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EXECUTIVE SUMMARY

...Pandemic in the World Market

The major eruption took place on 15 September 2008 with the collapse of an American investment bank and spread out like a pandemic very quickly to American financial and commodities markets and later to the rest of the globalized world. It created revealed far reaching impact of the economic activities such as;

· Global output decrease of 2.2 per cent in 2009 - first time since the World War II
   

· 13 per cent contraction in World trade in 2009
, 

· Tight credit conditions and consequently reductions in lending to emerging markets which has declined to only $80 billion in 2009 from $410 billion in 2007.

· Ever increasing export costs due to raising six-month London Interbank Offered Rate (LIBOR) for trade credit basis points which has been raised 3 times at the end of 2008,

· Fall in commodity prices,

· Huge decline in the amount of direct foreign investments, reaching to $ 700 billion between 2008 and 2009.
 

· Fall in export and tourism earnings of the developing worlds,

· Halting workers’ remittances,

· Decrease in the amount of the tax revenues,

...Wider Implications on the Employment in the World

The contraction in the global economy manifested itself as huge distortions in the labour market in the forms of increasing unemployment and vulnerable employment rates and widening social gaps in employment in the most of the countries hit by the global financial crisis. 
Firstly, according to ILO estimates number of the unemployed in the world increased almost 34 million between 2007 and 2009, placing the global unemployment rate at 6.6 per cent.
 Although, the transition economies and developing countries have been hit by the global financial crisis indiscriminately in terms of job losses, the impact of the crisis has been predominantly felt in the sectors in these countries tightly linked to the global economy like export driven and/or tourism sectors. 
Secondly, it has led to the increase in the vulnerable employment and the number of “working poor” 111 million between 2008 and 2009
. The number of the unregistered employed has also gone up considerably.  

Thirdly it has caused gaps in the labour market as well. The women employed in the badly hit export oriented manufacturing industries have found themselves either in the informal sector or totally unemployed. In fact, the total number of the unemployed women worldwide increased nearly 15 million between 2007 and 2009.
  Similarly, youth unemployment (unemployment of those within 16-24 age cohorts) has also risen from 11.8 per cent in 2007 to 13.4 per cent in 2009, representing an increase of more than 10 million.
 
.....Importing the Global Crisis to Turkey 

Once the global financial crisis has begun to roll, the contraction in the international demand and the credit squeeze have served as a main channel to import the global crisis in Turkey. The contraction of demand in the developed world, falling commodity prices and the ever increasing cost of exports due to LIBOR rises have caused closed to a 23 per cent decrease in the amount of Turkish exports in 2009. Consequently all the export oriented sectors and sub-sectors such as vehicles, base metal, machinery and equipment, household electronics, radio-TV communication, iron-steel, textile products and clothes have experienced negative growth. 

.....Knock-on Effects of the Global Crisis on the Turkish Economy 

.....Industrial Sector

In addition to the a drastic decline in the amount of the Turkish exports and fall in the output levels of the export oriented sectors, the impact of the global financial crisis has deepened due to a series of its knock on effects. Because of the relative importance of the export oriented sectors in the Turkish economy, firms producing commodities and/or inputs for these sectors and/or sub-sectors were also victims of the global financial crisis and their sales indirect to exports have declined 32.88 per cent between June 2008 and June 2009.
 The output falls in the industrial sector have caused to mass redundancies or/and lay-offs which in turn have resulted in the reduction in the disposable income, resulting in decline in consumption. 

Besides, the general trends observed in the state of the economy have created a kind of uncertainty in the environment surrounding all the actors of the economy, consumers and producers alike and deteriorated their confidence in the economic system. More specifically the Turkish consumers’ confidence index has been reduced from almost 94 points in December 2007 to around 70 in December 2008.
 It means that the Turkish citizens have become inclined to consume less than before. 

As a result, the effect created by the global financial crisis on Turkish industry has led to the production contractions in almost all of the manufacturing sub-sectors and the production decline has increased from 1.8 per cent in 2008 to 17.7 per cent in 2009.
  
.... Services and Tourism

The negative influence created by the crisis on the anticipatory expectations of the consumers and tightening credit conditions in Turkey have led to the postponement of some important spending decisions like home buying. Thus the decline in the construction sub-sector has reached to 8.2 per cent in 2008 and 19.9 per cent in and 2009. It has caused to the contraction not only in the activities of the construction sector and other sub-sectors providing iron, steel and other non-metallic minerals to it, but also in services sector. Thus, the value added produced by the trade activities in the services sector related with the housing has contracted 1.6 per cent in 2008 and 1.2 per cent in 2009.

Similarly, the amount of remittances was 34.7 per cent in January-October 2009 period compared to the same period of 2008, reducing from $1.2 billion to $ 0.8 billion.

On the other hand, the tourism sector which has ranked 7th among top leading countries in terms of tourist arrivals globally in 2008, has performed exceptionally well under these very tiring economic conditions and has significant successes owing to quick responses  of the business circles to the economic crisis. 

...Tight Credit Conditions and Financial Hardships

The global crisis has resulted in not only tightening credit conditions in order to avoid from risky placements but also demand for the credits. Thus, the total amount of the consumer loans has fallen reaching to 54 per cent in both housing and automobile loans. The SME loans have also decelerated 6.9 per cent between December 2008 and June 2009. 
The foreign direct inflows to country have fallen to $7.6 billion in 2009 from $ 22 billion in 2007. Similar trends have also been observed in the private sector fixed capital investment which has declined to 5.9 at the end of 2008 and this decrease has reached to 21 per cent at the end of 2009. 
In parallel with the decelerating economic activities public sector revenues have also declined, 0.3 per cent. Against this, the public expenditure has increased and the change in the income-expenditure balance has amounted to 460.4 per cent between 2008 and 2009.

.....Impact of the Global Crisis on Employment in Turkey or Adding Insult to Injury

The Turkish labour market has long been under the pressure of the strong supply side factors due mainly to the high fertility rates and flooding of rural population to the cities. While Turkey has been struggling with the employment problems such as un-, under-and unregistered employment, the impact of the global financial crisis has added insult to the injury at varying degrees according to sectors. 
...Its Impact on Employment Levels

Its immediate impact has revealed itself as a deceleration in employment growth in Turkey and the total employment growth rate which had been 1.7 per cent, 1.5 per cent and 2.2 per cent at the ends of 2006, 2007 and 2008 respectively has increased only 0.4 per cent as of the end of 2009, hitting badly the sectors having the closest ties with the global market. In this regard, the employment in the industrial sector has contracted 7.1 per cent at the end of 2009, while the employment growth rates in the construction and the services sectors which had averaged 1.8 per cent and 2.2 per cent in 2007 and 2008, have fallen to 0.6 per cent and 1.4 per cent respectively.
  
The manufacturing sub-sector has lost 286.000 jobs during the same year. As the global crisis roll on, the adverse effects experienced in the international and domestic market have led to a series of knock-on effect through the links of the sectors/sub-sectors. For example, the decline in the input requirements of the manufacturing sub-sector due to the lower capacity utilization and re-structuring the production levels has contributed to shrinking the employment in the electricity, water and gas and mining sub-sectors by 13.000 and 12.000 respectively in 2009. 

As for the construction and services sectors, they have experienced fractional employment increase, 0.6 per cent, and decrease, 0.4 per cent for the same year respectively. 

....Its Impact on Unemployment and Working Time 

With the contraction in demand, mainly the industrial firms have reduced working time and/or laid off some of their workers. Thus, the number of the short time worker has suddenly jumped from only 650 in 2008 to 508.253 at the end of 2009. The number of the unemployed has risen 29.000 during the same period.

Likewise, the number of job applications has increased more than twice between the end of 2007 and 2009, adding 772.626 new jobseekers to the existing ones. Against this, the number of vacant jobs has been fallen to 165.890 in 2009 from 183.290 in 2006. As a result the number of registered unemployed has gone up tremendously and despatched 981.678 new members to the army of the unemployed. 

Finally, because of the present global crisis, the number of Turkish workers going abroad to work has gone down from 75.268 in 2007 to 30.743 in 2009, decelerating almost 2.5 times. 
....Its Impact on Unregistered employment 

The unregistered employment rate which has fallen from 47 per cent in 2006 to 43.5 per cent in 2008 has gained momentum again and shown an upward trend at the end of 2009, rising 0.4 per cent at the end of 2009 compared to 2008 and adding 108.000 more persons to the existing ones in the unregistered economy. The examination of the data suggests that the agricultural and non-agricultural sectors both have experienced a rise in the number of the unregistered works, 104.000 for agricultural and 5.000 for non-agricultural sectors between 2008 and 2009.

...... Global Crisis and “the Social Gap”  

The data available indicate that the global crisis have affected both urban and rural unemployed evenly. It has also had paradoxical effects on the employment of women in Turkey. It has victimized the women working in the sectors which have lost their market. But at the same time, it has the women to seek for a gainful activity to contribute the household income. 
Nevertheless, it has been the young who have been hit by the global financial crisis badly. The youth unemployment (unemployment of those within 14-24 age cohorts) has reached 25 per cent of the total young population and the change between 2007 and 2009 has been realized as 25 per cent. The youth unemployment has affected both men and women indifferently. 
...Its Impact on Social Security
As it might be expected, the number of total social security contributors has fallen by 1.9 per cent in 2008 from 4.5 per cent in 2007 and it has further decelerated 1.3 per cent in 2009 compared to the previous year. Against this, the number of the pensioners has shown a slight upswing.  As a result, the rate of revenues to cover expenditure has fallen by almost 35 per cent between the years 2006 and 2009 and nearly 8 per cent between the years of 2008 and 2009. This revenue-expenditure gap has amounted to nearly 2 per cent of the GDP of Turkey.
 However it should be noted that premium incentives and other transfers introduced through the fiscal stimulus measures have also contributed to this gap. 
The global financial crisis has also caused the decrease in the premium payment tendency due to the tight financial and credit conditions and the amount of the premium due has been doubled, reaching nearly to TL 15 billion, as of December 2009. This represents almost a quarter of total premium revenue.    

Similar unfavourable trends have also been observed on the total premium revenues and total expenditures of the unemployment insurance programmes which are out of the Turkish social security system.  While, the rate of increase in the total premium revenues has gradually decreased from 31.5 per cent in 2007 to 22.9 per cent in 2009, the total expenditure has risen 2.2 times during the period under consideration. Thus, the global financial crisis has created destructive impacts on the financial balance of unemployment insurance by giving a rise to benefit claims, while pushing the revenues down because of the decline in the number of the contributors.      

Finally, with the increase of shot working time beneficiaries almost 900 times between 2008 and 2009, the expenditures have rocketed. Similar trends have also been observed in the number of the claims from the guarantee fund. The number of beneficiaries has increased from 827 in 2008 to 12.371 in 2009, a 15 times increase. 
 

  .....Meeting the Challenges of the Global Crisis; Costly Cure

Comprehensive fiscal stimulus measures have been adopted by the Turkish Government to revive the economy and help vulnerable groups. These measures range from special consumption and value added taxes reductions to raising the amount of the unemployment benefit and short working time allowance and to financial incentives for new investments. The implementation of these measures has cost to Turkey around $ 38 billion up to the end of 2009. It amounts to 5.2 per cent of the GDP of Turkey.

It can be argued that theses measures have helped to put the economy on the right track again. Favourable trends have been observed in private domestic consumption, output increase and consequently employment trends. For example, while prior to the implementation of the measures, the job losses had reached 1.415.000 between the ends of 2008 and February 2009, 1.503.000 jobs had either been created and/or re-filled between February 2009 and December 2009 after the implementation of the fiscal stimulus measures. 
However, they have been unable to halt the rise in the number of the unregistered employed. On the contrary, it has led to an increase in the informality. Similar trends have been observed in the case of the self-employed. Many self-employed have continued to stop their businesses. 

.........Erasing Footprints of the Global Financial Crisis and Tackling with the Structural Problems in the Labour Market
The examination of the case of Turkey suggests that the Government should take important steps to offset fully the impact of the global financial crisis and fight against the deep-rooted structural imbalances in the labour market which aggravate the severity of the impact of the crisis. 
....Sustaining Fiscal Stimulus Measures

The fiscal stimulus measures should be sustained up the point of restoring confidence of both consumers and businessmen and creating jobs as quickly as possible in order not to let older workers become permanently unemployed and let the labour market to absorb the new entrants. 
....Rehabilitating Business Environment to Stimulate Investments 

Mere fiscal policy measures cannot promise strong growth and sustained acceleration. They should be supported with programmes aiming at stimulating investments and attracting foreign funds and yet Turkey ranks as 73rd among 183 countries in the World in terms of ease of doing business in 2010.
  Therefore, long-lasting and radical measures need to be introduced to improve the business environment.

......Adjusting Labour Cost 

Turkey ranks as 145th among 183 countries in terms of employing workers.
 Apart from some rigidities in the labour legislation and other components of the labour cost like contracting arrangements, redundancy and severance payments, the amount of the social security contributions with its total rate of reaching to 42 per cent of the wage is drastically high. With its present level, the higher cost of labour in Turkey not only discourages employer to hire more, but also creates incentives for employers and workers to become informal. A considerable number of studies suggest that carefully planned and executed social security premium and/or tax reductions for selected target groups would increase employment, while reducing the level of unregistered employment. In fact, some studies clearly show that the employment in Turkey positively responds to the reductions in the labour cost.
 It of course entail a monetary cost for the community, but the alternatives such as chronic unemployment, high youth unemployment and huge informality, might impose higher social and economic costs than the money can buy.  Besides, the system can finance itself in the medium term. Therefore, the labour cost reduction option should be a part of a comprehensive economic growth and employment programme in Turkey. 

....... Strengthening Active Employment Policies 

Despite the efforts made in the past, the Turkish labour market still suffer from some important structural and institutional problems. Quantitative and qualitative aspects of education have a special place among these problems. In this respect, increasing the quality of education, easing transition from school to work, improving the skills and competencies of the job seeker, introducing second-chance institutions and strengthening the administrative capacity of the Turkish employment office need to be re-considered to enhance the employability of job seekers.
......Improving Social Protection Programmes 

Improving social security programmes should be made an inseparable component of the comprehensive economic and social programmes in countries like Turkey where the high unemployment and unregistered employment are prevalent. Moreover, the economic hardships such as the financial crisis make them a must. 

Extending or improving the social protection programmes would not only limit the growth of the informal economy, but also lead to contraction of it. Therefore, the Turkish Government should introduce the long-awaited family benefits scheme which will target carefully selected segments of the population and consolidate the existing ones, notably guarantee fund, short time work allowance and unemployment benefit. 
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1. THE GLOBAL FINANCIAL CRISIS AND ITS WORLDWIDE IMPACTS: AN OVERVIEW 

1.1. THE GLOBAL FINANCIAL CRISIS

1.1.1. Turmoil in the World Markets
After the preliminary shocks in the United States’ mortgage market, provoked by an increase in interest rates in mid-2007 and the repercussions on other sub-prime lending such as automobile loans and credit cards, the major eruption took place on 15 September 2008 with the collapse of an American investment bank.  This caused a pandemic to spread out rapidly, first to American financial and the commodities markets and later to almost all the globalized economic and financial activities in the World. 

As many leading economists including Nouriel Roubini, Kenneth Rogoff and Nariman Behravesh
, Roberto Frenkel and Martin Rapetti
, and reputable international organizations such as the ILO
, the UN and the IMF
 have concluded, the World economy plunged deep into the worst crisis since the Great Depression of 1930.  The financial markets in the globalized world were smashed, with commodity prices falling almost 30 per cent and trillions of US Dollars of peoples’ wealth simply lost. 

1.1.2. How it Happened?

In his famous quotation the Nobel Laureate Paul A. Samuelson says; “What we know about the financial crisis is that we don’t know very much.” It is perhaps one of the unique quotations about the global financial crisis of 2007, since it implies the enormous degree of the interdependent links between different economic sectors and within sectors and how these complex links diffused the financial crisis throughout the World.  Nevertheless, certain factors seem to have ignited the crisis resulting in the contraction of the world economy. 
1.1.2.1. Lax Legislation in the Shadow Banking System

The new financial market represented mainly by hedge funds and investment banks, the so-called the shadow banking system, began expanding aggressively after the 1990’s, particularly in the USA. However these institutions were not subject to the strict and well-defined regulations which applied to banks and other financial institutions.
 

Under the lax legislative structure, the financial institutions operating in the shadow banking system were not obliged to adjust their liabilities to their capital bases. This was making them very fragile to any kind of financial fluctuation in the market. In addition to hedge funds and investment banks, certain of the very large banks also transferred huge amounts of their deposits and assets for their off-balance activities in order to maximize their profits.  
1.1.2.2. Predatory Lending Practices: the “Housing Bubble”

Prior to the financial crisis in the mid-1990’s, US consumers enjoyed easy credit conditions for their housing and automobile loans and credit cards owing to large foreign fund inflows and relatively lower interest rates. Housing loans which were promoted through very attractive incentives and campaigns increased by unprecedented levels. Mainly huge demand for housing loans and the easy transaction of mortgage policies in the shadow banking system fuelled house price rises in the USA.  For example, the average American house price went up almost 124% between the years of 1997 and 2006.
  The system began to attract more foreign funds seeking higher fixed income returns and the total volume of the mortgage loans increased to 73 per cent in 2008 from 46 per cent in 1990s, amounting to US$ 10.5 trillion.

On the other hand, the US Treasury began increasing interest rates considerably after July of 2004 through to July 2006. The increase in interest rates by the Fed caused an increase in mortgage rates. It had an enormous impact on the system, because American people were actually spending their future earnings through debt-financed consumption. More specifically, personal debt of the average American household, which was only 77 per cent of its disposable income in 1990, reached 127 per cent at the end of 2007.
 Therefore, many consumers were relying heavily on adjusting mortgage rates annually to repay the loans. 

The increase in Fed rates and accompanying increase in mortgage rates made it difficult for homeowners to finance their mortgage loans through adjustable rates because of ever increasing interest rates. Besides, they had very little chance to sell their houses, since the increasing interest rates adversely affected house prices which began to decline. The decrease in the house prices from mid-2006 to September 2008 was more than 20 per cent. These adverse developments in the interest and housing markets pushed lenders to initiate foreclosure proceedings. Thus the housing bubble burst and the number of properties under foreclosure proceedings reached 1.3 million in 2007 and 2.3 million in 2008.
 The total wealth loss was estimated at US$14.5 trillion at the beginning of 2009.

1.1.2.3. Ignorance and/or “Moral Hazard”?   

Brokers and investors trying to taking full advantage of the loosely legislated nature of the shadow banking system and those responsible for regularizing the market were also blamed for the crisis.  

In fact, on 4 March 2003, Warren Buffet, the third richest man in the World, had said that the system was creating, “financial weapons of mass destruction that could harm not only their buyers and sellers, but the whole economic system.”
   

Similarly, the Nobel laureate Nouriel Roubini also declared that a crisis was brewing in 2003 and stated very clearly that the US would face an enormous “housing bust, an oil shock, sharply declining consumer confidence and ultimately a deep recession.”
 However, despite his clear foresight, he was labelled as “Mr. Doom” by the New York Times and a well-known economist, Anirvan Banarjee, undermined his warnings stating that “even a stopped clock is right twice a day.”
  

The most striking critiques about the greed of the investors and officials neglecting to regulate the system came from another Nobel winning economist Paul Krugman.  In his article in the New York Times, he wrote:
“The revelation that Bernard Madoff - brilliant investor (or so almost everyone thought), philanthropist, pillar of the community - was a phony has shocked the world, and understandably so...... Yet surely I’m not the only person to ask the obvious question: How different, really, is Mr. Madoff’s tale from the story of the investment industry as a whole?........ At the crudest level, Wall Street’s ill-gotten gains corrupted and continue to corrupt politics, in a nicely bipartisan way. From Bush administration officials like Christopher Cox, chairman of the Securities and Exchange Commission, who looked the other way as evidence of financial fraud mounted, to Democrats who still haven’t closed the outrageous tax loophole that benefits executives at hedge funds and private equity firms (hello, Senator Schumer), politicians have walked when money talked.”

1.2. AN OVERVIEW OF IMPACT OF THE FINANCIAL CRISIS ON THE WORLD ECONOMY

Whether due to the absence of an effective regulatory and supervisory framework or because of corruption in the system or as Daniel Daianu called it, moral hazard
, whatever the reasons leading to the global financial crisis are, the value of the World’s companies that was wiped out amounted to US$ 14.5 trillion. This represented 33 per cent of the total value of these companies.

CHART 1
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The financial crisis which began in the financial centres of the World instantly had far reaching impacts on the economic and social lives of other countries including developing ones through a wide variety of channels like decreasing international trade, limitations on the flow of capital, declining service incomes and so on due mainly to the strong links created by the globalized world economy. More specifically, for example, it is argued that around 650.000 multinational companies control the overwhelming share of World production through their 850.000 affiliates and local sub-contractors and therefore any contraction in their economic activities is inevitably felt by other local firms and the people employed there.
 As a result, it is claimed that more than 60 developing countries have been affected negatively by the financial crisis.
 Thus, World GNP fell for the first time since World War II, declining 2.6 per cent during the recent financial crisis.
     

Before exploring the financial crisis and its impact on the employment and social security in Turkey, it seems useful to explain very briefly its impact on some important macro variables and consequently employment and social security on a global scale.

1.2.1. Its Impact on Some Important Economic Variables 

1.2.1.1. Trade and Exports

As it has been explained above, the immediate impact of the financial crisis was to reduce the demand for consumer goods in crisis hit developed countries. This drop in demand was felt particularly strongly in the automotive industry where lower interest rates for automobile loans had for many years been stimulating the demand for cars. It was however soon followed by a fall in demand for other commodities like clothes, electronic items and household products. According to UN estimates, the reduction in the imports of developed countries in 2009 amounted to 12 per cent.
This had a direct impact on the exports of the developing world.
  In this respect, the change in the consumption and saving patterns of US consumers had a considerable impact, since, as reported by the Brookings Institutions in June 2009, the share of US consumers in total world consumption averaged 35 per cent between 2000 and 2007. As the US consumers reduced their spending and increased savings due to the crisis, the contraction in trade of the developing countries and other developed countries alike became dramatic. 

In addition to the contraction in demand, the credit squeeze in the financial market to finance the exports caused to an increase in the cost of export. For example, the six-month London Interbank Offered Rate (LIBOR) for trade credit basis points increased 3 times at the end of 2008.
 Moreover, commodity prices experienced a very sharp decline which reached up to 50 per cent in the case of metal prices.
 Thus, exporting countries were squeezed among the contraction of demand, increased cost of exporting and falling price of the commodities in the global market. 

Last but not the least, whether intentionally or not the crisis seemed to have revived a kind of trade protectionism. Hong Pingfan, chief for global economic monitoring of the UN Department of Economic and Social Affairs (DESA) has pointed out that “meanwhile trade protectionism increased as the crisis evolved, sizeable countries, developed and developing alike, have raised tariffs and introduced new non-tariff measures in response to sharp decline in production in certain industries. The fiscal stimulus packages and the financial measures adopted by many developed countries also contain certain protectionist elements through direct subsidies and support for domestic industries.”
 These, of course, have also created a negative climate for international trade.

As a result, the volume of World trade, which had grown 8.6 per cent annually between 2004 and 2007, decreased 3 per cent in 2008 and contracted nearly 13 per cent in 2009. The UN further projects that the total loss of the world trade during 2008-2010 could reach almost $54 trillion which is around 8 per cent of World gross product.
   

In a nutshell, the economic contraction in developed counties which are the main importers of manufactured commodities has quickly spread to other countries. That is why, Griffith-Jones and Ocampo argue that trade has served as a main channel for the transmission of the crisis to developing countries.
 

It should also be noted that the crisis “imported” by the developing and emerging economies contributed to aggravation of the situation by reducing local demand for goods. Because, in these countries, the income elasticity of the commodities is quite high
 and therefore with the increase of unemployment and widespread layoffs, the local demand for the commodities has also gone down due to the reduction in the amounts of the disposable income. 

1.2.1.2. Banking and Financial System 

The global financial crisis badly hit the banks and financial institutions of the countries integrated into the world financial system. According to International Monetary Fund (IMF) estimates, the loss of the US and European banks between the beginning of 2007 and the end of 2010 is expected to reach $2.8 trillion.
 The Arab World which long provided funds for the international markets lost $3 trillion due to the crisis. 

With the globalization of the financial markets, countries with a certain level of income had long before become more integrated into the global financial market and their economic policies and programmes and even the value of their currencies had began to be affected by the decisions of banks, equity funds, hedge funds and rating agencies. In such a complex system of international finance, with the huge losses of banks, hedge funds and equity funds, funds available to developing countries and emerging markets almost dried up due to a dramatic fall in the availability of finance across the international capital markets where funds had traditionally been raised. The natural consequence of this was a fall in international trade and decelerating in the amounts of the investments.

Private financial inflow to developing world fell to $500 billion at the end of 2008 from $1 trillion in 2007, showing a decrease of more than 50 per cent. For 2009, it is expected to decline another 50 per cent.
 Moreover, even in certain countries, private capital outflows observed. For example, according to the estimates of Institute of International Finance a net $45 billion foreign private investment left South Korea in 2008. 

Moreover, the risk premium calculated for these credits also increased more than 3 times, causing a substantial rise in the cost of the investments. This rise not only limited new investments but also put pressure on the costs of modernizing the existing public and private establishments and the management of private and public sectors’ debts.

In addition to them, because of banks’ capital limitations and tightening credit conditions due to the risky environment, banks’ lending to emerging markets declined to only $80 billion in 2009 from $410 billion in 2007.

More importantly, the volume of foreign direct investment (FDI) also fell 30 per cent in 2009 compared to 2008. More specifically, FDI inflows contracted to $1 trillion in 2009 from $1.7 trillion in 2008
and the contractions in developed countries’ GNPs adversely affected their commitments towards less developed countries in terms of financial aid.
1.2.1.3. Tourism and Services

For many developing countries, the tourism sector is not only a hard currency generating sector, but also an important employment provider with its labour intensive nature. However, after the global financial crisis, as in the case of other consumable items, consumers tended to travel less. This created considerable problems for tourism dependent countries. For example, in Belize where the tourism sector is the largest employer, 14 per cent of the workers employed in this industry lost their jobs. Similarly, in Egypt where tourism has a vital importance, the tourism sector revenues fell by 7.8 per cent in 2008, while it had previously increased 38.3 per cent in 2007.

Similarly, services exports like project designers and call centre works were also reduced. According to UN estimates, Brazil, Indonesia, Mexico and the Republic of Korea experienced service export income declines of between 8 per cent and 16 per cent in 2008.
    

Finally, in the past, the work of migrant workers’ in developed countries had become an important a source of income both for their respective countries and their dependants, while contributing to relieve the unemployment problem in their homelands. For example, in 2008 the amount of migrant workers’ remittances had reached to $300 billion and their contribution to respective economies in certain countries amounted to 20 per cent of GNP.
 However, the deceleration of the economic activities in developed countries and depreciation of the value of the currencies of the country of employment, as in the case of Russian rouble, forced migrant workers to return to their home countries. For example, in Romania 14 per cent of the total migrant workers returned home and in Kenya the remittances declined by 13.3 per cent in 2009.
   

All these created far reaching effects on the economies and societies of developing countries ranging from the financing of investments and imports through to unemployment and poverty.  

1.2.1.4. Economic Growth and its Wider Implications
As illustrated on Chart 2 below, the turmoil in global markets caused considerable contraction in the growth of developed countries and the economies in transition in particular. The growth rates in these countries were reduced in 2008 and had negative values in 2009.
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The global financial crisis also affected developing countries and growth rates declined from 7.6 per cent in 2007 to 1.9 per cent in 2009. It should also be pointed out that the average growth rates in developing countries were positively affected by very high growth rates experienced by China and India which grew 8.1 per cent and 5.3 per cent in 2009 respectively.
As a result, the world output fell by 2.2 per cent during 2009 compared with growth of 3.9 per cent during 2007.

1.2.2. Its Impact on Employment

The contraction in the global economy manifested itself in huge distortions in the labour market in the form of increasing unemployment and vulnerable employment rates and widening social gaps in employment in the most of the countries hit by the global financial crisis. 

As shown on the table below, according to ILO estimates, the number of people unemployed in the world increased almost 34 million between 2007 and 2009, placing the global unemployment rate at 6.6 per cent. 

TABLE 1
Number of the Unemployed and Unemployment Rates Globally
	UNEMPLOYEDS
	
	YEARS
	

	 
	2007
	2008
	2009

	Number of unemployed (Millions)
	177,7
	184,9
	211,5

	Unemployment Rates (as %)
	5,7
	5,8
	6,6


                Source: ILO (2010), P. 47 and 56

Unemployment hit the developed and developing countries indiscriminately. Although the reason for and scale of the problem differentiated from country to country, its dimensions remained the same. For example, the US unemployment rate reached 10.2 per cent in October 2009, doubling since 2007 and reaching its 26-year peak. In the EU area, the increase is estimated at more than 2 per cent. The immediate impact revealed itself in sudden job losses in export driven and/or tourism sectors.
Unemployment figures also showed extraordinary jumps in the transition economies and developing countries alike. The impact of the crisis was predominantly felt in the sectors in these countries which are tightly linked to the global economy such as export driven and/or tourism sectors where the immediate impact revealed itself in sudden job losses. For example, the rise in unemployment in the Commonwealth of Independent States (CIS) amounted to 35 per cent in 2009. In Zambia 10.000 workers out of 23.000 were laid off in mining sector. In the small urban community of Gandasari in Indonesia, 10 per cent of permanent and 40 per cent of temporary workers lost their jobs. Tens of thousands tourism workers in Belize and in Egypt and thousands of automobile workers in Brazil and Turkey joined the army of unemployed. 20 million Chinese domestic migrant workers were also laid off. In some cases, the unemployment problem in certain countries was aggravated because of the returning of their emigrating nationals to their homeland, as in the case of 200.000 Indonesian labourers who returned home from Malaysia due to the economic crisis.
  
Nevertheless, the unemployment statistics and data alone may fail to reflect the actual severity of the impact of the crisis on employment due to the increase in the vulnerable employment. The findings of a recent study on the economic crisis and informality suggest that as the economic contraction develops, so does the level of employment in the informal sector. The ILO estimates indicate that the number of “working poor” has increased 111 million between 2008 and 2009. This represents a significant rise.
 Moreover, it is argued that higher unemployment and underemployment may persist for some time, four to five years,
 because employment growth normally lags behind output growth and output increases may not necessarily lead to proportionate employment increases, the so-called “jobless growth”.
 
The global financial crisis seems to have led to the deterioration in social gaps in the labour market as well. Women employed in the badly hit export oriented manufacturing industries like textiles, food processing, footwear and some electronics sectors have found themselves either in the informal sector or totally unemployed. In fact, the total number of the unemployed women worldwide increased nearly 15 million between 2007 and 2009.
 

Similarly, youth unemployment (unemployment of those within the 16-24 age bracket) also rose from 11.8 per cent in 2007 to 13.4 per cent in 2009, representing an increase of more than 10 million.
 In particular, young graduates had enormous difficulties in finding gainful employment.    

Most important of all, there is almost a consensus that the employment recovery will lag behind the economic recovery and it takes 4 to 7 years.
 It took 4 to 7 years for employment to recover after the Asian Crisis of 1998. This means that the pressure on the labour market and consequently the social gap and vulnerable employment are likely to continue for a long time, unless an active policy on getting people back into employment is not put into implementation. 

1.2.3. Its Impact on Social Security

The global financial crisis also created important negative consequences for social security programmes throughout the world. Its detrimental effects on production and output growth, employment and financing deeply shook the financial balances of social security programmes to varying degrees from one country to another. 
The main challenges created by the crisis for social security are reduced contributions and tax revenues, increasing claims for social security benefits and a decline in return on investment of the social security funds. These factors seriously endanger the financial equilibrium of social security programmes. 
Firstly, the financing of the first pillar of the social security systems is generally based upon the contributions paid by employers and employees as a certain percentage of the wages accrued in many countries. As explained in the preceding sections, after the crisis both the number of employed in the formal economy and the wage levels showed a considerable downward trend. It has hit the system revenues. 

Although there is no concrete data which would help to assess the precise impact of the global financial crisis on the loss of revenues, some studies made previously could be used to forecast the scale of the impact. One of such studies suggests that “the reduction in the wage bill and contribution revenues is roughly twice the magnitude of the reduction in GDP, given that forecasts for 2009 range from a mild reduction of 2 per cent of GDP to much higher shocks of negative 6 per cent growth.” According to the modelling of the study, “this hypothetical country will experience a decline in revenue ranging from 4 per cent to 12 per cent, which would translate into revenue declines of 0.1 per cent to 0.8 per cent of GDP in the cases outlined above.”
 

Secondly, the social security systems have also been hit by turmoil in the financial markets to varying degrees. A survey conducted by the ISSA shows that the asset portfolio values of many national pension systems, particularly in developed nations and transition economies, incurred considerable losses as a result of the financial crisis. For example the pension funds in industrialized countries had negative returns ranging from -29.5 per cent to -3.2 per cent in 2008. This survey also hints that the national pension systems should avoid investing their funds in risky and volatile financial instruments. Despite the fall in values of asset portfolios’ values of certain countries’ national pensions system, Mexico and Thailand have succeeded in having returns of 7.46 per cent and 9.0 per cent respectively through just avoiding risky asset portfolios.
         

Thirdly, on the expenditure side, as it might be expected the increase in the unemployed has given rise to an increase in unemployment benefit payments where such a scheme exists. People are inclined to rely more on early retirement options than before due to the ever increasing un- and underemployment. The above mentioned WB study
 suggests that “pension expenditures as a share of GDP will rise between 0.5 per cent and 1 per cent, opening up an additional deficit of between 0.6 per cent and 1.8 per cent of GDP in the pension system.”

To sum up, the global financial crisis seems to have led to a considerable revenue loss and expenditure increases in social security. They have naturally created a negative impact on the financial balances of the system. Moreover the WB study suggests that “under the mild case scenario, the pension system will return to its pre-crisis position as early as 2013, while in the more severe case, it may take 20 years.”
  

In the field of social security, there is also an equally important subject to be taken into account; it is the “human” dimension. The crisis has reduced employment opportunities and wage levels and thus caused to increase in poverty in the many parts of the World. In particular, the adult population will have difficulty in finding gainful employment and if adequate support and/or assistance are not provided they may end up with unregistered employment. It is not a coincidence that there is inverse correlation between the degree of social protection and the level of unregistered employment. As the degree of social protection declines, the level of unregistered employment increases.
 Therefore, adequate social protection systems should be introduced.

2. TURKISH ECONOMY, EMPLOYMENT AND SOCIAL SECURITY AT A GLANCE 

2.1. TURKISH ECONOMY
Turkey is a vast country with an area of 783.582 km². Its population was just over 71 million in 2008. The temporary forecasts based on the results of the Address Based Population Registration System indicate that the mid-year total population of Turkey was almost 72 million in 2009. Its GNP was US$ 731 billion as of the end of 2008. This makes Turkey the 16th biggest economy in the World by GNP.

TABLE 2

Main Economic Indicators
	
	2004
	2005
	2006
	2007
	2008
	2009*

	Population (Thousand)
	67,734
	68,582
	69,421
	70,256
	71,079
	71,897

	
	
	
	
	
	
	

	GDP Growth (%)
	9,4
	8,4
	6,9
	4,7
	0,9
	-6

	GDP (Billion $)
	393
	483,9
	530,6
	647,9
	731,1
	607,9

	Per Capita National Income (PPP,$)
	10,137
	10,386
	12,688
	13,455
	14,041
	13,136

	
	 
	 
	 
	 
	 
	 

	Labour Force Participation Rate (%)
	46,3
	46,4
	46,3
	46,2
	46,9
	47,6

	Civilian Employment (Thousand)
	 
	20,067
	20,423
	20,738
	21,194
	20,959

	Unemployment Rate (%)
	 
	10,6
	10,2
	10,3
	11
	14,8

	
	
	
	
	
	
	

	Total Consumption ( % Change)
	10,4
	7
	5
	5,2
	-0,2
	-2,3

	Public
	1,6
	1,4
	9,9
	5,4
	3,2
	4,4

	Private
	11,5
	7,6
	4,5
	5,2
	-0,5
	-3,1

	
	
	
	
	
	
	

	Total Fixed Capital Investment (% Change)
	27,4
	17,8
	13,4
	4,4
	-3,7
	-17,2

	Public 
	-8,2
	34,2
	2,1
	12,7
	7,6
	0,4

	Private
	36,5
	15
	15,7
	2,9
	-5,9
	-21

	
	
	
	
	
	
	

	Exports (Billion $)
	63,2
	73,5
	85,5
	107,3
	132
	98,5

	Imports  (Billion $)
	97,5
	116,8
	139,6
	170,1
	202
	134

	
	
	
	
	
	
	

	Consumer Price Index (%)
	9,4
	7,7
	9,7
	8,4
	10,1
	5,9


*As of September 2009

Source: State Planning Organization; 2010 Annual Programme, ANKARA – 2010, P. 4, Table I-1 
As presented in the Table 2, the programmes implemented after the economic crisis of 2001 to restructure the economy to perform more efficiently have paid off with high economic growth. The annual growth rate has averaged around 7 per cent between the years 2003 and 2007, and the amount of public debt was reduced from 74 per cent of GDP at the beginning of 2003 to 42 per cent  at the end of 2007.     
The structural programmes, which encompassed an exchange-rate float, financial sector supervision, revenue administration, re-organizing the energy sector and social security, have given a new impetus to the Turkish economy. Nevertheless, capital inflows and higher amounts of petroleum and petroleum derivatives to meet its energy needs and industries’ intermediate input requirements has led to huge current account deficit which has risen to 25 per cent at the end of 2008 from 16 per cent in 2004. For the future, the WB forecasts that high amortisations of this debt could create additional economic uncertainty in 2009 and 2010 due to tight global credit conditions in 2009.

2.2. TURKISH LABOUR MARKET 

Turkey is in a demographic transition stage which is characterized by high fertility and population growth rates. At present population growth rate just under 2 per cent. It literally means that even in the absence of any economic crisis, it should create 800.000 to 900.000 new jobs for the newcomers to the labour market.
 
CHART 3
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In addition to the high population growth rate, the dissolution of labour in agriculture has swelled out the labour demand, particularly in urban areas. For example a WB study illustrates that between 1990 and 2000 the annual population growth rate was 2.68 per cent in urban areas, while it was only 0.42 per cent in rural areas, despite the fact that the birth rate in the rural parts of the country was nearly two times higher than the one at the urban areas.
,
  
Despite, higher growth accomplished by Turkish economy which has been averaged almost 7 per cent annually between 2003 and 2007, the employment growth for many years has been less than 1 per cent. In other words, country has experienced a “jobless growth”.  As it might be expected, it has led to unemployment problem. This socio-economic problem has been over 10 per cent and steadily growing since the 1980s. Moreover 26.6 per cent of the unemployed have been searching for a job for one year and over. It means that unemployment in Turkey shows the characteristics of long-term unemployment. 

Almost no country in the World is immune from unregistered employment, although the reasons leading to unregistered employment and its forms and volumes differ greatly from one country to another. But, the unregistered employment has become a longstanding socio-economic problem in Turkey with its rate of 40 per cent. 
It should be noted however that it is very difficult the measure the actual size of the problem, because there is not a commonly agreed definition for unregistered employment in Turkey. While the European Commission defines it as “any paid activities that are lawful as regards their nature but not declared to public authorities, taking into account differences in the regulatory system of Member States.”
, the Turkish Statistical Institute bases its unregistered employment calculation on “the number of people who are not registered to any social security institution at the reference period due to their occupation according to results of household surveys”. Of course such a broad definition covers all unpaid family members, self-employed people in agriculture.  
On the other hand the Turkish Ministry of Labour and Social Security has defined it as “abstaining from legal liabilities such as tax and social security premiums as a result of non- or deficient registration of employees with the relevant public authorities”.
 According to Social Insurance and General Health Care Insurance Law, however, workers under age of 18, self-employed with low income working in the agricultural sector, agricultural or non-agricultural unpaid family workers do not fall in the scope of unregistered employment definition.

As it might be expected, in the absence of a generally accepted definition and commonly agreed conceptual framework, the unregistered employment estimates change from one institution to another according to the definitions adopted. Therefore different rates of unregistered employment are quite common. For example, as of November 2004 TurkStat estimated the unregistered employment rate as 44 per cent. On the other hand, the Turkish Revenue Administration which based its calculation on input-output tables prepared by TurkStat has estimated the size of unregistered employment between 26 per cent and 37 per cent for the 1998-2004 periods. The Ministry of Labour and Social Security estimates based upon the definition under Article 6 of the Social Insurance and General Health Care Insurance Law indicates that unregistered employment ranges between 31 per cent and 37.5 per cent.  In this study, however, TurkStat estimates will be utilized. 

2.3. SOCIAL SECURTIY
The Turkish social security system dates back many decades. Nevertheless, its evolution has been a painful one. In order to solve problems inherit in the system, a major reform has been introduced. Before going deep into the issues, it would be useful to give a brief background information on the development of the social security system in Turkey and the content of the reform.  

2.3.1. Development of Social Security System in Turkey

As in the case of many countries in the World, the social security in Turkey has also developed distinctly for each occupational group, beginning from the military personnel and later extending its coverage to other occupational groups. Although, the establishment of social security system in Turkey essentially dates back to 1866 in when the pension fund for the military personnel has been set up, the adoption of the Act No. 4772 concerning the establishment of “Employment Injury and Occupational Disease Insurance” for the workers on 27.06 1945 is usually accepted as the beginning of modern Turkish social security system. Soon after the adoption of the Act No. 4772, the Workers’ Insurance Institution has been establish to administer the employment injury and occupational disease insurance programme by virtue of the Act No. 4792 of 09.07.1945.

Following the establishment of the Workers’ Insurance Institution, the studies to implement other insurance schemes has accelerated and consequently on “Old-age”, “Sickness and Maternity”, “Disability, Old-age and Survivors” insurance” programmes have come into effect by virtue of the Act Nos 5417 of 02.061949, 5502 of 04.01.1950 and 6900 of 04.02.1957. 
In parallel with these developments aiming at bringing all the workers under the protective umbrella of the social security, the provisions stipulating social insurance benefits for the civil servants which had been dispersed almost a total of 160 different laws have been codified with the adoption of the Act no 5434 of 01.01.1954 and the State Pension Fund has also been established.

On 17.07.1964, the above mentioned social insurance acts stipulating benefits for the workers have also been codified with the adoption of the Act No: 506 and a second institution has been created; “the Social Insurance Act.”   

On 02.09.1971, the Act No 1479 has been adopted to provide social security benefits for the self-employed and artisans and the third social insurance institution, “the Bag-Kur” has also been established. 

Upon the completion of the institutional structure of the system, the personal and programme coverage of the “contributory” system have been extended gradually. But the system had left out two traditional insurance programmes and universal programmes; namely unemployment insurance and family benefits and “universal health care and pensions”.
Firstly, with the adoption of the Act No: 2022 on 01.07.1976 concerning granting pensions to “Turkish citizens who are over the age of 65 and who are destitute, infirm and without any means of support”, first universal pension scheme has been put into effect. 

Secondly, in addition to universal pensions, the Act No 3294 of 29.05.1986 has established the Social Assistance and Solidarity Encouragement Fund has been set up with a view to provide in-kind assistance to the poorer segments of the population based upon means testing. Nevertheless the Fund did not have a solid financial and institutional basis at the beginning.

Thirdly, the Act No 3816 of 18.06.1992 respecting “meeting the medical treatment expenses of the Turkish citizens who are inability to pay for them by issuing green card to them” has paved the way means tested free medical care. In one respect, the “green card” served for those in poverty as a kind of “free pass ticket” at the state-owned hospitals, being limited with only in-patient treatment. 

Finally, after many years of study and disappointments, the unemployment insurance scheme has been established by virtue of the Act No 4447 of 08.09.1999.  The said Act also set up an “Unemployment Insurance Fund” under the management of the Turkish Employment Office.

2.3.2. Reform of the Turkish Social Security System

As the time passes, the distinctly developed Turkish social security system has begun to encounter with enormous problems,  Apart from the fragmented management structure of the Turkish social insurance programmes, the relevant acts had set out different standards for different occupational groups and stipulated generous benefits causing to imbalances in the financial situation of these Institutions For example, the provisions ranging from the statutory requirement of contributory periods in awarding a pension, to the amounts of death allowances had differed from one occupational category to another. The provisions like awarding a pension to a woman at the age of 38, 43 if a man, not only destroyed the actuarial balances of these institutions, but also caused the total of their deficits to reach € 200billions between the years 1994 and 2004, roughly 110 % of GDP.

Thus, the preliminary works began in the mid-1990s upon the recommendations of the ILO and World Bank to control the deficit to make the system sustainable.
 The first step in the direction of reforming the social security system has been taken with the adoption of the Act No 4447 of 25.08.1999. The Act No: 4447 has addressed mainly four main long perceived problems in the Turkish social security system; pensionable age and minimum contributory periods, benefit rules, reference wage periods and indexation of the pensions.

Before the said Act, completion of 25 years insured period for the man or 20 years for the woman and a minimum contribution period of 5000 days would satisfy the requirements of the Act No 506 to be entitled to a pension. Under this provision, a woman could be retired at the age of 38 and actually many did so. With the enactment of the Act No: 4447, attainment of a retirement age, 58, if a woman, and 60, if a man, in awarding pension has been required and the contribution period has been increased to 7.000 days.

Equally important development with adoption of the Act No 4447 has been the establishment of the unemployment insurance in Turkey.

The Acts Nos 4947 of 16.07.2003 respecting the Constitution of the Social Security Institution and 5502 of 16.05.2006 concerning Social Security Institutions have paved the way for the second stage. With the adoption of these acts, three main institutions, namely Social Insurance Institution, the State Pension Fund and the Self-employed Social Insurance Institution which had administered social insurance programmes for the workers, civil servants and self employed respectively more than half a century, have been amalgamated under one body, Social Security Institution.     

The final step has been completed with the Acts Nos 5510 of 16.06.2006 concerning Social Insurance and General Health Insurance and 5754 of 17.04.2008 respecting the Amendment of Social Insurances and General Health Insurance and Some Other Laws and Statuary Decrees. With this final touch, the non-standard requirements in the provisions of the relevant insurance acts for the workers, civil servants and self-employed have been eliminated, the valorisation of the past earnings by CPI and 30 per cent of GDP growth has been provided and a gradual increase in the retirement age to 65 has been put into force.

The Acts have introduced a “universal health care” system in Turkey for all the occupational groups and also made possible for the “green card” holders, poorest of the poor, to benefit from all kind of health related services free of charge.  

3. PRELIMINARY SHOCKS OF GLOBAL FINANCIAL CRISIS ON TURKEY

3.1. ITS IMPACT ON TRADE AND EXPORTS
The financial crisis and the contraction of demand in developed countries as summarized in the previous section have created a double impact on the total demand in Turkey. 

Prior to the crisis, exports had given the Turkish economy a new impetus. As shown on the Chart 4 below, the average annual growth rate of exports between 2001 and 2008 increased by almost two and a half times the world average and even surpassed those of the developing Asian countries. 
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                 Source: Under-secretariat of Treasury, Turkish Economy, 10 March 2010, P. 54,

As the effects of the global financial crisis have continued to roll on, knock on effects have been heavily felt by the Turkish economy, particularly by those sectors linked to the global market. As explained in the previous chapter, the declines in the demand of developed countries’ have directly repressed the amount of exports. Moreover, commodity prices have fallen considerably. These price falls have reached 36.6 per cent, 20.3 per cent and 9.1 per cent for the non-fuel goods, primary commodity and manufactured goods.  Thus, the global financial crisis has created an enormous pressure on export oriented Turkish companies to reduce their production costs and sustain their competitiveness in the global commodities market, especially with China and India which employ cheap labour and pay little attention to environmental and other social costs. 

Mainly as a result of the triple pressures of declining demand for and unit prices of goods, and an  increase in the London Interbank Offered Rate (LIBOR) for trade credit basis points since the end of 2008, the annual growth rate of exports has decelerated in 2008. Exports have been further reduced by nearly 23 per cent in 2009, declining from $132 billion to $102.1billion.    

TABLE 3
Exports by Years

	Years
	Value

(Million $)
	Yearly Change

(%)

	2003
	47.3
	31.0

	2004
	63.2
	33.7

	2005
	73.5
	16.3

	2006
	85.6
	16.4

	2007
	107.3
	25.4

	2008
	132.0
	23.1

	2009
	102.1
	-22.6


Source: SPO and TurkStat

As it might be expected, the decrease in the amount of the exports has badly hit the sub-sectors relying heavily on the exports such as vehicles, base metal, machinery and equipment, household electronics, radio-TV communication, iron-steel, textile products and clothes and so on. All these sub-sectors have experienced negative growth.

As presented in the Table 4 below, iron and steel products and mineral oils have been reduced by more than 50 per cent and the declines in the amounts of vehicles other than railway, machinery equipment and boilers and iron and steel equipment have been 37.5 per cent, 23.5 per cent and 23.1 per cent respectively. Only the pearls, precious stones and gold coins manufacturing sub-sector has enjoyed an export increase. But this has been offset by huge falls in other sub-sectors. As a result, given the nature of the composition of Turkey’s exports which had been driven heavily by industrial products, constituting over 94 per cent of total exports for several years, these declines in exports have been instantly reflected in the production levels. 

TABLE 4
Changes in the Value of Exports according to Sectors and Sub-sectors

(Between January-November Periods of 2008 and 2009)
	Sectors
	Change

(%)

	TOTAL
	-25.9*

	
	

	Agriculture and Forestry
	5.0

	Mining
	-30.3

	Manufacturing
	-26.8

	
	

	Changes in the value of Exports for Selected Items
	

	Vehicles other than railway
	-37.5

	Iron and steel
	-50.9

	Machinery equipment and boilers
	-23.5

	Knitted textiles and clothes
	-14.2

	Mineral oils
	-52.1

	Electrical machinery and equipment
	-19.9

	Iron and steel equipment
	-23.1

	Un-knitted apparel
	-21.8

	Plastic items
	-16.3

	Pearls and precious stones
	11.6


*The differences between the figures in Table 2 and Table 3 originate from the periods covered. While Table 2 shows the year-end figures, Table 3 covers up to the end of November 2009. 

Source: State Planning Organization; Economic Developments (Ekonomik Gelişmeler-In Turkish), Ankara, December-2009, P. 9, Table 9. 
The decline in the value of exports was not the only impact upon industry. It created a knock-on effect on the products indirectly contributing to the exported items. A World Bank Group Project, called “the Financial Crisis Survey” aimed at shedding light on the impacts of the global financial crisis on international trade, shows very clearly that weighted difference in share of sales indirect to exports has been as much as -32.88 per cent between June 2008 and June 2009.
 Thus, firms producing commodities and/or inputs for the export oriented sectors and/or sub-sectors were also victims the global financial crisis.   

With its wider repercussions, the output decline caused by the global financial crisis in the export oriented and other linked sectors has deeply affected other segments of the population and economy. 

Firstly, as it will be elaborated in the forthcoming section, the contraction in the manufacturing sector has resulted in mass redundancies and lay-offs. As it is known, workers are not only an important factor in the production, but also an important consuming agent. These developments have aggravated the dimensions of the demand shrinkage for industrial products because of reduction in the disposable income level. 

Secondly, and perhaps more importantly, the sizeable economic crisis generally creates a kind of uncertainty in the environment surrounding all the actors of the economy, consumers and producers alike. This environment of uncertainty usually impacts on economic units’ consumption and investment decisions by harming their confidence in the market. As a consequence, this creates a negative influence on their anticipatory expectations. 

As it is known, the relevant institutions generally attempt to measure the propensity of people to consume through the consumer confidence index. It is generally accepted that consumers’ propensity to consume increases when they are confident about the state of economy and it has values over 100. Graph 1, based on figures extracted from TurkStat surveys, very clearly indicates that, with the global financial crisis, Turkish consumers’ confident in the state of the economy has been severely damaged, falling from almost 94 in December 2007 to around 70 in December 2008. This 24 points decrease to a value figure that is 30 points lower value than the so-called “neutral” situation means that after the crisis, the Turkish consumers have tended to spend less due to their pessimism over the present and future situation of the country. This has resulted in contraction in the total demand.  
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                        Source: TurkStat surveys.

Thus, sales have been pushed downward sharply as a result of the combined effect of the declines in the domestic and international demands and the erosion to confidence in the economic system. As it is illustrated on Table 5, while the sales of 14.75 per cent of firms has increased in June 2009 compared to the same month in 2008, 71.68 per cent of firms have experienced a fall in their sales during the same period. The weighted net change in sales as of June 2009 compared to the same month in 2008 has been – 22.2 per cent.
 

TABLE 5
Changes in the Sales in June 2009 Compared to the Same Month in 2008

(%)

	Sales
	Changes



	% of firms with increased sales 
	14.75

	% of firms with decreased sales
	71.68

	% of firms with no change in sales
	13.57

	Net change in sales 
	-23.79

	Weighted net changes in sales
	-22.12

	Weighted difference in share of sales that were domestic
	-5.78

	Weighted difference in share of sales that were indirect to exports
	-32.88

	Weighted difference in share of sales that were direct to exports
	-13.13


          Source: http://www.enterprisesurveys.org/FinancialCrisis/ (Accessed on 05.03.2010)
Lastly, the negative influence created by the crisis on the anticipatory expectations of consumers, which rightfully deserves more attention, appears to have led to the postponement of some important spending decisions. Among these postponements, putting off the decision to buy a house and subsequent decrease in housing demand has an important impact housing sector and other sub-sectors providing inputs to it. 
With the contraction of demand in the housing sub-sector, the construction sector which is the main determinant of the demand for the iron, steel and other non-metallic mineral industry products has contracted 8.2 per cent in 2008 and 19.9 per cent in 2009.
  This effect was so high that despite a 27.2 per cent increase in the exports of non-metallic minerals, the impact of the decline in domestic demand provoked by the contraction in the construction sector could not be offset. The production of cement has also decreased 2.7 per cent in the first seven months of 2009.

Due primarily to the reasons detailed above,, as shown by Table 6 below, total consumption, fixed capital investments, total domestic demand and commodities and services export have all decelerated.

TABLE 6

Developments in Demand Factors
(%)

	
	2008
	2009*

	
	
	1st quartile
	2nd  quartile
	3rd  quartile



	Total Consumption
	0.2
	-8.3
	-1.2
	-0.2

	Public
	1.9
	5.2
	0.5
	5.2

	Private
	-0.1
	-10.0
	-1.5
	-0.9

	Fixed Capital Investments
	-5.0
	-27.5
	-24.3
	-18.0

	Public
	13.1
	24.5
	5.4
	-10.6

	Private
	-7.7
	-33.5
	-29.4
	-19.4

	Total Domestic Demand
	-0.8
	-20.3
	-10.9
	-5.2

	
	
	
	
	

	Commodities and Services Export
	2.3
	-11.2
	-10.1
	-4.6


* As percent change according to corresponding period of the previous year.

Source: SPO (2009b), P.3, Table 2

As a result, the adverse impacts created by the global financial crisis on Turkish industry have led to production contractions in almost all of the manufacturing sub-sectors. Furthermore, production decline has increased from 1.8 per cent in 2008 to 17.7 per cent in 2009.  

TABLE 7
Changes in the Productions of the Manufacturing Industry and Its Main Sectors

(%)

	Sectors
	Production¹

	
	2008
	2009²

	Total Manufacturing Industry
	-1.8
	-17.7

	Food and Beverages
	4.1
	-3.2

	Textiles
	-10.7
	-16.6

	Wearing Apparel
	-12.0
	-13.0

	Leather Products
	-5.3
	-11.3

	Petroleum Products
	-2.4
	-28.3

	Chemicals
	-0.3
	-5.0

	Plastics and Rubber
	-3.3
	-16.3

	Non-Metallic Minerals
	-1.8
	-17.6

	Basic Metals
	-2.0
	-22.0

	Machinery
	-4.8
	-17.0

	Electrical Machinery
	0.5
	22.2

	Electronics
	-26.1
	-22.7

	Automotive
	5.9
	-43.8


   1) Monthly Industry Production Index (2005=100)

   2) First 8 Months Data

   Source : TurkStat

3.2. SERVICES AND TOURISM
The construction sector generally consumes domestic material, uses domestic capital, provides employment for a sizeable portion of the population and has links with other sectors. However, as explained above, the decline in the construction sub-sector of 8.2 per cent and 19.9 per cent in 2008 and 2009 respectively has also caused falls in the services sector. Thus, the added value produced by trade activities in the services sector has contracted by 1.6 per cent in 2008 and 1.2 per cent in 2009.

The services sector as a whole has very close links with other sectors of the economy and therefore exhibits parallel trends to those other sectors.  For example, a strong decline in the amount of exports and/or imports and domestic demand will all affect the activities of packing, transport, insurance and financial companies, as well as harbour and terminal management companies. Thus, as a result of the decline in total demand and the activities of other sectors of the economy, the contraction in the commercial services sector began slowly after mid-2008 and reached a peak of 20.6 per cent at the end of the first six months of 2009.

Within the services sector, tourism has a special place for Turkey. As of 2008, Turkey’s market share of the World and European tourism markets was 2.4 per cent and 4.5 per cent respectively. Turkey was ranked 7th among leading tourist destination countries in terms of tourist arrivals in 2008. As might be expected, this industry is an important employer, and provided employment for 3.4 million people in 2008.
 The tourism sector has performed exceptionally well under these very tiring economic conditions and has enjoyed significant successes. It should be noted, however, that quick responses to the economic crisis with new price incentives has played a key role in this success. 

TABLE 8
Number of Tourists and Changes in the Number of Tourists 
and Tourism Receipts

	Years
	Number of Tourists

(In Thousands)
	Annual Change

(%)
	Annual Change in

Spending

(%)

	2007
	23.341
	17.77
	11.4

	2008
	26.337
	12.83
	19.81

	2009
	32.006
	21.5
	26.77


    Source: http://www.tursab.org.tr/content/turkish/istatistikler/gostergeler/63TSTG.asp  (Accessed on 04.03.2010) and TurkStat

Nevertheless, the country could not enjoy the same performance in workers’ remittances. The amount of remittances, which had continued to increase up to the end of 2008, has declined 34.7 per cent in the January-October 2009 period compared to the same period in 2008, reducing from $1.2 billion to approximately $0.8 billion.

3.3. BANKING AND FINANCIAL SYSTEM
The Turkish banks have not freed themselves completely from the global financial crisis and its decelerating effect on consumer confidence in the economic system. 
As presented in the Chart 4, the demand for all types of consumer loans has fallen. This decrease in both housing and automobile loans has amounted to 54 per cent due to the financial crisis and tightening of requirements by the Turkish banking system in allocating loans. The increasing unemployment and widespread lay-offs have pushed some of the consumers to have difficulties in repaying their loans.  The rates of the loans under the administrative follow-ups, legal follow-ups, and administrative plus legal follow ups have reached 0.16 per cent, 3.12 per cent and 3.29 per cent respectively and almost doubled in January-March 2009 period compared to the same period of 2008.
     

CHART 5
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           Source: The Banks’ Association of Turkey

When the Turkish banking sector credits are examined, one can observe that the credits which had a slowing trend in 2008 have stagnated in 2009, despite the fact that consumer credits and credit cards have increased 3 per cent between December 2008 and June 2009. Commercial and corporate loans have enjoyed from a 1.9 per cent increase during the same period. The major reason for the stagnation in the rates of the banking sector loans is the decline in SME credits. As in the case of consumers, banks in Turkey have tightened the credit allocation requirements to avoid risky placements. At the same time, SMEs demand for the loans has also declined due to widespread bankruptcies. As a result, the amount of SME loans has decelerated 6.9 per cent between December 2008 and June 2009, causing more bankruptcies and placing more strain on the labour market.
       

The foreign sector has also been reduced 7.1 per cent between December 2008 and June 2009.

Despite these adverse impacts in the banking sector, the banks have found alternative ways to reduce risk to a minimum by to utilizing their funds such as by purchasing Turkish treasury securities. This has helped the Turkish banks to avoid many of the problems associated with the financial crisis, with only a 2 per cent decrease in the total amount of the credits during the said period. In the same period, the capital adequacy rate has also increased by 20 per cent.
  

In a nutshell, the banking sector in Turkey has also been subject to the pressure of the global financial crisis. However, the sector had previously navigated a turbulent period in 2001 and therefore the system had been re-structured, introducing new very strict financial stability measures and supervisory bodies.  Mainly owing to these re-structuring measures which contributed to the formation of strong capital structures, the banks’ ability to find alternative ways to offset the impact of the contraction in demand, and because of the fact that many of the Turkish banks did not hold “toxic” assets, the effect of the global financial crisis on the sector has been rather limited. 
The tightness on world credit and liquidity conditions has been another channel transmitting the impacts of the financial crisis onto the Turkish economy. Prior to the crisis, the liquidity conditions were favourable for Turkey in the period between 2002 and 2007. As a result, Turkish economy has attained considerable high growth rates, averaging over 7 per cent. In addition to these favourable conditions, partly as a result of the structural reforms and fiscal discipline introduced, Turkey became one of the attraction centres for foreign investment. However, after the crisis, as shown on the Chart 5, foreign direct inflows to country have reduced to $7.6 billion in 2009 from $ 22 billion in 2007. The financial crisis has clearly had an adverse impact on new foreign investment in the country.
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As a result of the uncertainties in the state of economy, private sector fixed capital investment has fallen 5.9 per cent at the end of 2008, starting to decline from the second quarter of 2008 and is expected to decline 21 per cent during  2009. Private businesses in Turkey have postponed their investment decisions and thus contributed to the contraction in total demand in Turkey. 

The public sector revenues and spending have also been impacted by the global financial crisis.  

TABLE 9
Changes in the Government Revenues and Spending in 
January-November in 2009 Compared to the Same Period of 2008
(%)
	
	Changes

	Total Revenues
	-0.3

	General Budget Revenues
	-0.5

	Income Tax
	-3.4

	VAT
	11.8

	Revenue from The Capital
	-82.1

	
	

	Total Spending
	18.6

	SEE Deficits
	138,6

	Transfers to Social Security Institutions
	56.0


Source: Recalculated from SPO (December-2009), Ps14-16, Tables 16, 17 and 18

As a result of the contraction in economic activities due to the financial crisis, tax revenues realized lower than the estimated amounts, showing a decrease of 3.4 per cent in the January-November period of 2009 compared to the same period of 2008.  The temporary VAT and SCT reductions which will be discussed in the following chapter have also contributed to this downward trend. This compares with a decline in the amount of revenue from the capital of 82.1 per cent during the same period. In contrast, VAT revenues enjoyed an increase of 11.8 per cent owing to the recent increases made in the VAT rates for some selected items like cigarettes and spirits. Overall, total government revenues declined 0.3 per cent during the period under consideration.

On the expenditure side, the so-called “duty loss” of the SEEs has jumped, suddenly showing an increase of 138.6 per cent during the January- November period of 2009 compared to the same period of 2008. The social security institution has also been penalized by the global financial crisis giving rise to the unemployment and stimulating retirement and has become a major fund consumer with its increase rate of 56 per cent during the said period. Other government expenditures, notably the transfers have also risen due to the qualitative and quantitative changes in the funds allocated to low income groups to protect them against the adversaries of the crisis.   

Because of the changes experienced in the amounts of the revenues and expenditures caused by the global financial crisis directly and indirectly, the change in the income-expenditure balance has reached 460.4 per cent between the periods under consideration and resulted in a general budget deficit.

3.4. ECONOMIC GROWTH 

Following a series of measures after the crisis of 2001, Turkey has enacted very effective structural reforms and they have paid back in the form of a high growth rate, which averaged yearly 7 per cent for 6 years, between 2003 and 2007. At the same time, the public debt has decreased to 42 per cent of GDP at the end of 2007 from 74 per cent at the end of 2002.

However, the global financial crisis, which has penetrated into the Turkish economy through foreign trade, international financial transactions and decelerating consumers and investors’ demand has deeply affected almost all of the economic variables and led to one of the highest contractions in the Turkish economy and central and South-eastern European countries.
 

TABLE 10
GNP and Sectoral Growth rates*
(%)

	
	2008
	2009**

	
	
	1st Quartile
	2nd Quartile
	3rd Quartile
	4th Quartile
	Annual

	Agriculture
	3.5
	0.3
	6.4
	2.8
	
	

	Industry
	1.1
	-20.6
	-10.9
	-4.0
	
	

	Manufacturing
	0.8
	-21.8
	-11.2
	-3.9
	
	

	Services
	0.4
	-13.2
	-8.1
	-4.5
	
	

	Construction
	-8.2
	-18.9
	-21.4
	-18.1
	
	

	Trade
	-1.1
	-26.3
	-15.4
	-7.2
	
	

	Transportation
	1.3
	-17.7
	-12.2
	-6.9
	
	

	
	
	
	
	
	
	

	GNP
	0.9
	-14.7
	-7.9
	-3.3
	6.0
	-4.7


*According of the same period of the previous year.

** The data concerning the sector has not been announced during the preparation of this study.

Source: SPO (December-2009), P. 2, Table 1 and TurkStat for 2009 year-end figures 

As from the middle of 2008, the contraction began to impact on almost all the sectors of the economy. As time has passed, its severity has increased considerably, reaching 18.1 per cent in the construction sub-sector. Agriculture is the only sector which contributed economic growth during the economic crisis. 

This general trend has also been reflected in the GNP levels. The GNP of Turkey which showed a modest increase of 0.9 per cent in 2008 has declined in all three quartiles of 2009 compared to the corresponding periods of 2008, having the decreases of 14.7 per cent, 7.9 per cent, and 3.3 per cent for the first, second and third quartiles. It has risen 6 per cent in the fourth quartile of 2009 and consequently the economy has contracted 4.7 per cent in 2009. 
With these relatively high decrease rates experienced in 2009, the services and industry sectors have fallen 8.6 per cent and 11.8 per cent respectively in the first nine months of 2009. The agricultural sector on the other hand, has grown 3.3 per cent during the same period. 
As a final remark, it should be noted that the upturn in the trends of the economic activities can to a great extent be attributed to the fiscal stimulus measures which will be dealt with later on.

4. IMPACT OF GLOBAL CRISIS ON EMPLOYMENT AND SOCIAL SECURITY IN TURKEY 

4.1. IMPACT OF GLOBAL FINANCIAL CRISIS ON EMPLOYMENT

4.1.1. Impact of the Global Financial Crisis on Employment Levels

It should be pointed out at the outset that the measurement of the full and precise impact of the global financial crisis on the employment levels in a given country is an enormously complex and difficult task. Nevertheless, making full utilization of the available data may help to reveal how the balances have been distorted through causing changes in the trends in the labour market. 

Our calculations made based upon TurkStat data indicates that with the reduction in demand and consequently decline in the production levels of the overwhelming majority of sectors due to the global financial crisis, the total employment growth rate has been decelerated, showing a downward trend, even if it had not had negative values. More specifically, the total employment growth rate which had been 1.7 per cent, 1.5 per cent and 2.2 per cent at the ends of 2006, 2007 and 2008 respectively, was only 0.4 per cent as of the end of 2009.

TABLE 11
Changes in Employment Compared to the Previous Year According to 

Main Sectors by Years and Sex

(NACE Rev. 1, 15+ Age)
	ECONOMIC ACTIVITIES
	YEARLY CHANGES (%)



	
	2006
	2007
	2008
	2009

	AGRICULTURE
	-4.8
	-0.9
	3.0
	4.7

	Male
	-6.3
	-1.4
	3.3
	5.4

	Female
	-3.1
	-0.3
	2.9
	3.9

	
	
	
	
	

	INDUSTRY
	2.1
	1.1
	2.9
	-7.1

	Male
	2.6
	4.2
	3.3
	-9.3

	Female
	0.2
	0.3
	0.1
	2.9

	
	
	
	
	

	CONSTRUCTION
	8.0
	2.9
	0.8
	0.6

	Male
	7.4
	     3.1
	-
	0.9

	Female
	20.0
	-50.0
	75.0
	-16.6

	
	
	
	
	

	SERVICES
	8.4
	2.1
	2.2
	1.4

	Male 
	2.7
	2.2
	0.1
	0.2

	Female
	11.1
	4.9
	7.1
	6.8

	
	
	
	
	

	TOTAL
	1.7
	1.5
	2.2
	0.4

	Male 
	1.4
	1.4
	1.5
	-1.3

	Female
	2.9
	1.9
	4.5
	4.9


                Source: TurkStat, Own calculations

As for the main economic activities, as presented on the Table 11, the global financial crisis seems to have affected all the main sectors at varying degrees, except agriculture which has enjoyed 4.7 per cent employment growth in 2009. The degree of the severity of the negative impact on employment has reached its peak with the sectors having the closest ties with the global market, namely the export oriented sectors.
In the case of Turkey, it has been the industrial sector which has been badly hit by the crisis and the employment growth contracted 7.1 per cent at the end of 2009. Nevertheless, because of the construction and services sectors' links with and, to a lesser extent, dependency on the industrial sector of the country and on the global market, and the decrease in the consumers’ confidence in the state of the economy, the employment growth rates in the construction and the services sectors which had averaged 1.8 per cent and 2.2 per cent during the previous two years, in 2007 and 2008, have fallen to 0.6 per cent and 1.4 per cent respectively.  

TABLE 12
Changes in Employment Compared to the Previous Year According to 

Economic Activity by Years and Sex

(NACE Rev. 1, 15+ Age)
	ECONOMIC ACTIVITIES
	YEARLY CHANGES (%)



	
	2006
	2007
	2008
	2009

	AGRICULTURE
	-4.8
	-0.9
	3.0
	4.7

	Male
	-6.3
	-1.4
	3.3
	5.4

	Female
	-3.1
	-0.3
	2.9
	3.9

	
	
	
	
	

	INDUSTRY
	2.1
	1.1
	2.9
	-7.1

	Mining and Quarrying
	7.2
	8.4
	-10.2
	-10.5

	Male
	7.4
	8.6
	 -11.2
	-10.8

	Female
	-33.4
	-
	50.0
	-

	Manufacturing
	1.8
	3.5
	0.6
	-7.8

	Male
	2.1
	0.5
	4.2
	-9.1

	Female
	0.3
	0.6
	0.8
	3.0

	Electricity, Gas and Water
	14.9
	15.2
	-9.5
	-8.6

	Male
	17.6
	16.2
	-8.7
	-15.3

	Female
	20.0
	-33.4
	75.0
	-16.6

	
	
	
	
	

	CONSTRUCTION
	8.0
	2.9
	0.8
	0.6

	Male
	7.4
	3.1
	-
	0.9

	Female
	24.4
	-6.5
	20.0
	-7.2

	
	
	
	
	

	SERVICES
	8.4
	2.1
	2.2
	1.4

	Wholesale and Retail Trade, Hotels Restaurants  
	3.6
	1.4
	3.5
	0.7

	Male
	1.8
	0.7
	-0.7
	-11.4

	Female
	15.3
	5.2
	6.2
	3.0

	Transportation, Communication and Storage
	2.5
	3.2
	-4.2
	-0.8

	Male
	0.2
	3.2
	-5.1
	-1.1

	Female
	6.7
	2.5
	7.4
	2.2

	Finance, Business, Real Estate and Insurance
	14.6
	1.1
	10.8
	14.5

	Male
	13.8
	6.0
	11.1
	13.3

	Female
	16.6
	5.7
	9.8
	17.5

	Community, Social and Personal Services
	3.3
	4.9
	0.8
	0.4

	Male
	1.5
	2.8
	2.4
	-2.6

	Female
	7.7
	4.6
	6.9
	6.7


    Source: TurkStat, Own calculations

However, a fuller understanding of the impact of the global crisis on employment in Turkey during the period under consideration requires a more detailed examination of the quantitative changes in employment in sectors and sub-sectors. For this very purpose, Table 12 and Chart 7 showing the percentage and quantitative changes in the employment compared to the previous year according to economic activity, or the so-called “sub-sectors”, by years and sex, have been prepared by re-calculating the data provided by TurkStat.  

Firstly, as shown on Table 12 and Chart 7, the employment growth in the globally linked sub-sectors of mining and quarrying, manufacturing and electricity, gas and water have experienced negative growth rates of 10.5 per cent, 7.8 per cent and 8.6 per cent, respectively at the end of 2009 compared to the same period of the previous year. Thus the number of the job losses has been 12.000 for mining and quarrying, 286.000 for manufacturing and 13.000 for electricity, gas and water sub sectors. As a result, the total number of the job losses in industry as a whole has amounted to 311.000 at the end of 2009 by comparison to the end of 2008. Even though some other factors might have led to this contraction in employment in the industrial sector in Turkey, the decline of 22.2 per cent in the demand for the Turkish export commodities in the global market and its knock on effects can be seen as the main contributory factor leading to such huge employment loses in the industrial sector.  

This demand contraction in the Turkish industrial sector caused mainly by the global financial crisis has not only led to re-structuring the production levels, lowering the capacity utilization and job losses in that section, but also decreases in the amount of the electricity, water, gas and mining demanded by the industrial sector due to changes in the input requirements of this sector that have arisen as a result of the new production re-adjustments. More specifically, with the decline in the utilization capacity of the undertakings in the manufacturing industry which has diminished to 67.8 per cent in 2009 from 77 per cent in 2008, electricity usage of the manufacturing industry has also decreased by 15 per cent in 2009.
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Source: TurkStat, Own calculations
The deceleration of demand in the construction industry has also reduced demand for industrial service products such as iron, steel, non-metallic productions, cement, water and electricity, causing the industrial production to shrink. Thus the global crisis has also triggered a set of complex mutual knock on effect on the domestic sectors. 
Nevertheless despite the decline in the total number of people employed in Turkish industrial sector, the number of female workers has increased by 21.000 during the period under examination. This subject which well deserves examination will be taken up and dealt with separately later, under the heading of “the global financial crisis and social gap”. 

Secondly, the employment growth rate in the construction sector has demonstrated a fractional increase of 0.6 per cent at the end of 2009 compared to 2008 and consequently experienced a minimal increase of 8.000. When the growth rates in the last three years are examined, it is observed that these have actually had a downward trend. This has also been caused by the reduction in internal demand and tight housing credit conditions introduced by the banks after the crisis, as well as consumers’ hesitancy in spending huge sums.
Thirdly, although the services sector’s ability to create jobs has been affected negatively, the sub-sectors of this main economic activity demonstrated varying outcomes. Within the services sector, the transportation, communication and storage sub-sector has also been a victim of the global financial crisis with a contraction of employment of 0.8 per cent. The job losses in this sector have reached 8.000. Considering the heavily dependent nature of this sub-sector’s activities on the activity levels of other sectors like manufacturing, construction and banking, it seems that it is inevitable for it to have its share of fallout from the global financial crisis.  The increase in the number of the employed in community, social and personal services has come to a halt, with a rise of only 0.4 per cent for the same period. This rise has resulted solely from an 80.000 increase in the number of women employed in this sub-sector. 60.000 men in this sub-sector have lost their jobs. 

On the other hand, the finance, business, real estate and insurance sub-sector has flourished with 170.000 new jobs despite the global financial crisis. This could be attributed to the developments in the business and insurance field of activities, because, the banking system has actually suffered from lost jobs during the same period. It appears that many persons who have lost their jobs and/or those who have lost their hopes to find a gainful employment have tended to set up their own businesses and thus contributed to the growth rate increases in this particular sub-sector. In fact, according to the data provided in the SPO 2010 Annual Programme the number of the tradesmen and craftsmen starting their business has been 122.372 as of the September 2009.

As for the wholesale trade and retail trade hotels and restaurants sub-sector, its growth rate has also fallen to 0.7 per cent at the end of 2009 from 3.5 per cent in 2008. The closing down of some businesses due mainly to the contraction of internal and international demand as a result of the global financial crisis and consequently decline of their sales can be seen as one of the most important factors leading to such a result. As illustrated on Table 13, their rates have amounted to almost 6 per cent and according to the SPO, the number of small tradesman who have left the market has been around 69.874 as of September 2009.
   

TABLE 13
Exit Rates in Turkey during the Global Crisis

	Exit Rates
	Rate of the  Total Businesses

(%)

	Firms Closed
	5.79

	Closed and Insolvent in Financial Crisis Survey 
	6.85

	Closed and Insolvent in Financial Crisis Survey and Impossible to Locate
	15.57


Source: http://www.enterprisesurveys.org/documents/PR-ECA-crisis.pdf (Accessed on 06.03.2010)

Nevertheless, the developments in this sub-sector are more complex than the other sub-sectors and therefore require more explanation. Those engaged in the wholesale and retail trade have for a long time been faced with tough competition from the huge supermarkets. The challenges of the global economic crisis after the second half of 2008 has forced them to run their business at a loss, because these family run businesses normally employ unpaid family workers and therefore normally survive with incremental profit margins. However, they have found it extremely difficult to cope with the reduction in demand and competition from the big supermarkets at the same time. So, the global financial crisis has thrown the fatal blow to many of them.
To sum up, the employment which has increased 356.000 in 2006, 315.000 in 2007 and 456.000 in 2008 compared to the previous years has grown only 83.000 at the end of 2009. It should also be noted that these figures show the changes in the labour market after the implementation of the financial and economic measures used to offset the impact of the global crisis. It seems that they have been quite effective in preventing the job losses. A comparison of the number of the employed as of the ends of February 2009 and 2009 might help their contribution towards the solution of the problem.  Prior to the enactment of the fiscal stimuli measures, the job josses have risen to 1.415.000 between the ends of 2008 and February 2009. After the implementation of the fiscal stimulus measures as of the end of 2009, the number of the employed 2009 has increased 83.000 compared to the end of 2008. It suggests that the fiscal stimuli measures have helped 1.503.000 jobs either to be created and/or re-filled February between February 2009 and December 2009. This subject will be taken up later at the following chapter during the elaborating the future policy implications of the global financial crisis.

In addition to changes in employment figures, the global financial crisis has also created a significant impact on other quantitative and qualitative aspects of employment in Turkey such as unemployment, shorter working time, informality and social gap. At this stage, the second one, the impact on the qualitative aspect of employment will be tackled and the other three will be elaborated under separate headings.

The employment figures presented above have disguised one important problem caused by the global financial crisis, because the employment figures are not pay allowance for the employees put into the short working time and consequently paid less than the normal wages. As it might be expected, it has resulted in welfare loss for hundreds of thousands of employees. The subject can be explored as follows.

Additional article 2 of the Unemployment Insurance Act No: 4447 stipulates that if an employer reduces weekly working hours temporarily or  stops its economic activity partly or totally temporarily due to a general economic crisis or force major and sends notice of this situation and its reasons  to the Turkish Employment Office and the relevant trade union, a shorter working allowance shall be granted to its workers who are laid off or are working shorter hours, given that they have contributed to the unemployment programme. 

Originally, the said article had set a maximum duration of 3 months for the payment of benefits. However, because of the severity of the situation in Turkey, this benefit period has been extended to 6 months by virtue of the Act no 5838 of 18.02.2009. The same Act has also increased the maximum amount of the shorter working allowance by 50 per cent, making it one and a half times higher than the amount of the unemployment benefit.

As of the end of 2009, 508.253 workers had benefitted from this provision and it has admittedly helped to relieve the severity of the problems faced by these workers.
  Nevertheless, it could not prevent the welfare loss of these workers.
It will be useful to present concrete examples to give an idea about what the dimensions the welfare loss could be. Under the provisions of the present relevant legislation, there is a maximum limit for the allowances. It is TL 874.80 per month. Only those with gross wage level TL 1,458.00 and above are entitled to benefit from the maximum allowance. It means that an employee with a gross wage of TL 1,458.00 would be awarded a short working time benefit of TL 874.80. On the other hand, if the employee had worked full-time, the amount of the net income would have been TL 1,095.07. As it can be seen from this example, there is a wealth loss amounting to TL 221.07 for each worker at this rate and as the gross wage level increases, so does the wealth loss. This wealth loss is also inevitable for the minimum wage earners. The amount of allowance to be paid for a minimum wage earner is TL 454.51 for a month, whereas the net wage for that worker in employment is TL 621.00 for a month. Even in this case, the wage loss amounts to TL 166.49.
 

As it can be seen from the explanations above, the global financial crisis has also caused the welfare loss of more than half a million workers. 

4.1.2. Impact of the Global Financial Crisis on Unemployment        

As explained in the previous chapter, one of the main problems in the Turkish labour market is the high unemployment rate. While the Turkish economy has been struggling with the employment problems such as un-, under- and unregistered employment, the global financial crisis has added insult to the injury. 

TABLE 14
Labour Force Participation and Unemployment in Turkey

	Population Categories


	2005
	2006
	2007
	2008
	2009

	Non-Institutional  Population 
	67.227
	68.066
	68.901
	69.724
	70.542

	Population 15 and over
	48.359
	49.174
	49.994
	5.772
	51.686

	Labour Force
	22.455
	22.751
	23.114
	23.805
	24.748

	Employed
	20.067
	20.423
	20.738
	21.194
	21.227

	Unemployed
	2.388
	2.328
	2.376
	2.611
	3.471

	Unemployment Rate (%)
	10.6
	10.2
	10.3
	11.0
	14.0

	Non-agricultural Unemployment Rate
	13.5
	12.7
	12.6
	13.6
	17.4


             Source: TurkStat

As it can be seen from the Table 14, the number of the unemployed has almost been stabilized in the years of 2005, 2006 and 2007, despite nearly 800.000 to 900.000 new comers into the labour market.  With the knock-on effects of the global financial crisis on the wider segments of the Turkish economy, it has increased 0.7 per cent in 2008 and 3 per cent at the end of 2009. In other words, the turmoil in the global market has prevented 235.000 persons in 2008 and 860.000 persons in 2009 in Turkey from taking part in the gainful employment activities compared to 2007.   

In fact, the sudden jump observed in the non-agricultural unemployment rate which has increased almost 4 per cent between the ends of 2008 and 2009 can also be taken as an indicator of the impact of the global financial crisis. However the unemployment in rural areas has reduced to 9.2 per cent in 2009 from 10.7 per cent in 2008.

Nevertheless, it would better to examine the data provided by the Turkish Employment Office (ISKUR) to assess the impact of the global financial crisis on the unemployment problem in Turkey, because ISKUR data is based upon actual figures.

TABLE 15
Numbers of and Annual Changes in Job Applications to 


Turkish Employment Office
	
	Years

(Amounts)
	Years

(Yearly Changes, %

	
	2006
	2007
	2008
	2009
	2006
	2007
	2008
	2009

	Applications
	
	
	
	
	
	
	
	

	Total
	564.388
	662.398
	1.185.156
	1.435.024
	9.2
	14.4
	78.9
	21.1

	Male
	416.498
	493.431
	856.766
	922.244
	9.5
	18.0
	73.6
	7.6

	Female
	147.890
	168.967
	328.390
	512.780
	8.4
	14.3
	94.4
	56.1

	
	
	
	
	
	
	
	
	

	Vacancies Reported
	151.794
	183.290
	179.961
	165.890
	33.8
	20.7
	-1.8
	-7.8

	
	
	
	
	
	
	
	
	

	Placements
	85.882
	94.652
	97.786
	105.263
	5.1
	10.2
	3.3
	7.6

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Registered Unemployed
	
	
	
	
	
	
	
	

	Total
	1.061.853
	707.671
	987.840
	1.689.349
	20.5
	-33.4
	39.6
	71.0

	Male
	782.652
	527.679
	724.338
	1.186.219
	19.3
	-32.6
	37.3
	63.8

	Female
	279.201
	179.992
	263.502
	503.130
	24.1
	-35.5
	46.4
	90.9

	
	
	
	
	
	
	
	
	

	Workers Migrating Abroad
	81.309
	75.268
	57.652
	30.743
	34.8
	-7.5
	-23.4
	-46.7


Source: ISKUR Data

The examination of the job applications, vacancies and placement data provided by the Turkish Employment Office seem to verify the results obtained from the assessment of the TurkStat data. 

Table 15 clearly indicates that the number of job applications has increased more than twice between the end of 2007 and 2009, adding new 772.626 jobseekers to the existing ones. It however only represents one side of the picture. On the other side, there are decelerating vacancies due mainly to the decline in the economic activities caused by the contraction in the global market. The number of vacant jobs which amounted to 183.290 in 2006 has been fallen to 165.890 in 2009. This means that as opposed to rapid increases in the number of job applications, the number of the jobs available has actually decreased. As a result the number of the registered unemployed has gone up tremendously and despatched 981.678 new members to the army of the unemployed.

The examination of ISKUR data also reveals the direct impact of the global financial crisis on the Turkish labour market through the contraction in economic activities in other countries. Turkey has for a long time been a labour exporting country. However, because of the present global crisis, the number of the Turkish workers going abroad to work has fallen from 75.268 in 2007 to 30.743 in 2009, decelerating almost 2.5 times.     

In short, the available data indicates that the deceleration in the global market triggered by the global financial crisis has caused an aggravation of the unemployment problem in Turkey by creating a series of knock-on effects on the different sectors of the Turkish economy. 

4.1.3. Impact of the Global Financial Crisis on Unregistered Employment

As presented in Table 16, the unregistered employment rates which have fallen from 47 per cent in 2006 to 43.5 per cent in 2008 have gained momentum again and shown an upward trend at the end of 2009, rising 0.4 per cent at the end of 2009 compared to 2008 and adding 108.000 more persons to the existing ones in the unregistered economy. 

TABLE 16
The Size and the Changes in the Rates of Unregistered Employment in Turkey by Economic Activity and Status of Workers Compared to the Previous Year

	
	Years

	
	2006
	2007
	2008
	2009



	Number  of Employed (In Thousands)
	20.423
	20.738
	21.194
	21.227

	Number of Unregistered Employed (In Thousands)
	9.593
	9.423
	9.220
	9.328

	Unregistered Employment Rate (%)
	47
	45.4
	43.5
	43.9

	
	
	
	
	

	WHOLE ECONOMY ( % Change) 
	-0.8
	-1.8
	-2.2
	1.2

	Regular Employee and Casual Workers (%Change)
	3.5
	-2.8
	-7.3
	-2.0

	Employer (%Change)
	9.9
	6.5
	5.7
	-6.9

	Self-employed (%Change)
	-3.6
	-2.1
	-
	4.8

	Unpaid Family Worker (%Change)
	-5.7
	-0.4
	2.7
	2.4

	
	
	
	
	

	AGRICULTURE
	-5.3
	-0.4
	2.7
	2.4

	Regular Employee and Casual Workers (%Change)
	0.3
	-2.7
	8.6
	3.3

	Employer (%Change)
	-1.6
	-1.7
	33.9
	-21.2

	Self-employed (%Change)
	-5.0
	-0.8
	-0.3
	2.5

	Unpaid Family Worker (%Change)
	-6.5
	-0.5
	3.3
	2.8

	
	
	
	
	

	NON-AGRICULTURE
	3.2
	-2.9
	-6.2
	0.1

	Regular Employee and Casual Workers (%Change)
	3.9
	-2.8
	-9.0
	-2.7

	Employer (%Change)
	13.3
	13.0
	0.3
	-4.6

	Self-employed (%Change)
	-10.5
	-6.1
	0.3
	8.1

	Unpaid Family Worker (%Change)
	-1.2
	-4.0
	-6.2
	0.3


        Source: TurkStat, Own calculations

Although this very complex issue of unregistered employment is affected by a number of economic, social, institutional and financial factors, it seems that the global financial crisis has provoked a number of economic, social, institutional and financial inadequacies inherited in the Turkish economy and thus led to the increase in the levels of unregistered employment. 

In addition to rapid population growth and internal migration, the recurrence the unemployment in Turkey due to the global financial crisis has led to an extra pressure on the supply side of the labour market and thus a tough competition for the jobs available. 

Moreover, such factors as tightening the requirements for allocation of consumer credits and the reduction of family incomes as in the case of the shorter working allowance have forced people to accept any jobs that are offered. In fact, it has also been demonstrated by some studies, as the unemployment and the number of the persons living in poverty increase, so does the unregistered employment.

CHART 8
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 Source: TurkStat, Own calculations

On the other hand, as regards the demand side of the labour market, it may be assumed that, as taught in Economics, the employers have made “rational” decisions and employed some of their workers as unregistered to reduce their cost of products and thus to remain competitive in the global market against China and India in particular. 

As for the changes in the number of unregistered employed at the end of 2009 compared to 2008 according to employment status by sex, it has been presented on the Chart 8. 

The first striking fact is that employment in the formal economy has actually contacted by 25.000. More specifically, our calculation from the TurkStat data, as presented on the Chart 6, shows that the number of the jobs in the economy has increased by 83.000 between the ends of 2009 and 2008, whereas the job growth in the informal economy reached 108.000 during the same period. It means that the jobs in the formal economy have actually shrunk by 25.000.

Secondly, the agricultural and non-agricultural sectors have both experienced a rise in the number of unregistered workers, 104.000 for agricultural and 5.000 for non-agricultural sectors during the period under consideration. But in any case, the global financial crisis seems to have shaken up the trends and the total impact might well be more than that it appears at first sight. In fact, although the increase in the informality in the non-agricultural sector is rather limited quantitatively, with 5.000 extra jobs between 2008 and 2009, when the trend which it had caught prior to the global crisis is considered, it can be seen that the impact of the crisis has been more effective on the non-agricultural sector than the agricultural sector.

Thirdly, the data indicates that the levels of the informality have risen in the agricultural sector. The agricultural sector has constituted of 96.4 per cent of the increase in the unregistered economy. 

Fourthly, with the exception of minor increases in the agricultural sector where the unregistered jobs have risen by 13.000, regular employees and casual workers have lost their jobs even in the informal economy, amounting to 65.000 during the same period. 

Finally, the number of the self-employed and unpaid family workers has risen by 138.000 and 61.000 respectively at the end of 2009 by comparison to the end of 2008. These findings indicate that the global financial crisis seems to have a devastating impact on all the gainful “labour” activities in the informal and formal economies alike, the impact on the latter being relatively higher than on the former.

4.1.4. Global Financial Crisis and “Social Gap” 
Up to this stage, an attempt has been made to explore the impact of the global financial crisis on employment in Turkey. Nevertheless, participation and employment rates differ significantly according to gender, level of education, age or urban/rural origin in Turkey. The gender gap is considerable and the men’s participation rate is almost three times higher than women’s participation rate. In other words while the male labour force participation rate has been 70.2 per cent at the end of 2009, the participation rate for women has been only 25.9 per cent for the same year.  Therefore, before concluding this section, it will be worth examining the impact of the global crisis on some important aspects of unemployment in Turkey.

Firstly, the unemployment rates differ greatly between the urban and rural areas, being higher for the former. As illustrated in Table 17, because of the impact of the global crisis, both urban and rural unemployment rates have gone up. The urban unemployment rate appears to have increased more and actually it has done so. However, when the relative rates are examined, it can be seen that both have shown an upswing of around 20 per cent. Therefore it can be said that the global crisis has affected both urban and rural unemployed evenly. 

TABLE 17
The Unemployment Rates According to Locations

(%)

	
	Years

	
	2006
	2007
	2008
	2009

	Urban
	12.2
	12.0
	12.8
	15.3

	Rural
	6.2
	6.8
	7.2
	8.7


           Source: TurkStat

Secondly, as it can be seen in Table 18, the unemployment among women employed has risen considerably, primarily because of the impact of the global crisis. This is consistent with the data presented in Table 15 concerning job applications. Nevertheless, the rate of increase of female unemployment has lagged behind the rate of increase of male unemployment. Yet at the same time the number of women employed has gone up by 276.000 thousand
 of which 158.000
 have been employed in the informal sector in 2009. In our view, this, somewhat confusing picture of women in the labour market, is a by-product of the global financial crisis.

TABLE 18
Unemployment Rates by Sex

(%)
	
	Years

	
	2006
	2007
	2008
	2009

	Male
	9.9
	10.0
	10.7
	13.9

	Female
	11.1
	11.2
	11.6
	14.3


          Source: TurkStat

It seems that women with household responsibilities as housewives have prevented women from seeking jobs. The limited number of jobs available, heavy working conditions and low wages has also discouraged women from seeking gainful economic activity. The global financial crisis has paradoxical effects on women’s employment in Turkey. First of all, it has victimized the women working in the sectors which have lost their market. But at the same time, it has forced women to seek gainful activity to contribute the household income. In fact, the most recent TurkStat shows that despite the economic crisis, women’s participation rate has risen by 2 per cent in 2009.        

TABLE 19
Unemployment Rates of “15-24 Age Group” by Sex

 (%)
	
	Years

	
	2006
	2007
	2008
	2009

	TOTAL
	19.1
	20.0
	20.5
	25.3

	Male
	18.3
	19.6
	20.1
	25.4

	Female
	20.6
	20.8
	21.2
	25.0


            Source: TurkStat

Finally, as argued by ILO
, it has been the young who have been hit by the global financial crisis badly. As shown in Table 19, youth unemployment (unemployment of those within 14-24 age group) has reached 25 per cent of the total young population and the change between 2007 and 2009 has been realized as 25 per cent. The youth unemployment has affected both men and women indifferently. 

4.2. IMPACT OF GLOBAL FINANCIAL CRISIS ON SOCIAL SECURITY in TURKEY
4.2.1. Impact of Global Financial Crisis on Contributory Social Security Programmes, except Unemployment Insurance.

The contraction in employment due to the global financial crisis has also been reflected in the yearly changes in the number of the insured and the number of the insured within the contributory social security programmes has decreased. This downward trend is clearly observable on the Graph 2. 
As presented on Table 20, the yearly changes in the number of total contributors have fallen by 1.9 per cent in 2008 from 4.5 per cent in 2007 and it has further decelerated 1.3 per cent in 2009 compared to the previous year. It is a prevalent trend for all the occupational groups, namely, workers, self-employed and civil servants and seems to be consistent with the explanations above concerning the impact of the global financial crisis on employment.
GRAPH 2
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TABLE 20
Numbers of Insured Population and Pensioners according to 
Occupational Groups and Yearly Changes
	
	2006
	2007
	2008
	2009

	
	Numbers
	Change

(%)
	Numbers
	Change

(%)
	Numbers
	Change

(%)
	Numbers
	Change

(%)

	TOTAL
	
	
	
	
	
	
	
	

	Insured
	14.378.921
	7.2
	15.019.378
	4.5
	15.299.798
	1.9
	15.101.920
	-1.3

	Pensioner (File)
	7.248.871
	6.0
	7.589.715
	4.7
	8.045.815
	8.0
	8.459.855
	5.1

	
	
	
	
	
	
	
	
	

	Workers 
	
	
	
	
	
	
	
	

	Insured
	8.582.395
	12.6
	9.198.000
	7.2
	9.574.873
	4.1
	9.664.930
	0.9

	Pensioner (File)
	4.166.390 
	5.4
	4.391.469
	5.4
	4.645.163
	5.8
	4.901.365
	5.5

	
	
	
	
	
	
	
	
	

	Self-employed
	
	
	
	
	
	
	
	

	Insured
	3.375269
	0.6
	3.376.300
	0.2
	3.260.719
	-3.4
	3.236.872
	-0.7

	Pensioner (File)
	1.583.987
	10.3
	1.650.860
	4.2
	1.795.063
	8.7
	1.938.590
	8.0

	
	
	
	
	
	
	
	
	

	Civil Servants
	
	
	
	
	
	
	
	

	Insured
	2.420.897
	0.8
	2.444.680
	1.0
	2.464.206
	0.8
	2.241.418
	-9.0

	Pensioner (File)
	1.649.998
	3.4
	1.698.325
	2.9
	1.756.760
	3.4
	1.795.334
	2.2


Source :SSI

Nevertheless, the data concerning civil servants on Table 20 might call for some kind of explanation, since a contraction of 9 per cent is extraordinarily high. The main reason for such a jump is the re-defining of civil servants and the transferring of some of them to the workers’ scheme. The decline may also be caused by the widespread privatisation during the period under examination. With the change of the ownership of state owned companies, the personnel which had been employed under the status of civil servant for many years lost their status and began to continue their working life as workers. This development hints that the decline in the number of the insured workers might actually be higher than the table shows.  

In the case of pensioners, a steadier trend has been observed for the number of the total pensioners, as well as the pensioners of these three occupational groups. In 2008, however, there are slight upswings in the number of the pensioners for three occupational groups. It seems that the global financial crisis might have led to this increase in the number of pensioners by provoking different motives for each category of pensioners. For example, many self-employed satisfying the statutory requirements laid down by the relevant act to be entitled to a pension have applied for the pension due to the contraction in the demand. The workers, on the other hand, have been encouraged to do so by their employers by introducing financial incentives again because of the decline in demand triggered by the crisis. 
TABLE 21

Amounts of the Total Premium Revenues and 

Expenditures of SSI Yearly Changes

(In thousand TL)*
	
	2006
	2007
	2008
	2009

	
	Amounts
	Change

(%)
	Amounts
	Change

(%)
	Amounts
	Change

(%)
	Amounts
	Change

(%)

	Total Premium Revenues
	41.619.875
	34.8
	44.051.677
	5.8
	54.546.453
	23.8
	54.579.182
	0.1

	Total Expenditure
	62.742.529
	66.3
	72.295.341
	60.9
	84.482.452
	64.6
	96.218.784
	56.7

	
	
	
	
	
	
	
	
	

	Workers
	
	
	
	
	
	
	
	

	Premium Revenues
	25.703.675
	29.4
	29.562.848
	15.0
	34.734.233
	17.5
	38.054.029
	9.6

	Expenditure(P+H)
	36.084.000
	71.2
	44.148.673
	67.0
	-
	-
	-
	-

	 Pensions
	24.978.000
	29.3
	29.410.421
	17.7
	33.507.897
	19.5
	38.362.543
	14.4

	Health
	11.106.000
	57.1
	14.738.252
	32.7
	-
	-
	-
	-

	
	
	
	
	
	
	
	
	

	Self-Employed
	
	
	
	
	
	
	
	

	Premium Revenues
	8.102.200
	122.0
	5.742.829
	-29
	9.523.271
	66
	5.059.463
	-47

	Expenditure(P+H)
	10.820.155
	18.2
	11.153.927
	3.1
	-
	-
	-
	-

	 Pensions
	7.003.855
	26.7
	8.101.755
	15.7
	9.099.326
	12.3
	10.765.444
	18.3

	Health
	3.816.300
	5.2
	3.052.172
	-30.1
	-
	-
	-
	-

	
	
	
	
	
	
	
	
	

	Civil Servants
	
	
	
	
	
	
	
	

	Premium Revenues
	7.184.000
	6.0
	8.746.000
	11.9
	10.288.949
	17.6
	11.465.690
	11.4

	Expenditure(P+H)
	15.838.374
	13.3
	16.992.741
	7.2
	-
	-
	-
	-

	 Pensions
	13.094.000
	18.3
	14.799.552
	13.0
	16.529.316
	11.7
	18.280.113
	10.6

	Health
	2.744.374
	-6.0
	2.193.189
	-30.1
	-
	-
	-
	-


*Because of the provision of health under the General Health Insurance after 2007, the data has not been included into the Table.

Source: SSI, Own calculation

Total premium revenues and the expenditures of the SSI are presented on Table 21. The major social security reform has almost coincided with the global financial crisis. As explained above, this reform has introduced a universal health care system and thus the cost of the provision of health care for all the occupational groups has been transferred to the General Health Insurance. Because of the complexities in the government budget, the cost of the health care has been omitted from the analysis.    

In addition to the cost of health care, the social security reform has also re-structured the premium basis for the self-employed and introduced new measures to stimulate workers to pay higher amount of the contributions in order to be entitled to the higher pensions. They have inevitably affected the amount of the revenues which can be observed from the yearly changes.   

CHART 9
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However, the impact of the global financial crisis can be examined by looking at premium revenue /expenditure rates. As illustrated on the Chart 9, the gap between premium revenues to cover the expenditure has fallen by almost 35 per cent between the years 2006 and 2009 and nearly 8 per cent between 2008 and 2009. This revenue-expenditure gap associated with premium incentives and other transfers has amounted to nearly 2 per cent of GDP of Turkey.
 

Last but not the least the global financial crisis has also created a negative impact on the premium payment tendency due to the tight financial and credit conditions. For example, the amount of the premium due has been doubled and reached nearly TL 15 billion, as of December 2009. This represents almost a quarter of total premium revenue.    

On the other hand, the tidal effects of the global financial crisis have also reached to the clientele of social security.  The amounts of cost sharing in the out-patient departments which had been previously set as TL 2 by the SSI Circular of 2009/77 have re-determined by the Act No: 5917 according to the position, location and expertise of the health care provider. Some measures have also been taken concerning the generic products.

In a nutshell, the examination of the data suggests that the global financial crisis has led to the decline in the number of the insurers covered by the contributory programmes, decrease in the premium payment tendency and the increase in the number of pensioners and thus resulted in financial imbalances in the implementation of the contributory social security programmes 

4.2.2. Impact of Global Financial Crisis on Unemployment Insurance and Other Employment Related Programmes

The global financial crisis has also affected the unemployment insurance programme in several respects. As illustrated on Tables 22 and 23, the numbers of beneficiaries from unemployment insurance benefit have jumped from 101.890 in 2007 to 193.003 in 2008, showing an increase of 89.4 per cent. It has recorded another 20.1 per cent increase in 2009 compared to 2008. In other words, the rise in the number of beneficiaries has realized almost 230 per cent between the end of 2007 and 2009.

TABLE 22
Number of Beneficiaries and Yearly Changes (In thousand TL)

	
	2007
	2008
	2009

	
	Numbers
	Change

(%)
	Numbers
	Change

(%)
	Numbers
	Change

(%)

	Number  of Beneficiaries
	101.890
	3.9
	193.003
	89.4
	231.829
	20.1


               Source: ISKUR, Own calculation

TABLE 23
Amounts of the Total Premium Revenues and Expenditures 

and Yearly Changes (In thousand TL)

	
	2007
	2008
	2009

	
	Numbers/
	Change

(%)
	Numbers
	Change

(%)
	Numbers
	Change

(%)

	Total Premium Revenues
	10.068.774
	31.5
	13.158.691
	30.7
	16.174.977
	22,9

	
	
	
	
	
	
	

	Total Expenditure
	1.344.425
	17.2
	1.828.703
	36.0
	3.022.892
	65.3


            Source: ISKUR, Own calculation
Similar unfavourable trends have also been observed on the total premium revenues and total expenditure. While, the rate of increase in the total premium revenues has gradually decreased from 31.5 per cent in 2007 to 22.9 per cent in 2009, the total expenditure has risen 2.2 times during the period under consideration. The inverse correlation can be easily identified on the Graph 3 below.
GRAPH 3
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As a result the global financial crisis has created destructive impacts on the financial balance of the unemployment insurance by giving rise to the benefit claims, while pushing the revenues down because of the decline in the number of the contributors.      

4.2.3. Impact of Global Financial Crisis on Other Employment Related Programmes

On the other hand, by adopting the Act No: 5763 of 15.05.2008 concerning the Amendment of Labour Law and Some Other Laws, an Additional Article has been inserted into the Act No: 4447 concerning Unemployment Insurance. In this article it has been stipulated that if an employer who employs his / her employees registered with the SSI, stops or reduces weekly working time temporarily at his /her workplace due to general economic crisis or force majeure and notifies the situation to ISKUR and relevant trade union, the workers are paid short working time allowances up to 3 months, provided that this temporary stop or short working time shall continue at least 4 weeks. 

With the perception of the threat posed by the crisis in the global market, the Act No 5838 of 18.02.2009 respecting the Act concerning the Amendments in Some Acts has been adopted. The Act has increased the benefit period from 3 to 6 months and raised the amount of benefits by 50 per cent, but limited the enactment of this provision with 6 months. On 22.06.2009, a Council of Ministers Decree No 2009/15129 has extended the enforcement for another 6 months. 

Table 24 displays the number of beneficiaries and amounts paid to them from the short working time scheme. Even a glimpse shows how destructive the global financial crisis has been on the employment and social protection programmes. The number of beneficiaries has increased almost 900 times within months, rising from 650 only to 508 thousand between mid 2008 and the end of 2009.

TABLE 24
Number of Beneficiaries of Short Working Time Scheme and Amounts Paid 

	Years
	Number of Beneficiaries
	Amounts

(In thousand TL)

	2007
	40
	22.1

	2008
	650
	70.6

	2009
	508.253
	162.506,3


                                            Source: ISKUR

Additional Article 1 which has also been inserted by virtue of the Act No: 5763 into the Act No: 4447 concerning Unemployment Insurance has guaranteed the payment of the wages of the workers in the state of the insolvency of their employer up to a maximum 3 months. The claims made in this regard have also been presented on Table 22 below. The number of the guarantee fund beneficiaries and the total amounts of the benefits has demonstrated similar trends to that of the short working time allowance. The number of beneficiaries has increased from 827 in 2008 to 12.371 in 2009, a 15 times increase. 

TABLE 25
Payments from Guarantee Fund 

	Years
	Number of Beneficiaries
	Amounts

(In thousand TL)

	2007
	2.223
	3,602.1

	2008
	827
	1,071,8

	2009
	12.371
	22,338.5


                                   Source: ISKUR

The data provided regarding short working time and guarantee fund payments very clearly exemplifies the dramatic impact created by the global financial crisis on employment and social security in Turkey. The data covers not only the unemployed whether temporarily or permanently, the employers bankrupted, employers who have had to suspend their activities and the workers who have lost all their wages except those of the last 3 months, but also how the global financial crisis has caused a burst in the economy and the costly price of its cure.  
5. FUTURE POLICY IMPLICATIONS OF THE GLOBAL FINANCIAL CRISIS

5.1. COUNTER-CRISIS POLICIES

As it is the case for many transition economies, Turkey is also depended on the demand increases and the financial stability in the developed world to sustain the higher growth rates. Therefore, the decline in the performance of the Turkish economy due to the contraction in global demand, tight credit conditions and declining commodity prices was an expected one. Nevertheless, after a certain period, the crisis has begun to build itself upon the existing structural problems inherited in the Turkish economy by creating a series of knock-on effects on the domestic aggregates. 
Moreover the uncertainties created by the crisis have aggravated the situation further. As a result, very comprehensive fiscal stimuli packages have been put into implementation by virtue of Act No: 5838 of 18.02.2009 concerning “Amendments in Some Acts” to recover the economy and to fight against employment problems.  In this legal analysis, it might be useful to summarize some of these stimuli packages since the data provided in the previous chapter illustrates the results obtained after the implementation of these measures. Examination of the fiscal stimuli measures may help not only to isolate the effect of these measure and thus to have a quite clear idea about the real impact of the crisis but also to imply the future policy options.

5.1.1. Measures to stimulate consumption

Firstly a series of measures has been taken to stimulate private consumption directly and indirectly. In this respect a Council of Ministers Decree No: 2009/14082 which has been adopted based upon the authority delegated by the Act No 5838 and has become effective between 17.03.2009 and 15.06.2009 has introduced a wide range of provisions either to reduce or to annul completely the value added (VAT) and special consumption (SCT) taxes and some fees in order to reverse the trends experienced in the domestic demand. In this regard;

· STC rates imposed on the vehicles have been reduced from 10 per cent to 1 per cent only for commercial vehicles and between 4 per cent and 19 per cent for private vehicles varying according to the engine capacity,

· 6.7 per cent STC rate on the  white goods and other electronic household goods has been annulled,

·  A 10 % decrease has been stipulated for; 

·  the special communication tax on wired, wireless and mobile internet services,

· VAT charged for the sales of the houses above 150 m².
· VAT imposed on furniture,

· VAT on computer and other related products,
· VAT on newly opened workshop sales,

· Transaction fees being paid during the land registry.   

Secondly, the stimulus package has also included items aimed at increasing the levels of disposable income particularly for low income groups. Such measures have consisted of the following implementations;

· an average of 11 per cent increase in the amount of the unemployment benefit by the Act No 5763 by changing the mode of calculation,

· Extending the benefit period from 3 to 6 months and raising the amount benefits by 50 per cent for short working time allowance,
Thirdly, the Act 5838 has also provided an opportunity for 1979 and over model car-owners to avoid from the payment of traffic penalties and motor vehicle tax and the interest payable due to delays in their payments to promote new car sales, provided that they discard their old cars.
Finally, the rate of the resource utilisation support fund (RUSF) for the consumer loans allocated by the banks and other financial institutions for the private consumption has been decreased by 5 percentage points.

5.1.2. Measures to revive business and increase investments 

The second type of incentives have usually focused on offsetting the tight credit condition in the global market by attracting the Turkish deposits kept abroad and reducing the direct and indirect costs of running a business.

Firstly, the Act No: 5811 respecting Bringing in Some Assets to the National Economy has been adopted on 13.11.2008 to attract the Turkish deposits kept abroad through tax reductions and exemptions. Moreover, the rate of the withholding tax for equity earnings which was 10 per cent has been completely annulled.

Secondly, income and corporate tax incentives have been stipulated in the different legal instruments. Notably;

· Introducing considerable discounts in corporate and income taxes by virtue of the Article 9 of the Act No: 5838 and easing the appropriation of the land owned by the Treasury for new investments,

· Extending the implementation period of the Act No: 5084 of 24.01.2005 on Inducing Investments and Employment and Amendments in Some Acts up to 31.12.2009,

· Reducing the interest charged to 3 per cent and enabling the payment in instalments over  18 months for the taxes due with the Collection Communiqué of 30.10.2008

· With the adoption of the Act No: 5904 of 16.06.2009 on the Amendments in the Income Tax Act and Some Other Acts;
· Exempting agricultural warehousing income and corporate tax up to 31.12.2014,

· Exempting from corporate tax for the SMEs merged before 31.12.2009

Thirdly, additional funds have been made readily available for SMEs, subsidies for the energy expenses and interest payments have been provided to firms operating in the regions listed in the Act No: 5084 and credit guarantee agencies have been supported with an additional TL 1 billion. 

Finally, some drastic measures have been taken with the adoption of the Act No: 5763, widely known as “employment package” to reduce labour costs. The relevant provisions of the said Act include that

· The statutory social insurance contribution rate of the employers has been reduced to 15,5 per cent and the remaining 5 per cent shall be paid by the Treasury

· The employers’ share of contribution to old-age, invalidity and survivors insurance scheme shall be paid by the Unemployment Insurance Fund up to the full amount for the first year, 80 per cent in the second year, 60 per cent in the third year, 40 per cent in the fourth year and 20 per cent in the fifth year for each man employed between the age of 18 and 29 and woman, irrespective of age hired within the last year.

· The treasury shall pay all the employers’ share of social insurance contribution for the disabled employees hired due to the statutory requirement of the relevant act which stipulates that the rate of the disabled employed shall not be less than 3 per cent for the firms employing 50 or more workers and the obligation to employ ex-convicts and victims of terror has been annulled for the private sector.   

5.1.3. Results of the Counter-Crisis Policies

Many countries have adopted fiscal stimulus packages to counter balance the adverse effects of the global financial crisis, although their format and size vary from one country to another. In fact, according to ILO, the average size of fiscal stimulus packages in 2009 amounts to 1.9 per cent of GDP in advanced G20 countries and 2.2 percent of GDP in emerging and developing G20 countries.
  

As shown on the Table 26, Turkey which is among advanced G20 countries has devoted 5.2 per cent of its GDP which is around $ 38 billion for the fiscal stimulus package up to the end of 2009.  It is almost 3 times of the G20 average andhigher than that of Argentina, Australia, France, Italy and the UK.  

TABLE 26
Fiscal Measures to Address the Global Financial Crisis 

in Some Selected Countries
	
	Share of GDP

(%)


	Fiscal Stimulus

($ Billions)



	Argentina
	          1,2
	3,9

	Australia
	          4,7
	47,0

	Brazil
	          0,2
	3,6

	China
	        13,3
	585,3

	France
	          1,3
	36,7

	Italy
	          0,7
	16,8

	Malaysia
	          5,5
	12,1

	Saudi Arabia
	        12,5
	60,0

	Turkey
	          5,2
	38,0

	United Kingdom
	          1,4
	38,0

	United States
	          6,8
	969,0

	Vietnam
	          9,4
	8,4


                                  Source:  Summarized from the Table 1.4 in UN (2010), P.20

A quick examination of the trends in some important macro-economic variables by comparing the changes prior and after the fiscal stimulus package, presented on Table 27, suggests that the fiscal stimulus packages have helped to put the economy on the right track again. More specifically, while the total and private domestic consumptions between 31.12.2008 and 31.03.2009, prior to implementation of the comprehensive fiscal measures, have contracted 8.3 per cent and 10.0 per cent, they have increased 8.5 per cent and 10 per cent between 31.03.2009 and 31.12.2009 after the implementation of the programme. Similarly the GDP growth rate has increased 15.6 per cent between 31.03.2009 and 31.12.2009. 

TABLE 27
Changes in Some Macro-economic Aggregates Compared to 31.12.2008 and 

Changes between 31/03/2009 and 31/12/2009 (%)
	
	31/12/2009
	31/03/2009


	Change  Between (31/03/2009 and 31/12/2009 )



	
	Change (%)
	Change Amount

(Thousand)
	Change (%)
	Change Amount

(Thousand)
	Change (%)
	Change Amount

(Thousand)

	Total Consumption
	0.2
	
	-8.3
	
	8.5
	

	Private
	-0.1
	
	-10.0
	
	10.1
	

	
	
	
	
	
	
	

	Manufacturing Industry Capacity Utilization Rates
	70.7*
	
	65.4
	
	7.5
	

	
	
	
	
	
	
	

	GROWTH RATES
	
	
	
	
	
	

	GDP
	0.9
	
	-14.7
	
	15.6
	

	Agriculture
	3.5
	
	0.3
	
	3.2
	

	Industry
	1.1
	
	-20.6
	
	21.7
	

	Services
	0.4
	
	-13.2
	
	13.6
	

	
	
	
	
	
	
	

	Employment
	0.4
	83
	-5.0
	1.046
	5.7
	1.129

	Unemployed
	13.5
	39
	14.1
	470
	13.1
	431

	Unregistered Employed
	1.2
	108
	-9.7
	896
	12.0
	1.004

	
	
	
	
	
	
	

	Unemployment Insurance Beneficiaries
	19,6
	38
	61,1
	118
	-25.8
	80

	
	
	
	
	
	
	

	INSUREDS
	
	
	
	
	
	

	Workers 
	2.6
	228
	-4.5
	392
	7.3
	620

	Self-Employed
	-1.8
	-178
	0.8
	27
	-7.2
	275

	Civil Servants
	-9.9
	-223
	-7.6
	-185
	-1.7
	-38


*As of November 2009,

Source: Own calculations from TurkStat, ISKUR, SSI, Treasury and SPO data

These favourable trends are also observed in the employment figures. For example, while the numbers of unemployed and the unemployment beneficiaries have literally jumped with the additional 470 thousand and 118 thousand persons respectively between 31.12.2008 and 31.03.2009, after the enforcement of the fiscal stimulus package, the number of the unemployed has been reduced by 431 thousand and 80 thousand for the unemployment insurance beneficiaries between 31.03.2009 and 31.12.2009.  Similar trends have been observed for the unregistered employed, the number of the workers employed in the unregistered economy has increased 1.004 thousand between 31.03.2009 and 31.12.2009. Thus the total job gains during the same period have amounted to 1.129 thousand.        

Nevertheless, despite visible recovery in some of the very important aggregates, the unregistered employment seems to have been aggravated despite the enactment of the comprehensive fiscal stimulus package which also includes a detailed and constructive employment component. Unregistered employment which has shown a diminishing trend up to 31.02.2008 has displayed an upswing and more than one million new unregistered employees have joined the existing ones. In one sense, it can be argued that the recovery in the GDP growth rates have not contributed to the decline in the number of unregistered employed. On the contrary it has led to an increase in it. A similar trend has also been observed for the self-employed. The fiscal stimulus measures have not been successful in halting the decline in the number of the self-employed which can clearly be observed on Table 27 concerning the changes in the number of the insured.

These findings support the findings of other studies made on the results of the previous crisis which concludes that “in the aftermath of the previous crisis, wages were depressed over a sustained period, the incidence of informality increased and many small enterprises went out of business.”
  

As a result, the fiscal stimulus package implemented in Turkey has been unable to reverse the employment trends for certain categories of employed. It implies that unless sound social and economic policies are designed and implemented, this limited victory won in the fight against the adverse impacts of global financial crisis will not enable Turkey to win the war against the unemployment and unregistered employment in the long run. Therefore, the programmes designed to “sustain enterprises, accelerating employment and jobs recovery”, as emphasised by the ILO
  and to tackle with structural imbalances which are deep-rooted in the labour market are necessary. Some of the policies and measures which could be implemented to reduce unemployment and unregistered employment can be summarized as follows, accepting that determining all policy options regarding this issue is extremely complex varying from one country to another and lying beyond the scope of this analysis.   

5.2. SOME POLICY OPTIONS TO ERASE THE FOOTPRINTS OF  GLOBAL FINANCIAL CRISIS AND TACKLE WITH THE STRUCTURAL PROBLEMS IN LABOUR MARKET

5.2.1. Sustaining Fiscal Stimulus Measures

As it has been explained above, despite the enactment of comprehensive fiscal stimulus packages, a high number of self-employed were pushed out of the system, and the overwhelming majority of new-entrants to the Turkish labour market, which was 934 thousand in 2009, could not be absorbed by the formal sector and consequently both unregistered employment and youth unemployment rose. But, these fiscal stimulus measures seem to have helped the employed to keep their jobs after a short period. 

Unfortunately, the public confidence in the state of the economic system has not yet been completely restored. As explained earlier, it is still 15 points lower than it was at the end of 2008. On the other hand a survey undertaken between April 2008 and January 2009 on the expectations of businessmen clearly demonstrates that 20.88 per cent of the firms expect sales to decrease, while 26.86 per cent of firms expect no change. The rates of the firms expecting a reduction in the number of the full-time employees and inability to repay debt due are 13.76 per cent and 17.22 per cent.
 

Under these circumstances, restoring the confidence of both consumers and businessmen in the economic system is of vital importance. Otherwise there might even be a risk of losing some jobs which had previously been saved. Moreover, the previous experiences concerning the past crisis show that the recovery of employment levels usually lags behind the economic recovery and it on average  takes at least 3 to 4 years from the beginning of the economic recovery for the employment level to turn back to its the pre-crisis level.
  It puts another challenge before the decision makers. This is to create jobs as quickly as possible in order not to let older workers become permanently unemployed.

Therefore, the fiscal stimulus measures should be continued to where the system begins to absorb new entrants to the labour market, if long-lasting widespread unemployment and informal economy are to be avoided. It implicitly means that these fiscal measures should also be linked to the employment growth. Although in the short run it may pose some financing problems, in the long or even medium run, the system may well cover all the cost associated with it owing to flourishing business activities and consequently increasing tax revenues. 

5.2.2. Rehabilitating the Business Environment to Stimulate Investments 

Some very reputable institutions like the ILO warn that “most countries will need to achieve strong growth acceleration between 2011-2014 to offset the job destruction and displacement of workers caused by the crisis.”
  The attainment of higher growth rates, however, requires more effort and infrastructure than mere fiscal policy measures. Among them, stimulating investments and attracting foreign funds have special importance. But, in a sphere of  extreme competition to attract investments, the promises of the business environment is crucially important and yet as displayed by Doing Business, Turkey ranks as 73rd  among 183 countries in the World in terms of ease of doing business in 2010.
      

This low ranking is also observed in all ten topics measured, and the rankings for starting a business, dealing with construction permits, employing workers, registering property, getting credit, protecting investors, paying taxes, trading across borders, enforcing contracts and closing of a business range between 27th and 145th out of 183 countries. Another study has found out that complex government regulation causes Turkish managers to spend 18 per cent more of their times than their counterparts in the EU 10 countries to tackle with the provisions of the existing regulations.
    

Some important strides have been taken with the establishment of the Coordination Council for the Improvement of the Investment Environment (YOİKK) and the enactment of the Act No: 5838 to reduce bureaucracy. But long-lasting and radical measures need to be introduced to improve the business climate and thus to benefit fully from the costly fiscal stimuli implementation.

5.2.4. Adjusting Labour Cost 

As explained in the previous section, Turkey ranks as 145th among 183 countries in terms of employing workers.
 This of course seriously hinders efforts to increase employment discouraging the investors. 
Apart from some rigidities in the labour legislation and other components of the labour cost like contracting arrangements, redundancy and severance payments, the amount of the social security contributions with its total rate reaching to 42 per cent of the wage is drastically high and provides disincentives to employ more labour. Therefore, the labour cost reduction should be seriously considered, because it will favourably affect both demand and supply sides of the labour market, encouraging the employers to hire more labour by reducing the overall cost, while giving rise to the disposable income of the employees.    

In fact an analytical study undertaken by Taymaz, referred to in a World Bank Report, which attempts to estimate the percentage change in employment as labour cost change clearly shows that employment in Turkey is quite sensitive to the labour cost and responds positively to the reductions in it.
 It suggests that a 1 per cent reduction in labour cost might result in the employment increase between 0.4 and 0.6 per cent. Another important finding of Taymaz’s analytical study is the relatively quick responsiveness of employment to the labour costs change in Turkey, adjusting itself within 16 months.    

TABLE 28
Long-Term Total Wage Elasticities for Manufacturing and Construction Industries

	
	Production Workers
	Administrative Workers
	All Workers

	Manufacturing-Capital Goods
	-0.37
	-0.07
	-0.41

	Manufacturing-Consumer Goods
	-0.58
	-0.11
	-0.64

	Manufacturing-Intermediate Goods
	-0.49
	-0.02
	-0.46

	Construction
	-0.43
	-0.17
	-0.48


Source: Taymaz (2006), Table A1a), from World Bank (2009) P. 16

Nevertheless, as illustrated by Heckman and Pagés and Gruber
, the labour cost reductions made through decreasing the amount of the social security contribution and/or income tax are normally shared by employer and employees and therefore the total impact varies according to the degree of actual reduction accomplished in the total labour cost. This issue is extremely important, since the cost-effectiveness of a labour cost reduction measure to a great extent depends on selecting the target group which would promise the highest wage cost change.

As far as Turkey is concerned, the findings of a World Bank study indicates that when the pass-on effects are taken into account, a 1 per cent cut in social security contribution on the wage of the average worker would result in 0.25 per cent employment increase, while the employment increase would be 0.50 per cent, if low-wage group is targeted. Therefore the said study recommends that the labour cost reduction measures should especially target low wage groups, youths and women. 
 
In addition to the labour cost reduction implementations, the wage subsidies in low income provinces in Turkey have also resulted in employment and formality increases, leading to cost reductions indirectly.

As it might be expected, the cut in the social insurance contribution may affect the social security premium revenue due to the fact that the employment creation would lag behind, normally 16 to 17 months and thus cause the financial imbalance for the SSI. Nevertheless, the solution can well be found in different budgetary items like reducing public spending in the short run. In the long run, however, as the number of the new recruits increase, the social security contribution base would broaden.

In a nutshell, with its present level, the higher cost of labour in Turkey not only discourages employer to hire higher number of employees, but also creates incentives to become informal for employers and workers alike. Against this, a considerable number of studies suggest that carefully planned and executed social security premium and/or tax reductions for selected target groups would increase employment, while reducing the unregistered employment. 
This would of course entail a monetary cost for the community, but the alternatives such as chronic unemployment, high youth unemployment and huge informality, might impose higher social and economic costs than the money can buy.  Besides, the system can finance itself in the medium term. Therefore, the labour cost reduction option should be a part of a comprehensive economic growth and employment programme in Turkey. 

5.2.4. Strengthening Active Employment Policies 

Despite the efforts made in the past, the Turkish labour market still suffers from some important structural and institutional problems. Quantitative and qualitative aspects of education have a special place among these problems.  

Firstly, in spite of the fact that the requirements of the Turkish labour market has upgraded towards higher quality labour furnished with information technology literacy, adaptability, competency and knowledge of a foreign language due to the globalisation, the rate of upper secondary school graduation in Turkey has been 38 per cent in 2007, being far below the OECD average of 78 per cent.
 Low skill and educational levels hinder job-seekers from finding gainful employment. For example, it is clearly stated in the ISKUR Labour Market Research Report 2009 that the majority of the employers hiring new recruits has preferred those with the graduation from the upper secondary and higher educational institutions.
 Therefore, the Turkish educational system should be improved quantitatively.   

Secondly, improving employability is a real issue in Turkey, because the quality of the products of education has an inability to meet the expectations of the employers due to several reasons. 
In the first place, the opportunities given to the student to develop themselves and improve their competencies are at present quite limited due to a lack of input and matters such as the classroom size, inadequacies in books, computers, and other classroom materials. Nonetheless, as documented by Eric A. Hanusek and Ludger Wößmann,
  the employers generally care more about what the upper secondary school graduates have learned at the upper secondary school and how they can use this knowledge in fulfilling their tasks, rather than from which school the job seeker has graduated.  

In the second place, there is another problem with the quality of the education which is closely related to the findings of Eric A. Hanusek and Ludger Wößmann which is the skills which they have. In this respect, the technical and vocational schools have a lot to offer. But, the rate of these schools in the secondary education has decreased from 42.3 per cent in 1995 to 35 per cent in 2008.
 
A final point on the quality of education is that higher education cannot fully equip the graduates with the skills needed by the employers. A World Bank research report indicates that almost 40 per cent of the Turkish firms are not satisfied with the skills and the competencies of the graduates.
  The argument of the employers is also accepted by the graduates whose 43 per cent finds school curricula either inadequate or irrelevant.
 All these problems need to be eliminated in order to provide smooth transition from school to work.  

Thirdly, the provision of information on the labour market and particularly career guidance are quite limited at universities. The undergraduates attend universities with no or limited knowledge about the labour market, job prospects and the skills which they need to have to be hired.
 In fact a World Bank research cites that 44 per cent of the respondents participated into Labour Market Assessments has identified lack of information and lack of jobs as the biggest problem before them in entering into the labour market.
 Therefore, the job counselling systems and other supportive networks should be established. The establishment of such a system might also contribute to increasing the effectiveness and efficiency of the educational system.   

Fourthly, the administrative capacity of the relevant bodies should be further improved. Although the Act No: 5763 has enhanced the capacity of ISKUR, the main body organizing labour market activities, to help the job-seekers’ effort towards employment and to develop their skills, it still remains far from being fully satisfactory. The programmes like job hunting, CV building and preparing for the interviews will enhance the employability of job-seekers. 
ISKUR can also contribute to employment increase raising the effectiveness of its job placement activities, because there seems to be room for manoeuvre to place workers by matching the labour demand and supply. For example, the results of “Labour Market and Skill Needs Research 2005” undertaken by Strengthening the Vocational Education and Training in Turkey (SVET) and the Turkish Employment Office (ISKUR) demonstrate that nearly 50 per cent of the firms who responded to the survey suffers from one or more unmet skill need, despite widespread unemployment.
 It seems possible to fill in some of these vacant positions with providing timely and better information. 

Finally, the so-called “second chance programmes” sponsored by the public should be given priority, while provision of vocational training programmes for skill development, up-skilling and career change is particularly important for disadvantaged groups, the public programmes could make up the inadequacies of the private sector training programmes which were only 2 per cent of the total in 2005. 
 These programmes, if designed carefully for selected target groups like un-skilled and less educated people from poorer segments of the population, would not only lead to the rise in employment but also contribute to control unregistered employment. 

5.2.5. Improving Social Protection Programmes 

Improving social security programmes should be made an inseparable component of the comprehensive economic and social programmes in countries like Turkey where the high unemployment and unregistered employment are prevalent. Moreover, the economic hardships such as the financial crisis make them a must. 

Firstly they serve for boosting the demand contracted due to the crisis and thus help to revive the economic activities which might otherwise decline. Therefore, they are sometimes called as automatic economic stabilizers. 

Secondly, the social protection programmes like, extending free medical services for the poor, assuring minimum income security through means tested family benefits social insurance scheme which does not exist in Turkey in its traditional format raise the opportunity cost of the labour. This particular feature of the programmes confers the job-seekers with a certain degree of bargaining power. In the absence of such programmes, however, those who are unemployed and/or living in poverty would generally accept any work because of their desperate position enforcing them to do so to meet their families’ immediate needs and would not be peculiar about the nature of the job. 

Extending or improving the social protection programmes would not only limit the growth of the informal economy, but also lead to contraction of it. In fact, as demonstrated by ILO, the social assistance or/ protection programmes have taken their places at the heart of successful formalization and anti-unemployment programmes in several countries.
 As a result, the Turkish Government should introduce the log-awaited family benefits scheme which will target carefully selected segments of the population and consolidate the existing ones, notably guarantee fund, short time work allowance and unemployment benefit.
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