ongoing
global financial crisis whereas many big
banks around the world have suffered from
extensive losses, Dikeç says this should be
analyzed with reference to the importance
of the relationship between politics and the
economy. Noting that major economic indi-
cators including the fiscal structure of the
economy, developments in financial mar-
kets and consumer and market confidence
indexes are correlated to political stability,
Dikeç holds that the economy will remain
smooth and operative if political stability
does exist. Dikeç further underlines that the
ability of the Turkish economy to remain
immune to the destructive impacts of the
global economic crisis is a result of political
stability in the country. Noting that the
striking economic growth -- which was 6
percent on average per year -- before the
crisis was due to political stability, Dikeç
says: “The world economy was affected by a
growing crisis of confidence. As a result of

this, decreasing demand in oil and other
major products led to a recession. However,
the Turkish economy stayed relatively im-
mune since it has long been enjoying the
status of being one of the top five rapidly
developing economies of the world [along
with Brazil, Russia, India and China].”

Calling attention to the relation be-
tween politics and economics, Republican
People's Party (CHP) deputy Ýlhan Kesici ar-
gues that from the people's perspective, this
relationship is best viewed in the popular
and personal profile of the political leader.
Kesici further asserts that Turkish people
praise politicians who promise growth in the
overall economy of the country. The CHP
deputy further says: “Actually, this is the
case around the world. And this is what is
supposed to be. Why should the people be
expected to have trust and confidence in
politicians unable to provide employment,

food, social security, peace and confidence?”
Stressing that there is no excuse for eco-

nomic failures in the eyes of ordinary citizens,
Kesici says the majority of people hold that it
is the duty of political leaders to overcome
obstacles and barriers and achieve economic
goals. Drawing attention to the election suc-
cess of Bill Clinton in the US in 1992 and
1996, Kesici says: “A book titled ‘It's the
Economy, Stupid' was published to reveal
the relation between the 1992 US presiden-
tial election results and the economy.
Another book, ‘It's Still the Economy,
Stupid,' was published after the 1996 elec-
tions. The primary reason for the election de-
feat of the Republicans in 2008 was their fail-
ure in the administration of economy.”

Visible growth in Turkish economy
and political developments
The annual average economic growth rate of
Turkey over its 85-year history is 4.6 percent.
The eras where the country has enjoyed
high growth rates include the following:

1923-38: 7.4 percent Atatürk era
1950-60: 6.3 percent Democrat Party

administration
1966-70: 6.3 percent political stability

under the rule of Justice Party after mili-
tary coup on May 27, 1961

1983-89: 5.1 percent  Single-party
government led by Turgut Özal, ANAP
rule after the Sept. 12 coup

2003-08: 6.4 percent Era of economic
stability and growth under AK Party ad-
ministration

It is interesting to note that Turkey has
suffered from low economic growth rates
in times of multiparty governments, mili-
tary coups and weak administrations lack-
ing extensive political support. The CHP,
under the leadership of Ýsmet Ýnönü be-
tween 1939 and 1950, is the most obvious
example in this respect. The growth rate
during this period was -0.5 percent; this fail-
ure resulted in the election defeat of Ýnönü.
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are fairly frequent, if
strong governments
are not formed, if
coalition governments
are unable to provide
confidence and trust
for economic players,
markets will be directly
affected by this.
Developments affecting
political stability and
increasing political risk
will be followed by
economic fluctuations. 

“To achieve economic stability, all in-
dicators should be predictable and
foreseeable. Uncertainty that will af-
fect market players directly targets
economic stability. Of course, there
will be some fluctuations or changes;
of course there will be changes in the
currency rates. However, if these oc-
cur within the limits of predictability,
nothing will happen. On the other
hand, extraordinary changes and un-
predictable developments discour-
age investors. Any unpredictable de-

velopment directly affects the mar-
kets. Investments stop; your capital
inflow is affected by this. In addition,
developments that will destroy sta-
bility will necessarily follow. The pri-
mary reason for unpredictable devel-
opments in the economy is political
fluctuations. If transitions of power
are fairly frequent, if strong govern-
ments are not formed, if coalition
governments are unable to provide
confidence and trust for economic
players, markets will be directly af-

fected by this. Developments affect-
ing political stability and increasing
political risk will be followed by eco-
nomic fluctuations. Huge devalua-
tions happened during such times.
Destructive devaluations and eco-
nomic crisis took place in years of
political instability in 1978, 1980,
1988-89, 1994, 1999 and 2001;
these were all . Transitions of power
were frequent in these years be-
cause of the pursuit for political sta-
bility after economic stability.”

AK PARTY DEPUTY CHAIRMAN NURETTÝN CANÝKLÝ
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The Ergenekon trial, dubbed Turkey's
“trial of the century,” is currently one of
the most frequently debated topics in

the country. Although confusing for the uniniti-
ated, the case of Ergenekon, a group that al-
legedly staged a number of crimes for the ulti-
mate political purpose of bending the country
toward its own political agenda and overthrow-
ing the government, is key to unraveling the se-
crets of Turkey's recent political history, and it is
important to understand what it is.

The Ergenekon investigation, in which
nearly 200 suspects are accused of various
crimes, began in July 2007 with a raid on a
shanty house in Ýstanbul that police discov-
ered was being used as an arms depot. The
ensuing investigation revealed a bundle of un-
holy relationships among disparate individu-
als, associations and foundations, groups with
a wide range of and even opposing political
ideologies, and found links to past incidents --

such as unresolved assassinations, sus-
picious bombings and dubious public
protests -- which seemed to have been
organized by an all-knowing center to
manipulate public opinion. The inci-
dents include a surprising number of
murders, assassinations and bomb-
ings earlier attributed to left-wing
groups, Islamists or the outlawed
Kurdistan Workers' Party (PKK).

In one of the recent highlights of
the case, the Ýstanbul 13th High
Criminal Court in early August
ruled to merge the trial of suspects
in the 2006 murder of a Council of
State judge with that of
Ergenekon. Prosecutors have
scores of witnesses and docu-
ments serving as evidence that
the Ergenekon terrorist organi-
zation was behind the Council
of State attack. This is but one
attack previously thought to
have been committed by other
groups, but later established
to be the work of Ergenekon.

Ergenekon suspects include

retired army generals, active-duty 

officers, journalists, university rectors,

politicians, lawyers and representatives

from almost all professional groups.

The links between these individuals

are being established as the trial unfolds
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S Who are Ergenekon’s 
members?
Ergenekon suspects include retired army
generals, active-duty officers, journalists,
university rectors, politicians, lawyers and
representatives from almost all professional
groups. The links between these individuals
are being established as the trial unfolds.
The secrecy, the vastness of the organiza-
tion, its long life and its successful penetra-
tion into every level of the state and every
segment of society make for a highly tan-
gled bundle that may take years to extricate.

Some believe that the Ergenekon trial
is only a shake-up of the greater organi-
zation to get rid of elements that have
been exposed or compromised. The pros-
ecutors, they claim, are actually working
for that cause. Given the history of
Gladio, a NATO structure of the same
kind, this theory is a possibility, although,
one might optimistically add, an unlikely
one. An overwhelming majority of writ-
ers, journalists, researchers and politicians
do not believe that the trial is another
long con on the part of deep state master-
minds, but rather that this is Turkey's
chance to really confront its own Gladio.

What did Ergenekon want?
The prosecution now has evidence
showing that the organization devised
plots to assassinate dozens of people,
including bureaucrats, judges, journal-
ists, politicians and writers, which were
prepared in graphic detail, including the
names of the would-be hit men.

For example, the prosecution has
reason to believe that an attack in 1993
by a fundamentalist mob in Sivas at a
hotel where visiting Alevi poets and in-
tellectuals were staying was orchestrated
by Ergenekon. The mob set fire to the ho-
tel, killing 35 Alevis. The incident is re-
membered as one of the darkest moments
in Turkey's recent history. Other evidence
indicates that the group was planning to
assassinate members of the higher judici-
ary. Based on a blueprint of the Supreme
Court of Appeals acquired at the Workers'
Party (ÝP) headquarters in Ankara, the
prosecution claims the group had obtained
detailed drawings of the building as well as
information of its inner structure and secu-
rity systems. The Ankara Police
Department has confirmed that the
Supreme Court of Appeals' blueprint
found in the investigation accurately re-
flects the details of the building.

Plot to kill Armenian patriarch
The new indictment also includes details
about a plot to assassinate Armenian

Patriarch Mesrob Mutafyan, based on
documents found in the home of
Ýbrahim Þahin. The documents found in
Þahin's home include a Google Earth
map of the area where the patriarchate is
located, notes about the patriarchate's
security system and photographs of
Mesrob taken from different angles.
There are also documents explaining the
details of a plan to kill the patriarch.

According to plans laid out in writing
in a document titled the “Intimidation
Plan (Mutafyan),” the group was going to
use a light anti-tank weapon (LAW), a
number of which were found hidden
away in various places during the
Ergenekon investigation. According to
this document, police officer Kenan
Temur was going to direct the attack
while those who would carry out the plan
would be appointed by Fatma Çengiz, Yaþar
Oðuz Þahin, Fahri Kepek and an individual
identified only as “Commander Talat.”

The document further laid out the ac-
tion plan, saying: “The periodic hours of the
individual's entrance and exit from the
[church] will be established. Two LAWs will

be taken from the secret depot and placed
in suitable places that face the patriarchate.
Two men who will be assigned to the as-
sassination will be positioned outside the
patriarchate. If all is well, one of them will
hold his watch in his right hand, letting it
dangle down from his palm, while the other
one will light a cigarette with his right hand,
keeping his left hand in his pocket. Any
other gesture will be interpreted as dan-
ger. In the last stage, as the target enters
the street both gunmen will be ready and
when one starts firing at him, the other
one will also start firing indiscriminately.”

Assassination plan for
Sivas Armenian leader
Another assassination the group planned
was that of Minas Durmaz Güler, the head
of the Sivas Armenian community. The
prosecution is relying on evidence from
phone conversations between Çengiz and
Þahin to support this claim. The would-be
hit men, Ersin Gönenci and Oðuz Bulut,
were arrested before they could carry out
the assassination, the indictment notes.

Other targets of the group included
Alevi-Bektaþi Federation Chairman Ali

Balkýz and the federation's secretary-gen-
eral, Kazým Genç, both very important fig-
ures in the Alevi community. Among doc-
uments found in Þahin's house regarding
the planned assassination of the two Alevi
leaders were detailed blueprints and maps
of the two men's houses, their photo-
graphs and notes indicating that Balkýz
would be killed by a bomb planted in his
car while Genç would be assassinated by a
letter bomb sent to his house. The perpe-
trators were, as in other cases, already se-
lected. Muhammed Sakarya was to be the
cell leader in this operation. A document
titled the “Intimidation Plan” also explains
the purpose of the assassination as pro-
voking Alevis and fanning conflict be-
tween the Alevi community and the coun-
try's majority Sunni population.

Nobel Laurate author
Orhan Pamuk on the list
In a document found at ÝP headquarters,
it was clearly written that the group had
tried to assassinate former Chief of
General Staff Gen. Yaþar Büyükanýt in
2005 during a trip the general took to

Ýzmir and Balýkesir. Based on informa-
tion obtained from the interception of
phone conversations of the suspects, the
prosecution claims that the group had
plans to assassinate journalist and au-
thor Fehmi Koru, Turkish Nobel laure-
ate author Orhan Pamuk, Democratic
Society Party (DTP) leader Ahmet Türk,
Diyarbakýr Mayor and DTP politician
Osman Baydemir and DTP deputy
Sebahat Tuncel. The indictment also
notes that Selim Akkurt, one of the hit
men recruited for these assassinations,
was arrested shortly after a conversa-
tion between him and Ergenekon sus-
pect Fikri Karadað was heard by police
monitoring the conversations, in order
to avoid an “unwanted incident.”

NATO and shopping 
mall targets
The indictment also claims that the organi-
zation was planning attacks at a NATO
command center in Ýzmir and a number of
shopping malls, including the Optimum
and Antras shopping malls in the capital.
Most of these plans were discovered
through documents found in Þahin's office. 
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An overwhelming majority do not believe that
the trial is another long con on the part of
deep state masterminds, but rather that this is
Turkey's chance to really confront its own Gladio
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Just as a skyline depicts the best

image of Chicago, Ýstanbul is sym-

bolized by the delicate mixture of

minarets and domes of the Ayasofya, the

Blue Mosque and the Süleymaniye

Mosque in the minds of many. The city's

legendary heritage, the architecture on

the peninsula and the silhouettes of the

remnants of a splendid past are what

make Ýstanbul a great place to explore.

Well, actually, this is rapidly becoming

a delusion now because skyscrapers and

high-rise buildings, which are regarded as

indispensable for a modern urban life, are

blocking the magnificent scene of the his-

torical silhouette of the city. These build-

ings, higher than the highest hill in the

city and higher than even the tallest

minaret, take Ýstanbul closer to world

cities like Chicago, New York, Beijing,

Dubai and Sydney while they take it away

from its eternal legacy. The historical

peninsula now represents humility,

whereas Maslak, the modern face of the

city, presents a whole different side of the city.

Entrepreneurs and businesspeople

have started a race to erect skyscrapers;

large construction companies now push

forward to build 300-meter-high build-

ings. Leading holdings, including Sabancý,

Koç, Zorlu and Eczacýbaþý, view the size of

their buildings as a matter of prestige. Lack

of suitable land and the high price of real

estate make the construction of tall build-

ings even more attractive. The Sapphire in

Levent, which is still under construction,

will reach 261 meters once completed.

Meanwhile, another project, to erect

Diamond of Ýstanbul, at 240 meters in

height, was also started recently. Sama

Dubai, established by Dubai Holding to

develop real estate projects in Turkey, was

planning to build Turkey's tallest sky-

scraper on a valuable plot of land in Ýstan-

bul's Levent district. It bought the ÝETT

land from the Ýstanbul Municipality in

2006 but was unable to initiate the con-

struction, having to deal with legal objec-

tions put forward by the Council of State.

However, the company is still determined

to succeed in completing the construction

of Turkey's tallest building. A number of

other buildings, worth $5 billion in total,

will also be undertaken by this company.

The view of Mecidiyeköy, Gayrettepe,

Levent and Maslak is no different from

an American cityscape as seen in the

HIGH-RISE 
SKYSCRAPERS

OVERSHADOWING 
ÝSTANBUL’S
MONUMENTAL SILHOUETTE
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Just as a skyline depicts the best image of Chicago, 

Ýstanbul is symbolized by the delicate mixture of

minarets and domes of Ayasofya, the Blue Mosque

and the Süleymaniye Mosque in the minds of many

The silhouette of the Ayasofya and the Blue Mosque on the historic 
peninsula of Sultan Ahmet has been the defining landmark of Ýstanbul 
for centuries. And now it is rapidly being replaced with skyscrapers.
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movies. The structure and skyline of the
city are rapidly changing because of other
similar buildings in other parts including
Þiþli, Ataþehir, Kozyataðý and Esenler.
There are approximately 100 ongoing
huge construction projects on both sides
of the city including the Skyport
Residence, 212 Ýstanbul, My World,
Andromeda, the Flora Residence, the
Selenium Residence and Mashattan.

Ýstanbul's skyscrapers 
in competition
Turkey's first multi-storey buildings were
erected in Ankara. The 24-storey Red
Crescent (Kýzýlay) building, whose con-
struction was completed in 1965, used to
represent the changing face of the coun-
try. However, Ankara's lead in this field
did not last long; the Maya Center and
Sabancý Center, completed in 1992 in Ýs-
tanbul, far exceeded the 100-meter limit.
The number of skyscrapers dramatically
increased in the city in the early 2000s. Ýþ
Kule, with its towers measuring 181 and
117 meters in height, the 152-meter Polat
Tower, the 154-meter-high Süzer Plaza,
the 118-meter Tekfen Tower, the 136-me-
ter Beygi Giz Plaza, the 120-meter-high
Metrocity, the 140-meter-high Elit
Residence, the 143-meter-high Garanti
headquarters and the 130-meter-high
Kaya Ramada Plaza were built during this

period. After the real estate markets
gained momentum in 2005, new projects
were introduced; the partial list of fairly
recent skyscrapers includes Koza Plaza,
Sun Plaza, Kanyon, Kempinski Astoria
and Tat Towers. Many others will follow
in the years to come. Currently, the con-
struction of Sapphire, Diamond of Ýstan-
bul, Garden Plaza and Trump Towers is
under way. A Kazakh construction com-
pany, Landmark, is to erect 250-meter-
high twin towers in Levent, to serve as
the headquarters of Renault in Turkey.

Maslak looks like a modern
district of slum houses
At first sight, you get the impression that
Maslak is a modern city; however, archi-
tects maintain that this place extensively
suffers from poor urbanization despite its
modern appearance. The skyscrapers in
the region make the district look like an
irregular combination of vast buildings.
Architect Dr. Sinan Genim compares
Maslak to a modern district of slum
houses. Genim says: “Skyscrapers are
good alternatives for the changing cul-
ture of houses. These are both safe and
technological. However, if certain stan-
dards are not observed in their construc-
tion, there will be no difference between
a skyscraper and an ugly slum house.”
Genim opposes the erection of large
buildings in Eminönü, Beyoðlu, Beþiktaþ
and Þiþli because this seriously damages
the historical fabric of the city. Some cru-
cial aspects should be taken into account
during the construction of skyscrapers in-
cluding distance, availability of parking,
parks and recreational areas. Architect
Hakan Kýran says: “To make sure that Ýs-
tanbul will not suffer from chronic prob-
lems, certain standards should be devel-
oped with respect to the erection of sky-
scrapers considering that the city does
not have a fixed culture of urbanization.”
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Entrepreneurs and 
businesspeople have
started a race to erect
skyscrapers; large 
construction companies
now push forward to
build 300-meter-high
buildings. Leading 
holdings, including
Sabancý, Koç, Zorlu and
Eczacýbaþý, view the size
of their buildings as a
matter of prestige

The Levent business district is Ýstanbul’s main financial hub and is home to some of the tallest buildings in Turkey. 



The 10 coolest 
skyscrapers

Ýþ Kule, 52 floors, 182 meters
Tekfen Tower, 38 floors, 118 meters
Sabancý Center, 35 floors, 139 meters
Kanyon, 26 floors, 139 meters
Sapphire, 57 floors, 261 meters 

(under construction)
Diamond of Ýstanbul, 240 meters 

(under construction)
Landmark Towers, 250 meters (proj-

ect under development)
Þiþli Plaza, 42 floors, 160 meters
Kempinski Astoria, 27 floors, 

125 meters
Tekstilkent-Koza Plaza, 

44 floors, 168 meters

Life in skyscrapers 
pretty comfortable
Skyscrapers are preferred because
they are safe and comfortable.
Most floors in these buildings are
leased as offices; however, they are
now used as apartments as well.
The skyscrapers and residential
plazas incorporate malls, restau-
rants, cinemas, pools, golf courses
and luxurious apartments. Sapphire
is to become the first green sky-
scraper in Turkey. The price of resi-
dential apartments in these plazas
is pretty expensive. The monthly
rent of an apartment at Metrocity
can be as high as TL 10,000.

Buildings change the 
climate of the city
There are 2,093 buildings whose
heights exceed 35 meters in Ýstan-
bul, making the city sixth in world
rankings. Seventy of these 2,093 are
higher than 100 meters. The amount
of electricity and water that a 100-
meter-high building consumes is
equal to that of a small town. For in-
stance, 1,067,166 kilowatts of elec-
tricity and 5,508 cubic meters of wa-
ter are consumed at the Sabancý
Center every month. The highest
building in Anatolia is the 52-storey
skyscraper in Mersin. These build-
ings may affect the city's climate be-
cause of their impact on the direction
of the wind. According to meteorolo-
gist Bünyamin Sürmeli, there is cur-
rently no danger for Ýstanbul; howev-
er, if proper measures are not taken,
some changes in Ýstanbul's climate
could be expected in the near future.
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Maslak is quickly
rising to become

one of the 
country’s main

business 
districts and is

home to some of
the city’s prime

Grade A
office space.
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Thanks to the advantages brought
by experience in managing busi-
nesses in Turkey's rapidly fluctuat-

ing economy, Turkish managers are becom-
ing quite sought after abroad these days.

Though Turkey at one time was accus-
tomed to importing its business managers
from overseas, these days it is busy export-
ing its own professionals to countries
around the world. Two bright examples of
this are Muhtar Kent, Coca-Cola's CEO,
and Tuygan Göker, a regional president for
Roche who is responsible for 99 countries.

There are, of course, some character
and cultural differences between Turkish
managers and their European counter-
parts. In the light of my own experiences,
I am struck particularly by these differ-
ences in the arenas of open-mindedness,
humility, flexibility, strategic perspective,
planning and organization, problem-
solving, feedback, values and leadership.

Open-mindedness: Turkish managers
are generally more open than their foreign
counterparts to new information, ideas and
proposals. Turkish managers are quite inter-
ested in closely examining and learning from

what they observe in terms of how their
European counterparts run their businesses.
On the other hand, European managers tend
to be less open to data that comes to them, es-
pecially from other countries. Though like
their Turkish counterparts they are focused on
achieving optimal results for their businesses,
they tend to operate along their own set of
standards, without as much openness to out-
side input. While it is possible to use inspira-
tion from developed and proven methods
from other economies and cultures, this in it-
self cannot lead to deep-rooted changes.

Humility: Turkish managers generally do
not enjoy speaking about their personal suc-
cess. They tend to be less forthcoming on
these matters than their European counter-
parts. On the other hand, European managers
derive pleasure from letting others know
about their strong sides and their superiorities.

Flexibility: Turkish managers tend to be
comparatively flexible. The economy, political
crises and rapid development of Turkey have
led Turkish managers to develop more flexible
sides and have improved their ability to be
flexible and adapt to various sets of conditions.

At the same time, European managers
are more accustomed to working under sta-
ble and consistent conditions, which means
that they have not developed the ability to
be as flexible as their Turkish counterparts.

Strategic perspective: European
managers tend to possess a wider strate-
gic perspective than their Turkish counter-
parts. Their view of situations that are am-
biguous or confusing seems clearer and
more superior to Turkish counterparts.

Turkish managers, on the other hand,
tend to display a thinking style based more on
expertise and tactics. But what is the reason

The rising value of Turkish
professionals worldwide
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Though Turkey at one time was accustomed to 
importing its business managers from overseas,
these days it is busy exporting its own professionals
to countries around the world. One bright example 
of this is Coca-Cola's CEO Muhtar Kent

YASÝN ALTUNKAYA*

Muhtar Kent, 
Coca-Cola’s CEO is
one example of the
Turkey’s emerging
managerial talent 
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and perspective might lie in education
system differences, complexities in the
work environment, working according to
different sets of expectations and different
levels of independence and freedom of cre-
ativity extended to employees by managers.

Planning and organization: European
managers are famous for their discipline
and accuracy. Their constant efforts to or-
ganize processes as well as plan and over-
see them are realities acknowledged by
everyone. So is their tendency to use time ef-
fectively and stick sharply to meeting times.

European managers are also extreme-
ly careful to stick to rules and regulations.

Turkish managers, by contrast, tend to
be more relaxed about efforts at organiza-
tion as well as the use of time and meet-
ings. The bending of rules and regulations
is seen more frequently with Turkish
managers. This situation could be linked
with the general category of "flexibility."

Problem-solving: European managers
tend to follow a more direct and honest road
when it comes to problem-solving processes.
Critical problems are dealt with immediately
and openly before being allowed to get larger.
Expressing both positive and negative emo-
tions is treated as a normal and acceptable be-
havior. By contrast, Turkish managers have a
greater tendency to either ignore problems or
approach them more indirectly. They also
tend to feel very uncomfortable and unhappy
when faced with problem-type situations,
and for them expressing their true emotions
at work could be a negative experience.

Feedback: European managers are more
accustomed both to giving and receiving
feedback than their Turkish counterparts. In

fact, feedback in many different forms has
become a standard piece of their working
culture over the years. But this does not
mean that they are so open to criticism! Their
first reaction to criticism in fact can be to
jump to self-defense or to disassociate
themselves from the criticized points and
enter instead into debates over the point itself.

For Turkish managers, positive and nega-
tive feedback is still a relatively new concept,
and one to which they are still adapting. When
receiving feedback, Turkish managers tend to
prefer to listen, but refrain from commenting
on that which is being told to them. When
offering feedback, it is very difficult for
Turkish managers to understand what the di-
rector is thinking and to respond the same way.

Values: The values that guide the
Turkish management culture are family and
security, protection, tolerance, harmony and
faithfulness. Rather than referring specifical-
ly to themselves or their accomplishments
when speaking, Turkish managers tend to
refer to themselves as a part of a greater
group, using the pronoun "we" more than
"me." In European management culture,
values such as individualism, performance,
personal development, success and reward-
ing success come at the top of the list.

Leadership: Leadership characteristics in

both Turkish and European managers tend to
resemble one another. Both Turkish and
European managers are very authoritarian,
with direct leadership styles. Neither of these
managers tends to show their employees suf-
ficient approval or support. In both Turkey
and Europe, employees tend to wish for
more autonomy for independent movement,
for the freedom to use their own creative
powers and to make their own decisions.

One striking difference in leadership
tendencies, though, is that Turkish man-
agers tend to be more paternal in their
stance of authority, while European managers
embrace a more typical "boss" figure stance.

* Yasin Altunkaya is a managing partner of Data
Expert, a leading Turkish company in the human
resources and management consultation areas.
Altunkaya joined the company in 2001 as the sen-
ior counselor and became the managing partner in
2007. Having studied business at Ýstanbul
University, Altunkaya also received training and
further education in psychology and human re-
sources. He has prepared personality and man-
agement assessment reports for over 2,000 high-
ranking managers, most of who were working for
companies listed in the Fortune 500. He also of-
fers consultancy services to large enterprises for
their investments within the country and abroad. 
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Turkish managers tend to be comparatively
flexible. The economy, political crises and rapid
development of Turkey have led Turkish managers
to develop more flexible sides and have improved
their ability to adapt to various conditions

Turkey now a nation that exports its managers
Cihangir Koþu: Deputy president of Abbott Laboratories and responsible for 40 countries in five regions
Kaan Terzioðlu: Deputy president of Cisco's Middle and Eastern Europe division
Yaðmur Saðnak: Regional president for JohnsonDiversey, responsible for 93 countries
Yenal Gökyýldýrým: Director of sales and marketing in 90 countries for Philips
Sýrma Umur: Director of two factories for P&G in Germany; deputy president in 16 countries
Sýddýk Tetik: Responsible for P&G in China, Hong Kong, and Taiwan
Tansu Yeðen: CEO of Astelit Life (Turkcell subsidiary in Ukraine)
Gürcan Karakaþ: Responsible for sales and marketing for Bosch in 60 countries
Mehmet Öðütçü: Responsible for contacts with governments in 28 countries for the BG Group
Ahmet Esen: Pfizer's general manager in China
Ebru Dorman: Deputy president of the French telecommunications company Orange
Ülkem Kýrýmlý: Sales coordination for Nokia in 14 countries
Hayati Yarkadaþ: Business director for DuPont Global
Ali Ýhsan Kuralkan: Cisco Systems Middle and Eastern Europe general manager
Vahap Çoma: Director of European Planning, Hiring, and Training for Toyota Motor Corporation
Saffet Karpat: CEO for Procter & Gamble Turkey, Israel, Caucasus and Central Asia
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Although it is true that an ongoing
global financial crisis has overshad-
owed efforts to render Ýstanbul a fi-

nancial hub in its region, including the
Middle East and the Balkans, to some extent
the project still maintains its priority on
Turkey's agenda. The Turkish government
had to deal with several problems in its econ-
omy with the emergence of the crisis, in the
final quarter of 2008, and has had to concen-
trate more on finding solutions to several ur-
gent matters than on anything else.
However, as a long-term strategy the Ýstan-
bul finance center project is not a “stillborn”
plan as some in Turkey have claimed. Now
that the markets have started to see the light
at the end of a dark tunnel -- as figures com-
ing from world markets suggest -- the gov-
ernment is expected to intensify its quest and

accelerate studies to finalize the project.
As early as Sept. 17 the government had

taken a bold step and announced that they
would reveal the details of a strategic plan for
the Ýstanbul Finance Center (ÝFM) project
during the IMF/WB annual meetings in the
city. Public and private companies and civil
society organizations along with universities
have contributed to studies for the prepara-
tion of the plan. The government has long
been working silently but ambitiously to in-
troduce a macro plan for the project.

First introduced by the government in

2007, the finance center project has remained
on Turkish business circles' agendas for a long
time, accompanied by heated discussions. The
issue was sensitive in a sense that some par-
ties opposed the project, claiming that the
government rushed headlong into it and also
that the city lacked sufficient infrastructure to
get through such a demanding project. A
prominent factor that stirred the discussions
was the project's central plans to move the
headquarters of public banks, the central
bank, the Treasury and other economy-relat-
ed institutions from Ankara to Ýstanbul's

Ýstanbul financial center
project: back on track soon 
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First introduced by the government in 2007,
the finance center project has remained on
Turkish business circles' agendas for a long time,
accompanied by heated discussions

ERGÝN HAVA ÝSTANBUL

Above is a picture of the Central Bank’s prime real estate in Ýstanbul’s Levent district. The bank may opt to build its headquarters on this land.
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suggest, there are some other major points
that should be addressed before cudgeling
brains on the issue of moving banking
headquarters to Ýstanbul. This is a serious
project that requires patience and common
sense. Making Ýstanbul a finance center is
not simply a mission that will be undertak-
en by the state; besides, the project, as a so-
cioeconomic macro plan, needs contribu-
tions from the country's private sector, civil
society organizations and the public itself.

At this point it is useful to mention a re-
port by the Banks Association of Turkey (TBB)
in 2007 which questioned whether it is possi-
ble to bring Ýstanbul to the focal point in its
region. The TBB report says Istanbul has the
potential to become a financial core should
the necessary steps be taken at the right time.
According to the TBB report, the project
needs an estimated $2 billion of investment,
and the country will see many benefits in the
long run. Once the financial services are set-
tled in, their contribution to the Turkish econ-
omy is expected to be $20 billion per year af-
ter 2025, a significant figure. All the same, the
report emphasizes that political determina-
tion and healthy cooperation between succes-
sive governments -- turning the project into
state policy, in other words -- is an absolute
must to realize the goal of placing Ýstanbul at
the center of its region's financial markets.

Another report, released by Deloitte,
notes that decision-makers should act
swiftly to eliminate obstacles such as inef-
ficiency in the judicial system, an inade-
quate legal infrastructure and a harsh
business climate that hinders Ýstanbul's

vision, pointing to a potential threat of be-
ing eliminated by its rivals in the region.

According to a recent report issued by
the Ýstanbul Chamber of Commerce (ÝTO),
on foreign capital in Ýstanbul for the
January-June 2009 period, prepared on the
basis of newly filed and cancelled company
registrations, some 1,146 foreign investors
have established companies with a capital
volume of $152.8 million in the city.

Expected to eventually host the head-
quarters of numerous private and public
banks, the central bank, the Treasury and
other state institutions that are relevant to
finance, Ataþehir has drawn a great deal
of attention as giant contractors and
world-famous hotel chains have invested
in the region, having seen the future po-
tential. A number of hotels, residences and
shopping malls are going up in the region.

Ýstanbul has its own dynamics
Ýstanbul is already the backbone of the
Turkish economy and home to the headquar-
ters of all the major players in the financial in-
dustry. The city hosts 20 percent of Turkey's
population, and such fact alone is enough to
make the city the heart of economic activities
in the country. According to the City
Competitiveness Index 2007-2008, compiled

by the International Competitiveness
Research Institute (URAK), measuring the
relative degree of competitiveness of cities in
Turkey, Ýstanbul comes first among the coun-
try's 81 provinces. The city provides 38 per-
cent of total industrial revenues, 50 percent of
service income and 40 percent of tax revenue.

The old city inherited the potential to be
a center of influence from its long history as
the capital of the Ottoman Empire, which
spanned three continents and controlled
vast territories extending from the Balkans
to North Africa. The city's famous old
Grand Bazaar served as a trade hub, appeal-
ing to this large region for centuries.

In an ever-changing world where both
political and financial dynamics are being
redefined, Ýstanbul looks forward to re-
claiming its role as one of the most promi-
nent trade centers in history. Turkey is
among the few promising markets that will
have a voice in the future's new global eco-
nomic system. Also, considering that the
Turkish financial sector has managed to
overcome the difficulties of an ongoing
global financial crisis with a strong capital
structure and remarkable profits, confidence
in the sector is at high levels, an important
factor attracting more and more foreign
banks to the country's financial system.
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Home to the headquarters of all the major
players in the financial industry and to one
fifth of the population, Ýstanbul is the heart
of economic activities in Turkey
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Transportation is one of the most
serious problems in the historical
city of Ýstanbul, with its millions

of inhabitants. Lack of proper projects
and investment in infrastructure has
made the problem even more complicat-
ed. The fact that all municipal activities
are somehow related to transportation is
now being taken into account by local
administrators, who are eager to adopt a
stronger policy for transportation.

Both the local administrations and the
central government have taken steps and
measures to adequately address the traffic is-
sue in the city. In addition to making huge
investments, many other measures have

been implemented. Ads and fliers were pub-
lished and distributed to raise public aware-
ness of mass transportation. An integrated
transportation network was introduced to
discourage individual driving. Investments
made in sea transport particularly appealed
to Ýstanbulites, an especially important and
crucial focus given that the city is a bridge be-
tween Europe and Asia and sits astride a
beautiful strait. This article aims to give some
details on leading projects devised to make
the life of Ýstanbul residents better and re-
solve the city's biggest issues.

Marmaray: railway 
connecting two continents
The Marmaray Project, the initial work for
which started in 2004, stands out as an im-

portant transportation project for Ýstanbul. It
seeks to connect the Asian and European
continents underwater. The project will pre-
serve the historical fabric of the city and be
based on the use of a minimum of electricity,
ensuring the protection of the environment.
The railway lines on both sides of the
Bosporus Strait will be connected under the
sea. The underwater line will start at
Kazlýçeþme and continue through Yenikapý
and Sirkeci; the line will reach Üsküdar and
resurface in Söðütlüçeþme. The Marmaray
line will be 76 kilometers long. It is estimated
that the project, implemented by the General
Directorate of Railways, Harbors and Airports
Construction (DLH), Japanese contractor the
Taisei Corporation, Gama-Nurol and the
Avrasya consulting firm, will be concluded

Ýstanbul goes through 
huge transformation with 
transportation projects
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Sea cabs offered a viable solution to the 
need for a comfortable transverse of the

Bosporus as a constituent of the highly 
vivid traffic of the sea buses. The municipality

is incessantly in search of new alternatives
to ease Ýstanbul’s highly congested

traffic with Metrobus lines and tunnels.
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within a few years. The funds for the project,
which will cost 2.5 billion euros, will be most-
ly covered by Japanese and German invest-
ment banks. Travel time between the two
sides of Ýstanbul will be reduced to two min-
utes owing to the project, and the Halkalý-
Gebze line will take 1 hour and 50 minutes.

Sea transport fitting for Ýstanbul
Ships, boats and other craft are used in sea
transport in Ýstanbul. Ýstanbul Seabuses and
Fast Ferries Inc. (ÝDO), founded in 1987 to
contribute to the city's transport system,
merged with the City Lines Company in
2005 with an investment of TL 500 million.
ÝDO operates 25 seabusses, 10 high speed
ferries, 17 car ferries, 34 passenger ferries and
passenger ships on 33 lines; the company has
103 ships in its fleet overall. This huge fleet
enables the company to reach a substantial
part of the city. It offers the opportunity to get
to Bursa, Yalova and Bandýrma from different
points in Ýstanbul and visitors can go to
tourist destinations via the company's sea
routes. A vast network of sea transport con-
nects Bostancý, Kadýköy, Yenikapý, Bakýrköy,
Büyükçekmece, Pendik, Kartal and Maltepe.
The boats ease the burden of land transport
around the city at some of its busiest points
including Beþiktaþ, Karaköy, Üsküdar and
Eminönü; thousands of residents use these
lines every day. Passengers can also travel in
comfort on trips using the Haliç Line stop-
ping at Üsküdar, Eminönü, Kasýmpaþa,
Fener, Hasköy, Ayvansaray and Sütlüce.

Sea cabs make transport enjoyable
Sea Taxis, a new service introduced by ÝDO in
July 2008, made sea transport even more
pleasurable and comfortable. The introduction
of this innovative form of transport has attract-
ed a great deal of attention and interest from
visitors and residents alike. For this reason, the
company has decided to increase the number
of sea cabs from six to 35 in two years. The 11-
meter-long taxis have the capacity to carry 10
passengers. The ÝDO call center can be
reached via text message, and the price
varies depending on whether you travel dur-
ing the day or at night. The fare is TL 10 per
mile during the daytime or TL 15 at night.
Getting from Beylerbeyi to Kuzguncuk, the
shortest line, takes four minutes and costs
TL 25; the longest distance, between
Rumeli Kavaðý and Kartal, costs TL 257.

Metrobus connects two sides; no
more traffic jams on the bridge
The Metrobus system, which was introduced
by the local municipal authority as a means
of mass transportation to reduce traffic and
to offer fast and comfortable transport, is
now celebrating its second anniversary. The
system currently carries 750,000 passengers
on its 40-kilometer-long line every day. The
major motive for the introduction of the sys-

tem was speed. The number of routes has
been increased from one to three because of
the high demand from commuters eager to
reach their destinations as quickly as possi-
ble. The route between Zincirlikuyu and
Söðütlüçeþme was launched on March 3,
2009; the route now connects the two sides
of the city by the shortest distance. This ap-
pears to be a viable solution to the traffic jam
over the Bosporus Bridge, a problem that
drivers have been suffering from for years.
The Metrobus system also attracts com-
muters because of its inexpensive fares and
the convenience of traveling on one
method of transport instead of having to
transfer. Work is currently under way to
construct a fourth route that will take the
line to Beylikdüzü. Travel time between
Beylikdüzü and Söðütlüçeþme will then be
reduced to 80 minutes. The Metrobus sys-
tem has been effective in greatly reducing
people's commuting time across the city.

Railways connect the city
Large investments have been made in the de-
velopment of Ýstanbul's railway systems. The
length of the system has dramatically in-
creased through work done since 2004. The
investment made in the improvement of the
railway system has totaled $4 billion in the last
five years. Currently, the length of the railway
system in the city is around 145 kilometers.
Rail transport, operating on seven different
routes, integrates with land and sea transport.

Metro link from 
Aksaray to airport
The M1 Aksaray-Ýstanbul Atatürk
Airport line, in service since 1989, car-
ries 220,000 passengers every day. This
line is particularly important because of
its link to the main Esenler bus station.

Subway connecting Þiþhane 
to Atatürk industrial estate
A subway line, the construction of which
started in 1992, has been in service be-
tween Taksim and 4. Levent since its com-

pletion on Sept. 16, 2000. The line was ex-
tended to include Atatürk industrial estate
and Þiþhane. The system also has a con-
nection to Kabataþ via a funicular which
connects to the T1 Zeytinburnu tram.

Zeytinburnu-Kabataþ tram
The Sirkeci-Aksaray-Topkapý section of
the tram line between Zeytinburnu and
Kabataþ was launched in 1992, the
Topkapý-Zeytinburnu section in March
1994 and the Sirkeci-Eminönü section in
April 1996. On Jan. 30, 2005 the line was
extended to Kabataþ, and the funicular line
launched on the same day connects to
Taksim. This enables Taksim subway pas-
sengers to get to the Aksaray-Ýstanbul
Atatürk Airport metro line via the funicu-
lar and the Zeytinburnu-Kabataþ tram.

Güngören-Baðcýlar 
tramway system
The Zeytinburnu-Güngören-Baðcýlar route
went into service on Sept. 14, 2006.
Passengers using the system designed to in-
tegrate the T1 Zeytinburnu-Kabataþ tramway
and the M1 Aksaray-airport metro line are
now able to have a nonstop trip from the
Baðcýlar-Güngören area to the airport, bus
station and M2 Taksim-4. Levent metro.

Kadýköy-Moda Tramway
The Kadýköy-Moda tramway, in service
since Nov. 1, 2003, includes 10 stations in
its 2.6-kilometer-long route. The
Kadýköy-Moda tramway, where four
trams operate, starts from Kadýköy
Square, goes through Bahariye Street and
arrives in Kadýköy again via Moda Street.

Topkapý-Habipler tramway
The Topkapý-Habipler tramway, put into
service on Sept 17, 2007, operates between
Þehitlik and Mescid-i Selam; with the ad-
dition of the Edirnekapý-Topkapý exten-
sion, the route now has a line 15.3 kilome-
ters in length. There are 22 stations on the
line, which links with the Avcýlar-
Söðütlüçeþme Metrobus line at Þehitlik
Station, the Aksaray-airport metro line at
Vatan Station and with the Zeytinburnu-
Kabataþ tramway at Topkapý Station.

Taksim-Kabataþ 
funicular metro line
The Taksim-Kabataþ funicular route, a project
that connects several systems, was launched
on June 29, 2006. The transport axes linked by
this funicular system include the following:
Taksim-4. Levent (Ayazaða-Yenikapý)
metro, the Taksim-Tünnel nostalgic
tramway, Taksim bus stops and taxi ranks,
the Zeytinburnu-Kabataþ tramway, the
Kabataþ ÝDO port, ferry and sea bus ports,
and zones where sea transport is intensive-
ly used including Kabataþ and Beþiktaþ.
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tracts visitors with its magnifi-
cent historical monuments be-

fore dazzling them with its beauty, lets
visitors explore the mysteries of history
and experience the real splendor of nature.

Bursa, a historically significant city in the
region, awaits visitors with its globally fa-
mous Ýskender kebab, a meat dish where
shredded meat is served over buttered bread
and drenched in yogurt and sauce. The city
is also famous for its candied chestnuts.

Tourists who visit Yalova, a city in
the southeastern Marmara, can see
Yürüyen Köþk (the “Walking Manor”),
which has become a symbol of the city,
and take home pleasant memories.

Tekirdað, a city close to Ýstanbul to
the north of the Sea of Marmara, will
provide you with an utterly breathtak-
ing atmosphere with the blue of the sea
and the perfect beauty of the shore.

Edirne: a city of sultans
Edirne is located in the western Marmara re-
gion, with the Aegean Sea to the south,
Bulgaria to the north and Greece to the west.

The Selimiye Mosque, Edirne's
grand monument, is the great Ottoman
architect Mimar Sinan's masterwork; he
designed it in his 80s. It symbolizes per-
fection with its grandeur, height and the
visual impact it has when one first walks in.

One must not forget to visit the historic
bridges in Edirne. The bridges of the city,
which is surrounded by the rivers Arda,
Tundzha, Meriç and Ergene, are conveyors
of historical wealth. Take a rest with a light
meal on the banks of the Meriç river to reju-
venate yourself for a full day of sightseeing.

The Beyazid II Mosque and the sur-
rounding Islamic Ottoman complex,
situated in a large area on the edge of
the river Tundzha, is one of the most
important historical treasures of Edirne.

Exploring the jewel in Anatolia's crown:

MARMARA 
REGION

The beauties of the
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The Selimiye Mosque, Sinan 
the Architect’s masterpiece 





Edirne was one of the most impor-
tant cities in the Ottoman Empire dur-
ing the 16th century, alongside cities
such as Cairo, Damascus, Aleppo and
Bursa. The city's monuments that have
survived from the Ottoman era include
the Selimiye Bazaar, the covered bazaar
and the Alipaþa Bazaar, which enable
tourists to shop in historical ambiance.

The cosmopolitan structure of the
city brings together people from all
kinds of beliefs, which is evident from
the variety of religions practiced here.

The St. George Church in the Kýyýk
district, the Sts. Constantine and Helen
Church in the Kiriþhane district, the
Edirne Synagogue, which was modeled
after the Vienna Synagogue, in Kaleiçi,
and the Baha'i House make the city one
of the most popular religious tourism
spots in the country.

Gala Lake is one of Turkey's princi-
pal wetlands. It presents a visual feast
to its visitors every year with more than
150 bird species, 42 plant species and
12 varieties of fish.

When it comes to specific foods that
can be eaten in Edirne, the city's fa-
mous pan-fried liver comes first.

Pan-fried liver is a dish that tourists
shouldn't leave the city without trying.
It is prepared by slicing a fresh calf liver
into thin shreds, washing and salting it
before covering it in flour and frying it
in a great quantity of oil.

Edirne cheese is a new flavor for
many local and international tourists
who visit the city. The fame of Edirne
cheese is widely known all over Turkey.

If you want to buy souvenirs in Edirne,
you will find many options in the bazaars.

Mirrored brooms, fruit soaps, china
and wood carvings are some of the
knickknacks you can choose from.

Eat toast and papalina fish in
Ayvalýk; drink ayran in Susurluk
Balýkesir, a beautiful city with natural
beauty and a great historical and cultural
richness, has many spots worth seeing. It
offers unique flavors to gourmands.
Susurluk, a town located in the northeast
of Balýkesir province, is a favored rest
stop for those who are traveling to Ýzmir
from Ýstanbul thanks to its ayran, a drink
made of yogurt, while Ayvalýk is favored
for its signature toast. The renowned
Ayvalýk tost, which is a filling and de-
lightful sandwich, contains cheese,
sausage and salami. Ayvalýk offers rich
Mediterranean cuisine and also attracts
attention because of the large variety of
fish dishes prepared here. Papalina fish is
a dish that should be tried in Ayvalýk.

In the city center, tirit, which is a
kebab that is unique to Balýkesir, and
the Balýkesir kaymaklýsý ,  a syrupy
dessert stuffed with clotted cream, are
two dishes that must certainly be tried.

The delight of swimming in the
Mediterranean and Marmara waters, tour-
ing in the Kaz Mountains, where the oxygen
is sparse, seeing the devil's footsteps on the
“Ayvalýk Satan's Table” and watching the
sun set are experiences not to be missed.

Bursa: famous for Ýskender 
kebab and candied chestnuts
Bursa offers visitors its world-famous
Ýskender kebab and candied chestnuts.
Visitors who enjoy the city's kebab and
candied chestnuts should also check
out the Ýnegöl köfte, which is a meat-
ball made with few spices. It is advised
to try the Kemalpaþa dessert, which is
made with cheese, as well as meat
cooked on skewers on the shores of
Lake Ýznik. Places to tour include
Mount Uludað, Trilye, Cumalýkazýk -- a

town that has preserved its Ottoman
architecture -- and the Hanlar region in
the city center, as well as Ýznik, a fa-
mous town located in Bursa province.

Eat the meatballs and the cheese
dessert with ice cream in Tekirdað
When you reach Tekirdað, a city situated
on the northeastern shore of the Sea of
Marmara, you will be greeted by the blue
of the sea and the stunning beauty of the
shore. You can make a trip to the past
while quietly sipping your tea in the
Ottoman complex of Rüstempaþa, an ar-
chitectural beauty designed by Sinan. You
can continue your journey back to antiq-

Bursa offers visitors its world-famous Ýskender kebab
and candied chestnuts. Visitors should also check out
Ýnegöl köfte, a meatball made with few spices

Kýrklareli Kapan MosqueÝskender Kebap
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Çanakkale 
Martyrs’ Memorial



uity by visiting the Tekirdað Museum and
seeing how the city honors its history of
being home to many kingdoms and civi-
lizations. Those who go to the Pearl of
Marmara, a restaurant in Tekirdað, can
check out the Tekirdað köfte as well as the
city's singular ice cream and cheese
dessert, two treats that will appeal to
everyone. A traditional Tekirdað dish of
mutton or chicken and coarsely ground
meat is consumed in rural areas nearby,
where customs are adhered to strongly,
on special occasions such as weddings.

Drink hardaliye in Kýrklareli
The historic Hýzýrbey, Karaþkabey,
Kapan, Yayla and Kýrkþehitler mosques
as well as the Hýzýrbey hamam and the
covered bazaar are just a few of the
places to visit in central Kýrklareli.

While in Kýrklareli, if you want to rest and
eat something, you should try the hardaliye,
which is a local drink made of mustard seeds
and grape juice. Some other foods to try
when coming to Kýrklareli are meatballs, yo-
gurt made of sheep's milk, cheese made
of sheep's milk, lamb ribs and steak.

If you are tired of the depressing atmos-
phere of Ýstanbul and want to spend a week-
end on Kýrklareli's shores, Kýyýköy in the Vize
district and the Panayýr dock and Ýðneada
on Demirköy's shores are recommended
for those who are uncomfortable with the
Black Sea's sometimes ferocious waves.

The sausages in Kýrklareli are won-
derful. You should stop to try beetroot
molasses in the village of Poyralý and
strawberries and honey in Demirköy.

Enjoy the incomparable 
beauty of the Kaz Mountains
The Gallipoli peninsula is the first side-trip
option for those traveling to Çanakkale.
Apart from the war memorial, the
peninsula is home to museums, battle-
fields and memorials of other countries.

Along the way is the Çimenlik
Castle, in the city center, which gives
you a chance to remember the Battle of
Gallipoli and the courageous defense
marshaled by the soldiers here.

Tourists can find the horse used in the

movie “Troy” while walking along the sea-
side in Çanakkale and take a picture in
front of it, then sip drinks in the cafes just
next to it while gazing on the Dardanelles.
The Mirrored Bazaar, which has become a
theme in folk songs, and the Yalý
Caravanserai are places to see, and the
cheese helva that can be purchased from the
butcher's bazaar is the dessert to be eaten.

The restaurants situated in the Ýnte-
pe area are perfect places to eat and en-
joy views of the Dardanelles. Breakfast
in the city consists of butter, olives, jam
and a special type of cheese that is called
ezine and is produced in this region.

Don't forget to see 
the ancient city of Assos
Watch the sun set in the Aegean Sea is an
entirely different experience in Assos. The
stone houses located in the village of
Behramkale, near Assos, await visitors.
On the coast, ice cream sandwiched be-
tween wafers is something worth trying.

Ayazma Park, located in the village of
Evciler on the outskirts of the Kaz Mountains,
is worth checking out. When the snow on the
mountains melts and streams form here, they
blend with the greenery perfectly, creating an
incredible scene. You can also catch a ferry
from Kabatepe and visit Gökçeada to swim
at any shore you wish and enjoy the sun.

In the island of Bozcaada, Turkish
and Greek houses and orchards can be
seen. The famous Bozcaada wine can be
tasted. The local red tomato jam has a com-
pletely unique flavor that should be tried.

Make sure you eat 
ýslama köfte in Sakarya
In Sakarya, which is close to many large cities,
sea, lakes and rivers, nature is an alternative
tourism facility. The city's ýslama köfte (meat-
balls) should be tried. With 97 years of experi-
ence making meatballs that appeal to the eye
and the stomach, the Köfteci Mustafa and
Köfteci Ýsmail restaurants present their cus-
tomers a delicious and unforgettable meal.
The turnip juice served with the meatballs
gives them a different flavor. It would be a
great loss to leave the city without tasting
the ýslama köfte. Ýstanbul Today's Zaman with wires

The Gallipoli peninsula
is the first side-trip
option for those
traveling to Çanakkale.
Apart from the war
memorial, the
peninsula is home
to museums,
battlefields and
memorials of other
countries

Assos Temple Islama Köfte (meatballs)
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he Tuzla Municipality is
getting ready to mobilize to
improve the district both

culturally and educationally.
The municipality has accelerated
the pace of cultural and education-
al projects being implemented in
the highly industrialized region.
Tuzla Mayor Þadi Yazýcý explained
that they will make Tuzla a cultur-
al and educational center. Tuzla's
historical homes will be restored
to their original splendor, an edu-
cational base will be built and local
handcrafts will be encouraged.

Pointing out that there are big
industrial companies in the city,
Yazýcý said: “Our city is mainly
known for its industry. The potential
of our cultural wealth is overlooked.
However, with our educational and
cultural endeavors in the period
ahead, Tuzla will be referred to as
an educational and cultural center.”

Yazýcý noted that there are four
universities in the district -- namely
the Sabancý University, Okan
University, Piri Reis University and
Ýstanbul Technical University's mar-
itime faculty -- and explained that by
setting up a university-technopark-
research and development link, the
district will be transformed into a
center for science and research. 

Orhanlý and Akfýrat, two areas
that merged with the Tuzla
Municipality after the government
decided to close down town munic-
ipalities in Ýstanbul, have an impor-

tant place in the educational proj-
ect. Due to their spacious and quiet
environment, the base of the edu-
cational project will be located in
these neighborhoods. The project
will make Akfýrat and Orhanlý more
appealing places by building pri-
mary, secondary and higher educa-
tion institutions there. The aim of
the project is to increase the overall
quality of education while providing
an opportunity to train personnel
who are specifically qualified to un-
dertake the municipality's services.

Historical wooden 
homes to be restored
The historical homes in Tuzla,
which add beauty to the district yet
have been left to decay in many
neighborhoods, will be repaired.
The historical buildings of Tuzla will
be restored without changing their
fabric or original appearance. Most
of the wooden homes in Köyiçi,
which is a first-degree archaeologi-
cal and municipal protected area,

currently pose a risk to nearby
construction. The munici-
pality will restore the homes
in a way that will be com-
patible with their original
structure and turn them
into tourist attractions
similar to those in
Ankara's Beypazar and
Karabük's Safranbolu.
Culture and Tourism

Minister Ertuðrul Günay obtained
information about the projects be-
ing undertaken in the city from
Yazýcý and vowed to personally look
into the projects awaiting approval
from the Council of Monuments.

In the areas of the city where
there are large fields, fair and expo
centers will be an important part of
the cultural projects. International
fair centers will be constructed and
Formula One events will be organ-
ized in Tuzla, giving it an interna-
tional vision and turning it into a
tourism center that local and foreign
tourists will want to visit. Different
projects will be prepared to make Ýs-
tanbulpark a place where not only
F1 races will be held but other events
as well. In this way Tuzla will be giv-
en an active role within the scope of
the events for Ýstanbul's year as a
European Capital of Culture in 2010.
There will also be efforts to discover
ways to promote Tuzla's six famous
varieties of hamburgers to the world.

As a result of modern technolo-
gy, handcrafts are no longer as pop-
ular as they used to be. But, the mu-
nicipality works to encourage those
who make handcrafts. Artisans in
the city will be identified and work-
shops will be set up for them to
practice their arts. A women's club
will be built in every neighborhood
and basic-to advanced-level courses
will be offered to women to enable
them to make a living selling crafts.
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Tuzla Mayor Þadi 
Yazýcý says the

area, mainly
known for its

rapidly growing
industry, will be-
come a center of 

education and
culture

Tuzla’s newly 
elected mayor, 

Þadi Yazýcý

The restoration and renovation of Tuzla’s old houses is part of Mayor Þadi Yazýcý’s
project to make the district a center of culture and education in Ýstanbul.

Tuzla Munýcýpalýty’s
cultural enterprýse

T
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Topkapý Sarayý and Dolmabahçe
Sarayý may be the best known
of Ýstanbul's imperial palaces,

but they're also the ones where you can
expect the longest queues and steepest
admission charges.

Fortunately, the 19th-century Ottoman
sultans also adorned the city with a num-
ber of secondary palaces and hunting
lodges, including the beautiful Beylerbeyi
Sarayý and the Küçüksu Kasrý on the Asian
side of the Bosporus. Most of their hide-
aways were, however, on the European
side, where the most important was Yýldýz
Sarayý (palace), a surprisingly little-visited
complex just inland from the Çýraðan
Palace Kempinski Hotel in Beþiktaþ.

The complex at Yýldýz began life dur-
ing the reign of Selim III (r. 1789-1807)
when the sultan had a park laid out here
for his mother, Mihriþah Sultan. However,
it didn't really come into its own until the
reign of Sultan Abdülhamid II (1876-
1909). In 1878 an attack on the waterside
Çýraðan Sarayý highlighted a potential
weakness in security at the nearby

Dolmabahçe Sarayý, causing the nervous
Abdülhamid to opt for retreating inland to
what he saw as the greater protection of Yýldýz.

Once moved, Abdülhamid occupied the
State Apartments built by Selim III, which
are not currently open to the public. Instead,
you can visit the Yýldýz Þale (chalet), a com-
pletely separate guesthouse dating back to
the 1870s. When Kaiser Wilhelm II of
Germany paid a visit to Ýstanbul in 1889, the

sultan had the small existing guesthouse ex-
panded especially to accommodate him.
Expanded again in 1898 when the Kaiser
visited for the second time, it ended up as a
suite of 60 rooms lurking behind a decep-
tively simple façade, rather fancifully de-
scribed as resembling a Swiss chalet. What
is more surprising about the building is that
it somehow manages to look cohesive de-
spite having been built in three different
stages and under the supervision of archi-
tects with such different visions as the
baroque supremo Sarkis Balyan and the
Art Nouveau genius Raimondo d'Aronco.

Inside, the þale is predictably extrava-
gant, the over-the-top decoration culmi-
nating in a magnificent dining room still
set up as if the Kaiser might walk
through the door anticipating a banquet.
Almost equally impressive is the huge
Ceremonial Hall, where guests used to
be received. This is home to the largest
Hereke carpet ever woven, which covers
an impressive 400 square meters of floor.

Unfortunately, Yýldýz is not a particularly
visitor-friendly site. Unlike Dolmabahçe but
like the much-older Topkapý, the palace con-
sists of a collection of buildings, in this case

Ýstanbul's other palaces:
Yýldýz, Ihlamur, Aynalýkavak and Maslak
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The Ihlamur Kasrý
was built for Sultan
Abdülmecid I
(r. 1839-61), who 
wanted a lodge 
where he could break
the journey between
Dolmabahçe Sarayý 
and the Golden Horn
shipyards at Kasýmpaþa

The historically and architecturally invaluable Ihlamur Kasrý still stands in Beþiktaþ, which is also a home to the splendid Dolmabahçe Palace.
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which visitors cannot pass. On one side of
the wall, you'll find the State Apartments
rubbing shoulders with the Yýldýz Sarayý
Müzesi (Yýldýz Palace Museum) and the
Þehir Müzesi (City Museum), which be-
tween them house a fine collection of paint-
ings, Art Nouveau bric-a-brac and wooden
furniture made by Sultan Abdülhamid, an
enthusiastic carpenter in his spare time; on
the other side of the wall, the þale presides
over a landscaped garden at the top of Yýldýz
Parký, which is also home to the Çadýr and
Malta Köþks. These lovely pavilions now
serve as small café-restaurants, and the
Malta in particular is a delight, with the
small marble pool on the ground floor look-
ing much like the larger model that graces
the interior of Beylerbeyi Sarayý. Also inside
the park is the Imperial Porcelain Factory,
where from 1896, replicas of Sèvres porce-
lain were turned out for the palace to reduce
the expense of importing the real thing.

Yýldýz came to an unhappy end in 1909
when Abdülhamid was deposed and the
palace ransacked. For the rest of the 20th
century, its future looked uncertain. For some
years, the þale served as a casino, but eventu-
ally most of the buildings were abandoned.
Then in the 1980s, they were restored by Çe-
lik Gülersoy's Touring and Automobile Club
of Turkey before being returned to the state
and opened to the public. Even today,
though, there are many Ýstanbul residents
who have never visited Yýldýz, although the
coming of the big new Dahill restaurant (Tel.:
0 [212] 227 49 28) behind the factory may
help to publicize it. Weekend brunches here
come coupled with breathtaking Bosporus
views, and afterwards you can walk off the
calories with a stroll in the palace grounds.

Not far from Yýldýz, Beþiktaþ is home to
another small gem from the late imperial
period. The Ihlamur Kasrý (pavilion) was
built for Sultan Abdülmecid I (r. 1839-61),
who wanted a lodge where he could break
the journey between Dolmabahçe Sarayý
and the Golden Horn shipyards at
Kasýmpaþa. The sultan commissioned
Nikogos Balyan, who had worked on
Dolmabahçe, to come up with the design,
and the end result was a pair of pavilions in
a small landscaped park, one of which, the
Mabeyn Köþkü, would host the sultan and
his guests, while the other, the Maiyet
Köþkü, would host his harem. Like the
slightly larger Küçüksu Kasrý, the Mabeyn
Köþkü is thickly festooned with baroque
carvings on the outside. Inside, however,
it has only eight small rooms, each of
them adorned with lovely parquet floors,
porcelain fireplaces and indigo-colored
glass. As at Küçüksu, there are no bed-
rooms since the sultan rarely spent the

night at Ihlamur. Today, the steps leading
up to the pavilion form the backdrop for
myriad wedding photos since the Beþiktaþ
Registry Office is just across the road.

The importance of the shipyards on the
Golden Horn meant that there was a need
for somewhere close at hand where the sul-
tans could stay while visiting them. The an-
swer lay in the early 17th century Tersane
Sarayý (Shipyard Palace), originally built for
Sultan Ahmed I, who liked to practice his
archery in the Okmeydaný on nearby
Hasköy Hill. Today all that survives of the
waterside palace is the Aynalýkavak Kasrý
(Pavilion of the Mirrored Poplars), a pavil-
ion added to the site by Sultan Ahmed III,
who wanted a pied à terre within easy
reach of the Kaðýthane and Alibey streams
(then the pleasure grounds known as the
Sweet Waters of Europe), where he could
throw his famous tulip-peeping parties.
In 1730 the palace lost its raison d'être
with the overthrow of the sultan and his
powerful grand vizier, although it re-
ceived a new lease of life in the late 18th
century when the music-loving Sultan
Selim III had it restored as a venue for
private concerts. It was restored again
during the reign of Sultan Mahmud II (r.

1808-39). In theory, it's once again under
restoration, although the signs stating
that fact have now been in place for so
long that they're growing rusty with age.
For the time being, you'll have to content
yourself with inspecting the tiles at the
base of the Eyüp funicular, which depict
the pavilion in its heyday, with the sul-
tan watching acrobatics taking place on
the Golden Horn right in front of it.

One final set of imperial pavilions can be
found just a short drive out of Maslak on the
road to Sarýyer. Built by Sultan Abdülaziz as a
gift for his son Abdülhamid, they too are cur-
rently closed for restoration. Here, however,
you can at least stroll around the grounds,
which make an astonishingly serene and
inviting oasis just a hop and a skip away
from Maslak's full-on business buzz.
Hopefully, the Hümayun Kasrý (Imperial
Pavilion) will eventually reopen to the pub-
lic since it contains stair-rails and mirror
frames made by Sultan Abdülhamid himself.

Like Beylerbeyi Sarayý and Küçüksu
Kasrý, all the above palaces and pavil-
ions are closed on Mondays and
Thursdays. Both Yýldýz Þale and
Ihlamur Kasrý must be visited on guid-
ed tours, usually only available in Turkish. 
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In the Maslak Kasrý, you can at least stroll
around the grounds, which make an astonishingly
serene and inviting oasis just a hop and a skip away
from the full-on business buzz of this district
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Turkey aims to emerge as the world's
10th largest economy by 2023, the
100th anniversary of its foundation,

and it has all the necessary qualities to achieve
this target, such as a geographically strategic
location possessed of innumerable advan-
tages, a tendency toward sustainable growth it
has achieved in recent years, a young and
quite dynamic population and its already brisk
economy, which is currently the 17th largest
in the world. Turkey has huge potential with
its highly developed industrial infrastructure,
a wide array of production, competitive edges
and steadily increasing trade relations with
its neighbors and surrounding countries.

Of course, one of the most striking exam-
ples of how Turkey has already taken great
strides towards achieving this goal is the
achievement of 25 quarters of uninterrupted
growth since 2002, which led to an increase in
gross domestic product (GDP) from $200 bil-
lion to $750 billion by the end of 2008.

In reaching this goal, the greatest con-
tribution is made by the achievement of
“confidence and stability,” two vital neces-
sities for encouraging investors, entrepre-
neurs and industrialists. “Sustainable eco-
nomic growth” achieved within an atmos-
phere guided by trust and stability will ulti-
mately push Turkey quickly towards be-
coming the world's 10th largest economy.

Given that Turkey already possesses
the potential for this, the critical point is to
make sure that it puts this potential to
work. As the government, we are taking
every possible step to realize this potential.

Within this framework, the government
is designing and implementing a number of

important macroeconomic reforms, on one
hand, and institutional reforms to increase
integration in the global economy on the
other. Besides the investments in improving
infrastructure and logistical opportunities,
Turkey's position as a bridge between East
and West has only been strengthened.

At the top of the list of crucial invest-
ments to strengthen Turkey's role as a bridge
between East and West are the agreements to
turn Turkey into a “secure energy corridor.”

The Baku-Tbilisi-Ceyhan (BTC) oil
pipeline and the Nabucco natural gas
pipeline project to carry Caspian gas re-
sources to European markets are but two ex-
amples of these types of integral projects that
will collectively render Turkey an energy hub.

A new energy option for EU
Both of these projects underscore Turkey's
position as a bridge between East and West
and as a secure corridor not only in terms
of geography but also in terms of realpoli-
tik. Additionally, it should be noted that
the Nabucco project has a distinctive sig-
nificance, as it introduces a new energy
option to the European Union.

Another critical condition to protect a
sustainable economic growth rate is the
ability to learn from the ongoing global
economic crisis and to focus on the oppor-
tunities to benefit the most during the pe-
riod that will surely follow the crisis.

In this sense, the new incentive system
the government has recently launched will
not only diminish disparities between the
regions of Turkey but will also offer advan-
tages that will pave the way for both local

and foreign investors. To exemplify a few of
the privileges offered to investors in the new
incentive system, I should mention the
state's undertaking of social security insur-
ance premium payments for investors for
between two and seven years, depending on
which region investors establish their busi-
ness in. Additionally, entrepreneurs invest-
ing in less-developed regions in Turkey will
enjoy discounts in loan interest rates from
ordinary banks. Interest rate support for
large-scale investments and discounts on
taxation for institutions and income profits
are also among the benefits set out recently.

Turkey has also initiated an active set of
foreign trade policies to reach its 2023 target of
achieving $500 billion in exports and another
$500 billion in imports. Thanks to the strate-
gies implemented on foreign trade, Turkey's
foreign trade volume rose from $87 billion in
2002 to $334 billion by the end of 2008. What
this means in essence is that foreign trade
volume was multiplied 3.4 times in six years.

Of course, essential in reaching the above
goals are effective policies guiding our foreign
trade. Thanks to strategies put into place, we
are carrying out special initiatives with neigh-
boring countries. We have also cast a primary
focus on the nations from the Asia-Pacific,
African and South American regions. We are
particularly focused currently on carrying out
certain strategic infrastructure reforms that
will increase our trade and economic integra-
tion with our neighboring regional nations.

Immediately upon assuming the post of
foreign trade minister, I started up the “Target
Market Project,” with an aim to create an al-
ternative means to ward off the harms of the
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Sustainable economic growth, achieved within an
atmosphere guided by trust and stability, will 

ultimately push Turkey quickly towards 
becoming the world's 10th largest economy

ZAFER ÇAÐLAYAN*

* State Minister for
Foreign Trade 

The target: 
to become the

world's 10th
largest economy
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global economic crisis while boosting the
country's foreign trade capacities, and set a
deadline of 2011 to realize this project.

With this specific strategy, we identi-
fied two basic classifications: “nations with
high potential,” which were less affected by
the crisis than the rest, and “primary na-
tions with welcoming markets.” One by
one, we began to identify for ourselves the
nations in the world in which we felt efforts
to enter their markets would catch and
hold. And now we are turning all of our
energy to the results of these analyses and
thus increasing our spending and exports
along these specifically targeted markets.

We are also busy re-defining the structure
of our Foreign Trade Undersecretariat in ac-
cordance with country and regional desks as
sought in the “Target Market Project.” Indeed,
we have been forming special teams of foreign
trade experts designated to deal with specific
countries and regions envisaged in the target
market analyses. These teams will head out
into the world, examine the markets in full
detail and then prepare “roadmaps” for our
businessmen, industrialists and exporters.

In addition, in order to expand the spec-
trum of services provided by our Foreign
Trade Undersecretariat, we are increasing un-
dersecretariat foreign representation, current-
ly found in 95 centers and recently opened in
China, Sofia and Saudi Arabia. Within the
framework of the priorities we hold for our-
selves right now, we plan to open new repre-
sentative bureaus in countries where we
don't currently have representation, oversee
active and effective participation in trade fairs
and organize specific and targeted trade and

procurement delegations. We are also striving
to strengthen mutual commercial relations
with neighboring and surrounding coun-
tries and other target markets by establish-
ing free trade agreements (FTA), joint eco-
nomic committees (KEK) and technical co-
operation agreements as well as signing
agreements to prevent double taxation.

Another step we are taking to propel
mutual business opportunities with target
markets is that we are holding a series of
events and activities aimed at promoting
Turkish export products in countries where
representation has thus far been insuffi-
cient. We are also working to see further

increased cooperation between industrial-
ists and representatives of industry in those
countries and Turkish business interests.

Another crucial development within the
framework of our foreign trade is the de-
clining general share of the total percentage
of trade conducted between Turkey and EU
countries -- long considered our traditional
trade market -- and the significant increase
in the volume of our trade with countries
and regions such as Russia, China, India,
the Middle East and African countries.

While a 52 percent share of our imports
in 2000 came from EU countries, the first
half of 2009 -- in comparison to the previ-
ous year's first half -- shows that this share
was at the lower figure of 39.7 percent. Our
American Nations Strategy also aims to
reach new markets on that continent.

At this point, I would also like to clarify
that foreign trade and foreign policy cannot be
thought of as two totally separate and inde-
pendent ministries that act only on their own.
From now on, our nation's political foreign
policy and its foreign trade policy will be
strongly bound together, and our Foreign
Affairs Ministry and Foreign Trade
Undersecretariat will be not only strategic
partners, but also partners in implementation.

The main attributes of our “unifying for-
eign policy strategy” are to be our foreign af-
fairs policies and our foreign trade policies.
At the helm of this foreign policy strategy
will be not only our Foreign Affairs Ministry
and our Foreign Trade Undersecretariat, but
also all related institutions, our private sector
and our various civil society organizations,
which will all also be partners and imple-
menters of this new strategy. One example
of a result of this unifying foreign policy
strategy is the point we have reached in
foreign relations and trade with Russia.

This approach, within the framework of
foreign policies and foreign trade relations
we will be implementing with other coun-
tries as well from now on, will make up the
roadmap for our use from here on out. And
so we, as Turkey, advance towards the goal
we have set for ourselves with clear and
resolute steps. And these new strategies
that we have put into place are going to
play a great role in helping us achieve our
target and become the world's 10th largest
economy. This target is quite possible, and
Turkey will definitely succeed in reaching it.
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We plan to open
new representative
bureaus in countries
where we don't currently
have representation,
oversee active and
effective participation
in trade fairs and organize
specific  and targeted
trade and procurement
delegations

Turkey’s Foreign Trade Minister Zafer 
Çaðlayan (L) holds a joint press conference 
with Chinese Trade Minister Chen Deming in
Beijing. The Turkish minister rarely stays in
Turkey and has traveled hundreds of thousands
of kilometers in just five months to the markets
where Turkey wants to further increase 
mutual commercial relations.







The most recent global economic
crisis has clearly demonstrated
the need for an international

system, for a healthy and well-run struc-
ture which will make it possible to pre-
dict crises and work to prevent them.
Both the IMF and the World Bank, which
play critical roles within the framework
of the global economic system, are set to
lead the move to create such an interna-
tional system. Of course, it is an undeni-
able reality that the economic policies of
the nations which are members of these
institutions have a great effect in all this.

As for Turkey, it remains resolute in
its efforts to be one of the stronger
fortresses within the global system.
Turkey has continued its growth strategy
based on increased exports, a strategy
with its roots in the 1980s, and entered
into the new millennium by making
structural economic reforms a top priori-
ty. In fact, its financial systems have been
greatly strengthened as a result of the re-
forms made in the wake of the 2001 eco-
nomic crisis which took place in Turkey.

As a result of the combination of
smart policy changes and a harmonious
global climate, the Turkish economy per-
formed extraordinarily well between
2003 and 2007, and was thus able to en-
ter into a period of rapid growth. Growth
that continued steadily and without in-
terruption over 27 financial yearly quar-
ters and which reached an annual aver-
age of 7 percent put Turkey's purchasing
power up in the ranks of Europe's sixth
and the world's 17th largest economy. It
was in fact only due to drops in produc-
tion and negative factors such as unem-
ployment as a result of the spreading
global economic crisis that led to a break
in economic growth in Turkey.

Thus, the picture that appears before
us now when we say Turkey is this: a gi-
ant economy whose gross national prod-
uct has reached $750 billion, which ex-
ports to more than 200 nations around
the world, whose total trade volume is

up at $340 billion annually, and which
produces much across a broad spectrum
of industry. In fact, Turkey is currently
the EU's sixth largest trading partner.
Turkey is also a nation which exports a
full one-third of its goods to the EU,
North America and developed nations
around the world, a nation with con-
struction projects abroad that total $130
billion in revenue, and, of course, a na-
tion chosen by more than 26 million
tourists a year.

Currently, the role played by the lib-
eral policies put into place regarding in-
vestments by foreign capital in Turkey is
great. Since the start of the 2000s, there
has been much done to better the cli-

mate of investment in Turkey and to see
these new policies implemented. What's
more, reforms made in correlation with
European Union regulations have been
carried out with success. Turkey has al-
ready signed off on free trade agree-
ments with not only European Free
Trade Association (EFTA) nations, but
many other counties as well. In addition
to Turkey's ever-developing foreign
trade volume, its own national markets
are so large and dynamic that they tend
to pull and attract not only local but also
foreign investment.

As a result, over the past five years,
Turkey has attracted more than $70 bil-
lion in direct foreign investment, while
the number of companies backed by for-
eign capital and active in Turkey is now
more than 22,000. These are companies

involved in retail and wholesale trade as
well as production (textiles, chemical
materials and products, food and drink,
etc.), property rental and other sectors.
In the meantime, despite the global eco-
nomic crisis, the amount of direct foreign
capital investment that entered Turkey in
2008 was $17.7 billion.

Putting aside for a moment the tem-
porary negative effects of the latest glob-
al economic crisis on not only Turkey
but, of course, the whole world, it is
quite clear just how serious Turkey's real
economic potential is. To wit, there are
very few national markets in the world
these days as large and dynamic as
Turkey's. Additionally, Turkey possesses

geographic proximity to other enormous
economies only a few hours' flight away.
It also owns growing groups of well-ed-
ucated professionals in the workforce,
strong family companies which are be-
coming more and more professional, a
private sector that is competitive on a
global level, a climate of investment
much better than it used to be, an econ-
omy focused on production and export, a
successfully guided economy and politi-
cal stability.

According to a global competition
ratings guide put out by the World
Economy Forum for the 2008-2009 peri-
od, Turkey was ranked sixth in terms of
the creation of new businesses, 15th in
terms of size of national markets, 25th in
terms of size of foreign markets, 32nd in
terms of local suppliers, 39th in terms ofOP
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Turkey was ranked sixth in terms of the creation 
of new businesses, 15th in terms of size of national
markets, 25th in terms of size of foreign markets, 
32nd in terms of local suppliers, 39th in terms of the
development of its financial markets and 45th
in terms of its use of the latest technologies



the development of its financial markets,
45th in terms of its use of the latest tech-
nologies and 48th in terms of use of
technology by its companies. Turkey's
comparatively high ratings out of 134
countries manifestly display Turkey's
competitive superiority front and center.

This is the Turkey we see in 2009,
and we can progress along Turkey's
path into the future with great hopes
and expectations.

There is a constant stream of new
precautions and reforms being imple-
mented in Turkey to ensure the continu-
ing increase of Turkey's competitive
strength. There is great importance being
placed on technology-based, high-value
production as well as on intensive re-
search and development in industry,
and, of course, innovative projects.
Within this framework, there is also a
current effort to increase the amount and
variety of products aimed for export that
rely on advanced technology. One satis-
fying example of the results from these
efforts is that between 2002 and 2007,
the number of mid to high-technology
products being produced rose from 18.2
percent to 27.2 percent, while the share
of total exports grabbed by these products
went from 24.3 percent to 32.3 percent.

Of course, the importance of infor-
mation, technology and innovations in
the development of Turkish industry is
undeniable. In terms of goals set for in-
formation and technology for the year

2013, we are planning to increase the
share of the funds devoted to research
and development over gross domestic
product (GDP) to 2 percent. Other goals
are to increase the number and quality of
scientists, and to see the ranks of re-
search and development personnel swell
to 150,000. To wit, with the 119 percent
increase in the spending on research and
development in Turkey between 2002-
2007 putting the nation at number two in
world rankings in terms of this increase,

when the total amount of spending on
research and development are examined,
we see that Turkey is currently ranked
23rd. With the newly started research
and development support system that
was put into place in 2008, a full 53 new
research and development centers were
set up within one year in Turkey. In addi-
tion, techno-entrepreneurial start-up
capital was offered to 78 young entrepre-
neurs in Turkey. Another sign of the re-
cent increased investments in technologi-
cal production in Turkey is that the num-
ber of “techno parks” set up is now at 36.

In addition, Turkey's new industry
strategy is strongly focused on high tech-
nology, high productivity, high added
value, creating an attractive atmosphere
for investment and employment, a quali-
ty workforce and the concept of sector-
based competitiveness.

Turkey is currently on the brink of a
completely new and hopeful period as
concerns economy and industry. The na-
tion appears headed towards maintain-
ing and securing its place as the final
spot for strategic investments, high tech-
nology products and industrialists who
can and are making investments every-
where in the world. We thus invite you to
discover, in this rapidly globalizing world
of ours, the friendly investment atmos-
phere, the new and exciting opportuni-
ties for partnerships and the chance to
become a name in global trade, all fac-
tors that exist in abundance in Turkey.
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Turkey appears
headed towards
maintaining and
securing its place as
the final spot for
strategic investments,
high technology
products and
industrialists
who can and are
making investments
everywhere
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Minister of Industry and Trade Nihat Ergün (C) addresses MÜSÝAD members on the investment climate in Turkey. He has been
striving to increase the appetite for investment since being appointed to the post in the most recent Cabinet reshuffle in May 2009.
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Turkey is the world's 16th and
Europe's sixth largest economy.
Until the current global eco-

nomic slowdown Turkey recorded the
highest growth rates (around 6 percent)
in the Organization for Economic
Cooperation and Development (OECD)
between 2003 and 2005. The OECD es-
timates that Turkey will be third among
countries with the highest growth rates
after China and India by 2017.

Turkey is an economy with a liberal
and reformist climate; in the past five
years, privatization worth $25 billion
has been realized in Turkey.

Half of its 70 million people are under
28, and with approximately 400,000 uni-
versity graduates each year, Turkey has a
workforce of young, well-educated and
motivated professionals. As an added
bonus, the young, educated and vibrant
Turkish population will be an asset for
Europe's gradually aging workforce.

Turkey has been doing relatively well
in terms of the economy despite the cur-
rent global financial economic crisis.
Turkey's strong economy is well placed to
cope with the current global financial and
economic crisis. Lessons have been learnt
since 2001. As a member of the G-20,
Turkey can help find global solutions.

We are probably the only European
country whose financial and banking
system has not been so badly affected
by the crisis. No Turkish bank had even
faced a failure or recorded a loss in
2008. The Turkish banking and finan-
cial sector managed to preserve its sta-
bility despite the harsh global atmos-
phere and registered a net profit of
$13.3 billion at the end of 2008.

Despite the ongoing global crisis,
Turkey is in the top 10 emerging mar-
kets after BRIC countries (Brazil ,
Russia, India and China).

Turkey, which is currently engaged in
full membership negotiations to join the
EU, continues to attract around 10 per-
cent of total foreign direct investment
(FDI) inflows to developing economies
($20 billion) and 30 percent of total FDI
inflows to emerging Europe. The estimat-
ed FDI inflow for 2008 is $20 billion.

Turkish and EU companies benefit
from the EU-Turkey customs union.
Turkey entered the customs union on
Jan. 1, 1996 and has amended its cus-
toms code in line with EU customs prac-
tices -- including removing barriers for
industrial and processed agricultural
goods and adopting the EU's customs
tariff on imports from third countries.

Actually, in 2008 the number of
Turkish firms in European countries ex-
ceeded 150,000, and their total turnover
exceeded 50 billion euros, employing
nearly half a million people. The in-
crease of Turkish entrepreneurs within
the EU in the last decade is 73 percent.
If current trends continue, Turkish en-
trepreneurs could provide close to 1
million jobs in the EU by 2015.

Turkey offers straightforward legal
and tax arrangements for investors, and
according to the World Bank Doing
Business database ranks well ahead of
all competitors and OECD countries for
average business start-up time.

Recently, the energy sector has
demonstrated once again one of the great
potentials that will increasingly be one of
the key dimensions of Turkish-European
economic cooperation. In addition to sev-
eral oil and gas pipelines and projects
connecting energy providers in the East to
consumers in the West through Turkey,
the Nabucco pipeline project is one of the
most important projects in which Turkey
and Europe are cooperating closely.

Even though it has not been so visi-
ble so far, Turkey constitutes a key part-
ner in dealing with illegal immigration,
which is a serious concern for the
European labor market and internal se-

curity. The challenge is tremendous, and
Turkey is a real bulwark in this regard.

Turkey's adoption of the Kyoto
Protocol and its favorable position on cli-
mate change is a great asset for an envi-
ronmentally friendly Europe. The signifi-
cance of this can only be understood when
one looks at the map of Turkey, with rich
fauna and flora bordering several regions.

These striking figures make Turkey
part of the European economic recovery
and stimulus plan. But this contribution
should not be limited to Europe but al-
so beyond since Turkey is an important
G-20 member. Turkey provides easy
access to 1.34 billion consumers in
Europe, the Commonwealth of
Independent States (CIS), the Middle
East and North Africa. Turkey has

signed over 80 bilateral investment
treaties with countries around the
world and has free trade agreements
with 15 countries, with more on the way.

Another dimension is that one in four
of the largest companies operating in the
Middle East and North Africa is Turkish.
Of Europe's 500 biggest companies, 12 are
Turkish, and there are over 1 million
Turkish entrepreneurs across 80 countries.

The essence of Turkey's EU membership
is integrating the world's 16th and potential-
ly next trillion dollar economy with the
world's largest economy, namely the EU.

Getting closer to EU membership for
Turkey has contributed to these promis-
ing economic figures. Turkish full mem-
bership in the EU will lead to full confi-
dence and more encouragement in terms
of economic and business relations with a
multiplier effect in the yields of Turkish
and European economies and beyond.

Turkey: part of the solution
in the European economic
recovery and beyond
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The prospect of EU membership has contributed to
Turkey’s promising economic figures. Turkey’s full
membership in the EU will lead to full confidence in
terms of economic and business relations with a
multiplier effect in the yields of Turkish and
European economies and beyond
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The Turkish economy, as one of
the largest economies in the
world, provides a wide range of

opportunities for foreign investors. During
2002-2008, thanks to prudent fiscal and
monetary policies supported by structural
reforms, our economy has demonstrated a
strong and steady growth performance. In
this period, the real gross domestic prod-
uct (GDP) growth rate was realized as 5.9
percent on average, making the Turkish
economy one of the fastest growing
economies worldwide. Turkey's per capita
GDP, spurred by this strong growth per-
formance, had increased to $10,436 as of
the end of 2008 from $3,517 in 2002.
Turkey has become the 17th largest econ-
omy in the world with a strong potential
to rise further in the near future.

The implementation of sound macro-
economic policy was instrumental in the
strong growth performance in the 2002-08
period. The macroeconomic policy fo-
cused on maintaining fiscal discipline to
significantly reduce the public sector bor-
rowing requirement and ultimately public
debt to GDP ratios. As of 2008 the EU-de-
fined public debt to GDP ratio was
brought down to 40 percent compared to
the 60 percent threshold defined by the
Maastricht criteria for government debt.
The reduction in public debt was accom-
panied by the improvement of its compo-
sition and the fall in the cost of public bor-
rowing. The government has also under-

taken structural reforms to streamline the
management of public expenditure. The
Public Financial Management and Control
Law introduced in 2003 strengthened the
transparency, efficiency, effectiveness and
accountability of the public financial man-
agement system. This was accompanied
by a new Public Procurement Law and tax
reforms. These reforms have paid off well
so far, but the government is keen on
moving ahead in further improving fiscal
transparency and audit. In the coming
years, fiscal discipline will continue to be
the linchpin of economic policies as it en-
hances the resilience of the Turkish econ-
omy to adverse shocks.

On the financial sector front, the
bank restructuring accompanied by the
comprehensive regulatory and supervisory
reform undertaken following the 2001 cri-
sis paid off well in terms of enhancing fi-
nancial intermediation and strengthening
the banking sector against shocks. The re-
forms encouraged successful risk manage-
ment by banks, which was critical in
weathering the negative spillover from the
recent global financial crisis.

Turkey's current financial regulatory
and supervisory framework is in line with
best practices. Despite the global econom-
ic crisis, the Turkish banking sector man-
aged to maintain its sound capital ade-
quacy, well above the levels required by
international standards. In addition, the
banks' low reliance on external credit in
financing their operations provided a
cushion against risks from unfavorable
global financial conditions.

The government also presented a
sharper focus for dealing with the struc-
tural problems of the Turkish economy. In
this regard, further strengthening public
governance and fiscal management,
deregulating the labor and energy mar-
kets, supporting R&D activities and inno-
vation, improving the investment envi-
ronment, increasing the effectiveness of
the social security system and moving to a
higher value-added production structure
in industry and services have been instru-
mental in improving Turkey's attractive-
ness as a key investment destination.

The government has defined its role
in the economy as a prudent regulator
rather than an active player. In this re-
gard, the government's role in key
sectors such as energy, tobacco and

What lies beneath the 
success of the recent past?
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Turkey’s structural
reforms have paid off
well so far, but the
government is keen on
moving ahead in further
improving fiscal 
transparency.  In the
coming years, fiscal
discipline will continue
to be the linchpin of
economic policies
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communications was reduced with an
ambitious privatization program, and
fair and transparent rules to ensure a
level playing field were set to increase
the attractiveness of these sectors for
the private sector. These market-friend-
ly reforms contributed significantly to
the investment environment. Moreover,
tax policy and social security reforms
have reduced the cost of doing business
in Turkey. The reduction in the corpo-
rate tax rate from 30 percent to 20 per-
cent and the lowering of the financial
and non-financial costs of employment
also made a significant impact in im-
proving Turkey's attractiveness. In addi-
tion, as a candidate country for EU
membership, Turkey has taken impor-
tant steps toward convergence with the
EU in economic, social and legal aspects.

In addition, two platforms were es-
tablished to tailor Turkey's policies and
efforts to advance the investment envi-
ronment. The Investment Advisory
Council and the Coordination Council
for the Improvement of Investment
Environment (YOÝKK) facilitated con-
sultations and continuous feedback be-
tween investors and policymakers. All of
these efforts have so far paid off as the

volume of international foreign direct
investment in Turkey has reached record
high levels in the last four years.
Cumulative FDI inflows for the last four
years of $70.2 billion were realized,
which constitutes 6.7 percent of net eq-
uity investments to emerging market
countries. Turkey ranked ninth among
emerging market countries and 23rd in
the world in terms of FDI inflows in 2007.

Turkey's image as an attractive in-
vestment destination is also reflected in
the prominent global investment location
indices. According to the World Bank's
“Doing Business” report, which provides
objective measures of business regula-
tions and their enforcement across 181
countries, Turkey's ranking improved to
59th (according to the 2009 report) from
91st (according to the 2007 report) in
terms of ease of doing business. Similarly,
according to the World Economic

Forum's “Global Competitiveness Report
2008-2009,” another prestigious invest-
ment climate indicator, Turkey's ranking
in the globally competitive economies im-
proved to 63rd among 134 countries from
71st out of 117 countries in 2005.

To sum up, the remarkable economic
achievements of the recent past have put
Turkey in a better position in attracting
FDI compared to earlier years. With its
proximity to main export markets and a
customs union agreement with the EU, a
stronger presence in main energy corri-
dors, relatively less indebted households,
a sound banking sector and streamlined
regulatory framework, doing business in
Turkey is now much easier and less costly.

Turkey is expected to be one of the coun-
tries that will return to a high growth trajectory
once the global economy recovers. Our guests
in Ýstanbul will have the opportunity to see the
dynamism of our economy for themselves.
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With its proximity to main export markets, a stronger
presence in main energy corridors, relatively less
indebted households and a sound banking sector, doing
business in Turkey is now much easier and less costly

Çanakçý (R) and two former IMF Turkey desk chiefs Reza Moghadam (C) and Lorenzo Giorgianni are heading to a meeting in this 2005 photo.
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The financial problems that erupt-
ed in developed countries in late
2007, which gained a global di-

mension after spreading to developing
countries by mid-2008, caused a worldwide
recession and a dramatic decline in the vol-
ume and size of world trade and financial
transactions. These developments have
had a serious impact on Turkey, where for-
eign trade constitutes 50 percent of the
gross national revenue, since the last quar-
ter of 2008. In addition to external demand,
internal demand was seriously influenced
by the global economic crisis. Both inter-
nal and external demand has declined,
the production rate has dropped and op-
portunities for external finance have been
limited. The unemployment rate in-
creased, and the public budget deficit grew.
On the other hand, interest rates as well as
the inflation rate dramatically declined.

In terms of fixed prices, the gross do-
mestic product (GDP) declined by 6.2
percent in the last quarter of 2008, where-
as this decline was 13.8 percent in the
first quarter of 2009. This means that the
GDP, which had grown by 3.7 percent
annually in September 2008, dropped by
3.9 percent in the first quarter of 2009 on
the annual basis. The GDP is expected to
decline by 5 percent this year. The unem-
ployment rate was 13.6 percent as of May,
a high figure which was largely due to

new additions to the labor force. While
the savings deficit to GDP ratio was 5.6
percent at the end of 2008, it is estimated
that it declined to 3 percent in June 2009.

The budget deficit to GDP ratio was an
estimated 4 percent in the first half of 2009;
it is expected that this will reach 5.5 percent
by the end of the year. The internal debt
stock to GDP ratio was 29 percent in late
2008, whereas it increased to 32 percent in
the first half of 2009. The consumer infla-
tion rate declined to 5.4 percent as of July.
It is expected that the annual inflation rate
will be around 5 percentage points by the
end of the year. The central bank's short-
term interest rates have dropped by 11
percent, declining to 7.25 percent. The
market interest rates have also dropped in
accordance with the decline in the central
bank rates. In annual terms, the trade vol-
ume declined from $348 billion in
September 2008 to $270 billion in June.
During the same period, the annual cur-
rent account deficit declined from $47 bil-
lion to $20 billion. Inflow of capital dramat-
ically slowed; the amount of capital flows
declined from $48 billion to $5 billion.

The government, the Banking
Regulation and Supervision Agency (BD-
DK) and the central bank took measures
to limit the negative impact of the devel-
opments. Public expenditure was in-
creased in an attempt to address the de-

cline in internal demand and limit the rise
in the unemployment rate. Tax rates were
revised to support some sectors, and
loans were provided to deal with the
sharp decline in exports. Measures were
also taken to restructure the loans of the
banking system, whereas the central
bank expanded liquidity opportunities.

Measures taken in Turkey con-
tributed to the preservation of stability in
the banking sector because of the prolif-
eration of global financial risks. These
measures include steps taken by the cen-
tral bank with respect to currency mar-
kets to make sure that the currency liq-
uidity in the system is used more effec-
tively and wisely and BDDK regulations
introduced to restructure loans and re-
classify movable assets. These measures
affected the banking sector positively.
Similarly, the positive implications of the
monetary policy pursued by the central
bank as well as the fiscal policy measures
implemented by the government helped the
banking sector manage the existing risks.

Developments in 
the banking sector
Global developments affected the bank-
ing sector as well. However, the impact
of these developments has been rela-
tively limited in Turkey. The reasons
for this limited impact are high capital

Global developments and
their implications for banking

The positive implications of the monetary policy
pursued by the central bank as well as the fiscal
policy measures implemented by the government
helped the banking sector manage the existing risks
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adequacy, high asset quality, successful
risk management and low currency and
liquidity risks because of effective public
supervision and the successful adminis-
tration of interest rates and term risks.

Bank opportunities for external bor-
rowing have been limited since the cost for
external borrowing has increased and
management of currency liquidity has be-
come even more important. Demand for

banking services declined suddenly be-
cause of narrowed economic activities. The
demand for savings in TL currency contin-
ued to increase in real terms, whereas de-
mand for foreign currency visibly declined.

In addition to the increase in the pub-
lic demand for banking resources, the de-
mand for loans decreased and a more
cautious loan policy was implemented
considering the growing risks. Because of
this, no visible change was observed in
loan stocks. The rate of loans to GDP re-
mains steady at 37 percent, whereas the
loan-savings ratio declined by 8 points.
The share of loans in aggregate assets de-
creased by 5 points to 47 percent. In com-
parison to the end of 2008, the increase
rate in corporate loans was slower than
the increase rate in individual loans.

Loan risk has increased. The ratio of
overdue receivables to loans was 3.1
percent in the third quarter of 2008,
whereas it became 5.2 percent in July.
Specific reserve at a rate of 79 percent
was allocated for overdue receivables.

On the other hand, the share of the
exported movable assets by the public
sector has increased in the assets of
banks. The share of the movable asset
portfolio within the total assets increased
by 3 points and reached 30 percent.

The impact of the currency risks of
banks has been limited at a time when
global developments started to affect the
banking system. Because of the short-
term sources and long-term assets, the in-
terest rate risk increased. However, a
sharp decline in the interest rates posi-
tively affected the interest rate margin. In
the meantime, banks took measures to
limit their expenditures. Owing to these
measures, their activities have become

more profitable; a slight increase has been
observed in their profits. Increased prof-
itability resulted in stronger and healthier
equity capitals. Equity capitals had in-
creased by 13.4 percent in the TL base by
June since the end of last year, reaching
TL 93.7 billion, and by 13.2 percent in the
US dollar base, reaching $61.5 billion. The
capital adequacy rate increased by 1.3
points in the same period to 19.4 percent.

General information on the
banking system in Turkey
There are 49 banks actively working in
Turkey. Thirty-two of these 49 are savings
banks, and 13 are investment banks.
Savings banks are now authorized to open
participation accounts for their customers,
whereas participation banks are now al-
lowed to collect savings. Investment
banks, on the other hand, are not allowed
to export savings and participation assets.

Based on the breakdown of total assets, as
of June, 93 percent of banks were savings
banks, whereas 3 percent of banks were in-
vestment banks and 4 percent were participa-
tion banks. Savings and investment banks are
members of the Banks Association of Turkey
(www.tbb.org.tr), whereas participation banks
are represented by the Participation Banks
Association of Turkey (www.tkbb.org.tr)

As of June, there were 8,851 savings
and investment bank branches that em-
ployed a total of 171,255 staff members. In
terms of ownership, the banks are classified
into four groups: public, private, foreign and
private-foreign capital. The share of public
banks in the total assets of savings banks
was 33 percent as of June, whereas it was 53
percent for private banks in the same period
and 14 percent for foreign banks.

There are 24 savings and investment
banks that have established strategic partner-
ship with foreign actors. The main sharehold-
ers of these banks are based in the US (3),
France (3), the Netherlands (2), Belgium (2),
Germany (2), Greece, Portugal, Luxembourg,
Iran, Pakistan, Israel, Bahrain, England,
Saudi Arabia, Italy, Kazakhstan and Libya.

Supervision of financial 
establishments in Turkey
The supervision of banks, leasing and
factoring establishments are undertak-
en by the BDDK, an autonomous
body. The capital market activities and
transactions of banks are subjected to
the supervision and control of the
Capital Markets Boards (SPK). Insurance
companies are subject to the control
and supervision of the Turkish Treasury.

This article was prepared 
by Banks Association of Turkey (TBB).

The rate of loans to GDP remains steady at 37 percent,
whereas the loan-savings ratio declined by 8 points.
The share of loans in aggregate assets decreased by

5 points to 47 percent. In comparison to the end of
2008, the increase rate in corporate loans was slower

than the increase rate in individual loans
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The global financial crisis, which
erupted in developed markets and
spread across the world during the

last quarter of 2008, continued to dominate
the economic outlook during the second
quarter of 2009. While recent data suggest that
the worse may be over, improvements in
leading indicators have been slow, problems
in credit markets linger and employment re-
mains in a precarious state, suggesting that
the recovery will be anemic and protracted.

As with most emerging economies,
Turkey was also hit hard by the crisis. The
Turkish economy, which had been growing
for 27 quarters in a row, experienced a sig-
nificant contraction in the last quarter of
2008 and the first quarter of 2009. The high-
er share of cyclically sensitive exports, firms'
dependence on external financing condi-
tions and high production capacity just be-
fore the global downturn were all factors that
exacerbated the severity of the recession.

Despite the marked deterioration in
economic activity in Turkey, there were at
least three factors that prevented an out-
right depression. These factors were the
soundness of the financial system during
the crisis, low levels of Turkish household

indebtedness and an assertive monetary
policy stance that aimed at mitigating the
impact of the crisis on the economy.

The resilience of 
the Turkish financial system 
The Turkish financial system proved to be re-
silient to the financial crisis relative to many
other emerging economies. Unlike some of
its peers, the Turkish banking system did not

require any rescue packages, deposit guaran-
tees or other forms of government support
throughout the crisis. The robustness of the
Turkish financial system in this period was to
a large extent a consequence of the financial
reforms implemented in the aftermath of the
2001 crisis. Therefore, in contrast to many
other countries that have recently revised or
put into practice bailouts or better superviso-
ry and regulatory frameworks, these had al-
ready been established in Turkey several
years ago. Furthermore, leading into the re-
cent crisis, in contrast with many other
countries, the Turkish financial system was
well capitalized with high capital adequacy
ratios, had relatively low loan-to-deposit
and leverage ratios, low levels of foreign
exchange rate exposure and balance sheets
that were free of the toxic assets that
some economies are still struggling with.

In addition to the sound structure of the
financial system, the low level of household
indebtedness relative to other emerging
economies has also contributed to the re-
silience of the Turkish economy during the re-
cent crisis. Moreover, the share of foreign cur-
rency-denominated loans in the current debt
stock of households is small compared to

The global crisis and 
monetary policy in Turkey
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In addition to the 
sound structure of the
financial system, the low
level of household 
indebtedness relative to
other emerging economies
has also contributed 
to the resilience of the
Turkish economy during
the recent crisis

DURMUÞ YILMAZ*

* Governor of the
Turkish Central Bank.

Workers at the central bank are scrutinizing newly printed banknotes for faults. The bank has closely watched the monetary base during the crisis.
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Central and Eastern Europe. Markets seemed
to have appropriately appraised these factors,
as the risk premium indicators in Turkey im-
proved significantly when compared to
those in many other emerging economies.

An assertive monetary policy
Historically, Turkey has been one of the
emerging countries most sensitive to chang-
ing perceptions of market risk and shifting
investor sentiment. However, during the re-
cent international capital market turmoil,
Turkey witnessed a relative improvement of
risk premium and financial market volatility
when compared to other emerging coun-
tries. Moreover, the volatility in foreign ex-
change and capital markets has been rela-
tively more limited. These developments
have confirmed that the Turkish economy,
after going through significant structural
transformations in recent years, has a much
stronger foundation and is therefore less vul-
nerable to external shocks than in the past.

The soundness of the financial system,
healthy household balance sheets, and con-
sequently the relatively limited deterioration
of the risk premium have provided the
Turkish Central Bank with more policy space
relative to central banks in many other
emerging economies. To this end, the central
bank adopted a countercyclical strategy of
front-loaded policy easing and has delivered
sizeable cuts in policy rates since the fourth

quarter of 2008 to support confidence in
the economy. The cumulative re-

duction in policy rates was
more than any other cen-
tral bank in the world,
across both advanced and
emerging economies.

The central bank
anticipated several criti-

cal developments
which underpinned
the policy stance dur-

ing the crisis:
Despite the sig-

nificant depreciation of the Turkish lira in the
last quarter of 2008 vis-à-vis the currencies of
advanced economies, the central bank fore-
casted early on that the contraction in eco-
nomic activity coupled with the sharp decline
in commodity prices would limit the ex-
change rate pass-through and hence infla-
tion targets would be undershot in the medi-
um term. Therefore, the central bank fo-
cused on mitigating the impact of the global
crisis on the Turkish economy without en-
dangering its main objective of price stability.

During the central bank's easing cycle,
data on inflation and economic activity to-
gether with the relatively benign course of
key risk indicators vindicated its monetary
policy decisions and in turn strengthened
the impact of these policies on expectations.
As expectations were further aligned with
the policy intentions of the central bank,
government bond yields decreased to his-
torically low levels and therefore brought
real interest rates lower than pre-crisis lev-
els. This is an important development, be-
cause in previous crises real interest would
tend to increase, thereby exacerbating the
severity of the economic contraction.

The central bank's policy response to
the crisis was not limited to rate cuts, but
also included various measures to main-
tain confidence in the financial markets.
In line with other countries, most of
these policy measures aimed at support-
ing interbank liquidity and smooth-
functioning foreign exchange markets.

Conclusion
The experience of the recent global crisis has
highlighted the importance of financial sys-
tems within a global scale. Emerging countries
that entered the crisis with sounder financial
systems tended to have a greater degree of
policy flexibility. In this context, Turkey's well-
capitalized financial system allowed the central
bank to adopt a counter-cyclical policy and im-
plement an easing cycle deeper than any other
emerging economy, thereby helping to miti-
gate the severity of the economic contraction.
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Born in Uþak in 1947, Yýlmaz obtained his
bachelor's degree in economics from the City
University of London and his master's de-
greee from the University College, University
of London. Yýlmaz started to work in the for-
eign exchange department at the Central
Bank of Turkey in 1980. He worked in the ar-
eas of foreign debt rescheduling, exchange
rates and foreign exchange reserve manage-

ment. He became deputy director of the for-
eign exchange transactions division in 1993,
director of the interbank money market divi-
sion in 1995 and director of the balance of
payments division in 1996. Yýlmaz was pro-
moted to deputy executive director at the
markets department in 1996 to supervise
foreign exchange risk management, loans,
foreign exchange markets and open market

operations. He was appointed executive di-
rector of the workers' remittances (non-resi-
dents foreign exchange deposits) department
in 2002. Yýlmaz was elected boarrd member
at the shareholders ordinary general meet-
ing on April 2003. After serving as a board
member between May 2003 and April
2006, Yýlmaz was appointed governor of the
Central Bank of Turkey on April 18, 2006.
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Banking sector watchdog head argues that recent
economic developments defy the theory that

suggests financial stability is not maintained in an
economy where there is no price stability

The relatively mild impact of the
global financial crisis on the
Turkish economy, the continuing

profitability of the banking sector and the
stability in the credit markets have been at-
tributed by experts and analysts to tight fi-
nancial management. The Banking
Regulation and Supervision Agency (BD-
DK), created to address the shortcomings
of the financial system in the aftermath of
the crushing economic crisis in 2001, has
played the leading role in this story of success.

BDDK Chairman Tevfik Bilgin
spoke to Turkey Outlook on the reasons
for the striking success of Turkey in the
crisis, the measures they have taken to
cope with the crisis and the overall out-
look of the banking sector in Turkey.

Bilgin argues that recent economic de-
velopments defy the theory that suggests fi-
nancial stability is not maintained in an
economy where there is no price stability.
Bilgin says: “Other countries have used an-
tibiotics and relied on the cure of serums as
well as intensive care during the global crisis,
whereas Turkey has relied on painkillers
alone; the relative independence of Turkey
from further treatment is the strength of the
Turkish banking system and its stability.”

ERCAN BAYSAL ANKARA
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What happens in the Turkish
banking sector?

The amount of total assets is TL 768 bil-
lion in the banking sector, where 49 banks
were operating as of June 2009. Despite this
fact, shrinking domestic demand for loans to-
gether with the deleterious impact of the glob-
al crisis on the entire economy has slowed the
rate of increase in loans, which constitute the
major component of assets. The total amount
of loans extended by the sector had increased
by 7.4 percent and reached TL 368 billion
as of June. With the slowdown in the
amount of loans, banks have grown more
prone to focus on movable assets. The to-
tal amount of savings, the biggest compo-
nent of the sector, is TL 468 billion. The
strong structure of the sector is still visible;
equity capital totaled TL 98 billion in June.

What do all these figures mean?
The financial stability indicators of the

sector confirm that the impact of the crisis
across the sector has been limited. The capi-
tal adequacy ratio (CAR) of the sector is 19
percent, a figure far greater than the legal
limit (8 percent), and the target ratio (12 per-
cent). The ratio of the foreign exchange net
general position to equity capital is below 1
percent. The likelihood that the loans will be
repaid in the sector seems to be adequate;
the profitability performance of the sector is
satisfactory; the total amount of profits of
the sector is TL 11 billion. The equity capi-
tal profitability in the first half of the year
was 18 percent, whereas the asset prof-
itability was 2.2 percent in the same period.

What is your general impression
with respect to the national markets?

The repercussions of the external shocks
created by the ongoing economic crisis have
affected Turkey. The growth rate, which start-
ed to visibly decline in early 2008, turned into
economic contraction in the first quarter of
2009. However, the recent developments and
indicators with respect to the industrial pro-
duction index, the capacity utilization rate, the
consumer confidence index and the real sector
confidence index in the period between April
and June 2009 as well as the moderate decline
in the unemployment rate in April refer to a
partial improvement in economic conditions.
Measures taken to address the crisis, including
tax reductions, contributed to the amelioration
of the conditions. The introduction of further
bold measures and the preservation of fiscal
discipline will play an enormous role in
achieving viable macroeconomic stability.

Based on what you said, how is
the current performance and state of
the Turkish economy?

The dire impact of the crisis on the
Turkish economy is becoming less visible; its
influence will be even more limited in 2010
because of the banking sector's stability and

strength. However, obviously, we expect risks
to emerge during this period when the econ-
omy returns to its normal track. The contrac-
tion in the economy particularly, as well as
the increase in the unemployment rate will
have some impact on credit as well as indi-
vidual loans granted by the banks. In addition
to such internal risks, there will also be some
short-term changes in the global financial
structure; these expected changes will in-
crease the intensity of supervision in Turkey
and worldwide. However, it should be noted
that the amount and level of the supervision
should be taken into account considering
that excessive and extremely tight supervi-
sion may destroy the banking sector and
may render its financial investment instru-
ments ineffective. Greater emphasis on the
sensitivity to risk and the intensity of supervi-
sion will not discourage the interest in
Turkey's still fresh potential because of its cur-
rent stability and strength. However, in order
for the parties to this interest to find a suitable
place in the sector, both the public and pri-
vate sectors should be stable and reputable.

Turkey's performance during the cri-
sis attracted a great deal of attention;
there are a number of views on this mat-
ter; how do you explain Turkey's success?

The current experience in the Turkish

economy defied the validity of a commonly
held assumption which suggests that finan-
cial stability cannot be maintained without
price stability. As the experience in Turkey
and other countries tells, the achievement of
financial stability and strength in the bank-
ing sector is a precondition for success in
fiscal and monetary policy. Compared to
many countries in Europe and in the US,
Turkey is the only country that does not in-
ject large sums of money into its banks; this
suggests that the impact of the crisis across
Turkey has been fairly limited. This is a fact
that clearly illustrates the above argument.
The most obvious reason for the current
state of the Turkish economy is the ability to
transform the collective experience during
the financial crisis in 2001 into a national
lesson well learned by the public and bank-
ing sectors as well as society as a whole.

During the global crisis, the other coun-
tries relied on some extreme methods for full
recovery -- methods compared to the use of
antibiotics or intensive care treatment --
whereas Turkey used painkillers alone; the

most obvious reason for this was the strength
and stability of the Turkish banking sector.
Every treatment chosen by central banks
worldwide during the crisis will have some
repercussions in the future depending on the
strength of the measures. The relative success
of the Turkish economy during the crisis and
the attractive performance of the Turkish
banking sector during the same period
brought attention to its stability and strength.
This takes Turkey to an advantageous posi-
tion. In particular, the banking sector's ability
to achieve sustainable growth and profitability
makes Turkey an attractive alternative for in-
ternational portfolio investments despite re-
cent cuts in interest rates. Moreover, Turkey's
promising potential points to a market struc-
ture that hosts many opportunities; this
means that the interest shown by big finan-
ciers from international markets in the
Turkish banking sector will be permanent.

The recovery in the real economy, the
signs of which had started to appear by mid-
2009, implies that a stable and strong banking
system supporting the use of financial sources
in the most effective way possible will be visi-
ble in 2010; this means that Turkey will even-
tually have a healthy and stable economy that
will overcome the global financial crisis thanks
to the stable banking system as well as the

It should be noted that the amount and level 
of the supervision should be taken into account
considering that excessive and extremely tight
supervision may destroy the banking sector
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confidence held by global markets in this sys-
tem. The stable state of the Turkish lira along
with the strong indicators in Turkish financial
investment instruments despite decreases in
real interest rates show that the strength of the
Turkish banking sector has been well per-
ceived and well taken by global markets.

So what is your opinion as to why
Turkey was not dramatically affected
by this crisis?

Turkey restructured its banking sector in
the aftermath of the huge financial crisis in
2001; bold steps and measures were taken to
stabilize the banking sector during this period.
While the banking sectors of leading countries
were struggling with the ongoing crisis,
Turkey's banks enjoyed the results of the
measures taken before. So it is no coincidence
that Turkish banks maintained profitability
while banks in other countries suffered from
the dire consequences of the crisis. Practices of
good governance, transparent reporting stan-
dards and strict implementation of reforms to
tackle the problems in the sector, the achieve-
ment of operational and financial restructur-
ing in the banks and the improvement of the
ability to supervise and inspect have all con-
tributed to this process, during which Turkey
strengthened its financial sector. The role of
derivative products, which have grown exces-
sively in the last decade and escaped full in-
spection and supervision, was not perceived in
a timely manner during the ongoing crisis; the
spread of the crisis through financial systems
happened through some structured financial
instruments and derivatives called toxic assets.
The countries having such assets were the
most affected by the crisis. The fact that the
presence of such assets does not pose a threat
or danger to the Turkish economy because of
their limited size and amount has been a de-
termining factor in Turkey's survival and suc-
cess during the global financial turmoil.

Could you talk about the meas-
ures taken by the BDDK? To what ex-
tent were these measures successful?

Before the crisis started, the minimum
CAR for banks was increased from 8 to 12
percent; the BDDK wanted the banks to per-
ceive the four-percentage-point difference as
a buffer zone. None of the banks were al-
lowed to reduce this ratio below 12 percent.
Some financial authorities in other countries
are now working on how to determine such
buffer zones in times of crisis. They hold that
such a rate is necessary for the preservation of
financial stability. The flow of hedge funds in-
to the Turkish economy and Turkish banks
has never been permitted even in times when
the whole world was enjoying the benefits of
hedge funds and an abundance of liquidity.
Banks have been encouraged to stick to the
principle of “fit and profit” (avoiding risky as-
sets and maintaining profitability, even in

modest numbers) all the time. Products and
derivatives -- similar to gambling instruments
-- as well as instruments used as leverage
were not allowed in the Turkish banking sec-
tor. Derivative products should be supported,
but the instruments developed for excessive
amounts of profits should not be permitted.

As a result of this, the banking sector's as-
sets are eight times bigger than its equity capi-
tal; however, this leverage is around 30-40
times higher in other countries. A cautious ap-
proach was adopted vis-à-vis capital-like
loans, and our agency repeatedly stressed the
importance of the classic but very sound ap-
proach of holding cash capital in such hard
times. To limit the impact of the global finan-
cial crisis on the sector and make the structure
of equity capital stronger, restrictions were im-
posed against the distribution of profits by the
banks; their distribution of profits was subject-
ed to the prior approval of the BDDK. Lenient
provisions were inserted in the relevant legis-
lation on the restructuring of the loans and
other receivables to improve the conditions
for the banks to use credit opportunities. 

The stable state
of the Turkish lira
along with the strong
indicators in Turkish
financial investment
instruments despite
decreases in
real interest rates
show that the
strength of the Turkish
banking sector has
been well perceived
and well taken by
global markets
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Regulations implemented after the
financial crisis we experienced in
2001 have considerably reduced

the vulnerability of the banking sector.
Regulations applied in the last eight years
have provided international standards and
assisted in many areas such as the im-
provement of accounting, audit and capital
adequacy rates, creditworthiness assess-
ments, reinforcement of the risk manage-
ment concept and introducing transparent
and concise rules to managers' responsibil-
ities. With this development, the Turkish
banking sector and all employees have
committed themselves to complying with
each regulation. Such efforts have notably
assisted in achieving the desired results.

On the other hand, if we consider the
performance of the Turkish banking sec-
tor in the global crisis with the outcomes
of previous crises, we will underestimate
the successful results of this period. We
should especially appreciate the results
obtained in risk management, the analy-
sis of the international conjuncture, loan
risk management and profitability.

Measures introduced by the central
bank and the Banking Regulatory and
Supervision Board (BDDK) in Turkey, as
in any other financial market, have helped
banks improve their financial structures.
Turkish banks whose financial structures
have deteriorated continue to enhance
their capital structure and profitability in
the period of crisis, which distinguishes
them from other markets. Of course, com-
pared to other periods the banks have
been reluctant to take on risk in periods of
fluctuation. However, we must remem-
ber that the deterioration in loan quality
of the banking sector is moderate in
comparison with the shrinkage in gross
national product. This reflects the signifi-
cant amount of experience, audit and
management capability in loan issuance.

Although the Turkish banking sector
has adopted a prudent approach to loan
expansion, in 2009 their total assets in-
creased 5 percent in the first six months,
reaching TL 770 billion. The sector's total
assets over gross national product (GNP)
have grown with the effects of the eco-
nomic contraction and have risen from 70
percent to 81 percent. Nearly half of total
assets constitute loans, while almost 30
percent are securities. Its resources are
mainly deposits, at 60 percent, approxi-

mately 83 percent of which are extended
as loans. Accordingly, the resource re-
quirement does not cause a problem in
the short term in the current condition of
the banking sector. Three-quarters of the
loans provided by syndication, securitiza-
tion and any similar means from abroad
have been able to be transformed de-
spite the contraction in financing possi-
bilities. Liquidity introduced into the
markets show that the availability of
these loans may increase in the mid term.

We also observe that our banks have
sufficient resources as well as foreign
sources. If we bear in mind that the sec-
tor has a capital adequacy ratio of al-
most 19 percent, we conclude that the
capital requirement resulting especially
from the adverse worldwide economic

climate has not affected the Turkish
banking system. Foreign markets have
experienced significant deficits because
of problems caused by derivative instru-
ments, products of financial engineer-
ing, the high leverage rate and working
habits. Regardless, the Turkish banking
sector has maintained its development
of traditional banking products and
services and is notable for its strong
capital structure in this period.

At the same time, we clearly saw
that the returns on equity of Turkish
banks reached 25 percent in the first six
months of 2009, thanks to their capital-
supporting structure. Particularly, the
interest rate cut by the central bank had
a positive effect on resource costs, and
this has improved bank interest mar-
gins since the beginning of 2009, which
has in turn stimulated profitability.

Rising nearly 130 basis points com-
pared to year-end, with an acceptable rise
in the cost of risk costs, non-performing
debts have been 5 percent of the total
loans in the sector. It is expected that this
rate will be remain 6 percent through the
end of 2009. Those who thought that the
deterioration in asset quality of Turkish
banks would worsen have already ac-
cepted that they anticipated wrongly.

Many foreign investors have become
aware of the successful performance of
the Turkish banking sector. In 2009, we
are witnessing an increase in activity, es-
pecially in the Ýstanbul Stock Exchange,
under the leadership of the banks, and
demands for more transaction volume to
banks are gradually increasing. Turkish
banks demonstrate that they are ahead of
many financial institutions thanks to their
price factors and financial statements.

We wholeheartedly believe that the
banking sector will offer several appeal-
ing opportunities for their customer base
and product usage in the coming peri-
ods. Efforts to make Ýstanbul a financial
center, gradually increasing the strategic
importance of this country, with a popu-
lation of over 70 million, indicate that
the Turkish banking sector will maintain
its steady course of development.

We, as Halkbank, are already prepared
for this progress and promise not to give
up. We are certain that in the near future
Halkbank will produce successful results
within the sector and continue to grow.

Assessment of the banking
performance during the crisis
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The interest rate cut by
the central bank in
particular  had a
positive effect on
resource costs, and
this has improved
bank interest margins
since the beginning of
2009, which has in turn
stimulated profitability
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Looking at the impact of the eco-
nomic crisis around the world, we
see that the crisis stems predomi-

nantly from the financial system and that
banks, which are part of this system, are di-
rectly affected by it. Seeing the crisis period
from this perspective, banks that have suffi-
cient liquidity, that can manage maturity
and interest risks, that do not have difficulty
finding funds and that can maintain a well-
established balance of gains and costs have
a competitive edge over other banks, and
they have managed to go through this peri-
od with minimal loss and even some gains.

In this regard, it can be said that Turkish
banks have suffered less from the crisis due to
the fact that derivative products are not very
common, the number of housing loans is
lower than developed countries and the sec-
tor has a strengthened capital structure.
Moreover, in light of the experience gained
from previous crises, public authorities have
taken measures to contain the impact of the
crisis on the banking sector. In a nutshell, the
crisis has served as a time when the structural
reinforcement measures taken during this pe-
riod and the banking sector have been tested.
By looking at the outcome of this test, we can
safely assert that the banking sector has re-
covered from its former fragility and evolved
into a security valve for the entire economic
system. On the other hand, I would also like
to note that the drop in demand for loans and
the problems in the loan repayment process
imply that there are still risks that have not
been eliminated, but for the time being,
there is no problem controlling these risks.

The Turkish banking 
sector's potential
The Turkish banking sector has seen a
growth trend since 2003 and managed to
maintain this trend even in 2008 despite
the effects of the crisis. Indeed, the rate of
banking assets to the gross domestic prod-
uct (GDP) was 77 percent as of the end of
2008. Nevertheless, this rate is still low in
the face of all efforts for growth, especially
when compared to developed European
economies, where the rate in question is
two or three times the GDP. In this frame-
work, I think there is still much progress
that the banking sector must make.

Still, I would like to stress the strong
structure of the sector. While all around the
world the large financial structures that are
the players in all major economies have

quit performing their primary functions
and concentrated their efforts on minimiz-
ing their losses, the Turkish banking sector
continued to grow and offer its potential
for the stability of the country's economy.

Moreover, the rate of deposits and loans
to the GDP and the rate of loans to deposits
are regarded as major indicators of financial
depth and the extent of intermediation serv-
ices. Recently, there has been a big im-
provement in these indicators. On the other
hand, the profitability of the banking sector

continued to increase during the first half of
2009, and the asset profitability, which can
be defined as profit per unit asset, has in-
creased. During this period, banks have
continued to open new branches and have
launched new initiatives to boost employ-
ment, which can be seen as their belief in
their potential. Though curbed to a certain
extent because of the crisis, foreign in-
vestors' interest in the Turkish banking sec-
tor is another major sign of this potential.

Turkey's economy was deeply impacted
by the global financial crisis as economic
growth declined by 6.3 percent in the last
quarter of 2008 and 13.8 percent in the first
quarter of 2009. Other macroeconomic effects
of the crisis were seen mainly in foreign trade
and employment. Exports and imports de-
creased 30 percent and 41 percent, respec-
tively, in the first seven months of 2009 com-
pared to the same period in 2008. In 2007,
unemployment increased from 10.3 percent
to 13.6 percent in May 2009. Globally, the ef-
fects of the global crisis have been decreasing
and recovery from the crisis has been increas-
ing. Increases in the capital market, improve-
ment in the housing market, positive expecta-
tions, increases in the confidence index and
positive data related to the industrial pro-
duction and capacity utilization rate can be
considered indicators of economic recovery.

As real interest rates rapidly de-
crease with the expectation that interest
and inflation rates will drop, as external
financing needs decrease in line with the
decrease in the current account deficit
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Rough trials for Turkish
banks in the financial crisis
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and with the stability in the banking sec-
tor, developments in the economic and
social fields and the EU process as well
as with its dynamic structure and growth
potential, Turkey is one of the first
economies that will recover from the crisis.

The importance of the finance sec-
tor's uninterrupted support to the real
sector during the stable growth period
cannot be overlooked.

Importance of public 
banks in Turkey
Public banks -- which were founded due to
the inability of private sector capital to resolve
failures in the market, support capital accu-
mulation and create a healthy competitive en-
vironment -- have played an important role
in the development of our country, increasing
industries' competitiveness and eliminating
development differences between regions.

Particularly during the reconstruction pe-
riod after the 2001 crisis, public banks under-
went the most radical organizational and fi-
nancial changes ever. As a result, public
banks made significant progress toward hav-

ing a stronger capital structure, di-
versity and high service quality, a more
efficient organizational structure, more
advanced technological infrastructure
and better qualified human resources to
meet efficient and effective banking criteria.

Public banks' active share in the Turkish
banking sector is 32 percent, their credit share
is 27 percent and their deposit share is 35 per-
cent, as of July 2009. Public banks' net profit
share in the sector is 34 percent. Public banks
went from being in a situation where they
were a burden on the public and caused dam-
age to the sector to a situation where, with
the dividend and tax payments made to the
Treasury, they support public finance. On the
other hand, while the total amount of loans
provided by the entire sector decreased by TL
1.4 billion in the first seven months of 2009,
public bank loans increased by TL 7.4 billion.

As a result, the ongoing global financial
crisis has revealed the importance of public
banks once again. From here on in, public
banks will continue to support the country's
economy in compliance with the purposes
of their establishment mentioned above.
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importance of public
banks once again.
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Can Akýn Çaðlar was born in Sivas in
1962. After graduating from Ýstanbul
University's faculty of economics, he
earned his master's degree in money and
banking from the same university. He ac-
quired a second master's degree in bank-
ing and financial services at Boston
University. He began his career at the
Turkish Undersecretariat of the Treasury

as a sworn-in bank auditor in 1985 and
held the positions of assistant general
manager in Egebank and general manager
in Ege Investment Securities from 1995
to 1997. He also served as CEO of a pri-
vate organization between 1998 and
2003. Çaðlar has been serving as a mem-
ber on the board of directors and as the
general manager of Ziraat Bank since 2003. 
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Ali Babacan, the Turkish economy
minister, announced Turkey's
much-anticipated medium-term

economic plan on September  which experts
had been speculating would be focused on
putting budget balances back on track be-
tween 2010 and 2012. Although some feared
that the plan might be unrealistic in its ex-
pectations, the consensus amongst pundits
that Turkey Outlook spoke with was that the
program is quite realistic in its outlook but
has fuelled suspicions that the government
may be planning to implement reforms with-
out the input of an International Monetary
Fund (IMF) stand-by agreement.

Commentators say that they find the cre-
ation of a “fiscal rule,” the legal framework of
which will be announced early next year, to
achieve long-term fiscal sustainability to be
the most positive of the statements.

The government foresees growth to con-
tract by 6 percent by the year's end -- signifi-
cantly higher than the 3.6 percent contraction
envisaged earlier -- before experiencing a
modest rebound to 3.5 percent in 2010, 4
percent in 2011 and 5 percent in 2012. The
government also forecast a TL 62.8 billion
budget deficit this year gradually falling to TL
50 billion in 2010, 45.1 billion in 2011 and fi-
nally, 39.1 billion in 2012. Primarily, balances
were estimated at being -2.1 percent of GDP
in 2009, and -0.3 percent in 2010 before bare-
ly climbing into positive territory in 2011 at
0.4 percent and 1 percent in 2012.

Unemployment was expected to recover
modestly; however, it remains well above the
10.8 percent levels enjoyed before the crisis
broke. It is forecast to ring in at 14.6 percent
in 2010, close to this year's expectation of
14.8 percent, with the current account deficit
set widen from $11 billion to $18 billion.

The government also expects the disin-
flation process to continue, with the annual
rate of Consumer Price Index (CPI) inflation
forecast at 5.9 percent for 2009 and 5.3 per-
cent in 2010 -- 6.5 percent lower than the
government's previous target. Fiscal bal-
ances were also predicted to improve slowly
over the three-year period, with the budget
deficit declining from 6.6 percent of gross
domestic product (GDP) in 2009 to 4.9 per-
cent in 2010, and the public primary deficit
to slip from 2.1 percent to 0.3 percent.

The main priority on reforms appears
to be directed at public investments, the

restructuring of agricultural subsidies, the
implementation of a global budget for
health expenditures and the extension of
flexible employment conditions.

“The absence of any ambitious targets or
projections for critical macro balances, prima-
rily on the growth and fiscal sides, reveals a
credible and sensible program, provided it is
decisively implemented by the government,”
Banu Kývcý Tokalý, from the Economic
Research department of Finance Invest,
wrote in a statement. “The adoption of a
gradual improvement in growth and fiscal
balances and the denial of any hike in corpo-
rate, income or value-added tax rates may al-
so be seen as an indication that the govern-
ment is inclined to conduct the program by
itself [without an IMF agreement], as long as
the global conditions worsen permanently.”

But some feared that a lack of focus on
government expenditures threatened to slow
the recovery. “I am disappointed,” Eylem
Ünal, a strategist for private banking at HS-
BC in Ýstanbul told Turkey Outlook.

Babacan announced that the fiscal rule
would be announced in the first quarter of
2010, however, it would be dependent on
the budget deficit. The IMF has repeatedly
said that while it certainly wants the deficit
to be lowered, it also wants rules to be
placed on spending. Babacan did not
broach this subject in his speech. The in-
come tax law -- an important structural re-
form -- is set to be renewed in 2010.

Because of no targets in terms of ex-
penditures, some analysts felt that it

would prolong any negotiations over an
IMF stand-by agreement. “Without target-
ing the expenditures,” Ünal said, “it re-
duces the likelihood [of an agreement].”

Ünal worried that the upcoming general
elections expected in 2011 would place fur-
ther strains on the public spending and
feared that government inclinations to
spend could reduce the foreign investment
inflows. “If you place rules on the budget
deficit but fail to explain forecasts about ex-
penditures, then the inflows will be low
compared to other emerging economies.”

Economists were disappointed, ex-
pecting that the plan would be geared to
cutting government spending and also
unwinding this year's fiscal stimulus.
Market analysts and most economists
are also likely to be going over the plan
for signs that the government may be
signing an agreement with the IMF.

Analysts have been especially troubled
in recent months by the government's
tripling of the year-end budget deficit in
the first eight months of the year.  “Under
realistic targets and projections, the initial
market impact appears to be positive as the
announcement of the program will fill the
earlier significant gap in the government's
strategy over medium-term economic
policies,” Tokalý said. “Nonetheless,
without backing from the Fund, confi-
dence in the program would only be
sustained in the medium term if the
government fulfilled the necessary policies
to attain the program targets and projections.

Turkey’s mid-term economic
program to focus on growth
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Economy Minister Ali Babacan (L), Minister of Labor and Social Security Ömer Dinçer (C) and
Treasury Undersecretary Ýbrahim Çanakçý center before announcing the economic program.
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The global economy went
through a difficult period in two
consecutive years, 2007 and

2008, leading to new challenges for both
policymakers and investors. Demand
contracted in most developed countries,
economic development slowed signifi-
cantly and unemployment rose. The ad-
verse effects of the global financial cri-
sis inevitably affected capital markets
and stock exchanges, leading to a sig-
nificant drop in the traded values and
index values. In line with the global ef-
forts and a variety of austerity measures
introduced by advanced economies,
capital market regulators and stock ex-
changes also took some precautionary
measures to closely supervise the risks
stemming from the highly complex and
mostly over-the-counter (OTC) traded
financial instruments. Moreover, the
World Federation of Exchanges (WFE)
also made some decisions to support
liquidity and the price discovery func-
tion of stock markets and to ensure the
proper supervision of capital markets.

Actually, the challenges during the
last decade, including the pace of tech-
nological changes and the diversity of
products, have pushed many stock ex-
changes to de-mutualize and to form
alliances through mergers and acquisi-
tions so as to create synergy and gain a
competitive edge. The institutional re-
structuring has also shown its impact
on the regulatory side, and new capital
markets regulations such as the
Markets in Financial Instruments
Directive (MiFID) were put into effect
in Europe. During this period, as a re-
sult of the tremendous growth of the
derivatives market, securities exchanges
have become more cautious in their risk
management and integrated their sur-
veillance systems.

The recent financial crisis in-
escapably had its effects on the Ýstanbul
Stock Exchange (ÝMKB), as it did on all
markets. During the period between
August 2007, when the crisis erupted,
and today, the benchmark National-100
Index (ÝMKB 100) showed a better per-
formance compared to the average of
developed and emerging markets. As of
the end of July, the ÝMKB 100 had regis-
tered an increase of 66.38 percent and

73.93 percent in TL and US dollar terms,
respectively, since the beginning of the
year. Compared to global markets, the
ÝMKB 100 has been by far the best per-
forming index (in terms of local curren-
cy) since the beginning of 2009.

On the other hand, the decline in
the ÝMKB stock market trading volume
remained limited in the face of the fi-
nancial crisis. While the total trading
volume of emerging markets fell by 24
percent during 2008, the decline in the
ÝMKB's trading volume was only 15 per-
cent. The Ýstanbul bourse ranked as the
eighth most liquid market among
emerging markets in 2008, leaving be-

hind prominent markets including
Mexico, Malaysia and Ireland. In the
second quarter of 2009, the total trading
volume of the ÝMKB stood at $129 bil-
lion, with a daily average of $1.4 billion.
The market capitalization of the bourse
also increased by 78.45 percent by
August compared to the end of 2008.

During 2008, the ÝMKB Bonds and
Bills Market Outright Purchases and
Sales Market fell by 15 percent, while
the trading volume of the Repo-Reverse
Repo Market registered an increase of 14
percent. The ÝMKB Bonds and Bills
Market ranked fifth among all markets
in terms of trading volume, following
the Spanish and London exchanges,
while leaving behind Deutsche Börse
and Korea Exchange. The total trading
volume of the ÝMKB Bonds and Bills
Market Outright Purchases and Sales
Market and Repo-Reverse Repo Market
were realized at $134 billion and $958
billion, respectively, in the second quar-
ter of 2009.

Throughout this period, the ÝMKB
continued to appeal to international port-
folio investors and thereby maintained its
competitive position by making adjust-
ments in its markets. The trading hours
of the stock market were re-arranged,

ability of our members to transmit or-
ders was enhanced and ÝMKB members
were given access to ÝMKB markets
through a wide array of methods.
During the recent financial crisis, the
share of international portfolio investors
in the free-floating shares of the ÝMKB
stock market showed a limited decline
compared to previous crises. The share
of international portfolio investors in the
free float, which receded from 61 per-
cent to 36 percent during the 2001 crisis,
fell only slightly from 71 percent to 63
percent in face of the recent credit
crunch and stood at 66 percent as of August.

The ÝMKB also plays an active role in
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Ýstanbul Stock Exchange:
performance and prospects

During the period between August 2007, when the
crisis erupted, and today, the benchmark index
showed a better performance compared to the
average of developed and emerging markets.
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the international arena. For instance, the
head of ÝMKB is currently the president of
the Federation of Euro-Asian Stock
Exchanges (FEAS), which was established
in 1995 and currently includes 32 member
exchanges and seven affiliate members
from 29 countries. In June, the Dow Jones
FEAS Composite Index, created to meas-
ure the performance of companies across
the Eurasian region, was launched. The
ÝMKB also took a significant step toward
establishing efficient cooperation among
the capital markets of the Organization of
the Islamic Conference (OIC) member
countries within the framework of the
mandate given by the Standing
Committee for Economic and Commercial
Cooperation of the Organization of the
Islamic Conference (COMCEC).
Furthermore, the ÝMKB is currently
working with the Athens Stock Exchange
to launch a joint index. The ÝMKB plans
to carry out similar projects with other
neighboring exchanges in the future.

Future prospects
The ÝMKB is working to launch new markets
and offer new instruments to investors.
Towards this purpose, the Emerging
Companies Market and the Collective and
Structured Products Market will be launched
soon. The Emerging Companies Market aims
to facilitate the application procedures for
small- and medium-sized companies (SMEs)
for trading on the ÝMKB, giving them the op-
portunity to raise funds through public offer-
ings. Different from the continuous auction
system on the stock market, trading in this
market will be through a combination of the
single-price method and continuous auction
with a market maker mechanism. On the
other hand, the stocks of investment trusts,
real estate investment trusts, venture capital
investment trusts, participation certificates
of exchange traded funds (ETFs), warrants
and other structured products will be trad-
ed on the Collective and Structured
Products Market through a combination of
the single-price method and continuous
auction with market maker mechanism.

The ÝMKB also endeavors to increase
awareness among companies regarding pub-
lic offerings. Toward this end, we paid visits
to cities with rapid industrial development
and also signed a cooperation protocol with
the Turkish Union of Chambers and
Commodity Exchanges (TOBB). As a further
step, we have recently started calculating
“city indices” for cities with more than five
companies traded on the ÝMKB, a minimum
50 percent of whose production is realized or
operating income is derived in the relevant
city. Currently, there are nine city indices. We
also try to attract new companies to the
ÝMKB by allowing trading of companies that
have more than 250 shareholders without of-
fering their shares to the public, provided
that they are registered with the Capital
Markets Board of Turkey. Although one firm
has started to trade since the initiation of this
policy, there is potential for over 200 firms.

The stock exchange industry stands at a
turning point with increased competition,
cost minimization and diversified revenues.
Looking forward in this challenging envi-
ronment, the ÝMKB plans to maintain its
competitive power by offering new markets
and instruments to investors and upgrading
its trading system. Within this framework,
we intend to establish a company that will
serve all the securities and commodity ex-
changes operating in the Turkish capital
markets, enabling them to operate on a
common trading platform under an opera-
tionally integrated structure, which will con-
solidate the liquidity of the markets, and as a
consequence, strengthen the international
competitiveness of Turkish capital markets.  
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The Turkish Derivatives Exchange
(VOB) has made striking progress
since it was launched by Prime

Minister Recep Tayyip Erdoðan on Feb. 5,
2005. The overall turnover in the first year
was TL 3 billion. The total trading volume
had reached TL 208 billion as of the end of
2008, when the total size of the world de-
rivatives exchange fell for the first time. In
the same year, the increase in the VOB's
trading volume was up 76 percent. Our
goal by the end of this year is TL 300 bil-
lion. In other words, the VOB aims to have
grown hundredfold by the end of this year.

Currently, eight different contract
transactions are taking place at the
VOB. Brokerage companies on the ex-
change number 88, with 770 represen-
tatives employed. The number of VOB
terminal users is 12,000, and there are
over 52,000 accounts with the VOB.

The VOB has become one of the key
actors in Turkey's capital markets. The
trading volumes of the brokerage institu-
tions and banks reveal that the VOB trad-
ing volume of some corporations is
greater than their spot transaction size. It
can be seen that a number of local and

foreign individual and institutional in-
vestors are interested in making transac-
tions on the VOB and that a fairly note-
worthy amount of revenue is being gener-
ated for the investors and brokering actors.

The VOB's performance is receiving
international attention. According to re-
cent data by the Futures Industry
Association (FIA), the VOB is one of the
largest 20 exchanges in the world in terms
of transaction volume, leaving many
renowned counterparts behind. The fu-
tures contracts based on the Ýstanbul Stock
Exchange 30 (ÝMKB-30) traded in our in-
stitution are the most liquid instruments of
the Turkish financial markets. The VOB
index futures contract ranks 12th in the
world, and its popularity has risen so
high that it is now known in virtually all
parts of the world. In addition, we offer

consultation services for the countries ea-
ger to start futures contract transactions.

Stock exchanges are leading actors in
economic and financial systems. The ex-
changeability of capital market instru-
ments within a liquid market mechanism
where the investor spends money is the
basic foundation for effective and correct
pricing in the market. In this way, the in-
terplay between the fund suppliers and the
actors in need of these funds becomes
more effective and workable, and this adds
dynamism to the economy. We are aware
that we play a large role in this process.

The importance of the VOB for the real
sector is also obvious in the case of curren-
cy risk. The importance of futures contracts
based on foreign currencies is significant
for the successful administration of the cur-
rency risk borne by corporations involved

VOB: a stunning success story
for Turkey's capital markets

TURKEY OUTLOOK

58

The volatility in the futures contracts based
on foreign currencies during the crisis showed
that the VOB has special and crucial roles and
functions in the administration of currency risk

IÞINSU KESTELLÝ*

* Chairman of the
Turkish Derivatives

Exchange

Prime Minister Recep Tayyip Erdoðan rings the bell to symbolically announce the commencement of trade in the VOB in this 2005 photo.





in import and export businesses. The volatil-
ity in the futures contracts based on for-
eign currencies in the aftermath of the
fluctuation in currency rates during the
stagnation and crisis in the global markets
which started in 2008 once more showed
that the VOB has special and crucial roles
and functions in the administration of cur-
rency risk. The number of corporations
able to administer the currency risk ac-
credited at the VOB is growing every day.

2009 important for the VOB
This year, we are seeking to conclude
some projects that were initiated in the
recent past. The first of these projects is
to launch stock futures at the VOB. Our
members have filed requests on this
matter frequently, and the VOB has
readied everything to initiate the stock
futures and is awaiting approval from
the Capital Markets Board (SPK).

The depth of the financial markets in
Turkey, their liquidity and efficiency are
improving thanks to contributions by the
VOB. The most striking indicator for this
is possibly the increase in the volume of
transactions in the ÝMKB in parallel with
the increase in the trading volume in the
VOB. This highlights the existence of syn-
ergy -- rather than competition -- be-
tween the spot and derivatives exchanges,
which are the ÝMKB and the VOB, re-
spectively. It also shows that synergy be-
tween these two major actors of the do-
mestic capital markets will generate the
greatest benefit for the entire country.

Up until the launch of the VOB, there
was no effectively organized market for
futures in the Turkish financial market.
The efforts to make some progress on
this matter have all failed. The VOB was
born out of this necessity, and it is obvi-
ous that it has performed its role and
achieved its mission quite successfully so
far. The contribution it makes to the fi-
nancial markets will grow further with the
addition of new products in its portfolio.

This is the year of new moves and
achievements for the VOB. We are still
working on the establishment of an ex-
change platform where not only deriva-
tives but also option contracts are traded.

Another mission of the VOB is to
cooperate with the SPK in the supervi-
sion and regulation of the markets and
to remove barriers to pave the way for
further development of the markets.

The VOB is a joint stock company and
does not benefit from any public loans or
resources. The corporation's sustainability
depends on the development of the mar-
kets to increase its revenue. Development
in the markets is only possible via the ex-

pansion of the investor portfolio and the
addition of traded items. For this reason,
the VOB is working hard to cooperate
with brokers and the SPK to ensure that
the legal framework will become more
encouraging to our activities. It should be
reiterated that the VOB does not seek
profit alone. The VOB is not a corpora-
tion taking high risks for the sake of high
profitability or sizeable trading volume,
and it will never be such an actor. The
margins of security applied for the prod-
ucts traded at the VOB show that the fig-
ures are pretty conservative and that we
are pursuing a policy to discourage trans-
actions that have a high leverage effect.

We are eager to contribute to the de-
velopment of a licensed warehousing sys-
tem for agricultural products during the
process of integrating our country with
the world. This matter is particularly im-
portant considering that there has been
no concrete improvement or progress in
this field. In addition to this, we are also
ready to assume a role in the creation of
an analysis and laboratory company re-
spected by all segments and actors. As
the natural outcome of Turkey's new po-
sition as a transit country for energy
transport, we would like to make a con-
tribution to the energy market deriva-
tives. We believe the creation of the VOB
has served as a remedy for the long-
standing stagnation in capital markets and
that development in the markets will be
beneficial for the diversification of prod-
ucts and expansion of the investor base.

In line with our work to expand the
investor base, we have concluded a deal
with a respected law firm in the United
States to file a formal application with
the Commodity Futures Trading
Commission (CFTC), the authority that
regulates futures contracts in the US.
The commission will also provide a “No
Action Letter,” which will enable us to
contact a larger number of individual
and corporate investors based in the
US, and we are expecting concrete de-
velopments with respect to this matter.

We believe the creation
of the VOB has served
as a remedy for 
the long-standing 
stagnation in capital
markets and that 
development in the
markets will be 
beneficial for the 
diversification of 
products and 
expansion of the 
investor base
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Born in Konya in 1962, Iþýnsu Kestelli grad-
uated from the Ýzmir American College for
Girls in 1981 and from the faculty of eco-
nomics and management at 9 Eylül
University. Married with one son, Kestelli is
a founder and partner of Agrilink Agricultural
Production Inc., operating in the internation-
al vegetable oil sector. Elected as a board
member in 1995 after serving as a member

of the Ýzmir Mercantile Exchange Vegetable
Oil Profession Committee since November
1992, Kestelli filled the post of deputy
chairman of the Ýzmir Mercantile Exchange
between 2003 and 2009. She was elected
to chair the Ýzmir Mercantile Exchange
Board in February of this year. Kestelli has
been serving as chairman of the Turkish
Derivatives Exchange since August 2007. 
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The Prime Ministry Investment
Support and Promotion Agency
(ISPAT) was established to pro-

mote Turkey's investment opportuni-
ties to investors abroad and serve as an
information hub for them.

The agency's president spoke with
Turkey Outlook, saying that Turkey's ad-
vantageous investment atmosphere makes
their job easy. ISPAT President Alpaslan
Korkmaz emphasizes that his agency uses
the concept of love in its marketing lan-
guage, which he says adds elements of sym-
pathy and confidence to their serious work.
The ISPAT uses the slogan “Investment
Loves Turkey, Turkey Loves Investment”
in much of its work, Korkmaz noted.

“We've based our promotional work up-
on love. Global brands love Turkey and
Turkey loves them. This awakens a sympa-
thetic, positive feeling. When we say
‘Microsoft and Mango love Turkey and Turkey
loves Microsoft and Mango,' we're also draw-
ing attention to something else -- in the
background it shows evidence of self-confi-
dence; I can make jokes. Turkey trusts itself,
it [this language] tells you,” Korkmaz says.

Korkmaz is quick to note, however, that
all the love is not in jest: “Beneath every joke
or love-filled lighthearted comment is an ex-
planation of why the CEOs of firms that
have invested in Turkey have chosen Turkey
and why their biggest foreign investment is
in Turkey. For example, Microsoft's general
manager of sales explains why they manage
half of their global operations from Turkey.
We are charged with promoting the invest-
ment side of Turkey, the economic Turkey.

After all, doesn't the presence of very suc-
cessful firms in Turkey do this as well?”

Korkmaz admitted that it was only after
his ascension to the ISPAT presidency that
he realized the sheer amount of investor in-
terest in Turkey. “I've also been shocked by
the presence of very powerful firms in
Turkey -- I didn't know about Turkey's suc-
cess in attracting international investment
before, I learned that in my current posi-
tion, but the world doesn't know this --
we [Turks] don't even know this,” he said.

Korkmaz says that to boost the confi-
dence of potential investors, the ISPAT pro-
motes the satisfaction of those who already
made the choice to invest in Turkey along-
side its love-based slogans. The informa-

tional bulletins the ISPAT has been sending
out for the past two years feature the views
of representatives of companies with a
strong presence in Turkey. “Microsoft's
biggest base of operations outside Seattle is
in Turkey; I didn't know this before, I
learned this on the job. There are almost 90
countries [in which Microsoft operates] that
have Turkey as their center [of operations].
There are roughly 200 countries in the
world; Microsoft basically runs half of the
world [operations] from Turkey,” he said.

Korkmaz says he had phoned
Microsoft to inquire as to whether they
were pleased with Turkey as their second
largest base of operations. “When they said
they were happy, we asked if they would
help us tell that to the world. … I went and
did the same thing with Mango, Toyota,
HSBC, Hyundai and other firms and all of
the responses I got were positive,” Korkmaz
says, adding that it was after that point that
an interesting development took place.

“Companies actually began calling us,
saying, ‘Hey, we have investments in Turkey
too, why didn't you ask for our views in your
campaign to promote Turkey?' We said come
on over, we'll take those views as well. In the
first year of our effort, we made some requests
for statements, but by the second year we
were being flooded by [companies'] requests.
For example, DHL came to us with a great ini-

ISPAT works 
to promote 

international
investment in

Turkey
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tiative in mind. ‘We send 150,000 parcels
abroad each month. Let's promote Turkey,'
they said. Now, stickers themed around our
love concept and containing pieces of infor-
mation [on Turkey] are being stuck on more
than 150,000 packages [every month].
Everyone who receives a package gets this
message [about Turkey],” he explained, not-
ing that they have a similar project with the
UPS. Messages on the stickers include ques-
tions such as, “Did you know that more coun-
tries invest in Turkey than anywhere else?”

Human potential
When ISPAT President Korkmaz assembled
his team he also emphasized the power of
the love concept and a positive approach.
He says he carefully selected 16 representa-
tives for 13 countries and brought Turks liv-
ing in all corners of the globe together at
ISPAT's main office. He says his representa-
tives posted abroad are well-known and
highly esteemed figures and that they all
began their work with an introductory tour

of Turkey. "The representatives love Turkey,
as anyone who knows the country well
does," Korkmaz said. He says this is an im-
portant point and that the work and effort of
someone who does not love the project they
are trying to market is not very efficient.

Learning a foreign language is an in-
evitable element of success in the globaliz-
ing world, Korkmaz emphasized, noting
that more important than the language itself
is to learn empathy for the cultures associat-
ed with the language. With a diaspora of 6
million, Turkey is in an advantageous posi-
tion in this field, he said, and so 40 percent
of the team at the main office has lived and
worked abroad for an extended period of time.

During his time as the ISPAT's president,
Korkmaz says he's learned a great deal about
how cultural specifics play into the interna-
tional business and investment scene. “I did-
n't know about Turks' skills when it came to
intercultural relations. What I've learned on
this job is something that I've heard many
times from people at many different compa-

nies. ‘You Turks are incredible people. With
Americans you're American, with Middle
Easterners you're Middle Eastern, with
Europeans you're European and with Central
Asians you're Central Asian.' This is a very
important detail,” he said. “On a recent trip
to China, we met with [a Turk who] teaches
there, speaks impeccable Chinese and gets
on very well with the people there. That per-
son was still connected to their roots, but had
also engaged with the culture and people of
that place, marrying a Chinese person with-
out any problems. Now, such [Turks living
abroad] are serving as important bridges be-
tween their chosen countries and ours.”

The 1,000-year cultural memory of the
Turks has emerged today as a remarkable
intercultural ability, Korkmaz asserted,
saying the Turks' natural inclinations could
be paired with modern situations to be
made more powerful. Turkey's youthful
population is an advantage for both
Turkey and foreign investors, he said, not-
ing that according to United Nations esti-
mates, Turkey will remain the only
European country with a population that is
growing younger for the next 41 years. For
this reason, he says it was not at all diffi-
cult for him to put together a team for the
ISPAT. “The agency's main office had to
know the world and we put together an
amazing team in this regard. We provide
services in 11 languages. Think about it,
we brought in people from Tokyo, Seoul,
Taiwan, Beijing and Bahrain; from
Moscow and Almaty; from New York,
Chicago, Munich, Berlin, Frankfurt and
Paris. They had been living there and pur-
suing their careers for long periods of time,
maybe 15 years. To compose a team of
people who have lived and worked all over
the world is an amazing thing,” he said.

Multinational firms 
investing in Turkey
One of the agency's most important goals
is convincing foreign firms to move their
global base of operations to Turkey.
“When these brands consider Turkey as
the headquarters for the management of
their operations in tens of countries, they
take into account Turks' savvy regarding
intercultural relations,” Korkmaz says.

Korkmaz recalled a global firm that
moved its headquarters to Turkey last
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The 1,000-year cultural memory of the Turks has
emerged today as a remarkable intercultural ability.
The Turks' natural inclinations could be paired with
modern situations to be made more powerful

ISPAT President Alpaslan Korkmaz and 
Huawei General Manager Liang Zhihui 
congratulate each other after signing a protocol
that embodies Huawei’s commitment to create
a research and development center in Turkey.
Behind, Turkey’s President Abdullah Gül (C)
and several Turkish and Chinese 
ministers applaud the deal.
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year. “They came from London, moving
their headquarters of operations in 84
countries to Turkey. We're talking about
a turnover of $17 billion here. The em-
ployment generated from this might not
seem so big; 250 people, but the thing is,
the company's market policy for 84
countries -- from Kazakhstan to Moscow
to South Africa -- is being determined in
Turkey. When a company chooses to do
this, it's saying something. It's saying I
see something in [Turkey],” he said.

The ISPAT encourages new in-
vestors looking at the world map to
look at Turkey a bit more carefully, re-
minding them of Turkey's central geo-
graphic location and the impact of this
in terms of the nation, serving as both
an economic and cultural bridge be-
tween different regions. Many multina-
tional firms have realized and taken ad-
vantage of this, Korkmaz said. “They
travel to Turkey and evaluate it in terms
of its centrality and a lot of them end up
setting up their main offices here,” he said.

Energy companies 
prefer to invest in Turkey

How does the ISPAT work?
We work on a location distribution

scheme; we've established an international
network. As an agency we have a personal
network, with people in the US, Canada,
England, France, Germany, Italy, Spain,
Russia, Kazakhstan, Israel and Saudi Arabia,
and we have a representative in Abu Dhabi
for the Emirates, from Kuwait to Oman.
Other than a couple of exceptions in China,
Italy and Japan, our representatives are all
natives [of the countries they're based in].

What are the basic qualities of
your representatives?

Our representatives [with a few excep-
tions] are all natives of the countries they're
working in. They all come from the private
sector and are professionals; they are es-
teemed in their regions. Every time they
come to Turkey, they get to know it better
and love it more. You have to know the
product you're selling. I'm going to say
something controversial -- if you're not in
love with your product, then you can't im-
part that electricity when speaking about it.
We had to create a love of Turkey in them.

What are the most common diffi-
culties investors face in Turkey?

The most frequent complaints we receive
are related to residence and work permits. A

company comes and makes an investment;
it needs to be easier for their manage-
ment team to get working and residence
permits. We've established direct com-
munication with the Ministry of Labor
and Social Security, speaking with the
minister himself about this. Some
changes have been made to speed up the

process when applications come in.
Applications from our agency and the
services our agency provides to follow

up on the process have done a great deal
to decrease the complaints to an extent.

In what direction are the trends
heading? Investments coming into

Turkey are usually in which fields?
First and foremost is energy, without a

doubt. … Energy and energy infrastructure.
Now everyone's waiting for renewable en-
ergy. It has huge potential; renewable ener-
gy and energy infrastructure. The second is
agriculture, both agricultural technology
and farming investments, like the system
we refer to as complete food processing.

Does the agency, as a public insti-
tution, encounter any friction work-
ing with the private sector?

We're a public institution but we show
through the way we work that we speak
the same language [as the private sector].
What we say is: “Hey, you may be the pri-
vate sector, but we work like the private
sector.” Our system is constantly renewing
itself and doesn't leave any space for the
classic understanding of a public institution.

How did the Hewlett Packard
Foxcon investment come about?

They wanted to establish a base in this re-
gion. “We saw you at a conference, we want to
talk with you,” they said. Our representative in
California held a preliminary meeting. They
wanted more information and after a year of
meetings they were convinced to invest here.

Are you ready for the questions
that come in?

Certainly, in this line of work you need
to be proactive. We have prepared a list of
answers to common questions by in-
vestors. For the sites of regional headquar-
ters, we prepare information on a site-by-
site basis on the distance to the airport,
population density and other population
demographics. I set up this system after
working for six years as a private consultant.
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then you can't impart
that electricity when

speaking about it. We
had to create a love of
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What goes up comes must come
down. And such things happen
until a sufficient equilibrium has

been reached. Numerous interesting
macroeconomic theories have been de-
veloped on this axiom, and the
Western-style free market was based on it.

The mere repetition of the rule gives,
however, the illusion that one has isolated
the phenomenon and therefore is able to
control it. There indeed is no reason to be
afraid of one's own shadow. Do not think
that the regulators were not aware of the
growing financial bubble, that they did not
know about the risks of the exponential se-
curitization wave coupled with unsafe sub-
prime mortgage lending and unrealistic asset
pricing. At regular intervals they were prop-
erly briefed, and they had sufficient access to
market data and statistics. But instead of act-
ing, they remained passive, and in the end
they were hoping for a soft landing only.

And as the world is experiencing to-
day, the markets are always right, and
they are expressing it in an extremely effi-
cient -- and unfortunately cruel -- way.
What has gone up indeed has come down
-- at the speed of light. But then again, if
all is so predictable, why did the world get
hit this hard by the present crisis?

Human greed, normally a driver for
growth, distorts the smooth functioning of
the model. When there is an easy way to
make money, the market does not elegantly
fill the gap but plunges into it with full force.
And when things go bad, there is no talk
about an organized exit; everyone storms
out trying to preserve his own interests, at
the same time destroying the smooth run-
ning of markets in the capitalist model. For
some reason, the economic models and the
regulators are blind to the predictably irra-
tional behavior of market participants.

There are a few lessons to be learned
here. First of all, human behavior is dangerous
in a laissez-faire paradigm. Boundaries have
to be set: things that can be done and things
that cannot be done. Secondly, synthetic,
multi-level financial structuring is bound to
collapse, just as the dreaded pyramid schemes
where the snake in the end has to eat its own
tail. Thirdly, legal personality of corporate en-
tities may lead to a lack of accountability. The
financial risk did not get contained by creating
an independent special purpose vehicle (SPV).

Instead of isolating a financial mishap, the le-
gal entities put the market players to sleep
and allowed the crisis to splinter like a frag-
mentation bomb and cover the whole world.

Practitioners of Islamic finance will not be
unfamiliar to the questions above as they are
constantly addressed and questioned by them.
For them, the market has its boundaries. The
real economy is the driver of the model,
and synthetic structures are not allowed.

Though some were slightly affected
by the indirect fallout of decreasing asset
prices and less market liquidity, it is no
coincidence that Islamic banks around the
world were not toppled by the domino ef-
fect that hit global conventional banking.

Conventional decision-makers and
bankers should be ready to think outside
the box, question their own fundamen-
tals and open up to viable alternatives.

Ýstanbul is not only the bridge between
East and West. It has also been the cross-
roads of ideas and international trade for
centuries now. As a result of its openness to
both the East and the West, Turkey hosts
strong conventional banking together with
Islamic banking. With 4.6 percent of local
deposits but with 5.2 percent of outstanding
loans, participation banking, which is used
synonymously with interest-free banking in
Turkey, proves that it extends nearly all
funds collected from depositors to the real
economy, instead of sparing a significant

portion to finance the Treasury's borrowing.
The experience gained throughout the

2001 crisis and at present made clients
aware of the proactive support of their
bankers, and they instinctively feel the ap-
peal of a finance model that they perceive
to be sustainable and socially responsible.

For 10 years now, the Turkish participa-
tion banking sector has grown faster than its
conventional counterparts. Diligent consoli-
dation has created four solid market players
that all rank in the top 50 of the largest
Islamic finance institutions worldwide. Sound
planning put them at the top of local banking
IT developments and human resources, more
than ever ready to face the competition. With
sustainable growth projections, the target of a
10 percent market share within the next six
years is not unrealistic. Conventional Turkish
banks are aware of the challenge and investi-
gate ways to get involved in the product,
which also appeals to their own clients.
And all this was achieved with a lack of suf-
ficient government incentive. Still today,
there is need for a suitable legal framework
for bond issuance (called sukuk), for ade-
quate money market instruments and for tax
regimes that allow international competition.

Together with the initiative to make Ýs-
tanbul a regional financial hub, sufficient
attention should be paid to the enhance-
ment of the Islamic banking sector not only
to attract investments from the Gulf
Cooperation Council (GCC) countries but
also to build robust finance models that
will serve the economy for decades to come
and to develop financial instruments that
assist Turkish companies in their interna-
tional quest for growth. Thanks to its histor-
ical inheritance, Turkey has a large know
how about the rules of this game and has an
instinctive feeling about right and wrong.

Instead of merely saving the system, it has
to be adapted to the new global environment.
Interestingly enough, the journey back to the
very source of financial behavior holds the key
to the future. The present process of globaliza-
tion and mass pooling of financial assets by a
limited number of large players indeed will
only magnify the danger. If not properly taken
care of, future financial crashes will be even
more disastrous. The international finance
world is faced with the challenge to leave its
own trenches and prejudices. It has the re-
sponsibility to reach out and learn. Over the
last 30 years, Islamic finance has matured
sufficiently to be an experienced guide.
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The global markets, which were hit
hard by the global financial crisis,
have started to recover from its ef-

fects in the last quarter of the year. Turkey has
suffered less from the crisis than many coun-
tries around the globe, and it will able to elim-
inate the effects of the crisis in a short period
of time and once again become a hub of in-
vestment, trade and logistics. The fact that
many talks which were postponed because of
the crisis have resumed and that long-term
investment plans are being reintroduced im-
plies that the year 2010 will be considerably
brighter for the Turkish economy.

We, as the Turkish Confederation of
Businessmen and Industrialists (TUSKON),
continue to tell businesses that the best way to
recover from the crisis is to engage in trade
with countries that are relatively unknown
commercially. There are numerous untouched
markets in many places around the world
such as African, Pacific, Latin American and
Central Asian countries. Many of our mem-
bers have recovered from the crisis by invest-
ing in these countries. If entrepreneurs keep
themselves restricted by a certain market or
geography, then they may suffer damage or
losses even in the tiniest fluctuations. On the
other hand, the firms that always seek new
markets and regard the entire world as its
playing field can become resistant to all sorts
of shocks. With this idea in mind, we have or-
ganized a number of events to help our busi-
nessmen to become global players. The World
Summits, at which our businessmen had the
opportunity to meet and discuss business
deals with foreign businessmen from many
parts of the world, have been quite fruitful.

A total of 2,300 foreign businessmen from
139 countries and 3,300 Turkish businessmen
attended the Turkey-Word Foreign Trade
Bridge, held in June of this year. The ability to
gather so many businessmen together while
hundreds of trade fairs are being canceled
around the world signifies an important truth.
Some 5,500 businessmen made 55,000 deals
with a trade volume of more than $7 billion.

We try to encourage businessmen to find
new markets and direct them toward less
popular markets with lower competition. For
instance, Africa has turned into a market that
is quickly growing rich. The small and medi-
um-sized enterprises (SMEs) that make in-
vestments in Africa today may end up the
largest corporations there in 10 years. The
African Foreign Trade Bridge programs offer
new opportunities, particularly for small and

medium-sized companies. We have identified
major investment opportunities in the field of
agriculture, energy and other areas, especially
in Tanzania. Many African countries have im-
portant underground resources, which means
that they will develop in time. It is important
that Turkish businessmen go there and make
their investments because these countries are
becoming rich and developed. As a matter of
fact, the businessmen who settled in some
African countries have already undertaken
important projects. A beverage firm has be-
come the most famous beverage company in
Mozambique, while a facility which was es-
tablished for $50,000 three years ago in the
Democratic Republic of the Congo is sought
for acquisition by Africans for $300,000. We
can assert that the companies that go there as
SMEs today will become leading companies
in their respective countries in 10 years.

We are not limited to just one continent
or region. We see the entire world as a mar-
ket. We are finding markets that will relieve
medium size companies. Export is the most
important strategy for companies in Turkey;
we have no other chance. While Turkey's ex-

ports to African countries were not as high as
imports, after the Africa initiative was
launched we started to have a trade surplus.
Before the initiatives, exports to Africa corre-
sponded to only 60 percent of imports, in
2005, but in the first six months of 2008 it rose
to 106 percent -- in other words we started to
have a trade surplus with Africa. The entire
world has the African continent, which com-
prises 53 countries, in its sights because of its
high potential for development. In addition to
European companies, China and India have
also increased their investments on the conti-
nent. Former US President George W. Bush
displayed the US's interest in Africa by mak-
ing five visits just to Tanzania, and German
Chancellor Angela Merkel made her first offi-
cial visit to Africa after taking office. The lack
of industrialization on the continent is one of
the qualities that make Africa, which only has
a 2.4 percent share in world trade, important.
The continent imports nearly 95 percent of all
industrial goods, meaning it must pay more
than $250 billion for imports each year.

TUSKON is the umbrella organization of
businessmen's federations, providing services
that contribute to the country's economic and
social development. Comprising seven re-
gional business federations, TUSKON was
founded in Ýstanbul in 2005. There are 150
businessmen's federations from 80 provinces
and 10,000 members that are affiliated with
the confederation. TUSKON, which supports
infrastructural efforts for the development of
economic organizations that form the founda-
tion of a country's development, aims to make
our enterprises and entrepreneurs a part of
the global business world. With this aim,
TUSKON offers services as a leading organ-
ization in sharing the experiences of our
businessmen, spreading such experiences
and creating new business opportunities.

Averting crisis derives from
diversification of foreign trade
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“Havadan Ýstanbul” (Ýstanbul from the Air) 
is an album-like book containing aerial photos 

of the historic peninsula, the development 
centers of Ýstanbul, palaces, mosques, 

skyscrapers, junctions and other landmarks as
well as brief explanations by Hüseyin Sorgun.

“Havadan Ýstanbul” witnesses the unique 
beauty of Ýstanbul in its every frame.

Ýstanbul 
from the Air

The reason why the word “city” quickly 
brings Ýstanbul to mind since ancient times is no
doubt the existence of beautiful scenery in this
beautiful city. There are many vantage points 
in Ýstanbul that allow you to watch the city's 
skyline, its interesting details and surprise

cross-sections for hours without getting bored.

Vantage points 
in Ýstanbul

”Ýstanbul: Keþfetmek Ýçin Bak” (Ýstanbul: 
Look and Discover) offers us an image of 

Ýstanbul that we encounter through a mist being
dispersed with the help of photos and texts. 

The book documents Ýstanbul in five headings.
Photos and texts in this book share the same

poetic language and aim for the profound.

Ýstanbul: 
Look and Discover

“Anýlarda Ýstanbul” (Ýstanbul in Memoirs) contains
memoirs of 34 people who are closely associated with

Ýstanbul. Kültür A.Þ. has to date published many
books containing impressions of Ýstanbul written by

many people from various groups (foreign sportsmen,
foreign journalists, consuls, etc.). However, “Anýlarda

Ýstanbul” gives an insider's look and describes the
perspectives of the people who are identified with this
city. It also documents a period of Ýstanbul based on

personal lives, and with all these characteristics, 
it is a considerably attractive book.

Ýstanbul in Memoirs
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“Doðulu Yazarlarýn Gözüyle Ýstanbul” 
(Ýstanbul in the Eyes of Eastern Writers)

“There are capitals of the past, even some 
that endure to this day. But Ýstanbul is different

from them all. … Istanbul deserves to be the
capital of the future world.” ADONIS

Ýstanbul in the Eyes 
of Eastern Writers

Sultan Abdülhamid II had a strong liking for technological
developments and would rarely go out of the Yýldýz

Palace. He instead watched his empire from photos tak-
en for him. Photos concerning Ýstanbul from this archive,
known as the Yýldýz Photos, were published for the first

time in a comprehensive book titled “Sultan II.
Abdülhamid Arþivi Ýstanbul Fotoðraflarý” (Photos of 
Ýstanbul from the Archive of Sultan Abdülhamid II).

Photos of Ýstanbul from the
Archive of Sultan Abdülhamid II

“Yabancý Gazetecilerin Gözüyle Ýstanbul” 
(Ýstanbul in the Eyes of Foreign Journalists) 

contains photos taken and articles written by
foreign journalists working in Ýstanbul. We offer

this unique book which provides a unique 
resource on the “us and them” perspective 

to your appreciation.

Ýstanbul in the Eyes 
of Foreign Journalists

Postcards, once used as a means of communication,
are now precious documents for today's researchers

and collectors. What makes postcards so precious are
the stamps and seals on the cards mailed. 

“Kartpostallarla Ýstanbul” (Ýstanbul in Postcards) 
consists of an introduction on the Eminönü and Fatih

quarters and on the history of postcards and a selection
of photos concerning the two quarters from the rich 

postcard collection of the Atatürk Library.

Ýstanbul in Postcards
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Economy is a field of science
where risks are calculated on the
one hand and expectations are

calculated on the other. In real life, risks
and crises are present everywhere.

We see that the US, a country that was
always presented as a “risk free” country and
therefore has been able to borrow at the low-
est cost and whose currency is used as the in-
ternational reserve currency, is currently un-
dergoing many risks and is in fact struggling
with bigger risks, more than other countries.
Ultimately, there is no risk-free place.

Despite all these realities, in recent
years some growing market economies,
among them Turkey, are intentionally
being presented as risky countries and
are being kept under pressure. It is for
this reason that borrowing costs are high
and accumulating reserves is difficult.

However, the entire world has been
forced to learn a lesson from what it has ex-
perienced as a consequence of the ongoing
global financial crisis. Now the time has come
for new expectations that envision countries
will step forward with their economic poten-
tials and buy and sell in the market according
to realities. In this respect, Turkey is stepping
forward with unparalleled potential. In terms
of the current conditions, a new history is be-
ing written in Turkey. From economy to do-
mestic and foreign policy Turkey is becoming
the world's “common mind” and “country of
big expectations.” Turkey is exerting im-
mense effort to create ground for consensus
both inside the country and abroad. 

First of all, to reach the level of developed
countries and to become one of the top 10
economies in the world on the centennial of
the republic, Turkey wants to free itself from
the shackles that inhibit it from developing.

While doing this, with the belief that its
problems are social, Turkey is trying to
solve its problems by establishing social
consensus. Turkey knows very well that in
order to fully establish democracy in the
country, to adopt personal rights and free-
doms in the broadest sense and to devote
potential to development, taking these
steps is inevitable, and this is directly relat-
ed to the strengthening of the economy.

On the other hand, in this “win-win”
game Turkey has not only managed to build
new bridges based on trust and brotherhood
with all neighboring countries but also has en-
abled neighboring countries to become
“stakeholders” and develop a common vision.

Turkey's increasing importance in
diplomacy no longer fits the region and is
overflowing into other regions of the
world. Turkey has rapidly become a repre-
sentative of the world's common conscience
and common mind. Isn't the non-perma-
nent membership in the United Nations'
Security Council an indication of this?

Likewise, the cooperation with Russia
and the positive performance in bilateral re-
lations indicates that the same can be
achieved with other important countries such
as China and Japan. Turkey has become one
of the indispensable countries of the world,

as was the case in the Nabucco project.
Turkey is becoming an important actor in
energy, agriculture, agriculture-dependant
industries and tourism. In addition to the
commitments inside and outside its borders,
Turkey is no longer a burden for the EU and
is turning into a global solutions partner.

From this point on, Turkey is preparing
for the post-crisis new world structure that
will be created. It is for this reason that dur-
ing this difficult period the state is not for-
going major infrastructure efforts and is
preparing for further acceleration in privati-
zation and foreign capital investments.

To this end, Turkey is taking major
steps in the labor market, bringing in lucra-
tive incentives to propel industry and draw-
ing a roadmap to bring about more mo-

mentum for agricultural investment. In ad-
dition to this, the major, outstanding sectors
that will ramp Turkey up are energy, agri-
culture, agriculture-based industry, machin-
ery manufacturing, tourism, health, educa-
tion, logistics and information technology.

It appears that in the future Turkey will
be greatly different than the current Turkey.
It will be more advanced. When local com-
petition is not enough, it is clear that foreign
capital will bring competition. Foreign inter-
ests that have been able to operate in har-
mony with the Turkish public will reap big
gains from their investments in Turkey.

As an assertive, leading institution that
opens Turkey to the rest of the world and en-
ables it to rediscover its self confidence, the
Independent Industrialists and Businessmen's
Association (MÜSÝAD) is ready for the future
Turkey. MÜSÝAD represents a stance that
gives importance to competition and efficien-
cy, blends a local stance with universal values,
protects its own essence and adopts a just and
open sharing system with foreign interests.

From this point on the “MUSÝAD per-
spective” described in this article, which in-
cludes self-confidence and trust in the coun-
try's strength and dynamics, will manage
Turkey because this will is based on a 1,000-
year-old “deep nation-deep civilization” re-
flex. To indicate that is the kind of will this
world needs is us just pointing out the truth.  

Messages from a promising
country to the world
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In terms of the current conditions, a new history is
being written in Turkey. From economy to domestic
and foreign policy Turkey is becoming the world’s
‘common mind’ and ‘country of big expectations’
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The global economy is showing
signs of improvement -- there is
light at the end of the tunnel --

but prospects remain highly uncertain. So
while it is too early to exit from crisis-re-
sponse policies, it is vital to begin defining
a strategy to accompany recovery. Failure
to do so would destabilize expectations
and weaken the effect of the fiscal and
monetary support now being provided.

Fiscal authorities and central banks
have fought the global economic downturn
by replacing sagging demand from con-
sumers and businesses and by providing
substantial support for the financial and
other key sectors. As a result, their balance
sheets have grown -- and have grown riskier.

Not only did the crisis-related policies
weaken public balance sheets, the surge in
public debt took place while health and pen-
sion spending were increasing because of ag-
ing populations -- especially in advanced
economies. The ongoing debt surge has over-
whelmed more than a decade of efforts in
many countries to strengthen public budgets
in anticipation of an aging population. An eas-
ing of the monetary policy stance and the use
of unconventional central bank policy meas-

ures may have been essential to preventing
the collapse of the financial sector, but the
substantial acquisition of impaired assets has
exposed a number of central banks to poten-
tial losses and the quasi-fiscal nature of some
of these policy actions may lead to political
pressures on central bank independence.

What does this mean for policies to ac-
company recovery? First, the fiscal problems
that stem from population aging must be
attacked with greater vigor. Second, the ca-
pacity of central banks to control inflation
must be preserved and even enhanced.
Third, policies will have to foster strong and
sustainable economic growth by restoring
private sector control of the financial and
other sectors to allow competition and the
improvement in productivity this will bring.

Three factors are contributing to a major
weakening in the state of the public finances:

the plunge in economic activity and the
slowdown in economic growth in the next

few years compared to pre-crisis projections;
fiscal stimulus packages; and
government intervention operations

in support of the financial sector.
The rate of debt to gross domestic product

(GDP) is expected to rise to 115 percent in the
advanced economies in 2014, based on the
July World Economic Outlook (WEO) Update
projections, from 75 percent in 2007. Debt ra-
tios will be close to, or exceed, 90 percent by
2014 in all G7 economies except Canada.

This surge in public debt is unprecedented
during peacetime. Major increases occurred in
the 1930s, but started from lower levels (for
example, about 20 percent of the GDP in the
United States in 1929). Moreover, demo-
graphic trends were favorable in the 1930s.

Only a relatively small portion of the
debt surge in advanced economies -- 6 per-
cent so far -- is due to financial support op-
erations. The bulk of the debt increase
stems from fiscal stimulus and, especially,

LOOKING AHEAD
Countries must begin now to devise
economic strategies to accompany recovery
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Fiscal authorities and central banks have fought the 
global economic downturn by replacing sagging demand
from consumers and businesses and by providing 
substantial support for the financial and other key sectors
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Federal Reserve Chairman Ben Bernanke addresses the Economic Club of New York regarding financial markets in New York in this 2008 photo.
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sion and the collapse in asset prices. Thus,
the fiscal problem cannot be solved simply
by unwinding financial support operations.

Fiscal risks
Failure to address the trend of rising debt
could lead to concerns that the debt will
ultimately be “inflated away” or that de-
fault is inevitable. Interest rates would
then rise, making the fiscal problem
worse and potentially killing the recovery;
debt maturities would shorten; and refi-
nancing crises could occur. These concerns
would be especially severe where perceived
risks of currency depreciation are high.

Consensus forecasts and market indi-
cators of expectations derived from infla-
tion-indexed bonds in major advanced
countries suggest that inflation is expect-
ed to remain low over the next decade.
And, while interest rates on government
paper have been on the rise for some
months, they also remain low. Markets,
however, often react late and suddenly, so
the benign market response to date does
not provide firm reassurance for the future.

Some commentators have suggested that
inflation -- which could occur if central banks
are unable to shrink their balance sheets and
tighten monetary policy fast enough when the
recovery begins -- could play a helpful role in
reducing the debt burden. However, high in-
flation gives rise to sizable distortions of its
own and may be costly to bring down again.
And inflation in the single digits would not
make much of a dent in the real value of the
debt, especially if higher inflation expecta-
tions are reflected in higher interest rates
when governments refinance themselves
in the years ahead. In short, price stability,
in the form of low inflation, is a critical
public good. It is important to preserve it
to support sustained economic growth.

Central banks acted decisively
Decisive central bank action to provide liq-
uidity and other financial support helped to
prevent financial sector collapse and dam-
aging deflation. Central banks substantially
lowered policy rates. In their liquidity provi-
sion operations, they lengthened maturities
and widened the range of collateral and the
group of counterparties to ensure a smooth
flow of reserve money into the system.

Central banks also engaged in various as-
set-driven and often unconventional opera-
tions, both to deal with short-term interest
rates that were close to zero in some cases
and to combat severe market disruptions, es-
pecially when bank demand for reserve bal-
ances rose sharply following the Lehman
Brothers collapse in September 2008.
Notably, unconventional instruments have

involved quantitative and credit easing.
Quantitative easing in this crisis has consisted
of purchases of government securities to re-
duce longer-term interest rates, while credit
easing has involved purchases of private sec-
tor assets to counter the widening of credit
spreads in specific markets (becoming the
buyer of last resort in a moribund commercial
paper market, for example). In some coun-
tries, the combined impact of quantitative and
credit easing on central bank balance sheets
has been very large. For example, by the end
of June 2009, the balance sheet of the US
Federal Reserve more than doubled and that
of the Bank of England nearly tripled from the
onset of the crisis two years earlier, in both
cases to some 15 percent of the GDP. The
Eurosystem balance sheet expanded by 50
percent to reach 20 percent of the GDP.

Central banks may face tensions be-
tween the risks of rising inflationary
pressures -- whether from domestic de-
mand, commodity prices or a feed-
through from exchange rate movements
-- and financial stability concerns during
continued weak economic performance.

The extensive use of unconventional
instruments has complicated both the set-
ting of policy and communication of that
policy. Normally, a single instrument -- the
short-term interest rate, usually an inter-
bank rate -- is used to signal a change in a
central bank's policy stance. But the uncon-
ventional operations central banks have
employed make it considerably more diffi-
cult to assess the overall stance of monetary

policy. This difficulty might persist in the
early stages of recovery if inflationary pres-
sures re-emerge in some countries before
markets have been fully restored, so that
some use of unconventional instruments
could continue even as interest rates rise.

So central banks could face important
challenges in several related areas: determin-
ing the timing and extent of reversing policy
easing; deciding what their future balance
sheet should look like; coordinating with fis-
cal authorities and other central banks; and
communicating strategy to the public. Beyond
this, although price stability should remain
the primary goal of monetary policy, there is
a vital debate about the proper role of the
central bank in ensuring financial stability.

Returning to normalcy
As economies recover, it will be important to
return to normalcy -- not only in government
debt and central bank balance sheet positions,
but in institutional responsibilities as well. To
reduce the likelihood of a future crisis, fiscal
adjustment -- including pension and health
care reforms -- must take place as soon as the
recovery is safely under way. Unwinding the
central bank's interventions, while compen-
sating for any related losses in the govern-
ment's budget, will preserve the ability of the
central bank to keep inflation under control.

The magnitude of fiscal adjustment
needed in the next couple of decades is al-
most unprecedented, especially for coun-
tries with the highest debt. A study by the
International Monetary Fund's (IMF) Fiscal
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Consensus forecasts and market indicators of 
expectations derived from inflation-indexed bonds in
major advanced countries suggest that inflation is 
expected to remain low over the next decade

People wait to enter a government job center in Madrid. Spanish jobless claims rose in
August for the first time in four months as the result of a slowdown in the tourism industry.
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countries with higher debt (over 60 percent
of the GDP in 2014) would have to main-
tain an average primary surplus (revenue
less expenditure before interest payments)
of 4.5 percent beginning in 2014 to reduce
the debt to 60 percent of the GDP by 2030
(Horton, Kumar and Mauro, 2009).

Fiscal adjustment will require reform of
pension and health entitlements -- the key
source of spending pressures over the coming
decades. The net present value of future
spending due to aging is more than 10 times
as large as the fiscal cost of the crisis. Policy
measures in this area are politically difficult
and will require further technical ground-
work, but are necessary. Measures such as
raising the retirement age can make a sizable
dent in the net present value of future public
spending without undermining the effects of
the fiscal stimulus on aggregate demand.

Still, fiscal adjustment will have to extend
beyond pensions and health care, to rev-
enues and expenditures more generally.
Differences in circumstances and policy pref-
erences will lead to different choices across
countries, but there will be a few common
themes. On the spending side, fiscal stimulus
measures must not become permanent. On
the revenue side, broadening the tax base
will be the first step, but changes to the tax
structure are likely to become more impor-
tant than before. In this regard, externality-
correcting taxes (such as carbon taxation)
would be among the main priorities. To but-
tress the fiscal adjustment, institutional
arrangements such as medium-term fiscal
frameworks, fiscal responsibility laws, fiscal
rules, and fiscal councils may play a helpful
role, depending on country circumstances.

Policies should also ensure adequate
recovery of the value of assets acquired
during the crisis. Country authorities may
occasionally face trade-offs between rapid-
ly selling assets to the private sector as
soon as the acquired banks or companies
return to profitability and a more gradual
approach that might ultimately yield larger
gains to the government's budget.

Economic growth should be a top priori-
ty, given its power to improve a country's
debt position. A 1 percentage point increase
in economic growth for 10 years (holding
spending constant and assuming a 40 percent
tax rate) lowers public debt by 24 percentage
points of the GDP. And if growth over the
coming decade averages the same as over the
past two decades, balanced budgets -- while
a challenging objective -- would be sufficient
to cut a country's debt ratio from 100 percent
of the GDP to 60 percent. However, econom-
ic growth over the next decade or so is by no
means guaranteed. The crisis could result in
lower potential growth than in past decades

and adverse demographic developments
may also constrain growth. Thus, reforms to
enhance potential growth are essential.

On the plus side, the basic arithmetic of
debt dynamics means that, regardless of
where it starts, the debt-to-GDP ratio con-
verges to a level that depends only on growth
and the deficit-to-GDP ratio. So efforts to
boost growth and to contain the deficit can
pay off even if debt positions are high now.

Challenges to monetary policy
The ability of central banks to preserve price
stability will be critical to the strong eco-
nomic growth that is desirable in itself and is
also needed to ensure debt sustainability.
While deflation would have pernicious ef-
fects and exacerbate the recession, inflation
rates higher than those consistent with price
stability could also harm economic growth.

Stabilizing the financial sector and the
real economy are critical in the short term.
But as the crisis abates, the ability of cen-
tral banks to maintain price stability could
be compromised by expanded balance
sheets that contain impaired assets:

Large excess reserves might result in
rapid credit growth and inflationary pressures.

Certain assets could be hard to use for
monetary policy and liquidity management.

A reliance on quantitative tools
would make it difficult to judge the
stance of monetary policy.

Losses and quasi-fiscal operations
can lead to political pressures that un-
dermine central bank independence.

Elements of a strategy
The key elements of a central bank exit
strategy are, in order of priority: limiting
and unwinding unconventional opera-
tions; restructuring balance sheets;
preparing instruments for monetary
tightening; and defining and communi-

cating policies to anchor expectations.
Unconventional operations: Some un-

conventional operations -- justified only
by the crisis -- will be unwound as finan-
cial conditions normalize and demand for
excess reserve balances will automatically
fall. Other balance sheet positions will re-
quire more active management and policy.

Purchases of government securities
under quantitative easing were made to
reduce long-term interest rates. Outright
sales could increase government borrow-
ing costs, so the timing of these sales is
crucial. While government securities could
be used in open market operations to
drain excess liquidity, there is no pressing
need to sell because holding long-term se-
curities is normal for many central banks.

Credit-easing programs (buying private
sector assets to counteract credit spreads)
are mostly time limited. As with quantita-
tive easing, a running down of substantial
credit-easing operations may imply an ef-
fective tightening of monetary policy. Here
again, the timing needs to reflect an over-
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all assessment of economic conditions.
The most difficult issues arising from

credit easing will be related to holdings by the
central banks of often illiquid private sector se-
curities whose value is uncertain. These assets
may not be usable in normal open market
operations and may thus create a drag on ef-
forts to drain liquidity when inflationary
pressures re-emerge. Moreover, these assets
could be a prime source of central bank losses.

Restructuring balance sheets: The large
unconventional asset positions now held by
some central banks give rise to both market
and credit risk. The associated losses on these
positions may result in a negative net capital
position for some central banks. Credit risk --
whether taken on through credit easing or
riskier collateral -- may materialize. Market
risk, mainly from longer-term assets pur-
chased at low yields, could cause assets
to lose value when interest rates rise.

The appropriate response for each cen-
tral bank will depend on the structure of its
balance sheet. If capital is still positive and
operations show an overall profit, then over
time the balance sheet should strengthen.
But if credit losses are large, the government
will have to transfer funds to the central
bank to recapitalize it. A financially weak
central bank would otherwise be more sub-
ject to political pressures, and more reluctant
to take necessary actions, with serious
repercussions for price stability.

Preparing to tighten monetary policy:
Central banks must regain control of liquidity
and re-establish the short-term policy rate as
the key tool for setting the monetary policy
stance so that they are prepared to tighten
the monetary policy when the time comes.

As the economy emerges from the crisis,
banks may still be holding substantial excess
liquidity which must be reabsorbed to keep
credit growth and inflation in check. Central
banks can use many instruments and meas-
ures to this end, including reverse repos
(selling government securities on their books
that they agree to buy back later), issuing
central bank bills and raising remuneration
on bank reserves held at the central bank.

Increasing the remuneration for re-
serves will be important, but reliance on
this type of standing deposit facility risks
weakening incentives for interbank trad-
ing. Because central banks generally use an
interbank lending rate as the policy rate, a
smaller interbank market would affect the
transmission of interest rate changes to
the wider economy and this must be taken
into account in setting monetary policy.

Central banks that have engaged sub-
stantially in credit easing may hold long-term
assets that cannot be used in open market
operations and will have to use term deposits
or central bank bills to reabsorb liquidity.

Finally, tightening collateral policy may
be important for some central banks to re-
duce the risk of future losses and avoid mar-
ket distortions. This will require careful plan-
ning to avoid sudden shocks to the market.

Communication
It is still too soon to tighten fiscal and mone-
tary policy, but not too early for govern-
ments to anchor expectations by defining
and communicating their strategies and pro-
posed measures to ensure fiscal solvency.
Markets must be reassured that longer-term
concerns will be addressed and that fiscal
policy will be tightened when the economy
recovers. Moreover, some actions that have
no risk of a negative impact on aggregate
demand could be implemented now, such as
institutional reforms to enhance fiscal trans-
parency and medium-term fiscal frame-
works (for example, credible commitments
to cut the fiscal deficit in the medium term).

Markets will also react positively to mone-
tary policy actions that reassure them of the
commitment to keeping inflation in check. At
the start of the crisis, markets were at times
confused about the monetary policy stance,
which was sometimes obscured by the ex-
traordinary measures being used to ensure fi-
nancial stability or to ease liquidity conditions.
Avoiding such confusion in the exit will re-
quire clear communication by central banks.
Drawing a distinction between the policy
stance and the measures taken to implement
it will be key. The use of a common terminol-
ogy by central banks would assist the process.

International coordination 
key to successful exit
International cooperation is necessary to en-
sure consistency across countries' fiscal and
monetary policies during the exit process,
building on and extending the experience dur-
ing the crisis thus far. The almost simultane-
ous onset of the crisis in advanced economies
helped facilitate coordination of the introduc-
tion of the unprecedented policy measures.
However, recoveries may be less synchro-
nized. As a result, ensuring international con-
sistency of macroeconomic policies may be
more difficult, with country-specific circum-
stances playing a greater role in governments'
deliberations regarding their policy stances.

*Carlo Cottarelli is director of the IMF's Fiscal
Affairs Department, and José Viñals is financial
counselor and director of the Monetary and
Capital Markets Department.
Reference:  Horton,  Mark,  Manmohan
Kumar and Paolo Mauro, 2009, “The State
of Public Finances: A Cross-Country Fiscal
Monitor,” IMF Staff Position Note 09/21
(Washington: International Monetary Fund).

This article first appeared in the IMF's Finance
and Development magazine on Sept. 11. 
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In a period where there are signs
the global crisis is coming to an
end, we have a positive outlook on

the future owing to the recovery and struc-
tural change that is occurring in Turkey.

Turkey entered into a period of trans-
formation after its 2001 economic crisis.
After this transformation, Turkey improved
significantly in foreign trade development.
While in 2001 exports were $31 billion, im-
ports $41 billion and the foreign trade vol-
ume $72 billion, in 2008 exports stood at $132
billion, imports at $201 billion and the foreign
trade volume amounted to $333 billion.

As the numbers clearly show, Turkey
owes its economic recovery from the 2001
crisis to the high performance of exports.

According to purchasing power parity,
Turkey is the 15th largest economy in the
world. This indicates Turkey's level of devel-
opment and growth. Turkey's share in world
exports is increasing every day, and Turkish
exporters are discovering new markets every
day. As a result, they are spreading Turkish
goods and brands all across the world. Goods
produced in Turkey and exported to more
than 200 countries are among the most in de-
mand goods due to their quality and price.

We believe the point we have reached
today is not enough. For this reason, the
Turkish Exporters Assembly (TÝM) has
launched a new project to increase Turkey's
export growth, which gained momentum in
the 2000s to the grand $500 billion target on
the centennial of the republic. The $500 bil-
lion export level Turkey aims to achieve in
2023 means it will increase its share in
world exports by 50 percent by 2013 and
double it by 2023, placing it among the
top 20 exporter countries in the world.

We are developing the strategy for the
transformation that will enable us to achieve
our grand target with Dr. Robert Kaplan and
Dr. David Norton's company, the Palladium
Group. Our goal is to put into effect Turkey's
potential with its young and dynamic popula-
tion of 72 million. While the methodology of
the project was being developed, meetings
were held with senior export pundits and
workshops were held in the industry and agri-
cultural sectors. The state minister responsible
for trade, eight undersecretaries, senior level
bureaucrats and the CEOs of major export
companies attended these workshops.

Ultimately, the project is being shaped
with the participation of more than 200 peo-
ple at the senior level that are involved in ex-

port. The chief objective of the project is to
design strategies to reach $500 billion in ex-
port trade in 2023 by increasing the value-
added, focusing on technology production
and diversifying products and markets. The
goal of the project is to create a holistic “put-
ting the strategy into practice” framework for
Turkey's export endeavor. For this reason, an-
swers are being sought to questions on what
the predictions and expectations are for do-
mestic and foreign markets in the near future,
and research is being conducted to determine
what kinds of revisions will be necessary for
previous studies on Turkey's strengths and
weaknesses, opportunities and threats.

New ideas are being created on how to
remove obstacles in export. Together with
this process, the stage of creating a strategy
road map has started. This stage involves
searching for ways on how to combine all
previous strategic plan studies and deter-
mining what strategic targets we must
achieve in consideration of our fields of focus.

To be able to implement a comprehen-
sive strategy, a performance program must
be developed because creating a good
strategy alone is not enough to ensure
success. For success and results, a good
quality strategy must be united with good
quality implementation. For this purpose,

the structure of strategy management is
presented and ways to measure and man-
age the success of strategic targets are re-
searched. The main axis of the export
growth project is to increase our market
share in the contracting world economy and
trade and increase the rate of products with
middle and high technology in total exports.

It is an apparent fact that a gradual
transformation should be perceived as a
long process which won't happen in a
short time. The challenge we face today
sets the framework for the base which will
lead the change. We believe we can form
this framework with this project and can
carry the change and transformation to a
further stage with strategies we design.

Turkey is Europe's gateway to Asia
and the Middle East because of its geo-
graphic location. In addition to this,
Turkey is the most powerful economy in
its region because of its deep-rooted cul-
tural and social ties with its neighboring
countries. In the meantime, Turkey is the
biggest industrial exporter in the East
Mediterranean and Southeast Europe region.

Turkey will be one of the brightest
economies in the future because of its loca-
tion. This reality is expressed in the invest-
ment reports of many global financial insti-

Turkey owes recovery to
exporters' toil and sweat
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tutions. It is frequently expressed that
Turkey is available for large opportunities
and strong collaboration because of its bilat-
eral foreign trade and investment relations.

A recently announced incentive law is
a very important step for stimulating the
investment environment in Turkey.
Regional and sectoral incentives were in-
troduced with this law. Firms investing in
Turkey will benefit from these incentives,
including tax and interest deductions.

The new incentive law identifies 12 priori-
tized sectors for large project investments.

Important incentives will be provided to big
investments in these sectors, which have
high value-added, such as automotive,
chemical, machinery and electronics.

We see that investors' interest in
Turkey increased following the introduc-

tion of these incentives and believe this
interest will continue to grow as the

process of exiting the crisis accelerates.
Developed countries, and especially the
European Union, carry a heavy weight in
Turkey's foreign trade. It is for this reason

that the current global crisis negatively af-
fected Turkey's exports, as was the case with

most export countries. However, by imple-
menting the strategy of leaning toward al-
ternative countries, we enabled Turkey to
survive this crisis with the least damage.

By giving precedence to neighboring
and regional countries and to Africa and
the Middle East, with which we had limit-
ed trade relations, we looked for ways to
increase our export to these regions.

When we look at figures, according to
data from the first seven months of 2009,
while the weight of EU countries in our total
exports fell from 52 percent to 48 percent, the
share of export to African countries increased
from 6 percent to 11 percent and the share of
exports to Middle Eastern countries increased
from 16 to 17 percent. Trade with the Middle
East alone increased to one-third of exports
to the EU. At the current point, it is clear that
our exporters are pleased with the strategy.

Turkey's sends 80 percent of its exports to
30 countries. Export developments to these
countries give us a general idea of how things
are going. Decreases varying between 30 and
40 percent were recorded in developing mar-
kets. We observed this kind of development in
EU countries. In contrast, there were significant
increases in export to nearby countries relatively
more closed to the effects of the global crisis.
Turkish exporters are following the right strate-
gy to minimize the effects of the crisis. We are
very pleased to see that we have entered the
right markets to limit the effects of the crisis. On
the other hand, our export volume to devel-
oped markets is dropping but the total import
of these countries is dropping as well; therefore,
we are sustaining the same market share.

In the aftermath of the global crisis,
we see that there is an effort to make pro-
tectionism more prominent. But the fact is
that with foreign trade development in the
world, all countries that do trade can pro-
vide employment and prosperity to their
people. It is for this reason that we do not
insist on protectionism. As all economies
of the world, we are going to both buy
goods from abroad and sell goods abroad,
and we are going to prosper together. We
must not allow ourselves to become a
contracted economy under the protec-
tionism shield of global trade, and by
showing a common reaction, we must
open the way for more trade, more invest-
ment and more prosperity in the world.

In the coming period, by giving prece-
dence to an export-based growth, Turkey
will give weight to sectors that manufacture
and export high value-added goods. By
starting an investment effort in these prior-
ity sectors, accompanied with research and
development and an innovation-centered
understanding that will turn the crisis into
an opportunity, Turkey will reinforce its
position as a leader country in the region.
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The global economy suffered from a
destructive financial and economic
crisis at the beginning of this

decade. The Internet and technology bubble
burst, false earnings and accounting fraud
had been revealed for major corporations
and the Sept. 11 disaster shocked the mar-
kets. Seeking a safe haven, foreign capital
fled to emerging markets, turning the gloom
into a global crisis from Eastern Europe to
Latin America. The authorities had to inter-
vene through radical measures to stop the
crisis from turning into a deep recession.

The Turkish economy was also hit severe-
ly during that crisis. The public sector at the
time was profligate. It yielded a high primary
budget surplus on paper but was in fact bleed-
ing through extra-budgetary spending, state
enterprises and state banks. The overall public
deficit was being fed by a reckless banking
system running on bloated risks in their bal-
ance sheets, such as very high short-term bor-
rowing from foreign wholesale markets, cur-
rency mismatch in sources of funds and their
uses, and low capital adequacy (or very high
leverage). And finally, the monetary policy
was too rigid in the form of a currency board,
which also ran on an exchange rate peg, pre-
venting the central bank from extending a
helping hand when needed in terms of both
Turkish lira and foreign currency liquidity. As
the global crisis came ashore, foreign capital
fled Turkey and took its toll in the weak bank-
ing system. To pay off their short-term foreign
debt, banks scrambled to find TL liquidity and
then buy foreign exchange from the central

bank, which did not have enough of the latter.
As the currency board regime prevented the
central bank also from printing local currency,
the overnight TL interest rates hit four digits.
The peg regime was de facto aborted, and the
currency was devalued by more than two-
thirds overnight as the regime had to switch to
free float. The banks' balance sheets were
shattered and about half of the system was
taken over by the authorities. The real econo-
my, deprived of much-needed funding from
the frozen banking system, was quick to re-
spond by contracting by 6 percent in 2001.
The crisis also hit politics. The incumbent gov-
ernment, a tripartite coalition at the time,
packed its suitcases by calling for elections,
leaving most economic decisions to the
International Monetary Fund (IMF). Indeed,
none of the coalition parties were even able to
enter Parliament in the elections of 2002.

Fast forward eight years; the global econ-
omy suffered yet again from another finan-
cial and economic crisis that was even more
destructive than the one at the beginning of
the decade. This time it was in the form of a
credit bubble inflated by securitized over-
the-counter derivatives helping the global fi-
nancial system leverage itself beyond sus-
tainable levels. The crisis, which was trig-
gered by the ballooning delinquencies in US
subprime mortgages, quickly spread to other
parts of the world with the help of the glob-
alized allocation of securitized derivatives.

This time, however, the impact of the
global crisis on Turkey's financial markets was
muted (with the exception of the stock ex-

change falling by half in a few months in the
midst of the rising smoke). The TL did depre-
ciate, but it was still much stronger than the
levels it reached after the crisis in 2001,
causing no panic on the part of investors.
The TL overnight interest rate, which had
climbed to four digits overnight before, ac-
tually fell this time. The initial impact on the
markets was in fact so minimal that even
the government believed (or perhaps wanted
to believe) that it had simply bypassed Turkey.
Why was the reaction muted this time?

The answer simply is that the radical re-
structuring both in the banking system and
the public sector after the 2001 crisis made
them much more resilient to financial crises.
Most of the troubled banks, about half of the
system, were stripped of their bad assets, af-
ter being taken over by the authorities, and
then sold back to the private sector either as
a whole or in pieces. The sector then worked
prudently and was also supervised more ef-
fectively. The public sector put in force fiscal
reforms that would rein in populist spend-
ing, and the ensuing privatization of state
enterprises and the establishment of an in-
dependent banking supervision deprived
politicians of spending through state enter-
prises and banks, respectively. Last but by
no means least, both the exchange rate
regime and monetary policy became more
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currency and duration mismatch that would spark
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flexible and credible in the aftermath of
2001. The currency peg was replaced with a
pure float, and the central bank, strength-
ened with operational independence,
switched to targeting inflation instead of ex-
change rate and money supply, as was the
case in the currency board. All these reforms
paid handsomely in the following years. The
economy grew by 7 percent a year on average
in the next five years, and inflation was down
to single digits from as high as 60 percent.

Therefore, when the crisis began to
spread globally, it did not coincide with the
banking system in Turkey, with unsustain-
able risks in balance sheets such as currency
and duration mismatch that would spark an-
other panic in the financial markets. The
wholesale funding from abroad did diminish,
but the system had a strong deposit base that
it could rely on at 77 percent of total funding
(excluding capital), while the central bank,
much more flexible in monetary regime, was
able to liquefy the system as needed both in
TL and foreign exchange out of its much
higher level of reserves this time. In an econ-
omy as underbanked as Turkey, where the
assets of the banking system still remain well
below 90 percent of gross domestic product
(GDP), the system was yet to utilize domestic
potential and did not need to indulge in the
risky toxic assets of Western financial engi-

neering to remain highly profitable. Thanks
to a high capital adequacy of around 20 per-
cent, or a very low leverage of 8.5 compared
to its global peers exceeding 40 in some cas-
es, foreign and domestic creditors, i.e. depos-
itors, maintained confidence in the system.

As is well known, over time, risks typically
do not disappear but only change location. The
financial system and the public sector may
have restructured themselves with more ro-
bust balance sheets, but the leverage and for-
eign currency borrowing had concentrated on
the corporate sector since 2002. The economy,

after all, was growing again on a high current
account deficit of 6 percent of GDP, which
meant substantial foreign flows in the econo-
my, mostly in the form of corporate borrowing.
Therefore, it was still a matter of concern for
observers whether the corporate sector would
be able to manage their risks. Indeed, thanks
to a significant crisis experience in the past,
companies had borrowed mostly long-term
and flexible. They did not have major problems
redeeming part of their debt when called using
their fiduciary accounts abroad and TL liquidity
in the country. Households that had a net
foreign exchange position of as high as $81
billion at the end of 2007, mostly in bank
deposits, were the generous foreign ex-
change providers as the TL began to depre-
ciate and the reason why the currency mar-
ket did not panic. As of mid-2009, banks and
corporations are still able to roll over their
maturing foreign debt at around 70 percent.

Yet the real economy was not able to es-
cape unscathed as the global crisis quickly
grew in density and contracted again at an
annual pace of about 4 percent by the end of
the first quarter. As the export markets
choked and consumer confidence weak-
ened, watching the world's biggest banks
nearing bankruptcy, both consumption and
investment growth inevitably turned nega-
tive. There was a well-functioning banking
system, but demand for loans quickly dimin-
ished. The corporate sector rushed to run
down swollen inventories, which hastened
thanks to the government's somewhat de-
layed measures to assist the process. The re-
al economy appears to have stabilized by the
second quarter and may in fact register posi-
tive growth in the last quarter of the year.         

The Turkish economy is certainly well po-
sitioned to take its place among the winners in
the aftermath of the recent global crisis. The
economy retains all the characteristics from a
young and consuming population to a strong
banking sector and a well-diversified real sec-
tor, which also exports 25 percent of the coun-
try's GDP. But Turkey also needs competent
economic management with visionary policies
to promote and nurture high economic
growth (necessary to serve a big population of
low per capita income). The sole objectives of
fiscal and monetary policies should not be-
come a high budget surplus and ambitious in-
flation targets on the basis of bitter past mem-
ories as was the case after 2002. Global con-
sumption has inevitably shrunk in the ab-
sence of the once mighty US consumer and
will likely remain tame in the next few years.
The policies from exchange rate regime to
public sector spending must be devoted to
bringing about global champions of compa-
nies and sectors. The global crisis offers an
opportunity in that respect since many old
champions are in the process of restructuring.
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GEOGRAPHY
Area: 780,580 square kilometers
Major cities: Capital -- Ankara

(population 4.5 million). Other cities --
Ýstanbul (12.7 million), Ýzmir (3.7 mil-
lion), Bursa (2.4 million), Adana (2 mil-
lion), Gaziantep (1.6 million).

Location: Thrace, the westernmost,
European part of Turkey, forms the south-
eastern extremity of Europe, east of Bulgaria
and Greece. Some 8 percent of Turkey's ter-
ritory is in Thrace. Anatolia, which compris-
es the bulk of Turkish territory, is a peninsula
in western Asia situated between the Black
Sea to the north and the Mediterranean
Sea to the south. Thrace and Anatolia are
separated by the Marmara Sea and the
strategic Dardanelles and Bosporus straits.

Land boundaries: The land boundaries
of Turkey are as follows: with Syria, 822 kilo-
meters; Iran, 499 kilometers; Iraq, 352 kilome-
ters; Armenia, 268 kilometers; Georgia, 252
kilometers; Bulgaria, 240 kilometers; Greece,
206 kilometers; and Azerbaijan, 9 kilometers.

Length of coastline: Turkey has
7,200 kilometers of coastline on the
Mediterranean Sea, Aegean Sea, Black
Sea and the Marmara Sea.

Natural resources: Turkey has abun-
dant areas of arable land; its water re-
sources are greater than those elsewhere in
the Middle East. Rivers offer hydroelectric
power generation and irrigation. Known oil
and natural gas deposits are small, but rela-

tively large amounts of coal are present.
Other significant mineral resources are
boron, chromium, copper, mercury and gold.

SOCIETY
Population: As of December 2008, the pop-
ulation was 71.5 million. The growth rate,
which has decreased sharply in recent
decades, was slightly more than 1 percent
per year. In 2008, 75 percent of the popula-
tion was classified as urban. In 2008 the overall
population density was 93 people per square
kilometer. About 25 percent of the population
is concentrated around the Marmara Sea.
The fastest rate of growth is in the Southeast,
which in 2003 accounted for about 10 per-

cent of the total population. In 2008 immi-
gration and emigration rates were equal.

Demography: In 2008, 26.3 percent of
the population was 14 years of age or younger
and 6.8 percent was 65 or older. According to
2009 estimates published by the Turkish
Statistics Institute (TurkStat), the birthrate,
which has declined significantly in recent
decades, is 17.7 births per 1,000 people. The
death rate is 6.4 deaths per 1,000 people and
the infant mortality rate is 15.3 deaths per
1,000 live births. Life expectancy, which has
increased dramatically since 1960, is 71.5
years for males and 76.1 years for females.

Turkey's economy grows as mix
of modern and traditional sectors
ECONOMY
Overview: Turkey's dynamic economy is a
complex mix of modern industry and com-
merce, along with a traditional agriculture
sector that still accounts for about 30 per-
cent of employment. In 2004 Turkey an-
nounced plans to privatize a wide range of
industries, and by 2007 privatization in most
sectors had been accomplished, though the
state still remains a major actor in some sec-
tors such as transportation, basic industries
and the banking sector. From the 1980s, a
number of cities in the Anatolian part of
Turkey, known as the Anatolian Tigers,
have shown particular economic growth in
the private sector. The largest industrial
sector is textiles and clothing, which ac-
counts for one-third of industrial employ-
ment. However, other sectors -- notably

As of December 2008,
the population was
71.5 million. The growth
rate, which has
decreased sharply in
recent decades, was
slightly more than
1 percent per year.
In 2008, 75 percent of
the population was
classified as urban
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the automotive and electronics industries --
are gaining importance in Turkey's export mix.

Gross domestic product (GDP): In
2008 Turkey's GDP of $729.4 billion (at the
official exchange rate) showed an increase of
1.1 percent over the previous year. Between
2002 and 2007 the growth rate has averaged
6 percent -- one of the highest sustained
rates of growth in the world, it even reached
9 percent in 2004. Due to ongoing global
economic turmoil, the GDP growth for the
first quarter of 2009 was down by 13.8 per-
cent over the same period of the previous
year. The sector contribution to GDP for
2008 was as follows: services, 60.2 percent;
industry and construction, 29.9 percent; and
agriculture, 8.9 percent. In the early 2000s
the agricultural contribution decreased,
the industry and construction contribution
remained approximately constant and the
service sector contribution increased.

Government budget: In 2008
Turkey's state expenditures totaled TL
225.9 billion, while its revenues amounted
to TL 208.9 billion, creating a deficit of TL
17 billion. In 2007 the deficit was TL 13.9
billion. From the early 2000s, the budget
deficit was in a trend of decline thanks to a
more efficient tax collection system estab-
lished with assistance from International
Monetary Fund (IMF) programs. As the drop
in tax collection accelerated -- especially
since the global economic crisis erupted
nearly one-and-a-half years ago -- in addi-
tion to an increase in government spending,
the budget deficit swelled to TL 23.2 billion
in the first half of 2009, revealing a sharp rise
compared to the TL 1.9 billion budget sur-
plus seen in the same period last year.

Inflation: Between 1994 and 1999 the av-
erage yearly rate of inflation was 85 percent.
However, in 2005 the rate fell to 7.7 percent,
the lowest in 30 years, and it has remained at
about that level since that time. The annual
inflation rate as of July 2009 is 8.52 percent
for the consumer price index (CPI) and 5.47
percent for the producer price index (PPI).

SECTORS
Agriculture: Historically, the agriculture sec-
tor has been Turkey's largest employer and a
prominent contributor to the country's GDP,
although its share of the economy has fallen
consistently over several decades. In 2008 it
accounted for 8.9 percent of GDP, while em-
ploying about 23.7 percent of the labor force.

Turkey is one of the few countries in the
world that is self-sufficient in terms of food,
although some agricultural commodities are
imported. A relatively large percentage of
Turkey's land (about 30 percent) is devoted
to agriculture, but the productivity of agri-
cultural land varies greatly. The fields in
western Turkey and along the southern

coast are the most productive; physical con-
ditions and greater transportation distances
make agriculture substantially less profitable
in other regions. The principal agricultural
exports are cotton, fruits, hazelnuts, tobacco
and wheat. Other important agricultural
products are barley, corn, oilseed, olives,
potatoes, sugar beets and tea. The most
important livestock are cattle, chickens,
goats and sheep, but animal husbandry
has declined significantly since the 1980s.

The efficiency of the agricultural sector is
limited by the predominance of small, non-
mechanized farms on which a disproportion-
ately large segment of the population de-
pends for its livelihood. Output varies sub-
stantially according to weather conditions.
The Southeastern Anatolia Project (GAP), a
state program aimed at raising the develop-
ment level of nine of Turkey's most impover-
ished provinces, has a substantial agricultural
component. Among the project's goals is an
extensive series of dams and canals in the
Euphrates Valley, scheduled for completion in
2010. The project will provide irrigation to im-
prove agricultural productivity in the
Southeast. State support, an important com-
ponent of agricultural enterprises, has often
been poorly distributed and has been with-
out proportionate returns. In the early 2000s,
the government reduced agricultural support
and began restructuring marketing systems.

Turkey's agricultural product export
is on an upward trend. In 2008 the ex-
port level of agricultural goods was val-
ued at $3.9 billion, while it was $3.7 bil-
lion in 2007 and $3.5 billion in 2006.

Forestry: As of 2007, the extent of
Turkey's forests was estimated to be 21 mil-
lion hectares, which equals roughly 27.2 per-
cent of the country's total land area. However,

the forests of eastern Anatolia are not suitable
for harvesting. The only usable timber comes
from the Black Sea coastal region, and timber
does not make a significant contribution to
the economy. Because poor management and
infrequent felling have left many forests over-
mature, only about 44 percent of the total
forested area is classified as commercially ex-
ploitable. In the past three years, an annual
average of 11 million cubic meters of industri-
al wood and 12 million cubic meters of fire-
wood have been produced. The protection of
forests by the state is handicapped by the de-
pendence of local populations on trees for
fuel. Turkey's timber and timber products
exports have been on an upward trend in
the last five years, increasing from $181
million in 2004 to $482 million in 2008.

Fishing: Despite Turkey's long coast-
line, fishing is not an important contribu-
tor to the economy. The fishing industry is
concentrated on the coasts of the Black
Sea and the Marmara Sea. In 2008
Turkey's fishery production totaled 646,000
tons, a 16.3 percent decrease compared to
the previous year. Anchovies accounted for
39 percent of the catch. A small aquacul-
ture industry also exists; it totaled 152,000
tons in 2008, showing an 8.8 percent in-
crease over the previous year. In 2008
fishing accounted for 0.3 percent of GDP.

Mining and minerals: Due to its highly
varied geology, Turkey hosts several miner-
als and metals beneath its soil. Turkey's ma-
jor mining operations, formerly controlled
by state-owned companies, were increas-
ingly privatized in the early 2000s. During
that period, aluminum, chrome, copper and
silver mines moved into the private sector.
Boron, of which Turkey has almost 72 per-
cent of the world's reserves, is the most
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that is self-sufficient in terms of food, although some
agricultural commodities are imported. About
30 percent of Turkey's land is devoted to agriculture
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remains a state monopoly. Chrome is
Turkey's biggest metal resource, being
mostly export oriented. Based on new dis-
coveries and foreign investment in the early
2000s, the output of gold has increased sig-
nificantly. Gold reserves are estimated at
450 tons. By far, the most important miner-
al product is lignite coal, reserves of which
were estimated at 10.6 billion tons in 2008.
Turkey's low-quality lignite, burned mainly
in power stations, is highly polluting. The
output of hard coal has declined, reaching
3.3 million tons in 2002. Hard coal reserves
are estimated at 1.2 billion tons. Marble is
the most important mineral export. In 2008
mining contributed 0.8 percent of the GDP.

Industry and manufacturing: Turkey's
diverse manufacturing sector satisfies do-
mestic demand for a wide variety of prod-
ucts; the main manufactured exports are
consumer goods. Textiles and clothing ac-
count for about one-third of manufactured
exports. However, much of this production
is unreported because it is in the “informal”
sector. The value of textiles and clothing in-
dustry production is around $30 billion.
Turkey exported $23 billion worth of textiles
and clothing in 2008 and ranked fifth in
clothing exports in the world. With this
amount, textiles and clothing had a 17.5
percent share of Turkey's total exports. The
most important textile product is cotton
cloth. Besides textiles, the most important
consumer items produced are televisions,
automobiles, refrigerators, washing ma-
chines and vacuum cleaners. The most im-
portant heavy industrial products are
processed fuels, steel, cement, tractors and
fertilizers. Most manufacturing enterprises
are privately owned, but the size of such en-
terprises varies greatly and the state has in-
fluenced the relative growth of industries by
providing disproportionate investment and
incentives. Multinational companies are
present in many light and heavy industries.
Foreign auto companies -- Fiat, Honda,
Hyundai, Renault and Toyota -- have plants
in Turkey. The industry produced nearly 1
million vehicles in 2006, which is a record
for the Turkish automotive industry. Other
industries, such as appliances, are mainly
Turkish owned. A large proportion of the
appliances, consumer electronics and vehi-
cles manufactured in Turkey are exported.

Foreign investment in 
construction sector increases
Traditionally, the construction industry has
made an important contribution to the
economy. However, construction's contri-
bution declined in the late 1990s and the
early 2000s because of a reduction in de-
mand for domestic and foreign building
projects and because of Turkey's 2001 eco-
nomic crisis. Expansion resumed at a mod-
erate rate in 2004, and in 2005 and 2006
the growth rate was about 20 percent per
year. Due to the ongoing global crisis, the
sector shrank by roughly 1.1 percent in
2008 and the contraction in the sector is
expected to continue until the end of 2009.

In the early 2000s, the industry's foreign
operations expanded, particularly in
Russia, Turkmenistan, Kazakhstan, Saudi
Arabia and Afghanistan. In 2008 Turkish
contractors undertook 562 projects
abroad with a total value of $23.6 billion.
In 2008 the construction industry con-
tributed 5.9 percent of the GDP.

Energy: Coal is the only fossil fuel
that Turkey possesses in abundance,
and it imports almost all of its natural
gas and oil from abroad, spending sev-
eral tens of billions of dollars every year.

Since the 1990s, Turkey has been at-
tempting to substitute its highly polluting
coal with relatively cleaner natural gas in
generating electricity. In the early 2000s,
about two-thirds of the 1.1 billion cubic feet
of natural gas that Turkey imported was
used by the electric power industry. Russia
is the main supplier of natural gas. Other
major suppliers are Iran and Azerbaijan. In
2005 Turkey's domestic oil output was
about 45,000 barrels per day, about half the
level of 1990, and it was forecast to fall by
nearly 50 percent by 2011. Turkey imports
about 90 percent of its oil, mainly from Iran,
Iraq, Russia, Saudi Arabia and Syria.
Turkey's location along several internation-
al oil and gas pipelines eases transport.
Ceyhan, on the Mediterranean coast, is the
terminus of the Baku-Tbilisi-Ceyhan oil
pipeline, which was completed in 2006.
Turkey is positioned to play an even bigger
role in linking gas producers in the Caspian
and Middle East to consumers in south-
eastern and central Europe with the
Nabucco gas pipeline project, for which the
founding agreement was signed in July
2009. The Nabucco project is geopolitically
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significant as it will secure access to new
gas supplies from new sources in the
Caspian region as well as in the Middle
East. For this reason, it has been regarded
as a vital part of the European Union's
long-term strategy to boost supply security.

Because the demand for electric power
doubled in the 1990s, Turkey became a net
importer of electricity, as the domestic gen-
erating capacity was unable to keep up
with demand. Turkey's demand for elec-
tricity is increasing by roughly 7.5 percent
annually on average. In the early 2000s, the
domestic power supply was inefficient be-
cause new plants came online slowly and
industry privatization stalled. In 2008 a deal
with Iran linked the two countries' electric
systems, providing Turkey with a backup
supply when its grid fails. In 2007 the
Turkish Electricity Transmission Company
(TEÝAÞ) and the Electricity Generation Inc.
Directorate General (EÜAÞ), the state
power generation and distribution compa-
nies, still controlled 90 percent of the elec-
tric power market through their 15 ther-
moelectric and 30 hydroelectric plants.
However, most of the plants in the next ex-
pansion phase are to be privately owned.
Since 2002, an independent Energy Market
Regulatory Authority (EPDK) has overseen
privatization and distribution. The creation
of this agency was considered an important
improvement in Turkey's energy manage-
ment. Turkey abandoned plans for its first
nuclear power plant in 2000 and again in
2005; in 2007 a controversial new plan
called for nuclear plants to open in Sinop
and Mersin-Akkuyu in 2015. Turkey is con-
sidered to have substantial unused supplies
of hydroelectric, wind and solar power.

Service sector emerges as largest
contributor to Turkey's GDP
Services: In the 2000s the contribution of
service industries to GDP increased from 53
percent in 1998 to more than 60.2 percent in
2008, particularly in the areas of trade, cater-
ing and personal services. Banking, the most
important of Turkey's financial services, un-
derwent significant changes in the early
2000s. The current system is based on the
Banks Act of 2005, which improved the in-
spection system, raised the standards for in-
stitutional participation in the industry and
simplified the process of bank mergers and
takeovers. The financial crisis of 2001, for
which the banks were partly responsible, had
a severe impact on the sector. The resulting
rationalization of the banking system re-
duced the number of banks by about one-
third to 36, leaving the five largest banks with
more than 50 percent of the total assets.

Those five private banks are part of large
conglomerates with interests in many other
sectors. Three state banks control about 30
percent of the industry's assets; their privati-
zation has been proceeding slowly.
Beginning in 2005, the participation of for-
eign banks has increased substantially.

Since the 1990s the Ýstanbul Stock
Exchange (ÝMKB) has been quite active,
although political developments have
caused substantial volatility.

Most of Turkey's large insurance compa-
nies are connected to banks or international
insurance firms. Reform of the industry's reg-
ulatory structure, a requirement for member-
ship in the EU, has been proposed and tabled
for several years. Until such reform occurs, the
national Treasury is the regulating agency.

Small enterprises have dominated retail
trade. However, in the early 2000s gigantic
chain stores such as Migros, Gima and
Tansaþ, along with a number of foreign com-
panies such as Metro of Germany, Carrefour
of France and Tesco of Britain, occupied an
expanding share of the retail sector.
Shopping malls and supermarkets are in-
creasingly spreading throughout the country.

Turkey has taken advantage of its wide
variety of scenic and historic locations, par-
ticularly along its southern and western
coasts, to build a substantial tourism indus-
try based on locally owned hotels and
restaurants. Some 30.9 million tourists visit-
ed Turkey in 2008, creating revenue of $21.9
billion. The number of tourists visiting
Turkey in the second quarter of 2009 in-
creased by 1.6 percent to 7.7 million; howev-
er, its revenues decreased by 9.6 percent com-
pared to the same period of the previous year.

Labor: In May 2009 Turkey's labor
force was estimated to be 24.8 million.
About 50.1 percent of the official workforce
is employed in the service industry, 25.3
percent in agriculture and 24.6 percent in
construction and industry. In the early
2000s the shift of labor away from agricul-
ture and into services accounted for a sig-
nificant increase in overall labor productivity.

In May 2009, unemployment was
13.6 percent overall, compared with 9.2
percent in the same period of 2008. The
unemployment rate was 16.5 percent in
urban areas and 7.8 percent in rural areas.

BASIC INDICATORS
Trade balance: In 2008 exports amounted
to $132 billion, while imports were $202
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contribution of
service industries to
the GDP increased from
53 percent in 1998 to
more than 60.2 percent
in 2008, particularly
in the areas of trade,
catering and
personal services

Beyoðlu’s Ýstiklal Street is a symbol of 
the vitality of Ýstanbul with thousands of 
people wandering on this 2.5-kilometer-long
avenue. Ýstanbul is the heart of the Turkish
economy, supporting nearly half of 
its annual gross domestic product.
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billion, leaving a trade deficit of $70 bil-
lion. In June 2009, both exports and im-
ports decreased by 29.2 percent and 35.9
percent, respectively, when compared
with June 2008. In the same month, the
foreign trade deficit decreased by 46.1 per-
cent, falling from $7.7 billion to $4.2 billion.

Balance of payments: In 2008 the cur-
rent account showed a deficit of $41.3 billion
and the capital account showed a surplus of
$33.4 billion. The overall balance of payments
for 2008 was a deficit of $2.7 billion. In June
2009 the current account deficit decreased
by 65 percent to $1.9 billion in comparison
to the same month of the previous year.

External debt: In June 2009
Turkey's external debt totaled $265.3
billion, amounting to a 4.3 percent de-
cline over the fourth quarter of 2008.

Currency and exchange rate: In
January 2005 a currency reform established
the new Turkish lira (YTL), which was
worth 1 million of the previous unit, the
Turkish lira (TL). In January 2009 the “new”
was removed and its official name became
the Turkish lira (TL) again. In August 2009
the exchange rate was about TL 1.4 to the
US dollar. Thus, in 2009 the lira was
stronger against the dollar than it had been
in 2003, when the average rate was slight-
ly more than TL 1.5 million to the dollar.

FDI breaks record by rising 
$8 bln to $22 bln
Foreign investment: In the first years of
the 2000s, Turkey's foreign direct invest-
ment (FDI) was relatively low. Beginning
in 2005, legislative changes stimulated
substantial increases. Between 2005 and
2007 the total increased from $8.7 billion

to $22 billion -- a historic record. The FDI
increases in 2006 were based particularly
on activity in the banking and telecommu-
nications sectors. In 2008, FDI was about
$18 billion. Between January and May of
2009, the total net FDI inflows fell to $3.58
billion from $7.5 billion in the same period
last year, a precipitous drop of 52.2 per-
cent, reflecting the effects of the global crisis.

By the end of May 2009 Turkey had
22,250 foreign capital companies, including
newly formed ones, partnerships and branch
offices. The number of new companies estab-
lished with global capital decreased to 908 in
the first five months of 2009, compared to
1,271 in the first five months of last year.

Foreign economic relations: In the
1990s, export subsidies were abolished and
trade with the EU increased slowly and
steadily. Turkey was admitted to the World
Trade Organization (WTO) in 1995. In 1996 a
customs union was established between
Turkey and the EU, abolishing tariffs on in-

dustrial products for both sides. In 1999
Turkey revised its customs legislation in ac-
cordance with EU standards. Between 1990
and 2007, the EU's share of Turkish exports
remained steady between 51 and 56 per-
cent, and the EU's share of Turkish imports
also remained steady between 42 and 47
percent. In 2008 the EU's share of Turkish
exports was 47.7 percent and its share of
imports was 37.3 percent. Throughout that
period, Germany remained among Turkey's
primary trading partners, although that
country's percentage of total trade -- 9 per-
cent of exports and 9.2 percent of imports in
2008 -- diminished steadily in the early 2000s.

In the early 2000s a larger share of Turkey's
imports came from the Commonwealth of
Independent States (CIS) than had been the
case during the 1990s, mainly because of the
reliance on natural gas from Russia. In 2008
Russian products and resources accounted for
15.4 percent of Turkey's imports, overtaking
Germany as the largest import supplier. Turkey
also has bilateral trade relationships with the
member nations of the European Free Trade
Association (EFTA -- Iceland, Liechtenstein,
Norway, and Switzerland) Albania, Bosnia and
Herzegovina, Croatia, Egypt, Israel, Macedonia,
Morocco, the Palestinian Territories and Syria.

In the early 2000s, agricultural products
dropped to below 10 percent of Turkey's ex-
ports. In 2008 the share of agricultural prod-
ucts was only 2.9 percent of total exported
goods. Minerals and mineral products ac-
counted for about 1.6 percent. In 2008 textiles
accounted for about 8.6 percent and wearing
apparel for about 9 percent of exported goods.
Other important exported manufactured
products were steel, construction materials,
appliances, televisions and motor vehicles. 
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mainly because of 
reliance on natural gas
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With its young population, dy-
namic private sector and pivotal
geographic location, Turkey is si-

multaneously an energy consumer, energy
hub and corridor, and energy investor in
the pan-European energy landscape.
These characteristics make Turkey an
emerging regional and global energy player.

Over the past few decades, the
Turkish economy has undergone a signifi-
cant shift from agriculture toward services
and industry. Because of the social and
economic development of the country, the
demand for all types of energy, and par-
ticularly for electricity, is growing rapidly.

Turkey's total primary energy demand
increased from just over 10 million tons of
oil equivalent (Mtoe) to almost 100 Mtoe
between 1960 and 2008. The growth rate
of energy demand is expected to remain
over 4 percent per year toward 2030, ac-
cording to the Turkey Energy Model de-
veloped by Mediterranean Observatory for
Energy (OME). This means that Turkey's
primary energy demand will be about 250
Mtoe in 2030, or 2.7 Mtoe per capita.

Today, 90 percent of the energy con-
sumed in Turkey is of fossil origin. By 2030
fossil fuels will account for 85 percent, de-
spite a growing push for renewable energy
sources and nuclear power plants. Natural
gas, with its one-third share, will likely be
the most important fuel in the Turkish ener-
gy system. And power generation will re-
main the largest energy-consuming sector.

Primary energy production tripled over
the last four-and-a-half decades, increasing
from nine Mtoe in 1960 to over 27 Mtoe in
2008. By 2030, it will more than double and
reach 66 Mtoe. Coal will account for nearly
half of total primary energy production.

Electricity demand and hence con-
sumption in Turkey has grown spectacu-
larly, stimulated by economic growth and
rising living standards. In 1923, when the
Turkish Republic was founded, electricity
demand was less than 50 gigawatt hours
(GWh). Today it stands at approximately
200,000 GWh. The tremendous growth
will continue in the future, albeit at a
slower pace than today, and electricity de-
mand will exceed 700,000 GWh by 2030.

Turkey's installed electricity generation
capacity was less than 33 megawatts (MW)
in 1923. Today, it is about 42,000 MW.
During that same period, gross electricity

generation increased from about 45 GWh
to some 200,000 GWh. Today, three-quar-
ters of the electricity generated in Turkey
comes from burning fossil fuels. Natural
gas alone accounts for almost 50 percent.
Natural gas will remain to have the largest
share in electricity production by 2030.

Except for most of the 1990s and the
last few years, Turkey has been a net elec-
tricity importer. In the very near future,
Turkey will be hard pressed to meet its
growing electricity demand, with its existing
and planned power plants. Improvements
in the efficiency of power generation as well
as sharp reductions in losses will help to
ease the burden on electricity generation.

Nevertheless, Turkey will have to triple its
current installed electricity-generating ca-
pacity in order to meet the demand by 2030.
This is one reason why the government
would like to build nuclear power plants.

Natural gas use in Turkey became
widespread only after the arrival of
Russian gas in 1987, and since then it has
grown rapidly, approaching 40 billion cu-
bic meters in 2009. Gas consumption is
concentrated in the power generation in-
dustry, which accounts for more than half
of the gas demand. A fast-growing econo-
my, industrialization and concerns about
increasing air pollution in big cities have
played a major role in the tremendous in-

Turkey as an emerging regional
and global player in energy
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Turkey's energy need is expected to register
tremendous growth over the next two decades so
that Turkey will become one of the most energy
consuming countries in the Euro-Mediterranean region
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Turkish natural gas market has become
one of the most attractive emerging en-
ergy markets in the Euro-Mediterranean
region. Over the next two decades gas
demand in Turkey will more than dou-
ble. The power sector will continue to be
the driving force in that demand.

Coal production in Turkey has more
than doubled over the last three decades.
It is likely to double again by 2030, thanks
to its rich lignite reserves. However, do-
mestic production will not be able to sat-
isfy demand. Like today, the majority of
the coal demand will be satisfied by im-
ports. Currently, power generation and
industry make up over 80 percent of total
coal consumption. These two sectors will
likely account for almost 90 percent of the
total coal consumption by 2030.

Oil has been the energy source most in
demand in Turkey since the mid 1960s.
Today its share is one-third of the total ener-
gy demand. Over the last five decades, the
transport sector accounted for at least one-
third of the total oil demand in Turkey.
Industrialization, the growing use of oil-fired
power plants and the entry of gas into the
Turkish market have changed the rank of
other sectors in oil use, but the transport sec-
tor has remained on top. This will be the

case also in the future. As is the case today,
by 2030 the transport sector will continue to
account for half of the total oil use in Turkey.

In sum, Turkey's energy need is expect-
ed to register tremendous growth over the
next two decades so that Turkey will become
one of the most energy consuming countries
in the Euro-Mediterranean region. At that
time Turkey will rank third in terms of total
energy use, second in terms of coal use and
first or second in terms of electricity use.

Parallel with increasing fossil fuel use,
Turkey's carbon dioxide emissions will
continue to increase. By 2030 it will ap-
proach 640 million tons, compared to less
than 300 million tons today. The good
news is that Turkey is attempting to mini-
mize the country's energy-related green-
house gas emissions by adopting measures
aimed at improving energy efficiency and
conservation, increasing the shares of re-
newable energy sources in its energy sup-
ply, allowing for fuel switching from high
carbon to low carbon fuels and implement-
ing measures for emission reductions.

Nevertheless, Turkey's energy future
will remain fossil fuel based. The bad news
is that except perhaps for coal, Turkey is
poor in fossil fuel resources. The chief in-
digenous energy resources are hydropow-
er, mainly in the eastern part of the coun-

try, and lignite. Almost all oil and natural
gas are imported, along with high-quality
coal. Turkey is not endowed with oil and
gas like its neighbors, but the inefficient
and insufficient exploration to date raises
some hopes for future discoveries. In the
future, two main factors will help increase
Turkey's oil and gas reserves: (1) increasing
the average recovery rate, which is current-
ly quite low compared with international
standards; and (2) more aggressive explo-
ration, especially offshore, and going deeper.

Today over 72 percent of Turkey's to-
tal primary energy demand depends on
foreign sources. In other words, total pri-
mary energy production corresponds to
only 28 percent of the total energy de-
mand. This situation is not expected to
change radically over the next decades.

Energy security remains a major concern
for Turkey because of its limited domestic
energy resources, its growing energy de-
mand and thus its high level of dependence
on imports. Therefore, Turkey has placed
high priority on increasing its use of domes-
tic energy resources by utilizing public, pri-
vate and foreign sources to initiate new in-
vestments. It has undertaken successful
studies to assess, improve and value the po-
tential of hydropower, one of the country's
largest domestic resources together with do-
mestic lignite, and renewable energy
sources so that it can expand the potential
of these resources in a cost-effective way.

Turkey has long neglected renewable
energy sources, despite their enormous po-
tential. However, this ignorance recently
gave way to greater interest, which has led
to a massive focus on renewable resources.
Today, they are very fast-growing and pro-
moted energy sources. This trend will con-
tinue in the future, but despite that, their
share will account for less than 10 percent
of total primary energy demand in 2030.

Turkey is an important regional and
global energy player not only because of its
increasing energy use and production but
also because of its key role as an energy
gathering and dispatching center. Turkey is
strategically located at the crossroads of
several strategically and economically im-
portant regions, including the Middle East,
the Caspian, the Black Sea, the
Mediterranean and Europe. And energy is
the most common denominator bringing
all the actors in those regions together.
Moreover, Turkey lies at the crossroads of
various existing and future energy trans-
port routes carrying both oil and gas from
many core producer regions to the
Western energy markets. In addition, it is
a geo-strategic energy gateway for pro-
ducers and consumers, international and
national energy companies, and investors.

Turkey is strategically
located at the
crossroads of several
strategically and
economically 
important regions, 
including the Middle
East, the Caspian, the
Black Sea, the
Mediterranean and
Europe. And energy 
is the most common
denominator bringing
all the actors in those
regions together

The groundbreaking ceremony 
of the Samsun-Ceyhan oil pipeline,
under construction by Turkey's Çalýk
Energy and Italy's Eni, was attended
by officials from both countries.
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by means of the East-West and North-South
energy corridor concept. With the opening of
the landmark Baku-Tbilisi-Ceyhan (BTC)
pipeline in 2006, Caspian crude is now trans-
ported to the Mediterranean. The port of
Ceyhan has already become an important
outlet for Iraqi oil shipments from Kirkuk.
The Bosporus is still regarded as a major
shipping chokepoint for transit between the
Black Sea and the Mediterranean, but the
planned Samsun-Ceyhan oil pipeline
will help ease the pressure from the
Bosporus. If everything goes according to
plan, crude oil will be further transported
to Israel and then to the Asian markets.

Alongside the BTC runs the South
Caucasus pipeline, carrying Azeri gas to
Erzurum in Turkey. With the inauguration of
the Greece-Turkey natural gas pipeline (or
Interconnector) in 2007, Azeri gas is trans-
ported to Greece. This line allows for the first
time the delivery of Caspian gas to Europe,
bypassing Russia. Caspian gas will be further
transported to Italy when Poseidon, an un-
dersea line between Italy and Greece, begins
operation. Finally the Nabucco gas pipeline
project, whose intergovernmental agreement
was signed in July 2009, intends to carry nat-
ural gas from the Caspian region, Egypt,
Iran, Iraq and Russia to Europe. The line will

contribute both to the diversity of supply and
route needed for European economies.

Turkey's strategic importance for the
Eurasian security of energy supply, demand
and transit is obvious. If the European Union
is serious about a more secure energy future
especially beyond 2030, it must engage in
non-discriminatory dialogue and coopera-
tion with Turkey. Beyond 2030 many of to-
day's suppliers to Europe will have hit or will
have passed their peak production (espe-
cially Norway and Algeria) or their increas-
ing domestic demand will prevent them
from exporting significant amounts of gas.
Meanwhile, new large suppliers such as
Iraq, Iran and Turkmenistan are emerg-
ing. Turkey can become an essential gas
corridor for piping their gas and even un-
dercut Russia's monopoly position in
Europe. Unless Turkey has a foreign energy
policy, this goal will remain a pipe dream.

Turkey will surely go beyond its current
efforts and policies to meet its energy needs

in the future and will formulate a compre-
hensive, forward-looking energy (security)
strategy. However unpopular such policies
may be, the consequences of postponing
sound energy policies are equally painful.
Continuing business-as-usual policies over
the next decades will not result in a desirable
energy future. The reluctance of policymak-
ers to tackle awkward structural problems
must be overcome. Implementation is vital.

* Dr. Sohbet Karbuz was born in Ýstanbul in
1965. He received his BSc and MSc degrees
from Istanbul Technical University, his Ph.D.
from the Technical University of Vienna and
postgraduate diploma from the Institute for
Advanced Studies in Vienna. He has worked as
a scientist and researcher in Turkey, Germany,
Austria and Italy. Also a former official at the
International Energy Agency in Paris, Dr.
Karbuz currently works for the Mediterranean
Observatory for Energy (OME) in France, as
head of its hydrocarbons division.   
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Turkey will surely go beyond its current efforts
and policies to meet its energy needs in the
future and will formulate a comprehensive,
forward-looking energy (security) strategy
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Turkey is transforming itself into
a high-end destination, moving
away from the omnipresent im-

age of a “sea, sand and sun only” holiday
location. Today's buzzword in Turkey's
tourism industry is diversification.

In 1980, 1.2 million foreign tourists
visited Turkey. By 2000, the 10 million
mark had been reached. From then on,
growth rates have been stellar: Only five
years later, in 2005, Turkey welcomed
21.1 million foreign arrivals, spending on
average 689 euros per person, totaling 14.48
billion euros in annual tourism receipts.

After a slump in 2006, Turkey is
back on track: Last year's figures (2008)
stood at 26.4 million foreign arrivals, a
13 percent growth compared to 2007.

Turkey witnessed near-constant annual
growth rates of both incoming tourist num-
bers and sector-related revenues except dur-
ing the first Gulf War period. At the end of
Q2 of 2006, the industry suffered a 19 percent
drop and on aggregate a still-rather-severe 7
percent decline on an annual basis. The sec-
tor was in shock: Was the crisis due to an
outbreak of bird flu that had occurred to-
wards the end of 2005? Was an international

row over a cartoon published in a Danish
newspaper to blame? Had the issue of ter-
ror re-entered holidaymakers' agendas?

It took Turkey's tourism managers a
considerable amount of time to adjust to the
fact that a constant growth rate is impossible
to sustain, not to mention that one day a
certain inevitable ceiling will be reached due
to market saturation and environmental
considerations. Whether this maximum

number stands at 35, 40 or 45 million annu-
al visitors or even more is too early to say.

What can be said, however, is that
neither bird flu nor cartoons published in
foreign newspapers or a few isolated ter-
ror attacks were the reason for the drop in
figures -- it had been a “logical” decline
in the making for many years, similar to
most, if not all, international tourism des-
tinations, with Spain and the Canary
Islands during 2009 as another example.

Today's travelers are Internet-savvy,
speak languages and know how to cut out
the middleman if need be. Most of all, they
do not wish to spend every holiday in the
same location. Hence every season, new
customers must be attracted to visiting
Turkey. In a cutthroat sector the “3Ss” --
sea, sand and sun -- are no longer enough.
Tourism is a sector that works similar to a
wave and it can be accommodated by
foresight and clever business acumen.

Diversification is the key
I will focus on eight sub-sectors highlight-
ing Turkey's immense tourism potential

1. Conference tourism away from Ýs-
tanbul: Conference, or “delegate,” tourism

Diversification -- key to unlocking
Turkey's huge tourism potential
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Today's travelers are
Internet-savvy, speak
languages and know
how to cut out the
middleman if need be.
Most of all, they do not
wish to spend every 
vacation in the same
location. Hence every
season, new customers
must be attracted 

KLAUS JURGENS*
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restaurant manager),
Licensee (London).

Skiers climbing a hill on a chairlift at the Kartepe Skiing Center in Kocaeli. Winter tourism is a good opportunity for Turkey to diversify its tourism options.
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Let me take you to central Turkey: Çorum is a
town bustling with commercial activities lo-
cated a few hours' drive from the Turkish
capital. It attracts tourists who are interested
in the Hittites and history in general. I met
with an entrepreneur who planned to expand
his hotel and transform it into a fully fledged
5-star facility. Modern day conference at-
tendees like to explore foreign countries
whilst being on location as long as transport
and accommodation facilities are state-of-
the-art. Many regions in Turkey need 4 and
5-star hotels and improved access routes.

2. City tourism: City tourism is distinctly
different from conference tourism as it in-
volves “regular” visitors who do not attend
meetings. Few tourists would spend more
than a week, let us say, in Paris, so anything
from a weekend to five days seems reason-
able from a Turkish perspective. The First
World Tourism Forum in Ýstanbul (2005) dis-
cussed new paradigms in city tourism man-
agement. K. Paskaleva-Shapira summed up
the event by saying, “City tourism is one of
the fastest growing sectors in the world.”

3. Event tourism: Small and large-scale
public events can attract tourists to lesser-
known locations and act as a catalyst to high-
light local sites. They can also be used to bal-
ance the seasonal fluctuations associated with
tourist revenues, with events in off-season
periods. The required infrastructure invest-
ment is often the kick-start for serious growth
in the community. Sports events spring to
mind, as do trade fairs and expositions. Ýs-
tanbul, as a European Capital of Culture in
2010, is another good example which would
benefit from more proactive marketing.

4. Wellness, health tourism: The
European concept of wellness tourism had its
first peak in Austria in the early 1990s.
“Wellness” implies that you allow your body
and soul to be pampered while on holiday,
including holistic approaches towards
recharging your body's batteries. Besides,
there is of course a trend towards undertak-
ing serious medical treatment in Turkey due
to its positive price-quality ratio. Again,
many foreign guests and tour operators have
so far totally neglected this market segment.

5. Winter tourism: Winter tourism could
become the most serious domestic competi-
tor when compared with the 3S segment. As
long as environmental concerns are taken in-
to account, Turkey could easily become an al-
ternative to the entire Alps region. This re-
quires serious investment and transportation
facilities. It does imply a certain change of
habit, though, as most winter tourists in
Central Europe are able to drive by car or
bus to their chosen destination, while going
skiing in Turkey requires traveling by plane.

6. Summer mountain tourism: Many

Europeans love summer holidays -- in the
mountains, that is. Most resorts are open all
year round and offer reduced rates during
their off-peak season. It is ideal for families
with children as well as older generations.
Perfect climate, lots of sunshine and countless
outdoor activities make for the perfect mix.
From Manisa's more modest hills in Turkey's
west (averaging 1,500 meters) to Van, close to
Mount Aðri in the east (coming in at a stun-
ning 5,137 meters), Turkey is a perfect desti-
nation for summer mountain tourism. Add
new scenic routes, lure guests and
spenders away from motorways and city
centers, have them use a new bed and break-
fast network, and you get the full picture.

7. Youth tourism: “Young adult
tourism” no longer implies backpackers
descending on quaint villages or living the
high life in a metropolis -- without spend-
ing too much. These days they are well

prepared, have read the “Rough Guide”
and carry a booklet with the 500 most-used
words of the language in their chosen des-
tination. They pay by credit card and carry
a mobile phone, too. They still want to
meet other young adults, though, and pre-
fer to stay in designated youth-oriented
but nevertheless quality accommodations.   

8. Yacht tourism: On Aug. 19 this year
Prime Minister Recep Tayyip Erdoðan
opened a new marina on Turkey's Aegean
coast, D-Marin Didim. Privately constructed
at a cost of $75 million, it positions the re-
gion as a key player in the yacht tourism
segment and above all will boost the local
economy by creating 650 much-needed re-
gional jobs. The Turkish government itself
aims at investing $750 million into yacht
tourism, with 22 new marinas in the pipeline.

SMEs -- a force to reckon with
Nearly all of Turkey's companies active in
the tourism sector (accommodation, travel
agencies, related business) are small and
medium-sized enterprises (SMEs) with no
more than 250 employees. As a matter of
fact, most are micro (up to 10 employees)
or small (not more than 50 employees)
businesses. This means that very few of
them have access to adequate finance or
government support. While by numbers
SMEs are the backbone of the Turkish econ-
omy, they contribute to only 26.5 percent of
Turkey's overall economic performance.

Changing the wallpaper or menu can
be done at once; more extensive business
updates, however, need financing, and
both banks and government must do much
more to help Turkish SMEs obtain funding
to improve the quality of their products
and services. The World Bank and the
European Investment Bank have an important
role in stimulating the local economy, too.

Managing sustainable growth
Diversification would create a much-needed
financial buffer zone, stabilizing tourism rev-
enue with substantial extra turnover. To un-
lock the door to Turkey's immense potential,
a number of measures are required: first, a
much-improved product range and quality,
including in the 3S segment; second, more
up-market service standards; third, better in-
tercity public transport focusing in particular
on extended rail networks; fourth, improved
infrastructure around hotels and tourism es-
tablishments such as roads, pavements,
shops and local public transport; finally,
streamlining legal provisions for foreigners
who want to buy property -- hassle-free, that
is. What are required now are more govern-
ment, private investor and sector-based ini-
tiatives. Yacht tourism, as one example, has
shown diversification works well for Turkey.
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Turkey's EU accession
process will be helpful,
too, to adapt to more
consumer-friendly
legal frameworks, 
with health, safety, food
and employment 
laws -- only four such 
important issues 
taken from a rather 
extensive list
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In recent times, Ýstanbul has be-
come a hotspot for hosting large
international events that attract

thousands of people from all around the
world. As the number of such events in-
creases steadily, the economy as a whole
becomes stimulated, but hotels and the
tourism sector benefit most from the in-
creased traffic caused by such occasions.

It all began with the 2004 NATO Ýstan-
bul Summit, which 62 heads of state, in-
cluding then-US President George W. Bush,
attended. Fatih Þahin, the chairman of
Deneyim Event Planning and Tourism
Services, believes this event helped increase
trust in Turkey with regards to security con-
cerns because the presidents of many coun-
tries were present. The event, he says, paved
the way for the city to host other interna-
tional events in various fields such as econo-
my, politics, culture, art, science and sports.

Sports, and especially soccer, have
played a special role in putting Turkey in the
spotlight in the global community. Ýstanbul
hosted the 2005 UEFA Champions League
Final between Milan and Liverpool, a major

global event in the field of sports that drew
roughly 50,000 fans to the city. The match
was watched by billions of people around
the world and contributed about $1 billion
to promoting Turkey, according to estimates
from the tourism sector. This figure, a result
of only one night, is more than 10 times the
annual budget of the Ministry of Culture
and Tourism. Hotels were also pleased, as
fans who came for the match even booked

rooms as far away as Ýzmit, Tekirdað and
Edirne in addition to Ýstanbul. Prices
charged by some hotels shot up due to the
demand, reportedly increasing 300 percent.

The 2009 UEFA Cup Final, held in May,
saw an exciting performance between
Shakhtar Donetsk and Werder Bremen on
the pitch of Fenerbahçe's modern stadium in
Ýstanbul's Kadýköy district. However, it was a
massive disappointment for the city's hotels.
Only 800 people who came to watch the
match checked into hotels on the city's
Anatolian side, which have a total capacity of
10,000 beds. Even a reduction in hotel prices
failed to help boost the number of customers
during the event. Commenting on this situa-
tion, Turkish Hoteliers' Association (TUROB)
President Timur Bayýndýr cited the low num-
ber of supporters in the city as the main cause
for the dismal booking figures. Furthermore,
he thinks the ongoing global economic crisis,
which significantly hurt the incomes of
Europeans, also played an integral role in the
lack of interest in the match. Most of the fans
who came did so for only one day and aboard
planes chartered by the teams themselves.

Apart from soccer, car racing is another
sporting event that attracts fans to Ýstanbul.

International events add to
Ýstanbul’s tourism potential
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spotlight. Ýstanbul
hosted the 2005 UEFA
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Final between Milan
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pionship, Formula One, has held an annu-
al Grand Prix race in Ýstanbul since 2005.
In addition to the tens of thousands of
spectators the event attracts from all over
the world, the races are also watched live
by an audience of more than half a billion
from 203 countries, making a valuable
contribution toward promoting Turkey.

The Fifth World Water Forum also de-
serves to be mentioned as a recent event
that brought many political figures, aca-
demics, scientists and businessmen to Ýs-
tanbul. Held in March, the event broke a
record with 33,000 participants, the highest
ever among water forums organized so far. 

There are many more examples of simi-
lar occasions that have cemented Ýstanbul's
position as an ideal venue for fairs, conven-
tions, massive events and so on. The
Annual Meetings of the Boards of
Governors of the International Monetary
Fund (IMF) and the World Bank Group are
just the most recent example, carrying Ýstan-
bul to the center of international finance.

In addition to all, it is worth mentioning
that Ýstanbul will assume the title of 2010
European Capital of Culture (ECOC), as a
great number of tourists are expected to visit
the city throughout the year. Invigorating
and developing cultural tourism, Ýstan-
bul's position as a European Capital of
Culture will allow it to attract educated
tourists who spend more time and more
money during their travels than other visitors.

Interest in Ýstanbul still alive
Bayýndýr cited the double positive impact of
international events on the tourism sector:
They contribute to the promotion of Turkey
because the events have a prominent place
on the world agenda and they bring in a
comparatively higher revenue -- two or
three times that of other types of tourism.

While the average tourist in Turkey
spent about $650 in 2008, this figure
was $1,000 in Ýstanbul thanks to inter-
national events that took place in the
city. Ýstanbul's contribution to Turkey's
overall tourism income is about 35 percent.

Bayýndýr noted that the number of
tourists visiting Ýstanbul in 2009 is expected
to rise despite the ongoing economic crisis,
mainly thanks to major international event.
According to Bayýndýr, the number of
tourists visiting Ýstanbul is expected to rise
to 9 million this year while the 2010 target
is to attract 10 million tourists, mainly be-
cause the city will be the ECOC that year.

The total number of tourists who visit-
ed Turkey in 2008 was 26.3 million, of
which 7 million came only to Ýstanbul, ac-
counting for a 26.8 percent rise over the
previous year, according to data released by

the Ministry of Culture and Tourism. For
the first seven months of the year, this fig-
ure was 4 million, accounting for a 28 per-
cent increase over the same period last year.

More hotels, convention centers
Hotel occupancy rates rise as more global
events take place in the city. To meet the
increasing accommodation needs stem-
ming from such events, the capacity of Ýs-
tanbul's hotels rose from 91,000 beds to
95,000 in 2008. This figure is expected to
reach 107,000 by the end of the year and
118,000 in 2010 as newly established ac-
commodation facilities begin operating.

Between 2006 and 2008, international
hotel chains such as Four Seasons,
Sheraton, Crowne Plaza, Ibis Hotel, Hotel
Novotel, WOW Hotels and the Holiday Inn
opened new hotels in Ýstanbul. During the
course of 2009 and 2010, Öztanýk, Rixos,
Zorlu, Özbek, Doðuþ, Koç, Aygün and
Dedeman also expect to begin operations.

To meet the demands of the increasing
number of international conferences held
in Ýstanbul, new convention centers have
been established in the city. The Haliç

(Golden Horn) Congress Center opened
in March. The Harbiye Culture and
Congress Center, which features 11 audi-
toriums and a conference hall with a seat-
ing capacity of 3,500, opened on September.

WOW Ýstanbul Hotel General
Coordinator Ziya Cihan notes that confer-
ence tourism significantly boosts city hotel
revenues and is the engine propelling the
city's economic life forward. “The greatest
benefit of such international events is their
contribution to the promotion of the coun-
try, directed at an audience that travels a lot
with a high potential to consume,” he said.

Armin Zerunyan, cluster general manag-
er of the Hilton Ýstanbul, Hilton ParkSA Ýs-
tanbul and Conrad Ýstanbul, believes the
high degree of publicity that comes along
with such large events cannot be purchased
even with millions of dollars and added that
this would eventually yield great revenue for
the tourism sector. Noting that the occupan-
cy rate of Hilton hotels during international
events is high, Zerunyan cited various factors
such as the internationally recognized name
of the Hilton brand, their high bed capacity
as well as assembly rooms they offers in ad-
dition to their central location, near event
venues and sites of interest, as the main rea-
sons behind his hotels' success. He also said
that hotels he oversees expect a 100 percent
occupancy rate for the IMF/World Bank
meetings. “Almost all hotel suites have
already been reserved by meeting atten-
dees. We are also receiving requests to lease
out assembly rooms for extra meetings.”

Fatih Þenuslu, the general manager of
the Ceylan InterContinental Hotel, said
conference tourism in Ýstanbul has been
advancing and that it has already sur-
passed other types of tourism. He explained
that the majority of his hotel guests were
either businessmen or attendees of confer-
ences or meetings while other tourists ac-
counted for only a small share of all guests.
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Apart from soccer,
car racing is another
sporting event that
attracts fans to
Ýstanbul. The world's
most renowned
racing championship,
Formula One, has
held an annual
Grand Prix race in
Ýstanbul since 2005





CAMBRIDGE -- Something
happened in late August that I
never thought I would see in my

lifetime. A leading policymaker in the
Anglo-American empire of finance ac-
tually came out in support of a Tobin tax
-- a global tax on financial transactions.

The official in question was Adair
Turner, the head of the United
Kingdom Financial Services Authority,
the country's chief financial regulator.
Turner, voicing his concerns about the
size of the financial sector and its fre-
quently obscene levels of compensation,
said he thought a global tax on financial
transactions might help curb both.

Such a statement would have been
unthinkable in the years before the sub-
prime mortgage meltdown. Now, how-
ever, it is an indication of how much
things have changed.

The idea of such a tax was first float-
ed in the 1970's by James Tobin, the
Nobel laureate economist, who famous-
ly called for “throwing some sand in the
wheels of international finance.” Tobin
was concerned about excessive fluctua-
tions in exchange rates. He argued that
taxing short-term movements of money
in and out of different currencies would
curb speculation and create some ma-
neuvering room for domestic macroeco-
nomic management.

The idea has since become a cause-
célèbre for a wide range of non-govern-
mental organizations and advocacy
groups that see in it the double virtue of
cutting finance down to size and raising
a big chunk of revenue for favored caus-
es -- foreign aid, vaccines, green tech-
nologies, you name it. It has also been
endorsed by some French (predictably!)
and other continental European leaders.
But, until Turner mentioned the idea,
you would not have been able to identi-
fy a single major policymaker from the
United States or the UK, the world's
two leading centers of global finance,
with anything nice to say about it.

The beauty of a Tobin tax is that it
would discourage short-term specula-
tion without having much adverse effect
on long-term international investment
decisions. Consider, for example, a tax of
0.25 percent applied to all cross-border
financial transactions. Such a tax would

instantaneously kill the intra-day trading
that takes place in pursuit of profit mar-
gins much smaller than this, as well as
the longer-term trades designed to ex-
ploit minute differentials across markets.

Economic activity of this kind is of
doubtful social value, yet it eats up real
resources in terms of human talent,
computing power, and debt. So we
should not mourn the demise of such
trading practices.

Meanwhile, investors with longer
time horizons going after significant re-
turns would not be much deterred by the
tax. So capital would still move in the
right direction over the longer term. Nor
would a Tobin tax stand in the way of fi-
nancial markets punishing governments
that grossly mismanage their economies.

Moreover, it is undeniable that such
a tax would raise a great deal of money.
Revenue estimates for a small tax on in-
ternational currency transactions run in-
to hundreds of billions of dollars per
year. The receipts would be even greater
if the base is extended, as was implied
by Turner, to all global financial transac-
tions. Whatever the precise amount, it is
safe to say that the numbers in question
are huge -- larger than, say, foreign-aid
flows or any reasonable assessment of
the gains from completing the Doha
Round of trade negotiations.

Predictably, Turner came in for se-
vere criticism from City of London
bankers and the British Treasury. Much
of that criticism misses the mark. A
Tobin tax would raise the cost of short-
term finance, some argued, somehow
missing the point that this is in fact the
very purpose of a Tobin tax.

Others argued that such a tax fails to
target the underlying incentive problems
in financial markets, as if we had an ef-
fective, well-proven alternative to
achieve that end. It would threaten the

role of London as a financial center,
some complained, as if the proposal was
meant to apply just in London and not
globally. It can easily be evaded by rely-
ing on offshore banking centers, some
pointed out, as if not all financial regula-
tions face that very same challenge.

In any case, as Dean Baker of the
Center for Economic and Policy
Research in Washington observed, there
are many imaginative ways in which a
Tobin tax could be made harder to
dodge. Suppose, he argues, that we give
finance workers who turn in their cheat-
ing bosses 10 percent of the receipts that
the government collects. That would be
quite an incentive for self-monitoring.

What the Tobin tax does not do is
help with longer-term misalignments in
financial markets. Such a tax would not
have prevented the US-China trade im-
balance. Neither would it have stopped
the global saving glut from turning into
a ticking time bomb for the world econ-
omy. It would not have protected
European and other nations from be-
coming awash in toxic mortgage assets
exported from the US. And it would not
dissuade government's intent on pursu-
ing unsustainable monetary and fiscal
policies financed by external borrowing.

For all of these problems we will
need other macroeconomic and finan-
cial remedies. But a Tobin tax is a good
place to start if  we want to send a
strong message about the social value
of the casino known as global finance.

* Dani Rodrik, Professor of Political
Economy at Harvard University's John F.
Kennedy School of Government, is the first
recipient of the Social Science Research
Council's Albert O. Hirschman Prize. His
latest book is One Economics, Many
Recipes: Globalization, Institutions, and
Economic Growth. © Project Syndicate, 2009

Tobin tax reincarnates with
worries over global system
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The idea of installing a global tax on financial
transactions would have been unthinkable
in the years before the sub-prime mortgage
meltdown. Now, however, it is an indication of
how much things have changed
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