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TURKEY: A DRIVER FOR EUROPEAN GROWTH

Opening

Ladies and gentlemen, | would like to thank you for inviting me to this conference. It is
a pleasure to be back in Istanbul.

| find the topic of today’s conference, ‘out of the crisis with competitiveness’, extremely
relevant. We all know that the recovery from the economic crisis is fragile at best and
that important decisions have to be taken to put Europe back on track. An agenda
focused on growth and competitiveness is crucial for achieving this. In addition,
economic integration between the European Union and Turkey can play an important
role.

However, before | explore this topic in more detail, let me first say a few words about
BUSINESSEUROPE and the Alliance for Competitive European Industry.

BUSINESSEUROPE & ACEI

BUSINESSEUROPE brings together 34 leading business federations, including
TUSIAD and TISK, from 40 European countries. We are representing European
business towards the European institutions: the Commission, the Council and the
Parliament.

We enjoy a very fruitful cooperation with our Turkish members TUSIAD and TISK. We
work together on a variety of important issues for European industry, such as
employment, energy, trade, industrial policy and climate change.

BUSINESSEURORPE is also an active member the Alliance for Competitive European
Industry, of which | am co-chairman. The Alliance unites 11 European industry sector
associations and promotes the competitiveness of European industry on a global scale.
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Economy

We are acutely aware that although recession may be drawing to a close, difficult
challenges need to be addressed. Let me give you a few figures:

e By the end of 2010, total private investment (= fixed capital investment) in the
EU is expected to have declined by around 15% from its 2008 level.

e 10 million jobs will be lost in 2009-2010. This will increase unemployment levels
in the EU to 11%.

e In 2010, public indebtedness will have reached close to 80% of the EU’s GDP,
with extremes up to 101% for Belgium, 116% for Italy and 124% for Greece.

Ladies and gentlemen, these are dramatic figures which require determined action
from policy-makers!

Institutional changes in Europe

Currently, there is little determined action taking place in Brussels. We are in a period
of institutional change. A new European Parliament has just been installed. We are
awaiting the appointment of the next European Commission.

Also, the Lisbon Treaty has finally been ratified. This treaty increases the competences
of the European Parliament. It also foresees for more qualified majority voting in the
Council. Finally, it creates two important new posts. The first is a high representative
for foreign affairs, the second a president of the European Council. As business, we
expect that these changes will lead to a stronger Europe, both internally and externally.

We hope that from early 2010 onwards, the new Commission will start working hard to,
as we have said, ‘put Europe back on track’.

Challenges & Expectations

What are the challenges for Europe’s growth and competitiveness? What do we
expect from policy-makers?

» Restoring credit flows
For companies, access to finance remains the number one concern.
Companies’ investment in machinery and equipment is already down more than
20% since last year. We need to reverse this trend rapidly. In this context,
interest rates will have to be maintained at a low level for a considerable period
of time.

» Fixing the financial system
There is a significant risk of over-regulation in the financial market. About two
thirds of the external financing of companies in continental Europe is channelled
through bank loans. Therefore, the future shape of the banking sector and its
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regulatory environment has important consequences for European businesses.
Well-intended regulation should not be allowed to stifle much needed
investment and entrepreneurship.

Developing a viable exit strategy

Timely and coordinated withdrawal of state interventions in the financial sector
must be prepared in order to be ready once the recovery is secure. Restoring
confidence in public finances requires clear commitments on “when” and “how”
to stop deficits.

o On timing: consolidation should start no later than 2011 if the recovery
proves to be self-sustained.

o On the substance: Higher taxation, particularly on labour and capital,
will impose lasting damage on growth and job prospects. The priority
must be to reduce public spending and rebuild tax basis through
growth-enhancing reforms.

Changing drivers of growth (geographical & technological)

A fourth challenge lies in the changing drivers of global growth. Growth is not
taking place in Europe, Japan or the US. Emerging economies like India, Brazil
and China are becoming the drivers of growth. In order to benefit from this, we
need to gain access to these fast growing markets.

Growth drivers are also changing in technological terms. In order to lead in the
fight against climate change, Europe has to develop a variety of innovative
products and services. However, the EU needs to address the weaknesses in
Europe’s innovative capacity in order to accomplish this goal.

Energy and climate change

(1) Pressure on energy and natural resources can be a bottleneck for economic
growth. QOil reserves are shrinking and gas supplies can be uncertain.
Diversifying energy sources is needed both for economic and environmental
reasons.

(2) Another challenge is the transition to a low carbon economy. This requires
significant changes in production and consumption patterns. International
coordination and a constant awareness of competitiveness issues are
needed not to endanger Europe’s industrial base.

Demographic ageing

A final challenge for European growth and competitiveness is demographic
ageing. The ageing of Europe’s working-age population will result in the loss of
2 million workers by 2020 and 50 million by 2060. Turkey is in a much more
fortunate position in this respect (which creates other problems to be solved).
The study that will be presented later today illustrates this. But for most member
states in the European Union the situation is acute.
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It is key to implement the principle of flexicurity, which combines the flexibility
employers need to meet changing situations, with security for workers by
supporting them between jobs and providing skills training.

European business expects these points...

1) Credit flows

2) The financial system

3) Exit strategies

4) Changing growth drivers

5) Energy and climate change
6) Demographic ageing

....to be at the core of Europe’s strategy for recovery, growth and competitiveness.

Turkey as a driver for growth

What is the place of Turkey in Europe’s growth and competitiveness agenda? Closer
EU-Turkey economic integration can help to address some of the EU’s challenges,
such as the lack of growth and pressure on resources.

1) Growth

Many forward looking studies suggest that by 2050 the center of gravity of the world
economy will shift to Asia and that the relative weight of the EU will decline. One of the
main ways to avoid this scenario would be through deeper integration between the EU
with Turkey, Russia and the Southern Mediterranean countries.

Turkey’s has a vibrant population of 71 million and a high average GDP growth of
between 4% and 8% yearly (over the last 5 years). The Turkish economy offers
business an attractive and high-growth investment climate. It also has a largely skilled
work force and a huge market.

Turkey is an important market for the EU:

o Already approximately 8000 European companies are active in Turkey. Foreign
direct investment to Turkey has gone up dramatically from €1.2 billion in 2002
to €16.9 billion in 2006. In particular in the automotive sector, food & beverages
and chemical and petroleum products. For services, banking, retail,
telecommunications and tourism are leading sectors.

e EU-Turkey trade also increased from 70 billion in 2004 to over 100 billion in
2008, which makes Turkey the EU’s 7™ largest trading partner (just after Japan
and far ahead of South Korea).

Turkey is not only an important and dynamic market, it is also rich in strategically
placed in an area which is rich in natural resources. This brings me to my second point.
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2) Pressure on resources

The EU currently imports 82% of its oil and 57% of its gas. It is the world's leading
importer of these fuels. Russia is today the single most important external supplier of
natural gas and oil. It accounts for some 50% of total EU gas imports, and for over 30%
of total EU crude oil and oil product imports.

With increasing pressure on energy and raw materials, Turkey is strategically placed to
offer solutions for Europe.

e Turkey is a bridge between Europe and the Middle East, the countries around
the Black Sea and Central Asia; all of which are rich in resources.

e Your country is a key player in the EU’s development of a diverse energy
network. An increasing amount of oil and gas will flow through Turkey.

e The Nabucco pipeline, in the early years after completion, is expected to deliver
between 4.5 and 13 billion cubic meters per year. Around 2020, the supply
volume is expected to reach 31 billion cubic meters; which will be between 5-
10% of Europe’s gas imports.

A stronger EU-Turkey relation can bring advantages through diversification of energy
supplies.

Closer integration

It is clear that Turkey plays an important role in Europe’s growth and competitiveness
agenda. But for us Europeans it's more than that! We are aware of the importance of
our economic relations with Turkey. But we also recognize Turkey’s ambition for
deeper political and institutional integration.

The recent progress report published by the European Commission is a step forwards.
The report recognizes the progress made by Turkey, for example with regard to reform
of the judiciary and alignment with the EU’s legal order. Some challenges still exist:
economic reforms have slowed down and many structural reforms need to be
undertaken. It is your role as key players in Turkey to push for this.

Ladies and gentlemen. In conclusion: | believe that the current crisis has challenged
European companies like seldom before. We, entrepreneurs, are the only ones to
create jobs and generate wealth. We must make sure that companies can once again
be the engine of growth. Let us not fool ourselves. Europe’s economic recovery is
lagging behind that of its international competitors. We have therefore to catch up
urgently.
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Economic integration with Turkey is an important part of this process. Turkey has the
potential to be an important growth driver for Europe. To sustain and strengthen the
competitiveness of the European, including the Turkish, economy, | think that we
should work closely together. The accession negotiations are part of that integration
process.

Ladies and gentlemen, the road towards recovery will be bumpy, but | am convinced
that together we will emerge stronger.



