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ABSTRACT This article scrutinizes relations between economic diplomacy and
Free Trade Agreements (FTAs) by focusing on the Turkey-UK free trade
agreements which came into force in 2021. Accordingly, the article first
introduces the concept of economic diplomacy, an important issue as it
has been shown that bilateral trade agreements, nowadays preferred by
many countries, can be used as a tool of economic diplomacy. The article
then discusses the history and development of free trade agreements signed
by Turkey, including its long-running experience of economic integration
with the European Union. Although Turkey began establishing free trade
agreements in the 1990s, it has been concentrating on and accelerating
its use since 2000. Based on economic and political reasons underlying
the free economic agreements, the reasons why Turkey and the UK have
reached such an agreement are summarized. Economic relations between
the two countries are then analyzed and the details of the agreement are
investigated in the context of the changes that it provides.
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Introduction

Preferential Trade Agreements (PTAs). PTAs emerged in the first global-

ization wave in the 19" century. The German Customs Union (Zollverein),
established by Prussia in 1833, which had the goal of a common tariff and
trade policy, is an example of early economic integration.' The Cobden-Cheva-
lier trade agreement, signed between Britain and France in 1860, is another ex-
ample of a PTA.? The best known are the German monetary union, Latin mon-
etary union, and Scandinavian monetary union.’ The post-war period in 1945
started the second globalization wave when significant developments in terms
of economic integration took place.* One of the most important of these is the
European Economic Community (EEC) established by six European countries
through the Treaty of Rome, in 1957.° The third wave of globalization begin-
ning in 1980 was the time when many developing countries liberalized their
trade policy resulting in a further increase in the number of trade agreements.®

F ree Trade Agreements (FTAs) are one of the concepts associated with

Turkey is among the countries that liberalized their foreign trade in the 1980s.
However, its regional integration initiative began in 1963 under the Ankara
Agreement with the EEC. Although Turkey still has not become a full member
of the European Union, it has continued its efforts to integrate with the world
economy through its FTAs signed with several countries since 1990, the most
recent example being the FTA signed with the United Kingdom (UK) in 2021.

In this study, the FTA signed with the UK is examined in the context of eco-
nomic diplomacy, and bearing in mind that bilateral trade agreements are a
tool in economic diplomacy, the concept of economic diplomacy is firstly ana-
lyzed. The experience of Turkey’s free trade agreement is then discussed. Bilat-
eral economic relations between Turkey and the UK are addressed and details
of the agreement are examined. Finally, in terms of economic diplomacy, sug-
gestions for further co-operation between the two countries have been made.

The Concept of Economic Diplomacy

Economic diplomacy is mainly about foreign economic relations and achiev-
ing economic goals. In this context, economic diplomacy is defined as the
trade in goods and services and as the influence of the state on foreign eco-
nomic relations, with regard to the flow of production factors (labor, capital,
technology, and natural resources) between the domestic and international.
Generally speaking, in economic diplomacy, the aim is to improve private po-
litical relations with various countries, to ensure the security of the country
through membership in various international organizations, and to shape the
state’s image in the world.”
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These goals, namely securing the country The increase in the degree
of openness of economies
In addition, there are also views that assess  tO the outside has also
economic diplomacy in terms of the deci- increased the likelihood of

and shaping the state’s image in the world,
are all about results-oriented approaches.

sion-making processes, rather than struc-

tural factors. In this context, analyzes are external factors affeCting a

carried out on the basis of international ¢ou ntry’s economy

economic issues.?

Economic diplomacy is a host of decisions and discussions on international
economic issues. It has become an important working area, with the global-
ization process and the increase in international economic dependence. It in-
cludes the stability of the international financial system, the liberalization of
trade, the direction of international investments, and, as a result, global eco-
nomic problems that affect countries’ achievement of internal political goals.’

Typically, economic diplomacy consists of three elements listed as follows:

(i) The first element of economic diplomacy is the use of political relations
in order to increase economic profit and reduce damage. In this context, the
search for political support is made to increase international trade and invest-
ments, fight market failures, and reduce the risks of cross-border trade.

(ii) Economic relations and assets can be used for the stability of political rela-
tions. This is an example of increasing economic security. For this, it is possible
to implement structural policies, bilateral trade, and investment agreements.

(iii) To achieve these objectives, it must be ensured that the appropriate po-
litical and international economic environment is established. Multilateral
negotiations and supranational organizations such as the World Trade Orga-
nization (WTO), Organization for Economic Co-operation and Development
(OECD), and the EU contribute to the creation of this environment.'

The goals of economic diplomacy can be said to be related to the globalization
process, because the development of international trade in goods and services,
the acceleration of capital flows, and the spread of labor flows have allowed the
bonds between the countries to be arbitrated. It can be stated that globalization
provides significant welfare gains in this regard. On the other hand, there are
some negative aspects to this process. The increase in the degree of openness
of economies to the outside has also increased the likelihood of external fac-
tors affecting a country’s economy. In other words, the globalization process
has made the countries’ economies open to external pressure which has led
to increased problems related to economic security. In this context, economic
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diplomacy is committed to improving welfare gains and reducing the threats
to economic security."!

There are some economic diplomacy tools used for the purpose of implementing
the stated objectives. These tools are shown in Table 1; where economic diplo-
macy is divided into positive and negative instruments. Positive economic diplo-
macy instruments focus on exports and encourage bilateral investments. To this
goal, government visits, diplomatic representations, and economic diplomats are
used to promote trade. Negative economic diplomacy is the opposite of these
practices, in other words, the aim is to be achieved by placing various obstacles
in front of trade. These obstacles include various economic embargoes and sanc-
tions, as well as the termination of membership in international organizations.

Table 1: Tools of Economic Diplomacy

Bilateral and/or multilateral
State visits agreements

Positive

Opening diplomatic

Economic Export incentives . . Regional economic
A missions or enhancing . .
Diplomacy L integrations
existing ones
Tools Development
cooperation Membership to international
organizations
Dismissal from international
Declaring a boycott organizations of which it is a
Negative member
q 5 Temporary closure of
Economic Implementing an

embassies and consoles or

Diplomacy embargo recall of envovs Failing to fulfill international
Tools Y obligations and being subject
Financial sanctions to multilateral sanctions
accordingly

Source: Peter A.G. van Bergeijk, et al.*

Proactive Economic Diplomacy Strategy of Turkey

In the literature, a very restricted number of studies deal with Turkey’s eco-
nomic diplomacy. Ogiit¢ii and Saner discussed Turkey’s economic diplomacy
from the perspective of EU membership and examined the gains Turkey
could achieve with membership through proactive economic diplomacy."” In
another study, Ogiitcii considered Turkey’s novel economic diplomacy strat-
egy as an essential part of Turkey’s wide range of policy and institutional re-
form under the framework of ‘more economics and less geopolitics.'* Paolo
examined Turkey’s increasing activity in Africa in the context of soft power
instruments, development aid, and humanitarian assistance, establishing a re-
lationship between economic diplomacy and religious factors."” In view of the
changes in the structure of the international system, Unal examined Turkey’s
economic diplomacy in the context of developments related to Turkey’s polit-
ical economy by focusing on the activities of the Foreign Economic Relations
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Board (DEIK), which as the global A broader range of players are

horizon of the Turkish business . ited t ticipate in f .
world.'® Unay assesses Turkish for- invited to participate in foreign

eign policy in terms of international policy-making or diplomatic

polit.ical economy i.n the context of games, and their interests and
neoliberal reforms in the 1980s and

2000s and examines the ascendancy goals differ Signiﬁcantly from
of economic issues to the level of those of Turkey’s conventional

high-politics within the framework foreian licv-maker
of economic globalization."” Vallée oreign policy-makers

mentions that economic and finan-

cial matters have been an essential pillar of Turkey’s diplomacy, he suggests
that the opening of new markets for its goods and the protection of financing
for its investments has become a central foreign policy input.”® Yamak and
Saygin suggest that the Turkey Wealth Fund (TWF) should not be seen as
merely a tool of economic policy, but rather TWF should be considered as an
economic diplomacy instrument.” Some studies explain Turkish foreign eco-
nomic policy with the concept of ‘trading state. The nature of the trade state is
described as follows: “...a broader range of players are invited to participate in
foreign policy-making or diplomatic games, and their interests and goals dif-
fer significantly from those of Turkey’s conventional foreign policy-makers.”*
Rosecrans used this term as “releasing the productive and commercial forces
of people and businessmen looking for international marketplaces for their
goods”?' To understand both the Turkish economic diplomacy and the usage
of the trading state in this issue, it is necessary to understand the history of
Turkey’s proactive economic diplomacy strategy concept.

Turkey’s proactive economic diplomacy strategy has two main goals: (i) to
promote free trade through new economic partnerships; (ii) to build a liberal
investment climate to encourage inward Foreign Direct Investment (FDI). The
content of each goal is evaluated in turn below.

Economic and Political Roots of Turkey’s Economic Partnerships Initiatives

Between 1980 and 2001, Turkey had three FTAs in place with the European
Free Trade Association (EFTA), Israel, and then FYR of Macedonia. The ori-
gins of these agreements have been in the economic transformation of Turkey
since 1980. The Turkish economy was characterized by centralized planning
and inward-looking policies until the Turkish Government declared a major
stabilization and liberalization program on January 24, 1980. The key feature of
the program was restructuring the Turkish economy from a state-led develop-
ment model to a liberal export-led one. There were some domestic and exter-
nal reasons to adopt outward-looking economic policies. Turkey faced serious
domestic economic problems before 1980, which were addressed by the mea-
sures included in the economic stabilization program adopted in 1980. The im-
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Increasing foreign direct port-substitution economic model

. s e failed to help the economy and leav-
investment (FDI) SIQnIﬁcantly ing the model was considered as the

improves economic conditions,  only way to tackle these problems.?
and it is one of the results of ,

, . . Some domestic and external ac-
Turkey s proactive economic tors supported the outward and

dip|omacy strategy market-oriented model. Domes-
tic actors such as the military and

business groups supported the new economic model because of their own in-
terests. The military did not want to pay for the political instability caused
by the economic instability, desiring to preserve the military’s economic and
social situation. Business groups were concerned about the distribution policy
between 1962 and 1976. The so-called capital owners believed that the govern-
ment’s policies favoring the masses of workers and peasants, which could be
characterized as populist, led to a decline in profitability. The military and cap-
ital owners (vested interests), whose interests united at the same point, became
a party to the change of the import-substitution economic model.”

Turgut Ozal, who served as the 8" President of Turkey, from 1989 to 1993,
adopted a foreign policy meant to increase interdependence with neighboring
countries. The founding of the Black Sea Economic Cooperation Organiza-
tion (BSEC) efforts to reduce conflict between Greece and Turkey, the con-
struction of a water pipeline from Turkey to the Gulf and Israel, conducting
state visits with business delegations to ease Turkey’s access to export markets,
and eliminating visa requirements for Greek citizens are the results of such an
understanding.**

Turkey had a very fragile banking system before 2001, which came to light
when Turkey experienced a banking crisis in 2000 and 2001. This crisis created
opportunities for the Turkish economy, and leaders were aware of the fact that
a successful economic diplomacy strategy would require overcoming the fra-
gility of the financial system. Therefore, immediately after the crisis, economic
policy initiatives were taken. The Banking Regulation and Supervision Agency
(BRSA) announced a comprehensive banking sector restructuring program to
strengthen the financial system.*

The second economic initiative was the “Transition Program to a Strong Econ-
omy’ operationalized in May 2001. The Program aimed at the establishment of
macro-economic stability, sustainable growth, structural reforms, and ensur-
ing fiscal discipline.”® The Justice and Development Party (Adalet ve Kalkinma
Partisi, AK Party)” came to power in 2002, following the establishment of these
economic initiatives. Since November 2002, the economy has been stabilized,
the inflation rate has been gradually decreasing, the integration process with

198 INSIGHT TURKEY



THETURKEY-UK FREE TRADE AGREEMENT IN TERMS OF ECONOMIC DIPLOMACY

the EU has been accelerated, and accession negotiations with the EU started
on October 3, 2005, after adequate compliance with the Copenhagen Criteria.
Under the AK Party Administration, Turkish foreign policy has gained a new
character, at the heart of which is the transformation from security-focused
foreign policy to economic-focused foreign policy. In the post-2001 period,
via extensive institutional/regulatory reforms, both the restructuring of a ‘reg-
ulatory state’ and a positive macroeconomic climate characterized by strong
and sustained growth rates, lower inflation, fiscal discipline, unprecedented
levels of FDI inflows, and the completion of large-scale privatization programs
have been realized.”®

During the reign of the AK Party, growth in foreign trade, and particularly in
exports, has accelerated markedly. This increase is one of the outcomes of the
new concept in Turkish foreign policy, making it easier for Turkey to establish
economic partnerships. Among the most important elements of this policy is
Europeanization and aiming for zero problems with the neighbors? Europe-
anization of foreign policy is a means of preserving the government’s domestic
and international legitimacy. Zero problems with the neighbors is the creation
of a peaceful environment in Turkey through the development of trade and
political relations with neighbors.”

As a result of the economic and political initiatives outlined above, the num-
ber of economic partnerships established by Turkey and the number of FTAs
being signed has increased significantly after 2001. Turkey has signed FTAs
with Bosnia-Herzegovina, Palestine, Tunisia, Morocco, Syria (suspended),
Egypt, Albania, Georgia, Montenegro, Serbia, and Chile between 2002 and
2010. These countries are mainly located in the Middle East, Balkan region,
and Africa but also include Turkey’s neighbors. Turkey has signed FTAs with
Mauritius, South Korea, Malaysia, Moldova, Faroe Islands, Singapore, Kosovo,
Venezuela, and the UK after 2010, none of which are close neighbors.*

Invest in Turkey

Increasing foreign direct investment (FDI) significantly improves economic
conditions, and it is one of the results of Turkey’s proactive economic diplo-
macy strategy. There are many reasons to invest in Turkey such as; economic
growth, large domestic and regional markets, strategic location, demographic
factors, labor force situation, economic, and political reforms, and building
an available investment climate are the main reasons to attract inward FDI to
Turkey. Turkish economy grew by 4 percent per year on average between 2001
and 2010. This is almost the same growth rate with emerging and developing
European countries (3.9 percent). Between 2011 and 2018 Turkish economy
grew by 6.1 percent per year on average exceeding many emerging and devel-
oping European countries. In this period the highest growth rate was realized
in 2011 (11.1 percent) and the lowest growth rate was recorded in 2018 (2.6
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British Secretary
of State for
International Trade
Liam Fox speaks

at the meeting for
“UK-Turkey Future
Trade Relationship”
organized by the
Turkish Union

of Chambers

and Commodity
Exchanges (TOBB)
in Ankara, Turkey
onJune 18, 2019.

FATIH KURT / AA

UK - Turkey Future Trade Relationship

The UK Secretary of State for International Trade
Rt Hon Dr Liam Fox MP

percent). In terms of real GDP growth, it is understood that Turkey performed
well. When the real GDP growth index was adopted as 100 in 2002, Turkey
achieved higher real GDP growth than Czechia, Hungary, Bulgaria, Poland,
and Romania in 2002-2007. Turkey’s real GDP growth fell behind Romania,
Bulgaria, and Poland in 2008-2009; however, once more it reached higher real
growth rates than the same countries in 2010-2018.*'

In addition to growth rates, Turkey is a country with fiscal discipline in terms
of appropriate investment conditions. Fiscal discipline is a key measure for in-
vestors in terms of a country’s ability to make borrowing costs and future pay-
ments. Turkey had higher government debt to GDP rates than the EU between
2000 and 2008; however, Turkey managed to sharply reduce government debt
to GDP rate from over 70 percent in 2000 to about 30 percent in 2018. Turkey’s
government debt to GDP rate is about 30 percent less than that of the EU in
2018.%2 One of the key positive outcomes of fiscal discipline is budget balance.
Turkey had a higher budget deficit than the EU in 2001-2002. The positive
impact of fiscal discipline has been expressed in a notably reduced shortfall
in Turkey’s budget balance. Turkey had a lower budget deficit than the EU be-
tween 2003 and 2017 and has sharply reduced the budget deficit from over 30
percent in 2001 to about three percent in 2019.

The results of Turkey’s efforts to improve the investment climate have had an
impact on exports of goods. For the first time in the history of the Republic of
Turkey, Turkey’s export volume, with major accomplishments and government
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stimulus, is at its highest point. The The key goa|s of the incentive

country earned $168.1 billion from

exports in 2018, and it increased scheme are to increase

7.1 percent with $11.1 billion com- production and jobs, direct
pared to 2017. While imports are investments to Iarge-scale

still higher in Turkey, exports have

increased in volume, while import ProjeCtsr minimize regional
volumes have decreased by 4.6 per- growth disparities, and reduce

cent to $223.1 billion in 2018. $84.1 li thei t of
billion, equivalent to 50 percent, of reliance on € Importo
exports, was made to Europe in 2018, intermediate gOOdS

with Germany, the UK, and Italy be-

ing Turkey’s top three export countries. In 2018 exports to Africa also grew by
24 percent, while Latin American countries exported more goods, with a rise of
35.6 percent from 2017. Exports to Mexico and India, which Turkey identified
as target countries, also grew in volume, increasing from 2017 to 2018 by 36
and 48 percent, respectively. However, projections show that 50 percent of the
country’s goods will continue to be exported to EU countries, making it Tur-
key’s main market. For the most part, Turkey’s exports are from the automotive,
agriculture and food, ready-made clothing, textile, and iron-steel industries.*

Turkey provides a lot of opportunities for international investors with the
country’s low operating costs, local producers, virgin markets, and strong con-
sumer spending. There are also other advantages, such as the ability to avoid
double taxation (if you are a foreign investor in Turkey you only pay taxes in
Turkey, not in your home country), the right to freely move your earnings in
Turkey to abroad, and the right to acquire Turkish citizenship, (if you have
made $500 thousand fixed capital investment in Turkey you have the right to
acquire Turkish citizenship). A new scheme of investment incentives that has
been in place since January 1, 2012, aimed at boosting growth in Turkey. The
key goals of the incentive scheme are to increase production and jobs, direct
investments to large-scale projects, minimize regional growth disparities, and
reduce reliance on the import of intermediate goods. Five separate schemes
compose the framework of investment incentives: general, regional, priority,
large-scale, and strategic investment incentives schemes.” In connection with
the subject matter of this study, Turkey’s experience of bilateral agreements or
FTAs, one of the economic diplomacy tools, will be examined in the next topic.

The History and Development of Turkey’s FTAs

Today, many countries have begun to choose bilateral and/or regional FTAs.
This is largely due to the WTO’s successful liberalization policy. Although
WTO regulations are not considered sufficient today, about 400 FTAs have cur-
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Tu rkey and the U.K. rently been reached. Turkey, a member of GATT
have strenathened their and WTO, has also been establishing FTAs for

g nearly 30 years and as a member of the Customs
bilateral relations, but Union, Turkey is striving to implement the new

their relations with the generation of FTAs in line with the EU. Turkey
already has 21 FTAs in forces in place. The coun-

EU have deteriorated tries/country blocs in which Turkey has signed
FTAs are as follows: EFTA, Israel, North Mace-
donia, Bosnia-Herzegovina, Palestine, Tunisia, Morocco, Syria, Egypt, Albania,
Georgia, Montenegro, Serbia, Chile, Mauritius, Malaysia, Moldova, the Faroe
Islands, South Korea, Singapore, and the UK. Table 2 demonstrates the dates
when these FTAs were signed and when they came into force.

Table 2: Turkey and Its FTAs

. Date Signed Date in Force

(IR 4 STy LA (Month/Da%e/Y ear) (Month/Date/Year)
12.10.1991 04.01.1992
T 03.14.1996 05.01.1997
09.07.1999 09.01.2000
07.03.2002 07.01.2003
07.20.2004 06.01.2005
11.25.2004 07.01.2005
04.07.2004 01.01.2006
12.22.2004 06.01.2007
12.27.2005 03.01.2007
12.22.2006 05.01.2008
11.21.2007 11.01.2008
11.26.2008 03.01.2010
06.01.2009 09.01.2010
07.14.2009 03.01.2011
09.09.2011 05.01.2013
08.01.2012 05.01.2013
04.17.2014 08.01.2015
09.11.2014 11.01.2016
12.16.2014 10.01.2017
11.14.2016 10.01.2017
12.29.2020 01.01.2021
* Suspended on December 6, 2011

Source: Republic of Turkey Ministry of Trade®

While efforts are in progress to extend the scope of existing FTAs, there are
new agreements for which the ratification process is underway. Negotiations
on FTAs have started with countries including Japan, Ukraine, Indonesia,
Mexico, Thailand, and Pakistan. In addition, FTAs are planned with countries
such as the U.S., Canada, and India.*
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Process Leading to an FTA and Economic Relations between Turkey
and the UK

Due to the bilateral economic and political relations that have developed be-
tween Turkey and the UK in recent years, their FTA has been selected as an
example to understand Turkey’s proactive economic diplomacy strategy. Tur-
key and the U.K. have strengthened their bilateral relations, but their relations
with the EU have deteriorated. Before analyzing the details of the FTA between
Turkey and the UK., the factors that have led to the deterioration of the two
countries’ relations with the EU, will be briefly summarized. This will also ex-
plain why the FTA between Turkey and the U.K. was chosen to focus on in this
study.

The UK, which joined the European Economic Community, established in
1957 by six European countries, decided to leave the alliance after 43 years
as a member state. This was following the result of the referendum on June
23, 2016, when 51.89 percent of UK citizens voted to leave the EU. The term
Brexit, comprised of the words British and exit, was coined to indicate the UK’s
departure from the EU after this referendum.

The legal basis for any member state’s decision to leave the EU is the Lis-
bon Treaty, which took effect on December 1, 2009, of which article 50 sets
out regulations for the operation of the withdrawal process. The UK began
this process on March 29, 2017, with the activation of the Article by Theresa
May. The Council of Europe ratified the Withdrawal Agreement on October
17, 2019. On January 31, 2020, the UK left the EU and entered a transition
period that ended on December 31, 2020, when the UK formally left the EU
single market and customs union.”

With respect to Turkey, its Eastern Mediterranean Policy has caused a strain
on Turkey and EU relations and has been declared by the EU as an aggressive
policy. Turkey’s natural gas exploration in the Eastern Mediterranean was con-
sidered one of the most important factors in the deterioration of relations with
the EU.*

Economic relations between Turkey and the UK have been gradually improv-
ing in recent years. Table 3 shows the data on bilateral economic relations. UK
imports from the world totaled $358.7 billion in 2001, while imports from
Turkey only amounted to $2.8 billion; however, by 2019 UK imports from
Turkey had increased to $12.1 billion. Over the period 2001-2019, the UK’s
total imports from the world increased by about 93 percent, while overall im-
ports from Turkey increased by about 337 percent. In the same period, Tur-
key’s total exports to the world increased by approximately 446 percent.
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Table 3: Comparison of the UK Imports between Turkey and World
(2001-2019, $ Thousand)

Share of Imports SHAFCOPUIS
UK Imports UK Imports from Turkey.in Exports from Imports from
Years f Turkey from the the UK’s Total Turkey to the Turkey in
rom Turkey e s Total 5
World World Turkey’s Total
o (e Exports (Percent)

2,771,655 358,702,945 0.77 31,333,944 8.85
3,813,788 372,059,499 1.03 35,761,981 10.66
4,722,405 425,369,491 1.11 47,252,836 9.99
6,573,441 502,886,192 131 63,120,949 10.41

6,876,088 528,460,952 130 73,476,408 9.36

7,880,066 614,811,651 1.28 85,534,676 9.21
9,887,649 679,917,918 145 107,271,750 9.22
9,103,648 705,344,161 1.29 132,027,196 6.90
7,262,505 552,042,035 1.32 102,142,613 7.11
7,990,223 627,617,523 127 113,883,219 7.02
9,284,221 717,606,233 129 134,906,869 6.88
9,255,099 689,137,011 1.34 152,461,737 6.07
9,112,738 657,222,528 1.39 151,802,637 6.00
10,556,906 694,344,323 1.52 157,610,158 6.70
11,067,618 630,251,058 1.76 143,844,066 7.69
12,207,457 636,367,936 1.92 142,606,247 8.56
9,988,467 640,907,689 1.56 156,992,940 6.36
11,546,552 671,694,258 1.72 167,923,862 6.88
12,124,336 691,974,115 1.75 171,098,411 7.09

Source: International Trade Centre (2020)*!

Figure 1 shows the total trade volume between Turkey and the UK over the pe-
riod 1999-2019. Trade volume between the two countries, which was £3.8 billion
in 1999 increased to more than double and reached £7.9 billion in 2005. As a re-
sult of steady increases from 2005 to 2008, it was £9.9 billion in 2008. Due to the
global economic crisis, it briefly dropped to £9.7 billion in 2009 but in the fol-
lowing 10 years, it continued increasing steadily to reach £18.6 billion by 2019.

Figure 1: Total Trade between Turkey and the UK (1992-2019, £ Million)
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Within these figures, there are trade deficits, the sources of which can be seen
in Table 4. Figures show the top 5 categories of goods exports and imports
between Turkey and the UK in 2019. From them, it can be seen that the UK
had advantages in ‘machinery and mechanical appliances’ and ‘precious stones
and metals! However, Turkey had advantages in ‘vehicles other than railway
or tramway stock’ and ‘electrical machinery and equipment’ Turkey’s overall
advantage was higher than the UK as it exported £5.9 billion in goods to the
UK and and imported £3.5 billion in goods from the UK. ‘Vehicles other than
railway or tramway stock’ was the largest category of goods exported to the
UK, valued at £1.9 billion, with ‘machinery and mechanical appliances’ goods
following as the second-largest export (£1 billion). ‘Machinery and mechani-
cal appliances’ was also the largest category of goods imported from the UK,
valued at £1.5 billion, with other precious stones and metals following as the
second-largest import (£€937 million).

Table 4: Top 5 Goods Trade between Turkey and the UKin 2019 (at HS23 level, £ million)

Top 5 Goods Exports from the Top S Goods Exports from
UK to Turkey Nalue Turkey to the UK Value
Machinery and Mechanical Vehicles Other than Railway
. 113 1,907
Appliances or Tramway Stock
Precious Stones and Metals 937 Machinery ar}d Mechanical 1,063
Appliances
Iron and Steel 575 el Machlnery i 1,023
Equipment
Vehicles Other than Railway or 291 Articles of Apparel and 939
Tramway Stock Clothing, Knitted
Electrical Machinery and Equipment 219 Precious Stones and Metals 915

Source: Department for International Trade*

Table 5: Top 5 Services Trade Between Turkey and the UK in 2019 (£ million)

Top S Services Exports from the Top 5 Services Exports

UK to Turke Nalue from Turkey to the UK Value

Travel 371 Travel 1,132
Transportation 365 Other Business Services 147
Other Business Services 302 Financial 75
Financial 294 Government 44
Government 103 Insurance and Pension 42

Source: Department for International Trade**

Table 5 shows that the top services exported to the UK were travel (£1.1 bil-
lion) and other business services (£147 million) in 2019. Turkey’s top services
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imported from the UK were travel (£371 million) and transportation (£365
million). While Turkey had a greater advantage in travel services, the UK had
advantages in business, financial, and government services.

Figure 2 shows the share of foreign direct investment inflows to Turkey by
countries between 2003 and 2019. The Netherlands ranks first with a share of
16.1 percent followed by the U.S. (7.6 percent), the Gulf, and the UK (both at
7.0 percent). However, looking at 2019 alone, the UK with (14.9 percent) ranks
second after the Netherlands (19.9 percent).*

Figure 2: FDI Inflows to Turkey by Country

Netherlands: 15.9 %

Others: 19.5 %

USA: 7.8 %

Azerbaijan: 4.3 %

Greece: 4.1 % .

UK:7.0 %

France: 4.6 %

Gulf: 7.0 %
Belgium: 5.3 %

Spain: 5.8 % Austria: 6.4 %

Luxembourg: 6.0 % Germany: 6.2 %

Source: The Investment Office of the Presidency of the Republic of Turkey'®

Details of FTA between Turkey and the UK

Turkey-UK trade relations were carried out in the framework of the EU-Tur-
key Customs Union before Brexit. The trade deal signed after Brexit changed
these relations and ensured that trade rules are conducted independently from
the Customs Union. The FTA introduced some enhancements to trade in
goods, customs, and trade facilitation, technical barriers to trade, competition,
and dispute settlement. These enhancements are summarized below.”

Before the UK left the EU, the trade in goods between Turkey and the EU was
in line with the Customs Union rules. These rules regulate the free movement
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of goods between Turkey and the EU.  The arbitration pane|, which is
envisioned to be established

All goods covered by free circulation
are exported free of duty to the other
country, regardless of where they have ~ Within six months of Tur

been manufactured. The agreement current arrangement with the

between Turkey and the UK has tran-
sitioned the Customs Union intoa tra-  EU, has been reduced to

ditional FTA. This means that goods months by agreement
must be produced at one of the parties

in order to be treated without import duties. One of the enhancements made by
the agreement is the converted tariff commitments from Euro to Sterling. The
second amendment is the elimination of agricultural tariffs in order to avoid
disrupting Turkish exports of agricultural products. Thirdly, a single tariff plan
has been agreed upon to replace several tarift programs in trade between the
two countries. The Tariff Rate Quotas have also been modified. The quotas
have been resized to prevent damage to the traders of the two countries and to
ensure continued trade. The change in the Rules of Origin is that EU materi-
als can be recognized in exports between the two countries. For this purpose,
the temporary Rules of Origin Protocol has been added to the Agreement.
The arrangement of Customs and Trade Facilitation on the Agreement is the
acceptance of the Mutual Administrative Assistance Protocol in Customs mat-
ters. The protocol provides a legal basis for sharing information between the
two countries and strengthening bilateral relations. The Agreement couldn’t
regulate the technical barriers to trade to the extent required. Since Turkey’s
current agreement with the EU is an obstacle a clause has been added to the
Agreement to overcome the obstacle. The clause guarantees that some updates
will be made about technical barriers to trade in the future. The Agreement
contains a clause regulating competition rules between the two countries. This
means that competition rules are committed to being transparent and fair.
These rules are to be applied equally for the public and private enterprises of
both countries. The agreement has made many changes in dispute settlement.
The arbitration panel, which is envisioned to be established within six months
of Turkey’s current arrangement with the EU, has been reduced to two months
by agreement. According to the article in the agreement, it has been decided
to establish a review mechanism to determine progress in compliance with
the arbitration award. In the event of non-compliance, a mechanism has been
added to encourage the complaining party to meet the obligations of the agree-
ment and to encourage the other party to come into compliance.

Discussion and Conclusion

This study is based on the fact that bilateral trade agreements are an instru-
ment of economic diplomacy. In general, economic diplomacy covers strat-

key'’s

two
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The UK’s secession from the egies about domestic companies” access

to international markets and attracting
EU has led to the need fora foreign direct investments. FTAs are be-

new agreement to continue ing used effectively to implement these

trade between Turkey and strategies today. Economic and political
reasons for FTAs bring about the active
the UK use of economic diplomacy. The exam-

ple provided in this study is the FTA
which Turkey has signed with the UK. In the past twenty years, Turkey has
continued its effort to integrate into the world economy through FTAs, and
thanks to these agreements, it has improved its trade volume. Turkey contin-
ues to hold trade negotiations and aims to implement trade agreements under
approval.

One aspect of the trade agreement between the two countries is their relations
with the EU. The Brexit process has caused damage to the UK-EU relations
over time. The UK’s current problems with the EU have become apparent in
this process. With the completion of this process, it means that the UK will
follow an independent trade policy from the EU in the coming years. This has
enabled the UK to have new trade agreements. On the other hand, Turkey-EU
relations have also deteriorated in recent years. One of the most important rea-
sons for this deterioration is Turkey’s Eastern Mediterranean policy. Turkey’s
continuation of gas exploration activities in the Eastern Mediterranean means
a conflict of interest with the EU. There are some serious problems with this
policy, especially with France and Greece.

Problems with the EU have been an opportunity for both countries. When
viewed in terms of economic diplomacy, it shows that improving bilateral
economic relations is appropriate for the interests of both countries. The in-
crease in economic relations between the two countries in the Brexit process
has created a good basis for this. The UK’s secession from the EU has led to the
need for a new agreement to continue trade between Turkey and the UK. Both
countries, which were aware of this and wanted to avoid damaging their trade
relations, had already started negotiations for a new trade agreement. They
have successfully completed this process with a new trade agreement that took
effect on January 1, 2021.

This trade agreement introduces some new regulations in trade between the
two countries. These regulations are designed to protect the economic inter-
ests of both countries. The role of economic diplomacy was highlighted in
these negotiations. The effective use of economic diplomacy of the two coun-
tries has played an important role in the processes of a successful conclusion
Changes have been made regarding goods, customs, and trade facilitation,
technical barriers to trade, competition, and dispute settlement with the new
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trade agreement. Such changes are expected to drive trade between the two
countries in the coming years. @
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