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TURKISH SME PGLICY ON THE EVE OF EUNEGOTIATIONS
“ gssons from the Experiences of Last Enlargement”

: Burcu M. PIRAOR’

Abstract:

The main objective of this study is to provide an enalysis on the degree
of convergence of Turkish SMEs Pelicy with that of the EU in the light of
the regotiation experience of rhe last enfargement as regards t SMEs.
Moreover, it sheds a light 1o possible key challenges for SME sector that
Turkey can face in the forthcoming negorintion process of the EU. In this
: sense, the study draws some lessons before negotintion process starts. B
é anaivies not only the derogations raken under SME poticy but also screens
i pther derogarions wken wunder different related chapters like competition
. including state aids, industrial policy and wxation, It will be based on a
- qualiiative evaluation, adepting a compare and comtrazt methodology
© regarding negotiation experignce of the new member siates including
- Rudgaria and Romania in the SME related policy fields. The study draws
| attention to probable odventages and disadvantages in the provess of
adiusiment of the acquis related 1o SMEs and firmly underlines the high
possibility thar Turkey would fuce serious challenges as a form of opening
benchmarks, especially under competition chapter due o lack of any legal
framework and monitoring agency for state aids and under industrial policy
regarding incomplete restructuring of the steel sector. Taking ull these
aspects info account, the study suggests that i order to supervise whole
process in g complementary manner, chaprer of Enterprise and Industrial
Policy shonld be carried our simudtancously with the nggotiation processes
of competition and taxation policies.
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T
Ozet:

Bu cabigmann temel amacy, Avrupa Birligi'nin son geniglemesinde Yer
alan dtkelerin KOBIiere iligkin miizakere deneyimleri iigmda, Tiitkiye py,
KOBI poliikasimn AB  KOB!  polickasma  yokinsama  derecegiy;
degeriendirmeye v¥nelik bir analiz sunmaktr, Caltsmada, vekiasap i
milzakere sirecinde Tirkive'nin kargpiasabilecedi muhtemel kilis oy,
alarlaring iligkin dngriflerde butunulmakiadsr. Bu yoklagumla, miizakeretyy
baglamadan dnce baz dnemli nokialarn aln gizitmekiedir. Colismada yeps
dye Glkeler He 2007 °de fiye olmalar bekienen Buigaristan ve Romuarya 'y
ROB! politikast, deviet vardunlarig iceren rekaber politikas:, Sangyi
puliikast ve vergilendirme gibi kenu de dgii farkls miizakere fasilgy
alanda aidiklary gecis dénemleri, benzer ve farkl vonleri ile irdelenerey,
kargifastirmats Dir vakigyimia ele almmakiadir. KOBPlere iliskin An
mitktesebannin wyumilastirdmgsy sirecinde, Tirkive'nin muhzemel avimg)
ve dezavantailaring dikkar cekilmekte ve devier yardmlort alaningg
diizenleyici bir kurumin ve yasal cergevenin olmamast ile sanayi politibay
alaminde  demir  gelik  zekioriniin veniden  yapilundindmasin
ramonlanamaniy  olmast  sebebivie, By lsuslarm  idgili mizghere
baghklarmda Tiirkive'nin karsising agthy veya kapas kriteri olarak cikmg
itimalinin vitksek oldugiu orelikle vurgalanmetktadir. Calismann senungy,
bu ki husus diginda, drellifte yakin donemde Tiirkive nin KOBI vanmun; AB
ile wyumiagirmasiran yavaitig: olumby ivme de dikkare almdiginda, lyleams
ve Sanayi Politikase fushran migokerelerinin Tirkive agisindan ¥r sprun
clusturmayacos  deferlendirilmekiedir. By degeriendirmeler  dibkas
ahingrak, Tirkiye 'nin by boshk altindaki dgill miiktesebat dyelik iz birlikse
fistlenebileredt belirtilmekiedir. KOBPlere igkin glanlarda mijzakereterin
bitincil Bir vaklagmmla yonlendirilebilmesi igin, fgetme ve Sertgryi
Politikas: foslmm mlzakerve ghrec! ¢alismalartun, rvekabet polliikasr ve
vergilendirme  fasdlarmmn  miizakere  siregleri e esanht Bir sekilie
yiritiimesinin gerekiiligine (saret edilmekiedir.,

Anahtar kelimeler: KOBDler, KOBI Politikass, Isletme ve Surryi
Politikast, Muzakere, Avrripa Birligi,

1. Introduction

Torkey has formally fulfitled the conditions for starting the aceession
negoiiations on 3 October 2005, The application of the. sometimes
multifaceted, EU legislation on the certain segotiation chapters opened after
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screening process will create a serious challenge for Turkey as a candidate
country. It is important that Turkey’s legislative, administrative as well as
economic capacity can successfully respond to this challenge by the date of
accession. Small and Medium Enterprise (SME) policy, which will take
place under the chapter of Entrepreneurship and Industrial Policy', is one of
the most crucial policy fields of the forthcoming negotiation process.
During the negotiations on this chapter, Turkey will be requested to make
credible commitments and undertake necessary actions to harmonise its
system with the EU.

In this framework, this paper aims at providing analysis on the degree of
alignment of SMEs and SME policy in Turkey with the EU by fully
utilising megotiation experience of the last enlargement as regards to SMEs.
It underlines possible key challenges for Turkish SME sector in the
forthcoming negotiation process of the EU. In that context, for Turkish case,
emphasis will be directed to draw some lessons before negotiation process
starts. This study will analyse not only the derogations taken under SME
policy but also screening further derogations taken under other related
chapters tike competition including state aids, industrial policy and taxation.
It will be based on a gqualitative evaluation, adopting a compare and contrast
methodology in the light of the negotiation experience of the new member
states including Bulgaria and Romania in the SME related policy fields.

It should be indicated that a clear assessment of the effects in the field of
SMEs is rather difficult at this distance from the possible start of
negotiations with the EU, Any assessment must necessarily be based on a
solid economic irmpact analysts of the acquis. Real effects will also depend
on the further development of Turkish SMEs as well as evolution of SME
and industrial policies during the long pre-accession period. Moreover, this
analysis can not be limited only to these two policy areas, The process and
outcome of the negotiations on the state aid policies under competition
policy and taxation will have direct impacts on SME policy negotiation
process. It is quite certain that Turkish SME policy still differs from that of
the EU in certain aspects, notably as regards the recently unified but not yet
applied common definition of SMEs and lack of any clear policy and
institutional framework for state aids. Lastly, decision on the areas to be
subject to derogations would require a deeper regulatory impact analysis.
Although these limitations exist, this study aims at reaching some broad

" According to Framework Document for Negotiations, SME policy and Industrial
Policy, previously separated chapter were united under the chapter of
Entrepreneurship and Industrial Policy, see EC (2003a).
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guslitative lessons for Twkey by providing an analysis on negoliation
experience of the last enlargement and screening of the cwrrent aCauls
related with SMEs.

The paper 18 organized as follows: After this introduction, following
section identifies negotiation experience of the last enlargement under thz
chapters on SMESs policy, industrial policy. competition policy and taxation,
Section 3 provides 4 gap analysis regarding recent sitiation in Turkisk $ME
policy vis o vis possible negotiation ageeda with the U, In the light of
these analysis and rctorm trends in both side, following section underlines
possible striking issues that Turkey would face durisg the wegotiation
pincess. Section 4 concludes,

2. Negotigtion Experiences of New Member Coantries: Chapter
Analysis

SME policy is horizontal in patre and cross-cats many other policy
domains. Considering this dynamic and wide-ranging charscter, it is
necessary o anelyse the sabjeet matter not focusing only on SME policy
under 16™ chapter, but covering other chaplers related to SMEs ke
odustrial policy, faxation including valae added tax (VAT and direct tux as
well as competition policy covering state aids. Within each chapter, there is
divect reference {0 the SMEs through transition perieds taken for specific
areas.

Acquis inclodes both ‘hard’ law, which creates legal oblieations; and
‘soit” law, which composes measores that are not binding but complement
applicaion of hard law.” Since soft law does not require any legal
obligations, it is not necessary to be transformed or adapted into the
legisiative system of the candidate countries.” The acquis related to SMEs
comprises mainly soft measores and alse Hmited number of hard measures,

2.1. SME Policy Chapter

As the main chapter on SMES, chapter of SME policy comprises malaiy
soft type of legislation. It includes dedisions sefting up consultation
procedures and Community programmes, of recommendations in the areas
of enterprise policy, distributive trades, tourism and social coonomy, in that
sense, it does not require transposition of Commuanity legislation into the

* Hard taw covers regulations, docisions and directives of the Council and the
Commission. Soft law includes Commission recommendations, Council resoleiionsg,
Comusission reporis and communications, Comwmssion stall working papers.

* For die Ha of soft measurss see, EC {2004b).
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national lepal system or implementation of measures. With one exemption,
experience of last enlargement countries on SME policy illustrates that there
was no requirement for jegal transformation or adaptation of enforcement
measures. Directive on fourism statistics was the andy exception of hard law
applied to new members. Al countries accepied to apply the acquis as of
secession without any request for transition perods.”

When woe examine carreni hard law of the Community under the chapter
of SME policy, it is seen that there are six main legislations which require
legsl action are suramarissd below,

b Council Decision on a multiannuel programmwe of Community
measures to intensify the priovity areas and to ensure the continuity und
consolidation of policy for enerprise, in porticuiar SMEs, in the
Community, It focoses on wmplementation of the Community programine
with the priority measures 1o ensure the continuity of an enterprise paolicy
(Buropean Council, 1993} It specifies following two objectives with
respective measures attached to thern:

A. Intensifying the priority measures for enferprise pohcy in order to
stimulate growth within the Community:

*  To improve administrative and legal gnvironment of enterprises
including the area of indirect taxation {admimistrative simplification.
promoticn of follow.up measnres}

+  To provide better access to Community information for enterprises
{adaptation and dissemination of Euro Info Centres and the Buropean
Economin Area (EEA) setworks, development in existing netwark through
stabilization of funding) :

* To iumprove Dbusiness-partner-search  network  {gualitative
improvement of the non-confidential partner-search network (BUC),
adaptation of the system of charges for the conf{im{zai business-partner-
search network {BC-NETh

*  To continue development of instraments penmitting direct contact
between eatreprenciys and {0 promote framsnational subcontracting
(bmprovement in performance of the Europarinership and Bnterprise
programmes; increase in knowledge of subcontrscting markets, support for

3

* Negotition process on this chapter was completed with afl scceding countries s
of December 2002 as well as Bulgaria and Romania as of December 2004, For
e defails see BC (200403,
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harmenized  certification.  sandardisation procedures and  cooperation
between large and small enterprises}

«  To ensure consideration of the imterests of SMEs in the varions
Community  initatives  aad  policies  {mobilisation of Cﬁmmﬁﬂi{y
instruments, structural funds and research programmes, simplification of
participation proceshures for SMEs 1o these programimes)

B. Ensuring the continuity and consolidation of enterprise policy in order
to ¢ncourage the Europeanisation and internationalization of enterprises,
especially SMEx:

«  To encourage SMEs to adapt (o structural changes and 1o changes
brought shout by the internal market Identification of the needs of SMEs,
development of pilot projects for small business and crafrindusiry
enterprises, commercial and distributive trading cnterprises, cooperatives,
rufuad societies and asscelations and foundations, entorprise Createss and
young entrgprenenrs, enabling them o adapt to struchwral changes and
internal market regarding especially standardization, certification and public
contracts}

»  Promoting a better financial environment for enterprises (Providing
SMEs with access to Credit and puarantee sources Bke mutual guarantes
systems and visk capital. devaelopment of secondary markets, facilirating
access of SMEs to financial instruments of the ELD

= Promoting better observation of the economic development of
enterpriscs as part of the dynamic of offective implementation fo of the
tnternal market {Esropean observatory for SMEs, improvement in statistics
on SMEs)

»  Evaluation and development of enterprise policy (Fvaluatou of
existing policy and actions, development of proposais for new Community
measures for eaterprises)

2. Council Directive on the collection of statistcal informatinn in the
field of tourism: 'This directive aims at establishing an information system
on fourism statistics seross the EU. Each member state is required to coliect,
wirmpile, process and spread harmonized Community statistical toformation
on tourissy supply and demand (BC. [995). Data for tourism siaustics
should cover the capacity of collective towist  accommodation
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esiablishments®, puest fAows in collective accommodation cstablishments
under internal tourism® and tourism demand across country.”

3. Comvmission Decision on approving q support mechanism for the
creation of transnational joint ventures for SMEs in the Commumity. This
dectsion formulates supports SMEs fo establish transpationsd foint ventares
within the EU. Under this decision, certain expenses of setting up 2 joint
yenture are financed as the Community contribution, The maximum
contribution per project can be € 100,000 (EC, 1997).% $MEs can apply to
ope of the fnancial intermediaries in the transmational jolat veatures
network t%zz{z;zgh specitic selection proceduse designed for obtaining a
pesmve opinion of the Commission o be elipible for contribution (EC,
19¢7).%

4.  Council Decision on a mudtiannua! programms for enterprise and
entrepreneurship, and in particular for smaif and medium-yized enterprises
(2001-2005 ) Multiannaal programoe provides SMEs with € 430 miilion
for realization of the objectives of the European Chartgr for Small
Enterprises, It includes implementation of measures designed to enhance
growth  and  competitiveness  of business in &  knowledge-based
infernationaltsed econamy, (0 promete entrepreneurship; to simplify and
improve admipistrative and regulatory framework; to improve the financial
environment for SMEs; to provide SMEs with easier access to Community
suppost services, programmes and networks and to deveiop coordination.””

8. Council Repulation on the Statute for a European Cooperative
Society (§CE}): 1t aims at creating a pniform legal framework within which
cooperatives and other entities {customgrs, employees or suppHers or those
involved in the activitics of the SCE} and natural persons from differsnt
Member States should be able io plan and carry out reergandsation of their

* Hotels and similar establishments, other collective accommopdation establishmenis
Tike wurist campsites, holiday dwellings and other collective accommodation,
* For buth domestic tourism of domestic residents and inbound tourism of and non-
residents traveling within the given country,
! Domestic and outhound towrism indicate residests of a country traveling in
another country, with wrips Tor holidavs or business melading at least one or more
sutcessive nights spent away from the usual place of residence.
* Up o 30 % of the eligible expenses, withh a mazimuam of € 50 600; up 1o 10 % of
the total isvestment made Spe Amcie 2.
? See Article 3, For the list of intermediaries in the JEY aetwork, see also Aricle 4.
% For funther information on implementing measye, see BC (20011 BC 2003b)
and BC (20623,
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husiness in cooperative form in the Union.' It requires limited interese on
loans and share capital, disiribution of net assets and reserves as well a5 ‘f
profits according o business dang with the SCE und needs of members, ;

6. Comncil Directive on supplementing she Stgte for a Ewroppg,
Cooperative Soclety with regord fo the involvemsnt of employees, Ty *
suppott social objectives of the EUJ, i regulales involvement of enployees
in the affaurs of SCE 16 ensure that establishment of ap SCE does not Cange 3
any fosg or decrease of practices in employee involvement within SO
Since there is no wmtied upproach soross the Union mgarding the rules of
participation of employees in decision-making process of cooperatives, ity -
not possible o forms a single Buropean model of employee involvemen
applicable to the SCE. In that sense, I regquires functioning of information
and consultation procedures at transnational leve! o setting up a SCRE |

2.2, Industrial Policy Chapter

Industrial pohicy s another area directly refated with SMEs. The key aim
behind the EU industriad policy 8 to promole competitiveness of the
industry and economy as s whole and 1 Improve overad busines
environment for SMEs. Ii also addresses privatisation and resteuctaring (B¢,
20054: 97), Simmilar to the previous case, the acquis under this chapter iy, in
general, rather soft. [t conwisis of industrial competitiveness policy
guidelines and principles ax well as industrial policy communications with
horizontal and sector-specific agspects. Negotiation experience of the iast
enlargement ilinsirates that industry restructuring strstegies consliluie a
significant concern under (s chapter. In the process of screening,
adaptation of below stated decision would play an important role in the
frelds of privatization and restrycwaring {EC, 2004a)

Conwwil Decision on “the Pnplemensation of a Communiry Action
Frogranune o Strengther the Competitiveness of European Industry” (EC,
19963 The key objectives of guidelines in the action programre are
rodemisation of the indusirial refe of pablic authorities 1o ensure legal and
adminisipative simplitication for eaterprises and € support emergence of
learning society through contiguous training. It also dims the greation of
compelitive environment for SMEs in both intemal muarket ({Through
standardization process and coordination of national initiatives) and external
markets (in Centrsl and Eastern Europe, the Baitic Swmies and the CIS
countricy, the Maditerranean 'and Latin Americs, Asia, the ACP iand

"' SCEs have legal personality. For details £ 3CE, see European Counidl {2003a).
2 For amployes invoivement, see Buropean Counct) 1200303

J
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Southern Africa); to reinforce industrial conperaiion between the EU and
the US under the Trans-Atlantic Bosigess Dialogue; support for intangible
competitiveness factors and establishment of a database for cach specific
market to diagnose the impediments affecting European companies in third
gouniries. In this regard, decision requires implementing inibatives for
intangible investments. industial cooperation and competition and
modernization of the role of the public authorities.

As a horizontal polivy area, industrial policy has divect relationship with
pther chapters, like SME policy, competition policy, fiee mavement of
goods and services, social policy. Significant part of transitional periods
related with industizal policy was held under the negotation agenda of these
chapters. bor this reason all couniries agreed to inplement the acquis as of
their acoesgion,

2,3, Competition Policy Chapter

Competition policy is one of the key policy atea covering quite
differentiated sub-policy fields.™ In owder to evaluste adequacy of the
countries i complying with the competition acguis and Copenhagen
economig criteria, the Cominission assesses capacity of their undertakings
operaling in the FU internal market. All candidate countnes took over the
acquis under this chapter as from the date of accessine with the exception of
tme and secope-specific tansitdons! arrangements in the fields of
incompatible fiscal state aids, operaling aids and state aids to regional
investment and environmental protection, as seen in Table 1.

i RNegotiation process on this chapter was compdered with all candidate countries as
of Degessber 2002 and for Balgaria and Bomunia as of December 2804, EC
£20044).

* The competition aegais is based on Articls 3 {state monopolies of a commercial
character), Agticles 8183 (rules goplicable io smderiskings), Arnicle #6 {public
updertakings and undertakings with special or exclusive rights) and Articles 87.89
irules applicabie to State aid) of the B Fraaty, Provisions of the BC Treaty are
svailable at httpi/fenropa.cv inteur-lex/lexfenfreaties.

¥ EC (2005h). Negotiations on this chapter for Bulgarie and Romania ware ended
in fune 2004 and in December 3004 respectively while the others ended In
Precember 2003,
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. ‘Table 1..Transitional Arrangements in Competition Policy - 73 :
Coquzes Transition Arrangement Tlmegf‘d.fcﬂpe
Enidracabts imi
son Transitional Field Beneficiary
';‘[“"gaﬂw ty SMESs
e by the end of 2014
oA Phasing-out of Small enterprises
Polalld mcompatlbl.cdflscal state Mediunsized by e ond o
R al enterprises ¥ the end of 2030
Cyprus | Offshore _
Hungary. conipanies by the end of 2005
‘7. | Phasing-out of operating T
‘Malta - | aid under the Business SMEs by the end of 2008
R Promotion Act
i For aids up to 40%
Hungary . ot the maximum

‘Stovakia -

Conversion of
incompatible fiscal state
aid into regional
investment aid*

Motorvehicle
manufacturing
sector

aid ceiling
For aids up to 30%
of the cligible
costs, regardless of
the regional aid
ceiling for other
type of investment

State aid to investments
in environmental

standards protectioo un‘der the ceiling with a 15%
Environment
Chaofer supplement for
P SMESs.

For aids granted
transition period

Ald intensity is
limited to the
regional aid

Source: EC (2005h).

* When the maximum aid ceiling is rcached, fiscal aid will not be

provided.

It is important to note that for Romania, Accession Treaty categorised
existing aid and new aid separately. This mechanism can bc applied, only if
state aid enforcement performance of the country is found as satisfactory by
the Commission. If not, then, the Commission has the right to review all
state aids provided between | September 2004 and accession date. In case
of detecting any illegal aids, the Commission can impose reimbursement
after accession (EC, 2005¢)}.

1

gt i et - it -
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1.4, Taxation Chapter

As ssgards to taxation, limited pumber of deragations regarding indirect
taxation {including VAT and excise dufics} amd direct taxalion were
provided especially for socially sensitive goods and services as well as
maintenance of fiscal aids, as seen in Table 2. They mainly serve for
postponement of the adjustiment of indirect taxes levels to the requirements
of the gequis. Pacept these, all countries were agreed to comply with the
Code of Conduct for Business Taxation snd implement the geguis as of
accession date.”

Under current acguis, two directives of the Commisgion on VAT
regarding invoicing and tax represeatative will also directly affect the SMEs
through facilitating cross-border trade and decreasing their burden in
fulfiling VAT invoicing requirements.

Table 2. Transitional Arrangements on Taxation
Lonntries Trangition Arrangement s;;:;;; i
Transitional Fiekd Beneficiary

Cyprus, '

Poland, Restavrani urnti the end
Hungary, serviges of 2067
Slovenia

{zech

Rep., untii the end
SZ;olam%, Canm&af:z{m Construction of 20%Y7

ovakia of ihe SMEs

Slovenia reduced until the end

' VAT mate of 2007
Czech
Z:R:p;, by 2004
tvia . ¢
Estonia, Heating ¥
Hungary
Slovakia hy 2008

1

i Negotiatons on this chapter were completed with sl of the countries in

December 2002, except for Bulgaria and with Romania whose negotiations were
compieted in December 2004,
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-,
Table 2. Transitional Arrangements on Taxation (Continues)
Couniries Transition Arrangement Time or
| Scope Limit |
Transitional Field Beneficiary :
Continuatiog :
For all of a higher |
acceding Exempt from VAT SMEs turnover |
Countries threshoid !
than the leve] | °
L of the acquis |-
Undertakings -
Continuation of a royalty with . :
exemption on the basis of commerciul 31 11J2nt7j]11
the Law on Free Trade contracts o
Areas before 1 July
2002
¢ 17 ]
Romania Continuation of corporate Undem:ga}l\( nes
tax exemption for new " I.{ '
investments on the basis of permanent Until
the Government Emergency mv‘c“slor 31.12.2010
. } ceriiticate
Ordinance on Deprived
Areas taken before
B I July 2003 |

Source: EC (2005b) and EC (2005e).

Council Directive 2001/T115/EC of 20 December 2001 amending
Directive 77/388/EEC with a view to Simplifying, Modernising and
Harmonising the Conditions laid down for Invoicing in respect of Value
Added Tax: This directive envisages new harmonised rules on the content,
transmission and storage of invoices. (EC, 2002: 24) In this way,
adminjstrative cost of producing and archiving invoices of SMEs, whose
administrative cost of 1nvoicing 1s comparatively higher than big companies,
can be significantly declined thanks to the opportunity of cutscurcing and
dematerialisation of invoicing obligations.

" The state aid provided to regional investments and the aid net intensity must not
exceed the rate of 50% Net grant equivalent {up to 65% for SMEs provided that the
total net aid intensity does not exceed 75%). For undertakings active in the motor
vehicle sector, the total aid shail not exceed a maximum of 30% of the eligible
investments COSts. _ !

-
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Council Directive 2000/05/EC of 17 October 2000 Amending Directive
7773887EEC as regards the Determinarion of the Ferson Liable for Payment
of Value Added Tox: The Tax Representative Directive will decrease
sdministrative cost of VAT on foreign companies and SMEs engaging in
cross-border activities, It eliminates cost of the obligation of appointing a
1ax representative in member states where they are not estsblished. (BEC,
2000b: 443

In addition to these, the Commission is currently drafting z decision for
modermisation and simplifications of VAT obligations especially regarding
registeation, declarstions and payment of the SMEs. Moreover, proposal of
the Commission regarding harmonisation of the rules governing the right 1o
deduct the imput VAT (for cars, restaurant services, hotels, fuel) and
providing cross border right for the traders to keep back the jnput VAT have
fong been discussing by the Council. If this proposal is adopted, #t becong
possible for SMEs to deduct input VAT incurred in another Member State
in their own YATT retum and to submit it to the Member State where they
are set up, This will certainly decrease the administrative burden on SMEs
arfsing from the 8% Directive refund procedure (BC, 1979:113. Lastly, the
Commission bas proposed a Directive to apply a uniform threshold of £ 100
000 determined in annugl turn-over for VAT exemption and to set ap 2
VAT One-Stop Shop system for simplification of VAT obligations and
increase n the share of SMEs in iotra-EU trade. It also requires from
member siates 0 review dirgot taxation system in opder 1 gase burden on
SMEs,

3. Key Points for Turkey

As clearly stated before acguis erosscuiting SMES is vather soft one. For
many of the agenda item under these chapters, it is high probability that
Turkey will accept the aecguiy on SMEs as from the date of accession.
However, depending on the sectoral profile and regulatory impact anelysis,
neeid for cerisin teansitional amangements for SMEs can be arisen for
Turkey. The key point iz that economic and social imphcations of
significandy raising harmonisation costs, nof only in economic erms but
alao social and political aspects sspecially in the areas of state aids granted
10 SMEs and taxation will play a decisive role for transitional measures.
Transitional periods have to be limied m ime and fully justified in the
posiiton papers of Turkey. The question of whether transitional measures
can be accepted or not depend on unanimous decision of the Commission
and approval of the Council. The Commission side will scrotinize the need
to safeguard proper functioning of the intermal market as well a5 the
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political, ecoromic and social implications for Turkey. In that sense, e

impacts of the adaptation of the scqguis on competition or on the internat
market as well as social need should be clearly explained. This requires
correct diaghosts on needs and sound regulatory impacts analysiz fop
chapters related to SMEs. State Planning Organisation as a sectorsl ang
segional strategy planncr cant take a keading role by coordinating preparation

of regulatory impact analysis and position papets for negotistions by taking |

contributions of all related instisstions,

i mtam b e At |

o el

At this point, an evaluation on the correat situation of Turkey vis g vy |
ard aequis on SMEs will be useful. As a part of the hard coquis under the
chapter of SME Policy, Council Directive on the collection of statistical :
information 10 the fisld of tourism is importans. Currently, there is no
classificatton of tourist accomymodation establishments or services as well as

data pool and monttoring mechamsm for supply and demand of tourism
services. This s a costly and ame-needed regotrement for which Turkey
should be prepared for. Moreover, it is highly possible that the Commission
will ask whether Turkey will be ready for adopting following Jegislations:
Commission Decision on support  mechanism for the crestion of
transnational jeint ventores for SMEs, Uouncil Regelation on the Statute for
a Buropean Cooperative Soctety and Council Directive on supplementing
the Sitatute for a Buropean Coeperative Society with regand o the
involvement of employees. Turkey hss not yet been invelved in formulation

of such a cooperative framework with specific arrangements on emplovees

nor have a support mechanism for transpational joint ventures for SMEs.
Turkey will be invited o participate t0 thiz mechanism, which requires
participation contribution and co-financing for each of the proposed projest.
In this sense, absorption capacity of Turkey in that area and availabie
financial resowrces should be examined by doing analytical studies. On the
other hand, regarding Council Decision on a multiannusl programere for
SMEs for the peried of 2001.2005, there is no need o take further action
because Turkey hias already faken part in this multiannual programme under
the coordination of Small and Medum Industry Development Grganization
{KOSGEB}."”

When we come 0 the legislation regarding SMEx under the chapter of
industrinl policy, it should be indicated that Turkish industrial policy is

* Qep European Counci! (200Ga1 As stated W Article 6, programime is open i the
ganticipation of Malta and Turkey.
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jargely in conformuity with the principles of the EC industrial policy.” In
Hne with the indusinial strategy of the EU, Turkey prepared a strategy called
as “Tadustrial Policy for Turkey” in 2003 (SPQ, 2003}, Duning the screening
process of the negotiations, Tarkey will be invited fo present its industry
paticy and restructuring sirategies in order 1o compare the compliance
degree of industrial policies and principles of Turkey with the EU. In line
with the sprit of the Council Decision on the implementation of a
Community Action Programame to strengthen the competitiveness of
Ewropean industry, Turkey has been in & reform process for modernisation
of the industrial role of public authorities to achieve legal and admmistrative
simplification for SMEs, Restructoring of KOSGEB through madifications
in the related law envisaged upder Medium Term Programme is an
important part of this process.” Fstablishing a database on the basis of cach
market regarding the problems faced by Buropean compaasies in third
coungries is apother chailenging topic which regnires strong domestic
statistical nstwork and international data exchange for Turkey. Privatisation,
sestructuring of steel industry, improvement in the business environment
and SME policy will be the other key topics of the negotiation agenda. Last
Progress Report underhines existence of limited progress in privatisation,
restrugiuring, business environment and SME policy (EC, 2005d: §7). Ac
this point, restructuring of steel industry prioritised under both 2001 and
2003 Aecession Partnership” but not fulfilled by Turkey so far, is worthy of
note because it would be another challenge that Turkey can face as opening
ot closing benchmark for this chapter,

Amony all these chapters, compettion policy will be one of the most
difficult chapters which horizontally crosscats SMEs. It is highly possible
that this chapter can impose serious challenges for Turkish authorities. On
the basis of a Commission recommendation referred o shortcomings in
Turkey’s fulfilment of specific conditions uader the Custormns Union
Decision 195 related to competition pelicy, it % very high probahility that
opening benchmark can be proposed by the {ommission regarding
establishment «f state aid authority, 1ts absence is seem as a crical
deficiency and thereby the major delaying factor for the adoption of
implementing rules for competition and obligations arising from the
Custorns Union Decision. Taken into account experiences of the last
enlargernent, Turkey should set up 2 reliable state aids systems and monitor

¥ Progress report found industrial policy implementation in Turkey as satisfactory,
see (2005d).

# gar farthier information on Medinm Term Programme, sec SPO (2005).

# For the provisions stated i last Accession Partnership sce BC {200350).
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all state wids granted o SMEs including regional investment g
ervizonmental pretection aid, incompatible fiscal aid as well ag opemtiné
atd, There are many institutions providing different types of state aids g,
enterprises in Turkey as seen Table 3.7 Those key institutions should formg -
platform where they analyze curreal state aids provided directly to SMi; ;

and possible adaptation need and time period for specific items, i
-~ "Pable 3: Key Public Institutions and Fype of Aid Provided i
Mm@tr;« of Indusiry and Regional aid. R&D

« Trade e
?gm}iwy of Culiwee and State wd for cinersa film production !
Tourism _ ;
Undersecretariat of State a{d for m@stz?efzzsj finz‘t.ni::al transfers é
Treasury to public enterprises, sage gusraniees,

regional aid, SMEs o
Undersecretariat of Foreign | Horizondal state aid {De minimis, waining,
Trade R&D). SMEs) o
Turkish Revenoe Tax exemption and exceptions, public land
Admanisiration sales, regional aid
KOQSGER state aid for SMEs .
TUBITAK State aid for R&D
Tiek Eximbuank Expori credif insurance

Oue of the real problems in that area is lack of clear knowledge among
the related asttmtions regarding the type and amount of aids provided to the
enterprises by the other institstions. ¥t is an vrgent necessity for Turkey o
porteay the “reaf map” of state aids though effective communication among
instiutions. In this area, there are significant ambiguity and spaqueness. In
that sense, negotiation process with the EUY will create a political anchor
which force all relevant instiutions to work logether to draw cnrrent
siuation 1n Turkey regarding state aids and awarencss raising about what
has been dong by the other imstitutions. This will cerainly improve
tramsparency and motive for abolishment of stale aid transfers which o
longer have any economic and secial rationale behind. In that regard, it will
be useful for Turkey o revise azd sirpplify various state 2id rules especially
those on encouraging risk-taking and innovation in SMEs through adoptiag
more flexible approach for SMEs,

 Stae aids we provided not only directly but also indirectly financial aids
provided for SMES ac joans offered by Halk Bank with convenient terms,

m‘__—.‘
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State aids and other financial transfers to SMEs are highly important
hecause in Turkey and in the EU, SMFEs have a large part in economy.” To
promote entepneurship and competitiveness of SMEs, structurat funds have
aflocated € 21 billion to SMEs in the period 2000-2006 (EC, 20051, EC,
2003a). As depicted in Table 4, under the EU funded regional development
programmes  financed by MEDA  (Eastern Anatolia  Development
Programene, Sowth Eastern Development Programme) and pre-accession
assistarice programmes (Kastamonu, Samsun, Trabzon, Erzurum, Agrd,
Konva, Kayseri and Trabzon NUTS II level regional development
progaammes}, totally € 64,550,000 were allocated as direct grants to SMEs
in Tutkey.® Turkey should enforce further projects to lessen burden on
SMEs and to address critical needs.

In the area of taxation, on the other hand, i can be indivated that
invoicing and tax representative directives can also be adoptable as of
accession date as @ part of improvement m busmess environment and
sintphification of legislation prioritised under the heading of “Ensctment of
Retter Laws and Legislation” in the SME Strategy and Action Plan.

* Fhere are 23 miltion of SMEs in the E1J, providing around 73 million jobs and
sccountipg for 99% of ol enterprises, [n Turkey, SMEs constitutes 92.8% of total
enterprises and 76.7% of wial employmment. Ses, SPO (2004a:8) and BC (20050,

* Project evaustions have been vontinuing in most of these programmes desiged for
creation of micro-enterprises, divessification of the rursl economy, technologiont
developmen!, business support services and strengthening cooperation between
SMEs. For wmore nfoumation on  ongoing  grant  programmes see
nape/fwww dpt.gov. iwfbgyu/abdbkpu/abdblpu htm
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MEDA Programme

Eastern Anatclis Development 1 e
Prograrmme SPO 2001 8,500,000
South Fastern Development GAP o
Progrtmme Administeation 2081 7,560,000

Samsun { Arnasya, Corum,

Samaun, Tokat), Kestamonu (Cankin,
Kastamony, Sinop; and Erzuram PO 2} 1L RGO
(Breurumn, Brzincsn, Baybury NUTS
Il Regional Development Progranins
Konva {Konvg, Karaman), Kayseri
(Kayseri, Sivas, Yozgat), Malatya
{Malatya, Bingol, Elazig, Tunceld
Kastamony {(Cankin, Kastamanu,
Sisap), Braxwm (Braarum, Brzincas,
Bayburtl and Agri {Agrd, g, Kars,
Agdaban: NUTES  Begional
Developmon Prognnome

5P W04 | 24500000

Trabzon {Trabzon, Rize, Gircsua,
Ordu, Artvin, Qumpshane; NUTS | SPC 2005 8,204,000
Regional Development Programme

N - — __TOTAL: €48,500,000
LERAND TOTAL (MEDA + PRE-ACCESSION) = €64,590,800 -

Bestdes all these the possible challenges arising from legiskative
framework of the EU, it will be useful o underline the particulsr areas
impormant (i the context of harmonisation of the administrative, legal and
regulatory environment. It is hughly possible that below-stated three points
will be the main agenda items under the negotintions for the chapter of
Enterprises and Indusmal Policy. For each Herm, current situation in Turkey
is sumnmarised as follows:

1.  Formulagon and implementation, of overall enterprise and SME
policy: Since acquis related with SMEs examined so far is rathér soft one,
convergence of policies and institufional systemn will constitute 2 key role in
negotiations. As regards 1o the policy formulation, SME Strategy and
Action Plan iy the main national policy framework. Priorities sef out in the
Stratesy are in full compliance with PBuropean Charter Ffor Small
Enterprises, as scen ip Table 5.
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' aﬁn ad z‘zizzg an - {}pem'ng p to new market
entrepreneunship (SPO, 2004a)

Faster and cheaper business stast- Finance and supports
up

Training of skilled labor Technology and innovation
Sharing best practices Improving on-line arcess and

trassactions vig infeme!
Enactment of better laws and Retter represesyation of SMEs
legislarion

Source: SPO (200453

In order to enhance competitive power of SMEs in the process of
harmonization with the EU, it specifies main weaknesses of Turkish SMEs
as insufficient know-how, low level of technology, disadvaniaged financial
and legal environment (S5PO {20(da). Implemesntation, revision and
monitoring of the strategy will be provided by the stoering commitiee
composed of all relevant instimtions under the auspices of Minisgry of
ndusiry and Trade” The Comsnission closely follows SMEs’ performance
in the economy in the negotiation process and sitrength of coordinaton
policies towards SMEs fo ensure ¢ffectiveness of the Community and
national programmes designed to improve competitiveness of SMEs.

As regards to institutional framework, Ministry of Industry and Trade iz
the responsible body for the formulation and courdination of enterprise and
Islustrial policies. The State Planning Organisation is in charge of
programming of investmient projects funded by cither national funds or the
EU pre-accession funds, KOSGER is public legal entity providing around
22 different suppart schemes for SMEs in the manufacturing sector,
Administrative capacity of XOSGEE should be smengthened to increase
effectiveness of the implementation of activities especially in the areas of
technology and enterprise development.” Ar local level, establishment of
vegional  development sgencies  will  increase  effectiveness  of
implementation of enterprise and industrial policy.

# According to the decision of the Hmh Planning Council dated 01.0%.20035
mrnbered 2085720

* KOSGEB relwed Furo Info Centres pmvzéﬁa information, advice and technical
sappost ¢ SMEs as a first step shop on acocess o BU markels, marketing and
business operation. Innovation Relay Centres provides support regarding
echnology transfer agd R&D activities.
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2. General business environment in the country: In order to improye
investment environment and promote entreprencurship in line with the
Lisbon agenda of the EU, Turkey has undertaken significant reformg
summarised as follows:” ’

* Law on Company Establishment entered into force in 2003 under
the Reform Programme to Improve the Investment Environment in Turkey
reduced establishment process of a company (from 19 to 3 stages),
Currently, it is possible to establish a company within 1 day.

=  Law on Foreign Direct Investments accepted in 2003 abolished the
requirements of minimum capital and preliminary permission to make a
foreign direct investment in Turkey.” Furthermore, definitions of the
foreign direct investment and local and foreign investor were reformulated
to eliminate difficulties in establishing a firm. Investment allowances, as a
key instrument for the promotion of investments, were allowed to be
automatically offered to the investor without requiring an investment
promotion certificate in 2004,

* Law on Inflation Acceunting was adopted in 2003 to incrcase
effectiveness of accounting system. Law on trademark and patent rights was
enacted in 2003 to strengthen the administrative infrastructure for the
systemn of intellectual property rights.

* TLaws on SME Exchanges and Venture Capital Investment
Partnerships were adopted to provide modern financing opportunities to
SMEs. Regulation on venture capital hag been prepared to build institutional
capacity in actual operation.

»  Asa governmenial policy, administrative and legal simplification in
start up and business development as well as benchmarking with best
practices in the world were prioritised under the headings of “Enactment of
Better Laws and Legislation” and “Improvements to be made in Taxation
and Financial Matters” of the SME Strategy and Action Plan. (SPO, 2004a:
41-45)

=  Decentralisation and transfer of procedures to set up a business to
local Commercial Registry Offices is a positive development for improving
the investment environment.””

" For further information on the attempts to improve the investment and busincss
cnvironment in the process of accession to the EU see SPO (2004b:33-35)

* Instead of getting a permission, informing related authorities is required.

% They are supported by the local Chambers of Commerce or Industry.
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In general, it can be indicated that there has been significant awempts for
improving business environent improved. However, we can not consider
these as adequate, on the contrary, further additional attempts are necessary
to eliminate the institutional opagueness problem as well as simplification
of the taxation system to increase predictability and stability of economic
decisions. Moreover, more efforts are necessary o respond the problems of
High energy costs and lack of working capital for SMEs,

3. Adoptien and enforcement of the SME definition: Until very
recently in Turkey, there have been different orpanisations with activities
related to SMEs use differant SME definitions within the framework of their
job descriptions, target groups and resources allocated for their operations.
Formulation a common SME definition has been needed in order to
establish a standard in developing, executing and monitoring policies for
SMEs. As a respond to that need, the regulation issued by the Ministry of
Industry and Trade to align the Turkish “SME definition™ with the EU
definition was adopted as seen in Table 6. The regalation brings common
deﬁni;m for SMEs i Turkey complying with the EU definition adopted in
1956,

< 10 < 50 = 250

«lm |SEI0mM | 23m | K€M | «25m
YTL YTI. ¥TL

<€ m < €43 m

- No more than 25% of the captal or
voting rights held by sme or more
eoterprises, which are ant SMEg

Source: EC{.,{}{}%c} ardd Turkish Official Gazette 20050617 dated 1R.11.2005.

However, on & May 2003, the Commission adopted 2 new
Recommendation regarding the SME  definition  which  replaced
Recommendation adopted in 1996.” The new definition has been in force

** This Regulation, o be in force on May 2006, is avmlabia # www.rega pov.yy
*! For examining previous Commission Recommendation in 1996, see EC (19963,
* For further details of corsent SME definition of the BU, see EC Wil g
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since 1Y January 2005, New definition increases financial ceilings for SME
in line with price and productivity rise in the EU since 1996 but py
introduce any change in headcount ceilings. 1t also introduces a model fop
self-declaration 16 be filled out by the SMEs themsclves to eliminae
administrative burden and uncertaintics in the interpretation of fhe
definition. It also adopts the typology of enterprises with three category
headings: Aulonomous  enferprises, parner  enterprises  and  linked
enterprises. In this new definition, apprentices of students in professiona
traintng are excluded in the calculation for headcount o encourage
vocational taining as well as the cxemptions for rescarch institutes ang
ventwe capital funds werc broadened o promote the equity financing of
SMEs ang rescarch facilities.

Since Twkey align s SME definition in Hine with the previous
recommendation belonging to year of 1996, thers will be need to revise its
definition in time acconding to the revised SME definttion in force in the EU
singe 2003, For the time being, the regulation brings common definition for
SMEs in Turkey complying with the EU definition adopted.

4. Conclusion

SMEs have positive contributions in providing and mamtaining balanced
economic and social development. They also play an imponant vole in
decreasing the level of unemployment and creating mew employment
oppettumitics and with their flexible production structure they can follow the
changes i the market conditions meore effectively, Due to their key role in
the econonmy, it is of vital tmportapce © formulate new polivies to
encourage establishment. expansion and development of SMEs. Negonation
experience of the last enlargement under four chapters directly related to
arquis on SMEs {(SME policy, industrial policy, taxation and competition
polity including state aids} will be enlightening in thit context.

Gap analvss for Turkey vis g vis possible pegotiation agenda suggest
that it woukd be proper for Turkey (o open Enterprise and Indmsirial Poley
chaptet in the immediate term especially considering the impetus driven
from recently umified definition of SMPEs. However, Turkey will need 1o
revise its definition over time according o updated SME definition of the
ELL in force since 2005,

There will be no complicated legislative framework tor harmosmsing
SME policies. However, depending on the sectoral profile and regulatory
impact analysis, cerain  transitional arrangements for SMEs can be
necessary, In the case of participation 10 the multiannual programmes 8

e R L

.
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well as support mechanisms {as in the case of joint ventures for SMEs), it is
necessary 1o analyse absorption capacity of Turkey in that area and
availahilily of financial resources. Turkish industrial policy, in principal,
complies with the EC industrial policy but moaitoring of the strategy 1s stifl
a necessity, Restructuring of the steel sector ¢an be an opening benchmark
that Turkey would face for negotiation under Industial Policy, In the field
of business environment, simplification of adminisirative and tax system
and better access o finance for SMEs should be stictly pursued.

Since Turkey has nut yel fulfifled itz obligation under the Custosns
Union Decision 1/93 with regard to the adoption of state aid fegislation or
the establishment of an operationally independent staie aid monitoring
anthority, this delay would be a critical problem for Turkey. That delay
hinders the implementation of a state aid control regime and results in
distortions of competition in markets via the allocation of public ald and
loss of transparency of financial mansactions beiween the stare and
andertakings. I believe thad this point will be the most critical concers that
Turkey would face as & benchmark, possibly as an openisg benchmark for
the fiegohiations under the Comipetition Policy. This is also mmportang
because of the power of Community to review the state aid enforcement
pecformance of the candidate countries in their pre-accession period, as in
the case of Romania, and imposing reimbursement after accessicon when
there is any irregularity. In that sense, in order not fo carvy the hurden of
cost of reimbursernent after the membership, Turkey should avoid from any
disorganised struciure and iregularities v state aids.

In general, there is a ned for improving the administrative capacity in
both central and local for the leading institutions in enterprise and industrtal
policy. Enaciment of the law regarding regional development agencivs will
have a positive impact for implementation of industrial polices at regional
and local level Besides formulation of a strategic framework for industry
and SME policies, Tarkey should activate these policies through mature
projects and speeding up legislative process. As a final remark, it shonld be
indicated that except these challenges that may pose difficulties for
negotiations related with SMEs, negotiation process for Turkish SME policy
under the chapter of Enterprise and Indusidial Policy would not pose any
serious problem for aligning to the aequis. However, in order to supervise
whole proccss in a complementary manner, chapter of Enterprise and
Industrial Peticy need to be simaltanecusly undertaken with the negoiiation
processes of competition and taxation policies.
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