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A. Introduction

a) Preface

The European Council in Cardiff in June 1998 noted that the Commisson would present a
report on Turkey based on Article 28 of the EC-Turkey Association Agreement and the
conclusions of the Luxembourg European Council.

The Commission presented its first Regular Report on Turkey in October 1998, together with
the Regular Reports for the other candidate countries, with a view to the Vienna European
Council; a second report was adopted in October 1999, with a view to the Helsinki European
Coundil.

The Helsinki European Council concluded that "Turkey is a candidate State destined to join the
Union on the basis of the same criteria as applied to the other candidate States. Building on the
exisging European Strategy, Turkey, like other candidate States, will benefit from a pre-
accession dtrategy to stimulate and support its reforms.”

As pat of the pre-accesson drategy, the Commission reports regularly to the European
Council on progress made by each of the candidate countriesin preparing for membership. The
firg fully-fledged Regular Report for Turkey was presented to the Nice European Council of
December 2000.

The Commission has prepared this Regular Report with aview to the Laeken European Council
in December 2001.

The gructure followed for this Regular Report is based on that used for the 2000 Regular
Report. In line with previous Regular Reports, the present Report:

- describes the relaions between Turkey and the Union, in particular in the framework of the
EC-Turkey Association Agreement;

- andyses the gdtuation in respect of the politica criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities) and in
repect of the Enhanced Politica Dialogue undertaken pursuant to the conclusions of the
1999 Helsinki European Council;

- asesses Turkey's Situation and prospects in respect of the economic criteria defined by the
Copenhagen European Council (a functioning market economy and the capacity to cope
with competitive pressures and market forces within the Union);

- addresses the question of Turkey’s capacity to assume the obligations of membership, that
is, the acquis as expressed in the Tresties, the secondary legidation, and the policies of the
Union. It encompasses not only the alignment of legidation, but aso the development of the
judicid and adminidrative capacity necessary to implement and enforce the acquis, as
emphasised by the Madrid European Council in December 1995, and confirmed by the
Gothenburg European Council in June 2001. At Madrid, the European Council underlined
the necessity for the candidate countries to adjust their administrative structures, so as to
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cregte the conditions for the harmonious integration of those States. The Gothenburg
European Council emphasised the vital importance of the candidate countries capacity to
effectively implement and enforce the acquis, and added that this required important efforts
by the candidates in strengthening and reforming their administrative and judicid structures.

This Report takes into consderation progress since the 2000 Regular Report. It covers the
period until 30 September 2001. In some particular cases, however, measures taken after that
date are mentioned. This Report looks a whether intended reforms referred to in the 2000
Regular Report have been carried out and examines new initiatives. In addition, it provides an
overal assessment of the Stuation for each of the aspects under consderation, setting out the
main steps which remain to be taken by Turkey in preparing for accesson.

In accordance with this gpproach, the assessment of progressin meeting the political and acquis
criteria (including Turkey's adminigrative capacity to implement the acquis) focuses on what
has been accomplished since the last Regular Report, complemented with a view of the overal
gtuation for each of the aspects discussed. The economic assessment provides, besides an
assessment of progress made over the reference period, a dynamic, forward-looking evaluation
of Turkey's economic performance.

The Report contains a separate section examining the extent to which Turkey has addressed the
Accesson Partnership priorities. In assessng Turkey's progress on fulfilling the short-term
priorities of the Accesson Partnership, account is taken of the fact that this was adopted by the
Council on 8 March 2001.

As is the case in previous Reports, “progress’ has been measured on the basis of decisons
actudly taken, legidation actudly adopted, internationa conventions actudly retified (with due
atention being given to implementation), and measures actudly implemented. As a matter of
principle, legidation or measures, which are in various stages of ether preparation or
parliamentary gpprova, have not been taken into account. This gpproach ensures equa
treatment for all the candidate countries and permits an objective assessment of each country in
terms of its concrete progress in preparing for on.

The Report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since the
publication of the last Regular Report. The National Programmes for the Adoption of the
Acquis of each of the candidate countries, as wel as the information they have provided in the
framework of the Association Agreement and in the context of the process of preparation of the
andyticd examination of the acquis, have served as additional sources. Council ddiberations
and European Parliament reports and resolutions' have been taken into account in the
preparations. The Commisson has dso drawn on assessments made by various internationa
organisations and in particular the contributions of the Council of Europe, the OSCE and the
Internationa Financid Inditutions, as well as that of non-governmental organisations. However,
it has become clear that, in a number of areas of the Community acquis, information has to be
broadened and deepened in order to complete the assessments made. It is mainly through the
work of the subcommittees that this additiona information could be obtained.

' For the European Parliament the rapporteur is Mr Lamassoure.
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b) Relationsbetween the European Union and Turkey

The Gothenburg European Council of 15 and 16 June 2001 concluded that “the decisons in
Helsinki have brought Turkey closer to the EU and opened up new prospects for her European
aspirations. Good progress has been made in implementing the pre-accession strategy for
Turkey, including an enhanced palitica didogue.”

During recent months, EU-Turkey relations have gained further momentum. Turkey is now fully
involved in the pre-accession strategy on the same basis as dl candidate countries. This Strategy
has stimulated the reform processin Turkey.

The implementation of the pre-accession drategy for Turkey is now well under way:

The Accession Partnership (AP) was formally adopted by the Council on 8 March 2001.
Its purpose is to set out in a sngle framework the priority areas for further work, identified
in the Commission's 2000 Regular Report, the financid means available to help Turkey
implement these priorities and the conditions gpplying to that assstance. The Accession
Partnership priorities are to be reflected in Turkey's Nationd Programme for the Adoption
of the Acquis (NPAA), which sets out the policy framework, the schedule for adopting new
legidation, policies and practices, and the adminidrative and budgetary requirements
needed for Turkey to adopt the Community acquis.

The Turkish government adopted its Nationa Programme for the Adoption of the Acquis
(NPAA) on 19 March 2001. The programme provides a wide-ranging agenda of political
and economic reform. At the same time, a government decree was adopted on the
implementation, co-ordination and monitoring of the NPAA. The Gothenburg European
Council of 15 and 16 June 2001 regarded the Nationa Programme as a “welcome
development” and “urged Turkey at the same time to take concrete measures to implement
the priorities of the Accesson Partnership, which is the cornerstone of the pre-accesson
strategy.”

Enhanced political diadogue continued under the French, Swedish and Belgian Presdencies
with politica directors Troika meetings in Ankara and Stockholm, two mesetings of Politica
Directors in Brussels, and politica didogue as part of the EC-Turkey Association Council
in Luxembourg on 26 June 2001. These meetings covered key issues for EU-Turkey
relations such as human rights, Cyprus, the peaceful settlement of border disputes,
European Security and Defence Policy and wider issues such as the fight againgt terrorism,
the gtuation in the Caucasus, the Middle East and the Balkans.

Eight subcommittees of the Association Committee began the process of the preparation of
the anaytical examination of the acquis in two rounds, in the period June 2000 to July 2001.
This has involved more than 500 officids on both sdes from a wide range of Commisson
departments, ministries and public agencies. As requested by the Feira European Council, a
report to the Council on this exercise is attached and recommendations are made in the
Enlargement Strategy Paper.

On 26 February 2001, the Council adopted a regulation, which provides for the co-
ordination of EC pre-accession financial assstance to Turkey.



- A regulation was proposed by the Commission in April 2001 to smplify procedures and to
ensure that financial assistance focuses on pre-accession priorities. This Regulation isin the
process of being adopted. The proposed regulation recdls that: “in the financid
perspective 2000 — 2006, the pre-accesson financiad assistance was doubled for the
candidate countries; in the light of the Helsinki European Council, subject to the norma
budgetary procedures the am should be that this principle be applied for Turkey and
continue to gpply during the remaining period of the current financia perspective’.

- In 2000, atotal of €209 million grant assstance was committed. In the same year, ECHO
provided afurther €30 million for emergency assstance.

- EIB loans to Turkey under the New Mediterranean Policy totalled €545 million between
1992 and 1999. In the year 2000, €575 million was provided by the EIB for various
projectsin Turkey. In dl, Turkey isdigible for five different EIB-loan fecilities

- Experts from Turkey participated in seminars organised by TAIEX for al candidate
countries. Turkish experts have attended over 30 multi-country workshops. A multi-
country TAIEX seminar (on chemicals) was held for the firgt time in Turkey. Istanbul has
been desgnated as a centre for multi-country seminars. TAIEX is now preparing single
country events for Turkey.

- Prepardions for Turkey's participation in Community programmes and agencies went
ahead. The Council decided on 5 June 2001 to authorise the Commission to negotiate with
Turkey aframework agreement, which will smplify the legd procedures to permit Turkey's
participation in individua Community programmes. A draft framework agreement was
transmitted by the Commission to the other indtitutionsin August 2001. The agreement isin
the process of being adopted. Some activities under the Socrates programme should
therefore start on a pilot basisin 2002.

- The latest round of negotiations for the extenson of the EC-Turkey Customs Union to
sarvices, and the mutual opening of procurements markets, took place in October 2001.
The Customs Union currently covers trade in industrial goods and processed agricultura
products.

Recent developments under the Association Agreement (including bilateral
trade)

The EC-Turkey Association Council met in Luxembourg on 26 June and reviewed Turkey's
progress under the pre-accession strategy as well as priorities for future work. The human rights
Stuation in Turkey, the Cyprus question and the peaceful settlement of border disputes were
discussed as part of the enhanced political diaogue.

The Joint Parliamentary Committee met in Antalya on 21-22 November 2000 and in Brussds
on 26-27 June 2001. Discussions focussed on the Turkish NPAA, the condtitutiond reforms,
the new economic plan as well as palitical issues including Cyprus, the European Security and
Defence Policy, the dissolution of the Fazilet (Virtue) party, the Stuation in Turkish prisons and
human rights. Financia co-operation, visa requirements for Turkish busnessmen and the
concluson of freetrade agreements with third countries in the context of the EC-Turkey
Customs Union were also among the topics discussed.
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A meeting of the EU-Turkey Joint Consultative Committee under the Economic and Socid
Committee took place on 19 April in Ankara. The Committee wished to see grester priority
given to the adoption of legidation guaranteeing stronger trade union rights. The importance of
socid didogue in the reform process was underlined. A report on the liberdisation of services
was adopted.

The Cusoms Union Joint Committee met twice in Brusas. It confirmed the need to maintain
momentum in the implementation of the Customs Union. The functioning of the Customs Union
and anumber of trade issues were discussed.

The Cugtoms Co-operation Committee met several times to discuss the practica
implementation of the Customs Union. The Court of First Instance issued a ruling on the import
of TV sas from Turkey. The Court asked both the Commission and Turkey to ensure the
correct implementation of mutua contractual obligations under the Association Agreement and
related decisions.

A number of crucid trangtiond arangements under the Customs Union expired on 31
December 2000. There is thus an urgent need for Turkey to remove technical barriers to trade,
to adopt competition implementing rules, to enforce the implementation of intellectua property
rights and to adjust state monopolies of a commercia character to ensure non-discrimination in
market access between EU and Turkish operators.

In generd, manufactured goods circulate fredy within the Customs Union. Some trade issues,
however, remain outstanding. Access for acoholic beverages to the Turkish market is restricted
and there are burdensome adminigtrative procedures and testing requirements for certain EC
products (e.g. cosmetics, ceramics, tiles, spare parts and textiles).

In the agriculture sector, the Commission has started to consult Turkey informally on a package
to compensate the EC for its current ban on imports of live bovine animas and beef from the
Community. A licenang system for the exports of Turkish hazenuts to the EC has been
established.

A regular informa consultation mechanism on aress of rdevance for the Customs Union has
been established. The Commission has aso provided for Turkey's participation in technical
committeesin line with established policy for candidate countries.

Trade volumes between the EC and Turkey have increased steedily. The recent economic
Stuation in Turkey hasled to afdl in the Turkish trade deficit.

Community aid

In anticipation of the adoption of the new Regulation to bring the management of financid
assgtance into line with practice in other candidate countries, the Commission asked the Turkish
Government to create new management structures for EC financid assstance. On 18 July 2001
the Turkish Government adopted on 18 July 2001 acircular entrusting the tasks of Nationd Aid
Co-ordinator to the Minister of State and Deputy Prime Minister responsible for EU Affairs and
that of National Authorisng Officer to the Minister of State reponsible for the Economy . The
Nationa Fund will be established and directed by the Under-secretariat of the Treasury, and
the Centrd Financing and Contracting Unit (CFCU) will be under the responghility of the Prime
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Minigter's office. Training programmes for aff are being developed. The EC representation in
Ankara is dso being reinforced for the implementation of a devolved gpproach in the
Community's financid assgtance. As regards the programming of aid, 2001 has been a
trangtion year for bringing assstance into line with the Accesson Partnership and Nationa
Programme priorities. This should be fully achieved by 2002. Equdly, in future, the twinning
mechanism, providing public officids from Member States as “accesson advisors’, will be
available to Turkey in this context.

As dready indicated above regarding loan finance, Turkey will continue to receive a sgnificant
alocation from the new EIB mandate for the Mediterranean countries (the EuroMed 11 Lending
Mandeate). Thisamounts to atota of € 6.425 hillion for the period January 2000-January 2007.
Moreover, Turkey was accepted by the EIB as digible to benefit from the EIB pre-accession
fecility, which amounts in totd to €8.5 billion for the 13 candidate countries. The EIB aso
approved the Specid Action Mandate for Turkey (€450m) and the Turkey Earthquake
Recongruction and Rehailitation Assstance Facility (TERRA: €600m) is dso avalable. The
EIB has aso adopted a new “Mediterranean Partnership Facility” of €1billion, covering the
region, from which Turkey may aso benfit.

Community programmes and agencies

Turkey currently participates in the LIFE Il programme and in the Ffth Framework
Programme for Research and Development (on a project-by-project bass). Turkey intends to
dart participating soon in the Multi-annua programme on Enterprise and Enterpreneurship and
European Digita Content programmes. It has aso requested participation in other programmes,
eg., in hedth and culture, and wishes to be fully associated with the future Framework
Programme (6™ framework programme) for Research and Development.

Negotigtions for Turkey's participation in the European Environment Agency and in the
European Information and Observation Network (EIONET) have been concluded. Turkey will
become a member following its completion of the ratification process. Turkey has shown an
interest in participating in the European Monitoring Centre on Drugs and Drug Addiction in
Lisbon (see also under Chapter 24 - Co-operation in the field of Justice and Home
Affairs).

In order to streamline Community legal procedures and thereby facilitate future participation of
Turkey in Community programmes, an Agreement isin the process of being concluded between
the European Community and Turkey establishing the generd principles for such participation.
The Commission has asked Turkey to set up a National Agency to manage the education and
training programmes in which it intends to participate (see also under Chapter 18 - Education
and training).

Preparation of the process of the analytical examination of the acquis

Subcommittees under the Association Committee have been preparing the process of the
andytical examination of the acquis. Two rounds of meetings took place, starting in June 2000
and ending in July 2001.

These meetings dlowed for exchanges of views on the policy objectives and legidation of the
EU and Turkey. Turkey gained greater awareness of the acquis and the stepsit needs to take to
11



transpose implement and enforce it. In many cases, sudies have started and new legidation or
amendments to legidation are under preparaion. A favourable climate was established, which
should lead to further didogue between EU and Turkish experts, in particular on the drafting of
legidation.

While these meetings proved useful, certain improvements in format and content to make the
process more effective and intensive have been discussed between the Commission and Turkish
officas a a senior levd. In line with the conclusons of the Feira European Council, the
Commission has prepared a report to the Council on the results of this work. It is attached to
this Report Recommendations as to ways and means to intensify the process and make it more
productive are included in the Enlargement Strategy Paper.
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B. Criteriafor membership

1. Enhanced political dialogue and Political criteria

Introduction

The paliticd criteria for accession to be met by the candidate countries, as laid down by the
Copenhagen European Council in June 1993, dtipulate that these countries must have achieved
"gability of inditutions guaranteeing democracy, the rule of law, human rights and respect for
and protection of minorities™.

In the last Regular Report 2000 on Turkey's progress towards accession, the Commission
concluded that:

“A podtive development since the last regular report is the launching in Turkish society of a
wide-ranging debate on the palitical reforms necessary for accession to the EU. Two important

initiatives have been taken in this context: the Sgning of severd international human rights
ingruments and the recent endorsement by the government of the work of the Supreme Board

of Co-ordination for Human Rights. However, compared to last year, the Stuation on the

ground has hardly improved and Turkey still does not meet the Copenhagen politica criteria”

“The basic features of a democratic sysem exist but Turkey is dow in implementing the
inditutional reforms needed to guarantee democracy and the rule of law. Changes in the
executive have taken place with respect to EU-Turkey relaions but a number of basc
indtitutiona issues, such as civilian control over the military, remain to be addressed. With
regard to the judiciary, the new procedure facilitating the prosecution of civil servants is an
encouraging development. The important draft laws related to the functioning of the judiciary
referred to in last year’'s regular report are till pending. No further improvement has taken
place concerning the State Security Courts since the lagt reform of these Courts in June 1999.
Corruption remains a matter of concern.”

“The death pendlty is not being carried out, including in the case of Abdullah Ocalan, but many
agpects of the overal human rights Stuation remain worrying. Torture and ill trestment are far
from being eradicated, even though the matter is taken serioudy by the authorities and the
Parliament and training programmes on human rights are being implemented. Turkey has
embarked on a subgtantia reform of its prison system, including the establishment of F-Type
prisons. Freedom of expresson as well as freedom of association and assembly are ill
regularly restricted. A postive approach seems to be adopted towards non-Mudim
communities with regard to freedom of religion, but this should be developed for dl religious
communities, including non-Sunni Mudims”

“Compared to last year, the economic, socid and culturd rights Situation has not improved,
particularly when it comes to the enjoyment of culturd rights for al Turks irrespective of ethnic
origin. The stuation in the Southeast, where the population is predominantly Kurdish, has not
Subgtantialy changed.”

2 "These principles have been emphasised in the Charter of Fundamental Rights of the European Union, that was

proclaimed at the Nice European Council in December 2000."
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The section below provides an assessment of developments since the last Regular Report, as
well asthe overdl stuation in the country, seen from the perspective of the political Copenhagen
criteria, induding the overdl functioning of the country’s executive and its judicid system.
Developmentsin this context are linked to Turkey's ability to implement the acquis, in particular
in the domain of justice and home affairs. Specific information on the development of Turkey's
ability to implement the acquis in the fidd of jusice and home affairs can be found in the
relevant section (Chapter 24 — Co-operation in the field of justice and home affairs) of part
B.3.1. of this Report.

Recent Devel opments

Important political reforms were announced in the NPAA and incorporated in congtitutional
amendments. Attention has now turned to the effective implementation of these changes.

Turkey experienced serious financial and economic crises in November 2000 and February
2001, leading to severe hardship for many Turkish citizens. These crises posed mgor
challenges to the Government, which has sought to restore confidence at home and abroad. A
new State Miniger for the Economy, Mr Kema Dervis, was given responshility for co-
ordinating economic policy and on 2 March 2001 the Government adopted a maor package of
financia and economic reforms. Financid support was provided by the IMF and the World
Bank and a substantial number of laws, implementing aspects of the new economic plan, were
adopted swiftly in the second quarter of 2001. These reforms are intended to overcome the
criss, and to help meet the economic criteriafor EU membership.

Condtitutiond reform was set in motion after the adoption of the NPAA, building on the work
of the Parliament's Conciliation Committee and on the basi's of a strong cross-party consensus.
The package of thirty-four amendments to the 1982 Congtitution was adopted on 3 October
2001, introducing new provisions on issues such as freedom of thought and expresson, the
prevention of torture, the strengthening of civilian authority, freedom of association, and gender
equaity. Severd amendments are related to the Copenhagen political criteria, the Accesson
Partnership and the NPAA.

The Turkish Government is findisng new dreft legidation to give effect to some of the
condiitutional amendments. An initid andyss of these reforms and their implications is given in
this report.

Prison reform, which is discussed below under civil and political rights, has dso been a
prominent issue during the reporting period, following the violent events in prisons in December
and the continuation of the hunger strike that led to some 40 deeths.

At paliticd leve, the banning by the Condtitutional Court of the Fazilet party in June, highlighted
problems of freedom of expression and association, and led to changes in the party formations.
Despite severa Minigterid changes, the codition government has held together and reached
agreement on economic and politica reforms.

The Turkish government expressed support for the efforts of the United Nations Secretary
Generd to achieve a comprehensive settlement of the Cyprus problem. But these expressions of
support have not yet led to advance the process. Indeed, the Government expressed
understanding and support for the decison of the leader of the Turkish Cypriot community to
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withdraw from the proximity talks which were underway last year and to refuse an invitation
from the United Nations Secretary Genera to participate in talks in New York in September
2001.

Turkey's involvement in decisons regarding the European Security and Defence policy
remained an unresolved issue. Currently, the EU is taking further steps to make the ESDP
operationd. Various mestings took place between the EU and 6 non-EU European NATO
members (including Turkey), as wel as in the EU-NATO context, on questions concerning the
nature and functions of EU-led operations usng NATO assets and capabilities. Turkey should
be more forthcoming in solving the issue of the moddities for participating in decisons on EU-
led operations.

Redations between Turkey and Greece have continued to develop, with severd meetings
between representatives of the two countries in which a number of joint initiatives were decided.

Turkey lent full support to the fight againg terrorism following the atacks in the United States of
America of 11 September 2001 and the authorities have agreed to make military capabilities
avalable. It was among the firg candidate countries to endorse the conclusons of the
Extraordinary European Council of 21 September 2001.

1.1. Democracy and therule of law

The Parliament

On 3 October 2001, the Turkish Parliament adopted a package of 34 condtitutional
amendments, drawn up by its Conciliation Committee. Severd of the amendments are intended
to prepare the ground to meet some of Turkey’s Accession Partnership priorities and are
evauated under the gppropriate headings below. The Parliament worked swiftly and effectively,
and there was broad cross party support for most of the amendments. However, at the end of
the process, the rgjection of a draft amendment limiting parliamentary immunity was the subject
of public criticism.

Earlier, in spring 2001, the Turkish Parliament acted rapidly to adopt a series of new laws,
notably in response to the economic and financia crises. These laws introduced reforms
required by Turkey’s emergency economic programme and caled for by the NPAA.

In al, 117 new laws were adopted between October 2000 and June 2001. During the same
session, Parliament smplified its internd procedures and discussed the establishment of a
Parliamentary Committee for EU integration.

On 22 June 2001, the Congtitutiona Court ordered the dissolution of the Fazilet (Virtue) party -
the major opposition party - on the grounds of anti-secular activities. This led to the creation of
two new politicl parties - Saadet (Fdlicity) and the AK Partis (Justice and Development). At
the beginning of the new parliamentary session, in October 2001, 6 parties were represented in
the Turkish Parliament.
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The executive

The current three party codition government has been in office for more than 2 years. It has
overcome a number of votes of no confidence and internd tensions.

The Presdent of the Republic exercised his right of veto with respect to four laws and two
decrees notably on the grounds that they were not compatible with the Condtitution. A
condtitutiond amendment has modified this right, in such a way that in future the Presdent can
also veto parts of laws.

The Generd Secretariat for EU Affars has been placed under the responsibility of Minister of

State and Deputy Prime Minister Mesut Yilmaz and has been operationd for a year. By a
decree of 19 March 2001, the EU Secretariat was entrusted with the implementation, co-

ordination and monitoring of Turkey's NPAA. According to this decree, public adminigtration
and agencies are required to make adminigtrative arrangements to carry out their respongibilities
under the NPAA. They aso have to incorporate the EU dimengion in ther decison making

process. Nine inter-ministerid subcommittees have been established to co-ordinate the

trangposition and implementation of EU legidation. Some ministries have been restructured to
carry out tasks related to the EU pre-accession process. For example, the Ministry of Justice
was reorganised by alaw of 15 May 2001.

During the reporting period, there has been little Sgn of increased civilian control over the
military (see dso under Nationd Security Council).

Thejudicial system
A number of changes have taken place in the judicid system:

- A law was adopted on 15 May 2001, which established crimina enforcement judges as a
new judicia function. These judges will be responsible for reviewing complaints by prisoners
concerning their rights. Arrangements have been made to gppoint 140 such judges to form
part of crimina courts across the country

- 12 sctionsin the judiciary specidising in intellectua property rights issues were set up (Law
adopted on 26 March 2001)

- Judicid sections dealing with consumer protection were cregted in courts in Ankara, [zmir
and Istanbul (Law of 25 December 2000).

Condtitutiond and legd amendments adopted in 1999 regarding the restructuring of State
Security Courts have entered into force.

As aresult of these amendments, all members of the State Security Courts are now appointed
from the civil judiciary. However, there are dill severa problems to be tackled to ensure fair
tria in the State Security Courts, for example with respect to access to lawyers, as well as the
competence of these courts vis-a-vis cvilians.

Asto the military courts, over the lagt year, 22 cases involving 38 civilians have been dedlt
with by military courtsin relation to the charges of abuse of the right to freedom of expresson.
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As regards the juvenile courts, there is ill a problem with their structure and remit of these
courts. They are too limited in number, resulting in a backlog and long duration of court cases.
An important new project has, however, been launched to move ahead with revisng legd
provisions and sanctions gpplicable to young offenders.

There is continuing concern regarding the extent of the independence of the judiciary in
practice. Pressures were exerted on judges and prosecutors, particularly in connection with
prosecutions of sate officids, for ingance in relaion to corruption cases. The fact that the
Supreme Board of Judges and Prosecutors, in charge of appointments and postings, is chaired
by the Minigter of Justice, puts into question the separation of powers between judiciary and
executive,

Internal consultations are underway on a draft reform of the Penal Code and the Code of
criminal procedure.

As regards judgements of the European Court of Human Rights, measures need to be
incorporated into Turkey's legidation to make reparation for the consequences of convictions
that have been found contrary to the European Convention on Human Rights (ECHR). Thiswas
stressed in Interim Resolution (2001) 106 adopted by the Council of Europe's Committee of
Minigters on 23 July 2001. There is ill no possbility under the Code of Crimina Procedure to
reopen impugned proceedings or to teke any other action to redress violations of the
Convention. Other measures are required to ensure the restoration of civil and politica rights,
where those rights have been redtricted as a result of a conviction, the reopening of proceedings
and the dearing of crimind records. The ruling of the European Court on Human Rights of 17
July 20021° highlights the issue of how the absence of a fair trid can be compensated. The
Condtitutional amendments to Article 36 makes explicit theright to afair trid and paves the way
for the necessary legidaive changes in the Codes on Crimind, Legd and Adminidrative
corruption. There dso remains the problem of direct effect of ECHR judgements (the
Condtitutional reform package did not tackle any of these issues).

The implementation of the 1998 law on the increase of legd interest rates for delayed
compensation in cases involving public expropriations is a pogtive development. This issue has
been the focus of severa judgements of the European Court of Human Rights on 18 September
2001. This law is designed to peg interest rates to inflation. Other important measures need to
be taken to speed up Turkey's compliance with the judgements of the European Court of
Human Rights.

On the functioning of the judiciary, numerous courses to train judges, prosecutors and judicia
gaff have been held. Training includes EC law and human rights, language courses, European
affars as wdl as seminars focusing on international co-operation and forensic medicine. At
present most training courses are prepared by the Centre for Education and Training of Judges
and Prosecutors, but there have been severd other initiatives, including, for ingtance, a Greek-
Turkish co-operdion initiative to train judges in EC law. Sixteen members of the Turkish
Condtitutiona Court visited the European Court of Human Rightsin September 2001.

In summary, a range of initiatives, some reported in previous Regular Reports, have sarted to
reform the judicid system and increase its efficiency. The judiciary has been given arole in

®  Case Sadak and Others versus Turkey of 17 July 2001.
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Turkey's prison reform through the creation of the function of a crimina enforcement judge.
Thereis il aneed to guarantee the independence of the judiciary from the executive, to further
reform the system of dae security and military courts and to introduce the possbility of
reparations for violations of the European Convention of Human Rights. A number of initiatives
have been taken to increase the awareness of judicia personne and of law enforcement officers
on human rights issues, but it istoo early to assess the practica impact of these,

Anti-corruption measures

Presdent Sezer has stated that corruption is one of the most serious problems affecting Turkey
and has given his support to the fight againgt corruption.

Severd anti-corruption measures are included in the Turkish Government's economic
programme of April 2001. Their amis:

- to ensure transparency and accountability in resource alocation in the public sector;
- to prevent paliticaly motivated interventions in the management of the economy;
- to strengthen good governance and the fight against corruption.

Initiatives are being taken to reinforce the independence of state owned banks, to bring public
procurement rules into line with the acquis, and to ensure that the energy market isliberdised in
transparent conditions. A number of high-level corruption investigations have sarted, notably in
the energy, public works, housing, and banking sectors.

The Government has now set up a high level steering committee on corruption to develop a
comprehensve drategy. An action plan was discussed a the World Bank sponsored
conference on 21 September 2001.

With the support of the Ministry of Internal Affairs, a nation-wide survey to assess the extent of
corruption in Turkey was carried out by an independent indtitute (TESEV). Some of the
identified factors that contribute to corruption are the lack of a properly enforced regime of
sanctions, a cumbersome bureaucracy and a widespread acceptance of corrupt practices.
Moreover, the World Bank report mentioned that corrupt practices in the bureaucracy are a
magjor hindrance to foreign direct investment. The report dso drew atention to the existing
practice of asking donations to political partiesin the context of public procurement.

In June 2001, Parliament amended the law concerning public prosecution of civil servants in
corruption cases. Under this law, the public prosecutor would have to ask permission from the
relevant authority to start proceedings related to corruption charges. President Sezer vetoed this
law on the grounds that it would have incressed the immunity of civil servants in corruption
cases. The Parliament rejected the congtitutiona amendment limiting parliamentary immunity in
such cases.

On 27 September 2001, Turkey signed the Council of Europe Convention on Laundering,
Search, Saizure and Confiscation of the Proceeds from Crime as well as the Council of Europe
Civil Law and the Crimind Law Conventions on Corruption. Turkey is aso participating in the
monitoring of anti-corruption measures effected by the OECD Working Group on Bribery in
internationa commercia transactions.
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The National Security Council

As part of the condtitutiona reform package, the provison of Article 118 concerning the role
and the composition of the Nationa Security Council has been amended. The number of civilian
members of the NSC has been increased from five to nine while the number of the military
representatives remains at five. In addition, the new text puts emphasis on the advisory nature of
this body, stressing thet its role is limited to recommendations. The Government is now required
to “evduate’ them ingdead of giving them "priority consderation”. The extent to which the
condtitutional amendment will enhance de facto civilian control over the military will need to be
monitored.

Since the last Regular Report, the National Security Council has given its opinion on a number
of governmentd issues and policies including the NPAA, the Cyprus issue, European Security
and Defence Policy, measures to combat anti-secularism activiam, the extenson of the
compulsory age limit in primary education, the state of emergency in various provinces, the
privatisation of state companies (e.g. telecoms), recent socio-economic developments and on
the congtitutiona reform package. The Nationa Security Council aso warned againgt the risk of
“socid unrest”.

The Action plan for the Southeast, as devised by the Nationd Security Council, has not been
meade public, but is under implementation by the civilian authorities.

The law revising the legal framework for TV and radio (the "RTUK" law), vetoed by President
Sezer in June 2001, provided for a representative of the Nationa Security Council to be
gppointed to the Audio-visud High Board. A revison of the law is now under preparation. It is
important that a revised verson of the law meet European standards.

1.2. Humanrightsand the protection of minorities

The recent condtitutional amendments are a significant step towards strengthening guarantees in
the fidld of human rights and fundamenta freedoms and limiting capita punishmernt.

The freedom of expresson, the freedom of the press, and the freedom of association and
peeceful assembly are among the fundamental freedoms addressed by the condtitutiona
amendments. In Articles 13 and 14, a number of redtrictions have been deleted, thus narrowing
the grounds for limiting fundamenta rights and freedoms. The principle of proportiondity has
been introduced: any limitation of the rights protected must be proportionate’.

A number of regtrictions on the exercise of fundamenta freedoms have remained.

Article 13 now reads: " Fundamental rights and freedoms may be restricted only on the basis of specific reasons listed in
the relevant articles of the Constitution without prejudice to the values defined therein and only by law. These
restrictions shall not conflict with the letter and spirit of the Constitution and the requirements of the democratic social
order and the secular republic and the principle of proportionality". Article 14 now reads "None of the rights and
freedoms embodied in the Constitution shall be exercised with the aim of violating the indivisible integrity of the State
with its territory and nation, or for activities undertaken with the aim of destroying the democratic and secular Republic
based on human rights. No provision of this Constitution shall be interpreted in a manner that grants the State or
individuals the right of destroying the fundamental rights and freedoms embodied in the Constitution, and of staging an
activity with the aim of restricting rights and freedoms more extensively than is stated in the Constitution. Sanctions
for persons undertaking activities in conflict with these provisions shall be defined by law."
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The extent to which individuas in Turkey will enjoy a red improvement in the exercise of
fundamenta freedoms in practice will depend on the details of implementing legidation, and the
practica gpplication of the law. It is encouraging that a genera principle of proportiondity has
been introduced and that the dtated generd am of the reform is effectively to bring to the
forefront respect for human rights and the rule of law.

Proposas for legidative changes amed a implementing a number of congtitutional amendments,
in particular with respect to freedom of expresson and thoughts, are being findised by the
Government. They include proposals to change Articles 159 and 312 of the Pend Code and of
Articles 7 and 8 of the Anti- Terrorist Law.

As far as Turkey's position with respect to various international conventions on human
rights is concerned, on 18 April 2001, Turkey signed Protocol 12 to the European Convention
on Human Rights (ECHR) on the generd prohibition of discrimination by public authorities.

Since the last Regular Report no progress has been made in acceding to a number of other
maor human rights insruments such as the UN Convention on the Elimination of All Forms of
Recid Discrimination, the Statute of the International Crimind Court, the UN Internationd
Covenant on Civil and Political Rights, the UN International Covenant on Economic, Socid and
Culturd Rights.

As to Protocol 6 to the ECHR on the abolition of the death pendlty, it remains to be seen
whether, in the light of the conditutional amendment and the projected reform of the Pend
Code it will be possible for Turkey to sgn and ratify it. It can aso be noted that Turkey has not
signed the Council of Europe Framework Convention for the Protection of Nationd Minorities.

Since the last Regular Report, the European Court of Human Rights found that Turkey had
violated provisons of the ECHR in 127 cases (dthough 43 of these are not final, as an apped
to the Grand Chamber is possible). These cases rlate to a wide range of violations to the
Convention such as freedom of expression, ill trestment by the security forces and length of
police custody. Turkey has resolved 53 of these cases through friendly settlements.

Inaruling on 10 May 2002°, the European Court of Human Rights held Turkey responsible for
breaching 14 Articles of the Convention with respect to human rights abuses in the northern part
of Cyprus. The Court aso concluded that "for purposes of former Article 26 (current Article 35
8§ 1) of the Convention, remedies avallable in the "TRNC” may be regarded as domestic
remedies’ of the respondent State and that the question of their effectiveness is to be
consdered in the pecific circumstances where it arises.”

In asubsequent ruling of 17 July 2001°, Turkey was found responsible for violating Articles 2, 5
and 13 of the European Convention in a case related to the death of a person whilein custody.

In severd judgements delivered on 18 September 20017, Turkey was held responsible of
breaching Article 1 of Protocol No. 1 to the Convention in 34 cases related to expropriation of
property. The compensations paid did not reflect the red increase in inflation between the date
of expropriation and the date of payment.

Cyprus V. Turkey N°25781/94
5 Bilginv.Turkey N°25659/94
" Yusuf Celebi v.Turkey N°19667/92 followed by 33 judgements related to the same violation.
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In a third Interim Resolution (2001) 80 adopted on 26 June 2001 by the Committee of
Minigters of the Council of Europe, Turkey has been condemned for the non-execution of the
judgement of the European Court of Human Rights of 28 July 1998 in the L oizidou case.

On 28 June 2001, the Parliamentary Assembly of the Council of Europe adopted a Resolution
in which it was decided to pursue the monitoring procedure in respect of Turkey. A report on
the two vigits (26-30 March 2000 and 23-26 May 2001) paid to Turkey by the “Committee on
the Honouring of Obligations and Commitments by Members States’ of the Council of
Europe' s Parliamentary Assembly has been published.

With respect to the enfor cement of human rights, Turkey has established a number of bodies
(law of 5 October 2000): the Human Rights Presdency, the High Human Rights Board, the
Human Rights Consultation Boards and the Investigation Boards. The Human Rights Presidency
Isintended to monitor the implementation of legidation in the area.of human rights.

The High Human Rights Board is an inter-ministerid committee responsible for making
proposals intended to promote and to strengthen human rights protection in Turkey.

The Human Rights Consultation Board is designed to serve as a permanent forum of exchange
of views between the Government and NGOs. The Investigation Boards will have the task to
conduct on the spot investigations with respect to aleged human rights abuses.

The principles for operation of these Boards have been laid down in an adminigtrative regulation
(Officid Gazette of 21 August 2001). The Government has stressed the importance of the full
functioning of these Boards and has requested that "the quarterly reports on the activities of
Boards on Human Rights, together with their opinions and proposa's, should continue to be sent
regularly” to the High Board of Human Rights (Circular of the Minister responsible for Human
Rights of 26 September 2001).

Fuller information is needed to assess the impact of these bodies.

Requirements for the training of law enforcement officias on human rights have been set down
in the law on police education of 25 April 2001. Under this law, Police Academies will give
police officers training on human rights issues over a period of 2 years. In addition, severd
projects have started in August 2001 in Ankaras police gtations amed a improving the
reception conditions of detainees. Officia data provided by the Turkish Government indicate
that 26,780 security officerswill have been trained in human rights by the end of the 2000-2001
academic year.

Civil and political rights

Despite a number of condtitutiond, legidative and administrative changes, the actud human
rights Stuation asit affectsindividuas in Turkey needs improvement.

The revised Article 38 of the Condtitution limits the death penalty to cases of terrorist crimes
and to times of war or imminent threst of war. The exception for terrorist crimes is not in line
with Protocol 6 to the ECHR (which does not permit any reservations), whereas the exception
in the case of war crimes is permitted under Protocol 6. Legidative changes to the Pend Code
will be needed to put this revised Article into effect. This will permit an assessment of whether

Turkey isin apogtion to sgn and ratify Protocol N° 6 to the ECHR.
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During the reporting period, death sentences have continued to be imposed by Courts on the
bass of the Anti-Terrorist Law. 1n 2000, 17 people were sentenced to capita punishment, and
10 between January and August 2001. However, the de facto moratorium on carrying out the
death pendty - which has gpplied since 1984 - has been maintained. With respect to the case
of Abdullah Ocaan, the Turkish authorities have agreed to postpone the execution of the
sentence pending the completion of the proceedings before the European Court of Human
Rights.

Regarding torture and mistreatment, the agreement of the Turkish Government to publish the
report of the Committee on the Prevention of Torture and Inhuman and Degrading Treatment or
Punishment (CPT) of the Council of Europe on torture and mistreatment, in January 2001, isa
wel come devel opment.

On 24 July 2001, the Minigter of the Interior issued a circular in which he daified the duties
and obligations of law enforcement and other security officers with respect to custody, forma
ares, detention and interrogation of suspects. The circular explicitly forbids the use of torture
and ill trestment. Ingpections by public prosecutors in police and gendarmerie gtations with a
view to investigating clams related to human rights abuses have recently been established. The
circular of 26 September 2001 (see above) dso cdls upon the regiond authorities to intensify
efforts to prevent abuses of human rights.

Prettria detention provisons are to be brought further into line with ECHR standards on the
bas's of the amendment of Article 19 of the Congtitution, which reduces to four days the period
of police custody before bringing the person detained before a judge in cases of collective
offences. Thisis a postive development from the point of view of the prevention of ill trestment
of detainees and should be applied aso for offences faling under the competence of the State
Security courts and in state of emergency provinces.

There are dso severd other procedures to be brought in line with ECHR standards, notably
automatic judicid review and medica examination as mentioned in the previous report.

In practice, the Stuation as regards torture and mistrestment has not improved since the last
Regular Report and il gives serious grounds for concern. Incidents of torture and ill trestment
continue to take place during police custody. A recent case was reported on the death of a 16-
year-old boy during police custody in Edremit (Urfa) in August 2001. Torture is especidly
prevaent in the Southeadt. Particularly in the case of the "incommunicado detention”, which is
applied in particular in the 4 provinces under the state of emergency. It is aso applied in cases
related to State Security Court as foreseen under the Code of Criminal Procedure and Law
establishing the State Security Courts.

Y oung people are apparently also affected. The Viransehir (Urfa) children who were arrested
on charges of aiding and abetting an illegal organisation, and who were according to their
lawyers subsequently ill treated, were eventudly released following internationa pressure.

The number of prosecutions of officials suspected of acts of torture or ill trestment increased
compared with earlier years. Though there are gill concerns that sentences are too light or too
frequently converted into fines or sugpended. Moreover, the existing rule that an administrative
authorisation is required in order to prosecute public servants has remained unchanged.
According to the Turkish authorities, during the period 2000-2001, 1,472 proceedings for
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charges of ill treatment and 159 proceedings for charges of torture were opened againgt security
force members. As a result, 36 persons were given prison sentences while another 50 were
expelled from sarvice,

The Parliamentary Commisson on Human Rights has become less effective in its investigation
work on torture following the departure last year of Ms Sema Fiskinglt, the chair of the
Parliamentary Commission. In addition, Ms Piskinglit has declared hersdlf willing to renounce to
her parliamentary immunity in order to defend the non-disclosure of sources of information,
which were recaived by the Commission during its investigations into the occurrence of torture.
However, in a recent development, the new Chairman announced tha members of the
Commission would pay surprise vidits to police stations and prisons to verify whether torture
and/ or ill-treatment is taking place in redlity.

In autumn 2000, the Turkish Government decided to implement a reform of the prison
system replacing large dormitories (up to 80 prisonersin one room) with a system of smal cells
shared by 1 to 3 inmates (F-type high security prisons). This led to violent demonstrations and
hunger strikes, which related not merely to improvement of prison conditions but aso to other
demands. The vast mgority of the prisoners involved in the strikes had been charged or
convicted under the Anti-Terrorist law. A number of extremist groups were involved in the
organisation of the hunger strikes.

The Turkish security forces intervened on 19-22 December 2000 againg the hunger trikers
and protestors to carry out a forced transfer to F-type prisons. This resulted in 32 degths. In
January 2001 the EU caled for an independent investigation. The CPT produced a report in
April 2001 indicating that some of the 32 casudties might have been the result of
disproportionate use of force including the use of firearms and tear gas. The report of the
Forensc Medicine Inditute on the causes of the deaths confirms the CPT findings’. It was
produced soon after the events but only later made available to the Parliament. Hunger strikes
continue and to date some 40 hunger gtrikers, ingde and outside prisons, have died. An Istanbul
Prosecutor opened a case againgt 1,615 persons on duty in a prison during the operations of
December 2000. They are charged with "ill-treetment” and "miscarriage of conduct”. Free
debate on these issues has been restricted.

A European Parliament ad hoc delegation visited Turkey in early June and urged Turkey to take
gppropriate measures in line with the recommendations of the CPT of the Council of Europe.

On other aspects of the prison reforms, a number of subgtantid legidative measures have now
been adopted, notably:

- Law amending Article 16 of the Anti-terrorist law (5 May 2001). This amendment alows
prisoners convicted of terrorism and organised crime to participate in education, sport and other
socid and culturd activities in common living areas. Open vists are permitted once a month.

- Law on the Institution of the Judge of Enforcement (16 May 2001). In total, 140
enforcement judge offices are being set up. They will be respongble for making decisons on
actions taken in respect to convicts and detainees and handling complaints regarding such

8 A penal court case against "Radikal", initiated by the Ministry of Justice, for publishing the report on charges of its

violation of Article 30 of the Press Law led to an acquittal.
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actions. A regulation implementing this law, and the one below, was adopted by the Minister of
Justice on 7 August 2001.

- Law on the Establishment of Monitoring Boards for Punishment Enforcement
Institutions and Detention Houses (21 June 2001). The law establishes around 133
Monitoring Boards. Their task, inter dia, is to carry out inspections and produce quarterly
reports for the Ministry of Justice and other relevant bodies, on the living and hedth conditions,
trandfers and disciplinary measuresin pend inditutions.

As a step towards reducing the pressures from over-population in prisons, reference can also
be made to a Law on Conditiond Reease and Suspension (the so-caled "Amnesty” law)
adopted on 8 December 2000. As aresult of this law, approximately 30,000 people have been
released, some on condition that they would not commit a smilar offence within 3 years. By 1
May 2001, there were 59,215 detainees in Turkish prisons, a decrease of 23% from the
previous year. On 18 July 2001, the Constitutional Court ruled that the scope of the “ Amnesty”
law should be widened to include various other crimes, and it gave the Parliament six months to
amend thislaw in line with the ruling.

Changesin legidation are needed to extend the scope of freedom of expression so asto give
concrete content to the condtitutional amendments, in particular to reflect the changes of the
preamble and of Articles 13 and 14 and also of Articles 22, 26 and 28. These latter two articles
remove the condtitutiona provison forbidding the use of languages prohibited by law. It is of
particular importance, taking into account the aim of the reforms, that the new formulation of the
redrictions in Articles 14 and 26 are trandated into new legidation and practice in such a way
as to provide an effective guarantee for freedom of expresson, including the use of languages
other than Turkish.

During the reporting period, there have been saverd serious problems in relation to the exercise
of freedom of expresson. Both the Pend Code (notably Articles 159 concerning insults to
parliament, army, republic and judiciary and Article 312, concerning incitement to racid, ethnic
or religious enmity) and Article 7 and 8 of the anti-terrorist law (disseminating separatist
propaganda) continue to be widely used by public prosecutors and judges to restrict freedom of
expresson. Recent examples of such cases include those of the Radikal columnist Ms. Nese
Dizd and the Turkish Daily News columnis Mr Burak Bekdil. Sxteen intdlectuds,
prosecuted for the re-publication of articles in a book on "Freedom of Thought 2000", have
been acquitted by the Ankara Military Court, but continue to face the smilar charges in other
courts.

Since 1 January 2001, some 80 journdists have been imprisoned for politica activities or for
aleged infringements of various laws. Some are acquitted, such as Mr Mehmet Uzun, who had
been detained on charges of “insulting the judiciary” and “insulting the Republic’, and who was
acquitted following internationa pressure. However, Dr. Skret Baskaya, charged with
dissemination of separatist propaganda, had to begin his sentence despite similar pressure. Ina
recent development, on 3 October 2001 Mr Uzun's book was confiscated, and there is a new
risk of charges againgt him.

It has been recognised by some officia sources that there are currently around 9,000 prisoners
for crimes connected to freedom of expresson. A significant number of journaists, intellectuals,
writers and politicians have been detained for expressng views and opinions. Officia data for
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2000 show that 261 persons have been sentenced under Articles 159 and 312 of the Penal
code and 324 under the Anti-Terrorist law. These figures in 1999 were 347 and 1,317

respectively.

As for freedom of the press, another amendment has been introduced. The provison that
"publication shal not be made in any language prohibited by lawv" has been removed (Article
28). This amendment is encouraging but for it to become fully effective legidative changes are
needed. The content of these legidative changes will be crucid for the enjoyment of this right.
As the generd redtrictions of Article 26 aso gpply to the expresson and dissemination of
thought and opinions in writing and other media, it is important that the implementing legidation
and practice ensure effective protection of the freedom of the press.

As for other aspects of freedom of the press, the Ministry of Interior published a list of terms
prohibited in officid documents and government owned media A number of publishing
companies had to suspend their activities and periodicas and books have been seized. A recent
exampleisthe decison to suspend the IDEA Palitika Journal on 26 September 2001.

In a judgement on 14 December 2000, the Istanbul State Security Court N° 4 banned al
publishing or broadcasting of information portraying Turkey in "a date of weskness'.
Newspapers and journalists have complained about this judgement that is seen as an “act of
censorship” aming a banning, in practice, the publication of news and pictures especidly in
relation to the F-type prison protests.

In the fiddd of broadcasting, as mentioned above, the congtitutional amendment removing the
provison that “publication shdl not be made in any language prohibited by law” is encouraging,
but before it becomes fully effective in broadcagting, legidative changes are needed (see dso
under cultura rights). The Turkish Parliament adopted a law in June 2001 amending the Status
of the High Audio-Visud Board (RTUK). This law, though it dlarified ownership matters,
legalised retransmission, established some ethica standards, could have further limited freedom
of expression and plurdity of ownership. One member of the High Board was to be nominated
by the National Security Council (NSC). At the end of June 2001, President Sezer vetoed the
law on the grounds that it was in breach of severa principles of the Turkish Conditution. A
revison of the law according to European standards is now under preparation.

As indicated in the last Regular Report, implementation of the existing law remains a matter of
concarn. The High Audio-Visud Board (RTUK) continued to ban temporarily certain
Radio/TV gations. In August 2001 for ingtance, 10 stations received pendlties for closure from
1 to 365 days mainly for unacceptable comments on current events. Moreover, on 26
September 2001, the Radio and TV High Board took a final decison to prohibit broadcasting,
in Turkish from the BBC and Deutsche Welle on the basis of Article 26 of the RTUK law
(prohibition of retransmisson). The Presdent of the Board expressed his oppostion to this
decison and launched legd proceedings before an adminidrative tribund. This Tribuna has
rgected this appeal and RTUK has summoned the relevant radio dations to stop
retransmission.
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With regard to freedom of association and peaceful assembly the amended Article 33 of
the Congtitutior? modifies generd rules and redrictions on the right to form associations. The
impact of this can only be assessed when implementing legidation is established. Certain minor
improvements regarding the creation of NGO internationa linkages may result from the Civil
Code amendments currently before the Parliament.

Currently, the procedure to establish NGOs in Turkey remains cumbersome and the functioning
of NGOs is till subject to considerable state controls At present, NGOs need gpprova from
the Government to receive financid resources from outside Turkey. NGOs report that they are
subject to harassment and intimidation, in particular in the Southeast. On 7 September 2001,
the Turkish Human Rights Foundeation branch in Diyarbakir was raided by police forces and
confidentia medica information concerning the victims of torture and ill trestment were seized
by the authorities. The medicdl files were returned on 10 October 2001. In the mean time, two
procedures have been initiated againgt this NGO aimed at hindering its activities or even its
closure.

The condtitutional provision on the principles to be observed by political parties has been
amended. Sanctions can be imposed upon a palitical party if "actions' committed by members
violating a number of basic principles are endorsed by the party as a whole. Instead of
permanent dissolution, the Congtitutional Court may decide to bar the political party in question
partidly or completely depending on the gravity of the "actions'. Moreover, the amendment will
may lead to more proportionate sanctions in respect of politica parties *° but the grounds for
banning politica parties remain unchanged (Article 68).

On 22 June 2001, after a procedure lasting 26 months, the Congtitutiona Court issued a ruling,
with immediate effect (athough the officid "reasoning” has not yet been published) ordering the
dissolution of the Fazilet Party and the confiscation of its assets for carrying out anti-secular
activities. (Fazilet, the main opposition party with 102 eected members, was the fourth Idamic-
oriented party to be banned in Turkey. Since 1983, a tota of 21 politica parties have been
banned by the Congtitutional Court).

The recent ruling, based on Articles 68 and 69 of the Condtitution, expelled two eected
members from the Parliament. These persons, and three other members of their party, were
banned from poalitics for a period of five years. One of these persons was prosecuted because
she attempted to take the oath while wearing a headscarf. This was viewed by the Court as an
anti-secular activity.

In ajudgement delivered on 31 July 2001 the European Court of Human Rights ruled thet the
dissolution of the Refah party ordered by the Turkish Condtitutional Court in 1998 did not
violate the principle of freedom of association under Article 11 of the ECHR. The Court
congdered that the dissolution of the Refah party “could reasonably be considered to meet a
pressing socid need for the protection of democratic society”.

Specific grounds for the restrictions to this right, “national security, public order, for the prevention of crime, public
morals, public health, or for the protection of the rights and freedoms of others”, are added to the article.

The sixth paragraph of article 68 now reads :"The Constitutional Court may take the decision to deprive the party of
State funds, either partially or in full, instead of permanently dissolving the party, according to the gravity of the
actions brought before the Court".

M Refah Partisi, Erbakan, Kazan and Tekdal vs. Turkey N° 41340/98
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Asfar as freedom of religion is concerned, there have been signs of increased tolerance
towards certain non-Mudim religious communities,

During the year 2000, partly in commemoration of the Chrigtian jubilee, the Turkish authorities
goonsored severd ecumenical events among maor religious groups including a mesting in
Tarsus. In December, Presdent Sezer issued a message to Turkey's minority religious groups
on the occasion of Christmas and Hanukah.

On 12 June 2001, the Prime Minigter issued a circular to loca authorities reaffirming the rights
of Syrian Orthodox Turkish citizens, who had emigrated, to return to their villages in regions
covered by the state of emergency and in adjacent provinces. With the support of President
Sezer, the government gave permission for the opening of another Syrian Orthodox church in
Istanbul.

Officid permission is no longer required to carry out restoration of churches and other buildings
belonging to minority foundations.

However, Chrigtian churches continue to face difficulties, in particular with respect to ownership

of property. No progress can be reported in the case of the closure since 1971 of the Orthodox

Seminary of Halki. The lack of recognition of the legal status of various churches creates a
number of congraints, including access to Turkey by ecclesastic personnd.

No improvement in the Stuation of non-Sunni Mudim communities has taken place. The officid
gpproach towards the Alevis is unchanged. Alevi concerns have not been taken up by the
Presdency of Rdigious Affars Paticular Alevi complaints relae to compulsory religious
ingruction in schools and school books which fail to acknowledge the Alevi identity, and the
fact that financid support is only avalable for the building of Sunni Mudim mosques and
religious foundations.

The question of asylum seekers and trafficking in human beings is taken up under Chapter
24 - Co-operation in the field of justice and home affairs.

Economic, social and cultural rights

The condiitutiond reform package has introduced a number of amendments affecting the
condtitutiona guarantees for economic and socid rights. The main amendments ded with:

- broadening the scope of the right to work (Article 19),
- enhanced gender equality (see below) (Articles 41 and 66),

- broadening the scope of trade union rights and freedoms. Article 51 has been amended to
extend the right to form unionsto al employees not only to workers. The requirement of holding
the status of a labourer for at least ten years in order to become a union leader has dso been
lifted.

- guaranteeing the right to afair wage in light of the economic conditions (Article 55).

Regarding children’s rights, the Turkish Government retified on 26 January 2001 the ILO
Convention N° 182 on the Elimination of Worst Forms of Child Labour, and on 18 January
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2001 the European Convention on the Exercise of Children’s Rights. A Child Bureau was set
up in the Directorate Generd for Public Security by alaw adopted on 13 April 2001. This new
body is now respongble for tasks semming from the implementation of the above-mentioned
European Convention on the Exercise of Children’s Rights. However, the Stuation regarding
children’s rights is not in conformity with Articles 7 and 17 of the European Socid Charter
ratified by Turkey in 1989.

Regarding trade union rights, a law on “Trade Unions of Public Employees’ entered into
force on 12 July 2001. This provides for some basic trade union rights such as the right to
organise. It does not include the right to bargain collectively or the right to srike. Certain
categories of public employees, such as police officers, judges and prosecutors, do not enjoy
trade union rights. This law could be reviewed in light of the amendment to Article 33 of the
Condtitution, which broadens the right to form an association but retains redtrictions “to the
extent that the duties of civil servants so require’.

An Economic and Socid Council has been formaly established following alaw that entered into
force on 21 April 2001. However, it is only a step towards the kind of socia didogue
mechanism cusomay in the EU (see also under Chapter 13 - Social policy and
employment).

Asregards cultural rights, progress can be reported with the amendment of Articles 26 and
28 of the Condtitution, in which the provision forbidding the use of languages prohibited by law
has now been abolished. This could pave the way for the use of languages other than Turkish
and is therefore a positive development. However, changes in exigting restrictive legidation and
practices will be needed to provide effective protection againgt interference with the right to
communicate in languages other than Turkish. The RTUK law stipulates that radio and television
broadcasts will be in Turkish, “with an exception for languages that will contribute to the
development of auniversal culture and science’.

For persons belonging to groups that are outsde the scope of the 1923 Lausanne Treaty
(Armenians, Greeks and Jews), the actud sStuation has not improved, notably in relation to
broadcasting and education. In practice, for instance, Kurdish songs and sireet interviews in
Kurdish are occasondly broadcast. In the field of education (basic and extended education),
no language other than Turkish is dlowed for teaching purposes, except where officidly
authorised by the Minigtry of Nationa Education. No amendment under the conditutiona
reform provides for education in languages other than Turkish.

Intheareaof gender equality, Article 41 of the Congtitution has been amended with aview to
edtablish the principle of equality between spouses as a bass for the family. The amended
Article 66 of the Conditution on Turkish citizenship no longer discriminates on the basis of
gender in the case of a foreign parent. A new Civil Code, which is pending before the
Parliament would remove remaining discrimination and strengthen gender equdity

The quedtion of vidlence againg women within the family, induding the so-cdled "honour
killings', remains an issue of concern. The legidation, which dlows for the gpplication of
reduced sentences to the perpetrators of such crimes, is still applicable.
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The Miniger of Hedth introduced a change in the disciplinary regime for students in the hedlth
sector. According to this amendment™?, students who are found to have had sexud intercourse
or to have engaged in proditution will be expelled from their school. The Istanbul Bar
Association initiated in September 2001 proceedings againgt this regulation.

Minority rights and the protection of minorities

Over and above what has been said above on culturd rights and the possible impact of the
condtitutiona amendments, there has been no improvement in the ability of members of ethnica
groups with a culturd identity and common traditions to express their linguistic and cultura
identity. Turkey has not sgned the Council of Europe Framework Convention for the
Protection of Nationad Minorities and does not recognise minorities other than those defined by
the 1923 Lausanne Peace Treaty.

Following repested initiatives taken by cultura association representing the Roma or other
'gypsy’ interests in Turkey, some postive developments can be reported, such as the decison
taken by the Ministry of Culture in July 2001 to confiscate and ban the sdling of an officid
book, published in 2000, by the same Ministry, containing degrading and offensive language in
relation to the Turkish Roma. Smilarly, the Ministry of Education on 5 October 2001 issued a
crreular to diminate pgorative words used about this group in definitions in dictionaries
published by the ministry. However, the Settlement Law of 1934 is till gpplicable to “nomadic
gypses’, implying that they are dill among the categories of people who are not accepted in
Turkey asimmigrants.

The issue of respect for culturd rights is particularly important for improving the Situation in the
Southeast. The Newroz “Kurdish New Year” was celebrated there on 21 March 2001 without
magor incident, and the fegtivities are said to have attracted over 500,000 people. However,
organised celebrations were banned in some cities esawhere including Istanbul.

A Diyarbakir Culture and Arts Fegtival took place on 25-27 May, co-financed by the EC
Meda programme. Severa thousand persons participated in various activities, including a
concert and a panel on multiculturalism. Severa other culturd events have taken place in the
past year.

Since the last Regular Report, the state of emergency in the Southeast has been extended three
times: on 27 October 2000, on 27 March 2001 and on 29 June 2001, for 4 months periods for
the four provinces of Diyarbakir, Hakkari, Sirnak and Tunceli. The security Situation is reported
to be much improved. However, the disappearance of two HADEP officids in 2001 after
vigting a police gation in the area of Silopi/Sirnak have not been darified.

The pro-Kurdish HADEP political party aso frequently faces difficulties from the authorities,
including police invedtigations. A demondration of HADEP to celebrate World Peace Day in
Ankara, scheduled on 1 September, was forbidden by the Turkish authorities,

Turkey has invested over the years in an economic aid and development programme, which
includes agriculturd and housing projects for areas most affected by the years of violent conflict
and terrorism.

2 Official Gazette on 13 July 2001.
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An Eagt and Southeast Action Plan initiated by the National Security Council, but till not been
made public has been enacted with the approva of the Prime Minigter. The plan reputedly
includes 107 measures related to public administration, economy, health and education. The co-
ordination of the Plan fals under the responghility of the State Planning Organisation and is
carried out by the rdevant public indtitutions and organisations. As part of this plan, the "return
to village programme" conssts of a resettlement scheme for those who have been displaced by
the events in the region. According to the Emergency Rule Governor, up to 26,000 people have
as of July 2001, returned to ther villages. 2800 households have been officidly resettled.
However, 34,000 gpplications for return are ill pending. In severa ingtances village guards,
armed and paid by the state to defend the evacuated or abandoned villages, have occupied the
houses of departed villagers and refuse to return them to the legitimate owners. There are
between 45,000 and 90,000 village guards in the region.

In the Sirnak area, 12 villages have been built and plans foresee the congtruction of 4 boarding
schools and 19 dementary schools. The returned refugees, however, question whether the
policy of building new villages, commonly referred to as "centrd villages', is fully to the benfit
of the people concerned.

The government reports that 10 private bank branches were opened and infrastructure projects
have increased by 14% in the region.

* % %k % %

Enhanced politicad diadogue continued under the French, Swedish and Belgian Presidencies with
political directors Troika meetings in Ankara and Stockholm, two meetings of Politica
Directorsin Brussls, and as part of the EC-Turkey Association Council in Luxembourg on 26
June 2001.

The Helsinki European Council conclusons gtate that enhanced political dialogue with Turkey
will in particular refer to the issues of human rights, the Cyprus question and efforts to resolve
any outstanding border disputes. The developments on human rights have been described in the
previous part of this report.

1.3. Cyprus

The prospects for a settlement of the Cyprus problem under the auspices of the United Nations
are anadysad in the Regular Report on Cyprus. This section is confined to the discusson of the
Cyprus question in the context of the enhanced politica didogue with Turkey, as referred to
under the heading “Relations between the EU and Turkey” above.

The Accesson Partnership dates that; “in accordance with the Helsinki conclusions, in the
context of the politica didogue, strongly support the UN Secretary Generd’ s efforts to bring to
a successful concluson the process of finding a comprehensve settlement of the Cyprus
problem, as referred in the point 9(a) of the Helsinki conclusions.

In the course of the enhanced politica didogue and a the Association Council with Turkey in
June 2001, Turkish representatives expressed their support for the Secretary Generd’s efforts.
But EU representatives indicated their disgppointment that these expressions of support have
not been followed by concrete actions to facilitate a settlement of the Cyprus problem. In
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particular, disappointment was expressed at Ankara s support for the decision of Mr Denktash,
the leeder of the Turkish Cypriot community, to withdraw from proximity talks under UN
auspices and to decline the Secretary-Generd’s invitation to talks in New York in September
2001.

During the enhanced politica didogue EU representatives urged Turkey to encourage the
Turkish Cypriot leader to take advantage of the window of opportunity for reaching a
settlement before the conclusion of the accesson negotiations with Cyprus. This would alow
the Turkish Cypriots to participate in EU accesson negotiations, on the bass of a political
settlement, and for the results of the settlement, reflecting the concerns of the respective parties,
to be included in EU accession arrangements.

With this god in mind, EU representatives invited Turkey to give practica support to the
resumption of the UN process without additiona preconditions.

1.4. Peaceful settlementsof border disputes

Bilaterad relations between Turkey and Greece have continued to improve. These postive
developments have been led by the foreign ministers of both countries and the framework of
co-operation that they put in place.

A number of confidence building measures have been adopted such as the commitment to keep
each sde mutudly informed about military exercises in the Aegean as well, to clear land mines,
the setting up of a direct telephone line between the foreign minigtries and exchanges of time
schedules for military exercises.

Another set of confidence building measures were decided by June 2001. These pogtive
developments should creste a climate conducive to progress in the peaceful settlement of
disputes between the two countries, in accordance with the Helsnki European Council
conclusions and the Accession Partnership with Turkey.

1.5. General evaluation®

The congtitutiona amendments adopted by the Turkish Parliament on 3 October 2001 are a
sgnificant sep towards strengthening guarantees in the fidd of human rights and fundamenta
freedoms and limiting capitad punishment. The amendments narrow the grounds for limiting such
fundamenta freedoms as the freedom of expresson and dissemination of thought, freedom of
the press and freedom of association. Attention has now turned to the effective implementation
of these important changes. The Turkish Government is findisng a package of new draft
legidation that is amed a implementing a number of conditutional amendments, in particular
with respect to freedom of expresson and thought. It should facilitate progress towards
satisfying the Accession Partnership priorities.

Despite these changes, a number of redtrictions on the exercise of fundamental freedoms have
remained. The extent to which individuas in Turkey will enjoy real improvement in the exercise
of fundamental freedoms will depend on the details of implementing legidation, and the practica

B see "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
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gpplication of the law. It is encouraging that a generd principle of proportiondity has been
introduced and that the stated generad am of the reform is effectively to bring to the forefront
respect for human rights and the rule of law.

The moratorium on the desth pendty has been mantained. The revised Article 38 of the
Condtitution limits the death pendty to cases of terrorist crimes and in times of war or imminent
threat of war. The exception for terrorist crimes is not in line with Protocol 6 to the European
Convention on Human Rights (ECHR) (which does not permit any reservations), whereas the
exception in the case of war crimes is permitted under Protocol 6. Legidative changes to the
Pend Code will be needed to put this revised Article into effect. This will permit an assessment
of whether Turkey isin apostion to sgn and retify Protocol N° 6 to the ECHR.

The reforms related to economic, socid and culturd rights contain a number of pogtive
elements. The provisons forbidding the use of languages prohibited by law, in Articles 26 and
28, have now been abolished. This could pave the way for the use of languages other than
Turkish and is a positive development. Exigting redrictive legidation and practices will need to
be modified in order to implement this conditutiona reform, as the Turkish authorities have
recognised. There has been no improvement in the redl enjoyment of culturd rightsfor dl Turks,
irrepective of their ethnic origin.

A number of substantia prison reforms have been adopted. Turkey is encouraged to ensure that
these reforms are fully implemented. The disproportionate use of force in bresking up prison
protests is to be regretted. The continuing loss of life as a result of hunger drikes is
unacceptable from a humanitarian point of view. Irrepective of the politicad motives of those
involved, efforts should be stepped up to prevent further deaths. Free debate on these issues
should be alowed.

Reform of the judicid system has begun. The independence of the judiciary, the powers of State
Security Courts and military courts and compliance with rulings of the European Court of
Human Rights remain matters of concern.

A number of initiatives have been taken to increase the awareness of law enforcement officers
and judicid personnd of human rights issues, but it is too early to assess the practical impact of
these.

Despite severd initiatives to foster more trangparency in Turkey's public life, corruption remains
a serious problem. The recent sgnature of important Council of Europe Conventions on
corruption and on money laundering is a postive development.

Further action needs to be taken to improve the economic Situation in the South East to reduce
regiond digparities and to enhance economic, socid and culturd opportunities for al citizens.
The dtate of emergency il appliesto four provincesin this part of the country.

The basic features of a democratic system exist in Turkey, but a number of fundamenta issues,
such as civilian control over the military, remain to be effectively addressed.

Despite a number of conditutiond, legidative and adminidtretive changes, the actud human
rights Stuation as it affectsindividuas in Turkey needs improvement.
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Though it is beginning to make progress in some areas, Turkey does not yet meet the
Copenhagen politica criteriaand is therefore encouraged to intensify and accelerate the process
of reform to ensure that human rights and fundamenta freedoms are fully protected in law and
practice, for dl citizens, throughout the country.

Fuller use should be made of the enhanced political didogue, to further simulate progress on
key issues which are priorities of the Accesson Partnerships, such as human rights, Cyprus and
the peaceful settlement of border disputes.

Given Ankaras support for the decison of Mr Denktash to withdraw from the UN proximity
talks and to decline the UN Secretary Generd's invitation to talks in New Y ork, the support
Turkey has expressad in the politica didogue for the UNSG's efforts to find a comprehensive
solution of the Cyprus problem should now be followed by concrete steps by Turkey to
facilitate a solution.
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2. Economiccriteria

2.1. Introduction
Inits 1989 Opinion on Turkey’ s gpplication for EC membership, the Commission concluded:

“Turkey's economic and political situation, ..., 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 its 1998 and 1999 Regular Reports, the Commission, while acknowledging that progress has
been made, confirmed its Opinion. In its 2000 Regular Report the Commission found thet:

“Turkey has made considerable progress in addressing the most urgent imbalances in the
economy, yet the process of achieving a functioning market economy is not completed.
Considerable parts of the Turkish economy are already able to sustain competitive
pressure and market forcesin a customs union with the EC.”

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

- the exigence of afunctioning market economy;
- the capacity to cope with competitive pressure and market forces within the Union.

In the andysis below, the Commission has followed the methodology gpplied in the Opinion and
the previous annua Regular Reports.

2.2. Economic developments

Macroeconomic stability deteriorated as a result of the financial crises and the situation
remains very volatile. After a strong recovery during most of 2000, economic activity declined
sharply during the firgt hdf of 2001. The main factors for this dowdown have been two financid
crises in November 2000 and February 2001, when political tensions and thin money markets
led to rgpidly increesing difficulties in Turkey's financid system. The February criss forced the
Turkish authorities to abandon the currency peg, which had been at the heart of Turkey's dis-
inflation programme. Since the switch to free floating on 22 February 2001, the Turkish lira has
depreciated by more than 50%. As a result, inflationary pressures resumed rapidly. Domestic
demand declined dongsde a dgnificant increase in interest rates, reflecting uncertainty in
financid markets as well as growing domestic indebtedness. Imports fell markedly while exports
benefited from the more favourable exchange rate after the depreciation. The dowdown in
globa demand and the sharp rise in domestic interest rates have hindered the export-oriented
sector to fully benefit from the improved price competitiveness. Although the increase in exports
remained moderate, Sgnificantly lower imports led to an improvement in the current account.

Foreign direct investment remained very low, while capitd outflows were high, leading to a
ggnificant decline in foreign exchange reserves. After the tight monetary condraints associated
with the currency peg, present monetary policy largey accommodates liquidity needs of the
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Turkish economy. Nevertheess, red interest rates remained relatively high, largely due to high
uncertainty in financid markets. In response to the criss, the government tightened its fisca
stance in order to compensate for lower growth and the sharp increase in public debt.

Main economic trends

Turkey 1996 1997 1998 1999 2000 2001 latest

Rea GDP growth rate per cent 7.0 75 31 -4.7 72 -6.1Jan-June

Inflation rate (CPI)

- annual average per cent 80.4 85.7 84.6 64.9 54.9 47.8 Sept M

- December-on-December per cent 79.8 9.1 69.7 68.8 39.0 61.8 Sept.

Unemployment rate, end-

year per cent

- ILO definition 6.7 6.5 6.8 76 6.6 6.9 June

General government budget  per cent of -84 -134 -11.9 218 -11.0

balance GDP

Current account balance per cent of -14 -14 10 -0.7 -49 0.8 Jan-Jun
GDP
million 1945 | 2333 | 1766 | -1276 | -10574 | 590" Jan-
ECU/euro June

Foreign debt

- debt export ratio per cent 1712 1559 156.1 199.6 210.2

- grossforeign debt million 52,797 | 64,308 | 67,583 | 80,196 108,865
ECU/euro

Foreign direct investment in

flow per cent of

- balanceof paymentsdata 04 04 05 04 05 | 2.6Jan-dune
million 576 712 837 735 1,063 1,874 Jan-
ECU/euro June

14

Moving 12 month average rate of change.

15 Source: Website of Central Bank

16

Source: Website of Central Bank, Balance of inflows and outflows
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As a result of the financial crisis, the speed and scope of structural reforms have
substantially increased. The Turkish authorities have adopted a wide range of structura
reforms, to reduce the gate influence in the economy. The restructuring of the financia sector
has been accderated by transferring nonviable ingtitutions to the Savings and Deposit Insurance
Fund, by srengthening survelllance and prudentid standards and by reducing politica influence
in the management of state controlled banks.

Legd measuresto liberalise such sectors, as sugar, eectricity and gas have been approved, and
steps have been taken to increase the independence of the Centra Bank. The privatisation of
former state monopolies and state banks is under preparation. State influence in the agricultura
sector has been reduced and the system of support pricesisin the process of being replaced by
a new system of direct income support. The regulation of the telecommunication sector has
been modernised and an independent regulatory agency for the telecommunication sector
established.

Main Indicator s of Economic Structurein 2000

Population (average) Thousand 65,293 E
GDP per head” PPS 6,400
Per cent of EU -
average
Share of agriculture® in:
- grossvaue added per cent 14.6
- employment per cent 34.9
[nvestment-to-GDP ratio* per cent 229
Gross foreign debt/GDP* per cent 50.1
Exports of goods & services GDP per cent 23.8
Stock of foreign direct investment Million Euro
Euro per head®
E: estimate

P: provisional data

¥ Figures have been calculated using the population figures from National Accounts, which may differ from those used in

demographic statistics.

Agriculture, hunting, forestry and fishing.

19 Datarefer to Gross fixed capital formation as % of GDP.

2 Estimated.

2L Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.

18

36



Over the period 1995 - 2000, no progress was made in catching-up with the EU. GDP per
capitain purchasing power parities has remained a around 29% of the EU average. Regiond
and socid disparities are consderable and widening. The economic activity rateis very low and
declined from 53.4% in 1995 to 49.2% in 2000. As reported by the Turkish authorities,
unemployment stdled a 6.9%. In urban aress, registered unemployment is sgnificantly higher,
at 9 - 10% of the labour force. In 2000, long-term unemployment accounted for about 24% of
al unemployed. Unemployment among educated young people in urban areas has reached
25%. Unemployment rates for men and women do not differ sgnificantly. In the countryside,
regigered unemployment is relatively low, partly due to the high share of "unpad' family
workers in the Turkish agricultural sector. Disparities between urban and rurd areas, and upper
and lower income groups, are very high in Turkey. It is likely that these disparities have further
increased in the meantime, mainly due to the erosion of the purchasing power of lower income
groups, through chronicaly high inflation. The present economic decline has further worsened
the socid gtuation.

2.3. Assessment in termsof the Copenhagen criteria

The existence of a functioning mar ket economy

The exigence of a functioning market economy requires that prices, as wel as trade, are
liberdised and that an enforcesble legd system, including property rights, is in place.
Macroeconomic stability and consensus about economic policy enhance the performance of a
market economy. A well-developed financid sector and the absence of any sgnificant barriers
to market entry and exit improve the efficiency of the economy.

Despite difficulties, the government is adhering to its economic programme and is
continuing to adopt the envisaged measures. To address the causes and the consequences
of the crigs, the mandate of the Ministry of the Economy has been strengthened and the
Government presented a new economic programme in the framework of an IMF stand-by
arrangement. The reform package, "Programme towards a strong economy”, focuses on the
eimination of paliticd interference in the economy, the consolidation of the financid sector and
the acceleration of Structurd reforms. Socid dialogue is an important feature of the programme.
On the base of this package, the IMF decided to increase the funding of its December 1999
3-year stand-by arrangement. Despite some ddays due to tensgons within the codition
government, the implementation of the new programme is on track. Nevertheless, the measures
have not yet succeeded in restoring confidence. In line with the requirements of the Accesson
Partnership, Turkey submitted its first Pre-Accesson Economic Programme in October. This
programme is based on the "Programme towards a strong economy”.

After strong output growth during most of 2000, economic activity has been declining
since the November 2000 financial crisis. In 2000, rea GDP grew by 7.2%. This was the
result of gtrong private consumption and high investment. Private consumption responded
rapidly to the sharp decline in interest rates after the announcement of the December 1999
dignflation programme. In addition, private and public investment rose due to the recongtruction
needs after the devagtation of earthquakes in 1999.
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Financial turbulence in November 2000 and February 2001 brought a sudden end to the
demand driven boom, as sharply increased interest rates and consumer prices reduced regl
disposable income and consumer confidence. During the first haf of 2001, real GDP declined
by 6.1% relative to a year ago. This reflects a year-on-year decline by 2.2% in the first quarter
and by 9.3% in the second quarter. Private consumption fell by 7.5% year-on-year during the
fird haf of 2001. Invetment has been particularly sengtive to the financid criss and haes
declined by 23.5%. Due to dampened demand, imports of goods and services declined by
23.7% in the firgt half of 2001, while exports rose by 8.8%. Net exports thus helped to limit
partidly the negative impact of the financid crisis on GDP growth.

Unemployment continued to increase in 2001. Unemployment rose to 6.9% in the second
quarter of 2001, compared to 6.2% in the second quarter of 2000. Non-agricultural
unemployment was 10.7%. Among educated young people, the unemployment rate was 23.2%
in the second quarter of 2001. Unemployment is significantly higher in urban areas and among
high school graduates. The participation rate is relaively stable a the low level of dightly below
50%.

Inflationary pressures have revived. In 2000 and early 2001, the disnflation programme
succeeded in bringing down 12-month consumer price inflation (CPI) rates from 69% in
December 1999 to 33% in February 2001. As a result of the sharp depreciation after the
February 2001 crigs, inflationary pressures rose rapidly, reaching month-on-month CPI
incresses of 10.3% and 5.1% in March and April. In the summer, month-on-month inflation
was rather low, but rose again to 5.9% in September, partly reflecting seasona factors. After
the main impulse of the initid depreciation seems to have largely fed through the system, the
recent re-surge in inflationary pressures could have a negative impact on inflationary
expectations. The continued wesakness of the Turkish lira could maintain upward pressure on
prices, despite weak domestic demand and low wage increases in the public sector.

After the crisis, monetary policy became largely accommodating, while interest rates rose
sharply. Before the criss, monetary policy supported the currency peg, by injecting and
withdrawing liquidity in response to changes in foregn exchange reserves. With the currency
peg abandoned, the Centrd Bank used its increased flexibility to try moderate swings in the
financid markets, by providing liquidity in both domestic and foreign currency. This helped to
avoid new liquidity bottlenecks in the financia sector, but did not actively address the sources
for the sector's difficulties. At present, the Central Bank uses base money targets and intends to
shift towards inflation targeting as soon as inflationary pressures have come down sufficiently.
As aresult of the criss and insufficient success in retoring confidence of internationa markets,
interest rates have remained very high. In October 2001, annualised treasury bill yields were il
around 90%. Overnight interest rates came down to dightly below 60% by September. The
dickiness of high interest rates immediatdy trandates into higher than expected financing costs
for the public sector debt and impede fiscal consolidation.

Snce its free floating in February, the Turkish lira has lost more than 50% of its value.
From December 1999 to February 2001, the exchange rate regime conssted of a crawling peg
vis-avis a currency basket with a depreciation rate equd to the targeted inflation, combined
with a pre-announced exit sirategy. This externa anchor was designed to reduce inflationary
pressures. Despite some success, inflationary inertia kept domestic price increases higher than
envisaged, leading to a consderable red gppreciation of the Turkish lira Together with sharply
declining interest rates, the real appreciation triggered a boom in imports, resulting in a strong
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increase in the current account deficit. Delays in privatisation eroded market confidence in the
viability of the ambitious consolidation programme. On 22 February 2001, the crawling peg
regime was abandoned, as the Turkish banking sector was no longer able to sustain the tight
liquidity policy necessary for such an exchange rate regime. There are no specific exchange rate
targets at present, athough the Centrd Bank has announced that it will act to avoid excessive
swingsin therate.

Turkey isforced to build up a large primary fiscal surplusin order to try to contain public
sector indebtedness. Public sector deficits have traditionaly been high in Turkey. According to
national accounting standards, the national government deficit was 11326 in 1999 and 1026 in
2000. According to harmonised EU national accounting standards (ESA95) the generd
government deficit was 11% of GDP in 2000 and 21.8% in 1999. The dgnificantly higher
deficit according to ESA95 reflects an accrua-based alocation of financial costs related to
additiona expenditure, caused by the earthquakes of August and November 1999 When
including extra-budgetary funds and transfers to state owned enterprises, more than 90% of the
generd government deficit relates to the centrd government. Loca government net borrowing
contributed only a ¥4 percentage point to the generd government deficit in 2000 and socid
security borrowing about a ¥z percentage point. According to ESA95 standards, primary net
borrowing was 5.6% in 2000, compared to 9.2% in 1999. In order to achieve a more
sugaindble gStuation in public finances, the Turkish authorities intend to redise subgantia
primary surpluses in the near future, 526 of GDP in 2001 and 6¥%2 of GDP in 2002.
Although the burden of interest payments is expected to decline from the present leve of about
15% of GDP, the overd| deficits are likely to remain high.

In response to the February crisis, additional fiscal measures had to be taken. The
modified fisca package conggts of e temporary messures, such as freezing the number of civil
servants, and permanent revenue measures, such as increasing the value added tax (VAT) rate
by one percentage point, the increase in the petroleum consumption tax or the increase in the
minimum contribution base for socid security payments. Despite a Sgnificant deterioration in
growth expectations for 2001, from -3% GDP growth in the spring to -8% in mid-October,
fiscd targets have been maintained.

Interest payments are crowding out other expenditure categories. Fiscal revenues rose
from 23¥#6 of GDP in 1999 to about 25¥%%6 in 2000. This increase was largely due to the rise
in indirect taxes, while direct tax revenues and non-tax revenues remained largely unchanged.
Fisca expenditures rose from nearly 35% of GDP in 1999 to 36Y2% of GDP in 2000. Thisrise
was mainly due to higher net interest payments, increasing from 13% of GDP in 1999 to nearly
16% of GDP in 2000. The latest budgetary projections forecast a dight increase in tota
revenues to 26¥% of GDP and a sharp rise in total expenditures to more than 40% of GDP.
Thisincrease is mainly due to sgnificantly higher interest payments, amounting to about 20% of
GDP or 80% of total revenue.

Genera government gross debt was 57.8% of GDP in 2000, compared to 69.2% of GDP in
1999. This decline was mainly the result of strong growth and the sharp decline in interest rates
in 2000. The restructuring of the banking sector will sharply increase the public sector debt

2 Two figures are given for the government balance. One is based on the most commonly used national concept, and the
other is calculated according to the European System of Accounts (ESA 95), which was reported by the candidate
countries for the first time this year.
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stock by a least 20 percentage points of GDP in 2001. As the maturity of the additionally
Issued dtate obligations is rather short and, to some extent, those bonds are denominated in
foreign currencies, the exposure of Turkey's debt service to fluctuaions in short-term interest
rates and exchange rates has risen congderably. The importance of restoring market confidence
in order to establish a firm downward trend in interest rates and to stabilise the currency thus
has further increased.

The current account balance improved markedly after the currency depreciation. In
2000, strong growth and the red appreciation of the Turkish lira had resulted in a sharp
deterioration of the current account deficit from -0.8% of GDP in 1999 to -4.7% of GDP in
2000. During the firgt haf of 2001, the sharp decline in domestic demand resulted in a minor
current account surplus of 0.8% of GDP. Export revenues increased by nearly 16% (in EUR
terms) year-on-year, while import expenditure declined by about 17%. As aresult, the deficit in
the trade account declined to 4.3% of GDP, compared to 10% in the first haf of last year. So
far, inflows in the form of tourist revenues, workers remittances and short-term portfolio
invesments have been sufficient to finance the trade deficit. However, in the absence of
ggnificant foreign direct invesment (FDI) inflows, the cost for atracting externd finance is
ubgtantia. The high mobility of short-term portfolio investment can cause substantia short-term
fluctuations in Turkey's financid markets.

The current macroeconomic policy mix seeks to limit the damage of the financial crisis,
but needs to be re-focussed on macroeconomic stabilisation. The December 1999
progranme had faled due to the fragility of the Turkish banking sector and the declining
credibility of the programme, given persgently high inflationary expectations, rapidly increasing
extend imbdances, tight financa markets and insufficient political support. The new
programme is trying to remove the fundamental causes of Turkey's macroeconomic instability
before focussang on disnflation. However, the period of prolonged macroeconomic ingability
needs to be kept as short as possible to avoid a further deterioration of public finances.

The free interplay of market forces has been increased. For historic reasons, the influence of
the Turkish state on economic processes has been high. State enterprises provided inputs for
the manufacturing industry and state dominated banks channdlled preferentia credits to sectors
such as agriculture and smdl and medium-sized enterprises (SMEs). This interventionist
approach resulted in overstaffed and subsidised dtate enterprises. Furthermore, state banks
accumulated considerable duty losses, amounting to about 10% of GDP in 2000. Subsidised
energy prices were used as socia policy tool, which led to digtortions in the sector's price
dructure and factor dlocation. Transfers to the agriculturd sector became a substantia
budgetary burden. Furthermore, the existence of a large informa sector has led to further
disproportions, like in the digtribution of the tax burden among households. All these factors
crested unsustainable fiscal imba ances and market distortions and rigidities.

Snce the financial crisis in February, Turkey has significantly accelerated its efforts to
eliminate distortions and rigidities. The preparations for the privatisation of state enterprises
have been speeded up, the government is committed no longer to interfere with loan decisons
of date banks, insolvent private banks have been trandferred to the Savings and Deposit
Insurance Fund, and troubled state banks have been re-capitdised. In the agricultura sector,
the system of support prices and date purchases will be eiminated gradudly and will be
replaced by a direct income scheme. As a result, state influence on producer prices has
declined, but its influence on consumer prices continues to remain rather high at about 25% of
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the items in the basket of the consumer price index. However, legidation on public borrowing
and public procurement remains to be passed through Parliament and the enactment of the
Tobacco Law is il pending.

The role of the state in output generation is still significant and progress in privatisation
has been slow. In the manufacturing sector, state enterprises account for nearly one quarter of
value added and for about 12% of employment. In the banking sector state controlled banks
account for more than one third of the sector's net assets and for more than 40% of the sector's
employment. Although privatisation sarted in the mid-1980s, accumulated privatisation
revenues have been very low, accounting for only about 4% of nomina GDP. Last year, when
Turkey registered a record performance in privatisation, total privatisation revenues amounted
to about 1% of GDP. The most important recent projects have been the block sale of 51% of
the shares of the petrol distribution company POAS and the public offering of 31.5% of the all
refinery TUPRAS. Attempts to privatise 51% of Turkish Airlines and 20% of Tiirk Telekom
faled. Legidation on privatisation has been sgnificantly improved, alowing for the privatisation
of enterprises in the sugar, tobacco, energy and telecommunications sectors. However, since
the recent financid crises, no dgnificant privatisation has taken place, in part owing to poor
market conditions, but also partly due to political opposition, aso from within the government
codition. For the remainder of 2001, Turkey is planning secondary and tertiary public offerings
of POAS and TUPRAS and intends to try again to sl 51% of Turkish Airlines.

Despite fairly liberal regulations concerning market entry and exit, remaining barriers
impede economic activity. As in previous years, the number of market entries and exits has
been relatively high. During the first nine months of the year, about 35,000 new companies were
registered, which is aout 7% of the total humber of enterprises. In the same period, about
12,500 enterprises were liquidated. The decline of new market entries by around 20% and the
increase in closures by 25% reflects the effects of the economic recesson. Apart from the
economic decline, prohibitively high interest rates and the reluctance of private banks to provide
credits to the private sector, are the main reasons for the decline in the number of newly
established companies. However, there are aso some bureaucratic barriers to overcome, which
create difficulties for smaler enterprises, in particular.

The legal system, including the regulation of property rights, is in place. However,
implementation and enforcement of laws and contracts is sometimes difficult. Despite the
firmly established legd system, implementation of exiding legidation is insufficient. The training
of judicid daff does not aways meet requirements. Legd procedures are sometimes
complicated and time consuming. However, the dection of the former presdent of the
condtitutional court as new president of Turkey has strengthened the respect of the law and has
improved the implementation of exigting legidation.

The financial sector is still under restructuring and does not channel sufficient financial
resources to productive investment. The financid sector manly conssts of the banking
sector. During the 1990s this sector expanded rapidly, benefiting from generous state insurance
for savings and deposits, and strong public sector credit demand. As a result of political
interference in the banking sector, chronicdly high inflation, week legidation and insufficient
survelllance, the Turkish banking sector accumulated substantid structurad wesknesses. The
banking sector congsts of about 70 inditutions. The four main state controlled banks account
for about 30% of the sector's assets and for nearly 35% of the deposits. The privatisation of
those state banks is overdue. Another 30% of the sector's assets are controlled by the 4 largest
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private banks. About 10% of the assets are owned by 18 non-operative banks, which have
been transferred into the custody of the Savings and Deposit Insurance Fund (SDIF). The share
of government securities in private bank assets is relatively high at about 25%. Bank lending
accounts for about 23% of GDP and is highly concentrated in the public sector and related
group companies. As a result, only 0.1% of al borrowers account for nearly 40% of the tota
loan vaue. Stock market capitdisation is at about 20% of GDP. After the financid crigs, the
share of non-performing loans in total loans rose to 18%, mainly due to the sharp rise of non-
performing loans of state controlled banks, in particular of the banks under the administration of
the Savings and Deposit Insurance Fund.

Progress in addressing the weakness of the financial sector has been achieved. The state
controlled banks have been re-capitaised and their short-term exposure has been substantially
reduced. Private banks have been obliged to improve their capital adequacy ratios and to
adhere to internationa reporting and prudentia standards. Non-viable private banks have been
put under the adminigtration of the SDIF, where they are in the process of being restructured
and reorganised The banking regulations have been further strengthened. The establishment of
the Banking Surveillance and Regulatory Agency (BRSA) in 2000 has sgnificantly improved
banking surveillance and the adherence to prudentia rules. However, the consolidation process
Is far from being completed. So far, only the smallest state-controlled bank, Emlak bankasi,
has been dissolved. The two largest state banks, the agriculturd bank, Ziraat bankasi, and a
bank providing credits to SME's, Halk bankasi, have been put under joint professond
management and will be prepared for privatisation. Another state controlled bank, Vakif
bankasi, is planned to be privatised soon. Some of the non-viable banks have been merged
with the Slimer bank, which is supposed to be sold soon to Oyakbank, belonging to a support
fund of the military staff. So far, one smaler bank, the Bank Ekspres, and the 9" biggest bank
in Turkey, the Demirbank, have been sold.

The capacity to cope with competitive pressure and market forces within the
Union

The ability to fulfil this criterion depends on the existence of market economy and a sable
macroeconomic framework, alowing economic agents to make decisons in a climate of
predictability. It aso requires a sufficient amount of human and physcd 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 outsde finance and
the more successful they are a restructuring and innoveting, 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 before accession. Both the
volume and the range of products traded with EU Member States provide evidence of this.

Despite significant progress in strengthening the base for a functioning market economy,
a sufficient degree of economic stability and predictability has not yet been achieved.
Furthermore, the role of the sate is ill congderable and financia markets are not channelling
investment to productive uses.

The composition of human and physical capital is very heterogeneous in terms of quality
and regional distribution and needs urgent improvement. The demographic structure of
Turkey, with a reatively young population, represents a condderable potentid but aso

generates the need to provide adequate resources for schooling and training. Turkey's human
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capitd reflects decades of insufficient funding. The literacy rate is very low when compared to
international standards. In 1999, the literacy rate of the population over 12 years old was 94%
for men, but only 77% for women. In recent years, efforts have been undertaken to improve
this stuation. Since the 1997-1998 school year, compulsory schooling has been increased from
5 to 8 years. However, there are serious difficulties in providing facilities and teaching dteff.
Nevertheless, the enrolment ratio in primary schools increased to 98%, but is till only 60% for
secondary schools. Educational resources are concentrated in urban areas, while a considerable
share of the population isin rurd areas. Furthermore, there is a consderable regiona disparity
in the level of basic education. The communication between the private sector and the
educationa system is insufficient to adjust the educationd content to the needs of the private
sector. High unemployment rates among high school graduates are the consequence. The hedlth
system does not provide sufficient support to the labour force. Besdes insufficient resources,
provison of heath services differs sgnificantly between regions.

The quality of physical capital is very heterogeneous, leading to considerable productivity
differentials. Export oriented companies are equipped with sate-of-the-art technology, while

many SMEs are working with worn-out capital and outdated management techniques. As a
result, overdl productivity of the capitd stock is reatively low. The road network is well

developed and in good condition. Pipelines for oil and gas and energy connections have been
extended. However, the railway network has been neglected. Its equipment is outdated and

management capacities are insufficient. As a result, budgetary transfers to the railway company

are aconsderable fiscal burden.

Labour market policy remains to be developed. Due to Turkey's traditiona focus on short-
term dabilisation, labour market policies are hardly discussed during policy formulation.
However, recently the inditutiond set-up and the involvement of the socid partners have been
improved. Tri-partite commissions, representing the date, employers and employees, are
preparing reports and proposals on how to improve the efficiency of Turkish labour market
policy.

Gross fixed capital formation is very volatile. In 2000, the share of gross fixed capital
formation in GDP was around 22%. The share of housing investment is reaively high and the
annua development is volatile, depending on interest rates and the genera economic
environment. The share of public investment isfairly congtant at around 6% of GDP, with about
90% of thisinvestment going into infragtructure. In view of the volatile economic performance in
recent years, private sector investment declined from 21% of GDP in 1997 to 16% in 2000.

Despite increasing openness for foreign direct investment, inflows have remained
marginal. During the last year, market liberdisation has improved access of foreign investors to
Turkish enterprises. some sheltered sectors have been opened, dthough limitations in other
sectors remain; the list of enterprises to be privatised has been extended and bureaucratic
procedures have been improved. Due to the sde of a GSM licence and some privatisation
projects, the inflow of FDI increased in 2000. FDI remains sgnificantly below its potentid,
reflecting economic volatility and political uncertainty. Low capitd inflows fail to support the
externa baance, but dso represent missed opportunities in modernising the Turkish capita
gock, in channelling modern know-how to Turkey and facilitating access to export markets.
With respect to compstitiveness, this represents a sgnificant disadvantage, in particular in
combination with Turkey's low investment in research and devel opment.
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Enterprise restructuring in the private sector, in particular in the agricultural sector, has
been further accelerated by the structural reforms. The agricultura sector is experiencing
substantid restructuring, since state support in the form of privileged credit lines, price support
and purchase agreements is in the process of being dismantled. Important agriculturd markets,
like the sugar and tobacco market, are to be liberdised. State enterprises are increasingly
subject to hard budget congraints, forcing them to aim for prices which cover costs. Despite the
impressive progress achieved o far, the restructuring process in those formerly sheltered
sectors has just darted and the short-term socid and politicl costs of maintaining the
modernisation process might be condderable. However, drict implementation of the new
regulatory framework and continued restructuring will be key for fostering competitiveness of
these sectors and the economy as awhole.

Small and very small family companies are the backbone of the Turkish economy. Smdl
and medium-sized enterprises account for about 60% of the employment in the manufacturing
sector and for 30% of the sector's added value. Micro-enterprises are of particular importance
in Turkey. These enterprises, with less than 10 employees, account for 94% of dl enterprisesin
the manufacturing sector, employ 30% of the sector's labour force, but generate only 7% of the
sector's added vaue. These mainly family enterprises are dynamic and flexible in finding market
niches and benefit from cheap inputs from the informa economy. In combination with the
informal sector and the family network, it is probably this category of enterprises which
provides some core stability to the otherwise highly volatile Turkish economy. Many of these
small enterprises might face serious difficulties once they have to gpply European standards, like
legidation concerning labour regulations, socia and health stlandard and accounting rules.

Sate interference has been declining further in the agricultural and financial sector. The
most important measures in this respect have been initiatives to liberalise the tobacco and sugar
markets, the establishment of the autonomy of the agricultural sdes co-operatives (ASCUSs) and
the dimination of palitica influence in the ate banks. The role of the Teecommunication
Regulatory Authority has been srengthened and the latest amendments to the regulation of the
eectricity and gas sector cdl for the establishment of independent regulatory inditutions. These
measures should raise the sectors attractiveness for foreign or domestic long-term investment.
Furthermore, the independence of the Central Bank has been increased. State subsidies are
being reduced.

Trade integration with the EU has further increased, although progress is quite gradual.
In 2000, the sum of exports and imports of goods and services accounted for about 55% of
GDP. The Union is by far Turkey's most important trading partner, accounting for about 52%
of Turkish exports and 49% of Turkey's imports. The establishment of the Customs Union in
December 1995 has intendfied Turkey's trade integration with the EU. In recent years Turkey
has been fairly successful in increasing trade with the successor dtates of the Soviet Union.
Textiles and clothing account for about 45% of exports. Around 90% of Turkish imports are
inputs into the industria process. The mogt important category is machinery, accounting for
some 52% of total imports. Oil products account for about 5% of total imports.

Due to high domedtic inflation, the price competitiveness of Turkish commodities declined when
the currency peg was in force last year. The recent depreciation by more than 50% has more
than compensated the previous real appreciation and improved the price competitiveness of
Turkish commodities. However, due to the high import content of Turkish exports, consderably
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increased financing cogts and the internationa economic dowdown, the export sector could not
take full advantage of the depreciation of the Turkish lira

2.4. General evaluation®

Confronted with two financid crises, Turkey has been unable to make further progress towards
achieving a functioning market economy. Considerable parts of its economy are, however,
aready competing in the EU market, under the framework of the customs union with the EC.

The two financia crises brought to a halt economy recovery and put an end to the preceding
economic Sabilisation programme. Macroeconomic stability has been shaken, and many
macroeconomic imbalances have regppeared. Turkey has adopted, and has been implementing,
an ambitious economic reform programme that addresses better than its predecessor the risks
and vulnerabilities of the domestic financial sector and seeks to reduce government intervention
in many aress of the economy. These problems were at the heart of the crises.

Priority has to be given to edablishing short-term macroeconomic dability, based on
disnflation. However, the authorities must so continue to focus on etablishing a solid basis for
sugtainable market-based economic devel opment in the medium term. Significant restructuring is
il needed in various sectors, such as banking, agriculture and in state enterprises, in order to
guarantee the medium-term competitiveness of the economy as a whole. They will need to
redefine their budgetary priorities, in a medium-term perspective, in order to provide a sufficient
level of invesment in education, hedth, socid services and public infrastructure across the
country.

2 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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3. Ability to assume the obligations of member ship

Introduction

This section ams to update the Commisson’s 2000 Regular Report on Turkey's ability to
assume the obligations of membership - that is, the legd and indtitutiona framework, known as
the acquis, by means of which the Union implements its objectives. Alongsde an evduation of
relevant developments since the 2000 Regular Report, this section seeks to provide an overdl
assessment of Turkey's ability to assume the obligations of membership, and of what remains to
be done. This section is sructured to follow the list of twenty-nine negotiating chapters, and
Incorporates an assessment of Turkey's adminidrative capacity to implement the acquis in its

various aspects.

The European Council in Madrid in December 1995 referred to the need to cregte the
conditions for the gradud, harmonious integration of the candidates, particularly through the
adjusment of their adminidraive dructures. Taking up this theme, in Agenda 2000 the
Commission underlined the importance of effectively incorporating Community legidation into
nationd legidation, and the even greater importance of implementing it properly in the fidd, via
the gppropriate adminigrative and judicia structures. This is an essentid pre-condition for
creeting the mutud trust indispensable for future membership.

The European Council in Santa Maria da Feira and in Gothenburg in June 2000 and June 2001
respectively recdled the vita importance of the gpplicant countries capacity to implement and
enforce the acquis, and added that this required important efforts by the gpplicants in
drengthening and reforming ther adminidrative and judicid dructures.  Building on the
assessment of Turkey adminigtrative capacity provided in the 2000 Regular Report, the present
Report seeks to add further depth and detail, focusng on the main adminigrative structures
which are required for implementing the acquis in its various aspects.

In the 2000 Regular Report, the Commission concluded that:

“Overdl, Turkey's dignment with the community acquis in the areas covered by the Customs
Union is most advanced. However, since the last regular report, progress in trangpostion of
legidation in these areas has been limited.

As a candidate country, Turkey has to start making subgtantia progress in dignment with the
acquisin dl other fields. Strategies and detailed programmes (including priorities) are necessary
for the trangpogition, implementation and enforcement of these relevant areas of the acquis. The
reults of the preparation of the andyticd examination of the acquis and the Nationd
Programme for the Adoption of the Acquis to be established by Turkey will be important tools
for thiswork.

Subgtantial adminigtrative reforms are necessary in order to implement and adequatdly enforce
the different EC policies. The dignment of the Turkish statistical base with that of Eurodtat is a

veay fird priority.

Concerning internal market legislation, efforts are needed in the areas of free movement of
goods, particularly with respect to the adignment of standards and removd of other technica
barriersto trade. Asaresult of the obligations under the Customs Union this process has to be
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completed by the end of 2000. Trade in agricultural products remains a problem. For the
internal market, Turkey needs to adopt framework legidation based on the principles of the
New and Globa approach. Substantia reforms have been conducted in the banking sector.
No progress was recorded on the transpodtion of capita movement legidation. Serious
problems in money laundering persst. Alignment in the areas of non-financid services and free
movement of personsis a a very early stage. Further work on al other aspects of the internal
market remains to be done, as wdl as with respect to indtitution building, for example in the
date aid sector. Further adjustments to Turkish monopolies are necessary.  Turkish company
law is subject to further Commission assessment of compliance with EU legidation. Subgtantia
harmonisation is till required in the area of taxation. In the customs areg, there is dmogt full
dignment.

In the fidd of telecommunications, substantial progress has been made to introduce
competition. Further dignment with the community acquis is needed. Piracy of audio-visua
materials remains a serious problem.

The firg priority in agriculture and fisheries is to gart the introduction of basic mechanisms
and dructures, (datidics, land regigter, improved fishing fleet regiger, plant and anima
identification systems, upgrading equipment) to be able to manage these policies. The maritime
safety record of the Turkish fleet remains a matter of concern. Maritime and road transport
needs to be adapted to EU standards.

In the social policy fidd, Turkish legidation is dill very different from that of the Union in
particular in terms of standards, methods and monitoring requirements.  In the different areas
much remains to be done. The same applies to key energy laws reforming the power and gas
sectors, which are dill pending. In the environmental sector, strategies for trangposing the
acquis as afirst step are recommended.

Compared to 1999, no mgjor progress has been made in the field of justice and home affairs.
As regards migration, efforts need to be serioudy stepped up to decrease the number of illega
entrants trying to reach Western European countries. It is recommended that the various
departments in Turkey are better co-ordinated in order to increase the efficiency of checks,
particularly exit checks.

A comprehensve policy framework is needed to further edtablish financial control.
Subgantid efforts are Hill required to modernise financid management, with a view dso to
protecting EU financid interests.

The overadl concluson is that subgtantia efforts are needed in policy fields outside the Customs
Union to further dign with EU legidation. including the edtablishment of adequae
implementation and enforcement mechanisms.  This will require important reforms of the
adminigration &t al levels. In some cases this will entall the establishment of new structures, for
example in the fields of date aids and regiond development. Various issues mentioned above
areidentified as priorities in the Accesson Partnership for Turkey."

3.1. Thechaptersof theacquis

As indicated, the review of Turkey's ability to assume the obligations of membership that is
below has been dructured in accordance with the list of twenty-nine negotiating chapters.
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Accordingly, this section opens with an assessment of progress related to the so-caled “four
freedoms’, the cornerstones of the internal market, and continues with a systematic review of
progress on each of the chapters, to cover the acquis in dl its various aspects, induding
sectord policies, economic and fiscd affairs, regiond policy, environment, justice and home
affars, externd policies, and financid questions.

Chapter 1: Free movement of goods

Since the last Regular Report Turkey has made some further progress in digning with the
acquis. However, on the whole, alignment is not yet completed.

Concerning horizontal and procedural measures, and in paticular the New and Global
Approach, progress can be noted. The Law on the Preparation and Implementation of
Technica Legidation on Products was gpproved by the Turkish Grand Nationd Assembly in
June 2001 and should enter into force in January 2002.

The purpose of this framework law isto lay down the principles and procedures for the placing
on the market of products (including the obligations on producers and digtributors), conformity
asessment, market survellance and ingpection and the notifications reaing to these
arangements. The implementation of thislaw formsthe legd bads for further dignment with the
acquis.

Asregards sector s covered by the Old Approach Directives, good progress can be noted
in the area of motor vehicles and their trailers since the last Regular Report. Since October
2000, legidation transposing 15 EC Directives has been adopted. With regard to agricultura
and forestry tractors, a further 4 EC Directives have adso been transgposed. The Ministry of
Industry and Trade has started to issue Nationa Type Approval and National Whole Vehicle
Type Approva Certificates for motor vehicles, tractors and motorcycles.

In the field of pressure vessels, dl 5 of the Old Approach Directives were transposed between
November 2000 and March 2001.

In the field of textiles, 2 EC Directives (on quantitative andyss of ternary fibre mixtures and
quantitative andlysis of binary textile fibre mixtures) were transposed in April 2001. Legidation
transposing the Directive on labelling of footwear has been adopted and entered into force on 3
December 2000.

In the fidd of legd metrology and pre-packaging, 4 EC Directives (on acohol meters and
acohol hydrometers, acohol tables, eectricity meters and tyre pressure gauges for motor
vehicles) were transposed by early 2001.

No progress can be reported in other sectors covered by Old Approach Directives, including
the fidlds of pharmaceuticas, cosmetics and chemicals. Smilarly, there has been no progressin
thefidds of crystal glass and wood.

In the field of pharmaceuticals, Turkey has become member of the Collaboration Agreement of
Drug regulatory Authoritiesin the European Union (CADREAC) in April 2001.

There is no progress to report on the adoption of food legidation. (See also chapter 7 —
Agriculture)

Concerning the non-har monised sector, on the basis of the information available, no progress
can be recorded since the last Regular Report.

Concerning public procurement, no progress has been made.
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Overall assessment

Although Turkey has taken steps to dign with the acquis in the area of free movement of
goods, further efforts are required, in particular in al the areas covered by the acquis, both new
gpproach and old approach. The development of the necessary legad metrology infrastructures
IS essentid.

In accordance with the product-specific approach, Turkey's dignment with the acquis in some
sectors is completed. But Turkey is lagging behind in meeting its obligations under the Customs
Union, which require it to have adopted and implemented a large body of legidation on
technicd requirements for products by the end of 2000. Adequate implementation of the
Community acquis in the area of free movement of goods requires the establishment,
reorganisation and upgrading of different bodies in Turkey (eg. rdating to standardisation,
accreditation, conformity assessment and market surveillance). Substantial work remains to be
done in this respect including ensuring greeter independence from the state and increased
efficiency of the rdevant inditutions

The exigence of the Customs Union between Turkey and the European Union influences
Turkey's Stuation with regards to aigning legidation in the area of free movement of goods.
According to Decison 1/95 of the EC-Turkey Association Council on implementing the fina
phase of the Customs Union, Turkey undertook to adopt Community legidation relaing to the
removal of technical barriersto trade by the end of 2000.

Decison 2/97 of the EC-Turkey Association Council established the list of the relevant
Community legd indruments, including a substantiad part of the acquis on industrid products,
and the conditions and arrangements governing their implementation by Turkey.

However, Turkey has not been able to meet its obligation under Decison 1/95 of the EC-
Turkey Association Council. The trangtiond arrangements have expired by the end of 2000,
while a subgtantia part of the acquis remains to be trangposed and implemented in Turkey.
Although indugtrid goods largely circulate fredy within the Customs Union territory, the number
of non-tariff barriers has in practice increased during 2001. This digtorts trade and prevents the
Customs Union from being used to its full potentid.

The adoption of the framework law relating to the preparation and implementation of the
technical legidation on products is a Sgnificant development. It lays the ground for substantia
progress in dignment with the Community acquis in areas covered by the New Approach
Directives. The implementation of the framework law is due to be taken forward through the
adoption of five additiond regulations on the following issues: the use of the CE conformity
marking, conformity assessment bodies and notified bodies, exchange of information on nationd
measures derogating from the principle of free movement of goods between the European
Union and Turkey, exchange of information between Turkey and the European Union on
technical regulations, and market surveillance and ingpection of products.

In the area of sandardisation, the Turkish Standards Indtitute (TSE), which is an independent
indtitution not funded by the state budget, is responsible for the preparation and publication of
dandards, indudrid metrology and cdibration, conformity assessment and certification. It is
dready an dfiliate member of both CEN and CENELEC and has gpplied for full membership
of both these organisations.

According to the Turkish authorities, by April 2001, the TSE had adopted atotal of 4949 CEN
EN standards and 2282 CENELEC EN standards. Of these, 490 CEN standards and 275
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CENELEC standards were adopted between November 2000 and 1 May 2001. A number of
standards relating to New Approach Directives have aready been adopted.

In the area of accreditation, the Turkish Accreditation Council (TURKAK) was created by the
Law on the Organisation and Functions of the Turkish Accreditation Council, to accredit
organisations to conduct laboratory, certification and ingpection services. It has been given
adminigrative and financia autonomy. Since the last Regular report, efforts have been made to
ensure that the accreditation system set up by the law becomes operationa, and arrangements
are made to dedl with the first accreditation gpplications. TURKAK's current staffing level (60
people) is regarded as sufficient to carry out its tasks. It is expected to become operationa this
year. A qudity management system is being findised by a specid board established by the
Government.

Further development in the area of conformity assessment will depend on the implementation of
framework legidation on technicad requirements for products. The same is true for market
survellance. Currently, market survelllance activities are carried out by a number of Ministries
and public inditutions, depending on the sector covered by the relevant legidation. These
include the Ministry of Industry and Trade, the Ministry of Public Works and Settlement, the
Minigtry of Hedth, the Minigtry of Agriculture and Rurd Affairs and the Undersecretariat of
Foreign Trade. Pre-market control is still afeature of the Turkish system.

Efforts should be made to reduce the number of trade issues which have arisen in recent years.
In particular, greater efficiency of the Turkish Standards Ingtitute (TSE) should decrease the use
of various Turkish standards which diverge from international standards and Customs Union
requirements. Moreover, issues like unnecessary requests for documentation, delays for
approval and excessive testing procedures should be addressed. It is recommended to pay
gpecid attention to these points during the setting up of the implementation arrangements under
the new secondary legidation package. In sectors covered by the Old Approach Directives,
progress in the area of motor vehicles and agriculturd and forestry tractors is welcomed.
Turkey should accderate its dignment in the pharmaceutical and chemica sectors, where it
currently foresees that alignment of its legidation will not be completed until 2003 and 2005,
repectively. On cosmetics, the regulaion of this sector in Turkey has evolved in a direction
contradictory to the acquis. Indeed, a category of products (“cosmeceuticals’) has been
developed which is not foreseen in the EU acquis.

Once the acquis on these and other industriad products is adopted in Turkey, the authorities
must ensure that it is accompanied by the necessary adminidtrative development to ensure it is
fully enforced.

Concerning food legidation, further work is needed to confirm whether legidation fully in line
with the acquis has been successfully adopted and implemented. A food action plan was
drafted in 2000 which amed to prepare the current Turkish system for compliance with
Community standards. A “Food inspection strengthening project” drawn up in 1997 has till not
been implemented.

Some training programs on ingpection, on HACCP and |aboratory andyss have been carried
out. Turkey is dso working on the establishment of arapid dert sysem. Some monitoring plans
for aflatoxine and residues have been drawn up.

The adminigrative respongbility for foodstuffs, including control, is shared between the Ministry
of Hedlth and the Ministry of Agriculture. Adminidtrative structures will need to be strengthened
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to ensure compliance with Community legidation. In particular, the exigting laboratories are not
aufficiently equipped to carry out the necessary analyses.

As regards safety checks on products a externd borders, Turkey ill needs to establish
gppropriate market survelllance infrastructure and improve the adminigtrative co-operation with
competent authorities.

As regards the non-harmonised area, problems reman on the gpplication of the mutua
recognition principle and the acquis semming from Articles 28-30 EC.

The exiging regime of public procurement is not in line with the acquis.

Chapter 2: Free movement of persons
The reporting period has not seen any significant developments in this area of the acquis.

No progress can be reported in the area of mutual recognition of professional
qualifications. In most aress access to professon islimited to Turkish citizens.

No particular developments can be reported on citizens' rights.
No development can be reported concerning the issue of free movement of workers.

Some basic preparatory work has taken place with respect to co-ordination of social
Security.

Overall assessment

Turkey is not yet digned with the acquis in this fiedld and has completed first preparations in
some aress.

In the area of mutua recognition of professond qudifications as well as citizen's rights, no
progress has been made. With respect to the co-ordination of social security, preparatory work
needs to continue and the necessary adminigtrative capacity in this area will need to be built up.
The issue of free movement of workers needs to be the subject of mutua consultations.

Chapter 3: Freedom to provide services
Turkey has made moderate progress in aigning with the acquisin the area of financid sarvices.

In the area of right of establishment and freedom to provide (non-financial) services, a
law on the exercise of the legd professon was adopted in May 2001. This gives foreigners the
right to carry out legal consulting services, without needing to be members of a Turkish bar.
However, the regime redtricts certain professona activities to Turkish citizens only. In addition,
the law only gpplies to nationdities, which make samilar rights available to Turkish nationas
seeking to practise abroad.

Inthefidd of financial services, and in particular the banking sector, important changes have
taken place as part of the programme " Strenghtening the Turkish Economy™ which was adopted
in March 2001. As part of these reforms, the Banking Regulatory and Supervision Authority
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issued a programme on “Restructuring the banking sector” in May 2001. This accelerated the
privatisation of State-owned banks, which had started in September 2000.

A number of pieces of legidation has been adopted such as the Directive on determining the
qualifications for loans and other recaivables for which banks shal set aside provisions and on
genera principles and procedures for provisions, and the Decree on savings deposits subject to
insurance and on premiums to be collected by Savings Deposit Insurance Fund. The maximum
coverage saving deposit accounts provided by the Savings Deposit and Insurance Fund has
been reduced to 50 Billion Tl for the deposits made after 1 January 2001. The ceiling had
previoudy been reduced to 100 Billion for deposits made after 1 January 2000. The coverage
for depogts made before this date remains unlimited.

Additiondly, the Regulation on the Interna control and risk Management System of Banks was
adopted requiring banks to set up appropriate internal inspections and risk management tools
by 1 January 2002.

The Regulation on measurement and assessment of capital adequacy on a consolidated basis
was aso adopted, as were the principles concerning the accounting and implementation of the
standard ratio relating to the banks own funds, to net overal postionsin foreign currencies, a
ratio which is caculated on a consolidated basis.

In addition, the banking lav was amended in May 2001, introducing important changes,
including the definition of thresholds for a bank's own funds, the definition of credit, as well as
rules on provisons against bank losses,

All these provisions am to sabilise the financid sector and dign legidation with the Community
acquis.

Concerning securities, two regulations were adopted in June 2001 by the Capital Market
Board. One concerned the functioning of the Investor Protection Fund, intended to cover losses
incurred by customers of insolvent securities firms, and the other the establishment and
functioning of a centra registry. The function of the centrd registry is to manage a fund intended
for the progressive liquidation of insolvent intermediaries. The regulation will enter into force
once the centrd registry, which isto administer the Fund, is operationd.

A Communigué on the principles regarding licensing and regidration of working in the fied of
capital markets has been published in June 2001.

In the field of insurance services, three laws have been adopted since the previous Regular
Report. These relate to insurance and reinsurance brokers (October 2000), to Individual
retirement and Saving System (April 2001), and an amendment to the Regulation on Insurance
Adjusters (May 2001).

As regards the non-harmonised area, problems remain on the gpplication of mutua recognition
principle and the acquis semming from Articles 28-30 EC.

No progress has taken place concerning personal data protection, neither as regards
legidation or development of adminigtrative capacity.
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Overall assessment

The overd| dignment with the acquis and the liberdisation process is advancing in the area of
financid sarvices. The current reforms particularly in the banking sector are sgnificant and are
welcomed. Much work remains to be done in order to bring the Turkish legidation in line with
the acquis in the field of non-financid services.

The outcome of the ongoing negotiations to extend the Customs Union in the area of services
and public procurement should promote further progress. These negotiations have started in
1999, and are progressing, after a reformulation of the draft agreement to take into account
Turkish satus as a candidate country.

Important discrepancies with the Acquis remain in the area of non-financial services. Foreign
resdents gill need a permit or an incentive certificate issued by the Generd Directorate of
Foreign Investments of the Under secretary of Treasury, and the provison of certain servicesis
reserved to Turkish nationals.

Inthefidd of investment services and securities market, the adoption by the Capital Market
Board of the Regulation on the functioning of the Investor protection fund is a welcome
development. It is now essentid that the Central Registry becomes operationd.

In the field of insurance, specific restrictions on the freedom of services remain. The Insurance
Survellance Board maintains links with the Minigtry of State for Economic Affarrs and may
therefore not be qudified as fully independent. This matter needs to be further reviewed.

As regards adminigtrative capecity, the Capitd Market Board (CMB) is the authority
monitoring the investment services and securities market. It is autonomous, sdf-financing
(through a 0.25% levy on transactions) and has a daff of 366 persons. It can carry out
autonomous ingpections, which can lead to financid pendties and the suspension of licenses.
The Board works on the principles of the International Organisation for Securities Commissions
and EC standards.

Chapter 4: Free Movement of Capital
Since the previous report, Turkey has made limited progress in further digning with the acquis.

As regards payment systems, the new generation red time ssttlement system, which was
introduced the previous year, was extended to el ectronic transfer and settlement.

The law of April 2001 amending the Central Bank law enables the Centra Bank to regulate the
volume and the circulation of the Turkish Lira, to establish payment, securities trandfer and
setlement systems. The law dso introduces regulations ensuring uninterrupted operations and
supervison of exiding or future systems, to determine methods and indruments including
electronic environment for payments.

With respect to the related acquis on money laundering, some progress can be reported with
the sgnature of the Council of Europe Convention on Laundering, Search, Seizure and
Confiscation of the Proceeds from Crime on 27 September 2001.

53



Overall assessment

The Turkish regime on the free movement of capital is to a certain degree digned with the
acquis, but some further efforts are required for the legidation to be fully in line. Liberdisation
must be extended to dl transactions. Redtrictions concerning foreign investment in various
sectors, such as mining, energy, banking, TV and radio companies, telecommunications are il
in place. There are dso limitations on foreign investment in the trangport sector (e.g. maritime
and aviaion companies) and in ports, where foreign participation may not exceed certain
ceallings. Foreign investments in red estate are limited, and Turkish insurance companies are not
permitted to invest their reservesin foreign assets.

The authorisation system for investment should be abolished and replaced by a regigtration
system. The current system is not in conformity with the rdlevant Community acquis.

As areault of the economic criss of February 2001, Turkey has embarked upon a substantia
reform of the financia sector. These reforms included the restructuring of the banking system,
and the privatisation or closure of certain aling banks (see Section 2 on the economic
situation). Rapid completion and implementation of banking sector reform is essentid, to
complete dignment with the acquis.

In generd, the conditions for foreign companies wishing to be liged on the Turkish stock
exchange are smilar to those gpplied to EU companies. However, aforeign company must aso
be liged in its home country.

Outward transfers of funds by residents are free, provided they are for sums below US$ 5
million. For larger amounts, officid authorisation remains necessary. The conditions under which
non-residents may exports large sums are unclear.

Turkey needs to properly enforce the legidation on money laundering, in force snce August
1999. Compliance with the Recommendations of the Financid Action Task Force should be
ensured.

The Centrdl Bank is connected to the TARGET system of the European Centra Bank for red
time transaction in EUROs,

In terms of adminidirative capacity, the specid unit degling with financia crimes investigations
recruited 19 new financid crime experts in 2000-2001. This unit has been operating since 1997
within the Minigtry of Finance, and has astaff of 88.

Chapter 5: Company law

Turkey has made some progress in this area, in particular concerning the legidation on
Intellectuad Property rights, and has aso made efforts to implement this legidation.

No progress concerning company law as such.

Inthefidd of intellectual property rights (IPR), Turkey has taken afirst step by adopting a
legidation which ams to aign the Turkish regime with the Directives on rentdl right and lending
rights and others rights related to copyrights in the field of intellectua property and the Directive
on the co-ordination of certain rules concerning copyright and rights related to copyright
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gpplicable to satellite broadcasting and cable retransmisson, and with the Bern and Rome
Convention, as well as with the TRIPs Agreement, the WIPO Copyright Agreement, and the
WIPO Performances and Phonogram Agreement.

In March 2001, the Parliament adopted a law establishing specialised Courts to dea with
intellectud property issues in the mgor provinces, while the Generd Civil Courts and Generd
Penal Courts have been authorised to handle cases related to IPR issues.

Turkey ratified the European Patent Convention in November 2000 together with the
Memorandum of Understanding in order to harmonise Turkish practices with those of the Office
for Harmonisation in the Internal Market. The law on Customs adopted in February 2001
contains measures amed a fighting againgt violatiions of IPR a the frontiers and contains
measures concerning counterfeited and pirated goods.

Overall Assessment

Turkey has advanced further in the fidd of indudtriad and intellectud property rights. No
developments towards further dignment with the acquis in other relevant areas can be
recorded.

Important discrepancies remain in the area of company law, in particular in relation to merger
provisons, and accounting and audit legidation. The regidtration of companies is carried out by
the Provincid Trade Registries which are established within the Chambers of Commerce. There
isaneed to further improve the qudity of the data and registry.

On intellectual property rights, Turkey needs to fully implement its commitments under the
Customs Union. In addition, Turkey is neither member of the WIPO Copyright Treaty nor of
the WIPO Performance and Phonogram Treaty, and should advance its efforts to dign with
these.

Rracy of audio-visud materias continues to be a serious problem in Turkey, and efforts to
address it should be taken further. Strengthening the enforcement of existing legidation, and
gaining gpprovd for the rdlevant new legidation, remain important priorities for Turkey.

Matters relating to industrid property rights, and in particular the implementation of the Hague
agreement on the Deposit of Indudtrid Rights, are managed by the Turkish Patent Indtitute. This
Indtitute is not a fully independent body, but is connected to the Minidry of Industry. This
Stuation must be addressed.

The adoption of alaw on protection of topographies of integrated circuits is well underway.

Chapter 6: Competition policy

Since the last Regular Report, Turkey has made substantiad progress in the fidd of anti-trust
policy. No progress can be recorded concerning the aignment with State aid regulation and
enforcement.

Turkey has further digned its legidétive framework in the area of anti-trust with the acquis and
the obligations of the Customs Union. Turkey has adopted a considerable amount of secondary

legidation, in particular in the area of block exemption regulations.
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In the area of state aid, in June 2001 the establishment of a functionaly independent body
responsible for the enforcement and monitoring of State aid granted in Turkey was agreed, to
be effective as of 1 January 2003. An ad-hoc committee has been set up within the Turkish
Government with a view to preparing the setting up of this independent body. Concerning sate
aid for regiona development purposes, no progress can be recorded.

Turkey has prepared a list of its remaining State monopolies of commercid character and
companies with exclusive rights. This lig was presented to the Commission in April 2001.
Turkish liberdisation efforts have in the period under review continued to be insufficient as
regards dismantling the specid rights of TEKEL. The trangition period for adjustment foreseen
by the Customs Union agreement expired dready in the beginning of 1998. Difficulties in
relation to monopoly adjustment on acohol and tobacco therefore remain.

The preparation of the procedure for implementing rules in the field of competition under the
Customs Union was findised and the process of ther find adoption by the EC - Turkey
Association Council has been launched.

Overall assessment

The application of anti-trust provisons remains satisfactory. Further alignment to the acquis,
however, remains necessary in this field. The Competition authority has handled a considerable
number of cases, but the adminidirative capacity of the authority should be strengthened to
ensure that the handling of al casesis of a high standard.

No effective state aid control, based on EC principles and criteria, existsin Turkey. It needs to

dign its legidation with the acquis in this area. It should speed up preparation for the

establishment of an independent State aid control body. In addition, Turkey does not have an

inventory of exidting Sate aid, nor is there a regular annua reporting following the methodol ogy

and the presentation of the Community’s survey on state aid. However, Turkey has agreed to

edablish an inventory of dtate aid and regular annud reporting following the methodology and

the presentation of the Community’s survey on dtate aid after the cregtion of the State Aid

Monitoring Authority. At present, control of State aids remain under the respongbility of a
number of different public bodies, such as the Undersecretary of State Treasury and the

Undersecretary of Foreign Trade.

Turkey should accelerate its work on the definition of a State aid map for regiona development
purposes. Further work is needed to ensure that Community criteria and methodology, as well
as geographical and datistical data collected according to Eurostat standards, are followed
when findising the map to enable a differentiation of maximum ad intengties in the country.

The independent Turkish Competition Authority became operationa in 1997. It has adopted
and published a number of legidative acts and has continued to follow closely the developments
of the EU legidative framework on antitrust and merger policies. However, doubts remain as to
whether this Authority enjoys the gppropriate powers to effectively gpply competition law to
public undertakings, state monopolies and companies having specid rights. The exact
competence of that authority therefore needs to be clarified.

The dtuation with respect to monopoly adjustment on acohol and tobacco (TEKEL) remains a
matter of concern. Under the Customs Union decision, the necessary adjustment should have
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taken place by 1998. A new law, adopted in January 2001, is in contradiction with Turkey's
obligations under the Customs Union. As a result, TEKEL effectively retains a monopoly on
trade in acoholic beverages and tobacco products, athough its character has changed from a
public body to acommercia enterprise. Privatisation of TEKEL isunder preparation.

Chapter 7: Agriculture
Since the last Regular Report, no progressin aigning legidation has been made.

Agriculture in Turkey accounted for 14,6% of Gross Vdue Added in 2000%, as opposed to
15% in 1999, Agriculture employed just over one third (34,9%) of the Turkish labour force in
20007,

In 2000, EC imports of agricultural products originating in Turkey decreased by 3,8% to
€1,917.0 million. EC exports to Turkey increased by 24,6% to €1,004.6 million. The trade
baancein favour of Turkey was €912.4 million compared to 1.187 million in 1999". In 2000,
the most important product groups in terms of EC imports from Turkey were fruit (46%) and
processed fruit and vegetables (20%). Asfar as EC exportsto Turkey are concerned, the most
important sectors were tobacco (9%), drinks and vinegar (7%) and cereals and rice (6%).

Turkey hasintroduced a number of measuresin the area of agricultura policy reform.

According to Turkey's April 2001 programme ”Trangtion to a strong economy”, the main
principle of agricultura policy isto asss farmers by means of direct income support throughout
the whole country. In the short term, state-controlled support prices will take into consideration
Turkey's financid resources and will not exceed targeted inflation rates. Support purchase
volumes will be linked to Turkey's financid congraints.

The government's objective is to phase out various support policies and to introduce a de-
coupled direct income payment system perhectare (nation-wide). Moreover, measures are
taken to limit the role of the State in agriculture. Furthermore, measures to avoid fragmentation,
for example by changing the inheritance rules under the Civil code, and through rurd
development projects to improve infrastructure and living standards, are being considered.

In 2001, the State budget for agriculturd policies will amount to approximately € 2,600 million.
Out of the total agricultura budget, € 450 million will finance direct support schemes to farmers,
€ 140 million input support and € 2,000 million generd and other support measures. State
support to agriculture, including rura development, represents about 3.9 % of the State budget.

Horizontal issues

Preparations for the implementation of measures related to the European Agricultural
Guidance and Guar antee Fund (EAGGF) and other horizontal mechanisms have not started.

2 Datarefer to ISIC Rev.2
% The source for all agricultural statisticsis EUROSTAT unless otherwise specified.
% Eurostat Labour Force Survey definitions (LFS). Agricultural employment is defined in LFS terms as economically active
persons who gain a significant part of their income from agriculture.
27 Uruguay Round definition of agricultural rpoducts, figures taken from EUROSTAT COMEXT
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As regards the implementation of trade mechanisms, Turkey’s state of dignment fals within the
Customs Union Decison of 1995 (see Chapters 25 - Customs union, and Chapter 26 -
External relations).

Under a pilot programme on direct income payments per hectare, partly financed by the World
Bank, that has been implemented in four provinces, different mechanisms for registering farmers
has been tested. Based on these results, registration will be developed on a nation-wide scale (4
million farmers). The registry will be developed over two years. At present 20% of the relevant
offices have fully computerised cadadire information. Minisiry of Agriculture and Rurd Aress
(MARA) digtrict officeswill keep the farmer registration records.

Within MARA, a Geographicd Information System and Remote Sensing Department was
established to classify and map agriculturad land, to estimate production and production capacity
for various products and to create a database for land use planning purposes.

A regulaion on the identification, registration and monitoring of bovines was published in June
2000. The am is to start regidration ill in 2001 and register 10 million bovine animas. A
computerised system is under development.

Common Market Organisations

The Government has started to shift support policies such as intervention, subsidies of input and
credit systems, towards a policy of direct income payments per hectare.

The fertiliser subsdy has been held congtant at a nomind rate since 1997. A programme for the
phasing out of agriculture credit subsidies has been gpproved. Support for some crops such as
whegt has been lowered. The latter issue has led to tensions within the Turkish government due
to the compatibility of the whegt price level with the commitments made under IMF standby
agreement.

Asindicated, a pilot programme on direct income payments per hectare has been implemented
in four provinces. The payment per decare was € 5.5 with a maximum dligible area of 199
decare (or 19.9 hectare) per farmer. So far, agpproximately € 2.7m has been pad to 9,677
farmers.

As atrangtiond measure, farmers may dso receive financid assstance to simulate the change
to more profitable crops (alternative crop programmes). The main purposeisto reduce land use
for tobacco, sugar beet, tea and hazelnut. Some farmers dso may receive supplementary
income support for the development of activities outsde agriculture in those regions where the
growing of dternative cropsis difficult.

The Government took a further decison in April 2001 on the implementation of the direct
Income support system in agriculture (nation-wide).

Externa border tariffs for certain commodities have been decreased to introduce a more market
conform approach.

Anacther important dement of the reform process in the agriculturd fied entails the reduction of
the role of the state in agriculturad and agro-industrid production. A process of privatisation of
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State Economic Enterprises (SEES) has dtarted. A law de-monopolising the production of
alcoholic spirits was enacted in January 2001.

Moreover, the law of 2000 on Agriculturad Sdes co-operative unions and Agricultural Sales
Co-operatives entered into force in 2001. The Restructuring Board was established and former
annua credit payments and subsidies have been replaced as from 2001 by trangtiond
compensation payments to 12.000 workers.

With respect to privatisation of enterprises, from 2002, the sugar company (TSFAS) will
operate on a commercid bass. Sugar mills and some tea factories are expected to be
transferred to the Privatisation Agency ill this year. A Sugar Board was established by the
Council of Ministers Decree of June 2001. All of TEKEL's assets have been transferred to the
same agency with the am of completing asset privatisation in 2002 (Law of January 2001).

The changes in the Agriculturd Sdes Co-operatives will further lead to some changes a
governmenta level. The Ministry of Agriculture and Rurd Areas will need to take over some
responsbilities previoudy carried out by the SEEs. Moreover, a further restructuring of the
Minigtry is under preparation both at central, provincia and loca level. MARA has begun work

on the necessary legidation.

With respect to arable crops, sugar, specialised crops and animal products, new legidation
has been adopted.

A new Sugar Law was adopted on 19 April 2001. It opens the market to competition, reduces
date interference, and ams to maintain stable and saf-sufficient sugar production. A system of
production quotas will be part of secondary legidation ill to be adopted.

In the tobacco sector, the Turkish parliament adopted the Law on Restructuring of the Generd
Directorate of TEKEL and on the production, exports and imports of tobacco and tobacco
products, with the am of restructuring the State-owned TEKEL and adopting new regulations
on tobacco, tobacco products and acoholic beverages. The Law did not receive the approval
of the President because of its socid consequences for tobacco-growers. A "Tobacco,
Tobacco Products and Alcoholic Beverages Market Regulation Board” is to be set up under
this law. In addition, the monopoly status of TEKEL will be converted into a commercia
enterprise that will operate under free-market conditions, and will subsequently be privatised

subsequently.

Rural development and forestry

Rura development programmes as foreseen by the relevant acquis do not exist in Turkey.
However, a number of ‘classcd’ development projects, developed together with the
International Fund of Agriculture Deveopment (IFAD), do exis. They am to improve
infrastructure in rura aress, to increase income levels and the standard of living. The Grand
Anatolian Project (GAP) has enabled a number of sectoral programmes to improve agricultura
sructures. A separate desertification programme has been established. Specific areas of action
in the forestry sector are forest fire protection, afforestation, erosion control, the protection of
biologica diversty and the improvement of socid and economic conditions of forest villages
through low interest loans. The total staff of the whole Ministry of Forestry is around 30,500
persons.
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A Land Use and Soil Conservation Law is pending before the Turkish Parliament.

Veterinary and phytosanitary issues, including food safety

Intheveterinary sector, the animd disease Stuation remains serious (foot and mouth disease,
rinderpest, blue tongue, sheep/goat pox and brucelloss).

A new anima breeding law entered into force in March 2001. The law ams to improve the
efficiency of anima production (both for agriculture and dso the breeding of animals for races
and competitions), and the protection of anima gene resources.

The basic law on Anima Heslth Services was amended in April 2001. Its am is to form the
legd basis for the adoption of various items of EC legidation concerning regionaisation of
countries for which import redtrictions are imposed due to certain animal diseases and for
strengthening of sanctions. In addition, a circular was issued in February 2001 that set out the
guidelines on animd hedth conditions and veterinary certification for imports of registered
equidae for breeding and production.

Following a bylav on the Procedure and Principles for the Establishment, Commencement,
Operation and Inspection of Red Meat and Meat Products Establishments adopted in
September 2000, daughterhouses are classified into three groups and the number of animasto
be daughtered and sale points are determined in terms of their technical and hygienic conditions.
The am of this bylaw is to improve the hygienic and technica conditions of daughterhouses,
increase the number of licensed establishments, and shut down facilities that do not meet the
requirements. The Turkish authorities have indicated thet, as a result of this bylaw, 375 fresh
meat and meat product establishments and 84 poultry-meat and poultry-meat products
establishments have been licensed, and that 550 establishments have been shut down.

As afirg action in view of the surveillance of BSE, a screening programme was initiated & the
beginning of 2001, with the am of ingpecting and monitoring samples taken randomly from
cattle with nervous disorder symptoms and from cettle, older than 30 month, daughtered at
daughterhouses.

Moreover, a the end of 2000, a“Nationa BSE Monitoring Committeg” was established under
the Minigtry of Agriculture and Rurd Affars.

A bylaw on the Establishment and Duties of the Provincia Control Laboratory Directorates of
the Minigry of Agriculture and Rura Affars was amended in January 2001. This amendment
provides for the restructuring of laboratory directorates in order to enable their practices to
come into line with the principles set out in “Good Laboratory Practice”. The capacity of these
directorates was strengthened in 2000 by providing laboratory equipment (€1.3 million).

Disease diagnostic capacity of the laboratories in Veterinary Control and Research Indtitutes
was enhanced either by establishing new laboratories or by introducing new techniques and
ingruments (e.g. establishment of a Molecular Epidemiology Laboratory at the Foot and Mouth
Disease Inditute, a BSE laboratory at the Etlik Centrd Veterinary Control and Research
Ingtitute).
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Inthe phytosanitary sector the disease Stuation for Ralstonia solanacearum and Globodera
spp. hasimproved. The hedth Stuation for other diseases has not changed since the last Regular
Report.

A new aticle for Naotification of Interception of a Consgnment of Harmful Organisms was
added to the new legidation on plant quarantine. Regidration of producers and importers of
plant and plant products and of warehouses and dispatching centresis obligatory.

Asregardsfood safety, acommuniqué on the Determination and Announcement of Entry and
Exit Points for Foodstuffs to be Exported and Imported was adopted on 1 March 2001 in
order to ensure effective controls on foodstuffs with respect to food safety and quality. Certain
customs offices were assigned for imports and exports of foodstuffs. Moreover, training of food
ingpectors at border points has been initiated (see also Chapter 1 Free movement of goods).

Overall assessment

Turkey's preparations to harmonise legidation with the community acquis in the fied of
agriculture are dill a a very early stage. Limited progress has been made in the adoption of
legidation directly related to the acquis in the fields of veterinary, phytosanitary and food safety
in order to dign with the acquis. The development of aland register has not been completed. A
plant passport system has not been established in Turkey and preparations have not started.

Low income levels, overproduction in some sectors, fragmented farm structures, and relatively
low education levels of farmers are the main outstanding issues for the Turkish agriculturd
sector. The Government is aware of the need to improve productivity and efficiency in the
agricultural sectors. Againg this background, Turkey has started a substantia reform process in
the agricultura sector. Various agriculturd support mechanisms (input subsidies, agricultura
support prices, credit subsidies) are gradualy being replaced by a decoupled per hectare direct
income payment system nation-wide. However, not al of the steps that have been taken
necessarily go in the direction of current Community policies. There is a dear difference in
approach.

The role of the State in agricultural markets and processing of agricultura products is being
reduced.

A functioning land regigter is necessary for the implementation of a direct payment system (land
parcel identification system; data on land use; data on land ownership). Turkey is encouraged to
continue with projects in this area (including TAKBIS), and with the preparation of gatistica
information systems so that vauable information on agricultural developments is gethered. At a
later stage, Turkey is recommended to concentrate on the establishment of other management
systems such as those related to the European Agriculture Guidance and Guarantee Fund
(EAGGF), producers organisations and mechanisms to manage rural development programmes.

A detailed opinion on the new Sugar Law is a present difficult to provide given the fact thet its
exact scope greatly depends on the content of various implementing laws, for example with
respect to the establishment of quotas. Further information should be collected on the legidation
in the field of anima nutrition.
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The overdl hedth Stuation in agriculture needs to improve, and in addition, specific atention
should be given to improve the system of veterinary and phytosanitary controls a externa
borders (border ingpection posts). Inspection vists of the Food and Veterinary Office of the
EC have established mgor shortcomings in the performance of Turkey's veterinary office and of
certain depatments within the genera directorate for ingpection and control. Ther
recommendations should be implemented.

The adminigrative systems and control and ingpection equipment in agriculture urgently need to
be restructured and upgraded. It is necessary to upgrade food processing establishments.

Chapter 8: Fisheries
No concrete progress can be reported in this sector since the last Regular Report.

Inthefidd of structural actions, a pilot study for a more sophigticated regigtration system is
being conducted on 1,500 vessdls. This system records information such as the size of caich,
the species fished and the fishing grounds used.

A law to change the nature of sanctions used within the framework of the Fisheries law (i.e.
from crimind to adminigtrative sanctions) is currently pending before the Parliament.

Overall assessment

Mgor discrepancies with the main dements of the EC's fisheries policy remain, particularly on
resource management, inspection and control, and market and structurd policies.

Concerning resource management, ingpection and control, a quota system as such does not
exis in Turkey, but other conservation measures are gpplied through conditions attached to
licences (eg. length of vessds, time and place of fishing, use of nets etc). In order to prevent
overfishing, no vessd certificates have been issued since 1997. Foreign-owned vessdls are not
dlowed to fish in Turkish waters.

Licences for fishermen and fishing vessals are recorded in register books by the provincia
directorates of the Minigtry of Agriculture and Rurd Areas. The god isto transfer these records
to acomputer system to establish a national database.

As a firg dep, the flegt regidtration system needs to be modernised and producers
organisations established. Moreover, adminigiration, ingpection and control systems should be
improved.

Chapter 9: Transport policy

Some progress has been made in this area, dthough no new legidation trangposing the
Community transport acquis has been adopted.

As concerns land transport, Turkey signed the Agreement on the Internationd Occasiond
Carriage of Passengers by Coach and Bus (INTERBUS) in June 2001. On 16 July 2001,
Turkey joined the AETR (European Agreement concerning the Work of Crews of Vehicles
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engaged in International Road Haulage), thus integrating driving and rest time rules for
internationa road transport operators into its national legidation.

Asregardsrail transport, no new devel opments can be reported.

Inthefidd of air transport, services at airports open to internationd traffic have been opened.
Sot dlocations are made according to IATA rules. Turkey has hitherto not shown an interest in
participating in the Europesn Common Aviation Area process with the other candidate
countries.

The Turkish adminigtration responsble for ar trangport has been restructured through the
creation of a Civil Aviation Authority.

The Turkish aviation sector is undergoing privatisation, dthough the latest attempted
privatisation of Turkish Airlines was unsuccessful. An amendment to the Turkish Civil Aviation
Code was adopted on 19 April 2001 alowing air carriers to set airfares without the approval of
the Minigtry of Trangport. Thiswill further promote competition.

Inthe fidd of maritime transport, Turkey is taking steps to address its problems as regards
maritime safety. According to 2000 gatigtics under the Paris Memorandum of Understanding,
the detention rate for Turkish-flagged vessels in 2000 was 23.8%, a dight improvement on the
figures for 1999 (24.5%). This compares to an average for EU-flagged vessdls of 3.9 % in
2000.

Turkey is a dgnatory of many relaed Internationd Maritime Organisation rules and regulations
and has harmonised its legidation accordingly. Further safety legidation has been adopted and
International Maritime Organisation Conventions transposed. Turkish vessds with serious
deficiencies receive additiona pendlties.

No progress can be noted as regards lifting the redtrictions that Turkey gill applies on vessels
sarving the Cyprus trade and on vessals on the Cyprus register. In addition, market access to
coadtal trade isreserved for Turkish-flagged vessdls.

Overall assessment

Turkey needs to step up its legidative work considerably to adopt the Community trangport
acquis. Whilgt a large number of new texts are in preparation, many of these are framework
laws which leave the detall of implementation to secondary legidation. Furthermore,
improvements of Turkey's adminidrative cgpecity to implement and gpply effectively the
legidation are required in al sectors of trangport policy, in particular as far as the maritime
adminigration is concerned.

As regards road transport, the structure of the taxes collected from road transport operatorsis
partly harmonised with the prevailing tripartite EC sructure. Turkey does not gpply road-user
charges in the way foreseen by the relevant acquis, and vehicle taxes vary according to the year
of manufacture.

It should be noted that athough Turkey does not apply the three EC criteria for admission to
the road transport profession, it does apply a set of criteria for financia standing. A set of
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criteria for good repute that is smilar to that of the EC dso exiss. The regulaion on the
professonal qudifications of road transport operators isinsufficiently enforced.

Turkey is well advanced in taking over and implementing the EC road transport acquis in the
technical fiddld. EC norms on vehicle weights and dimengons, including the 11.5 tonnes
maximum authorised weight on driving axles as wdl the 44 tonnes for-axle combination, are
dready part of Turkish nationd legidation. More efforts need to be made, however, with their
enforcement.

Turkey is having problems in adapting its road trangport fleet. Although vehicles engaged in
internationd traffic comply with internationd and European norms (environmental norms,
tachographs and speed limitation devices), those that carry out nationd trangport only are far
from complying. For ingance, Turkey is only now conddering extending the use of the
tachograph to the nationd flegt. Retrofitting and adapting this fleet will be codtly.

Asfor therall sector, the regulatory authority is ill to be established.

In the fidd of ar trangport, a new avidion safety monitoring system is now in place, and the
International Civil Aviation Organisation (ICAO) has expressed satifaction with Turkey's
compliance.

On maritime safety, the Turkish maritime safety record is a matter of very serious concern.
Despite Turkey being aware of the problems in this area, and despite some attempts to address
these, the figures for the detention rate of vessds flying the Turkish flag are il very high.
Improving this record should be an urgent priority for Turkey. Turkey should try to fulfil its Hag
State implementation obligations as firgt priority, followed by its Port State obligations. Turkey
has identified the shortcomings of the maritime adminidration - particularly that of Hag State
Implementation - as being amgor factor in the low safety level of the Turkish regigter.

Chapter 10: Taxation
Since the last Regular Report Turkey has made progress, especialy in the field of excise duties.

Inthefidd of indirect taxation, in June 2001 the levels of minimum excise duties on LPG used
as motor fuel was brought above the minimum EC level. Now the level of the duty is higher than
the minimum EC leve on al motor fud oails (liquid petroleum gas - LPG, leaded and unleaded
fud and diesd).

Concerning dir ect taxation, Turkey adopted in June 2001 a number of amendments to existing
laws. It exempted capital gains arisng from mergers, divisons and exchanges of shares from
corporate income tax, in accordance with the relevant acquis on mergers, divisons, transfers of
assets and exchanges of shares with regard to domestic transactions. It also reduced the rate of
the indirect taxes on capitd-raising by companies, in accordance with the relevant acquis.

The use of the Personal |dentification Number has been extended in 2001 to various financia
transactions.

As regards administrative capacity, the implementation of the persond tax identification
number isamed a improving the effectiveness of tax collection.
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Overall assessment
Overdl, further efforts are needed to align nationd legidation with the acquis.

Asregards VAT, the Structure of the tax is in place, following the introduction of the VAT Act
in 1985. However, sgnificant efforts of dignment are necessary in particular with regard to the
exempt transactions and the rates applied.

As regards excise duties, in spite of the pogitive steps taken on the level of rates on motor fuel
ails, further dignment is required as regards the structure of the duty, the obligatory exemptions,
aswell aswith regard to the rates applied to tobacco and a coholic products.

The legidation adopted concerning direct taxation brings the Turkish legidation on direct
taxation more in line with the rdlevant EC Directives. However, subgtantid dignment remains

necessary.

As regards adminidtrative capacity, Turkey needs to modernise and drengthen its tax
adminigtration, in order to enable it to implement and enforce the EC acquis and to increase the
tax collection.

Evason of taxes continues to be widespread in the industrid and business sectors. The
Trandtion Programme on Strengthening the Turkish Economy aims to address this issue, but
tangible results have not yet been observed.

Chapter 11: Economic and monetary union

A detailed assessment of Turkey’s economic policy in its various aspects has been given above,
in the Chapter discussing the economic criteria (B-2). Therefore, the present section is limited to
adiscussion of those aspects of the Economic and Monetary Union acquis as defined by title
VIl of the EC treaty and the other rdevant texts which candidate countries should implement
before accession i.e. the prohibition of direct public sector financing by the centrd bank, the
prohibition of privileged access of the public sector to financid inditutions, and independence of
the nationa central bank. As to the process of liberdisation of capital movements, upon the
completion of which compliance with the EMU acquis is conditiona, this aspect has been
covered above, in the section on Chapter 4 — Free movement of capital.

Turkey has made some progress in the adoption of the EMU acquis.

The independence of the Central Bank has been increased with the adoption of the
amendments to the Law on the Centra Bank of the Republic of Turkey in April 2001.

Asregards direct public sector financing by the central bank, the provisons preventing the
Bank from granting, advancing or extending credit to the Treasury, public establishments and
indtitutions have been reinforced. The Bank may not purchase debt insruments issued by the
Treasury and public establishments and ingtitutions on the primary market.
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Overall assessment

Turkey will participate in EMU upon accesson with the status of a country with a derogation
under article 122 of the EC Treaty. It will need to implement the necessary changes to its
ingtitutional and lega framework by the date of accesson.

Turkey has taken important steps to increase the independence of the Central Bank, but further
measures are needed to align with the acquisin this area. The Central Bank law is incompetible
with the acquis as far as the determination of the inflation target is concerned, snce this is
decided upon in agreement with the Government. Other amendments may be needed to ensure
full compliance with the acquis in the area of persond and inditutiona independence.

Chapter 12: Statistics

No concrete progress can be reported in this area over the past year, except for the start of co-
operation between the relevant Turkish authorities and Eurostat.

In the context of this co-operation, priority areas were defined as the following fidds:
Harmonised Consumer Price Index and Purchasing Power Parities, demographic and socia
datigtics, regiona datistic, macro-economic datistics, busness daidics, externa trade,
agriculture statistics, business regider, Classfications and Dissemination. The State Ingtitute of
Statigtics (SIS) has set up a Working group on the business register and prepared a first annua
Work Plan (2001) covering the main dtatistical domains.

Overall assessment

Turkey's gatistica system is ill very different from thet of the EU. Thisis true in mogt fidds,
such as datigticd infragtructure, demographic and socid datigtics, regiond gatigtics, business
datistics, transport Satistics, externd trade satistics and agriculturd getistics. Differences also
exig in macro-economic statistics athough some dignment has taken place in recent years due
to the EU-Turkey Customs Union.

In dl of the areas mentioned above, much more work is needed on methodology, quality and
completeness of data to achieve compliance with the acquis. As afirst step, Turkey will need
to set up the basic infrastructure. In particular this means adopting the required classfications,
building a busness register that meets EU standards and amending its Statistical Law, which is
currently not in line with the acquis.

The State Indtitute of Stetidtics is the central authority of the Statistical system, responsible for
data collection, production and publication of datigtics. The Headquarters of the Inditute
conss of 10 “Principa Service Units’ which cover the main datistica areas, complemented by
three “Advisory Units’ (Legd, Research, Planning and Co-ordination, Statistics) and three
“Supporting Units’ (Adminigrative and Financid Affars, Personnd, Civil Defence Unit). The
SIS has 23 regiond offices at present. The tota number of employeesis about 2890 people, of
which 2000 are working in the central office and 890 in the regiond offices. The “ Supreme
Statigicd Council” isthe advisory body in Turkey on statistical matters.
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The adminidrative organisation of the datigticd system needs to be improved subgtantidly.
Particular efforts are needed in areas including setting of priorities, staff training, and ensuring
gppropriate gaffing in departments working on areas relevant for EU integration.

Chapter 13: Social policy and employment

Since the last Regular Report, limited progress can be recorded in these areas (see dso under
economic socid and culturd rights).

Inthefidd of child labour, Turkey ratified in January 2001 the ILO Convention N° 182 on the
Elimination of Wors Forms of Child Labour, and aso in January 2001 the European
Convention on the Exercise of Children’s Rights. A Child Bureau was set up in the Directorate
General for Public Security by a law adopted in April 2001. However, dnild labour remains
widespread and a matter of mgor concern, particularly during the continuing economic crisis.

Inthefidd of equal treatment for women and men, preparatory work has been undertaken
with respect to maternity leave and with respect to the dimination of exigting discriminetion in
the framework of the new Civil Code, currently pending before the Parliament. The Civil Code
adso ams a abolishing the concept of the “head of the family”. Further steps in trangposing the
relevant acquis should follow.

No further trangposition can be noted in the area of health and safety at work.

Despite reforms in progress, the Stuation of the public health care system could not be
improved compared to the previous reporting period. Public expenditure is ill insufficient and
the digtribution of servicesin generd has not improved, despite reformsin progress.

Asregards social dialogue, a hill on public servants trade unions was adopted in June 2001.
The present hill is not in line with the Community acquis and the rdevant ILO conventions that
Turkey hasratified. The law contains a number of provisons, which entail significant congtraints
on the right to organise in the public sector. Notably, there are redtrictive provisons relaing to
the excluson of the right to strike and to collective bargaining.

Turkey adopted in April 2001 a law setting up the Economic and Socia Council, which
establishes a platform for dia ogue between the socid partners. NGOs can be invited to attend
the mestings a the discretion of the Prime Minister. While the Economic and Socia Council
provides a useful forum for consulting a greet variety of economic and socid actors it does not,
however, form an appropriate basis for an autonomous tripartite sociad dialogue, given the
predominant place of government. The bill has to be further amended to provide for an effective
consultation of the socid partners (employers and trade unions organisations), especidly on
labour issues.

Regarding autonomous socid didogue, restrictions continue to exist for the signing of collective
agreements a company leve, which serioudy limits the extent of collective bargaining and socid
didogue.

Unemployment stood at 6.9 % in June 2001. The main chdlenges for Turkey remain the high
level of youth unemployment, the structural changes associated with the trangition from a labour
market which is till dominated by the agricultura sector and the extent of the informa economy

(for further details see part B).
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ISKUR, the Turkish Employment Organisation, is the agency in Turkey deding with matters
relating to employment and unemployment issues, job finding, placement of workersinto public
and private organisations and vocationd training activities (see dso beow). Following a
restructuring on the basis of a decree in summer 2000 (the confirmation of which by Parliament
is now overdue), ISKUR has gtarted to design pro-active labour market policies at provincia
level in conjunction with the socid partners, but it till lacks the financia resources required.

Concerning social protection, a law was adopted in March 2001, which alows for private
pensons, and thus complements the compulsory pension system. The law provides for the
edablishment of an Individua Penson Advisory Board. This new unit will be formed by the
Under Secretariat of the Treasury, by one member each from the Minigtries of Finance and
Labour, and by the Capitd Markets Board. Its task is to determine individua pension policies
and implementation. However, the critical issue of tax exemptionsis not included in the law, and
this will reduce the scheme' s attractiveness.

As regards the fight againg discrimination, no further progress can be reported (see adso
above under Civil Code).

Asregards administrative capacity, since last year a new co-ordination department has been
st up in the Minigstry of Labour and Socid Security. The dtatus of the Hedth and Safety
Depatment was upgraded. No other mgor progress can be reported in strengthening
adminidrative capacity.

Overall assessment

Ovedl, much work remains to be done in order to bring the Turkish legidation in line with the
relevant acquis. This process has suffered from the deepening of the economic crisis which has
severdy affected the employment and socid Situation causing hardship.

In the framework of the congtitutiond reform, amendments were made with respect to socid
rights. These will be implemented by further legidation. Some other steps have been taken in
this fied but in different cases the Community acquis has been taken insufficiently into account.
Turkish legidation remains very different from that of the Union, particulaly in terms of
standards, methods and monitoring requirements.

In the field of Labour law action is required in areas such as the protection of employees with
regard to the transfer of undertakings and insolvency, the contract or employment relationship,
hedth and safety of temporary workers, the organisation of working time and part-time work,
the protection of young people at work, the European Works Council and posting of workers.

Despite Turkey's efforts to improve the stuation, the issue of child labour ill needs to be
addressed as amatter of priority.

In the field of hedth and safety at work, Turkey should trangpose and implement the acquis.
The adminidirative capacity to implement and enforce legidation needs to be stirengthened. The
reform process in the public hedth care system has to be continued. Turkey needs to ensure
that public expenditure is sufficient to meet needs and that the provison of sarvicesis improved.
Turkey should aso aign with the tobacco acquis. Improvements are aso needed regarding
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hedth monitoring and data collection as wdl as in the field of epidemologicd control and
survelllance systems.

In the field of equa treatment for women and men, Turkey should speed up efforts to dign with
the acquis.

As regards socia diaogue, further progress needs to be made as a matter of priority to create
the conditions for afree and genuine socid didlogue & dl levelsin line with the acquis

Difficulties with regard to freedom of association and collective bargaining aso perss in law
and practice. At the sectord level, Turkey il requires a 10% threshold for the recognition of a
trade union for collective bargaining purposes a company level. Moreover, trade union rights
are curtailled in export processng zones, where the gpplication of most labour legiddtion is
suspended and regtrictions are imposed on the freedom of workers to organise and on rights to
collective bargaining. The scope of collective bargaining should be improved and Turkey should
take steps to promote workers' participation and information/consultation at the company level.

At nationd level, athough the creation of the Economic and Socid Council is a step towards
more didogue with a larger number of actors from civil society, the government should dso
continue to preserve a tripartite dialogue with socid partners to discuss economic and socia
policy. Turkey needs to strengthen its adminigtrative capacity for socid diaogue in terms of staff
and resources, secretariat facilities for nationa tripartite and multipartite processes, and
registration and analyss of collective agreements. The government should promote the socid
partners capacity to assume the role they will be caled to play in the future in the socid
didogue a EU levd aswedl asin common European policies.

Furthermore, much remains to be done in the field of socid protection. Progress in the on-going
reform of the Turkish socid security system is urgently needed. Overdl, the socia security
System continues to experience serious financia difficulties.

No nationa programme for disabled people exigts as yet in Turkey. Severd inditutions are in
charge of disabled people, anong others the Administration of Socid Services and Child
Protection, the Ministries of Hedth, Education, and Labour, and the Worker Placement
Agency. The Turkish Labour Law foresees that private and public ingtitutions should employ
disabled people, and that they should make up at least 3% of the totd number of gtaff. But
implementation and enforcement are not ensured.

Ovedl, the adminidrative capacity needs to be improved in order to ensure effective
implementation and enforcement.

As regards discrimination, the pending new Civil Code contains provisons to eiminae this.
Further efforts are needed to ensure aignment with the acquis on anti-discrimination based on
Article 13 of the Treaty.

Fight againgt socia exclusion, aslaid down in Article 136 of the Treety, is part of the objectives
of EU socid policy. Asdecided at the Lisbon and Nice European Councils, policies to combat
socid excuson combine commonly agreed objectives a the EU leve, and nationd action plans.
The Gothenburg European Council in June 2001 invited candidate countries to include the
Union's objectives of promoting socid incluson into their nationd policies.
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Chapter 14: Energy

Progress has been achieved in this area since the last Regular Report, notably as regards
competitiveness and the interna energy market.

No particular developments are to be reported with respect to security of supply.

Regarding competitiveness and the interna ener gy mar ket, the Turkish Electricity Market Law
was adopted on 18 February 2001. The Law concentrates mainly on defining the sector’s new
sructure and the status of the power sector actors, including restructuring and unbundling the
utilities. Whilst the state will retain control over power transmission, generation and digtribution
activities are to be opened up to competition and to private companies - the latter divided into
29 digtribution regions. The Law aso foresees establishing a regulatory authority, in the form of
an Energy Regulatory Board, which is dso expected to prepare secondary legidation. This
Regulatory Board will also cover the gas sector.

The Natural Gas Market law was adopted on 3 March 2001. This law aso concentrates on
defining the sector's main structure and the status of the different actors, and the cregtion of
agencies. The formerly state-owned company, BOTAS, is to be separated into two State
economic Enterprises. one to carry out transmisson activities, the other for importing and
commercid activities. In the long term, digtribution will be transferred to wholesalers.

It should be noted that the adoption of these two key laws, and the creation of the Energy
Regulatory Board, was a condition for the IMF s support for Turkey.

Turkey continues to play a pivotd role as a trangt country for oil and gas from the Caspian,
Black Sea and Centrd Asan regions. The development of the ‘Blue Stream’ gas pipdline to
supply gas from Russia across the Black Sea continues. Work on the Baku-Ceyhan ail pipeline
aso continues. Such projects can be considered as clearly having an important role to play in
terms of helping ensure the security of supply for the Union (particularly given it is difficult to
envisage significant increases in volumes trangting by sea through the Turkish draits). Other
possibilities are being developed in the framework of co-operation activities between Greece
and Turkey.

In the oil sector, nearly 35% of the refining company was privatised in 2000.
No particular developments can be reported with regard to ener gy efficiency.

Last year saw Turkey abandon a cal for tender to construct the country’s first nuclear power
plant at Mersn-Akkuyu. There have been no other developments to note in the nuclear sector.

Regarding Nuclear Materid Safeguards, Turkey has concluded a Full Scope Safeguards
Agreement with the IAEA. An additiond Protocol to this Agreement is in force since July
2001.

Overall assessment

Turkey has advanced in preparing to harmonise with the acquis and to prepare itsdf for the
internal energy market through the adoption of two mgor framework laws for the eectricity and
gas sectors. It is, however, important to point out that important aspects of the Electricity
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Directive are absent from the Electricity Law - such as access to networks, market opening and
the regime for condructing new capacity. These will need to be the subject of secondary
legidation. Market opening is initidly scheduled at a rate of 20%, but there are no further plans
beyond this.

Smilarly, provisons required by the Gas Directive, such as third party access, unbundling,
public service obligations or storage are not covered by Turkey's Naturd Gas law, and have
been |eft to secondary legidation to be adopted by the regulatory body, which itsef is il to be
created. Access to the transmission system is planned, but not access to the distribution system.

The Energy Regulatory Board was established on 2 November 2001. It is important that this
body adopt implementing legidation in full compliance with the EC Electricity and Gas
Directives (such as defining digible customers and licensing), as wel as establishing prices and
tariffs. In addition, it is essentia that this authority be given the necessary independence and
resources (in terms of personnel, budget, and salaries) to be able to act.

Oveadl, Turkey’'s priority in restructuring its energy sector is attracting investment and reducing
gate control. The two new laws pave the way for the opening up of each sector and
encouraging competition, but much remains to be done in terms of compliance with EC
gandards. Improving the financid discipline of utilities, particularly those in the power sector,
would assgt in making energy investments more dtractive.

In terms of security of supply, as a member of the International Energy Association, Turkey has
dready taken important steps towards complying with [EA commitments and the emergency
preparedness acquis as regards oil stocks. Tota oil stocks, as regularly naotified to the IEA,
were largdy equivaent to the level required by the acquis. All emergency preparedness
measures are under the control of the Directorate Generd for Petroleum Affairs, which serves
as the agency for monitoring and controlling oil stocks.

Energy efficiency promation is the responshbility of the Ministry of Energy and Naturd
Resources, through an Energy Conservation Co-ordination Board and a National Energy
Conservation Centre. It is estimated that there is an energy conservation potentia of 40%. New
norms for insulation standards and for new buildings will contribute to this effort.

Turkey should continue to give energy efficiency due atention.

Turkey will need to ensure compliance with Euratom requirements and procedures. In this
repect, due attention should continue to be given to preparing for the implementation of
Euratom nuclear safeguards.

Chapter 15: Industrial policy®

Since the 2000 Regular Report, the government has concentrated its efforts on stabilisng the
macroeconomic Stuation. As aresult, only limited progress has been made with development of
indudtrid and enterprise policy.

% Developments concerning Industrial policy should be seen in relation to the overall enterprise policy, including the SME
policy (see Chapter 16 — Small and medium-sized enterprises).
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Turkish industrial policy is based around the eighth Five Year Development Plan and was
further developed in the Programme "Trangtion to a Stronger Economy™ adopted in May 2001.
(See also Part B.2 - Economic criteria). The busness community was involved in the design
of the policy guiddines of the Programme.

The Government adopted a programme for the promotion of foreign investments, which
contains measures amed at atracting FDI. Moreover, in order to overcome the shortage of
credit for enterprises, it has announced that a restructuring fund would be established to aid
enterprises facing liquidity problems. This would be financed by contributions from both the
government and the financia sector.

Privatisation has proceeded but has met cetain obstacles, and not al the privatisations
foreseen could take place within the established timeframe. In the sted sector, following the
previous attempt in 2000 to privatise the Isdemir plants, a take-over by Erdemir was agreed in
2001, which provided for the modernisation of the plants and re-orientation of the production to
a different market segment. The attempt to privatise Turk Telekom was unsuccessful, and
subsequently the conditions of the tender had to be subgtantialy modified, in particular, by
increasing the number of shares offered to the public. The conditions agreed with the IMF were
met. No progress can be recorded on the restructuring of state-owned companies.

Overall assessment

Ovedl, the Turkish policy towards its industry is by and large in conformity with the principles
of EC industrid policy, i.e. market-based, stable and predictable. However its implementation
has suffered from the macroeconomic ingtability. Turkey should continue its efforts to identify
clear priorities taking into account needs of the business community, included the Smadl and
Medium Enterprises, and ensure the effective implementation of the policies drawn up. By doing
30, Turkey can further enhance the competitiveness of its industry and in particular that of smal
and medium-sized enterprises. A particular priority could be the establishment of closer links
between the financial sector and industry.

The privatisation process will continue, dthough progress so far has been limited. Turkey needs
foreign direct investment to further modernise and broaden its production base. In spite of an
increase in FDI inflows compared to previous years, the sock remains very low compared to
the potentia and the Size of the country. The investment climate needs to improve dragticaly to
attract investments. Reducing the administrative procedures and increasing transparency would
favourably influence this. Adminigrative capacity should be strengthened, for example with
respect to the Customs Authorities and the metrology and accreditation system.

Turkish indugtrid policy is managed by the Minidry of Industry. Privatisation is implemented by
the Privatisation Adminitration, athough in some cases privatisation has been carried out by the
relevant public inditution.

It should be noted that an important eement of any indudtria policy is the control of date ad
and that the compatibility of support schemes with EC rules including the restructuring
provisons of the ECSC Treety, will have to be examined (see Chapter 6 - Competition

policy).

72



Chapter 16: Small and Medium-sized Enterprises

Turkey has made some progress in revisng its SME policy and reforming the state support
sysdem for busness promotion. In particular, it has launched the “SME Action Plan
Framework” which contains some useful initiatives.

The new Economic reform programme was designed after consulting the Socid partners and
the economic operators, including SMEs.

Limited progress can be recorded concerning the improvement of the business environment.

No specific developments can be noted regarding the dignment of the SM E definition.

Overall assessment

Turkey has made some steps in following the approach of the EU towards SME's. Further
efforts are needed to improve the business climate of SMEs. Turkish SMEs have been
particularly affected by the recent financid criss. SMEs suffer from the reduced domestic
demand, while their competitive position isis not strong enough to alow them to take advantage
of the devauation of the Turkish Lira In this dimate, it is particularly important to make
progress in rapidly implementing the SME Action Plan Framework and other rdated initiatives.

The mgor problem for Turkish SMES remains access to finance. This problem has come even
more acute under the current economic Stuation.

There are a number of ussful initiatives underway with a view on  supporting enterprises in
Turkey. Support services for smal businesses, such as the network of industrial estates for smdll
companies, are wel deveoped. However, their impact will be limited if the busness
environment does not become more stable and predictable. The Turkish government should act
to improve the conditions for business including adminigtrative smplification.

Most of the support to SMEs is provided directly by semi-public bodies, such as TESK, the
Confederation of Crafts and Tradesmen of Turkey, KOSGEB (Smdl and Medium szed
Industry Development Organisation) and IKV (Foundation for the Economic Devel opment).

KOBI Investment Inc. was established to facilitate the access to finance by SMEs. It works as
a venture cgpitd fund. Moreover, a Credit guarantee fund has been egtablished with the
purpose of providing guarantee for loans delivered by the Turkish Halk Bank.

For high tech start-up companies, the Technology Development Foundation of Turkey (TTGV)
aso simulates the cregtion of venture capitd.

The definition of SMEs is not fully digned with the recommendations of the European
Commission.

Chapter 17: Science and research

Some further developments can be reported in this area.
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In December 2000, Turkey decided to consider an eventua association to the next Framework
Programme on research and development 2002 - 2006.

Turkey continues to participate in the Fifth Framework Programme on a project-by-project
basis.

Overall assessment

While the principles on the bas's of which a European Research Area is presently evolving are
generdly shared by Turkey, there is considerable room for development in the RTD sector,
where the level of activity and spending remains reatively low. For the further development of
the sector and for an effective integration of Turkey into the European Research Ares, it is
important to increase the gross domestic expenditure on the technologica development.

Science and research activities are carried out mainly by universties and public research
inditutions, with private sector activity being limited. In some cases, larger firms carry out ther
own research and development make use of technology transferred from abroad. Access of
SME'sto technological innovation should be improved.

Chapter 18: Education and Training
Only limited progress has been achieved in the area of education and training.

A new impetus has been given to Turkey’s preparations for participating in the Community
programmes in these fields (Socrates, Leonardo da Vinci and Youth). A preparatory phase
within Turkey under the management of the Ministry of National Education is due to begin in
2001, with aview to full participation from 2003 onwards. A clear proposd is now needed on
how the Nationd Agency will be set up.

No progress can be reported on the directive concerning the education and training of
children of migrant workers.

As regards reform of the education and training system, Turkey adopted a law in June
2001 which has has expanded the use of the taxation fund to secondary education until 2010.
This, dong with a new World Bank secondary education loan and possible credits from the
European Investment Bank, should hep the Government to achieve its key 8th Fiveyear
Development Plan education policy of 12 years compulsory education by 2005.

The law will dso substantidly affect the sructure of Vocationa Educationd Training in Turkey.
It lays the foundation for asingle system of vocationd education that will enable easer trangtion
within the education system. Under the new law it will be possible to enter indtitutions for further
VET without taking a univerdty entrance examingtion, congderably lessening the burden on
vocationally-orientated students under the existing system.

Overall assessment

In generd terms, most principles underlying the educationa system are consistent with those of
Member States. However, the qudity of education is uneven, particularly in rurd aress.
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The new education law is a pogtive step, and will in particular benefit the vocationa education
and training sector. However, the law does not address the issue of making the VET system
more relevant to the needs of the labour market. Efforts should be made in this direction, in co-
operation with industry and socid partners.

In the immediate future, Turkey should as a matter of priority take the steps needed to establish
the Nationd Agency needed to successfully manage the three Community education
programmes. Thisisacrucid condition for the participation of Turkey in those programmes.

The directive concerning the education of children of migrant workers sill has not been
trangposed and implementation has to be ensured.

Chapter 19: Telecommunications and information technologies
Turkey has made progress since the last Regular Report.

There have been a number of developmentsin the liberalisation of the telecommunications
market, some of which were made as pat of the new economic reform plan. The
Teecommunication Law of May 2001 provides the legd bass for the privatisstion of Turk
Telekom (it provides for 100% privatisation of the capita of the incumbent operator, Tirk
Telekom, with the exception of a nomind “golden share” retained by the State) and stipulates
that the full liberdisation date of 1 January 2004 will be brought forward to the date when the
date's ownership in the operator's capitd fdls below 50%. There has aso been progress in
introducing further competition in mobile telephony, which has resulted in a condderable
decrease in GSM tariffs.

In addition to the two existing GSM licences, another two licences have been issued to ARIA
(owned by Telecom Italia and Turkish 1S-Bank) which has been operationd since March 2001
and AYCELL (asubsdiary of Turk Telekom) which has been operationd since August 2001.

Asregardsthe regulatory framework, following the establishment of the Telecommunications
Authority in August 2000, a regulation on the procedures and tasks of this authority was issued
in February 2001. A concesson agreement between the Ministry of Transport and
Telecommunications and Turk Telekom was sgned in February 2001. A regulation on the
licenang of telecommunications networks and services was issued in March 2001. In the
meantime, based on the new telecommunications law, the licenang tasks have been transferred
from the Minigry of Trangport and Telecommunications to the Teecommunications Authority.
In September 2001, a regulation has been adopted on a price cap mechanism for tariffs reform.

Thereisno progress to report on the liberalisation of the markets for postal services.

Overall assessment

While steps have been taken to liberalise the telecommunications market, further efforts are
needed to bring Turkey's tdlecommunications regulatory framework fully in line with the acquis.
The sameistrue for postal services.

The liberdisation of the markets needs to be accompanied by a comprehensive and transparent
regulatory framework. Subgtantia progress in this area will require amending the
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Telecommunications Law of February 2000 and issuing regulations on key subjects such as
numbering, interconnection, universal service and data protection.

Based on the new tariffs regulation, the principle of cost orientation of tariffs needs to be
implemented. This requires Turk Telekom to introduce cost accounting methods, leading to a
subsequent re-balancing of tariffs.

Strengthening the adminigtrative capacity of the Telecommunications Authority is a key priority.
Staff needs to be recruited and trained to ensure that it is able to carry out its full range of tasks,
including preparing legidation and handling its new respongibility for licenang. At present, the
majority of gaff is dedling with technica tasks, e.g. frequencies and equipment type approval.

The Teecommunications Authority has dtarted to monitor actively fair competition in the
markets by preparing a decison on the generd technicd and financia conditions for nationd
roaming between the GSM operators. Further progress also needs to be made to ensure that
the Tdecommunications Authority is fully independent from the Ministry of Transport and
Telecommunications. A comprehensve enlargement project for regulatory assstance for the
Tedecommunications Authority is under preparation.

Chapter 20: Culture and audio-visual policy
Limited progress can be reported in this area since the last Regular Report.

The audio-visual sector is dominated by two large industria groups, which control the mgjority
of Turkey’'s maingream media. It has paticulaly suffered from the economic and financia
crigs. During the firgt haf of 2001, it is estimated that up to 4000 workers across the media
sector have been made unemployed.

Over the last year, tenders have been prepared that would alow for the converson of
temporary broadcagting licences for nationa channds into permanent licences. The same
procedure is planned for regional and local sations.

The High Audiovisud Board (RTUK), which is responsible for regulating tdlevison and radio
broadcasting, has recently taken on responghbility for satellite broadcasting as well.

Turkey ratified the Protocol Amending the Council of Europe Convention on Transfrontier
Tedevison in October 2000.

An important development was the adoption by the Turkish Parliament in June 2001 of a law
amending the radio and televison law, press law, income tax law and law on inditutiond taxes.
This law was subsequently vetoed by the President and is now being reconsidered.

Thislaw (known asthe RTUK law) included provisions on “broadcasting principles’, sanctions,
internet, composition of the RTUK board and retransmission, as well as on ownership, mergers
and acquistions in this area. However, the law made no change to the current regimein relation
to the broadcagting of languages other than Turkish. It dso contained no provisons which
advanced dignment with the Community acquis in this area (i.e. the “Teevison without
Frontiers’ Directive).
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Under the proposed RTUK law, individuad programmes, and not dtations, that violated
“broadcast principles’ could be suspended and requirements could be imposed on the
transmitting station, such as broadcasting an apology or paying a fine of up to € 90 000. The
gzes of the fines would vary for centrd, regiona and loca stations. The maximum share that
foreign nationds are dlowed in private radio or televison gations would be increased from 20
% to 25 %. Various organisations such as political parties would not be dlowed to own aradio
gation. The compaosition of the High Audiovisud Board would be substantidly changed, with
for example one board member to be nominated by the National Security Council.

The President subsequently vetoed this law, citing the arbitrary criteria for imposing sanctions,
the disproportionately high fines, and changes to the composition of the RTUK Board which
could jeopardise its previoudy agreed neutrdity. He dso considered thet it did not sufficiently
safeguard basic principles of freedom of speech and that imposing sanctions on broadcasters
was properly arole for the judiciary rather than for the RTUK.

Overall assessment
Turkey's dignment with the acquis in this area remains limited.

The new law which was proposed on radio and television represented a clear step backwards
for Turkey away from compliance with internationad media sandards, in particular on freedom
of speech, and the independence of the regulatory authority. The law dso resffirmed and
strengthened current principles concerning the use of the Turkish language, which continue to
restrict the use of language other than Turkish.

The RTUK law should therefore be redrafted in line with internationa standards and
recommendations on televison and radio broadcasting, for example those of the Council of
Europe. Turkey has rétified the Council of Europe Convention on Transfrontier Televison and
will be bound by its amending protocol upon the date of entry into force.

Turkey is not advanced in digning with Community audiovisud legidation. It should incorporate
the Community acquis contained in the “Teevison without Frontiers’ Directive. Mgjor
discrepancies need to be tackled, in particular concerning definitions, jurisdiction, freedom of
reception, discrimination on the grounds of nationdlity, promotion of European and independent
works, advertisng and teleshopping, protection of minors, and limits to the share of foreign
capitd in radio and televison enterprise. There is dso a contradiction between Turkey’s
international commitments in the GATSWTO framework and those that arise from Turkey's
commitment to full implementation of the Community acquis as a candidate country.

Chapter 21: Regional policy and co-ordination of structural instruments

Snce the last Regular Report no progress has been achieved in preparing for the
implementation of gructurd policies.

No developments can be reported concerning the adoption of the legidative framework
which would dlow for the implementation of the acquis under this chapter.

No further progress has been made as regards ingtitutional structures, programming,
monitoring and evaluation, financial management and contral.
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No progress has taken place with respect to the development of regional statistics.

As regards adminigtrative cagpacity, the Turkish regiond policy is carried out in the framework
of a centrdised planning sysem, for which the State Planning Organisation (SPO) is
responsble. With the exception of the Authority for the development of the South Eastern
Anatoliaregion (GAP), there are no implementing structures outside Ankara.

Overall assessment

While aregiond policy exids in Turkey, preparaions for implementing structurd policies have
not really started. Turkey gtill needs to develop the structures necessary for the implementation
of the Structura Funds.

Although combating regiona disparitiesin Turkey should be a mgor objective for strengthening
internal  socio-economic cohesion as well as preparing for accesson, there is 4ill no
comprehengive, long-term sirategy to address such issues.

High priority should therefore be given to formulaing an efficient and modernised regiond
policy, which complies with Community standards, and addresses the mgor issues in the
regions lagging behind. At the very least, specific actions should be directed towards what are
termed the “priority” provinces, which represent more than half of the area of the country and
more than athird of its population, with a per capita GDP of 56% of the nationd average (19%
of the Community average).

This will require a dgnificantly higher level of public investment, aming inter dia to reduce
Infrastructure disparities, creste a favourable environment for private invesment, boost human
resource development, and improve living conditions.

In adminidrative terms, Turkey should drengthen its Structures for managing regiond
development, both at centrd level (either through the SPO or a specific department given
respongbility for regiond policy) and a regiond leve (setting up regiond development
authorities).

Turkey has not yet begun to develop the necessary structures and operationa arrangements to
implement the European Socia Fund.

The State Planning Organisation and the State Indtitute of Statistics have started to prepare a
NUTS I classification in accordance with Community rules, but work remains at an early stage.
Such a map is a pre-condition for the implementation of sructurd policies Following the
definition of a NUTS Il classfication, the regiona per capita GDP in Purchasng Power
Standards should be cal cul ated.

Chapter 22: Environment

Since the last Regular Report, Turkey has made no subgtantid progress in transposng the
acquisin thisfied, neither as regards horizontd legidation, nor in aress such as air qudity, waste
management, water quality, nature protection, indudrid pollution and risk management,
geneticdly modified organiams, noise from vehides and machinery, and nudear safety and
radiation protection.
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As regards adminidrative capacity, Turkey adopted a law on the redefinition of the main
departments in the Ministry of Environment, which establishes locd branches of the Minidry.
Thisisan important first step in ensuring proper enforcement of environmenta legidation.

Inthefidd of chemicals, the Regulation on the Control of Dangerous Chemica Substances and
Products, which entered into force in 1993, was amended in April 2001. Under this
amendment, definitions, risk phrases and combinations, safety phrases and combinations,
danger symbols and their sandard wording have been rearranged. However, full dignment with
EC legidation is not yet achieved.

Overall assessment

Turkish legidation is dill very different from thet of the acquis in particular in terms of standards,
monitoring requirements and methods of measurement. Complete adoption of the environmenta
acquis will require mgor effort. Implementation and enforcement capacity also needs to be
upgraded subgtantidly. It is aso important to carry out detailed compliance checks of existing
laws in order to ensure full trangposition of EC environmentd directives.

The 1983 Environment Law currently defines the framework for environmenta management
and environmentd legidation. The last legidative activities based on the Environment Law date
back to 1997 (amendment of the Environment Impact Assessment Regulation, which needs,
however, to be revised to bring it in line with the acquis).

In the field of horizonta legidation, the Environment Committee of the Parliament gpproved a
draft Framework law. This draft law amends the Environment Law of 1983 and crestes a new
legidative framework in the field of environment.

This represents a sgnificant step forward, as it will introduce the legd framework needed to
trangpose the EC acquis. Its final adoption is expected this year.

The purpose of this draft law is to integrate the Sustainable Development Principle and to
provide for the implementation of the Strategic Environmental Impact Assessment Procedure
for environmental policies, plans and programmes. The details of this procedure will, however,
be covered by the secondary legidation. The law aso revises provisions on nature protection,
and provides for more effective environmental monitoring and supervison by the Ministry of the
Environment, with dricter pendties for non-compliance. It ensures public access to
environmental information. The provisons deding with the Environmental Pollution Prevention
Fund have been revised and leve of funding has been increased.

In the fidd of ar qudlity, legidation gill needs to be digned with the acquis. Moreover, the
Turkish ar qudity monitoring system needs further improvement to dign it with the EC acquis.

Waste management is one of the most problematic areas in paticular as regards
implementation of related legidation. A large percentage of household waste (93%) is
uncontrolled waste, being illegally dumped. Substantial efforts need to be undertaken to comply
with the acquis.

As regards water quality, the 7" and 8" Five Y ears Development Plans underlines the need for
anew legd framework law on Water Resources and for bringing drinking water sandards and
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wadtewater discharging in line with the acquis. Turkey's water legidation is not in line with the
acquis.

In order to preserve Turkey's rich assets in bio diversity, nature protection needs particular
atention. Turkey will need to make sgnificant efforts to dign its legidation with the Community
nature protection legidation.

In the area of indudtrid pollution control and risk management, legidation in line with the acquis
il needs to be introduced. Turkey ill lacks a generd inventory of chemicd substances.
Turkish legidation as regards geneticdly modified organisms ill needs to be digned with the
acquis.

Concerning nuclear safety, Turkish legidation is not fully in line with the acquis, particularly as
regards reporting and monitoring requirements.

Concerning radiation protection, the Turkish Atomic Energy Authority has defined a strategy for
licensaing, radiation shielding of dl equipment and development of loca safety procedures in al
establishments.

Turkey’s environmentd investment amounted in 1997 to around USD 1 billion corresponding to
0.5% of national GDP. The Environmenta Pollution Prevention Fund (to be closed down as of
end 2001) isthe only nationd fund to finance environmentd activities and investmentsin Turkey,
but the Ministry of Environment has the authority to gpprove only 10% disbursements from this
fund. For the time being, the fund provides the Ministry with an annual amount of € 125 million
to finance research, clean-up operations, education and training, projects amed at preventing
environmenta pollution and credit for the congtruction of trestment plants.

Turkey's environmenta investments should to a larger extent focus on the implementation of EC
environmenta directives, based on a comprehensive investment strategy.

As regards adminidrative capacity at centrd leve, the Ministry of Environment, established in
1991, has overdl responghbility for environmenta activities. These are carried out in close co-
operation and active partnerships with other ministries, government agencies, local authorities
and NGO's. The Minigry of Environment employs around 800 daff, with a further 500
working in over 30 provincid offices. The State Planning Organisation (SPO) develops Five-
Year Devdopment Plans, the main ingruments for co-ordinating government policies.
Implementation of environmenta policy is dso entrusted to the municipdities, which play an
important role in implementing environmenta protection measures, building environmentd
infrastructure, and collecting and digposing of municipal waste, as well as land use planning.

Oveadl, the adminidrative cgpacity at nationd and regiond leve is a matter of concern.
Enforcement of environmental rules seems not to be ensured due to the involvement of various
bodies and indtitutions at different levels which leads to conflicting interests and respongibilities,
as wel as a lack of trained and specidised gaff, financial resources and equipment. It is
necessary to establish monitoring networks and permitting procedures as well as environmenta
Ingpectorates with strong and well-determined powers. Pendties should apply in case of non-
compliance. The municipdities also need to be strengthened, in particular as regards training in
the field of environmenta policy implementation.
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Chapter 23 Consumers and health protection
During the reporting period, no further progress was made in terms of legal aignment.

There was no progress in the area of safety and non-safety related measures and the same
was true for market surveillance.

As regards adminigtrative capacity, Consumers Courts have been established and are now
operating in the provinces of Istanbul, Ankara and 1zmir, further to a decision of the Supreme
Board for Judges and Prosecutors of 25 January 2001.

Overall assessment
Ovedl, the dignment of the Turkish Consumer legidation with the acquisis limited.

Turkey Hill needs to establish agenerd consumer protection system. The sector is till governed
by aframework law adopted in 1995 which established a Consumer Counci.

A number of initigtives were undertaken in the previous years in areas such as mideading
advertisng, door-to-door sdes, comparative advertising, indications of labels as well as tariffs
and prices.

Turkey has initiated preparatory work in order to complete the dignment in the fields of time
share contracts, unfair terms in consumer contracts, distance sdlling and package travels.

Consumer policy fals within the competence of the Directorate Generd on Protection of
Consumers and Comptition, within the Ministry of Industry and Trade.

Adminigrative responsbility for foodstuffs (including contral) is shared between the Minigtry of
Hedth and the Ministry of Agriculture. The existing laboratories are inadequatdly equipped to
carry out the necessary andyses. Adminigtrative capacity needs to be strengthened.

The Accreditation Council (TURKTAK) has not granted any accreditation to date. As a result,
no laboratories have yet been accredited.

Consumers associations are developing, but it is gill essentid they should be reinforced, as
indicated in the previous Regular Reports.

On the basis of the information available, sgnificant adjustments will most probably have to be
made to adminidrative structures, technicd facilities and legidation before accesson can take
place.

Chapter 24: Co- operation in thefield of Justice and Home Affairs
Some progress has been achieved over the past yesr.

On data protection, no developments have taken place with respect to the dignment of
legidation with the acquis.
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In the fidd of visa policy the Government has decided to end the visa free regime for
Kazakhstan and Bosnia-Herzegovina. It has aso decided to introduce airport trangit visasin the
case of a sdected number of countries from which illegd immigration originates. As from July
2001, Bulgarian citizens are exempted from visa requirements.

In the area of dignment with the Schengen agreement, no progress has been made.

With aview to the reinforcement of external border controls, a process of co-operation and
co-ordination between the various Ministries and bodies involved has begun. A number of
actions have been taken to strengthen border management, in particular to prevent and deter
illegd border crossngs. Such measures relate to the setting-up of new checkpoints, the
assgnment of additiond sea patrols and the enhancement of vigilance and pursuit of suspicious
vessels anchored a harbours. The congtruction of watchtowers adong the Iranian border has
been started.

With regard to migration, bilatera negotiations with a number of countries, both of destination
and origin, for readmisson agreements have started. On 10 September 2001 Turkey signed, a
readmission agreement with Syria. Iran, Pakistan, Bangladesh, India, Sri Lanka Ching, Romania
and Bulgaria, al countries of origin, have been approached about draft readmisson Protocols.
A Protocol on readmission with Greece is well advanced. In the context of the EU Action Plan
for Irag, the EU made a proposa to Turkey to improve co-operation in trangt matters.

The Directorate Generd for Public Security of the Ministry of the Interior provided a training
sesson on the prevention of forgery of documents, as a measure to prevent illega border
crossing. In tota 553 officids were trained between November 2000 and May 2001.
Regarding participation in the Schengen Information System (SIS), legidation is under
preparation. The Gendarmerie is completing its Integrated Communication System Project
(JEMUS) amed at the speedy transmission of information between dl its Units.

There is serious concern about illegd migration flows in Turkey, which have been steadily
increasing. The authorities have acknowledged the existence of 94, 514 illegd immigrants in
2000, as compared to 11, 362 in 1995. In the first 5 months of 2001, the number of illega
Immigrants was 29, 684, which represents a 28% increase compared to last year.

Turkey is a destination and trangt country for trafficking of human beings. Women and girls,
mostly from Romania, Russa, Ukraine, Moldova, Armenia, Azerbajan and Georgia, are
trafficked to or through Turkey. Turkey does not meet the minimum standards for the
dimination of trafficking and has not yet adopted specific legidation concerning trafficking in
human beings. According to Government dtatistics, the authorities arrested 850 members of
organised gangs of traffickersin 2000.

There has been no progress in the ratification of internationd instruments pertaining to
combating illegd migration, in particular the 2000 UN Convention againgt Transnationa
Organised Crime and its Protocol to Prevent, Suppress and Punish Trafficking in Persons,
Especidly Women and Children as well as its Protocol Againgt the Smuggling of Migrants by
Land, Seaand Air, signed by Turkey in December 2000.

Inthefidd of asylum, in April 2001 Turkey confirmed its willingness to lift the geographicd
reservation to the 1951 UN Convention relating to the Status of Refugees, provided that a
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number of conditions are met. These relate to the ability to cope with refugee inflows and
support from the Community.

The government decided to review or adopt new legidation on asylum. The development of
reception facilities for refugees has started in the two existing Refugee Guesthouses, & Y ozgat
and Kirklardi. The authorities identified the need to embark on the condruction of refugee
centresin 11 provinces to supplement the two existing guesthouses. Since 1998, the Ministry of
Interior has been engaged in training activities in co-operation with the UNHCR. A co-
operation framework was adopted in April 2001 on issues related to asylum and refugee law.

Inthe field of police co-operation and the fight against organised crime, an Agreement
between Turkey and Greece on co-operation on combating crime entered into force in July
2001. The focus is on terrorism, organised crime, drug trafficking and illegd migration. This
Agreement is to be supplemented by the above-mentioned Protocol on readmission currently
being negotiated with Greece.

Developments in the area of police co-operation relate to the gradud introduction of the
Laboratory Work Flow System (LIAS) in dl police crimind laboratories as well as to the
process of transfer of data to the Integrated Balistics Identification System (1BIS) at the Police
Crimina Laboratories in Ankara, Diyarbakir and Istanbul. Since August 2001, every regiond
criminal laboratory of the Gendarmerie in Ankara, Bursa and Van has been equipped with 2
automated fingerprint identification systems.

On the fight against fraud and corruption, a sgnificant development has been the sgnature
by Turkey of the Council of Europe 1999 Civil Law and Crimind Law Conventions in
September 2001 (see Section B.1.1. - Democracy and the rule of law). The Minigtry of
Interior established a Centra Anti-Smuggling Department. It dso decided to improve the
supervisory capacities of the Directorate General for Title Deeds and Cadastre which has
darted running an Information System Project aimed a gradudly trandferring to eectronic
mediathe land regisiry records.

No developments can be reported in the field of combating fraud.

In the area of drugs, a number of successful seizure operations have been carried out and
trafficking organisations have been dismantled. Procedures alowing for the accesson to the
1972 Protocol amending the 1961 Single Convention on Narcotic Drugs were findised in April
2001. In June 2001 the Family Research Inditution of the Prime Miniger's Office was
desgnated as the Nationa Foca Point for contacts with the EMCDDA. The Turkish
International Academy against Drugs and Organised Crime (TADOC) has been established by
the Minigry of Interior with the am of developing projects related to the fight againgt drugs and
of providing training on the suppresson of illicit manufacture of drugs, drug abuse and drug
trafficking.

Asfor money laundering, Turkey has sgned in September 2001 the 1990 Council of Europe
Convention on Laundering, Search, Seizure and Confiscation of the Proceeds from Crime.

Another development relates to the adoption, in May 2001, of the Act Amending the Act on
Banks which provides for the development of training programmes in the area of fight against
corruption and money laundering.
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In the fidd of judicial co-operation in criminal and civil matters, no progress can be
reported in terms of acceding to the relevant Conventions.

Details with regard to customs co-oper ation arein Chapter 25 - Customs union.

As for the gtrengthening of adminidtrative capacity, the Minigtry of Interior established two
additiond Divisons for Identification and Crime Scene Invedtigation in the Provincid
Directorates for Public Security of Kahramanmaras and Denizli. The Ministry has engaged in an
education programme amed a providing training on crime scene investigation and fingerprint
technologies and techniques. In the context of preparations for Europol membership, a nationa
liaison officiad has been gppointed by the Ministry of Interior.

In May 2001, a mesting took place with representatives of the Turkish Generd Staff, the
Ministry of Defence, the Ministry of Foreign Affairs and the Minigtry of the Interior, which
resulted in the appointment of liaison officersin each inditution and the establishment of an early
warning sysem in the field of border management.

A process of adminigtrative reorganisation has taken place in the field of police co-operation
with a view of grengthening the efficiency of the operationd dtructures. In this context, new
Divisons for Anti-Smuggling and Organised Crime have been established a 81 provincid
Gendarmerie Commands.

The Minigtry of Justice underwent arestructuring in May 2001. Matters related to co-ordination
of EU affairs were entrusted to a European Union Directorate Generd. A Directorate of
International Law and Foreign Relations as well as an Information Technology Department
were aso created. The department for prisons has been upgraded to a Directorate General for
prisons and detention houses.

The Minigtry has embarked on a mgor information technology project, the Nationd Judicia
Network Project, amed at linking dl the Courts in the country, as well as the prisons and a
number of miniterid offices, by 2004.

In July 2001, a report of EU experts on the justice and home affairs Stuation was completed
with the co-operation of the Turkish authorities. It contains a set of conclusons and
recommendations, which should be used in the formulation of future reforms as wdl as of
financia assstance programmesin the area of judtice and home affairs.

Overall assessment

Overdl, Turkey has started the process of adignment with the acquis in the fidd of Jugtice and
Home Affarrs.

On data protection, no progress can be reported, including with regard to the ratification of
the 1981 Council of Europe Convention for the Protection of Individuds with regard to
Automatic Processing of Persond Data, signed by Turkey on 28 January 1981.

Asfar asvisa policy is concerned, steps have been taken to gradualy comeinto dignment with
the acquis and, in particular, the Common Consular Indructions and the reevant EC
Regulation. However, there are no indications on precise targets and timetables. Concrete
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results to date relate to the implementation of the project for issuing passports and ingaling
optical readers a entry and exit points.

Asregards external borders and preparations for dignment with the Schengen Agreement,
efforts to strengthen border management should continue. The question of the establishment of a
non-military professona body specificaly responsble for the control of borders should be
addressed. It is important to adopt a dirategy for the effective control and management of dl
Turkish borders, as wdll as for the upgrading of the technica equipment. In order to foster the
adminigtrative capacity of the various actors involved in the protection of the borders, specia
attention should be given to training, including language training, in particular for border police at
land, sea and air borders.

As for migration, clarifications are needed on the possible scope, contents and timing of
readmisson agreements signed by Turkey. Given the recognition of Turkey’'s satus as a trangit

country, a sgnificant gep in dleviating the immigration problem would be the adoption of co-

operation measures with the EU in trangt matters, in line with the proposals put forward by the
EU to Turkey in July 2001. As a matter of priority, Turkey needs to strengthen the efficiency of
its fight againgt illegd migration and trafficking in human beings. In that respect the Sgning of a
readmission agreement between Turkey and the EU would be a step in the right direction.

The willingness expressed by Turkey to lift its geographicd reservation to the 1951 UN
Convention rdating to the Status of Refugees is a positive development in the area of asylum.
The conditions attached to it raise a number of questions, which require further discusson.
There are serious concerns regarding current legidation and practices on asylum. This relates
mainly to: the fate of non-European asylum seekers, the time limitations atached to the
regigration of asylum clams, the Stuation of asylum seekers waiting for the determination of
their cases and the deficiencies of the appea arrangements for rgjected asylum applicants. An
important step needed is the setting-up of an independent asylum apped board.

Turkey is requested to establish a nation-wide screening mechanism to identify asylum seekers
among detained illegd immigrants.

The issue of the creation of reception facilities and their management should be given priority,
including the dlocation of adequate resources.

It is worth noting that international experts operating in the field gpprove the current practice of
providing accommodation to refugees through private loca population housing. This practice,
which entalls financia support from loca governmental authorities for the host  families, is
consdered more secure than  placement in crowded refugee centres, which are exposed to
various forms of crimind activity.

Regarding the fight againgt organised crime and the fight againgt fraud and corruption,
procedures should be accelerated to dlow for the ratification of the Council of Europe 1990
Convention on Laundering, Search, Seizure and Confiscation of the Proceeds from Crime
which gipulates that income obtained from dl kinds of crimind activities is consdered as “
illega money”. The same goes for the 1999 Crimina Law Convention on Corruption and the
1999 Civil Law Convention on Corruption. Turkey should adopt legidation amed at
implementing the 1997 OECD Convention on Combating Bribery of Foreign Public Officidsin
International Business Transactions, ratified in 2000. In order to begin to comply with the acquis
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in the area of the protection of the financid interests of the European Communities, Turkey
should first and foremogt dign its legidation with the 1995 Convention on the Protection of the
Financid Interests of the European Communities and its Protocols.

In the area of drugs, Turkey's drategic location on the trangt smuggling route between the
producer countries and the consumer countries and at the crossroads of three smuggling routes,
the Balkan route, the Northern Black Sea route and the Eastern Mediterranean route, makes
drug trafficking a particular concern. Internationa co-operation in the fight againgt drugs should
be promoted. Accession to the 1972 Protocol Amending the 1961 Single Convention on
Narcotics Drugs, for which a legd bass has been in exisence since April 2001, should be
accomplished. Turkey is encouraged to accede to the Council of Europe 1995 Agreement on
[llicit Traffic by Sea, Implementing Article 17 of the 1995 UN Vienna Convention againg lllicit
Traffic in Narcotic Drugs and Psycho-tropic Substances.

The egtablishment of a “mini-Dublin Group” in Ankara on drug-related issues is recommended.
Turkey is requested to develop a nationa drug dtrategy, in line with the EU Drug Strategy
2000-2004. The appointment of a National Drug Co-ordinator should be consdered. The
launch of an awareness campaign among the competent lawv enforcement officids should be
envisaged in order to underline the priority character of the struggle againg drugs.

As regards money laundering, the process of reviewing the 1996 Act on Prevention of
Money Laundering should be actively pursued. It should aim, inter dia, a enlarging the scope of
the definition of money laundering offences, in line with the EU acquis, and at ensuring dignment
with the acquis on prevention of the use of the financid system for the purpose of money
laundering.

On police co-operation, al ongoing efforts co-ordinated by the Minigtry of Interior should be
acceerated. These are intended to dlow for full participation in Europol and in the Schengen
Information System (SIS), and are dso amed a reviewing the Act on the Duties and
Competencies of the Police, in line with the acquis. The etablishment of the Directorate
Generd for Foreign Relations and EU Co-ordination within the Minigtry of Interior would be
another podtive step in order to strengthen the adminidirative capacity of the Ministry.

Asregardsjudicial co-operation in criminal and civil matters, Turkey should speed-up the
adoption of the Civil Code, the Code of Civil Procedure, the Pend Code, the Code of Pend
Procedure and other rlevant Codes and legidation. The momentum gained by the strengthening
of the adminidrative capacity of the Ministry of Justice should be maintained. The establishment
of the Justice Academy and the creation of a Court of Appea should be accelerated. In order
to fulfil the overal objective of modernisation of the Judiciary, additiona measures should be
envisaged amed a srengthening the independence and impartidity of judges (including the
remova of obstacles to the creation and joining of associations), increasing the number of
judges and public prosecutors, extending the number of the Juvenile Courts, and revising the
competence of the State Security Courts.

Chapter 25: Customs union

Some progress has been achieved by Turkey in the fidd of customs since the last Regular
Report.
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Turkey has gpplied the Common Custom Tariff (CCT) since January 2001 on wha are
congdered “sengtive products’, as defined by Decison 2/95 of the EC-Turkey Association
Coundil.

Thenew Turkish Customs Code isamog fully digned with the acquis. However, its practical
goplication remains dightly divergent, especidly in rdation to free zones and customs
procedures with economic impact.

Other relevant national legidation outside the Customs Code has not been aigned. Therefore,
no progress has been achieved in respect of counterfeit goods, cultural goods, precursors or
provisonslaid down in WCO/ECE Customs Conventions.

Concerning administrative capacity, some progress has taken place. The Turkish authorities
have recognised that there is a need for thorough training of officids in customs legidation and
2500 customs officias and 12000 economic operators received training over the last yesar.

The number of customs offices has been reduced from 250 to 136. The number of transactions
managed eectronicaly has risen, and is now above 90% for both imports and exports. A
programme aimed at improving the infrastructure of Customs Laboratories is under way.

Overall assessment

The Decison egtablishing the Customs Union (Decison 1/95 of the Association Council)
requires that Turkey dign its commercid and customs policies with those of the Community.
With the dignment of Turkish duty rates on “sendtive products’ with the CCT, Turkey has
amogt completed the dignment with the Common Custom Tariff. Moreover, its cusoms
legidation isdso largdy digned with the Community customs legidation.

Turkey is requested to address the practica application of the provisons with respect to free
zones and customs procedures with economic impact.

Preparatory work to implement the Single Administrative Document (SAD) remains ongoing.

Further efforts are needed to ensure full dignment and implementation of legidation in particular
in areas where competence is shared between the customs, trade and externa reations
departments. Efforts are therefore needed in respect of customs legidation outside the Customs
Code, for example counterfeit goods, drug precursors and cultura goods.

The problems concerning the lack of co-operation with the Community have continued, in
particular as regards podt-verification of the origin of products. This lack of co-operation
obliged the European Commission to publish a notice to importers concerning the origin of tuna
fish in December 2000. The same problem was highlighted by the Court of Firgt Instance
(Judgement of 10 May 2001 on Turkish televison sets).

As regards adminigrative and operationd cagpacity to implement the acquis, Turkey should
continue its efforts, notably for the improvement of border management, and the fight againgt
irregularities and corruption within the adminidration. Turkey should also continue its efforts
regarding waiting time at the borders, and continue to act in the field of the fight againgt customs
fraud and economic crime and improve its co-operation with other enforcement bodies.

87



Chapter 26: External relations

Turkey’'s Commercial policy islargdy aigned with the EC Common Commercid Policy, asa
result of the obligations from the Customs Union, amed at avoiding trade divergence between
the parties This includes the progressve dignment of Turkey with the preferentid customs
regime of the EC congisting of both free trade agreements and autonomous regimes within five
years darting from 1996. Consultation mechanisms between the EC and Turkey on these
matters have been improved.

Concerning bilateral agreements with third countries, Turkey is in the process of negotiating free
trade agreements with Tunisia, Morocco, Egypt, the Paestinian Authority, Croatia and Faeroe.
In particular, three negotiating rounds have been held with Morocco and two with Croatia
Initiatives have adso been taken to conclude agreements with Malta, Jordan, Mexico, South
Africaand BosniaHerzegovina

During the reporting period, discussions took place with Turkey with a view to its gradud
adoption of the EC's Generalised System of Preferences.

No developments can be reported on the concluson of a Free trade agreement between
Turkey and Cyprus. Thereis no development in the area of GATS.

Turkey has continued to co-ordinate postions and policies within the WTO, in particular with
regards to the new Round.

In terms of development aid and humanitarian aid, according to Turkey's State Ingtitute of
Statigtics (DIE), Turkey paid about €243 million on officid ad last year, of which about €28
million in the form of grants was sent to around 65 developing countries and over € 3 million to
around 15 countries in trangtion to a market economy.

In the fidd of devdopment aid and humanitarian aid, Turkey has contributed to internationd
gability through the provison of humanitarian assstance. A total of over € 1.3 million has been
spent in 2000 as externd emergency aid mainly viathe Turkish Red Crescent.

Overall assessment

Overdl, there is large convergence between the EC and Turkey in the area of externd
commercid policy.

In the WTO framework, Turkey is a Sgnatory to the Information Technology Agreement (ITA)
and has observer gatus in the Government Procurement and Civil Aircraft Agreements. Turkey
is supportive of EU policies and positionsin the WTO and in particular the preparation of anew
Round.

As regards the concluson of free trade agreements with third countries, Turkey has so far
entered into Free Trade Agreements with the EFTA countries, Isragl, Hungary, Romania,
Lithuania, Edtonia, the Czech Republic, Sovakia, Sovenia, Lavia, Bulgaria, Poland, and
FYROM. Turkey should continue to keep the EU informed about negotiations aimed & the
conclusion of any new trade agreements with third countries. The Commisson will continue its
Initiatives to increase the readiness of third countries to conclude the relevant free trade
agreements with Turkey.
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Turkey gill hasto dign its legidation on export credits with the acquis.

As regards adminidrative capacity, Turkish commercid policy is implemented manly by the
Under secretariat of Foreign Trade. Physicd checks are carried out by the Regiona
Directorates of Foreign Trade Inspectors. The adminigtrative capacity which needs to be in
place as regards Customs services is addressed under the chapter relating to the Customs
Union (Chapter 25 - Customs Union).

For the purpose of the Turkish future financia contribution to the European Development Fund,
the Turkish management of its nationa budget organisation and management of flow of fundsto
the EC budget is addressed under Chapter 29 — Financial and budgetary provisions.

Chapter 27: Common Security and Foreign Policy

Since the previous Regular Report, Turkey has continued to dign its foreign policy with that of
the European Union.

With respect to the latest developments on enhanced political dialogue, see Section A.b.
Relations between the European Union and Turkey.

Turkey has regularly digned itsdf with statements and declarations of the EU, and has
associaed itself with the Union'sjoint actions and common positions. Since October 2000, it
asociaed itsdf with 8 EU common positions, including 3 on the Federd Republic of
Yugodavia

In the fild of European Security and Defence Policy (ESDP), Turkey has actively participated
in exchanges with the EU in EU+15 format (i.e. non-EU European NATO members and EU
candidates) and in EU+6 format (i.e. non-EU European NATO members). However, it has not
yet been possible to reach agreement with Turkey on the European Security and Defence
Policy, in particular as regards access to NATO assets in order to carry out the “Petersberg
tasks’” with a Rapid Reaction Force.

Turkey has expressed full support to the conclusions of the Extra-ordinary European Council of
September 2001 on the fight againgt terrorism. The decison was taken by the Parliament to
make military cgpabilities available.

Since the last Regular Report, bilaterd relations between Turkey and Greece have improved
sgnificantly. This resulted in a number of confidence-building measures, such as a decison by
both sdes to keep each other informed on military exercises in the Aegean, and a decison to
clear the common border of land mines. A direct telephone line between the foreign minidtries
was set up, as wel as a nava and air trangportation committee. Co-operation in relaion to
natura disasters as earthquakes and fires, and on hedth issues has been strengthened.

A Greek-Turkish EU Committee has exchanged views in areas such as customs, finance,
jurisdiction and agriculture. A number of other initiatives were dso taken at grass-roots levd,
such asthe Third Turkish-Greek Tourism Forum in Marmarisin May 2001.

Redations with other neighbouring countries have been further degpened. Rdaions with Syria

have improved with initiatives a the level of regiond co-operation. Steps have been taken to

clear landmines in parts of the Turkey-Syria border area.  Reations with Iraq have dso
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undergone some development with a Turkish Ambassador now permanently based in Baghdad.
Turkey's border with Armenia is ill closed. An unofficid "Turkish-Armenian Reconciliation
Commission™" has been set up with aview to promoting dialogue and mutua understanding in the
field of economy, tourism, culture, education, research, environment as well as media

Turkey continues to play a regiond role of importance. It actively supports the Black Sea
Economic Co-operation Council, for which it is charman-in-office in 2001, the Group of
Centrd Asan Turkic Countries, and the D8 which gathers a group of 8 Mudim countries
including, among others, Egypt, Nigeria, Pakistan and Mdaysia. Turkey has made a substantial
contribution to the peace-kegping operations in the Bakans, and has dso made a notable
contribution to promoting peece in the Middle East peace process, through frequent bilatera
contacts with al the main actors.

Overall Assessment

Overdl, Turkey's dignment with the CFSP acquis is advanced, and co-operaion on issues
relating to foreign and security policy iswell developed.

However, differences on ESDP i.e. EU access to NATO assats for conflict prevention and
peace keeping operations persist.

Turkey is an important actor in promoting stability and security in its region (Bakans, Caucasus
and Middle East) and has taken a number of initiatives within this role. It continues to play an
effective role in criss management operations.

Concerning the adminidrative capacity to implement the provisons relaing to CSFP, Turkey
has a well-gaffed and functioning Minigtry of Foreign Affairs. The ministry is connected to the
Associated Correspondents Network information system through which the EU communicates
within the CSFP with the candidate countries.

Chapter 28: Financial control
Progress in this domain has been limited.

In the area of Public Internal Financid Control (PIFC), little progress can be reported.
However, the government has identified the inadequacies and wesknesses in the present
financid management and control systems. The 2001 Nationa Programme for the Adoption of
the Acquis acknowledges the need to dter the present Turkish systems to adign them with
internationally accepted and EU-compliant concepts and definitions of interna control and
interna audit.

Overall assessment

The Turkish public internal financial control (PIFC) systems lack coherence in concept and
implementation, lack an integrated legdl framework and do not consstently follow internationally
accepted principles of sound financid management, trangparency, public accountability and
performance management. As a result, the current practice of PIFC is not effective in
preventing fraud, corruption and/or seriousirregularities.
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The mogt relevant issues to be addressed are the fact that many (including some of the most
risky) areas of government expenditure remain outsde the scope of control and audit; that
regponsihilities for specific control and audit roles are not clearly defined among the main actors
in the field; that there is no coherent government approach relating to modern PIFC; that there
is no overdl Law on PIFC, and that the public internad audit professon in Turkey does not
exis.

The roles and respongibilities of internd and externd financid control are not well defined. The
totd number of internd audit units established by various public agencies and organisations is
reported to be 129. A precise definition of the functions of these units is required. Turkey is
aso invited to describe the audit methods and experience of the Board of Finance Ingpectorsin
order to ensure that the Board's function complies with Internationd Inditute of Audit
standards.

The current Stuation leads to multiple auditing of the same activity or, conversely, the excluson
of some areas from the scope of auditing. Thereis dso alack of darity within the adminigtretive
dructure between financa management and control functions, functiondly interna audit
activities, and externa audit functions.

For example, both the Minigtry of Finance and the Turkish Court of Accounts (the supreme
audit indtitution in Turkey) carry out extensive ex ante controls. The ex ante control function of
the Minigry of Finance is redricted to commitments and disbursements but dl financid
decisons, including disbursements are aso controlled ex ante by the Court of Accounts. In
addition, such audits focus amply on the regularity and legdity of expenditure transactions.
Turkey isinvited to recongder its pogition that internd audit should be gtrictly centraised within
aunit in the Ministry of Finance.

All government national budget expenditure and extra-budgetary expenditure, snce both have
an influence on the government’s financia or budgetary policies, should be subject to ex ante
control and interna audit. The continuing existence of extra-budgetary funds leads to an
absence of control and audit in many important areas of government expenditure or to a variety
of un-harmonised control and audit systems throughout the public sector. This dtudtion is
illugtrated by the large number of control bodies which lack an integrated gpproach to financia
control and interndl audit.

The Turkish Court of Accountsiis prevented from properly organising its external audit duties
with regard to budget expenditure as aresult of its ex ante controls, which conflict with its main
ex post externa audit functions and obligations. The Court of Accounts should transfer the
respongbility for the ex ante control function to the government and focus on the systems-
based and performance audits of the PIFC systems established in the budgetary spending
centres of the government. The Court should also develop dtrategies to increase the vaue of its
audit efforts in gppropriate reporting and follow-up procedures with line minigtries and the
parliament.

A Central Harmonisation Unit for co-ordinating control and audit methodology should be set up
in the Ministry of Fnance. This unit would be responsble for the drafting of financid
management and control manuas, audit manuas and audit trails for al sectors of public
gpending. This unit would aso have the power to make on-the-spot checks to see whether its
recommendations were being followed up correctly.
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With aview to ensuring suitable protection of EC financial interests, Turkey needs to put in
place the legidation necessary to dlow the competent EC bodies to carry out on-the-spot
checks and to develop adequate administrative capacity to implement the acquis, induding the
ability of Turkish law enforcement bodies and judiciary to address cases where EC financia
interests are at stake.

Overdl, the Government should now focus on preparing the policy paper which it announced in
its Nationd Pan for the Adoption of the Acquis would form the basis for appropriate
legidation, and on which work is ongoing. This legidative framework could then become the
basis of afinancid control structure capable of meeting EC requirements.

Chapter 29: Financial and budgetary provisions
Some progress has been made over the past year, notably as regards the national budget.

Following the closure of 25 budgetary funds and two extra-budgetary funds in 2000, a law
adopted on 21 February 2001 closed a further 21 budgetary funds and four extra-budgetary
funds. A further law adopted on 19 June 2001 reduced the number of budgetary funds to one -
the Support Price Stability Fund (DFIF) - and the number of extra-budgetary funds to five: the
Socid Aid and Solidarity Fund, the Defence Fund, the Promotion and Publicity Fund, the
Savings Depost and Insurance Fund, and the Privatisation Fund. The DFIF is needed to
channe the proceeds from World Bank loans. There is dso a firm commitment not to creste
any new budgetary funds. The number of revolving funds — till over 2600 in the firgt haf of
2001 and which are used by locd indtitutions to supplement budget alocations - will be cut by
hdf by the end of the year.

The Government is dso committed to adopting a law on public finance and debt management
which defines clear borrowing rules and limits for the public sector and incorporates into the
budget the on-lending and debt-guarantee operations of the Treasury.

The Treasury has dready provided consolidated tables on Guaranteed Debt as well as on
Actua and Foreseen Payments on Issued Guarantess. Annex D of the 2001 budget applies
ceilings to the guarantees that can be extended during the current financiad year by category of
beneficiaries (Sate enterprises, funds, etc). The budget also placed limits on the introduction of
new projects into the public investment programme.

No developments can be reported with regard to own resour ces.

Overall assessment

Turkish budgetary practices have in many respects been inconsstent with standards generdly
gpplicable in the EC. The centrd budget submitted to Parliament excluded revolving funds and
extra-budgetary funds. There are a large number of revolving funds and agencies with specia
accounts conducting off-budget operations. Revolving and extra-budgetary funds do not follow
the standard budget classification.

However, the situation has improved. The budget is being consolidated, and the government has
developed a comprehensive public sector reform programme based in pat on the
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recommendations of the Public Expenditure and Ingtitutiona Review jointly prepared by the
government and the World Bank. These efforts must continue.

More effective expenditure control mechanisms are being developed. The government needs to
complete the implementation of a computerised accounting system to alow better monitoring of
expenditure in government units. A new budget dassficaion which is in line with internationd
standards has been completed and will be implemented in six pilot budget agencies for the 2002
budget.

Financia management respongbilities continue to be fragmented between saverd adminidrative
units each headed by a different minister. As a result there is a lack of clear ownership of the
overdl public sector budget. In addition, greater redism is required in assessng budget
magnitudes in the budget’ s preparatory stage. In line with expanding the coverage of the budget,
as outlined above, priority areas for on-going reform include improving the transparency of the
budget and accounting standards, and improving the capacity for policy formulation linked to
the budget process.

Progress is needed aso with regard to own resources and adminigtrative infrastructure. To date
little has been planned to ensure compliance of the Turkish financid sysem with EC
requirements concerning own resources. Additional adignment is necessary for the proper
cdculation of VAT and GNP resources, as well as further administrative modernisation.
Appropriate adminigtrative sructures are required adso with regard to EC co-financed
measures.

3.2. General evaluation®

Turkey's dignment with the acquis is most advanced in the areas covered by the Customs
Union. Since the last Regular Report, further dignment has taken place in these aress. In
addition, Sgnificant legidation was adopted in the field of banking including on the Centrd Bank,
and in sectors such as telecommunications, energy and agriculture. However, in some cases
newly adopted legidation departed consderably from the acquis (cosmetics, audio-visua
policy, socia policy). Mgor discrepancies between the acquis and Turkish legidation have
remained. Progress in strengthening adminigtrative capacity to implement the acquis has been
limited.

Regarding the internal market, various pieces of legidation on free movement of goods have
been adopted including standards. The adoption of a framework for technicd legidation is
particularly sgnificant. Further steps need to be taken in a number of areas. The existing regime
of public procurement is not in line with the acquis. No progress can be reported in the field of
free movement of persons. In the field of free movement of capital important restrictions on
foreign investment in various sectors have remained. Mgor efforts are required to further dign
legidation in the field of nonfinancid sarvices. The implementation of legidation in the fied of
money laundering should be given greater attention. In the area of company law, no progress
has been made in establishing a new commercia code. Important steps have been taken to dign
legidation on intellectud property rights with the acquis. Specidised courts have been set up in

® See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards
accession by each of the candidate countries’, COM (2001) 700.
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thefield of intellectud property protection, but the enforcement capacity in this field needs to be
drengthened. In the field of competition policy, the gpplication of anti-trust provisons remains
satisfactory. Turkey's state ad policy is not competible with the acquis. Despite a new law, the
Stuation with respect to monopoly adjustment on acohol and tobacco remains a matter of
concern.

Turkey has sarted a substantial reform in the agricultural sector. However, some of the basic
features of the new Turkish direct income policy differ from the current approach in the EU.
Turkey has not established a number of basic mechanisms, such as a nation wide land register.
It should focus on the trangpogtion, implementation and enforcement of EC legidation in the
veterinary and phytosanitary sectors.

On fisheries, no progress has been made in the dignment with the Common Fisheries Policy. A
modernised fleet registration system needs to be established.

Asregards transport policy, Turkey should step up the legidative work necessary to adopt the
Community trangport acquis. The adminigtrative capacity to apply and implement the reevant
legidation in al sectors should be improved.

On taxation, sgnificant progressis required in particular on gpproximeation of the rates applied
inthe VAT system.

In most fields, Turkey's statistical infrastiructure is ill very different from thet of the EU. No
concrete progress can be reported.

Steps have been taken in the field of Social Policy and Employment but not dl conform with
the acquis. The new law on the Economic and Socid Council, for example, fails to cregte the
conditions for a genuine socid didogue. Turkish legidation remains very different from that of
the EC. Asregards energy, substantial progress has been achieved in the field of dectricity and
gas sectors. The two magor laws adopted this year are important steps in preparing Turkey for
the internd energy market.

In the telecommuni cations sector, the new regulatory framework should be brought in to line
with the acquis on matters such as universal services and data protection.

Asregards regional policy, Turkey has made no progress and considerable attention needs to
be paid to prepare the implementation of structural policies.

Inthe environmental field, further new legidation needs to be adopted including an important
framework law, which is pending before parliament.

Inthefidd of justice and home affairs, Turkey recently signed three important conventions of
the Council of Europe on money laundering and the fight againg corruption. A bilaterd
agreement with Greece to combat crime has entered into force. Turkey has taken initiatives to
aign with the EU's visa policy and to conclude reedmission agreements in the fidd of migration.
Adminigtrative capacity should strengthened in the field of border controls and the fight against
illegd immigration.

In customs, thereisamost full dignment.
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On financial control, budgetary and financid control mechanisms indde the Turkish
Government should be improved.

Adminigtrative capacity in different areas needs to be strengthened to ensure that the acquis is
implemented and enforced effectively. A sgnificant reform a al levels of the adminidration is
required. In some cases, this will entall the establishment of new gructures, for example in the
field of state ad and regiona development. In some areas, new regulatory bodies have been set
up. Their autonomy should be assured while a the same time sufficient staff and financid
resources need to be made available.

The Accession Partnership with Turkey was adopted inMarch 2001 and Turkey has made
Substantid preparatory efforts for its implementation. . Turkey gained grester understanding of
the acquis and the government has dsarted an intensive process of preparation of new
legidation. In the areas of free movement of goods, intellectud property protection, energy,
tdlecom and customs, the measures taken have patidly met the short term Accesson
Partnership priorities. Considerable further efforts are needed to meet the short term Accession
Partnership priorities related to the acquis.
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C. Concluson®

The congtitutiona amendments adopted by the Turkish Parliament on 3 October 2001 are a
ggnificant sep towards strengthening guarantees in the fidd of human rights and fundamenta
freedoms and limiting capitd punishment. The amendments narrow the grounds for limiting such
fundamenta freedoms as the freedom of expresson and dissemination of thought, freedom of
the press and freedom of association. Attention has now turned to the effective implementation
of these important changes. The Turkish Government is findisng a package of new draft
legidation that is amed a implementing a number of condtitutiona amendments, in particular
with respect to freedom of expresson and thought. It should facilitate progress towards
satisfying the Accession Partnership priorities.

Despite these changes, a number of redtrictions on the exercise of fundamenta freedoms have
remained. The extent to which individuas in Turkey will enjoy read improvement in the exercise
of fundamental freedoms will depend on the details of implementing legidation, and the practica
gpplication of the law. It is encouraging that a generd principle of proportiondity has been
introduced and that the stated generd am of the reform is effectively to bring to the forefront
respect for human rights and the rule of law.

The moratorium on the desth pendty has been maintained. The revised Article 38 of the
Condtitution limits the death pendlty to cases of terrorist crimes and in times of war or imminent
threat of war. The exception for terrorist crimes is not in line with Protocol 6 to the European
Convention on Human Rights (ECHR) (which does not permit any reservations), whereas the
exception in the case of war crimes is permitted under Protocol 6. Legidative changes to the
Pend Code will be needed to put this revised Article into effect. This will permit an assessment
of whether Turkey isin apostion to sgn and retify Protocol N° 6 to the ECHR.

The reforms related to economic, socid and culturd rights contain a number of pogtive
elements. The provisons forbidding the use of languages prohibited by law, in Articles 26 and
28, have now been abolished. This could pave the way for the use of languages other than
Turkish and is a positive development. Exigting redrictive legidation and practices will need to
be modified in order to implement this conditutiona reform, as the Turkish authorities have
recognised. There has been no improvement in the redl enjoyment of culturd rightsfor dl Turks,
irrepective of their ethnic origin.

A number of substantia prison reforms have been adopted. Turkey is encouraged to ensure that
these reforms are fully implemented. The disproportionate use of force in bresking up prison
protests is to be regretted. The continuing loss of life as a result of hunger drikes is
unacceptable from a humanitarian point of view. Irrepective of the politicd motives of those
involved, efforts should be stepped up to prevent further deaths. Free debate on these issues
should be alowed.

Reform of the judicid system has begun. The independence of the judiciary, the powers of State
Security Courts and military courts and compliance with rulings of the European Court of
Human Rights remain matters of concern.

0 See "Making a success of enlargement: Strategy Paper and Report of the European Commission on the progress towards

accession by each of the candidate countries’, COM (2001) 700.
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A number of initiatives have been taken to increase the awareness of law enforcement officers
and judicid personnd of human rights issues, but it is too early to assess the practical impact of
these.

Despite severd initiatives to foster more trangparency in Turkey's public life, corruption remains
a serious problem. The recent sgnature of important Council of Europe Conventions on
corruption and on money laundering is a postive development.

Further action needs to be taken to improve the economic Situation in the South East to reduce
regiond digparities and to enhance economic, socid and culturd opportunities for al citizens.
The dtate of emergency il appliesto four provincesin this part of the country.

The basic features of a democratic system exist in Turkey, but a number of fundamenta issues,
such as civilian control over the military, remain to be effectively addressed.

Despite a number of conditutiona, legidative and adminigtretive changes, the actua human
rights Stuation as it affectsindividuas in Turkey needs improvement.

Though it is beginning to make progress in some aress, Turkey does not yet meet the
Copenhagen politica criteriaand is therefore encouraged to intensify and accelerate the process
of reform to ensure that human rights and fundamenta freedoms are fully protected in law and
practice, for dl citizens, throughout the country.

Fuller use should be made of the enhanced political dialogue, to further stimulate progress on
key issues which are priorities of the Accesson Partnerships, such as human rights, Cyprus and
the peaceful settlement of border disputes.

Given Ankara's support for the decison of Mr Denktash to withdraw from the UN proximity
talks and to decline the UN Secretary Generd's invitation to talks in New York, the support
Turkey has expressed in the politica didogue for the UNSG's efforts to find a comprehensive
solution of the Cyprus problem should now be followed by concrete steps by Turkey to
fadilitate a solution.

Confronted with two financid crises, Turkey has been unable to make further progress towards
achieving a functioning market economy. Considerable parts of its economy are, however,
aready competing in the EU market, under the framework of the customs union with the EC.

The two financia crises brought to a halt economy recovery and put an end to the preceding
economic gabilisation programme. Macroeconomic stability has been shaken, and many
macroeconomic imbalances have regppeared. Turkey has adopted, and has been implementing,
an ambitious economic reform programme that addresses better than its predecessor the risks
and vulnerabilities of the domestic financial sector and seeks to reduce government intervention
in many aress of the economy. These problems were at the heart of the crises.

Priority has to be given to edablishing short-term macroeconomic dability, based on
disnflation. However, the authorities must so continue to focus on etablishing a solid basis for
sugtainable market-based economic devel opment in the medium term. Significant restructuring is
il needed in various sectors, such as banking, agriculture and in state enterprises, in order to
guarantee the medium-term competitiveness of the economy as a whole. They will need to
redefine their budgetary priorities, in a medium-term perspective, in order to provide a sufficient
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level of invesment in education, hedth, socid services and public infrastructure across the
country.

Turkey's dignment with the acquis is most advanced in the areas covered by the Customs
Union. Since the last Regular Report, further aignment has taken place in these areas. In
addition, sgnificant legidation was adopted in the fidd of banking including on the Centra Bank,
and in sectors such as telecommunications, energy and agriculture. However, in some cases
newly adopted legidation departed condderably from the acquis (cosmetics, audio-visua
policy, socia policy). Mgor discrepancies between the acquis and Turkish legidation have
remained. Progress in strengthening adminigrative capacity to implement the acquis has been
limited.

Regarding the internal market, various pieces of legidation on free movement of goods have
been adopted including standards. The adoption of a framework for technicd legidation is
particularly significant. Further steps need to be taken in a number of areas. The exigting regime
of public procurement is not in line with the acquis. No progress can be reported in the field of
free movement of persons. In the field of free movement of capital important restrictions on
foreign investment in various sectors have remained. Mgor efforts are required to further dign
legidation in the field of nonfinancid services. The implementation of legidation in the fidd of
money laundering should be given greater attention. In the area of company law, no progress
has been made in establishing a new commercia code. Important steps have been taken to dign
legidation on intellectud property rights with the acquis. Specidised courts have been set up in
thefield of intellectud property protection, but the enforcement capacity in this field needs to be
drengthened. In the fidld of competition policy, the gpplication of anti-trust provisons remains
satisfactory. Turkey's state aid policy is not competible with the acquis. Despite a new law, the
Stuation with respect to monopoly adjustment on acohol and tobacco remains a matter of
concern.

Turkey has sarted a substantial reform in the agricultural sector. However, some of the basic
features of the new Turkish direct income policy differ from the current approach in the EU.
Turkey has not established a number of basic mechanisms, such as a nation wide land register.
It should focus on the trangpogtion, implementation and enforcement of EC legidation in the
veterinary and phytosanitary sectors.

On fisheries, no progress has been made in the dignment with the Common Fisheries Policy. A
modernised fleet registration system needs to be established.

Asregards transport policy, Turkey should step up the legidative work necessary to adopt the
Community trangport acquis. The adminigtrative capacity to apply and implement the reevant
legidation in al sectors should be improved.

On taxation, sgnificant progressis required in particular on gpproximeation of the rates applied
inthe VAT system.

In most fields, Turkey's statistical infrastiructure is ill very different from thet of the EU. No
concrete progress can be reported.

Steps have been taken in the fied of Social Policy and Employment but not dl conform with
the acquis. The new law on the Economic and Socid Council, for example, fails to create the

conditions for a genuine socid didogue. Turkish legidation remains very different from that of
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the EC. Asregards energy, substantial progress has been achieved in the field of dectricity and
gas sectors. The two magor laws adopted this year are important steps in preparing Turkey for
the internd energy market.

In the telecommuni cations sector, the new regulatory framework should be brought in to line
with the acquis on matters such as universal services and data protection.

Asregards regional policy, Turkey has made no progress and considerable attention needs to
be paid to prepare the implementation of structura policies.

Inthe environmental field, further new legidation needs to be adopted including an important
framework law, which is pending before parliament.

Inthefidd of justice and home affairs, Turkey recently signed three important conventions of
the Council of Europe on money laundering and the fight againg corruption. A bilaterd
agreement with Greece to combat crime has entered into force. Turkey has taken initiatives to
aign with the EU's visa policy and to conclude reedmission agreements in the fidld of migration.
Adminigrative capacity should strengthened in the field of border controls and the fight againgt
illegd immigration.

In customs, thereisamost full dignment.

On financial control, budgetary and financid control mechanisms indde the Turkish
Government should be improved.

Adminigtrative capacity in different areas needs to be strengthened to ensure that the acquis is
implemented and enforced effectively. A sgnificant reform a al levels of the adminidration is
required. In some cases, this will entall the establishment of new gructures, for example in the
field of state aid and regiona development. In some areas, new regulatory bodies have been set
up. Their autonomy should be assured while a the same time sufficient staff and financid
resources need to be made available.

The Accession Partnership with Turkey was adopted inMarch 2001 and Turkey has made
Substantid preparatory efforts for its implementation. . Turkey gained grester understanding of
the acquis and the government has dsarted an intensive process of preparation of new
legidation. In the areas of free movement of goods, intellectud property protection, energy,
tdlecom and customs, the measures taken have patidly met the short term Accesson
Partnership priorities. Considerable further efforts are needed to meet the short term Accession
Partnership priorities related to the acquis.
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D. Accession Partnership and National Programme for the
Adoption of the Acquis. Global assessment

The purpose of the Accesson Partnership isto set out in asingle framework:
the priority areas for further work identified in the Commisson’s Regular Report;
the financid means avallable to hdp candidate countries implement these priorities,
the conditions which will apply to this assstance.

Each candidate has been invited to adopt a Nationd Programme for the Adoption of the
Acquis. This sets out how the country in question envisages dediing with the Accesson
Partnership, the timetable for implementing the Partnership’s priorities, and implications in terms
of human and financial resources. Both the Accesson Partnerships and the Nationd
Programmes for the Adoption of the Acquis are revised on a regular basis to take account of
progress made and to alow for new priorities to be st.

1. Accession Partnership

The European Union adopted the first Accession Partnership for Turkey on 8 March 2001
(Council Decison N°2001/235/EC*). Turkey adopted its Nationa Programme for the
Adoption of the Acquis soon afterwards on 19 March 2001.

On the basis of these documents, Turkey started a dynamic and intensive process to study the
acquis and to prepare legidative changes in conformity with it. A number of committees and
working groups have been established insde the Turkish government, which are fully engaged in
this process. Turkey is encouraged to continue this important work, thereby taking into account
the assessment made in this Report, including the report on progress in preparing the process of
andyticad examination of the acquis with Turkey as annexed, as well as comments given on the
occasion of numerous meetings at various level under the EC-Turkey Association Agreemen.

The assessment below focuses on those short-term priorities where a degree of progress has
been made. Progress towards fulfilment of medium term priorities will be assessed in the
framework of the next Regular Report.

Enhanced political dialogue and political criteria

Turkey expressed support for the efforts of the United Nations Secretary Generd to
achieve a comprehensive settlement of the Cyprus problem. However, a disgppointing
development was Ankara's support for the decison of Mr Denktash, the leader of the
Turkish Cypriot community, to withdraw from proximity talks under UN auspices and to
decline the Secretary-Generd’ sinvitation to talksin New Y ork in September 2001.

The congtitutional amendments adopted by the Turkish Parliament on 3 October 2001 are a
dgnificant gep towards drengthening guarantees in the fidd of human rights and

% QJL 85, 24.3.2001, p.13.
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fundamental freedoms and limiting capitd punishment, and should facilitate progress
towards satisfying the Accesson Partnership prioritiesin this field. The amendments narrow
the grounds for limiting such fundamenta freedoms as the freedom of expression and
dissemination of thought, freedom of the press and freedom of association. Attention has
now turned to the effective implementation of these important changes. The Turkish
Government is finalisng a package of new draft legidation thet is aimed & implementing a
number of conditutional amendments, in particular with respect to freedom of expression
and thought. Despite these changes, a number of redtrictions on the exercise of fundamental

freedoms have remaned. The extent to which individuds in Turkey will enjoy red

improvement in the exercise of fundamenta freedoms will depend on the detals of
implementing legidation, and the practica application of the law. It is encouraging that a
generd principle of proportiondity has been introduced and that the stated general aim of
the reform is effectively to bring to the forefront respect for human rights and the rule of law.

On pre-trial detention, the amendment of Article 19 of the Constitution reduces to four
days the period of police custody before bringing the person detained before a judge in
cases of collective offences. This is a pogtive development from the point of view of the
prevention of ill trestment of detainees and should be gpplied dso for offences faling under
the competence of the State Security courts and in state of emergency provinces.

Numerous training courses in human rights have taken place for judges and law
enforcement officids but it istoo early to evaluate their impact.

A limited number of initiatives were taken to drengthen the efficiency of the judiciary,
such as the establishment of crimina enforcement judges as a new judicid function and the
setting-up of specid sections in the judiciary specidising in intellectua property rights and
consumer protection.

The de facto moratoriumon capital punishment has been maintained.

Despite a number of conditutiona, legidative and adminidtretive changes, the actud human
rights Stuation as it affectsindividuas in Turkey needs improvement.

Economic criteria

The Government drew up in March 2001 a new financid and economic programme
comprisng dructurd reforms, as well as fiscal and monetary policies, to improve public
finances. This new programme is now under implementation and severd laws have been
adopted in a short period of time.

A dgnificant dement of the new economic programmeisthe restructuring of the financial
sector. The banking law was amended to strengthen the banking sector. The Central Bank
law was amended to increase the independence of the Central Bank.

Turkey is participating in the pre-accession fiscal surveillance procedure.

The Government has initiated the process of structural agricultural reformsaming a the
nation-wide introduction of a direct de-coupled income support system per hectare in the
future. A new sugar law has been adopted.
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The process of privatisation in the economic and agricultural sectors has continued. The
adaptation and the privatisation of the TEKEL istaking place. Despite a new law of January
2001, the stuation with respect to monopoly adjustment on alcohol and tobacco remains a
matter of concern.

Internal market

As regards dignment of intellectual property legidation, Turkey has amended its
intellectua property law in March 2001 (protection of artistic works). It has become a
member of the European Patent Convention. There is a need to strengthen the legidative
framework and implementation and enforcement capacity in this field. The Turkish Patent
Ingtitute needs to be fully independent.

Concerning free movement of goods, a new framework law was adopted in June 2001. It
will enter into force in January 2002. Full implementation of this law should accdlerate the
adoption of the rlevant legidation in the field in line with the Customs Union requirements.
Progress has been made in the adoption of European standards. Various pieces of
legidation have been adopted. Harmonisation activities in sectors such as foodstuffs,
pharmaceuticals and cosmetics should now start. Subgtantial work also remains to be done
to establish and improve the functioning of various bodies (sandardisation, accreditation,
conformity assessment, market surveillance).

Energy

Progress has been made in establishing an independent regulatory authority for the
electricity and gas sectors. Two laws restructuring the industry were adopted: the
Electricity Market Law on 18 February 2001 and a Natural Gas Market Law on 13 March
2001. A regulatory authority (the Energy Regulatory Board) needs to be created as a
matter of priority. Further efforts to dign are necessary. Preparations have started for an
internal energy market. The Electricity Market Law is expected to be fully operationa by
2003. However, issues such as access to networks, market opening and constructing new
capacity remain to be dedlt with in secondary legidation that needs to be drafted. The same
gpplies for the new gas regime with respect to crucia issues such as third party access,
unbundling, public service obligations and storage. Access to the didribution system is not
foreseen.

Tdecommunications

A new Telecom law and alicensing regulation have been adopted. Further work needsto
be done to ensure tha the regulatory framework (including secondary legidation) is in
conformity with the acquis, in matters such as interconnection, numbering, universa service
and data protection need specific atention. Further efforts are needed to improve
adminidrative cgpacity of the Telecoms Authority, in particular in relation to human
resources and training.

Jugtice and home affairs

Various information and awareness activities have taken place in the areas of externa

borders, migration, asylum and drugs. More officids should take part in the training

initiatives, which should encompass awider range of subjects. As concerns the fight against
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organised crime and drug trafficking, an Agreement between Turkey and Greece on co-
operation and combating crime entered into force in July 2001. In September 2001, Turkey
sgned the Council of Europe Convention on the Laundering, Search, Seizure and
Confiscation of the Proceeds from Crime, as well as the Council of Europe Civil and
Crimina Law Conventions on Corruption. Substantid efforts are needed to establish a
comprehensive Srategy to fight againg the various crimind activities.

2. National Programme for the Adoption of the Acquis

The Turkish Nationa Programme for the Adoption of the Acquis (NPAA) is a wide-ranging
document, which addresses many of the priorities set out in the Accesson Partnership (AP). It
presents a broad agenda of political and economic reforms. It contains a useful inventory of
measures, which are to be taken. It is an impressive piece of work that was adopted very soon
after the adoption of the Accession Partnership by the European Union.

Turkey's NPAA is part of an evolving process under the pre-accesson srategy. A revised
document to be prepared as soon as the Turkish authorities have had the opportunity to
complete thar initid review of the acquis should function more as a planning tool for future
work. This would dlow better prioritisation of actions including clearer timetables and
deadlines, particularly as regards the priorities under the Accesson Partnership. It would dso
make it eeder to monitor the different stages of Turkey's dignment efforts (preparation,
consultation, decison making, implementation and ingtitution building).

In a number of cases, actions to address short-term priorities have been shifted to the medium-
term, or have been split between short and medium-term priorities.

With respect to the politicd criteria, some of the initiatives foreseen in the Turkish NPAA have
dready been overtaken by more recent developments, such as the adopted congtitutiona
amendments. A revised NPAA will have to take these and other developments into account, for
example with respect to newly adopted legidation that has been adopted. The present NPAA
makes it insufficiently clear how Turkey will address a number of priorities in the Accesson
Partnership such as those on culturd rights. The NPAA fals congderably short of the
Accesson Partnership priority of guaranteeing cultura rights for al citizens irrepective of origin.
Furthermore, the priority on the remova of dl lega provisons forbidding the use by Turkish
citizens of their mother tongue in TV/radio broadcagting is to be included. With respect to the
death pendty, a commitment in the NPAA to sgn Protocol 6 of the ECHR is lacking. The
document should specify how Turkey intends to guarantee freedom of religion, in particular with
repect to minority religions not covered by the Lausanne Treaty (Mudim and non-Mudim
communities).

On the chapters related to the acquis, further improvements are recommended to address a
number of differences with the Accesson Partnership in areas such as agriculture (phyto-
sanitary and veterinary), socid affairs, trangport, energy, regiona policy, justice and home
affairs, and customs. The descriptive parts can be omitted. Moreover, in some cases,
incorporated planned legidative steps will have to be moved to the proper chapter of the acquis
(food legidation, intellectud property rights, et d). More information is needed on state aid and
date aid control in the different areas, including compatibility with existing Community rules. It is
aso advised that a revised document takes better into account the legdly binding Turkish
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commitments made by the Turkish Government, eg. in the framework of the Customs Union
(free movement of goods, competition, state aid, adaptation of state monopolies).

Different parts of the acquis need to be added explicitly in a revised document. For example in
socid affars, a number of directives in the field of labour law, anti-discriminaion, equa
opportunities and health and safety at work will need to be incorporated. In transport, the need
to adapt Turkey's transport fleet (maritime, road and aviation) to Community requirements is
not mentioned. On environment, no detall is given on actions related to the implementation of
the acquis. In Justice and Home Affairs, the issues of border management should be further
darified. In the field of agriculture, the need to develop a srategic plan to trangpose legidation in
the veterinary and phyto-sanitary field should be included.

To asss budgetary, legd, indtitutional and financia preparations further clarifications are needed
on the financia resources required for the implementation of the priorities. This would provide
an invauable guide for the programming of natiiona, Community and IFl efforts. This is of
particular importance in high-cost areas such as environment and external border controls.

The next verson of the document should also contain more detall on ingtitutional matters and
any adminigrative restructuring foreseen to ensure efficient implementation and enforcement of
Community legidation. This should describe which governmentad body (including regulatory
authorities) isin charge of the relevant policy. The Turkish Government is recommended to take
the points made here into account in its revision of the NPAA. Assstance under TAIEX will be
made available.
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Human Rights Conventions ratified by the Candidate Countries,
30 September 2001

Adherence to following
conventions and protocols

BG

CcY

674

EE

HU

LV

LT

MT

PL

RO

SK

SI

TK

ECHR (European Convention
on Human Rights)

X

X

Protocol 1 (right of property)

Protocol 4 (freedom movement
etal.)

Protocol 6 (death penalty)

Protocol 7 (nebisin idem)

European Convention for the
Prevention of Torture

European Social Charter

Revised European Social
Charter

Framework Convention for
National Minorities

ICCPR (International
Covenant on Civil and Political
Rights)

Optional Protocol to the
ICCPR (right of individual
communi cation)

Second Optional Protocol to
the ICCPR (death penalty)

|CESCR (International
Covenant on Economic, Social
and Cultural Rights)

CAT (Convention against
Torture)

CERD (Convention on the
Elimination of All Forms of
Racial Discrimination)

CEDAW (Convention on the
Elimination of All Forms of
Discrimination against
Women)

Optional Protocol to the
CEDAW

CRC (Convention on the
Rights of the Child)

X = Convention ratified
O = Convention NOT ratified

BG=Bulgaria; CY =Cyprus; CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvia; LT=Lithuania; MT=Malta;

PL=Poland; RO=Romania; SK= Slovak Republic; SV=Sovenia; T=Turkey
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Statistical data

1996 | 1997 | 1998 [ 1999 | 2000
Basic data in 1000
Population (average) 61.528] 62.455] 63.391] 64.337]  65.293E
in km?
Total area 769.604]  769.604] 769.604] 769.604]  769.604

National accounts

In 1000 Mio Turkish Lira

Gross domestic product at current prices

14.772.110| 28.835.883] 52.224.945[ 77.415.272] 124.982.454

In 1000 Mio ECU/euro

Gross domestic product at current prices 143[ 168| 178| 173| 217
ECU/euro
Gross domestic product per capita® at current prices 2.300] 2.700] 2.800] 2.700| 3.200
% change over the previous year
Gross domestic product at constant prices (nat. 7,0 7,5 3,1 -4,7 7,2
currency)
in Purchasing Power Standards
Gross domestic product per capita® at current prices 5.500 6.200 6.300 6.100 6.400
Structure of production % of Gross Value Added™
- Agriculture 16,4 14,1 17,4 15,0 14,6
- Industry (excluding construction) 25,0 25,0 22,1 22,6 23,3
- Construction 5,7 6,0 5,8 55 5,3
- Services 52,9 54,9 54,7 56,9 56,8
Structure of expenditure as % of Gross Domestic Product
- Final consumption expenditure 78,8 80,3 81,9 87,4 85,2
- household and NPISH 67,2 68,0 69,2 72,2 71,2
- general government 11,6 12,3 12,7 15,2 14,0
- Gross fixed capital formation 25,1 26,4 24,6 21,9 22,2
- Stock variation® 2,4 -0,9 -2,9 5,6 0,0
- Exports of goods and services 21,5 24,6 24,3 23,2 23,8
- Imports of goods and services 27,8 30,4 27,9 26,9 31,2
Inflation rate % change over the previous year
Consumer price index 80,4 | 85,7| 84,6/ 64,9] 54,9
Balance of payments Mio ECU/euro
-Current account -1.945 -2.333 1.766 -1.276 -10.574
-Trade balance -8.445 -13.584 -12.656 -9.801 -24.185
Exports of goods 25.895 28.876 27.786 27.522 33.970
Imports of goods 34.340 42.460 40.441 37.323 58.155
Goods and services, net 5.287 9.612 11.981 6.987 12.287
Netincome -2.336 -2.665 -2.657 -3.320 -4.333
-Net current transfers 3.549 4.304 5.097 4.857 5.657
-of which: government transfers 443 279 142 341 232
- FDI (net) inflows 576 712 837 735 1.063
Public finance in % of Gross Domestic Product
General government deficit/surplus -8,4 -13,4 -11,9 -21,8 -11,0
General government debt : 55,6 52,3 69,2 57,8

32

demographic statistics.
33
demographic statistics.

34 Datarefersto ISIC Rev. 2.
35

between the GDP and its expenditure components.
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Financial indicators

in % of Gross Domestic Product

Gross foreign debt of the whole economy 36,9| 38,3| 38,0| 46,3| 50,1
as % of exports
Gross foreign debt of the whole economy 171,2| 155,9| 156,1| 199,6| 210,2
Monetary aggregates 1000 Mio ECU /euro
-M1 6,6 7,0 7,0 7,8 10,8
-M2 39,8 47,1 55,3 73,7 89,8
-M3 41,5 49,2 56,9 75,6 92,6
Total credit 26,1 33,8 30,8 30,7 42,3
Average short-term interest rates % per annum
- Day-to-day money rate 76,2 70,3 74,6 73,5 56,7
- Lending rate 99,2 99,4 79,5 86,1 51,2
- Deposit rate 80,7 79,5 80,1 78,4 47,1
ECU/EUR exchange rates (LECU/euro=..Turkish Lira)
- Average of period 103214 171848 293736 447229 574816
- End of period 135042 226634 365748 544641 624267
1994=100
- Effective exchange rate index 46,2| 26,7| 15,4| 9,9| 7,1
Reserve assets Mio ECU/euro
-Reserve assets (including gold) 14.130 17.706 17.880 24.279 25.108
-Reserve assets (excluding gold) 13.025 16.721 16.943 23.225 24.017
External trade Mio ECU/euro
Trade balance -16.301 -19.866 -17.019 -13.402 -29.164
Exports 18.533 23.340 24.130 24.964 30.182
Imports 34.834 43.206 41.149 38.366 59.346
previous year=100
Terms of trade 101,7| 104,4] 100,0] 98,6/ 91,4
as % of total
Exports with EU-15 49,7 46,6 50,0 54,0 52,3
Imports with EU-15 53,0 51,2 52,4 52,6 48,8
Demography per 1000 of population
Natural growth rate 15 15 14,9 14,8 148 E
Net migration rate (including corrections) : : : :
per 1000 live-births
Infant mortality rate 41,4 39,8] 38,3] 36,8 353E
Life expectancy : at birth
Males: 66,0 66,2 66,4 66,6 66,9 E
Females: 70,6 70,8 71,0 71,3 715E
Labour market (ILO methodology) % of labour force
Economic activity rate 53,4 52,2 52,3 52,9 49,2
Unemployment rate, total 6,7 6,5 6,8 7,6 6,6
Unemployment rate, males 6,7 6,3 6,8 7,7 6,6
Unemployment rate, females 5,9 7,8 6,9 7,5 6,6
Unemployment rate of persons < 25 years 13,5 14,3 14,2 15,2 13,2
Unemployment rate of persons >= 25 years 4.4 3,9 4,5 5,2 4,5
as % of all unemployed
Long-term unemployment rate 46,1 43,7| 42,4| 31,0| 23,8
Average employment by NACE branches in % of total
- Agriculture and forestry 42,8 40,7 40,5 41,4 34,9
- Industry (excluding construction) 16,7 17,8 17,4 16,7 18,1
- Construction 6,2 6,3 6,2 6,0 6,5
- Services 34,3 35,1 35,8 35,8 40,5
Infrastructure in km per 1000 km?
Railway network 8.607 8.607] 8.607| 8.682 8.671
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Length of motorways

km

1.405]

1.528)

1.726|

1.749|

1.773

109




Industry and agriculture

previous year=100

Industrial production volume indices 107,6 111,5 101,3 96,2 106,1
Gross agricultural production volume indices 107,0 97,7 110,6 94,7 :
Standard of living per 1000 inhabitants

Number of cars 53,2 57,1 60,5 63,3 67,7
Main telephone lines 232,2 252,1 267,5 280,6 281,7
Number of subscriptions to cellular mobile services 11,3 23,7 53,3 117,6 229,3
Number of Internet subscriptions : : 3,6 6,8 246 E

E=estimate
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M ethodological Notes

Inflation rate
Nationa CPl isgiven, no proxy HICP exists so far, but isin preparation
Finance

Public finance: The government deficit and debt Satistics of the Candidate Countries are
provisond, in the sense that they do not yet fully comply with EU methodologica requirements.
Broadly spesking, the genera government deficit / surplus refers to the national accounts
concept of consolidated general government net borrowing / net lending of ESA95. Generd
government debt is defined as consolidated gross debt at end-year nomina value. The series
are available from 1997; the 1996 data are an approximation derived from the IMF s GFS
methodology.

Gross foreign debt is of the whole economy, covering both short- and long-term, but excluding
equity investment and money market ingruments. The source for sock of outstanding debt is
OECD, while the source of GDP is Eurogtat. For the ratio of gross foreign debt to exports, the
nationa accounts definition of exports of goods and services is used (source: Eurodtat). The
datafor 2000 are Eurostat estimates, based on joint OECD/IMF/BIS/'World Bank series.

Monetary aggregates are end-year stock data, as reported to Eurostat. Generdly, M1 means
notes and coin in circulaion plus bank sight deposits. M2 means M1 plus savings deposits plus
other short-term claims on banks (corresponding to the Turkish series M2Y). M3 means M2
plus certain placements in aless liquid or longer-term form (corresponding to the Turkish series
M3Y). Not al countries produce an M3 series. Totd credit means loans by resident monetary
financia ingtitutions (MFls) to non-MFl resdents.

Interest rates: Annud average rates based on monthly series reported to Eurogtat. Lending
rates refer to bank lending to enterprises for over 1 year. Depodit rates refer to bank deposits
with an agreed maturity of up to one year. Day-to-day money rates are overnight interbank
rates.

Exchange rates: ECU exchange rates are those that were officidly notified to DG ECHIN until
1 January 1999, when the ECU was replaced by the euro. Euro exchange rates are reference
rates of the European Centrd Bank. The effective exchange rate index (nomind), as reported to
Eurogtat, is weighted by mgjor trading partners.

Reserve assets are end-year stock data, as reported to Eurostat. They are defined as the sum
of centra bank holdings of gold, foreign exchange, SDRS, reserve position in the IMF, and
other clams on non-resdents. Gold is valued at end-year market price.

External trade

Imports and exports (current prices). The data are based upon the “specid trade’ system,
according to which, externd 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. Vaue of externd trade turnover includes the market
vaue of the goods and the additional cogts (freight, insurance etc.). Trade Classification.
Merchandise trade flows should be using the commodity dassfication according to the
Combined Nomenclature (CN).
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FOB means that al costs incurred in trangport up to the customs frontier are charged to the
sdler .CIF means that the purchaser pays the additional costs.

Imports are recorded on CIF basis, exports on FOB basis.
Imports and exports with EU-15. Data declared by the Republic of Turkey.

Labour force

Economic activity rate (ILO Methodol ogy). Percentage of Iabour force in the total population
aged 15+. Thisrate is derived from LFS (Labour Force Survey) observing the following ILO
definitions and recommendetions:

Labour force: employed and unemployed persons according to the ILO definitions stated
below.

The employed: al persons aged 15+, who during the reference period worked at least one hour
for wage or sdary or other remuneration as employees, entrepreneurs, members of co-
operatives or contributing family workers. Members of armed forces (excluding residents of
military barracks) and women on child-care leave are included.

The unemployed: dl persons aged 15+, who concurrently meet dl three conditions of the ILO
definition for being classfied as the unemployed: (i) have no work, (ii) are actively seeking ajob
and (iii) are ready to take up ajob within a fortnight.

Unemployment rate (by ILO methodology). Percentage of the unemployed in labour force.
This rate is derived from LFS (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 recommendetions.

Infragtructure

Railway network. All railwaysin agiven 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 trailers or
ferries. Lines soldy used for tourist purposes during the season are excluded as are railways
congructed solely to serve mines, forests or other industria or agricultural undertakings and
which are not open to public traffic. The data considers the congtruction length of raillways.

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

(@ s provided, except at specid points or temporarily, with separate carriageways for the
two directions of traffic, separated from each other, ether by a dividing strip not intended for
traffic, or exceptionaly by other means;

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

(¢) is specidly sgn-posted as a motorway and is reserved for specific categories of road
motor vehicles.

Entry and exit lanes of motorways are included irrespectively of the location of the sgnposts.
Urban motorways are aso included.
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Industry and agriculture

Industrial production volume indices. Indudtria production covers mining and quarrying,
manufacturing and dectricity, gas, sseam and water supply (according to the ISIC Rev. 3
Classfication Sections C, D, and E).

Gross agricultural production volume indices. Gross agriculturd production volume indices
are caculated in congtant prices of 1993. The quarter indices are calculation on the basis of the
previous quarter.

Standard of living

Number of cars. Passenger car: road motor vehicle, other than a motor cycle, intended for the
carriage of passengers and designed to seat no more than nine persons (including the driver).

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

Telephone subscribers. Mobile and hand phones subscribers are not included.
Sour ces

Totd area, demography, externd trade, labour market, infrastructure, industry and agriculture,
standard of living: Nationa sources.

Nationd accounts, inflation rate, balance of payment, public finance, finance: Eurogtat
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Report on progressin preparing the process
of analytical examination of the acquiswith Turkey

1. Introduction

The Helsinki European Council of December 1999 dated that “Turkey is a candidate State
dedtined to join the Union on the bass of the same criteria as gpplied to the other candidate
States. Building on the existing European drategy, Turkey, like other candidate States, will
benefit from a pre-accesson drategy to simulate and support its reforms.” It invited the
Commission to prepare a process of andyticad examination of the acquis as part of the pre-
accession strategy for Turkey

Subsequently, the Feira European Council of June 2000 noted Turkey's initiatives to meet the
accesson criteria. In accordance with the Helsinki conclusons, the European Council 1ooks
forward to concrete progress, in particular on human rights, the rule of law and the judiciary.
The Commission was asked to report to the Council on progress in preparing the process of
andyticd examination of the acquis with Turkey. This document ams to meet this request.

2. Context

The Helsnki European Council of 10 and 11 December 1999 stated that Turkey was a
candidate country destined to join the Union on the basis of the same criteria as gpplied to the
other candidate countries.

Turkey, like other candidate states, would benefit from a pre-accession strategy to stimulate
and support its reforms. This strategy contains the following dements:

- enhanced politicd didogue with emphasis on progress towards fulfilling the politicd criteria
for accession, in particular as regards human rights, border disputes and Cyprus,

- the establishment by the Commission of a Regular Report covering the rdevant chapters of
the acquis,

- the adoption of agngle framework for co-ordinating al sources of European Union financid
assstance for pre-accession, including alega base for the Accession Partnership;

- the adoption of an Accesson Partnership for Turkey. The Accession Partnership priorities
are to bereflected in the National Programme for the Adoption of the Acquis (NPAA);

- the opening up of Community programmes and agenciesto Turkey;

- the extenson of the EC-Turkey Customs Union in the fieds of services and public
procurement;

- the use of the technicd assistance offered by TAIEX (Technical Assstance Information
Exchange Office).

The European Council of Goteborg noted that good progress has been made in implementing

this pre-accesson drategy for Turkey, including an enhanced politicd didogue. The
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presentation by Turkey of its National Programme for the Adoption of the Acquis (NPAA) was
Seen as a pogitive development.

3. Analytical examination of the acquis

The Helsinki European Council conclusions aso stated that the preparation of a process of
andytica examination of the acquisis an essentid part of the pre-accession dtrategy for Turkey.
Its am is to increase the understanding of the content of the Community acquis and to identify
which issues need to be addressed to adopt and implement EU rules and measures.

a) Framework

A specific framework has been established to carry out the preparation of the process of the
andytica examination of the Community acquis. The EC-Turkey Association Council of 11
April 2000 adopted Decision No. 3/2000%, which created eight subcommittees under the EC-
Turkey Association Committee. The structure of these subcommittees is similar to those under
the Europe Agreements.

In its Decison, the Association Council mandated the Association Committee to adopt the
terms of reference of the subcommittees, which are equivaent to those for other candidate
countries.

Moreover, it was asked that these terms of reference take account of:

- the exigence of the EC-Turkey Customs Union, which has its own ingtitutiona framework,
in paticular the existence of a Customs Union Joint Committee and the Customs Co-
operation Committee;

- the modifications to the Treaty of the European Union, in particular as regards Title V1.

The EC-Turkey Association Committee adopted by its Decision No. 1/2000 of 14 June 2000*
the terms of reference of the subcommittees.

The subcommittees are composed of representatives of the European Commisson and
representatives of the Government of Turkey. They are chaired dternately by the two parties
according to the rules on the dternate chairmanship of the Association Committee. The
Member States are informed and invited to the subcommittee meetings.

The subcommittees aso have the task of monitoring progress on the implementation of the
priorities of the Accession Partnership for Turkey.

They should monitor progress as regards law approximation, implementation and enforcement.
The subcommittees may aso examine any problems that arise in the different priority sectors
and, where relevant, what steps should be taken. This task relates in particular to the
implementation of the EC-Turkey Associaion Agreement and relevant decisons of the
Association Council.

% 0JL 138, 9.6.2000, p. 28
87 SEC/2000/931
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Further details on the tasks and methods of the subcommittees, and their remit, are included at
attachment I.

b) Overview

The subcommittees started their work on 22 June 2000, immediately after the completion of the
formal procedures for their establishment and the definition of their terms of reference. On 18
July 2001, two full rounds of subcommittee meetings were completed, i.e. each subcommittee
met twice within a period of just over ayear. Overal, 16 meetings took place (see Attachment
[1) involving around 500 officids from both sdes from various Commission departments,
Turkish minigtries and public agencies, covering a broad range of subjects. These discussons
aso included macroeconomic policies, ongoing reforms in the economic sectors such as
financid restructuring and efforts to increase competition in the economy, in particular the
privatisation of state enterprises.

Additiona mesetings between experts were dso held, in areas such as agriculture, energy,
telecoms, audio-visud policy, banking, taxation, cagpital movement, financid control and cod
and sted products. In a number of cases, such asin the areas of cosmetics, environment, socia
policy, taxation and culturd goods, specific seminars were held.

As is the case of other candidate countries, Turkey was invited to respond to a number of
requests for information and aso to participate in a number of actions, such as the customs
blueprint exercise, the pre-accesson fisca survellance procedure, the macro-economic
assessment exercise and contributing to a study on Turkey's industrial competitiveness.

During the firgt series of subcommittees, the EU introduced its policy objectives in broad terms
and the adminigtrative reguirements to implement the relevant policies. Initia explanations of the
acquis were given and the EU has gained afirst overview of the degree of dignment of Turkey’s
legidation and adminidrative structures. At some meetings, more methodical presentations were
aso made on the content of the Community acquis and the divison of the acquis into various
chapters.

In response, the Turkish sSide provided wide-ranging information on the actud Stuation in the
different economic sectors in the country and in particular the policies of the Government to
address the relevant issues. Information was given on the different administrative bodies and

agenaiesinvolved in public palicy.

The adoption of the Accession Partnership for Turkey and the Turkish Nationa Programme for
the Adoption of the Acquis provided an increased focus for the work of the subcommittees.
Discussions were able to concentrate more on the specific requirements and priority actions for
trangposing legidation. In this connection information on newly adopted items of EC legidation
was aso given. At some meetings, the Commission provided initid comments on the Turkish
NPAA.

Consequently, the working methods of the subcommittees evolved to dlow more detailed
exchanges of views. Expert meetings were organised. Examples of issues that were discussed in
greater detall in this way are illegd immigration and the Community acquis related to socid
didogue.
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The meetings touched on adminidrative issues, for example the efficent management of
agriculturd and environmentd policy, and how to improve the functioning of bodies in Turkey
such as the Customs Service and the Turkish Standards Indtitute. Where relevant, the need to
establish independent bodies was discussed, for example in the areas of banking, telecoms,
competition, state aid control and regiond devel opment.

The meetings aso covered issues of a more horizonta nature such as the opening up of
Community programmes and agencies, and the scope and mechanisms of the EC financid
assgance to Turkey. Needs for further assstance in various fields were identified. The activities
of the Technicd Assgtance Information Exchange Office (TAIEX) were presented during the
first set of subcommittee meetings.

There was dso discussion of outstanding trade issues resulting from the implementation of the
EC-Turkey Association Agreement and relevant Association Council Decisons, such as those
on the Customs Union and on trade in agricultura goods.

4, Assessment

Ovedl, the meetings of the subcommittees dlowed for exchanges of views on the policy
objectives and legidation of the EU and Turkey in the various fieds. Turkey gained grester
understanding of the acquis and the steps it needs to take to trangpose implement and enforce
the acquis. In many cases, preparatory studies have started and new legidation or amendments
to legidation are under preparation. Working groups have been set up within the Turkish
adminidration to prepare this work and to initiste administrative reforms. A favourable climate
was edtablished, which should lead to further didogue between EU and Turkish experts, in
particular on the drafting of necessary legidative changes.

It became clear that Turkey needs to:

- make gregter efforts to ensure that al new legidative proposas are checked for conformity
to the Community acquis. On severa occasions, laws were adopted which did not conform
with the acquis, or even in some cases represented a step away in that respect (eg. in
relation to socid policy, cosmetics, the acohol regime, and radio and television). Turkey is
encouraged to send dl relevant draft legidation to the Commission for comment well in
advance of its planned adoption, so that EU experts are able to provide advice.

- drengthen planning of the adignment process by setting alogica order and a clear timetable
for the steps that need to be taken in each sector. This planning should dso focus more
closgly on addressing the priorities set out in the Accesson Partnership. Turkey is advised
to ensure that the revised version of its Nationd Programme for the Adoption of the Acquis
reflects these priorities adequatdly. 1t dso became clear that Turkey’slevel of understanding
of various parts of the Community acquis needs to be further improved.

- give priority to strengthening the adminigtration in areas where certain wesknesses have
been identified. Particular attention should be given to the cgpacity of the Turkish
adminigration and judicary to implement and enforce the acquis effectivey. The
implementation of the acquis requires in some high-cost sectors subgtantia investments.
Future meetings should dso clarify these matters, i.e. to establish greater clarity on the level
of investment needed.
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The subcommittee meetings dso dlowed an initid overview of the dae of dignment of
Turkey's legidation with the acquis. In this repect, the overdl picture is rather uneven.
Turkey’s dignment is most advanced in the areas covered by the Customs Union (athough
there is consderable work to be carried out here too) and is less advanced in other aress. In
some aress there are mgjor discrepancies between Turkey's legidation and that of the EU, dso
due to the complexity of the transposition process itsalf.
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OVERVIEW OF THE
EC-TURKEY ASSOCIATION COMMITTEE SUBCOMMITTEES

The EC-Turkey Association Committee subcommittees have atwo-fold task, namely:

— to monitor progress in Turkey's legidétive gpproximation to the Community acquis including
implementation and enforcement;

— to monitor progress made by Turkey in the implementation of the priorities of the Accesson
Partnership.

In total, 8 subcommittees have been established, following the model established for the other
candidate countries.

Each subcommittee is composed of representetives of the European Commisson and
representatives of the Government of Turkey. They are chaired dternately by the two parties
according to the rules set out by the Association Committee. The Member States are informed
and invited to the subcommittee mestings.

Subcommittees work under the authority of the Association Committee, to which they report
after each meeting. They do not have any decision-making power.

An officid of the European Commisson and an officid of the Government of Turkey act jointly
as permanent Secretaries of each subcommittee.

Subcommittees meet whenever circumstances require. A meeting may be convened on the basis
of aregquest from ether party,

At the beginning of each meeting an agenda is adopted by the subcommittee and minutes are
taken and agreed after each meeting.

The meetings of the subcommittees are not public unless otherwise decided.

The dividon of tasks and issues to be discussed in each of the subcommittessis as follows:

1. Agriculture and Fisheries

Products of agriculture and fisheries,

Agricultural co-operation and rura development;
— Processed agricultura products;

Veterinary and plant-hedlth issues;

Legidation applicable to trade.
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2. Interna Market and Competition:

3. Trade, industry and ECSC products.

4. Economics and monetary issues,
cagpitad movements and datigtics

5. Innovation:

6. Transport, environment and energy
(including trans-European
networks):

7. Regiona development, employment
and socid palicy:

— Free movement of goods, including standardisation,

certification, conformity assessment and market
survelllance;
Intellectual and indudtrial property rights;
Public procurement, data protection and civil law;
Company law, accounting and e-commerce;
Consumer protection;
Competition and State Aid;
Sarvices, including financid services (banking,
Insurance, investment) and postal services,
Movement of workers, except co-ordination of
socid security;
Right of establishment and provision of service,
Turkish participation in Community programmes.

Trade issues,

ECSC products,

Investment promoation;

Smdl and medium szed enterprises and Turkish
participation in Community SME programmes,
Industria policy and co-operation, tourism.

Economic and monetary issues,

Current payments and movements of capitd,
induding investment protection;

Reform of the financia sector;

Statigtica co-operation.

Education, training and youth, and Turkish
participation in Community programmes,

— Science, research and technologica development

and Turkish participation in research and
technologica development programmes and
demondtration programmes,
Tedecommunications and information technology;
Cultura co-operation and audio-visud palicy,
Turkish participation in Community programmes,
Science, research and technologica development.
Transport;
Environment and Turkish participation in Community
programmes,
Energy, induding nuclear safety, Turkish
participation in Community programmes.
Employment policy, socid poalicy, Turkish
participation in Community socid progranmes,

— Regiond devdopment palicy;
— Co-ordination of socid policies.
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8. Cugtoms, taxation, drug trafficking — Customs co-operétion;
and money laundering: — Indirect taxation and Turkish participation in
Community programmes in the fidd of taxation;
— Money laundering;
— Drugs
— Auditing and financid control.
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CHRONOLOGICAL OVERVIEW OF THE
EC-TURKEY ASSOCIATION COMMITTEE SUBCOMMITTEES

The mestings of the EC-Turkey Association Committee subcommittees have been held in the
following chronologica order:

Dates
22-23 June 2000

30 June 2000

6-7 July 2000

23-24 November 2000

28 November 2000

7 December 2000

25-26 January 2001

6-7 February 2001

27-28 February 2001

21-22 March 2001

2-3 April 2001

2-3 May 2001

16 May 2001

No.

1.

6.

Subcommittee
EC-Turkey Subcommittee N° 1 on Agriculture and Fisheries

EC-Turkey Subcommittee N° 6 on Trangport, Environment,
Energy (including Trans European Networks— TENS)

EC-Turkey Subcommittee N° 2 on Internal Market and
Compstition

EC-Turkey Subcommittee N° 5 on Innovation

EC-Turkey Subcommittee N° 7 on Regiona Devel opment,
Employment and Socid Policy

EC-Turkey Subcommittee N° 3 on Trade, Industry and ECSC
products

EC-Turkey Subcommittee N° 4 on Economic and Monetary
Issues, Capitd Movements and Statistics

EC-Turkey Subcommittee N° 8 on Customs, Tax, Drugs and
Money laundering

EC-Turkey Subcommittee No. 6 on Trangport, Environment,
Energy (including Trans European Networks — TENS)

EC-Turkey Subcommittee N° 1 on Agriculture and Fisheries

EC-Turkey Subcommittee N° 2 on Internal Market and
Compstition

EU-Turkey Subcommittee N° 5 on Innovation

EC-Turkey Subcommittee N° 3 on Trade, Industry and ECSC
products
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7-8 June 2001 7. EC-Turkey Subcommittee N° 7 on Regiona Development,
Employment and Socid Policy

2-3 July 2001 8. EC-Turkey Subcommittee N° 8 on Customs, Tax, Drugs and
Money laundering
17-18 July 2001 4. EC-Turkey Subcommittee N° 4 on Economic and Monetary

Issues, Capita Movements and Statistics
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