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PREFACE

May 29 is an important date for Turkish Ministry of Finance, the
Board of Tax Auditors and many valuable people pertinent to the
subject of the finance and economy of Turkey, since the Board of
Tax Auditors, the name of which has written in gold letters to the fi-
nancial and economic past of the country, was founded on that day.

The anniversaries of this exceptional Board have been celebrated
like a festival by many people especially by the Tax Auditors. Besides
the cocktail which community members, respectable politicians, bu-
reaucrats and representatives of private sector are participated in,
a panel is organized by our Foundation for every establishment an-
niversary. Topics of the establishment anniversary panels are chosen
studiously within the scope of neutral point of view of the Tax Audi-
tors who value expertise and technical knowledge and the experts
of that particular topic are invited to our panels.

As the Foundation of Tax Auditors, we had the pleasure of cele-
brating our 70th anniversary with a panel and cocktail by continuing
a valuable tradition of ours. Considering the economic and political
developments around our country, we had determined the topic of
the panel as “Effects of the Political and Economic Crisis in Neigh-
boring Countries on Turkish Economy” and ensured that privileged
experts on the topic participated in our panel.

I would like also to take this opportunity to share my opinion on
a few issues concerning the subject of our panel.

It is an undeniable reality that the dizzying and upsetting devel-
opments experienced in the world have a serious impact on world
economy.

Especially as being surrounded by Syria suffering from civil war,
Iraq facing with political uncertainty, Iran still having problems with
the Western World even though the economic sanctions imposed
to it have been reduced, Russia intervening in Ukraine, Greece car-



rying effects of the economic crisis and European Union performing
below the expectations, Turkey is under a major economic threat.
Undoubtedly Turkey’s geography is an important factor limiting its
growth power. However, there is an important question to be an-
swered at this point: Are there any other reasons which are blocking
of Turkey to reveal a good performance enough?

Economists have been saying for a long time that Turkey has been
caught in a medium-income trap. In fact, being caught in the
medium income trap is not a surprise for developing countries. Even
the countries which have overcome this problem and join the cate-
gory of developed countries from that of developing countries are
in the minority. As you can read from Dear Dr. Martin Raiser’s pres-
entation in this note, the countries which are able to get out of this
trap can be examined in three groups: The countries which found
oil in their territories, the countries having high saving rates tradi-
tionally (such as Far East Countries) and the countries which become
a member of European Union later. In a country which hasn’t got
any oil resources with unfortunately lower saving rates traditionally
such as Turkey, it seems the only way to get out of medium income
trap is to keep decisively on the negotiations with European Union
and to create necessary infrastructure in order to make investment
in Turkey more attractive.

Essentially this comment is supported by the findings in the book
titled "Why Nations Fail?" written by Daron Acemoglu and James
Robinson. In the aforementioned book, within the framework of
evaluations which they made on dozens of countries, Acemoglu and
Robinson, by separating from traditional views of many econo-
mists/thinkers from Montesquieu to Max Weber, from Jeffrey Sachs
to Jared Diamond which are trying to explain the development dif-
ferences between countries, reach this plain but effective result:
“Development levels are always higher in the countries which adopt
the democracy culture, support individual development, have a well-
functioning law order, develop inclusive policies/institutions and cre-



ate an infrastructure where talented and hardworking individuals
can be paid off for their works,”

In this context, in order to increase the development level of
Turkey and the countries within the geography where Turkey is
placed, democracy culture must be placed, a reliable law system
must be established, savings must be diverted to the effective in-
vestments which have added value and sustainable environment
policies should also be developed simultaneously in the region.

Regionally, it is the fact that we are in an economic and political
crisis. Although there are etymological discussions about it, | would
like to share this quote with you which is attributed to John F.
Kennedy, one of the former presidents of USA: “The word of crisis
is composed of two characters in Chinese. One of these characters
represents danger, the other one represents opportunity”. In this
context, we must remember that we can create opportunities for all
of the countries in the region from this chaos. Hope does not end
anywhere if there are people as long as we take correct steps re-
gionally, nationally and individually.

Since there are quite valuable explanations made by the experts
of the subject in the following pages of the panel notes in your
hands, | content myself with making comments this much.

I would like to take this occasion to salute all of my colleagues
and friends those who contributed to the establishment of the
Board of Tax Auditors, education of each Tax Auditor, preparations
and deliveries of these panel notes in your hands with gratitude and
thankfulness.

June 2015
Ahmet EREN
Chairman of the Foundation of Tax Auditors






WELCOME SPEECH

Mr. Ahmet EREN - Honorable representatives
of the ministries, local governments, NGOs, pro-
fessional societies, the media, the academicians;
our soon-to-start Panel’s honourable moderator
and speakers; the members of Tax Auditors’ As-
sociation and Tax Auditors’ Foundation; | hereby
salute all of you on behalf of the Board of Tax Au-
ditors’ Foundation. WELCOME!

Dear guests, today is the 70™ anniversary of
the establishment of the Board of Tax Auditors.
Easy to say. Traditionally, as members of Tax Auditors’ Association
and Tax Auditors’ Foundation, we mark this special day by convening
and holding several events.

At our earlier meeting in Istanbul about 5 or 6 months ago, we
decided to hold our annual meeting at this premise and as stated in
your invitations, we defined the Panel’s subject as “The Impacts of
Economic and Political Crises in Neighbouring Countries on Turkish
Economy”.

Months ago, the invitations have been sent to leading economists
and to those representing the neighbouring countries. | hereby wish
to thank the condescending invited guests for their participation:
the Moderator Prof Emre ALKIN, Regional Director of World Bank
Mr Martin RAISER, New York University Professor Nouriel ROUBINI,
Athens University Professor Nicolas BALTAS and President PUTIN’s
former adviser Dr. Andrei ILLARIONOV.

Dear friends, you will soon listen and assess the precious views
and opinions of debaters. But firstly | wish to say a couple of words
on the Board of Auditors, Tax Auditors’ Association and Tax Auditors’



Foundation. The latter are the NGOs aiming to establish and pre-
serve the solidarity and cooperation within the colleagues. No po-
litical opinions or ideologies are allowed here.

As the famous Chinese poet Kuan-Tzu once stated: “If you are
thinking one hundred years ahead, educate the people”. That was
the very spirit of the foundation of the Board of Tax Auditors within
Ministry of Finance which has been training and professionally ed-
ucating quality people since 1945.

| guess most of you already know but | wish to repeat again: it is
not easy to enter into our profession, only possible after a very diffi-
cult examination. The rookies are then trained for three years. After
another compelling examination they have got title of Tax Auditor.
In addition, after being appointed as Tax Auditor, they continue to
learn from their seniors the ethics, experience and righteousness.
That is why the Board can be admitted as a school, an exemplary
one whereas it also constitutes one of the milestones of our democ-
racy which supports State’s foundation.

To draw an analogy, | wish to quote a couple of sentences from
Henry Kissinger’s book World Order, which | read recently: He says
“We Americans thought that as soon as the totalitarian regimes fall
in Middle East, the Arab Spring should prevail and the democratic
regimes would come to power. With great despair we have under-
stood that democracy is not a regime which shall be adapted
overnight. It requires a tradition, an accumulation of culture, social
memory and nongovernmental organizations on which the democ-
racy will stand.” Thankfully, we differ from Arab countries in this con-
text. While chatting at breakfast today, Mr ROUBINI also made the
same observation. He said “Turkey is distinct, a democratic one”.
That’s right but in parallelism with Kissinger; | believe that the dem-
ocratic Turkish order must be supported by non ideological, non po-
litical civil organizations such as our Board of Tax Auditors. That was
one of the reasons why we have regretted over its and other similar



institutions’, namely the Board of Finance Inspectors and Headship
of Revenue Controllers’ abolished in 2011, We shall see the deci-
sion’s pertinence in the future. Of course it is up to the political au-
thority to decide. But | had observed in my relatively short public
service in the Board that the members of this profession were ob-
jective, honest and patriotic for which | am still proud to be a mem-
ber of such a big family.

Reminding you that we have a cocktail in the evening.

| wish to thank to all of my dear friends who made this event real.
We are grateful to them. | also thank to respectful speakers and to
all listeners for their participation.

We hope that this Panel shall help the decision makers and be
beneficial to Turkey,

Thank you.






PANEL DISCUSSION SESSION

*** First Round ***

Prof. Dr. Emre ALKIN — | will first thank
in Turkish and then follow up in English.
The presenter lady read my CV in such a
manner (The presenter lady read Mr
Alkin’s CV prior to his announcement)
that we may need to add in a “he also
serves as economist in his free time”
sentence. Eventually | worked in differ-
ent sectors. Today is a very proud day for me. | wish to thank firstly
to Chairman Mr Ahmet EREN for conveying the moderator duty to
me where the respectful ministers, members of parliament and our
seniors are present. It is not an easy task. But | guess my late father,
whom you all used to know closely, is probably watching me and we
all remember his concern for the punctuality. | will not let him down.

I wish to thank to all of you again and will now proceed in English
so that our guests may witness our hospitality.

Thank you very much. Excellency ministers, member of parlia-
ments, our ambassadors and the masters of the Turkish finance,
ladies and gentlemen. | have the privilege to moderate a wonderful
panel today. We have four very distinguish guest. | will mention the
name right away but first of all | would like to underline the topic.
The topic is not a simple topic, is hard one though and | try to trans-
late in English. The topic is “The Impact of the Political and Economic
Crisis of its Neighboring Countries on Turkish Economy.” So we have
four speakers, the first speaker will be Mr. Nicolas BALTAS, | know
him so well. He was an expert in Euro and Eurozone, in Greek econ-
omy. The second speaker will be Mr. Andrei ILLARIONOV and he was
the former executive adviser of economics of PUTIN, now he is in
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Cato — if | know well- Cato is working for the free trade all over the
World. And the third speaker — everybody knows- Mr. Martin
RAISER, he is the representative of The World Bank in Turkey. And
the fourth speaker will be the very well known distinguish Mr.
Nouriel ROUBINI. Every speaker will have fifteen to twenty minutes
for the first round, in the second round | will have some small ques-
tions and some surprises if you don’t mind, and the third round will
be the questions coming from the audience.

Mr. BALTAS! You have the floor.

Prof. Nicholas BALTAS — Thank you
very much Mr. Chairman. It is realy an
honour to be here in Turkey. Because |
was here a month ago. When | had the
pleasure to address for Turkish universi-
ties. And now in a very short period of
time back again to Ankara, izmir and to
5 istanbul so on and so forth. The paper
which | am going to present consist of three parts. The first part has
to do the crisis in Eurozone which started in 2008 and it was first hit
the mortgage market in the US (United States). Afterwards it came
to Europe and hit some European economies like Greece. The prob-
lem with Greece has to do that Greece was a country who had long
run problems and unfortunately they were not appeared in front.
The crisis brought up all the problems and Greece had to face it. As
a result of this policy Greece was obliged to take some severe meas-
ures which include among other two adjustment programs, one in
May 2010 and the second one was in February 2013. Unfortunately
the measures which have been taken can not be considered as very
effective and this is the part in which the Greek people are objected.
Objected the measures, not the policy. The third part has to do with
effects of the Euro crisis in the Turkish economy namely via two
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channels trade and finance. As | said before crisis has started in the
mortgage markets in US and then expanded all over Europe. Al-
though the collapse of markets in 2010 was avoided the credit risk
and a result of excessive deficits remained at exceptionally high
rates.

To this end the first thing which the European Union (EU) was to
create excessive deficit procedure and the stability and growth pact.
Before | start | would like to give you some idea what happens in Eu-
rope.

Table 1-Financial balances in selected Eurozone and other countries
(deficits % GDP in 2006-2012)

Country 2006 2007 2008 2009 2010 2011 2012
Eurozone
Belgium 0.1 -0.4 -14 -6.1 4.9 -4.5 -3.6
France =23 -2.7 -3.3 -7.6 -74 -6.1 -4.8
Germany -1.6 0.3 0.1 -3.0 -4.0 29 2.1
Greece -3.9 -5.4 -7.8 -13.7 -8.3 -76 -6.5
Ireland 29 0.0 -7.3 -14.3 -32.3 9.5 -74
Italy -3.3 -1.5 2.7 52 -5.0 -39 -3.1
Netherlands 0.5 0.2 0.5 =54 -5.8 -4.0 -3.1
Portugal -4.1 -2.8 -3.0 94 -7.3 -5.0 -4.4
Spain 2.0 1.9 42 -11.1 92 -6.3 -4.4
Non-eurozone
UK -2.7 -2.8 -4.8 -11.0 -9.6 -8.1 -6.5
Sweden 22 35 22 -1.2 -1.2 -0.6 0.6
Norway 185 177 193 99 9.5 8.7 8.8
Switzerland 0.8 1.7 23 12 -0.7 -0.4 0.0
Japan -1.6 -24 -2.1 -7.1 1.7 -7.5 -7.3
us =2.2 -2.9 -6.3 -11.3 -10.5 -8.0 -6.8

Source: OECD (2010a), Economic Outlook, No.87, May; OECD (2010b) No, 88, November.

The table 1 shows the financial balances in some Eurozone and
non-Eurozone countries. As you can see, most of the countries don’t
respect the limits of 3%. It is supposed that all the countries which
belong the EU show the respect. Unfortunately all of them they
don’t respect. And | would like to tell you one thing that France and
Germany who are supposed the billionaires of Europe, they were
the first two countries who is violated the 3% limit. As you can see
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also some other countries like Ireland which is in the beginning also
right afterwards in crisis the limit of 3% to 32% so on and so forth.
It is interesting to say that countries which aren’t belong to Eurozone
like for instance Sweden also Switzerland are not members of Euro-
zone, however they respect the limit of 3%. This means that the
Swiss direct democracy political system exercise control on public
expenditures more than the other countries which are supposed to
have control since they belong to the Eurozone. Coming now to the
second table which has to do with a public debt which is supposed
to be 60%.

Table 2-Financial balances in selected Eurozone and other countries
(debt % GDP in 2006-2010)

Country 2006 2007 2008 2009 2010
Eurozone
Belgium 91.3 88.0 932 100.1 103.0
France 70.9 70.0 76.1 864 92.0
Germany 69.4 65.0 69.0 782 80.0
Greece 107.9 105.0 102.6 1149 129.0
Ireland 28.8 290 48.5 70.0 105.0
Italy 1172 113.0 114.5 1229 131.0
Netherlands 539 520 64.6 69.5 75.0
Portugal 73.1 69.0 752 87.0 93.0
Spain 420 422 46.8 584 72.0
Non-eurozone
UK 46.0 47.0 57.0 753 81.0
Sweden 50.3 47.0 44.0 520 510
Norway 60.5 584 56.0 599 59.0
Switzerland 503 46.0 440 444 420
Japan 172.1 167.0 172.1 189.6 198.0
US 60.8 62.0 70.0 83.9 93.0

Seurce: QOECD (2009), Economic Outlook, No.85, June;, OECD (2010a), No. 87, May; OECD (2010b), No. 88, November.

And again also you can see the most of the countries don't re-
spect. | would say that if a country does not respect the 60% it has
not be a member of the Eurozone. However they invented a trick in
order to bring some countries, | don’t like to mention it, to become
a member of the Eurozone. And what they invented, what they set
that in case if a country has more than 60% it should have a declining

14

o



trend that means within a short period of time the trend should be
diminishing.

Now to the a new European economic governance the EU re-
spond to the crisis first by agreeing on stabilization for Greece. Un-
fortunately Greece was the first country who had to accept all the
pressure in the beginning. And afterwards the EFSF (European Fi-
nancial Stability Facility) was achieved who has a main purpose calm-
ing the markets. The European Commission has proposed the
number of proposals among them: The first one was the excessive
deficit procedure and the second one was the stability and growth
pact. The European Central Bank made also some other proposal
which were in the same direction as the European Commission.
What | would like to say is that in October 2011 in The European
Summit there was an optional proposal which would you say to print
more Euros as it happens with The Bank of England and also with
US. Unfortunately this proposal was turned down by the Chancellor
of the Germany. Why it was so? It was so because Germany the most
of the wealth is in deposits. And the stability pact for The Bundes-
bank was to have price stability that was the main effect. O.K. sta-
bility is one aspect, what about growth? What will happen without
growth? O.K. in case if you have stability of price, it is alright, but
what about growth? The problem with the most of the economies
has to do with growth, for instance in Greece now, not only in
Greece, in Spain, in Portugal and so on is growth. What will happen
without growth? In March 2012, there was a restructure of the pub-
lic debt in Greece and the restructure means that there was total
hair cut 70%, but you can hair cut this year, after 5 years, somebody
asks what is going to happen? On the 5th of June this year, the Gov-
ernment in Greece was ready to restructure again the debt; with a
restructure of the debt, it does not mean that we solve the problem,
if somebody is ill and you give him just an aspirin, it doesn’t solve
the problem, he should be also ill, he would be ill. Again in Septem-
ber 2012, | tell you the main steps of the formation of the Eurozone
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during the last 10 years and so. In September 2012, the European
Central Bank (ECB) decided to purchase new bonds, unfortunately
the ECB didn’t have a right to purchase new bonds, the ECB did not
operate as a bank. It is a quasi bank | would say. In autumn 2014,
the biggest European banks, the number of which is about 120, de-
cided that the ECB should supervise all this 120 European banks. The
most important thing from this reform was all the banks should work
together with the ECB. In January 2015, the ECB announced that an
asset purchase program provide it that a country should be within
the context of a program. If it is not in the context of a program, this
means that could not take all the advantages of this program. For
which reason that has been done? That has been done for two rea-
son. One reason was to increase consumption and investment and
than to increase inflation. Unfortunately, the inflation rate in Euro-
zone is less than 2% at the moment.

And now coming to the Greek economy. The Greek economy in
2009 had 126% public debt quite above the 60% which | mentioned
before. And now the debt is more than 175% and it is supposed to
come down in 2020. As a result of this situation Greece, as | said be-
fore was obliged to follow two adjustment programs. As an effect
of these adjustment programs the GDP of Greece within a period of
6 years was reduced by 27% . Can you understand what means for
a country to lose 27% of GDP within 6 years? It is a huge amount.
And what it implies? It implies that the poor became poorer. What
does it mean that we obey this Maastricht Criteria? This means
nothing. If you are a poor, what you are going to serve with poor-
ness? You serve the poorness, nothing else. And not only that the
unemployment reaches to 26,5% and mostly was hit the young peo-
ple less than 50 years old. Productivity became positive in 2011, in-
crease of productivity is not due to increase of production, it was
more to the increase of unemployment.

In 1974, the debt to the GDP was only 18%. In 1974 democracy
was restored in Greece. Unfortunately the debt was continuously
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increasing and the situation was due the fact that the Governments
increase the expenses in order to have a peaceful political life and
to have votes. I'll have to emphasize this peaceful political life and
have votes. The situation has continued until 1986 when Greece de-
cided to become a member of the Eurozone. Although Greece, be-
tween 2002 and 2014, had a rate of growth of 4% which is
considered one of the biggest one in the Eurozone, however | would
say that the Greek governments did not take advantages of this fa-
vorable conditions and the situation was again increased debt. As a
matter of fact in the beginning of 2012 Greece obliged to ask for a
loan, the amount of which was 110 billion Euros, 70 billion was com-
ing from the Eurozone and 40 billion was coming from the IME. |
think I would have to stop here, | have much more to say but | think
I'll continue on the second round.

Thank you very much.

Prof. Dr. Emre ALKIN — Thank you very much professor BALTAS, on
the second round I'll have some small questions and surprises to you,
because | am a bit curious about what is happening in Greece because
you have a wonderful quote last week or two weeks ago in Istanbul,
you said “The Greek crisis will be end soon”; Is that true? Do you re-
say that? If it is so than you will answer on the second round.

Of course on the neighbor of Turkey we have many crisis and we
have a crisis in Russia as well. So we face the same crisis in Brazil,
Russia, Turkey, we are on the same pot. Dr. Andrei ILLARIONOV was
once upon a time a former chief executive adviser on economics of
Mr Viladimir PUTIN. It is hard job tough, isn’t that so | don’t know.
Now, he is in Washington, a bit more on the safe place far away from
Russia but still many information you have | know that, please can
you inform us what is happening in Russia and what is the impact
on Turkey? If you have some points to tell to us, I'll be glad you.

You have the floor, thank you very much.
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Mr Andrei ILLARIONOV, PhD —Thank
you very much professor ALKIN. Good
afternoon ladies and gentlemen. This is
very high honor, special privilege for me,
to be here in Ankara, on invitation of the

- organizers to this wonderful panel. It is
' the first time for me, to be in Ankara, |
' have been several times in Istanbul, but
it's the first time here. And, since time that | came here, | was able
to see something here and around and | was very positively im-
pressed by the progress, that had been achieved by Turkish econ-
omy, Turkish society, over last several decades and | would like to
congratulate you with those achievements.

Also on the way here, | will probably make one comment that
does not have a direct relation to discussion, but maybe it will be
relevant for this high audience. Because as we all know that in one
week Turkey is going to election. And | red on the way here in the
newspapers that one of the important issues that is going to be de-
bated in the last days of the electoral campaign, and might be de-
cided during the election. The issue of transition from the
parliamentary system to presidential system, if I'm not mistaking. If
s0, it is relevant. Because about 10 years ago, in the Institute of Eco-
nomic Analysis that | have been there at that time, as long as | was
a presidential adviser on economics, we had a very interesting proj-
ect, trying to measure the impact of different factors on long term
economic growth. As you are all aware, its very fashionable business
among economists to measure different factors and trying to find
any impact on economic growth is a short term or long term. So we
also have been looked to this business and we have collected data
for all countries of the world for the 55 years from 1950 to year 2005
so just slightly more than a half of century. And we try to some kind
of looking to different factors and including into the factors of polit-
ical system. Presidential system, parliamentary system, all some kind

18



of mix system we put aside, we just compared these two factors.
And we found that on average, for all countries of the world, regard-
less of the regions, regardless of the backgrounds, regardless of the
level of economic developments and a many other factors, we found
that GDP per capita on average in parliamentary systems was
roughly twice as higher than in presidential systems. So roughly
speaking about GDP per capita on average for this 55 years about
2.1% for parliamentary system and 1.2% for presidential system. We
suggest that probably in for some short period of time presidential
system does provide an opportunity to make a breakthrough in
some particular political situation, economic situation, security sit-
uation and so on. But if we are talking about the long term growth,
so it looks like that parliamentary system does provide much more
solid foundation from the part of political institution for sustaining
high economic growth.

But now, let me move to the topic that we are going to discuss
today, the economic crisis in countries surrounding Turkey and Russia.
Just last night, Russian Statistical Agency has released raw data for dif-
ferent sectors and branches of the Russian economy. And we also, the
Institute of Economic Analysis Agency, were able to process data to
produce the numbers for real output. This is indicator which is a proxy
to GDP. The GDP has been produced by official statistical agency on a
quarterly basis, but we are some kind of working at the capacity some-
thing similar to The National Bureau of Economic Research in the
United States that are trying to measure the periods of economic
growth and recession these kind of measuring the stages of business
cycle. So we process these data on the massly basis and just base on
these data we just produced last night the kind of information that
Russia has entered the stage of recession. This is the first place of this
announcement | can make even Russia, Russian public does not know
it yet, so you are first to know it. OK because these data have been,
as | said already, released yesterday and we processed this morning
here, | have some kind of honor to report to you.
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So which means that over last 6 months since November year
2014 Russian economy in turned the real output. And is very close
proxy to GDP is in negative area. So it is recession. And this is a topic
not only of last night, or today, or last several months, and even
longer than several months, the main question is, what are the rea-
sons of this crisis and the recession? And what are the factors? And
what can we say about the potential lengths, duration that of this
crisis and this recession based on what we know about the factors
of this crises and this recession? And the main theory about the
Russian crisis has been produced by very well-known economist
Anders ASLUND who is a very well-known person, has written many
books, very prolific in writing about Russian economy, Ukranian
economy and in other issues, he has suggested that there are 3
main reasons for the economic crises in Russia; internal structure
problems, fall in oil prices, and third; sanctions introduced by west-
ern countries, US first of all, Canada, EU, some other countries on
Russia, as a result of Russian — Ukranian war, occupation and an-
nexation of Crimea. Now just we can look into this explanations and
just to see whether those factors can explain the economic behav-
ior in Russia.

OK! First of all, if we look into the basic indicators for economic
recession, it is pretty impressive. From the peak of economic activity,
GDP declined by more than 6% by April this year. Industrial output
declined by 3.7%, retail trade by 9%, investment by 16,5%, agricul-
ture by 21%, export by 34% and import by 41%. So just it gives you
some impression about the size, depths of this particular crisis. But
what is the most interesting in this regard that if GDP we now know
there is recession or real output is some gonna in decline for last 6
months, some other sectors and industries are in recession for much
longer period of time. For example; real income of population for
more than 8 months, retail trade for more than 13 months, for more
than 1 year, transportation for 18 months, import for 27 months,
but what is really impressive investment for 30 months. It is a kind
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of gradual, it is a long, and it is a slow process which has been accel-
erated in the last months. But it is already for 30 months and export
even for 40 months, so it is for more than 3 years. So that is why
with all the respect to attempts trying to explain this particular crisis,
this particular recession has been started with the economic sanc-
tions introduced on Russia by Western powers is factually incorrect.
So, the crisis started much earlier and the sanctions might aggravate
crisis but certainly sanctions could not start this crises. So, it is quite
clear. As for so called internal structure problems over last year, two
years or a few years we don’t see any substantial differences be-
tween what Russia is experiencing today with structure of economy
or structural attitude and what Russia had in the period between
year 2000 and year 2008 when Russia experienced economic growth
of on average 7% per year. That was a period of economic boom.
Our colleague from Greece just mentioned that Greece is in eco-
nomic crisis for 6 years and has GDP declined by 27%, in comparison,
Russia had its own so called great recession not for 6 but 9 years
from 1989 until 1998. And that time Russian GDP declined by more
than 40%, industrial output declined by more than 60%. And then
after especially very painful 1998 financial and economic crisis a new
team, new economic team, new political team have been formed,
and we were able, | was part of the team, to launch a new program,
a new economic program, program of economic policies with sub-
stantial, very serious and deep reforms for government sector, re-
duction of government expenditures, simplifying tax structure,
introduction flat tax, introduction of stabilization fund, repayment
of national debt, substantial reduction and regulation and so on. All
this package has produced economic boom, that continue for almost
10 years, and let to doubling GDP per capita in Russia, more than
even doubling GDP per capita, and doubling Russian GDP.

But it is interesting that this wonderful great picture has changed
very dramatically in the following period of time. We need to find
out when were that crucial turning point from pretty good economic
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growth, actually economic boom by almost standard definition
about 7% per year to very slow growth of about 2% couple of years
ago to recession right now. We have two turning points that | would
like to tell you, one of them was September year 2011 and the other
one was October year 2014. What has happened in September year
20117 Have a look into the main economic indicators we had pretty
good growths even after economic crisis of year 2008 and year 2009,
for a couple of years after that we had exactly continuation of this
economic boom about 7% per year. Everything has changed in Sep-
tember year 2011, after these months all these indicators went
down and pretty soon became close to some kind of not maybe a
recession but very meager growths. In September year 2011 hap-
pened one but very serious political event, Mr. Putin and Mr.
Medvedev who then were occupying correspondingly positions of
the prime minister and president decided to swap their seats. And
this event has been interpreted by business community in Russia re-
gardless whether it is domestic or foreign or whoever, as a very clear
sign. And after that, people stop to invest. And the decline in invest-
ment, first of all some kind of going to the flat area and then the de-
cline investment starting from September year 2011, So just the
beginning of this crisis on this recession looks like have a very clear
political root.

Another date is October year 2014. And this month at which busi-
ness community in Russia finally understood, the war that has been
launched several months the conventional war against Ukraine that
has been launched in February year 2014, but hybrid war has been
started in even early in July year 2013 is not going to be stopped, is
going to continue. And business community has reacted on this
event with a massive capital outflow from Russia. Have a look into
the numbers we would find that Russia had different time, some-
times very substantial capital flight, sometimes very moderate cap-
ital flight but October year 2014 was the crucial month from which
capital flight on the monthly basis was never less than 10% of GDP.

22



Just you can imagine that if some event has drain on economic re-
sources in the country at level of 10% of GDP on the monthly basis;
that was a beginning of real recession. And also we look into what
was the reaction of the authorities to avoid this recession toward
this crisis. Many people in Russia and outside the Russia expected
the response from authorities to this year 2014 and year 2015 crisis
in Russia would be very similar to the responder Russian authorities
had on crisis in year 2008 and year 2009 with a massive support for
business with subsidies, subsidies for population and so on. The
main issue then was just to keep living standards approximate on
the same level as before. But they managed, mostly managed it. This
time everything became absolutely different. Very conscious deci-
sion of the Russian authorities was to use economic resources of the
countries for military purposes and reduce all possible social expen-
ditures. As a result we have decline in real income by 10% over last
6 months, we have real decline in retail trade by more than 10% over
this period of time. We have a very substantial decline in resources
that can be spent on services by private sector. On the other hand,
military expenditure that before the Ukrainian war are at level be-
tween 2.5 and 3.2% of GDP for previous 15 years, during year 2014
at the level 4% of GDP. In the last several months they have been
kept at level 10% of GDP. 10% of GDP is enormously high level of
military expenditures. This level of military expenditures indicate
that its not, if its possible to do what has been done during Ukrainian
war was military expenditure at level 4% of GDP and if it is now 2,5
times more it means it is a preparation for something much more
serious. Business community and people in Russia do understand
maybe do not understand all mathematics of budget expenditures
but they do understand that something really serious is going on
and it is a really some kind of strike, is a kind of overall national
strike, not to invest, not to do business, not to be involved in any
business activities and people just stop to do anything and this is
the result.



So we have our recession that has two main roots, one is a polit-
ical root that can be traced back to September year 2011 but the
main reason, main fact of the current recession is the war. This is a
recession caused by war.

Thank you.

Prof. Dr. Emre ALKIN — Thank you very much Dr. ILLARIONOV. So
far from Greece we heard instability and ongoing crisis; and from
you Dr. ILLARIONOV, we heard depression and arising anxiety actu-
ally from Russia. So far no good news, but we still have hope because
we still have two speakers.

On the second round maybe I'll ask some questions to floorers.
Luckily maybe Mr. ROUBINI will give us good news about the world
economy. So Mr. RAISER you have the floor and | know that in 20
minutes maybe you will say some miracles about the Turkish econ-
omy. | am joking, so you’ll speak the reality.

Mr. Martin RAISER, PhD — Thank you
- very much Professor ALKIN. Thank you
| very much Mr. EREN and to the The Tax
. Auditors’ Foundation for this invitation.
Cok tesekkir ederim. | was stick to Eng-

- lish | am afraid.

| am going to speak about 3 different
things in one presentation. The first
thing | want to speak about is a little bit how we look at the world
economy right now. The second thing | want to speak about is how
we look at Turkey in the context of the concerns that many emerging
markets have had that the good time seem to be over. The boom
that Andrei talked about in Russia that people here remember so
well because | was just recently that Turkey had 10% growth rate.
The boom that we saw in places like Brazil, may be over. And some




people worry about the middle income trap so I'll have to say a cou-
ple of words about that. And than thirdly | want to say if you worry
about Europe and in relation to Turkey. | will end on the rather more
optimistic note, because | am optimistic about Europe and | am also
optimistic about Turkey. | could be optimistic about Turkey regard-
less of what happens in Europe but | think the two mutually rein-
forcing.

How we look at the world ecnomy, | am going to talk briefly about
oil prices, interest rates and the trade slowdown and you see in the
other two things. The oil price decline is the third largest in the re-
cent history. The first one is when OPEC abandoned price targeting
back in the middle of 1980’s on the price fall by 66% in 82 days. The
second decline is the first gulf war when the price decline by close
to 50%. The third one is the financial crisis when the price of oil de-
cline by 77% in 113 days, and this is the recent oil price decline. So
it is the third largest in the recent history which means it is pretty
large. And we expect the oil prices to remain relatively low together
with other commaodity prices despite of the recent oil price recovery.
There has been a slight recovery or actually quite a substantial one
in some ways if you look at the very trough reached in January. But
we don’t think this is a game changer, it is the early a price decline
that is a game changer and low commodity prices likely stay with us
for the next two three years at least maybe even be more.

Third we see the long shadow of US interest rates rising most im-
portantly reflected in the behaviour of the currency markets, you
can see here how the trade waited currency index for the US dolar
is increasing at the same time as the Euro is decreasing, what this
foreshadow as a shift in relative interest rates going up in the US
staying low in Eurozone. And this is having measure implications for
the currencies of a lot of emerging markets for those that have flex-
ible exchange rates such as Turkey. So we see measure depreciations
of emerging market currencies against the US dolar less so against
the Euro and this has measure implications on financial flows.
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The impact of the possible increase in US interest rates which
everyone expects to happen sometime in the second half of this
year, 2015 or at the very latest in early 2016. The impact is some
mitigated by the fact that the European Central Bank (ECB) decided
early in March 2015 to launch on their own program of quantitative
easing. And we have some research that looks at what was the im-
pact of US announcement quantitative easing on emerging markets
and we can use that to somehow trying compare the impact of the
announcement of the ECB to conduct open market operations and
special monetary measures. The point that | want to make this is a
bit of a complicated chart is that overall the ECB’s action is a miti-
gating factor to the possible increase in US interest rates. But the
impact is differentiated at across regions. Because Europe is much
more important as a source of bank fund whereas the US is the im-
portant source of equity investments into emerging markets. So we
believe the impact on countries that rely mostly on bank flows in-
cluding for instance Turkey is going to be more benign than the im-
pact on the countries that rely a lot on equity flows which are more
important in their origin from US. And then third point on the global
outlook is the relationship between growth and trade has changed
post-crisis, pre-crisis trade was growing at annual rate around 7%
now it is growing at annual rate around 3,5% half of pre-crises rate.
This has implications for emerging markets that rely on trade growth
to lift up their own economies partiucularly those that have in the
previous growth model relied heavily on consumption based growth.

To summarize the decline in commodity prices is good news for
most but the effect mitigated because it is not good news for
coutries such as Russia and others that rely commodities. The con-
fidence levels among investors in the world economy is still low and
low about constrains the monetary policy responce the overall im-
pact on of lower oil prices, lower energie prices is less than you will
think and this is reflected in our forecast which haven’t been revised
upwards. If we took just the impact of oil prices we would say the
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forecasts should go up, but because of the mitigating factors our
forecast for the global economy have not been revised upwards by
a lot. The interest rate increase leads to reallocation of global finan-
cial flows the impact is particularly similar countries such as Turkey
that rely a lot on the inflow of capital from abroad. It is mitigated by
the ECB quantitative easing. And there is a risk of increased volatility
in the months ahead as the world adjust to shift in central bank pol-
icy. The low trade growth is a challenge for all emerging markets but
particularly those that have previously relied on excessive domestic
consumption. The implication for all emerging markets is that is the
time to get back to the structure reform agenda. There was an in-
terpretation particularlly during 2009 and 2011 when Europe and
the US was in crisis where as emerging markets seated very well,
that this is a crisis originating in Wallstreet, perhaps in Europe. We
don’t need to worry about it. 21th century is ours, we will grow no
matter what.

I think there is now a realization that even an emerging market
despite of a global trend towards convergence you have to do some
homework if you want to benefit, and it is time to do that home-
work. The implication for Turkey is the some adjustments on the cur-
rent account deficit but the growth witness that we have
experienced in other emerging markets as also here in Turkey and
low oil prices and other global developments provide no cure for
that. We will refrain from presenting new forecast for the Turkish
economy today because we are going to launch them on June 11.
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Turkey and the Middle Income Trap

) +
2 5
o Ireland *
= . *Portugal
® Korea, Republicof P . cpaifrhie *2
'.E. 4 . « NP0 g‘reeqe i
S
pogpy - - . Turkey
EX g P i
93 * Brazil
£3 ‘cnina :F e
8= Lt -
-y — Ty *
. 2 . Yes
.
2, + * ., L . §
@ + a0t
8 1 ". ol & *
~ * PR .
+ a %
0 +* *
o 1 2 3 4 5 6

1960 per capitaincomerelativeto U.S (logof %)
Source: World Bank (WB) staff calculations using Penn World Tables version 8

Second point; Turkey in the middle income trap, this is the 1960s
versus 2000s and it is GDP per capita relative to the US where we
take the levels of 30% and 60% to be the defining band for middle
income and you can see the Turkey relative to the US was middle in-
come in 1960, it is still in middle income today. The important think
is when you look at the countries that are appear, these are the
countries that were middle income and that have become high in-
come by that particualar definition, that group is relatively small. In
fact then | will come back to this includes 3 groups of countries. The
first small group of countries that discovered oil when they did not
have in 1960s, the Asian Tigers second group of countries that have
savings rates in access of 35% of GDP and the third countries that
became members of the EU during that period and benefited from
what we call the European convergence machine. Turkey does not
have oil, its savings rates are not 35% of GDP, it may be at some point
become EU member but it is already a part of European convergence
machine, that is why | am optimistic for Turkey.

Now the middle income trap however still needs to be overcome
and Turkey is challenge by the fact that its growth model is very re-
liant on domestic consumption. And that the reforms that are so
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crucial to derive investment and a help the country move to high in-
come statutes have noticeably slowed down in 2007. So there is
clearly need for a new growth model for Turkey.

A Middle Income Trap Risk Map

Macro Risks

Business Regulation

Inclusion
——BRICS Average = New EU Members Average ——EU Candidate Average
Growth Markets Average Turkey —Poland

Source: Authors calculations based on data from IMF, Werld Bank, Fraser, Transparency Intemational
andthe World Govemnance Indicators.

We have done some work to look at other countries, we have
done meta study of all econometric studies that look at growth slow
downs at the middle income trap, | don’t want to bore you with the
details but the result is middle income trap risk map and it has a
number of factors, macroeconomic imbalances, how open the econ-
omy is, how young it is because all the economies tend to grow most
slowly, how inclusive it is, how good is the business regulations and
the system of public governors and how strong is the structural po-
tential for catch up as a result reallocation from agriculture to indus-
trial services. Turkey’s weak points are openness, innovation,
inclusion and macroeconomic risks compare to other peers in that
particular group. So this gives you an indication of what is needed
for reform. But we have done a whole book analysing Turkey’s
achievements as well and that book goes into a little more detail
what we think Turkey needs to focus on. And needs to focus on in-
novation on FDI, on capital markets, on better regulation, needs to
focus on labor markets on family policies to encourage women to
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work, and on investment and skills and perhaps most importantly
needs to focus on the rule of law and on strengthen the regulatory
institutions.

Deepening Institutional Reform Matter in Particular
for Transition to High Income
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And the last point can be illustrated in this slide, this is a very
simple slide but it is actually quite powerful. This (vertical left side)
is GDP per capita and this (horizontal side) is the average score on
the wellbeings governance indicators produced by my colleague
Daniel KAUFMANN and a number of associates. And you can see
how that relationship is relatively flat up until you reach a certain
level of income equivalent roughly to the income of Uruguay,
roughly the same level of income as Turkey but quite a bit betterin
governance. And after that the relationship becomes a lot more
steep. An other way of saying this is there may be different paths to
get the high income or to get at least upper middle income. But once
you reach of particular threshold there seems to be a convergence
around the kinds of institutions that needed to make high income
economies functions. Maybe this is related to the point that Andrei
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was making about his long study of political systems, very similar re-
sults have been found for instance for the impact of democracy in
economic growth etc.

Final point in the 2,3 minutes that | still have, Turkey and Euro-
pean convergence machine.

Turkey and the Eurpean Convergence Machine
Catching Up with the EU since mid-1990s
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When you look at Turkey’s GDP per capita against the US or the
EU average you can see that nothing much was happening until
around the mid 1990s. In fact relative to the EU Turkey’s income de-
clined and relative to the US it stay roughly stable. Since the mid
1990s we see a process of convergence started relative to the US as
well as relative to the EU. This is very similar to what we see across
emerging markets as a whole. But it does coincide in Turkey with an
intensified period of integration with the Eurpean economy. Most
importantly and many of you well know this in 1995 the Customs
Union Agreement between the EU and Turkey came into force at the
end of 1995 and this has had measure impact on the modernization
of the Turkish economy particularly of the manifacturing sector.




European Convergence: the role of the Customs Union
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This is shown in the slide here, black bars represent tariff in-
creases, grey bars represent tariff reductions, basically the Turkish
economy has been opened up to the Customs Union, in areas where
the Customs Union is not relevant the Turkish economy has become
more closed rather than more open.

Finally what about the European anchor in a multi polar world,
there are two models of catch up as | mentioned, actually there is a
third one which is defined oil but that is not relevant for economist
so let’s just focus on two. The first is the do it yourself model of catch
up of the Asian tiger. If you prepared to spend as a teenager 12 hours
in school, save as a nation 35% of GDP and work over 60 hours a
week than you are probably ferocious enough to become an Asian
tiger. But most nations do not want to work quite so hard or save
quite so much for the future. They want to have a balance between
enjoyment today and enjoyment tomorrow. If you are one of those
nations you might consider the second version of catch up, European
catch up. Now European catch up as professor BALTAS will tell us is
not automatic. There are structural conditions that is necessary for
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countries to benefit from European integration. But when we look
at the countries that have escaped the middle income trap around
half of the 12 countries that we can count on the World have been
new EU members. Ireland, Portugal, Greece indeed, Spain and more
recently the Baltics, Poland, countries like Czech and Slovak Republic
etc. Turkey is already economically very much part of Europe. |
would argue that going forward the European anchor still provides
hope for Turkey to help overcome the middle income trap. This
would be particularly the case if Turkey widens the EU Turkey Cus-
toms Union to include services in agriculture, if it can continue to
rely on bankings flows from Europe to finance its ambitions infra-
stucture expension needs. And if it uses the integration with Europe
to strengthen its own economic institutions and rule of law. So let
me stop here.

Thank you very much.

Prof. Dr. Emre ALKIN - Thank you very much Dr. RAISER, especially
with the wonderful and true remarks. | was the Secretary General
of the Turkish Exporters Assembly for 7 years and right after this
duty economists ask me: “-Emre can you define me the Turkish in-
dustry?” | said “It is easy”. | swear the God. | am processing in a very
low cost but the quality things, like that. It is not promise in much |
know that. We just look in innovation and today | am happily to an-
nounce that Turkish Exporters Assembly is investor in innovation for
the common ten years and we will invest more.

We have Mr. Nouriel ROUBINI. Dr. ROUBINI is a professor of eco-
nomics in the New York University and also as mention in Turkish
here is the chief adviser in economics in the White House.

You have the floor.

33



Prof. Nouriel ROUBINI — Thanks very
much for the invitation. It is a great
" pleasure and honor to be here and
~ | among all these distinguished guests

| and policy authorities. It is always pleas-
ure being back to Ankara. | come to
Turkey at least once a year whether in
Ankara or Istanbul or all other parts of
the country.

I will try to stick as much as | can to the title of our panel, how
much economic and political crisis in the neighboring countries had
an impact on the Turkish economy. If you look at the Turkish econ-
omy in the last 15 years, we have seen cycles of stronger and weaker
growth. After year on financial and banking crisis of 2001 there was
a massive macroeconomic adjustments structural reform clean up
in the financial system; between 2001 and 2007, there was a strong
economic growth averaging around 5% or so. Then of course global
financial crisis came that let to a massive slow down of growth to
out a down economy is recession and even sharp slow down of
course in Turkey being a small open economy. And certainly then
the exacerbation of the US crisis into a Eurozone crisis, we saw that
crisis also had further reprobation on the Turkish economy. Certainly
2008, 2009 was a difficult period of time. Than you have a reason-
ably stronger recovery of growth about three years between 2010
and 2012 about 4 to 5% growth. But it has been surprising that for
the last couple of years since 2013 the growth slowed down signifi-
cantly. Most economists would argue that potential growth of Turkey
is 4 to 5% and but the average growth of the Turkish economy in the
last couple of years has been 2,5 %, this year maybe slightly better
but still below 3%. Therefore the question you have to ask yourself
is this cyclical or is it structural is it being in a bad neighborhood, or
being hit bad in a external shock, or it has something to do with
something deeper to macroeconomic policies or structural eco-




nomic policies of Turkey. And my answer is going to be that of course
is the combination of these two. As | will discuss the economic and
political crisis of a number of countries around you have not been
helpful, so you have been had a bad luck for being over in bad neigh-
borhood. But certainly the quality of macroeconomic and structural
policies in the last couple of years might have gone in the wrong di-
rection.

Now which are the neighboring countries regions that are polit-
ical and economic turmoil that has an impact on you. First one is the
civil war in Syria. The second one is Irag. We have the situation with
ISID, even a risk of break-up of Irag, and the continuing internal bal-
ance. The third one is, of course Iran, with a perspective maybe if a
nuclear deal is achieved right now there might be overtime lifting
of the sanctions that have been posed by global powers on Iran. The
fourth one is of course the Russia-Ukraine conflict that let to the
Ukraine civil war. The fifth one is the Greece and the risk of potential
Greek accident if not a Greek exit from the Eurozone. And the last
one is the crisis of Eurozone in EU where we had low potential
growth, with not just Greece but Ireland, Portugal, Spain, Cyprus
having significant economic and financial problems, the risk of de-
flation, even of double deep recession in the Eurozone. So, we have
the combination at least of six hotspots: Syria, Iraq, Iran, Ukraine,
Russia, Greece and the rest of the Eurozone. | will try to explain each
one of these cases, what’s the impact in the short run up to a year
as opposed to the impact in the medium or long-term, over one year
coming from these economic and political crisis. Then | am going to
talk about the short run impacts: You can talk about the impact on
trade between Turkey and this area of the regions, the impact on fi-
nancial flows and third the impact on foreign direct investment. And
of course these impacts depend on how severe some of these con-
flicts, as opposed to how less severe become overtime.

Number one Syria and the civil war: The short run trade impact
is definitely negative. You are used to export significant amount of




goods and services to Syria, because of the civil war these exports
have been massively disrupted. The impact on financial flows, you
could say that between neutral to positive, slightly positive because
there’s some capital inflows coming into Turkey from refugees, given
the volatility in Syria but those influence have not been significant.
What is the impact on foreign direct investment into Turkey? Being
in the neighborhood this negative, where you have a conflict in Syria
is not one that gives confidence to the international investors about
Turkey, unfortunately the civil war and the mess in Syria is not a pos-
itive, is negative for FDI to Turkey. What is the medium to long-term
impact depends on what’s going to be happening to the Syrian con-
flict whether it's stabilized or gets even worse, but one of the nega-
tive impact in continuing time, on the Turkish economy has been
that there has been a significant influx of refugees from Syria into
Turkey and while that over the long term that might be positive, if
these people were to be employed, there is a significant amount of
resentment Turkish workers believe that the Syrian refugees are tak-
ing away their jobs, wages and income, since they are accepting a
lower wages that impacts on housing in Eastern Turkey, rents rising
because of the crowding out coming from the refugees, and of
course there is some crowding out of public service as whether is
school or hospital. And there has been significant negative fiscal im-
pact. Turkey is generous to support these refugees. But it has a
meaningful costs unless this problem of Syria is resolved the medium
term to long-term consequences for Turkey are going to be negative.

How about the situation in Irag? | would say that, the effects on
the trade are negative. Because it used to export a lot to the Sunni
and Shia area of Irag. Those are now controlled by ISID. So the truck-
ers from Turkey don’t want to cross through regions, that mean kid-
napped, therefore your export to those is controlled by ISID has
been damaged. You have got some benefits because oil from Kur-
distan has been smuggled into Turkey, but that has led to negative
reaction by the Government of Bagdad saying that that’s unfair and
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there has been a boycott of Turkish product. So, the impact on trade
is negative. What's the financial impact, mostly positive due to cap-
ital flow from Iraq into Turkey. There’s a large initial component of
balance of payments, there can be certain of part of it coming from
Irag. What is the impact on foreign direct investment? Negative for
out of FDI. Turkey used to do significant foreign direct investment
into Iraq, given the mess in Iraq right now this is not the place where
safe to the foreign direct investment. What'’s the medium to long-
term impact? Again if the civil war in Irag were to escalate or even
worse, all these impacts are negative. Some people, | don’t think
that there is strong believe on that among you, if Iraq to break that
might be stabilize the region. Might be better to have three states:
Kurd, Sunni and Shia would live peacefully with each other then
keeping them together. But different people have different vision on
that, but certainly more violence, more noise and more civil war in
Irag cannot be beneficial for Turkey.

How about Iran and the impact of the lifting up the sanction?
First of all the impact is going to be overtime. The production and
exports of oil by Iran is going to be increasing and therefore every-
thing else is equal in oil market, more supply from Iran is going to
imply lower oil prices. Everything else is equal for a net importing
country like Turkey, that’s a positive. The impact on trade is also pos-
itive. Your country has done trade with Iran. That trade right has
been restricted because of sanctions. If Iran were to not have sanc-
tions, and where the economy starts growing economic and trading
links between Turkey and Iran can increase over time and be posi-
tive. The financial impacts of lifting sanctions will also be positive.
More financial flows from one or the other, and one also think for-
eign direct investment into Turkey and into Iran being a positive. In
the medium-long term there is however one factor that is important
for Turkey. If Iran is free to do business and not subjected to sanc-
tion, this is an economy whether there’s a large labor supply and
where labor costs are relatively low for Turkey. And therefore inter-
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national investors have to decide whether to do foreign direct in-
vestments in Turkey as opposed to Iran, if Iran follows right eco-
nomic policies, unit labor cost in Iran could be relatively lower
compared to those of Turkey. Therefore Iran could become a formi-
dable competitor for the foreign direct investment that may come
from the western states and from the Eurozone into the region. So,
you have to become more productive, competitive, dynamic to make
sure that rising Iran does not crowd out your manufacturing.

How about the Russia-Ukraine conflict? The Ukraine civil war. The
impact on trade is a mixture. The tourism and trade is negative with
the collapse of the value of the ruble of course. Many the Russians
used to come to Turkey for tourism cannot afford it. That has been
a negative. But given that the sanctions are strict to exports of Eu-
ropean and US goods including food and agriculture into Russia,
then Turkish producers have been replacing some of these US and
European imports into Russia. That has been a positive. Financial af-
fect has been mostly negative this perception of credit risk in this
part of the world Central Eastern Europe, even if Russia and Turkey
are separate countries, that perception of risk aversion has negative
impact on credits risk. And the effect on FDI is negative. Turkey used
to have minimum amount of FDI into Ukraine. Given the mess of the
economy there, that’s not a place in the short run you want to do
business. What are the medium to long-term impact, difficult to say,
some people say that because of what’s going on maybe Turkey is
become closer politically to Russia especially given that Turkey’s am-
bitions of joining the European Union for the time being they stalled,
but the negative attitudes from France and other members of Eu-
rope have the words of those ambitions. And one can have different
views on whether having closer economic interaction between
Turkey and Russia would be a positive as opposed to being a nega-
tive. There are some elements of being positive but certainly in the
medium term most people would argue that Turkey being more in-
tegrated with European Union is much more large and dynamic cap-
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ital income in that region of the world rather than Russia based on
discussion provided by Dr. ILLARIONOV is a column in the slow-mo-
tion decay. Being close to the Russia is not going to be a net benefit.
Of course in the short run, there will be political factors like the
pipelines PUTIN to announce, one of the pipelines come from Russia
towards the European proposing to Ankara stream pipeline.
Whether you need that all extra gas coming to a second pipeline
given that one exits or not depends very much on your energy policy
and how much of demand for gas from Russia is going to be there
or not, if it stays stable source of gas, everything else is equal and
that margin is positive.

How about the risk of Greece, exit of Eurozone? The trade im-
pacts are negative. Because tourism is used to be cheap in Turkey.
But now wages are collapsed in Greece, that has been massive in-
ternal devaluation and in relative terms now Turkish resorts might
becoming more expensive than it used to be and Greek is cheaper
so tourists will choose beautiful islands and the margin is cheaper
right now Greece looks cheaper. The financial impact is negative. If
the Greek exit of Eurozone were to occur, and therefore there will
be financial losses for European banks. The European banks will be-
come risk-averse, therefore lend less to Turkey or do less financial
operations into Turkey if a Greek exit were to occur. And of course
Greek exit will be subject to contagion into global financial markets
and it will be negative. And certainly if Greece were to include im-
pacts on foreign direct investment may also be negative into Turkey.
What are the long-term impacts? If there was, Greece is already to
exit from Eurozone, that’ll lead even more economic and financial
turmoil in Greece and in the Eurozone, of course over the medium
term it will be a negative.

How about what’s going on in the Eurozone? The Eurozone mat-
ters and Europe in general because you know 45 % of your exports
of Turkey go to EU. And therefore EU matters very much to Turkey.




In case of Eurozone the problem of low structural economic growth.
Now that might change over time given reform but these changing
too slowly. But suppose that Eurozone remains low economic
growth, the trade effect is negative because you export almost half
of your goods to Europe, slow growth in Europe means slow demand
for Turkish goods. What about the financial impacts? If Europe and
Eurozone remain weak and their banks remain weak, then again fi-
nancial impacts will be negative. And on FDI if Europe is not growing
very much, there is not going to be very much FDI from Europe into
Turkey, and the willingness to invest and disability Turkish FDI into
Europe is going to be limited. So, over time of course if you're going
to be in a situation which the Eurozone is a mediocre economic
growth let alone theories, that’s going to be a very good news for
Turkey. Of course if the problem in Eurozone and Greece is resolved
and positive surprise would occur things will be different. So, in each
of these tales, of course thinking going wrong in Syria, Irag and Iran,
Russia Ukraine and EU, there can going to right direction.

| will conclude after however following the other observation. |
will discuss some more in detail some of the stand those risk may
affect Turkey but of course you cannot just blame what’s happened
in the last couple of years to just bad luck and being in a bad neigh-
borhood. Even if the neighborhood in which you are is definitely
bad, to better neighborhoods to be in this one. What | would say is
the following thing. Some of the problems are self inflicted. Self in-
flicted in terms of macroeconomic policy and structural reforms. On
structural reforms, I'm not going to repeat to representative of
World Bank just said, the significant amount of structural reform
when you talk to policy authorities there’s a long list of things that
they should do than they have done it. Now a year ago they say
there was the regional election, the presidential election and now
the legislative election and of course doing the reforms before elec-
tion period is difficult, but hoping there’s going to be whatever Turks
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democratically decide next week, let’s hope there’s a stable govern-
ment is willing and has power to do economic reforms that are
needed and many of them are new that because if you're not going
to do them your potential growth is going to be drifted downward,
and you are going to be more likely, as | pointed out before to end
up into middle income trap. About macro policies | will say the fol-
lowing thing. The fiscal deficit is not very large and the public debt
is not very large but given that you have external deficit is very large
the savings of the country is too low, you have to increase in savings.
Savings in private sector but also savings in public sector. So to be
more resilient your twin deficits have to be lower and lower budget
deficit everything is equal would imply lower current account deficit.
On the external side, the current account deficit is still very large,
and inflation is still above target. The thing about the fragile five
countries two years ago, subject to temper tantrum, Turkey, Brazil,
India, Indonesia and South Africa. Two of them are better off on in-
flation and external deficit, India and Indonesia; one of them South
Africa is better off on the inflation site even it has still large external
deficit, but two of them approximately have still too large current
account deficit and too large inflation rates. Those are Turkey and
Brazil. | would say unfortunately neither Turkey or Brazil based on
the internal balance of inflation and external balance of large current
account deficit look better today than two years ago. And as it was
pointed out the exit of FED however gradually from zero rate policy,
and likely appreciation of Dollar could be something that puts pres-
sure. And Turkey has just not the current account deficit but you also
have large stock of foreign liabilities some of them are short term
have to be a rollover and therefore the gross financing needs of the
country in terms of current account and maturing short time foreign
currency debt are large enough that if a shock were to occur and if
there is domestic political and economic instability together with
surprise from the rest of the world then the risk of something more

41



pressure on the currency, on the bond market, on the equity market
is a risk that could materialize.

And finally to fight inflation, you have to have independent cen-
tral bank. Political interference with central bank is not going to be
positive, because if interest rates are too low to try to boost growth
in the short run, inflation is going to be higher, the currency is going
to be weaker and the real value of the local currency is going to be
greater. So you play with fire when you try to interfere with the in-
dependence of central bank, there should be pursuing of course dual
objectives of maintaining inflation at the target well and making sure
of course the economic growth is also sustainable. So you are a small
open economy, you will be subject to global economic political
shocks but as every emerging market if you have the right macro-
economic policies, monetary and fiscal, the right internal and exter-
nal balance, and the right long-term economic reform, then you
make the potential growth stronger and higher you will be resilient
and therefore be less subject to the risk of political or economy or
financial shock from the rest of the world have a severe impact on
you. That is why having the policy of macroeconomic stability and
structural reform is key for sustain economic resilience and success
and further economic growth of Turkey.

Thank you.
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PANEL DISCUSSION SESSION

*** Second Round ***

Prof. Dr. Emre ALKIN — First of all, thank you. Thanks for all the
speakers because they’ve been on time. Everybody spoke around
20 minutes which is a miracle. Like Dr. ROUBINI says making the re-
mark in economics in Turkey is a tense issue. It’s just like a family
issue actually. When we are talking as Turks, we do not like to hear
others. When somebody comes outside of the family, says some-
thing, we'd like to hear. That’s why it’s good to have you here and
make decision marks. And it’s good to hear that we have to do our
own homework. | did mine last night. Actually I just googled in the
website. | saw some quotes of our distinguished speakers. Some of
the quotes | didn’t take is because | don’t think that you mentioned
it. Actually it’s all media. But if you let me just to entertain you and
the audience, I'll just not try to be Charlie Rose in Turkey. But I'll try
to make you some comments about these quotes. If you put the
presentation on it and | will have some small questions about it and
I will take questions from the audience as well. So there is a live pro-
gramme on television in Turkey and there is a little guy like me and
he always says that “You cannot escape from your past.” So | just
took some quotes of your previous past and | start with one of the
finest economist in the world. So | was lucky that he’s talking not
much economics but much the politics as well. So for example there
was a terrible crash last year about Malaysian Airlines and he just
last year mentioned that this was no accident, terrifying. Secondly
he said that Putin was preparing war for 11 years, which is another
important and crucial comment for me. And the third one | don’t
think that he said that. But still | believe in google and I'll mention
it. Last week he said that PUTIN is to be removed from power in the
next few days. This is Andrei ILLARIONOV. Did you say that really? |
am curious to hear about it.
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Mr. Andrei ILLANIOROV, PhD.— First of all, thank you very much
for this great idea to entertain all of us and definitely the audience.
Second, yes it is true. But and this is very important, I'm going to dis-
cuss first and second in detail. But third one is very important. Be-
cause you admitted very important parts. The very first part was
saying that just if all these conditions and all this logic is correct,
then PUTIN will be removed from the office in few days. And this
very first part has been admitted. So that is why we need to look in
the full circumstances and discuss those conditions that logic has
been proposed for discussion. And we’ll discuss it. Thank you very
much for reminding all of us all these. They were correct when | said
that so. And the time that past seems to completely confirm that
it's correct even today.

Prof. Dr. Emre ALKIN — It’s not a small question. If you say that
Mr. PUTIN is preparing for a war for eleven years, then there is al-
ways a war ahead. So Mr. ROUBINI says that maybe if Russia will re-
lease all these problems from his shoulders, Turkey and Russia will
be good partners. But we have somebody over there, he is thinking
about war all the time. What is gonna happen if Russia and Turkey
will be? I don’t know. War world friend or? | would like to know what
is gonna happen with Russia and Turkey relationship.

Mr. Andrei ILLANIOROV, PhD. — You take Russia as an important
and a very wide issue. | don’t think that anything in the ground eco-
nomic situation or history and what we’re having right now really
could lead to military conflict between our countries. | think rela-
tions between our countries are pretty good. There are some dis-
agreements between governments and between some particular
people in the governments. And sometimes it is understandable.
Sometimes it is some kind of personal issues. But it is definitely not
the basics for military conflicts and for the war. Unfortunately our
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last year and a half, we’ve had a conventional war. They have been
studied by the Russian leadership against the neighbouring Ukraine.
They created a big crisis not only in the Russian Ukranian relation
but in the world relation. Because it’s a violation of about a dozen
of international treaties and agreements and United Nations agree-
ments between Russia and Ukraine and Budapest memorandum
and many others. So it’s also the very first case of annexation of any
territory and Europe since 1945 which actually put behold interna-
tional order. Since unlike Iraq in the case of Kuwait or East Timor oc-
cupied and act by Indonesia some time ago. We are dealing for the
first time with annexation after 1945 by nuclear power. And that cre-
ates an absolutely new situation which we never had before. Be-
cause frankly speaking, there is nobody in the world who does know
what to do in this particular situation. Because the all system that
has been created in 1945 and Yalta and Potsdam, somehow still con-
tinue. So that is the main with all problem that Prof. ROUBINI was
discussing. There is some idea how to solve them in the short term
better than the long term. But this particular crisis is a raised special
one. Because even the best mind in the world do not know how to
deal with the nuclear power. That’s why lacking so rudely basic in-
ternational order.

Prof. Dr. Emre ALKIN — Thank you very much Dr. ILLARIONOV. Once
upon a time, when | was going abroad and when | gave conferences,
I had two kind of speeches. The first one is making a rosy picture. Be-
cause we are speaking abroad. And the second one is a very grey
scale presentation. Because we are just commenting each other and
criticizing each other. But we have one special friend. He is saying
good things about Turkey and as the second part of the “your quotes
will hunt you”, we have another gentleman. This gentleman firstly
says that a Europe Finance Ministry is needed. He likes Turkey very
much. And in February 2012, he said that “European countries have
to put master criteria in their constitutions.” This is a tremendous
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idea if you ask me. And the last but not the least, in March this year
he said that “Price increases is about to end.”. This is Prof. BALTAS. Is
that true? Can you give us good news about it? And this constitution
and the finance ministry issue is also important.

Prof. Nicholas BALTAS — Let me first say that a ministry finance is
necessary. It’s nothing you want. It’s something which would happen
since the construction of Maastricht. However | would say to which
extent a ministry finance would be very important to Europe. And
when you have to do with 1 percent of GDP of the European Union,
this practically means nothing. All the countries which have some
sort of a governance, it is required to have much more than 1 per-
cent. It used to be 1,14 and now it goes decreasing less than 1 per-
cent. So to my mind is that | don’t expect that Europe practically
with United Kingdom and other North European countries are ready
to proceed. | don’t think so. | don’t know they are ready to proceed
in the next steps. What they’ve done so far is to deal with low poli-
tics which have nothing to do with strong politics.

Now regarding about Europe, | am not very optimistic about Eu-
rope. | like Europe, | am very European. | support Europe for many
years. However | would confess that | am not optimistic. It’s not
about judgement of myself. It's the policy which other countries fol-
low and particularly the people who are donators to the European
communities budget. Most of all northern countries are the coun-
tries which donate to the budget. The southern countries, they don’t
donate. And perhaps they claim that this European countries from
the South are lazy and the only people who work are from the North.
The problem is that we have some benefits due to our location. We
have beautiful sun, we have islands. We have OK. That’s in our na-
ture to have a good time. | remember once | was in Belgium and |
was talking with colleague of mine and he said that “Well you, the
Greeks don’t have money, but you have a good time.”. What's wrong
with that? | mean, we cannot schedule everything and since there
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are ladies in this panel | am not going to explain more explicitly what
they mean about that. We don’t envy if somebody else have a better
life than us. | like the neighbours, friends from Turkey. We have very
good relations. | would be really happy to have peaceful and beau-
tiful relations. And let me tell you one thing from the people of
Greece who | met, no one said to me one bad word about Turkey.
No one. We feel that we have been living for many years. Perhaps
some other things may have happened but still we are friends. And
let me tell you one thing, perhaps we might have had in the past
some problems. Same happens with France and Germany. Much big-
ger problems. Strasbourg. What is Strasbourg? Is it a France city or
a Germany city? And they’re now two pillars of Europe. Let’s try to
do the same. We would be very happy, absolutely happy. | said to
my friend here, Emre. And now | am thinking if | will go back to my
home or | will stay here.

Thank you.

Prof. Dr. Emre ALKIN — Thank you very much Prof. BALTAS. Of
course you may stay.

Well, the third part of the “your quotes will hunt you” is some-
body that we know already. If he stays more, he can be Turkish. Once
he said that Turkey’s glass stays half full but remains unsufficient.
Last year in June. The second phase is “Turkey’s continued to be
source of inspiration for developing countries in the world and
emerging markets.”. That’s the phrase | like actually. That’s a beau-
tiful phrase. But the third one is a bit blurry; “I wish the recent de-
velopments which confuse the public opinion and business world
will end soon in February this year.”. 1 think it’s not confusing. It’s
the normal Turkish life. And it's mentioned by Mr. Martin RAISER.
What do you have actually? Now | am not talking about the politics.
I am not gonna push too much about it. But what can you tell that
the first thing that we have to do as a Turkish in economics? What
is the priority for the Turkish economy?
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Mr. Martin RAISER, PhD — Well, | said that in my presentation. |
think there is a need for a new growth model. To the question where
you want to start, | was interested by what Andrei said Russia had
not experienced growth in investment for 30 months. Actually
Turkey has not experienced growth in investment for over 30
months. And | think that reflects its certain hesitations of businesses
to invest. You can look at it from the opportunity side. And Prof.
ROUBINI has given us reason to take into account. But the environ-
ment in Turkey is not an easy one. But you can also look at it from
the cost competitiveness side. Turkey is very good at producing what
it does. But the goods are not high value enough to support the costs
of Turkey. So you can either try to reduce the costs or improve the
value of your products. And | think to do the latter, you need to in-
vest in inovation and skills. You also need to make the markets more
flexible. Because they don’t adjust rapidly enough. And that makes
it more costly to operate in Turkey than is strictly necessary. But per-
haps the most important cost of doing business in Turkey is the cer-
tainty which rules will not change. When you sign a contract, you
have a court system where you can have it and forced. The way that
monetary and macroeconomic policy is run will not change. You
have certainty about other important economic institutions whether
it is the independent energy regulator or telecommunications. And
they’re having some questions about whether that is truly the case
or whether we can be 100 percent sure. And these questions have
been imposing a cost on future potential investors that have led to
hesitation. That’s the contact of my last quote. Because I'm quite
convinced that Turkey’s glass is half full. It has been filling and I'm
also quite convinced that if Turkey overcomes some of these issues,
it were a main source of inspiration. | receive questions from col-
leagues. And sub-Saharan of Africa, even Latin America who want
to know. How did Turkey become so successfull in the last two
decades? What has happened? We come to Turkey and we are im-
pressed. And | say “Yes, | absolutely agree.”. But this is not something
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that will stay forever unless some of these issues are addressed. |
hope very much that in the near future we can return to some of
these structural issues.

Prof. Dr. Emre ALKIN — The last part of the quotes is of course
from Mr. ROUBINI. He once said that Russia wants its empire back.
Is that true? You just mentioned that. And secondly in 2013 | saw
Mr. ROUBINI in Bloomberg. And he was saying that 2013 storm may
surpass 2008 prices. | was terrified. Dr. ROUBINI. Because once you
say, we all know that it’s gonna be done. But economists can change
their minds. In the late 2013, you said that the global growth will
pick up so the danger is over. | think the lastly you said that we are
in an asset bubble, and it won’t pop until 2016. Can you explain this
a bit more? The last but not the least, one of the important issues is
the FED rate. And you said lately that you don’t expect a rate rise.
Do you have any say for this? You have the floor. Thank you.

Prof. Nouriel ROUBINI—Dr. ILLARIONQV certainly is a greater ex-
pert of Russia than | am. But the point | was trying to make is that
historical Russia has always been having imperial ambitions. Even
during the Soviet beginning 15 republics exist. It was only a period
of time, of a few years under first GORBACHEV and then YELTSIN in
who haven’t Soviet Union collapsed. Then Russia became smaller.
But with the rising power of Putin, some of interests of Russia via
certain things on influence on greater Russia under the excuse of 25
million plus ethnic Russians being in the Baltics, being in the central
Europe, being in the central Asia has reasserted itself. And in that
sense | fear that this is not just about Ukraine. | was just last week
in Astana, Kazakhstan where 25 percent of the country is ethnic Rus-
sians, 40 percent plus in the northwest. If the transition of power in
Kazakhstan becomes real, where to be in the future? That might an
excuse for pulling another Ukraine for example. So in that sense |
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think that we’ll have to figure out what are their medium long term
ambitions of Russia. Russia might not succeed because to be suc-
cessful and have emperial how to say success, you need to have the
financial and fiscal resources. And given Asian population of poten-
tial growth and fiscal constraints for, | don’t think that Russia has the
financial resources for that emperial overstretch that doesn’t rule
out of the ever politically. In 2013, | was worried about a perfect
storm. A perfect storm where because of what happened to Greece
and other parts of Euro zone. The Euro zone was under civil strain
where the US was faulting whether you had bunch of geo-political
risk, you had a temper tantrum affecting emerging markets and you
had the slowdown of China together with other political risks. And
that could have led to a perfect storm. | think some of the political
reactions in Europe, in the US, in China avoided that perfect storm.
And since then we’ve had an economic recovery. But a lot of the lig-
uidity coming from unconventional monetary policies has not gone
into the real economy. Credit going into the real economy is weak
and has gone into asset reflations, stock prices, home prices, bonds,
credit. Asset reflation can lead to asset inflation, then to asset
fraughtiness, and eventually asset credit bubbles. | don’t think we’re
in a bubble today. But as | pointed out; if central banks in the world
keep their policy rates at zero, exit slowly or do more QE (quantita-
tive easing) like ECB and BOJ, eventually that liquidity can lead to
fraughtiness. That's gonna lead to booming bubble. And booming
bubble is gonna eventually lead to a bust and a crush. It’s not a 2015
story, maybe as early as second half of next year into the 2017. So
we have to worry about avoiding another booming bubble followed
by a bust and a crush. On the FED, | think that they have a chance of
a equivalent of a temper tantrum. Because it’s about interest rates
spiking too high. | think the risk of a very sharp increase in long term
interest rates of US is lower than it was in 2013. Because in 2013
you had a surprise. FED has told us we are gonna go slowing gradu-
ally in terms of when we exit and how we exit and even the terminal
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rate is gonna be low. And additionally on that one, the US economy
rate now is weak. The dollar uppreciated too much and therefore
FED is gonna be more cautious in terms of when we exit and how
far it goes. And finally compared to 2 years ago when policy rates in
Turkey, Brazil, Indonesia, South Africa were very low and when the
shock of temper tantrum occurred, then it was a massive flow of
capital out of these economies. Some of these economies are based
on policy adjustment. Policy rates are much higher in some case of
double digits. Even in Turkey they’re higher than it used to be. Some
fiscal adjustment has occurred. Some current adjustment has oc-
curred. Most of them are a way that we have to do macro adjust-
ment. When there is monetary tightening, fiscal tightening, even
credit tightening, it is a way of avoiding. When FED is gonna exit, an-
other tantrum or rate of change. Therefore while you have to be
aware of the risk of a FED exit, probably you are better prepared. So
it is not as much of a surprise. And therefore the impact might be
more gradually and less severe than the tantrum that occurred in
2013.

Prof. Dr. Emre ALKIN — Thank you very much. Dr. ILLARIONOV.
We'll have some additional comments | think.

Mr. Andrei ILLANIOROV, PhD. - Your idea about this part of the
panel actually gave me an idea, just maybe to have one more enter-
taining part. | have one comment and one question. Prof. ROUBINI,
it seems to me you mentioned couple of times such a phrase, Ukran-
ian civil war. Is it correct? | think this particular term, we didn’t find
in international press is probably not a correct one. | studied very
deeply what’s going on in Donbas, in this military conflict. And |
found actually (it’s a fact everybody can look at this) that it’s not a
civil war, in traditional sense of this word. Because on both sides of
this conflict in Donbas, it’s not a war between Russians among




Ukranian citizens in fact. Because on both sides, there are Russians.
The majority of those who are fighting in Ukrain are ethnic Russians
and the rest are Russian speaking people. There’s almost no Ukraini-
ans over there. And it is very interesting. Because it looks like that
it's into Russian ethnic war on Ukranian territory. And people who
are fighting there, they are fighting not by ethnic reasons, not by
language reasons. All researchs that have been conducted of a last
year and half have demonstrated that language issue is negligible.
Nobody payed attention. Because there is no problem of some kind
of language problem to talk, ethnic problems in Ukraine. But the real
problem about the model of political arrangements is the model of
political institutions that might be installed in that part of Ukraine,
and in the all Ukraine. So that’s why this is the war between mostly
by Russians fighting in the battle Ukraine about what kind of political
institutions more authoritative, more aggressive, more violent
would be established that has been brought by the Russian soldiers
in the Ukrainian territory and some Russian locals that are leading
in the east Ukraine, but do not consider themselves citizens of
Ukraine. In Russians that are living in Ukraine and who would like to
support more democratic, more liberal, more tolerant institutions,
and they are fighting for Ukraine. They open the same way as Rus-
sians where ethnic Russians with speaking Russian language. But we
are defending Ukraine who is our motherland and would like
Ukraine to be more liberal, more democrat, more tolerant than it
was before. So that’s why look at Russian ethnic war on Ukrainian
territory for different model of political arrangements for mostly for
Russian people. If it is a civil war, it’s a Russian civil war. To some ex-
tent, it is continuation of Russia civil war where it was one century
ago about different political institutions. And many people who are
fighting the war in Donbas openly saying that “we continue the civil
war, we did not finish a century ago.”. It’s just a comment. And |
would be very much also interested in Martin. He mentioned several
times also that middle income trap issue. If | am not mistaken these
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varied terms have been proposed by Baria in his some kind of papers
some time ago maybe some other people. We looked closely into
this idea of middle income trap. But we would find some slowing
rank in economic growth for some particular group of countries for
those middle income. Frankly speaking, we did not find any statisti-
cal proof for that stuff. We did find that policy trap strictly have some
country does produce that policy. It could lead to really slow growth
of the crisis. We did find that institution trap, some kind of bad de-
cision trap and so on. Frankly speaking, we did not find middle in-
come trap. And | would very much like to hear your comments on
this.

Mr. Martin RAISER, PhD — | think it is a good point. Actually, the
term comes from two colleagues. One of them used to be at the
World Bank. In 2007, they wrote a book called “An East Asian Rone-
sans” about East Asian’s recovery after the 97 crisis, Indermit Gill
and Homi Kharas. And in that book they pointed out that despite
their very successful emergence from the crisis, countries such as
Thailand and Malaysia had actually struggled afterwards completing
the transition to high income. So, that is where the term comes
from. Now it is true that there is very little statistical evidence to
suggest that countries in the middle income group will inevitably
slowdown in economic growth. So the literature cannot establish
there is a systematic per-capital point which is slow down in eco-
nomic growth. However, what we cannot see is that there are coun-
tries that go through systematic period of growth slowdown. You
can define what a growth slowdown consists and you can look at
some of conditions that precipitate such a growth slowdown. And
that is how we constructed this little map. We look at what it makes
more likely for a country to experience a growth slowdown. And the
best way to do this is in my view is about how rich you are as a result
of my work at IMF. Because obviously you are likely to experience
slower and slower economic growth the closer you get to the leader,
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the economic leader in the world. Even controlling for that you get
episodes of growth slowdown and those are systematic related to a
number of factors that on inspection quite similar to the factors that
drive the results in behind in Greek world. So, | don’t care about
whether we call it a middle income trap or something else. What |
care about is that for emerging markets there are structural condi-
tions that make it more or less likely that you can catch up with the
advanced economies and you need to be pay attention to those. So
that’s how | summarize it.

Prof. Dr. Emre ALKIN — Thank you very much.
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QUESTIONS & ANSWERS

Prof. Dr. Emre ALKIN — Now it’s about time to take some ques-
tions from the audiences. | will give the microphone first to the gen-
tleman and secondly yours.

ibrahim KURBAN, Audience — My question is for Mr. ROUBINI.
For Greece case at the moment, what do you think about European
view of focusing on stabilization rather than growth? If you follow
one of them how do you think they can handle the case? If you were
in that position to decide to handle the case what would you do?

Prof. Dr. Emre ALKIN — Mr. ROUBINI, | want to ask the same ques-
tion. Europe is just like a company, it tries to take some thrifty meas-
ures when the company doesn’t make a turnover. Actually in that
case why thrifty measures should have been taken? What would
you do if they were in these measures?

Prof. Dr. Nouriel ROUBINI - It is a very long complicated question.
| am going to go to Athens actually next week on Wednesday-Thurs-
day. | will have a chance to speak with senior policy makers. | would
make the following observation. | am of the view that would be bet-
ter for Greece and the Troika to reach a compromise when that re-
stores over time economic growth and that sustainability in Greece
even it requires some compromises, sacrifices, and reforms that
Greece has to do. And that solution at this point is preferable to a
Greek exit. Because of Greek exit with the curve economic and fi-
nancial damage to Greece would be severe. You left the convert of
Greek assets from Euro denominated into a depreciated that
dilemma that would be something massive loss of national wealth.




It will collapse currency could run away inflation the banks could go
bass and recapping with a mess. So we care about dilemma eventu-
ally restore for growth and jobs after amount of economic, fiscal and
financial damage. For as to Euro zone some people in Europe delude
themselves that contagion could be contained balloon thing. It is
going to be contained, first of all in addition to economic, financial
and contagion damage, a Greek exit in Euro zone as other problem.
I think that is the beginning of the end of the Euro zone. Because if
one country exit, this is not any longer a monetary union, people
would ask what would be next. A Greek exit cause some political
and geopolitical consequences. German could gonna be accused
again being unquoted Nazi. Russia will become more aggressive not
just in Ukraine but in Baltic and Balkans. Countries such as Moldova,
Bulgaria, Siberia, Hungary, Macedonia or Greece could end up under
the influence of Russian bare. The Middle East is burning. We had
already terrorist attacks coming from in France and Denmark so on.
The world is dangerous around Europe. Do you really want to begin
to end Europe and Euro zone for something only %2 of Euro zone
GDP? Where in the world in which there is some existing super pow-
ers like USA, rising powers China and India, weaker in power but
more aggressive Russia. Without the geopolitical and geo-economic
power of Europe with Eurozone, even a strong Germany is alone in
Europe. Therefore Europe either survive in trying together or end
things together Europe and the Euro zone. Therefore when we are
deciding whether you like Greeks go or not, you cannot just a term
of economic and financial beings in contagion but also both order
political and geopolitical consequences of the beginning of the dis-
traction of the Euro zone. Sophisticated people in Berlin realize just
not economic but also political project and geopolitical project. But
there is the compromise the safe face on both side where restores
growth and sustainability. But Greece has to do a serious reforms to
become more productive and has to sacrifice to enlighten the end
of tunnel for Greece in terms of growth, jobs, income and greater
that’s sustainability.
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Someone Among the Audience — | am not an economist. | am
MD, medical doctor. | believe politics comes first, economy comes
afterwards. Now Dr. ROUBINI explained widely which is the migra-
tion of Syrians to Turkey. My question is: There is still a question in
my mind, at the corner of my mind. 2,5 million Syrians migrate to
Turkey. This is a fact and this is kind of tsunami or earthquake. What
is the emergency and continuously the advice of it, the solution of
this problem?

Thank you.

Prof. Dr. Nouriel ROUBINI - There is a disaster occurring in Syria.
This let to a massive refugee and humanitarian crisis. Turkey also
counting on like Jordan or even Lebanon have accepted millions of
these refugees. As a share of the population this is huge. We speak
about 10-12 million people. US have since allowing few thousands
and even EU has not been much more generous. There is now dis-
cussion within Europe of how many more refugees adjust from Syria
but also from other parts of Middle East. We have to be helping
these people. Because this is a humanitarian crisis and there are fis-
cal cost for Turkey, Jordan, and Lebanon. There should be also inter-
national resources such as IMF, World Bank or other. Because
otherwise the fiscal burden is gonna be unsustainable. But, eventu-
ally you have to have a political solution in Syria. Because these peo-
ple have to be able to go home and rebuild up their lives. It is not
just in Syria, there is a war and called civil war in Syria, Iraqg, Yemen,
Libya. We cannot ignore it and we cannot say this is just a war be-
tween Sunni and Shea and they’re gonna slaughter each other. Be-
cause you're gonna create an intergeneration of desperate,
homeless, young people. Eventually that’s gonna become radicalize,
that gonna bring violence and terrorists to Turkey, Europe, USA and
to the world. So we have to find solutions of stabilizing the overall
Middle East. 30 year war between catholics and protestants in Eu-
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rope let to economic and social disasters. So there has to be a solu-
tion. | cannot tell you what those solutions are for Syria and for other
countries. What is gonna happen in Syria? Situation is that you have
a butcher for Damascus Esed supported by Iran and Shea but unfor-
tunately the other side right now is whether ISIS, el-Nusra and el-
Qaide. But unfortunately Free Syrian Army of more moderate Islamic
rebel is fusing out. So even if you want to support a part in Syria,
who are your friends? Whether people you support in the Middle
East used to be the case that your enemy’s enemy is your friend.
Unfortunately from Yemen to Syria to other parts of the Middle East,
your enemy’s enemy is still your enemy. Because both side look
pretty ugly. There are millions of people dying, suffering, displaced,
and in humanitarian disaster. It is gonna blow up for Turkey, Europe
and the world. But | don’t know if there is an easy solution for any
of these problems.

Someone Among the Audience — Thank you panelists. | have two
guestions. One is for Mr. ROUBINI and the other is for Mr. RAISER. |
would like to ask Mr. ROUBINI about the policy of FED about increas-
ing interest rate. Is it speculative or manipulative for emerging
economies? This question is for their behavior and policy thinking
about the world economy. After 2007, you know, the balance sheet
of FED and also Bank of England increased QE 4 times. It means a
lot of money in the market. This money increased commodity prices.
After years, the oil price increased 150 dollars per barrel, today it is
around 50 dollars per barrel. Do you think it is economic or politic?
After increases in the balance sheet, do you think it is easy to take
this money back or this money will create balloon? As you said, in-
flation or stagflation for world economy? My question is for Mr.
RAISER. You showed a graph about middle income trap by using
countries from 1960s to today. This graph shows most of countries
still in middle income trap except South Korea, some small countries
like Singapore, some countries like Greece, Spain, Portugal that they
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entered EU and increased their income level but today they are pain-
ing their costs. Do you think this middle income trap is called prob-
lem of Turkey? Is it a problem of world economic systems or actors
like a World Bank? Do you know that World Bank’s role is increasing
development capacity of countries? After 1945 to today, most of
countries have been still in the middle income trap. It means World
Bank’s role is not successfully accommodated for other countries,
emerging countries like Turkey. Thank you very much.

Prof. Dr. Emre ALKIN — You wanna start first Mr. RAISER. If you
wanna start first and you just take a little moment. And then Mr.
ROUBINI.

Mr. Martin RAISER, PhD — About your comment on middle in-
come trap some countries have moved out of that category. If it is
defined relative to USA, this chart shows you the relative income
levels to USA and it shows you the number of countries that have
managed to close the gap relative to USA indeed quite limited.
Where | disagree with you is that Greece, Portugal and Spain are
paying the price now for having decided to join EU. | think that is a
wrong interpretation. The price can be paid in very different ways.
Because those 3 countries are quite different. For misunderstanding
that one’s sure in doesn’t mean you don’t have to continue to com-
pete. What happened to them was the enlargement of EU. There
suddenly were very important competitors within EU and these
competitors were willing to do structural reforms, have better busi-
ness climate, more flexible labor markets. As a result, investment
moved from south to east. And so in some ways you can say that
the countries’ success such as Greece experience in 1970s-80s were
because they reformed in order to deal with the competition within
EU. A decade and two later, when the competition from East Europe
arrived, that competition left some of the south neighbour countries




vulnerable. | think it is hard to compare the situation in Greece with
Portugal or Spain. These are in some ways different but one charac-
teristic did we see in the south relative to the east is in increasing
unit labor cost. In Eastern Europe, you have more equity rather than
debt. You have substantial increase in unit labor cost because you
have very substantial increases in productivity. As a result European
integration in Poland has been the greater success story of last 500
years. It was the same in some ways in Greece in 1970s. | don’t know
enough about Greece in 1970s and 1980s. But | would say European
integration is ultimately good thing but it doesn’t automatically
make you a high income country and it doesn’t keep you a high in-
come country automatically. About the role of the World Bank, | am
going to be very humble. | wish we could enlarge enough to really
take on mandate to lift countries around the world to high income
status. But | think when you look at the world, there is light in shad-
ows there. There are some very successful experiences including of
partnership with Turkey that have made going to back in 1951 but |
think we should also admit that there are some failures. There are
some countries where we have given advice that turn out to be
wrong. There are some projects that we gave finance that have not
delivered what we have expected. But there aremany countries and
projects that succeeded.

Prof. Dr. Nouriel ROUBINI— It was a pretty long complex question
about emerging markets. The period of a deck between 2003-2013,
where for most of emerging market things were going to quite well.
Strong economic growth, arise of their asset prices of their equity
market, high returns. But since 2013, things had stopped. For now
what has happened? First of all, the strong decade of growth be-
tween 2003-2013 was impart even by some economic reforms and
some macro policies. After the financial crisis in Mexico 1994 and
Turkey-Argentina 2001, the number of emerging markets increased.
But there was also element of luck global financial condition was

o



ideal. You had a China growing 10-11%, you had a commaodity super
cycle that was positive for most emerging markets in commodity ex-
porting. And after the global financial crisis, you had a zero policy
(USA, EU, Japan) on quantity wising and wall of liquidity that was
chasing asset in return emerging market. So, these tree global tale
winds were helpful. After 2013, those global tale winds became
headwinds. China has not gone growing 10% or larger, best have in
probably with next few years 6% or less. That’s negative for emerg-
ing markets. The commaodity super cycle for many reasons reservoirs
both in energy and industry metal. And that’s gonna be negative for
most emerging markets. Those emerging markets like Turkey that
are net commodity in all exporters will benefit but average emerging
markets are not gonna benefit. Overll slowly FED has stopped print-
ing money, taper QE and over slowly little dizzier. They are gonna
start hiking interest rates and therefore cheap money will be going
from emerging markets. They already started to flow out during the
taper tantrum of 2013. That’s gonna continue gradually to flow out.
So tale winds became headwinds in the boom years when the
money flow out of emerging markets. So cheap monetary policy, fis-
cal policy and credit policy became lose in some emerging markets
not all of them. And that let to one of rise of current account and
fiscal deficit like in fragile 5 countries. It let to rise of inflation in a
number of emerging markets and it let to slowdown economic
growth. Therefore right now, to stabilize the market economy many
people have to do tough choices in tight monetary, fiscal, and credit
policy including Brazil and Turkey, other emerging markets. Finally,
it was a lost decade for structural reform. Many emerging markets
did not do the second generation structural reform that World Bank
what was recommending after being done the first regeneration of
reform of trade realization. Many emerging markets moved away
from market, re-entered reforms towards policy that was variant of
state capitalism. Too much intervention of the state in the economy,
too much allocation of credit and savings to investment then by state
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on banks, too much resource nationalism, too much talking about
improper substitution sterilization. It is happening in Russia, China,
even places like Brazil and South Africa, more populist country like
Argentina. Therefore, however it is difficult to do the political, eco-
nomical reform it would be one fault of the next decade. Which
emerging markets will have the political institution of doing those
structural reforms? In Mexico yes, under Modi in India yes, maybe
in Indonesia under Jacobi yes. It doesn’t look like many structural
reforms will occur in Brazil under Delmarus for now. Venezuela and
Argentina has gonna depend on also political actions in a next few
years. | think that this same dilemma is gonna be one phase by
Turkey. Will the political institutions and the leaders want to con-
tinue encounter structural reforms? Will open economy make more
competitive, more productive, more entrepreneurial, more inte-
grated with Europe and global economy? If the answer is yes, you
do very well; if the answer is no, there would be economic difficul-
ties.

Someone Among the Audience — I have 2 questions. First one is
for Mr. BALTAS and the second one is for Mr. ROUBINI and Mr. IL-
LARIONOV. First question is as we know crisis in Euro zone is not just
debt crisis it is also low growth and unproductivity. But the countries
like Portugal, Greece, Spain, and Italy are not the only ones to blame
for. Second reason for this crisis is the miss-structure of Euro zone
which is supposed to be an economic and monetary union but in
fact it is just a monetary union. And they forget economic side of
the union. What | mean is they pass the control of printing money
in two years to ECB. But they still have freelance on their monetary
policy, social security policy etc. Do you believe that lending coun-
tries like Greece out of the Euro zone, but keeping in EU will be much
more effective to the solution for the Euro crisis? Second question
is as we know there has been an armless war between USA and Rus-
sia in terms of politics and economy. We cannot seperate policy, pol-
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itics and climate as well. | wanna point out the price of oil which is
coincidence that it clenches down and just after the Ukraine turmoil.
What do you think until what time these low prices will continue in
oil?

Thank you very much.

Prof. Dr. Emre ALKIN — There are two extensive questions. We
have very beautiful questions. Thank you very much. The first ques-
tion is for Mr. Baltas. | am on much side on Mr. ROUBINI with Euro
seems to me a political leverage. For longest period of Europe there
was no big war. And you know that these two wars started in Europe.
So | am afraid that if we try to kick out Greece, there will be a polit-
ical problem much more than the economic one. Of course there
will be some economic impacts. And how can we define Euro in this
context? Is it a political leverage or economic one? How can you an-
swer this question?

Prof. Nicholas BALTAS — O.K., first of all, | would like to say we
don’t have monetary and economic union. We don’t have economic
union because we don’t have political union. And as | said before
this will not happen in the near future. Regarding monetary union,
we just keep, ... Well the European union formed some rules, | would
say Maastricht rules, without any real argumentation. Why we
should have 3% of expenses or 60% of debt. It was something nearly
which decided according to Bundesbank that was the reason.

The second thing is that, the formation of the European the Eu-
rozone was not matter of a real reconciliation it was matter of a de-
cision which was made by some governments. Particularly | mean
the German government.

The third thing | would like to say that nobody should have said
before that “Listen, you want to be member of the Eurozone, what
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you have done in order to cover the big differences which are in the
Eurozone countries?” For instance the first thing, which somebody
a good economist should think that we should have similar sort of
economic structure. That means we have similar kind of inflation,
similar kind of productivity, similar kind of unemployment. Most of
the countries didn’t have similar ...

The forth thing, regarding the extension, the enlargement of the
European union, | was personally against the enlargement but the
Germans were so much in favor of enlargement so they overlooked
all the problems which there were before. Why it is so? Because they
thought there was a part of the greatest German Empire. Austro-
Hungarian Empire. Why we should take into consideration. O.K., |
don’t say that this people suffered with communist regimes, okay,
but let make a preparation and not only for these countries, also for
Greece. Because otherwise | would say it is good for my country, no
| don’t say that, | don’t. We should have taken some measures. And
the countries, particularly Germans, wanted it to be. When we did
the latin enlargement, when | say latin enlargement | mean Spain,
Portugal, Greece and who paid cost of enlargement? Mainly Ger-
mans. They wanted this, the cost of enlargement, regarding the mid-
dle and eastern European countries to take the France. The France
is not so strong enough as the Germans in order to take enlargement
and they took any kind of responsibility.

| don’t know really if | was completely answered to your question
but | can tell you much more if you insist.

Prof. Dr. Emre ALKIN — | see we have a lot of opinion in head. The
second question is important one. That is about the situation with
the oil production in the world after the Russian invasion to Ukraine
or just like Dr. ILLANIOROV said that Russian civil war in Ukraine. We
saw that USA is producing and exporting more oil than Saudi Arabia
for 4 months consecutively. But USA has never removed for many
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years and doesn’t open strategic reservoirs. | don’t know, for 7 years
so on. Dr. ROUBINI and Dr. ILLANIOROV, is it an economic or a politi-
cal move or both? Thank you very much.

Mr Andrei ILLANIOROV, PhD. —First of all, to predict fluctuations
of dynamic world prices is probable the move damaging for the rep-
utation of economist. We have seen in the past, wild forecasts by
respectable people and organization can have collapsed dramatically
or just never fulfilled. | would just remind you that in December 1998
the most respectable economists’ magazine in the world has not
only published but put in the corner very famous forecast that oil
was 5 dollars per barrel. It never happened neither next months nor
next 15 years. One of the most serious analysts from oil market was
Daniel Yergin who wrote the book “The Prize: The Epic Quest for Qil,
Money, and Power”. It is just really a fascinated, very interesting
book. He found the oil price forecasting company Cambridge Energy
Research Associates (CERA). It is hard to find somebody who would
be better about the fluctuation of oil prices. So his company in 2005
forecasted oil price 15 dollars per barrel. If he knew that time to 2-
3 years after that oil prices would be almost 150 dollars per barrel,
he would wait little bit, just give the 3 times or more. But neverthe-
less each shows even people who very much involved in the market
who spent and rewarded all their lives in studying oil could not pre-
dict. Why? It is so difficult or almost impossible to forecast fluctua-
tions of oil prices. The problem is that oil market is not perfect, it is
not free markets. It is a very substantial market but it is a patient of
the nonmarket forces. That’s unpredictable. Because OPEC is too
commending on oil production. Decision of how much oil can be put
in the market can be taken not due to the market forces or supply
and demand. As we understand it, sometimes we may also make a
mistake in predicting these factors but also because of political rea-
sons and because of political interpretation of some particular fac-
tors. That's why each time within OPEC, minister of OPEC leaders
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are gathering to make a decision and this is almost impossible to
predict. So that’s why it is not predicting according to factors of mar-
ket economy but predicting political moves and political decisions
by some particular very important appliers in this market. And also
we know now about substantial forces of entering this market with
USA with Canada with some other countries. | think we would be
much better suited to make much more reasonable forecasts either
when those forces would occupy the absolute some kind of the
greatest share in the oil market or when OPEC would decide to aban-
don this role to establish effective monopoly control over production
and export. Then | think we would be able to make much more ac-
curate forecasts. But until then we would rely on marketing forecasts
for commodity markets.

Prof. Dr. Nouriel ROUBINI — | would have too much to agree with
Andrei. You know it’s very hard to predict oil prices in part because
in short run both supply and demand are highly elastic and there is
foreign exchange in supply and demand as a disproportion effect on
the price level. Secondly because oil like other few commodities is
also traded financially in the future market. The dollar price of oil
depends on part of also on the value of the dollar. Historically for
number of reasons when dollar is strong, dollar price of many com-
modities is lower. And when dollar is weaker, dollar prices of com-
modity is higher. Predicting oil prices that make a forecast about the
value of the exchange of dollars depend on growth inflation and rel-
ative monetary policy USA compared to Europe and Japan, so on.
So it is a complicated business. | will make only an additional obser-
vation on this topic. Some people believe that why last November
Saudi Arabia decided to keep production high and allow the plunge
oil prices to continue was political and geopolitical. It is also enemies
with Russia supporting Esed. It is also trying to hurt Iran. This is a
geopolitical arrival of Saudi Arabia. My interpretation is somehow
different. Saudi were worried about significant rise of shale gas and
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oil production and trying to impose to longer at profitability in the
market share of Saudi Arabia. Therefore being the low cost of pro-
ducer, they had to keep supply high. So temporary price fall would
force high marginal cost producers whether they’re producers out-
side of OPEC or shale gas oil producer in USA. First, because of low
of oil prices, everybody run. But Saudi Arabia decided to significantly
reduce their capital spending in all sector by % 20-30. Less capacity
investment in all sector today means that production increases in
the future will gonna be lower. Instead Saudi maintained their own
capacity. Therefore you have lost or a cost in a short run. But you in-
sure one that you get rid of the high marginal cost producer over-
time. Second, you are gonna also underinvest around the world in
to new capacity. Therefore the market share of Saudi Arabia is gonna
remain over time higher as prices with gradual increases. But | think
their motivations were initially mostly economic. One of the side
consequences of having low oil prices is that Iran had hurt and Rus-
sia had hurt. Geopolitical benefit of Saudi Arabia was not mostly po-
litical decision. It was initially mostly an economic and a financial
one.

Prof. Dr. Emre ALKIN — Thank you very much. We have one ques-
tion on back and then after we have the chairman, Mr. Ahmet EREN.
Thank you.

Someone Among the Audience — My question is for Mr. ROUBINI.
Actually, Turkey’s main topic for right now is the election. Next week,
there will be an election. What are your assumptions after the elec-
tion? What are your assumptions about the markets in the short
term?

Prof. Dr. Emre ALKIN — | don’t care about the arithmetic in the
parliament actually. | care about what is the new model of growth
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of Turkish economy. Like Andrei said that we will have a presidential
system in Turkey, it doesn’t change anything at all. Because we have
an infrastructural problem in the economy and we have a growth
slowdown. So we need a new growth model as Martin said. What
do you think? In Turkey, we have an expression like that “After the
election everything will be good in Turkey.”. Re-election is a thresh-
old for our economy.

Prof. Dr. Nouriel ROUBINI — First of all, you know, Turkey is democ-
racy. It has on election. You are Turkish voters. You are democratic
re-deciders. It is not up to me to say who should win or what should
be your on politic system even if choices matter. | would say that the
result of re-election will realize on experiences of Turkey. In other
emerging markets, you have to have economic framework that gives
opportunity, growth, welfare and benefit your own people, own so-
ciety that means strong economic growth, low inflation, job creation
and economic dynamics in open world economy and society be-
comes both growing and also fair inclusive in many ways. That is the
story of success. It is the story of avoiding a middle income trap. So
itis on country based that has been shown. The middle income trap
has been starting in Turkey. It has achieved economic success, but
now has to think about next stage. | would like to say keys of eco-
nomic success on the macro side are some fiscal policy, maintaining
low budget deficit, low stock of public debt and making sure that
there is enough private and public savings to finance productive in-
vestment. Because if we have more savings, we get more investment
and if we lose savings, we get less investment, high current account
deficit and eventually billed up net foreign liabilities subject to fi-
nancial pressure of one sort of another. So some fiscal policy relates
to some external balance of the country. You have gone through his-
tory of decade, you had gotten in high inflation not just double digit
sometimes even hundred percent. Because of that, the other Turks
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still put some money into dollar deposit banking system, and is still
may be overinvesting in real estate as hedging high inflation. Having
low inflation is a condition for economic stability as well. A condition
for having low inflation is not to have monetary deficit, having inde-
pendent central bank. So monetary policy will not be based on pol-
itics, but both straight and maintaining stabile inflation to close to
the target. Finally as pointed out, on the macro side of aggregate
demand, monetary and fiscal policy for every country is a key to in-
crease their productive potential of the country. On the supply side,
this kind of economic reform increases labor force participation rate
of the people, women. Everybody of society who is given educa-
tional skills and training can become productive and be able to com-
pete in a global economy with arising power of sort of another.
Financing foreign direct investment is gonna be beneficial for coun-
tries, for open economies. Because your market is not gonna be only
the size of the country but the size of the global economy. Of course,
this implies being more open and there are external shocks that you
buffered. But a strong economy and some macro institutional frame-
works are able to benefit from integration. Because the more re-
silient in terms of policy, the less subject to contagion and economic
damage. | think there is a reasonable consensus. This even came out
of my conversation with a policy maker. A country should make a se-
rious, long list of structural reform that is gonna increase potential
growth, productivity, human capital, competivenes, innovation. |
don’t think there is a disagreement or difficulty like the other every
country of the world. There is a political economy because reforms
have some cost in short run and benefit of income only in medium
term. So you have to have leaders who are willing to make the de-
cisions to imply some cost, over time improve the welfare and the
economic opportunity for young and others in your country for the
long term. And success depends on having the right economic poli-
cies.
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Prof. Dr. Emre ALKIN — Thank you very much. Mr.Chairman, you
have a question | think.

Ahmet EREN — Thanks to speakers. The first time | have heard
from Mr.ILLANIOROV the expression of that policy trap next to mid-
dle income trap and | have also visualized the presentation of Mr.
Baltas under the screen about the tremendous increase in the
Greece’s foreign debt after joining European Union. It has happened
because there was abundance of funds that Greece could borrow.
It did happen to Turkey as well. In recent 10 years Turkish foreign
debt increased from 132 billion dollar to over 400 billion dollar. Be-
cause there were abundance of cheap money in the financial mar-
ket. Dr. RAISER do you foresee any trap, any danger similar to Greece
for Turkey in the middle or long term?

Thank you.

Mr. Martin RAISER, PhD - think the inflow of capital into Greece
was mostly of debt creating nature. Let’s look at Turkey of the last
decade on every side of both debt and equity and to a last extend
as share of GDP. And let’slook at what happened to Greece in the
10 years, performing the economic difficulties. Greece, as a member
of the Euro zone is not able to use the exchange rate as a buffer
mechanism. But Turkey has an advantage like that. I still think you
can manage being in common currency arrangement like Euro. But
you need to create the structural conditions that allow you to be ef-
fective in a common currency euro zone. That means you need to
have a more flexible economic structure. When you look at Greece
before the financial crises, it was 135th in World Bank’s doing busi-
ness. It's labor market was very rigid. It had a very rigid product mar-
ket regulation, measured by OECD. So it had a number of structural
features that made it quite difficult to be current currency zone with
countries that didn’t have those features on not more competitive

70



and not more flexible. Now, so Turkey actually has done a lot of re-
forms that Greece has now doing back over ten years ago under
Dervis and Babacan program which World Bank, IMF, EU support
very strongly. So it is starting from a condition where actually it has
of fundamentally few distortions, more competitive business envi-
ronment but that is not enough. | think where the similarities as well
minorities exist. It’s you who is fairly persistent to external deficit
which means you have to borrow money from abroad to cover the
difference between what you save and what you invest. In that
sence, | think Turkey does not address that problem over the
medium term. Will accumulate more and more foreign debt that
would make it vulnerable but there are many differences between
two countries as | pointed out.

Prof. Nicholas BALTAS — Let me give you some sort of statistics
regarding Greece. First thing | would like to say is that, since Greece
became a member of the European Union, that means 1981, and
has enjoyed the generous, | emphasize the word generous, funding
of the European Union, they entered to Greece from 1981 until
2009, 280 billion Euros, a tremendous amount of money and out of
this the agriculture sector took 188 billion Euros, tremendous
amount of money. Unfortunately, because we are honest people and
we’ll have to confess whatever we believe is that, it may misused by
different politicians, politicians says as | said before they share
money to the voters to have a peaceful life. That’s it. This is the an-
SWer.

The second thing which I would like to say, before it was too em-
phasized but structural reforms of course we should have done quiet
lot of structural reforms not because the others said so, not because
European Union say. Because we Greeks should know that structural
reforms are very much necessary for our own country. The same of
course applies to any country. Not if it is necessary to have structural
reforms we have to do the structural reforms.
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The third thing which | would like to mention is, the labor cost
regarding the total cost? Because everybody thinks that if we reduce
the labor cost that means we'll have a pleasant life everything will
go well. But we reduce the labor cost unfortunately all the last six
seven years there was no increase in growth. No increase. And with
money supply because we have forgotten quite a lot the Keynesian
Theory that without demand you never do anything else. What was
happened over the last years and so? What happened is that we fol-
lowed austerity measures and again austerity measures. And then
what? The austerity measures. The major mistake was to take from
one hand austerity measures on the other hand we don’t try to im-
prove the competitiveness to increase investment. We did not in-
crease investment, not only private investment also public
investment. What was the public investment over the last few years
and so? So O.K., if | have to blame one, is also myself. Because | have
to confess most of the Greek Ministers of Finance were colleagues
of mine and some of them | voted for them to become Professors.
So you can blame me also. You can blame me but this does not mean
I should not say what the reality is. The reality is this one.

Thank you.

Mr. Andrei ILLANIOROV, PhD. — Mr. EREN has mentioned this
term bad policy trap. Thank you very much for mentioning this. |
think this particular issue about the Greek crises shows that it can
be explained in terms of bad policy trap. Exactly this is the same time
Greek crises studied with another crises in the same economic
union, monetary union as Greece, Latvia, and Estonia and initial hit
from crises what comparable or even hasher in Baltic countries. Con-
traction of GDP in those countries is what 15-17 % just in one year,
but response from the authorities and general public in those two
countries was quite different from Greek history. Estonian govern-
ment and especially Latvian government have taken very drastic de-
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cisions which my colleagues and | have been talking with many
charts about structural reforms. They substantially cut government
expenditures and taxes. It is not possible to do within monetary
union, external devaluation. Because they tied their currency with
Euro. But they have done internal devaluation. This internal deval-
uation is unbelievable by size and seriousness. | would just mention
couple of numbers. For instance, the reduction of wages. They have
been a great empire, the society was enormous. For such people
like president, prime minister 30 % in nominal terms. This means
even more in real term because of the inflation. Even for pension, it
was about 10-15 % reduction of pension and benefit so on. The re-
sult of this very drastic, very painful reform was pretty impressive.
Both countries left just in one year economic crisis and economic
contraction. While they reached this statue in one year, Greeks spent
this period of years in recession. Nicholas told us that having GDP
per capita higher than pre-crisis level and different policy options
taken by national sourcing supported by society, could lead to dif-
ferent results even if initial circumstances are pretty similar. One
more point is that Russians wants their empire back. | think it is very
important for Turkey. Probably it is not Russia, but some people in
Russian leadership. It may be only one person. But it is a very serious
distinction. | have to tell you that this imperial ambition especially
somehow translated into war with many people being killed and
wounded deeply. Russian-Ukranian war, Russia aggression against
Ukraine is very unpopular in Russia. It is not supported by people.
Not only me but many people think it is a very deep mistake. And
Russia, at least some part of Russian leadership happened to be in
another trap, an imperial trap. And in this particular mind set, in the
imperial mind set trap, | think Russian society and Russian leadership
can learn a lot from Turkey, from Turkish historical experiences.
Turkey also was empire, not Turkey but Ottoman Empire. It was a
very painful process within Turkish society. Turkish leadership to
abandon imperial mind set started to build Turkish nation. And this
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success in building Turkish nations was by Kemal Atatiirk and by
many other people. But initially the necessary tool is to abandon
this imperial mind set. In this particular regard, Russia is lacking be-
hind Turkey. But probably one century. We need our own Kemal
Atatiirk. Somebody, maybe not one particular person who would be
able to mentally, personally abandon this imperialism and trying to
produce imperial neighbor country. That would be really a way to
success in Russia and all this region.

Prof. Emre ALKIN — Mr. Chairman, Floor is yours.

Mr. Ahmet EREN — Thanks to all speakers who share their spe-
cious opinions with us, also thaks to all audience to make our Panel
rich with their contributions and questions.

Before Plate Ceramony, | would like to repeat the announcement.
We have a reception this evening at 20:00 hours, in this hall. You all
are invited. We will be very glade to see you here this evening.

Thank you again.
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