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Abstract 

Two important economic problems that Turkey must solve in the short run are current account deficits and 

unemployment. Because current account deficits reflect the part of domestic investment that cannot be 

financed by domestic savings, increases in current account deficits theoretically should reduce 

unemployment. However, in Turkey current account deficits do not decrease unemployment, but further 

increases it.   Economic growth in the Turkish economy observed following the economic crisis in 2001 

led to current account deficits, but employment did not increase. This phenomenon is called economic 

growth without employment. The reason why economic growth increases current account deficits while it 

does not reduce unemployment is the Turkish economy’s  production structure. The production structure 

of the Turkish economy leads to a high income elasticity of import. Therefore, economic growth raises 

import quickly and raises current account deficits, and reduces domestic production and employment. The 

purpose of this study is to analyze the relationship between current account deficits and unemployment in 

post-planned economy period in Turkey.     

 

Keywords: Current Account Deficits, Unemployment, Turkey 

 

JEL Classifications: E24, E60, F32, F43 

 

 

 

 

 

 

 

                                                 
11

 Associate Professor Doctor, Kocatepe University, e-mail: ozturkler@aku.edu.tr 
2
 Professor Doctor, Dünya Newspaper, ofc1962@yahoo.com  

mailto:ozturkler@aku.edu.tr
mailto:ofc1962@yahoo.com


 

314 

 

1. Introduction 

One of the Turkey’s economic and social problems demanding immediate attention is 

unemployment. However, if we look from the recent history’s perspective, we see that Turkey 

has two related and unsolved problems: unemployment and current account deficits. These two 

problems have their roots not only in the economic and social policies implemented but also in 

Turkey’s economic structure.   

Because current account deficits reflect the part of domestic investment that cannot be financed 

by domestic savings, assuming there is no decline in national savings, increases in current 

account deficits theoretically imply increased domestic investment, and therefore it should reduce 

unemployment. However, current account deficits do not correspond to decreases in 

unemployment in Turkey. Economic growth in the Turkish economy observed following the 

economic crisis in 2001 led to current account deficits, but employment did not increase. This 

phenomenon is called economic growth without employment or employment deficit. Therefore, 

what we observe for Turkey is another type of twin deficits problem, namely current account 

deficit and employment deficit.  

The purpose of this study is to shed a light on the empirical relationship between current account 

deficits and unemployment in post-planned economy period in Turkey. For this purpose Section 

2 sketches some theoretical perspectives and  developments in current account and 

unemployment during the period under study. Section 3 tests empirical relationship current 

account deficits and unemployment. Section 4 concludes.  

2. Current Account Deficits and Unemployment in Turkey  

The definition of current account deficit is straightforward: it is simply the sum of the balance of 

trade, net factor income, and transfer payments. However, as Riddel (2000) also asserts, the 

definition of unemployment is controversial. There is first a controversy of  “the true 

unemployment” and “official unemployment”. Secondly, there is a debate on the difference 

between unemployed,  under-employed, and discouraged. Thirdly, there are differences in 

opinions regarding what unemployment measures: Is it a measure of the extend of hardship in the 

economy, or the degree of excess supply in the labor market?   

However, regardless of how unemployment is defined, as Alexio (2001) argue, changes in the 

components of effective demand are expected to influence the way unemployment rerate 

fluctuate in contemporary economies around the world. Since in an open economy net export is 
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supposed to be a significant portion of total demand, change in net export must be an important 

factor in determining employment level.  

As Cizre and Yeldan (2005) assert, as open capital markets replace closed and short-term capital 

markets, governments become unable to employ traditional policy tools such as interest rates, 

government expenditures, and exchange rates as demand side policies. Liberalization policies 

also go hand in hand with privatization of public enterprises. Therefore, liberalization also takes 

away governments’ employment creation potential through these enterprises. In addition, 

monetary policy in many countries in recent decades has been tied to price stability and therefore 

to inflation targeting. Together with central bank independence, this price stability priority has 

also contributed governments’ inability in crating employment.  

According to Phelps (1994) aggregate demand shocks affect unemployment through generating 

price and wage-expectational errors. Therefore,  as a result of openness and privatization 

governments lost their ability to generate such shocks to reduce unemployment at least in the 

short-run. External shocks then replaced shocks generated by governments in affecting 

unemployment, especially in small open economies, such as Turkey. As openness increase, the 

share of international trade in both goods and services in gross domestic product (GDP) also rise. 

This in turn leaves open economies vulnerable to external demand shocks.   

Text book version of saving-investment approach to current account implies that trade balance 

(export(X) minus import (M)) is equal to the sum of private sector saving (S) over its investment 

(I) and government revenue (T) over its expenditures (G):
3
 

X-M=(S-I)+(T-G) 

Since price stability policy preference necessitates a tight fiscal policy together with a tight 

monetary policy, we can take government deficit as zero. Then every private sector saving 

investment deficit will correspond to international trade deficit. Since investment is assumed to 

create employment, trade balance deficits should reduce unemployment.  

Graph 1 below display the developments of unemployment and trade balance in Turkey. 

According to the Graph, at the beginning of the period, due to import substitution 

industrialization policy, trade balance deficit (right axis) is small. However, towards the end of 

the period, deficit gets significantly large. On the other hand, the Turkish unemployment rate (left 

axis) has a long run tendency of being notably above five percent, which can be as an 

                                                 
3
 For a detailed presentation of different approaches to current account see Aydogus and Ozturkler (2006).   
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approximate level of natural unemployment rate. Furthermore, beginning with 1970s, trade 

deficit and unemployment grow together. 

Graph 1: Unemployment Rate (U, %, Left Axis) and Trade Balance (TB, 000 $, 

Right Axis)  in Turkey for the Period between 1960 and 2009. 

  

 

 

 

  

 

 

 

 

 

 

 

 

 

Source: Organization for Economic Co-operation and Development (OECD), and Turkish Statistical 

Institute (TSI). 

 

  

3. The Empirical Relationship between Current Account Deficits and Unemployment in 

Turkey 

In this section we try to determine if there is a relationship between current account deficits and 

unemployment in Turkey for the period between 1960 and 2009. Because international trade 

balance part of current account reflects real production and absorption capacity of an economy, 

we use international trade deficit, rather than current account deficit. Data for our variables have 

been collected from Organization for Economic Corporation (OECD), and the Turkish Statistical 

Institute (TSI).  
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Since many macroeconomic time series contain unit root and using the time series containing unit 

roots in regression results in spurious regression trap, the common procedure in economics is to 

test for the presence of a unit root to detect non-stationary behavior in time series. We employ the 

conventional Augmented Dickey-Fuller test (ADF) (Dickey and Fuller 1979 and 1981) to check 

if  unemployment (U) and trade balance (TB) are stationary. Tests results are provided in Table 1 

in the Appendix.  The constant and the constant and trend case in ADF unit root test with 

Schwarz information criteria reflects unit root since the null hypothesis of unit root is failed to 

reject.  

Afterwards, we pass on to Johansen cointegration test as both variables are found to have the 

same integrated order, I(1). The concept of cointegration was introduced by Granger (1981) and 

more fully developed by Engle and Granger (1987). The cointegration of two variables is at least 

a necessary condition for them to have a stable long-run (linear) relationship. Johansen (1988) 

and Johansen and Juselius (1990) propose a procedure for estimating cointegrating relationships 

where the testing of more than one cointegrating vector is allowed in the dataset. Test results are 

provided in Table 2 in the Appendix. In the cointegration test, we reject the null of no 

cointegrating vector –in other words, no cointegration relationship- and we fail to reject the null 

of one cointegrating vector, that is there is long run relationship between unemployment rate and 

the trade deficit variables.  

In order to figure out the direction of long run relationship between unemployment and trade 

deficit, we obtain the estimates from the normalization of the cointegrating coefficients. Results 

are provided in Table 3 in the Appendix. Here, we see that trade deficit has a positive and 

significant impact on unemployment rate. Put it differently, as trade deficit increases, 

unemployment rises. 

This result is due to the production structure of the Turkish Economy. Production for export 

depends heavily on import in Turkey. That is production for export does not create as much value 

added as expected, and therefore employment in Turkey. At the same time, import harms 

domestic production, and therefore employment. Furthermore, as Tiryaki (2002) concludes based 

on his observations on 1994 and 2001 economic crises, in determining trade balance, government 

budget distortions are the dominant factors in Turkey for the most of the period under study.  
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4. Conclusion 

Textbook version of saving-investment approach to current account implies that international 

trade balance deficit is due to private sector saving-investment deficit and/or government 

revenue-expenditure deficit. As a result, a trade balance deficit will mean investment over saving 

and government expenditure over revenue, and therefore increase in employment. However, 

according to our findings based on the date for the period between 1960 and 2009, trade deficit 

increases unemployment in Turkey. This result is due to the production structure of the Turkish 

economy, where both production for export and domestic consumption is heavily dependent on 

import.  
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Appendix 

 

Table 1: ADF Unit Root Tests for Trade Balance (TB) and Unemployment (U). 

 

VARIABLES Level 

with  

constant 

Level 

with 

trend 

Difference 

with 

constant 

Difference 

with 

trend 

TD -1.042595 

(0.7307) 

-2.388989 

(0.3805) 

-5.844491 

(0.0000) 

-7.653716 

(0.0000) 

U -1.457021 

(0.5467) 

-1.403326 

(0.8477) 

-5.891762 

(0.0000) 

-6.049371 

(0.0000) 

Source: Calculated from the data obtained from Organization for Economic Co-operation and Development 

(OECD), and Turkish Statistical Institute (TSI) using Eviews version 6.0.  
 

 
Table 2: Johansen-Juselius Cointegration Tests 

 

VARIABLES Null Trace 0.05 

Critical Value 

Probability 

U and TB r = 0 

r  1 

26.49470 

 4.690239 

25.87211 

12.51798 

0.0418 

0.6413 

Source: Calculated from the data obtained from Organization for Economic Co-operation and Development 

(OECD), and Turkish Statistical Institute (TSI) using Eviews version 6.0.   
 

 

 

 

 

Table 3: Normalized Cointegrating Coefficients 
 

U TB @TREND(61) 

 1.000000  0.000221  0.142002 

  (4.9E-05)  (0.03079) 

 

Source: Calculated from the data obtained from Organization for Economic Co-operation and Development 

(OECD), and Turkish Statistical Institute (TSI) using Eviews version 6.0. Standard errors  are provided in 

parentheses. 

 

 

 


