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LATEST DEVELOPMENTS IN TURKISH INDUSTRY

Developments in 2000 and 2001
At the end of 1999, Turkish Government has introduced a 3-year macroeconomic program with the support of  IMF in order to put economy in a more stable growth environment. Following the implementation of this program, positive developments has been observed in the economy in 2000; interest rates sharply decreased below expected levels, inflation significantly slowed, and production and domestic demand started to increase.


In 2000, the industry showed a performance with parallel to  the positive developments in the economy in general.

- Growth rate of the industry value added was 5.6 %.

- Industrial production increased by 6.1 %.   The highest production increases was experienced in textiles and clothing, plastic and rubber, machinery, electronic and automotive industries.

- Capacity utilization increased to 78.2 % from 72 % compared to the fourth quarter of previous year. 

- Employment in industry increased by 4 % compared to the fourth quarter of previous year. 

- Manufacturing industry exports increased by 4.1 % to 24.9 billion dollars, and imports by  28.4 % to 44.5 billion dollars. The main reasons for the high increase in imports were the exchange rate policy implemented, developments in dollar-mark parity, increase in domestic demand and fixed capital investments.



However, some unexpected developments have been also observed in 2000, such as, the real appreciation of the Turkish Lira above initial expectations, a rapid recovery in domestic demand, the increase in prices of energy products such as crude oil and natural gas, the developments in the Euro/US$ parity; and the current account generated a deficit which seriously exceeded the program level. This development led to growing concerns in both domestic and international markets about the sustainability of the exchange rate regime and doubts about the financing of the current account deficit. Furthermore, the delays in the privatization activities of certain important public enterprises, the unhealthy structure of the financial sector, with particular problems caused by the state banks, the cautious approach of international capital towards emerging markets led to a decrease in capital inflow to Turkey in the second half of 2000 and the loss of confidence in the Government’s program.


These developments resulted in two consecutive crises in November 2000 and in February 2001. Interest rate went up, floating currency system has been introduced and Turkish Lira devaluated.  These developments created an ambiguous environment in economy and negatively affected the industrial sectors.

The Impact of the Crises on Industrial Sector

The high interest rates and ambiguous situation in the economy decreased the domestic demand. The consumer credits were stopped. 

The existing credits have been charged very high interest rates and new credit demand of the firms was not satisfied by the Banks. So, the financing of working capital, investments and trade faced problems. 

Because of the increase in input prices such as energy and imported inputs, production costs  was increased.

Firms have faced payment difficulties and this has especially affected SME’s that supplies the products to the large firms.

As a result this situation imports faced difficulties, the production decreased or temporarily stopped, workers laid off, and investments postponed. 

According to the indicative monthly statistics the recent developments in industry are as follows:

· In October 2000, just before the crises, the manufacturing industry capacity utilisation rate was 81,3 %; then it was dropped to 72,2 percent in March 2001, even to 62 % in private sector.

· The manufacturing industry production decreased 4.3 % in

December 2000, 6.5 % increased in January, 5.0 % decreased in February, and 7.3% decreased in March 2001. 

· The number of new established firms and cooperatives were 648 in December 2000, 1010 in January, 557 in February, 282 in March, 402 in April 2001.

· The number of investment incentive certificates which indicates the investment tendency   is 290 in December 2000, 298 in January, 268 in February, 185 in March, 402 in April 2001.

· On the other hand, there was an increase in exports because of the devaluation of Turkish Lira. Despite the decrease in exports by 5.4 percent in December 2000, it increased 21.8 % in January 2001, 8.4 % in February, 1.4 % in March and 17.3 percent in April 2001. Therefore, between the period January-April of 2001, total exports increased 11.8 % in which, industry export increased as 12.5 %. 

· The total imports  increased only 3.7 percent in the first two-month of 2001 in which it decreased 12.3 % in February. Similarly, manufacturing industry imports increased only 3.5 percent in the first two month of 2001 in which it decreased 14.5 % in February.

On the sector-wise impacts of crises, the most affected sectors seem to be textiles, paper, chemicals, metal goods, machinery and automotive industries.

The New Economic Program

In order to overcome the financial crises a new economic program was announced in April. The overall strategy of the new program will have three phases:

· In the first immediate phase, the measures dealing with the crisis in the banking sector will be taken expeditiously with the aim of lowering the uncertainties in the financial markets and overcoming the crisis environment.
· In the second phase, stability will be restored in the money and foreign exchange markets, allowing a medium-term perspective to be re-established in the economy.
· In the third phase, macroeconomic balances will be established to enable a sustainable growth environment starting from the second half of the year.
The new program also includes measures related to the production sectors:

1) Measures for the increase of exports:

· Credit sources of Eximbank will be increased,

· VAT refunds on exports will be accelerated,

· The bureaucracy involved in export transactions will be decreased.

2) Measures for the increase of foreign direct investment:

· The new arbitration law will be prepared.

· An Action Plan for elimination of bureaucracy in FDI will be implemented.

3) 400 trillions TL. will be allocated from the budget for the financing of interest subsidies of credits extended to SME’s, artisans and farmers.

Expectations for the Year 2001

In the new economic program, the GNP growth rate estimate is –3 %.

The exports and tourism sectors will be the leading growth sectors, especially in the second half of 2001.

In the production sector, after the confidence has been realised in markets, the export-based sectors, such as food, textiles, iron and steel, automotive, and machinery-electronic are expected to recover starting from the second half of 2001. The other sectors can start to grow in the beginning of next year depending on the developments in domestic demand.
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