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Abstract

This study aims at examining the role of labor market reforms in shaping the la-
bor market performance in Turkey using the Income and Living Conditions Sur-
vey panel data for 2006-2010. To this end, we compute the Markov transition pro-
babilities of individuals moving across three different labor market states: emp-
loyment, unemployment and not in labor force. The results of the study reveal
that the policy measures, in general, helped in alleviating the adverse effects of
the 2008 economic crisis on the Turkish labor markets, particularly for the targe-
ted disadvantaged groups such as youth and women.

Keywords: Labor Market Reforms, Markov Transition Analysis, Turkish Labor
Market, 2008 Global Economic Crisis.

Isguicli Piyasasi Reformlarinin Isgiici Piyasasi
Gegislerine Etkisi: Turkiye Ornegi
0z

Bu makalede, isglicu piyasasi reformlarinin isglict piyasasi performansini belir-
lemedeki roliintin Gelir ve Yasam Kosullari Anketi’nin 2006-2010 panel verisi kul-
lanilarak incelenmesi amaglanmaktadir. Bu dogrultuda, istihdam, issizlik ve isgu-
cu disinda olma seklindeki t¢ farkl isglicl piyasasi durumu arasinda bireylerin
Markov gegis olasiliklari hesaplanmaktadir. Sonuglar, 2008 krizi ertesinde uygul-
maya koyulan iyilestirici isglicl piyasasi politika ve uygulamalarinin krizin Tarki-
ye isguci piyasasi Uzerindeki olumsuz etkisini hafifletmede rol oynadidina isaret
etmektedir. Bu sonug 6zellikle hedeflenen genc ve kadinlarin olusturdugu deza-
vantajli gruplar igin cok daha net bir sekilde ortaya ¢cikmaktadir.

Anahtar Kelimeler: Isgiicii piyasasi Reformlari, Markov Zincir Analizi, Tiirkiye
Isglicli Piyasasi, 2008 Kliresek Ekonomik Krizi.
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1. INTRODUCTION

The global economic downturn in the aftermath of
the 2008 financial crisis had dramatic and lasting
effects on the labour markets worldwide. As a re-
sult of declining economic activity, several wor-
kers lost jobs leading to sharp increases in unemp-
loyment rates in many countries. Governments
responded with a range of measures to mitigate the
adverse impact of the crisis on their labour mar-
kets, which in turn paved the way for a resurgence
of interest in the role and relevance of regulations
and institutions on the labor market outcomes. In
this study, we aim to expand the existing literature
by examining the role of labor market reforms in
shaping the labor market performance in the parti-
cular context of the Turkish labor market.

Turkey, hit hard by the global financial crisis, ex-
perienced profound declines in its output and emp-
loyment growth. Although the government was rat-
her slow to react, it put into action a comprehensi-
ve employment incentives program with the hope
to limit adverse effects of the crisis. Programs to
decrease the tax wedge and to reinforce flexibility
in the labor market, also publicly known as “emp-
loyment packages”, have been put into action to
improve the overall market performance. The re-
forms that target to reduce the tax wedge included
reductions in the employer’s social security premi-
um contributions and specific reform and incenti-
ve packages to promote youth and female employ-
ment. The programs to enhance labor market fle-
xibility embodied allowance for short-term emp-
loyment contracts, strengthening the role and res-
ponsibility of labor market institutions, advancing
active labor market programs and several others.

What is the impact of the “employment packa-
ges” implemented by the Turkish government in
the aftermath of the global financial crisis? Unfor-
tunately, existing evidence on the effectiveness of
these labor market programs is mixed and scant.
Data limitations have hindered detailed analyses.
Against this background, the aim is to perform an
analysis to investigate whether the restructuring of
the labor institutions and regulations have affected
the performance of the Turkish labor market.

Towards this end, we use mobility analysis that
have become readily available with the introducti-
on of advanced panel data sets and techniques, le-

ading to a paradigm shift in the labor market litera-
ture. More specifically, by using Markov transition
processes, we calculate and discuss a set of proba-
bilities based on annual worker transitions across
distinct labor market states. As Bosch and Malo-
ney (2010: 3) claim: “labor status mobility can be
assumed as a process in which changes in the sta-
tes occur randomly through time and probabiliti-
es of moves between particular states are gover-
ned by Markov transition matrices”. From the no-
vel Turkish Income and Living Conditions Survey
(SILC) panel data for the period 2006-2010, we
compute the transition probabilities of individuals
moving across three different labor market states:
employment, unemployment and out of labor for-
ce. More specifically, we estimate annual indivi-
dual transition probabilities for the periods 2006-
2007, 2007-2008, 2008-2009 and 2009-2010, and
aim to identify the effects of the reform packages.

The paper is organized as follows: In Section 2 we
present a survey of the relevant literature. Secti-
on 3 gives an overview of the labor market in Tur-
key. The labor market reform packages launched
in Turkey during the 2008 crisis are discussed in
Section 4. Section 5 is devoted to data and the met-
hodology. The results of the data analyses and the-
ir interpretations are presented in Section 6. Fi-
nally, the last section concludes.

2. LITERATURE SURVEY

Most studies analyzing individual labor market
histories can be classified in two categories: (i)
studies that utilize duration models and (ii) studi-
es that model individuals’ transitions among some
labor force states as a Markov chain process. A
vast majority of the studies in the first category at-
tempt to estimate the duration of unemployment
as a function of personal characteristics and labor
market conditions. The hazard functions are esti-
mated using micro data sets. Whereas, the studies
in the second category model individuals’ experi-
ences as a Markov chain process characterized by
a transition matrix. The probabilities that form the
transition matrix are parameterized as function of
individuals’ characteristics and labor market con-
ditions. Certain dimensions of the transition mat-
rix are then estimated, generally utilizing multino-
mial logit models and large panels obtained from
labor force survey data.
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Our study is related to the studies in the second
category. It should be noted, however, that there
are very few studies, to the best of our knowledge,
which focus on the effects of labor market reforms
on transition probabilities. Therefore, the literature
survey below consists not only of these studies but
also of some other research that could have some
relevance to our proposed work.

In his seminal work Maloney (1999) examines mo-
bility patterns in the Mexican labor market with an
aim to test the traditional dualistic theory of formal
and informal labor markets. The empirical analy-
sis consists of calculating the raw probability of
moving from an initial sector to a terminal sector,
which is then standardized by the terminal sector
size, separation rates from the initial sector and job
openings in the terminal sector. Then he examines
the underlying factors which determine probabi-
lity of moving from one sector to another, through
a multinomial logit model using experience, scho-
oling and initial real wage as covariates.

Voicu (2002) uses micro data from the “Romani-
an Labor Force Survey” to analyze the effect of
privatization on the Romanian labor market. The
author studies the individual labor market histori-
es and estimates the effects of personal characte-
ristics on individuals’ labor market decisions du-
ring the transition process. A multivariate probit
model is used as empirical specification of the in-
dividual employment decisions. The results show
that women have lower employment probabiliti-
es in all years, for all ages and educational cate-
gories. High education and high levels of speci-
fic skills help individuals maintain high employ-
ment probabilities for longer periods of time. Wor-
kers with ages at the two ends of age range have
higher probabilities of both entering and leaving
employment.

Hopenhayn (2004) analyzes the impact of the 1995
labor market reform in Argentina using a duration
model. The panel data that the author employs al-
low him to compute conditional probabilities for
transitions out of employment, thus avoiding the
problem of stock sampling. In this way, his speci-
fication of hazard rates allows for duration depen-
dence. The results of the study show that the re-
form had a very strong impact on labor turnover,
increasing hazard rates during the trial period (the
first three months) by almost 40 percent, without a
compensating decrease for longer tenure. In cont-

rast, the special regimes for small firms and young
workers show no sizable effects.

Lima and Paredes (2007) analyze the dynamics of
labor markets in Chile for the period 1962-2007.
Their study is one of the very few studies in the li-
terature that investigate whether the changes in la-
bor laws have affected flexibility in labor markets.
To this end, Lima and Paredes analyze mobility
in different periods associated with different labor
regulations: 1962-1966; 1967-1973; 1974-1979;
1980-1990; 1991-1998, and 1999-2007. The aut-
hors estimate transition probabilities across three
possible states: unemployment, employment, and
out of the labor force, and they associate flexibility
with the size of these transition probabilities. They
find that reforms such as that of 1967, which int-
roduced the “just cause” requirement to fire wor-
kers, did not help workers to keep their jobs, but
there is no evidence of significant changes in inf-
lexibility. Other labor regimes significantly affec-
ted transitions, but surprisingly, it was the new re-
gime put into effect in 1990, that increased mobi-
lity. The authors interpret this as the result of the
consolidation of a flexibility prone model that, un-
til then, had been associated with an unpopular im-
position by the military regime.

Using the panel “Living Standards Measurement
Study/Living in Bosnia and Herzegovina survey”,
Tiongson and Yemtsov (2008) study labor mar-
ket dynamics in Bosnia and Herzegovina over the
period 2001-2004. The authors investigate labor
market transitions into and out of employment,
unemployment and inactivity to better unders-
tand their covariates and how labor market disad-
vantages are distributed across demographic gro-
ups. They also speculate on the links between la-
bor market transitions and welfare over the 2001
to 2004 period. The results of estimating a mul-
tinomial logit model of labor market transitions
provide strong evidence that there are indeed sig-
nificant differences in labor market transitions by
gender, age, education, and geographic location.
Using the panel structure of the multi-topic survey
data, the authors find that these transitions are rela-
ted to welfare dynamics, with welfare levels evol-
ving differently for various groups depending on
their market trajectories.

Fabrizi and Mussida (2009) follow a Markov cha-
in approach to examine the labor market transiti-
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ons between the states of employment, unemploy-
ment, and inactivity using individual-level data
from the 1993-2003 labor force surveys in Italy.
The labor market transition matrices are estima-
ted at the beginning and at the end of the decade.
The authors find evidence of increased labor mar-
ket stability particularly due to increased unemp-
loyment persistence which in turn lead to enhan-
ced long-term unemployment incidence. Some in-
dividual characteristics exert a significant impact
on the probability of leaving the unemployment
state. In addition, the effectiveness of flexible la-
bor market legislation is related to the reduction of
short-term unemployment. The usefulness of the-
se regulations was also related to reduction of the
incidence of the shadow economy. The long-term
unemployed, instead, remain locked-in the state of
unemployment. This highlights the need for pro-
per policy interventions to increase the employ-
ment opportunities of the long-term unemployed.
The results for the employment transitions show
the absence of increased employment opportuniti-
es for the disadvantaged labor market categories,
especially for young and females.

Christodoulakis and Mamatzakis (2010) analyze
Greek labor market dynamics at a regional base
comprised of 16 provinces using Markov Chains
for proportions data. They apply a Bayesian app-
roach and a Monte Carlo Integration procedure
that uncovers the entire empirical posterior distri-
bution of transition probabilities from full employ-
ment to part employment, unemployment and eco-
nomically unregistered unemployment and vice a
versa. The results of the study show that there are
disparities in the transition probabilities across re-
gions, implying that the convergence of the Greek
labor market at a regional base is far from being
considered as completed. However, some common
patterns are observed as regions in the south of the
country exhibit similar transition probabilities bet-
ween different states of the labor market.

To quantify the magnitude of transitions across
occupational categories, Cuesta and Bohorquez
(2011) use a panel of households representative
of the main metropolitan areas in Colombia over
the period 2008-2009. Results show that transiti-
ons between occupations are large and asymmet-
ric; they are disproportionally more likely to hap-
pen from formal to informal occupations than vice
versa. It is reported that such transitions are also

different for salaried workers compared with the
self-employed, as well as by poverty status of the
worker. Salaried workers are more likely to tran-
sition first into other salaried jobs, while self-
employed are more likely to transition into unemp-
loyment or out of the labor force. There are mar-
ked differences in the profiles of transitioning and
non-transitioning workers, both in terms of socio-
economic characteristics and social security cove-
rage. The results also show that affiliation to social
security on health deters occupational transitions,
while pension insurance does not.

The literature concerning the effects of labor mar-
ket regulations on labor market outcomes is quite
limited. To the best of our knowledge, there is no
other study carried out for Turkey specifically in-
vestigating the effects of labor market reforms fol-
lowing the 2008 economic crisis on labor market
dynamics by employing Markov processes. The
previous studies on Turkey fall into two categori-
es: the studies analyzing transition dynamics and
the impact evaluation studies.

As an example of the first group of studies, Tas-
¢1 and Tansel (2005), using Household Labor For-
ce Survey panel data of 2000 and 2001 computed
Markov transition probabilities by gender, mari-
tal status and rural-urban residence for three labor
market states: employment, unemployment and
not in labor force. Moreover, they carried out mul-
tinominal logit regressions. Some of their major
findings are as follows: For the urban women, whi-
le the probability of moving from unemployment
to employment is lower than urban men, the pro-
bability of moving from employment to unemp-
loyment is higher, which leads to higher unemp-
loyment rate for women. The probability of losing
the job decreases with education.

Ikizler and Tunali (2012), using the same data
set with Tas¢1 and Tansel (2005), investigated the
transition dynamics in and out of agricultural and
non-agricultural employment in the Turkish labor
market for the 2000-2002 period by employing
multinominal logit regression analyses. They cor-
rected their analyses for attrition problems. One of
the main findings of their study is that educational
attainment and age are important in making a suc-
cessful transition between agricultural and non-
agricultural employment.
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There are also some recent studies that investiga-
te the outcomes of the reform packages which Tur-
key adopted during the 2008 global economic cri-
sis. Uysal (2013) focused on the impact of employ-
ment subsidy program in 2008, the aim of which
was to generate new employment for all women
and young men, on the women in the age group
30-34. Using the difference-in-differences appro-
ach, she found a positive effect of the program.
However, after the coverage of the program was
extended to include all newly hired workers, the
positive effect of the program on the employment
of women and young men disappeared. Moreover,
during the economic crisis, an added worker effect
has been shown to present for women.

Similar to Uysal (2013), Balkan et al. (2014) in-
vestigate the impact of the same program on the
Turkish labor market. Employing particularly the
difference-in-differences techniques, they analy-
zed the impact of the program on the targeted di-
sadvantaged groups. According to their results,
while the most significant effect of the program is
observed for older women, a weaker effect is fo-
und for young women and finally no effect is de-
tected for younger men.

3. OVERVIEW OF THE LABOR MARKET
IN TURKEY

Despite having a young and dynamic population,
Turkey has several structural problems in its la-
bor market including low employment rate, high
unemployment rate, widespread informality and
large rural-urban differentials. The rise in the wor-
king age population continuously exceeds that in
employment creation, hence results in low emp-
loyment rate. Turkey’s employment rate, measu-
red as 43 percent in 2010, is remarkably low relati-
ve to international standards. It is one of the lowest
among OECD member countries and similar to the
MENA average. Similarly, Turkey’s 48.8 percent
labor force participation rate (LFPR) in 2010, is
more than 10 percentage points below that of ave-
rage LFPR of OECD members.

Turkish economy has been undergoing a deep
structural transformation since the beginning of
the 1980s. Shifting from agriculture to manufac-
turing, rapid urbanization and integration with the
global economy increased the need for more skil-
led workers. This transformation necessitated real-

location of labor from lower to higher productivity
activities which translated into a substantial chan-
ge in sectoral employment trends. From 1980 on-
wards, share of agricultural employment in total
employment has fallen significantly, and the we-
ight of industry and services has increased sharply.
Agricultural exodus has continued throughout the
2000s. These changes lead to an overall increa-
se in the productivity. Production per employee is
approximately five and four times higher in ser-
vices and industry, respectively, than it is in agri-
culture. Along these lines, it can also be claimed
that the main driving force of productivity incre-
ases in Turkey has been internal migration for the
last three decades. Since the urbanization and la-
bor flows from agriculture to manufacturing and
services will not be as rapid as it was before, pro-
ductivity increases sourced from these forces will
be limited. Therefore, there is a need for increa-
sing productivity within sectors.

The main underlying factor behind Turkey’s un-
favorable labor market position is women’s ex-
ceptionally limited participation in economic
life. Female employment and participation rates
have been consistently low throughout the 2000s.
Turkey’s 23.6 percent LFPR in 2007, is almost one
third of OECD and EU-19 countries’ rates at 62
and 64 percents, respectively but it is still higher
than MENA average which is around 19 percent.

The sectoral transition in the Turkish Labor Mar-
ket have been the main culprit in the already low
and declining levels of female employment and
participation rates. The jobs available in the ru-
ral areas are mostly in agriculture and suitable for
women having low educational attainments. Tho-
se low skills women working as unpaid family
workers in agriculture are forced to leave employ-
ment when they migrate to urban areas, given cul-
tural/social forces and their low levels of educati-
on. As follows, urban unemployment rates are hig-
her, employment and labor force participation ra-
tes are lower.

Another salient feature of the Turkish labor market
is widespread informality. Informality has been
following a decreasing trend over the last decade
but still remains to be quite high. The share of in-
formal employment in total employment gradually
fell from 50 percent in 2004 to 42 percent in 2011.
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4. LABOR MARKET REFORMS AGAINST
THE CRISIS

The global financial crisis in 2008 reduced output
severely in Turkey, with GDP contracting by 4.7
percent in 2009 and the unemployment rate soa-
ring to 14 percent. The recovery was strong, ho-
wever. By early 2011 the unemployment rate was
back to its pre-crisis level, falling to 10.8 per cent
in March 2011. In order to alleviate exacerbating
unemployment and output losses, the Turkish go-
vernment has launched several reform packages
spread over the last quarter of 2008 and the first
half of 2009 in general. Measures have included
tax reductions and subsidies to promote invest-
ment and employment. It is estimated that as a ra-
tio to the GDP, the fiscal costs of the overall reform
package were 0.99% in 2008, 3.41% in 2009, and
2.23% in 2010 (Ercan, Taymaz and Yeldan, 2010).

The first reform package for labor markets was an-
nounced in October 2008 (known as the first emp-
loyment package). The most important measures
taken under the October package were: (i) Five
percent reduction in social security premiums, (ii)
Further reductions in the social security premiums
for the young (18-29 age group) and women wor-
kers (put into effect in July 2008), (iii) An increa-
se in unemployment insurance payments by 11%,
(iv) Increased subsidies for the disabled and im-
paired.

Starting from October 2008, employer social secu-
rity premium payments were reduced by five per-
centage points, from 19.5% to 14.5%. Some 5.5
million workers were covered by this measure in
2009, rising to 6.4 million workers by end 2010. It
is estimated that the program had cost savings of
at least 32TL per worker, per month from October
2008 to January 2009. It is also estimated that the
total cost of this program has reached to 3,358 mil-
lion TL (2,200 million $) or to about 0.40% of the
2009 GDP estimate.

To encourage the hiring and retention of women
and youth, the employer share of social security
contributions for women and youth (aged 18-29)
employed between May 2008 and May 2010 has
been covered for a period of five years by the
Unemployment Insurance Fund. Starting at 100
percent the first year, the subsidy gradually dec-
reases to 20 percent in the fifth. In order to bene-

fit, the employer must have recruited women and
youth who were registered as unemployed for at
least six months. Thanks to this measure, 61,615
new jobs were created in 2009, including 31,482
for women, and 63,230 in 2010, including 33,395
for women.

Unemployment insurance payments have been
started to be calculated in terms of gross, instead
of net income. This implied 11% increase in the
unemployment benefits. Unemployment insuran-
ce benefits are paid to the unemployed worker on
a monthly basis at the end of each month, and they
cannot exceed 80 percent of gross minimum wage.
Employers who hire those receiving unemploy-
ment insurance, and thereby promoting return to
employment have also been given premium incen-
tives.

The Wage Guarantee Fund was another compo-
nent of passive employment programs. Initially
established as part of the Labor Code No. 4857,
the fund was annexed to the Unemployment Insu-
rance Code No. 4447 in May 2005. Its main aim
was to protect those workers employed in accor-
dance with the Unemployment Insurance Law and
who had been adversely affected from their emp-
loyers’ declaration of bankruptcy and/or revelation
of inability to pay. Under those conditions the fund
meets up to three months of unpaid wages of the
affected workers. To be eligible for the fund, the
employee has to be continuously employed by the
firm a minimum of one year before the declaration
of inability to pay. Since August 2003, 1% of the
employers’ share of unemployment insurance fund
contributions was allocated to the Wage Guaran-
tee Fund. Total assets of the fund reached to 104.4
million TL as of September 2009. It has disbur-
sed a total sum of 1.1 million TL for 827 workers
in 2008; and a total of 19.8 million TL for 10,463
workers in the first nine months of 2009 (Ercan,
Taymaz and Yeldan, 2010).

In February 2009, a complementary package was
announced which involved more active use of the
short-time working compensation program. The
short-time work scheme which is administrated
by ISKUR (Turkish Labor Agency) is designed to
provide temporary reduction of working hours du-
ring the crisis. Companies may resort to short-time
work to avoid the destruction of jobs otherwise vi-
able in the long-run. To mitigate the adverse ef-
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fects of the crisis, the coverage of the program was
extended from 3 to 6 months, and payments were
increased by 50%. In addition, its scope has been
extended to include sectoral and regional crises in
addition to economic crises. When it was first put
into effect in 2005, the short-time working com-
pensation program had a very weak start. In 2005
only 21 employees were granted a total 10,567 TL
(8,000%). In 2007, 40 workers were eligible to the
program and paid a total of 22,051 TL (18,0008).
Starting March of 2009 applications have surmo-
unted and accelerated to a peak of 82,439 persons
in June 2009. From 2008 to 2010 September, a to-
tal of 259,998 persons from 3,582 enterprises had
benefited from the program with a total disburse-
ment of 198.8 million TL (around 150m $) (Ercan
etal., 2010).

In August 2009, a new package was enacted. With
this package, employers’ social security contribu-
tions for all new employees who were unemplo-
yed for at least three months prior to their hiring
were also covered from the Unemployment In-
surance Fund for a period of six months, as long
as the additional worker represented an incre-
ase to the enterprise’s workforce level as of Ap-
ril 2009. In 2009, 64,505 workers benefited from
this program, rising to 76,144 in 2010. Social se-
curity contributions for employees hired while re-
ceiving unemployment insurance payments are
also paid by the Unemployment Insurance Fund
for the remaining months of their benefit period.
Again, in order to be eligible for the subsidy, new
hires had to represent an increase in the recipient
enterprise’s workforce as of April 2009.

In July 2009, a temporary public employment
program through public infrastructure investment
was put into effect. The size of the package was
initially 1 billion TL (646 million USD). The pac-
kage was launched in June 2009 with two major
components: one was direct creation of temporary
public employment (renovating schools and hos-
pitals, refurbishing public parks, etc.); and the ot-
her was support for vocational schools, apprenti-
ceship schemes, and job training with a view to
boost employment. There were also other packa-
ges that included economic measures to stimulate

demand and prevent layoffs. One of these measu-
res was a cut in consumer and other forms of exci-
se taxes from 18% to 8% in the automotive sector,
electronics, and household appliances until the end
of September 2009.

In addition to the passive employment policies,
active employment programs offered by ISKUR
(Turkish Labor Agency) have been increased in
the post-crisis period. These programs have inclu-
ded vocational courses, job-training, apprentices-
hips, and guidance towards job applications such
as proper resume writing, etc. ISKUR had been
granted a total of 511,495 million TL over 2009
and 2010, respectively, for designing such prog-
rams. In 2009, total of 213,852 individuals bene-
fited from the employment courses. 21,608 of the-
se participants were under employment guarante-
ed courses. Over January—August of 2010 a total
of approximately 184,586 individuals were enga-
ged in such training programs, with 28,986 bene-
fiting from employment guaranteed courses (Er-
can et al., 2010).

5. DATA AND METHODOLOGY

The data used in this analysis is drawn from the
Turkish Income and Living Conditions Survey
(SILC), which has been conducted by the Turkish
Statistical Institute (TurkStat) since 2006. The na-
tionally representative, rich, panel survey provi-
des detailed information on the employment sta-
tus, social security coverage, demographic charac-
teristics, working hours, labor and other income,
living conditions, job characteristics and socioeco-
nomic conditions of the subjects. The analysis be-
low focuses mainly on the years 2006, 2007, 2008,
2009 and 2010. For the specific aim and methodo-
logy of the study, panel samples are modified in
two ways: (i) they comprise only the labor force
between 15-64 years of age who are present in at
least two consecutive years of the survey, (ii) wor-
kers in the agricultural sector are excluded.

The frequencies and shares of each labor market
state (Unemployed (U), Inactive (N) and Emplo-
yed (E)) for 2006, 2007, 2008, 2009 and 2010 are
reported in Table 1.
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Table 1: Distribution of Sample Labor Market States (Age 15-64 only)

2006 2007 2008 2009 2010
N % N % N % N % N %
Unemployed(U) 1433 | 544 | 1268 | 4.8 | 1477 | 54 | 1917 | 6.8 | 1170 | 5.84
Inactive (N) 12567 | 47.7 | 12342 | 46.6 | 12533 | 45.8 |12886| 45.1 | 8782 | 44.34
Employed (E) 12349 | 46.9 | 12865 | 48.59 | 13371 | 48.8 | 13776 | 48.2 | 9856 | 49.82
Total 26349 | 100 [26475| 100 |27381| 100 [28579| 100 |19808 | 100

The distribution reveals a stable pattern for all
states across the four years under study. Inacti-
ves make up the largest share of total sample in
2006, but employed are the largest group for the
other years in consideration. Unemployment rate
stands around 5-6 percents in our sample. A gen-
der breakdown of distribution analysis is of signi-
ficant importance in the Turkish labor market. In-
deed, the incidence of inactive women still stands
as a major virtue of the Turkish labor market, dis-
torting most aggregate labor market figures. Along
these lines, Table 2 and 3 present a breakdown of
the labor force into men and women and recalcu-
lation of the labor market distribution accordingly.
As expected the inactivity rate increases to 70 per-
cent for women and falls to 22 percent for men.
That proves the magnitude of inactive women to
be a fundamental driving force behind the labor

market dynamics.

We are going to investigate the impact of la-

bor market reforms on the labor market transiti-
ons using Markov Transition Analyses. The use of

micro-level panel data and multi-state stochastic
models have enabed tracing individual labor mar-
ket transitions between different labor market sta-
tes through Markov chain models. As Fabrizi and
Mussida (2009) summarize, Markov chain models
enable estimating transition probabilities when
subjects are observed only at discrete time points
and exact transition dates are not available.

A random process X, defined over a discrete sta-
te space K= {1, ..., K -1} is called a first-order

discrete Markov chain if:

Table 2: Distribution of sample labor market states (Age 15-64 and Men)

2006 2007 2008 2009 2010
N % N % N Y% N % N %
Unemployed(U) 1093 | 89 991 8 1080 | 8.4 | 1358 | 9.9 835 | 9.28
Inactive (N) 2789 | 22.8 | 2728 | 22 | 2689 | 20.8 | 2890 | 21.2 | 1856 | 20.62
Employed (E) 8351 | 68.2 | 8674 | 69.9 | 9160 | 70.9 | 9389 | 69 | 6312 | 70.1
Total 12233 | 100 |12393| 100 |12929| 100 |[13637| 100 | 9003 | 100
Table 3: Distribution of sample labor market states (Age 15-64 and Women)
2006 2007 2008 2009 2010
N % N % N % N % N %
Unemployed(U) 340 | 24 | 277 1.9 397 2.8 559 6.8 278 | 2.58
Inactive (N) 9778 | 69.3 | 9614 | 68.3 | 9844 | 68.1 | 9996 | 45.1 | 7514 | 69.54
Employed (E) 3998 | 28.2 | 4191 | 29.8 | 4211 | 29.1 | 4387 | 48.2 | 3013 | 27.88
Total 14116 | 100 | 14082 | 100 |14452| 100 |14942| 100 |10805| 100
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Pr (Xt = k | Xt—ll ""Xl) = Pr (Xt = k | Xt—l)

(M

If X is a Markov chain and j, kK € {K}, the conditi-
onal probability:

Vtandj, k €K (2)

is called the transition probability of moving from
state k to j at time ¢. If the transition probabiliti-
es are independent of time, Markov chain is time-
homogenous, that is:

Vtand j,k €K 3)

Given a finite set of states K = {1, ... , K - 1}, tran-
sition probabilities can be represented in a discrete
time transition probability matrix as follows:

Poo Pokx

p- )

Pko Pkk
Along these lines, P;; refers to the probability of
finding a worker in state j at the end of the peri-
od given that the worker was at state k& at the be-
ginning of the period. The P matrix can be esti-
mated by the maximum likelihood estimator for
Pkj = % where N,; is the number of transitions

k. . .
from state k to j and N, is the number of transiti-
ons out of state k.

For the specific purposes of the study, we identify
X, to denote the labor market state of a given in-
dividual at time ¢#. We define the state space K to
comprise three labor market states; employed (E),
unemployed (U) and inactive (N).

In the following analysis, we estimate the P-matrix
of raw transition probabilities for 2006-2007,
2007-2008, 2008-2009 and 2009-2010 flows. In
the literature, the formal definition of an economic
crisis refers to negative economic growth which
lasts at least two consecutive quarters. When qu-
arterly GDP growth of the Turkish economy is tra-
ced over the course of the period, we see that it
turns out as negative starting from the first quarter
of 2008 until the second quarter of 2009. Against
these numbers, we can assume that Turkish eco-
nomy went into a recession following the global
economic crisis between third quarter of 2008 and
second quarter of 2009. Given the fact that SILC

is conducted between the months of April and July
every year, we can assume that the effects of the
crisis on the labor market can be traced over the
2008-9 transitions. As per the impacts of the re-
forms, given that the government immediately put
its reform packages into action in the wake of the
crisis, we assume the 2009-2010 transitions ref-
lect some of the effects of these specific-targeted
reforms. By no means, the analysis below asserts
any causation between labor market reforms and
their impacts on labor market, which is indeed a
much complicated analysis given the endogeneity
issues. Rather, we aim to portray the potantial pro-
jection of labor reforms’ impacts on the labor mar-
ket dynamics.

Against this framework, we construct four diffe-
rent P-matrices for one year transitions before and
after 2008 which is the year when the Turkish go-
vernment started to enact comprehensive labor
market reforms. In this way, we compare transiti-
on tendencies across different time spans, associa-
ted with different labor market regulations. Com-
paring the transition probabilities into and out of
employment, unemployment and inactivity before
and after 2008 will help evaluate the effects of re-
cent labor reforms on the labor market outcomes.

Markov analysis is tailored in a way to allow iden-
tifying the impact of recent labor market reforms
on the labor market outcomes. The main driver of
the recent reforms was to mitigate the detrimen-
tal repercussions of the 2008 global financial cri-
sis on the Turkish economy. Given the comprehen-
sive review of legal and institutional labor mar-
ket reforms in the previous section, we calcula-
te the transition tendencies of the specific groups
of individuals for whom the measures are targe-
ted. In other words, we identify the characteristics
of the individuals who are eligible to benefit from
the government incentives (youth and women) and
check out if transition probabilities of these indivi-
duals over the 2006-2010 period reveal any infor-
mation about the nature and extent of any effect.
For example, we ask whether transition probabi-
lity of moving from unemployment to employ-
ment states for a target group has indeed increased.

An important concern for panel data analyses is
attrition which may lead to selection bias if tho-
se individuals who can not be traced in the follo-
wing wave are systematically different from tho-
se who can.
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Table 4: Transition Probabilities for the Overall Sample, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 87.05 441 8.53 E | 8554 7.21 7.03
U | 46.19 21.73 32.09 U | 3581 32.61 32.76
N| 6.17 2.39 91.43 N | 4.63 3.57 91.92
P; | 35.23 4.08 60.7 P | 35.96 6.28 59.29
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 88.4l 4.56 8.53 E | 88.37 5.08 7.25
U | 4253 24.71 32.09 U | 41.17 28.15 31.59
N| 535 2.74 91.43 N| 414 2.13 91.8
P | 36.48 4.24 60.7 P; | 33.09 4.57 57.76

However, panel attrition in SILC is known to be
relatively low. Our findings do not reveal a sign of
attrition bias in the sample, given that the various
yearly transition probabilities yield more or less si-
milar figures, except those for the 2008-2009 tran-
sitions.

VI. EMPIRICAL RESULTS

As mentioned above, the impact of the global fi-
nancial crisis on the Turkish labor market was felt
heavily in 2008. The effects of the reform packa-
ges that were initiated in the second half of 2008
and continued in 2009 started to be observed in
2009. Therefore, the adverse effects of the crisis
are reflected in the transition probabilities of 2008-
9 while the beneficial effects of reform packages
are reflected in both 2008-9 and 2009-10 transiti-
on probabilities. It might be argued that the labor
market reform packages were the main stimulus
to the recovery in the Turkish labor markets, alt-
hough the recovery depends also on the stability-
oriented macroeconomic policies.

Table 4 presents transition probabilities for the
whole sample. In each cell, the figure at the top
represents the transition probability (%). Note that
all the reported probabilities are rounded to the ne-
arest two-digit number for presentational brevity,
thus may not strictly add up to but deviate around
1.00. By definition, P reflects the probability that
an individual remains in a given state. From 2006
to 2007, one observes that approximately 87.05

percent of those who are initially employed remain
in their state. A similar result also seems to hold for
2007-8 and 2009-10 transitions. Whereas, for the
2008-9 transitions there is a small decrease in the
probability (85.54 percent), which is a mere reflec-
tion of the effect of the economic crisis. Another
indication of the crisis in the 2008-9 transitions is
the increase in the transition probability of moving
from employment state to unemployment state. As
seen in the table, this probability is around 4.5 per-
cent in the 2006-7 and 2007-8 transitions while it
increases to 7.21 percent in the 2008-9 transitions.
Given that both the probability of remaining in the
employment state and the transition probability of
moving from employment to unemployment turn
back to their pre-crisis levels in the 2009-10 tran-
sitions (88.37 and 5.08 percents, respectively), we
can conclude that the policy measures had indeed
produced some intended results.

Another reflection of the impacts of the crisis
and the reform packages can be seen by exami-
ning individuals that were unemployed in the pre-
vious period. The probabilities of remaining in
unemployment were 21.73 and 24.71 percents in
the 2006-2007 and 2007-8 transitions, respecti-
vely while it increased with the impact of the cri-
sis to 32.61 percent in the 2008-9 transitions, and
then it decreased to 28.15 percent in the 2009-10
transitions. This fall depends primarily on the fact
that unemployed workers moved to employment.
The probability of moving from unemployment to
employment decreased substantially to 35.81 per-
cent with the effect of the crisis, and then recorded
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a strong rise up to 41.17 percent, returning almost
to its pre-crisis levels. The observed recovery in
the 2009-10 transitions in both the probability of
remaining in unemployment and of moving from
unemployment to employment may be attributed
to the effects of the reform policies. Also impor-
tant is the behavior of inactive individuals during
the crisis. As Table 4 displays, compared to the
pre-crisis period, the probability of moving from
unemployment to inactive state is not higher in the
crisis period; on the contrary, it is lower. On the ot-
her hand, transitions from inactive state to unemp-
loyment have risen during the crisis. Thus, it might
be inferred that the added worker effect was domi-
nant during the crisis.

As mentioned above, one of the target groups of
labor market reforms was women. In order to see
the effects of the reforms by gender, we present
in Tables 5 and 6 the transition probabilities cal-
culated separately for males and females. It is ob-
served from Table 5 that the patterns of transiti-
on probabilities obtained for males are similar to
those calculated for the overall sample (Table 4).
For female workers (Table 6), the transition pro-
bability of remaining in employment and the tran-
sition probabilities of moving from employment
to unemployment, from employment to inactive,
from unemployment to employment are quite si-
milar in structure to those calculated for the ove-
rall sample as well as for males. The transition pro-
bability of female workers remaining in unemp-
loyment is also similar to those computed for the
overall sample and for males in the 2006-7, 2007-8
and 2008-9 transitions. This probability is around
14 percent in the 2006-7 and 2007-8 transitions,
and it shows a significant increase to 23.16 per-
cent in the 2008-9 transitions as a result of the eco-
nomic crisis. However, in the 2009-10 transitions,
contrary to the overall sample and to males, the fe-
male workers’ probability of remaining unemplo-
yed exhibits an increase (from 23.16 to 26.5 per-
cent). Considering the reform package specifically
targeting female employment, this may seem to be
a puzzle. However, upon a careful examination of
Table 6, it is seen that although there is an incre-
ase in the 2009-10 transition probability of fema-
le workers moving from unemployment to emp-
loyment (from 26.5 to 28.08 percent) which co-
uld reflect the effects of the reform package targe-
ting females, in contrast to males, there is a decre-
ase in the probability of moving from unemploy-
ment to inactive state (from 50.34 to 45.43 per-

cent). This shows us that compared to the previous
periods, in the 2009-10 period, unemployed wo-
men, instead of exiting the labor force, preferred
to remain in the labor force to a greater extent (i.e.,
they became less discouraged). Because it is not
easy for unemployed women to get jobs, this fact
is reflected in a puzzle-like increase in the 2009-10
transition probability of female workers remaining
unemployed. Another important point about Tab-
les 5 and 6 is that the added worker effect observed
for the overall sample is also observed for females
and especially for males. The last result regarding
females was confirmed by studies of Uysal (2013)
and Balkan et al. (2014) who also reported an ad-
ded worker effect for women during the crisis.

It is important to compare men and women to un-
derstand the effects of the reform packages. First
we analyze the package that was put into effect in
July 2008 and involved additional reductions in
the social security premiums for the young (18-29
age group) and women workers. In order to see
whether it achieved intended effects, we will com-
pare the 2008-9 transitions of men and women
from unemployment to employment. This transi-
tion exhibited a significant decrease for male wor-
kers compared to the pre-crisis period (from 47.68
to 41.04 percent) while the decrease was relatively
limited for females (from 27.61 to 26.5 percent).
This may be taken as an indication of the reform
package targeting female workers having achie-
ved its intended goals to some extent. The reform
packages mentioned above were extended in Feb-
ruary 2009 to include men above 29 years of age
who hold a certificate of professional competen-
ce and in August 2009 to include all newly hired
workers. Thus, to be able to see the effects of 2009
modifications, we can compare workers moving
from unemployment to employment in the 2008-
9 and 2009-10 transitions. Tables 5 and 6 display
that the transition probability of male workers mo-
ving from unemployment to employment increa-
sed substantially in the post-crisis period of 2009-
10 (from 41.04 to 47.33 percents) while the incre-
ase was limited for female workers (from 26.5 to
28.8 percents). This observation may be interpre-
ted as an indication that after the coverage of the
reform package was widened to include all wor-
kers, the advantage of female workers was eli-
minated, and starting from August 2009, emplo-
yers generally preferred male workers over female
workers in new recruits. A similar finding is repor-
ted by Uysal (2013).
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Table 5: Transition Probabilities for Males, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 90.03 4.61 5.36 E | 88.07 7.44 4.49
U | 52.82 24.47 22.72 U | 41.04 36.93 22.03
N 13.26 5.97 80.77 N 10.86 7.99 81.15
P; | 62.84 6.79 30.77 P; | 62.85 9.72 27.42
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E 90.2 5.02 4.78 E | 90.31 5.25 4.44
U | 47.68 28.35 23.97 U | 4733 28.93 23.74
N 11.9 5.7 82.4 N 7 4.5 88.5
P; | 63.89 6.76 29.35 P; | 56.08 7.06 36.86
Table 6: Transition Probabilities for Females, 2006-2010
LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 76.13 3.68 20.19 E | 77.02 6.44 16.54
U | 2722 13.89 58.89 U 26.5 23.16 50.34
N 4.16 1.38 94.46 N 2.94 2.37 94.7
Pj; 13.83 1.97 84.2 Pj; 14.73 3.57 81.71
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 8226 2.96 14.79 E | 82.06 4.52 13.42
U | 27.61 14.18 58.21 U | 28.08 26.5 45.43
N 3.53 1.91 94.56 N 3.13 1.29 95.58
Py | 1517 228 8255 P, | 1459 256 8285

In order to further analyze the effects of labor mar-
ket reforms, we have also calculated transition
probabilities by age groups. Tables 7, 8 and 9 pre-
sent the transition probabilities for 15-29, 30-49
and 50-64 age groups, respectively. When we exa-
mine Table 7 to see the effects of reforms targe-
ting young workers, we observe a decrease in the
2008-9 transitions from unemployment to emp-
loyment due to the economic crisis (from 43.41
to 39.31 percents). In the same 2008-9 transitions,
there is also a similar decrease for the age group
30-49 (Table 8) in the probability of moving from
unemployment to employment (from 44.44% to
38.43%). Thus, it could be argued that the measu-
res for young workers provided some positive re-
sults, though the effect was quite small. As menti-

oned before, the reform package of July 2008 tar-
geting young and female workers was extended
in August 2009 to cover all newly hired workers.
An examination of 2009-10 period reveals that the
transition from unemployment to employment for
young workers (Table 7) involves a decrease (from
39.31 to 38.98 percent) while for the age group 30-
49 (Table 8) it exhibits a substantial increase (from
38.43 to 48.68 percent). As a result, it could be ar-
gued that after the coverage of the reform package
targeting young workers was broadened to inclu-
de all age groups, the advantage of young workers
was lost, and employers generally preferred older
and more experienced workers over younger and
inexperienced workers.
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Table 7: Transition Probabilities for the Age Group 15-29, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 84.78 5.57 9.66 E | 83.05 8.58 8.36
U | 4723 21.11 31.66 U | 3931 30.06 30.64
N 9.38 3.71 86.91 N 7.08 5.56 87.36
P; 34.6 5.57 59.83 P | 34.67 8.12 57.21
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 84.85 6.07 9.08 E | 83.96 7.21 8.83
U | 4341 24.03 32.56 U | 38.98 29.78 31,23
N 8.5 4.5 87 N 7.67 4.15 88.18
P; | 34.43 6.02 59.55 P; | 32.53 7.29 60.18
Table 8: Transition Probabilities for the Age Group 30-49, 2006-2010
LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E 90.5 3.73 5.77 E | 8822 6.7 5.08
U | 49.36 28.09 U | 3843 32.94 28.63
N 5.24 1.56 93.2 N 3.79 2.93 93.28
Py | 4523 3.46 51.31 P;; 455 6.04 48.46
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 91.87 3.81 4.31 E | 91.73 4.37 3.9
U | 4444 27.51 28.04 U | 48.68 26.46 24.87
N | 434 2.34 93.32 N 4.5 2.14 93.36
P; | 46.85 3.89 49.26 P; | 50.22 4.77 45.01
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Table 9: Transition Probabilities for the Age Group 50-64, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 73.46 4.29 22.25 E| 7753 5.39 17.08
U | 24.07 16.67 59.26 U | 877 38.6 52.63
N | 281 1.36 95.83 N 1.87 1.2 96.93
P; | 14.19 2.15 83.66 P; | 15.05 2.75 82.2
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 78.12 4.24 17.65 E | 79.49 4.54 15.98
U | 2545 18.18 56.36 U | 1584 28.71 55.45
N 1.77 0.54 97.69 N| 232 1.45 96.23
P; | 15.19 1.55 83.26 P; | 17.46 3.07 79.48

Although the reform packages did not involve re-
gulations targeting different education groups, it is
important to examine the behavior of these groups
during the crisis. Tables 10-13 display the transiti-
on probabilities by education groups. First thing to
note in the tables is that the probability of remai-
ning in employment increases with education. For
the period under investigation this probability is
around 70 percent for the “no school” group (Tab-
le 10), while it is around 85, 90 and 95 percents for
the “secondary” (Table 11), “high school” (Table
12), and “university” (Table 13) groups, respecti-
vely. When the tables for the educated groups (the
secondary, high school and university) are exami-
ned, it is observed that the transition probabiliti-
es of moving from employment to unemployment
increase substantially in the 2008-9 transitions due
to the economic crisis while they exhibit a strong
decrease in the post-crisis period of 2009-10, tur-
ning back nearly to their pre-crisis levels. The dec-
rease is more pronounced for the university gro-
up; that is to say, the university graduates faced a
greater decrease in the probability of losing their
jobs in the post-crisis period. On the other hand, it
is also observed from the tables that there is a dec-
rease in the probability of moving from unemp-
loyment to employment during the crisis period of
2008-9, the decrease being more pronounced aga-
in for the university group. This finding can be in-

terpreted in two ways: The probability of finding a
job during the crisis was lower for more educated
individuals, or it might simply be due to this gro-
up of people choosing to leave labor force and get
more education in the wake of the crisis. As a mat-
ter of fact, the share of those who are out of the la-
bor force due to enrollment in an education or trai-
ning programme has climbed charply in 2009. Ac-
cording to Turkstat’s labor force statistics, the per-
centage of working age population who are clas-
sified as inactive due to continuation of educati-
on was 2.09 percent in 2007, 2.56 percent in 2008,
but 5.59 percent in 2009. As per checking the vali-
dity of this afforementioned statament for the uni-
versity group, however, we do not observe a signi-
ficant rise in transitions out of unemployment into
out of labor force after the crisis. Instead, we see
that stucking in unemployment increases conside-
rably, thereby making the first statements a more
plausible reason.

In the post-crisis period of 2009-10, the proba-
bility of moving from unemployment to employ-
ment increases for all education groups. For the se-
condary and the high school groups it turns back
to almost its pre-crisis levels (42.97 and 38.37 per-
cents, respectively) while for the university gra-
duates it can recover only to 5 percent below its
pre-crisis level (40.18 percent).
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Table 10: Transition Probabilities for the “No-School” Group, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 66.12 9.5 24.38 E| 7134 7.17 21.5
U | 37.84 16.22 45.95 U | 3143 30 38.57
N| 313 0.91 95.96 N| 238 0.54 97.08
P; 10.9 231 86.79 P; | 12.06 2.25 85.69
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 71.15 10 18.85 E | 7431 9.03 16.67
U | 4727 21.82 30.91 U | 36.05 32.56 31.4
N | 254 1.02 96.44 N 1.4 0.42 98.19
P; | 11.43 2.54 86.03 P; | 7.8l 1.82 90.37

Table 11: Transition Probabilities for the “Secondary” Group, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 85.89 4.82 9.29 E | 83.47 9.15 7.38
U | 50.55 24.03 25.41 U | 369 33.69 29.41
N | 529 1.97 92.73 N | 422 3.15 92.64
P; | 34.74 4.06 61.2 P; | 33.13 6.7 60.17
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 87.23 5.36 7.41 E | 86.19 6.75 7.06
U | 43.53 27.34 29.14 U | 4297 26.97 30.06
N | 5.17 24 92.43 N | 452 2.13 93.35
P; | 3534 441 60.25 P; | 31.74 5.05 63.2
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Table 12: Transition Probabilities for the “High School” Group, 2006-2010

LMS 2007 LMS 2009
LMS E U N LMS E U N
2006 2008
E | 90.08 4.22 5.7 E | 87.29 6.5 6.2
U | 422 16.76 41.04 U | 358 29.63 34.57
N | 10.36 5.1 84.53 N | 6385 7.53 85.62
P | 46.08 5.56 48.35 Py | 46.77 8.32 44.92
LMS 2008 LMS 2010
LMS E U N LMS E U N
2007 2009
E | 90.83 3.72 5.45 E | 90.06 4.32 5.62
U | 38.69 21.9 39.42 U | 3837 28.68 32.95
N 7.1 4.66 88.24 N 6.5 3.84 89.65
P; | 46.6 5.16 48.24 P | 47.92 6.2 45.88

Table 13: Transition Probabilities for the “University” Group, 2006-2010

LMS 2007 LMS 2009
LMS | E U N LMS | E U N
2006 2008
E| 9521 099 3.8 E| 935 3.1 3.4
U | 4545 3091  23.64 U | 3433 3582 2985
N| 125 446  83.04 N| 1219 681 81
Py | 7371 344 2285 Py | 737 5.5 20.8
LMS 2008 LMS 2010
LMS | E U N LMS | E U N
2007 2009
E| 9435 165 4 E| 9529 131 3.4
Ul 45 25 325 U| 4018 3125 2857
N| 1266 506 8228 N| 994 739 8267
Py | 7542 311 2147 P;| 728 472 2248

For the no-school group, the picture is different.
First of all, contrary to the other groups, the pro-
bability of uneducated individuals losing their jobs
decreases with the crisis (the probability of mo-
ving from employment to unemployment falls
from 10 to 7.17 percent) while it increases after
the crisis (from 7.17 to 9.03 percent). A possib-
le reason for this interesting result could be that
employers might have increased the share of low-
salaried uneducated workers in their labor force
during the crisis to decrease their operating costs,
and once the effect of the crisis had passed, they
again might have preferred educated and more qu-
alified workers. When we examine the transitions
from unemployment to employment for the no-
school group, we observe a greater decrease du-

ring the crisis (from 47.27 to 31.43 percent), and
a weaker recovery in the post-crisis period (from
31.43 to 36.05 percent) compared to the other edu-
cation groups. Finally, there is a significant disco-
uraged worker effect for the no-school group du-
ring the crisis while for the other groups there se-
ems to exist a moderate added worker effect.

6. CONCLUSION

The adverse effects of the 2008 global financial
crisis were felt heavily in labor markets. In an at-
tempt to mitigate the unfavorable impacts of the
crisis, countries took various measures in the-
ir labor markets. The crisis had its ravaging ef-
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fects on the Turkish economy beginning the last
quarter of 2008. Industrial activity fell by 40 per-
cent and open unemployment rate rose by 5 per-
centage points to 15.4 percent by the first quarter
of 2009; and GDP contracted by 4.7 percent over
2009. Turkey, as many other countries, introduced
a number of measures known as the “employment
packages” spread over the last quarter of 2008 and
the first half of 2009 in order to combat exacerba-
ting unemployment and output losses. The mea-
sures have included a general reduction of social
security contributions, targeted reductions for hi-
ring youth and women, an increase in unemploy-
ment insurance payments, increased subsidies for
the disabled and impaired, the establishment of the
Wage Guarantee Fund, a more active use of the
short-time working compensation program, the la-
unch of a temporary public employment program
through public infrastructure investment, and an
increase and more effective use of active employ-
ment programs.

This study performs a mobility analysis to inves-
tigate the impact of the 2008 global economic cri-
sis and the effectiveness of the measures taken in
the aftermath by analyzing worker transitions ac-
ross different labor market states. More specifi-
cally, based on the Income and Living Conditions
Survey panel data for 2006-2010, we compute the
transition probabilities of individuals moving ac-
ross three different labor market states: employ-
ment, unemployment and inactive. By using Mar-
kov processes, we calculate year-to-year transiti-
on probabilities over successive periods separately
for the overall sample and by gender, age and edu-
cation groups.

The results for the overall sample reveal that the
global economic crisis caused the probability of
remaining in employment to decrease and the pro-
bability of moving from employment to unemp-
loyment to increase in the Turkish labor markets.
In the post-crisis period, however, both probabili-
ties turned back to their pre-crisis levels implying
that the policy measures had indeed produced the
intended results. The economic crisis also made
it more likely for people to remain in unemploy-
ment and less likely to move from unemployment
to employment. Both probabilities showed a reco-
very during the post-crisis period which may be
attributed, once again, to the beneficial effects of
the labor market reform policies. There was also

an increase in the transitions from inactive state
to unemployment during the economic crisis imp-
lying that the added worker effect was dominant
during the crisis.

One of the target groups of labor market reforms
was women. Transition probabilities calculated se-
parately for men and women are generally similar
to those obtained for the overall sample. One dif-
ference is that, contrary to the overall sample and
to males, the female workers’ probability of re-
maining unemployed displayed an increase in the
2009-10 transitions which seems like a puzzle at
first glance. However, a careful examination of the
results reveals that in the same period, compared
to the previous periods, unemployed women, ins-
tead of exiting the labor force, preferred to remain
in the labor force to a greater extent; i.e., they be-
came less discouraged. Because it is not easy for
unemployed women to find jobs, this fact is ref-
lected as an increase in the transitions probability
of female workers remaining in unemployment in
the post-crisis period. Another important finding is
that, similar to the overall sample, an added wor-
ker effect was present for both males and females
during the crisis, it being stronger for males.

The reform package targeting young and female
workers was put into effect in July 2008. In Feb-
ruary 2009, it was extended to include men abo-
ve 29 years of age who hold a certificate of pro-
fessional competence and in August 2009 to inc-
lude all newly hired workers. The results of our
study show that transitions from unemployment to
employment decreased significantly for males in
the 2008-9 period compared to the pre-crisis pe-
riod while the decrease was relatively limited for
females indicating that the reform package targe-
ting female workers achieved its intended goals. A
similar finding also holds for young workers. The
measures targeting young workers achieved some
limited positive results initially in the 2008-9 tran-
sitions, making them slightly more likely to find a
job compared to the other age groups. However,
the results also show that after the coverage of the
reform package was broadened to include all wor-
kers, the advantage of young and female workers
was eliminated; beginning from this date, emplo-
yers generally preferred male workers over female
workers and older workers with more experience
over younger and inexperienced workers.
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The transition probabilities calculated for diffe-
rent education groups reveal that the probability of
remaining in employment increases significantly
with education. For the educated groups, the pro-
bability of losing their jobs rose substantially due
to the economic crisis. In the post-crisis period,
however, it displayed a strong recovery, especially
for the university graduates. The educated groups,
again especially the university graduates, also wit-
nessed a decrease in the probability of finding a
job during the crisis. In the aftermath of the crisis,
however, the likelihood of finding a job increased
for all education groups. Contrary to the other edu-
cation groups, the probability of uneducated indi-
viduals losing their jobs decreased and it increa-
sed after the crisis. A possible reason for this curi-
ous result could be that employers might have inc-
reased the share of low-salaried uneducated wor-
kers in their labor force during the crisis to decre-
ase their operating costs, and once the effect of the
crisis had passed, they again might have preferred
educated and more qualified workers. Finally, the
results of the study reveal there was a significant
discouraged worker effect for the uneducated gro-
up during the crisis while for the other groups the-
re seemed to exist a moderate added worker effect.

There are a number of policy implications from
this study. The global economic crisis hit the Tur-
kish labor markets very hard in 2008 but the reco-
very was quite strong. The reform packages desig-
ned to stabilize labor markets played an important
role in this recovery. However, the reforms were
put into effect when the impact of the crisis was
felt most heavily. If the reform packages had been
launched earlier, the adverse effects of the crisis
would have been much less severe. Therefore, it is
important to implement labor market policies and
measures in a proactive manner.

The results of this study confirm that the policies
targeting youth and women are effective in promo-
ting the employment of these disadvantaged gro-
ups. However, in order to make the positive im-
pact of such policies more evident, the measures
targeting these groups should be increased and di-
versified, and the positive discrimination policies
concerning the employment of these groups sho-
uld be implemented also in non-crisis periods. The
results of our study further revealed that after the
coverage of the measures targeting youth and wo-
men was broadened to include all workers, the ad-

vantage of young and female workers disappeared.
Thus, policy makers should take into considerati-
on the possible interactions among different labor
market measures in designing their policies.
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