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To design successful reform strategies it is crucial that the effects of economic
liberalization be analyzed thoroughly. To do that, we first need to quantify the
barriers to trade in services, and then using these measures of trade barriers assess
quantitatively the effects of liberalizing services,

The chapter is structured as follows. The first section considers the various
problems faced in the quantification of barriers o trade in services and network
industries. The nex! section assesses the tariff equivalents of barriers to trade in
the Turkish telecommunications, electricity, natural gas, banking, maritime freight
transport and road freight transport services sectors. The third section studies
the effects of liberalization in goods and services within the context of Turkey's
aceession to the European Union (EU) on the Turkish economy. The final section
concludes this study of economic liberalization.

Quantifying barriers to trade in services and network
industries

First, we discuss the simplest and most common approach to measuring the barriers
to trade in services, which involves frequency measures developed by Hoekman
{1995). MNext, we consider the approach adopted by the Australian Productivity
Commission (APC) discussed by Findlay and Warren (2000). Finally, we consider
the gravity approach developed by Francois (1999).'

Hoekman s approach fo extimating tariff eguivalenis in services

Hoekman (1995) constructs frequency ratios on the basis of commitments sched-
uled in the World Trade Organization's (WTO) General Agreement on Trade in
Services (GATS). He considers the four modes of supply of GATS: (1) cross-bor-
der supply, (2} consumption abroad, (3) commercial presence and (4) movement
of natural persons. According to the WTO's Services Sectoral Classification List
(MTN.GNS/W/120) there are 155 non-overlapping service sectors (WTO 1991).
As there are four possible modes of supply for each sector, 620 such openness/
binding factors (commitments) exist for each member country.
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As commitments scheduled in GATS apply to national treatment and market
access separately, there are potentially 1,240 data cells for each member (620 = 2).%
Commitments were then classified into three categories and each category was
assigned a numerical score as follows:

«  if no restrictions were applied for a given mode of supply in a given seclor
{‘none’ in GATS jargon), a value of 1 was assigned;

«  ifno national treatment or market access liberalization policies were bound
for a given mode of supply in a given sector {*unbound"), a value of 0 was
assigned,

«  ifrestrictions or limitations were listed for a given mode of supply in a given
sector (*bound’), a value of (L5 was assigned.

The value of these indicators was chosen to allow aggregation across sectors and
couniries. The higher the number, the greater the implied extent of openness-cum-
binding. Using these scores, Hoekman caleulated three indicators: (1) the number
of sector/mode-of-supply combinations (cells) in which a commitment was made
{as a share of the maximum possible — 610 for market access and 620 for national
treatment), (2) the ‘average coverage’ of each schedule of commitments, defined
as the arithmetic weighted mean of the scale factors allocated lo each cell and (3)
the share of ‘no restriction’ commitments in (a) a member's total commitments
and (b) relative to the 155 possible sectors of the classification list. The higher the
number, the more *liberal” the service regime in the country.’
Although the original purpose of these coverage indicators was to quantify
GATS commitments, Hoekman argued that they could also be used to generate
information on the relative restrictiveness of policy regimes pertaining to service
industries by assuming that the coverage of each country’s schedule is an indica-
tor of its policy stance. He used the frequency ratios asa starting point for estimat-
ing country-specific ‘tariff equivalents’ of the relative degree of discrimination
of foreign service providers across countries and sectors. Here, he somewhat
arbitrarily defined a set of benchmark *guesstimates’ of tariff equivalents for each
sector. These are a subjective set of benchmark tariff equivalents for individual
sectors to reflect the degree to which market access to these sectors is restricted.
A value of 200 per cent was chosen for the sectors in which access tended to be
prohibited by most countries, and which did not appear in most schedules, such as
maritime cabotage and basic telecommunications; values between 20 per cent and
50 per cent were assigned to sectors in which access was less constrained (e.g.
hotels and restaurants or wholesale services). Each country and seclor was then
assigned a value related to that benchmark. For example, the financial services
sector (excluding insurance) was assigned a benchmark tariff equivalent of 50
per cent. The tariff equivalent of barriers (o trade in a particular sector of a given
country was then obtained by multiplying the guesstimated subjective tariff rate in
the sector by one minus the coverage ratio of the sector in the country. Thus, if the
subjective benchmark tariff rate is 200 per cenl and coverage ratio is 10 per cent,
then the country would have a tariff equivalent of 180 per cent (i.e. 0.9=200),
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Hl:rclin:ian {19?155; whc;l reporting the results of calculations for 26 sectors and 49
countries, used the information on market acces itry
i R s commitments and not that on
The importance of Hoekman's contribution is acknowledged in the literature,
and the indices have been used in many empirical studies. There arc certainly
some clear advantages of Hoekman indices. First, they cover all sectors and a
very large group of countries. Second, it is fairly easy to apply the Hoekman
a].'!pmach to the new WTO member states undertaking new GATS commitments.
His approach requires no specific country and sectoral field studies.

The Australian Productivity Commission’s approach to
; \ estimat,
tariff equivalents in services = G

A more elaborate restrictiveness measure than that of Hoekman has been con-
slnfctbd_ for different service industries by the APC in collaboration with the
!Jm_w:rsll}r of Adelaide and the Australian National University. To develop these
Il:l.dlf.:l:'ﬁ. the actual restrictions on trade in a service industry are compiled from
spl:c!ﬁi?al!}r designed questionnaires using a number of different sources. These
restrictions are then assigned scores and grouped into categories, each of which
is assigned a numerical weight. These scores and weights are based on subjec-
tive assessments of the costs of restrictions to economic efficiency. Finally, the
snc.tural tariff equivalents are computed using these scores and emnnrn::tria;ally
estimated relations between restrictiveness values and performance indicators
such as the price of the service under consideration.”

The gravity approach to estimating tariff equivalents in services

The b.nlsic n:lelhod for estimating services barriers by the gravity approach involves
the estimation of sector-specific gravity equations, which relate the bilateral trade
flow frclnm country i lo country j to the exporting and importing countries’ gross
domestic product (GDP) per capita, the populations in the two countries, the dis-
tance bctw:laen the two countries, the trade barriers and a sct of country &ummies
such as adjacency, common language and regional trading amrangements (e.g
EU membership). Using the econometrically estimated gravity equation a.nd- :;
meastre of the elasticity of substitution for the service sector under considera-
tion we obtain the tariff equivalent of barriers to trade in the service sector under
consideration.”

Barriers to trade in different service sectors

When trying to estimate the tariff equivalents in services in Turkey it is noted that
chleknmn's approach reveals certain weaknesses. First, the indices do not assign
WElghl? to entry barriers based on their differential impacts on the cconomy. As
all limitations receive the same weighting (0.5), minor impediments are Irea-iled
exactly the same as almost complete refusal of foreign entry into a domestic
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arket. Second, the indices are constructed on the basis of the GATS schedules of
commitments, many of which do not provide an accurate description of the actual
barriers. The indices reflect the level of commitments made by the member coun-
tries some time ago and, as a result, they do not in general show the present level
of resirictions in particular service sectors. In several sectors the current level
of liberalization exceeds the level of liberalization when the schedules of WTO
commitments were undertaken in 2004, Thus, current average levels of tariff
equivalents can be quite different from Hoekman's guesstimates, even assuming
that they were initially correct. Third, considering an unscheduled sector as being
completely closed to new entry does not give a clear picture of the situation either.
It may well be the case that actual practices are morce liberal than commitments,
and therefore the indices may be overstating the degree of protection. Finally, the
ahsolute level of indices depends very much on benchmark guesstimates of tanff
equivalents of the most protectionist countries. For example, the guesstimate for
non-life insurance financial services is 50 per cent, whereas that for life insurance
services is 200 per cent. In consequence, the average sectoral level of all coun-
tries depends mainly on the level of the guesstimate. Thus, they reflect relative
restrictiveness among countries rather than the absolute level of sectoral tariff
equivalents; such estimates cannot be directly used in liberalization simulations
when information about the absolute level of protection is required.

The main issue with the gravity model is related to the non-availability of
data on bilateral sectoral trade flows in services for a large number of countries.
Essentially, there are threc sources of data for bilateral trade flows in services.
The Global Trade Analysis Project (GTAP) database provides a cross-section
datasel of world bilateral service trade flows for 2001. Second, the Organization
for Economic Co-operation and Development (OECD) provides data on bilateral
trade flows in services among the OECD countries.” Finally, EU EUROSTAT
provides data on EU members’ trade in services.® The bilateral GTAP data is
constructed using various data sources and balanced against the imput—outpul
tables and balance-of-payments data. This dataset is aimed at computable general
equilibrium (CGE) analysis and is not meant to be used in econometric studies,
as many missing data points are estimated using various technigues and do not
necessarily resemble real service flows. Moreover, GTAP data refer to one period
only, which rules out their use for panel analysis.

Cin the other hand, the APC's approach is more appropriate for estimating tariff’
equivalents, as will be explained in some detail later on. As a result, when quan-
tifying the barriers to trade in the Turkizh telecommunications, electricity, natural
gas, banking, maritime freight transport and road freight transport service sectors
we consider the APC's approach, and in cases in which this approach cannot be
used we consider the gravity approach or a related approach.

Telecommunications

To estimate the ad valorem equivalent of the prevailing barriers to the telecom-
munications services sector in Turkey we calculate first the restrictiveness index
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values, following an approach similar to that of Warren (20 i
(2003a). Appendix Tables A10.1-A10.3 show - e i i s
services, respectively — the restriction categories, weights fo; them and the :
:;‘gh?:r egh_;at:g?ry, The weights show the importance of the category in t:::;
significantly the restriction of the eategory would limit service supplier
lfn;ngﬂm;:ﬁm;iﬁhu; mlzf I;Innﬂ['qle market. The sum of weights for all categfrlci.es i:
; east restrictive) to | ictive) i i
for each category according 10 the degree 1:-f;I rﬁtnF:ItiT:nr::sm:;; C:c: SI:ZSLE“W
reflects the type of restriction imposed by the ECONOIMY. : ¥
+m:::.i:t];l§::d; Tables A]II'JI.I—AIDJ lt'n: restriction categories are classified into
fixed-line mobi]:lﬁiﬁ:ﬂcrm; t‘lilhl-:l:| 'ﬂﬂ'ftr obllierlll B
. : i ‘restricti i ¥
?ncludc ‘licensing of fixed-line services®, 'fan: nu?::?é:ﬁ:;;?;::::if ﬁ-: _"'33'
investment: equity participation permitted”, ‘direct investment: restrjcl;un i
certain ty!:ues of services’, *joint venture arrangements’ and ‘pMi muve;u;::
of people”. 'Olh:_r restrictions’ in the case of fixed-line services include ‘third
fa:salc of lease line’, ‘end-user tariff”, ‘regulation of network immeml::nﬂ?
market st1rucrun-.‘, ‘composition of board of directors” and ‘temporary mnvemen;
u?gﬂnple . In the n,:s:-s: ut‘mnbiic_sen’iﬂes. ‘other restrictions” includes ‘allocation
0 10 spectrum’ instead of *third party resale of lease line’, and in the case of
mlcl]n:at sa:n:;c:es ‘other restrictions ' includes ‘infrastructure” in:rtr.ud of “third part
re.;a Ielﬂﬂnd _cmiaum la.nﬁ‘".lhmmg_ restrictions, ‘licensing of fixed-line servictsj:
an rect investmenl: equily participation permitied’ have a weight of 20
cm;heach. Thl:sc weights indicate that these barriers are the most important m:;:T
imcﬂf“gf:q;duc ﬁb!m reveal that in Turkey there are no restrictions on direct
e on the permanent movement of people. Comparing the restrictions
of fixed-line, mobile and internet services, it is noted that there are fi restri
tions Gflm]lhilc and internet services than of fixed-line services.” i i
m;:l;;ie;il:d‘llablc Ai:lzt shuws_ the foreign restrictiveness (FR) index values for
! -line, m ile and Internet services. The FR value equals 0,193 in
€ casc of fixed-line, 0.165 in the case of mobile and 0.12 in the case of internet
;v.::riv;cm. TF' convert these index values into tariff equivalents, we use the cocf-
e mr‘;:]?mgaled l?y Warn_m (2000a). The regression resulis obtained by Warren
i or xe-cl—imelsemncs and mobile serviees are reporied in Table 10.1. In
e lable, the pr:nct_rat:on rate of fixed-line networks (main lines per 100 inhabit-
at;ﬁ denoted by g is regressed on GDP per capita (), household density (number
0 o_us_schulds per square km denoted by 1), per cent of main lines connected to
th-:_dxg_nta! exchange (dshare), wailing list as a per cent of the total demand fi
:‘laln lines (wair), population density (number of persons per square km d:.nal:r:]-
TJ_i.r pd) a_nd measure of trade policy (). On the other hand, the penetration rate of
e mobile network (cellular phones per 100 inhabitants denoted by Disr ed
on }[-),cpnd qnd r:ea:mre of trade policy (p,). e
oting the value of the trade policy variabl i i i
appn_:mrch by p®*, the associated value of ]:he dept:ducﬁfa?:bilinhbe::h? I‘;Ij PDE]'CY
elasticity of demand by m,, (i=7 m), we note that: S
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Tuble 10§ The estimated results for the fixed-line and mobile penetration models

The fixed penetration The mobile penetration
e rocle]
Srandard ; Stendared
Coefficient  ermor Coefficient  evror
-1.3 07
Constant 12.26 2.66
0005
GDP per capita () 0.004 0.0003 0.0008 0.00
b —630E-08 0.0 1LO0E-09 0.0
¥ 1.30E-13 0.0
Houschold density () 0.003 0.003
Waiting list (wif} ~0.08 0.05
Digitized network share —0.13 0.03
{dshare)
LO00G
Population density {pd) 0.001 0.0
Policy variable (1 - FR index) 5.26 in ?R
Adjusted R-squarcd 089 0.

Soarce: Warren (2000a) (Model 5 in Tahle 6.5 and Model 7 in Table 6.6).

ﬁ“ptmuicnl varizhle for the fined penctration model: maintines per 100 inhabitams. Dependent

variable for the mobile penetration model: cellular mobile subseribers per 100 inhabitanis.

e i i e
G g [P uzﬂmlp__}
q, P q, P.

where subscripts [ and m refer to fixed-line and mobile services respectively.
Hence, the tariff equivalents (TE) are obtained as:

’ S - 34
{—P‘_Ff]m%rgf and [-—*“- P"]IGD=TE_
Py

Based on these cquations, we calculate the ad valorem tariff equivalents .ﬂf
restrictions on the fixed-line services during 2005 as 2.7 per cmt.“c-n muh_l;
services as 3.43 per cent and on intemel services as 1.64 per cenl. Thc_ t:r;d
eguivalent of restrictions in the telecommunications sm;lolr ul:rLamex_j as & weig t :
average of the tariff equivalents of restrictions in f:xcd—lmc, mobile and mlcml.;
services weighted by sectoral employment levels is then 2.74 per cent. The cal-
culations reveal that the Turkish telecommunications sector as uf 2005 was quite
liberal but that further efforts are needed for complete !ibu.ﬂhzalmn. _

The tariff equivalents in the Turkish lelcc.mmlnumcahnns seclor during the
1900s were estimated by Warren (2000a) using index values d:c_nvg:d frurnlan
international survey undertaken by the lnlemalin;m 'lhlmﬁnmunu:alml-ns_l_]nmn
(1998) for 136 countries. Warren {2000a,b) estimated first the restrictiveness

Fa
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indices to trade in telecommunications and thereafier the price impact. The resules
arc shown in Appendix Table A10.5. From the table, we note that the ad valorem
tariff equivalenis of restrictions in the telecommunications sector during the
19905 were 33.53 per cent in Turkey and zero per cent in Finland and the United
Kingdom, These figures reveal thal, as a result of restrictions in the telecommu-
nicalions sector, the price of telecommunications services in Turkey during the
19905 was 33.53 per cent higher than the average price of telecommunications
services in Finland and the United Kingdom.

Electricity

One of the first studies to develop indices of regulatory indicators in the electricity
sector was that by Steiner (2000), who uses them to empirically investigate the
linkages between regulatory regimes, market environments and performance. The
author uses as indicators of performance industrial clectricity prices, the ratio of
industrial to residential electricity prices, utilization rates (an efficiency measure
for generation) and reserve plant margins (an alicmative efficiency measure for
generation), Steiner concludes that the unbundling of generation and transmis-
sion, the expansion of third party access {TPA) and the introduction of electricity
markets reduce industrial end-user prices.” The results obtained by Steiner were
later extended by Doove er al. (2001) by increasing the number of countries under
consideration from 19 to 50." The data in their analysis refer to the year 1996,
Concentrating on the econometric model of the effects of regulation on industrial
electricity prices, Steiner's model can be writien as follows:

p=at+pR+yNR+e

where p_ denotes the industrial electricity prices, & the regulatory variables and
MR the non-regulatory variables; a, ff and y are vectors of coefficients that were
estimated and ¢ is the residual term. The author considers six regulatory and three
non-regulatory variables, as shown in Table 10.2.

Although industrial electricity prices vary with the type and size of busi-
ness, the electricity demand, the time of day, the time of vear, the conditions of
supply and the available generating capacity, Steiner (2000) considers the annual
average electricily prices per kilowatt-hour (kWh) actually faced by *industrial®
customers, as delermined by the International Energy Agency (IEA), as the
dependent variable, All prices are converted from units of local currency to US
dollars using the OECD's purchasing power parities. It must be noted that the
IEA adjusts its electricity prices for the dircct effect of taxes and subsidies. The
regulatory variables focus on the key economic regulations needed to establish a
competitive generation sector — vertical unbundling of the generation system from
the transmission system, whether third parties can access the transmission grid
and whether a wholesale environment (electricity market) exists. Dummy vari-
ables are used to indicaie the three key economic regulations needed to establish
a competitive generation sector. The unbundling of generation from transmission
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Talfe £0.2 Steiner's model of industrial electricity prices

Fariahle How measured

Dependent variable
Industrial electricity price  Pre-tax industrial price (expressed in US PPPS per kKWh)

Independent reguilmrory variobles
Unbundling of generation Dummy vanable (1 =accounting separation or scparate
from transmission companies; [ =otherwise)
Third-party access Dummy variable {1 =regulated or negotiated third-party
access; 0= otherwise)
Wholesale pool Dummy variable (1 =presence of a wholesale electricity
market; (=otherwise)
Ownership Discrete variable (4= private ownership; 3=mostly pri-
vate ownership; 2=mixed; | =mostly public; 0=public)
Time to liberalization Negative of the number of years to liberalisation (ranges
from ~11 1o 0
Time to privatization Megative of the number of years to privatisation (ranges
from =11 to ()
Independent non-regulatory environmental variables
Hydropower share Share of electricity generated from hydropower sources
Muclear share Share of electricity generated from nuclear sources
Giross domestic product Ciross domestic product (expressed in US PPPS billion)
Source: Seiner (2000).
Motz

US PPPS, value in US dollars at purchasing power parity rles,

variable takes on a value of | if separate companies are involved in the generation
and transmission sectors or if both sectors are managed by a single entity, but
separate accounts are kept for each sector (accounting separation); otherwise it
takes on a value of 0. The TPA variable takes on a value of 1 il generators and
eligible customers have a legal right to access the transmission grid on certain
prespecified terms and conditions (regulated TPA) or can negotiate the terms and
conditions under which grid access can occur directly with the operator of the
transmission grid (negotiated TPA); otherwise it takes on a value of 0. The whole-
sale environment variable takes on a value of | if generators can voluntarily sell
or are obliged to sell their electricity into a wholesale electricity market; otherwise
it takes on a value of 0.

In addition to the above three regulatory variables needed to establish a com-
petitive generation sector, Steiner (2000) included three market structure variables
in the model: ownership, the time to liberalization and the time to privatization.
The ownership variable takes on different discrete values ranging from 0 to 4,
depending on the mix of public and private ownership, as shown in Table 10.2.
The time to liberalization and time to privatization variables measure the (nega-
tive) number of years to liberalization and privatization respectively. Indicators of
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the time remaining to liberalization and privatizat; i
_ _ : privatization are included as & proxy fo
:_]'H: impact nl’_ expectations of liberalization and privatization on prices.emci :m:r
b:}ward_vlmkj_ng %ﬂdlCﬂIOr? inl that they mssess the effect of regulation on prices
I:;; llhluo:ra]_Lzat:au or pnvauz?ﬂon. Here, *time to liberalization® is nterpreted
Tim ; g the tnl'nr: !;lntll the year in which key legislative changes are enacted, and
& 10 privatization® is deemed to be the time until the i i l
of a publicly owned generator occurs. P O O el
2 Thefnmde]la}m included three non-regulatory environmental variables — the
are of electricity generated from hydroelectric resources, the share of electricity
genmfted from _nuclcar fuel and the GDP. The two share variables reflect differ-
::;c; in gcnm‘au_ng lcchnutngi_es across economics, which affect the marginal cos!
- di:;:c: the qnct: of generating electricity. Finally, the inclusion of GDP adjusis
: : :
imum:m- in the size of economies and is also an overall measure of national
ﬂ_m :rgphasized by _Du_nvc er al. (2001), Steiner's econometric results, sum-
manzlcd in Table Iﬂ.?f, u!d icate the impact of each economiec regulation parameter
O'I[il price. F rom t]’ms:_mdmdunl effects it is possible to gauge the overall impact of
2 Ieconum:c n:;_:u.tlatmmlsI{rl:gulmtl:n_r;,r regime) on price, As Steiner’s study includes
nly a subset of economic regulations affecting the generation sector, the impact

Table 10.3 Effects of regulation on electricity prices: random effects model

et Falue under
h Exfimea the benchmardk:
ariahie coefficient Z-siatistic regime
Constant 0.0667* 7.104 0.0667
Regulatory and industry variables
Unbundiing of generation from ~}

A L0 | ~0.659 Separate
Private ownership 0.0029* 27 E
Third-party access —0.0027 —1.357 Third-party

access

Whulesal.c pool ~0.0052* =2.306 Yes
Time to liberalization 0.000g"* 2.814 é
Time to privatization 0.0006" I I_'rl ;
Non-regulatory environmental variables

Hydropower share in generation -0.0341 -3.252 .
Nuclear share in generation 0.0023 0.132 .
Giross domestic producy 0 1.011 '

Source: Steiner (2000).

Notes
8 Sullig:!r,ally significant at the S per cont level,
b il:n_si:clmlb- significant at the 20 per cent leved,
C tincluded in the cal i e | i i
syt e caleulation of the price impacts becanse sign of estimated coeficicnt was
d Takes ncheal value in benehmark rEgime.
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measures calculated here are unlikely to measure the full extent to which eco-
i ations impact industrial electricity prices. .

m;:::ﬁ::-, impact?zstimamd for each economy measure the percentage mc:r;l:i:
in price attributable to inappropriate regulation. H:r_c. we need an app;zp“is
benchmark against which the effect of regulatory regimes can be muj;l ! ; i
benchmark corresponds to the optimal level of regulation, namely the soc ly ut::,m
costly way of achieving the desired obj ncni-.rels. Doove era.r,_ (2001) '-““lf'h_“’;i -
one practical option is to use the combination of regulations tha_l m!_mt;ne i
prices implied by the estimated equation. INuung that, fm reg;ulaw:lm i 0
of inappropriate regulation on price (dp',) is the extent of 1I11!q.'lpnrl::lg:lﬂ.‘lili-:{;.;lll'_'ltgl.l‘i o
(dR,) multiplied by the estimated coefficient ml:ruspundn}g tuﬂrrt:g't ﬂnad l:lg.-
dp' =R, the impact of the entire regulatory regime on price ( ;_;J is I?whnther m
adding the individual effects of all of the n regulations, irrespective o

not the coefficients are statistically significant:

dp,= 3B,k

If inappropriate regulation increases prices by dp,, the notional price ex_.pcc;led
o exist under the benchmark regime (p°) can be tIrI:'IEEBd as the actual price less
the change in price atiributable to inappropriate regulation, of

p'=p,~dp,=p,~ 2B, dR,

Expressing this change in price as a percentage of the implied price under the
benchmark regime gives:
5" B, dR
dp, _ PP _ E‘.ﬁ‘ ;
Price impact=—F"= N =
P p-XBdR,
|

When using this approach we note that three of the six In.'.lgulawry cf:cfﬁmenis
have the expected sign. Separating generation from transmission, a“ﬂwmg! 1;I"fr—:-!«. :;
the transmission grid and allowing for a wholesale e'lec:lrl?ﬂly mark_ci are all fou :
to lead to lower prices. The coefficients on the ﬂ}rct:lren_lammg vmah}es = ana;
ownership, time to liberalization and time to privatization — are less mtunt_nrel. ds
the coefficients are counterintuitive, Doove et al. (2001) decide not to include

in the calculation of the price impacts, .
theﬂ;ing the methodology outlined above, price irnlpacts were csu%cd fur
industrial electricity prices for each of the 50 economies during 1996. A p:;::e
impact for the EU countries and Turkey are shown in :Ihhi:_: 10.4. Frm_n ;:: le,
we note that the ad valorem tariff equivalent of restrictions in the Turkish e l.nch
ity sector during the 1990s was 20.7 per cent. Thirl- figure reveals that, as adma_u
of the regulatory regime implemented in Turkey in the electricity sector during
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Table 10.4 Price impact of regulation in electricity supply

Country Price impact (%)
Austria 13.2
Belgium 15.4
Denmark B35
Finland o0
France 16.0
Germany 83
Greece 16.6
Ireland 13.9
]tﬂ]}' 17.1
Luxembaurg 13.8
Netherlands 15.5
Portugal 179
Spain 95
Sweden 0.0
United Kingdom 0.0
Turkey 20.7

Source: Doove ef al. (2001 ),

this time, the price of electricity services was 20.7 per cent higher than the price
of electricity services in the United Kingdom and Sweden.

Natural gas

To estimate the ad valorem equivalent of barriers to trade in natural gas, we make
use of a study by the Department of Trade and Industry (2005). This study, devel-
oping a model of the natural gas market for the EU, considers three scenarios.
The first scenario, which is called the ‘constrained case’, takes a fairly pessimistic
view of what competition in the gas market will be like by 2015. Here, although
the second gas directive has been transposed into national law by all member
states of the EU, there has been little real enthusiasm for competition and the
European gas market continues to be characterized as a series of national markets,
The second case, called the ‘most competitive casc’, represents the most positive
outcome from the point of view of competition in the gas market that can reason-
ably be expected over the next ten years. Long-term contracts continue to play an
important part in the market but pricing terms move away from oil-price indexa-
tion to market-related pricing. Liberalization within the EL itself is substantially
complete but there remain problems beyond the EU's borders. Although some
reform has been attempted in Russia, who, in this outcome, has signed the Energy
Charter Treaty, Gazprom remains dominant over Russian production and effec-
tively manages to exclude gas from the Caspian area from direct access to the
European market. The third case, called the *fully competitive case’, represents
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the best possible case from the point of view of competition in the gas nmrkle;
It depicts a fully competitive gas market in the EU and globally by 2015-16.
Within the EU, the liberalization process has been completed and there has been
substantial reform in the gas market in Russia and other gas-producing countries.
The liquid natural gas {LNG) market becomes fully commoditized with extensive
ot trade.
¥ Using the Energy Markets® European Gas Model, the Department of Trmlic and
Industry (2005) calculates the spol price for each of the 25 countries cuns1dq:ad
in the study to be the marginal cost of supply, including gas costs, transpr:-rtatmn
costs and storage costs. The marginal cost is caleulated as the increase in total
costs in the entire model that result from increasing the demand in alpamcular
country in a particular quarter by a small increment (1 million cubic metres)
while holding all other assumptions and constraints unchanged. The results arc
reported in Table 10.5. Considenng the constrained case as the base case, we note

Table 10.5 Gas price by scenario (price per unit of therm, real 2004 prices)

Cenintry Constraint case Most competitive  Fully eompefitive
Austria 18.9 211 14.6
Belgium 31.0 19.5 153
Bulgaria 17.1 10.8 1.6
Croatia 19.9 12.3 6.3
Crech Republic 203 109 14.0
Denmark 17.7 138 13.8
Finland 11.6 B2 9.1
France 374 206 16.1
Germany 128 14.6 14.2
Cireece 18.6 119 12.9
Hungary 18.0 21.1 121
Ireland 6.6 24.6 18.2
Ttaly 9.7 10.0 14.1
Luxembourg 24.46 16.9 174
Metherlands 26.1 16.1 127
Poland 11.5 98 92
Portugal 127 205 17.6
Romania 16.5 0.0 112
Slovak Republic 158 8.6 11.7
Slovenia 20.5 13.2 16.2
Spain 306 136 150
Sweden 18.8 14.1 12.7
Switzerland 32.8 20.5 152
Turkey 349 14.1 11.2
UK 313 204 16.6

Source: Department of Trade and Industry (2005).
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by comparing the mosl competitive case with the base case that liberalization
of natural gas markets will lead to a 59.6 per cent reduction in the spot price of
natural gas in Turkey.

Banking

McGuire and Schuele (2000), exiending the work of McGuire {1998), develop
index values of restrictiveness in financial services for a number of countries,
The authors base their analysis on 1997 data and distinguish between prudential
and non-prudential requirements. They note that prudential requirements aimed at
ensuring the stability of the banking system by preserving solvency, limiting risks
and protecting bank deposits are generally similar across economies. Therefore
they remove from consideration prudential requirements and concentrate on non-
prudential requirements. The index values of the non-prudential variables consid-
ered by McGuire and Schuele are shown in Appendix Table A 10.6, in which scores
range from O {least restrictive) to 1 (most restrictive). In the table, the restrictions
have been divided into two groupings: those affecting ‘commercial presence’
and other restrictions called 'restrictions on ongoing operations’. Whereas the
first group indicates restrictions on the movement of capital, the latter group is
modelled as restrictions on trade in banking services. The commercial presence
restriction grouping covers restrictions on licensing, direct investment, joint ven-
ture arrangements and the permanent movement of people. The other restrictions
grouping covers restrictions on raising funds, lending funds, providing other lines
of business, expanding banking outlets, the composition of the board of directors
and the temporary movement of people. Given the scores shown in Appendix
Table A10.6 for each variable considered, the authors assign weights to the vari-
ables and first obtain restrictiveness index values for the two categories and then
the overall restrictiveness index values for the economies considered.

The scores shown in the second column of Appendix Table A10.7 reveal that
the foreign restrictiveness index (FR index) for Turkish banking services is 0.05,
The foreign discriminatory restrictiveness index (FDR index) is a subset of the
FR index and covers discriminatory restrictions imposed only on foreign services
providers. When estimating the FDR index, we regard ‘licensing of banks’, *other
business of banks — insurance and securities’ and ‘expanding the number of bank-
ing outlets' as aspects that partially restrict the activities of both domestic and
foreign services suppliers, that is, as possible non-discriminatlory restrictions. As
such restrictions could still be imposed on foreign suppliers more discriminatorily
but could be removed at the same time for both domestic and foreign suppliers,
half of their weights are assigned for these restriction categories in calculating the
FDR index. Calculations reveal that the FDR. index for the Turkish banking sector
is 0,025."

To convert the index values into tax equivalents, we use the coefficients esti-
maited by Kalirajan et af. (2000) that quantify the impact of restrictions on trade
in banking services on the net interest margins (NIM) of banks."” The ad valorem
equivalent of restrictions is then calculated from the formula:
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NIM,

u

IOﬁ'[MM = HIM“]: 100* ("™ — 1)

where NIM, denotes the net interest margin under restrictions, N{M_“ the n:t.inler—
est margin under free trade and TR/ the value of the tra;lie restrictiveness mderx.
Based on this equation, we calculate the ad valorem taniff equivalent of restric-
tions in the banking sector measured by the FR index as 3.73 per cent. On the
other hand, the tariff equivalent of restrictions in the banking sector n'!easmud_hy
the FDR index is 1.85 per cent. These calculations reveal that the Turkish banking
sector as of 2005 was quite liberal. . ‘

Using the methodology outlined above, tariff equivalents of barriers to trade in
banking services were estimated by Kalirajan ef al. {ZCII{H]} for aklarg: nun:_lbcr of
countries using 1997 data. The results of these caleulations for EU countries and
Turkey are shown in Appendix Table A10.8. From lh:& table, we note that the ad
valorem tariff equivalents of restrictions in the bﬂnkmg‘sec:tur du_nng l:h:: 1990s
were 31.54 per cent in Turkey and 5.32 per cent in the EU countries. This ﬁggre
reveals that, as a result of restrictions in the banking sector, the price of banking
services in Turkey during the 1990s was 26.22 per cent higher than the average
price of banking services in the EL.

Maritime freight transportation

To assess the tariff equivalents of barriers to trade in the mari.l";‘mE freight transport
sector, we first calculate restrictiveness index values following the approach of
McGuire ef al. (2000) and Kimura et al. (2004). Appendix Tahic_hlllg shows
for maritime transportation services the restriction calegories, Iwe:ghls for them
and scoring for cach category.' The weights again show the importance of the
category in terms of how significantly the restriction of the category would limit
service suppliers from entering or operating in the market.”_In the table the restric-
tion categories are classified into *restrictions on commercial presence and cross-
border trade’ and ‘other restrictions’. The ‘restrictions on curmmercw_,] presence
and cross-border trade’ include ‘conditions on the right to fly the patmnal 1_1ag.1~
*form of commercial presence’, ‘direct investment in shipping service suppliers’,
*direct investment in onshore maritime service suppliers’, ‘p-q_:nnancnt n;mvemn:n!
of people’, ‘cabotage’ and *transportation of nur_t-mmm;rcmllcargo:_s i Un Fhe
other hand, *other restrictions’ include ‘port services”, ‘discretionary .1mpnfi1t1oi1
of restrictions, including for retaliatory purposes’, *United N_atii:-ns Liner Code’,
‘governmenl permits conferences’, “bilateral marilime services agrecments on
cargo sharing’, ‘composition of board of directors’ and ‘temporary movement of
people’. . . =
Appendix Table A10.10 reveals that the FR index x'a;_lue for 'Iturl.mh maqhm
transporiation services equals 0.5667. The corresponding restrictiveness m@ex
values for the EU eountrics estimated by McGuire ef al. (2000 for the pe:rmd
19948 are shown in Appendix Table A10.11. To convert these index values into
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tariff equivalents, we use the method employed by Kang (2000). He uses shipping
margins as a proxy for shipping price and defines shipping margins from country
i {exporier) to country f (importer), M, as:

M
i

g EXP

where M, represents the value of imports inclusive of cost, insurance and freight
(CIF) of country f, which are imported from country /, and EX, represents the
observed free on board (FOB) value of exports of country §, which are exported to
country f. Shipping margins, M, are assumed to be a function of bilateral restric-
tions (R ), distance between countries (D) and the scale of bilateral trade (5C,).
As R inclhudes the information on restrictions on both sides, that is, exporter’s
and importer’s, the equation determining shipping marging can be rewrillen as
follows:

In(M,)=C+a, In(R,)+a.In(R,)+ayIn(R, )+ ain(R, )+ BIn(D,) +yIn(SC,),

where R, and R, the restrictiveness indices in countries i and /, respectively., arc
divided into restrictions on commercial presence (£, and R} and other restrictions
(R, and R}(,}. Based on this equation, Kang (2000) estimates the price impac! of
restrictions on shipping margins for the case of developing economies as follows:

In(M,)=0.3388+0.1416In(R,)+0.0443In(R, )+ 0.001 1 In(D2,)
~0.004910(5C,).

To study the effects of EU integration, we consider the case in which the
degree of existing restrictions in Turkey is lowered to the level of the EU average
calculated from data provided by McGuire ef af. (2000). To obtain ad valorem
equivalents of restrictions in Turkey, shipping margins with existing restrictions,
My and shipping margins with restrictions at the average EL levels, M"I,m.
are first calculated based on the following equations:

Turkey

(M) = I0(M e )0 1416[I0 R~ RG] —0.0443[In RS, —In RS, ]

In(M?,,. )=In(M,,.)-0.1416[In R, ~InR%,]— 0.0443[In Ry, ~InRS,)

where M

Avcrapet

R veraye A0 R';qmq, de:nuif: the average of ll'llc shipping margins,
the average value of the restrictiveness index on commercial presence and the
average value of the restrictiveness index on other restrictions, respectively, over
the countries rq_'m‘i,ed it Iw_'!lcﬁuire ef al, (2000). Sinlailnri}r, Rter Fhuten Ry af'uj
Ry, denote restnictiveness index values on commereial presence and other restric-

tions in Turkey and the EU. The ad valorem equivalent is then calculated by the
formula:



254 Quantifving the impact of economic liberalization

(Muae =)= (Miq =D
(M, =)

Based on this equation, we calculate ad valorem tanff equivalents of restric-
tions in the maritime transportation sector, measured by the FR index, as 193.5 per
cent, taking as the benchmark the prices in Germany. Thus, the price of maritime
services in Turkey decreases by 193.5 per cent if Turkey adopts and implements
the EU rules and regulations on maritime transporl services,

Road freight transpartation

To estimate the ad valorem equivalent of barriers to trade in road freight serv-
ices we make use of the gravity model. We consider the approach developed by
Francois ef al. (2007). They use data on services trade that come from the OQECD
supplemented with published International Monetary Fund (IMF) balance of pay-
ments statistics. These data cover 178 countries for 10 years (1994-2004), and
they show trade with the world. Other country data (GDP, country populations)
are from the World Bank's World Development Indicators database. The authors
employ a two-step procedure. In the first stage they regress transport service
imports on the usual gravity variables: GDP per capita, population and distance.
As transport service data do not refer 1o bilateral trade data the authors construct
a measure of GDP-weighted distance to a hypothetical centre of the world. This
index of ‘centrality’ is then used as the distance variable in the first stage. In the
second stage they regress the residuals from the first stage on individual country
dummies. This second stage gives an indication of how protected individual mar-
kets are, and the authors then use the resulting coefficients to calculate the trade
costs in percentages of delivered prices, These costs are seen as relative protection
benchmarked against Hong Kong and Singapore, which the authors consider to be
the closest they have in the sample to free trade countries. The calculations reveal
that the ad valorem equivalent of barriers to trade in transport services is 41.05 per
cent, which we in the following consider as the ad valorem equivalent of barriers
to trade in road freight transport services,

Effects of liberalization

We predict that liberalization of trade in goods and services will remove the
distortions in the price system, which in turn will boost the economy's allocative
efficiency. As a side effect, this heightened efficiency will improve the country’s
investment climate. Investments will increase as well as foreign direct investment
(FDI) inflows. Consequently, the allocative efficiency gains from liberalization
will be boosted by induced capital formation. While investment increases above
its normal level the economy will experience a growth effect. All of these possible
developments are salutary for the material well-being of people in the long term. To
quantitatively assess these cffects we study first the implications of liberalization
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on the tel:cnmmanic:,aliuns. electricity, natural gas, banking, maritime freight
transport and road frelghtl transport sectors of the Turkish economy, and thereafter
concentrate on an analysis of the trade effects of economic liberalization,

Estimated benefits of liberalization through harmonization

Tu_ estimate the benefits of liberalization through harmonizing rules and regu-
la,tm_ru:'wc consider the case of a particular sector, namely electricity, in some
detail." This approach is then applied to other sectors in a similar way.

In the case of electricity, we compare the Turkish economy in a base case with
the case when Turkey liberalizes completely in the sector, As the base case we
mnls:dcr the Turkish economy with the rules and regulations as they prevailed
dum}g the 1990s, when Turkey's electricity sector was not liberalized. Next we
consider lhlc case when Turkey liberalizes the electricity sector by adopting and
mp]:mmlmg all of the rules and regulations of the most liberal countries in the
EU. Her:l we refrain from explicit consideration of the problems of implementa-
tion over time, and assume that, once the electricity sector acquis is adopted, lib-
eralization of the sector is achieved, This is a grand simplification, but it permits
the analysis to be performed rather easily. :

Frui_'n the .-;;cc:iun on barriers to trade in different service sectors we know that
the tariff equivalent of barriers to trade in electricity services in Turkey during
the Iil_!lﬂs was 20.7 per cent. On the other hand, the tariff equivalent of barriers to
trade in electricity services in the United Kingdom and Sweden, the benchmark
countries, was zero per cent during the 1990s. One could thus infer that, as a result
of the n:gulnlfury regime implemented in Turkey during the 1990s in the electricity
sector, the price of electricity services during the 1990s was 20.7 per cent higher
1r:i'1:m the price of electricity services in the United Kingdom and Sweden. A change
in the Turkish regulatory regime to that of the United Kingdom or Sweden would
thus decrease the price of electricity services by 20,7 per cent. Given this change
in 'J.": price of electricity services resulting from the change in Turkey’s regulatory
regime, one could then compute the change in Turkish consumer surplus as a
measure u:fthc welfarc effect of liberalization from information on the consum-

ers’ clm:llnlcily demand schedule.™ However, electricity services are intermediate
cn:mmudltlcs that are used in the production of other commodities, Therefore
prices uf_ other commeodities in the economy will change as a result of the chang::
in the price of electricity services. To study the welfare effects of liberalization
one ]:u_as to consider not only the change in consumer surplus due to changes i:;
the price of electricity services but also the changes in consumer surpluses due to
changes in the prices of other commaodities.

_Tn analyze the effect of the change in the price of electricity services on the
prices of other commoditics we consider the 1998 input-output table for Turkey,
which consists of 97 sectors and in which clectricity is sector 69. Let A be Hu:
97 % E_i? matrix of input coefficients. Given A, form the 96 x 06 input matrix B by
deleting the sixty-ninth column and the sixty-ninth row referring to the electricity
scctor. Denote the sixty-ninth row of A where the sixty-ninth column element
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has been deleted by e. Let p be the 196 price vector of the 96 commodities,
excluding the electricity services sector, and va the corresponding 1x96 umil
gross value added vector. The price equations in the economy can be writien
as p=pB+p.e+va, where p, denotes the price of the electricity services. Hence
we have p=pe(1-B) '+va(l-B) . Note that base year domestic prices of all
commodities equal unity in the input—output table. Given the tariff equivalent of
barriers to trade in electricity services denoted by t we can write the price equation
in the electricity sector as 1 =p(1+7). Thus we have p,=1/(1+(). Hence, given
the new price of electricity services that will prevail in Turkey after it adopts and
implements rules and regulations similar to those in the United Kingdom _a_rbd
Sweden, p_. we can determine the equilibrium prices of the other %6 commaodities
from the above relation,

Given the new equilibrium price vector p, form the 1x97 price vector as
a=(p p.). Let CON be the 96 = | consumption expenditure vector obtained from
the 1998 input—output table by deleting the value of the consumption of the e:h?c—
tricity services sector, and con, be the value of the consumption of electricity
services. Form the 97 * 1 consumption vector as;

CONS =[ ik ]
C-ﬂ?‘l-

Letting u denote the 1% 97 unil vector, we can express the value of total con-
sumption expenditure evaluated at base prices as C=wCONS. The value of total
consumption expenditure evaluated at the prices that will prevail afier Turkey
adopts and implements the EU rules and regulations in the banking services seclor
can be computed by the relation C*=mxCONS. The effect on consumer welfare
can now be calculated as:

(C-C*00/C*

Hence, with the new price of electricity services, we observe that the welfare of
Turkish society will increase by 0.6458 per cent. Given that consumplion formed
80.834 per cent of the 1998 Turkish GDP, the percentage change in the welfare of
society is equivalent to a 0.522 per cent increase in real GDF. k _

Table 10.6 shows the tariff equivalents of barriers to trade in various service
sectors and network industries prevailing in the latter half of the 1990s in Turkey,
as well as the tariff equivalents for the year 2005, The table also shows the tariff
equivalents in the EU or in some benchmark countries of the EU during the lal.lf'.:r
half of the 1990s. Finally, the last column shows the tariff equivalents used in
the present study when evaluating the effects of the liberalization of services and
network industries within the context of economic liberalization. ,

Using the approach adopted for analyzing the effects of the liberalization of
electricity services on other sectors, we note the percentage change in GDP as a
result of the liberalization of banking, telecommunications, maritime 1mnsporlh
road freight transport, electricity and natural gas services will be as reporied in
Table 10.7.
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Table 10,6 TarifT equivalents of barriers to trade in services and network industries in

257

Turkey and the EU (%)
Net Tariff eguivalent
Turkey ELS effect int frade with the
end ol endof endof Turkey EU EL used in this
1900s 10005 J9%0s 2005 2005 sindy
Banking 3154 532 26.22 173 - 2622
Telecommunications 33,53 Q.00 3353 274 - 13,53
Maritime - - - 19350 — 193,30
transportation
SErvices
Road transporiation - - - - 41.05
SErVICEs
Electricity 20,70 0.00 2070 = 20,70
Matural gas - - - L # 5a Gl

Seurces: Own calculations, Findlay and Warren (2000} and Francois e al. {2007).

Mote
Tari T equivabents for the EU a1 the end of the 19905 in telecommunications and electricity refer to

those of Finland and the United Kingdom. Tariil equivalents for road transport services are obtained
from Francois er al. (2007).

Estimated benefits of liberalization via increased trade exposure

To study the trade effects of economic liberalization within the context of the
possible accession of Turkey to the EU, we consider the gravity equation:

[+ inX)i2]= P+ £, In[ EX] + B ln[ YY)+ §,InGD+B,Z+e

where X, are the exports from country § to country j, ¥, is the GDP of country i, Y™
is the GDP per capita in country i, GD is the geographical distance, Z refers to the
additional vector of variables and € stands for the error term.

Estimates of the various gravity specifications based on data for the EU-15
countries and Turkey are presented in Table 10.8, which suggesis that the graviry
equation explains at least 90 per cent of the variation in 1989-2004 data* Panel
income elasticity of average trade flow is positive and statistically significant as
expected, ranging between 0.8 and 0.96. GDP per capita also contributes posi-
tively to trade. Geographical distance between countries has a significant negative
coefficient estimate in all specifications, Existence of a common border implies
higher trade between countries,

Among the specifications presented in Table 10.8, ordinary least squares (OLS)
forms a good basis to generate forecasts of trade flow between Turkey and the
EU-15 countries because it includes practically all conventional constituents of
a gravity equation, with the expected impact coefficients and adequate statistical
significance. Moreover, this specification includes country-specific controls for
Turkey.
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Tahle 10,7 Effect of liberalization of services and network industries on gross domestic
product (GDT'} in Turkey

Service Change in GOF (%3
Banking 2.402
Telecommunications 0448
Maritime transpostation 0514
Foad freight transportation 2,489
Electricity 0.522
Matural gas 0067

Source: Own ealculations.

The estimate of the gravity equation obtained above is used to make forceasts
of bilateral trade for Turkey with the EU-15. We compute thel b1|5at_.:ra1 flows for
Turkey with each of the EU-15 countries and aggregate the mdwmulml Hmr«-fs to
ohtain the aggregate view of trade between Turkey and the EU-15. This speciica-
tion includes all explanatory variables except for the common i:!order dumimy.
This omission is not vital as Turkey has no common hurderl with any EU-llj
country except Greece. The forecasts are presented for the perind 1996-2005 in

e .
Tab\:-?hlife computing the forecasts, the only estimated mcfﬁnl:ien! that was tailored
was the coefficient for the Turkey dummy. No other prior Jydgemcnts WeTE
imposed on the everall setup. One can recall that the cnef_’ﬁc:ent sign of the Turkey
dummy is negative in the OLS (2) specification. This indmall.es that trade valuesi of
country pairs including Turkey are lower than lhus".-' emlcludm £ 'Turke;f. h:f:astsmg
of Turkey to (he EU can be expected to address this disadvantaged situation an
improve Turkey 's trade with the union. Cunsequcnlly,i_i‘rcmefﬁmml of l.hl:_Tu:key

dummy is taken as zero in computing forecasts. In this way, the assumption t‘!-:at

Turkey’s trade with the EU economy will reach the current intensity of intra-EU
ws is facilitated.

lm?;c::sing on the 2002-5 time period, the hyp-utiwsisl:ed accession of Turkey to

the EU yields an extra volume of trade, which is equivalent on average to 3.59

per cent of Turkey’s GDF. Following Frankel and Rose 920_[!21 this is at least

equivalent to a 1.2 per cent increase in the Turkish per capita income,

Epilogue
The ten chapters of this book cover issues related to lib.-ernllizali-._'m of fore'f £n trgde,
liberalization of FDI and the role of regulatory institutions 1n trade 1|Ih-era1|za-
This book shows that economic liberalization, whether pursuf:li unﬂat:;:rdally,
i ionally, has beneficial effects for the country under considera-
:?;:I:L!?;e pmr:i;: ;cﬁ:::lia‘: zroas-chack on the results, r._-:ms_ider the UEC_D (2005b)
study. which quantifies the benefits that arise from s1gmﬁcefm rcdu{ctmns of Ithc
barriers that inhibit product market entry, FDI and trade in OECD countries.

tiom.

Tabfe I'0.8 Gravity equation estimates

Ramdom effects GLE

(A2

Random effects GLS

(A5

OLS (42)

OLS (A1)

—12.41714 [-6.111803]

~11.52878 [-5.511467]

-9.488522 [-13.12622]" -12.32887 [-16.54704]

Constant

0.93844 [20.77914]

0961756 [21.23487]
0.029293 [0.333312]
~0.BTOB32 [-7.801302]

0.818938 [86.76206]
0.21013 [6.237921]

0.837095 [87.04632]

0.104796 [3.136588]
-0.943771 [-38.65429]

Log real product GDP

0.061381 [0.700540]
=0.758538 [-6.T86132]

Log real product GDP per capita

Log distance

~0.761815 [-26.40042]
0.485018 [10.95026)

0361623 [4.312924]
0.013697 [3.511987]

Common border
Time trend®
Turkey!

0.013862 [3.511735]
—0.650494 [-0.913367] 0626695 [-0.904451]

0.013852 [4.515573)
~0,390682 [-5.591877]

0.017455 [5.529738]
0532389 [-7.492635)

0.50392 [6.712375)
| GR9-2004

105
0905318

0.500977 [6.731960]

1GE9—2004

105

1476349 [5.44903 1]
19892004

105

0.469746 [5.192272]

1989-2004

105

Turkey 0204 (20024 period)”
Sample (time dimension)

Sample (number of cross-sections)

R-squared

0513834 (898155

0907655

Source: Own caleulations.,

Motes

For the cross-section standard crmors and variances, the White procedure, with

been obtained through Swamy and Arora estimator.

OLS, ordinary least squares,

GLS, generalized least squares;
a Component variances have

degrees of freedom correction, wis used,
b r-statisties are displaved in square brackets.

¢ Time trend is defined over each cross-section such that it has 2 unit increment cach year.

d Turkey dommy controls the trade pairs involving Turkey.

¢ This controls the post-2001 episode for the trade pairs invelving Tarkey.
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Table 10.9 Forecast of Turkish trade with EU-135 (1996-2003)

Actual trade Forecasi frade” GDF

frillion [ISS) tmillion LISS) {million LSS
1996 15,843.16 16.,200.20 181,051.10
1997 I7,148.11 1749682 VES, 164,60
1998 17,904,732 18.217.73 199,633 80
1999 1731440 17,742.43 163, 823,40
2000 19.570.38 18,E62.05 19926730
201 16,938.80 17,591.24 145,243.60
2002 20,339.64 31,315.30 183,E68.30
2003 2762367 31.717.66 240,375.80
2004 3742458 46,216.75 302,785.80
2005 40,630.98 49.962.69 363,299,590

Mo
& The forecast figures have been obained by using the OLS (A1) specification in Table 10,8 No
calibrations were madc to the estimated cocfficients.

The study identifies across the OECD the countries with a regulatory framework
most supportive of good economic performance and evaluates what economic
benefits would materialize if other countries aligned their frameworks with ‘best
practices”. The relaxed barriers include competition-restraining product market
regulations, obstacles to FDI and tariffs. It tums out that the benefits from such
liberalization are substantial. On average, reducing barriers to trade, investment
and competition could increase the level of GDP per head over the medium term
by some 3 per cent in each of the main OECD regions, and for the OECD as a
whaole GDP per capita would increase by 2-5 per cent. In particular for Turkey, the
effect of bilateral tariff reductions is 1 per cent, the effect of relaxing obstacles to
FDI 0.3 per cent and the effect of regulatory reforms 3.1 per cent. Thus the overall
effect of liberalization for Turkey according to the OECD (2005b) amounts to a
4.7 per cent increase in GDP per capita,

Although economic liberalization is beneficial for countries, it also imposes
costs, which may vary depending on the type of economic liberalization adopted
{unilateral, multilateral or regional). The costs for Turkey have been particularly
high in the case of the elimination of technical barriers to trade (TBT), discussed
in Chapter 3, and they will be considerably high in the cases of adjusting to EL's
banking, maritime freight transportation and road freight transportation acquis.

Trying to eliminate the TBTs following the EU approach, the Turkish public
sector incurred considerable adjustment costs associated with adopting the EU's
technical legislation; establishing institutions required for the efficient functioning
of quality infrastructure such as the Turkish Accreditation Agency (TURKAK),
the National Metrology Institute, and market surveillance authorities; training
and employing a sufficient number of gualified and experienced staff with the
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necessary professional integrity to be employed in those institutions: ir-
ing lhc fechnica] infrastructure (laboratories, cars, fuel) mquimds.f::i?ﬁogi:gt
functioning of the system. Although substantial progress has been achieved by
Turkey between 1995 and 2009, the task is still not complete. Additional adjusi-
ment costs must be incurred. Turkey has incurred these costs with the hope of
becoming a full member of the EU, and they were considered the unavoidable
costs cln“ EU accession. But as the chances of ELJ membership have decreased
over lime, doubts have arizen in Turkey as to whether the strategy adopted 1o
e]_:mlmat: THITs by following the EU approach has in fact been the right strategy,
S’m.ﬂf” mnslndcmtimﬁ apply also to the costs of adopting and implementing lhl:l
maritime freight transportation acquis discussed in Chapter 8 and the road freight
transporiation acguis discussed in Chapter 9.
Erom the l_minl of view of a neighbouring country of the EU with no hape
u_:rf I?U accession the optimal economic liberalization stralegy is to acquire the
institutions for rnning a successful market economy and to follow the *universa)®
principles of sound economic policy discussed in Chapter 1, The neighbouring
country of the EU could achieve these goals by adopting and implementing that
part of the acquis which may be considered as pro-growth — all of the directives
@dlreg:ulaﬁans that will help the neighbouring country to acquire the high-qualit
ingtitutions for running a suceessful market economy and to follow the ‘tmiqv:rﬂm}:
principles of sound economie policy.” On the other hand, the current Turkish EU
pu:!hcy of :nn-ying on with accession negotiations, however long the negotiations
might take, remains as the best strategy for Turkey, as long as Turkish policy
makers perceive the chances of the country’s eventual EU membership as quite
hi _gh. But during the period when accession negotiations take place, Turkey could
still concentrate its efforts on adopting and implementing the pro-growth part
of the acquis and leave the adoption and implementation of the other part of the
acquis for later periods when the prospects of EU accession improve. This kind

of policy would provide a plan B in case the accessi . :
point in the future. 85100 nepotiations fail at some



Appendix

Tuble A10.1 The foreign restrictiveness index: restrictions on the fixed-line sector in
Turkey. 2005

Weight  Scoring  Score  Category
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Restrictions on commercial presence
Licensing of fixed-line services
{a) Regional line service
Mo new licence allowed
Licences are issued through complicated {discriminately)
and costly procedures
Licences are generally issued with application fee and
several requirements
Licences are generally issued with application fee
Licences are automatically issued upon application without
any cost
(b} Domestic long-distance line service
Mo new licence allowed
Licences are issued through complicated (discriminately)
and costly procedures
Licences are generally issued with application fec and
several requirements
Licences are generally issued with application fee
Licences are automatically issued upon application without
any cost
{c) International line service
Mo new licence allowed
Licences arc issued through complicated (discriminately)
and costly procedures
Licences are generally issued with application fee and
several requirements
Licences are generally issued with application fee
Licences arc actomatically issued upon application without
any cost

Form af commercial presence

{a) Regional line service
Measures that restrict or require a specific type of
establishment
Mo restriction on establishment

(b} Domestic long-distance line service

Measures that restrict or require a specific type of
establishnent

Mo restriction on establishment

{c) International line service
Measures that restrict or reguire a specific type of
establishment
Mo restriction on establishment

Weight  Scoring  Score  Cavepory
.20 Direct investment: equity parifcipation peraitted
0.00  The score is inversely proportional to the maximum equity
participation permitted in an existing domestic company
a.io Divect investment; restrictions on certain types of services
100 Restrictions on providing some types of telephone service
0.00 0.00  No restrictions on providing any type of telephone service
oo Joint venture arrangements
1.00 Issues no new licence and no entry is allowed through a
joint venture with a domestic company
0.50 Foreign company can enter only through & joint venture
with a domestic company
0.00 0,00 Mo requirement for foreign companies to enter through a
Jjoint venture with a domestic company
o.02 Permanent movement of people
1.00 No entry of executives, senior managers andfor specialists
0LED Executives, specialists and/or senior managers can stay for
up to 1 year
060 Executives, specialists and/or senior managers can sty for
up to 2 years
a0 Executives, specialists and/or senior managers can stay for
up to 3 years
020 Executives, specialists and/or senior managers can stay for
up to 4 years
000 000 Executives, specialists and/or senior managers can stay for
a pericd of 5 years or more
(Mher restrictions
o0 Third-party resale of lease fine
1.0 Resale is not permitied
.00 000 Resale is permitted in any market
0.05 End-user tariffl
1.0k End-user tariff is determined by rate of return regulation
0.50 0.50  End-user tariff is determined by price cap established by
the authonty
0.04 End-user tariff is determined by market force (no
repulation)
005 Regulation of metwork interconnection
1.0 Interconnection is completely regulated by the authority
0.50, 0.50  Interconnection is determined by private negotiations in
peneral, but peneral terms are determined by the authority
0.00 Interconnection is completely determined by private

negoliations (no regulation)

Comtinued on next page.



Welgh'  Scoring Score  Categary Tahle A10.2 ;?;anreim restrictiveness index: restrictions on mobile services in Turkey,
.05 Marker structure - - -
(a) Regional line service Weight  Scoring  Score  Category
1.00 1.00 Monopoly Restrictions on commercial presence
000 Competition among plural providers 0.20 Licensing of mobile phone services
13 (b) Domestic long-distance line service 1.00 Mo new licence allowed
14 1.00 Manopoly 0.75 Licences are issued through complicated (discriminately)
i o : amd costly procedures
3 0.00 0,00  Competition among plural providers . ) . o
: 0.20 0,20 Licences are generally issued with application fee and
] (c) International linc service several requirements
i 1.0 Monopaoky 0.10 Licences are generally issued with application fee
i1 000  0.00 Competition among plural providers .00 Licences are automatically issued upon applicatin without
1 0.0 Composition of board of directors P
£ 0.00  The score is inversely proportional to the percentage of the o0 Form of commercial presence
d board that can comprise foreigners 1.00 Measures that restrict or require a specific type of
i establishment
i i T e ﬂfmpff : .00 0.00 Mo restriction on establishment
1 1.00 Mo temporary entry of executives, senior managers and/or
1 specialists Q.20 Diirect investment: equity participation permitted
i 0.75 Temporary entry of exccutives, specialists and/or senior 0.00  The score is inversely proportional to the maximum equity
g managers for up to 30 days participation permitted in an existing domestic company
i E 0.50 Temporary entry of executives, specialists and/or senior
:;!L managers for up to 60 days ) 0.1 Dirvect investment: restrictions on certatn types of services
1 0.25 Temporary entry of executives, specialists andior senior 1.00 Restrictions on providing some types of telephone service
b R o i o) T 8 : 0.00 0.00 Mo restrictions on providing any type of telephone service
1 0,00 0.00 Temporary entry of executives, specialists and/or senior
: q managers for over 90 days a0 Joint venture arrangements
5 - : no new licence and no entry is allowed throogh a
i ESRTRe R I RERE gy ;iﬁfmm with a domestic c:ml:]fmn:.r o
‘ E 0.50 Foreign company can enter only through a joint venture
él. with & domestic company
§ (.04 0.00  No requirement for foreign companies to enter through
joint venture with a domestic company
{ 0.02 Permanent movement of peaple
' 1.00 No entry of executives, senior managers and/or specialists
| 0.80 Executives, specialists and/or senior managers can stay for
up to 1 year
0.60 Executives, specialists and/or senior managers can stay for
7 up to 2 years
_._' .40 Executives, specialists and/or senior managers can stay for
it up to 3 years
- 020 Executives, specialists and/or senior managers can stay for
up to 4 years
000, 000 Executives, specialists and'or senior managers can stay for

a period of 5 years or more

Cantinued on next page.




Feight  Scoring  Score  Categary
Orther restrictions
003 Regulation of interconnection between fived-line and
maobhile or between mobiles
1.00 Interconnection is completely regulated by the authonty
0.50 (.50 Interconnection is determined by private negotiations in
general, but general terms are determined by the authority
0.0 Interconnection is completely determined by private
negofiations (o regalation)
oo End-user tariff
1.00 End-user tariff is determined by rate of retum regulation
0.50 End-user tariff iz determined by price cap established by
the authority
0.00 0.00  End-user taniff is determined by market force (no
regulation)
003 Allpcation af radio spectrum
1.00 Allocation is discriminately decided by the anthority
0.20 Allocated by avction with application fee
0.10 Allpcated by anction without application fee
0,00 0,00 Radio frequencies are obtained with mobile services
o035 Marker structure
1.0 Monopoly
0.00 0.00  Competition among plural providers
0.02 Compaosition of board of directors
0.00  The score is inversely proportional to the percentage of the
board that can comprise foreigners
ol Temporary movement of people
100 Wo temporary entry of executives, senior managers and/or
specialists
0.75 Temporary entry of executives, specialists and/or senior
managers for up to 30 days
0.50 Temporary entry of executives, specialists andfor senior
managers for up to 60 days
0.25 Temporary entry of executives, specialists and'or senior
managers for up to 90 days
0.00 0,00  Temporary entry of executives, specialists and'or senior

managers for over 90 days

Source: Kimura ef al. (2003).

Table AT.3  The foreign restrictiveness

2005

index: restrictions on internet services in Turkey,

Weighi

Sreoring

Seore

Catepory
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1.0D
0,75
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000

1.00

(.00

1.00

0.00

1.00

0.50

000

1.00
0.80

0.60

10

0.00

.00

0.00

0.00

Restrictions on commercial presence
Licensing of internet services

Mo new licence allowed

Licences are issued through complicated
{discriminately) and costly procedures
Licences ere generally issued with applica-
tion fee and several requirements

Licences are generally issued with applica-
tion fee

Licences are automatically issued upon
application without any cost

Form of commercial presence

Measures that restrict or require a specific
type of establishment

Mo restriction on establishment

Direct investment. equity participation
permitted

The score is inversely proportional to the
MAXUTUM equity participation permitted in
an existing domestic company

Direct frivestment: resirictions on certain
tepes of services

Restrictions on providing some types of
intemet service

No restrictions on providing any type of
internet service

Joint vemiure arrangemenis

Issues no new licence and no entry is allowed
through a joint venture with a domestic
company

Foreign company ean enter only through a
Juint venture with a domestic company

No requirement for foreign companies to
enter through a joint venture with a domestic
company

FPermanent movement of people

Mo entry of executives, senior managers and!
or specialists

Executives, specialists and/or senior manag-
ers can stay for up to 1 year

Executives, specialists and/or senior manag-
ers can stay for up to 2 years

Continmed on next page,



