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Turkey’s Transitions

Turkey’s economic turnaround since the 19805

e

e Trade e Labor
e Finance e Cities
e Enterprise e Welfare

e Infrastructure e Fiscal Space

Challenges

Escaping the Middle Income Trap



Achievement 1: A substantial increase in trade and a rising
global footprint

Exports and importsintUSBRLIIeH

mmmm Imports of goods and services (in billion, current US$) Turkey’s Global Import Share

= Exports of goods and services (in billion, current USS) Turkey’s Global Export Share

Total Trade Volume (in billion, current USS) == |mports + Exports of goods and Services (% of GDP) (right axis)




Achievement 2: A stable banking sector that weathered
the global crisis
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Morocco
Romania
Bulgaria

Indonesia
Malaysia
Czech Republic

EU Average e BRICS Average

Korea, Rep.
Philippines

South Africa
Slovak Republic
Russian Federation

e \ENA Average Growth Markets Average

Egypt, Arab Rep.

e Turkey




Achievement 3: Enterprises have delivered productivity
and exports
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Achievement 3: Structural change has driven productivity growth,
like in Asia

- - -

Share of employmen ment in agriculture
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Achievement 4: Improved Connectivity Thanks to Private
Investment

Transport Sector InvestmentsiiS68=2005 JUTKEVSHOgIStT
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Achievement 5: Turkey’s cities have been an engine of
srowth and regional convergence

Pace of urbanization
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Achievement 6: Turkey is post-crisis job creation champion —
but not before

Employment growth Employment growth
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Achievement 6: The labor market has ensured that prosperity
was shared

SOUNCESIOIANCOMENRZO02=201"1'

Agricultural Income, -7.8

Total Population Bottom 40
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Achievement 7: Turkey is closing the gap in health outcomes...

Gap health outcome | outcomes, domestically
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Achievement 7: ... and in education outcomes

Gap in education outcom utcomes, domestically

Average Score (all disciplines)
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Achievement 8: Public sector reforms have created fiscal space
for improved services

hare o pUblICSPENGIMENRI2Z000/and 2012
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Eight achievements, eight key policies

Surge in trade

Stable finance

Structural change regulation and privatization
Connectivity Independent regulators

Functional cities Metropolitan planning and housing policies
Job creation Targeted payroll tax reductions

Improved health and HTP 2003, 1997 and 2000 education
education outcomes reforms, increased public spending

Fiscal space Fiscal discipline and PFM reforms
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Looking Ahead: A Middle Income Trap?
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Three challenges to “escape” the middle income trap

growth when struct
change slows down

* Boosting participation
to earn the
demographic dividend

 Deepening institutional
reforms to compete
with the best

tion, FDI, capital
markets, world class
regulation

Flexible labor markets,
child care and family
policies, skills

Rule of law, strengthen
IRAs, complete PFM
reforms
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Sustaining productivity: innovation and FDI

Summary Inno

Innovation Leaders

Innovation Followers

Moderate Innovators

Modest Innovators

= Turkey / Emerging Economies
= Turkey / Middle income developing economies
Turkey / BICS and Mexico & Nigeria




Sustaining productivity: world class regulation

Distance to the frontier DB! OECD; PMR index
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Boosting participation: the double dividend

Potential NGrowWisiNZ014=2;

With employment creation W/o employment creation

mmm Human Capital (H) Physical Capital (k) = TFP  ——Real GDP Growth (Y)




Boosting participation: more flexible labor markets and policies
to support female employment

OECD, Index of EmploymentProtection: ERrolimentin Early Childhood Education

Gross enrollment rate (in percent)
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Deepening institutional reforms

Wor ( ers

Control of Corruption
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Voice and . Government
Accountability : Effectiveness

Regulatory

Rule of L
ule of Law Quality
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Deepening institutional reform matters in particular for transition to high
income
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Crossing the threshold to high income
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Innovation based growth - Inclusive growth / Open-access growth

® FDI @® Education and skills ® Rule of Law

® Financial Deepening ® Childcare and family support ® [ndependent and arms
® R&D ® Flexible labor markets length regulation
@
]

Corporate Governance ® Public finance management
Business Climate

Priorities

Macroeconomic Discipline




