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Turkey: political risks diminish but the economic 
outlook remains uncertain 

 
 

 
The threat of an early general election was lifted in October 2003 when the electoral board rejected petitions to 
cancel last November’s election results.  Economic growth slowed sharply in Q2, but the government is confident 
that full-year growth in 2003 will be close to its 5% projection.  Turkey remains committed to its IMF 
programme, but fiscal conditions are tough and the possibility that this commitment could falter, triggering 
another financial crisis, cannot be ruled out. 

 
The threat of an early general election is lifted   
 
The prospect of an early general election was lifted 
in October 2003 when the electoral board rejected 
petitions by several political parties to cancel last 
November’s election results.  The petitions followed 
a court case that upheld the convictions of leaders 
of the pro-Kurdish DEHAP party in an electoral 
document fraud case.  The thrust of the petitions 
was that DEHAP, which won 6.2% of last 
November’s vote, should have been barred from 
standing and, had it been, then the results would 
have been different and the True Path Party (DYP), 
which gained 9.5% of the vote, would have got 
across the 10% threshold necessary for 
parliamentary representation.  Had the petitions 
succeeded the election result could have been 
cancelled or the DYP could have been awarded seats 
at the expense of the two parties currently 
represented in Parliament, severely denting the 
commanding majority held by the Justice and 
Development Party (AKP). 
 
Financial markets reacted positively to the remova l 
of this threat of political uncertainty while the way 
was cleared for Parliament to approve the 
deployment of Turkish troops to Iraq, a decision 
welcomed by the US government.  This will help to 
repair the damage on bilateral relations inflicted by 
Turkey’s decision in March not to allow US troops to 
invade Iraq from Turkey.   
 
Turkey appears to be making good progress towards 
meeting the conditions established by the EU for 
negotiations about accession.  An interim report 
from the EU about Turkey’s progress is due shortly, 
but a final decision on whether full negotiations can 
begin is not due until December 2004.  Despite 
faster progress in implementing political reforms 
and improving human rights, the Cyprus issue 
remains a major obstacle. 
 
The main IMF conditions are being met 
 
Turkey is meeting the main conditions attached to 
the IMF stand-by arrangement worth US$18 bn 
approved in February 2002.  However, Turkey’s 
failure to implement all of the agreed reforms has 
resulted in actual disbursements being delayed; the 
IMF approved the latest disbursement in August 
rather than in June as had initially been expected.  
The IMF also agreed to extend the repayment 
schedule by one year. 

Real GDP growth slowed sharply in Q2 
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Real GDP rose by 3.9% in the year to June 2003, 
down sharply from 8.0% in March.  The June result 
was well below expectations and some of the details 
were also surprisingly weak.  While GDP growth of 
5.8% in the first half of 2003 was the fastest in the 
OECD, this mainly reflects a surge in inventories; 
excluding inventories, growth was only 1.0% in H1.  
GDP figures are extremely volatile so there are 
reasonable prospects that revised figures will not 
show as big a dip in Q2 and/or that there will be a 
good bounce in Q3 as the economy recovers from 
the impact of the Iraq war.  The government 
remains confident that full-year growth in 2003 will 
be close to its 5% projection. 
 

Inflation has fallen sharply 
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Progress in reducing inflation is being sustained with 
year-on-year consumer price inflation down to 
23.0% in September and on track to meet, or fall 
below, the official target of 20% at end-2003.  The 
pronounced decline in inflation has created scope for 
significant interest-rate reductions; the latest 
reduction of 300 bps in September took the range 
for short-term interest rates to 29-35%, but interest 
rates remain high in real terms. 
 

The public sector deficit remains substantial 
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Important fiscal target may be missed 
 
There are doubts about whether Turkey will 
generate a primary fiscal surplus equivalent to 6.5% 
of GNP in 2003, the main objective of the IMF 
programme.   Recent monthly budget results have 
been mixed; a good outcome in August has partly 
compensated for disappointing results in preceding 
months, but has not removed concerns that the full-
year target will be missed mainly because weak tax 
compliance has produced a smaller increase in 
revenues than projected.  Irrespective of whether 
the 2003 target is met, the scale of the fiscal 
problem is such that large tax and expenditure 
reforms will be needed over coming years. 
 
The immediate focus of the IMF is on the 2004 
budget.  Most revenue measures adopted in 2003 
are of a one-off nature and recent estimates suggest 
that tax increases and spending cuts equivalent to 
about 2% of GNP will be needed to meet next year’s 
primary surplus target which is also 6.5% of GNP.  
Measures of this magnitude will be difficult politically 
for the government to implement, but the prospects 
of producing a budget acceptable to the IMF are 
considered reasonable with both favourable access 
to financial markets, as well as direct financial 
support, at stake.  A credible 2004 budget would 
also clear the way for further interest rate 
reductions. 
 
Public sector dynamics are fragile because the 
average maturity is short and over 70% of total 

debt is indexed to the exchange rate or to floating 
interest rates.  Consequently the debt burden is 
highly sensitive to changes in market sentiment. 
 
US loan package is approved 
 
The US approved a US$8.5 bn loan package in 
September 2003, which is dependent on Turkey 
sticking to the objectives of its IMF agreement and 
cooperating with the US in Iraq.  The latter 
requirement is to deter Turkish forces from taking 
unilateral action against Kurdish separatist forces in 
northern Iraq. 
 
A major bank fraud is uncovered 
 
The scale of the problem of embezzlement and 
corruption in the banking system was underlined in 
October when the Banking Regulation and 
Supervision Agency released a report claiming that 
almost US$6 bn had been embezzled from Imarbank 
deposits.  All bank deposits are insured by the state 
so the fraud has a direct adverse impact on the 
government’s heavy debt burden.  The blanke t state 
deposit guarantee is due to be lifted in mid-2004 
and replaced by a limited deposit insurance scheme.  
 

The current account deficit has risen… 
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… and is likely to reach 3% of GDP this year 
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The US$ value of exports during January-July 2003 
was up by about 27% from the year-earlier period, 
imports rose by 34%, and the visible trade deficit 
widened from US$4.1 bn to approximately US$7.0 
bn.  The adverse impact of the Iraq war was felt in 
terms of higher oil prices and a decline in tourism 
revenues.  There has subsequently been a decline in 
oil prices and a good recovery in tourism, but the 
current account deficit is projected to widen from 
1% of GDP in 2002 to approximately 3% of GDP in 
2003.  Recent Institute of International Finance (IIF) 
projections envisage the current account deficit 
remaining close to 3% of GDP in 2004 with oil 
prices, the strength of economic recovery in W 
Europe, and the lira exchange rate likely to be the 
key variables.  While the sensitivity of the exchange 
rate to economic conditions can have a significant 
impact on export competitiveness over fairly short 
time periods, flexible exchange rate policy should 
prevent the current account deficit becoming a 
major constraint on economic policy. 
 
International reserves (excluding gold) stood at 
US$29.1 bn in July 2003, close to record levels and 
sufficient for approximately 5 months’ imports. 
 
The IIF expects total external debt to rise from 
US$135 bn at end-2002 to US$143 bn by end-2003, 
but the debt-to-GDP ratio is projected to decline 
from 74% to 60%.  The debt service ratio is forecast 
to decline from 62% in 2002 to 49% in 2003, but 
remains onerous. 
 

Market sentiment improves 
 

0

2000

4000

6000

8000

10000

12000

14000

16000

18000

20000

1999 2000 2001 2002 2003

0

200000

400000

600000

800000

1000000

1200000

1400000

1600000

1800000

2000000

Istanbul
National-100 Index

Lira per US$
(inverted scale)

Source: Datastream

Lira per US$ (RHS)

Stock market (LHS)

 

There has been a clear improvement in market 
sentiment since shortly after the start of the Iraq 
war.  The stock market on 9 October was up by 
67% from its 2003 low on 24 March.  The lira has 
also strengthened, rising by 27% against the 
depreciating US dollar since hitting a record low, 
also on 24 March. 
 
Significant economic progress in recent months 
but risks of another financial crisis persist 
 
The government still seems firmly committed to the 
IMF programme and the fiscal and structural 
reforms, and crackdown on corruption, that it 
entails.  There is a risk, however, that the 
commitment could falter over coming months and 
the chances of another financial crisis are therefore 
quite high.  The Economist Intelligence Unit, for 
example, is predicting a financial crisis in 2004 as its 
main case scenario; the consequences are a 5.5% 
contraction of GDP in 2004 and surge in consumer 
price inflation to over 80% by end-2004.  Some 
government ministers have spoken of their desire to 
dispense with the IMF when the current programme 
expires in 2004.  The risks of a financial crisis would 
increase significantly if the government were to do 
so.  The biggest risk is of a sharp rise in spending by 
the government to try to bolster its popularity ahead 
of municipal elections in 2004.  Such a course of 
action would be disastrous, as it would produce a 
break in relations with the IMF and significantly 
increase the prospect of debt default. 
 
 
 
 
 
 
 
 
 
Barry Coulthurst 
Economics@anz  
Email: coulthub@anz.com
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Australia and New Zealand Banking Group Limited is 
represented in: 
 
AUSTRALIA by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
10th Floor 100 Queen Street, Melbourne 3000, 
Australia 
Telephone +61 3 9273 6224   Fax +61 3 9273 5711 
 
UNITED KINGDOM by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
Minerva House, PO Box 7, Montague Close, London, 
SE1 9DH, United Kingdom 
Telephone+ 44 171 378 2121    Fax+44 171 378 
2378 
 
UNITED STATES OF AMERICA by: 
ANZ Securities, Inc. (Member of NASD and SIPC) 
6th Floor 1177 Avenue of the Americas 
New York, NY  10036, United States of America 
Tel:  +1 212-801-9160   Fax:  +1 212-801-9163 
 
NEW ZEALAND by: 
ANZ Banking Group (New Zealand) Limited. 
Level 10 215-229 Lambton Quay Wellington, New 
Zealand 
Telephone +64 4 496 7000, Fax +64 4 496 7360 
 
In Australia and the UK, ANZ Investment Bank is a 
business name of Australia and New Zealand Banking 
Group Limited, ABN 11 005 357 522 (“ANZ Bank”), 
which holds an Australian Financial Services licence 
no. 234527 and is authorised in the UK by the 
Financial Services Authority (“FSA”).  In New 
Zealand, ANZ Investment Bank is a business name of 
ANZ Banking Group (New Zealand) Limited WN / 
035976 (“ANZ NZ”). 
 
This document is being distributed in the United 
States by ANZ Securities, Inc. (“ANZ S”) (an affiliated 
company of ANZ Bank), which accepts responsibility 
for its content.  Further information on any securities 
referred to herein may be obtained from ANZ S upon 
request.  Any US person(s) receiving this document 
and wishing to effect transactions in any securities 
referred to herein should contact ANZ S, not its 
affiliates. 
 
This document is being distributed in the United 
Kingdom by ANZ Bank for the information of its 
market counterparties and intermediate customers 
only.  It is not intended for and must not be 
distributed to private customers.  In the UK, ANZ 
Bank is regulated by the FSA.  Nothing here excludes 
or restricts any duty or liability to a customer which 
ANZ Bank may have under the UK Financial Services 
and Markets Act 2000 or under the regulatory system 
as defined in the Rules of the FSA. 

This document is issued on the basis that it is only for 
the information of the particular person to whom it is 
provided.  This document may not be reproduced, 
distributed or published by any recipient for any 
purpose.  This document does not take into account 
your personal needs and financial circumstances.  
Under no circumstances is this document to be used 
or considered as an offer to sell, or a solicitation of an 
offer to buy. 
 
In addition, from time to time ANZ Bank, ANZ NZ, 
ANZ S, their affiliated companies, or their respective 
associates and employees may have an interest in 
any financial products (as defined by the Australian 
Corporations Act 2001), securities or other 
investments, directly or indirectly the subject of this 
document (and may receive commissions or other 
remuneration in relation to the sale of such financial 
products, securities or other investments), or may 
perform services for, or solicit business from, any 
company the subject of this document.  If you have 
been referred to ANZ Bank, ANZ NZ, ANZ S or their 
affiliated companies by any person, that person may 
receive a benefit in respect of any transactions 
effected on your behalf, details of which will be 
available upon request. 
 
The information herein has been obtained from, and 
any opinions herein are based upon, sources believed 
reliable.  The views expressed in this document 
accurately reflect the author’s personal views, 
including those about any and all of the securities and 
issuers referred to herein.  The author however 
makes no representation as to its accuracy or 
completeness and the information should not be 
relied upon as such.  All opinions and estimates 
herein reflect the author’s judgement on the date of 
this document and are subject to change without 
notice.  No part of the author's compensation was, is 
or will directly or indirectly relate to specific 
recommendations or views expressed about any 
securities or issuers in this document.  ANZ Bank, 
ANZ NZ, ANZ S, their affiliated companies, their 
respective directors, officers, and employees disclaim 
any responsibility, and shall not be liable, for any 
loss, damage, claim, liability, proceedings, cost or 
expense (“Liability”) arising directly or indirectly (and 
whether in tort (including negligence), contract, 
equity or otherwise) out of or in connection with the 
contents of and/or any omissions from this 
communication except where a Liability is made non-
excludable by legislation. 
 
Where the recipient of this publication conducts a 
business, the provisions of the Consumer 
Guarantees Act 1993 (NZ) shall not apply. 


