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Foreword

It is with great pleasure that | present this report, which provides a range of useful comparative
statistics on the Turkic Council Member States’ economies. The report enables direct comparison
among the Member States and provides insights that can help analyze the main economic trends,
identify issues, and shape future policy.

The Turkic Council was officially launched in 2009 by signing the “Nakhchivan Agreement” between
Azerbaijan, Kazakhstan, Kyrgyzstan, and Turkey. Since then, the Member States have introduced
major economic reforms and became increasingly interdependent in many areas. Enlarged by
granting observer status to Hungary in 2018 and joining Uzbekistan as a full member in 2019,
cooperation under the Turkic Council’s umbrella has turned into an intensive and ambitious
partnership, with clear long-term goals and readiness to deepen economic relations.

This report aims to keep economic cooperation high on the Turkic Council agenda and become a
driver for a positive change in the Member States” economic relations by providing valuable inputs
for the political elites, policymakers, analysts, and the general public.

The report explores economic trends in the Member States and examines what their economic
relations look like today. The report also highlights many challenges and opportunities and delivers
many ideas on how to improve economic ties. One of this report’s advantages is the comparability
between the national economies, which allows authorities to understand how their economies
could further be developed, encouraging them to learn from each other’s best practices under the
Turkic Council’s umbrella. Besides, the wide range of issues covered by the report makes it a
practical manual for developing economic relations among the Member States.

We welcome the fact that the economic ties between the Member States are becoming more
visible every year. However, the report’s messages are very clear: The Member States has many
things to do, to address several important issues highlighted by the findings, to keep the economic
relations growing.

| would like to encourage the Turkic Council Member States to place this report’s findings in their
development priorities, accelerate the implementation of the necessary reforms, and provide a
more sustainable framework for improving their economic relations. In this context, | want to
emphasize that the Turkic Council will continue to invest its efforts in strengthening cooperation
among the Member States and develop partnerships pertinent to economic development.

This report was developed with dedication and thanks to the skills and efforts of the SESRIC
research team. | would like to acknowledge their contributions hoping that you will enjoy reading
this report, but above all, benefit from its findings.
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Executive Summary

This study investigates the current trade and investment patterns in and among the Turkic
Council Member States. It analyses the bottlenecks in promoting trade and investment
and proposes alternative policy measures to enhance trade and investment among the
Member States. The first six chapters cover Azerbaijan, Kazakhstan, Kyrgyzstan, and
Turkey, while Chapter 7 is dedicated to Turkic Council’s new Member State, Uzbekistan.
The combined GDP of Azerbaijan, Kazakhstan, Kyrgyzstan, and Turkey (hereinafter TC-4)
was worth $999 billion in 2019. It represented 2.35% of the world economy. Turkey
dominates within the combined GDP of the TC-4, accounting for the above three-quarters
of it in 2019. Real GDP growth figures for 2017-2019 continue to display stable growth
momentum for the TC-4 economies.

In 2019, Kazakhstan recorded the highest GDP per capita among the TC-4 countries, at
$9,750. With a very close figure to Kazakhstan, $9,151 GDP per capita puts Turkey in
second place, followed by Azerbaijan in third place (54,814). According to the World Bank
data, GDP per capita was significantly lower in Kyrgyzstan at $1,324.

A fundamental weakness of the TC-4 countries is the low or meager share of
manufacturing. From 1990 to 2018 share of manufacturing in GDP has significantly fallen
in Azerbaijan, Kyrgyzstan, and Turkey. Agriculture’s share in the TC-4 economies has
progressively declined to less than 7% in Azerbaijan, Kazakhstan, and Turkey. However,
agriculture’s importance in the economic and social fabric of the TC-4 countries goes well
beyond this indicator due to the food security dimension and many families being
dependent on rural incomes.

In Turkey, economic growth continues to be largely disconnected from employment
growth. Despite real GDP growth, unemployment in Turkey reached 13.5% in 2019. In
Azerbaijan and Kazakhstan, unemployment is stabilized at around 5%. With the expatriate
working population’s contribution, the labor situation has improved in Kyrgyzstan, where
total unemployment was reduced to 6.3% in 2019.

In 2019, 98% of the export basket of Azerbaijan and 90% of Kazakhstan’s exports were
primary products and resource-based products. In the same year, the share of medium-
tech products in Turkey’s export basket was 35%. In contrast, Kazakhstan and Kyrgyzstan’s
same data was at 6%, and for Azerbaijan 1% in 2019.

External financing flows to the TC-4 countries have substantially decreased from $104.9
billion in 2013 to $25.9 billion in 2015. Net external financing flows to the TC-4 have
remained only at $13.8 billion in 2018 and 2019.



Remittance inflows to the TC-4 economies have reached $5 billion in 2019. However, this
was a 12% decrease from 2018, when the amount was $5.7 billion. Remittance inflows
were the largest external finance source for Kyrgyzstan in 2018, reaching a record high of
near $2.7 billion.

International Trade among the TC MSs

Total exports among the TC-4 countries exceeded $9.3 billion in 2012. Over the following
four years, it repeatedly fell to reach near S5 billion in 2016. Since then, an upward trend
has been observed in intra-TC-4 exports, which is recorded at above $9.5 billion in 2019.
However, after reaching 8.3% in 2012, the share of total trade among TC-4 in the total
trade volume of the TC-4 countries was steadily declining and reduced to 5.9% in 2019.

Turkey and Kazakhstan accounted for around 90% of all intra-TC-4 exports until 2014.
Azerbaijan and Kyrgyzstan were each accounting for about 4-6% over the same period.
However, Azerbaijan expanded its trade relations with the other Member States after
2016. As of 2019, Azerbaijan accounted for 30% of intra-TC-4 exports, while Turkey and
Kazakhstan’s shares declined to 33% and 32%, respectively.

Kyrgyzstan has the highest share of trade with the rest of the TC-4, with a value of 18.4%
in 2019. It was followed by Azerbaijan (14.2%) and Kazakhstan (4.3%). Although Turkey
has the largest share in intra-TC-4 trade, its share in total trade of the country in 2019 was
only 1.3%. On average, intra-TC-4 trade has more significant importance in Azerbaijan’s
and Kyrgyzstan’s trade but the lesser extent in Turkey’s and Kazakhstan’s trade.

Bilateral trade relations of individual TC-4 countries show a high concentration of trade
flows. A comparison of 2010 and 2019 indicates that Turkey has been the leading trade
partner to Azerbaijan. Kyrgyzstan became a more important partner for Kazakhstan,
diminishing the importance of Azerbaijan over the years. For Kyrgyzstan, Turkey’s
importance in its trade relations substantially increased, resulting in a fall in Kazakhstan’s
share. For Turkey, Kazakhstan remained its major trade partner. However, its share
declined ten percentage points from 2010 to 2019, while Kyrgyzstan and Azerbaijan’s
share increased seven and three percentage points, respectively.

At the sectoral level, manufactured goods had the highest share during the 2000s, and
with a share of 26% in the 2010s, it became an even more important sector in trade
relations among the TC-4 countries. However, the percentage of mineral fuels, lubricants
and related materials (28.6%) became highest during the 2010s. Particularly Azerbaijan
and Kazakhstan are rich in natural resources, and these resources constitute a significant
share of their exports. The third important sector is machinery and transport equipment,
whose share has declined from 17.2% in the 2000s to 12.6% in the 2010s.

In terms of trade policies, in 2019, the average weighted Most Favoured Nation (MFN)
tariff for all goods was 6.2% in Azerbaijan and Kyrgyzstan, 6.5% in Kazakhstan, and 7.7%



in Turkey. In preferential trade agreements, the grand average of the effectively applied
tariffs was 2.9% in Kyrgyzstan, 3% in Kazakhstan, 4.8% in Azerbaijan, and 5.7% in Turkey.

As part of the Eurasian Economic Union (EEU), Kazakhstan and Kyrgyzstan enjoy zero tariff
rates in their trade with each other. Among TC-4 countries, Azerbaijan has free trade
agreements with Kazakhstan and Kyrgyzstan. By the end of 2020, Turkey applied non-
MFN tariffs to Azerbaijan, MFN tariffs to Kazakhstan, and preferential tariffs to Kyrgyzstan
within the Generalized System of Preferences (GSP). It is expected for the signed
preferential trade agreement between Turkey and Azerbaijan to enter into force in 2021.

The most considerable trade costs are observed between Azerbaijan and Kyrgyzstan. In
2018, bilateral trade costs between Azerbaijan and Kyrgyzstan were estimated at 201%
ad valorem, which means that an additional cost of near two times the original value of
commodities were incurred in their shipment from producers to local customers. The
second most costly trade relationship within the TC-4 group was trade costs between
Azerbaijan and Kazakhstan, reaching 124% in 2018. Azerbaijan’s trade costs with Turkey
are at a considerably lower level, and as of 2018, it stands at 88%. The lowest trade costs
are observed between Kazakhstan and Kyrgyzstan, at 75% ad valorem in 2018. Trade costs
between Turkey and Kazakhstan and Turkey and Kyrgyzstan stood at near 113% in 2018.

Due to higher protectionism and the perishable nature of agricultural sector products,
these products’ trade costs are higher than manufactured goods. Still, it is promising to
observe a fall in trade costs in agricultural products in recent years. However, it is also
quite worrisome to see rising costs of trade in manufacturing goods.

Concerning trade facilitation, Turkey has the highest score with 1.56 in 2019, indicating
that it made the most progress in facilitating trade, according to OECD Trade Facilitation
Indicators. With an average score of 1.23, Azerbaijan shows a moderate performance in
trade facilitation. Kyrgyzstan and Kazakhstan need to focus more on specific aspects of
trade facilitation to improve their overall trade facilitation performance.

There are significant gaps between what TC-4 countries could export and what they
actually export. Azerbaijan has the largest untapped export potential with Turkey. In 2019,
Azerbaijan could export more than $88 million worth of products to Turkey in addition to
what is exported. Its untapped potential with Kazakhstan and Kyrgyzstan was relatively
lower, with $21.8 million and $3.7 million, respectively.

Kazakhstan also misses a significant export potential with Turkey. It could additionally
export $577.6 million worth of products in 2019 if factors that prevent these potentials’
utilization were removed. On the other hand, Kazakhstan almost fully utilized its export
potentials with Azerbaijan and Kyrgyzstan in 2019, where there were only $34 million and
$48.7 million untapped export potential, respectively. Kyrgyzstan has the lowest
magnitude of untapped export potential, mainly due to the smaller size of the economy.
However, it could export over $60 million worth of products more than what it actually
exports to Kazakhstan, $21.4 million more to Turkey, and $4.6 million more to Azerbaijan.



Turkey falls short of utilizing a significant amount of export potential with other TC-4
countries. In 2019, there was a gap of $569.4 million with Azerbaijan, $755.9 million with
Kazakhstan, and $478.6 million with Kyrgyzstan between what is exported and what could
be exported to these countries. In total, Turkey experienced more than $1.8 billion of
untapped export potential with TC-4.

Investment Trends and Prospects among TC MCs

The total value of FDI inflows to TC-4 went down from $136.6 billion in 2010-2014 to
$105.9 billion in 2015-2019. A similar picture was seen in FDI outward flows that went
down from $45.7 billion in 2010-2014 to $22.2 billion in 2015-2019. In 2019, TC-4
economies altogether attracted 0.9% of the total world FDI inflows and hosted 1% of the
world FDI inward stocks. In 2019, inward FDI Stock as a Percentage of GDP value was
65.5% in Azerbaijan, 84.1% in Kazakhstan, and 66.3% in Kyrgyzstan. In the same year, this
value was lowest in Turkey (21.6%), which could stem from the relatively larger GDP
compared to the rest of TC-4 economies.

A similar picture can also be seen concerning per capita FDI directed to TC-4 economies.
As of 2019, Kazakhstan ($8,136) and Azerbaijan ($3,215) hosted the highest FDI inward
stock in per capita terms among TC-4. The same value for Turkey was $2,238 and for
Kyrgyzstan $841.

The total number of announced greenfield FDI projects was the highest in Turkey over
2010-2019. In total, 1737 projects were reported by Turkey, and Kazakhstan followed it
with 435 recorded projects in this period, according to the UNCTAD data. The number of
Special Economic Zones played a significant role in attracting greenfield projects in these
countries. Overall, the figures reveal that independent of how FDI figures are measured,
it is difficult to conclude that TC-4 countries reached their potentials in terms of hosting
and attracting foreign investors.

According to Member States’ official data reported to the IMF’s Coordinated Direct
Investment Survey, inward FDI flows among TC-4 countries increased almost fourfold
from $545 million in 2012 to $2,130 million in 2015. Turkey and Azerbaijan showed the
largest gains in regional FDI inflows over this period. However, available data points out
to deceleration in intra-TC-4 investment in the period after 2015.

In 2019, the total stock of intra-TC-4 FDI inflows amounted to near $13.5 billion.
Azerbaijan led intra-regional FDI stock inflows by nearly $6.2 billion, followed by Turkey
with over $6 billion. 91% of intra-regional inward FDI stock belongs to Turkey and
Azerbaijan. The stock of intra-regional investment attracted by Kazakhstan amounted to
$819 million in 2019. Kyrgyzstan’s same value was $436 million, according to the IMF data.

A higher volume of intra-TC-4 FDI implies the existence of more robust economic ties
among them. According to universal and local datasets on TC-4 used in the report, the
level of regional economic integration in terms of FDI reveals the significant untapped



potential that needs to be addressed. Finally, the analysis on sectoral concentration of
investments in TC-4 provides some hints on how to scale up intra-TC investment.

According to the World Bank’s ease of doing business indicator, the business and
investment climate has improved in all TC-4 countries over the 2016-2020 thanks to
national efforts and business-environment related reforms. Kazakhstan improved its ease
of doing business score the most, which went up from 70.5 in 2016 to 79.6 in 2020. In this
regard, Azerbaijan closely followed Kazakhstan, where its average score increased from
67.7 in 2016 to 76.7 in 2020.

TC-4 countries are, on average, well-connected with each other as well as with the rest of
the world. Nevertheless, for international investors, connectivity and transportation
networks should not only be well-developed but also should be cost and time-efficient. In
this regard, Logistics Performance Index (LPI) scores of TC-4 countries revealed that they
all need to exert more efforts to improve their transportation networks to increase
connectivity, reduce transportation costs and time, and attract more investors.

Investors like profit opportunities and dislike risks and uncertainties that could constitute
a threat for their investment project or narrow down their maneuver areas, such as
limiting profit transfers or currency exchange. Therefore, they use a series of risk
evaluation tools to assess the potential countries to invest. According to the OECD’s Risk
Classification System, TC-4 countries obtained scores between 4 and 7 over 2005-2020
on ascale of 1 (the lowest risk) to 7 (the highest risk). In this picture, TC-4 countries should
work together to reduce their country risk scores to provide a business environment
where there are limited risks and uncertainties for investors.

Overall, TC-4 has some similarities in terms of their subsectoral competitiveness for
foreign affiliates. On the other hand, there are also some differences among their
performance in terms of sectoral concentration and number of hosted foreign affiliates
in various sub-sectors. These differences and similarities should be assessed carefully to
identify existing investment gaps in specific subsectors. In this way, the investors from
Turkic Council Member States could complement each other. Nevertheless, this requires
developing a Turkic Council investment cooperation framework to guide and encourage
investors into the Member States.

Enhancing Economic Cooperation

As the fifth member of the Turkic Council, Uzbekistan has provided a new stimulus to
regional economic cooperation and partnership endeavors through its vibrant economic
structure. In terms of intra-regional trade, Uzbekistan makes a meaningful contribution
to total intra-regional exports. However, measures should be taken to facilitate trade with
Uzbekistan, as there are significant costs associated with burdensome trade procedures.

There is significant untapped potential in terms of investments that need to be addressed
by designing and implementing effective policies both at the national and regional levels.



The new reform agenda and strong leadership have helped Uzbekistan attract more
investment from abroad. Yet, there is still a need for Uzbekistan to eliminate remaining
investment and trade barriers, reduce country risks, and improve infrastructure and
competitiveness to attract more FDI from the Member States and beyond.

Progress has been made in developing transport infrastructure. However, more needs to
be done in terms of filling the gaps and making the networks operational. A fragmented
approach, lack of coordination, high logistics costs, and inefficiency are the main obstacles
to seamless regional transport connectivity. Developing integrated intermodal transport
systems at the national and regional levels, minimizing non-physical barriers to cross-
border transport, developing robust commercial capabilities, and improving legal and
regulatory frameworks will help achieve transport connectivity for deepening economic
relations. The private sector’s important role in both conceptualization and realization of
transport projects should also be considered.

Economies of some Member States depend on producing a limited set of products,
reflecting the concentration of economic activities in few sectors. Diversification into
multiple sectors and products reduces these risks and vulnerabilities. It expands the
opportunities for higher competitiveness in global markets with a greater capacity to
achieve long-run sustained growth. To achieve diversification through industrial
development, establishing a strong collaboration at the regional level is recommended.
Regional economic integration offers a vast market for manufactures, thus allowing
economies of scale for national industries. This, in turn, creates incentives to specialize
and trade in diversified products and improve production efficiency.

The Member States need to facilitate trade among them by simple rules and procedures,
operational flexibility, fair and consistent contract enforcement, standardization of
documents and electronic data requirements. Implementing a single-window system
should be promoted to facilitate trade, enabling international traders to submit regulatory
documents at a single location and/or single entity. A fair, transparent, and predictable
regulatory framework for investment is also critical in attracting a higher foreign
investment volume.

The Member States have dynamic economic structures, and they achieved significant
economic transformation over the last two decades. Moreover, they offer great
opportunities in various sectors that they are rich and complement each other’s demands.
They can activate the potential of renewable energy through alternative financing
modalities. If properly planned and managed, international tourism could play a
significant role in the Member States’ economic development by promoting economic
growth and creating jobs. To achieve greater economic integration in the agricultural
sector, more concentration is needed to create value chains, which is typically spurred by
new consumption patterns and new production and distribution systems.
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CHAPTER 1: ECONOMIC GROWTH AND FOREIGN ECONOMIC RELATIONS

1 Economic Growth and Foreign Economic Relations

1.1 Production, Growth, and Employment

The combined GDP of Azerbaijan, Kazakhstan, Kyrgyzstan, and Turkey (TC-4) was worth $999
billion in 2019 and represented 2.35% of the world economy. GDP of the TC-4 averaged $1,113
billion from 2010 until 2018, reaching the highest point of $1,276 billion in 2013. In contrast
to Turkey, whose share in the world economy until 2017 was growing steadily, since 1992,
shares of Azerbaijan, Kazakhstan and Kyrgyzstan in the global economy did not undergo
significant changes (Figure 1.1). In 2019, Turkey accounted for 1.84% of the world GDP in PPP,
Kazakhstan 0.38%, Azerbaijan 0.11%, and Kyrgyzstan 0.03%.

Turkey dominates within
the combined GDP of the
TC-4, accounting for above

Figure 1.1: Share in the Total World GDP (PPP, %)

2,50

three quarters or $761
billion of it in 2019. Near
17% of the TC-4 aggregated 1,50 13°
GDP belongs to Kazakhstan
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(5182 billion), 4.6% to
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and 0.8% to Kyrgyzstan 0,00 I— L L I L I L I L I L I L I o
($8.5 billion). When ranked 1992 1997 2002 2007 2012 2017 2018 2019 2020
by PPP adjusted GDP, the Turkey mm Kazakhstan Azerbaijan
picture is more or less the — Kyrgyzstan —TC4
same (Figure 1.2). Source: IMF, World Economic Outlook, October 2020 update.

Note: IMF estimation for 2020.

Figure 1.2: Shares in the Combined GDP of the Turkic Council Member States
(2019, percent)

GDP PPP, Current Int. Dollars GDP Current Dollars
IS Turkey 76,2
@630 Kazakhstan [118,2
48[ Azerbaijan 4,8
1,1] Kyrgyzstan 10,8

Source: IMF, World Economic Outlook, October 2020 update.



CHAPTER 1: ECONOMIC GROWTH AND FOREIGN ECONOMIC RELATIONS

In 2019, Kazakhstan recorded the highest GDP
per capita among the TC-4, at $9,750. With a
close figure to Kazakhstan, $9,151 GDP per
capita puts Turkey in the second place,
followed by Azerbaijan in the third place
Figure 1.3: GDP per Capita (54,814). According to the IMF data, GDP per
(2019, current USD) capita is significantly lower in Kyrgyzstan at

$1,324.

To better understand the level of prosperity of
Kyrgyzstan; 1.324 the TC-4, the index of GDP per capita in PPP
Azerbaijan; 4.814 shown in Figure 1.4 is expressed in relation to

Turkey; 9.151

Kazakhstan, 9.750 the European Union average (EU-27), set to

equal 100. If the country’s index is lower than
Source: IMF, World Economic Outlook, 100, its GDP per capita is lower than the EU
October 2020 update. . . .
average and vice versa. In this regard, in 2019,
PPP adjusted GDP per capita of the TC-4 ranged from 12% of the EU average in Kyrgyzstan to
64% of the EU average in Turkey. PPP adjusted GDP per capita is near 59% of the EU average

in Kazakhstan and 32% of the EU average in Azerbaijan.

After 2013, the GDP values in

Figure 1.4: Index of Real GDP Per Capita (EU-27 = 100,
current dollars have been

PPP, constant 2017 international S, percent)
negatively affected by the

exchange rate fluctuations 5 63,7

' . 58,5
(Figure 1.5). In Azerbaijan’s 4

case, the main reason lies s

behind  the  insufficient 49 323
diversification of the 3o

economy and its vulnerability 20 118
to energy output volatility and 10 I I
prices. The eventual 0 l
development of non-oil Turkey Kazakhstan Azerbaijan Kyrgyzstan
sectors would make the H2000 ®2010 m2015 =2019

economy of Azerbauan less Source: IMF, World Economic Outlook database.

vulnerable to Commodity Notes: The Figure is using average GDP per Capita of European
price volatility. Kazakhstan’s Union (U.K. excluded) as basis of comparison at 100.

economy also suffers from

external shocks, such as lower oil prices and the slowdown of key trading partners, particularly

Russia’s recession.

When it comes to Turkey, this country’s economic transformation and economic growth were
sources of inspiration for many developing economies. Rapid urbanizations, opening up to the
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Figure 1.5: Gross Domestic Product world economy in 1980,
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predictability in the Turkish
Source: IMF, World Economic Outlook database. economy have altogether
contributed to  steady
growth of Turkish share in the world economy (see Figure 1.1). However, the structural
current-account deficit and the high level of foreign currency denominated debt held by the
private sector increase Turkey’s external financing needs. Besides, current concerns over
macroeconomic imbalances, a wave of tightening monetary policy in advanced economies,
and existing geopolitical tensions all led to the rapid depreciation of the Turkish Lira, which
caused the Turkish GDP in current dollars to lose around 21% of its value from 2013 to 2019
(Figure 1.5).

Currently, the world economy is shrinking, and substantial risks are arising. A synchronized
global recovery that existed after 2016 lost its momentum due to the Covid-19 outbreak.
According to the IMF estimates, negative growth rates are visible in developed and developing
countries, causing a depression in the world’s real GDP growth rate from 3.5% in 2018 to -
4.4% in 2020. In the October 2020 update of World Economic Outlook, the IMF forecasts that
the global economy will be on track to stabilize towards 2021 (see Figure 1.6).

Real GDP growth figures for the period from 2018 to 2019 have displayed stable growth
momentum for the Turkic Council Member States. After the GDP decline in 2016 (-3.1%),
Azerbaijan’s economy escaped recession in 2017 with a symbolic growth rate of 0.2%.
Supported by growth in the non-oil sector, output has continued to rise slowly in 2018,
expanding the economy by 1.5%. Azerbaijan’s economy grew faster in 2019 at 2.5%, driven by
firm oil prices and continued private consumption recovery. However, Azerbaijan’s average
growth rates achieved in the period from 2010 to 2017 remain to be at comparatively lower
levels (Figure 1.6). Moreover, the Covid-19 pandemic has shrunk the economy of Azerbaijan
by -4.3% in 2020.

The economy of Kazakhstan seems strong. Driven by oil output expansion and favorable
commodity prices, Kazakhstan’s economy expanded at a rate of 4.1% in 2018 and 4.5% in
2019, faster than the 1.1% achieved in 2016. It is predicted a recession of Kazakhstan’s
economy by -2.7% in 2020.
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Kyrgyzstan’s economic climate remains relatively favorable, which grew by 3.5% in 2018 and
4.5% in 2019. However, Kyrgyzstan is expected to be among the most negatively affected
countries by the Covid-19 pandemic. According to the IMF estimations, in 2020 GDP of
Kyrgyzstan will face a negative growth rate of -12%.

Figure 1.6: Real GDP Growth (Annual change, percent)

emmmw)(010-2017 average

Azerbaijan | Kazakhstan | Kyrgjl@stan

countries countries

Source: IMF, World Economic Outlook, October 2020.
Notes: Forecast for 2020 ve 2021 (Developing countries: N = 154; Developed countries: N = 39; World: N =
193)

Real GDP growth of Turkey accelerated sharply in 2017, to 7.5% (from 3.3% in 2016) due to
government stimulus measures, government credit guarantees to SMEs, improved export
competitiveness, and significant public infrastructure projects. However, the Turkish Lira’s
rapid depreciation has exacerbated internal and external imbalances and caused Turkey’s real
GDP growth to decelerate sharply in 2019 to 0.9%. IMF expects Turkey to close 2020 with a
negative growth rate of -5% (Figure 1.6).

Figure 1.7: Structure of GDP (Demand, percent of GDP)
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From 2017 to 2019, the contribution of real net exports to GDP growth was significant in
Azerbaijan, while somewhat faster growth of domestic investments and consumption
provided a stimulus to Kyrgyzstan’s economy. From 2018 to 2019, Azerbaijan, Kazakhstan, and
Turkey have experienced a slight increase in government expenditure, and except for
Kazakhstan, a slight decrease in imports. From 2018 to 2019, only in Kyrgyzstan import
volumes were growing faster than those of exports (Figure 1.7). On the supply side, the critical
weakness of the TC-4 is the low share of manufacturing. From 1990 to 2018 share of
manufacturing in GDP has significantly fallen in Azerbaijan, Kyrgyzstan, and Turkey (Figure 1.8).
The non-manufacturing industry (particularly the extraction industry) is proliferating in
Azerbaijan. The reforms should promote innovation in manufacturing, to improve efficiency
and make production more environmentally friendly.

Figure 1.8: Structure of GDP (Supply, percent of GDP)
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Source: UNSD National Accounts Main Aggregates Database.

Agriculture’s share in TC-4 economies has progressively declined to less than 7% in Azerbaijan,
Kazakhstan, and Turkey. However, agriculture’s importance in the economic and social fabric
of the TC-4 goes well beyond this indicator due to the food security dimension and many
families being dependent on rural incomes. For example, according to the UN estimations, in
2020, 24% of Turkey’s population, 44% of Azerbaijan’s population, 42% of Kazakhstan’s
population, and 63% of Kyrgyzstan’s population were living in rural areas. As shown in Figure
1.8, the services sector accounts for most of the rise in the TC-4 economies’ GDP growth.



Satellite images of Earth at night - often referred to as “night-lights”- are appealing
instruments to measure countries’ economic activity and economic growth. A large body of
research shows that a country’s night-lights’ brightness is positively correlated with GDP
growth. The more prosperity people have, the more likely they are to have lights on at night.
Businesses will also stay open later, resulting in even more light.

Map 1.1: Turkic Council Member States at Night (2012, 2016)

January 2012

Source: NASA Earth Observatory.

Map 1.1 shows the night-lights of the TC-4, as observed in 2012 and 2016, enabling for
comparison of light sources in a given period. The first observation from these maps is the fact
that Turkey is brighter lit by its cities, while the interiors of Kazakhstan and Kyrgyzstan remain
dark and most probably sparsely populated. The second observation from Map 1.1 is that from
2012 to 2016, more lights are beginning to appear in many parts of Turkey and Azerbaijan,
pointing out the more inclusive growth process in these countries. In contrast to the rest of
the TC-4, the number of regional economic centers in Turkey has increased and became much
more luminous. From 1992 to 2013, luminosity growth per square kilometer was the largest
in Turkey (Table 1.1). Kyrgyzstan night-lights per square kilometer grew 13.7% in the same
period. However, compared with Azerbaijan, Kazakhstan, and Turkey, actual pixel values per
square kilometer are still the lowest in Kyrgyzstan (Table 1.1).
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Table 1.1: Luminosity Growth per Square Kilometer

1992 2002 2013 1992-2002 2002-2013 1992-2013

(arealit, km?)  (arealit,km?)  (arealit, km?)  growth (%) growth (%) growth (%)
Turkey 8.46 9.08 10.02 7.4 10.3 18.5
Kazakhstan 8.61 8.63 9.23 0.3 6.9 7.2
Azerbaijan 6.78 7.04 7.59 12.0
Kyrgyzstan 5.80 6.08 6.59 13.7

Source: Calculation based on dataset of Jeremy Proville et al. “Night-Time Lights: A Global, Long Term Look at Links
to Socio-Economic Trends”, PLoS ONE 12(3), 2017.

Figure 1.9: Unemployment (2019, percent) In Turkey, economic growth continues to
be largely disconnected from
employment growth. Despite real GDP
growth from 2012 to 2019, Turkey’s
unemployment continues to grow,
reaching 13.5% in 2019 (Figure 1.9). In the
same period, Azerbaijan and Kazakhstan
46 were almost stabilized at around 5%. With

4,6% in 2019, Kazakhstan has reached its

Turkey Azerbaijan  Kyrgyzstan Kazakhstan lowest unemployment rate in the last 25
HYouth - Total years. The expatriate working population

Source: ILO modelled estimates. has contributed to improving Kyrgyzstan’s
labor situation, where total

unemployment was reduced from 8.4% in 2012 to 6,3% in 2019. In Turkey, the employment

growth is under the shadow of an increased number of people entering the labor market, thus

paving the way for unemployment to remain at higher levels. Skills mismatch is another crucial

factor behind the higher unemployment rates in Turkey. The ILO estimates that Azerbaijan and

Kyrgyzstan’s total unemployment rate will increase in 2020, slightly decrease in Turkey, and
remain stable in Kazakhstan.

Figure 1.10: Unemployment by Gender
(2019, percent)
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Differences in unemployment rates between women and men in the TC-4 economies are
relatively small. Still, it is evident from Figure 1.10 that it is harder for women to find a job. In
this regard, a worse situation is observed in Turkey, where women’s unemployment rate for
2019 —at 16.4% —is 4.3 percentage points higher than the rate for men, according to the ILO
modelled estimates.

Figure 1.11: Employment by Sector (2019) Figure 1.11 shows data on the composition
of employment by sector of economic
activity. In 2019, the most significant share
of TC-4 working-age persons engaged in any
activity to produce goods or provide services
were employed in the services sector. In
Turkey, the services sector employed 64% of

9 .
working-age persons. Between 20% to 26%

of people were employed in the industry

Kazakhstan Turkey Kyrgyzstan  Azerbaijan )
sector in Kazakhstan, Kyrgyzstan, and
W Agriculture  ®Industry I Services Turkey. Figure 1.11 indicates the relative
Source: ILO modelled estimates. importance of the agriculture sector in
Kyrgyzstan, where 36% of working-age

persons were employed in 2019.

In Turkey, real wage growth and labor productivity growth followed a declining trend between
2013 and 2018, despite an acceleration in economic growth. The situation is more critical in
Azerbaijan, facing negative real wage growth and negative labor productivity growth from
2015 to 2018. Kazakhstan also experienced negative real wage growth rates in the 2015-2017
period. In Kyrgyzstan, real wage growth had increased from 3.1% in 2015 t0 9.7% in 2016, then

Figure 1.12: Real Wage Growth Figure 1.13: Real Labor Productivity
(Annual change, percent) Growth (Annual change, percent)
11
9
9
7
5
\ 5
\\ / 3 ]
1 \ | /
2013 2014 2ZOT6~2047 J018 2019 -1 5413 5014 20 5018 2019
3 3
-5
7
== Azerbaijan Kazakhstan e Azerbaijan Kazakhstan
Kyrgyzstan Turkey Kyrgyzstan Turkey

Source: I1LO, Global Wage Report 2020-21: Wages and Minimum Wages in the Time of COVID-19,
Geneva, International Labour Organization, 2018.

Note: Real labour productivity growth is calculated based on ILO modeled estimates on output per
worker (GDP constant 2011 international $ in PPP).
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declined to about 2.3% in 2017. Nevertheless, it is visible from the comparison between Figure
1.12 and Figure 1.13 that, on average, real wages in the TC-4 economies have increased more
rapidly than labor productivity in the period from 2018 to 2019.

1.2 Foreign Trade in Goods and Services

One of the most important economic development factors is foreign trade. Over the past two
decades, the TC-4 economies have benefited significantly from increased integration into the
global economy. As shown in Figure 1.14, in 2019, all TC-4 economies had trade-to-GDP ratios
over the world average. Smaller countries, in terms of size or population, generally have higher
values in this indicator. They tend to specialize in a limited number of sectors and, to satisfy
domestic demand, they need to import and export more goods and services than relatively
self-sufficient larger countries. Trade represented 86% of Azerbaijan’s GDP in 2019 (Figure
1.14) when the country recorded a $5.9 billion trade surplus. Moreover, the balance of trade
in Azerbaijan averaged $8.4 billion from 2012 until 2019, with the highest $19.2 billion in 2012
(Figure 1.15). According to the State Statistics Committee, in 2019, Azerbaijan’s foreign trade

surplus totaled $5.97 billion, trade

Figure 1.14: Total Trade as Percent of GDP (2019) turnover amounted to $33.3

billion (7.6% increase compared to

100 2018), and the exports amounted

30 103

60 to $19.6 billion. The share of the
40 64 63 oil/gas sector in the top five export
20 items of Azerbaijan was 90% in
0 ) 2019, making the country highly
Kyrgyzstan  Azerbaijan Kazakhstan Turkey World

average vulnerable to global energy prices

Source: World Bank.
ource: World Ban (Figure 1.16).

Kazakhstan is one of the biggest landlocked nations in the world. Strategically, however,
Kazakhstan is located in Eurasia’s heart at the intersection of transport and communication
lines connecting China’s and South Asia’s large and fast-growing markets with Russia and
Western Europe. Together with Kyrgyzstan, Kazakhstan is the member state of the Eurasian
Economic Union (EAEU) - a limited customs union.

In 2019, the combined value of exports and imports of Kazakhstan was equal to 64% of GDP
(Figure 1.14). In the same year, Kazakhstan exported $65.5 billion and imported $49.9 billion,
resulting in a positive trade balance of $15.7 billion (Figure 1.15). From 2012 to 2016,
Kazakhstan’s exports have continuously decreased, recording values from $91 billion in 2012
to $41.5 billion in 2016. The share of the oil/gas sector in Kazakhstan’s top five export items
was near 64% in 2019 (Figure 1.16).

Kyrgyzstan had a total export of $3.3 billion and total imports of $5.6 billion, leading to a
negative trade balance of $2.3 billion in 2019 (Figure 1.15). A reliance upon energy and value-
added imports explains the significant trade deficit that exists over the years. The export in
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2018 was led by gold, representing 36.2% of Kyrgyzstan’s total exports, followed by precious
metal ores, which accounted for 6.8% (Figure 1.16). A low level of product diversification and
reliance upon natural resources makes Kyrgyzstan’s economy susceptible to volatile

Figure 1.15: Total Trade Balance (Current SUS, billion)
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Source: UNCTADSTAT.

commodity prices.

Turkey’s total foreign trade turnover in 2019 was $474.2 billion, making it the biggest trading
nation among the TC-4 economies. Turkish exports rose by 3.8% in 2019 to hit $247.2 billion,
while imports totaled $227 billion. After many years Turkey’s trade demonstrated a surplus of
$20.2 billion in 2019. In previous years, the Turkish trade deficit, in general, stemmed from
strong domestic demand and rising global energy prices. Turkey is the only economy among
Turkic countries whose top exports evolved from mainly labor-intensive and unprocessed
agricultural products such as nuts, cotton, and tobacco in 1980 to mid-tech goods such as
automobiles, white goods, and mechanical machinery by 2019. Furthermore, Turkey’s export
basket also diversified during this period. The top five products decreased from 51% to 19% in
the same period (Figure 1.16).
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Figure 1.16: Top Five Export Items (2019, percent)

Azerbaijan

 Petroleum oils and oils obtained from bituminous minerals, crude; 75,4
[0 Ppetroleum gases and other gaseous hydrocarbons; 12,1

. Petroleum oils, other than crude; 2,4

I Tomatoes, fresh or chilled; 1,0

I Gold (including gold plated with platinum); 0,9

Kazakhstan
[ Ppetroleum gases and other gaseous hydrocarbons; 6,0
- Refined copper and copper alloys, unwrought; 4,3

[ Ferro-alloys; 3,3

- Radioactive chemical elements and radioactive isotopes; 2,7

Kyrgyzstan

_ Precious metal ores and concentrates; 6,8
_ Petroleum oils, other than crude; 4,6

- Dried leguminous vegetables, shelled, whether or not skinned or split; 3,1

- Other aircraft (for example, helicopters, aeroplanes); spacecraft; 1,7

Turkey

[Articles of jewellery and parts thereof, of precious metal; 2,8
1 Mitor vehicles for the transport of goods; 2,7

or vehicles; 2,7

Source: UN DESA, 2019 International Trade Statistics Yearbook, Volume 1, Department of
Economic and Social Affairs of the United Nations Secretariat, 2020.
Note: 2018 data for Kyrgyzstan.

Table 1.2 illustrates that the EU Member States, China, and Russia are among the TC-4
economies’ main trading partners. In 2019, Russia was the number one partner for Azerbaijan,
Kazakhstan, and Turkey imports. China was the most significant import partner of Kyrgyzstan
and the second-largest import destination for Kazakhstan and Turkey. On the export side, in
the same year, European markets dominated as a destination for exports of the TC-4. In this
context, the TC-4 economies remain highly reliant on the growth trends in the EU Member
States, China, and Russia.
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Table 1.2: Top Five Export and Import Partners (2019)

Top Five Export Partners _ Top Five Import Partners
Share Share
Italy (29%), Turkey (15%), Israel (7%), India Azerbaijan Russia (1 7%),lTur/<ey (12%,), Ch{'na, P.R.: Mainland
(5%), Germany (5%) (10%), Switzerland (9%) United States (6%)
Italy (15%), China, P.R.: Mainland (14%), Kazakhstan Russia (37%), China, P.R.: Mainland (17%), South
Russia (10%), Netherlands (8%), France (6%) Korea (9%), Italy (4%), Germany (4%)
Unit?d Kingdom (42%), Kazakhstan (17%), Kyrgyzstan China, P.R.: Mainland (35%), Russia'{ZS%),
Russia (14%), Uzbekistan (7%), Turkey (5%) Kazakhstan (12%), Turkey (5%), Uzbekistan (4%)
Germany (9%), United Kingdom (6%), Iraq Turkey Russia (11%), China, P.R.: Mainland (9%), United
(6%), Italy (5%), United States (5%) States (6%), Italy (4%)

Source: IMF DOTS

While the assignment of products to specific categories is not uncontroversial, analyzing how
a country’s export basket has changed over a span of years may give insight into its economic
development pattern. As can be followed from Figure 1.17, in 2019, 98% of the export basket
of Azerbaijan, 90% of Kazakhstan’s exports, and 83% of Kyrgyzstan’s exports were primary
products and resource-based products. In the same year, the share of medium-tech products
in Turkey’s export basket was 35%. In contrast, the same data for Kazakhstan, Kyrgyzstan, and
Azerbaijan remained at 6%, 6%, and 1%, respectively. From this, it can be concluded that the
TC-4 countries are not among innovative economies except Turkey.

Figure 1.17: Technological Classification of Export (percent)
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International Trade in Services

Services sectors play a growing role in global trade with the increasing tradability of services
driven by advancements in information and communications technology (ICT) and the related
growth of global value chains. Especially, improvements in ICT continue to reduce the need
for proximity between consumer and producer and allow greater use of outsourcing and
offshoring of economic activities. Accordingly, services are becoming more productive, more
tradable, and more innovation-driven.
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Services activities include transport, tourism, financial services, use of intellectual property,
telecommunications and information services, government services, maintenance, and other
professional services from accounting to legal services.

As services account for between 49%-64% of employment (Figure 1.11) and between 38%-
61% of GDP (Figure 1.8) of TC-4 countries, trade in services, both as exports and as inputs to
other exported products, can have a broad impact across the TC-4 economies. Trade in
services (the sum of service exports and imports) represents 27% of the GDP of Azerbaijan,
25% of Kyrgyzstan’s GDP, and 10% of Kazakhstan’s and Turkey’s GDP (Figure 1.18). The
relatively minor role of services in international trade of TC-4 countries contrasts with the
contribution of services to their domestic economies. As in trade in goods, government
barriers prevent trade in services from expanding to its full potential. In many cases, the
impediments are government regulations or rules that appear legitimate. However, they may
intentionally or unintentionally discriminate against foreign providers.

Figure 1.18: Trade as Percent of GDP, Figure 1.19: Trade in Services
(Average of 2015-2019) (Average of 2015-2019, billion SUS)
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