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The recent advances with regards to Turkey’s membership to the European Union raises the question of whether the trends in real variables, specifically in production, are related.  This issue is especially important since the common macroeconomic policies of the European Union target the variables that should show similar trends in all member countries.  In case the trends vary, the Union policies would lead to unintended consequences, such as increased duration of business cycles, in countries where trends significantly diverge from the average trends of the Union. 


To test the hypothesis that industrial production in Turkey moves together with that in the European Union, we apply cointegration analysis using monthly data for the period between 1992 to 1998.  We use trade weighted industrial production index for the European Union after de-seasonalizing the production figures for all countries.  (Data are obtained from the International Financial Statistics of the IMF.)  


The results of the analysis indicate that we can not reject the null hypothesis that there is no cointegrating vector between the Turkish industrial production the trade weighted industrial production index of the European Union.  As shown in the graph below the industrial production index of Turkey, which is represented by the solid line, do not show a comovement with the weighted industrial production index of the European Union, which is shown by the dotted line.  We support this observation using cointegration tests.


D.F.
ADF (4 lags)
Phillips

Engle Granger Cointegration Test
-2.37
-2.39
-2.43

None of these test statistics rejects the null hypothesis of no cointegration between the Turkish industrial production index and the trade weighted E.U. industrial production index, both seasonally adjusted. 


As a second cointegration test we performed Johansen`s (max and (trace statistics, both of which yield a result of 5.53, reassuring our former empirical evidence on no cointegration between these two series.
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Using the trade weights of Turkey, however, we observe that the U.K. shows no cointegrated relationship with the Union either.  Furthermore, the U.K. data also shows no cointegration with France or with Germany.  This may be one of the reasons behind UK’s withdrawal from the exchange rate mechanism.  This reasoning constitutes a point of caution for Turkey’s joining the Monetary Union, which sets the common monetary policy for the Union countries.  Although joining the European Union may enhance the welfare through expansion of 

trade and institutional development, being dominated by macroeconomic policies that take as the reference point the average trends in the Union may have undesirable effects on the business cycles in Turkey.     
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� The authors are affiliated with Bilkent University, State Planning Organization and Bilkent University     respectively.


� The results have been reported using the industrial production index based 1994=100 as well using the index based 1984=100 which is available within the period of 1986:01-1997:03 produce similar results.
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