15- INDUSTRIAL POLICIES

I- PRIORITY LIST

Priority 15.1 Implementation of an Industrial Policy for Turkey

Priority 15.2 Develop and implement a promotion strategy for foreign investment.

II- MEASURES FOR HARMONISATION WITH THE EU LEGISLATION AND IMPLEMENTATION

PRIORITY 15.1 Implementation of an Industrial Policy for Turkey

1- Priority Description

The need to prepare an industrial strategy for our country during the pre-accession period was identified at the meeting of the Industry, Trade and ECSC Products Subcommittee, held on 16 May 2001 in Istanbul. The said subcommittee is one of the subcommittees established between Turkey and the European Union for the adoption of the EU acquis. This necessity was also mentioned in the European Commission’s 2002 Regular Report On Turkey’s Progress Towards Accession. Therefore, a draft Industrial Policy for Turkey has been prepared under the coordination of the State Planning Organisation (SPO), with the participation of related organisations, and was submitted to the European Commission. EU representatives expressed that they regarded the draft policy paper positively in general and made some suggestions about its content during the Subcommittee Meeting held in Brussels on 17 July 2002.

The draft document has been revised by taking into consideration the recommendations of the EU side and the policies and measures contained in the Government Programme and in the Urgent Action Plan. In this context, an action plan is attached in the annex of the document, including priority measures.
The “Industrial Policy for Turkey” document has been prepared under the coordination of the State Planning Organization, with contributions from the Ministry of Industry and Trade, the Undersecretariat of the Treasury, the Undersecretariat for Foreign Trade, the Secretariat General for EU Affairs, the Small And Medium Industry Development Organisation (KOSGEB), the Turkish Patent Institute, the Union of Chambers of Commerce, Industry, Maritime Trade and Commodity Exchanges of Turkey (TOBB), and the Confederation of Turkish Craftsmen and Artisans (TESK).

This document, which is based on the 8 th Five Year Development Plan (2001-2005) and the Government Programme, has been prepared as a medium term policy paper in order to define the general framework of the industrial policy. The text of the document covers the current situation with regard to industrial production, institutional framework, objectives, policies to be implemented, and priority measures. This document will be revised over the following years in accordance with developments and necessities.

The main objective of industrial policy in Turkey is to provide sustainable growth in an outward oriented structure by increasing the competitiveness and efficiency of industry within a global competitive environment.   

Industrial policy aims to improve a competitive business environment in which entrepreneurs and undertakings can take initiatives, create opportunities, and use their potential. However, in Turkey, industrial policy is not an independent policy area. It is a horizontal policy area crossing different policy areas such as foreign trade, investment, technology, SMEs, quality, environment, labour and competition. In addition, it covers sectoral policies developed in line with the specific needs of these sectors.

It is expected that the implementation of the policies and measures specified in this document will contribute to the improvement of industry in the upcoming period. Additional measures will be introduced after the existing difficulties have been overcome and the economy is stabilized.

The “Industrial Policy for Turkey” document will be submitted to the European Commission after becoming official 

PRIORITY 15.2 Develop and implement a promotion strategy for foreign investments

1.Priority Description

Developing and implementing a strategy for the promotion of foreign investment in Turkey is designated as a short-term priority in the area of industry policy by the Council Decision of 19 May 2003 on the Accession Partnership with the Republic of Turkey.
From the 1980s onwards, the promotion of the inward flow of foreign direct investment has been an important goal for the Turkish Government in order to strengthen the production infrastructure, increase the capabilities of Turkish industry, and increase the country’s competitive power. 

As a result of the liberalisation of the economy and particularly, of the foreign investment regime, Turkey witnessed a gradual increase in inward foreign investment figures until the mid-1990s. Nevertheless, the foreign direct investment level stagnated thereafter, and despite its strong potential, Turkey has not benefited much from the global flow of foreign investments.
A number of studies were conducted in co-operation with the World Bank - Foreign Investment Advisory Service (FIAS) in order to find out the reasons for the low level of private sector investments, and particularly foreign investment in Turkey, and of Turkey’s under-performance in terms of attracting foreign investments, and to develop a reform programme to rationalise the Turkish system. 

In this framework, the Analysis of the Foreign Direct Investment Environment was followed by the Determination of Administrative Barriers to Investment Project, which was carried out with a strong political will from the government, as well as support from the public institutions and the private sector. Two further projects were also conducted to develop an appropriate legal framework for foreign direct investments and an effective investment promotion strategy.

In connection with the results of these studies, the Government of the Republic of Turkey has initiated a comprehensive reform programme to modernise and streamline the legal, regulatory and administrative framework. For this purpose, Council of Ministers enacted a Decision on 11 December 2001, which identifies the following key areas and the structure of the reform programme process:

- Company registration

- Employment (working licences for foreigners)

- Sectoral licensing

- Land access and site development

- Taxation and state aids

- Customs and technical standards

- Intellectual property rights

- Foreign direct investments legislation

- Investment promotion

 - SMEs

Concerning the structure of the reform process, the Council of Ministers’ Decision set up 10 Technical Committees corresponding to 10 key areas of the reform envisages that the work on regulatory reform be guided by the Undersecretary of the Prime Ministry, under the auspices of the Coordination Committee for the Improvement of the Investment Environment (CCIIE) composed of the presidents of the Technical Committees and the representatives of the Ministry of Finance, the Ministry of Industry and Trade, the Undersecretariat of the Treasury, the Undersecretariat for Foreign Trade, the State Planning Organisation, the Turkish Industrialists’ and Businessmen’s Association (TUSIAD), the Union of Chambers of Commerce, Industry, Maritime Trade and Commodity Exchanges of Turkey (TOBB), the Foreign Investors’ Association (YASED), and the Turkish Exporters Board (TIM). The Undersecretariat of the Treasury carries out the secretariat services for the CCIIE.

Council of Ministers issued another Decision on 31 December 2002 to show its support for the Reform Programme. With this Decision, the presidency of the Committee was given to the Minister of State Responsible for the Treasury. 

The current stage of improvements within the context of the reform programme can be summarized as follows:

The Foreign Direct Investment Law No. 4875, prepared by taking into consideration the best international practices and recommendations of the FIAS study, was adopted and published in the Official Gazette No. 25141 on 17 June 2003. The Foreign Direct Investment (FDI) Law, which abolishes the authorisation procedure and the minimum capital requirement for the start-up of foreign capital companies in Turkey, foresees that the definitions of enterprise and entrepreneur be in compliance with international standards. In addition, with this law, principles such as the freedom of transfer of investment shares in cases of national act (tax and other state applications), transfer of profits and dividends and company liquidation or sales, and principles of freedom of employment of foreign technical staff, which are established in the current Law No. 6224 Concerning the Encouragement of Foreign Investment, are protected. Furthermore, current provisions of the Constitution and other laws concerning acquisition of real estates, international arbitration, and protection against expropriation are confirmed with this new law.

The Law on Working Licences of Foreigners, which simplifies procedures for the recruitment of foreigners, has been approved by the Parliament and was published in the Official Gazette No. 25040 on 6 March  2003. The same technical committee also drafted a law on compulsory recruitment of special groups (e.g. handicapped, ex-convicts, terror victims). 

Law No. 4842 on Amendments to Some Laws was published in the Official Gazette No.4842 on 24 April  2003, in order to facilitate automatic implementation of investment allowances, which is a major example of state aids. 

In order to simplify company registration and eliminate duplications, the relevant Law No. 4884 Amending the Turkish Commercial Code, Law on Tax Procedure, Law on Stamp Duty, Labour Law and Social Insurance Law was approved and published in the Official Gazette No. 25141 on 17 June 2003.

The Draft Law amending the Decree Law on the Establishment and Duties of the Turkish Patent Institute, which aims to strengthen the capacity and infrastructure of the Turkish Patent Institute, was submitted to  Parliament on 7 January 2003. The technical committee on Investment Promotion has developed a model for a Turkish Investment Promotion Agency and drafted the Law on the Establishment of the Investment Promotion Agency. The Law was submitted to the Prime Ministry. With this arrangement, it is aimed to establish the necessary infrastructure for promoting foreign direct investments in a general framework, and to set up and implement a promotion strategy for foreign direct investments.   

The Undersecretariat of Customs has implemented a reform programme to improve its administrative capacity and effectiveness. Important steps have been taken to harmonise customs laws and implement regulations and procedures in line with European Union legislation.

2. Schedule of Necessary Legislative Changes

Legislative changes are not foreseen for this priority. For all the necessary legislative changes in order to abolish restrictions on foreign investments (of EU origin) see Table 4.1.1.  in Chapter 4- Free Movement of Capital. 

3- Schedule of Necessary Institutional Changes

There are two institutions directly related to FDI: The Directorate General of Foreign Investments, under the Undersecretariat of the Treasury, and the Investment Promotion Agency of Turkey (IPA). The Directorate General of Foreign Investments deals with regulatory issues, FDI statistics, and the reform project. The Investment Promotion Agency of Turkey will be established once the related Law is passed by Parliament.  

As part of this specialisation at the institutional level, the General Directorate for Foreign Investments will need to undergo a transformation process to ensure the fulfilment of its new function as a policy-making body acting on accurate statistical information, while the IPA will be established as a new institution to be co-governed by public and private sectors. 

Although the fact that necessary additional personnel and training requirements will be defined according to the needs of the newly established institution, it is obvious that the current staff of the General Directorate for Foreign Investments will need additional training on the basis of European Member State experiences to fulfil the function of policy-developer. 

4- Financing Requirements and Sources of Financing3
Table 15.2.1

















(Euro)

	Requirements - (Undersecretariat of Treasury)
	Year
	National Budget
	EU Resources
	Other Resources
	Total

	I-Investment
	2004
	150,360
	350,840
	
	501,200

	II- Harmonisation with the EU Legislation and Implementation
	
	
	
	
	

	Personnel
	
	
	
	
	

	Training
	
	
	
	
	

	Consultancy
	2004-2006
	
	3,400,000
	
	3,400,000

	Translation
	
	
	
	
	

	Other
	
	
	
	
	

	Total
	
	150,360
	3,750,840
	
	3,901,200


3  The total financial requirements will be determined  in the future. The figures were  taken from the Twinning project for the General Directorate for Foreign Investments and from the items of   “investment” and “technical assistance” of the project “Setting up a well-equipped Investment Promotion Agency to fulfil promotion functions”.
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