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FOREWORD

The structure and development of a national economy affects not only that
particular country, but the international economic environment as well. The
dissemination of information concerning important issues facing a national
economy, measures taken to alleviate problems, and goals and strategies for the
future are all factors that are crucial to the development of healthy international
relations.

TUGIAD recognizes this need for the efficient distribution of information, and as
a new member of the "Young Entrepreneurs for Europe" has undertaken the
responsibility of informing fellow YES members and other interested parties of
some important factors affecting the Turkish economy. This report has been
developed with the purpose of giving a general overview of selected issues facing
the Turkish economic environment while at the same time putting forward the
views of TUGIAD members on related issues.

The structure of employment and the workforce, and the overall entrepreneurial
tendency in Turkey will play an important role in its' development of a
competitive advantage in the future, and is an integral part of Turkey's economic
and social composition. Analysis of the development and current structure of
foreign investment in Turkey and the regulations and procedures governing
foreign investment provides potential investors with a general idea of the
Turkish environment and the advantages of investing in the Turkish market.
The development of Turkey's economic and political relations with the EU and
the upcoming customs union are important issues facing the strategic
development and further liberalization of the Turkish economy. Privatization
has become a crucial issue in the Turkish economy. The evaluation of
privatization programs implemented to date and plans for the future will play an
important role in the Turkish economy. The analysis of all of these factors
combine to give an overall view of the important issues facing the Turkish
economic environment, while at the same time providing suggestions for actions
in the future.

This report, which aims to give an overview of selected issues affecting the
Turkish economic environment, has been developed by RGA Management
Consultants, Ltd. and prepared by Suzan ARTEMEL and Dr. Ruhi GURDAL.
We would like to thank TUGIAD members and TUGIAD's General Secretary
Murat BEKDIK for their contribution and support.

TUGIAD
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INTRODUCTION

This report aims to give an overview of selected issues affecting the Turkish
economic environment. In this context, the analysis of developments leading to
the present, the present situation, views of TUGIAD members on relevant
issues and some suggestions for the future are made.

Chapter One provides an overall summary of developments in the Turkish
employment environment. Characteristics of and changes in the Turkish
workforce, unemployment, working conditions and other issues are analysed in
this section.

The overall characteristics of Turkish entrepreneurs and the Turkish
entrepreneurial environment are set forward in Chapter Two, which was
developed from a previous report prepared for TUGIAD by RGA Management
Consultants, Ltd. Young Turkish businessmen's views on the Turkish
entrepreneurial environment and terms for future competitiveness are included
in this section.

Chapter Three is a general overview of the Turkish foreign investment
environment, including analysis of the development of foreign investment in
Turkey and the legal framework and other issues determining the foreign
investment environment in Turkey.

Chapter Four analyses relations between the European Union and Turkey as
they prepare to enter into a customs union. The historical development of
relations, young Turkish businessmens' views regarding the upcoming customs
union and the economic and socio-demographic effects of closer relations
between the two parties are included in this section.

Privatization programs implemented in Turkey to date, plans for the future and
young Turkish businessmens' views of privatization in Turkey are presented in

Chapter Five. This chapter was developed from a report prepared previously for
TUGIAD by RGA Management Consultants, Ltd.



CHAPTER 1

EMPLOYMENT IN TURKEY

The issue of employment and the characteristics of the work force of any country
are important to the growth and development of that country's economy. In direct
conjunction with these factors is the make-up of the population and the social and
cultural characteristics which drive the population. The examination of the
distribution of the work force according to demographic characteristics such as age,
gender and education, as well as employment characteristics such as sector of
employment and job security, are all important to the study of the development of
the labor market and it's effect on the economy.

Many of the characteristics of Turkey's labor force are directly related to
demographic conditions. While some factors such as a high population growth and
the need to create new jobs to support the growing population pose problems, social
factors such as the high percentage of entrepreneurs in the total work force and the
job-creating potential that they carry make it apparent that Turkey will be able to
overcome these barriers. The improvement of working conditions and the
increasingly important role of labor unions in the policy-making process are
important developments in the Turkish society. As economic growth is sustained
and Turkey continues industrialization efforts, the related developments for the
Turkish work force will undoubtedly be positive.

1.1. DEMOGRAPHIC CONDITIONS

Turkey's population, which[
practically doubled between 1950 and

1975, is now estimated to be in excess || s,

of 57.7 million, with an annual 7001
average population growth rate of e

| soe
2.17 percent. Urban population as af{ s
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percentage of the total population has '
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increased steadily, especially after(| ,,|.

the liberalization policies of the early || b
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1980s. In 1990, 59.2 percent of the|

total Turkish population resided in|

Urban populati Rural populati

urban areas. An increase in migration




from rural areas, especially the less- | Depende

developed eastern regions, to the larger | Countries (1991)

cities as well as the high fertility rate,
have combined to produce very large
population growth rates in these cities.
This rapid urbanization produces |
problems regarding the coordination of
urban services in the larger cities,
especially those in the more developed

western regions.

One of the distinguishing factors of the Beitsgegoup O 60 sgegronp
Turkish population's structure is the

high percentage of the younger age
groups in the total population. A high birth rate, falling infant mortality rate and
longer general life span in Turkey have caused the population growth rate to
increase substantially. In fact it has remained above the 2 percent level for the last
forty years.

Turkey's dependency ratio has declined from around 80 percent in the 1960s and
1970s to 61.9 percent in 1991. This value is relatively high in comparison to
European nations, but is below or near that of other developing countries. While
the dependency ratio of many Western European countries has increased slightly
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* Although the appearance of the 0-4 age group to be smaller than the next higher group may be due to a fall in the
fertility rate, the differences between these groups may also be due to some children who are below age five being
reported as age five or older, or not being counted in the survey at all.




in recent years due to the ageing of th |

population, in the Turkish case, th

opposite is true, with an increasingly 1064

younger population.

Looking at the distribution of the a
Turkish population according to age

groups, it is readily apparent that the n

15 years and under age group makes up || *

00

a substantial percentage of the total
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population. In five to twenty years the ?

persons making up this group will}

enter the work force, making the"
creation of additional jobs especially essential for the well-being of the economy in
the future.

The educational level of the overall Turkish population has increased continually
since the forming of the Turkish Republic. In 1990, 89.2 percent of the male and
71.9 percent of the female population were literate in comparison to 80.0 percent
and 54.6 percent respectively in 1980. The steady increase in the schooling rate and
plans to raise the mandatory schooling level from six to nine years are promising
indicators. The increasing educational level of the Turkish population will
positively effect the qualifications of the Turkish work force in both domestic and
international labor markets.

RGN abor Force (1963-1992)

{Thowsand persons) %

Turkey's total civilian labor force in|
October 1992 totalled over 21.1 million
persons. Civilian employment included
over 19.5 million persons, leaving 1.6}
million unemployed as of October 1993,
for an official rate of 7.8 percent

unemployment.

Of the employed labor force, over 1.5

EEEER Civitian 1sbor foree =llnemployment rale

million persons, or 7.2 percent of the total

labor force, were termed asl
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underemployed. The underemployed are defined as those working less than 40
hours a week, those with salaries below the subsistence level or those working at
jobs below their qualifications. According to the same figures, 72.5 percent of the
male and only 32.3 percent of the female population are included in the workforce.

Close to 99 percent of the male population in the 30-39 age group are economically
active. This ratio falls steadily in the age groups following as individuals reach
retirement age and leave the workforce. In contrast, while the economic activity
rate of the female population is low in comparison to that of the male population, it
is at the same time relatively stable, remaining around the 30-40 percent level from
15 to 60 years of age.

Out of the total work force, 44.6 percent is employed in agriculture, 15.2 percent in

e T L d t d 40‘ t LS h
_ Distribution of Labor Force ORREY A = JESGENS W0, ke

- According to Sector

services sector. The percentage of those

employed in agriculture has dropped
slightly in recent years, with the ratio
of those employed in industry and
service increasing to a proportionate
degree. As is the case throughout the
world, the percentage of the Turkish
work force employed in the service
sector has increased substantially

throughout the last twenty years, and

Bowe  Bswie  Ouiary  Magione is expected to continue to increase in

the future.




Distribution of Economically Active Population According to

 Industry (1992)

Females
Economically Active: 6,066,896 persons
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fo
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Others % 42 Transport siorage, communicaton

Agriculture, hunting 2
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Construction

Community,
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] senvices

Manufacturing
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The distribution of the economically active population according to industry closely

parallels the distribution according to sector. In 1992, 71.9 percent of the female

workforce and 32.8 percent of the male workforce was employed in the agriculture,

hunting, forestry and fishing industries. In contrast, only 13.2 percent of the female

and 17.6 percent of the male workforce was employed in the manufacturing sector.

Although the percentage of the workforce employed in sectors other than

agriculture has increased in recent years, this sector remains the major source of

employment for the Turkish labor force. This factor in turn indicates the continuing

importance of the agricultural sector in the Turkish economy.

8 Unpaid family worker
B self employed

' B Employer

8 Casual emplogee

B Regular employee

1950 1891 191

. status
distribution of the Turkish labor force
according to status in employment has

The sectoral distribution of the labor
force to a great extent influences the

of those employed. The

remained relatively stable throughout
the last ten years. In this distribution, it
is readily apparent that the numbers of
unpaid family workers and the self-
employed in the Turkish work force are
especially high. In fact, a total of 72.8
| percent of the female workforce are
| classified as unpaid family workers. In

contrast, 32.0 percent of the male
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.-D'Estribution of Economically Active Population According to
- Occupation (1992)

Females Males

Economically Active: 6,066,896 persons |1 Economically Active: 13,461,113 persons
i Administrative &

Others — Clerica & related 1 Agriculture, animal husbandry,  Managerial %21 Clerieal & related

Professional, technical || foresty, fisherman & hunters . Professional, technical & related

& related

Agriculture, animal husbandry,
forestry, fisherman & hunters

| Production, transport
equipmentoperators & |
laborers ;

Production, transport equipment operators & laborers

.

workforce are self-employed and 39.1 percent are regular employees, with only 13.7
percent classified as unpaid family workers.

In close relation to the status of those employed in the work force is the distribution
of the active population according to occupation. In this analysis, the reliability of
the work force on the agricultural sector is again apparent. 72.7 percent of the
female and 32.8 percent of the male active population are classified as farmers,
fishermen and hunters. The male population's single largest occupational group is
production, transport equipment operators and laborers, with 33.3 percent of the
active male population classified in this occupational group. In contrast, only 2.1
percent of the active male population is classified as administrative and
managerial workers.

Labor Productivity
(Net Value-Added/Employed)

The average labor productivity of the

Turkish workforce has increasedf| |, MilionT, 1 pics

steadily in the last ten years. In the

private sector in particular, the

utilization of advanced technology and
the change in the overall management
style have served to nearly double the
productivity rate in the last decade. At

the same time, the increase in real

192 1983

194 1985 196 197 1% 1% 1% 191 1992

wages in the Turkish manufacturing T riesctr D Pt scor —S—Tos

sector has been quite high.




1.3. UNEMPLOYMENT

As was the case throughout most of the world, the unemployment rate in Turkey
rose during the 1980s. In fact, during a great part of the 1980s, Turkey's economy
was characterised by an official unemployment rate near the 10 percent mark.

In spite of an expanding economy, inherent problems in Turkey's economic
structure played a part in the rise of the unemployment level in 1992. Official
estimates place the overall unemployment rate around the 8 percent mark, while
OECD estimates place the level much higher, close to 12 percent.

Official unemployment rates declined slightly in Turkey in 1993 according to the
latest official statistics from the SIS. The rate of the jobless declined from 8.0
percent in April 1992 to 7.8 percent in October 1992. The unemployment rate at
this period varied from 11.7 percent in urban areas to 4.7 percent in rural areas,
with the highest unemployment rate among the female urban workforce (20.5
percent) and the lowest rate among the female rural workforce (2.5 percent). Out of
the 1,656,000 unemployed, 1,107,000 were urban jobless. The rate of
unemployment in urban centers was running at 11.7 percent in October 1992, down
from 12.1 percent in April. The official rate of unemployment in the rural sector
remained unchanged at 4.7 percent.

While the unemployment rate in rural areas appears to be relatively low,
unreported unemployment and chronic underemployment are major factors

{leading to this data. Only 16.1 percent
f the female population is included in

Unemployment Rate According to
~ Age Group (April 1993)

he urban labor force, 20.5 percent of

which are unemployed. In comparison,

Biead 0.2 percent of the female population in

he rural areas is included in the work

Durkn

orce, only 2.5 percent of which is

nemployed.

he semi-annual household labor force

urvey carried out by the SIS in April

and October each year shows the labor
orce rose 1.6 percent by 337,000
| persons from April 1992 to October of
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the same year. The number of unemployed went up 1.9 percent during this time,
while the number of the jobless declined 1.1 percent.

The highest unemployment rate is evident among the young urban work force. The
unemployment rate of those in urban areas between the ages of 12 and 24 is close to
24 percent. This ratio drops substantially among those over the 25 year old age
group. Although to a lesser extent, the young rural population is also affected by
employment problems, with 10.9 percent of the rural 20-24 age group unemployed.
Unemployment of the older age groups in the rural areas is relatively low.

The one demographic group most affected by the employment problems are the
educated young, whose unemployment rate rose to close to 33 percent. In fact, it is
the young age groups especially who are effected the most by the inability of the
economy to create new jobs. On the whole, 14.5 percent of the 15-19 year old age
group, and 18 percent of the 20-24 year old age group was unemployed as of October
1993.

According to level of education, the group making up the largest percentage of the
unemployed in Turkey is primary school graduates, with 26.5 percent of the total
unemployed in 1992 being comprised of this group. On the other hand, the
proportion of qualified workers in total unemployment has increased over the last
few years. In October 1992 there were 563,225 high school and vocational high
school, and 83,311 university graduates unemployed in the Turkish economy.

While the single occupational group|
with the largest share in unemploymen

is the production, transport equipmen

operators and laborers occupationa Dltaiesity

group, clerical and related workers als - Bvcion bigh s

make up an important part of th B High school

unemployed, especially considering th

B Vocational juniorhigh school

fact that the clerical and relate ,
B junior high schoal

occupational group makes up only 4. i
percent of the total work force. Primary school

OLiterate without any diploma

Rillierate

It is becoming particularly difficult fo
high school and university students t
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The number of employers in the| Share of Entrepreneurs in Total
Turkish workforce grew tenfold in 23| Fmployment

years, from 105,487 in 1970 to
1,059,061 in October 1992. The change
in the actual number of self-employed

has been less dramatic, reaching a peak
level of 4,965,923 in 1991 and leveling
out at 4,584,000 in 1993. While total
employment grew 27.6 percent from
1970 to 1993, the number of self-
employed rose only 13.6 percent. The

LY " in* n oo

Bemployer O Selfemployed

dramatic increase in the number of

employers reflects in part the}

development of the previously self-

employed to employer status, especially in the services and manufacturing sectors.

Sectoral Distribution of Entrepreneurs: The fall in the share of the agricultural
sector in GNP is a sign of industrialization. In Turkey, agriculture's share of GNP
has fallen from 31.3 percent in 1968 to 24.5 percent in 1993. This same trend .can be
seen in the sectoral distribution of the labor force. Although this ratio has fallen in
Turkey, it is still well above that of other European countries. The agricultural
sector makes up an especially large percentage of the self-employed workforce, with
the self-employed totalling close to 30 percent of the agricultural workforce.

Sectoral Distribution of Self-

- Employers
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1,2000
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Number of entrepreneurs and share
of entrepreneurs in total sectoral
employment
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Entrepreneurs made up 18 percent of the
industrial workforce in 1993, growing
significantly from 2 percent in 1970.

There was a particularly large increase
in the number of employers in the
industrial sector from 1985 to 1990,

the speeding of

industrialization of the economy. One of
the most noticable changes in the
Turkish economy in recent years has
been the growth of he services sector. In
parallel, the number of employers in the
| services industry has shown a dramatic

increase. This development occurred in

| the late 1980s with the liberalization and
| growing outward orientation of the
economy. Entrepreneurs' share in total

sector employment has

increased from 5 percent in 1970 to 31
| percent in 1993.

Changes in Numbers of Entrepreneurs:
| Due to the fact that the State Institute of
{ Statistics did not conduct labor surveys
1 | on a regular basis until 1988, data before
this time period are particularly erratic,

causing there to appear to be large

in the number of

| entrepreneurs in Turkey. Looking at
developments following 1988, although
there has not been a very sizable change
in the number of self-employed, the
number of employers has reached
increases of close to 60 percent. Although
| the employment potential created by the

self-employed is lower than that of
employers, the actual number of self-
employed in the Turkish workforce is
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1983 1984 1985 1989 1990 1991 1992 1993

much greater. The dramatic increase in employers during 1990 is due to a great
degree to the increase of employers in the services sector.

Distribution of Entrepreneurs According to Sex: While the female population
makes up 49.3 percent of the overall Turkish population and 32.3 percent of the
workforce, only 8.9 percent of entrepreneurs are female, showing that females are
very poorly represented in this area. Although the great majority of entrepreneurs
in Turkey are male, there has been a sizable increase in the share of female
entrepreneurs in recent years.

According to a question posed to Turkish businessmen and industrialists, it is
apparent that there is a trend towards the further introduction of women to
entrepreneurship in Turkey. Respondents were asked 'Assuming that you have one
daughter and one son, which child would you encourage most to become an
entrepreneur?’ With the purpose of finding Turkish entrepreneurs’ views toward

_f::blstnbutlon of Entrepreneurs sncluging women in their xanks; only

Ac

two answer choices were given,

purposefully omitting a 'both’ choice.

(%)

Those answering 'both’ to this question
either marked both the 'daughter’ and
|'son’ choices or wrote in their own

answers. A large proportion of the

 |entrepreneurs responding answered

‘ that they would encourage both their
 |son and their daughter to become an
B remate B Male

|entrepreneur. This finding reflects the

changing attitudes and growing



























































































