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TURKISH SME POLICY Oli THE EVE OF ET; NEGOTIATIONS 

"Lessons rrom the Experiences of Last Enlargement" 

Burcu M. DJR..4.0R~ 

_- Abstract: 

I The main objective of this smdy is to provide an analysis on the degree 
of convergence ofTurkLrh SA1Es Policy wtth that of the EU in the light of 

I 
the negoriarion experience of the last enlargement as regards to SMEs. 
Moreover, it sheds a fi'ght to possible key challenges for SME sector that 

_ Turkey can face in the forthcoming negotiation process of the EU In this 
1 sense, the study draws some lessons before negotintion process starts. it 

analyses not only the derog<Uions taken under SME policy but also screens 
other derogations taken under diJfetent related chapters like competition 
including state aids, industrial policy and taxation, II will be based on. a 
qualitative evaluation, adopting a compare and contrast methodology 
regarding negotiation e.1.perience of the new member states indudint: 
Bulgaria and Romania in the SME related policy fields. The study draws 
attention to probable advantages and disadvantages in the process of 
adjustmem of the acquis related 10 SMEs and finnly underlines the high 
possibility that Turkey would face Jerious challenges as a form of opening 
benchmarks, especially under competition chapter due to fnck of any legal 
framework and monitoring agency for state aids and under industrial policy 
regarding incomplete restructuring of the sud sector. Taking aU these 
aspects into account, the study suggests that m order to supervise whole 
process in a complementary mnnner, chapter of Enterprise and Industrial 
Policy should bf' carried out simultaneously with the negotiation processes 
of competiticn and taxation policfes, 
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Ozet: 
Bu ~al~m£1/Un te.mel amact, Avrupa Biriigi'nin son geni$1emesinde Yer 

alan alke!erin KOBI'lcrc il~km rnuzakne deneyimleri q1guuJa, T Urkiye'nin 
KOB! polici!uzsmm AB KOB! poluikasma yokmsama dcrecesini 
degerlendirmeye y6nelik bir tmaliz sunmakr1r, <;alf;mada, yokla.$an fiili 
miizakere sii.rednde TUrkiye'nin kar!plajabi!ecelti muhtemel kilit sorun 
afar:Iarma ili/k.in dngOrUlerdc bulunulmaktadlr, Bu yakiao$tmll1, miizakcreler 
ba:jlamadan Once baa iJm'mli rwktalarm altt ritilnwktedrr. <;ah$rntJda yeni 
iiye iilkeler ile 2007'de aye olmalan beklenen Bufgaristan Vf Romahyd'nm 
KOBi politikas1. d('Ylet yardunluruu i~uen rekobet politikas1, sanayt 
polirikasr ve \>ergilendinne gtbi konu ilc ilg1ii farklt mkzakere fasrllan 
a!tuula aidildan ger;i$ dOncmleri, benzer ve ji:ukb y6nleri ile irdelenerek 
km~·tia}tmn.alt bir yakl.a,yrmia eie ulmmaktad;r, KOBl'iere ilifkin A8 
miiktesebatmm uyumla;rtmlmas1 siirecinde, Tilrkiye 'nin muhremel avanraj 
ve dezavantajlarma dikkat r;ekilmekte ve devlet yard1mlan alanuufa 
diizenleyici bir kurumun ve vasal ~"1m;evenin o!mamas1 ile sanayi politikast 
alamnda demir r;elik sekriirib!Un yeniden yapllartdmlmasrrnn 
tamnmlanamamJ,y olmasJ sebebiyle, bu hususlann ilgili miizakere 
bayltklamuia Tiirkiye 'nin kar~lStna tlr;Jit~ veya k.apant$ k.riteri olarak r1kma 
ihtimalinin yiiksek oidugu iJ;;clikle ~·urguianmoktadtr. f;al[$monm sonunda, 
bu iki husus dl$mdi1, Ozellikte yak.m diJnemde Tiirkiye'nin KOBf tamrrnm AB 
ile uyumla;tumasmm yaranrgt olumlu ivme de dikkate aimdtgtnda, /.$ietme 
ve Sanayi Potitikas1 fa;;lmm mUzak.ereferinin Tfirki}'C a<;linndan bir sorun 
c•lu.:;turnwyt1Cdgl degerlendirilmektedir. Bu degeriendirmeler dikkate 
olmarak, TUrkiye 'nin bu ba-$llk altmdaki ilgili miiktesebatt tiyelik ile birlikle 
iistlenebiiecegt belirtilmektedir. KOBl'lere ili$kin alanlarda mUzakertlerin 
bii.tiind.il bir yakla:;1mla ybnlendirifebilmesf irin, isJetme ve Sanayi 
Politikas1 fnslmm mlizakf!re sU.reci r;ah$malarmm, relwbct polititum w 
vergilendirme JGsdlarmm milza/r.J!re siirer/eri ile e$Onfr bir }eki.tde 
ytiriUiilmesinin. gerekliligine ijaref edilmelaedir, 

Anahl.ar kelinu:ler: KOBI'!er, KOBf Politikas<, j$letme ve Sanayi 
Politikrm, MU:,akere, A;•ropa Birligi. 

L Introduction 

Turkey has formally fulfi!lcd the conditions for starting the aceess.ion 
negotiations on 3 October 2005. The application of the. sometimes 
multifaceted, EU !egislat1on on the certain negotiation chapters opened after 

__ _j 
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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 Policy1

, 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 negotiation 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 like competition including state aids, industrial policy and taxation. 
It will be based on a qualitative 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 impact analysis 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 

' 

1 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 (2005a). 
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qualitative lessons for Turkey by providing an analys1s on negotiation 
experience of the last enlargement and screening of the cuuent acquis 
related with SMEs. 

The paper i& organized as follows: After this introduction, followi:n\) 
section identitles negotiation experien.:e of the last enlargement under th: 
chapters ou SMEs policy, industrial policy, competition policy and ta:\atior .. 
Section 3 provides a gap analysis regarding recent situmion in Turkish SME 
policy vis o vis possible negotiation agenda with the EU. In the light of 
these analysis and reform trends in both side, following section underlines 
possible strikmg issues that Turkey would face during the negotiation 
process. Section 4 concludes, 

2. Negotiation Experiences Qf New Member Countries: Chapter 
Analysis 

SME policy is horizontal m nature and cross-cuts many other policy 
domains. Considering this dynamic and wide-ranging character, it is 
nece~.-ary to analyse the subject matter no( focusing only on SME policy 
under l61

h chapter, but cDvering other chapters related to SMEs tlke 
industrial policy, ta:\ation including value added tax (VAT) and direct tax: as 
well as competition policy covering state aids, Within each chapter. there is 
direct reference to the SME~ through tram;ition periods tnken for specific 
areas. 

Acquis includes both 'hard' law, which creates legal obligation:.; and 
'soft' law, which composes measures thai are not binding but complement 
application of hard law.z Sine!:! soft law does not require any legal 
obligations, it is not necessary to be tran~formed or adapted into the 
legislative system of the candidate countries,' The acquis reh1ted to SMEs 
comprises mainly soft measures and also limited number of hard meo.st:re<;, 

2.1. SME Policy Chapter 

As the main dapte.r on SME-;, chapter of SME policy comprises mainly 
snft type of legi~lation. It includes decisions setting up cow,ultation 
procedures and Community programmes. or recommendations in the areas 
of enterprise poiic)', distributive trade-s, tourism and socinl economy. In that 
.sense. it does not require transposition of Community legislat10n into the 

2 Hard law covers regulatinm,, decisions and dJtL"L'tlVt'-S of the C\)UJ~.cil and the 
Commission. Snft law include.~ Commi.v;ior. n·-eommer.d::.tions, Council ro;;solutiens. 
Comm1,;sion repol.s and cornmunication!'. Comrnis'>ion starr working paper\. 
3 For the Est of soft mcasu:O:->< ~ce, EC {2004b )· 
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national legal sy;;;tem or implementation of measures. With one exemption, 
experience of last enlargement countries on SME policy illustrates that !.here 
was no requirement for legal transformation or adaptation of enforcement 
measures. Directive on tourism statistics was the only exception of hard law 
applied to new members. All countries accepted to apply the acqui5 as of 
a\."Cession without any request for transition periods.4 

When we examine current hard law of the Community under the chapter 
of SME policy, it is seen that there are six. main legislations which require 
legal action are summarised below. 

1, Council Decision on a mulriannual progranuru: of Community 
measures to intensify the priority areas and to ensure the continuiJy and 
consolidation of policy for enterprise, in particular SMEs, in the 
Community: It focuses on implementation of the Community programme 
with the priority measures to ensure the continuity of an enterprise policy 
(European Council, 1993). It specifics fo11owing two objectives with 
respeclive measures attached to them: 

A. Intensifying the priority measures for enterprise policy in order to 
stimulate growth within the Community: 

• To improve administrative and regal environment of enterprises 
including the area of indirect taxation (administrative simplification. 
promotion of follow-up measnres} 

• To pro\-ide be-tter access to Community information for enterprises 
(adaptation and dissemination of Euro Info Centre<; and the European 
&onomic Area (EEA) networks, development in existing nerwork through 
stablhzation of funding) 

• To improve business-part:ner-search network (qualitative 
improvement of the non--<:onfidential partner-search network (BCC), 
adaptation ot the system of charges for the confidential busincss~partner­
search network (BC-NET)) 

• To continue development of instruments pennitttng direct contact 
between entreprenew"S and to promote transnational subcontracting 
(Improvement in performance of the Europartnership and Enterprise 
programmes; mcrease in knowledge of subcontracting markets, support for 

4 Negotiation process on this chapter was completed with aH a(.Oceding countries as 
of December 2002 as well as Bulgaria and Romania a\ of December 2004. For 
rnore details see EC (2004a). 
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harmonized cl:rtification. MandardisatklO procedures and cooperation 
between large and ~mall enterprises) 

• To ensure consideration of the in!ere.">ts of SMEs in the various 
Commuaity initiatives and policies (mobilisation of Community 
instrumeJ~ts, strucrural funds and research programmes., simplification of 
participation proccdureb for SMEs to these programmes) 

B. Ensuring the continuity and "-'Onsolidation of enterprise policy in order 
to encourage the Europcanhation ;md internationalization of enterprises, 
especiaHy SME": 

• To encoEragc SMRs to adapt to structural changes and to changes 
hrought about by the internal market ~Identificmion of the r.t"~ds of SM&, 
development of pllot projects f1;r smal~ business and craft-industry 
enterprises, commercial and distributive trading cr:.terprises, c~.•operatives, 
mutual societies and associations and foundations, enterprise creators and 
young entrepreneurs, enablmg them to Jl(]apt to stnH.:tural changes and 
internat !'!'Jarket regarding especially sltlndardization, certitkation nnd public 
contracts) 

• Promoting a better financial environment fur enterprises (Pmviding 
SMEs with access to credit and guarantee sources like mutual guarantee 
systems and risk capital, development of secondary markets, facilitating 
access of SMEs to financial instn1ments of the EU) 

• Promoting better observation of the economic development of 
enterprises as part of the dynamic of effective implementation to of the 
ir.ternal market (European observatmy for SMEs, impn.rvement in statistiQ 
on SMEs) 

• Evaluation and deveJ.)pmem of enterprise policy (Evaluation of 
ex:isting policy and actions. development of proposals for new Community 
measures for enterprises.) 

2. Council Direaive on 1he collection of stati:;tical information in the 
field (~f tourism: This direc:.ive aims at establL;hing an information system 
on tourism sta~htics across the Ell. Each member ;;tate is required to collect 
t:Vlnpile, pro>,;ess and spread harmonized Community ~tatistkal information 
on tourism s:>pply and demand (EC. 1995). Data for tourism statistics 
should cover the capacity of co~lcctive hmri:.t accommodation 

-----------------------------------
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estabfishments5
, guest flows in collective accommodation establishments 

under internal tourism6 and tollrism demand across country.' 

3. Commission Decision on approving a support mechanism for the 
creation of transnational joint ventures for SMEs ill the Community: This. 
decision formulates supports SMEs to establish transnational joint ventures 
within the EU. Under this decision, certain expenses of setting up a joint 
venture are financed as the Community contnbution. The maximum 
contribution per project can be € 100,000 (EC, l997).s SMEs can apply to 
one of the financial Intermediaries in the transnational joint ventures 
network through specific selection procedure de..;;igned for obtaining a 
posltive opinion of the Commission to be eligible for contribution (EC, 
1997).'; 

4. Council Decision on a multiannual programme for enterprise and 
entrepreneurship, and in panlcular for small and medium-sized enterprises 
(2001-2005): Multiannual programme provides SMEs with € 450 million 
for realization of the objectives of the European Charter for Small 
Enterprises. lt includes implementation of measures designed to enhance 
growth and competitiveness of business in a knowledge-based 
internationalised economy; to promote entrepreneurship; to simplify and 
improve administrative and regulatory framework; to improve the financial 
environment for S~iEs; to provide S~1E.~ with easter at'Cess to Community 
support services, programmes and networks and to develop coordination.10 

5. Council Regulation on tlu' Statute for a European Cooperative 
Society (SCE): It alms at creating a uniform legal framework within whid1 
cooperatives and other entities {customers. employees or suppliers or those 
involved in the activities of the SCE) and natural persons from different 
Member States should be able to plan and carry out reorganisation of their 

5 Hotels and similar establishments, other collective ac~1mmodation establishment'\ 
ltke tourist campsites, holiday dwellings and other collective accommodation, 
6 for both domestic tourism of domestic resident<; and inbound tourism of and non­
residents traveUng within the given country. 
7 Domestic and outbound tourism indicate residents of a country traveling in 
another country, with \rips for holidays or business including at lea;;t one or more 
succe~sive nights spent away from tlie usual plac:~ of reside nee. 
e Up to 50 % of the eligible expen&es, with, a maximum of €.' 50 000; up to 10 % of 
th~: total investment made Sec Arude 2. 
~See Article 3. For the hst of intermediaries in the lEV network, see also Article 4. 
'D For further iufvnnation on implementing measure, see EC (20011, EC (2003b) 
and EC (2002). 
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business in coopermive form in the Guion. 11 It requires limited interest on 
loans and shJre capital, distribution of net assets and reserves a~ well as t 

profits according to business done with the SCE and needs of members. 

6. L'oum'd Directive on supplementing rhe SMtute for a European 
Cooper(ltive Society with regard to the involvement of employ<'es: To 
suppmt social objertives of the El!. it regulate'$ inYolvement of employees 
in the affairs of SCE tu em;ure that establishment of ~m SCE does not cause 
any loss or decrease- of pnlctices in employee involvement within SCE 
Sin.:e there is no unified approach across the Cnion regarding the rules of 
partidpalion of employees. i!i decisic:m-making proce"~ of r.·ooperatives, it is 
not possible to form a single European model of employee involvement 
applicable to the SCE. in that $eOSe, it requires functioning of information 
and consultation provedures at transnational level in ~cUing up a SCE.u 

2.2. industrial Policy Chapter 

Industrial policy is another area directly related with SMEs. The key aim 
behind the EU ir.dustnal policy is to promote competitiveness of the 
industry and ecoriOmy as n whole nnd tv improve ovemH business 
environment for SMEs. lt also addresses privatisation a.."J.d restructuring (EC, 
2005d: 97). Stmi!ar to the previous case, the acquis unde:-- this chapter is, in 
general. rather soft It consists of induHr:ial competitivene~s policy 
guideline:-; and principles as well as ind:.:strial policy communications wi!h 
honzontal and sectorwspcl·ific aspects . .Segotiation experience of the last 
enlarge:nent illu~trates thm industry restructuring strmegies constitute a 
significant concern under 1hl<; chapter. ln the process of screening, 
adaptation of below stated deds1on would play an Important role in the 
fields ofprivatisarion and restructuring (EC, 2004a). 

Council Dedsirm on "the Implementation of a Comrmmity Action 
Programme to Strengthen the Competitiveness of European Industry'· ret;. 
1996): The key obje.ctivcs of guidelines in the action programme are 
modemi5ation of the industrinl role of publk authorities to ensure legal and 
aJministrat!ve simplification for enterprise:; and to support emergence of 
leaming society through continuous training, It als.o aims rhe ;:;reation of 
competitive environment for SME-; in both lntcnwl market (through 
stand.ardization process and coordination of national initiatives) and external 
markets (in Central and Ea~tern Europe, the BaitK' Sta1e1. and the CIS 
CQunlries, the Mediterranean ·and Latin America, Asia, the ACP and 

11 SCE~ have legal person:1llty, Fr::r detail;; f SCE, ~e:: Eun,pean Coundl (2003a). 
·z For employee involvernent, see Euwpean Council i20tHo). 
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southern Africa); to reinforce industrial cooperation between the EU and 
the US under the Trans-Atlantic Business Dialogue; support for intangible 
competitivene~s factors and establi')bmem of a database for each specific 
marker to diagnose the impediments affecting European companies in third 
countries. In this regard, decision requires implementing initiatives for 
intangible investments. industrial cooperation and competition and 
modernization of the role of the public authorities. 

As a horizontal policy area, indusuial policy has direct relationship with 
other chapters. llke SME policy, CQmpetitlon policy, free movement of 
goods and services, social policy. Signiti.cant part of transitional periods 
related with industrial policy was held under the negotiation agenda of these 
chapters. For this reason all countries agreed to implement the acquis as of 
their acces&ion. 13 

2.3. Competition Policy L"hapter 

Competition policy is one ot' the key policy area covering quite 
differentiated sub-policy fields. 14 In otder to evaluate adequacy of the 
countries in i.-'OIDplying with the competition .acquis and Copenhagen 
economic criteria, the Commission assesses capacity of their undertakings 
operating in the EU internal markeL All candidate countries took over the 
acquis under this chapter a~ from the date of accession with the exception of 
time and scope-specific transitional arrangements in the fields of 
incompatible fiscal state atds, operating aids and state aids to reglonal 
investment and environmental protection, as seen in Table 1.15 

'
3 Negotiation process on this chapter was completed with all candidate countries as 

of December 2002 and for Bulgaria und Romania as of December lOO<t EC 
(2004a). 
14 The competition acquis is based oo Article 3 I (state monopoHe;, of a commercial 
character}, Articles 81-85 (roles applicable to undertakings), A:ticle 86 (public 
undertakings and undertakings with special or exclusive rights) :md Ankles 87w89 
(rules applicable to State aid) of tbe EC Treaty. Provisions of the EC Treacy are 
available a: http:/ Jeuropa.eu .intleur -lex/lex!o:nltreaties. 
l$ EC (2005b). Negotiations on this chapter for B:~lgaria and Romania were ended 
in June 2004 and in December 2004 respectively whlle the others ended in 
December 2002. 
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'able 1. 'in' 

co~ntries Transition Arrangement Time ??d.' 
Limit 

l Fidd 

Iii I Malbo ' 
SMEs 

by the end of 20 ll 
Phasing-out of Small enterprises 

Poland incompatible fiscal state 
Medium-sized 

aid by the end of20IO 

Offshore 
by the end of 2005 

' 
aid ~n~der :h~f ;:':: ·. ' ' ' 

Mal'" 
·o 

SMEs by the end of 2008 
i "Act 

Hungary For aids up ~o 40%-
of the maximum 

Slov~kia oid ceih"' Conversion of 
Motorvehicle For aids up t~ ~0%-incompatible fiscal state 
manufacturing 

aid into regional 
of the eligible 

Poland investment aid* 
sector costs, regardless of 

the regional aid 
. ceiling for other 

tvoe o{i 

For aids granted 
Aid. . ;i; 

State aid to investments 
transition period 

limited to ~e 
Poland' in environmental 

under the 
regional aid 

standards protcctioo 
Environment 

ceiling with a 15% 

Chapter 
supplement for 

SMEs. 
Source: EC (2005b ). 

* When the maximum aid ceiling is reached, 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 be 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 t September 2004 and acces:;ion date. In case 
of detecting any illegal aids, the Commission can impose reimbursement 
after accession (EC, 2005e). 

' 

' ' 
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2.4. Taxation Chapter 

As regards to taxation, limited number of derogations regarding indirect 
taxation {induding VAT and excise duties) and direct taxation were 
provided especially for socially sensitive good" and services as well as 
maintenance of fiscal aids, as seen in Table 2. They mainly serve for 
postponement of the adjustment of indirect taxes levels to the requirements 
of rhe acquis. Except these-, aU countries were agreed to comply with the 
Code of Conduct for Business Taxation and implement the acquis as of 
accession date. :6 

Under current acquis. two directives of the Commission on VAT 
regarding invoking and tax representative wtiJ also directly affect the SMEs 
through facilitating cross-border trade and decreasing their burden in 
fuHllling VAT invoicing requirements. 

Table 2 Transitional Arrangements on Taxation - ~~··~·· 

Courttries [. . Transition Arrangement Time or 
ScoJM Limit_ 

I Transitional Field Beneficiary 
Cyprus, ! 

I until the end Poland, : Restaurant 
Hungary, I services of2007 
SJovenia ...... J 

r until the end 
Czech 

I Rep,, 
Poland, ! O:mtinuation 

Construction I ~007-Slovakia I of the SMEs . 
Slovenia j 

reduced : until the efld 
VAT rate 

i ~ of2Q92__ 
Czeeh ! ' . Rep., 
Latvia i 

Heating I I by200d Estonia, I 
I Hun~ 

vakia . i . __t:by200? 

16 ~egotiatlons on this chapter were completed wJth all of the countries in 
December 2002, except for Bulgana and with Romania whose negoumwns were 

L~mpletoo in December 2rol 



232 TURKISH SME POLICY ON THE EVE OF EU NEGOTIATIONs , 

Table 2. Transitional Arrangements on Taxation (Continues) 

Countries Transition Arrangement Time or 
Scope Limit 

Transitional Field Beneficiarv 
Continuation 

For all of a higher 

acceding Exempt from VAT SMEs turnover 
threshold Countries 

than the level 

----· of the acquis 
Undertakings 

Continuation of a royalty \oVilh 

exemption on the basis of commercial Until 

the Law on Free Trade contracts 31.12.2011 

Areas before I July 
2002 

Romania17 

Continuation of corporate 
Undertakings 

tax exemption for new 
\.Vith 

investments on the basis of 
permanent 

Until 
the Government Emergency 

investor 
31.12.2010 

certificate 
Ordinance on Deprived 

taken before 
Areas 

I July 2003 
Source. EC (2005b) and EC (2005e). 

Council Directive 2001!1 15/EC of 20 December 200/ amending 
Directive 771388/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, 
administrative cost of producing and archiving invoices of SMEs, whose 
administrative cost of invoicing is comparatively higher than big companies, 
can be significantly declined thanks to the opportunity of outsourcing and 
dematerialisation of invoicing obligations. 

17 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 shall not exceed a maximum of 30% of the eligible 
investments costs. 

' 
' 

I 

' ' 

' 

' 

1 
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Council Directive 2000/65/EC of 17 October 2000 A.meruling Directive 
77!388/EEC as regards the Detennination of the Person Liable for Payment 
of Value Added Tax: The Tax Representative Directive wil1 decrease 
adruinlstrative cost of VAT on foreign companies and SMEs engaging in 
cmss~border activities. It eliminates cost of the obligation of appointing a 
taX representative in member states where they are not established. (EC, 
2000b: 44) 

In addition to these, the Commission is currently drafting a decision for 
modemisation and simplifications of VAT obligations especially regarding 
registration, declarations and payment of the SMEs. Moreover, proposal of 
the Commission regarding harmonisation of the rules governing the- right to 
deduct the input VAT (for cars., restaurant services. hotels. fuel) and 
providing cross bordet right for the traders to keep back the input VAT have 
Iong been discussing by the CounciL If this proposal is adopted, it become 
possible for SMEs to deduct input VAT incurred in another Member State 
in their own VAT retum and to submit it to the Member State where they 
arc set up. Thls wlli certainly decrease the admini~trative burden on SMEs 
arising from the 81h Directive refund procedure (EC, I 979: ll ). Lastly, the 
Commisslon bas proposed n Directive to apply a uniform threshold of € 100 
000 determined in annual tum-over for VAT exemption and to set up a 
VAT One-Stop Shop system for simplification of VAT obligatlons and 
increase in the share of SMEs in intra-EU trade. It also requires from 
member states to review rum:t taxation system in order to ease burden on 
SMEs. 

3. Key Points for Turkey 

As clearly stated before acquis crosscutting SMEs ls rather soft one. For 
many of the agenda item under these chapters, il is high probability that 
Turkey witl accept the acquis on SMEs as from the date of accession. 
Ho\1/ever, depending on the sectoral profile and regulatory impact anulysis. 
need for certain transitional arrangements for S:\1Es can be arisen for 
Turkey. The key point is. that economic and social implications of 
significantly raising harm•misalion costs, not only in economic terms. but 
abo social and political aspects especially in the areas of state aids granted 
to SMEs and taxation V~ill play a de<:isive role fDr transitional measures. 
Transitional periods have to be limited in time and fully justified in the 
position papers of Turkey. The question of whether transitional measures 
can be accepted or not depend on unanimous dt",cision of the Corrunission 
and approval of the CounciL The Commission side will scrutinize the need 
to safeguard proper functionlng of the intemal market as well as the 
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political, economic and social Implications for Turkey. ln thm sense, the 
impacts of the adaptation of the acquis 0:1 competition or on the internal 
market as well as social need should he dearly explained. This re-quires 
correct diagnm.is on needs and s-ound regulatory im9acrs analysis for 
chapters related ro SMEs. State Planning Organisation as a sectoral and 
regional strategy planner can take a leading role by coordinating preparation 
of regulatory lmpact analysis and position papers for negotiations by taking 
contributions of all relate-d in,.titutions. 

At this point. an evaluation on the curre:~t situation of Turkey vis a vis 
nar:! acquis on SMEs will be usefuL A$ a part of the hard acquis under the 
chapter of SME Policy, Council Directive on the collection Df statistical 
information in the fieid of tounsm is importanL C:mently, there is no 
dassiftcution of wurist accommodation establishments or services as well as 
data pool and moniroring mechanism for supply and demand of tourism 
scrvkes. Thio is a r.:o~tly and ~ime-nee-ded requirement for which Turkey 
should be prepan:d foe Moreover, it is highly _possih!e that the Commissiton 
will ask whether Turkey will be reaLly for adopting following legit-lations: 
Commission Decision CJn support medmnism for the creatloo of 
transnational joint ventures for SMEs, CouEcil Regulation on the Statute for 
a European Cooperative Society and Council Directive on supplementing 
the Statute for ~ European Coo-perarive Society with regard to the 
involvement of employees. Turkey h&s n(l( yet been involved in formulation 
of such a c9operative framework with specif1c arrangements on employees 
nor have a :..upport mechanism for transnational joint ventures for S!\.1Es. 
Turkey will be invited to participate to t~is mechanism, which requires 
pnrtldpo.tion oontribution nnd co-financing for each of the proposed project 
Tn this sense, absorption capacity of Turkey in that area and available 
financial resources should be examined by doing analytical studies. On the 
other hand. regarding Council Decision on a multiannual programme for 
SMEs for the period of 2001-2005, there i;, no need to wke further action 
because Turhy has already taken part in :his multio.nnual programme under 
the coordination of Small and Medium Indw,try Development Organization 
(K0SGEB). 1 ~ 

When we come to the le-gislation regarding SY1E11 under the chapter of 
industrial policy, it should be indicated that Turkish indu<;trial pohcy is 

-----------
h See European Cmmd: (200G:fL t\t. slated in Article 6, pmgrru:u:te i~ open to the 

participation of 1-blta and Turkey. 



largely in conformity with the principles of the EC industrial policy. 19 In 
line with the industrial strategy of the EU, Turkey prepared a strategy called 
as ·'Industrial Policy for Turkey" in 2003 (SPO, 2003). During the screening 
process of the negotiations, Turkey will be invited to present its industry 
policy and restructuring strategies in order to 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 Programme to strengthen the competitiveness of 
European industry, Turkey has been in a refonjl process for modernisation 
of the industri<~l role of public authorities to aChieve legal Md administmtive 
simplification for SMEs. Restructuring of KOSGEB through modifications 
in the related !aw envisaged under Medium Term Programm.e is an 
important part of this process.20 Establishing a database on the basis of each 
market regarding the problems faced by European companies in third 
countries is another challl.':nging topic which requires strong domestic 
statistical network and international data exchange for Turkey. Privatisation, 
restructuring of steel industry, improvement in the busine~ environment 
and SJvlE policy wiU be the other key topics of the negotiation agenda. Last 
Progress Report underlines ex:tstence Df limited progress in privatisa.tion, 
restru<:IUring, busioe.•;;s envmmment and S~1E poJky (EC, 2005d: 97), At 
this point, restructuring of steel industry priotltised under both 2001 and 
2005 Accession Partncrship1

; but not fulfilled by Turkey so far, is worthy of 
note because it would be another challenge that Turkey can face as opening 
or closing benchmark for this chapter. 

Among all these chapters, competition policy will be one of the most 
difficult chapters which horizontally crosscuts SMEs. It is highly possible 
that this chapter can impose serious challenges fur Turkish authorities. On 
the basis of a Commission recommendation referred to shortcomings in 
Turkey's fulfilment of specific conditions under the Customs Union 
Decision 1/95 related to competition policy, it is very high probubllity that 
opening benchmark can be proposed by the Commission regarding 
establishment of state aid authority. Its absence is seen as a critical 
deficiency and thereby the major delaying factor for the adoption of 
implementing rules for competition and obligations arising from the 
Customs Union Decision. Taken into account experiences of the last 
enlargement, Turkey should set up a reliable state aids system and monitor 

~-····-- ' 
19 Progress report found indusirial policy ·imp!ement:ttion in Turkey as satisfactory. 
see (2005d). 
2fl For further information on Medinm Term Programme, see: Sl'O (2005). 
11 For the provision.~ stated in last Accession Pannership see EC (2005c), 
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all state aids granted to SMEs including regional investment aid 
e~vir~mental protrcf.ion. aid.' incom~ti_ble fiscal aid as we!~ us operatin~ 
atd. lhere are many mstltuttons prov;dmg d1fferent types ot state aids t0 

enterprises in Turkey as seen Table 3.2
" Thw;e key lnfltitutions should fonn a 

platform where they analyze current slate aids provided directly to SM& 
and possible adaptation need and time period for ">pecific items. 

and 
' ; Re-gional aid. R&D 
Uri\\J.r __ .. ,·7·-,..-;c~-f-~-·----~ ----····~---1 
: Zvtinisrry of Culture- and 

L'ndersc.;retariat of 
Trea~ury 

State aid for dnema film production 

One of the real problems in that area is Jack o.f c!car bowlcdge among 
the related institutions regarding the type and amount of aids provided to the 
enterprises by the other instilutions. It is an urgent necessity for Turkey to 
portray the "real map" of state aid:'> though effective communication among 
institutions. In this area, there are signiftc3nt ambiguity and opaqueness-. In 
that sense, r:egotiation process with the EL: will create a political anc:tor 
which force all relevant imtitutions to work together t0 draw current 
si~uation m T·.ukey regarding state aids and awareness raising about what 
has l::iec-n done by the other institutions. This will certainly improve 
tram;parcncy and motive for aholishment of srate aid tran!:>fern which no 
longer have ony e-;;onorni"' and social rationa:e behind In that regard, it will 
be useful for Turkey to revise and simplify various state aid ruk-s especially 
those on encouraging risk~tak!ng and innovation in SMEs through adopting 
more flexible approach for SMEs, 

27 Sta.!e a~ds are pr:wided not only rErez:tly t'lut a.lso bC.ireclly fina_'lclal aiC." 
pr<:'vided for SMEs a~ 1o~m~ offered by Ila\k Bank with convenient term<>. 

I 
l 
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State aids and other financial transfers to SMEs are highly important 
because in Turkey and in the EU, SMEs have a large part in economy.23 To 
promote entepneurship and competitiveness of SMEs. structural funds have 
allocated € 21 billion to SMEs in the period 2000-2006 (EC, 2005f; F£, 
2003a). As depleted in Table 4, under the EU funded regional development 
programmes financed by MEDA (Eastern Anatolia Development 
Programme, South Eastern Development Programme) and pre~accession 

assistance pmgrammes (Kastamonu, Sa:msun, Trabzon, Erzurum, Agri, 
Konya, Kayserl and Trabzon NUTS lJ level regional development 
program~s}, totally € 64,590,000 were allocated as direct grants to SMEs 
ln Turkey,~* Turkey <ilbould enforce further pmjects to lessen burden on 
SMEs and to address critical needs. 

In the area of taxation, on the other hand, it can be indlcated that 
invoicing and tax representative directives can also be adoptable as of 
accession date as a part of improvement in business environment and 
llimplificaiion of legislation prioritised under the heading of ''Enactment of 
Better Laws and Legislation" in the S~E Strategy and Action Plan. 

:;; Then~ are 23 million of SMEs in the EU, providing around 75 million jobs and 
accounting for 99% of aU enterprises, In Turkey, SMEs constihltes 99.8% of total 
enterprises and 76.7% of to!al employment. See, SPO {2004a:8) and EC (2005f), 
24 Project cvaua!ions have been continuing in most of these programmes desiged for 
creation of micro-enterprises, diversification of the rum! economy, technological 
deveiopmenL business support services and strengthening cooperation between 
SMEs. For mnre lnfml1UI.iion on ongoing grant programmes see 
htrp:/ /www .dpt.gov. tt!bgyuiabdbkpu/alxlbkpu.htm 
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Samsun 
Samsun,Tokat), Ka'<t~monu {Cankiri, 
Kastamonu, Sinop} a:Jd Enurmn 
(Erzurum, Erzir.can, Bay?urt} NL:'l'S 

(Koy';"i, Siv:~s, Yozgat), 
(Molotyu,, Bingo!, Elnzig, 
Kasrarnor;u (CankirL Kastamml'J, 
$il;vpl, Erdnum (ErLuru:n, Erzincan, 
Bayhurtl and Agn tAgri, lgCir, Kars, 
Ardahan) NUTS II Regional. 

Trabzon 
Ordu, _ ~LIS ll 

SPO 

SPO 

SPO 

SPO 

-

2001 8,500,000 

2001 7,590,00(1: 

:20()4 24,5()(\000 

2005 9.20(),000 

- ....... ' 

Besides all th::-se the possible challenge::-. arising from legislative 
framework of the Et;, it will be useL1I to ~:.nderline lhe panicu!:Jr areas 
important in t11c context of harmonisation or the aUminislrative, legal and 
regulatory environment It is highly pm:sible th:1t below·stated three pom!s 
will be the mal:l agenda items under the n.:-g:otiations for the chapter of 
Enterprises and bdustrial Policy. For each item. currc:<t situation In Turkey 
is s:1mmari.~ed as follows: 

l, Formulation and implementaU!2!L..Qf . .Q.~!L9nternrise fl,nd. SME 
J2_Qlicy; Since acquis related with SMEs examined so far i.<, rather soft one, 
convergence of policies and institutionat sys.tern w!l! com;titute a key rolt> in 
negotla:ions. As regard_,;; to 'the policy formulation, SME Strategy and 
Action Plan i~ the main national policy framework Priorities set out in the 
Strategy arc in full compliance with Europe.>n Charter for Small 
Enterprise-... as sccn in Table 5. 



J 

supports 

Sharing best practices Improving an-line access and 

Source: (2004a) 

In order to enhance competitive power of SMEs in the process of 
hannonization with the EU, it specifies main we-aknesses of Turkish SME.s. 
as insufficient know-how,low level of t~hnology, disadvantaged financial 
and legal environment (SPO {2004a). Implementation, revision <~nd 

monitoring of the strategy will be provided by tbe steering committee 
composed of all relevant institutions under the auspices of Ministry of 
Industry and Tnu:le.25 The Commission closely follows SMEs' performance 
in the economy in the negotiation process and strength of coordination 
policies towards SMEs to ensure effectiveness of the Community and 
national programme)'; desJgned to improve competitiveness of SMEs. 

As regards to institutional framework. Minlstry of Industry and Trade is 
the responsible body for the formulation and coordination of enterprise and 
industrial policies. The State Planning Organisation is in charge of 
programming of investment projects funded by either national funds or the 
EU pre~ac<:essioo funds. KOSGEB is public legal entity providing around 
22 different support schemes for SMEs in the manufacturing sector. 
Administrative capacity of KOSGEB should be strengthened to increase 
effectiveness of the implementation of activities especially in the areas of 
technology and enterprise development.26 At local level, establishment of 
regional development agencies will increase effectiveness of 
Implementation of enterprise and industrial policy, 

23 
_According to the decision of the High Planning Council dated 01.05.2005 

numbered 2005120 ' 
16 KOSGEEI related Euro [nfo Centres provides infonnatioo, advice Jnd technical 
support to SMEs as a first stop shop on access to EU rnarkel~, marketing and 
business operation. Innovation Relay Centres provides support regarding 
technology transfer and R&D oct!v!ties . 

.. ~-··-------------
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2. General business environment in the country: In order to improve 
investment environment and promote entrepreneurship in line with the 
Lisbon agenda of the EU, Turkey has undertaken significant refonns 
summarised as follows: 27 

' 

• 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 prelimmary permission to make a 
foreign direct investment in Turkey. 28 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 instmment 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 ,<i.ccounting was adopted in 2003 to increase 
effectiveness of accounting system. Law on trademark and patent rights was 
enacted in 2003 to strengthen the administrative infrastructure for the 
system of intellectual property rights. 

• Laws on SME Exchanges and Venture Capital Investment 
Partnerships were adopted to provide modem financing opportunities to 
SMEs. Regulation on venture capital hm; been prepared to build institutional 
capacity in actual operation. 

• As a governmental policy, administrative and legal simplification in 
start up and business development as well as benchmarking with best 
practices in the world were prioritiscd under the headings of "Enactment of 
Better Laws ami 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.29 

27 For further information on the allempts to improve the investment and business 
environment in the process of accession to the EU see SPO (2004b:33-3.5) 
n In~tead of getting a permission, informing related authorities is required. 
29 '!'hey are supported by the local Chambers of Commerce or Industry. 

l 
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In general, it can be indicated that there has been significant attempts for 
improving business em.·ironment improved. However, we can not consider 
these as adequate, on the contrary, further additional attempts- are necessary 
to eliminate the institutional opaqueness problem as well as simplification 
of the taxation sy:uem to increa~ predictability and stabiilty of economic 
decisions. Moreover, more efforts are necessary to respond the problems of 
high energy costs and lack of working capital for SMEs. 

3. AQ.pption amLJ~nforcement o_{___t_b~ SME d~finition: Until very 
recently In Turkey, there have been different organisations with activities 
related to SMEs use different SME definitions within the framework of their 
job descriptions, target groups and resource,<; allocated for their operations. 
Formulation a comm{ln 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 EL 
definition was adopted as seen in Tabte 6.!-L· The regulation brings common 
definition for SMEs in Turkey complying with the EU definition adopted in 
1996.31 

<10 <50 

<1m ::; €10 m 
YIL 

< 2.50 

<5m $€50m 
YIL 

· S€43m 

<2.5 m 
YTL 

However, on 6 May 2003, the Conunission adopted a new 
Recommendation regarding the SME definition which replaced 
Rec{lmmendation ad{lpted in 1996:12 The new definiti{ln has been in force 

30 This. Regulation, to be in force on May 2006, is available ut www,rega.gov.tr 
31 For examining previous Commission Recommendation in J9%, see EC (1996). 
31 fur further ddails of cucrcnl SME defmition of the Et.:. see EC (2003c ). 
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since l '(January 2005. New definition increases financial ceilings for St-.-1Es 
in line with price and productivity rise in the EU since 1996 but not 
introduce any change in headcount ceilings. It also introduces a model for 
self~dedaration to be fi[led out by the SMEs themselves to eliminate 
administrative bunlen and uncertainties in the interpretation of tl!e 
definition. It aiSJ.l adopts the typology of e.nterprises wit!l three category 
headings: Autonomous enterprises. partner enterprises and linked 
enterprises. in this new definition, apprentices or students in professional 
training are e\:cluded in the calculation for headcount to encourage 
vocational rra::1ing as weH as the exemptions fbr research institutes and 
verJtu'C cupicaJ funds were broadened co promote !he equity financing of 
SMEs and research facilities. 

Since Turke.y align it:> SME definition in line with the previous 
recommendation belonging to year of 1996, there will be need to revise its 
definitJon in time according to tbe revised SME definition in force in the EU 
since 2005. For the time being, the regulation brings common definition for 
SMEs in Turkey complying with L'le El: definition adopted. 

4. Conclusion 

SMEs have positive contributions in providing and maintaining balunced 
economic and social development. They also play an important role in 
decreasing the :eve! of unemployment and creating new employment 
opportunities and with their flexible production structure they can follow the 
changes in the market conditions Clore effec~ive!y. Due to L~eir key role in 
lhe economy, it is of vital !mportance to formulate new policies to 
encourage Cf>tablishmeflt. expansion and development of SMEs. Negotiation 
experience of the last enlargement under four chapters directly related to 
ac.quis on SMEs (SME policy, bdustrial policy, taxation and competitJon 
poli:y including state aids) will be enlightening in that context. 

Gap analysis for Turkey vis a vis possible negotiatlon agenda suggest 
that it would be proper for Turkey to open Enterpri~ and fnda.;;;trial Poli(:)' 
chapter in the immediate term especially <:omidering the impetus driven 
from recently unified definition of SMEs. However, Turkey will need to 
revise its definition over ti:me according to updated SME definitlon of the 
Ell, in force since 2005. 

There will be no complic;ated \egisl.:ltivc framework for harmonising 
SME policies. However, Jepcnding on the sectoral profile and regulatory 
impact "dJJ<tly!:~is. certain transitional arrangements for SMEs can be 
rwce.ssary. In the case of pa;-ticipatior. to the multianmwl programmes as 



well as support mechanisms {as in the case of joint ventures for SMEs), it i& 
necessary to analyse absorption capacity of Turkey in that area and 
availability of tmanciaf resources. Turkish industrial policy, in principal, 
complies with the EC industrial policy but monitoring of the strategy is still 
a ne<essity. Restructuring of the steel sector can be an opening benchmark 
that Turkey would face for negotiation under Industrial Policy, In the field 
of business envlronment, simplification of administrative and tax system 
and better access to finance for SMEs should be strictly pursued. 

Since Turkey has not yet fulfilled its obligation under the Customs 
Union Decision 1!95 with regard ro the adoption of srnte aid legislation or 
the establishment of an operationally independent state aid monitoring 
authority, 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 allocruion of public aid and 
loss of transparency of financial transactions between the state and 
undertakings. 1 believe that thi.s point will be the most critical concern that 
Turkey would face as a be.nchmark, po::osibly as an opening benchmark for 
the negotiations under the Competition Policy, This is also important 
because of the power of Community to review the state atd enforcement 
performance of the candidate countries in their pre-accession period, as in 
the case of Romania, and imposing reimbursement after accession when 
there is any irregularity, In that sense, in order not to carry the ':mrden of 
cost of reimbursement after the membership, Turkey should avoid from any 
disorganised structure and irregularities iu state aids. 

In general, there is a need for improving the administrative capacity in 
both central and local for the leading institutions in enterprise and industrial 
policy. Enactment of the law regarding regional development agencies will 
have a positive impact for implementation of mdustrial polices at regional 
and local level Besides tOnnuJatlon of a strategic framework for industry 
and SME policies, Turkey should activate these policies through mature 
projects and speeding up legislative process. As a final remark, it should be 
indicated rhat except these challenges that may pose difficulties for 
negotiations related witli SMEs, negotiation process for Turkish SME policy 
under the chapter of Enterprise and Industrial Policy would not pose any 
s.erious problem for aligning to the acquis. However, in order to supervise 
whole process in a complementary manner, chapter of Enterprise and 
Industriat Policy need to be simultaneOusly undertaken with !he negotiatton 
processes of competition and taxation poli<..'ies. 
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