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1. Introduction

Turkey has been governed, at least formally, by a fpaltly parliamentary system
with competitive elections since 1950. However the deat@ process has been
interrupted in almost every ten years. In 1960 ar&D1Bere were military coups and
the parliament was dissolved. In 1971 the governmestfovaed to resign with
pressure from the military. These interventions weltei@d by periods where basic
political freedoms were suspended. Interruptionsend#mmocratic process often took
place in the midst of deep economic crisis and sociastinThere have also been
other instances of economic crises, most recently in 48842001, where the
democratic processes did not break down, but seriom®eto dislocations and falls
in income occurred.

Political or economic crises provide evidence thatik#tutions of governance, that
is, institutions through which state power is exercigsea ¢country are inadequate to
cope with the challenges that the country facescoDfse, countries may differ in the
ferocity of challenges that they face at a particptant in time, and hence the degree
of competence that its governance institutions needdsfay to attain a particular
level of welfare may change from one country tortbet. For example, a country
with deep ethnic or religious cleavages will possilklguire stronger institutions of
conflict management to attain similar levels of socedqe and cohesion. In some
cases, it may be the deterioration of institutions oflszi management that may
escalate political or cultural cleavages.

This chapter will steer away from such complications.rédger, when thinking
about governance and institutions in the case ofélyyrtkie emphasis will be on
economic and developmental challenges and outcomes tiadimeother spheres of
social life. This chapter will try to evaluate gowance institutions in Turkey and
relate them in a general way to economic and develofaheutcomes.

Any evaluation of governance has to start with aomotif what is desirable about
governance, or what good governance is expectecctmgplish. We presume in this
chapter that the socially desirable function of tlaesis to produce good public
policy. Hence the institutions of governance willdxamined and evaluated with

! Sabanci University, and Bilkent University, respesly.



respect to how effective they are in producing goalblic policy. The term public
policy is intended to cover a wide range of goodsserdices, the provision of which
need some collective initiative or authority and vilhmormally cannot be delivered
through the market mechanism. It is useful to classdgdhunder 5 headings:

e Maintain macroeconomic stability

* Address market failures at the sectoral level (includaggilatory functions in
financial markets of network industries)

* Provide public goods and services such as defense, hedl#gducation

* Provide justice, rule of law, protection of properights.

Conflict management

It is generally believed that the presence of thebiqpolicies, everything else
constant, help countries attain higher long term gnowthe first three areas listed
above are self-evident. Macroeconomic stability isalvidegarded as a crucial
necessary condition for long-term growth. Addressingkatdailures and provision
of public goods and services are among the textboakitlehs of functions of the
state.

Justice and rule of law is different from the firstethiin that the judicial system
regulates not only the relations between the statéhenditizens but relations among
citizens as well. Regarding the former, when ruleawf is upheld and property rights
are protected, those who are not favored by thetpolitical power would not fear
of being expropriated. Regarding the latter, tiieciveness of the justice system
would determine, for example, the extent to whichtiamts are enforceable and
promises are credible. Both help create an environthahts conducive to
investment.

Finally, conflict management is less obvious as an arpalaic policy, it

nevertheless is important for a number of reasons. Ormtamp reason is that the
term often there will be disagreement among the commabibyt what constitutes
“good public policy”. It is possible to identify twaroblems. On the one hand, there
may be disagreements among citizens or social groups\ahatitypes of objectives
public policy should have. These disagreements maylzeisause of differences in
interests or differences in values. Second, even wieza is an agreement about the
nature or objectives of good public policy, thereyrha disagreements about what
type of specific policies would be effective to redlcbse objectives. This may occur,
for example, because individuals or groups may haverdiit opinions about how
the economy works (what North (1990) calls “mentalstarcts of the world”).

Hence, societies that have developed mechanisms ofltaditguor discussion
through which these differences can be resolved throagcessions, and common
understandings can be reached, will be more succesafubtherg.

Note that the definition of governance providedwis more restricted than other
usages in that it does not explicitly include the @ction of human rights. The
chapter will have less to say on the evolution of hunglrts in Turkey but will

2 See Rodrik (2000). Note that the effectivenesssiftutions of conflict management become
especially important when an economic loss hagtdiftributed among social groups, for example,
during periods of serious economic downturn, ormités necessary to cut down expenditures.



concentrate on economic and social policy, and tefauman rights whenever they
are relevant in explaining the dynamics behind evaiubf public policy; hence the
restricted definition. Note that the protectiorbakic human rights may be subsumed
under rule of law. In addition, some aspects of hurtgnisrissues will be addressed
in section 5 under the discussion on the judicial syste

Before examining nature of governance institutionsurkey, it will be useful to
provide a brief assessment of what type of outcomes they roduced.
Performance in terms of the macroeconomy and growtkeisi@ed in the chapter on
Macroeconomic Performance and the overall assessment @shat Turkey could
have done much better if public finance could haaenbbetter managed and crises
could have been avoided. Tables in the Annex peosane social indicators in an
internationally comparative perspective. Annex Tdbshows that while Turkey’s
education statistics have improved over the last decaols, are low relative to not
only Europe, but also relative to eastern EuropedrSmuth European countries, as
well as, in some instances, middle income countries. Tlyestatistic that fares
better than Latin America and middle-income countsgsrimary school enrolment.
Note that public spending on education, as percemmbG®P, is also lower than all
comparators. Health statistics are provided in Annd®el2. Infant mortality rates
are relatively high. Some indicators in Turkey (&mgnunization) are better than
averages of middle-income countries, but they are |ohnaaT Western and Eastern
European countries. Regarding income distributioml@ ), Turkey is better than
Latin America but worse than Korea, Eastern or SoantBeropean countries.

It is also useful to evaluate Turkey’s position withaets to indicators that attempt to
directly measure elements of governance characterisigsh indicators have been
compiled and estimated by Kaufman et. al (2003). T4lgeesents data for Turkey
along with samples of other countries from differentarg of the world. The
indicators estimated lie between —2.5 and 2.5, wighéi grades indicating better
performance in that dimension of governance. Turkegsfespecially poorly with
respect to voice, political stability and controlomirruption. Indices for regulatory
quality and rule of law are somewhat better, but letiller than countries not only in
Western Europe, but also eastern and central Euregie, America and East Asia.

The relatively poor ranking of Turkey both in ternisocial policy outcomes and in
terms of governance indicators suggests that thereldearefailures in the working

of governance institutions. Examining these failurgsiires going beyond the
formal characteristics of those institutions and examiaitgal incentives and
constraints that have shaped the behavior of thosénaldaand share political and
administrative power, and their interactions with @as social groups and citizens at
large.

2. An Analytical Framework

Before examining those incentives and constraintsuse$ul to sketch an analytical
framework that captures the main relations of accoulityaéind delegation in a
typical representative democracy. Taking represeeta@mocracy as a benchmark
in the Turkish case is useful because it does provalentitel after which Turkey’s
political institutions were shaped especially since 18¥@n if the realization of the
model in the Turkish context was very imperfect. Indedtht makes the Turkish



case interesting is that it provides an example olatcy that has over the years tried
to govern in a multi party democracy while lacking sahanportant political norms
and institutions that are necessary to make that mod&lwell, and over time has
had to learn that it is necessary to create theseuingtis.

While good public policy provides a useful benchmarldentify the socially
desirable functions of the state, the state has an eceésté# its own and those who
have access to the various instruments of power it hessdasposal do not
necessarily face incentives to use those instrumentsdageagood public policy.
This idea that state resources can be used for purpbsedian good public policy
(such as one’s own interest) can be usefully captureddayple two-layered
principal agent model. The first layer captures #iation between citizens and
politicians whereby citizens, as principals, transteharity to politicians, the agents,
to use the instruments of state power. The transfartbbsty is presumably done
through competitive elections through which politipatties and their members are
appointed to positions of power within the governn{démt is, the executive and the
legislature). The presumption here is that in a peviecld politicians would be
accountable to the citizens and use this power imtkeest of the citizens to produce
good public policy. However, citizens do not haegf@ct control over the activities
of the politicians hence politicians can use state pooviirther their own interests.
The extent to which politicians will behave in timerest of the citizens depends on
the effectiveness of mechanisms that exist to make patisi@ccountable.

Elections are one of the most fundamental mechanisms afistedility, but there are
others such as the degree of transparency, the eéeetis of the media and the like.
Of these, the role of the media in enhancing traeswgrpossibly deserves special
attention. To the extent that the media is indepenaled professionally competent, it
provides crucial information to citizens with whichewaluate the performance of the
politicians (and of course, of the bureaucracy ag)wéhis is not only by direct
coverage of news, but also by rendering possibly compbgters of policy more
intelligible to the citizens. Hence the capacityte media to follow and interpret
policy issues is crucial.

The second layer captures the relation betweengalis and bureaucrats.
Politicians cannot design and execute policy by themasethey need the
bureaucracy. However, they do not have perfedrobaver the bureaucracy either.
Hence the second layer reflects principal-agentioglddetween the politicians and
bureaucrats. While the immediate concern here is t@ riekbureaucracy
accountable to politicians, the ultimate objectiviisnake them both accountable to
the citizens.

The model is normative and descriptive. It is normaieeause it is based on a
number of presumptions about how the state should béhiesworld was perfect.
It is also used for normative purposes, that is, it camskd to think about what sort
of mechanisms of accountability may be established sdhatate produces good
public policy. However, the model can also be usediéscriptive purposes, that is,
to examine the existing rules that influence the detoakings of the state.

Some of the mechanisms that ensure the accountabifiylitiCians consist of formal
rules: for example laws that forbid the use of pul@sources for personal use,



whether the political system is parliamentary or pregide election laws, laws on
campaign finance. Informal rules are important as vi@llexample, it would be very
difficult to ensure that bureaucratic appointmentsbaised on merit rather than
political affinity only on the basis of formal ruletn practice many informal rules are
enforced by public pressure especially as mediatedebgublic media. The public
media both generates the information that citizend meevaluate the politicians and
the bureaucrats, and reflects the evaluations andbogiof the citizens (or of
“opinion makers”). Organizational cultures of variaiganizations such as army,
civil bureaucracy, interest groups can also play irohaping up of informal rules of
accountability and conflict resolution in various wdy

There is a dynamic relation between the rules antie¢havior of the various agents
of the model. In the short run behavior may be lgrgebped by the rules and the
incentives they provide. In the long run, howeteg, rules themselves may be
shaped by behavior of the agents. Agents may chaaderthal rules sometimes
because they see them in conflict with public or peakioterests. Informal rules
may weaken if in practice it is seen that their violatoes not generate public
opposition.

In this model, the budget has a central role to pRist, it is a central mechanism of
accountability through which the government infornmes ¢hizens about how much
financing it is going to raise and how it is goingsfend it. In representative
democracies, and certainly in the parliamentary vesdioat is going to be relevant
for Turkey, budgets are laws that are expected t thie governments so that actual
expenditures do not deviate from those appropriatiengldd in the budget. Also,
budgets potentially show the citizens the policy pties of the government; those
policies that are given importance by the governmeegive more funding from the
budget. The second role that the budget plays istthatentially helps resolve
common pool problems among the politicians who come teepd@onsider the
parliamentary version of the model described abové sagister or even
parliamentarian will have incentives to use publiadsiand spend them for their
constituencies, or when accountability is very weaknedor themselves, their
families and close circle of supporters. When each reimingts ability to obtain funds
from a common pool of funds that has been raised bygdakawhole country, this is
known to result in excess expenditures, excess definiisgxcess accumulation of
debt over time. The budget, which normally is designedegotiations among the
ministers and the Ministry of Finance, and if it is bingj is a tool that can be used to
contain the common pool problem and prevent excess eitpess.

As a whole, it is hoped that the system described afboations in such a way so as
to produce policy that is seen as desirable by a gaddpthe society. In addition, it
is hoped that the governing institutions also generat@ibility and commitmenthat
is, they provide citizens with confidence that p@s;ior more generally, the rules of
the game will not change in arbitrary ways. This isangnt as many types of

% For example institutional rivalry among the autiépartments within the Finance Ministry is very

well known. The recent attempt by the governmemetwganize the Revenue Administration has been
hindered and finally halted by the in fight amomngts groups to control the power within the new
establishment .This even prevented the governmemt fthe fulfilment of such conditionality under
the stand by arrangement with IMF. Later, thiséskas been resolved with the introduction of an
administratively less independent organization



investments, which are crucial for long term growthagisunk costs carry
irreversibilities; absent credibility and commitment, surolestments will not be
forthcoming, even if current policies create a comvBienvironment.

3. Institutions of governancein Turkey
3.1. A description of formal institutions

Formally, except during periods when democratic prosdsseke down, the
governing institutions of Turkey have been similartose of parliamentary
democracies. The current structure is shaped by ttstitdion of 1982, which was
put together when the military was in power. This t®@aservative constitution, with
serious restrictions on civic and political freedomsparty formation and
membership even party names. As will be discussed iaghsection, there have
been significant reforms in the last 2-3 years so th&0y Turkey was considered
to have accomplished the Copenhagen political aiiferi candidacy to European
Union membership. However, the legacy that Turkeys struggling to grow out
of has been shaped under the 1982 constitution.

In a parliamentary system political parties competé wich other in an electoral
process to gain seats in the parliament. The Turkidiapent, the Turkish Grand
National Assembly (TGNA) is composed of 550 deputies edetttrough universal
suffrage for five-year terms. If a party gains the mgj@f seats in the TGNA, that
party typically forms the government. More typicahythe Turkish case,
governments are formed by coalitions of parties.

The governing coalition typically has a majority hetparliament (minority
government has been a rarity in Turkey). Hence tivermqpment faces little difficulty
in pushing through a legislative agenda if it has suchgenda. In the case of
Turkey, one important formal constraint to legisla@ietivity is the constitutional
court, which may strike down laws that it deems to kbensistent with the
constitution.

Turkey’s electoral system is one of proportional repmégtion. This non-
majoritarian system, coupled with fragmentation amorligiqed parties has produced
electoral results that favor coalition rather thanansj governments. With a few
exceptions, in the last two decades Turkey has beed byl coalition governments
that have overall been short-lived.

In that respect, the current majority government isxaeption, and reflects a
fundamental change in the electoral landscape, & painhwill be examined in more
detail below. Partly as a reaction to excessive fragatien of votes, the electoral
system has been designed so that now it is charactégzedo-called double barrier
that impedes entry to the TGNA: In order to win segtsrty must be organized in at
least half of the Turkish provinces and one-thirdheirtdistricts, and it must also
obtain at least 10 percent of the votes cast natiawike effect of this provision has
been that many parties with considerable support dneepeesented in the TGNA,

“ Between 1923-2003 Turkey has had 59 governmenitsh@naverage tenure of governments has been
less than 1.5 years. This, along with militaryetakers, explains why Turkey ranks low in indices of
political stability.



particularly if their base is regional. These barres/ed an important role in the last
elections, which were held in 2002 (see section 5waridh has given the current
government a majority in the parliament.

The head of government is the prime minister. The béathte is the president. The
president has little formal power. Technically theng minister is nominated by the
President, but in practice s/he is the leader of ihaing party or the leading party in
the coalition. The president has limited veto powar degislation but it can be used
only once, that is, the parliament may decide to ae presidential veto. The
president, political parties within the parliamentbteast one-fifth of the members of
the parliament may take a law directly to the coustihal court.

Very little legislation actually originates in the N@; instead, it is drafted by the
government for review by parliamentarians. The paagér wields great power, and
the prime minister and a small group of advisers make mostiaies.

The council of ministers (or the cabinet) is the deaisiaking body of the
government. There is a multitude of government agsribiat are responsible for
conducting economic policy. Fiscal affairs are hathdbig the Ministry of Finance
(responsible for taxes and budgetary appropriatiorgs}tan Treasury (responsible for
cash and debt management). The Treasury is organided tine Prime Minister but
in practice is headed by a minister of state. The$nning Organization (again,
organized under the prime minister but often headgeal minister of state) is
responsible for putting together annual programs anduthorizing public
investment projects. Hence the budget process in TusKeggmented.

The budget is prepared by the Ministry of Financehwollaboration from the State
Planning Organization and the Treasury. It is emblotethe Parliament as a law.
Hence, the budget is actually the means through whelkexecutive obtains the
consent of the parliament (the representatives ofitizens) to raise revenues and
make expenditures. After the end of the fiscal yi&rpudget is audited by the
Turkish Court of Accounts (TCA), which after its aupibvides a statement of
conformity, which evaluates the extent to which dotxpenditures are done
according to laws and regulations, including the letidlgv. The TCA is responsible
to the Parliament; hence the statement of conformitygisneans through which the
Parliament examines whether the government has de¥ratadvhat it has declared
in the budget about how it is going to use publicdiinThe Parliament then passes a
final accounts bill that finalizes the fiscal yearsdncial accounts and clears the
government.

Since parties that make up the government coalititanaflso hold the majority in the
Parliament, and since individual parliamentarianslie&ing to a political party very
rarely deviate from party positions, the monitoring ieacarried out by the
parliament has limited value as a mechanism of accouityalbiNevertheless, it is
important because of its information value: the parliaary budget process allows
the opposition to present their views bettante, about the budget law, aexdpost
about how public money was spent (whether the buggebpriations have been
violated). This parliamentary discussion potentiapgrates valuable information
for the citizenry.



Public policy is the collective responsibility of t@abinet. In principle, cabinet
discussions are where public policy priorities can lierdened; the budget is the
vehicle through which public policies are financdthen, policies are executed by
the administration of the relevant ministry.

3.2. Thelegacy of distributive politics and the actual workings of institutions of
governance’

As was indicated above, features of actual institutidrgovernance depend not only
on the formal rules that characterize the governagpsem but also on the informal
norms and incentives that regulate behavior at batipdtitical and administrative
level. Electoral competition in Turkey is characed by a deep-rooted legacy of
distributive politics, whereby the use of public res@s to generate political support
has become the main instrument through which a pdljexdy tries to gain
advantage over its competitotsHence a central characteristic of Turkish politg ha
been the inability of the state to manage distrieutiemands emanating from
different sections of society. Distributive politicashbeen one of the main venues
through which different social groups have partitggan the political process.

The economic policy regime of import substitution thaswrevalent up until the
1980s was a suitable environment for this kind of dgaraknt. Increasingly, state
intervention was done not only according to wellhaied economic or social criteria
(for example, to promote “strategic sectors” or to tiegppoor) but it became an
arbitrary tool used to garner political support froiffiedent constituencies.
Throughout the 1950s, 1960s and 1970s the Turkishistatprovided various forms
of implicit and explicit transfers to a large varietyinterest groups including
farmers, public employees, industrialists, students and semtaliprises. This was
done through various forms of price and exchange alsn@llocation of subsidized
credit and, manipulation of prices of products produme state owned enterprises,
and regular amnesties granted to new city dwellerspyiicg and expropriating
government owned land (which had disastrous consequéugeg the earthquakes
of 1999)! In fact, in many cases state support was almost norirdisatory.

This tendency, dubbed “populism” in the Turkish paditiscience literature, was
exacerbated by features of the political culture. discussed by Onis and Webb
(1994) a central element of the political cultur&urkey “is the idea of a ‘father
state’, an institution that guarantees the livelihobdroad strata of the population”
(p. 135). Hence demands for redistribution and ewxonprotection have been seen
as legitimate forms of political engagement.

The tradition of distributive politics was pervasivdence, while originally public
enterprises were foreseen as instruments of sectora¢giahal development, they
soon became subject to extensive political interveniad were extensively used for
non-developmental and non-commercial objectives (CelasdrArslan, 2001).

Their managerial autonomy was restricted, their pres® manipulated according to

® This section borrows heavily from Atiyas and Saflif97) and Atiyas (1995, 2003)

® Distributive politics refers to the transfer ofiie resources in exchange for short-term political
gains. As discussed below, distributive politigsitally results in excessive fragmentation in paibl
finance. This should be distinguished from redistion as a form of conscious social policy that

might aim, for example, to reduce poverty or raieeincomes of disadvantages social groups. 8ee, f
example, Dixit and Londregan (1996) for a discussibthis distinction.

" The role of regulatory weaknesses in the humareandomic costs of the earthquakes is examined in
OECD 2001a.



electoral cycles, and over-employment became widespieddct, losses of public
enterprises, especially of those active in the agticallsector, became an important
component of fiscal deficits in the 1990s.

Predominance of distributive politics led to the erteament of the discretionary
powers of the executive and emergence of arbitraringsslicy making. Turkey did
go through a period of significant economic liberatian in the early 1980s, reforms
that eliminated much discretionary authority of théesia the area of trade policy.
But reforms did little to change governance institagian other areas. In fact the
reform-oriented governments in the 1980s further weall rules in favor of
discretion in the area of fiscal policy. This was esgdby true towards the end of the
1980s, with the normalization of political life anetemergence of multi-party
politics. For example, in order to facilitate theancing of government priorities,
governments resorted to the establishment of extra-barggends rather than reform
and modernize the public financial management systain E900) While funds and
other off budget activities did introduce the sougtiér flexibility, they also further
weakened the public financial management system (se@ Bektion 4). They
created opportunities for rent-seeking and were aft&d as instruments of patronage
to reward municipalities that voted for the partyparties in power (Ogiand Webb,
1994, p. 252).

Another and very striking example of weakening tHesin favor of fiscal policy
was the excessive resorting to the Central Bank resauktitbough this had been the
case for the years even before 1990s when successiemgm®nts heavily used
political influence over Central Bank, 1990s witnesg®deasing tension between
Central Bank governors and politicians over the usaaietary policy for political
purposes. This had often resulted in resignation ofr@doank governors refusing
submitting monetary policy to the needs of fiscal polioger the absence of formal
institutional independence of the bank.

A tendency to favor shortcuts over institutional refawas evident in governments’
approach to public administration. Rather than madegn public administration, or
change rules and incentives with a view towards bpttblic management,
governments in the 1980s resorted to excessive centi@hiza public decision-
making. A more consensual approach would have meahhgevith deep-rooted
suspicion about liberalization within parts of thedaucracy. Instead, governments
preferred to by-pass the traditional bureaucrationohls as much as possible. While
this approach likely facilitated trade and finandiiaéralization at the time, it also
resulted in the fragmentation and politization of bleeaucracy. (Atiyas, 1997,
Heper 1990; Oriand Webb, 1994).

Increasingly, influence, control and patronage becarme important than merit and
good public policy. The situation was exacerbategdiitical instability, and by the
fact that the 1990s witnessed a large number of skied toalition governments.
During the process of government formation, influenger and control of agencies
that could be instrumental in patronage and cliesttebecame the overriding concern
of coalition partners. The importance of cohereiiipypolicy became secondary.
Negotiations centered around which ministries wouldrdeth government agencies,
including public banks (capable of disbursing variaursis of subsidies and which
could act as sources of employment), and key bodiesnsifyb® for macroeconomic
and sectoral policy, such as the Treasury, and the Blahning Organization.
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Excessive concern with influence and patronage di#éarsignificant adverse
implications for the conduct or regulatory policyorene thing, ministries were
unwilling to devolve authority to independent regots® More importantly, even
when regulatory agencies had legal independenaeding to the letter of the law,
actual independence has been effectively constrémedgh appointments to top
positions within agencies. With professional merit gigesecondary role, agency
appointments were delayed by protracted negotiatietvgden coalition partners until
agreements were reached. This actually imposed abgito Turkey as discussed
below.

The weakening of the public policy orientation ubpic administration and the
erosion of the merit system had important consequencésifeaucratic agencies
responsible for public policy making. Policy makingagies became more
concerned about protecting their staff and spheredlaénce relative to improving
public policy. For one, key policy making agendiesame reluctant to engage in
significant policy initiatives. Policy initiatives & required inter-agency coordination
were especially difficult to undertake due to conseabout turf and distribution of
authority. The fact that key government agenciegwéen put under the
responsibility of different ministers, often from diffetgarties, further exacerbated
problems of inter-agency conflict and coordinatidiote that the division of
macroeconomic and fiscal policy making between thesingathe Ministry of
Finance and the State Planning Organization is eogssarily a bad design; it could
provide checks and balances. Instead, in the Turlkisé with agencies as sources of
influence, coordination problems were exacerbated.

The general weakening of public institutions in t880s and 1990s was most visibly
reflected in Turkish budgetary institutions. Ratlnamt resolving common pool
problems by limiting pressures of distributive politicstba public financial
resources and preventing them from leading to macroedonmbalances, budgetary
institutions in Turkey have accommodated such pressuraddition, they have
evolved so as to provide the executive with a largaber of discretionary
instruments with which public funds can be allocatetthouit any accountability and
in a non-transparent manner (see below section 4)

One should note the rigidities inherent in this regiha makes any change
extremely difficult, both at the political and adnsitnative level. At the political
level, it is very difficult to steer away from usingetmstruments of distributive
politics when political competitors continue (or pledg continue) to use these
instruments. At the level of the bureaucracy, bettdicy making requires substantial
inter-agency cooperation and coordination. Reformublic management means
moving away from emphasis on power and influence, tasMaetter public policy
making. When a reform minded agency gives up poweearimaces better
accountability, and other agencies do not, the nefsiragency ends up losing power
and influence without any gains in better policy magki In game theoretic terms,
distributive politics is an equilibrium that is veryfititilt to move away from. In the
Turkish case, what triggered movement away from thidibgum, or more

correctly, what disrupted the equilibrium was the sribat finally made distributive
politics financially unsustainable.

8 This recently occurred in the Turkish telecommatians industry, where the Ministry resisted the
devolution of licensing authority to the regulatauythority.
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At this juncture, it would be useful to provide adbnieview of the role of the media
in Turkey. Evaluating the Turkish media is not a gtrfbrward task. While the
media has been relatively free to report on mattees@fiomic policy (except, of
course, during those periods where political freedome wespended), there have
been a number of taboos, which, when challenged, teswutted in the persecution of
a large number of journalists in the last two decadwseffample, the Kurdish
problem has always been such a taboo, until the lasydavs). Hence, freedom of
the media has had its limitations. More often thanmainstream media itself has
been a protector of these taboos, and a practitafresif-censorship, especially
during periods of conflict escalation. Perhaps moreomaptly, mainstream media
has had its own business interests, which creates signifiogantial for conflicts of
interest (see Finkel, 2000, for examples), and has depam the state for subsidies
as well; hence it too was a participant in the distike game. At the same time,
however, journalists have played a critical rolehi@ tincovering of a large number of
corruption cases, especially in the last few yearse oMerall assessment would be
that the media, especially due to its business interestkl not play its role
sufficiently to exercise democratic control over goweents.

If one were to evaluate Turkey from the perspectivth® model of governance
described in section 2, what one concludes is thaeifeist two decades mechanisms
which make the political process accountable to ggmdizens have nearly
collapsed. Atthe same time, politics became very “attatle” to particular groups
and persons. As the next section will demonstrate waimeles, the state became
very responsive to (parts of it indeed captured) ttiquaaristic interests to the almost
complete neglect of public policy. The bureaucralogndoned its role as
implementer of public policy and focused on protectiagpheres of influence, and,
in some instances, colluding with politicians in theedtion of rents and spoils.
What is argued here is not that all agents of the ptateipated in the game, but that
institutions of governance became ineffective in pnéng such behavior from
becoming widespread and commonplace.

The next section reviews in some detail the most glanstgnces of failures of
governance, where state power either was directly fasgublitical and personal
gains, or it was ineffective in curbing such behavior.

4. Instancesof grand gover nancefailures
4.1. Fiscal Management and Governance-The Role of Budgetary Institutions

Fiscal management is closely related to governancegdvernance capacity of the
government is assessed how efficiently and effectivehaimages the resources
entrusted to it, which in essence means budgetary decs&ing. In order to
minimize the political and populist rents, budget syspgays an important role. This
is because the budget system consists of institutionargndiuilt on agency relations
mentioned before and which regulate the allocatiquublic resources. In other
words, the budget, and more generally public firntianagement system is one of
the main instruments that can be used to make sure ¢hstiatie operates in a

° See Finkel (2000) for an evaluation.

12



competent way to contribute to the governance cgpatthe state. The budget
system should enable the following for an effectiveegnment;

* Macroeconomic stability and aggregate fiscal disciplifiee budget system
should resolve collective dilemmas that characterizemditure demands
from the state, prioritize and hence make sure that tkex reasonable
balance between total resources and expenditureatsaahisk of crises arise
from “excessive spending tendencies” which lead to maoraemic
instability.

» Strategic decision making in resource allocatidhe budget system should
encourage that the state provides goods and servicels ane most valued by
the citizens and that resources are allocated to #reas. In other words key
policy objectives should be adequately funded withtsgic decision-making.

» Efficiency and effectiveness in the provision of pud#ivicesThe budget
system should guarantee that services of particulaitiggadre provided at
minimum possible cost.

» Accountability and transparencyhe budget system should provide principals
with adequate information to enable them to evaltraig agents. The system
of public accountability should generate incentifgsefficiency and
effectiveness by public agencies and support achievesheetformance
objectives. Waste and fraud should be discouragedebgystem of control
and audits and of transparent fiscal reporting alleutrue fiscal position of
the government’

On all four accounts the Turkish public expenditureagement system performs
very badly over the past 12 years.

» Aggregate fiscal management was a major weakiéssevidence against the
effectiveness of fiscal management is most obviously displayehe record
of deficits and mounting debt . Table 5 in annex prissdata on evolution of
debt and deficits between 1990-2002.

The evidence also suggests that aggregate fiscal dhech@s been
compromised by the significant growth of off-budget\atgt, particularly
quasi-fiscal activities. Thus while the official fiscahnce was being defined
by the measured fiscal deficit and the correspondidjgsector borrowing
requirement, actual fiscal policy has been far moreaesipnary and has
contributed rapid build up of total debt. The peghlirelates to the ineffective
and non-transparent management of the full scope @i #spenditure by the
successive governments. Since what is not measured canmatriaged, the
growth of quasi-fiscal activities and acceptance otiogent liabilities is a
major contributor to the lack of fiscal discipline.bl@6 is the presentation of
such situation where change in central governmentigettributable not only
to growing fiscal deficits but also to hidden deBdib a significant degree.

* The lack of mechanisms for strategic decision making dauaste of
resourcesNon existence and/or long time ignorance of souidypo

10 Atiyas and Sayin 1997 p.xii and World Bank 2001 p.i
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formulations linking fiscal costs of expenditure propsdalpriorities stated in
5 -year development plans caused extravagant investmefitéshed and
under funded projects mostly motivated by political @opulist rent seeking
behavior of frequently changing governments. On tieeltand, as a result of
political considerations and of patronage, airpootsting millions of dollars
were constructed, with no regular flights in opemtidhile priority programs
such as maternal and child health care received lastie percent of public
spending on health on the other. The efficiencyulflis investment measured
by the time to completion has worsened over the yaa2000 public
investment portfolio consisted of 5321 projects witheatimated cost of USD
150 billion, was estimated to completed over 20 yeats ifationalization
would take placé!

» Excessive Control over Budget Implementation failgur¢oent waste and
fraud. Despite rigid internal controls and audit mechanismstrol and audit
systems were unable to minimize the waste and fraudandial management
structures. Rigid controls provided strong incentivesafyencies to seek to
develop off budget sources that further aggravategtbblem of inefficiency
and fraud risk. External Audit, which is performedT@A, focused on
compliance with regulations and did not offer an assegsofi@erformance.

Based on this poor state of affairs, fiscal managemetersyin Turkey has long been
characterized as non transparent meaning that notadlcial transactions of
government went recorded in the budget. Extra Biaadgé-unds, contingent
liabilities, revolving funds, state banks’ duty losses {s&ew ) which are not
represented in the fiscal accounts made formal ceguxarnment budget that is
submitted to Parliament a significant understatememedat 10 % of GNP in 2000)
of the government’s fiscal plans and commitments.

Lack of discipline in fiscal policy has also affectedmatary policy. Especially until
mid-1990s, the Central Bank was seen as a source otifiggior budget deficits.
The Central Bank could be forced to extend credihé government and limits
imposed on such credit were rendered ineffectives pfactice was used less
frequently in the second half of the 1990s, and theeghment started to rely on debt
financing to finance budget deficits. However, there ability of the government to
have access to Central Bank financing and, more ggnehe absence of Central
Bank independence damaged the credibility of mopetalicy.

4.2. State Banks: An Exampleof Political and Populist Rent Distribution

In Turkey, State Banks play very important role iitmal and populist rent
distribution. Currently there are two State Bankeperation: Turkish Agricultural
Bank (Ziraat Bankasi) and Artisans’ Bank (Halk Bankaluykish Agricultural Bank
being one of the oldest establishments whose historpeamced back to 19th
century is in charge of extending credits to the fasnas well as carrying out
commercial banking activities. Farming community haviQg/ of total population

of 70 million but merely generating 14 % of totalualadded has been vulnerable to
climatic conditions, low productivity which requirerstant financial support and

1 World Bank 2001 p.38. Since then State Plannirfgc®fnitiated a rationalization program to
reduce the completion time of the remaining puinli@stment portfolio
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small scale landownership which is quite similar to thdddewiterranean countries.
The Bank has always been regarded by agricultural conityras “extending arm of
the Father State”. In this respect, agriculture has lo@e of the crucial vote hunting
field for politicians in terms of its electoral size. @&her politically important
electorate is small artisans. Artisans’ Bank is used tagearedit to that sector in
various forms. However for both state banks, the mostri@pioinstrument through
which politicians appeal to agricultural and artisammunity is “duty losses *“.

Duty losses refer to losses incurred by state enterprisasconnt of a government
mandate. For state banks, this mandate is mainly tédertow-interest rate credit to
agriculture) and artisarté For state-enterprises, duty losses usually involve the
provision of subsidized inputs (such as fertilizer) anctpases of outputs at above
market prices. The outstanding stock of duty lossesatsfthe fact that, more often
than not, duty losses are not paid for within the yeat they accrue. Accrued duty
losses were not transparently appropriated in thealeggvernment budget in the
year they accrue, thereby accumulating in the balaheets of public banks as a
claim on the government. Until the full securitizatiof duty losses after the 2001
crisis, state banks had to find alternative ways ofitivgy for the duty losses. For
much of the 1990s, this financing took the form of iigmeexchange and TL deposits
at reasonable rates. Reflecting their increasirguilliity, however, state banks
gradually began to pay higher deposit interest raigs private commercial banks,
and also to gradually turn to the interbank and mepdket. This way of financing of
the duty losses put enormous liquidity constraint ose¢Hmanks. Together with the
fact that state banks also suffered from political irgetions to their staffing policies
as well as from non performing loans they extendedantercial sector under
political pressures, their losses and liquidity problentaime an unbearable burden
on the economy and contributed to much of the firsmcises of 2000 and 2001.

State Banks which once had an important share witieilbanking sector shrank
dramatically after the crises. They had to lay offdneds of employees, and close
many branches. They even cut off their credit liee=n to their most creditworthy
customers under the fear of the investigations launfdretieir handling of non
performing loans in the past. Table 7 in annex pes/idformation on how state
banks’ share within the banking system shrank aftecrikes.

The total cost of duty losses accrued before the drnigialmost doubled after the
crisis is estimated to be 12 percent of GNP, almost hathah was due to the effect
of crisis on their balance sheets. In other words theehder 2000 and February
2001 crises added quite dearly to the costs of dutydo$ses high cost incurred
during the crises illustrates how costly the combinadiolack of fiscal transparency
and lack of governance in publicly owned structurgesduor political and populist
rent distribution can be.

12 Duty Loss receivables of state banks from the Tngalsegan to generate in 1992 and reached TL
17,4 quadrillion as of end 2000. TL 2,2 quadrilliaiithis amount was securitized, while the remajnin
TL 15,2 quadrillion consisted of unsecuritized diatys receivables. Unsecuritized duty loss
receivables and all interest accrued on them weergized in 2001 through granting special issue
government bonds amounting to TL 23 quadrilliomgel to USD 21 billions)For a full account of the
costs duty losses and their role in crises, seé, ¥inhaz(2004) and Rijckeghem (2004).
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4.3. Private Sector Banking: Financing the State Deficit and Gover nance Gap

The number of private banks quickly increased aft@@Xthancial liberalization as
the same time when government then tempted to expamgtdeficits under the
threat of incoming elections and return of politicgdranned from politics by the
military government back into the political sceneisTtook place against a very
interesting social and political background. FirsingiMotherland Party received a
heavy defeat in local elections in 1989 againstigieg opposition parties whose
leaders were banned from politics during military imégtion of 1980. Second mine
workers went into strike and launched a march ontfdinkara the capital city.
Their move received popular support from the generalipwho gradually disliked
the ongoing economic policies of the government thed@minantly rested upon
keeping the wages below inflation. Both the prospefltsosing pre elections called
by opposition parties and loosing popular support regutt that Motherland Party
decided to grant increases in wages of workers anlicmdrvants over 100 %. This
brought about the problem of financing the defidibwever this time the mode of
financing had to change from monetary financing tasdrorrowing from the
domestic and international markets. Financial libeasilin was introduced at this
critical junction, where positive real interest ratee used by banks to channel
foreign and domestic funds into the high yielding goweent securities issued to
finance the government deficit.

In Turkey this was called “the chain of happiness’ne©f the links of the chain was
the government. The Government enjoyed having foumelaaway of running a
deficit to distribute populist rents at the expensmotinting debt. In the middle,
there were banks who enjoyed making profits from bygnd selling government
papers instead of extending credits to the real sdotoeased political competition
also increased the deficit, which in turn was finahtteough multiplying number of
banks that bring funds from outside with high but risktyirns. On the other end,
majority of people enjoyed agricultural subsidies,ga&mptions, early retirement
benefits, high wage increases and interest incomehégieiarn on government
securities.

What was the weakest in this link was the unhealthytre of the banks that joined
to the “chain of happiness”. Many banks which obtdilleenses from governments
carried risky open exchange positions, extended ndarpgng subordinated credits
to their conglomerates. They had low capital adequattys and inadequate internal
control systems coupled with lack of corporate gowezealn sum, the extended
credits were merely paid back to the banks deepeheighialance sheet problems.

The most striking governance gap in this context wasréimsforming existing
banking system towards financial liberalization withdue attention to banking
supervision and control. Political leanings (see Boxah transparent regulations,
and lack of supervision caused delays in dealing withlpm banks in a timely
manner thereby snowballing of the costs of the seatan ine government to
another. The accumulated risks of the banks finallyectoran end in full-fledged
currency crisis in 2001 when total private bank lesched to 20 billion dollars that

16



had to be undertaken by the State. Total cost sisdior banking sector (both private
and public) was close to % 33 of GNP in 2001, ortae@highest in the world?

Box 1: Banks and Politicians

In Turkey, the connections between bank owners afiicens have always been
subject to public attention and controversy. Privaémking system is somewhat
regarded as the instrument for distributing politicahts to those in support of
political party financing in return for issuing bangilicenses and/or turning a blind
eye by the authorities on their risky operations. élidfh, in practice it is sometimes
difficult to substantiate such claims, examples below s&tya kind of indicator to
show how such relations can emerge.

Interbank Caselnterbank was a small bank owned by Cavigl@g a textile tycoor;
from industrial town Bursa. He became member of parliaroethe True Path party
which then was chaired by Stleyman Demirel, former geggiof Turkey. Mr Cglar
was soon to be State Minister in charge of public bame was also known as
becoming very close aide to President Demirel so clagehtthhad always a place |in
the “family picture” of Suleyman Demirel. In Januai§9® Interbank was taken over
by Deposit Insurance Fund on the grounds that it wdsnger viable. Mr Cglar was
prosecuted and recently sentenced to 3 years in prison

Turkbank caseTurkbank was one of the oldest middle-sized commereiak bit was
taken over by Deposit Insurance Fund in 1997 afteslitares had changed many
hands of incumbent owners. Deposit Insurance Fund aktadsell the Bank in 1999
through an auction. Bank was then sold to Korkmazt ¥ businessman and owner
of TV channels and newspapers. However soon afterahsdction, allegations wefe
brought to public attention by the media that othielders were forced to withdraw
from the auction in favor of Korkmaz &t who had dealings with a mafia leader
Alaaddin Cakici who threatened the bidders. Alleyetialso extended to then Prime
Minister Mesut Yilmaz and Gugdaner, economy minister, on the grounds that they
turned a blind eye to intelligence reports whicloinied them of the link between
Cakici and Ygit. Ex prime minister and ex economy minister were qaestl by a
Parliamentary Investigation Commission and both werendoliable to what
happened. They are awaiting to be put to trial feefioe High Tribunal.

Imar Bank Casdimar Bank case was a scandalous event, which may be todsth
taught at Universities. Being a small sized Bank owbgd controversial Uzan
family, resources ofmar Bank as well as deposits and T-Bills holders’ moneg we
syphooned out by its owners by using very complex adouy and informatior
technology based fraud techniques. Total cost wasndrau8 billions dollars

Owners fled from the country. During the liquidatiohtheir assets left behind to
cover at least some of the costs, their extensive glectiohs were confiscated and
put on the sale. It was later found out that onehef most precious items of the
collection was a gun given to them as a gift by forpresident Stileyman Demirel.

13 Emil,Y1lmaz (2004) p.47
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Egebank Case Egebank was a small sized commercial bank owned by Murat
Demirel cousin of former President Stleyman Demirel. Bagk was taken over by
the SDIF (Savings Deposit Insurance Fund) in 199%aMDemirel was charged with
embezzlement of bank’s assets and he was recently put arrést after he h
attempted to flee from country. Latest media news unmeovthat Former president
Demirel wrote personal letters recommending his coudinpaesenting his business
as trustworthy to the presidents of Turkic Republichepast.

4.4. Public Administration: Quality of Government and Gover nance

In order to assess the quality of Public administratiofurkeyvis a visissues of
governance one has to look at how Turkish public seabald fit into commonly
agreed standards of innovative governmént.

* Government that costs lesSince so many government reform efforts have
come as the result of fiscal crisis, the first focus of nrafiyrm movements is
on cutting the cost of government. This would implyrsef of fiscal
management systems. As we discussed in detail above TBikilgjet system
does not fit well into the standards of sound resoor@eagement on all
countst’

* Quality GovernmentQuality refers more specifically to reforms that attempt
to improve service delivery. Improvement in service mamway not have
immediate financial implications but it is critical teetbuilding of citizen
support and the restoration of citizen trust in gonent. Customer
satisfaction with the services provided by various iastihs has been quite
low in Turkey. For example: tax offices, customs offidesal authorities,
deed offices, police officers, hospitals were rated\wrage below 5 and the
percentage of the dissatisfied exceed the percentdgese who were
satisfied according to a survey conducted for Turkisbnomic and Social
Studies Foundation (TESEV.

» Professional GovernmenfThis refers to constructing a body of qualified,
professional public servants who provide better sert@ssciety with
important effects on the continuity of public polgi@nd on the quality and
effectiveness of public management. Despite the fattTtarkish Civil
service contains strong institutional traditions and selaeents of

14 Elaine Carmack, “ Global Government Innovation bvdmber 2003 .

15 For through discussion of budget system in Turkey the need for reform see. WORLD BANK
2001, Turkey Public Expenditure and Institutional Revigheforming Budgetary Institutions for
Effective GovernmenfVorld Bank, August 2001 and “Fiscal Transparenay Roblic Finance in
Turkey” Ad Hoc Committee Report for 8th Year Devmitent Plan, published by State Planning
Office, Ankara 1999

16 Adaman, Carkglu, Senatalar “Household view on the Causes of Corragtiolurkey and
Suggested Preventive Measures”, TESEV Publicabecember 2002,Istanbul p.44-45. However
updated version of this study in 2004 suggestetitiiose levels somewhat improved.
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aspirations for serving the public interest, it stilka the necessary skills and
training needed to run the government. Pay systenefisdient with no wage
differentiation with respect to performance and exgessolitical patronage
undercuts merit principles and results in high turn@fgovernment
employees especially at higher layers.

» Digital Government:Digital or e-government has the power to reducetdst
of government, increase citizen input into governnagut increase the
transparency of government transactions. There is@adsing awareness in
Turkish public administration of the importance of ttmatter. United Nations
‘World Public Report on e-government 2003 placeké&urat 49th among the
173 countries in terms of e-government readiness indest of the
government organizations have web sites and tax formsaaie filled in
and submitted on line.

* De-regulated and simplified governmerittot only does excessive regulation
work as a disincentive to entrepreneurship but alse ddeed corruption.
Turkish public administration system suffers from compleseaucratic
procedures and red tape like in any other countdesl recently, establishing
a company in Turkey required tens of signatures farparation (foreign or
domestic) to set a business involving many government izagams instead
of one stop agency. Time to spend for managers of sucparoes to
straighten out red tape with government offices is ntemgs higher than
those of peer countrié.

* Honest and Transparent Governmenirhe world’s governments find
themselves dedicated to the reduction of official gatiion for number of
obvious reasons by creating truly transparent publimsesnsuring rule of
law and prosecute public officials, introducing tighinformation law for
their citizens. Turkish public administration also suffem petty corruption
and state capture as evidenced in recent Tl Corrup@oception Index 2004
which places Turkey 77in ranking. There have been number of cases ranging
from fictitious exports to public procurements in vasasectors such as
health, energy and construction where bidders weasdeg contracts despite
they excessively charged prices. One of the ex mire$t€pnstructions and
Settlements Department was recently referred to Hidghumal for charges to
that effect. Recently, charges brought against somg afficials including
former generals shows the extend of corruption which imaag taken place
even in the army which is one of the most highly retgaeand trusted
institutions in Turkey according to various publicrdpin polls. The most
recent and interesting case was about the energy sewtre the top officials
of state owned electricity generation company wetaipder arrest due to
their illegal dealings with the contractors. It wateresting because the
officials under arrest had been appointed by theeatigovernment which
declared itself against the corruption both durirgetection campaign and
afterwards; it is generally believed that this antirgption stand brought them
substantial amount of votes during the elections.

" For example time spent by managers of private emmes for paper pushing with the government
agencies was around 20 % of their total time, winilether countries this ratio is around 5 %.Fdula
assessment of business environment in Turkey seeigh Investment and Advisory Services (2001)
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In sum, the Turkish public sector seriously fails in alnadishspects of sound public
management, which is a must for good governance. As derai@uasabove, the
inability of the successive governments to ensure sowtigance within the public
sector can be seen as one of the important factorsglaycatalytic role in the
emergence of crises in the recent past.

4.5. Regulatory powers

The overall purpose of regulation can be descrilsedeaigning and implementing
rules that constrain the behavior of market playem@sso correct for market failures.
For example, competition agencies prevent monopolyealvegulatory agencies in
network industries do the same in sectors that exhibmgteconomies of scale and
scope and network externalities (but with ex-antesruather than ex-post
enforcement of competition law), regulators of finahanarkets deal with
informational asymmetries, and moral hazard and adgetsetion problems
potential contagion effects (when one bank is inrfaia trouble the whole banking
system is threatened), environmental regulation de#tssirong externalities.
Regulatory policy ensures that the market system workseply and prevents
potential losses of welfare (and, one should addsd aims at preventing transfer of
welfare from those who do not hold economic powehts¢ who do, typically from
consumers to firms).

Regulatory intervention is a special form of publi¢igyoin that the executive
interferes in the workings of the market with a mudahkr frequency and at a more
detailed level than regular public policy; theseimentions potentially generate costs
and rewards for market players. For two main reasogslatery powers are
delegated from the executive (ministries) to independigulatory agencies. First,
such intervention requires specialized expertise.titaaght that independent
agencies are more able to attract and nurture su@rtesgothen regular ministerial
agencies. Second, and perhaps more important, it iglththat there are strong
incentives for politicians to influence regulatorycgon making in their favor (for
example to favor supporters or penalize opponentsheg@gon in that case helps in
two ways: It insulates regulatory decision making froritipal influence, hence
allows better decisions to be taken. Second, by dsorgprovides the market the
credibility that regulations will be fair and impaatti hence it encourages investment.
At the same time, delegation creates a new problemcotiatability since it endows
regulatory agencies with significant discretionary potut insulates them from
regular channels of accountability (such as elections).

The experience of Turkey with regulatory powersdagyvmixed for two reasons.

First, the importance of effective regulation hashe#n appreciated by different
governments and therefore has been overlooked. Seseemdwhen government has
shown willingness to set up regulatory agencies (sometitriee arodding of the EU
or the IMF and the World Bank) they have still triednaintain political influence.
For politicians delegation of regulatory authorityatgencies with financial and
procedural independence meant the loss of an imp@agante of power that could be
used in distributive politics. One means through witay could still maintain
influence was through appointments to the decision-ngakoalies of the regulatory
authorities. Some examples of regulatory failures ereigied below.
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The Law on the Protection of Competition, which elsshled the Competition
Authority, was enacted in 1995. However, appointsiémthe Competition
Authority were done in 1997 because coalition gowents could not agree on
candidates.

In the case of financial system the consequence=gafatory failures were grave. So
start with, until the end of the 1990s the regulatmyironment was highly deficient.
There was excess entry into the banking system, anaaestaf corruption that.
Effective mechanisms to monitor risk taking by bankstandtervene in problem
banks were not put in place, even though open damtaunts and high public
borrowing requirements provided incentives for excesssketaking (for example,
arbitrage opportunities encouraged banks to holdgorexchange liabilities and
domestic currency assets, increasing foreign exchangg.risken, when an
exchange-rate based stabilization program was launcHg99, risk taking
incentives became even greater. A Banking RegulamohSupervision Agency
(BRSA) was formed in 1999 through a new banking lawvidecause of political
indecision and infighting among coalition members tharB@ppointments were not
made for another 8 months. By the time the BRSA stéuactioning, it was too late
and the banking system was already on the vergeridis. cThe ensuing banking
cum foreign exchange crisis resulted in a deep receissH01, with 9 percent
decline in GDP.

In the case of electricity, governments in the 19€i@d to attract private investment
without first putting in place a regulatory framewaiat would safeguard
competition. As a result, contracts were awardedit@ig investors in electricity
generation that contained typically very high fiygttces and take or pay clauses for
15 years. Hence these contracts eliminated any s¢@oenpetition in the private
generation industry and increased the cost of etégtriAbsent a fair and predictable
regulatory environment, this was the only way in Whacivate capital could be
attracted to the industry. Later in 2001 law nd8&éinally established a regulatory
framework that envisages competition both in generatimhon the demand side (by
allowing large consumers the ability to choose thein suppliers). However,
contracts awarded during the 1990s continued to hthéedevelopment of
competition.

Law no. 4502 that was passed in 2000 envisaged thaglde®mmunications industry
was fully liberalized at the end of 2003 (that ig thonopoly powers of the
incumbent fixed line operator would be terminated) aestablished the
Telecommunications Authority as the sectoral regularen though the overall
direction of liberalization and regulation is comrgbe pace is extremely slow. After
a year following full liberalization, the degreeadmpetition is very limited even in
international and domestic long distance telephonyciwéire the segments that are
potentially most competitive and easy to liberalibespite full liberalization, entry
into the local access business has been allowed onlye@eyptly. The main reason
for the delays is that it is proving very difficult ppevent efforts by the incumbent to
thwart competition. The second reason is that Turkkibeh was slated for
privatization and actions that increase competitienenwperceived to reduce the sale
price of Turk Telekom. Even though in the long the additional welfare that
competition will generate is much larger than addédlaevenues that can be raised
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through maintaining monopoly rents, the political ulgihce exercised by the ministry
is preventing the regulator from taking a more comipetigtance.Finally, the
regulator is also constrained by its capacity and hueswources, another instance of
governance failure. Upon its formation, it was ntivaéd to carry out its own
recruitment and attract skills that would be necessadgsign and implement
regulations. Rather, a majority of its staff was fdrapon it through transfers from
the ministry of transport and communicatidfis.

The regulatory institutions can also be evaluated tt@perspective of transparency
and accountability. Regulatory agencies are much tnamgparent than the rest of
the bureaucracy. They regularly publish onlinetdraf regulations and solicit
comments. Nevertheless, there is also much room for iraprent. One important
gap is that regulations and decisions of the boardseaigencies are published
without justifications, in other words, without makitrygnsparent the background
methodology or argument that led to the decisiomérfirst place'?

4.6. The Judicial System

Turkey’s judicial system is characterized by the opgppuils of, on the one hand,
the enlightened reforms passed since 2001 and, onhtbe tite more traditional
attitudes of the court system and especially the juddgesnumber of cases that the
judges need to attend is enormous. Trials take a loreg tindermining public
confidence in the system. The facilities includingdings, computers, skilled staff,
number of judges and salaries are inadequate duektofidunds. The budget of
Ministry of Justice is merely 0.3 % of GNP.

Although the reforms have increased judicial indepeaégseriously curbed the role
of the military in the justice system, removed StateuSgcCourts and fundamentally
revised the penal code, as in other areas, implementatizains to be the major
stumbling block, although not the only one. Accordinghe constitution (Article 15),
everyone has a right to be presumed innocent untreprguilty. Recent reforms give
all detainees the right to see a lawyer immediatedg @f charge, and according to
Human Rights Watch, legal counsel has improved markeuaite shey were passed.
However, some human rights groups have reported atteongitstimvent proper
procedures, and a September 2003 visit by the CoohEllirope found that only 3
percent to 7 percent of those detained had seemyaiaeither because they were
unaware of their right or because of concern abowtihwould impact their cases.
Trials can drag on excessively, although the ponticthis that is due to
overburdened court dockets (as opposed to purpossgldet in cases of human
rights abuses) should be reduced by the establishmeppeflate courts as
envisioned in a law enacted in September 2004. lardadimprove implementation
of new reforms, judges and prosecutors have been negénaining in human rights
and other values that has continued into 2804.

18 For a detailed review of competition and regulaiio the Turkish telecommunications sector, see
Atiyas (2005).

¥ The exception is the Competition Board, whosesiets on competition cases include both a
justification and the conclusions of the reporthe investigation committee.

%0 sarah Repucci, Countries at the Cross Roads 200keY, p. 9,
www.freedomhouse.org/research/crossroads/2005§u28@5. pdf
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The Turkish constitution provides for an independedigiary, but the court system

is not in fact entirely separate from the executives &xecutive plays a strong role in
judicial training, appointment, promotion, and finengc Training of judges is
inadequate, and because there is no proper revieaset, many of those that end up
in the courts result in acquittal due to lack of me®itblic prosecutors in Turkey have
a status very close to that of judges, both functigraald symbolically, thus placing
the defense in an inferior position. The governnisues circulars instructing public
prosecutors on how to interpret certain laws.
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Box 2: Judgesand Mafia Relations

In Turkey, judges enjoy certain degree of respectvéder, there have been
recently cases where judges, even including chairméus@ne members of
the High Court of Appeals, had dealings with mafiagheas revealed in
telephone conversations tapped by intelligence agenci

The most striking case was with the Chairman of the iigart of Appeals
who had to retire after the incident. He was appreddy an intelligence
officer through a contractor who renovates his summeséor he officer
asked him for a favor for a mafia leader Aladdin Cafsee Box above),
whose criminal case was about to be considered by the GfoAppeals.
Cakici is also known with his connections with intelhge agencies for
extending his assistance to them for illegal or covestate operations. The
former chairman apparently informed the officer oflikely outcome of the
decision, which may have paved the way for Cakifetfrom the country
before a warrant was issued for his arrest. The Chaiswwamduct of the
affair received criticism. Although a committee for uimy which was
established within the Court of Appeals acquitted hihfsain the charges,
the Chairman had to retire. The Public Prosecutorfe©fequested Prime
Ministry to open an investigation for the head dkliigence Service for his
handling of the affairs.

Another cases involved dealings of some judges in Istaabeiving benefits
from another mafia man, Sedat Peker, in return favrile decisions for his
cases in the courts.

Another member of Court of Appeals has been recergiypidsed because of
his intermediation of his son’s private business that agaoived mafia
connections.

Above cases demonstrate that reforming justice systemraenly have to
do with the changing regulations but also with the taléres within the
government sector in general.

However it is comforting to see that public attento awareness on those
issues are on increase and cases are discussed opeaslpiblic thereby
contributing to the furtherance of the accountabiif the system.

4.7. Corporate Governance

In recent years, the topic of reforming the goveceanstitutions of the state has been
paralleled with discussions on the reform of the govereaystems of private
companies. In a sense, corporate governance reforivecsgen as the reflection of
governance issues in the private sector.
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Traditionally, corporate governance dealt with diotd of interest between owners
and managers in publicly owned companies where ownershgparated from
management. These conflicts of interest exist becausagein(i.e., the agents), in
the absence of perfect information and effective thamg, can thwart shareholders
(i.e., principal) and pursue their own go#ls.

In less developed markets, the most important corporatsmgance issue is different.
The controlling shareholder generally is a family talges an active interest in
running the company. Family members hold executivesroMinority shareholders
and other investors may be constantly confronted with that transfer wealth from
them to owners, acts such as contract violations, trapsteng, targeted issues and
repurchases, self-dealing and asset stripping. Henamthmant conflict observed

in less developed markets is between the dominant shdeetiohanagers and outside
investors and creditors. This problem is called the rgmpation problem”.

In Turkey, as in many other emerging economies, cotp@avernance reforms are
driven by increasing need of firms to attract cagitah sources external to the firm.
The most important challenges faced include a rule-bsysdm of governance (as
opposed to a relationship-based), dismantling pyramicemship structures, severing
links such as cross shareholdings between banks and d¢mpsranforcing minority
shareholder rights, promoting good governance witaircentrated and family-
owned ownership structures and cultivating professismal

Indeed, the corporate governance debate in Tudwhres around 3 issues: (i)
minority shareholders’ and creditors’ rights; (ii) erd@ment of law and regulations;
and (iii) ambiguities and weaknesses in legal/regufdtamework.

In Turkey, anecdotal evidence suggests that botkt#tetory boards and the
executive boards are dominated by family members andahgsly overlap. In cases
where CEO is not a family member, s/he is usually a leng-acquaintance of the
family. Another feature of Turkish corporate structisréhe financing system
structured around big business groupkdlaing companywith a group-owned bank.
The consequences of such structures self-evident witeaetspthe financial crises
stemming form the non-performing loans of banking sector.

There are severe operational problems with the [@gakess and law enforcement in
Turkey. The legal system is complicated, slow and coéflsh the 1999 amendment,
the Capital Markets Board is empowered to avoid sucledmnpents by resorting to
administrative fines - including suspension and de-listifmyvever, these new
powers are compromised by the general inefficienchetdgal process and the
weaknesses in law enforcement.

In Turkey, the fundamental document governing theedtwders’ rights is the
company’s articles of association - which should profadehe rights to participate
in the general assembly, to vote and acquire informatmohave the company
audited, to file a complaint, and to take civil eg&l action. There are no mandatory

21 This part draws heavily on Melsa Ararat (2003 &DSC Module on Corporate Governance for
Republic of Turkey, The Document of World Bank)
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provisions in the Commercial Code. In addition, the ConsrakCode provides for
privileged shares and imposes practically no limit toetktent of privileges that may
be granted — including multiple voting rights, pretefmined dividend rate, priority
entitlement at the time of liquidation etc. Minoritghts start from 5% for public
companies and 10% for non-public ones according t@€trmemercial Code.
Shareholders can vote by notarised proxy by appgjatirepresentative through a
power of attorney; however the procedure is comdttand costly.

All of these problems severely restrict minority rightd areate opportunities for
transfer of wealth from minority to majority sharehokletn addition, families find it
very difficult to delegate management to professionhéstendency to transfer
management to heirs restricts the talent pool and maytiove reduce managerial
capabilities of companies.

In this context it is apparent that Turkey also laakgood corporate governance
system that relies on a combination of firm level arstitintional control. This is in
part a reflection of the legacy of the system patgerand clientelism described above
whereby companies grew not necessarily on the basifi@éety or quality of
products and services but on the basis of various formshsidies obtained from the
state and access to preferential treatment by polis@ad bureaucrats. Hence,
overall, the business class has benefited from theraosgarent and discretionary
system of rent distribution. This in turn has nurtwtestretionary and non-
transparent management styles, which in turn furtheepts family firms from

being professionalised. With increasing internatiooahgetition, an enhanced desire
and willingness to attract foreign direct investment the path of EU accession,
pressures for reform in the area of corporate goveeniariacreasing.

5. Opportunitiesfor reform

The crisis of 2001 was the culmination of years of faduwf governance. The crisis
brought out the hidden fiscal implications of year®ad public policy. With the
consequent doubling of public debt, it also made ctbat the public financing of
distributive politics was no longer sustainable. ThekiBhn case provides an example
of “crisis theory of reform” which states that reforms tairggered and are politically
feasible only when the sustainability of the prevailiagime is destroyed, generating
in the public the idea that there is no other choice

The public’s political response to crisis was actualipetthe elections of 2002. A
large number and variety of parties participateccitva campaigning, but the many
of the parties that were associated with the polititabf the 1980s and 1990s lost,
and opposition parties won seats in the TGNA. Onlypaxies passed the 10-percent
threshold—AKP and the Republican People’s Party (GHi#)d AKP, which had
much more support than any other party, won just 3&epeéof the total vote, but, as
a result of the electoral rules, holds an overwhel8#ig out of 550 seats in the
TGNA as of January 2005. Hence the public respomdida vengeance and voted
out of political existence most of the political pestihat took part in the political
game that was conducted in the last two or threedéscalt voted in AKP and gave it
a majority in the Parliament.
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The crisis and the unavailability of public fundsctmmtinue the game of distributive
politics also uncovered new incentives for the goventm®@erhaps for the first time
in the last two decades being pro-reform was much moseaiive compatible for the
political party in government. The environment hasopee such that the government
has more incentives to conduct political competitias len the basis of distributive
politics and more on the basis of promises of better ppblicy and governance in
general. This orientation has been strengthenedebgurwhelming public support
for EU membership, which requires significant improvemantke policy-making
capacity of the state. The new government contiamegiconomic reform program
that was launched after the crisis, and put EU acceasite center of its policy
making processes not only on economic areas but pemagsimportantly in

political and social areas as well. The rest of this@eceviews some of the reforms
that have been implemented in the last few years and cloaienges of reform that
still need to be tackled with.

5.1. Reformsin Public Financial M anagement

Reform of budgetary institutions was launched in 2000lbsing extra budgetary
funds and consolidating government accounts. In 2008dPDebt Management law
was put into effect which set borrowing limits, streamdirdebt accounting and
introduced fiscal risk management including oversighocél government borrowing
.In an effort to strengthen accountability, the laguired the government to submit
guarterly reports to parliament about the public d¢drice and to brief the Budget
Commission at least once a year of the Treasury’'s debapns. In December 2003,
Government passed another important law, which isccafablic Financial
Management and Control Law”. At the outset, law cexke basic components of the
new public financial management principles such aslfismasparency and reporting,
multi year-top down budgeting, expenditure ceilirgjgategic planning, performance
based budgeting, establishment of internal contralit aystems, expanding the
mandate of TCA to cover the areas such as auditinglibdryistocks, audit of
presidential accounts, as well as of accounts of paniarhi®wever implementation
difficulties quickly emerged even before the law wasipto effect, partly due to lack
of coordination among the central agencies as wekpaaity constraints of
implementing agencies. As a result government decidpdgtpone the
implementation of the law for a year.

Another development in this field was to enact PuBtiecurement Law in 2002 .The
law which was designed according to internationatlyepted standards was intended
to streamline the much controversial public procureragstiem by creating an
Independent Regulatory Authority called Public Rirecnent Board. However soon
after the law started to be implemented, politiciargabeo complain that it ties their
hands and slow down the procurement process due tdatbased nature. So far %
50 of its articles has been changed for relaxingyiséem.

In this area, very important reform was to Introducaté Bank Law in 2001 right
after the crisis. The Law secured the independentteeddank by clearly limiting its
role to focus only monetary discipline and price stghiThis relieved the Bank from
responding the needs of the government for fiscatp@urposes. Further, it
provided job security for Governors. The decision mgkirocess of the Bank was
institutionalized. Transparency of its reporting apérations were improved. In sum,
by providing the independence, accountability amdlibility of the Bank, the system
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also benefited from low inflation and economic stapilit recent years. This was also
beneficial to the incumbent government to claim soreditfor the economic
outcomes of such institutionalization, despite the tfaat government circles often
complained about such independence of the Centrdd.Ban

5.2. Public and Private Banking Reform:

As mentioned above, banking reform was one of the madiealging one. It actually
started in 1999, with the enactment of a new banlkawg In addition to bringing new
accounting standards for banks, it also envisaged tblisstan independent Banking
Regulation Supervisory Authority (BRSA). The delegatof powers of the Treasury
in banking sector to this authority was welcome byygwee. However, as indicated
above (section 4.5), appointments to the Board becabjecstio a power struggle
among the members of the coalition government andmiitt@ bureaucracy. When
the power struggle had been resolved and chairmahaard members of BRSA had
been appointed almost a year passed after the lawnaaged. This was only a few
months before the banking crises erupted. Then, thesevery little time left to
newly established BRSA to react to the circumstancagnoper manner, which
further increased the cost of the crises.

The new banking law was then changed many times tat #tla circumstances of
emerging crises. The law required banks to adopt iatiemal accounting and
disclosure standards, to develop internal control adit aystems, to limit
subordinated loans to their subsidiaries. An asset manageauatbority (Savings
Deposit Insurance Fund) was established to track dosvagbets of bank owners
whose banks were taken over by the Fund to recover gbthe costs undertaken by
the state. However despite the safeguards brought ®y#item, the banking sector
was not free from risks as evidenced by the Imar Bankwhsse collapse took place
after three years of reform attempts. It is now estimiiaidrecovery ratio for costs of
banking borne by the state will be small despite subatagftorts in this field.

On the public bank side, reform focused on their guamece structures. Their
management was consolidated under one managing boa&idintarnal control and
audit system were strengthened. A law was enacteetemr government to mandate
those banks with duty losses unless the cost of such masdaftéciently
appropriated in the budget in advance. Their b&aheets were rectified by issuing
government papers to fill the holes. State banks aseimbetter position in balance
sheet sense. However they are still cautious in extgraledits to the private sector
and their profits are mainly from interest income onegoment papers that had been
given to them.

5.3. Regulatory Reform and Emergence of I ndependent Regulatory Authorities
Above, we have touched upon the various aspects ofategy reform. From the
governance point of view, emergence of IndependeguRtory Authorities (IRAS)
as part of regulatory reform to minimize the costs ofegoment intervention
stemming from distributing political and populist rentg @&orth to mention. In
Turkey IRAs were set up mostly after the crises. Firét, IRapital Markets Board
was founded in 1982 amidst to reactions to so calladkeérs’ scandal”. In 1995,
Competition Authority (CA) was set up. However, as wesssed before, pressures
from both industrialists and coalition governments pnéze@ the CA from becoming
fully operational until 1997. BRSA was establishe@@®0. In 2001, there was a
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blossoming of IRAs in areas like telecommunication, dl@ttr natural gas, public
procurement, and tobacco and sugar industries. IR¥eslheen subject to
controversy on many grounds. In Turkey, governmemtstantly resorted to IRAs in
different sectors. This was due to the fact that orgat new IRA each time when
there was a crisis meant that governments had to delegaief their powers to an
agency that will regulate the daily workings of gdeztor free from political
interventions. Despite the formal rhetoric by the goweents about the necessity of
such organs, their dislike with those institutions pragthem to interfere with the
appointments of the board members and especially ther@rabf IRAs. One of the
arguments advocated by various governments is that goeats have to tackle with
the political consequences of the decisions taken By [Buch as costs of bank take-
overs or pricing in electricity sector etc) which Bawo political responsibility to the
electorate. Instead of making IRAs more accountaltleedarliament by
strengthening their accountability mechanism, paoditisi dislike with them in terms
of not being able to intervene in their daily pglaecisions demonstrates the
diffizgulty of introducing an important element of gbgovernance, into practical
life=~.

5.4. Improving Business Environment:

This area of reform involved may initiatives. Diffetgovernments, including recent
ones introduced a variety of legislations to redudgape and costs of government
actions to private sector. The Foreign Investment Law @hanged. Setting up a
company was further facilitated. As result of thoseoastistarting a business in
Turkey is now taking 8 working days (11 in Bulgafan Germany, 15 in Greece),
while time for registering a property is 8 days witmmers of procedures are 9 (9
and 19 in Bulgaria, 4 and 41 in Germany respectiV@ijlowever there are still
complaints by the business community that intra deparatheninmittees established
to improve the investment environment are not workifigiently because
departments are not ready to delegate or give upgbeiers in facilitating red tape
and bureaucracy. This is sometimes echoed even by the Riinister himself who
complains about “bureaucratic oligarchy” after haviregn for two years in power
and changing almost all government officials at togtay

5.5. Public Administration Reform:

The present government initiated a public administnatedorm in 2004 by drafting a
“Public Sector Reform Law” and a “Local Authoritieaw”. The draft laws seem to
encompass the basic elements of reform such as decenwvalgpower, delegation
of provision of services such as health and environtadotal authorities, local
ombudsmanship for conflict resolution, strategic plannangl society participation,
transparency etc. However it still lacks a comprehereggiypeoach to integrate the
different components of such reform. Because the laws drafted by a small circle
of advisers who are close to the prime minister withautiag consultative process

22 Recently Prime minister announced that he intéodgt a supra body to supervise the IRAs as a
whole. The details of such a body are unknown. gdhernment also submitted a draft law to the
Parliament to allow the cabinet to appoint all memstof the regulatory boards. This was reacted by
the opposition and other NGOs as political and reatittory to the existing practice which allows
different ministries nominate the candidates amehigh government makes appointments.

23 Eor more information see World Bank (2005).
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with the remaining parts of bureaucracy and civil sygithey were met with
reactions by various stakeholders including the Presidiea vetoed the law on many
constitutional grounds. This demonstrates that the goeergance of the reform
process is as equally important as the reform itself.

6. Conclusion

After years of disintegration of her institutions ofrgonance Turkey now finds
herself in a transitional period where a majority gawgent can find it in its own
interest to pursue the reform of these institutionsotAuill depend on whether the
current and future governments can seize on this apptyrto change the means
through which they appeal to the public, from pogmlito competition on the basis of
public policy. Such a change would increase denfi@nkigh quality competence in
policymaking and would therefore provide incentivegdvernments to improve
other spheres of governance such as regulatory aigsaitd public administration.

Such a change cannot be taken for granted, howg&kerdiscussion of the reform
initiatives above shows that the process is difficult facgs many challenges. Many
reforms of governance institutions entail changes ttagly reduce the
discretionary powers of the executive either resthietn through rules and
regulations or delegate them to agencies that have feomef autonomy from the
government as was the case for Central Bank of TurkRejorms of fiscal

institutions as well as regulatory reform are also a@amples of this. The
temptation to resist, in particular from within the karf governing parties, will be
large. Hence, a lot will depend on whether pagtiderships can respond to these
challenges or not.
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Table 1: Comparative Education Statistics

Hungary, Greece, ltal
Latin Middle Poland, » aly, European
Turkey : Korea Portugal, '
America Income Czech - Union
. Spain
republic
1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001
I 0,
lliteracy rate, adult female (% of 336 | 228 | 167 | 11.7 | 253 | 181 | 6.6 | 34 | 08 | 05 | 80 | 47 | 80 | 47
females ages 15 and above)
I 0,

llliteracy rate, adult total (% of people | 55 1 | 145 | 149 | 108 | 100 | 133 | 41 | 21 | 07 | 05 | 60 | 35 | 60 | 35
ages 15 and above)
School enrollment, primary (% net) 89.4 9%'3 89.3 93;9 94.5 93’;0 100.0 93;5 93.9 9*2*'*8 98.7 93;9 97.5 93;0
School enrollment, primary, female 96.3 95.8 93.4 99.9 92.7 99.9 99.1
% net) primary na > na | o2 | 921 | 727 1000 | 77 | 942 | 50 | 987 | 77 | 975 | T2
School enroliment, secondary (% net) | 41.4 51;'3 29.1 6:1'*1 na na 85.8 9,8;9 75.3 9,2;9 82.7 83;2 98.0 83;4
School enrollment, secondary, 43.2 66.3 90.9 924 90.9 90.7
fomale (9% net) y na > na | 222 | na | na | 847 | 27 | 776 | 57 | 834 | 77 | 848 | 7.
Public spending on education, total 35 4.4 4.5 3.8 4.7 4.8 5.9
(% of GBP) g 22 | WXl 27 | SEl 39 | %Y | 34| L | 58 | b | 34| TS| 46| U

(*): 1996
(**): 1999
(***): 2000
Source: WDI
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Table 2: Comparative Health Statistics

Hungary, Greece,
Turke Latin Middle Korea Poland, Italy, European
y America Income Czech Portugal, Union
republic Spain

1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001 | 1990 | 2001
Life expectancy at birth, total (years) 66.1 | 698 | 679 | 70.6 | 68.2 | 69.7 | 70.3 | 73.6 | 70.6 | 73.3 | 77.0 | 753 | 75.8 | 77.8
m;}t;“ty rate, infant (per 1,000 live 61.0 | 36.0 | 422 | 279 | 200 | 310 | 80 | 50 | 150 | 67 | 91 | 45 | 7.7 | 46
m[‘t:‘)"ty rate, under-5 (per 1,000 live | 2, o | 430 | 530 | 344 | 51.6 | 383 | 90 | 50 | 170 | 7.7 | 113 | 58 | 93 | 54
Hospital beds (per 1,000 people) 21 | 26*| 24 | NA | 34 | NA | 31 | 61*| 90 | NA | 47 |41*]| 86 | 7*
Physicians (per 1,000 people) 0.9 13* | 14 NA 1.6 1**9 0.8 1.3* | 2.6 NA 33 | 47* | 27 3.5*
Malnutrition prevalence, height for 16.0 19.1 25
ace (% of children under b) 205 | 2 NA | 25 NA | 22 | NA | NA | NA | NA | NA | NA | NA | NA
Malnutrition prevalence, weight for 8.3 9.1 12.6
ace (% of children under 5) 104 | S2 I NA | Jr I NA | 52| NA | NA | NA| NA | NA | NA | NA | NA

— - .
Immunization, DPT (% of children 840 | 880 | 70.7 | 886 | 88.4 | 85.2 | 74.0 | 99.0 | 975 | 985 | 79.8 | 935 | 865 | 243
under 12 months) *
= - .

Immunization, measles (% of children | ¢ o | g5 | 767 | 991 | 89.3 | 85.7 | 93.0 | 97.0 | 97.0 | 98.0 | 87.0 | 76.3 | 78.8 | 86.9
under 12 months)
Health expenditure, total (% of GDP) | 3.6 | 50* | 63 | 70*| 51 | NA | 48 | 60*| 51 | NA | 71 | 81*| 74 | 80*

(*): 2000; (**): 1998; (***): 1996
Source: WDI
NA: not available
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Table 3: Comparative Income Distribution Indicators

(1998)
Income share Income share Income share
GINI index held by held by held by fourth
highest 10%  highest 20% 20%
Brazil 59.1 46.7 64.4 18.0
Chile 57.5 45.4 61.3 18.1
Mexico 51.9 41.6 57.6 19.5
Czech Republic (1996) 25.4 22.4 35.9 21.7
Poland 31.6 24.7 39.7 22.6
Hungary 24.4 20.5 344 22.7
Korea, Rep. 31.6 22.5 375 23.1
Malaysia (1997) 49.2 38.4 54.3 20.3
Greece 354 28.5 43.6 22.0
Italy 36.0 27.4 42.6 22.6
Portugal (1997) 38.5 29.8 45.9 21.9
Spain (1990) 325 25.2 40.3 22.6
Turkey (2000) 40.0 30.7 46.7 21.8

Source: WDI
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Table 4: Governance Indicators (2002)

Country
Africa
ANGOLA
BOTSWANA
IVORY COAST
GHANA
CAMEROON
TANZANIA
MENA
UNITED ARAB EMIRATES
BAHRAIN
EGYPT
IRAN
LEBANON
MOROCCO
SYRIA
TUNISIA
WEST BANK
Latin America
ARGENTINA
BRAZIL
CHILE
MEXICO
Western Europe
BELGIUM
GERMANY
DENMARK
FINLAND
UNITED KINGDOM
FRANCE
SWEDEN
Central and Eastern Europe
BULGARIA
CZECH REPUBLIC
HUNGARY
POLAND
North America
CANADA
UNITED STATES
Europe-Mediterranean
SPAIN
GREECE
ITALY
PORTUGAL
East Asia
MALAYSIA
KOREA, SOUTH

TURKEY

Source: http://info.worldbank.org/governance/kkz2002/tables.asp

Code

AGO
BWA
CIv
GHA
CMR
TZA

ARE
BHR
EGY
IRN
LBN
MAR
SYR
TUN
WBG

ARG
BRA
CHL
MEX

BEL
DEU
DNK
FIN
GBR
FRA
SWE

BGR
CZE
HUN
POL

CAN
USA

ESP
GRC
ITA

PRT

MYS
KOR

TUR

Voice

-1.39
0.73
-1.25
0.01
-1.10
-0.41

-0.47
-0.74
-0.87
-1.04
-0.54
-0.30
-1.56
-0.83
-1.08

0.12
0.28
112
0.33

1.44
151
1.72
1.70
1.47
1.29
1.65

0.56
0.90
1.17
111

1.50
1.32

1.24
1.05
111
131

-0.27
0.63

-0.47

Political

Stability Effectiveness

-1.60
0.75
-2.04
-0.11
-0.50
-0.25

0.95
0.31
-0.35
-0.62
-0.59
-0.14
-0.14
0.24
-1.69

-0.74
0.17
1.04
0.22

0.97
1.06
1.26
1.63
0.81
0.73
1.43

0.56
1.02
1.08
0.71

1.06
0.34

0.82
0.83
0.81
1.43

0.51
0.49

-0.61
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Government

-1.16
0.87
-0.89
0.01
-0.62
-0.51

0.83
0.78
-0.32
-0.46
-0.41
0.07
-0.57
0.65
-1.04

-0.49
-0.22
1.19
0.15

1.85
1.76
1.99
2.01
2.03
1.67
1.84

-0.06
0.70
0.78
0.61

1.88
1.70

1.53
0.79
0.91
1.03

0.92
0.84

-0.20

Regulatory
Quality

-1.33
0.81
-0.36
-0.29
-0.88
-0.55

0.97
0.96
-0.45
-1.28
-0.47
0.02
-0.97
-0.02
-1.02

-0.84
0.26
1.50
0.49

1.40
1.59
1.74
1.93
1.75
1.25
1.70

0.62
1.12
1.21
0.67

1.63
151

1.41
1.13
1.15
1.47

0.58
0.86

0.08

Rule of
Law

-1.56
0.72
-1.21
-0.15
-1.28
-0.49

0.95
0.92
0.09
-0.58
-0.27
0.11
-0.41
0.27
-0.31

-0.73
-0.30
1.30
-0.22

1.45
1.73
1.97
1.99
181
1.33
1.92

0.05
0.74
0.90
0.65

1.79
1.70

1.15
0.79
0.82
1.30

0.58
0.88

0.00

Control of
Corruption

-1.12
0.76
-0.86
-0.40
-1.10
-1.00

1.19
0.95
-0.29
-0.38
-0.34
-0.04
-0.29
0.35
-0.99

-0.77
-0.05
1.55
-0.19

1.57
1.82
2.26
2.39
1.97
1.45
2.25

-0.17
0.38
0.60
0.39

2.03
1.77

1.46
0.58
0.80
1.33

0.38
0.33

-0.38



Table5: Public Sector Debt and Deficits (as a share of GNP)

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
PSBR (Official Definition) -74| 102 | 106 | 120| -79| -50| -86| -7.7| -94 | -155| -11.8| -16.4 | -12.8
PSBR (IMF Definition) -7.7] 113 124 | 1830| -91| -52|-131| -131| -155| -235| -18.9| -21.1 | -12.3
Primary Balance (IMF Definition) -36| 62| -7.0| -5.6 1.0 39| -1.3| -2.0 08| -14 3.0 5.5 4.0
Net Debt of Public Sector 288 | 35.2| 35.7| 351 | 543 | 421 | 465 | 429 | 445| 61.0] 584 | 919 | 79.9

Source: Compiled from van Rijkeghem (2004).
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Table 6: Public Debt , PSBR and Hidden Deficits
(1990-2002 Average figures asa share of GNP)

Changein Debt 23.5
PSBR (Official Definition) 8.5
Hidden Deficits 139
Public and Private bank Recapitalization 1.2
In-kind external credits 0.2
Valuation Losses 9.1
Non Cash Interest Payments 0.4
Deferred - Advanced Payments 0.2
Consolidation Bonds 2
Payments for Contingent Liabilities 0.7
Residual 11

Source: Compiled from Emil and Yilmaz (2004)

38



Table7: The Shareof Public Banks Before and After the

Crisis
Assets | Deposits | Credits
1999 | 35% 40% 28%
2000 | 34% 40% 30%
2001 (After The | 27% 30% 18%
Crisis)
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