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Abst r act

The paper examines in details the privatisation experience in Turkey
during the 1986-2008 period. The privatisation practice of Turkey is
di scussed in terns of its scope, sales nethod and post-privatisation
results and in particular key issues such as nonopolisation and
consunmer protection are accentuated. The effectiveness of regulatory
policy in Turkey is also discussed and the role to be played by the
regulatory body in deterring anti-conpetitive bevavior is debated.
Reference is also nade to various studies which have exanined
efficiency and productivity of public corporations during the post-
privatisation period, especially in the cenent and tel ecommunications
sectors. In the final section, sone key issues relevant to Turkish
privatisation policies are discussed and sone concl usi ons are drawn.

| nt roducti on

The origins of neo-liberal reforms in Turkey can be traced to an
earlier decade, mainly to 1980s. However, neo-liberal reforns have been
in progress in Turkey over a period of two decades. The capital
account liberalisation, however, occurred at a relatively advanced
stage of the programme in 1989. It is evident that in Turkey, there
have been a lower degree of commitnment to the fiscal stabilisation
conponent of neo-liberal restructuring. As a matter of fact, a degree
of fiscal instability prevailed during the second phase of neo-liberal
reforms in the 1990s.In Turkey, fiscal instability in an environnent
of an open capital account regine created a highly fragile pattern of
economic growh during the post-1990 era. The end result was three
successive crises in 1994, 2000 and 2001, respectively wth rather
costly ramfications (Akylz and Boratav, 2003).Following the 2001
econom c crisis in Turkey, we observe a transition to a new era of |ow
inflation and sustained econom c growth. However, notable elenments of
fragility, such as a large current account deficit and dependence on
inflows of short-term capital continued to characterise the system
during 2004 and 2005.

Tur key experienced post- stabilisation boom and a surge in exports as
its econony recovered from the previous crises. These initial boons,
however, were not translated into sustained increase in exports or
economic growh. It is interesting to note that Turkey displayed
vul nerability before the outbreak of its major financial crisis. Gven
t he i nadequacy of export growth, financing the current account deficit
at the prevailing exchange rates and levels of demand required
substantial capital flows resulting in a pronounced increase in the
I evel of external indebtedness. Like in Mexico and Argentina, Turkey
l aunched its very anbitious privatisation programme in 1986 which
ained to elimnate public deficits and to pronote conpetition and
efficiency by divesting the public enterprises, to repay massive
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external debt, to inprove the quality of goods and services and to
attract foreign investnent to the country.

Maj or CGoal s of the Turkish Privatisation Programe

Privatisation nost commonly neans the transfer of state dom nance in
i ndustrial and commercial activities partially or totally to the
private sector through the sales of public assets. The conprehensive
privatisation programme which was first carried out in UK after 1980
constituted a nodel for many developed and devel oping countries.
Privatisation policy was practiced in West European countries such as
France, Germany and Italy to a greater extent, while simlar policy
was extensively practiced in Mexico and Argentina and Chile in Latin
Anerica and Malaysia and Singapore in South-East Asia. Privatisation
as one of the fundanental tools of the market econony was also
extensively adopted in Turkey from 1986 on while Qzal government was
in power. The financial and trade liberalisation policy! initiated by
Qzal government facilitated the adoption of a nore conprehensive
privatisation policy. This government was nore decisive in tackling
the notorious structural problens of the SCEs and to reconsider the
role of the public sector with the aim of reducing the size of the
governnent and public spending.

In the context of Turkey, it was believed that the major SOEs shoul d
be restructured to inprove their financial performance, while others
becane candidates for sale to private investors. The successive
governnents in Turkey were convinced that regulations, policies and
incentives should be readjusted to liberalise the Turkish economc
environnent for private investnent and foreign direct investnent (FDI)
in particular (Onis 1991). As argued by sone scholars (Vickers and
Yarrow 1988; Ginstone 1987) a partial or conplete change of ownership
will lessen the scope of political intervention in the operation of
public enterprises, reduce bureaucratic controls and linmt arbitrary
interference. It was also argued that privatisation in the form of
asset sales might result in gains in allocative efficiency. Cenerally
speaking, it was also argued that the renoval of artificial entry
barriers which mght nake narkets nobre contestable could prevent
nonopol y power and ensure an efficient allocation of resources.

Qoviously, exposing the firm to increased conpetition pronotes
efficiency and productivity and the realisation of these objectives
does not depend upon a change of ownership. Therefore, if the
principal aimis to increase econonic efficiency, the policy priority
should be to increase conpetition. Thus the crucial factor determning
the efficiency of an enterprise is not whether it is publicly or
privately owned, but how it is nmanaged (Kirkpatrick 1987).

Oficials in Turkey asserted that “the aim of privatising public
sector enterprises in manufacturing and service sectors is to increase
private sector involvenent and at the sane tine reduce the financial
and administrative burden of the government”. In actual fact, the
nmajor objectives of the privatisation programe in Turkey were

' Aricanli T. and D Rodrik. 1990. An Overview of Turkey's Experience with
Econom ¢ and Structural Adjustnent World Devel opnent 18:1343-1350; Togan S.
1993. (Turkish Foreign Trade Reginme in the 1980s and Foreign Trade
Li beralisation). Ankara: Exinbank Publications and Onis, Z 1998. State and
Market: The Political Econony of Turkey in Conparative Perspective.
I stanbul : Bogazici University Press.
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nunerous, but the primary ones were listed as follows: (i) to transfer
the decision-making process in alnost half of the econonmy from the
public to private sector to ensure a nore effective play of nmarket
forces; (ii) to pronbte conpetition, inprove efficiency and increase
the productivity of public enterprises; (iii) to develop a viable
capital nmarket and to facilitate a w der share ownership; (iv) to
reduce the financial burden of the SOEs on the general budget; (v) to
assist in reducing the size of the public sector with its nonopolistic
tendencies and (vi) to raise revenue for the Treasury (Mrgan Guaranty
Bank 1986) 2.

In order to execute the privatisation programe, Qal governnent
decided to establish an agency called Public Participation Fund (PPF)
in 1984. PPF was given wde responsibilities to wundertake the
privatisation process in Turkey. However, divestiture involving SOEs
was given to the Council of Mnisters while the Board of PPF was fully
authorised in the case of joint ventures. In 1995 PPF was converted
into the Privatisation Administration (PA) which was affiliated to the
Mnister of State responsible for the inplenmentation of the
privatisation progranme.

Scope of Turkish Privatisation Programe

During the 1988-1991 periods, a variety of activities, SOEs and public
participations were partially or totally transferred to the private
sector. In the initial stages, public enterprises which were partially
privatised included corporations in telecomunications (Teletas),
airlines catering services (USAS), cenent production (Ctosan), petro-
chemcals (Petkin), the iron and steel production (Erdemr), steel
cables (Celik Halat), retail chain (G nm), petroleumrefinery (Tipras)
and a nunber of other enterprises and nmajority hol dings.

In January 1989, 90 % of the shares five cenment plants owned by
Ctosan, state cenent corporation, was sold to Cnents Francais, a
French cenent production conpany, for $105 mllion (TL 256 billion)
where the French conpany was willing to undertake investnent up to $75
mllion until 1993 and 10 % of the shares were retained as “gol den
share” held by the state. It was also agreed that during the ensuing
years, 39 % of shares were to be sold to individuals, of which 10 %
were be enpl oyees of the acquired plants (lsrafil 1989).

Majority holding in USAS, which was affiliated to Turkish Airlines
(THY), was also included in the privatisation progranme and eventual ly
sold in 1987 to SAS Service Partner (SAS), an affiliate of
Scandi navian Airlines System Group. SAS was conmitted to pay al nost 21
% of pre-tax profits to PA in Turkey over a 10 year period between
1989- 1998 and pledged to sell 30 % of USAS shares to the public, first
priority to be given to enployees. In actual fact, SAS conmmtted
itself to invest in tourismindustry, especially in hotel chains over
the following five years (GQultekin 1989). USAS which was basically a
catering and airport service conpany was expected to be noderni sed by

2 For a conprehensive account of Turkish privatisation experience, see Onis, Z
1991. The Evolution of Privatisation in Turkey: The Institutional Context of
Enterprise Reform International Journal of Mddle East Studies 23: 163-176;
Ercan M and Z. Onis. 2001. Turkish Privatization: Institutions and Di | enmas
Turkish Studies 2 (1): 109-134; Karatas, C. 2001. Privatisation in Turkey:
I mpl enentation, Politics of Privatisation and Performance Results Journal of
International Devel opnent 13 (1): 93-121.
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SAS in order to be lifted up to international standards in its
services to various airlines and introduce new technol ogy and know how
to devel op its organi sation.

However, the transfers of Ctosan and USAS to foreign conpanies have
not benefited the econony to a great extent because neither conpany
has sustained operations in Turkey after facing low profits and
interference from successive governnents in power. During the first
phase of privatisation (1988-1991), a considerable proportion of state
shares in joint ventures such as Kepez Electric, Cukurova Electric,
Arcelik (electrical appliances and consuner durables) and TOFAS
(autonotive) were also sold either by block sale or public offering
net hods.

There are three distinct nodes of sales technique in Turkey, nanely
“block sales”, “public offering” for flotation and sales of “assets
and prenmises” of public enterprises and subsidiaries. GCenerally
speaki ng, the “block sal es” method has dominated a fairly |arge nunber
of privatisation processes which, in turn, led to w despread concern
about corruption and the undervaluation of enterprises. Cbviously, the
limted size and depth of the Istanbul Stock Exchange (1SE) has
clearly restricted the sale of larger SOEs by public offering or
flotation. Industries which were subject to privatisation during 1988-
1997 periods and the total sales proceeds derived from various
i ndustries through “bl ock sales” are presented in Table 1.

Various conclusions can be derived from the privatisation data for
1988-1997 periods. Firstly, wthin the manufacturing industry, the
sal es revenue fromthe cenent industry represents the greatest part of
the proceeds with $990.9 mllion, followed by basic netals and netal
products with $143.4 million, food processing and soft beverages wth
$114.7 million and the rubber and plastic industry with only $42.5
mllion. This was followed less significantly by electrical nachinery
and autonotive industry and machi nery.

Secondly, in the sanme period the gross sales revenue obtained fromthe
electricity and gas industry privatisation stood at $426.5 million,
fol l owed by the banking and insurance industry with $275.1 mllion.

Thirdly, the total gross proceeds resulting from “block sales” of
public enterprises during the 1988-97 periods reached the value of
$2.2 billion (see Table 1). 44 % of this total was received fromthe
privatisation of Ctosan’'s cenent plants or sale of state shares in
cenent joint-venture enterprises. Receipts from electricity and gas
accounted for 19 9% banking and insurance 12.4 9% services and
comuni cations 6.0 % and food processing and soft beverages for only
5.1 % Fourthly, Table 1 shows that SOEs privatised in nmanufacturing
i ndustry accounted for 30.7 %of all transactions.

During the 1988-97 periods, the total sales proceeds anmounted to
$484.8 mllion which included assets and premses that belonged to
primarily to animal feed plants, neat and fish corporations, Suner
Holding Co., the zinc and netal industry, the steel-iron, electric
i ndustry, petroleum products, petro-chenmicals (Petkin), the Maritinme
Corporation (sale of 6 ports), Turban Tourism co. and THY (sale of 4
Boei ng 727s) (PA 1997).
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Table 1: Gross Proceeds from Sale of Shares and Assets of Privatised
SCEs in Turkey: 1988-1997

Type of Industries and Sal es Met hods Sal es proceeds (9)
I. Sale of Shares by Bl ock Sal e
1. Food processing and soft beverages 114, 735, 275
2. Aninal feed 3, 299, 480
3. Seed inprovenent and insecticides 193, 910
4. Cenent industry 990, 954, 865
5. Basic netals, netal products 143, 488, 681
6. Autonotive industry and machi nery 19, 748, 247
7. Electrical machinery 26, 321, 526
8. Rubber and plastic industry 42,517, 253
9. Paper industry 402, 065
10. Sugar industry 9, 845, 669
11. Earthenware and ceram cs 31, 037, 400
12. Electricity and gas 426, 542, 315
13. Banki ng and i nsurance 275, 125, 561
14. Services and tel econmunications 134,472,119
15. O hers 333, 000
Sub-t ot al 2,219,017, 366
1. Revenue by public offering 424,526, 549
Sub-t ot al 2,643,543, 915
I1l1. Sales of Assets and Prem ses 484, 817, 927
V. Sales of inconplete Enterprises 3,143, 795
V. Transfer of inconplete enterprises by book|1, 061,272

val ues
Grand total 3,132, 566, 909

There is also a fourth category which involved the sales of assets and
prem ses of “inconplete enterprises” which belonged to Meat and Fish
Corporation (EBK), dairy products corporations, olive oil plants and
Sunerbank Holding (textiles and clothing). The total value of these
assets amounted to $3.1 nmillion which was carried out between 1988 and
1997.

Finally, there was also the direct sale of “inconplete and
unoperational factories” which were owned by MEK (Mchine and
Chemical Corporation), Sunerbank shoes factory, Sorgun amoniac

fertiliser factory, Diyarbakir cigarette Factory and Elazig sodium
bi cromate factory. Receipt from the sale of these factories anounted
to $1.0 mllion.

As can be seen from Table 2, total sale proceeds in the 1986-94
periods from full and partial divestnent amounted to $2.3 billion;
this was followed by an additional $515 million in 1995, $292 nmillion
in 1996 and $466 mllion in 1997, total sales proceeds reaching al nost
$4.2 billion by 19973

3 This fi gure, however, also includes revenue fromthe sale of nortgage shares,
di vidend i ncome from nom nated enterprises and principal |oan collection.
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Tabl e 2: Privatisation Revenue: 1986-2007 ($ MIlion)
Year 1985- 1991 1992 1993 1994 1995 1996 1997 1998
1990
Revenue | 646 244 423 566 412 515 292 466 1, 020
Year 1999 2000 2001 2002 2003 2004 2005 2006 2007
Revenue | 38 2,717 120 537 187 1,283 (8,222 (8,096 |[4,230
Source: Privatisation Admini stration statistics at www. oi b.gov.tr
Table 3 provides information on the pattern of privatisation proceeds
over the years. The sales proceeds reached the level of $9.5 billion
over the 1986-2004 periods, but it also recorded significant
fluctuations from year to year depending on the nmacroeconomc
environnent and political stability which prevailed in Turkey. The
maxi nrum anmount of sales proceeds was realised particularly in the
years 1993, 1995, 1998 and 2000 and recently both in 2005 and 2006. It
should be remarked that the total figure obtained from privatisation
reached $30 billion by the end of 2007.
Table 3: Privatisation Proceeds in Turkey by Year: 1986-2006 ($
M 11ion)
Mbde 1986- 2004 2005 2006 2007 Tot al
Bl ock Sal es 3,926, 793, 47 |7, 054, 000, |7,178,000, |O 18, 158, 793, 4
8 000 000 78
Asset Sal es 1,493, 299, 42 404, 272,51 |626, 195,56 |2,294,115, |4,817, 883,50
0 5 9 997 1
Public O fering 2,860,019, 87 |273, 719, 60 |207, 820,15 |1, 838, 642, |5, 180, 202, 61
5 3 1 981 0
Sal es on | SE 800, 819, 126 |460, 234,64 |0 0 1, 261, 053, 76
2 8
I ncompl et e Asset |4, 368, 792 0 0 0 4,368, 792
Sal es
Transfer to the | 377,563,020 (30,013,471 |84, 149,739 |97,012,689 |588, 738,919
Conpani es
Tot al 9, 462, 863, 71 |8, 222, 240, |8, 096, 165, |4,229,771, |30,011,041,0
1 231 459 667 68
Source: Privatisation Administration 2008; Privatisation Admnistration statistics at

www. oi b. gov. tr

It should be noted that the privatisation of principal SOEs in 2005
and 2006 which included Turk Tel ekom (TT) (tel econmmunications), Tupras
and Erdem r contri but ed to nmassi ve revenue obt ai ned from
privatisation. The total proceeds resulting from these sal es anounted
to alnost $13.5 billion, which raised the total proceeds to $25.8
billion by the end of 2006. The anbitious sales of these enornous
state enterprises were realised because the ruling AKP (Justice and
Devel opnent Party) government had conmtted itself to privatisation
programe as reconmmended by the | M- nonitored progranme inherited from
the previous coalition governnent.

In addition, the macroeconom c perfornmance achi eved between 2003 and
2006 was nore conducive to launching a new phase of privatisation
process as supported by the accelerated inflow of FD to Turkey.
Anot her factor was perhaps the intention of the government to reduce
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the size of the public sector and raise additional revenue for the
Treasury in order to pursue tight budgetary policies.

The gross value of the shares sold mght be deceptive because it does
not take into account a whole variety of deductions. First, there are
consi derabl e expenses involved in nmmjor flotation of shares of
privatised enterprises. The governnent is usually reticent about such
costs and their precise calculation may sonetines be difficult by the
exi stence of bonus sharehol ders and | ending nade avail able to enpl oyee
shar ehol di ng.

Secondly, underwiting during privatisation is an expensive business
and it is often resorted to in order to ensure precaution against the
failure of the market to absorb the entire issue in one go or in the
case of a tender offer, if demand from the public is inadequate. In
addition there are fees paid to stockbrokers, banks and the cost of
advertising and admi ni stration.

Thirdly, it should be noted that the governnent also mght be obliged
to wite-off existing debts and |oans, or inject new capital prior to

privatisation. Qovi ousl y, in that case, capital wite-off or
injections need to be offset against the sale proceeds. There is,
however, no specific information disclosed by the PAto illustrate the

scal e of such expenditures in each privatisation case.
Recent Devel oprments in the Turkish Privatisation Experience

During 2002-2007 periods, while the AKP governnent was in power, there
was a strong conmitnment to the execution of a privatisation progranme
which included the divestiture of considerably large SOEs. The
programe included enterprises such as TurkTel ecom Petrol i si(Poas)
(petrol eum distribution), Seka (paper production), Tupras (refinery),
Pet ki m(petro-chenmical), Tekel ( tobacco and cigarette nonopoly) and
the Erdemir plant(steel-iron).

The potential purchasers whether donmestic or international were
attracted to bid for these profitable corporations in 2005 and 2006

Particularly foreign conpanies had to weigh a nunber of econom c and
political factors when assessing the attractiveness of acquiring a
particul ar enterprise and the price they were prepared to pay. Despite
sone resistance from the |abour unions and social denocratic parties
in Turkey, foreign conpanies joining with powerful donestic partners
in Turkey managed to acquire the ownership of these |arge SCEs.

The overall economic climate in Turkey was inproved due to the | M-
nonitored programme enforced in March 2001 in order to stabilise the
financial nmarket and the overall econony. An additional pressing
problem was, of course, servicing the external and internal debts
which were exerting great pressure on the Treasury. Financial and
econom c targets which were designed together with the I M- follow ng
the 2001 econonmic crisis had necessitated regular scrutiny and
adjustnents in order to mnimse deviation from the pre-determn ned
targets for inflation, public deficit and primary surplus. The stand-
by arrangement with the IM- in 2002 was intended to support a three-
year econonic progranme that aimed to sustain growth, deliver price
stability and nove towards convergence with the EU econom es (Krueger,
2005) .
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Particularly after 2004, there was a discernible decline in the rate
of inflation (below 10 %9 while the growth rate of G\P settled at 7.6
% in 2005 and 6 % in 2006. In addition, there was an acceptable
real i sation of balanced budget in successive years owing to rise in
tax revenues and tight fiscal policy in line with the reconmmendation
of the IM--nonitored programme. The government authorities also took
neasures to reverse spending overruns and conmitted itself to saving
revenue over-performance in order to achieve a primary surplus in
excess of 6.5 %of the GNP target.

The overall economic climate in Turkey after 2002 was of paranount
concern and prospective investors tended to focus on the nacroeconom c
environnent and credibility of the governnent’'s |iberal econonmc
policies. It seens that a privatisation programe enjoys mnuch higher
levels of «credibility when governments are able to show great

comi t nent to privatisation. The relatively stable politica
environnent in Turkey was a contributory factor in attracting FD and
participation by i nternational corporations in t he Tur ki sh

privatisation process. In contrast to earlier periods, there has been
firmcommtment to privatisation in the last five years partly due to
comon pressure inposed by the | M- and the Wrld Bank

Wth the inclusion of the recent sale of the largest public
enterprises nmentioned above, the privatisation revenue by the end of
2007 increased alnmost to $30 billion. It appears that the AKP
governnent is determined to press for nore divestiture of SOES in
Turkey in order to provide nmore grounds for a market econony and
conpetition and to wuse sone of the privatisation receipts for
anortising donestic debt. Cearly, the greater pace of privatisation
m ght also have an indirect positive effect on budgetary perfornance
through lowering interest paynents and reducing the public deficit.

However, it should be noted that the npbst controversial issue is the
establishment of the nmarket value of an enterprise before its sale

The underval uation of assets can be costly in terms of welfare loss to
tax payers, the public as a whole and the Treasury. Therefore, where
| arge issues are involved, the potential risk of under-pricing can be
reduced by selling in small lots to establish a trading price before
the majority of shares is placed in the market. In the valuation of
assets, it is also prudent to assure the objectivity that comes from
using the services of independent consulting agencies.

In Turkey’'s context, there was a significant inpedinment in providing

sufficient budgetary funds to finance the contingent liabilities of
the divested corporations, especially the provision of severance pay
for laid-off workers. In the earlier periods, the governments in

Tur key, under adverse econonic conditions, did not have the sufficient
resources to nmeet their contingent liabilities.

Qoviously, the primary concern of the |abour unions is the workers
di spl acenment which nmight result from privatisation. However, despite
the inmportance of enploynent issues, virtually no relevant data are
available on loss of jobs. It is interesting to observe that the PA
does not usually divulge information about retrenchnents anong
di vested SOCEs.

However, according to the Privatisation Law (no. 4046, Article 22)
t hose personnel working in the privatised conpanies as civil servants
have the right to be transferred back to the state. For instance, in
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the case of TT approximately 10,000 enpl oyees exercised their options
to return to the public service after privatisation. Besides, Turkey
received $250 million worth of support fromthe Wrld Bank as part of
“Privatisation Social Support Project” for the 2001-2005 period
addressing job |oss conpensation. The project was supported in 2005
with an additional $465 million in order to conmpensate for the |oss of
jobs or for providing retraining for those who were seeking jobs in
other industries (Kilci, 2006).

Post - Privatisation Performance in Turkey

A relatively large nunber of enterprises were sold in Turkey during
the 1992-2006 periods and therefore, sufficient tine has now el apsed
for a proper evaluation particularly in cenent and tel ecomunications
industries. It is generally acknow edged that technical efficiency and
performance are closely related to prices, market conditions, market
shares and capacity utilisation which in turn depend on domestic and
regi onal demand changes.

a) The Case of Cenent Industry

In an earlier study by Tallant (1993) on the cenment industry, it was
found that efficiency and profitability largely depended on high rates
of capacity utilisation and the study focused on substantial regional
variations. In ternms of capacity utilisation, private cenent plants
seenmed to be nore efficient especially when conpared to public plants
located in the east and south-east Anatolian regions. The private
sector cenent plants had the highest rate of capacity utilisation at
88 % for the 1988-1991 periods, with slightly |ower averages for the
m xed concrete segnent and Citosan’s plants located in the western
part of Turkey. However, capacity utilisation rates for the CGtosan's
plants located in the eastern part were far lower at 65 %

Simlarly, in a study carried out by Zaim and Cakmak (1994), it was
shown that there was no significant relationship between plant
efficiency and ownership. It was concluded that the transfer of
ownership was unlikely to generate substantial inprovenents in
productive efficiency unless supported by government policies to
i ncrease conpetitiveness in the industry.

Saygili and Taymaz (1996) argued that ownership change in the
privatised cenent plants did not largely inprove efficiency, which
seemed to vary wdely anong the regions. In this study, it was
concl uded that geographical |ocation, local nmarket share and |oca

cenent demand seened to determine efficiency rather than ownership.
Clearly, apart from ownership types, there are other basic variables
whi ch play significant roles in technical efficiency.

For instance, Saygili and Taymaz (1996) in their econonetric nodel
enphasi sed the rate of increase in regional demand, plants’ export
rates, firms’ respective shares in the regional output, technol ogy
adopted in production and the region in which the enterprise operates.
More generally, it is often argued that technical efficiency depends
upon technol ogi cal experience, production organisation and manageri al
ability.

Insofar as |abour productivity and enploynment were concerned, during
the post-privatisation period there is sufficient evidence to show
that |abour productivity in the private cenent plants was higher than
that in the public ones ( Tallant ,1993; Saygili ,1995).
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There were also significant inprovenents in |abour productivity after
privatisation in the five cement plants of G tosan (Ankara, Afyon,
Soke, Balikesir and Pinarhisar plants) which were transferred to
Cnents Francais (Karatas ,1995). The reduction in enploynment was
reported to be greatest for the privatised plants, which is consistent
with the presunption that over-staffing was nore severe in plants
whi ch had been publicly owned.

A nore specific study on enploynent by Qznucur (1997) supported the
assertion that productivity and efficiency in the private cenent
conpanies are nuch higher than in the public ones. According to
Qznmucur (1997), private cenent conpanies had a decrease in enpl oynent
of 7.8 % while the privatised firms had a decrease of 15.5 % QOznucur
(1997) also denonstrated that there are positive increases in |abour
productivity and capital |abour ratios both in private and privatised
cement firms..

b) The Case of Turk Tel ecom

In the case of TurkTelecon(TT) privatisation, the sales nethod was
bl ock sale where 55 % of shares were sold to the Saudi Oger Company in
2005 following an open bidding conducted by the Mnistry of Finance
and PA for a total value of $6.55 billion. However, PA has commtted
itself to sell the remaining shares through public offer, thus
creating a large investor base for the conmpany. The initial public
of fering process involving alnmost 15% is scheduled to be concl uded by
the second quarter of 2008. There are already significant
privatisation transactions through public offerings in recent years,
particularly in corporations such as |Is Bankasi, Tupras, Petkim and
THY. It is often argued that block sales and public offerings have to
be considered together, since efficiency gains from being a private
conpany can only be obtained through block sales, while w der investor
base can be attained through public offerings.

There is some evidence which indicates that Privatised Turk Tel ecom
has denonstrated efficiency and | abour productivity gains in the post-
privatisation period. Profitability ratios which are used to neasure
the financial returns to the new nanagenment of the Turk Telekom
included return on equity (profit to equity ratio),operating profit
earned per |abour and net profit margin(net profit per unit of sales)

At the outset, it should be noted that financial profitability ratios
nmay be misleading for the following reasons: first, they do not take
into account the social objectives of public enterprises. Second, in
non-conpetitive market conditions high financial profits nmay not
really reflect an efficient enterprise operation, since profits may be
the result of firnms’ nonopoly powers. Therefore, while financia
performance may be indicative of private enterprise efficiency, it
should be used with sonme reservation in appraising public enterprise
per f or mance.

i)In the case of Turk Telecom return on equity which was 27 per cent
during 2001-2005 period, rose to 34 per cent in 2006 and 41 per

cent in 2007 respectively, which denonstrates considerable
i nprovenent. This profitability inprovement was perhaps due to the
rehabilitation and nmanagerial changes and renewal investnents

undertaken in Turk Telecom and the substantial reductions in the
nunber of workers.
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ii) According to cash operating profit earned per wor ker (gr oss
i ncome) neasure, gross inconme per |abour increased from YTL 72,000
in 2006 to YTL 104,000 in 2007, while net income per worker figure
reached YTL 44,000 in 2006 and YTL67,000 in 2007 respectively. (See,
Karatas & Ercan, 2008).The increase in |abour productivity in Turk
Tel ecom can be attributed to the rising value added generated in
the post-privatisation period and also due to a considerable drop
wi tnessed in the nunber of enployees(the number dropped from 51, 737
in 2005 to 37,000 by the end of 2007).

iii) It is also interesting to notice that net profit margin in Turk
Tel ecom renai ned stable between the prior and post-privatisation
periods, with averages of 29 per cent and 27 per cent for the two
periods respectively (Karatas and Ercan,2008 ) . Perhaps the
primary reason for this pattern of profit margin was the
liberalisation and regulation practiced in teleconmunications
i ndustry. The new entrants of conpetitors in different segnents of
Turk Tel ecom have reduced the previous nonopolistic power of the

conpany.

Transparency and Oanership Concentration

One of the key issues in the Turkish privatistion process is the |ack
of transparency in making special deals. lIronically, in the case of
tender offers conducted for the sale of Petlas(airplane tyres),
EBK( neat -fish), Tedas (electricity distribution), Seka (paper) and PQOAS
(petroleum ), conpetitive bidding procedures have been ignored and
prices have been set without convincing valuation nethodol ogy. There
was also clains that ‘block sales’ had been nmade to dubi ous purchasing
firms and industrialists who strongly supported the political party in
power. It is often argued that special privileges such as nonopoly
rights, concessionary financing terns and protection frominports have
been granted to newy privatised enterprises. Cearly, fair criteria
should be laid down for the evaluation of bids by prospective firns
and the tendering process should be conpetitive with full public
di scl osure of all bids (Bennell, 1997).

During the earlier phases, successive governments in Turkey had often
reaffirmed their commtnments to encourage w de ownership of public
assets and also to broaden the participation of snmall investors in
Turkish equity markets. The proportion of shares held by private
individuals in Turkey reached alnpbst 21 per cent by 2006 (Central
Regi stry Agency, 20007). However, this is much below the figure
observed in advanced western countries. In 1985, it was 40 per cent in
the UK and 70 per cent both in Gernany and the USA (Mayer and
Meadowcr of t, 1985)

It appears that over the last five years there was a significant drop
in the nunber of donestic investors in the ISE. The discernible
decline in the nunber of donmestic shareholders was basically due to
al |l egations that there had been manipulations in the trading of shares
in the stock exchange that had reduced its reliability and to tax
concessions recognised for the foreign investors in Turkey.
Accordingly, during the 2004-2006 period the proportion of foreign
sharehol ders in | SE had increased to 70 % Particularly extrenely high
real return prospects and tax concession which involved exenption from
wi thhol ding tax for foreign shareholders were very influential in this
i ncrease.
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It seens that if the governnent fails to ensure equality between
donestic and foreign shareholders in terns of concessions it would be
rather difficult to have wi der share ownership in the capital markets.
Table 4 illustrates the changes over the years in volune of share
tradi ng and nunber of investors at the ISE. As

Table 4 indicates there is a considerable drop in the nunber of
sharehol ders/investors since 2001 where it declined from 1.4 mllion
in 2001 to 1.1 million in 2006. However, this drop can also be
attributed to the fact that, the leap between 2000 and 2001 is
basically a result of arally of initial public offerings (1PGs) which
brought new investors to the narket who previously maintained savings
in deposit accounts. Sone of these new investors may have acted as
one-tiners and after they realized their investnents in these |PGCs,
they nmay have left the nmarket back to their traditional ways of
investing. Nevertheless, if figures for 2000 and 2006 are conpared, a
significant increase in nunber of investors can still be observed.

Tabl e 4: Share Tradi ng Vol une and the Number of Investors in Turkey

Number of I nvestors | Trade Vol une
Year (000) (mllion dollars)
1997 250 116
1998 338 98
1999 561 168
2000 603 364
2001 1, 383 161
2002 1, 227 142
2003 1, 204 200
2004 1, 106 296
2005 1,072 404
2006 1,079 454

In the initial phase, Ozal governnents (1984-1992) were eager to sell
SCEs through public offers as testified by the sale of Teletas;
however, later the policy was switched to block sales by selling the
majority of shares of Gtosan and USAS to French and Scandi navi an
conpani es respectively. (Cinments Francais held 90 % of GCtosan's
shares in five cenent plants and SAS held 70 % of USAS)

During the second half of the 1990s, there was a slowdown in the pace
of the privatisation drive in Turkey because of a lack of consensus
among the coalition governnents in power about the form of
privatisation to pursue and instability of the econony and the
financial markets. However, since 2002 when the AKP governnent was
formed, the attention has shifted to foreign investors as a neans of
reviving the privatisation drive.

Gven the fact that TT was sold to a Saudi conpany and Tupras to Koc-
Shell at the outset, raises the question that privatisations in Turkey
will proceed by attracting nore of foreign investors at the expense
of broadening share ownership anong small investors in Turkey.
However, considering the cases of publicly listed Erdemr and Tupras,
recent | PO of Hal kbank( a state bank) and prospective public offering
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of TT's 15 % shares, it can be deduced that a dual approach has been
adopted in Turkey.

Regul ati on and consuner protection

The Conpetition Board, a regulatory body on conpetition in Turkey, has
responsibility to safeguard the consuners’ welfare, and to control the
public and private conpanies in the industrial sector in order to
rationalize their prices and inprove the quality of their services.
The Turkish Conpetition Act was enacted in Decenber 1994, but its
operation only started in 1997.

According to the Turkish Conpetition Law (1994), a w de range of
activities listed under three headings are regulated and restricted
agreenents and trade practices that restrict conpetition, abuse of
dom nant position and nonopolisation and nergers and acqui sitions.

First, according to the Turkish Conpetition Law (Article 4) agreenents
and practices anong the firns that aim to prevent and restrict
conpetition in a certain market for goods and services are considered
unl awful and therefore ,prohibited (Muintu and Zengi nobuz, 2001).

Second, the Conpetition Law prohibits the abuse of dom nant power in
markets. In fact,this is simlar to a provision included in the EC
Treaty (Article 86). Article 6 in Turkey, defines domi nant position as
“the power of one or nore corporations in a particular nmarket to act
i ndependently of their conpetitors and custoners and to determne
econom ¢ paraneters such as price, supply and the anount of production
and distribution” (Muntu and Zenginobuz, 2001). It appears that
Article 6, is also applicable to teleconmunications industry players
that are included in the privatisation progranme and /or undergoing
regul atory changes.

Third, the Conpetition Law includes articles related to “nergers and
acqui sitions” where it prohibits mergers and acquisitions that aimto
create or strengthen a dom nant position and deter conpetition in the
markets for goods and services (Article 7). Conpetition Law and
Comuni qué No. 1997/1 states that “if the total narket share of the
nerged corporations exceeds 25 percent of the relevant narket or the
total turnover of the undertakings that take part in the action
exceeds 25 trillion TL (in 1997 prices), then an authorization nust be
obtai ned fromthe Conpetition Board.”

It is clearly stated that privatisation cases also fall wunder the

Conpetition Board's jurisdiction. It is indicated that before an
actual privatisation can take place, the Conpetition Board has to
issue an authorisation to the effect that privatisation wll not

distort fair conpetition in the relevant markets for goods and
servi ces.

It is evident that the Conpetition Board is given extensive powers of
i nspection and investigation regarding issues that pertain to the
infringenent of Conpetition Law. The Conpetition Board is an
i ndependent body which is not subject to the instructions or orders
of any other governnental body, including the council of ministers
t hat appoints the nenbers of the Conpetition Board.

Turk Telekom an absolute nonopoly in teleconmmunication industry
encountered conpetitive pressure fromnultiple segments nostly through
regul ations. Long distance operating |licenses rendered by the Mnistry
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of Transportation had been operational, resulting in huge revenue
losses in Tirk Telekoms long distance calls. Voice Over |Internet
Protocol (VO P) operators also acquired niche positions in the nmarket
through Turk Telekomis own infrastructure in spite of this being
illegal initially. However, at present such activities have been
recognised as legal. The divestiture of TTNET (an Internet service
provi der conpany) as a separate conpany was established to create an
arms length distance between fixed |line and broadband operations in
order to pronote conpetition in the broadband industry. Lastly, |oca

calls, which are the mmjor revenue source of Tirk Telekom wll be
opened to conpetition during 2008, in order to create a fully
i beralised tel ecomunications industry.

Having built nore than 55 schools for $160 million, Turk Tel ekom al so
fulfils corporate social responsibility duties. Tirk Telekom has
started to open “internet houses” in each district nationw de planning
up to 850 and has al so announced a special programre for the training
of 600,000 teachers to be prepared for the 21 century’s education
concept .

As observed in other countries, the privatisation process in Turkey
has been clained to have created econonic rents, sinply by protecting
the private enterprises fromconpetition. For instance, in the case of
Turk Telekom  Tipras and Poas, the purchasing conpanies after
privatisation may seem to enjoy nonopoly power and to have been able
to raise their prices to naxinmse profits. However, the free nmarket
system and regul atory nmeasures prevent such kinds of abuse of nonopoly
power. For instance, the oil products distribution market has becone
nore fragnented with new and powerful entrants |ike Opet. The refinery
products narket has al so becone open to conpetition frominports and
pricing is done under liberal market conditions

The pricing policy in the telecomunications industry is strictly
under the control of the Tel econmunications Authority (TA), |eaving no
room for nonopoly power abuse. Al though Tirk Telekom is still the
domi nant player in the narket, the nmonopoly power has been restricted
in pricing. The tariff changes are strictly regulated by the TA and
are subject to its approval.

Macr oeconomi ¢ envi ronment

During the post-1990 period, there was a rapid deterioration of the
fiscal position of the state sector. The governnent sector resorted to
excessi ve domestic debt financing by making use of new issues of debt
instruments. Throughout this period the government debt instrunments
domi nated the financial markets in Turkey. In 1995 the share of public
securities represented 90 percent of the total. The unsteady economc
performance was acconpanied by high rates of inflation, an
accelerating rate of donestic and external debts, and budget deficits.

The inflation rate, which was at its highest level of 99.1 percent in
1997, thereafter slowed down to 39 percent in 2000. However, the
sharpest drop in the inflation rate was observed during 2002-2006
period when the IM-nonitored programme was fully inplenented to
restore the fiscal inbalances. The declining trend continued in the
subsequent years. The inflation rate dropped to 18.4 percent in 2003
and 9.7 percent in 2006.

As an integral part of the |M-nonitored progranme, the budget deficit
to GDP ratio inproved and dropped froma high |evel of 16.9 percent in
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2001 to 1.7 percent in 2007. Meanwhile, the current account deficit,
which was at a low level of $0.6 billion in 2002, increased at an
alarmng rate, reaching $31.9 billion in 2006 and $37.7 billion in
2007 . At the nonment, this current account deficit is financed through
FDI and rather volatile portfolio investnments or so-called *“hot
noney”. However, the share of FDI in financing has gradually been nore
significant, making the balance less reliant on “hot nobney”. However,
in the ensuing years, the excessive deficit in the current account
will continue to occupy the economc agenda unless it is renedied by
serious policy neasures.

The external debt obligations increased to 59 percent of GDP in 2001
and renmained at high levels during the 2003-2006 period though at a
declining trend. The total Ilevel of external debt anmpunted to $113.6
billion in 2001 and $247.1 billion in 2007, its ratio to GDP being
37.2 percent by that tinme However, nuch of this increase cane fromthe
private sector, not the public sector. As of 2002, the private sector
accounted for 33 percent of the total external debt wth $43.2
billion, whereas the share of the private sector in the total external
debt reached 64 percent, with $157.9 billion by the end of 2007.

Tabl e 5: Macroeconom ¢ I ndicators for Turkey: 1986-2007 (per cent)

Growth Inflation Rate Budget PSBR/ Current External Externa
Rate (percent)  Défici GDP  Accou Debt  Debt/G

(percen t/ (perce  nt($ $ DP
t) GDP nt) billion)  billio  (percen
(perce n) B
nt)
L1986 6.9 30.7 -2.8 3.6 -15
1987 10.0 55.1 -3.5 6.0 -0.8
1988 21 75.2 -3.1 4.8 16
1989 0.3 64.3 -3.3 53 0.9 439 30.7
1990 9.3 60.4 -3.0 7.3 -2.6 52.4 26.1
1991 0.9 711 -5.3 10.1 0.3 53.6 27.0
1992 6.0 66.0 -4.3 10.5 -1.0 58.6 279
1993 8.0 711 -6.7 10.2 -6.4 70.5 29.6
1994 -55 1255 -3.9 6.1 2.6 68.7 39.9
1995 7.2 76.0 -4.0 49 -2.3 75.9 339
1996 7.0 79.8 -8.3 8.6 -24 79.3 331
1997 7.5 99.1 -7.6 7.6 -2.6 84.4 33.7
1998 31 69.7 -7.3 9.3 2.0 96.4 36.3
1999 -34 68.8 -11.9 155 -09 1031 42.0
2000 6.8 39.0 -10.9 11.8 -99 1186 447
2001 -5.7 68.5 -16.9 16.4 3.8 1136 59.0
2002 6.2 29.7 -15.2 12.7 -06  129.6 56.1
2003 53 18.4 -11.3 9.3 -7.5 1441 474
2004 94 94 -7.1 4.7 -144  160.6 40.9
2005 8.4 1.7 -1.7 -04 -221  168.5 349
2006 6.9 9.7 -0.8 -3.0 -31.9  205.3 38.8
2007 5.0 8.4 -1.7 -37.7  247.1 37.2

Sources: Turkish Statistical Institute (TURKSTAT) www. tui k.gov.tr; Undersecretariat of
Treasury of Turkey ww.treasury.gov.tr, State Planning Organisation (DPT) of Turkey
www. dpt . gov.tr. Central Bank of Turkey (TCMB) www. tcnb.gov.tr, IM- www. inf.org.tr

It is safe to argue that the nacroeconomc environment, which is
dominated by still high rates of inflation (as conpared to other
emerging econonmies), nmounting public deficit and external debt,
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constitutes a significant obstacle to the effective inplenentation of
the stabilisation and privatisation progranmes.

Concl usi on and Sone | essons

The problens related to Turkish privatisation experiences have
centered primarily on the underpricing of public assets during the
divestiture of public enterprises, the high <costs of sales,
unsust ai nabl e wi de share ownership by individuals and the ineffective
regul atory neasures that have acconpanied the privatisation of ngjor
enterprises.

In Turkey, few studies were carried out to test efficiency and
productivity in the cenent industry where the outcome denobnstrated
t hat profitability and productivity in the privatised cenent
enterprises were nuch higher than in the public cenent enterprises
(Gaknmak and Zaim ,1994; Saygili and Taynmaz ,1996). In addition, in
Turkey, it was also discovered that there was no close relationship
between plant efficiency and ownership of corporations. It was
concluded that the transfer of ownership was unlikely to generate
substantial inprovenents in productive efficiency unless supported by
t he governnent to increase conpetitiveness in the industry.

In the context of Turkish privatisation, it is arguable that in the
conmmuni cations sector, nore than one alternative network should be
licensed and the governnments should be prepared to produce yet nore
conpetitors. Simlar arguments can be raised on the question of

petroleum refineries (Tlpras), petro-chemcals (Petkin) and the
electricity distribution (Tedas) industries. Therefore, criticism of
the government’'s handling of regulation wll not subside unless

genui ne conpetition across all sections of the conmmunication network
(rmobile, Internet services provider, Voice Over Internet Protocol),
gas supply, petroleumrefinery and electricity distribution industries
are realised.

However, the main obstacle in front of the creation of nore
conpetitive markets in those industries is the heavy investnent
requirenent to be undertaken in order to establish alternative
operators or conpetitors above critical size. The natural entry
barrier arising fromthe required size to operate efficiently and | ack
of a required anobunt of capital are the nain reasons that the
nentioned sectors exhibit a nonopolistic structure although respective
regul ations allow for the inclusion of conpetitors, as in the case of
t el ecommuni cat i ons.

In the case of Turkey, although sonme privatisation transactions raised
the concerns of underpricing, recent privatisations |I|ike Tupras,
Petkim and Turk Telekom have denobnstrated a highly conpetitive
bi dding process putting premiuns on shares vis-a-vis narket prices
and/ or nmarket expectations.

Particularly in the case of offers for sale, underwiting, |egal and
advertising costs have been said to have been excessively high
al though they could have been avoided to protect the interest of the
Treasury and hence the taxpayers. The costs for divestnment prior and
during privatisations have been excessive and drawn sone serious
criticism However, at least in the case of Turkey, the costs were in
fact in line with the market standards when conpared with private
sector public offerings.
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The enpl oyees affected should be either conpensated in the case of job
| osses or subjected to retraining for alternative enploynent in other
sectors. In the case of Turkey, the clause in the Privatisation Law
all owi ng personnel in privatised conpanies to be transferred back to
the state, and the World Bank sponsored “Privatisation Social Support
Project” addressing job |loss conpensation are positive efforts to
protect enploynment in privatised conpani es agai nst unfair |ayoffs.

In Turkey, privatisation basically was conducted on the basis of
“block sales” to internal and foreign corporations with the view that
the foreign firm involvenent would ensure the inflow of foreign
capital and advanced technology. “Block sales” was particularly
dominant in the case of SOEs operating in industries |ike cenent,
t el econmuni cations, sugar and plastic, food processing and beverages,
electricity and gas, banking and insurance, basic nmetals and netal
products. During the recent privatisations of Poas, Tirk Telekom
Tlipras and Erdemr the block sales method was again favoured in place
of public offering.

In the case of public offerings, a | arge nunber of sharehol ders tended
to sell their shares quickly with high profits. This neans that fisca

incentives to mtigate the quick sale of shares have not been so
effective in deterring people from investing in other assets or
instruments making the objective of w der share ownership unattained

Clearly, effective incentive neasures are needed to deepen share
ownership in Turkey. Perhaps tax advantages for investnent in shares
and free bonus shares as applied in the UK can be recomended. In the
UK, small investors buying shares for the first tinme were given
special priority over large investors in the allocation of shares wth
a di scounted purchase and an instal ment purchase plan which required a
small initial down paynent and enabled the investors to receive their
shares and pay the balance over a specified period (Vickers and
Yarrow, 1988; MIller, 1995). Policies on this issue have been
i nadequate in Turkey and serious neasures have to be introduced in
order to pronote w der share ownership. However, this issue is
observed not only in the IPCs of privatized conpanies, but rather is a
problem faced in all of the IPOs in the Turkish capital markets as a
result of investors’ short-termist attitude in Turkey®

It is safe to argue that in Turkey privatisation increased supply of
equity and volune of trading on the stock exchange, leading to
i mprovenent in the related regulatory and institutional framework. It
is essential to provide general principles to ensure the snooth
functioning of the capital market and regulation of dealers and
listing of conpanies. The Capital Mirkets Board in Turkey has
extensive authority to contribute toward the expansion of the capital
nmarkets and to encourage the equity financing of private and public
conpani es.

For privatisation policy to be successful in Turkey the disclosure of
information and transparency about the prudent use of privatisation
proceeds are needed to denonstrate that the welfare of citizens and
wor kers has inproved substantially. It is logical to claim that the
revenue collected fromthe privatisation process should be devoted to

* According to Ertuna, Ercan and Akgiray (2003), the average cunulative

abnormal return within the first three days of IPGs in Turkish capital
markets is 17 percent.
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capital expenditure rather than current expenditure to generate nore
enpl oynent opportunities.

In a nore transparent system the principles behind the allocation of
the privatisation proceeds should be well defined to avoid subjective
treatnent. A portion of the proceeds should be allocated to
technol ogi cal R&D, education and health w thout being over populist.
These investnments, which will inprove overall efficiency, mght create
positive returns to the econony and enhance the conpetitiveness. In
addi tion, privatisation proceeds should be allocated to the
anortisation of donmestic and foreign debt which exerts a great burden
on the Treasury. The Turkish experience shows that privatisation
proceeds have already been utilised in order to reduce external debt
and PSBR
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