[image: image1.jpg]TODAYS ZAMAN




Turkey needs pressure to sustain reforms, say analysts

Turkey has changed its international profile much in a decade. The hapless victim of natural forces and misrule of 1999 is today the great escape artist, the emerging market whose restructured banking system is the envy of the US and the UK.
“Also there's something less tangible helping, a maturity, a confidence of its place in the world,” said Christopher Garnett, the director of Euromoney Conferences, speaking at the 2nd Euromoney Turkey Finance and Investment Forum, which ended in İstanbul on Wednesday.

Garnett moderated a panel of analysts who discussed Turkey and its political and economic outlook. Topics included the International Monetary Fund (IMF), with which Ankara has been negotiating a new stand-by loan agreement for over a year, and also the pace of reform, relations with the European Union, effects of the global slowdown, trade policy and exports, and Turkey as the risk bellwether of emerging markets.

The panel included Tolga Ediz, a portfolio manager at Ashmore Investment Management; Professor Vladimir Kvint, president of the International Academy of Emerging Markets and a member of the Bretton Woods Committee; Wolfgango Piccoli, a political analyst at the Eurasia Group; Sinan Ülgen, a managing partner at İstanbul Economics; and Tibor Varadi, deputy head of the European Commission's delegation to Turkey.

Eurasia Group analyst Piccoli said he did not expect to see much reform effort in the next year or two.

“This is the first time this government is ruling through an economic downturn, so there's a question about their appetite for reform,” said Piccoli. “Much will depend on external factors, the EU and global economy. An election is expected in two years, and the Justice and Development Party [AK Party] lost support in the local elections. Because of the system, it would be very easy to end up with a coalition government in 2011, which would be bad for investors as such governments only have a life expectancy of 18 to 24 months.”

Varadi said it's important to put Turkey's reforms in the EU context. “The pace of progress on membership depends on the pace of reforms in Turkey,” he said. “Some people point to political attitudes in Europe, but still, if Turkey stalls on reform, it's hard to move ahead. The local elections took away some of the steam needed for reform, but I'm cautiously optimistic.”
Kvint said that there are roughly 83 countries classified as emerging markets and, though Turkey is not tops in population, it is number five in terms of foreign direct investment (FDI) share and number two in terms of net FDI. “Turkey is doing what is needed, but needs to push privatization,” said Kvint. “Corruption is a big issue. Some 25 percent of the people live below the poverty line, a result of the inequitable distribution of wealth, which itself is a big indicator of corruption. Budgeted money is not going where it's needed; the budget is out of control.”

Ediz said it's understandable that there's been a slowdown in reform. “Compare now to the worries that surrounded the presidential election…there's a sense of trauma around the political scene,” he said. “The minister [Babacan] will have to drag his party along. The budget has become so rigid that fiscal reform has become urgent. He announced his spending package, but much lies outside that. Private pension reform needs to continue in order to allow for greater long-term investments. I always compare Turkey to South Africa, where you have interest rates at 8 percent and are able to borrow for 20 or 30 years. They have a strong pension system. Now in Turkey you've got difficulty going beyond five years with a Turkish lira-denominated instrument.”

Ülgen said most people realize the honeymoon is over, but that it pays to look back from an economic perspective on what has and has not been achieved. “The 2001 reform agenda was based on fixing the weakness, the lack of economic governance, which they did, but Turkey failed to put in the second generation of infrastructure reform, so now 50 percent of the labor force is unregistered and 30 percent of the economy is outside control,” he said. “Undoubtedly the EU agenda has had a positive effect on reform from 2002 to 2005. Then the reward was membership, but now that is not the rhetoric we hear, which instead is talk of privileged partnership.”

EU -- fact or fiction?

Will Turkey ever join the EU? Garnett asked Varadi. “I think it will,” said Varadi, “but Turkey should start tackling corruption. The framework for membership negotiations was agreed on by all member states and you would need the same to change it, so France and Germany would have to find 25 countries to go along with their ideas, which looks unlikely given the strong support Turkey enjoys from some EU countries. It's important for investors to know that Turkey adopted the framework.”

Kvint compared Turkey to Spain. “For sure Turkey will be in,” he said. “Turkey has indicators even better than Spain, better ratio of higher education at 24 percent. There is a problem with the black market. Turkey needs another tax amnesty to bring more Turkish capital back into the market. They'll be a member much earlier than people think.”

Ediz advised being careful with amnesties. “South Africa only had one, but Turkey has one every other year,” he said. “You have to make it final, so people believe. I agree that Turkey will join the EU, though probably not earlier than 2015. I say do the difficult chapters now, don't wait for agriculture, because that's going to take 10 years and every year you delay now is a year of delaying membership.”

Piccoli said it's the EU that needs to change. “It's going to be hard to convince the big money countries, Germany and France, the largest contributors to the EU budget, to share power with Turkey,” he said. “The Turkish prime minister says someday Turkey will not need the EU, that the country has international connections of its own.”
“Does Turkey belong with the BRICs [Brazil, Russia India, China]?” asked Garnett. Piccoli answered that Turkey is already a BRIC as far as investors are concerned.

“The Eurasia Group has three people working in Turkey, three in Russia, three in India …we have three people here because of the level of client interest in Turkey,” he said. “The likelihood of Turkey doing well without the IMF depends on the global economy, whether investor sentiment remains positive on emerging markets, as it has lately. But still Turkey needs pressure on reforms.”
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