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Introduction
wing to the EU-Turkish customs union, there is already a considerable
degree of convergence between Turkey and the EU in the area of trade.
In fact, Turkey is the only candidate country that has a customs union
with the EU. Therefore at least with respect to trade in goods, Turkey
is almost part of the Single Market. The future challenge in terms of enhancing
the present state of trade integration is two-fold. First, the present customs union
needs to be deepened by refining the arrangements and addressing its shortcomings.
Second, the degree of trade integration can be widened by incorporating hitherto
excluded areas such as services and agriculture in the customs union.

O

The Customs Union: Overview and Assessment
The EU-Turkish customs union came into effect on 31 December 1995. It
represents the culmination of a long-standing relationship between the two parties
and successfully solidifies 40 years of commercial association. This long historical
relationship, combined with the unique status of a customs union between an
existing regional trading block and an independent country, have contributed to
the establishment of a successful, but also highly complex regional arrangement.
The customs union agreement (hereafter also referred to as the ‘1995 agreement’)
is not restricted to conventional border controls, but moves significantly beyond
that by addressing areas of regulatory or deep integration. This depth of integration
has been instrumental in both furthering the two parties’ commercial association
and paving the way for full membership in the future. Yet the very structure of
the arrangement also limits the realisation of the full benefits of integration
between the EU and Turkey. Indeed, alongside its depth of coverage, the customs
union agreement also includes a number of serious discontinuities in policy focus,
partial policy treatment of potential problem areas and a continuation of various
holes and loopholes in the parties’ bilateral commitments.
More specifically, the EU-Turkish customs union required that apart from the
bilateral liberalisation of industrial tariffs and the alignment of external industrial
tariffs, Turkey was obliged adopt the Community legislation, with respect to the
elimination of technical barriers to trade, the protection of competition and the
administration of border procedures including rules of origin. Turkey was also
required to adopt the Community’s commercial policy towards third countries,
including establishing free trade areas with all the EU’s preferential partners,
implementing various sectoral provisions (such as measures covering textiles and
apparel) and ensuring compatibility with international agreements for the protection
of intellectual property rights. This substantial alignment of regulatory regimes
not only deepens integration between the EU and Turkey, but also strengthens
potential gains. Against this depth of integration, however, the 1995 agreement
also allows for the continuation of contingent protection (anti-dumping and
countervailing duties) and safeguards – which is in marked contrast to the Europe
Agreements where trade defence measures are eliminated. Further, it retains
significant leeway for the continuation of various technical barriers to trade and
continues to exclude agriculture. A more detailed presentation of the principal
components of the customs union is given in Box 1.
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Box 1. Policy components of the EU-Turkish customs union
Measures dealing with traditional integration
The EU and Turkey were required to eliminate all customs duties and charges having an equivalent
effect on industrial imports between them, as well as the industrial component in the tariffs of
processed agricultural imports. Further, Turkey was required to harmonise its external tariffs for
industrial products towards countries that do not participate in the EU’s common external tariff
(CET).
Measures related to traditional integration having non-traditional implications
Turkey was required to adopt all free trade agreements with the Community’s preferential partners
by January 2001. While these agreements are perfectly justifiable in achieving further alignment
to the EU’s CET, they have also required a sophisticated system for their administration. In effect,
Turkey has been required to adopt the EU’s customs provisions in the fields of origin of goods,
customs valuation of goods, introduction of goods into the territory of the customs union, customs
declaration, release of goods for free circulation, suspensive arrangements and movement of
goods. Further, the 1995 agreement requires the elimination of all quantitative restrictions or
measures having an equivalent effect in the bilateral trade for industrial products and the adoption
by Turkey of the EU’s commercial policy with regard to common rules for imports and the
administration of quantitative quotas. These measures have particular significance in the area of
textiles and wearing apparel, where EU quotas against Turkish imports are to be eliminated and
Turkey is to adopt the EU regime towards third countries.
Measures dealing with deep integration
Turkey was required to incorporate into its internal legislation all the Community instruments
dealing with the removal of technical barriers to trade. It was further required that Turkey adopt
EU rules concerning the protection of competition. These include measures dealing with pure
competition disciplines as well as state aid to industry. A final, but less strict integration provision,
required that Turkey ensure the adequate and effective protection of intellectual, industrial and
commercial property rights as specified under the agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS).
Measures dealing with exemptions and exclusions
Despite the substantial liberalisation and harmonisation in the foregoing areas, the 1995 agreement
also allows for a number of exemptions and exclusions in the commercial relations of the two
parties. The first and obvious area is agriculture. The agreement makes no provisions regarding
the Community’s common agricultural policy and excludes agricultural products from the
arrangement. The second area concerns trade defence measures. Under the agreement both parties
can initiate, investigate and impose anti-dumping and countervailing duties in cases where trade
practices do not conform to the correct functioning of the customs union. The third and final area
is safeguards. If serious disturbances occur in a sector of either of the two parties, then that party
may take necessary protective measures.

Despite its complex character, the EU-Turkish customs union has developed to
represent the most concrete point of reference in the two parties’ commercial
relations today. Indeed, the arrangement has managed to significantly enhance
bilateral market access, progress the harmonisation of regulatory structures and set
an institutional framework for cooperation. Most importantly, the customs union
represents Turkey’s first step towards full integration into the EU Single Market.
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In terms of its economic impact, so far, the customs union has been positive. In
understanding this, one has to keep in mind that the EU had already opened its
markets for Turkish exports long before the customs union agreement was
concluded.1 That is why the customs union itself has not caused a major shift in
relative trade shares between the two parties. The EU has been a key trading
partner for Turkey ever since its inception in the late 1950s and the customs union
agreement did not noticeably increase the share of Turkish exports going to the
EU (Figure 1).
Figure 1. The EU’s share in Turkey’s exports and imports

Nevertheless, the volume of bilateral trade has considerably increased over the
last decade, especially following the completion of the customs union. As illustrated
in Figure 2, bilateral trade has grown dramatically since the 1990s, with both
exports and imports more than doubling over the last ten years. That is what one
would expect given the fact that the main effect of the customs union was to force
Turkey to further liberalise its foreign trade (Turkey’s external rate of protection
had been much higher than that of the EU (as embodied in the CET).
Figure 2. EU-Turkish bilateral trade ($ million)

1

The EU had been gradually reducing industrial tariffs against Turkey throughout the 1970s and 1980s, so that by early
1990s tariff barriers only remained on a few sensitive products.
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Economic theory shows that a customs union can act like a double-edged sword.
On the positive side, the elimination of tariffs among the two partners should
lead to additional trade, which can be welfare enhancing if it replaces high-cost
domestic production with low-cost imports from (trade creation). But if tariff
barriers with respect to the rest of the world remain high, there is also a danger
that the resulting additional trade between partners would replace lower-cost
imports from the rest of the world (a so-called ‘trade diversion’). It is the relative
weight of these two effects that will determine the overall impact of the customs
union.
The data available for the EU-Turkish case generally suggest that there has been
considerable trade creation, but little trade diversion. As shown above, the strong
increase in bilateral trade relations has not been at the expense of trade with the
rest of the world since the EU’s share of Turkish exports has remained roughly
constant. Stronger bilateral trade has thus been accompanied by stronger trade
growth overall (for Turkey). This combination translates into important welfare
gains for Turkey.
It is estimated that the bilateral liberalisation of industrial tariffs alone has benefited
Turkey at around 1% of GDP.2 Further liberalisation towards third countries and
adoption of free trade areas has also led to important gains. Estimates suggest
that harmonisation with the EU’s common external tariff has led to an additional
0.5-1% of GDP.3 Most importantly, deep integration measures such as harmonisation
with EU technical regulations have further enhanced market access. Estimates
of the gains are not as strong as those obtained through traditional integration,
but it is suggested that Turkey has gained around 0.5% of GDP from harmonisation
with EU technical regulations.4 These are important gains and should be strongly
emphasised. Nevertheless, as already argued, the realisation of full potential is
still limited. More specifically, contingent protection continues to represent a
serious barrier in bilateral market access. Estimates suggest that the continuation
of EU anti-dumping duties have led to welfare losses of up to $70 million for
Turkey.5 These are non-negligible losses. Equally, in the area of technical barriers
to trade, Turkish exports produced under European specifications continue to be
restricted owing to the EU’s lack of recognition of certain Turkish certification
procedures. If Turkey’s certification procedures were to be recognised by the
EU, then the gains from the abolition of technical barriers in this area could reach
up to 0.8-1% of GDP.6
Table 1 recapitulates and compares the EU’s share in the total exports of some
accession and candidate countries for 2002.
2

See G. Harrison, T. Rutherford and D. Tarr (1996), The Economic Implications for Turkey of a Customs Union with
the European Union, Policy Research Working Paper No. 1599, World Bank, Washington, D.C.
3
Ibid.
4
See Y. Zahariadis (2004), “The Economic Implications of Deep Integration in the EU-Turkey Customs Union”,
unpublished Ph.D. thesis, University of Sussex.
5
Ibid.
6
Ibid.
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Table 1. EU’s share in total exports of accession and candidate countries

Source: IMF DOT statistics (2002).

As can be seen, the EU’s share in Turkey’s exports is slightly less than that of a
number of other countries. But the difference is marginal and essentially the result
of Turkey’s more diversified foreign markets. A similar picture prevails on the
import side as well (Table 2).
Table 2. The EU’s share in total imports of some accession and candidate countries

Overall, therefore, we could argue that the customs union represents an important
milestone in EU-Turkish commercial relations, as well as an arrangement with
significant potential for furthering integration. A number of areas contribute to
this, including substantial overall liberalisation, the external liberalisation of tariff
regimes and the significant alignment of regulatory structures (technical barriers
to trade, competition policy, customs administration and intellectual property
rights). The full realisation of the customs union’s integration potential, however,
is still restricted by a number of remaining policy barriers: technical barriers to
trade remain partially addressed; trade defence measures and safeguards also
continue, along with barriers in external trade policy.
The asymmetric nature of the integration between the two parties in turn creates
the possibility for a substantial policy conflict. By going deeper in some areas,
while restricting others, the EU and Turkey have faced and will continue to face
harmonisation inconsistencies, which raise serious questions about the future of
the arrangement. Our next section considers some of these areas and shows that
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despite inconsistencies, the dynamics of the EU-Turkish customs union point
towards the direction of deepening integration.
Before ending this section, we should also highlight the ever-present perception
problem related to the customs union in Turkey. The customs union has become
the rallying point for all the anti-EU and anti-globalisation campaigns in Turkey.
The Turkish-EU trade deficit is depicted by mercantilist and populist circles as
a net loss to the country. As a result, the public perception of the customs union
is generally a negative one. It is seen as a price Turkey had to pay for enhancing
its ties with the EU. A more concerted effort by government circles, the business
community and civil society as a whole is definitely needed to improve the public
image of the customs union. There are, we believe, lessons to be drawn from this
experience as to the future of trade integration between the two sides. Additional
steps must be accompanied by a pertinent communications campaign, which
would aim at explaining to the public at large the reasons, the possible impact
and the expected gains from this endeavour of economic integration.
Deepening the customs union
External trade policy
As described in more detail in the previous section, the customs union has been
a catalyst in Turkey’s integration with the EU and more generally with the global
economy. Our general evaluation of the Turkish-EU customs union is a positive
one. It is believed to have been a welfare-enhancing form of trade integration
dominated by trade creation. Yet the dynamic effects have proven to be more
important than the purely static effects. In more concrete terms, the customs union
has helped the transformation of Turkish industry by introducing stronger
competition and accentuating the need for gaining a competitive edge, which led
to improvements in productivity. It has also assisted in the rationalisation of the
industrial structure, whereby domestic industries sought ways to integrate with
global webs of production and distribution. It has further contributed to the
modernisation of Turkey’s economic legislation and therefore to its business
environment. These are all factors that reveal the beneficial effects of the customs
union.
As to the drawbacks of the customs union, there are two major issues that came
to the fore in the past. The first one relates to the inconsistencies between the
trade policies of the two sides. As a result of the customs union, Turkey proceeded
with the harmonisation of its commercial policy with that of the EU. That meant
concluding a number of free trade agreements with the countries with which the
EU had made similar agreements in the past. Table 3 shows the trade impact of
these agreements.
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Table 3. Impact of free trade agreements on Turkey’s foreign trade
($ thousands)
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Source: Undersecretariat of Foreign Trade.

It can be seen from this table that these preferential agreements contributed to a
growth in Turkey’s trade volume. The growth in trade with these countries has
been higher than Turkey’s growth in its trade with the rest of the world. As a
result, the share of these countries in Turkey’s trade has been on the increase.
Whereas these countries’ share in Turkey’s total imports was 7.9% in 1997, it
increased to 8.4% in 2001. Similarly their share in Turkey’s exports, which stood
at 5.7% in 1997, increased to 8.6% in 2001. The share of these countries in
Turkey’s trade deficit went up from 3% in 1997 to 9% in 2001.
In contrast with these developments, even after the completion of the customs
union (which by definition requires a common commercial policy), changes in
commercial policies were carried out without proper cooperation or consultation
between the parties. The most visible example is provided by the series of free
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trade agreements concluded by the EU after 1996. The EU went ahead and
concluded these agreements without actually taking into consideration the existence
of a customs union arrangement with Turkey. As such, there were no prior
consultations with Turkey and therefore Turkish concerns did not come into play
during these negotiations. Yet because of the customs union arrangement, Turkey
was forced to conclude a similar agreement with those countries after the EU did.
The problem was that more often than not, those countries did not want to negotiate
with Turkey for a simple reason. Their agreement with the EU allowed them to
export tariff-free (although indirectly) to the Turkish market, as their goods would
enter into free circulation within the Community and therefore within the TurkishEU customs union. In return, they did not have to reciprocate because under the
free trade agreement only goods originating from the EU member states would
profit from the preferential arrangements. As a result, they could export to Turkey
on a preferential basis but did not have to extend this preferential arrangement
to Turkey. Furthermore, this asymmetric structure also put Turkish exporters at
a disadvantageous position with regard to Community exporters in those third
countries. In addition, Turkey has been at risk of losing potential tariff revenues
since goods originating from these third countries might not have been exported
to Turkey directly but re-exported from the Community so as to take advantage
of the lack of import duties. Although there are no direct estimates of the welfare
loss caused by this asymmetric arrangement, an evaluation can be made on the
basis of the number and trade impact of the free trade agreements concluded by
the Community with third countries since the establishment of the customs union
in 1996.
Table 4 shows that as of the end of 2002, the discrepancy between the EU’s and
Turkey’s commercial policy resulted in a one-sided preferential trade volume of
86 billion between the EU and third countries. These countries were able to
export 36 billion worth of goods to the EU on a preferential basis while the EU
was able to export 50 billion worth of goods on a preferential basis to them.7
There are, however, no simple solutions to this dilemma. Turkey cannot
automatically be made a party to the free trade agreements that the Community
has negotiated or will negotiate. There will have to be separate negotiations. Yet
the Community can induce a trading partner to open and conduct these negotiations
in good faith with Turkey as well. Indeed, the EU started to introduce a ‘Turkish
clause’ in its new bilateral trade agreements in which it asks its trading partner
to negotiate a similar agreement with Turkey.8 A suggestion in that regard may
be to invoke a new sort of conditionality, whereby the ratification of the free
trade agreement between the EU and a third country could be made conditional
to the conclusion of a free trade agreement with Turkey. A more procedural
suggestion may be to arrange the negotiations so that any round of negotiations
between the third country and the EU should be followed by a round of negotiations
7

It should also be recalled that third-country preferences may have been gradually extended to the EU so that not all EU
exports were able to take advantage of preferential treatment as of the end of 2002.
8
The first time this clause was invoked was in the draft free trade agreement with Vietnam.
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between Turkey and that third country. In short, we believe that a solution can
be found to this problem, which prevents unnecessary friction between the customs
union partners or a perceived trade diversion and export impediment for the
Turkish side.
Table 4. Impact of free trade agreements between the EU and third countries
( millions)

* These countries have an FTA with Turkey as well.
Source: IMF DOT statistics (2002).

To close this section, it has to be stated that an asymmetric customs union is an
inherently difficult arrangement to sustain in view of the requirement of establishing
and maintaining a common commercial policy between the partners. In this
specific case, Turkey and the EU went ahead with the option of the customs union
in contrast to the free-trade-agreement solution that was being implemented
between the Community and the Central and Eastern European states, essentially
because of a legacy issue. The Ankara Association Agreement (unlike the Europe
Agreements) is based on a customs union. The parties’ contractual obligations
stemming from the Ankara agreement included the establishment of a customs
union. There was very little discussion during the customs union negotiations
about whether to implement a free trade agreement as opposed to a customs
union, since changing the specific model of trade integration would have had
political ramifications as well. In addition, Turkey viewed the customs union as
a more integrationist project, which would have paved the way towards full
membership. By the same token, however, it should be underlined that the customs
union regime will be sustainable in the longer term only if there is concrete
progress towards Turkey’s full membership. The policy-dependency aspect of
the customs union would otherwise create a political cost that would militate for
a modification of the trade regime into a free trade area in the long run.
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Holes and loopholes in trade policy under the customs union
Despite the substantial depth of integration envisaged under the EU-Turkish
customs union, bilateral trade relations continue to be limited by various holes
and loopholes in the 1995 agreement. As argued earlier in our discussion, the two
most important areas in this context include the continuation of contingent
protection and safeguards.
Starting with contingent protection, under the 1995 agreement both parties retain
the right to initiate, investigate and impose trade defence measures in cases of
unfair practices in their bilateral trade. These measures include anti-dumping and
countervailing duties.9 Such measures will only be allowed to lapse if Turkey can
convincingly demonstrate to the Community that all competition and anti-subsidy
disciplines as well as other areas of the acquis communautaire have been adopted
and enforced in the Turkish economy. There exists, however, no specific timetable
for their elimination and thus there is no explicit guarantee about their future in
the context of the customs union.
Table 5. Some examples of EU anti-dumping measures taken against Turkey

9
Anti-dumping measures consist of special import duties imposed on products when the price of imports is alleged to
be below the price (or normal value) charged by the foreign firm in its domestic market. Countervailing measures involve
special import duties imposed when subsidised exports in foreign countries result in a costly reallocation of resources
in the importing country or when subsidised exporters are able to pre-empt competitors in the home market and enjoy
monopoly power.
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Over the past decade, the EU has made extensive use of trade defence measures
against Turkey. Since 1990 the Community has initiated 19 anti-dumping cases
against Turkey (Table 5). Of these cases, six were terminated with no imposition
of duties, two involved undertaking – whereby the Turkish firm agreed to raise
prices to a minimum level – while the remaining imposed a definite duty on
Turkish firms. In terms of sectors, cases appear to be concentrated in low-skill
manufacturing, with textile and apparel industries leading. Other industries also
targeted by anti-dumping duties include metals and metal products, while more
recently there has been a case involving pharmaceuticals (paracetamol) and a
case involving electronics (televisions).
Given this extensive use of anti-dumping measures, the question arises as to
whether the establishment of the customs union has had any visible impact on
the pattern of cases. More specifically, has the elimination of conventional border
controls increased pressures in the EU for more trade-defence measures against
Turkey? With regard to the number of cases, it is very difficult to provide a
conclusive answer on the issue. Chronologically, the EU’s anti-dumping measures
against Turkish exporters appear to be evenly spread throughout the decade.
There does not appear to be any major break from 1996 onwards that would allow
us to suggest that there has been an increase in protectionist pressures in the
Community.
Turning next to the case of Turkey, it was only in 1989 that the government
adopted a law on the prevention of unfair competition. Since then Turkish
authorities have made extensive use of anti-dumping measures. Around 29 cases
were initiated over the past ten years, of which only two were terminated with
no imposition of duty (Table 6). In terms of sectors, cases tend to be concentrated
in textiles, chemicals and some light manufacturing. Regionally, cases have
mainly arisen against Central and Eastern European countries as well as Asian
countries. There have also been four anti-dumping cases initiated against EU
member states.
The foregoing cases clearly demonstrate that anti-dumping measures continue
to play an important role in EU-Turkish trade relations. Since the establishment
of the customs union, both parties have invoked the provision on trade defence
measures, with the weight falling mainly on the EU’s side. While it has not been
possible to argue whether such trade defence measures have gained prominence
after the customs union, it would be wrong not to stress that their continuation
has hindered market access in the EU-Turkish arrangement. Surely such barriers
have predominantly affected Turkish exporters to the EU, but as our discussion
has suggested, EU exporters have not remained unaffected.
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Table 6. Some examples of Turkey’s anti-dumping measures taken against
third countries

Sources: WTO (1998) & Undersecretariat of Foreign Trade.

Given the above conclusions, it is finally important to ask whether there could
be any possibility for the elimination of trade defence measures between the two
parties in the future. Contingent protection arises in response to a variety of
reasons, ranging from cross-border abuse of a dominant position – such as
predatory pricing – to damaging foreign-industrial policy. Some of these areas
could in principle be dealt with by competition policy. For example, cross-border
predatory pricing (traditionally in the arena of anti-dumping) could be addressed
by competition disciplines. Equally negative spillovers of national industrial
policy, traditionally dealt with by countervailing measures, could also be addressed
by strict disciplines on state aid. In effect, one could argue that in line with the
1995 agreement, anti-dumping measures could lapse if Turkey can convincingly
demonstrate to the Community that all competition and anti-subsidy disciplines
have been implemented. There is, however, a further dimension to contingent
protection where competition policy becomes irrelevant. This dimension involves
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the more protectionist aspects of anti-dumping. Specifically, it has been argued
that governments use anti-dumping measures not merely to remedy predation by
foreign firms, but particularly to protect domestic monopolists or cartels from
fringe competition. In the context of the EU, Messerlin (1995) argues that the
Commission has, in the past, used anti-dumping for the protection of European
cartels against foreign competition. There are no such allegations in the context
of EU-Turkish relations. Yet there have been cases where the allegedly dumping
Turkish firm has a negligible share of the EU market (below 5%), which would
suggest that European complainants were not targeting predation, but rather
protecting their dominant position in the market.10 Therefore in this context, while
harmonisation with the EU’s competition policy could deal with some aspects
of contingent protection, it could never lead to their full abolition. Such elimination
will be a matter of political choice, to be made later in the association, quite
possibly with full accession.
Turning next to the second major loophole in the EU-Turkish arrangement, our
analysis considers the role of safeguards. According to the 1995 agreement the
customs union will retain the modalities of the 1970 Additional Protocol, which
states that “if serious disturbances occur in a sector of any of the parties [Turkey,
the Community or individual member states], or prejudice its external financial
stability, or if difficulties arise which adversely affect the economic situation in
a region of any party, then that party may take the necessary protective measures”.11
In the choice of measures, preference should be given to those that will least
disturb the functioning of the customs union and should not exceed what is strictly
necessary to remedy the difficulties that have arisen. If the targeted party finds
that the measure creates an imbalance between the rights and obligations under
the customs union agreement, then it may take rebalancing measures.
It is clear from the above that safeguards can potentially have serious consequences
on the depth of integration between the two parties. The mere existence of
safeguard provisions can incite rent-seeking activities from import-competing
interests. Producers in the EU or Turkey could adapt their behaviour so as to
increase the probability of satisfying the conditions necessary to obtain protection.12
One could go as far as to argue that with safeguard provisions in place, importcompeting firms have an interest in taking advantage of possible protection
possibilities. Equally, it is interesting that the agreement makes no explicit mention
of the possible causes of disturbance, prejudice or difficulty that have given rise
to the safeguard or protection measure. It is therefore open to the interpretation
of the Association Council or the arbitration tribunal (or both) to determine
whether the measure is necessary. Much depends on the neutrality of the Association
Council and the transparency of procedures. Yet to date the minutes of the
Association Council and its relevant sub-committees have been hidden from the
10
This argument has also been made by P. Messerlin (1995). Of particular interest is the case of unbleached cotton where
the alleged initial share of the Turkish exporter was 5.3%.
11
See Art. 60 of the Additional Protocol.
12
See B. Hoekman and M. Leidy (1993), “Holes and Loopholes in Integration Agreements: History and Prospects”, in
K. Anderson and R. Blackhurst (eds), Regional Integration and the Global Trading System, Hemel Hempstead: Harvester.
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public. It should be noted that so far, neither party in the EU-Turkish customs
union has invoked the safeguard provision.
The discussion above certainly underlines the importance of the dispute-settlement
mechanism in the arrangement. In the context of the customs union, either of
contracting parties (Turkey, the Community or individual member states) can
submit to the Association Council any dispute relating to the application or
interpretation of the agreement. The Council of Association may settle the dispute
by decision, which will be binding for both parties. In the event that it fails to do
so within six months, either party can refer the dispute to an arbitration tribunal.
Thus, the binding powers of the mechanism could either lock significant
liberalisation through its decisions or allow protectionist pressures to dominate.
To conclude, with regard to anti-dumping measures, safeguards and dispute
settlement in Turkish-EU trade relations, our analysis suggests the following
policy recommendations for the two parties:
• In the area of anti-dumping, it appears that unless the two parties are willing
to push for further market integration, contingent protection will remain. Even
if competition policy is fully aligned and the Commission is convinced that
Turkish measures and processes are fully compatible with the EU, there will still
be scope for anti-dumping measures (outside the strict confines of predatory
pricing). It is important that use of anti-dumping measures becomes completely
separate from protectionist efforts, which in turn will pave the way for their
abolition.
• In the area of safeguards and dispute settlement, our analysis showed that the
binding powers of the mechanism/process are such that significant liberalisation
could be enforced in the future. This development, however, depends primarily
on the transparency of the system. Only if processes and procedures are transparent
will the system be geared towards further liberalisation and integration.
Technical barriers to trade
Technical barriers to trade (TBTs) have, as already argued, played a central role
in the customs union, as they represent an important step forward in Turkey’s
integration with the EU Single Market. Nevertheless, the actual incorporation of
TBTs in the 1995 agreement has been characterised by serious asymmetries,
which in turn allow significant leeway for the continuation of barriers. More
specifically, the 1995 agreement focuses primarily on standardisation – the process
by which product standards and regulations are developed and adopted. By
contrast, the agreement adopts a relatively minimalist position in the area of
conformity assessment – the process that certifies that a product conforms to the
requirements set out by a given standard or regulation. This in turn means that
Turkish goods produced under correct EU specifications can still face barriers
upon export to the EU, since their certification is not recognised by the Community.
The same of course is true for EU exports into Turkey, as Turkish authorities
may not recognise procedures in the EU and require duplicative testing and
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inspection. In general, as Stephenson rightly argued, it is no good for producers
to comply with a standard if they or the sellers cannot demonstrate this to the
satisfaction of the purchaser; equally, it is useless to comply with a regulation
if the authorities cannot be persuaded of this at a reasonable cost.13
Given this highly asymmetric approach to TBTs, progress in the area has been
relatively mixed. In considering developments and prospects, our analysis focuses
on three main areas: first, problems arising from the institutional setting in Turkey;
second, progress and prospects in the area of standardisation; and third, progress
and prospects in the area of conformity assessment.
Starting with the institutional environment, the current system of standardisation
and conformity assessment in Turkey includes several governmental and semigovernmental bodies with direct control over the creation and enforcement of
standards. The centerpiece of the system is the Turkish Standards Institute (TSE)14
with primary authority and responsibility for preparing and publishing Turkish
standards for all types of materials, products and services. Although envisaged
as a non-governmental organisation, the TSE remains a public institution under
the heavy influence of the state. Around 10% of its revenue comes from the
government, while the highest decision making authority – the General Assembly
– is primarily composed of various ministry representatives.15 Internationally, the
TSE carries an active profile, with full or affiliate memberships in major
organisations in the field.16 In the area of conformity assessment, the Turkish
system is characterised by various levels of authority. Testing and certification
procedures on imported products are performed by different national bodies,
including the TSE and relevant ministries.17 In terms of enforcement, all imported
products that are subject to mandatory standards must hold a Certificate of
Conformity (TSE mark) and a Quality Conformance Certificate (TSEK), produced
by the TSE prior to importation.18 In obtaining the TSE and TSEK marks, exporters
to Turkey have to go through a lengthy and costly procedure, which involves the
adoption of an inspection or control certificate by the TSE. The authorities stress
that although the procedure is obligatory only for mandatory standards, it is also
highly recommended for the marketing of products subject to voluntary standards.
Finally, in the area of accreditation, Turkey has only recently established an
13

See S. Stephenson (1997a), Conformity Assessment and Developing Countries, Policy Working Paper, World Bank,
Washington D.C., May.
The TSE was established in 1960 (by Law No.132).
15
See the Statute for the Establishment of the Turkish Standards Institution (1960), No. 132, November.
16
The TSE has full memberships in the International Standardisation Organisation (ISO) and International Electrotechnical
Commission (IEC), as well as, affiliate memberships in the European Committee for Standartization (CEN) and the
European Committee for Electotechnical Standardisation (CENELEC). According to the authorities, all standardisation
work is carried out in parallel to ISO/IEC standards and in line with the TBT Agreement. Turkey is a full signatory of
the WTO Sanitary and Phytosanitary Measures (SPS) Agreement, while Turkish food norms are fully harmonised to the
FAO Codex Alimentarius.
17
The TSE undertakes the testing and certification of industrial products, the Ministry of Environment focuses on
environment-related products, the Undersecretariat of Foreign Trade and the Ministry of Agriculture and Rural Affairs
undertake testing and certification of agricultural and processed agricultural products, and finally the Ministry of Health
focuses on medical products, cosmetics and detergents.
18
This procedure also holds for goods that are produced and are in free circulation in the EU, albeit it is argued that
certificates are issued directly in this case, as long as the producer submits a technical file to the TSE prior to importation.
14
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independent audit. The newly founded Turkish accreditation authority (TURKAK)
is argued to be an independent legal entity with administrative and financial
autonomy.19 This is a positive development and although it is relatively early to
make any robust judgments on the functioning of TURKAK, the law still allows
for substantial interference from the state.
Thus it appears that the current institutional environment in Turkey allows for
considerable room for the continuation of barriers between the two parties.
Problems seem to arise from the relatively low levels of transparency and openness
of the system. This is evident from the obligatory or near obligatory use of the
TSE and TSEK marks. European officials claim that the number and nature of
products subject to mandatory standards (and obliged to use Turkish marks) are
above and beyond international standards. Notable examples include rigorous
regulations on certain chemical and cosmetic goods such as detergents and soap,
as well as certain foodstuffs and beverages such as lentils and alcohol.20 Most
hindering, however, is that with regard to products subject to voluntary standards
the Turkish authorities also stress the highly recommended use of TSE marks. In
effect, although not openly stated, the authorities imply that unmarked products
will face marketing difficulties. Further, delays and unnecessary documentation
continue to act as a serious technical barrier against foreign producers, placing
them in a disadvantageous position in the Turkish market.
Turning next to the area of standardisation, Turkey’s process of harmonisation
with the EU system has concentrated on two principal domains. The first relates
to the preparation and adoption of the necessary horizontal legislation and is
primarily under the authority of the Undersecretariat of Foreign Trade. The second
deals with the adoption of vertical legislation (the EU acquis) relating to the
removal of TBTs and has a much more detailed, sectoral coverage.
Starting with the horizontal legislation, a major development in this area has been
the adoption of the new framework law21 in July 2001, designed to enhance
transparency and efficiency in the implementation of the harmonised technical
regulations. The draft framework law lays down the main principles for placing
products on the market, and the obligations of producers and distributors. It also
addresses market surveillance and the prohibition of products destined for the
market. All regulations have recently been adopted and integrated in the Turkish
internal legal infrastructure. Yet their enforcement and implementation is believed
by Turkish authorities to face numerous difficulties. As stressed by the recent
progress report of the EU-Turkey Internal Market Sub-committee, there is a
substantial lack of information in the administration and documentation for market
surveillance and other import controls.22 As such, administrative delays,
inconsistencies and other red-tape costs are likely to persist.

19

See Turkish Prime Ministry (2001a), NPAA: National Program for the Adoption of the Acquis, Ankara.
See Turkish Standards Institute (2001), Standards Database (retrievable from http://www.tse.org.tr).
See the draft law relating to the Preparation and Implementation of Technical Regulations on Products (2001), July.
22
Undersecretariat of Foreign Trade, General Directorate of Standardisation for Foreign Trade (2001), Progress Activities
of the Harmonisation of the EU Technical Legislation in Turkey, Ankara, April.
20
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Turning to the adoption of vertical legislation, the customs union agreement
requires Turkey to adopt all 319 EU Directives. The responsibilities for the
harmonisation of the Turkish infrastructure with different directives have been
delegated to the respective Turkish authorities and are currently being implemented.
Table 7 documents progress in harmonisation.
Table 7. Progress on the harmonisation of TBTs between EU and Turkey

Of the total 319 Directives, around 32% are currently in full harmony, while the
remaining 68% are either in progress or partially harmonised. Significant progress
could be reported in motor vehicles, foodstuffs and particularly telecommunications
sectors, given the bulk of regulations in these areas. Other areas with significant
progress are pressure vessels, medical products and toys. Nevertheless, in the
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crucial areas of measuring instruments, medicinal and other chemical products
(such as fertilizers and dangerous substances), progress appears to be rather slow
with most directives still under or partial harmonisation.
Turning finally to the area of conformity assessment, largely reflecting a minimalist
approach to the 1995 agreement, the two parties’ relationship here is still
underdeveloped. Much remains to be done to reduce barriers for Turkish exporters.
Efforts should focus on strengthening the technical capacity of the Turkish system
of certification and ‘institutionalising’ confidence and mutual trust between the
two parties.
More specifically, Turkey continues to lack the technical capacity and infrastructure
to fully meet the needs of the testing and certification process. The most serious
problems appear to be concentrated in the crucial areas of metrology and calibration,
quality certification and laboratory testing. Such lack of infrastructure in turn
translates into a lack of confidence in Turkish processes and procedures. In effect,
the resulting burden for Turkish exporters has become significant, as they need
to certify their products with foreign laboratories and institutes, which in turn
means increased transport and other administrative costs. To overcome these
difficulties, two major projects have been launched over the past few years. The
first is an initiative supported by the World Bank, which aims among other things
at strengthening the country’s technology and metrology infrastructure to serve
a larger section of the industry as well as to become recognised by European
institutions. The second and more recent one is a project financed by the EU
MEDA programme, which aims at strengthening the country’s testing and
certification infrastructure and establishing the necessary mechanisms for market
surveillance.23 Although both of these projects have been described as touching
the ‘tip of the iceberg’, they also represent significant developments towards
bridging the technical gap and reducing the resulting trade barriers from the lack
of infrastructure.
Finally, the institutionalisation of confidence and mutual trust between the two
parties can be a lengthy and costly process. No strategy is a panacea in this field,
but we could identify three areas where future work could focus. The first regards
broader cooperation in the field both at regional and international levels. Overall,
in the realm of technical barriers to trade Turkish institutes and organisations
have been working to build up a more active profile in recent years. Turkey has
gained full membership in all the major international standardisation initiatives.
The most important of these include the ISO, which works to promote
standardisation among national standards bodies, the IEC, which focuses on
standardisation in electro-technical products, the FAO, which focuses on standards
in food and agricultural products, and of course the WTO TBT/SPS agreements,
which focus on formalising the rules that govern the relationship between
international standards and national regulations. Turkey is also actively pursuing
memberships in the relevant European standardisation initiatives – focusing
23

See the Delegation of the European Commission in Turkey (2001), EU Supports Turkey’s Exports and Quality
Infrastructure Project, press release, 17 April (retrievable from http://www.deltur.eu.int).
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mainly on the CEN and CENELEC. This active profile in both international and
European arenas suggests that Turkish standards and technical regulations are
gradually being brought in line with relevant European and international ones.
Nevertheless, the country’s participation in vital certification and accreditation
initiatives at the European and international levels is still limited. Turkey’s nonparticipation in the European Organisation for Conformity Assessment is a clear
example. Given the seriousness of potential barriers in these two areas, lack of
progress in international and regional involvement and lack of recognition could
put Turkey in a disadvantageous position relative to its trading partners. Further
work is also needed with the development or upgrading of Turkey’s infrastructure
to the levels of the EU. New laboratories will have to be established and existing
ones restructured and upgraded to international standards. The efforts that have
started in this field through the two previously mentioned projects are very
important for building a reputation and promoting the development of equivalency.
The second and most important area of work relates to policy initiatives. Unlike
the case between the EU and Turkey, countries with established mutual trust in
respective practices and procedures could negotiate and reach mutual recognition
agreements, whereby confidence is imposed by law. In the EU-Turkish case,
where confidence is low, preliminary agreements should be reached with the aim
of setting the procedure through which confidence can be developed. In effect,
instead of leaving the responsibility of confidence-building to the marketplace
alone, EU and Turkish authorities can enhance and speed up the process through
formal agreements. Such is the case for the Protocols on European Conformity
Assessment (PECAs) currently in place between the EU and certain Central
European countries.24 PECAs focus on specific sectors where the acquis has been
adopted and the necessary infrastructure exists, aiming at serving as a testing
ground to enhance confidence and thus the recognition of respective practices.
Their sectoral focus will allow the EU and Turkish authorities to identify in detail
the principal problem areas for different products and if necessary, undertake
action for their resolution. Most importantly however, the agreement will serve
as a platform for greater information exchange and provide the necessary
requirements for the gradual development of confidence, trust and indeed
recognition. But it should be noted that the Commission does not have the power
to initiate negotiations on PECAs with Turkey. Under the current agreement,
only the Turkish authorities can initiate discussions and request further cooperation
in conformity assessment.
Finally, a word of warning is also needed with regard to the establishment of
unions of importers in Turkey. Although the alleged claim is to be able to better
monitor imports, these bodies are arguably in violation of Turkey’s commitments
under the customs union decision. They may be interpreted as a measure having
equivalent effect to quantitative restrictions and therefore are in violation of Art.
5 of the decision by virtue of introducing additional red tape in connection with
24

These countries are the Czech Republic, Hungary and Poland.

Volume 3 . Number 4

21

TURKISH POLICY QUARTERLY

imports. Their mandatory participation fees may also be interpreted as having an
equivalent effect to customs duties. These features of the unions of importers will
most likely give rise to a complaint from the EU side and may be seen as another
element of Turkey’s disguised protectionism.
To conclude, our analysis would suggest the following policy recommendations:
• Internally, greater emphasis should be placed on strengthening the transparency
of the Turkish system of standardisation and conformity assessment. The adoption
of the new framework law and the establishment of TURKAK are important
developments in this respect.
• Greater effort should be placed in strengthening Turkey’s technical capacity
and infrastructure in order to fully meet the needs of testing and certification
processes. Particular attention should be given to critical areas of conformity
assessment including metrology and calibration, quality certification and laboratory
testing.
• Turkish institutes and organisations should energetically continue their efforts
to promote a more active international profile. Alignment with and participation
in European and international initiatives should continue in order to strengthen
reputation-building and promote the recognition of equivalency. It is vital that
efforts continue in the pursuit of memberships to the European CEN and CENELEC,
but equal emphasis should be placed on the area of conformity assessment.
• Bilateral contractual initiatives in the form of PECAs should also be sought by
Turkish authorities. Such arrangements can set the platform for enhancing
confidence and thus recognising respective practices.
Competition law and state aids
The topic of competition policy entered Turkey’s agenda with the establishment
of the customs union. As such, the application of competition rules in Turkey is
a direct consequence of the country’s trade integration with the EU. The customs
union decision stipulates that Turkey shall apply a substantially similar competition
policy to that of the EU. In that regard, Law No. 4054 on the Protection of
Competition incorporates a parallel wording of the Arts. 81 and 82 and the relevant
sections of the EU’s merger regulation. In addition, the implementing legislation
issued by the Turkish Competition Board (or in other words the block exemption
regulations) are modelled after the block exemption regulations of the EU. In
short, the legislative framework of the Turkish competition law is very similar
to the EU’s. In terms of the approximation or harmonisation of legislation,
competition rules stand out as a major success.
This success story is further strengthened by the performance of the Turkish
Competition Authority. It can be claimed that the Turkish Competition Authority
is among the best-performing regulatory institutions in Turkey. Although it was
established relatively late (in 1997) – a full three years after the promulgation of
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the law on competition, it blossomed into a high quality, professional body whose
performance has also been commended by the European Commission in its regular
progress reports on Turkey. Finally, one of the major shortcomings of competition
law in Turkey was addressed in 2003 when an amendment to the law enabled the
Competition Board to give teeth to its ability to impose fines on violating entities.
Before the amendment, in case the decision of the board was appealed, the fines
in question would not come into effect until the board’s decision was finally
approved by the appellate body, namely the Higher Administrative Court.
Against this generally positive backdrop, there are still areas of concern that relate
to the future.
The first one relates to the aim of competition policy. It is clear that one of the
aims of competition policy in Europe is to support the objective of market
integration. Competition policy is one of the regulatory tools used to further this
objective. Therefore the outlook of the European Commission on competition
cases is necessarily affected by this market-integration objective. The case law
on competition in the EU reflects this concern. This is quite normal in view of
the nature of the EU where a supranational structure tries to integrate what were
hitherto national markets. It is worth recalling in this instance that the European
competition law is a supranational law. With the customs union, Turkey took on
the responsibility of applying a substantially similar competition law. The
conceptual problem is that a set of rules designed for supranational integration
is to be applied on a national scale. Although objectives such as promoting market
integration or the prevention of market fragmentation are relevant at the
supranational dimension, these are nonexistent at the national dimension. Optimally,
the application of the law at a national level should have taken this difference in
objectives into consideration. But the application of competition rules in Turkey
since 1997 has demonstrated that this was not the approach adopted by the Turkish
Competition Authority. The decisions of the Turkish Competition Authority were
influenced too much by the relevant EU case law. As a result, on issues dealing
with vertical restraints for instance, the interpretation of the Turkish Competition
Authority turned out to be too restrictive and less beneficial for enhancing
competition in the domestic market. While vertical restraints can become a priority
issue in dealing with supranational market integration, it is much less relevant
for a market that is already integrated. Therefore in the future, the Turkish
Competition Authority should enforce competition rules in a manner that considers
the difference in aims between EU competition law and Turkish competition law.
Such consideration would mean a justifiably differentiated approach to competition
cases where to date a blind commitment to EU case law has been the standard.
It is worth recalling that until a few years ago, the UK’s national competition
legislation was very different from the EU’s competition legislation.
Although in some cases a subtly different approach to protecting competition is
needed in Turkey, in other areas the exact opposite is true. The two most relevant
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topics in this respect are the enhancement of the culture of competition and the
implementation of leniency rules and de minimis rules.
Standing in stark contrast to its performance on competition cases is the statutory
role of the Turkish Competition Authority in developing the culture of competition.
This has been the most visible area of underperformance of the Authority. The
Authority has been unable to fulfil its role in educating public opinion about the
value and role of competition policy. According to Ismen,25 “the Competition
Board is much more focused on and concerned with business centres, its main
foes, than it is with its main clients, consumers and the small and medium-sized
enterprises”. Ismen claims that this choice is both expected and understandable
in light of Turkey’s political and social environment where there are no serious
consumer groups. That is nonetheless an area where the Authority should follow
EU practice more closely. It may therefore be important to launch a cooperation
programme between the European Commission, some national competition
authorities and the Turkish Competition Authority on successful awarenessraising campaigns for competition rules.
There are also areas where the harmonisation of legislation is not complete and
as a result the application of competition rules is made more difficult and uncertain.
The first one of these areas concerns leniency rules. Leniency rules are designed
to give incentives to participants in cartel arrangements to blow the whistle on
the cartel. Although the European Commission makes use of these rules and
furthermore underlines26 the importance of the rules in discovering cartel cases,
Turkey does not yet have such rules. As a result, the efforts of the Turkish
Competition Board towards targeting collusion and cartel-like arrangements are
seriously undermined. The institution is thus forced to spend its time in examining
the notification files for individual exemptions, merger notifications and
investigating the odd case of alleged anti-competitive behaviour. There is also
a serious need in Turkey to divert the efforts of the competition authorities towards
the economically more important and more damaging cases of anti-competitive
behaviour as there is in the EU. Leniency rules are an indispensable element in
this regard. The Turkish Competition Authority should be called upon to adopt
these rules as soon as possible.
A similar situation prevails as regards de minimis rules. De minimis rules in
competition law are used to weed out economically insignificant cases of anticompetitive behaviour. The Competition Authority can therefore concentrate its
resources on other more meaningful cases. The EU’s practice in this area is welldeveloped, unlike Turkey where there are no de minimis rules. As a result, the
Competition Authority is actually forced to investigate even very minor instances
of anti-competitive practices, which leads to a severe misallocation of resources.
Therefore the harmonisation of Turkey’s competition legislation with that of the
EU should proceed so as to include de minimis rules.
25

See T. Ismen (2003), “A critical assessment of competition policy in Turkey”, Turkish Policy Quarterly, Fall, Istanbul.
European Commission (2004), Communication on A pro-active Competition Policy for a Competitive Europe,
COM(2004) 293 final, Brussels.
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Concerning the question of harmonisation, a more important issue is the maintenance
of harmonised legislation. The customs union does not only oblige Turkey to
harmonise its competition law with that of the EU but it also commits Turkey to
follow the changes in competition law adopted by the EU. This policy dependence
is at the root nowadays of a significant challenge for Turkey. The EU is in the
process of implementing a radical reform of its competition rules. The new rules
are set to decentralise decision-making in competition policy. They foresee a
more active involvement of national courts in competition cases. They also
introduce a more flexible enforcement regime characterised by the abolition of
the authorisation system requiring the notification of restrictive agreements to
the Commission for clearance. The establishment of a European competition
network (ECN) composed of the Commission and the national competition
authorities is also foreseen.
The flexibility and decentralisation introduced by the enforcement of competition
rules at the European level came about as the policy-makers were convinced that
after 40 years of application, the European business community had developed
an understanding of and knowledge about competition rules. In other words, the
culture of competition was well entrenched in Europe. Therefore a switch towards
a more flexible regime of enforcement where national authorities and national
courts would have an increased role was possible. The radical transformation of
the enforcement regime hinged on the understanding that the public awareness
of competition rules was sufficient in Europe.
The situation in Turkey is vastly different, but because of the relevant provisions
of the customs union decision, Turkey is nonetheless bound to follow the EU in
transforming its own enforcement policy. The mandatory notification procedure
that had been applied in the EU for more than 40 years and now for almost seven
years in Turkey has to be considered as an indispensable element in the spread
of the competition culture. The lifting of this obligation at a time when awareness
about competition issues is still low is tantamount to severely restricting the
effectiveness of competition rules. From the Turkish standpoint, it would make
no sense to follow the EU at this point in time. There is still a lot of distance to
cover in terms of spreading the competition culture in Turkey. Thus there may
be a need to agree on a longer transition period than the one foreseen by the
customs union decision for Turkey’s adoption of the new rules introduced by the
EU.
Finally, the question of state aid needs to be addressed at this point. Although
also foreseen by the customs union decision, Turkey has refrained so far from
establishing an independent authority to monitor state aid at the domestic level.
This deficiency has been highlighted in successive regular reports by the
Commission. There is now a draft law before parliament that calls for the
establishment of a state aids monitoring authority. The current draft law has
several drawbacks though. First, the regulatory body in question shall not be
independent for instance. It is to be headed by the Undersecretariat of the State
Planning Organisation and include representatives from other governmental and
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quasi-governmental bodies such as the Treasury, the Ministry of Industry and the
Competition Authority. Second, it is drafted in such a way that it sheds doubt on
how well the concept of state aid is understood in practice. It should actually be
considered as a relic of the past where the concept of state aid was essentially
limited to government incentive schemes. Furthermore, it seems to leave services
of general interest out of its scope. Therefore it is essential that the current draft
law be amended in order to bring about a framework law for the monitoring of
state aid that would be more effective and also compatible with EU practice.
The independent enforcement of state-aid control is important not only on account
of fulfilling Turkey’s obligations stemming from the customs union but also in
order to succeed in the game of liberalising and de-regulating hitherto state-owned
or dominated domains of activity in utilities such as telecommunications, energy,
postal services or even banking. The application of state-aid rules will also
contribute positively to Turkey’s image vis-à-vis international investors. The
state’s potential for unfair competition is a significant impediment to foreign
investment.
To conclude, the recommendations in relation to the topic of competition policy
can be summarised as follows:
• Awareness should be raised of the need for a slightly differentiated approach
between the European Commission and the Turkish Competition Authority in
relation to alleged anti-competitive behaviours and especially in connection with
vertical restraints resulting from the difference in aims between European
competition policy applied at the supranational level and Turkish competition
policy applied at the national level.
• Institutional support by the European Commission or national competition
authorities (or both) is needed to enable the Turkish Competition Authority to
be more effective in its role of promoting the culture of competition.
• The harmonisation of legislation in relation to leniency rules and de minimis
rules should be accelerated.
• A five- to ten-year transition period should be granted to Turkey for the adoption
of the new competition rules introduced as of the 1st of May 2004 in the EU.
• The draft framework law on the monitoring of state aid should be amended to
achieve a more effective regime for state-aid control in a manner that is compatible
with EU practice.
Intellectual property rights
Intellectual property rights (IPRs) also represent an important area of deep
integration in the context of the EU-Turkish customs union. Nevertheless, the
approach adopted by the two parties for IPRs could be described as somewhat
less aggressive, involving less harmonisation/approximation of respective rules
and focusing more on mutual compatibility with international regulations. Indeed,
the 1995 agreement requires the EU and Turkey to re-confirm the importance
they attach to the obligations arising from the agreement on trade-related aspects
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of intellectual property rights (TRIPs) concluded in the Uruguay round of
multilateral free trade negotiations. In this context, Turkey was required to: adopt
and implement, no later than 1999, the provisions of the WTO TRIPs agreement;
accede by 1996 to the Paris Act, Rome Convention, Stockholm Act and the Nice
agreement;27 and adopt by 1996 domestic legislation on the protection of IPRs
that is compatible with EU directives.
Turkey has made considerable progress in the area of IPRs. The Turkish Patent
Institute has administrative and financial autonomy and has full responsibility
for the registration and administration of patents and IPRs (trademarks, industrial
designs and destination of origin). On the legislative side, a first important step
has been the adoption of detailed legislation aiming at strengthening alignment
with EU directives on rental rights and lending, copyrights and the provisions of
the Rome and Bern Conventions, TRIPs and the World Intellectual Property
Organisation (WIPO) ‘Internet’ Treaties.28 Furthermore, in November 2000
Turkey ratified and acceded to the European Patent Convention.29 Moreover, in
the area of protection and supervision, in 2001, Turkey adopted new legislation
identifying the division of legislative powers between the general civil and penal
courts and new specialised courts that are handling cases related to IPRs.
Given the above developments a number of commentators now describe Turkey
as an attractive investment environment, which is in compliance with the TRIPs
and the WTO.30 This qualification is an important step forward for Turkey that
should be emphasised. IPRs essentially set a rules-based system for the marketing
and trade of innovative new ideas and thus act as a powerful signalling mechanism
for potential foreign investors. By acquiring a sound set of IPR rules and a
transparent and reliable monitoring system, Turkey creates better opportunities
for strengthening foreign investment flows and in particular FDI.
Table 8. Estimated trade losses owing to piracy and levels of piracy

27

The Paris Act (1971) of the Bern Convention protects library and artistic works, the Rome Convention (1961) protects
performers, producers of phonograms and broadcasting organisations, the Stockholm Act (1967) of the Paris Convention
protects industrial property (as amended in 1979) and the Nice Agreement concerns the international classification of
goods and services for the purposes of the registration.
28
See the European Commission (2002), Regular Progress Report on Turkey, Brussels.
29
See D. Ilgaz (2002), “Turkey Aims at Full Harmonisation with the EU Acquis Communautaire in Intellectual Property
as a Requirement of Membership”, in Peter G. Xuereb (ed.), Euro-Mediterranean Integration: The Mediterranean's
European Challenge – Vol. III, Malta: Publishers Enterprises Group Ltd.
30
See P. Sheridan (2002), Doing Business in Turkey, London: Denton, Wilde, Sapte & Guner, October.
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Despite these positive steps, however, much remains to be done to promote
compatibility and integration with the EU system. Piracy and counterfeit remain
serious problems in the country. See Table 8. The International Intellectual
Property Alliance estimates that in 2002, the total trade loss due to piracy reached
$131.5 million with counterfeit levels as high as 58% and 75% in the music and
business software industries respectively. Even if these estimates are to be taken
‘with a grain of salt’, they do indicate an alarming environment that should be
addressed by the authorities. One positive development has been the establishment
of provincial enforcement committees in 2002, but administrative capacity should
be strengthened with “training and more inter-institutional cooperation between
the police, customs offices and the judiciary”.31
On the legislative side, the Commission remains critical about the level compatibility
with international treaties and relevant EU directives. Despite progress towards
strengthening alignment, Turkey has not yet joined the WIPO Copyright Treaty
or the WIPO Performances and Phonograms Treaty, while the official publication
of the ratified adoption of the Rome and Bern agreements remains pending.32
Further, in the area of industrial property rights, the Commission stresses that
Turkish law on the legal protection of designs remains incompatible with EU
directives.
The foregoing analysis suggests that despite the positive words from international
commentators, Turkey has yet to establish a fully secure environment for
international investors in the area of IPRs. A number of positive steps have been
taken on the legislative, institutional and monitoring fronts. In particular, Turkey
strengthened its regime of IPR-enforcement with the enactment of two pieces of
legislation in 2004.33 But problems remain in compatibility with major international
agreements and EU directives in the area. It is against this background that foreign
investment flows into Turkey remain significantly weak (Table 9). While
macroeconomic instability has played an important role in limiting appetite for
foreign investments in the country, the institutional environment is also a key
contributor. Indeed, one would expect that from 1995 onwards, foreign investment
inflows would have increased into Turkey. Yet the weak institutional framework
Table 9. Foreign direct investment ($ millions)

31

European Commission (2002), op. cit.
Ibid.
33
The first set of legislation introduced higher penalties regarding infringement of intellectual property rights while the
second set of legislation aimed at the same objective with regard to industrial property rights.
32
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combined with the financial turbulence at the end of the decade has led to a steady
deterioration of FDI flows.
Finally a peculiarity of the customs union should also be recalled. Although the
customs union reflects a desire for harmonising Turkey’s legislation with that of
the Community, the area of IPRs provide an interesting exception. According to
Art. 10(2) of Annex No. 8, unlike the prevailing regime within the Single Market,
the exhaustion principle is not applied to trade between Turkey and the EU. In
practice, this means that parallel imports into Turkey can still be prevented by
the owners of intellectual, industrial or commercial property rights. This situation
is detrimental to the establishment of genuine competition in the domestic market
and also helps to sustain higher mark-ups for producers with a negative impact
on consumer surplus. Hence the principle of the exhaustion of IPRs, which has
been in existence in the EU for more than a decade, should also be applied to the
EU-Turkish trade.
To conclude, our analysis suggests the following policy recommendations in the
area of intellectual property rights:
• Turkey should further strengthen its efforts in the fight against piracy. The
establishment of enforcement committees at a provincial level has been a positive
development, but administrative capacity should be strengthened. All international
assessments (including the Commission’s annual report in 2003) point towards
increasing human capacity (e.g. training) and promoting cooperation among the
authorities involved.
• On the legislative side, efforts should concentrate on achieving full alignment
with EU directives. Problems remain with regard to Turkey’s accession to the
WIPO Copyright Treaty and a number of incompatibilities persist in the area of
industrial property rights.
• The principle of the exhaustion of intellectual, industrial and commercial
property rights in Turkish-EU trade should be introduced. The prevailing regime,
based on the non-exhaustion of these rights, is an anomaly and is not compatible
with the Single Market.
Widening the customs union
Services
The incorporation of services is the next step in the widening of the customs
union. It is also one step that is likely to have a significant impact on the Turkish
economy given that services represent approximately 60% of the national economy.
Table 10 highlights the absolute and also the relative importance of the services
sector in the Turkish economy. Whereas the average of total exports as expressed
as a percentage of total exports of goods is 1.34% for the EU-15 and the EU-27,
the same ratio for Turkey is 1.37%.
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Table 10. Export composition

In addition, the liberalisation of trade in services also presents a set of special
challenges owing to the nature of the topic. Before addressing the impact and
challenges posed by this additional step towards more complete trade integration,
it is worth recalling the present state of affairs.
Trade in services between Turkey and the EU: Overview
The Ankara Association Agreement of 1963, which represents the first contractual
agreement between the two sides, was modelled after the Rome Treaty. As such,
it called for the establishment of a common market between Turkey and the EEC.
As a result, the liberalisation of trade in services was to be accomplished in
parallel with the liberalisation of trade in goods, along with the free circulation
of capital and labour. The Additional Protocol of 1973, which set out a detailed
timetable as regards the completion of the customs union, also mentioned the
objective of achieving the other three fundamental freedoms. In fact, Arts. 13
and 14 of the Ankara Agreement, as well as Art. 41(2) of the Additional Protocol
foresaw, by decision of the Association Council, the progressive abolition of
restrictions on the freedom to provide services and the freedom of establishment,
using the relevant provisions of the EC Treaty as guidelines. Yet the efforts for
economic integration were suspended in 1974. They were resumed in 1987 but
focused on the liberalisation of trade in goods (or in other words the completion
of the customs union). Indeed, the customs union was finally completed on the
31st of December 1995.
In parallel with the negotiations that were undertaken to complete the customs
union, a set of exploratory talks with a view towards simultaneously reaching an
agreement to liberalise trade in services were initiated in 1993 and were carried
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on in 1994. As a result, a set of provisions regarding trade in services were
incorporated in the initial draft of the customs union decision. It appeared soon
after that member states were not ready to accept the initial formulation. The
main fear was that the liberalisation of trade in services between Turkey and the
EU would necessarily entail some degree of liberalisation as regards the right of
establishment of service providers. Hence there were fears that this could provide
the opportunity for many Turkish service providers to immigrate to EU countries.
Apparently the EU wanted to avoid a repetition of the situation that led to the socalled ‘Rush Portugesa’ judgment of the European Court of Justice (ECJ), where
it ruled that a Portuguese company providing construction services in France
could use its own Portuguese workforce for that purpose despite the fact that the
movement of workers had not yet been liberalised between the EU and Portugal.
Faced with such political difficulties, the Commission and the Turkish side agreed
to a more restrictive version of the initial text. Nevertheless, the EU’s position
hardened even more and eventually it resisted any attempt to incorporate provisions
related to the liberalisation of trade in services in the customs union decision. It
should be underlined at this point that the Turkish side had wanted to include
services in the eventual agreement. It was the Community side (the Council rather
than the Commission) that prevented this objective from being fulfilled. Eventually,
the goal of achieving free trade in services was mentioned not in the Association
Council Decision of January 1995 on the completion of the customs union but
as one of the items of the Resolution that the Association Council adopted on the
same day.
The dynamics for having a free trade agreement in services were rekindled
following the December 1999 Helsinki EU summit where Turkey was granted
candidate status. The negotiations on trade in services resumed thereafter. The
parties have now completed several rounds of negotiations and a basic text
targeting the full liberalisation of trade in services is expected to be agreed upon
before the end of 2004. Thus Turkey and the EU will embark upon the next
journey in their economic integration. As in the case of the customs union (and
unlike many other candidate countries), liberalisation of trade in services will be
completed before Turkey’s full membership.
It is therefore worth examining not only the economic impact of this endeavour
but also the particular challenges posed by this unique level of integration.
Political and institutional aspects
The services area brings to the fore a host of problems that do not exist for the
manufacturing trade. There are essentially two different models that can be
adopted for that purpose. The first model is the approach of the WTO General
Agreement on Trade in Services (GATS). GATS provides a framework for the
multilateral liberalisation of trade in services. It rests on the commitment of the
contracting parties for market access and for national treatment. In their schedule
of specific commitments, contracting parties specify the limitations with regard
to market access and limitations concerning national treatment for the four different
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modes of supply of services identified by GATS, which are cross-border,
consumption abroad, commercial presence in the consuming country and the
presence of naturalised persons. As such, GATS provides a somewhat complicated
framework that essentially aims at transposing the General Agreement on Tariffs
and Trade (GATT) framework onto the services sector.
In contrast, the EU takes a different route to the trade of services. The EU approach
rests on the ‘deep integration’ model, which in addition to the pure liberalisation
of trade in services also aims at policy convergence. In other words, in the EU
model, the trading partner is called upon to adopt the EU acquis in the services
area in addition to eliminating the barriers to services trade. This is seen as an
indispensable condition for being part of the European Single Market. The
liberalisation of the services trade is to go in parallel with policy harmonisation.
It may be contended that the EU approach is more rigorous and more ambitious.
But at the same time, the requirement of policy convergence makes the EU
approach a more difficult model to adopt for the trading partner for whom full
membership – which would have necessitated full policy harmonisation in any
case – is not imminent or not foreseen. The flaw in this arrangement is a political
one. The trading partner is called upon to adopt a body of legislation that was
prepared and developed by a third party, i.e. EU member states. Furthermore,
once the free trade agreement is in place, the trading partner will be asked to
follow the changes made in the EU legislation and incorporate these in its national
legislation. In other words, the trading partner will have lost its ability to follow
an independent policy in all the other areas covered by the free trade agreement.
Given that the agreement is set to cover a substantial part of the services economy,
including such sectors as the financial sector, telecommunications, transport and
energy, the loss of independence in policy-making is indeed significant. The
challenge is one of creating a model that will minimise the detrimental impact
of this policy dependence. It may be claimed that creation of the European
Economic Area (EEA) in 1993 – which basically incorporated former European
Free Trade Agreement (EFTA) countries within the European internal market
but at the expense of eroding their policy independence in many areas – was
instrumental in accelerating some of the former EFTA members’ (Sweden, Finland
and Austria) decision to join the EU. This occurred even though the EU and
EFTA created a detailed arrangement for joint decision-shaping if not decisionmaking. As such, EFTA representatives were allowed to participate in the work
of the EU’s many technical committees where new legislation was being discussed.
In addition, the EEA agreement contains a detailed procedure for consultations
between the parties on legislation related to the areas covered by the agreement.
Finally, it should also be pointed out that these provisions for institutional
cooperation were put into practice unlike the provisions of institutional cooperation
that were agreed upon for the Turkish-EU customs union.
It is therefore imperative that due attention is devoted to the question of institutional
cooperation for an agreement on the liberalisation of trade in services between
the EU and a third party to function effectively. The focus must be on achieving
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a genuine, joint decision-shaping ability. Such consideration is important not only
in the case of Turkey, since free trade in services is likely to precede full
membership but also for the Wider Europe initiative where trading partners will
not be offered the prospect of full membership in the foreseeable future (if ever).
Failure to achieve genuine, joint decision-shaping will open agreements based
on policy integration to political criticism on the side of the trading partner – so
much so that it may jeopardise the political attractiveness and the acceptability
of the whole deal.
Impact
The liberalisation of trade in services between Turkey and the EU will certainly
have a much more pronounced impact on the Turkish economy than on the EU
economy. Notwithstanding sectoral differences, the Turkish economy in general
stands to benefit from this liberalisation for two reasons. First, such a deal would
allow genuine competition to emerge in many sectors of the economy. It is a
well-known fact that Turkey’s competitiveness is negatively affected by lack of
competition and poor productivity in the services sector. The low level of
productivity in this area stems from the direct involvement of the state as an
economic agent in service industries. Telecommunications, energy and air transport
are all cases in point. This economic structure leads to a lacklustre performance
of the service sector, which in turn raises the cost of all industries given that these
are indispensable inputs for the economy as a whole. Therefore the liberalisation
of trade in services and the accompanying de-regulation is set to radically change
the performance of the service economy in Turkey. As a result, the service sector
should be expected to grow faster than in the past and create a larger proportion
of the added value in Turkey. By the same token, the benefits of a more productive
and a more competitive service sector would also accrue to the manufacturing
industry, which would then see its international competitiveness enhanced by
being able to significantly reduce its cost structure.
Second, the policy integration aspect of trade liberalisation in services will ensure
the improvement of governance of the economy. Good governance is of critical
importance in the long-term performance of the economy. The regulatory
framework established by the relevant EU acquis and especially the independent
regulatory institutions, which are or shall be set up for that purpose, will be
instrumental in achieving an improved governance of the economy. It may be of
interest to conjecture that had services been incorporated in the customs union
decision of 1995 and the regulatory framework been established in line with EU
practice, the severe banking and then the financial and economic crises the country
underwent in 2000 and 2001 would probably not have happened. The answer to
this hypothetical question would need to take into consideration the fact that the
poor regulatory oversight of the banking industry and the ensuing losses of many
privately held banks had a major role in igniting the crises and in increasing the
costs of dealing with them. In short, it can be claimed that the liberalisation of
trade in services and the accompanying regulatory policy convergence with the
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EU will lead to an enhanced governance of the economy and better prospects for
a less fragile, less volatile economy set on a path of sustainable growth.
Policy recommendations
The parties are currently negotiating the agreement to liberalise trade in services
between them. The current text foresees a gradual liberalisation over a ten-year
period. Some services will be opened to competition before others. The transition
towards full liberalisation will depend on Turkey’s adoption of the relevant acquis.
The question of sequencing, namely how to determine different transition periods
for different segments of the service sector, therefore becomes of interest. The
most economically sound rule would be to prioritise business services such as
financial services, telecommunications and to some extent energy and allow
liberalisation to proceed sooner in these areas so that the productivity and
competitiveness gains mentioned in the previous section would be achieved
sooner rather than later. In addition, the impact of this form of trade integration
on good governance of the economy would also be ensured in the areas where
it matters most.
Contracting services may also be included in the fields of activity to be liberalised
in the short term. This is an area where Turkey feels it has the most to gain given
its strong, internationally competitive and experienced construction industry. As
such, it is also a crucial area that would make the whole services deal more
palatable, as well as politically more feasible and sellable to the Turkish public.
The mutual liberalisation of contracting services would, however, imply more
flexible rules for the temporary establishment of Turkish construction workers
in EU countries. As such, it would require a ‘leap of faith’ from the EU member
states, which have been quite adamant in the past about liberalising these rules.
A related issue in this respect is the whole question of the temporary movement
of service providers. The services deal would need to address this question
appropriately, given that in some service activities, this forms one of the sine qua
nons for the supply of the service. Both Turkey and the EU would in this instance
need to move beyond the current GATS framework, which is more restrictive in
nature. There could, however, be references to GATS definitions on questions
such as the determination of ‘key personnel’, which could be considered as
advantageous with regard to the freedom of establishment. Furthermore, the
Community’s visa regime with regard to Turkish service providers would also
need to be amended so as to give essence to these freedoms .
The Community’s approach to the issue of the temporary movement of workers
linked to the freedom to provide services has been a rather conservative one given
the political and social sensibilities in certain member states. As such, the EU
offer in the ongoing negotiations parallels the GATS framework, which refers
almost exclusively to higher-level personnel, especially to intra-corporate
transferees. Indeed in its GATS commitments, the EU limits the supply of services
through the presence of naturalised persons to those employed by a legal citizen
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and belonging to the following categories: senior management, specialists
possessing ‘uncommon knowledge’ and occasional business visitors. Following
the conclusion of the Uruguay round, this was expanded for periods of up to three
months to naturalised persons employed by a legal citizen who has no commercial
presence in the EU and upon the condition that the naturalised person supplies
a service for which his or her employer has obtained a contract in the EU. Yet
this only applies to knowledge-intensive sectors such as legal, architectural or
engineering services. Finally, there are no commitments with regard to the supply
of services by self-employed naturalised persons. The EU’s GATS concessions
would have limited significance for Turkey since its comparative advantage lies
in low- and medium-skilled labour-intensive services such as construction services.
If Turkey is to be integrated in the European Single Market, the question of the
temporary movement of workers must be addressed within a more appropriate
framework. A failure to set up this framework would result in a failure to derive
the expected benefits from a services agreement. There are many constraints on
the movement of naturalised persons, most of which stem from the fact that there
is no separation between temporary and permanent labour movement. At present,
the temporary movement of labour comes under the purview of EU immigration
legislation and labour market policy rather than that of international trade. It
should be possible to establish a predictable, harmonised and transparent system
with the overall objective of allowing the necessary mobility of service providers
on a temporary basis without compromising immigration policy.
More than the EEA model, the North American Free Trade Agreement (NAFTA)
may provide a reference framework for that purpose. As outlined by Winters et
al.,34 there are various categories of temporary entry for business persons among
the NAFTA member states: business visitors, traders and investors, intra-company
transferees and professionals. The basic principles for the temporary entry for
businesspersons in NAFTA are transparent criteria and procedures, reciprocity
and recognition of the preferential trading relationship. There are no conditions
– such as labour certification tests, prior approval procedures, petition, or other
procedures of similar effect – and with one broad exception related to professional
services there are no numerical quota restrictions.
The definition of a ‘business visitor’ is a citizen of a party who is engaged in the
trade of goods, the provision of services or the conduct of investment activities.
‘Temporary’ is defined as having no intent to establish permanent residence.
NAFTA grants temporary entry visas to business visitors seeking to engage in
a business activity without requiring that person to obtain an employment
authorisation from the host country. Visitors must ensure that their primary source
of remuneration for the proposed business activity is their home country, not the
territory of the party granting temporary entry; their principal place of business
and actual place of accrual of profits must, at least predominantly, remain outside
such territory. Instead of defining what kind of persons or professions may move,
34

See A. Winters, Terrie L. Walmsley, Zhen Kun Wang and Roman Grynberg (2002), Negotiating the Liberalisation of
the Temporary Movement of Natural Persons, Discussion Paper 87, University of Sussex, October.
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the NAFTA agreement defines the business activities in which such persons
engage. Business activities include: research and design; growth, manufacture
and production; agriculture (harvester-owner supervising a harvesting crew
admitted under the applicable law); marketing (market researchers and analysts
conducting research); sales, distribution, after-sales services and general service
including tourism. Under the category of sales, for example, Mexican sales
representatives and agents are allowed to enter Canada to take orders or negotiate
contracts for goods or services for the Mexican firm. They are not, however,
allowed to deliver goods or provide services to the public in Canada. Relatively
low-skilled workers, such as transportation operators (tour-bus operators) are
allowed move across countries to provide services under the auspices of their
domestic companies.
The second NAFTA category under the temporary entry of businesspersons is
for traders and investors. Traders, who carry out substantial trade in goods and
services between member states are granted temporary entry. Investors are those
who are seeking to establish, develop, administer or provide advice or key technical
services to the operation of an investment. The investment does not have to be
owned by the person who is seeking the temporary entry nor does it have to be
committed, but can rather be in the process of commitment. The agreement
indicates that the investment should involve a ‘substantial’ amount of capital, but
without spelling out how much this would be.
Under the category of intra-company transferees, the person involved must have
been employed continuously by the enterprise for one year in the previous threeyear period. He/she must work in the capacity of manager or executive, or be the
repository of special knowledge. As with all the other categories, there are no
numerical quotas imposed on the intra-company transferees between NAFTA
members.
Under the category of professionals, NAFTA encourages the mutual recognition
of accreditation, licensing and certification requirements. A person seeking to
engage in a business activity at a competent level in a profession is permitted
temporary entry. Unlike the other categories, however, this category allows the
US to impose annual numerical limits on Mexico. Initially, the US approved up
to 5,500 professional Mexicans per annum seeking temporary entry to the US;
NAFTA requires that the US should, in consultation with Mexico, increase its
annual quota each year. The US and Mexico agreed that the US would phase out
the annual quotas if it grants a better treatment to a third party (a most-favoured
nation clause) or ten years after signing the agreement, whichever is sooner. In
defining ‘professionals’, most require a university degree or equivalent qualification.
To conclude, the parties must show the political willingness to go beyond the
rather restrictive framework of GATS. A more imaginative model is definitely
needed. Some elements of this framework could incorporate the following:
• the introduction of a special, multi-entry ‘services’ visa;
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• the establishment of a transparent and responsive system for the granting of
services visas;
• wider coverage of service personnel categories so as to include middle- and
lower-skilled workers and professionals;
• acceleration of the mutual recognition of qualifications; and
• possibly the separation of social security contributions into short-term (workrelated accident and health) and long-term (pension) social protection.
The institutional capacity of existing and recently established regulatory institutions
such as the Telecommunications Regulatory Authority, the Energy Market
Regulatory Authority or even the Banking Regulatory and Supervisory Board
would be instrumental in ensuring the proper functioning of the services agreement
by providing effective regulatory oversight of the whole service sector. As such,
it would be of interest to launch specific programmes to strengthen the institutional
capacity of such institutions and to enhance their knowledge of the related EU
acquis and practice.
It should be recalled that the Turkish Competition Authority, which will also
have a significant role in Turkey’s adoption and implementation of those aspects
of the EU acquis that are pertinent to the service sector, has a fine record of
upholding competition rules in Turkey. It has been lauded in the past by the
European Commission for its effective role in this regard. It should therefore be
pointed out that the existence of such an important and well-established regulatory
authority in Turkey would definitely be a major advantage during the transition
process to the full freedom to provide cross-border services. The one area where
the Competition Authority has had no competence and therefore no experience
has been the area of state aid. At the time of writing, Turkey had still not fulfilled
its obligations stemming from the customs union decision to set up an independent
regulatory body to monitor state aid in Turkey. There is a draft law prepared for
this purpose. It would thus be of significant importance to initiate a cooperation
programme between the Commission and the soon-to-be-established Turkish
state aid monitoring authority, with a view to the effective implementation of
state aid rules in Turkey. This is even more important for some service sectors
where the state remains a major player (banking), a dominant player
(telecommunications and air transport) or even a monopolist (electricity and
natural gas transport along with rail transport).
It should also be recalled that in addition to an agreement to liberalise trade in
services, the parties are also negotiating an agreement for the mutual liberalisation
of public procurement markets. The negotiations are carried out as a package
deal where nothing is agreed until everything is agreed. Therefore the completion
of the services negotiations will depend on exogenous factors, such as the success
of a deal involving the opening up of the public procurement markets.
To conclude, our recommendations with regard to the liberalisation of trade in
services between Turkey and the EU are as follows:
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• The liberalisation of trade in services between Turkey and the EU should be
accomplished before Turkey’s full membership.
• A model of institutional cooperation should be developed, which would allow
decision-shaping in policy areas covered by the agreement. The EEA model can
be a reference point in that respect.
• The sequencing of the fields of activity that are to be liberalised should occur
in accordance with the importance of backward and forward linkages to the rest
of the economy that the specific service sector provides. As such, priority should
be given to business services.
• Contracting services should also be included among the short-term priorities
for liberalisation, given its importance for the Turkish economy.
• This measure would necessitate more flexible rules for the temporary movement
of Turkish workers.
• A related issue is the amendment of the EU’s visa regime with regard to the
temporary movement of key Turkish personnel.
• A specific assistance programme to enhance the institutional capacity of Turkish
regulatory authorities should be implemented.
• A cooperation programme between the Commission and the Turkish Competition
Authority with a view to the effective implementation of state-aid rules in Turkey
should also be envisaged.
Conclusion
A customs union is an intrinsically complex arrangement to carry out. It creates
a policy-dependency framework that is difficult to manage between two sovereign
entities of a totally different size. Turkey and the EU ended up in a customsunion setting essentially as a result of a legacy issue. The customs union was the
model of trade integration that was adopted by the EEC internally and initially
externally as illustrated by its earliest association agreements with Greece35 and
Turkey. In fact, most of the problems identified in the Turkish-EU customs union
stem from this factor. A second set of problems derive from ‘hidden protectionism’.
The EU’s complaints with regard to the functioning of the customs union are
indeed related to this type of protectionism, characterised by the non-tariff barriers
to trade that are still witnessed on the Turkish side. Yet, notwithstanding this
range of problems, the Turkish-EU customs union must be defined as a technical
success. Since its establishment, the customs union has been able to function on
a sound basis.
It may appear at first sight disappointing that the customs union has not had a
major impact on the direction of trade. But this is understandable given that the
EU had already liberalised its trade with Turkey (except in the area of textiles)
well before the customs union entered into force and thus the EU had already
become the most important trading partner of Turkey. The customs union did not
35

Like Turkey, Greece applied for an Association Agreement with the Community in the late 1950s. The agreement
envisaged the establishment of a customs union (as in the case of Turkey), but it took the form of full membership in
the early 1980s.
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change this, yet it was instrumental in the growth of the volume of trade between
the partners and the growth of Turkey’s overall trade. In light of the growth in
trade volume and a lack of significant change in trade direction, it can be concluded
that the Turkish-EU customs union has been a welfare-creating one, leading to
more trade creation than trade diversion.
There are, however, a number of issues that remain regarding the future of trade
integration between the two parties. These issues can be summarised under two
headings: the deepening of the customs union and the widening of the customs
union. With respect to the deepening of the customs union, we believe that the
EU must undertake a significant effort to alleviate the concerns of the Turkish
side in terms of the policy dependency framework, particularly in relation to the
development of a genuinely common commercial policy. As for Turkey, the most
important aspect related to the current functioning of the customs union would
be to eliminate the hidden forms of protectionism, especially in the area of
technical barriers to trade. Finally, both parties should focus on the elimination
of trade defence instruments vis-à-vis each other and should define the conditions
related to the abolition of these instruments in clearer terms.
In relation to the widening of the customs union, an agreement on the liberalisation
of trade in services and the incorporation of the agricultural sector36 within the
customs union is to be expected. The liberalisation of trade in services will thus
be the next ‘new thing’ in the Turkish-EU trade integration path. This development
is bound to have a significant impact on the Turkish economy given the high
share of services. Yet both the EU and Turkey must start to address this issue in
more imaginative ways so as to bring workable, adaptable and flexible solutions
to the core problems of policy dependency, institutional cooperation and the
question of the freedom of establishment.
Finally, given the experience of the customs union, this new step in trade integration
needs to be coupled with a more effective communications strategy. The customs
union became a scapegoat for many ills of the Turkish economy as well as a
rallying point for all the anti-globalisation and anti-liberalisation circles. As a
result, the public image of the customs union in Turkey has been severely tarnished
and remains as such. The more ambitious project of economic integration involving
services and agriculture should not go down the same path. It is imperative that
this time around trade integration is accompanied by a pertinent communications
campaign that would aim at explaining to the public at large the reasons, the
possible impact and the expected gains from this endeavour of economic integration.
Achieving these goals would help the parties to undertake a more comprehensive
framework of trade integration with less friction and more welfare creation.
36

The impact of the liberalisation of trade in agricultural products is analysed in the joint EDP-CEPS working paper
titled “Structural Change and Market Opening in Turkish Agriculture” which can be found on both www.edpforum.com
and www.ceps.be websites.
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