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A Introduction

a) Preface

The European Council in Cardiff, which took place in June 1998, welcomed the Commission's
confirmation that it will submit at the end of 1998 its first regular reports on each candidate's
progress towards accession. In the case of Turkey, the European Council noted that “the report
would be based on Article 28 of the Association Agreement! and the conclusions of the
Luxembourg European Counail”.

The European Council in Vienna invited the Commission to present its further progress reports
with aview to the Helsinki European Council.

Like the previous one, this Regular Report takes account of the conclusions of the European
Council in Copenhagen. It:

- describes the relations between Turkey and the Union, particularly in the framework of the
Association Agreement;

- andlyses the gtuation in respect of the political conditions set by the European Council
(democracy, rule of law, human rights, protection of minorities);

- Turkey’ s Situation and prospectsin respect of the economic conditions mentioned by
the European Council (functioning market economy, capacity to cope with competitive
pressures and market forces within the Union);

- addresses the question of Turkey’s capacity to adopt the obligations of membership, that is,
the acquis of the Union as expressed in the Treaty, the secondary legidation and the policies of
the Union.

- gives a generd evauation of Turkey's Situation and prospects on the road to accession with
particular reference to the European drategy set out in the Commisson communication of
4 March 1998.

It dso covers judicid and adminigtrative capacity as requested by the Madrid European
Council which underlined the necessity for the candidate countries to adapt their administretive
dructures so as to guarantee the harmonious implementation of Community policies after
membership. However, the examination of judicid and administretive capacity is limited to areas
covered by the Customs union.

1 Article 28 states that “as soon as the operation of the Agreement has advanced far enough to justify
envisaging full acceptance by Turkey of the obligations arising out of the Treaty establishing the
Community, the Contracting Parties shall examine the possibility of the accession of Turkey to the
Community”.



The report takes into consideration progress since the last Regular Report. 1t looks at whether
intended reforms referred to in the 1998 Regular Report have been carried out and examines
new initiaives.

While the assessment of progress in meeting the political and acquis criteria focuses on that
which has been accomplished since the last Regular Report, the economic assessment is based
on a longer term evauation of Turkey's economic performance. The assessment of progress
made in adopting the acquis has been made on the basis of adopted legidation rather than
legidation which is in various stages of ether preparation or Parliamentary gpprova. This
gpproach ensures equa treatment for al the candidate countries and permits objective
assessment and comparison between countries in terms of concrete progress in preparation for
accession.

The report draws on numerous sources of information. The candidate countries were invited to
provide information on progress made in preparations for membership since the publication of
the last Regular Report. Council deliberations and European Parliament reports and resol utions?
have been taken into account in the preparations. The Commission aso drew on assessments
made by various internationa organisations and in particular on contributions from the Council
of Europe, the OSCE and the internationd financid ingtitutions as well as non-governmenta
organisations.

b) Relations between the European Union and Turkey
Recent devel opments

Since the adoption of the last Regular Report on Turkey, bilaterd relations have developed
without any mgor change. Although the palitical didogue which Turkey brought to a hdt after
the Luxembourg European Council has not been re-established, regular meetings take place on
the implementation of the European Strategy (see below). Given the deadlock at the political
level, the Association Council has not been able to hold a meeting since April 1997.

In its conclusions, the European Council of Vienna of 11 and 12 December 1998 underlined
“the great importance it attaches to the further development of relations between the EU and
Turkey taking forward the European drategy to prepare Turkey for membership”. It dso
recognised “the centra role of the further implementation of the European Strategy in line with
its conclusonsin Luxembourg and Cardiff”.

Despite efforts by the EU Presidency, the European Council of Cologne has not been able to
adopt any agreed conclusions on Turkey.

EU-Turkey relaions have aso been marked by the arrest and trial of PKK leader Abdullah
Ocadan, as well as the death sentence pronounced by the Ankara State Security Court against
him on 29 June 1999.

2 For the European Parliament the rapporteurs are A. Oostlander and E. Baron Crespo; Co-rapporteurs. M.
Aelvoet, J. Donner, O. Von Habsburg, E. Caccavale, F. Kristoffersen, M. Hoff, C. Carnero Gonzales, P.
Bernard-Raymond, R. Speciale, J. Wiersma, JW. Bertens, B. Malone.
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After his capture in Kenyain February 1999, Ocalan was brought to the Imrai prison-idand in
the Sea of Marmara. The Ocalan operation triggered violent PKK demonstrations in some EU
Member States and terrorist acts in Turkey for a short period though. In this context, the
European Union made the following declaration at the Generd Affairs Council of 22 February
1999:

“The European Union raterates its condemnation of dl forms of terrorism. The legitimate fight
agang terrorism must be conducted in full respect of human rights, the rule of law and
democratic norms. Legitimate interests must be expressed through a political process, not
through violence,

The EU strongly deplores the fact that the arrest of Abdullah Ocalan has sparked massive
unrest and violent acts which have resulted in degth, hostage-taking, intimidation and extensive
degtruction. It resffirms its pogdtion that such acts of violence are inadmissible and under no
circumstance tolerable.

The European Union takes note of the assurance of the Turkish Government that Abdullah
Ocdan will have afair trial. It expects this to mean fair and correct trestment and an open trid
according to the rule of law before an independent court, with access to legd counsdl of his
choice and with international observers admitted to the trid. It underlines once more its strict
opposition to the death pendty.

The EU fully upholds the territorid integrity of Turkey. At the same time, the EU expects
Turkey to resolve its problems by political means with full repect for human rights, the rule of
law in a democratic society and in full accordance with Turkey’s commitments as a member of
the Council of Europe. In this context it welcomes al genuine efforts to separate the fight against
terrorism from the search for political solutions and to promote conciliation. In support of this
the EU stands ready to contribute, including through continued financid assistance.

Turkey's efforts in deding with these problems in this spirit cannot but affect EU-Turkey
relations postively. “

On 23 February 1999, the Turkish Minigtry of Foreign Affairs sated that “Questioning the
independence of courtsin Turkey is unacceptable. The intention of the EU to send observersto
the hearings is tantamount to accepting and encouraging the efforts to intervene in and influence
the independent judiciary. This attitude which is againg the principle of the rule of law is dso
unacceptable.”

The trid of Abdullah Ocadan started on 31 May 1999 before the Ankara State Security Court
in the presence of certain foreign representatives as well as the press. According to the Council
of Europe's Ad hoc Committee to ensure the presence of the Assembly at the trid of Abdullah
Ocalan, the procedure of the trial “seems to have been largely correct and in accordance with
the applicable Turkish law...”. On the other hand, Amnesty International consdered that
standards for fair trids had been violated throughout the pre-tria detention period and the trid.

The passing of the death sentence againgt Ocalan on 29 June 1999 by the State Security Court
was followed by EU reactions. In its declaration of 29 June 1999, the EU Presidency
expressed “the hope that Turkey will follow what has invariably been the practice for the last
fifteen years and not carry out the death sentence passed on Mr Ocalan.” In a Resolution on 22
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July 1999, the newly eected EP aso caled on the Turkish authorities not to carry out the
sentence.

The desth sentence againgt Ocalan has been appealed before the Turkish Supreme Court and
would aso have to be confirmed by Parliament before it could be executed. If confirmed by the
Supreme Court, the sentence could also be gppedled to the European Court of Human Rights.

The catastrophic earthquake of 17 August 1999 has dso influenced to a large extent relations
between the European Union and Turkey. The response of the international community to the
dissster relief was immediate, involving provison of rescue teams, medica assstance, fire-
fighting equipment as well as financid aid. The Commission immediatdy released 4 millions €
for emergency assistance and prepared a 30 million € support package in order to help Turkey
in the rehabilitation phase. Further support measures to help in the recongtruction phase are
being examined. The Generd Affairs Council of 13 September 1999 adopted conclusons on
Turkey, welcoming in particular the Commission’s intention concerning further ad to Turkey.
The same day, the Turkish Minister of Foreign Affars Mr Cem participated in the Generd
Affairs Council luncheon.

Noteworthy is the recent podtive development in relations between Turkey and Greece.
Minigters of Foreign Affairs from both countries agreed on exploring possibilities of promoting
co-operation between the two countries in fields such as tourism, culture, environment and
combating organised crime (including illega immigration, drug trafficking and terroriam). Taks
a high officid level have dready been held and are reported to have taken place in a postive
amosphere.

The European strategy

As dated in the last Regular Report, the firgt discussions on the implementation of the European
drategy took place in September 1998. After this inaugural meseting, the contact group
established between the Commission and the Turkish authorities to ensure the implementation of
the strategy, met three times, elther in Ankara or in Brussels. It dso met under an ad-hoc form,
on 30 April 1999 in Brusss, to discuss the possibility of an agreement on the liberdisation of
sarvices and public procurement markets. Through these regular meetings, some progress has
been made. Another meeting will be held before the Helsinki summit.

On the financia sde, the two regulations adopted in October 1998 by the Commission to
underpin the European strategy, have not yet been adopted by the EU budgetary authority. It is
clear though that without appropriate funding, it is not feasble to implement al aspects of the

European dtrategy.



B. Criteriafor Membership
1. Political criteria

Introduction

In its 1998 Regular Report on Turkey’s progress towards accession, the Commission
concluded that:

“On the politicd sde, the evduation highlights certain anomdies in the functioning of the public
authorities, persgent human rights violations and mgor shortcomings in the trestment of
minorities. The lack of civilian control of the army gives cause for concern. This is reflected by
the mgor role played by the army in politicd life through the National Security Council. A civil,
non-military solution must be found to the Stuation in south-eastern Turkey, particularly since
many of the violations of civil and politica rights observed in the country are connected in one
way or another with this issue. The Commisson acknowledges the Turkish government's
commitment to combat human rights violations in the country but this has not so far had any
sgnificant effect in practice. The process of democratic reform on which Turkey embarked in
1995 must continue.”

“In addition to resolving these problems, Turkey must make a congructive contribution to the
Settlement of al disputes with various neighbouring countries by peaceful means in accordance
with internationa law.”

The present analysis examines the progress that has been made since the 1998 Regular Report.
Recent devel opments

In November 1998, the minority government fell. After having been assgned by Presdent
Demird in December 1998 to form a new government, DSP leader Ecevit took office in
January 1999 to be in charge until the genera dections of April 1999. As a result of these
eections, the DSP and the centre-right party MHP became the two biggest parties of the
country. These two parties together with the centre-right party ANAP formed a codition, led
by Mr Ecevit and received a large vote of confidence by the Parliament in June. The ruling
codition now has asolid mgority in the Parliament (354 seats out of 550). Since the start of the
new Parliament, there has been intense legidative activity which has led to the adoption of
important laws in areas crucid for democratisation. Together with the generd dections, loca
government eections were held. On this occasion, the pro-Kurdish HADEP party won a
majority in saven provincia capitals in the South-east, indluding Diyarbakir.

After the closure of the Refah Party in January 1998, the Turkish Condtitutional Court ordered
in February 1999 the closure of the pro-Kurdish Democratic Mass Party (DKP) on grounds of
promotion of separatism. In April 1999, the Condtitutional Court rejected an gpplication from
the Chief Prosecutor to suspend the HADEP party. In May 1999, an application was also
made to the Condtitutiona Court againg the idamist Fazilet Party which presented its defencein
September 1999.



The Ocdan case and the August earthquake have been the two mgjor events in Turkey. The
earthquake led to substantia public debate as to the effectiveness of the Turkish authorities in
organising disadter relief and indicates that civil society isincreasngly present in Turkish politics.

1.1. Democracy and theruleof law

As fa as the politica party sysem is concerned, the Turkish Grand Nationa Assembly
(TGNA) adopted in August 1999 amendments to the Political Parties Law, which in particular
makes it more difficult for the authorities to close a palitica party and ban its members from

subsequent participation in politicd life.
The Parliament

There has been no change in the parliamentary structure. The establishment of the new TGNA
in April 1999 took place in accordance with the conditutional provisons. Its powers are
respected and the oppodition playsafull part inits activities.

The nationd threshold of 10 % for politica party representation in the TGNA led to the non-
representation of about 5 million votes out of 31 million vaid votes cast.

The Executive
No particular development has been noted in the executive,

The new government has taken a postive step by establishing a system for the recruitment of
civil servants via a centralised exam supervised by the Student Selection and Placement Centre
(OSYM), in order to prevent corruption in recruitment. Applications were submitted in July
1999, and the exam will take place in autumn 1999.

The Judiciary

The main legidative change in the judicid system concerns the reform of the State Security
Courts (SSCs), which ded with overtly political crimes. In 1998, the European Court of
Human Rights dated that the presence of a military judge in the SCC pand violated the
European Convention of Human Rights. More recently, in July 1999, the European Court
delivered judgement in 13 cases lodged by individuasin 1994-1995. In nine of these cases, the
Court concluded that the applicants had been denied the right to have their cases heard by an
“independent and impartial tribunal” because they had been tried by a SSC.

Condtitutional and legad amendments removing the military judge in the SSCs were adopted by
the TGNA and entered into force on 22 June 1999. As a direct effect of this reform, the
military judge of the Ankara SSC in charge of the trid againgt Ocalan was replaced by acivilian
judge on 23 June 1999.

Such a reform should dearly improve the functioning of the SSC, even if there are ill some
doubts about the full rights offered to the defendants in these courts. According to Justice
Ministry sources, more than 7000 cases are awaiting trial by SSCs.

A number of proposas made by the current government and the previous ones and currently in
the Parliament could have a postive effect on the functioning of the judicid sysem. They
include:
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- adraft of the Pend Code which in particular lifts the death pendty;

- adraft law entitled “Law on the prosecution of civil servants and other public officers’ which
facilitates the prosecution of public officers;

- adraft law amending the Code of Crimina Procedure regarding new arrangements on witness
protection, payment of compensation to witnesses, physica examination and genetic analyses.

Findly it has to be noted that the government announced its intention to develop exigting training
programmes for judges and prosecutors. These initiatives aming a raising awareness and
improving training in the human rights field are of greet importance.

Anti-corruption measures

Regarding the fight against corruption, bribery is consdered a very serious crime which can be
punished, according to the Pend Code, by up to 10 years of imprisonment. Furthermore,
according to articles 48 and 98 of the Law on Civil Servants, officids found guilty of bribery are
immediately dismissed from public service, irrespective of whether the pendty is postponed or
commuted, and they are permanently barred from joining the civil service again. In 1997 and
1998, 399 dtaff were dismissed for abuse and/or bribery from the Police,

The OECD Convention on Combating Bribery of Foreign Officids in Internationd Busness
Transactions which entered into force in 1999 has been signed by Turkey but not yet ratified.

Since the last regular report, no new legidation againgt corruption has been introduced.
The National Security Council

Through the Nationa Security Council, the Military continues to have an important influence in
many areas of politicd life.

The Nationd Security Council continues to play a magor role in politica life. While the
emergency courts system remains in place, the replacement of the military judge by a civilian
one in State Security Courts, represents a clear improvement in terms of independence of the
judiciary.

1.2.  Human Rightsand the Protection of Minorities

The human rights Situation in Turkey is till under the monitoring procedures opened in 1996 by
the Council of Europe. An information report on “Honouring of obligations and commitments by
Turkey” has been published in  January 1999, teking into account a vist in Turkey by the
rapporteurs in September 1998.

The information report contains an analysis of the present Stuation in the country, focusing on
the following areas. practises of torture and ill-trestment, rule of law, freedom of expression,
imprisoned former DEP parliamentarians, condtitutiona reform and respect for the rights of
Turkish citizens of Kurdish origin. The rgpporteurs make aso recommendations to the Turkish
authorities to improve the Situation.

Since the last Regular Report, Turkey signed in June 1999 the European Convention on the
Exercise of Children’s Rights, aming at the protection of the best interests of children. However
10



a number of important Human Rights Conventions have not yet been ratified by Turkey (see
annex).

Civil and poalitical rights

Even if certain postive steps have been made since October 1998, there are ill  problems in
Turkey that give cause for concern.

Recent information from internationa organisations confirm that even if torture, disgppearances
and extra-judicia executions are not systemetic, they gtill exist. Precise cases of torture and ill-
treatment have been recently registered by a delegation of the “European Committee for the
Prevention of Torture and Inhuman or Degrading Treatment or Punishment (CPT)” from the
Council of Europe, during their last visit to Turkey in February 1999. Mogt internationa sources
indicate dso that systematic judicid prosecution of law enforcement officids for misdemeanours
Is &till not ensured. On this question, the report of the UN “Working Group on Enforced or
Involuntary Disappearances’ published in December 1998 recdls that impunity for law
enforcement officials is one of the root causes of enforced disgppearance and human rights
violations. Policemen who had been previoudy acquitted from charges of torture in the Manisa
case, will be retried following a verdict from the Pend Board of the Supreme Court of
Appedls.

In a judgement in July 1999, the European Court of Human Rights underlined once again the
exigence of extra-judicia executions and torture.

The gtuation described in the last Regular Report has therefore not substantially changed.
Neverthdess, Turkey has taken some steps that clearly go in the right direction.

As far as extra-judicial executions are concerned, the Condtitutional Court annulled in January
1999 alegd provison, which entitled security officers to “fire directly and without hestation at
persons who do not stop when warned”. The government has been given one year to prepare a
new lega provision to replace the old one.

Concerning detention procedures, as underlined in the previous Regular Report, an important

move was made in March 1997 by reducing the duration of police custody. Many cases of

torture happen during incommunicado detention in police dations. The entry into force of a
“Regulation on Apprehension, Detention and Release Procedures’ in October 1998 which aims

a improving the current practice is another important step forward. Even if a detainee may il

be held incommunicado for up to four days, the sysematic implementation of this Regulation
will probably alow for some progress. A circular issued by the Prime Minigtry in June 1999

ams ds a the the effective implementation and stringent verification of the implementation of

the October 1998 Regulation. As stated by Turkey in its opinion on the report by the

“Committee on Honouring of Obligations and Commitments by Member States of the Council

of Europe’ dated January 1999, training courses for the police authorities began in November

1998.

These measures againgt the practice of torture have aso recently been supplemented by the
adoption by the Parliament in August 1999 of alaw amending articles 243, 245 and 354 of the
Pena Code. This law redefines torture, ill treatment and abuse of power againgt individuas by
public officias and foresees higher pendties for public officids who commit such offences, or

medical personnel who draft fake reports on torture.
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It isaso important to note that Turkey findly authorised in February 1999 the publication of the
report of the Council of Europe CPT delegation after its vigt to Turkey in October 1997.

Despite recent positive gestures made by the authorities, the Stuation regarding freedom of
expresson remains worrying.

In the aftermath of the Ocadan capture, the situation has actualy dightly worsened. In March
1999, the Minigter of Justice issued a communiqué to Governors to be zedous in identifying
asociaions, foundations, publications, individuals and organisations that are likely to teke
initiatives in favour of PKK leader Ocalan. In April 1999, the Public Relaions Department of
the Minigry of Interior issued a circular forbidding the use of certain terminology in relation to
the Kurdish question in press releases and publications by public ingtitutions and organisations.
At the end of May 1999, the Generd Penal Board of the Supreme Court of Appeals increased
the sentences in relation to abuse of freedom of expression.

An encouraging measure should however be noted, abeit one of limited scope. In September
1999, President Demirel gpproved a law postponing prosecutions and punishment for offences
committed through the press and broadcasting. This law foresees that sentences can be
suspended for a three-year parole period and that if offences are repeated during this time, the
origina sentence comes back into effect. According to the Jugtice Minidry, 21 persons
including the Turkish writer Ismail Beskci had aready been released before mid September
19993, However, the Stuation of journdigts in prison for offences faling outside the scope of
the law (i.e. those charged with being members of illegal organisations) will remain unchanged.

Among others, the case of Mr Akin Birdd, former Chairman of the Turkish Human Rights
Association, remains a matter of concern. Although he was released in September 1999 on
medica grounds after nearly four months in prison, his case is to be reviewed in sx months
time.

Another reason for concern is the case brought againgt the board members of the Non
Governmental Organisation TOSAV in May 1999. They are prosecuted for “separatist
propagandd’ on the basis of a document which is the output of a project co-financed by the EU
in 1997. This project intended to srengthen civil society, human rights and democracy in
Turkey through the organisation of education programmes and workshops and the publication
of newdetters. Though the incriminated document is moderate in tone and appears to provide a
useful contribution to debate and consensus building in Turkey, its disseminaion has been
prohibited.

Inits July 1999 judgement, the European Court of Human Rights concluded in €leven cases that
there had been a violation of the freedom of expresson as guaranteed by the European
Convention of Human Rights. In some of these cases the Court referred to the essentid role of
the press in ensuring the proper functioning of political democracy, as well as to the freedom of
artigtic expression.

3 According to the Turkish Human Rights Association Report of May 1999, there were at that time 134
personsin prison for offences in the general sense of freedom of expression and thought. Out of these,
84 werejournalists.
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Regarding the freedom of the press, the Stuation has not substantidly changed. Cases of
harassment and police violence againg individud journdists have 4ill been reported by
domestic and internationa human rights organisations.

The conditions in Turkish prisons do not seem to have improved. Overpopulation and lack of
adequate medica care remain mgjor problems, to which hunger strikes and revolts often relate.
In September 1999, amajor prisoner revolt has been severely repressed.

The gStuation regarding freedom of association and freedom of assembly has not changed.
These freedoms continues to be subject to the limitations raised in the last Regular Report.
Since October 1998, savera branches of the Turkish Human Rights Associaion have been
closad by the authorities elther temporarily or for an indefinite period.

As far as freedom of religion is concerned, there gill exists a difference of treatment between
those religious minorities recognised by the Lausanne Treaty and other religious minorities.

Regarding the status of women, a positive development is the lifting in July 1999 of Turkey's
reservations againg the UN Convention for the Elimination of All Forms of Discrimination
Againg Women. The reservations were made 14 years ago on grounds that it contradicted the
provisons of the Turkish Civil Code that govern marriage and family relaions.

The question of capital punishment has recently been a mgjor subject of debate in Turkey as
well as outside Turkey in connection with the Ocaan trid. As mentioned above, on 29 June
1999, Ocalan was convicted of treason and the intention to separate part of the territory of the
Turkish Republic, and sentenced to the death pendty. It is clear that the application of such a
sentence would nullify the important effort made for the abalition of the desth pendty in Turkey.

In this context, it hasto be recdled that the draft Turkish Pend Code hill which is on the agenda
of the Parliament provides for the abalition of the deeth pendlty.

Human rights protection instruments

As mentioned above, new rulings againgt Turkey have been adopted by the European Court of
Human Rights since the last Regular report. The case of Mrs Loizidou which is developed
under part 1.3 is ill pending.

Generdly spesking, since the lagt report, the Stuaion concerning civil and political rights in
Turkey has not evolved ggnificantly. Severd sources continue to underline the existence of
torture, disgppearances and extrajudicia executions. Moreover, certan adminidrative
measures taken in the aftermath of the Ocdan affair show a more redrictive attitude by the
Turkish authorities as regards freedom of expresson. Nevertheless, there have been some
concrete improvements reflecting the intention of the authorities to end human rights abuses by
lawv enforcement officids. Severa legidative and administrative measures adopted since
October 1998 in order to fight againgt torture practises are important in this context. The recent
adoption of a law postponing prosecution and punishment for some offences committed by
journdigs gppear as a good will gesture from the authorities. Its implementation will be
followed carefully.
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Economic, social and cultural Rights
There has been no particular development concerning these rights.
Minority Rights and Protection of Minorities

Contrary to certain hopes expressed notably by some Member States in the context of the
Ocalan trid, progress on the Kurdish question has not been made. These hopes were mainly
based on the expectations that the arrest of Ocalan as well as other key PKK figures would
help bring terrorism under control and increase the prospects of a civil solution to the problems
of the South east. As stated in the last Regular Report, “acivil solution could include recognition
of certain forms of Kurdish cultura identity and greater tolerance of the ways of expressng that
Identity, provided it does not advocate separatism or terrorism”. For instance, TV broadcasting
in Kurdish, while gpparently tolerated for non-politica programmes, is il officialy not alowed.

The “Committee on the Honouring of Obligations and Commitments by Member States of the
Council of Europe’ indicated in its January 1999 report that “ the essentid point is that any such
group [Turkish citizens of Kurdish origin] should have the opportunity and material resourcesto
use and sudan its naiurd languages and culturd traditions in circumstances and under
conditions now clearly and ressonably defined by two important Council of Europe
Conventions. the Framework Convention on Protection of Nationd Minorities and the
European Chater for Regiond or Minority Languages, as wel as by Assembly
Recommendation 1201 (1993) on an additiona protocol on the rights of nationa minorities to
the European Convention on Human Rights.”

Emergency legidation remains in force in Sx provinces. Certain developments are however
likely to have a pogtive impact on the Stuation in the region. Firdly, the Repentance Law
(N°4450), applicable for a six month period and granting an amnesty notably to PKK members
who surrender and disclose information on their organisation, has been adopted by the
Parliament in August 1999. This law excludes from its gpplication the PKK command structure
and those PKK members who have killed members of the security forces. Secondly, PKK
leader Ocalan called in August 1999 the members of its organisation to end attacks on Turkish
targets and to withdraw from Turkish territory. He asked the PKK to end its struggle as of the
1% September 1999. It is difficult at this stage to evauate to what extent the withdrawa has
been implemented. Thirdly, last August, Presdent Demird met with representetives of the
HADEP party apparently to discuss the problems of the South east.

On the economic Sde, it is worth noting that in March 1999, PM Ecevit announced that the
Government will support the socio-economic development of the south-east Anatolia region
with an additiona USD 100m over the next two years.

Concerning the right of asylum, some postive changes have been made in January 1999 to the
exiging legidation. The period of reguesting resdence permisson of an asylum seeker is
extended to 10 days from the previoudy recognised 5 days. Also for those diens whose
gpplications are refused, the time for appealing has been extended from 10 daysto 15 days.

1.3. TheCyprusissue
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Since the last Regular Report, the UN Secretary Generd and his representative in Cyprus have
continued the process of separate meetings with the two Cypriot leaders aimed at finding a
basis for aresumption of direct talks.

In order to reinforce the UN efforts the G-8 Summit of Head of States decided on 21 June
1999 to "urge the UN Secretary-Genera in accordance with relevant UN Security Council
resolutions to invite the leaders of the two parties to negotiations in the fal of 1999". In the
conclusionsit was further stated that both parties should commit to set no pre-conditions, put al
Issues on the table, negotiate in good faith until a settlement is reached , and to take full
consderation of relevant UN resolutions and treaties

With resolution 1250 on June 29, the Security Council requests the UN Secretary-Genera to
invite the Greek and Turkish Cypriot leaders to hold negotiations in the autumn. It aso cals on
the two ddes on Cyprus, including military authorities, to work congructively with the
Secretary-Generd and his speciad representative to create a postive climate on the idand that
will pave the way for these negotiations.

As evidenced by the Joint Declaration of 20 July 1999 issued by Messrs. Denktash and
Ecevit, Turkey and the North of Cyprus still envisage to develop their relations «in line with the
target of integration set at the highest leve ».

Turkey as a guarantor country, should show strong commitment to bring the two sdes together
under the UN process launched at the invitation of the G8. Turkey could have an active and
congructive role in this framework in order to reach a comprehensive solution that addresses
the legitimate concerns of dl parties.

In 1996, the European Court of Human Rights delivered aruling againgt Turkey in the case of a
Greek-Cypriot woman (Mrs Loizidou) who was deprived of access to her property in northern
Cyprus. In a second judgement in July 1998, the Court decided on pecuniary compensation for
the clamant and gave Turkey until October 1998 to pay the compensation. Till now, arguing
that the land in question is not Turkish but part of the TRNC#, Turkey has not complied with
the Court judgement. In April 1999, the President of the Committee of Minigters of the Council

of Europe recalled the obligation of Turkey to pay the compensation awarded by the Court.

Other quedtions related to the sStuation in the North of Cyprus have been referred to the
European Court of Human Rights since the last regular report, in particular within the context of
the interstate complaint Cyprus againgt Turkey (application n° 25781/94).

14 General evaluation

Recent developments confirm that, athough the basic features of a democratic system exist in
Turkey, it gill does not meet the Copenhagen political criteria There are serious shortcomings
in terms of human rights and protection of minorities. Torture is not systematic but is ill
widespread and freedom of expresson is regularly restricted by the authorities. The National
Security Council continuesto play amgor role in paliticd life. Although there have been some

4 “Turkish Republic of Northern Cyprus’ not recognised by the international community apart from
Turkey.
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improvements in terms of the independence of the judiciary the emergency courts system
remans in place. In recent months there have been some more encouraging sgns of
democratisation. The government and Parliament have worked to adopt some keys laws
regulating political life, the justice syssem and protection of human rights. It is too early to
asess the impact of these measures but these efforts should be pursued and extended to al
citizens, including those of Kurdish origin. The Commission hopes that the postive impact of
these measures will not be undone by the carrying out of the desth sentence passed on Mr
Abdullah Ocalan.

16



2. ECONOMIC CRITERIA

2.1 Introduction
In its 1989 Opinion on Turkey's application for EU membership, the Commission concluded:

“Turkey’s economic and political gStuation, ... , does not convince it that the adjustment
problems which would confront Turkey if it were to accede to the Community could be
overcome in the medium term”.

In the 1998 Regular Report the Commisson found that: Turkey had achieved most of the
“halmarks of a market economy”, and that “... the proven consderable potentia for growth
and the shown great adaptability, especidly in the context of the customs union, ... should
enable Turkey in the medium term to acquire a viable market economy able to withstand the
pressure of competition”.

In examining the economic developments in Turkey snce the Opinion, the Commisson’s
approach was guided by the conclusions of the European Council in Copenhagen in June 1993
which gtated that membership of the Union requires.

the existence of a functioning market economy;
the capacity to cope with competitive pressure and market forces within the Union.

In the andlysis below, the Commission has followed this methodol ogy.

2.2 Economic developments

After three years of strong growth, economic activity dowed down consderably since mid-
1998. The Russan financid crigs hit the Turkish economy primarily through its negative effects
on the financid markets. As aresult of a subgtantia flight of short-term capitd, the interest rate
leve rose sgnificantly in Autumn 1998, deterring private invesment and increasing dragticaly
the codts for the financing of the public deficit. Export growth dowed down markedly, but
lower imports more than offset the effects on the trade balance. The current account turned into
aurplus, benefiting adso from increased capital inflows, as workers remittances rose sharply in
reaction to the increased interest rate differentid. For the first time in the 1990s, consumer price
inflation declined throughout the year. The genera government deficit was reduced, despite
sharply increased codts of debt financing and higher than expected transfers to the agricultura
sector. Structurd reforms came virtudly to a sanddtill in the second haf of 1998, as the
economic environment deteriorated. A new government entered office end of May with an
ambitious reform programme. It has dready brought through parliament numerous important
reform packages.

On 17 August 1999, a massive earthquake struck Turkey's industrial core region and caused
consderable damage. The temporary disruption of production might dampen economic growth
by about 0.5 percentage points but the reconstruction needs (about 2.5-3.5% of GDP) will
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lead to stronger growth next year. There is a risk that fisca consolidation will be delayed and
gructurd reforms could be postponed. Although, it is only the swift implementation of structura
reforms, epecidly in the field of public finances, which could prepare the ground for being able
to master the economic challenges caused by the naturd disaster.

Macroeconomic devel opments

Economic activity in Turkey dowed down markedly in the second half of 1998. In the first
quarter of 1998, real GDP growth till was rather strong (8.5% above the level a year before)
but it declined throughout the year and became negative in the fourth quarter of 1998. The
decline continued in the first haf year of 1999. Overdl GDP growth in 1998 was 2.8% -
sgnificantly below the level of around 7% during the period 1995-1997.

Private consumption remained largely unchanged in 1998, year-on-year, while private
investment contracted sharply by 6.7%, compared with growth rates well above 10% in the
three previous years. The main reasons for the decline in investments have been the negative
impact of the Russan crigs on the financiad markets and a sharp rise in interest retes,
discouraging business investment as investing into government bonds offered higher returns & a
lower risk. The lack of private consumption dynamics reflected declining consumer confidence
and lower wage growth. Public consumption rose by 5% in red terms, and public sector fixed
invesment aso increased congderably in 1998. In the first quarter of 1999, private
consumption declined by 6.7% year-on-year and private investment declined by 21%.

With respect to production it was mainly strong growth of the agricultura output - accounting
for 14% of GDP and increasing by 7.6% year-on-year - which prevented real GDP growth
from dowing down even sharper, while industrid production (25% of GDP) rose by a mere
1.8% and trade (20% of GDP) increased by only 1.2% year-on-yesr.

Regigtered employment rose by 2.8% in 1998, mainly thanks to increased labour demand in
agriculture and services. In contrast to recent trends, the share of employment in the agricultural
sector increased dightly to 42.3% of total employment in 1998, while the share in the service
sector remained unchanged (34.9 % in 1998) and the share of the industrial sector even
declined margindly (from 17.2% in 1997 to 16.8% in 1998). This reflects the dowdown in
output during the second half of 1998 and in the firgt haf of 1999. However, the underlying
labour market dynamics might be higher than indicated by Satistical data, as the share of
unregistered employment is relatively high in the textile and metd indudtries, which were most
affected by the dowdown in growth. The officad unemployment rate remained largely
unchanged in 1998, as labour supply rosein pardld to demand.

Foreign trade was strongly affected by the deterioration in the externd environment and the
decline in domestic demand. Growth of commodity exports declined from 13.1% in 1997 to
2.7% in 1998. Exports benefited from a rather stable demand from the European Union and
North African countries, while export to the CIS and the Asan region declined markedly. This
dowdown was more than offset by a strong decline in imports (-5.4% in 1998, after an
increase of 11.3% in 1997) and the fal in oil prices; the import content of exportsis relatively
high. The trade deficit decreased to 7.1% of GDP . In the first quarter of 1999, the trade deficit
shrank to 0.9% of GDP, compared with 2.3% of GDP in the first quarter of 1998 .
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The current account improved in 1998, turning from a deficit of 1.4% of GDP in 1997 to a
aurplus of 0.9% of GDP. The most sgnificant contributions to the improvement came from the
decline in the trade deficit and from arise in workers remittances (from 2.2% of GDP in 1997
to 2.7%), which mainly occurred in the last quarter of 1998, when interest rate differential rose
sharply. Tourist revenues, accounting for 2.7% of GDP in 1997, remained largely unchanged
during 1998 but declined by some 25% in the first quarter of this year. The declining number of
tourigts indicates that tourist revenues might be quite wesak in 1999. After the drain in foreign
exchange reserves during the second half of 1998, reserves recuperated in the first haf of 1999
and are at present covering nearly 6 months of imports.

The continuous and substantid decline in inflationary pressures has been one of the most
noteworthy developments during the last year. Starting from alevel of 101.6% in January 1998,
12-month consumer price inflation declined continuoudy since then and reached a leve of
64.3% in June 1999. Diminishing demand and lower import prices contributed to that
development. In Turkey inflationary developments are largely driven by strong growth of public
expenditures for agriculturad support and public sector wages and from inflationary
expectations. As part of the 3-year stabilisation programme adopted end of 1997, the Turkish
government tried to breek the inflationary inertia and shifted the indexation of agricultura price
support and of public wages from backward to forward looking indexation. This policy seems
to have been successful in bresking inflationary inertia

The Turkish Centrd Bank ams at maintaining the real exchange rate broadly congtant. At a
monthly level, the lirais dlowed to depreciate daily in line with a predetermined unannounced
monthly rate againgt a currency basket containing 1 US dollar and € 0.77. In terms of a trade
weighted redl effective exchange rate, the Turkish currency appreciated by 2.6% year-on-year
during the first haf of 1998 and depreciated afterwards, so that during the first half of 1999 the
red effective value of the Turkish currency was nearly 5% below the value of ayear before.

Centra government finances largdy remained in line with targets of the IMF-guided
consolidation. This is a remarkable success and a significant change compared to previous
consolidation attempts. The fisca consolidation took place despite a series of adverse
influences. interest payments rose sharply in the wake of the Russian criss (from 7.8% of GDP
in 1997 to 11.7% of GDP in 1998); cogts for agricultural support were higher than expected as
world market prices were below expectations; revenues were dampened by the first-round
effect of the 1998 tax reform. The government reacted by further reducing expenditures and
intengfying tax collection on the base of the dricter regulations of the new tax law. In addition,
there were one-off privatisation revenues such as those from the sale of mobile phone licences.
Asaresult, the primary surplus was raised from 0.1% of GDP in 1997 to 4.7% in 1998, while
the generad government financid deficit declined from 7.5 % of GDP in 1997 to estimated 7%
in 1998. However, revenue shortfals and higher expenditures during the first half of 1999
made it necessary to revise upwards the budgetary deficit target.

Main Economic Trends

Turkey
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1996

1997

1998

1999 |atest

Red GDP growth rate

per cent

7.2
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Inflation rate

- annud average per cent| 93.6 80.4 85.7 846 | 644 Jan-Aug

- December-on-December per cent 76.0 | 79.8 | 991 | 69.7 :

Unemployment rate, end-year

- ILO ddfinition per cent 6.9 6.1 6.4 6.4 7.3 April

Generd government  budget per cent of| -4.0 -8.3 -7.5

balanced GDP

Current account balance per cent of| -14 -1.3 -14 1.0 0.2 Jan-Ma
GDP -1787 | -1919 | —2362 | 1669 | 905 Jan-Mar
million ECU/E

Foreign debt6

- debt export ratio per cent 98 86

- grossforeign debt billion ECU/E 51.0 | 484

Foreign direct invesment net

inflow per cent of| 05 0.4 0.4 0.5 0.6

- baance of payments data GDP 677 569 710 838 182 Jan-Mar
million ECU/E

Source: National sources, OECD external Debt Satistics, |MF Government Finance Satistics.

Structural reforms

In the framework of the IMF-guided stabilisation programme, the privatisation of Sate assets
plays a centrd role for debt redemption. During the first haf of 1998 privatisation has been
rather successful, selling 12.3% share of the Is Bank and two 25-year mobile phone licenses,
generaing revenues of nearly € 1 billion. This is about 0.5% of GDP, or nearly a quarter of
redised privatisation revenues snce the beginning of privatisation in 1985. However, other
more important privatisation projects were either suspended or postponed in the second haf of
1998, when the dtuation on the internationa capitad market deteriorated, legd and indtitutiona
obstacles gppeared and the increasing internd politica ingtability serioudy interfered with the
decison making process. Thus, indead of the targeted privatisation revenues of roughly € 2
billion, only about one billion could be redised in 1998. Given the limited objectives of the care-
taker government, only little emphas's was devoted to privatisation activities in the first haf of

5 Excluding local government.

6 The data are the result of cooperation between BIS, IMF, OECD and World Bank. This source should
be more reliable in terms of broader coverage, avoidance of double counting, etc., as well as improved
timeliness.
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1999. However, there are ambitious plans to realise privatisation revenues of nearly € 4 hillion
during the second haf of the year, sdling state-dominated companies in the manufacturing
sector (ail, iron and ged, chemicd indudry, ...) and the nationd arlines. Out of the 76
companies lined up for privatisation, 26 are earmarked for salein 1999.

With respect to the privatisation of state banks, Turkey is presently restructuring the Emiak
Bankas, specidised in the financing of housng congtruction. Two other banks, the Hak
Bankas (savings bank) and the Ziraat Bankas (agriculturd bank) are dso on the ligt for
privatisation, but the current Stuation might make it difficult to generate sufficient interet.

The newly adopted amendments to the banking law closed important legidative gaps, and
established a new regulatory and supervisory body, the Banking Regulation and Inspection
Board, to be operative by the beginning of next year. The new law aso tightened rules and
rased pendties for misbehaviour. This modified banking law is an important step towards
improving trangparency in the banking sector. However, further steps are necessary, such asthe
reduction of the till considerable role of the state banks.

After lengthy discussons and massive resstance by the trade unions, the parliament recently
adopted areform of the pensgon system, which at present is a heavy burden on public finances.
Despite the favourable age structure of the Turkish population, the number of contributors is
relaively low, while expenditures are relaively high due to the generous provisons on the
retirement age and increasing life expectancy. The bill raises the retirement age to 58 for women
and 60 for men. Workers who had maximum two years left to hisher retirement will not be
affected by the new scheme. A trangtion period of ten years is foreseen for the remaining
workers. The minimum premium payment period is increased from 5000 days to 7000 days.
The new law dso introduces for the firg time an unemployment insurance scheme in Turkey,
which will be launched in June 2000. The unemployed will continue enjoying medica treatment
while they are jobless and being trained to find a new job. The amount of benefit is to be
calculated as 50% of the net earnings on the basis of the last 4 months' socia security premium
payments. Pendons are dso indexed to monthly inflation. In early September, the reform
package received the required approval by the President.

Other proposas which have been put to parliament are the customs code, the bill on unfair
competition in imports and accreditation and the capital markets board law.

Main Indicator s of Economic Structurein 1998

Population (average)  thousand 63451

6400

GDP per head PPS-ECU 32

per cent of
EU average

Share of agriculture’
16.1

7 Agriculture, hunting, forestry and fishing.
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in per cent | 42.3
- gross vaue added per cent
- employment

[nvestment-to-GDP per cent 254

ratio

Gross foreign per cent 21.6

debt/GDP

Exports of goods & per cent 24.2

savicedGDP

Stock of foreign direct  hillion €
investment, according € per head
to EBRD

Source: National sources, OECD external Debt Statistics,
IMF, EBRD.

2.3 Assessment in terms of the Copenhagen criteria

The existence of a functioning market economy

As st out in Agenda 2000, the existence of a functioning market economy requires that prices,
aswell astrade, are liberdised and that an enforceable legd system, including property rights, is
in place. Macroeconomic dability and consensus about economic policy enhance the
performance of a market economy. A well-developed financial sector and the absence of any
sgnificant barriers to market entry and exit improve the efficiency of the economy.

After years of frequently changing governments, the parliamentary dection in April 1999
resulted in the formation of a codition government with a comfortable parliamentary mgority
and a grong politicd commitment to tackle overdue sructura reforms and to bring down the
chronic high levels of inflation and public deficits pardysing the Turkish economy during most of
the 1990s. In early July 1999, the new government has dready reached a further agreement
with the IMF on a Staff Monitored Programme until the end of 1999 and a consolidation
programme garting in the year 2000, with the target of bringing down inflation to sngle digit
numbers by 2002. Trade unions in Turkey gppear to agree with the government on the need
for swift reforms.

With respect to macroeconomic stability, 1998 has been a difficult year for Turkey. The
response to the negative externd shock demondrated the flexibility and swift adeptability of the
Turkish economy. But it dso illudrated its vulnerahility, as it reveded that the functioning of the
economy depends crucidly on the access to liquid capita markets, which when markets are
squeezed markets is only provided at high costs. Thus, despite the consderable potentia to
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face adverse developments, the degree of macroeconomic stability that has been reached does
not alow economic agents to plan beyond a short-term horizon.

In principle, prices are determined by market forces. However, roughly one third of the itemsin
the consumer price index basket il is subject to adminidrative pricing.

As far as externd liberdisation is concerned, Turkey has made, in line with its commitments
under the Customs Union, further progress in negotiating preferential agreements with EU
partner countries. For example, it has sgned Free Trade Agreements with al EU candidate
countries.

As a heritage of decades of trying to use its own enterprises to modernise and diversfy the
Turkish economy, the gate ill plays an important role as an economic agent, especidly in
sectors like basic industries and banking.

Market entry and exit remain free. Foreign direct investment is subject to prior authorisation,

which however is generdly conceded. There are neither quantitative redtrictions on the inflow
of capita, nor on the remittance of capita earnings. The legd framework for the working of a
market economy is largely in place. In 1998, this newly established, independent Competition
Authority gtarted to ded with competition infringements, consdered gpplications for mergers
and acquistions and gave its opinion on possible incompatibilities between various government

ingtitutions. The new government aso brought through parliament a change to the condtitution, in
order to alow for internationa arbitration. This measure facilitates privatisation of enterprisesin
the energy, tdecommunications and infrastructure sector and removes a consderable
disncentive for foreign direct investment, which until now is 4ill very low in view of the
economy’s Size and potential. However, despite the progress achieved there is ill a need to
improve the implementation of dready exigting legidation.

The remaining digtortions in the financiad sector, impact negeatively on the development of small
and medium-sized enterprises. However, the recent amendment to the banking law has
introduced gtricter regulationsin an attempt to improve transparency in the sector.

Turkey has many of the characterigtics of afunctioning market economy. It has made progress
in achieving macroeconomic gability, especidly in reducing inflationary pressures and public
deficits. The authorities have demondrated the ability to adhere to budgetary consolidation in
an unfavourable economic environment and during atime of political uncertainty. However, the
process of achieving a smoothly functioning market economy is not completed, as there are il
consderable areas of state dominance and market distortions - especidly in agriculture and the
financia sector. Structura imbaances, such as the close link between the banking sectors
profitability and the existence of a high and short-term financing need of the public sector lead
to a digtorted capitd market and high red interest rates. In order to cure such chronic
imbaances and to unvell Turkey's dumbering growth potentid, the authorities should continue
to focus on bringing down inflationary pressures and public deficits, and on developing further
Sructura reforms.

The Capacity to Cope with Competitive Pressure and Market Forces within
the Union
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Turkey's ability to fulfil this criterion depends on the existence of a market economy and a
stable macroeconomic framework, alowing economic agents to make decisions in a climate of

predictability. It aso requires a sufficent amount of human and physicd capitd, including

infrastructure. State enterprises need to be restructured and al enterprises need to invest to

improve ther efficiency. Furthermore, the more access enterprises have to outside finance and

the more successful they are a restructuring and innovating, the greater will be their capacity to

adapt. Overdl, an economy will be better able to take on the obligations of membership the

higher the degree of economic integration it achieves with the Union prior to accesson. Both the

volume and the range of products traded with EU Member States provide evidence of this.

With respect to the exigtence of a functioning market economy, the Turkish economy has
shown a condderable degree of flexibility when weathering the turbulence caused by the
Russan crigs. In addition, the relative ease with which the economy took up the increased
competition due to the customs union provides further evidence for the economy’s potentid.
Nevertheess, macroeconomic stability is not reached to a sufficient degree. Due to the high
level of inflation, the planning horizon of economic agents is very short in Turkey and strongly
biased towards liquidity consideration. The present environment does not alow for longer-term
investment consderations, which would be necessary to secure the long-term competitiveness
of the Turkish enterprise sector within the environment of a common market.

Asfar as physical capita is concerned, Turkey’s investment share is over 25% of GDP, which
Isin line with other catching-up economies, but is subject to areatively high degree of volatility
and digtortions. In addition to the norma volatility, the investment behaviour is hampered by the
volatile monetary environment, the sub-optima functioning of the financid sector in channdling
the investment funds to the most efficient uses and the crowding-out by the public sector. Public
investment accounted for 6.7% of GDP in 1998, which is more than one quarter above the
level of the previous year. About 70% of public investment is used for construction purposes.

Foreign direct investment accounts for about 0.5% of GDP, which is rdatively low, despite the
liberd Turkish regime for foreign direct invesment, the large domestic market and the free
access to the European market for manufactured commodities.

Turkey is in the favourable postion of having a reatively young population. However, the leve
of human cepitd is relaively low when compared to other gpplicant countries. Turkey's
competitiveness in terms of human capitd could further deteriorate and enter a vicious cycle of
low education and low wages.

Wage flexibility remains relatively high in Turkey. In the early 1990s, wage growth was rather
strong, but it declined sharply after the recession in 1994. In 1998, real wages of employeesin
the public sector declined by 0.4%, while private sector wages rose by 9.6%. Productivity per
registered employee rose by 12% in 1997 but declined by 2.6% in 1998.

Physcd infrastructure is a potentid bottleneck of economic growth. Especidly the ralway
system is outdated and operates only with considerable deficits. On the other hand, the quality
of the tdecommunication network has improved congderably in recent years. Furthermore, the
government is very active in expanding and upgrading networks for energy transport.

Trade integration with the European Union remains reatively high. Turkey is the only applicant
country which has entered a customs union with the EU, covering industrial and processed
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agricultural commodities. About 50% of Turkey’strade is carried out with the EU. More than
two thirds of Turkey's exports went to the wider set of European countriesThe magor
economic effect of the customs union, which isin force since 1 January 1996, was a redirection
of Turkish imports towards the EU, while the share of Turkey’'s exports to the EU declined
over lagt few years: this phenomenon results from firgtly from ardatively low growth of import
demand in the EU and secondly from a dynamic increase of Turkish exports marketsin Central
Asa Turkish enterprises have had no mgor problems in adjusting to the new competitive
Stuation. During the 1990s, the commodity structure of Turkey’s trade improved rapidly, with
the share of manufactured commodities risng from 66% in 1990 to 78% in 1998. The share of
intracindudtry trade with the EU is rdaively high.

Smadl and very small family companies are the backbone of the Turkish private sector. In the
manufacturing sector they account for 99.5% of the total number of enterprises, employ about
61.1% of tota employment and generate 27.3% of vaue added. These companies
demondrated a high degree of flexibility and adaptability to new dtuations, but their
competitiveness in a bigger market is limited as their access to the Turkish capitd market is
restricted and their management and administrative skills are not up to modern standards.

Given Turkey's rdaively smooth economic performance within the customs union with the EU,
consderable parts of the Turkish economy are able to sustain competitive pressures and market
forces. However, there are dill significant pockets of sheltered and non-competitive sectors,
which are not able to survive without substantial government support, such as agriculture and
gate dominated basic industries and banks. In addition, smal and medium-sized enterprises
need congderable upgrading for being able to sugtain international competition. The economy
has not yet reached a sufficient degree of dability to dlow for medium-term planning of
economic agents. The overdl level of education and of the transport infrastructure has to be
improved sgnificantly. Regiond disparities between urban and rurd areas and East and West
are very large, leading to congderable internd migration flows. Despite government’ s attempts,
like the Gliney Anadolu Projes, to promote economic development in underdevel oped aress,
the present disparities pose a potentia threet to Turkey’s socia and economic stability.

With regard to the capacity to cope with competitive pressure and market forces within the
Union, Turkey is a dua economy. Part of the Turkish economy should be able to cope with
competitive pressure and market forces within the Union in the medium term; another part
needs maor development. Much progress il is needed in order to remove structural
imbalances.

2.4 General Evaluation

Turkey has many of the characteristics of a market economy. It should be able to cope, dbeit
with difficulties, with competitive pressure and market forces within the Union, provided
sugtainable macroeconomic dability is atained and there is further progress towards the
implementation of legd and sructurd reform programmes.

Turkey has continued its consolidation policy and economic imbaances have been reduced.
The public deficit and inflation have been reduced, the latter through a change in wage and price
indexation. Penson reform has been approved by paliament. The efficiency of revenue

25



collection procedures has been improved. The conditution has been changed to permit
internationa arbitration. This should facilitate privetisation of the eectricity sector and
invesment in infrastructure and reomove an important impediment for foreign direct
invesments.

Priority should be given to reduce inflationary pressures and fisca deficits in order to reduce
red interest rates and high financing needs of the public sector, which are crowding out private
sector investment. In view of the financing needs for the repair of earthquake damage, specid
attention should be paid to the overdl fisca discipline and to the swift implementation of further
sructura reforms. Privatisation needs to be continued and the promotion of SMES has to be
enhanced. The uneven distribution of income and the huge regiona disparities impede sound
economic development. Attention should be paid to education as an dement of an overdl
socio-economic development strategy.
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3. Ability to assume the obligation of membership

The presentation of this chapter follows the structure used in the last Regular Report. It reflects
Turkey’'s gradua gpproach to the adoption of the Community acquis.

In the perspective of the preparation of this report, Turkey has done an important work of self-
asessment of the levd of harmonisation of its legidation with the Community acquis. This
exercise will serve as a darting point for further discusson between the Commisson and
Turkey on gpproximation of legidation.

3.1 Sectors of theacquiscovered by the customs union

The customs union continues to form the backbone of the rdationship between the EU and
Turkey. As a result of an unfavourable externd environment, Turkey has faced difficulties in
sugtaining its exports to some of its mgor trading partners. There was a condderable drop in
overdl exports of 7.1% in the first half of 1999. Turkey's exports to its biggest trading partner,
the EU, however, posted growth of 2.4% in the same period, demongtrating the benefit of the
customs union and partly compensating for alossin exports to some other destinations.

Internal market
Free movement of goods
Current situation

There is free movement of industria goods between the EU and Turkey. As far as technical
legidation is concerned the Stuation is the following.

The Framework Law on the Preparation and Implementation of the Technical Legidation on
Products has not yet been adopted. This has ddlayed the adoption of its implementing
legidation, which is dready prepared and covers specific issues on CE marking, conformity
assessment bodies, market surveillance and exchange of information on technica regulations. It
has also delayed the adoption of separate New Approach directives.

The trangposition of European standards has substantially progressed. Full membership in CEN
and Cendlec of the Turkish Standards Indtitution is currently afirgt priority.

As regards sector specific legislation related to areas covered by the new approach, the
regulaions transposing the directives on persond protective equipment, recregtional crafts,
mechinery, low voltage, eectromagnetic compdtibility, lifts, civil explosves, gas gppliances,
pressure vessels, medica devices and toys, which have been prepared, have not yet been
adopted.

New legidation has been adopted in the fidld of lega metrology.

Concerning sector specific legidation related to areas covered by the old approach, progress
has been uneven. In the fild of foodstiuffs, most of the EC legidation is dready in place. New
regulations need to be adopted in the field of materids and articles intended to come into
contact with foodstuffs. Customs checks on EU imported foodsiuffs, which are ill in place,
should be urgently removed.
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In the fidd of pharmaceuticas, directives on homeopathic products, pricing, immunologica
products, products derived from human blood, distribution, classfication, labeling and
advertising still need to be transposed.

In the fidd of chemicds, the EC directive on classfication, packaging and labdlling on
dangerous substances and preparations as well as the Directive on restrictions on the marketing
and use, which have been prepared, have not yet been transposed.

In the field of cosmetics, textiles, footwear, crystal glass and wood, no progress has been
made.

Concerning motor vehicles the main progress is the trangposition in 1999 of the type-gpprova
directive for agriculturd and forestry tractors.

With regard to product liability, Directive 85/374/EEC is only partidly transposed.
Evaluation

The generd dituaion with regard free movement of indudtria products is satisfactory but
implementation of EC legidation on dimination of technical barriers to trade is limited. In
particular a framework legidation is gill missng. Although in some sectors (based on the
product specific gpproach) aignment with the directives is adready in place, there has been no
ggnificant progress in completing this dignment since the last regular report, gpart from the
motor vehicles sector.

Competition

Current situation

There has been no sgnificant change since the last regular report.

Asfar astheimplementation of anti-trust rulesis concerned, the Situation remains satisfactory.

However, progress sill remains to be made in order to finalise the gpproximation on the acquis
as foreseen in the customs union Decision. Regarding state aid, information on Turkey's State
ad schemes have dready been submitted to the Commisson. Their conformity with EC rules
still needs to be discussad between the Commission and the Turkish authorities.

As far as adjusment of monopolies and enterprises with exclusive rights is concerned, the
Commission is gill particularly concerned with regard to the privileged position enjoyed by
TEKEL, the Turkish State acohol, tobacco and sdt conglomerate.

Evaluation

The great efforts that Turkey undertook in the preparation of the entry into force of the customs
union should be continued.

Intellectual, industrial and commercial property

Current situation
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Patent protection on pharmaceutical products and processes is ensured in Turkey since
January 1999 in line with Turkey’s obligations under the customs union Decison. However,
other obligations under annex 8 of this Decison (i.e accesson to the Convention of new
vaieties of plants, protection of copyrights and neighbouring rights in sadlite and cable
broadcast etc), due to be fulfilled before 1 January 1999, have not been met.

Evaluation

There has been red progress in terms of protection of industria property rights in Turkey. The
other obligations that Turkey has to fulfil should not raise mgor problems but effective
enforcement gill merits specid attention.

Commercial policy
Current situation

As gdated in the last Regular report, Turkey's commercia policy is aready largely digned on
EC policy. Further aignment has been achieved in the preferentia policy fidd. Negotiations on
a Free Trade Agreement with Poland were concluded in July 1999. When this agreement is
formally adopted, Turkey will have Free Trade Agreements with al candidate countries from
Centrdl and Eastern Europe as well as FYROM. Negotiations with Egypt, Tunisa, Morocco
and the Pdedtinian Authority continue, while negotiations with Mdta and Jordan should gtart
soon.

The EU is dso holding preiminary discussions on the possible extenson of the Customs union
with Turkey to services and public procurement. A successful extension of the Customs Union
in this area and enhanced co-ordination with Turkey and other candidate countries in the WTO
should lead to a progressive dignment of Turkey's podtion with that of the EU in the GATS,
the GPA etc.

Turkey is fully involved in the consultation process between the EU and the other candidate
countriesin view of the forthcoming negotiationsin the WTO.

Evaluation

Turkey’s compliance with the Community commercid policy remains very satisfactory.
Cugstoms

Current situation

As dated in the last Regular report, Turkey's customs regime is Smilar in substance to the
Community Customs Code rules. The differences between the two regimes have nevertheess
not yet been totaly diminated, in particular concerning free zones, sugpensive arrangements and
customs procedures with economic impact. The new Turkish Customs Code, pending in the
parliament since 1995, has gtill not been adopted.

Since 1 January 1999, Turkey participates, as foreseen in the European Strategy, in the pan-
European cumulation system for rules of origin for indudtria products.
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A further strengthening of the Customs union, also envisaged in the European strategy, has been
achieved through the establishment on 1 January 1999 of a common outward processing
system for textile products. This system dlows for economic outward processing operations
involving both parts of the Customs union to be undertaken in athird country.

Evaluation
Some progress has been achieved but further efforts are needed to reach full harmonisation
Conclusion

While Turkey continues to comply with most of its obligations under the cusoms union,
additiond legidative efforts should be made in order to reach full compliance in the competition
and cusomsfidds.

3.2  Sectorsof theacquiscovered by the European Strategy

Although Turkey has no legd obligation on gpproximation of legidation outside the scope of the
Customs union, the last regular report assessed the position with regard to the adoption of the
acquis in the sectors covered by the European strategy. The present section examines progress
made.

Internal market
Free movement of capital

After along period of gradua opening up of its regime on capita movements, the dignment of
the Turkish legidation with the acquisin thisfidd is well advanced.

No recent liberdisation measures have been taken. Redtrictions remain in particular in the field
of foreign direct invesment by foreigners in the Turkish mining, energy and banking sectors.
Investment by foreigners in the field of red edtae is dso redricted. Public offering of foreign
securities to the domestic capita markets by foreign issuers is only possible with a minimum
qudity track record. Findly, insurance companies technica reserves cannot be invested in
foreign assats.

Although Turkey was severdly affected by the globd financid criss darting in 1997 and
continuing through 1998, it did not revert to any measures which would have redtricted the free
movement of capitd.

The didogue on gregter liberdisation of movements of capitd between the Community and
Turkey, as foreseen in the European Strategy, was supposed to start together with the macro-
economic dialogue. Both sides intend the discussons on these issues to take place in autumn
1999.

Free movement of services

A few legidative developments entered into force in the financid services sector. In the banking
sector a new Banking Act has been adopted in June 1999. The Act introduces, among other
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things, a stricter set of requirements for the taking up and pursuit of the business of banking. It
aso introduces provisons to avoid misuse of resources by shareholders. Further large
exposures are defined. The Act dso foresees the establishment of a Banking Regulatory and
Supervisory Authority with auditing and monitoring capacity. The conformity of this new law
with the Firg and Second Banking Co-ordinaion Directives and the Directives on Large
Exposures and Deposit Guarantee Schemes will have to be evauated. The conditions of its
implementation will aso have to be followed. Efforts must continue to fully dign with the EC
Directivesin thisfied.

No magjor progress can be reported in the securities market and insurance sector, in which,
according to the last year regular report, further approximation with the acquis was needed.

Concerning the payment infrastructure, a red time gross settlement (RTGS) system is dready
in place and the Central Bank of Turkey is currently introducing more advanced festures in the
system. No information is available on progress on the implementation of the eectronic
securities transfer and settlement (ESTS) system, that will have a red-time connection to the
settlement system. Based on the existing RTGS system, the payment system in Turkey can be
congdered as rather advanced.

Exploratory taks between the Commisson and the Turkish authorities on a preferentia
agreement on the liberdisation of services foreseen in the European strategy have progressed
well on questions such as the form, structure and scope of the agreement. On many occasions
the EU and Turkey have underlined the great importance they attach to substantia progress in
these two sectors.

Public procurement

The information available does not make possible an evauation on the openness of the Turkish
public procurement market.

Discussions on mutua opening of public procurement markets, as foreseen in the European
srategy, have been held in the context of discussion on services.

Industrial and SME policy
Turkish industry has been influenced by negative international macro-economic developments.

Due to lower domestic demand, domestic market oriented sectors like the Turkish automotive
industry have experienced a drop in saes, while export oriented sectors like the textile industry
had to cope with increased price competition from Asian countries on world markets. This has
led to pressures from some parts of industry for protection. Despite these pressures and the
political uncertainty in the run-up to the last eections, the Turkish Government has resisted
protectionist calls,

In this context, the customs union with the EU has acted as a sabiliser for Turkish industry,
because exports of industrid products to the EU have been largely unaffected by the crigs,
while imports from the EU have decreased in line with the fal in domestic demand.
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As mentioned above (chapter on economic criteria) structurd reforms and stabilisation
measures are till needed in order to improve the business environment. It is o crucid that
Turkey improvesitsrating as a foreign investment location.

An important dimenson of the indudtrid policy is the control of dtate aids (see competition
chapter).

Concerning the privatisation programme, the ambitious targets for 1998 have not been met.
However, the new Government has declared that it will continue privatisng State run
companies, and has set itsdlf the target of € 3.8 billion privatisation revenuesin 1999.

As far as the sted sector is concerned, the privatisation of the stedlworks at Eregli, athough
planned for 1997, has not yet taken place. Moreover, the entire sector needs to restructure,
while ensuring that any state aid granted is compatible with internationa obligations.

SMEs play an important role in the economic and socid fabric of the country. However they
dill face a series of difficulties that stem from traditiona modes of production in certain sectors
and parts of country. They find it difficult to get access to the capital markets and to cope with
high interest rates.

The EU and the Turkish Government are currently in the process of setting up a contact group
for indudtria co-operation, congisting of the main industry and SME federations. This group will
have a pivotd role to play in defining future strategy for EU-Turkish industrid co-operation, and
should aso work on concrete co-operation projects, which could be redlised in the framework
of the European drategy for Turkey. Through ad hoc participation of Turkey in various
Community initiatives, co-operation between Turkish and EU business organisations continues
as well as direct bus ness-to-business contacts.

Agriculture

Compared to 1997, the sector's total contribution to GDP rose by 2.8 percentage points to
17.8% in 1998, which is the highest vaue reached in this decade. The agriculturd share in
employment is about 43%. Foreign trade of agriculturd goods is reported to be stable on the
export 9de with € 24 billion in 1998 while imports shrank considerably. The decrease
amounted to 13,5 % resulting in only € 1.8 billion of agriculturdl imports. Thus, the Turkish
agricultura trade surplus was € 626 million compared to € 335 million in 1997.

Agriculturd and food trade between the EU and Turkey followed the same lines. Stable
Turkish exports and decreasing imports from the EU resulted in Turkey's positive agricultura
and food trade balance with the EU of € 980 million.

However, agricultura trade relations between Turkey and the EU are till disturbed by Turkish
regtrictions on imports of live bovine animals and besf from the EU.

With regard to agriculturd policy, Turkey continued its path of rdatively high support and
protection for agriculture. Provisona OECD data on percentage PSE (producer support
estimate) amounts to 39. This compares to 31 in 1997 and is the highest value ever calculated
for Turkey. The most important increasesin PSE were observed for ceredls, sugar and besf.
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Ancther important issue concerns the abolition of state involvement in marketing and processing
of agricultura produce, which is still strong for acoholic beverages, tobacco, ceredls, tea, sugar
and red meet. As far as can be ascertained by the Commission, no sgnificant progress was
reached in this area Snce the last regular report.

As part of its European strategy for Turkey the Commission has proposed a programme aong
the lines of the approach followed for the candidate countries from Central and Eastern Europe
to help Turkey to bring its farm policy in line with the CAP. The Commisson's services and the
Turkish authorities have started a process of policy comparison in the area of arable crops.

Telecommunications and information society

The expanson and modernisation of services and infragructure is developing wel with a
penetration rate in fixed telephony of 32 lines per 100 inhabitants, and in mobile telephony of
5.3 per 100 inhabitants. The digitalisation of the backbone network went up to 82.9%, although
the market for fixed voice telephony will remain under the monopoly of Turk Telecom until
1 January 2003.

A further liberdisation of the market for mobile telephones is under preparation (adding further
licencesto the two GSM licenses granted in 1998).

A new tdecommunications law has been prepared which will change the dtatus of Turk
Telecom, dlow for partid privatisation of up to 49 % of the company, introduce generd
conditions for concesson and licences and provide for the establishment of an independent
regulatory authority. A regulation has been prepared on revenue sharing between Turk Telecom
and the mobile network operators has been elaborated. In order to cope with the rapidly
growing demand for Internet connections, a new Internet backbone service (TT-NET ) will be
launched by Turk Telecom thisyear.

The mgor part of the acquis has till to be adopted, including anew law, the draft of whichisin
essentid parts not in line with EU regulaions.

Co-operation in specific technicad and regulatory projects would be facilitated if funding were
available. As part of the European drategy, the Commission and the Turkish indtitute Tubitak
have recently decided to co-operate through their respective Information Society Technology
Programme and TIDEB Programme.

Scientific and Technical research
No particular development can be reported.

During recent contacts between the Turkish adminigtration and the Commission, Turkey has
indicated that it would not participate as a fully associated country in the Fifth Framework
Programme and that it will continue to participate on a project by project basis.

Environment
The last regular report indicated that the Turkish law was very different from that of the Union,
particularly in terms of standards, monitoring requirements and methods of measurement, and

33



that the implementation of the law left much to be desired. It dso underlined that the May 1998
nationa environmenta action plan devoted little attention to adoption of the acquis.

Complete adoption of the environmental acquis communautaire remans a long-term
prospect. Since the last Regular report, no evidence of progress in adopting the acquis is
gpparent in areas such as water, nature protection, waste incineration, industrial pollution
control and risk management, chemicals, ozone depleting substances, nuclear safety and
radiation protection.

Turkey has reported that the regulations on the protection of air quality and noise control are
being revised taking into account EC norms and the prevailing conditions in Turkey. It aso
report that it has partialy amended the regulation on medica waste control.

The production or marketing of geneticdly modified organisms (GMOs) is not currently
permitted. Acts and regulations to control GMOs are under preparation by the appropriate
minigtries following receipt in 1998 of the first gpplication to import genetically modified potato,
maize and cotton.

Turkey has continued to play an active role in the Black Sea environmenta co-operation and
currently holds the Chairmanship of the Istanbul Commission set up under the 1992 Bucharest
convention for the protection of the Black Sea.

The Community programme LIFE-Third Countries continues to be used to fund environmenta
projects complying with the ams of Community policy and legidation with three new projects
having been agreed in 1999.

Turkey has responded positively to the European Strategy by making concrete propositions for
enhanced environmental co-operation. Further progress will require the adoption of financial
regulations providing support for implementation of the European drategy.

In March 1999, Turkey formally applied to participate in the activities of the European
Environment Agency (EEA). In July 1999 the Commission adopted a draft proposa for a
Council Decision concerning the negotiations on behaf of the Community on the participation of
al candidate countriesin the EEA.

Trangport
Turkey isfollowing a policy of progressive adaptation of its regulatory system to thet of the EU.

In road transport, Turkey does not yet apply some of the important UN-ECE mulltilatera
conventions in the field of socid legidation and trangport of dangerous goods, which are dso
incorporated into the Community acquis, however, ratification of the AETR is now in its find
phase, and accession to the ADR is planned for this year. A number of difficulties remain in
road trangport (authorisations and permits for road hauliers, safety, weights and dimensions).

In the maritime field, the trestment in Turkish ports of vessels serving Cyprus and of vessds on
the Cyprus register is still cause of mgor concern. Congdering the very high detention rate of
Turkish vessdsin foreign ports, maritime safety should be a priority issue.
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On the occasion of various contacts between the Commission and the Turkish authorities on the
European drategy, specific fields of co-operation have been discussed. Nevertheess, the
implementation of European strategy proposals has not subgtantially progressed, in part due to
the absence of adequate financia support.

Concerning air transport, the Commission remains open to entering into exploratory discussons
on liberdisation.

Concerning infrastructure, Turkey has expressed its interest to participate in the extenson of the
transeuropean network of Globa Navigation Sadlite System (GNSS). Discussions with the
Commission services have sarted on this subject.

Energy

Turkey's energy policy objectives remain to a large extent in line with those of the EU and
include security of energy supplies, diversfication, market principles, environmenta norms and
increesed  efficiency. The recent change to the Conditution dlowing privatisation and
internationa arbitration has been an important development in this sector. Turkey is adso
consdering the credtion of an independent structure in the energy sector (Regulatory body).
Improving energy efficiency isapriority but much remains to be done.

There has been no mgjor policy change concerning recourse to nuclear power and the planned
Akkuyu nuclear power station.

In line with the European strategy, Turkey has prepared an inventory of EU and Turkish energy
legidation with a view to the harmonisation with the energy acquis. This inventory will be
assessad by the Commission in asimilar way as for the other candidates countries.

Next steps should include alignment in aress such as the interna energy market, oil stocks, state
interventions in solid fuels sector, improvement of energy efficiency including losses in power
transmisson and distribution, promotion of the use of renewable energies and the Euratom
acquis.

Following Turkey’s request for participation in the INOGATE oil and gas pipdine management

programme, discussions have started in view of the financing of specific projects in this fied
under MEDA.

Consumer protection

Turkish dignment with the consumer protection acquis is progressing rather dowly and none of
the directives in this field have been fully transposed. Market surveillance authorities need to be
reinforced. Consumer protection associations need to be further strengthened to become
effective.

Under the European strategy, proposals for co-operation are being discussed.

Justice and Home Affairs
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The last Regular Report called on Turkey to develop active cooperation with the EU on
immigration, to lift its geographical reservation on the Geneva Convention and to adopt a
number of items of legidation (under crimind law).

Immigration / border controls

So far as immigration is concerned, in 1998 the number of persons caught while trangting
illegdly through Turkey exceeded 40.000. This figure represents a Sgnificant incresse in
comparison to 1997 (30.000) and 1996 (18.000). The mgjority of these people come from
Pekistan, Bangladesh, Sri Lanka, Afghanistan and first and foremost from Irag. Coast guards,
Land forces, Gendarmerie and Police are responsible for the prevention of illega immigration.

Turkey is not a country of find destination : dmog al the persons caught try to reach Western
European countries and the mgority of them are caught at the land border between Turkey and
Greece a Edirne snce most illegd immigrants try to enter Greece as afirst step. The number of
illegd crossing attempts in Bulgariais negligible. The sharp increase in the number of immigrants
caught cdls for a devdopment of the fadlities and an increase of the financid means to
accommodate the illegds.

The fight againg illegd immigration is on the agenda of the taks which sarted in July 1999
between Turkey and Greece. Turkey participates in the Budapest Process againg illegd
immigration and adso co-operates with the Office for International Migrations in the fied of
traning.

The objection of Turkey to conclude readmisson agreements remains a serious difficulty.

So far as borders are concerned, sea borders fal under the responsibility of coast guards
(Minigtry of Interior) while Land forces (Minigtry of Defence) and Gendarmerie (Ministry of
Interior) are responsible for the protection of the green borders. In the future, merging within a
unified Border Guard of the different services in charge of border controls could be consdered
in order to improve co-ordination and efficiency.

Right of asylum

Turkey co-operates with UNHCR in the field of training. 17746 Kosovars have been granted
temporary resdence for sx months as from March 1999. In addition, as mentioned above
(chapter 1), the procedure for the examination of residence permisson request have been
improved.

Turkey ill maintains a geographical reservation to the 1951 Geneva convention and only grants
refugee datus to people coming from European countries, thus largely rendering the asylum
machinery ineffective. The conditions in which asylum-seekers are held need to be improved. A
department specificaly intended to handle asylum cases also needs to be set up. It would aso
have to be able to gather and evauate figures on the number and origin of asylum seekers and
on the reasons for refusa of asylum.

Police

The interna security forces (151.664 persons), i.e. the bodies afiliated to the Ministry of
Interior, are the Generd Directorate of Security, the Gendarmerie and the Coast guards. These
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three bodies perform their tasks respectively in urban areas, rura areas and on the coasts. The
Generd Directorate of Security, i.e. Police dricto sensy, is divided into judicid, adminigtrative
and political branches.

As far as crimes againgt public order in 1998 are concerned, when compared to 1997, the
highest increase is observed in illegd gambling, robbery, wounding and child kidnapping while
there was a sgnificant decrease in women kidnapping and pyromania. Crimes regarding treffic
and smuggling are on the increase.

In July 1999, Parliament passed a new law intended to combat organised crime, with the
intention of curbing the power of the Turkish mafia and other illega organisations. The law will
bring increased powers of survelllance to the security services, alowing police and gendarmerie
to monitor and record the movements and activities of individuals after obtaining a court order.
Police will not be required to determine a sugpect's guilt before embarking on surveillance
operations and may do so for a period of three months while awaiting court approva. Members
of illegd organisations who provide informéation to the State benefit from a witness protection
programme. The new law gives a detailed definition of organised crime. These provisons bring
Turkey closer to the EU acquisin thet field.

The issue of money laundering is regulated by Law 4208 of November 1996 on the Prevention
of money laundering, complemented by a Regulation which provides that financid inditutions
are liable to prosecution if they fail to report suspicious transactions.

Regarding international co-operation, Turkey has signed so far 44 bilateral agreements on co-
operation for the fight againgt organised crime and drug trafficking. Turkey aso participatesin a
number of fora such asthe OECD Financid Action Task Force (FATF).

Fight againgt organised crime should be strengthened, especidly as regards trafficking of human
beings. Although relevant articles of Law 4422 and of the Pend Code are gpplicable to
trafficking in human beings, this activity isnot crimindised as such in the Turkish legidation. This
gap should befilled.

Drugs
An agreement on cooperation in combating drug trafficking was sgned with Indiain 1998.

Turkey remains a mgjor trafficking centre, particularly for drugs coming from Afghanistan, Iran
and Central Asa It isaso acentre for refining opium.

.The Turkish authorities need to devote atention to dismantling hidden laboratories and
combating the chain of trafficking more effectively. Grester efficiency will require sgnificant
reinforcement of police cooperation with EU Member States, an area hitherto marked by
insufficient exchanges of information. The Turkish authorities will have to acquire legd
ingruments which are compatible with international police cooperation practices, particularly in
connection with "controlled ddivery”.

Judicial cooperation

In the field of civil law, Turkey ratified the European Convention on Recognition and
Enforcement of Decisons concerning Custody of Children in August 1999, but it has so far
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faled to ratify the Convention of 25 October 1980 on the Civil Aspects of International Child
Abduction, and has not acceded to the Convention on the Taking of Evidence Abroad in Civil
or Commercial Matters of 18 March 1970 or the Convention of 25 October 1980 designed to
facilitate international access to the Courts.

In the field of criminal law, Turkey has yet to accede to two vitd Council of Europe
insgruments. the 1990 Convention on Laundering, Search, Seizure and Confiscation of the
Proceeds from Crime and the Agreement on illicit traffic by sea, implementing Article 17 of the
United Nations Convention Againg lllicit Traffic in Narcotic Drugs and Psychotropic
Substances. Furthermore, Turkey has not signed the firgt additiona protocol of 15 October
1975 to the European Convention on Extradition or the additional protocol of 18 December
1997 to the Convention on the Transfer of Sentenced Persons.

Employment and Social affairs

In the framework of the contact group meetings on the European drategy, Turkey has
expressad itsinterest in discussing employment and socid affairs under the European strategy.

The unemployment rate (ILO methodology) was 6.3% in 1998, as againgt 6.4% in 1997. An
underemployment rate of 5.9% has to be added to this, according to officid figures. It should
be noted that no unemployment insurance system exists in Turkey a present, athough with the
adoption of the socia security bill in 1999 (see above, chapter 2), an unemployment insurance
scheme isto be introduced in June 2000.

As indicated in the last Regular report, Turkey has a number of workers and employers
organisations. Progress has been made in recent years on the freedom of workers to organise
and join trade unions. The Economic and Socid Council has met twice in 1999.
Notwithstanding this didlogue between socid partners, redrictive provisons on trade union
activity remain in Turkish law, particularly with regard to public sector unions and free trade
zones. Moreover, there continue to be reports of widespread harassment of trade union
activists by both employers and the authorities®. Further progress needs to be made to create
the conditions for afree and genuine socia didogue.

The degree of dignment of Turkish legidaion with the acquis in the fidd of hedth, socid
security, labour and equa opportunitiesis limited.

While Turkey is making serious efforts to address the problem of child labour, the phenomenon
remains widespread.

The socid security sysem continues to be in grave financid difficulty. On mgor hedth
indicators, such as infant mortaity, materna mortdity and life expectancy, Turkey continues to
fare Sgnificantly worse than EU Member States.

8  Source: International Confederation of Free Trade Unions, Annual Survey of Violations of Trade Union
Rights 1999.
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Contacts have been established with a view to initiating an exchange of views and experiences
between the Turkish authorities and the Community on issues of mutud interest in the fiedd of
socia and employment policy and to work on approximation of legidation in these fidlds.

Conclusion

Since the lagt regular report, dignment efforts on the acquis have been continuing in mogt of the
aress identified in the European srategy. However, much till remains to be done in fields such
as the internd market (in particular as regards public procurement), agriculture, transport and
environmen.

3.3 Other sectorsof theacquis

It isrecdled that we are dedling here with sectors not currently faling within either the Customs
Union Decision or the European strategy proposals, but nonetheless important in the context of
a far-reaching gpproximation of laws. Some of them may in due course be brought within the
European Strategy framework

Internal market
In the absence of legidation on data protection, no independent supervisory authority exists.
As regards company and accounting law, no specific developments can be reported.

As far as recognition of diplomas and professond qudifications are concerned, the information
available does not dlow for an evduation of progress made in terms of dignment with the
Community acquis. The Commission is in the process of launching a sudy on the Stuation in
thisfidd in Turkey.

Education, training and youth

The information avallable does not dlow for an evauation of progress made in this fied. The
Commission and the Turkish authorities are currently discussing the preparatory measures to be
put in place in Turkey to alow future participation in the Community programmes Leonardo da
Vinc 1, Socrates 11 and Y outh for Europe. EU funding is foreseen for these measures.

Audio-visual

The information available does not alow for an evaduation of progress made in Turkey with
respect to the adoption of the audio-visua acquis. Turkish broadcasting legidation can not be
consdered as being in full conformity with the acquis.

EMU

Although the Turkish Centra Bank enjoys a degree of factud independence, its atutes dill
need to be digned to assure the full legd independence of the monetary authorities.
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Further assessment of exigting legidation is heeded to assure that no form of privileged access
of the public authorities to financid ingtitutions exists.

Taxation

The Turkish VAT system, based on the Community gpproach, gtill differs from the acquis to
some extent. No further dignment in the VAT area has been made since the last Regular
Report.

Asfor the excise duties, Turkey's scheme il differs sgnificantly from that of the Community.

The indirect tax systems applied by Turkey are a solid starting point in its future dignment to the
Community tax acquis, athough significant adjustements are dill required. A more sustained
effort isrequired in particular as regards excise duties. Specid attention should aso be given so
as to ensure that imports are taxed at the same rate as smilar domesticaly produced products.
Furthermore, priority should aso be given to the diminiation of the supplementary tax for
certain imports (eg. X-ray films).

Satistics

Although to date there have been only minor efforts to implement the acquis in co-operation
with Eurodtat, Turkey is willing to adopt the European Satistica legidation. The State Inditute
of Statigtics has made a self-assessment of its conformity with the EU acquis which will have to
be discussed with Eurostat.

Fisheries

The information available does not dlow for an evaluation of progress made in thisfield.
Regional policy and cohesion

Since the lagt regular report, asignificant amount of new information has been made available,

Among al the candidate countries, Turkey is experiencing the most acute regiond problems.
Thisisfirgly due to the importance of the gap between Turkey's GDP per capita and the EU
average as well asthe extent of interna disparities; and secondly, due to the population size (of
which 38% are classfied as lagging behind, according to internd criteria);

Contrary to the other candidate countries, Turkey has adready been implementing a regiona
policy for anumber of years. However, this policy has been carried out within the framework of
a centrdised planning sysem. As such, the regiond dimension is not taken explicitly into
account in the priorities of the public investment budget (no use of regiond indicators in the
sdection of the projects). In addition, the service in charge of regiond policy has very few
people (25 officias) and no representatives in the regions.

According to available data, and given the fact that the effort to combat regiond disparities is
limited, the results are o very limited: the subsidised regions do not atract sgnificant inward
investment® and infrastructure investments (even the GAP project, very strongly concentrated
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on eectricity production) have not enough positive impact on the development of the eastern
regions.

Therefore, and despite the importance of emigration, the interna disparities have not been
reduced.

When preparing for membership, a high levd of priority would have to be given to the
establishment of an efficient regiond policy, addressng the magor gaps of the regions lagging
behind. Turkey would have to adapt its centra adminigtration in order to address this priority in
dlocating ggnificant human and budgetary resources in this area, improving adminidrative
procedures and establishing operationa structures in the regions.

Common foreign and security policy

Following the Luxembourg European Council of December 1997, Turkey has refused to
engage in any politica didogue with the European Union on the sensitive issues of the territorid
dispute in the Aegean, Cyprus and the democratisation process. It has dso continued to decline
the invitation issued by the Luxembourg European Council to participate in the European
Conference. However, in September 1999, FM Cem participated in the GAC luncheon and in
early October, a Politica Directors Troika meeting (provided for in the Association Council
resolution of 30 October 1995 on EU-Turkey political didogue) has taken place for the firgt
time since October 1997.

Turkey has not asked to be associated to the positions taken by the EU in the area of
Common and Foreign Security Policy.

Turkey’s stance on the Cyprus question remains at odds both with UN resolutions and with the
European Union's postion and aso has a negetive impact on the Euro-Mediterranean
Partnership. Turkey and the Turkish Cypriots have dismissed the statement of the G-8 Summit
of 21 June 1999 and on 20 July a Turkish high level delegation led by PM Ecevit and including
deputy PM Bahcdli, FM Cem and others ministers travelled to northern Cyprus to mark the
25" anniversary of the 1974 intervention and to strengthen political and economic ties between
Turkey and the “Turkish Republic of Northern Cyprus’.

The territorid disoute in the Aegean remains unsolved but the foreign ministers of Turkey and
Greece have recently agreed on a new dialogue, aming at pragmatic co-operation in a number
of non-contentious aress.

Turkey has contributed significantly to criss management operations in the Western Bakans.
Turkish troops are involved in IFOR/SFOR in Bosnig, in the Multinationa Protection Force in
Albania and most recently in KFOR. During the Kosovo crisis the country has accepted severd
thousand Kosovo refugees. It gpplied the NATO-decided oil embargo on Yugodavia and, on
the basis of NATO obligations, a ban on Yugodav flights, though it did not formally participate
in the EU-decided flight ban.

9 Evenin the 29 provinces (out of atotal of 49), eligible to regional subsidies and not under the state of
emergency
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Turkey remains concerned about its status with regard to possble EU-led operations in the
framework of the European security and defence policy? It has indicated that the establishment
of asatisfactory forma mechanism concerning thisissue is a priority condition for its consent to
the use of NATO facdilities by the EU.

On the basis of the military co-operation agreement between the two countries, Turkey has
consolidated its relaions with Isradl, while relations with Syriaand Irag remain strained. A Iran-
Turkey High Security Commisson meeting took place in August 1999 and adopted a
memorandum of understanding on border security issues. Since the last Regular Report, severd
operations have been led by the Turkish Army in Northern Irag. Turkey maintains consderable
influence in Centra Ada, both through its specid relations with the Turkic language republics
and its role in multilateral fora such as the Black Sea Co-operaion and the Economic Co-
operation (BSEC).

Conclusion

As regards sectors not covered by the customs union or the European drategy, it is clear that
effective dignment on the acquis can not be expected at this age. Next steps on the dignment
of Turkey's legidation with the acquis will depend on a clear perspective on membership. This
will dso positively influence co-operation on CFSP matters.

3 The Presidency Report on Strengthening the European Policy on Security and Defence approved by
the Cologne European Council calls for (1) “satisfactory arrangements for European NATO members
who are not EU Member States to ensure their fullest possible involvement in EU-led operations,
building on existing consultation arrangements with WEU” and (2) “arrangements to ensure that all
participants in an EU-led operation will have equal rights in respect of the conduct of that operation,
without prejudice to the principle of the EU’s decision-making autonomy, notably the right of the
Council to discuss and decide matters of principle and policy”.
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3.4. General evaluation

Turkey continues to make most progress in dignment in the areas covered by the Customs
Union and, to a lesser extent, in areas covered by the European Strategy. In generd terms the
Stuation with regard to free movement of goods is satisfactory and Turkey has reached a high
level of adoption of European standards even if it has gill not adopted a framework law.
Despite the high degree of dignment in the customs area there is ill a need for a new customs
code. The Customs Union was further developed in the last year through the establishment of a
common system of outward processing for textiles. There is a need for early progress in the
area of copy right law. Although there has been no recent progress in the area of capitd
movements the general Stuation is good and the recent adoption of a new Banking act has
brought further dignment.

In competition there has been progress in the area of anti-trust dthough the Commission
remains concerned about the operation of the TEKEL monopoly. Turkey has notified its Sate
ad schemes to the Commisson and these are under examindion. Agriculture is dill
characterised by high levels of support and protection and there has been no progress in
legidative dignment since the last Report.

In public procurement and in some other parts of the interna market acquis the Commission
does not have sufficient information available to be able to assess progress.

The adminigtrative capacity to goply the acquis in the context of the Customs Union remans
very satisfactory. However, Turkey needs to further modernise its adminigtrative structures and
to increase &ff training.
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4. Administrative capacity to apply theacquis.

The uniform application of EC law: Asindicated in the last Regular report the judicid system
in Turkey suffers from certain deficiencies as far as resources and operating procedures are
concerned. This Stuation has not changed.

The current number of 8.300 judges and prosecutors, of whom 2.723 are women, is to be
increased up to 9.400 next year. This increase is a poditive step, but in view of the case law
seems insufficient to ensure the proper functioning of the judicia system.

Single Market: The Patent Indtitute is the responsible body for the protection of intellectual
property rights and patents. It carries out its tasks with a staff of 242 persons.

The administrative capacity for the enforcement of IPR will have to be strengthened,
including border enforcement. Particular attention should be paid to measures to combat
counterfeit and piracy. Effective co-ordination among law enforcement authorities is
required as well as training of judges on IPR issues. Court delays should also be reduced
and effective deterrence measures imposed.

Intheareaof standardisation, the Turkish Inditution for Standardisation is the unique body in
charge of standardisation in Turkey. It employs 1.162 people and can be consdered as awell-
equipped, independent body, with enough resources both from the persona and technica point
of view. Currently the mgority of its work is CEN-Cendlec reated. Only 1% is occupied by
national standardisation work, the rest being internationa related. As mentioned in chapter 3,
Turkey has made good progress in the adoption of European standards since last yesar.

In the area of conformity assessment, the trandformation of exigting bodies in conformity
assessment bodies in conformity with EC rules has not yet been finalised. Current efforts are
concentrated in improving the equipment capacity of these bodies.

In the area of accreditation, an independent Turkish Accreditation body sill needs to be
established.

In the area of market surveillance, current efforts are concentrated in training the relevant
personnd and in improving the equipment capacity of these bodies.

The establishment of administrative structures necessary to ensure the proper
functioning of the customs union in the field of free movement of goods still needs to be
completed. The structures already in place need to be strengthened, in particular
through appropriate training of staff.

Competition:  The Competition Authority, operative since November 1997, is the
governmenta Agency (staff of 307 persons), in charge of the enforcement of competition rules.
The Competition Board is the decison-making body of the indtitution. State aid matters are
dedt with in the Directorate-Generd for Incentives in the Undersecretariat for Treasury by a
staff of 133 persons.

Even if administrative structures seem to function in a satisfactory manner, it is at this
stage difficult to further assess their capacity to investigate anti-competitive practices
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and their power to order the termination of such practices. The situation concerning
state aids still needs to be assessed.

Commercial Policy: Commercid Policy matters are dedlt with by the Undersecretariat for
Foreign Trade with a staff of 1491 persons.

Existing administrative structures ensure satisfactory implementation of commercial
policy regulations in the framework of the customs union.

Customs: The Undersecretariat for customs, which is effiliated to the Prime Minidry is the
responsble body for deding with al matters concerning customs, customs adminigtration
sarvices as well as with combat againgt smuggling. It currently employs 8.539 persons.

The administrative structures have not yet been sufficiently improved to ensure the
proper functioning of a customs regime fully harmonised with that of the EU.
Moder nisation of the customs administration needs careful attention.

Conclusion
Turkey's adminidrative capecity to gpply the acquis in the context of the Customs union

remains very satisfactory. However further efforts are needed in terms of modernisation of the
dructures and aff training.
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C. Conclusion

Recent developments confirm that, athough the basic features of a democratic system exist in
Turkey, it gill does not meet the Copenhagen politica criteria. There are serious shortcomings
in terms of human rights and protection of minorities. Torture is not systematic but is ill
widespread and freedom of expression is regularly restricted by the authorities. The National
Security Council continuesto play amgor role in paliticd life. Although there have been some
improvements in terms of the independence of the judiciary the emergency courts system
remans in place. In recent months there have been some more encouraging sgns of
democratisation. The government and Parliament have worked to adopt some keys laws
regulating palitica life, the justice sysem and protection of human rights. It is too early to
assess the impact of these measures but these efforts should be pursued and extended to dll
citizens, including those of Kurdish origin. The Commisson hopes that the postive impact of
these measures will not be undone by the carrying out of the desth sentence passed on Mr
Abdullah Ocdan,

Turkey hasmany of the characterigtics of amarket economy. It should be able to cope, abeit
with difficulties, with competitive pressure and market forces within the Union, provided
sugtainable macroeconomic sability is ataned and there is further progress towards the
implementation of lega and structurd reform programmes.

Turkey has continued its consolidation policy and economic imbaances have been reduced.
The public deficit and inflation have been reduced, the latter through a change in wage and price
indexation. Penson reform has been approved by parliament. The efficiency of revenue
collection procedures has been improved. The conditution has been changed to permit
internationd arbitration. This should facilitate privatisation of the dectricity sector and
invesment in infrastructure and reomove an important impediment for foreign direct
invesments.

Priority should be given to reduce inflationary pressures and fiscd deficits in order to reduce
red interest rates and high financing needs of the public sector, which are crowding out private
sector investment. In view of the financing needs for the repair of earthquake damage, specid
attention should be paid to the overdl fiscd discipline and to the swift implementation of further
sructura reforms. Privatisation needs to be continued and the promotion of SMEs has to be
enhanced. The uneven digtribution of income and the huge regiond disparities impede sound
economic development. Attention should be paid to education as an dement of an overdl
s0cio-economic development strategy.

Turkey continues to make mogt progress in dignment in the areas covered by the Customs
Union and, to a lesser extent, in areas covered by the European strategy. In generd terms the
Stuation with regard to free movement of goods is satisfactory and Turkey has reached a high
level of adoption of European standards even if it has Hill not adopted a framework law.
Despite the high degree of dignment in the customs area there is ill a need for a new customs
code. The Customs Union was further developed in the last year through the establishment of a
common system of outward processing for textiles. There is a need for early progress in the
area of copy right law. Although there has been no recent progress in the area of capita
movements the general Stuation is good and the recent adoption of a new Banking act has
brought further aignment.
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In competition there has been progress in the area of anti-trust dthough the Commisson
remains concerned about the operation of the TEKEL monopoly. Turkey has notified its Sate
ad schemes to the Commisson and these are under examindion. Agriculture is dill
characterised by high levels of support and protection and there has been no progress in
legidative dignment since the last Report.

The adminigrative capacity to apply the acquis in the context of the Customs Union remains
very satisfactory. However, Turkey needs to further modernise its adminigtrative structures and

to increase S&ff training.
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ANNEX

HUMAN RIGHTS CONVENTIONSRATIFIED BY THE CANDIDATE COUNTRIES,

JUNE 1999
Adherence to following| BG| CY | CZ | EE |HU| LV |LIT|{MT| PL |[RO| SK | SV
sonventions and protocols
=CHR (European Charter for | X X X X X X X X X X X X
“4uman Rights)
Jrotocol 1 (right of property | X X X X X X X X X X X X
xd.)
rotocol 4 (freedom | O X X X X X X X X X X X
novement et d.)
rotocol 6 (death pendty) O O X X X X X X O X X X
rotocol 7 (ne bisinidem) O 0] X X X X X 0] O X X X
zuropean Convention for | X X X X X X X X X X X X
he Prevention of Torture
=uropean Social Charter @) X1 0O0]O X | O O | X X | O X @)
Revised European Social| O | O | O | Ol Ol O] O|O]|]O| X | O]|X
Charter
\dditional Protocol to the| O X O| O O| O O| O O| O] O O
=SC (sysem of collective
xomplaints)
=ramework Convention for | X X X X X @) @] X @) X X X
\ational Minorities
CCPR (Internationd | X X X X X X X X X X X X
Zovenat on Civil and
Ylitica Rights)
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Jptiona  Protocol to the| X X X X X X X X X X X X
CCPR (right of individud
xommunication)

Second Optiona Protocol to| X O|O0O| O X @) O X O X O X
CCPR  (abolition  deatr
xndty)

CESCR (International | X X X X X X X X X X X X
Covenant on  Economic,
Socid and Culturd Rights)

CAT (Convention agang| X X | X | X X X X X X | X | X X
lorture)

_ERD (Convention on the| X X | X X X X X X X X X X
dimination of All Forms of
Recid Discrimination)

CEDAW (Convention on the | X X X X | X X X X X X X X
diminaion of All Forms of
Jiscrimination agand
Nomen)

_RC (Convention on the| X X X X X X X X X X X X
Right of the Child)

X = Convention ratified

O = Convention NOT ratified

BG = Bulgaria; CY = Cyprus, CZ = Czech Republic; EE = Estonia; HU = Hungary; LV = Latvig;
LIT = Lithuania; MT = Malta PL = Poland; RO = Romania; SK = Sovakia; SV = Sovenia T =
Turkey
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STATISTICAL DATA

TURKEY

194 1995 1996 1997 1998
1.1.1.1.1.Basic
data
in 1000
Population (mid year) 60159.9| 61074.7| 62003.4| 62981.0 63451.0
K2
Total area 774815 774815 774815 774815 774815
National Accounts In 1000 Mio Turkish Lira
Gross Domestic Product at current prices 3868429| 7762 456 14772 28835 51625
110 883 143
1000 Mio EURO
Gross Domestic Product at current prices 108.9 129.6 143.1 168.6 175.8
EURO
Gross Domestic Product per capitaat current prices 1810.2 2122.0 2307.9 2677.0 2770.6
% change over the previous year
Gross Domestic Product at constant prices (nat. -55 7.2 7.0 75 2.8
currency)
in Purchasing Power Standards
Gross Domestic Product per capitaat current prices 5280 5620 5999 6 463 6 383
Structure of production % of Gross Value Added
- Agriculture 14.8 15.0 159 13.6 16.1
- Industry (excluding construction) 25.7 25.8 24.2 24.2 21.8
- Construction 6.6 54 5.6 5.8 5.6
- Services 52.9 53.8 54.3 56.4 56.5

Structur e of expenditure

as % of Gross Domestic Product
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- Final consumption expenditure
- household and NPISH
- general gover nment

- Grossfixed capital formation

- Stock variation (including discrepancies)

- Exportsof goods and services

- Importsof goodsand services

Inflation rate

Consumer price

Balance of payments

- Current account

- Trade balance
Exports of goods
I mports of goods

- Services, net

- Incomes, net

- Net current transfers

Of which government transfers

78.4 79.5 81.2 80.6 79.3
67.2 68.9 69.3 68.3 67.0
11.2 10.6 11.9 12.3 12.3
23.7 233 25.8 26.5 24.3
-3.0 15 -0.5 -1.3 -0.2
20.5 195 222 24.7 24.2
19.6 23.8 28.7 30.5 27.6
% change over the previous year
106.3 93.6 80.4 85.7 84.6
In Mio EURO

2212 -1787 -1919 -2362 1669
-3544 -10101 -8334 -13578 -12784
15460 16800 25553 28774 27848
19004 26901 33887 42352 40632
5901 7326 5218 9582 12007
-2744 -2450 -2305 -2657 -2663
2599 3437 3502 4291 5108
322 819 437 277 142
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1994 1995 1996 1997 1998
% of Gross Domestic Product
1.1.1.1.2.Public
finance

General government deficit 10 -39 4.1 84| 76ll 7212
Finance % of Gross Domestic Product
Grossforeign debt of the whole economy 45.4 37.6 37.3 30.2 27.6
Monetary Aggregates 13 1000 Mio EURO

-M1 48 438 6.5 6.6 5.8

-M2 26.1 31.3 404 47.6 49.8

- Total credit 238 274 36.9 42.6 44.8
Interest rates % per annum

- Lendingrate 14 135.0 150.0 150.0 126.0 126.0

- Deposit rate 15 87.9 76.0 80.7 79.5 818
EURO exchangerates (LEURO = ...Turkish Lira)

- Average of period 35535 59912 103214 170992 293736

- End of period 47303 80442 135042 226634 365748

1994=100
- Effective exchangerate index 16 100.0 60.0 34.8 20.8 12.2

10 Central government only.
11 National source.

12 National source.

13 October 1998 data.

14 National source.

15 November 1998 data.

16 National source; Index of nominal exchangerate (end of month).
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Reserve assets
- Reserve assets (including gold)

- Reserve assets (excluding gold)

External trade 17
Imports
Exports

Balance

Termsof trade

Importswith EU-15 (EU-12in 1994)

Exportswith EU-15 (EU-12in 1994)

Demography

Natural growth rate

Net migration rate

Infant mortality

Lifeexpectancy : Males

Females

Mio EURO

7018 10570 14222 17882 17628
5828 9467 13117 16897 16704
Mio EURO
19280 27777 34 879 43 303 40 498
15539 16 962 18771 23784 24 140
-3741| -10816| -16108| -19519] -16359
previous year=100
93.6 97.2 99.3 104.7 101.7
as % of total
44.2 47.2 52.9 512 52.4
45.7 513 49.8 46.7 50.0
per 1000 of population

16.2 15.8 155 15.1 15.1

per 1000 live-births
46.8 44.4 42.2 395 379

at birth

66.4 65.7 65.8 66.2 66.5
67.7 67.9 68.2 68.4 71.2

17 United Nations sour ces except for Termsof Trade.
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1994 1995 1996 1997 1998
in % of labour force
1.1.1.1.3.Labour
market
(ILO
methodolog
y)
Economic activity rate 53.9 53.8 53.2 50.8 51.3
Unemployment rate, total 8.1 6.9 6.1 6.4 6.4
Unemployment rate of persons< 25 years 15.7 14.7 129 14.4 138
Unemployment rate of persons>= 25 years S.4 4.4 3.9 3.9 4.2
Average employment by NACE branches (LFS) in % of total
- Agricultureand forestry 44.8 46.8 44.9 41.9 42.3
- Industry (excluding construction) 184 153 159 17.2 16.8
- Construction 58 58 6.0 6.2 6.1
- Services 33.0 322 311 34.7 349
Infrastructure in Km
Railway network 8452 8549 8 607 8 607 8 607
in Km
Length of motorways 1167 1246 1405 1528 1726
Industry and agriculture previous year=100
Indusgtrial production volumeindices 101.5 114.3 122.9 137.0 139.4
Grossagricultural volumeindices
Standard of living per 1000 inhabitants
Number of cars 47.9 50.5 53.2 57.1 60.5
Telephone subscribers 206.1 219.9 232.2 251.9 267.2
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Number of Internet connections

3.6

: not available

2. METHODOLOGICAL NOTES

Balance of payment
Exports of goods. Recor ded on FOB basis, including shuttle and transit trade

Imports of goods. Recorded on FOB basis, including imports of non monetary gold and transt
trade1992/93

Services and incomes, net. Sums of services and income

2.1.1. Finance
Sour ces

ThelMF s‘International Financial Statistics' publication has been used asthe main source. The European
Commission (DG 11) isused asthe source for exchange rates against the EURO, where available.

Concerning gross foreign debt, the OECD External Debt Statistics publication has been used as the
source for 1994-6. The data for 1997-8 are the result of closer cooperation between BIS/ IMF/ OECD/
World Bank, and published jointly by them. Debt is of the whole economy, and includes both short- and
long-term. According to the convention, the stock of outstanding debt is converted from US dollars into
EURO at end-year exchange rates, whereas GDP is converted into EURO using annual aver age exchange
rates.

Concerning general government deficit / surplus, Candidate Countries are presently unable to provide
reliable data on a national accounts basis. Given the lack of reliable data, an approximation for general
government deficit / surplusis derived from the IMF's Government Finance Statistics Yearbook (for an
explanation of methodology, see below).

Method

Reserve assets are end-year stock data. They are defined as the sum of central bank holdings of gold,
foreign exchange, and other (gross) claimson non-residents. Gold isvalued at end-year market price.

General government deficit / surplus: isan approximation of the national accounts definition, derived from
data based on the IMF’'s GFS (gover nment finance statistics) methodology. The general gover nment deficit
/ surplusis obtained by adding the central gover nment deficit / sur plus (normally including certain extra-
budgetary funds) to thelocal gover nment deficit / surplus. Thetotal isadjusted for net lending / borrowing
for specific policy purposes, which isa financing item in the national accounts.
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Grossforeign debt: Gross foreign debt (in US $) / GDP (in US $ converted via exports weighted effective
exchangerate)*100

Monetary aggregates: are end-year stock data. M1 generally means notes and coin in circulation plus
bank sight deposits. M 2 generally means M 1 plus savings deposits plus other short-term claimson banks.
Total credit generally means domestic credit to the government and private sectors. It should be noted that
the problem of measuring the circulation of foreign currency in some Candidate Countries may affect the
reliability of the data.

I nterest rates. Annual averagerates. Lending rates generally consist of the averagerate charged on loans
granted by reporting banks. Deposit rates generally refer to average demand and time deposit rates.

Lending rate. Lending rate applied to medium term management credits by Turkish Development Bank-
end of period.

Exchangerates Where available, the EURO exchangerates ar e those officially notified.

2.1.2. External trade

Imports and exports (current prices). The data are based upon the “special trade” system, according to
which, external trade comprises goods crossing the customs border of the country. Trade data includes
direct re-exports, trade in services and trade with customs free zones as well as licences, know-how and
patents. Value of external trade turnover includes the market value of the goods and the additional costs
(freight, insurance etc.). Trade Classification. Merchandise trade flows should be using the commodity
classification accor ding to the Combined Nomenclature (CN).

Importsarerecorded on CIF basis, exportson FOB basis.

I mports and exports with EU-15. Data declared by therepublic of Turkey.

Labour force

Economic activity rate (ILO Methodology). Percentage of labour force in the total population aged 15+.
Thisrateisderived from LFSS (Labour Force Sample Survey) observing thefollowing I L O definitions and
recommendations:

Labour force: employed and unemployed personsin the sense of the ILO definitions stated below.

Theemployed: all personsaged 15+, who during the reference period worked at least one hour for wage or
salary or other remuneration as employees, entrepreneurs, members of cooperatives or contributing
family workers. Members of armed for ces (excluding residence of military barracks) and women on child-
careleaveareincluded.

The unemployed: all persons aged 15+, who concurrently meet all three conditions of the ILO definition
for being classified asthe unemployed: (i) have nowork, (ii) are actively seeking ajob and (iii) areready to
take up ajob within afortnight.

Unemployment rate (by |LO methodology). Percentage of the unemployed in labour force. This rate is
derived from LFSS (Labour Force Survey) observing the ILO definitions and recommendations (see ILO
definitions above)

Average employment by NACE branches. This indicator is derived observing the ILO definitions and
recommendations.
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2.1.3. Infrastructure
Railway network. All railways in a given area. This does not include stretches of road or water even if
rolling stock should be conveyed over such routes; e.g. by wagon-carrying trailersor ferries. Lines solely
used for tourist purposes during the season are excluded as are railways constructed solely to serve
mines; forests or other industrial or agricultural undertakings and which are not open to public traffic.
Thedata consider sthe construction length of railways.

Length of motorway. Road, specially designed and built for motor traffic, which does not serve properties
bordering on it, and which:

(@) isprovided, except at special pointsor temporarily, with separ ate carriagewaysfor thetwo directions
of traffic, separated from each other, either by a dividing strip not intended for traffic, or exceptionally by
other means,

(b) doesnot crossat level with any road, railway or tramway track, or footpath;

(c) isspecially sign-posted asa motorway and isreserved for specific categories of road motor vehicles.

Entry and exit lanes of motorways are included irrespectively of the location of the signposts. Urban
motorways are alsoincluded.

2.1.4. Industry and agriculture
Industrial production volume indices. Industrial production covers mining and quarrying, manufacturing
and electricity, gas, steam and water supply (according to the | SIC Rev. 3 Classification SectionsC, D, and
E).
Gross agricultural production volume indices. Gross agricultural production volume indices are

calculated in constant prices of 1993. The quarter indices are calculation on the basis of the previous
quarter.

2.1.5. Sandard of living

Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the carriage of
passenger sand designed to seat no mor e than nine persons (including thedriver).

The term " passenger car” therefore covers microcars (need no permit to be driven), taxis and hired
passenger cars, provided that they have lessthan ten seats. This category may also include pick-ups.

Telephone subscribers. ( Mobile and hand phones subscribersarenot included. )

Number of internet connection. The number of internet subscribersistheratio of subscribers of inter net
service providers (I SP) to the inhabitant population.

Sources

Total area, national accounts, inflation rate, external trade, demography, labour market, infrastructure,
industry and agriculture, standard of living: National sources.

Balance of payment : IMF.
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