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Introduction

The report has aimed at examining the impact, based on data, of the trade between China and
Turkey on the Turkey’s export to and trade with other countries, and how the
cultural/financial/commercial cooperations and relations between both countries may be
shaped after Covid-19 under the “Belt and Road Initiative” by using different alternative
approaches.

However, the purpose of the report is not only to analyze the impact of the import made from
China to Turkey on the Turkey’s export to other countries, but also to bring out the
opportunities in tourism, investment, finance and technology sectors and analyze the post-
Covid-19 Turkey - China relations in the dimensions, such as politics and security etc.

Turkey has been progressively gaining importance in the international arena with its 80 million
population, growing and developing economy, geo-strategic position that it has in the middle of
Afro-Eurasia continent, historical, political and cultural ties with the countries in Europe, Black
Sea, Caucasia, Asia, Middle East and Africa, ever-increasing activity in international arena as the
United Nations in the first place, it being one of the important members of the organizations,
such as NATO, AGIT and CICA, and active foreign policy developed in the recent period.

The People’s Republic of China has turned into a fast growing power, with which all the world
try to make great effort to get into partnership, with its surface area, 1.4 billion population,
progress achieved in industrialization and technology, growing and developing economy,
natural sources, veto power in the United Nations, place in the Shanghai Cooperation
Organization (SCO), and strategies developed in foreign policy.

The Turkey-China relations have a deep-rooted background by means of the Silk Road, and date
back to 2.000 BC. The bilateral relations preserved its vitality until 1.400’s through the Silk Road.
In the meantime, the diplomatic relations between both countries could be re-established as
late as 1971 due to the necessities of the Cold War period. Until recently, the harmonious and
cooperative periods were relatively scarce.
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In the recent period, both countries have been developing an effective strategic cooperation in
terms of the sustainability of the critical long-term interests. The military and cultural
dimensions have particular importance in order for the China-Turkey relations to be carried into
an ideal point within the multi-dimensional world power systematic.

Turkey and China have common interests in the Central Asia and the Middle East in the fields of
geopolitics and security. When energy security and ever-increasing terrorist activities are
taken into consideration, providing peace and security in these regions are necessary for both
countries’ interests.

China’s “Belt and Road Initiative”, which has a potential of being a global impact, includes
important structural perspectives for Turkey and its neighboring regions. At this point, the
bilateral and multilateral analysis of the economic goals, which could not leap forward due to
the trade imbalance-centered developments, and the development of new radical parameters
will bring out the real potential of mutual dependence.

With an emphatic approach to the priorities, apart from merely the trade, of both sides that
focus on the existent unlimited potential in the fields, such as tourism, investment, finance,
technology and security capacity, making comparative researches with impact analysis and
maturing all results and opinions with a workshop, which brings all the actors together right
after, has been taken as a first stage.

The purpose of the project is to present the opportunities and the complementariness
relationship in the China and Turkey relations in the new period intended for the Turkish and
Chinese decision makers from a strategic point of view without neglecting the problematic
areas, and to establish an institutional and intellectual ground.

Main Theme

Turkey - China | Post-Covid-19 New Paradigms;
Belt and Road, Trade, Tourism, Investment, Finance and Technology

Sub Themes

Trade Balance Impact Analysis

Preferential Sectoral Cooperation and Investment Perspectives

Financial Capacity Analysis and Opportunities

“Belt and Road Initiative” and Potential Turkish Corridor

Thoughts on Xi Jinping Diplomacy

Technology, Security and Defense Industry

Bilateral, Multilateral Partnerships; Infrastructure and Construction Business
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Diplomatic Relations

The mutual relations between both countries developed on a competitive ground throughout
the history. The harmonious and collaborative periods were relatively scarce. In the wake of
China’s foreign expansion policy in 1979, high level visits started to happen between Turkey and
China, however, a consistent period could not be followed after 1985.

China became Turkey’s biggest trading partner among the Asian-Pacific countries by leaving
Japan and South Korea behind as of the first half of 2003. In parallel to the increase of the trade
volume, the relations between both countries gained momentum and reached up to the
optimum level in every field as from 2009. Upon the approval of the strategic cooperation
document by both countries’ prime ministers in 2010, both countries’ relations raised to the
strategic cooperation level have come to life and proceeded to another stage with the increase
of mutual high level visits.

The growth rates achieved by Turkey and China recently have been forcing both countries to
pay more attention to each other in economic sense. For China, Turkey is an exit door to the
Balkans and Europe, and a good economic partner in the Middle East and Central Asia. And
Turkey considers China as a partner, with which mutual relations should be strengthened in the
fields concerning politics, economy and security. Turkey attributes a particular importance to
the cooperation with China for developing its relations with Asian countries as well. In this
context, the Shanghai Cooperation Organization (SCO) has a particular importance.

As a matter of fact, Turkey was unanimously accepted to the dialog partnership in the SCO
Presidents” Summit held in Beijing on 6-7 June 2012 thanks to the support of China, Russia and
other member countries. The memorandum of SCO for granting a “dialog partner” status to the
Republic of Turkey was signed on 26 April 2013. The said document provides for improving the
cooperation between the dialog partner Turkey and the SCO in various fields as regional
security, fight against terrorism, drug trafficking and prevention of organized crimes, economic
and cultural fields being in the first place. By means of this, Turkey believes that it may carry its
relations in various fields, from international trade to security cooperation, to a better point,
and aims at intensifying its relations with international organizations like ASEAN.

Turkey attaches importance to the support of China, which is a permanent member of the
United Nations Security Council, in international problems as Cyprus being in the first place.
China may adopt a more sensitive attitude in those matters that Turkey has a sensitivity —
including Cyprus -, and in the forthcoming period, the cooperation ground between both
countries within the body of the organizations, such as UN, G20, ASEAN AND CSO, may be
further strengthened in political, economic, cultural and security-related fields in parallel to the
increasing impact of Turkey in international platforms.
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Economic Relations

The most serious problem in economic relations is the increase of gap in the Turkish foreign
trade to the benefit of China. This situation causing economic and commercial relations to be
held under microscope at governmental level prevents the emergence of real potential and
from taking healthy decisions in decision-making mechanisms.

Along with the advantages intrinsic to China in foreign trade, the reluctance of Turkish business
people for investing in China has deepened the problem. It is necessary to attract Chinese
investors to Turkey for overcoming the trade imbalances between both countries to a certain
extent, and some studies must be done for making China to perceive Turkey as a regional trade
base.

It is tried that a road map, that will help develop both countries’ commercial relations, be
determined as a result of the Joint Economic Commission (JEC) meeting, held with the
participation of Ruhsar Pekcan, Minister of Trade of the Republic of Turkey, and Zhong Shan,
Minister of Trade of the People’s Republic of China.

Chinese statesmen have stated in the high level visits recently made that they encouraged
Chinese companies to invest in Turkey. China has also started to provide advantageous
financing opportunities to the energy and infrastructure projects in Turkey.

There is a serious imbalance in the export and import between China and Turkey to the
detriment of Turkey. While the annual average of the export made to China in the last 3 years is
2.947.575 US Dollars, the annual average of the import made from China in the last 3 years is
21.462.547 US Dollars. China was in the first place among the countries, from which Turkey
made import until 2018. Russia moved up to the first place in 2018. While such a high difference
can be also seen between the import and export in the trade between Turkey and Russia, a
more balanced trade is present between Germany, USA and Turkey. However, when looking at
the sections of the goods imported, it is seen that almost half of the import made from China
consists of raw materials and semi-finished goods.

Turkey manufactures some of its export products by using raw materials imported from China.
In the research, the analysis of how effective the raw materials imported from China are on the
import of Turkey is also carried out.

Revealing the real potential by looking at the relations in a multidimensional manner,
particularly within the framework of the new order of post-Covid-19 is important for both
countries.



STRATEGIC REPORT,

TURKEY - CHINA

"Post-Covid-19 New Paradigms; Belt and Road, Trade,
Tourism, Investment, Finance and Technology*

Some values in the foreign trade prevents the development of economic and commercial
relations between Turkey and China (Table 1).

Table 1 TURKEY - CHINA TRADE BALANCE

YEARS EXPORT IMPORT VOLUME BALANCE

2013 3,6 24,68 28,29 -21,08
2014 2,86 24,92 27,78 -22,05
2015 2,41 24,86 27,27 -22,45
2016 2,32 25,44 27,76 -23,12
2017 2,93 23,37 26,30 -20,43
2018 2,91 20,71 23,63 -17,80
2019 2,58 18,49 21,08 -15,90

Source: Turkish Statistical Institute

Nevertheless, China is Turkey’s largest trade partner in the East Asia. A significant acceleration
has been recorded in the bilateral trade relations since 2000, when 1 billion dollars was
exceeded in the bilateral trade volume for the first time.

The main products that Turkey exports to China are marble and travertine, chrome, copper,
lead, iron, zinc, natural borate minerals and boric oxides. In other words, Turkey exports raw
materials to China.

On the other hand, the main products that Turkey imports from China are automated data
processing machines and units, phones for cellular/other wireless networks, toys, tools used for
taking, processing and giving audio-video and other information, and vessels intended for cargo
handling and passenger transport. In brief, Turkey mainly imports technology, particularly
phones and cameras.

Furthermore, the total investment amount that China made in our country is about 2 billion
dollars. The sectoral distribution of these investments is energy, infrastructure, logistics,
finance, mining, telecommunication and animal breeding.

However, despite the share of Asia has increased significantly, the large part of the Foreign
Direct Investment (FDI) inflow to Turkey has been from Europe, North America and Gulf
countries in the last 16 years (Table 2).
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Table 2 COUNTRIES MAKING DIRECT INVESTMENT IN TURKEY

Netherlands: 15.7 %

/

Other: 26.5 %

USA: 7.7 %

Japan: 1,6 % / — Gulf:6.8%
UAE:2.8% —
i
Russia:4.1% = UK: 6.6 %
e
Azerbaijan: 4.2 %
Luxemburg: 6.2 %
Belgium: 5.6 % l

Spain: 6.1%
Germany: 6.1 % pain

Source: The Central Bank of the Republic of Turkey

China’s investments in Turkey is below the rate of 1.5% of the FDI made in Turkey. The fact that
the central banks of both countries signed a SWAP agreement in 2012 and that they renewed it
in 2019 indicates that the trade and economic relations have a deepening potential.

The biggest trigger of this deepening is that Turkey strongly supports the efforts carried out for
putting the “Belt and Road Initiative” into practice, which is also defined as “Silk Road Economic
Belt” and “21st Century Maritime Silk Road” led by China, and that it has a key position in terms
of initiative.

Turkey aims at actualizing the “Trans-Hazar Middle Corridor” project, which is supplementary of
the North line extending from China to Europe and opens an additional connection corridor
between China and Europe. A memorandum of understanding was signed with China in order to
harmonize the “Belt and Road Initiative” with Turkey’s “Middle Corridor” project. With this
development, it is possible to assume that both countries will closely cooperate in several fields
in the forthcoming years.

It is important for the sake of taking healthy decisions to focus on the difference between
Turkey’s export to and import from China along with examining at which level Turkey’s import
from China is on Turkey’s export.



STRATEGIC REPORT,

TURKEY - CHINA

"Post-Covid-19 New Paradigms; Belt and Road, Trade,
Tourism, Investment, Finance and Technology"

According to the Broad Economic Categories/BEC) classification, Turkey’s import mostly consists
of raw materials (Table 3).

Table 3

300 000 000
250 000 000
200 000 000
150 000 000
100 000 000

50 000 000
0

N Investment capital goods

TURKEY’S TOTAL IMPORT ACCORDING TO
BEC CLASSIFICATION
(VALUE: THOUSAND US $)

[ | [l I = .I [] | | I

2019 2018 2017 2016

2020

B Raw Material B Consumption goods Other w— Total

Source: Ministry of Commerce of the Republic of Turkey

While Turkey imported raw materials in the amount of 135.795.991 US Dollars in 2016, this
number raised up to 174.803.246 US Dollars in 2018, and it became 162.529.975 US Dollars with

a decrease in 2019.

The same trend may also be seen in consumption goods. It is seen in the

comparison that raw material and semi-finished import made from China corresponds to about
7% of the total import (Table 4). This rate is high for the import made from a single country, and
shows that this country supports Turkey’s developing industry as raw material.

Table 4
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While Turkey’s raw material import from China constitutes 44% of the total import from China
(incl. service etc.), its consumption goods export has shown an increase within years (Table 5).

Table 5
TURKEY'’S TOTAL EXPORT ACCORDING TO BEC CLASSIFICATION
(VALUE: THOUSAND US $)
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Source: Ministry of Trade of the Republic of Turkey

The increase in the consumption goods export indicates that Turkey is supported with the raw
materials imported. Considering that 7% of the raw materials necessary for consumption goods
come from China, and that petrol and natural gas are accepted as raw materials, it will not be
wrong to assume that the raw material, processed and non-processed for industry, import from
China is about 30%.

The EU countries and Russia constitute a large part of Turkey’s import due to its geographical
location (Table 6). Germany, UK and Italy have been keeping their places among the 5 countries,
where Turkey exports (Table 7).

The two prominent reasonings of this are the geographical proximity and the affordability. The
trade balance achieved with the EU countries —without having a significant difference between
the import and the export- has been continuing as stabilized. However, it is not the same case
for China and Russia. A commercial difference in merchandise trade similar to China is also seen
with Russia, which is one of the countries where Turkey imports the most.

Nevertheless, the effects of this difference in merchandise trade can be closed by means of
commercial areas, such as tourism, service sector etc. While Turkey’s import from China and
Germany decrease within years, its import from Russian Federation has shown a regular
increase (Table 6).
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Table 6
20 Countries, From Where Turkey Imports the Most
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Table 7
20 Countries, Where Turkey Exports the Most
(VALUE: THOUSAND US $)
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“Motor land vehicles” is among the most prominent and important chapters constituting almost
75% of Turkey’s total export (Table 8). Especially, the certain changes experienced in chapters
84 and 27 are the examples showing that Turkey enhanced its capacity in terms of export.
However, raw materials are imported in these two sectors, and they are exported after they are
transformed into final products. These two chapters have an important place in Turkey’s import
(Table 9).

Table 8

20 CHAPTERS, IN WHICH EXPORT IS MADE THE MOST

General Total Export

Value: | Thousand US Dollars
Chapter | Chapter Description 2017 2018 2019 Change(%)
No (2018-2019)
87 Motor Land Vehicles $23.940.852,00 $26.758.367,00 $26.176.249,00 -2,2
84 Boilers, machinery, mechanical $13.825.494,00 $15.827.652,00 $16.457.106,00 4,0
devices and tools
72 Iron and steel $8.230.403,00 $11.546.433,00 $9.944.027,00 -13,9
61 Knitted clothing and accessories $8.840.031,00 $9.041.810,00 $9.094.784,00 0,6
85 Electrical machinery and devices, $8.089.893,00 $8.722.860,00 $8.730.048,00 0,1
recording-sounding
71 Precious or semi-precious stones, $10.879.244,00 $7.172.330,00 $7.326.869,00 2,2
precious minerals
73 Goods made of iron or steel $5.598.990,00 $6.533.833,00 $6.489.338,00 -0,7
62 Non-knitted clothing and $5.947.844.00 $6.262.369,00 $6.453.526,00 3,1
accessories
39 Plastics and its derivative goods $5.474.292,00 $6.042.633,00 $6.288.433,00 4,1
27 Mineral fuels, mineral oils $4.327.175,00 $4.411.992,00 $7.329.035,00 66,1
8 Eatable fruits and nuts $3.940.007,00 $3.960.607,00 $4.178.693,00 5,5
94 Furnitures, bedclothes, lighting $2.760.343,00 $3.130.569,00 $3.490.125,00 11,5
devices
76 Aluminum and goods made of $2.512.216,00 $2.944.942,00 $3.108.128,00 3,8
aluminum
40 Rubber and goods made of $2.494.294,00 $2.822.336,00 $2.826.623,00 0,2
rubber
25 Salt, sulfur, soils and stones, $2.572.445,00 $2.616.374,00 $2.736.964,00 4,6
plasters, limes
57 Carpets and other coverings $2.161.753,00 $2.264.226,00 $2.531.225,00 11,8
suitable for textile
63 Ready goods and sets, made of $2.016.726,00 $2.052.424,00 $2.018.571,00 -1,6
woven goods
20 Vegetables, fruits, nuts $1.880.096,00 $1.907.803,00 $2.007.111,00 5,2
28 Inorganic chemicals $1.316.750,00 $1.847.419,00 $1.835.358,00 -0,7
52 Cotton, cotton yarn and cotton $1.717.488,00 $1.826.770,00 $1.654.334,00 -9,4
textiles
Total of 20 Chapters $118.526.336,00 | $127.743.749,00 | $130.676.541,00
Share of 20 Chapters in the General (%) 75,5 76,1 76,2

2,2

\ $156.992.940,00

$167.920.613,00 ‘ $171.578.847,00

Source: Ministry of Trade of the Republic of Turkey
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In brief, since there is no enough production regarding these chapters in Turkey, the relevant
products are supplied from outside, and a certain amount of raw materials is imported and then
exported after being transformed into final products. As a matter of fact, chapter 39 explains
this situation; the raw materials for petro chemistry necessary for plastic and its derivative
products cannot be produced in Turkey. For example, while polyester raw material, which is
important in plastic production, can be produced in Turkey, the raw material required for
polyester is compulsorily required to be imported from different countries. While the import
decreases by 10%, the export increases by 4,1% in this chapter (Table 8). This shows that the
raw material import is maintained, while the relevant final product import decreases.

Table 9

20 CHAPTERS, IN WHICH IMPORT IS MADE THE MOST \

General Total Import

| $233.799.651,00

$233.047.094,00 | $202.703.838,00

Value: | Thousand US Dollars
Chapter | Chapter Description 2017 2018 2019 Change(%)
No (2018-2019)
27 Mineral fuels, mineral oils $37.204849,00 | $43.005.620,00 | $41.184.444,00 -4,2
84 Boilers, machinery, mechanical $27.164.479,00 $25.770.116,00 $21.524.865,00 -16,5
devices and tools
72 Iron and steel $16.761.929,00 | $18.401.453,00 $14.680.699,00 -20,2
85 Electrical machinery and devices, $21.152.440,00 $16.569.746,00 $14.992.962,00 -9,5
recording-sounding
87 Motor Land Vehicles, tractors, $17.427.897,00 | $13.894.979,00 $9.643.470,00 -30,6
bicycles
39 Plastics and its derivative goods $13.264.846,00 | $12.937.359,00 | $11.645.416,00 -10,0
71 Precious or semi-precious stones, $17.443.552,00 $12.556.588,00 $13.311.327,00 6,0
precious minerals
29 Organic chemical products $5.387.761,00 $5.973.218,00 $5.438.373,00 -9,0
90 Optical, photo, cinema, measure, $4.999.037,00 $4.684.061,00 $4.372.504,00 -6,7
control, setting, medic. instrument
30 Pharmacy products $4.449.096,00 $4.363.425,00 $4.764.307,00 9,2
76 Aluminum and goods made of $3.469.055,00 $3.872.388,00 $3.432.016,00 -11,4
aluminum
74 Copper and goods made of copper $3.326.513,00 $3.344.076,00 $2.937.625,00 -12,2
73 Goods made of iron or steel $2.957.422,00 $2.824.998,00 $2.385.543,00 -15,6
40 Rubber and goods made of rubber $2.951.169,00 $2.803.172,00 $2.525.244,00 -9,9
48 Paper and paper box, goods $2.811.917,00 $2.749.840,00 $2.513.828,00 -8,6
made of pulp and paper
88 Aircraft, spacecraft and $2.675.592,00 $2.582.741,00 $3.405.102,00 31,8
accessories and parts
52 Cotton, cott. yarn & cotton textiles $2.995.031,00 $2.508.499,00 $2.610.908,00 4,1
38 Various chemicals $2.212.861,00 $2.281.783,00 $2.092.898,00 -8,3
54 Synthetic and artificial filaments, $2.286.708,00 $2.160.295,00 $2.218.468,00 2,7
synthetic goods, as streaks etc.
10 Grains $1.693.433,00 $2.025.242,00 $3.220.157,00 59,0
Total of 20 Chapters $192.635.587,00 | $185.309.599,00 | $168.896.156,00
Share of 20 Chapters in the General (%) 76,0 83,1 83,3

Source: Ministry of Trade of the Republic of Turkey
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The raw material import required for Turkey’s developing industrial power plays an important
role in Turkey’s export (Table 8, Table 9). One of the purposes of the project is also to present
the contribution and effect of the import made from China.

When looking at trade relations of both countries from the point of tourism, as economic
relations are not limited only with merchandise trade, the mutually increasing number of
visitors make Turkish and Chinese people closer to each other each passing day. In accordance
with the agreement reached by the leaders of both countries, several activities were organized
in 2018 announced as “Turkey Tourism Year in China”. The number of tourists coming from
China to Turkey reached up to 394 thousand this year by a 60% increase, and this number
increased to 427 thousand in 2019. Even though it was targeted to increase this number with
mutually increasing flights and added flight points, an indispensable delay happened due to the
Covid-19 pandemic. As a matter of fact, the pandemic has affected all economic areas acutely.

What will be the base of the economic and trade relations, which are expected to develop
between both countries, after Covid-19? Turkey has the intention to expand its product range in
its trade with China, and the food sector seems to be the one that it may do it in the fastest
way. While China makes 140 billion dollar import in 2019 in agriculture sector, Turkey could
make 17,5 billion dollars export to the world. China’s import in the field of agriculture is
certainly 8 times of Turkey’s export in the field of agriculture. A market as big as this size is an
important market for Turkey’s agricultural sector. On the contrary, the export numbers that
Turkey made to China in agriculture category is 132 million dollars. The negotiations with
customs administration regarding phytosanitary measures are tried to be resolved in order to
increase Turkey’s agricultural export numbers.

There is a cooperation process progressing compatibly with China in international platforms,
such as the World Trade Organization and G20, where the multilateral relations are improved.
Turkey’s capacity and potential for exporting its agricultural and food products to China are
quite high. However, it is important to complete standard product procedures between both
countries in order to develop the trade relations between Turkey and China and to contribute to
closing the gap. After this process, a fast increase may be expected in the export of Turkish
products. China made important investments in agricultural sector by using its large land
structure. Even though Turkey believes that it does not need a cooperation in this field, it is
beneficial to reciprocally share expertise and experience. Another issue is that China’s products
with GDO, hormone and additives occupy an important place in the market.

In case Turkey develops such a cooperation, trying to strengthen its own cooperation strategies

must be also considered within the priorities by making studies regarding how it will establish it,
what the borders will be and what the anticipated problems are.
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Production - Merchandising

The reason why decision makers cannot easily make a decision in terms of politics while making
decisions for production — merchandising at the macro level is the presence of various main and
sub criteria that they have to consider. These criteria need a multidisciplinary systematic
requiring to take the opinions of different departments and disciplines. This analysis is carried
out for seeing whether the trade of Turkey with China plays an important role in its export, and
its effect for the Turkish economy in connection with the integration increased between
countries and return to micro nationalism on a global scale in today’s world.

Import made from China is mostly “raw material”. Dividing this segment in two as “underground
sources raw material” and “raw materials processed for industry” is important for the health of
this analysis. However, this analysis will be made over only raw materials processed for industry,
since underground sources raw material is related to extracting the sources owned by the
countries. It must be clarified primarily when production and merchandising is convenient.

Situations When Merchandising Is Convenient

* Need for increasing factory capacity

e Need for obtaining a special technology in an open and competitive market
e Motivation to obtain good prices

e Motivation to improve commercial position

e Motivation to prevent capital investments

Situations When Production Is Convenient

e Nonexistence of an open and competitive market

e Appropriate production capacity and its sufficiency

e Not being able to take contracted work in the company when factory work load is decreased

e Its being a high value added work

e Formation of only one source, suspicious trustworthiness of suppliers, and opportunity to
develop technologies

e High-level audit need by the company

* Its being a private and small-scale work for supplier

e |mportant and thorough technology information for the company

These situations are mostly for micro-economies (for own evaluations of private sector).
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Factors, which will effect political decisions on the macro scale, must be considered separately
(Table 10).

Table 10 FACTORS EFFECTING POLITICAL DECISIONS ON THE MACRO SCALE
Headings Main Factors
Manufacturing Technology Importance of Technology for Competitive Advantage
Maturity of Technology

Uncertainty of Technology
Probability of Future Developments

Foreign Merchandising Risk Confiscation Risk

Pervasion of Technology
Deterioration of Final Product
Comparison

Managerial Issues Work Force Stability

Complexity Level In Planning, Control or Audit
Supply Security and Assurance

Comparison

Cost
Investment

Financial Issues

Recovery of Investment

Operational Issues Manufacturing Competency
Quality

Due Date

Volume Uncertainty

Employment and volume uncertainty are the most important effects. In case Turkey wants to
manufacture “raw materials processed for industry” that are imported from China within its
own country, it is certain that “market penetration costs”, which will be caused by new
investments, will damage price competitiveness of Turkey regarding relevant sectors.

Of course, these kinds of initiatives will also have an effect on employment within the country.
However, initiatives for manufacturing “raw materials processed for industry” will not satisfy
the today’s needs, since sectors, which are aimed at in strategic vision papers prepared for
Turkey’s 2023 Vision and afterwards, are mostly related to technology and defense industry.
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It is possible to predict that welcoming of these kinds of initiatives, which will be made at the
macro level, in the market by the private sector will be difficult, particularly when volume
uncertainty, recovery of investment, technology maturity and probability of future
developments are considered.

At the present time, fast growing technology has started “digital age” and exceeded “industry
age”. Accordingly, added value that these kinds of heavy industries will contribute to both
investors and country has drastically decreased.

In a similar way, sources that finance communities will invest in these kinds of low-value-added
industries also decreased. Since inclusion of sectors, which doesn’t conform to the strategic
vision of Turkey, doesn’t seem logical, import of these raw materials from China plays a critical
role in the export of Turkey with 3" countries.

Even though some problems were experienced in global market regarding supply with the
Covid-19 process, it is possible to see in export data shared about the same Customs Tariff
Statistics Position (HS Codes) that preferences still side with China (Ministry of Trade of the
Republic of China and Wall Street Journal). Since initial investment costs are high and added
value is low, outsourcing these kinds of raw materials is recommended.

Post-Covid-19 Financial Cooperation

China, which adopted a socialist government model after invasions were brought to an end and
internal disturbances ended following the World War Two, had isolated itself from the world
economy for about thirty years. Reform movements starting with Deng Xiaoping at the end of
1970’s became the beginning of country’s foreign expansion. Continuance of reforms firmly,
gradually and successfully in this process enabled the country to become an important power
that can effect the global politics and economy.

China, which used to be a poor country with its closed economy relying on agricultural
production, is the largest economy of the world today when price differences between
countries are taken into consideration. Being one of the permanent members of the United
Nations Security Council in 1971, and the economic reforms put into practice since 1980’s have
been effective for its growth in importance on a global scale.

Particularly in respect of its position reached in global economy and its acquired competitive

power, it is closely followed as being considered a “threat” by developed countries and a “new
opportunity” for developing countries.
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National product of China, which is undisputedly one of the most important actors of the world
economy, increased to 13.1 trillion-dollar level in 2018, while it was 150 billion dollars in 1978,
and its per capita income increased over 9 thousand 400 dollars from 310 dollars over the same
period. While per capita income across the world showed increase about 400 between the said
years, average increase in China had been eight times more than the world average.

Having been shared with the world public opinion in 2013 by the Chinese President Xi Jinping
and named as “Modern Silk Road” Project, “Belt and Road Initiative” gains importance at this
point. Direct investments of China places this country into an important position in the world
politics and economy with this initiative as one of the utilization methods of its vast amount of
foreign exchange reserves.

Said investments ranging from energy to logistics and from finance to real estate include more
than sixty countries, and projects and investments increase with each passing day. China aims at
helping the growth and development of these countries along with contributing to the global
welfare level with this initiative that is expected to produce more than 8 trillion dollars
economic contribution on aggregate.

There are many important factors behind the economic success story achieved by China.
Reformist identity of China, low-cost labor market, low costs, export-oriented economic growth
model, harmony with regional and global markets, and the importance attached to the
economy by the government may be shown among them.

In the light of decisions taken in the Chinese Communist Party (CCP) congress in 2013, China,
which emphasizes that steps will be taken to remove reformist identity from being state-
centered and to foreground market economy, presents a successful profile for harmonization
with the changing global economic system.

Analyzing Ankara — Beijing economic relations in this transformation period, which is shared
with the world public opinion by the President Xi Jinping in the same year, both regionally and
globally is of vital importance both in terms of Turkey’s economic potential and China’s
investment moves.

When it is considered that China made 1.94 trillion dollars foreign investment between 2005-
2018, potential of countries like Turkey gains more importance. Likewise, China made
investment to Turkey in the same period that is close to 15 billion dollars in total. In this respect,
“Belt and Road Initiative” offers important opportunities to Turkey with regard to development
funding.
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Coming to the fore in huge infrastructure and energy investments across the globe, China may
be considered as an important financier for Turkey. Moreover, efforts of China to expand its
regional and global cooperation partnerships in the light of recent economic and political
developments places Ankara - Beijing relations to a more special and important position in the
changing world order. However, continuation of foreign trade deficit in bilateral trade, which
occurred to the detriment of Turkey, is not possible in this way. It is important to study on
relations to be established with China more meticulously and thoroughly.

Trans Anatolian Natural Gas Pipeline Project (TANAP), which is expressed as “Silk Road of
Energy”, is the most outstanding project within the scope of “Belt and Road Initiative”. Financial
support is provided to the pipeline, which was included in this initiative later on, through Asya
Infrastructure Investment Bank (AlIB) having Turkey among its founders.

Constituting the Turkey step of the Southern Gas Corridor that is developed in order to carry
rich natural gas sources in the Caspian Sea Region to the European market, TANAP was
allocated 600 million dollars credit by AAYB, and contribution was provided for putting the
project into practice that will help Turkey to reach its goal to be an energy trade center.

When looked at the course of Turkey — China trade relations, it is seen that intended level could
not be achieved and potential could not be reached for a long time particularly in terms of
investments. It is understood that investments were limited between two countries until 2000’s,
but it started to increase afterwards.

When it comes to investments, China was a very successful country to attract foreign
investments instead of making investments in foreign countries until recently. However, there
has been a serious increase in foreign investments in accordance with the change in foreign
policy of China and transformation targets of the economic structure in recent years.

Turkey is included within the foreign investments of China with its investment stock that is close
to 15 billion dollars, but its investment stock is low compared to the Middle Eastern and
European countries. When Turkey’s potential for attracting more investment within the scope
of “Belt and Road Initiative” in the forthcoming years is taken into consideration, it is possible to
increase investments by diversification.

Turkey, which is in the sixth place among the investments of China to the Middle Eastern

countries, falls behind intended level according to the investment stock existent in Germany,
France and England when compared to the European Countries.
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Table 11 SECTORS THAT CHINA MAKES INVESTMENT IN TURKEY AND ITS SHARES
Sector Industry Investment Amount | Sector Shares of
(Billion USD) Chinese Investments
Energy Energy 9,460 %63,1
Transportation Railway, Ports, Marine Transportation 3,230 %21,5
Housing Building 1,150 %7,6
Medical Medicine 1,100 %7,3
Metal Steel 0,440 %2,9
Finance Banking 0,430 %2,8
Technology Telecommunication 0,100 %0,6

Energy sector mainly takes part in the investments of China in Turkey (Table 11). It is seen that
16 million dollars of realized investments — like investments made in other countries in the “Belt
and Road Initiative” are intensifying particularly in energy and transportation fields, because
energy is a strategic investment field for China. Currently, China has 7 billion dollars investment
in Turkey since 2008 -mostly coal-fired thermal power plant — in the fields of power generation,
distribution and technology sharing. Some of the said investments are realized by direct
participation of Chinese firms to the Turkish market where national firms are predominant, and
some of them are realized through partnerships established with Turkish companies. In addition
to these values, foreign investment rate coming from China to Turkey increased by 120% in
2019. Number of Chinese investor firms in Turkey exceeded 1000. While the Chinese personnel
in Turkey is about 8 thousand, investment amount of China in Turkey reached up to 2.8 billion
dollars.

How does Turkey consider China financially? Vakifbank, which is a public bank of Turkey that
considers China as an “alternative debt market”, signed 1-year loan agreement with the Export
Import Bank of China amounting 140 million US Dollars. The Turkish Industrial Development
Bank (TIDB) also took out a loan amounting to 200 million US Dollars from the China
Development Bank. With the Covid-19 pandemic, position of China as being an alternative debt
market for Turkey, and position of Turkey as being a market for China has started to change.
The most concrete example of it is the memorandum of understanding on cooperation
amounting to 5 billion dollars that was signed between Turkey Wealth Fund and Sinosure in
March 2020. This shows that two countries are deepening their relations regarding post-Covid-
19 financial cooperation. Thereby, the China Export and Credit Insurance Institution will
recommend the projects of Turkey Wealth Fund in the energy, petro chemistry and mining
sectors to Chinese investors, contractors and financial institutions, and Sinosure may provide
insurance support to relevant projects until 5 billion dollars.
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Potential Impacts of Global/Regional Developments
on Turkey - China Relations

South China Sea, Taiwan and Hong Kong are among the biggest problems having the potential
to increase geopolitical tension between China and USA after Covid-19. Beijing government
didn’t back off, instead it has intensified its efforts regarding its policy for strengthening the ties
of Hong Kong with the mainland. Reflaming of protests supports this idea. Statement of Trump
as he will impose sanctions on Beijing government against the developments in Hong Kong, and
the statements of US Secretary of State Mike Pompeo as autonomous statute of Hong Kong
(single state, two system) is ceased are the signs that China — USA relations will deteriorate.
Hard-line attitude of the USA regarding Hong Kong is a sign that it will act harsher about Taiwan
problem. In addition, since Hong Kong was a dependent territory of the United Kingdom before
it was reverted to China in 1997, new developments may deepen the breakup in China —
England relations.

Power and effect of Chinese foreign policy is derived from the loans granted to developing
countries and the power of its investments on a global scale as a result of its economic
development. Soft power potential of China is added to the increase of its economic and politic
impact on a global scale in the last ten years. Yet, potential soft power of China could not create
a sphere of influence in the same size. For instance, invitation of Chinese ambassadors to
ministries of foreign affairs in some African countries and rapid increase of “Sinophobia” points
out this.

In the light of said changes, conciliatory /mediatory power position of the EU in China — USA
relations is likely to weaken. Since Turkey, which may pursue a more independent and
multidimensional foreign policy compared to the EU countries even though it is included in
western alliance, may replace the gap to be formed, it will be possible to see multilateral
financial cooperation between two countries in the subsequent periods.

It is inevitable in this period that China will need new partners that it may cooperate to
consolidate its power in the Balkans, Middle East, North Africa and even in the Central Asia.
Within this framework, self-effacement of the EU gives room to the multidimensional foreign
policy of Turkey in its relations both with China and western world. Especially in addition to the
geopolitical problems such as Taiwan, Hong Kong and South China Sea, deterioration of China —
Western World relations may enable deepening of cooperation between China and Turkey,
which increases its effect in its region and may develop good relations with the western world.

Moreover, it is possible for Turkey and China to develop a more balanced and “supplementary,

but not alternative” relation for the period after pandemic, since the cost of global economic
sponsorship and foreign policy of China increased.
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It is also possible to talk about creation of several cooperation opportunities for private sector
because of changing Post-Covid-19 financial relations (Table 12).

Table 12 INVESTORS AND PARTNERS OF CHINA IN TURKEY
Year | Investor Company Investment Partnering Turkish | Sector
Amount Company

(Million Dolars)

2005 | China Railway Construction, Genertec 1.270 Cengiz and IC Igtas Transportation

2007 | Sinomach 610 Eren Group Energy

2008 | China National Building Material 110 Real Estate

2008 | Datong 760 Hema Energy Energy

2009 | China National Chemical Engineering 440 European Nickel Metal

2010 | Sinomach 360 Energy

2010 | Sinoma 780 Eren Group Real Estate

2011 | China National Chemical Engineering 640 Energy

2012 | China Power Investment and AVIC 850 Hattat Holding Energy

2012 | Chery Auto 120 Transportation

2012 | China Electric Equipment 600 Energy

2012 | Harbin Electric 130 Hattat Holding Energy

2013 | China National Chemical Engineering 1.100 Ciner Holding Medicay

2013 | Genertec 460 Aksa Energy Energy

2013 | Harbin Electric 2.400 Hattat Holding Energy

2013 | Sinomach 220 Energy

2014 | ICBC 320 Tekstil Bank Finance

2015 | Sinomach 380 OEDAS and OEPAS Energy

2015 | Sinoma 160 Limak Holding Real Estate

2015 | Sinoma 100 Votorantim Cement Real Estate

2015 | China Merchants, CIC, China Ocean 920 Fina Port — Kumport Transportation
Shipping (COSCO)

2016 | Dongfang Electric 660 Hattat Holding Energy

2016 | Bank of China 110 Finance

2016 | ZTE 100 Netas Technology

2018 | Power Construction Corp 1.090 Energy

2018 | China Energy Engineering 300 Toya Energy

There is not any study regarding the contribution of Chinese investments in Turkey to the export
of Turkey, however, China directed most of its investments in Turkey to energy and
infrastructure sectors.
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Investments made in both infrastructure and transportation sectors (railways, ports) and energy
sectors have been directly effecting manufacturing sector of Turkey, and making contribution to
its export indirectly, even though these investments are not concentrated on manufacturing
industry — as a matter of fact they have a small share within investments- and they don’t
provide a direct contribution to the export of Turkey. Measuring and determining this
contribution’s leverage will help the development of relations between two countries and
enable decision makers to see available data from a broad spectrum.

Making cross-border cooperation —mainly in Africa- for improving health infrastructure systems,
which come to the forefront with pandemic period, within the scope of China and Turkey
cooperation in the upcoming years is very important for both countries with regard to the
development of relations between themselves and at international level after Covid-19 period.
Why does Africa need to be considered of first priority? Turkey has maintained an amicable
attitude towards African countries since the Ottoman Empire. Turkey not having a colonist past
and its being a soft power factor has been expressed by African leaders and academicians on
every occasion. Moreover, religious/cultural affinity it has with Muslim countries places Turkey
in a different position in the eyes of African countries.

When these values owned by Turkey is considered together with the China’s high amount of
foreign currency reserves and its motivation to make investments in foreign countries, it is
possible to realize investments that may be seen as a gain both for Ankara-Beijing partnership
and African countries.

China transforms its large amount of foreign currency reserve surplus into investments in
specific regions and sectors as a reflection of its foreign policy. Its large amount of foreign
currency reserve provides finance to large infrastructure investments in trade agreements
particularly signed with developing countries in accordance with its strategic investment
policies. Having transferred its welfare to developing countries like itself, China has been
continuing its alternative market search, and it expands its zone of influence. China’s using
“direct investment” tool in foreign countries in this manner enables the formation of new
connection channels in global economy.

China, which wants to have a say in information and robotic technology fields by way of buying
international technology companies, has determined investment priorities in these fields. In this
respect, Chinese companies want to be predominant in these markets by buying these
international technology companies.

When the position of Turkey in strategic sectors such as information technology is considered

on a global scale, investments to be made by China in Turkey will help to create a perspective
for Turkey.
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Security Relations

Covid-19 pandemic will dramatically effect defense economies and accordingly defense
spendings on a global scale. Defense economies and operation capacities are believed to
encounter with serious negativities in the world. As a matter of fact, many European countries
had to make budgetary cuts in military spendings up to 30% after 2008-2009 financial crisis.
Main battle tanks decreased by 78%, warplanes decreased by 49%, attach helicopters decreased
by 66%, and frigates and destroyers decreased by 32% in the inventory of the EU countries
between 1999-2018.

According to the Stockholm Peace Research Institute (SIRPI) data; global military spendings,
which was 1.8 trillion dollars in 2018, reached up to 1.9 trillion dollars in 2019 with an increase
by 4%. However, this high numbers could not protect the countries against a 1-milligram virus.
As a result of pandemic, loss of lives exceeded 180 thousand in the USA, defense budget of
which is 738 billion dollars for 2020. Many other countries partaking near the top among the
most powerful armies of the world lost their wars against the virus, and suffered the same
despair. Fight against the virus, which takes almost entire world captive by spreading like a
flash, was expressed as state of war by several leaders including the President of the U.S.

Covid-19 added a new factor to national power factors such as military power; “Health System
Power”. This new power, which is not given place among the national power factors of the
countries until today, will be absolutely taken into consideration within security studies during
and after the pandemic. Countries like Turkey, Russia and China having a strong health system
and infrastructure raised awareness as a soft power factor with foreign aids and supports.
Armed forces of several countries take on tasks in the fight against pandemic such as
maintaining public order, providing health service support, building field hospitals, and
providing equipment support.

China and Turkey managed this process well, and succeeded to prevent the spread of pandemic
and getting it under control with proactive methods. Those below are considered to be the
fields that two countries may develop close cooperation: biosafety, biotechnics, medical
intelligence, fight against chemical and biological weapons, adding units to the Chemical-
Biologic-Radiologic-Nuclear Units for fighting against pandemic, establishing “virology research
centers”, developing smart products — robotic systems — air defense systems — hypersonic
missiles, making space-themed studies, developing S/IHA, building warships and warplane, and
many other fields such as artificial intelligence and cyber security.

Joint studies that may be done with the cooperation of two countries may be expanded to
several fields such as public health and public order along with how armed forces can protect
fighting efficiency in case it comes up against pandemics like Covid-19 in operation
environment. In addition, it is possible to make joint restructuring and cooperation regarding
non-combatant operations.
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Recommendations
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Focusing on limitless potential existent in “tourism”, “investment”, “finance”, “technology” and

“security” aside from only “trade” including great imbalances, and working each of them in
detail, and establishing mechanisms have vital importance.

Building a positive radical concept based on mutual empathy and dependence, and
“institutional ecosystem” is the most important mental threshold.

Launching “Turkey China Investment Fund” and designating its shareholders, creating
parameters that will enable its sustainability will be a regional and global model.

Making strong cooperation for developing market, ecosystem and capacity in the fields of
“Biotechnology”, “Robotic”, “Artificial Intelligence”, “Nanotechnology”, “Space” and “Strategic
Services” that transforms global business model and conventional methods, and matching of all

addressees must be taken as reference.

Establishing “mechanisms comparatively analyzing and sharing macro and sectoral politics and
transformations” serves as a starting point.

Determining a road map for joint fight of Turkey and China by primarily establishing a “Centre of
Excellence” related to pandemics such as Covid-19 is important for experience sharing. It is
possible here to make researches with regard to reconstruction of crisis management, and how
these kinds of pandemics must be managed in disaster management logic, and to establish
sophisticated systems.

Making close cooperation is possible by establishing joint “virology research centers” that may
be supported with relevant multidisciplinary fields in order to get prepared for pandemics such
as Covid-19 and coping with them when they occurred.

Technology levels of both countries have been increasing with each passing day. For a stronger
development, cooperation possibilities may be increased by establishing “technology centers”.

Turkey and China, which are the lead actors of the “Belt and Road Initiative”, particularly railway
route, may develop joint mechanisms in the fields such as transportation and railway
construction including security dimension in this field. Such that, Turkey aims at actualizing
“TransCaspian-Middle Corridor” project for the corridor that will improve the transportation
and trade network between China and Europe. Within the scope of these initiatives, the
memorandum of understanding aiming to bring “Middle Corridor” project into conformity was
signed.
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Moreover, studies regarding the “Middle Corridor” project, which is followed jointly by the
Ministry of Trade and Ministry of Foreign Affairs of the Republic of Turkey and is a particular
concern for the country economy, are continued as being improved. As a part of “Edirne-Kars
Railway Project”, “Baku-Thilisi-Kars Railway Line”, which is an important initiative within the
framework of “Belt and Road Initiative of the Ministry of Trade of the Republic of Turkey, was
put into service as a result of the meeting held in Baku in 2017. Increase of railway use in this
route is important.

The conjuncture changing with Covid-19 has increased the importance of railway usage in
contact-free transportation. Load carrying capacity, which used to be 4 thousand tones monthly
in the Baku-Tbilisi-Kars route before the pandemic, has increased to 28 thousand tones after the
pandemic. The Ministry of Trade of the Republic of Turkey presents the importance and
operability of the railway transportation for keeping the “Middle Corridor” alive over historical
ties in the regions such as Azerbaijan, Caspian Sea, Kirghizstan, Turkmenistan and China.

We are moving towards a period where providing security after pandemic will become more
difficult day by day due to the unknown/unrecognized actors that may show up at any time.
Establishment of joint “strategic foresight centers” by two countries must be evaluated in order
to offer an insight to the future. Accordingly, it will be possible to determine new security risks
in these centers and develop measures.
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