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Summary An upgraded/modernise@ustomsUnion CQO2 dzf R AAIYATFAOFyi(f &
while granting it the right to provide input to EU trade negotiations with third countrie
g2dA R LROUGSYGAlIffe KSfLI NBaz2ft @S AaadzsSa |
of its commitments and é&come a leverage for EU policies

For achieving trade diversification, Greece needs to contemplate how the modernisat
the CU can unlock the potential of sectors such as primary agriculture and public procure

Visa liberalisatioras part of the general economic debate betweéme EU and Turkey ca
help Greece to partly offset losses in tourism and enhance its FDI

Greece can also negotiate better protectiofthe environment in the Aegean Sea and achit
better conditions for trade competition between the two countries through adaipin of
¢CdzN] SeQa fFo2dzNJ NAIKGa G2 (GKz2asS 2F 9!

Although security and political concerns in Greece override any discussions over ec(
relations with Turkeythe governing party along with the parties of the major and the mi
opposition appear receptive to sound out the possibility of an upgradddrhis is reliant or
OSNI LAY LREAGAOIET O2yRAGAZ2Yya ftaz2 o0SAyY
and migration concerns.
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By and large, the economic and trade relations between the EU and Turkey have been
for more than twenty years by the Bilateral Preferential Trade Framework (BPTF)
Development Research and Consulting, Panteia, & AESA, 2016: 10). The framework co
the Customs Union, which entered into force on 31 December 1995, and comp
agreements on coal and steel (CSA, which entered into force in 1996), as well fexanpicd
regime for trade in agricultural goods and fishery products (AFTR, which entered into fc
1998) (Ibid.).

The BPTF emerged as part of the 1963 Association Agreement (Ankara Agreement) tha
to continuously strengthen trade and economNB f | G A2y & KNP dz=
establishment of a Customs Union (CU) in three states: preparatory, transjamiaidinal, with
LINPG202fa fFeAy3d R2ey GKS Nz Sa 2F (GKS
3). The 1970 Additional Pratol stipulated the rules for implementing the transitional stage
establishing the Customs Union that among others included the progressive aboliti
customs duties between the European Economic Community (EEC) and Turkey over a
twenty-two years (lbid.).

The Customs Union that was agreed in 1995 has been characterised as the Eu
G/ 2y @SNHBSYOS al OKAYyS¢é 6. SNUzZ I @ SiG |t &3
Additional Protocol (For more information see Berulava et al.,.92@ BKP Developmer
Research and Consulting etal., 2016118 0 @ { LISOAFAOF £ f @ = ¢ dzNJ
external tariff (CET) for most industrial products as well as for the industrial componel
agricultural products, and both the EU andrRey agreed to eliminate all customs dutie
guantitative restrictions and charges with equivalent effect on their bilateral trade (World E
2014: i). Additionaljz,. ¢ dzZNJ Se Qa O2YYSNDOA L € FYR O2Y
harmonised with those ahe EU.

The CU does not cover primary agricultural products, iron and steel commodities ¢
European Coal and Steel Community (ECSC), seanckegublic procurement (Berulava et a
2019: 3; World Bank, 2014: 57). However, both parties committedyredually include
agricultural products through ongoing negotiations aiming at establishing a free trade
(FTAYand have been pushing towards expanding the CU into services and public procur
(Mertzanis, 2017: 3).

1 Article 33 of the Additional Protocol provided fora®25 | NJ LISNA 2R F2NJ ¢dzNj S& (2 al R2dzad Ada I3
of that period, those measures of the common agricultural policy which must be appli€drkey if free movement of agricultural products
08G658y Al FYyR GKS /2YYdzyAGe Ad (2 068 FOKASOSROE theNsTiphladeid Gonditions (i K S
weremet. (BKP Development Research and Consulting et al., 2016: 20).



Policypaper #35/2020 p.4
Modernising the EWTurkey Customs Union: The Greek Factor

In terms of the impact that the Customs Union has had ofirEtdey economic relations an
their respective economies, the outcome has been positive for both, especially for Ti
Specifically, in its latest repoon the matter, the World Bank argues that (World Bank, 2C

19):

G¢KS /! Kra oSSy I OFrdaGarfead F2N ¢dz2N) SeQ
GKS /' KIFI&a KSfLISR ¢dzN) S Qa YI ydzF lcAnpetibh 35
AG KFra KFENXY2YyAT SR YR RSONBFaSR ¢dz2NJ SeQ

countries to exactly the same levels as those faced by EU producers and opened Turkey
free imports of these goods from woitthss Europn firms. Crucially, it has also grea
AONBY3IGKSYSR GKS FfAIYyYSyld 2F ¢dzN) SeQa

that of the EU, streamlined customs procedures and eliminated the need for ROOs [i
origin] on its trade with te EU. As suggested in the previous section this has likely
instrumental in helping Turkish producers integrate into global value chains, catalyzed FI
GKS 9!'3 YR (KdzA LINRY2GSR GK®& ljdzZr £t Ade d:

Accordingtothe Europga / 2 YYA &aaA 2y Qa NBLR2NI GKFG 641
GKS .t¢Cx AyOtdzZRAY3a GKS /dzaliz2Ya | yA2y>
EU increased exponentially in the BPTF period, namely after 1996, compared to 1BETF
period at 2014 USD prices (see Figure 1). Specifically, it was found that bilateral trade bt
Turkey and the EU quadrupled during the BPTF period (Ibig.. 20 @ b2 Gl 6f & X
reforms in the aftermath of the balance of payment crisis in 206asted bilateral trade with
the EU until the global financial crisis of 2€8®9 that momentarily stopped the upwar
trend.2 The share of EU exports to Turkey rose from-2#the beginning of the BPTF perioc
to 5% in recent years, while the share of EU imports from Turkey rose from 2% to 3% (lbi

2 The economic plan undertaken by the Turkish government at the time focused on two adfseetsdiscipline and structural reformand
included among othes, protection of public banks from government interferendestitutionalizationof independent oversight of the private
banking sectarand actual independence of the central bank (Dervis, 29/04/2002).
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0é .the BPTF
did not
translate into
greater EU
share of
Tur keyd
imports and
exports [ éif
was observed
that the total
EU share
remained the
same during
the BPTF
period and
even started
to drop
gradually
after 2008,
while
increasing for
the rest of
the world. 6

Figure 1
¢ dzNJ Se Qa . Af ItheENEirfdce theNdhKars Ageegnieit, 198814, USD Millions at 201
Prices
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Source: IMF, Direction of Trade Statistics (n.d.) Nominal trade data deflated using the US GDP deflator from
the Federal Reserve Bank of St. Louis.

Source: BKP Development Research and Consulting et al., 2016: 27

At the same time, the report highlighted the fact that the implementation of the BPTF di
GNI yatFrisS AyaG2 3INBIFGSNI 9! &KINB 2F ¢dzNJ
and Consulting, Panteia, & AESA, 2016: 10, 28). On the contrary,absersed that the total
EU share remained the same during the BPTF period and even started to drop gradual
HnnyZ 6KAES AYyONBFaAy3d F2N 6KS NBad 27
this growth, the erosion of EU preferentlal0O0Saa (2 GKS ¢dzNJ A &K
liberalization to the rest of the world pursuant to the Additional Protocol reforms, which
intensified by the general lowering of tariffs under the WTO agreement, is clearly visible
steepdecy S 2F (KS 9! Qa &aKIFNB 2F ¢dzNJ SeQa A
GKAAZ 6KAES ¢dzN] SeQa AYLRNIA&A FTNRBRY GKS ¢
from the rest of the world increased by 470% (Ibid.).

However, the study fof R G KF i aGKS LRairAidArdS STFFSOU
comparing the performance of goods subject to the BPTF (CU, CSA, and AFTR) and t
subject to the BPTF. Bilateral trade in goods that were covered by the BPTF grew fa
stongy Ky 3I22Ra y2i O20SNBR o6& (GKS .tc¢Cé
largest investor in Turkey over the years, accounting for tipearters of total foreign direci
investment (FDI) inflows (66,3% on average between 2008 and 2016) (Bexukdya2019: 4;
World Bank, 2014: 1). As a result, European FDI has been the main source of innovat
R&D investment in Turkey for the last two decades (Berulava et al., 201%hd)World Bank
Ffa2 KAIKEAIKGA GKS T leghaied TukkishiconipanksSin Eutope
production networks for automobiles and clothing. It has helped raise the quality
A2LIKAAGAOFGAR2Y 2F ¢dz2NJ SeQa SELRNIAE O6LO
the year 2012, making Turkek S 9! Q& A&AAEGK 1 NBHS&G GNI RA
trading partner (World Bank, 2014: 1).

3 Rating agencies and international investors téke EUTurkey relationship into account when decidimg the riskof financial flows to Turkey

6{$8

/1 YSNI =

HAMTY MO D
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OBilateral
trade in goods
that were
covered by

the BPTF grew
far more
strongly than
goods not
covered by
the BPT

It should be noted that the impact assessment study for the European Commission highl
an asymmetry in terms of the impact of the BPTF on tta oettput and economic welfare ¢
the two partiesinvolved (see Figure 2 and BKP Development Research and Consulting
2016: 12, 178L76). It was found that the gains for Turkey were substantially greater in
LISNODSyYy GF3S yR @FfdzS GSNyao {LISOAFAONf
andthe Household Income (EUR billions at 2016 prices) rose by 7.5 and 1.6 respectively

Figure 2
Main effects of BPTF on EU and Turkey compared to counterfactual

T ey

Real GDP (%) 0.008 0.722
Household Income (EUR billions at 2016 prices) 1.6 1.5
Bilateral Exports (EUR billions at 2016 prices) 8.7 6.0
Real Growth in Total Exports (%) 0.029 1.28
Real Growth in Total Imports (%) 0.029 260

Source: BKP Development Research and Consulting et al., 2016, p. 12

CAylLftftes AlG 6l a F2dzyR GKFdG SIFOK StSYSyli
real output and consumer welfare with the CU having the greatest positive effect throug
reduction of trade costs (see Figure 3 and BKP Development Researc@oasulting et al.
2016: 76). Similarly, in the case of the EU, it was illustrated that the reduction of costs
GKS /! YIAyfte | 002dzyiSR F2NJ .t ¢CQa Ozyi

Figure 3
GDP and Welfare Impacts of the BPTF ahdhd Turkey

T ey

Real GDP (%) 0.008 0.722

Household Income (EUR billions) 16 7.5

Of which:
From the CU 1.5 56
From the AFTR/CSA 0.4 16
From Turkey's liberalization with EU FTA partners -0.1 0.4
From Turkey’s extension of the GSP to EU GSP beneficiaries -0.1 0.0

Source: Simulations by the study team.

Source: BKP Development Research and Consulting et al., 2016, p. 176
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olt was almost
10 years after
the BPTF
came into
force in 1996
when Greek-
Turkish
bilateral

trade
increased
exponentially .0

GreekTurkish economic relations developed significantly in terms of trade, FDkoandm

during the BPTF period. However, the data and the analysis below suggest that while

created the necessary regulatory framework within which Greece and Turkey could builc
trade relations in a much more open way than before, it was aftigr the rapprochement
0S06SSYy DNBSOS FyR ¢dzNy} S& Ay GKS SI NI¢
accession negotiations that trust was built between politicians and business elites on th
sides of the Aegean. Specifically, it was between 20@42906 that the total volume of trad:
rose by around 50%. It was around the same period that the largest bank in Greece, the N
Bank of Greece (NBC), made the single biggest foreign investment ever made by a Gre
Similarly, tourist flows beteen the two countries surged after 2004. Therefage can argue
that whilethe BPTF was a necessary condition for the enhancemedatadkTurkishbilateral

economic relationsit was not sufficient Thefull potential of the BPTF started to be realis
after the two countries, as well as the EU and Turkey, came significantly closer by buildir
between the political and business circles on both sides.

It was almost 10 years after the BPTF came into force in 1996 when-Gudeakh bilaterairade
increased exponentially (see Figure 4). Between 2004 and 2006, Greek exports to Turkey
doubled (from $594 million dollars to $1.05 billion dollars) and Turkish exports to Greeci
by almost 30% (from $1.2 billion dollars to $1.6 billiofiats) (Tsarouhas & Yazgan, 2018: :
In addition, the total volume of trade rose by around 50% (from 1.7 billion dollars to 2.6 k
dollars). The 2006 surge in trade appears even more dramatic when compared to 19¢
1994 whenthe total volume of trade amounted to around $250 million dollars (Tsarouh
2009: 45)The2006 surgavas a tenfold increase.

The Customs Union was a necessary regulatory trade framework for the two countr
develop their bilateral trade relations. However, as tlsa show, the big difference was max
only after Turkey was designated an EU candidate country at the Helsinki Summit in 19
crucially the commencement of the EU accession negotiations in 2005 when the two cot
broke the psychological barrier bbstile political relations anthe resultinglimited economic
cooperation.
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Figure 4
Bilateral Turkish-Greek Trade, 1994-2017 (USS million)
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Source: Adapted from Tsarouhas D. & Yazgan N. (ZDER)e, norstate actors and conflict: evidence from Gree
and Turkey Cambridge Review of International Affairs, p. 10 and Tsarouhas D. (Z®0@9political economy o
Greek Turkish relationsSoutheast European and Black Sea Studie2,9145

Considering the details of bilateral trade, the results are mixed for €grde the early years c
the BPTF period, Greece run small trade deficits that increased between 2006 and 2(
Figure 4 illustrates. This changed between 2010 and 2015 when Greece experienced si¢
trade surpluses. However, between 2009 and 20t& balance of trade for Greece wi
negative in every single year bar oil products (see Figure 5; Makrygiannis & Laparidou, 2(
Makrygiannis & Samouil, 2019: 35). The lack of trade diversity for Greece and its depel
on a single commodity, i.eefined petroleum, means that the overall outcome of Greek expt
to Turkey is sensitive to the performance of a single commodity and therefore can be
@2t GAfS 60aSS CAIdz2NBE pud hy GKS O2yidNI N
of products making Turkish exports diverse and less prone to shocks.

LYRAOFGAGStEEY AY HnmcI NBFAYSR LISGUNRE S
with raw cotton coming second with 8.5% (The Observatory of Economic Complexity, 2
N2GKSNJ g2NRasx (g2 DNBS| LINRPRdAzOGA O2y &Thia
explains why Greece experienced a steep reduction in its exports to Turkey by 21%,
million Euros, with the reduction in oil exports reaching up to 28,2%46rmillion Euros anc
the reduction in raw cotton exports up to 34% or 53 million Euros (Makrygiannis & Sai
2019: 36). Consequently, the drop in oil exports and raw cotton exports acad ot more
than 80% of the total drop in Greek exports for 2016

Ly ¢dzN] SeéQa OFasSs YAYSNIf LINPRdzOGA Oz2y
petroleum 9.7%; petroleum gas, 8.1%), textiles constituted 16%, machines 13%, meta
and plastics and rubbers 9.4% (The Observatory of Economic Complek@i).20he relative
stability of Turkish exports to Greeaed itsupward trend can be observed in Figure 5, desy
the volatility of the Turkish economy after 2011 (The World Bank, 2020).

41n 2007, the percentage was even higher with refingd petroleum occupying 49% of Greek exports and raw cotton 8.5%. Tisisceatmost
cmw: 2F DNBSOSQa G201t SELRNIA (2 ¢dzNJ Se 60¢KS hoaSNBFGI2NE 2F 90+
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0é Turkey has
become a key
trading
partner to
Greece in
terms of its
overall
exports. 6

Figure 5
Greek-Turkish Trade in million Euros, 2011-2018
3500
3000
2500
2000
1500 __/_——_
1000 —_—
500
0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
e (ireek Exports to Turkey Greel Exports to Turkey without oil products
Greek Imports from Turkey Greek Imports from Turkey without oil products

Source: Adapted from Makrygiannis, C. & SamouiR@L8 Yearly Report of Turkish Economy and GFeekish
Trade and Economic RelatiorGreek Embassy to Ankara, 2019, p. 35 and from Makrygiannis, C. & Laparid
2016 Yearly Report of TurkiBltonomy and Greekurkish Trade and Economic Relations, Greek Embassy to Al
2017, p. 32

Importantly, Turkey has become a key trading partner to Greece in terms of its overall e»
For the years 20l nmn X ¢ dzNJ S& 41 & DNB Safd Qséte FigINg 6
Tsarouhas & Yazgan, 2018, p. 9) and in 2019 Turkey was‘tineo& important export
RSAGAYIlIGA2YS 0a2NbAy3d podz 2F DNBSOSQa
Turkey is also an important trading partner for Greedeew it comes to imports. In 2019, fc
SEFYLX S ¢dzNJ Se | O02dzy 1 SR T2 NJin dhe st of infort
countries for Greece (Trading Economics, 2019b).

Figure 6
DNBS0OSQ4&a SELERNIA LINIYSNAS wamn 6! {b YAffAZ2

Greek Exports To

1 Turkey 4,336.67
2 Italy 3,305.89
3 Germany 2,385.54
4 Bulgaria 1,873.72
5 Cyprus 1,775.37

Source: Compiled based on IMF Data, 2016, available online at: http://data.imf.org/?sk =388DFA60-
1D26-4ADE-B505-A05A558D9 A42&ss =1469115547122

SourceTsarouhas & Yazgan, 2018, p. 11

DNBESOSs Ay (dzNysI R2Sa y20 KI@gS GKS alys$s
in the year 2006, Greece ranked the"ifost important export market for Turkey and™San

the list of countries from which Tuely imports (Papadopoulos, 2008: 13). More recen
Greece has improved its position, but not to the extent that it can be characterised as
trading partner for Turkey. In 2018, the share of Turkish exports to Greece stood at aroun:
bringing Greee 20" in the list of export destinations for Turkey trailing behind Israel (2.
Romania (2.3%) and Bulgaria (1.6%) (see Figure 7; Trading Economics, 2018a), while 1
of Turkish imports from Greece stood at 1% bringing Greedeti2éling behird the Czech
Republic (1.3%), Bulgaria (1.2) and Romania (1.2%) (see Figure 8; Trading Economics,
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oé the
implementati
on of the
BPTF since
1996 has had
a positive
impact on
Greek-Turkish
trade
relations
compared to
the period
before, but
its results
would have
been limited
without the
political
rapprochement
between the
two
countries. 0

Figure 7

FIRST 10 COUNTRIES FOR TURKISH EXPORTS
2018 PLUS GREECE

Romar{igeece 1,43%
Israel 2,302630% |

NeatheBr?all%iH m 2,408

Germany 9,60%

2,80% United Kingdom
6,60%
France 4,30%
Spain 4,60%
Italy; 5,70%

United States 5%

Source: Adapted from Makrygiannis, C., & Samouil2@L8 Yearly Report of Turkish Economy and Trade
Economi@&GreekTurkish RelationsGreek Embassy to Ankara, 2019, p. 22

Figure 8

FIRST 10 COUNTRIES TURKEY IMPORTS FROM
2018 PLUS GREECE

Greece 0,98%
| Russia9,90%

~ France 3,30%
United Kingdom

3,30%

Ching 9,30%

India; 3,40%

Italy; 4,60%
Germany 9,20%

Source: Adapted from Makrygiannis, C., & Samouil2@L8 Yearly Report of Turkish Economy and Trade
Economic GreeKurkish RelationsGreek Embassy to Ankara, 2019, p. 23

There are a couple of valuable conclusions that one can draw from the data so far. Firs
implementation ofthe BPTF since 1996 has had a positive impact on Gredish trade
relations compared to the period before, but its results would have Heeited without the
L2 AGAOFE NI LILINROKSYSY(d o06SisSSy (GKS (g2
started building political trust between them in the aftermath of 1999. Secondly, although
countries managed to increase their exports to leather, Turkey seems to have develop
two advantages over Greece. The first is that Turkey has developed a diversified portf
exportable products, which guarantees stability in the overall volume of its exports to Gr
The second is that despitbe fact that Greece exports to Turkey (2 billion Euros, 2018,
Figure 5) as much as it imports from Turkey (around 1.8 billion Euros, 2018, see Fi
DNBESOS offii KBKI2ZNIS NI £ f ¢ dzZNJ A &K SELR2 NI AKAYLE
of overall Greek exports/imports.
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oldentifying
sectors whose
potential has
not been
unlocked
under the
current
Customs
Union - either
because they
were not
included in
the CU in the
first place,
such as
primary
agricultural
products and
public
procurement,
or due to

Tur keyd
implementation

of its CU
commitments
dis key for
Greece. 0

oSimilar to
trade, it was
not before
2004 and 2005
that Foreign
Direct
Investment
(FDI) and
joint ventures
took off,
especially
from Greece
to Turkey. 6

Accordingly, Greek politicians and technocrats as well as the Greek business community
need to contemplate whether and how the modernisation of the Customs Union could pr:
FyagSNE (2 DNEBS OStheconiedbf RScuréest Cdstyrisdlaidh Adertifyi
sectors whose potential has not been unlocked under the current Customs Urdither

because they were not included in the CU in the first place, such as primary agricultural pr
and public procDB YSYy (X 2NJ RdzS (2 ¢dzNJ SeQa L2243

key for Greece to achieve trade diversification and a more sustainable trade surplus with
in the coming years, especially now that the coronavirus pandemic is expectedhe @teek
economy hard and particularly affect sectors such as tourism (EKATHIMERINI, 14/0:
Institute of Touristic Research and Projections (ITEP), April 2020).

Similar to trade, it was not before 2004 and 2005 thateign Direct Investment (FDI) and jo
ventures took off, especially from Greece to Turkey. Indicatively, in 2003 and 2004, the
FDI stood at around 3.3 million Euros and 3.8 million Euros respectively. In 2005, Greek |
to 11.8 million Eurgsin 2006 to 2.3 billion Euros and in 2007 to 1.9 billion Euros (see Figt
Particularly in 2006, the acquisition of Finansbank by the National Bank of Greece was tr
reason for the exponential increase of Greek FDI flows into Turkey. In addh®rGreek
Eurobank acquired 70 percent of the Turkish Tekfen Bank. For the period 62@002Greece
ranked ¥ in percentage of FDI behind the United States and Netherlands (Tsarouhas,
48).

According to experts, the surge of Greek FDI to Turkey does not connect directly to the (
to the economic reforms that took place in 262002 in Turkey and the commencement of t
accession negotiations in 2005 (Interview with D. Giakoulas, 06 2d).2@articularly, the
National Bank of Greece saw an opportunity to invest in Turkey in 2006 just after tt
accession negotiations had commenced and Turkey started accumulating significant ar
of FDI (lbid.). For the National Bank of Greece, threstment in Turkey was reminiscent

successful bank investments that took place in Central and Eastern Europe, including
O2dzy UNAS&a> o0STF2NB GKS WoA3d obly3a 9| Syt !
highest percentage of Greek FDI Breek businesses has been traditionally directed
countries that offered significantly lower taxation than Greece for changing tax residence
as Cyprus and Bulgaria. This was not the editeTurkey (Ibid.). Therefore, one can argue tt
Greek compnies invested in Turkey mostly because of the economic reforige countryin

2001-2002, the commencement of EU accession negotiations in,20@bthe weakening o
the Turkish lira during the last few years (Ibid.).
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0 &reece can
offer an
opportunity
for Turkish
companies to
collaborate on
EUfunded
projects and
Turkey is a
significant
market that
can open the
doors to
investments
and
public/private
procurement
biddings for
projects in
the Middle
East and

Central Asia. 0

Figure 9

DNBS] C5L Ff2¢a (G2 ¢dNJ S8 0e YAftA2YD0
2003 3.3
2004 3.8
2005 11.8
2006 2,273.9
2007 1,874.8
2008 29.3
2009 3.2
2010 480.0
2011 376.8
2012 669.4
2013 531.7
2014 763.6
2015 713.7
2016* -2,230.8
* Provisional data
Source: ‘Residents’ direct investment abroad by country of destination: annual data’, Bank of Greece

Statistics, 2016, available online at: http://www.bankofgreece.gr/Pages/en/Statistics /externalsector/
balance/transactions.aspx#prime,

Source: Tsarouhas & Yazgan, 2018, p. 11

However, the Greek FDI inflows were not reciprocated by Turkish FDI in the early yea
Figure 10). The main reasons for that were that Turkish FDI preferred lowedastistations
and Greece had a bad record in attracting FDI in general due to bureaucratic obstacles in
up a business, not least with regard to obtaining residence permits (Tsarouhas, .
Nevertheless, in the last few years, Turkish investmengsaind 400 million Euros have bes
made particularly in tourism infrastructure in Athens and on the Greek Islands (Makrygi
& Laparidou, 2017: 45; Makrygiannis & Samouil, 201945} In addition, Ziraat Bank h
opened offices in Athens, Komotinanthi, and Rhodes since 2008.

Figure 10
¢CdzNJ A&aK C5L Fft2g¢ga (G2 DNBSOS oc¢

Table 4. Turkish FDI flows to Greece (€ million)

YATEAZ2YO

2003 0.1
2004 —-0.5
2005 0.3
2006 0.0
2007 0.9
2008 1.2
2009 0.2
2010 —-0.5
2011 0.7
2012 2-5
2013 12.5
2014 57
2015 1.3
2016* 4.0

* Provisional data.

Nole: A minus sign means a decrease in net direct investment.

Source: “Non-residents” direct investment in Greece by counlry of origin: annual data’, Bank of Greece
Statistics, 2016, available online at: http://www.bankofgreece.gr/Pages/en/Statistics / default.aspx

Source: Tsarouhas & Yazgan, 2018, p. 11

In terms of the number of Greek companies that were established and operated in Turke
nine existed in 2002. This number grew to féight in 2005 (Tsarouhas, 2009: 47). By the
of 2010, 439 Greek companies had invested capital in Turkey aRdli the numberhad
increased to 686 and 752 in 2017 (Kontakos 2011, p. 4 in Tsarouhas & Yazgan, 201¢
Another facet of this cooperation are joint ventures, whereby Greece can offer an opport
for Turkish companies to collaborate on-fihded projects and Turkey is a significant mar
that can open the doors to investments and public/private procurement biddings for pro
in the Middle East and Central Asia (Tsarouhas, 2009: 46). The sucbilsiifg of a Turkish
Greek construction consortium in delivering the first phase of the Blue City project in On
20 billion project, is a case in point (lbid.).
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In the last few years, Greek FDI decreased significantly due to the Greek economibatri
forced Greek banks to withdraw from the Turkish market (Interview with C. Papadopc
17.01.2020). Up to 2015, the Greek FDI reserve in Turkey stood at 4.9 billion dollars
dropped down to 113 million dollars in 2016 (Makrygiannis & Samdil9:244). Having sai
that, there are still several important Greek companies operating in Turkey, such as
(cement), CHIPITA (food and beverages), ALUMIL (aluminium products), ISOMAT (in
materials) and INTRAKOM (Information Technology). @&lpithe Turkish FDI reserves ha
also experienced a significant drop after 2014 (Ibid.). In 2013 and 2014, the FDI reserve
at 52 million and 50 million dollars respectively. In 2015 and 20y, dropped down to 25
million and 15 million dollarsespectively, while in 201Turkish FDI reservegent up to 29
million dollars and again dropped slightly down to 26 million dollars in 2018.

At this point, the main question that can be raised is to what extent could Greece po
benefit from a maernised Customs Union in terms of absorbing significant FDI from Turl
order to offset the adverse impact of CoM@ on its economy? This question becomes e
Y2NB NBtSGryd FFGSNI 6KS LaCQa RANB LINE
re2 NISR Ay Ada CAaOFft azyAiilz2N N®aoRIRO, il ist:
RSFAOAG oAt az2FNJ G2 &> FNBY I &dzNLIX dzd
jump to a staggering 200.9% for this year, only to fall to B94.next year (Internatione
Monetary Fund, April 2020).

Tourism is a vital sector for the Greek economy and could be characterised as the loco
2F AGa SO2y2YAO INRYIKP® LGA RANBOG O2yi
Euros in 2018, while its total contribution, including its multipdyieffects on the Greel
economy, was calculated between 25.7% and 30.9% of its GDP or between 47,4 billiol
and 57,1 billion Euros (lkkos & Koutsos, 2019: 14). Greek GDP grew by 2.5%, while
activity grew by 13.3%. 90% of its income came friomernational tourism proving its
importance as an export industry. The sector directly employed 381.800 people in 201!
Organisation for Economic @peration and Development, 2020: 181) or according to sc
other estimations 650.000 people or 16.¢#ithe total number of people employed in Gree
(Ikkos & Koutsos, 2019: 17).

Tourism is also an important sector for Turkey and has great potential to develop furth
total direct contribution represented 3.8% of the GDP in 2018 adidettly accounted for 7.79
of total employment or 2.2 million people (The Organisation for Economigp€ration and
Development, 2020: 293). The numbers of international tourists increased by 18.1% in
reaching 45.6 million international tourists 8Wrygiannis & Samouil, 2019: 45).

Tourism is also an important part of Gre€krkish economic relations. The rapprochems
between the two countries has been catalytic for the increasing numbers of tourists to
20 KSNR& O2dzy G NB T Figuie K15, InGidativglyd in 2000124810922G)
citizens visited Turkey, while in 2004 the number went up to 500,000 (see Figure 11; Tse
& Yazgan, 2018: 15). Similarly, 170.019 Turkish citizens visited Greece in 2003 and m(
400.000 in 2@0 (see Figure 11; lbid.). In 2018, 665.351 Greek citizens visited Turkey cn
on the list of different nationalities visiting Turkey for that year, whereas 781.753 Tu
citizens visited Greece, the second most popular destination for Turkizar@t{Makrygiannit
& Samouil, 2019: 448).
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Figure 11

Numbers of Turkish/Greek Citizens visiting each other's

Country

0
2004 2006 2008 2010 2012 2014 2015 2016 2017 2018

=@=[umber of Turkish citizens visiting Greece Number of Greek citizens visiting Turkey

Source: Makrygiannis, C., & Samouil,2018 Yearly Report of Turkish Economy and Trade and Economie !
Turkish RelationsGreek Embassy to Ankara, 2019, p. 23 and Tsarouhas & Y22t@n]4

As Covidl9 has spread around the world, Greece is facing an economic disaster. Tt
predicts a contraction 0f1l0% for the Greek economy in 2020 (International Monetary Ft
April 2020), while other experts predict a fall between 7% to 1Be6riomist, 11/04/2020). /
big part of this gloomy picture can be explained by ttegnatingnumber of international
visitors. According to the Hellenic Chamber of Hotels survey, 95%otels operating
throughout the year expect a reduction of 56.3% irithoverall turnover and 94.2% of hote
that operate seasonally expect a 56.1% reduction in their overall turnover (Institute of Tol
wSaSIENOK YR tNRB2SOGA2Ya& O6LE9t 0T ! LINRE
estimated at around 4.Billion Euros, while 45.000 jobs are expected to be lost in the se
(Ibid.).

One can plausibly argue that the biggest reduction in arrivals willf m&ationalities that use
planes and ships to arrive in Greece, while neighbouring countries, sudhurkey, make
primarily use of roads and if not, it is always an alternative visiiorsfrom Northern Europe,
or even further away, it is difficult, if not impossible, to use this alternative. For example,
January to December 2015, 2.554.843 oLR2@B10.350 German citizens and 2.370.791 ou
2.397.169 British citizens arrived by air, whereas only 102.304 out of 1.153.046 Turkish «
used planes and 1.003.061 used vehicles of any sort (Hellenic Statistical Authority, 201€

This is not taargue that the loss of the German and UK markets can be easily replacet
neighbouring markets, especially due to the fact that North Europeans are relatively
spenders. However, since Couifl has created uncertainty for the future of air travedijnt is
imperative that Greece seeks ways to ameliorate its effects and impposspectsfor its
industry.

C20dzaAy3a 2y ¢dz2N]J S&Qa YINJSG Oy o06S 2yS
it is vast in terms of potential numbers of visoand Turkish citizens can easily access Gr
via roads or short boat trips.

Having said that, there are three main challenges for Greece to consider. The first, &st
data has demonstrated, good political relations are of paramount importance. This i
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dependent only on Greece ands events have been unfolding since 2017, Giakish
relations have entered a period of turmoil. Secondly, economic turbulendauikey and a
weakening Turkish lira does not make Greece an attractive destination compared-teunol
destinations, such as Bulgaria, Romamiad Georgia. Thirdly, although Greek citizens h
been able to visit Turkey without visa requirements sinc@sl%he sames not truefor Turkish
citizens (Tsarouhas & Yazgan, 2018: 13). In 2010, Greece removed visa requirements fol
with Green passports (state officials) and in 2012, Greece initiated a special visa to be a
upon arrival to severdtastern Aegean islands during the summer period (Ibid.). However,"
are piecemeal solutions that either apply to a very limited number of Turkish citizens th¢
easily obtain a visa or to mo3urkishcitizensbut only for certain geographical areaturing
summertime.

The visa liberalisation dialogue between the EU and Turkey that started inviz@d 3iever
O2YLX SGSR RdzS G2 ¢ dzNjtedarishalawslBnd dignllegal dodperalic
agreements with member states, such as Cyprus (B2i©1/2019). Perhaps, the dialogue fi
the modernisation of the Customs Union could provide a new impetus to overcome the pc
and legal deadlock in the process.

There is a common understanding among economy experts and officials in the Eur
Commission as well as in Turkey, such as the former Turkish Minister of Financ€@261
20162018), Nihat Zeybekci, that the existing-Elrkey Bilateral Preferentiatdde Framework
(BPTF) has become outdated, especially when considering the Deep and Comprehens
Trade Agreements (DCFTAS) that the EU has concluded or is negotiating with other ec
partners. There is the EKlorea Free Trade Agreement (FTA), BwCanada Comprehensiv
Economic and Trade Agreement (CETA), and the Transatlantic Trade and Inve
Partnership (TTIP) with the United States (BKP Development Research and Consultin
2016: 18; Mertzanis, 2017: 4). Itis indicative that in ohiés simulations the World Bank argue
that if Turkey and the EU were able to agree an FTA with the US in the context of the T
Turked ¢St FFNB g62dzZ R Ay ONBI aUS FpAdhat'wulkl naninchuc
Turkey, would cost the emtry US$ 130 million in the Awade deflection via the EU scenar
and 160 millionf US trade is deflected via the EU and becomes duty free (World Bank, 2(
27; see Figure 12).



Policypaper

#35/2020 p. 16

Modernising the EWJTurkey Customs Union: The Greek Factor

0The main
conclusion

was t ha

Modernised
Customs
Union plus an
FTA covering
services,
public
procurement,
and further
liberalisation
in
agricu
is the best
option from
an economic
and
regulatory
point of
view.o

Figure 12
Simulated welfare effects foiTurkey from an EU FTA with the U with and without unilateral remov
of Turkish tariffs and with and without inclusion of Turkey/the EU in the FTA
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Turkish opening opening
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Source: GTAP Version 8.

Source: World Bank, 2014, p. 27

The dialogue on the modernisation of the CU started in 2014 and in Decep@i® the
European Commission completed its working document recommending authorisation ¢
opening of negotiations with Turkey (Berulava et al., 2019: 5). The working group recomm
GKFG adKS SEAalGAyYy3a /! 65 Y2dRishahyproduSiiRie fudhk
liberalised, and that the framework be additionally enhanced to camer alia, services anc
LJdzo f AO LINRPOdzNBYSy (¢ 6.Yt 5S@St2LISyid wS

So far, it is only the impact assessment of the modernisation of the BPTF that has been
upon and delivered to the EU Commission. The opening of the negotiations is still pen
decision on the part of the EU Council to provide the Commissionthéthecessary mandat
for the commencement of the process.

The report prepared for the EU Commission in 2016 studied the impact of three diff
scenariosonthe future of EUdzNJ S& GNJ} RS NBf I 0A2yas A®S
andFTAM I RRAGAZ2YyLFE FNBFaé¢ |yR a5SSLI / 2YLIN

¢tKS YIAYy O2yOftdzarzy ¢la GKIFIG aF a2RSNY.
LJzof AO LINRPOAZNBYSyYy (= | yR ¥ dzNIh& Bebt)oftidnfdos Nih
economicand regulatory point of view (Berulava et al., 2019;%ee Figure 13). The ma
reason is that this scenario is estimated to boost GDP growth for both parties, albeit lar¢
Turkey, and provides the opportunity to fix design deficiencies of theBBIP Developmen
Research and Consulting et al., 2016: 16; see Figure 12).

¢CKS ay2 Ll2tAdOe OKFy3Sé a0OSylNR2 Aa fA(1S$
§KS NBLR2NIZ aRdzS G2 LI22NJAYLE SY Sy dunctoring
RAZLIzGS NBazfdziazy YSOKIYyAavYas o. SNUA I &

The third option of a DCFTA removes the legal obligation for Turkey to align itself with EL
and creates only thecommitment, while at the same time Turkey would be able to nedet
trade agreements with third parties alone. It was also found that the third scenario wou
economically less beneficial (Ibid.; see Figure 13).
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Figure 13
Main impacts of scenarios for enhancing the BPTF

Bilateral Exports Welfare GDP (%)
(EUR millions) (EUR millions)
EU

ECF 27,062 5,388 0.007
DCFTA 7,978 1,150 -0.005

Turkey
ECF 4,980 12,522 144
DCFTA 4342 144 026

Source: BKP Development Research and Consulting et al., 2016, p. 16

In 2016, the then Turkish Minister of Finance, Nihat Zeybekci, argued that the scenario ¢
modernisation of the CU which would include agriculture, services, and public procute
g2dzf R AYLINRB@S ¢dzN) SeQa D5t o0& w3 dzydAf

by 24.5% and its imports from the EU by 23% (Greek Office of Economic and Commercie
to Ankara, 29/12/2016). He expressed his preference for that optistead of others that were
less ambitious (Ibid.). This demonstrates that both parties were on the same page in te
the economic analysis and the benefits of a modernised Customs Union for the two parti

In addition to the removal of tariff and matariff barriers to trade in various sectors, such
public procurement, which would benefit European companies, a closer trade relatio
could help the EU to regain its position as a point of reference for Turkey. Thus, it would er
its politicalcapital. More tangibly, an upgraded/modernised CU will create the opportunit
NEaz2t @S AaadsSa GKFG KIgS SYSNASR FTNRY
deriving from the current CU (Interview with C. Kamitsi, 15.01.2020). Nevertheleas, aldo
been argued that the implementation problems could be resolved within the parameters ¢
current CU (Interview with C. Papadopoulos, 17.01.2020).

The main gains for Turkey can be summarised as economic and regulatory (see n
Berulava, Manli, & Selcuki, 2019:-6). According to the report prepared for the Commissi
an upgraded commercial framework could raise welfare in the EU and Turkey by 5 billior
and 12 billion respectively; twice as much for Turkey. In addition, potentiaameedfains from
the opening vig-vis agricultural products and services in the CU is estimated at 1
FRRAGAZ2YIE 0SYSFAG FT2N) ¢dzNJ] SeéQa D5t 0. Y
see Figure 13).

In addition, an upgraded CU could po$giaddress the decisiemaking asymmetry betweel
Turkey and the EU. Currently, the EU is permitted to negotiate FTAs with third countrie
Turkey is not permitted a seat at the negaimng table because it is not an EU member. T
increases the riskfmo-compliance on the part of Turkey. In the no policy change scenario
deemed likely that trade between the two partners would be harmed due to ¢
implementation standards on the Turkish side and the -fiomctioning dispute resolutior
mechanismgWorld Bank, 2014: ii). Most importantly, modernisation of the CU and its pr
SYy¥F2NOSYSyid OFry LRGSyidArffte aSNBS c¢-tuang
agreements, such as the TTIP and CETA.
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In terms of specific sectors, agriculture feaaras one of the most prominent in terms
tangible gains for the Turkish economfresently, trade of primary agriculturptoductsis
subject to tariff quotas, price regulation, and various bureaucratic obstacles, which
produced a high degree of protectionism in both the EU and Turkey. There are three ¢
that support the idea thafn opening of the agricultural sectorwouldS Yy S ¥ A G ¢ dzN
productivity.

¢2 0S3AAY GAGKI GKS 9dzNBLISHY [/ 2YYAadaAzyQ
the ECF, including in the area of primary agriculture, is estimated to lead to welfare ga
Turkey of approximately B MmH ®p O0Aff A2Yyé 6. Yt 5S@St 2
2016: 222). The argument is based on the idea that protection of primary agricultural prc
dzy RSNJ 4GKS .t ¢C NBadzZ 6SR G2 | tSaa STTA
wouldK S 06SSy LlRaaAiotSé RdzS (G2 NBRIzZOSR a
Ffa2 KAIKEAIKGA OGKFG LINPGSOUGA2YAAY AY
downstream foodLJNE OSa dAy 3 &aSO0G2NE 0L O AR ®hatthe RO for
primary agriculture, forestry, and fishing has attracted 0% of FDI between 2007 and 201£
47).0Onthe otherhand (G KS NBLIR2NI FO0ly2¢6f SRISa GKI i
are likely, thus potentially reducing the standarfiliving of smala O £ S FI NXY S|
223).

The World Bank report, in turn, suggests that simulations employing a Computable G
Equilibrium (CGE) model to investigate the impact of differing scenamideapening the trade
agreement with theEU in primary agriculture showed increase in real income in Turkey an
EU under all scenarios, although it was also acknowledged that there could be adverse
on rural employment (see more in World Bank, 2014: 64, 125). The third study suggss
GF INROdzt GdzNF £ SELRNI& G2 GKS 9! | NB T2

23/07/2016).

Finally, the modernisation of the CU can ensure that the BPTF will not continue to lag |
GKS 9! Qa Y2ald | YOAGAZ2dza yINETO doNEero§nsing puk
authorities the discretion to include specific provisions that effectively restrict the participe
of foreign companies in tendéraind not including antfraud provisions (BKP Developme
Research and Consulting et al018: 22, 146141). The reforms could help enhance heal
competition between Turkish companies and allow for competition between Turkish
European companies in order to achieve better economic and technical results.

Asalready discussedhe BPTF gave the opportunity to both countries to develop their tr
relations by removing tariff and netariff barriers. However, there have been difégices in
terms of the actual configurations of their trade relations. These differences give the impre
that Greece could and should further develop its potential for exports in case the chance
modernised CU arises. Specifically, while Greeceased its exports to Turkey and e
developed trade surpluses between 2010 and 2015, it has not managed to diversify it.
contrary, its exports are highly dependent on a single commaodity, i.e. refined petroleunm
therefore the total volume of & S OS Qa S E LJ2 Nifs fiuctuationsdSeaoidly, iGleét

5 Agriculture is an importangector of the Turkish economy in terms of its share of GDP and the number of people it employs. It covers 10% of
¢dzNJ SeQa D5t |yR 2yS ljdzr NIISNJ 2 F -ScédanshgfafBsyBK® Ddveloprieat Raseaicly dn@d CoRsaltiid ef |
al,, 2016).

6 The Turkish public procurement regime, as it stands today, does not limit the participation of foreign undertakings i(BK€oBevelopment
Research and Consulting et al., 2016: 140).
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has not managed to become an important trading partner to Turkey relative to its si:
addition, it trails behind the Czech Republic, Bulgarid Romania, while Turkey has succeet
in becoming a key trading partner for Greece. In this context, an upgraded/modernise
could create opportunities for Greece to diversify its exports to Turkey and increase its st
the list of countries from which Turkey imports.

One of these opportnities is the possible inclusion of primary agricultural products t
Y2RSNYA&aSR /! ! OO2NRAy3Ift ez DNBSOSQa .
LINE RdzOG&a FyR SyKIFIyOS AdGa LINBaSyOS Ay (K

A common belief isthat opening trade for primary agricultural products means tl
Mediterranean countries, including Greece, will face increasing competition from Turk
edible vegetables, fruits and other processed agricultural products with unkno
consequencesfor &rSOSQa F ANRKR Odzf GdzNF £ aSOG2N) 6aSN
within the parameters of the current CU, Greece has managed to develop a trade sur|
agriculture throughout the years, from 2000 to 2019 (only exception 2007 and 201Bjgeae
14; Interview with S. Klonaris, 14/04/2020). In addition, it is argued that Greece would no
severe competition by similar Turkish products in the EU in the metium, since it has
developed the knowhow in implementing EU rules on food safetveterinary and
phytosanitary issues as part of the Common Agricultural Policy (CAP) (Interview with S. K
14.04.2020; World Bank, 2014: ii). At the same time, Greece can possibly export high
processed products which arurrently excludel from ¢ dzNJ iStérralamarket due to the
extremely high tariffs that are implemented possibly in contravention of the current CU
example, Greece is the biggest producéextravirgin olive oilglobally 11% of its total export:
to Italy, the second biggest producer in olive oil in the woiddextravirgin olive oil. Turkey
implements a 32% tarifin extravirgin olive oil In addition, Feta Cheesa strong brand name
worldwide, faces a 180% tariffinally, it has been estimated that due to trade barriers
agriculture Greece has lost 1.5 billion Eurothe yearsof 20042013 (Interview with S. Klonari:
14.04.2020).

Figure 14
ey OS 2F ¢NI RS Ay ! ANRK Odz (i dziNidpdrts tb NPkE/ 20082919 A

IMPORTS EXPORTS —=—=BALANCE

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: Eurostat, EU Trade Since 1988 By SIT018D%5)

Moreover, an upgraded/modernised CU that includes services, such as public procure
could create opportunities for synergies between Greek, Turkish, and other Eurc
companies for the delivery of larggeale public projects in Europe and in TurkepéRlopoulos,
17.01.2020). In particular, the liberalisation of visa for Turkish citizens in the context «
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modernisation of the CU would possibly enhance FDI investments from Turkey to C
(Interview with D. Giakoulas, 06.04.2020).

Furthermore, fiin the name of liberalising services further the transfer of goods through Tu
LI2NIa o60lFo62ddl3S0 Oy ©6S OFNNRARSR 2dzi o6é
merchant fleet too, one of the biggest in the world (C. Papadopoulos, 17 20).2[ will also
give incentives to Greedhipowners to consider registering their ships under the Greek fla
addition, the strengthening of labour rights in Turkey means better condifiensompetition
between Greek and Turkish companies in terrhsasts (Ibid.).

From an environmental point of view, an upgraded Customs Union might translate into str
efforts to protect the Aegean Sea from industrial and urban pollution (Ibid.), althougt
I 2YYA&aA2yQa NBLR2NI | O] Bad&t Bamanwsri thdliif(padi on dk
environment will be mixed (BKP Development Research and Consulting et al., 2016: 23«

The probability of Greece giving the green light for negotiations between the EU Comrr
and Turkey tdbegindepends crucially opolitical and less on economiarguments Indeed,
security and political concerns override any discussions over econolaions with Turkey
and those views cut across the political spectrum, the business community, the bureat
and the experts.

After a brief period of "Halcyon days" that followed the EU Helsinki decision in 1999, also |
as the "Golden Years of Tesks European path” (2062004), GreeK urkish relationsireagain

deteriorating, as the freezing of Turkey's accession process (2006) led to a growing il
within Turkey to follow a more independent (less EU) and more ambitious MiddleEasted

and "securitybased", rather than "interesbased", foreign policy.

Particularly over the last three years, especially after the failed military coup in 2016 ar
Presidential elections in 2018, Erdogan's "New Turkey" has adopted an aggressi
revisionist policy vis-vis Greece through the projection of hard power against both Greece
the Republic of CypruSince the attempted coufurkey, according to the Greek governmer
has abandoned a "securithased" foreign policy (with certain ambitions-ais its periphery)
andhasmoved further down the path of a "powsdrased" foreign policy that exhibits the san
pattern of aggressive behavior in Cyprus, the Aegean, and [dtggement by the Greek
Minister of Foreign Affairs, Nikos Dendias)

The Greek governmeftd NI T&RHIeysbehavior (interestingly this reading transcends
political spectrum horizontally) is that Turkey is sliding frama 2 yv$ y NB IA Y
EASHNIAD RSY2ONI O8¢5 FdzNIKSNI RAAGEFYOAY3I A
0KS 913 (GKS fFGGSNI y20 O2yadAaddziay3a I«
is not willing to sacrifice much for its European vocation. Moreoaecording to the Greel
I2PSNYYSyiaQa FaaSaavySyld =2HurkishdmiderS énth@ river &
in northern Greece in late Februaearly March 2020, the refugee/migration challenbas
proved less of a driver of cooperation betweenrkay and Greece/EU and more of a stro
leveragefor Turkey that promoted shorsighted policies through the "instrumentalization”
migrants and refugees.

The emergence of Greece and particularly Cyprus aplegrers in the Eastern Mediterranee
with regard to the exploitation and transfer of gas to Europe has led to Turkey's harsh ree
| 26 SOSNE ¢dz2NJ) SeQa RSOA&aA2Yy (2 LIzZNOKIF &S
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explorations in the Exclusive Economic Zone (EEZ) of Cyprus iskardby Greece as Turke)
reaction to attempts made by Greece and Cyprus to isolate Turkey from energy develop
in the Eastern Mediterranean through the construction of the EastMed natural gas pipelin
Cyprus' delimitation agreements with Egypgbanon and Israel. Indeed, for the majority ¢
Greek decision makers and security analysts this is actually a manifestation of a new p
Meo2 GG2YFYyAaYhI 6KAOK KlFa GF1Sy GKS T2 N
area upon which Turkeylaims it has sovereign rights althoughis includes parts of the
continental shelf of Cyprus, as well as a series of big Greek islands, such as Rhodes, Ki
Kasosas well as the eastern part of Crete.

a2NB2FSNE ¢dzN] Se Qa bjaNdvidwiar danytEeNDVBIBoEr2918 sighi
of a military and maritime zone delineation agreement between the government of Turke'
the Tripoltbased Government of National Accord (GNA) sparked harsh reactions in Athe
the agreement infringed upo maritime zones adjacent to the Greek islands of Crete, K
Karpathos, Rhodesind Megisti (purpodeilly violating the principle of international law the
islands are taken into account when delineating an Exclusive Economic Zone (EE:
agreementnot only led to the interruption of relations between Athens and Tripoli, but ¢
supports the theory that serious tensions could arise around Cyprus that could reignite do
GreekTurkish tensions over the delineation of maritime zones. Greece'smgilc campaign
immediately after the signing diie TurkeyLibya MoU aimed at making it null and void. To 1
end, Greece hmmanaged to form a broad delegitimization front against the agreement \
the participation of various states and international institutions (most notably the Euroj
Union), declaring that the MoU is against international law, it does not have legs#goences,
and it violates the sovereign rights of the states in the region. Yet, according to the
Minister of Foreign Affairs, the diplomatic campaign undertaken by Greece was not

ONBIl GAYBINYAGKYTNRY G Bdzii I FTNRYG 2F NB

Within such an environment of harsh confrontation it is difficult to see how Greece ¢
positively approach the commencement of an upgradeuaydernized Customs Union as a w
of coming to terms with the "New Turkey", all the moregieenthat an upgradedCU does notl
offer any political and security guarantees for Greece in case relations deteriorate furthe
Turkey (BKP Development Research and Consulting et al., 2016:E284pmic benefits
deriving from an upgraded/modernised CU are potential amtHerm, while the adverse
STFSOGa 27F ¢ dzNyiSGrépée ae & and preseiIn difedwords, it is aln
impossible to see how Greek politicians would invest political capital in an endeavour 1
uncertain and londerm in its beneits, while incurring instantaneous lossts their public
AYIF3S RdzS (2 ¢dzN)J S2Qa OdaNNByd 0SKI @A 2 dzN

Therefore, any economic potential for Greece arising from a modernised &k&n if the
country experiences a severe economic downturn due to Cb®iglwould not sugar the pill o
ASNA2dza aSOdzNR G& 02y O SdejstuctireSratkleddeyadouriibkRiy
migration issues, the Eastern Mediterranean, and Libya.

Thus, according to the Greek governmdPmMMitsotakis, 20.07.2020), the ruling party of Ne
Democracy (Bakoymi, 16.12.2019) and, most interestingly, Greece's major opposgaty

(SYRIZA) for Greece to accept an upgrade of the CU the easing of political tensions with
the cessation of Turkey's aggressive and illegal behavicarwitssGreece in the Aegean and
the EEZ of Cyprus, and the prior opening of the Tupdsts to the Republic of Cyprus rema
essential prerequisites (Interview with E. Kalpadakis, 20.01.2020). Moreover, Greek poli
from the right,centre-left, and left political parties (ND, KINAInd SYRIZA) are keen to stre
that the significant deterioration of Greece's political relations with Turkey in the last few

7"We want the countries that have a say on andolvement in regional issues to have complete awareness of the Greek positions and understand

that we represent the voice of reason” (Dendias, 2020).
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0 éhe
governing
party along
with the
parties of the
opposition
seem to agree
ona
"transactional
logic" with
regard to the
commencement
of
negotiations
between the
EU and Turkey
fora
modernization
of the CU. 6

due to the Aegean and Eastern Mediterranean disputes have made it hard for them to ov
G§KS DNBS| Lldzoceptidbofdurkéys 3+ G A @3S LIS NJI

Specifically, the deterioration of political relations between the EU and Turkey as well as (
and Turkey loom large in the public sphere. A case in point is a recent (December 20:
conducted by the Public Opinion ResearclitUdniversity of Macedonia, which revealed th
the absolute majority of the Greek public considers Turkey as the gravest threat for the c«
(89% compared to 64,5% in the beginning of 2018). What is more interesting, however,
fact that the eled 2 NI 1 SQ&a LISNOSLIWiA2Yy |yR FSStAy3:
relations with Turkey are positive, by being in favour (64%) of a pragmatist approacl
promotes bilateral dialogue with Turkey as well as further anchoring Turkey in the BlbeY
latter cannot take place for as long as Gréekkish bilateral relations keep deteriorating ai
Turkey keeps following a threatening, provocative, and illegal behaviowawss two EU
members, namely Greece and the Republic of Cyprus.

With the aboe preconditions being first fulfilled, the governing party (New Democracy) &
with the parties of the major (SYRIZA/Coalition of the Radical Left) and the |
(KINAL/Movement for Change) opposition seem to agree on a "transactional logic" with 1
to the commencement of negotiations between the EU and Turkey for a modernization «
CU (Interviews with P. loakimidis, 16.01.2020; E. Kalpadakis. 20.01.2020). Specifically,
parties appear receptive to sound out the possibility of an upgradestoms Union provide:
that certain political conditions wilhlso be attached to it. To this end, Greece would he
accepted the commencement of negotiations between EU and Turkey had these lec
"Customs Union Modernization Plus", namely the incogpion of certain issues of particule
importance to Greece, most notably related to security, defence, and migration. Needle
say that Greece wouldlsobe in favour of the introduction of any kind of conditionality th
would tie economic cooperatiometween the EU and Turketp the fulfilment of certain
conditions regarding human rights, democracy, and respétite rule of law.

Interestingly enough the views of the business community, the bureaucracy, the se
analysts, and foreign policy eaqs in Greece seem mostly to resonate with the views/ration
of the decision makers with regard to tleunchof negotiations for an upgraded Customs Uni
between the EU and Turkey. More specificaliplomatsin the Greek Foreign Ministry expre
ideas that are in full conformity with the ideas that decisimakers have in mind, i.e. securi
and political concerns that override any discussions over economic relations with Turk
addition, highlyranking diplomats do not reject the idea that modéation of the Custom:
Union is a necessary step for the EU and Greece to resolve any outstanding issues witt
in the field of trade, yet they are hesitatt discuss any alternative other than the access
negotiations with Turkey.

Theofficialsin the Ministry of Agriculture seem to believe that Greece would gain from
modernisation of the CU in the field of agriculture. They tend to emphasise the potent
Greek agriculture. However, they do not seem open to isigatheir views publicly, at to
mention promoting their ideas to higher levels of decisimaking.

The Greek business community would be in favour of deepening the Clk $iaskelped them
to connect with the business community in Turkey and develop a number of projects in 1
and joint ventures in the Middle East. There are still hundreds of active Greek compat
Turkey. They have tried actively in the past to promotttdreGreekTurkish relations througt
their support to Greek governments in relation to the designation of Turkey as an EU can
country as well as other civil society initiatives. Now, this activity seems to have ceased.
is disorientation and ldca coherent view as to how they could possibly promote better Gri
CdzNy AaK NBfFGA2yaszr aAayOS ¢dzN] Se Aa af
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negotiations have been derailed, and Turkey projects hard power against Greece and (
It is very difficult to see how members of the Greek business community can actually affe
DNBS] 3I20SNYyYSyiQa RSOAaAzya Ay 1SSLAyS3
disheartening for them that Turkish business associations are overveagby the sheer powe
2T 9NR23IFLyQa LINSBAARSY(GAlIf &aeadsSvyo

Last but not least, the Greek security analysts and foreign policy experts have dev
opinionsabout what could be the gains and losses for Greece from a modernised CU, bt
cannot affectdecisionmaking substantially due to a lack of strategic thinking on the pal
Greek governments when it comes to Turkey. The old has died and the new has not bee
Ay NBtLFGAZ2Y G2 ¢dzNJ] SeQa I 00SaaArzy daptaday
basis without any longerm strategy in sight. Unfortunately, the EU seems to function ur
the same line of reasoning by concluding ad hoc agreements with Turkey, such asTthek&y
statement on migration, that have failed to deliver meditenm positive results.
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