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INTRODUCTION 

In the context of the MA Program in Economics and Politics in Contemporary 

Eastern and South-Eastern Europe, the present dissertation is handling the topic of 

Privatization process of Turkey and particularly the tobacco industry of that country. 

The main reason that I decided to focus on the privatization process is because 

by the time this theory gained the most of its ground, the global economy was in 

recession and the states were trying to find solutions in order to improve their 

economic prospects. Nowadays, due to the global financial crisis, it is still a 

contemporary “hot” issue especially for the countries of Eastern and South-Eastern 

Europe. As far as the specialization in tobacco industry refers to, I think that it will be 

quite interesting to examine the privatization of a former state monopoly which 

simultaneously brings Turkey to the top five tobacco producers in all over the world. 

 The dissertation is articulated into three parts. The first presents the general 

framework under which the theory of privatization is approached. It includes the first 

steps for the establishment of the privatization and it depicts the most important 

reasons according to which the governments of various states followed it. In addition, 

it includes the methods of privatization and the policy dilemmas that revealed on both 

mixed economies and former centrally planned ones, by the time they were in a 

transition process. 

After that, in the second part of the present thesis, there are three further 

divisions. The first one is presenting the privatization process that took place in 

Turkey from 1980s and until the election of the present Prime Minister, Mr. Recep 

Tayyip Erdoğan. The second one is an overall assessment of the privatization process 

in Turkey and encompasses the legal and institutional reforms in order the Turkish 

privatization program to be successfully implemented; the role of the agencies and the 

rest actors in the Turkish society with respect to privatization and the impact of 

corruption during that process. The third one is specifying in the case of tobacco 

industry by depicting the tendencies in the market, the holders of the market shares 

and the role of the government until the full privatization of the former publicly 

owned tobacco industry named TEKEL takes place. 

Finally the last part of the present dissertation broadens the issue of tobacco by 

focusing on the trends and prospects after the privatization of TEKEL with regards to 

unemployment, public health and environmental responsibilities. 

During my research I used extensively numerous articles and academic books 

referring to privatization, Turkey and tobacco industry. However, without the data 

provided by the official site of the Turkish government and the rest international and 

local organizations, it would not have been possible to finish the present master thesis. 
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A. THE THEORY OF PRIVATIZATION 

The concept of privatization- which means the change of 

the ownership status of a public firm to a private one- has 

firstly appeared to the United Kingdom during the 1980s 

under the Government of Margaret Thatcher. However, the 

United Kingdom was also one of the pioneers of the 

reversed trend, since by the mid of twentieth century it had 

proceeded to the nationalization of the most important 

enterprises of the country
1
.   

The decision of enforcing a state policy with regards to 

nationalization was considered as an imperative one due to several reasons. Firstly, 

the exigencies of war played a crucial role in order to better control and plan the 

military operations. Secondly, there was the need to control “natural monopoly
2
” in 

the cases of public utilities such as gas, railways and electricity or the prospect of 

gaining access to rents from natural resources (Ricketts M., 2003, p. 454). It is 

important to say that a respond to industrial decline and lack of international 

competitiveness was required and a new obsession referring to high technology came 

to the surface as well (Ronald G., 2000, p. 8). Finally, there was commonly accepted 

the idea of controlling the most substantial sections in the interests of economic 

planning, the well-known “commanding heights of the economy”.  

Nevertheless, during the 1970s the state ownership continued growing and 

included numerous other sectors far distant from the public utilities and heavy 

industry. Unfortunately, that was not a unique British phenomenon but it reflected the 

general trend of all the so-called mixed economies of the time. More specifically, as 

Pr. Ricketts underlines “a paper produced for the International Monetary Fund 

(Short, 1983) noted that it was in the manufacturing sector rather than the public 

utilities that public enterprise was growing faster in the 1970s. The public enterprise 

sector accounted on average for about 9.5%  of GDP in the industrialized countries 

in 1980 and about 15%  of gross fixed capital formation” (Ricketts M., 2003, p. 455). 

Moreover, it was estimated that the productivity growth in the public enterprise sector 

in the UK was poor relatively to 1960s and for that reason several comparisons were 

produced between enterprises in a similar size, operating in a similar market structure, 

facing the same prices of inputs but with a different “ownership structure” (Ricketts 

                                                           
1
 Between 1946 and 1949 the coal, electricity, gas, postal, telephone, rail transport, iron and steel 

industries were all brought into “public ownership” including the pre-war stock of nationalized assets 

stemming from the Port of London (1908), the Central Electricity Board (1926), London Transport 

(1933) and the British Overseas Airways Corporation (BOAC) (1939) (Ricketts M., 2003, p. 453 & 

Tvaronaviciene M. & Kalasinskaite Kr, 2005, p. 53-54).  

 
2
 In neoclassical theory, an industry is naturally monopolistic when a single producer might be able to 

serve the market at a lower cost than a combination of producers (Ricketts M., 2003, p. 486). 

Margaret Thatcher Prime 

Minister of the UK 1979-1990 
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M., 2003, p. 456). The general conclusion of these comparisons was that the public 

sector can be characterized as an inefficient one
3
.   

The privatization of the publicly owned enterprises was considered as the best 

way to reverse the existing situation. Firstly, privatization would expose industries to 

market forces which would benefit consumers by giving them choice, and also lower 

prices as a result of efficiency gains within the privatized companies (Tvaronaviciene 

M. Kalasinskaite Kr., 2005, p. 54). Secondly, the “breaking” of a state monopoly 

would allow the consumers to choose which company offers a particular service in a 

better way and therefore, it would promote competition in the whole industry. After 

that, privatization may contribute in various ways to the creation of flexible labor 

markets, higher productivity and reduced labor unit costs (Tvaronaviciene M. & 

Kalasinskaite Kr., 2005, p. 54). Furthermore, the state-owned companies lack 

financial freedom to raise investment capital externally because that would burden the 

national budget of public expenditures. Nevertheless, there are some serious 

objections against privatization such as the breaking up of state monopolies in order 

to increase competition, reduces the market value of the share offer. This is due to the 

fact that monopolies are likely to worth more but the uncertainty of the investors 

reduces their value (Tvatonaviciene M. &Kalasinskaite Kr., 2005, p. 55). Another 

argument supports that in most cases public share offers have been heavily over-

subscribed and large percentage profits have been made by successful applicants. It is 

for sure that there are plenty of claims supporting and opposing the idea of 

privatization, however, the next table depicts the most important of them. 

Table 1: The arguments for and against privatization 

The case for privatization The case against privatization 

Increased competition in production in 

product and service markets 

Natural monopolies versus private 

monopolies 

Increased discipline of capital markets Short-termism 

Reduction in government borrowing Economies of scale and scope may lost 

Reduction in government controls Difficulties in introducing competition 

Source: Tvaronaviciene M. & Kalasinskaite Kr., (2005), “Analysis of Privatization: 

Different Approaches” in the Journal of Business Economics and Management, Vol. 

VI, No. 1, p. 54. 

To begin with the supporters of privatization, the introduction of new shareholders 

in an industry changes the balances of the industry. Now all the participants of the 

industry would desire to gain the maximum profits so they will work for products and 

services of high quality and competitive price. Hence, at the end we will accomplish 

                                                           
 
3
 In Economics, the concept of Pareto efficient market allocation says that it is impossible to find a 

small change in the allocation of capital, labor, goods or services which would make someone else 

better off without making someone else worse off or as L. Cabral states “maximum allocative efficiency 

is measured by total surplus” (Cabral L. M. B., 2000, p. 26). That means that since inefficiency 

requires the existence of other unexploited resources elsewhere in the economy, marginal gain exists.    
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the objective of a competitive market. Secondly, the private investors in order to 

succeed, they will invest capitals to the industry expecting to increase their gains. 

That practice leads to the increase of the discipline of capital markets. Moreover, by 

the time a government sells the tortious companies, it disengages itself from the 

industry. As a result, governments disengage themselves from the obligation of 

supporting these kinds of deficits by external borrowing and they become only the 

regulators of the economy and not both the participants and the regulators. 

On the other hand, the opponents of this method argue that there is not only one 

direction that the privatization can conclude to. The final results can also be 

disappointing especially in cases where the government is obliged to distort an 

industry at the expense of economies of scale or economies of scope. Also, it is 

possible instead of introducing competition to an industry-which is by the way 

extremely difficult especially for the countries which had never lived the experience 

of a liberalized economy- just to change the ownership status of the monopoly and 

transform it from a public one to a private one.     

The reforms started right after 1980 when the Government of Thatcher in the 

United Kingdom returned the publicly owned enterprises to private sector on a 

massive scale. Afterwards all the other economies worldwide including the former 

centrally planned ones of Eastern Europe followed the same policy. In the following 

lines, I decided to present you the methods of privatization that were used by the 

states and to connect this economic policy with the difficulties in the field of policy-

making.    

i. Methods of Privatization 

Once the policy decision to transfer assets from the public to private sector is 

taken then, another important issue comes to the surface that of which is the best way 

to realize the aforementioned transfer. As Pr. Ricketts underlines “Privatization 

occurs when collective, non-exchangeable property rights
4
 held by the state are 

replaced by exchangeable, privately assigned rights” (Ricketts M., 2003, p. 466). 

This can be done in various different ways but all privatization programs must secure 

efficiency, achieve highest possible revenue for the state and promote other social 

goals efficiently (Ronald G., 2000, p. 232). The most indicative ways of describing 

the process of privatization in the “mixed economies” are a. the stock market 

flotation, b. the employee buy-out, c. the private sale and d. the voucher 

                                                           
4
 The property rights are categorized into: 1. The right of use, implying the right to manage the 

property whichever way the owner wants to provided it stays intact. This, of course includes hiring 

staff, firing staff, buying and selling inputs and outputs, even actually changing the entire composition 

of staff members as the organization may have an absent owner who cannot be consulted in times of 

tumultuous changes. 2. The right of abuse that is the right to change the entire orientation of the 

operation perhaps transforming it from an active business into a silent one or taking a foundation 

public. 3. The right of usus fructus, where the whole purpose is to have a benefit; one owner may want 

to earn a living, another may want to launch a presidential campaign (Backhaus J., 2003, p. 201). 
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privatization. We can meet each one of these methods separately applied or we can 

have combinations of them during the privatization of a firm.  

a. The Stock Market Flotation 

As far as the “mixed economies” concern the primary method of privatization is to 

create a public company (assuming that the public enterprise does not take this legal 

form to begin with) followed by a stock-market flotation of the shares (Ricketts M., 

2003, p. 466). On that way, the individual members of the public will have access to 

these assets either with the mechanism of a “fixed price” or with that of a “tender 

offer”. Of course it is also possible to combine a fixed price offer for a portion of the 

shares with a tender offer for the rest. 

On the one hand, the fixed-price offer requires the price to be set by the 

government or its advisers. That means that the decision of the private investor is 

simply to decide how many shares to purchase at the fixed price and the problem for 

the government comes on how to assess the “market” value of the assets (Ronald G., 

2000, p. 130). For reasons of political “credibility”, governments may tend to shade 

down the fixed-offer price in order to ensure that the flotation is conceived as a 

“success”, although a flotation would normally be underwritten by financial 

institutions (Ricketts M., 2003, p. 467 Tvaronaviciene M. & Kalasinskaite Kr., 2005, 

p. 54). In the case of excess supply of shares, the underwriter agrees for a fee to 

purchase the shares not taken up by the public and when it turns out to be excess 

demand for shares at the fixed price, investors may be compromised and receive only 

a part of the shares they initially asked for. 

On the other hand, the tender offer wants the investors to make the assessment of 

the market value of the shares of a firm and on that basis each one of the investors 

tenders a price at which he or she is prepared to buy a specified quantity. Following 

that logic, the shares are then allocated to those who tendered the highest prices. The 

biggest disadvantage of this way of privatization is that it can lead to the withdrawal 

of all but the most sophisticated and knowledgeable investors. In order to avoid it in 

some cases it is possible to sell the shares at “striking price”
5
so that small investors 

can then be given the opportunity to buy some proportion of the shares at this lower-

striking- price (Ricketts M., 2003, p. 467).       

b. The Employee Buy-Out 

The Employee Buy-Out comes as an alternative choice instead of selling to the 

general public or to financial institutions. It is argued that the most accurately 

informed people about the advantages and the problems of a firm are the managers of 

the firm and for that reason these are the most appropriate people to assess its future 

prospects. However, the concentration of ownership rights in the hands of a small 

                                                           
5
 The price at which all the available shares can be sold to the people tendering for shares. On that way 

the investors prefer to pay this striking price rather than the price that they have tendered, given the fact 

that their tender offer was higher than the striking price (Ricketts M., 2003, p. 467). 
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number of senior managers will concentrate risk despite the fact that simultaneously it 

would have provided them with high-powered incentives (Ronald G., 2000, p. xxi). 

The experience has shown that the establishment of the price for the shares in that 

case is a bargaining product between the government and the workers or the 

managers. Apparently this way is much more vulnerable to the creation of non-

transparent arrangements relatively to the ones of the stock-market flotation. As a 

result, several political considerations must be seriously taken into account since the 

sale to workforce may be the only politically acceptable method of “privatizing” 

assets to a powerful interest group but not the most efficient one (Ricketts M., 2003, p 

467).    

c. The Private Sale 

The private sale is referring to the sale of an enterprise as a single entity to another 

firm. This way of privatization is much more preferable in cases where the assets are 

highly complementary to those under the control of the buyer and it is therefore more 

efficient for them to be held together (Ricketts M., 2003, p. 468). As a result, the 

private firm which appears to be the most willing to acquire a firm by offering the 

highest price, finally gets the public firm. 

d. The Voucher Privatization 

Voucher Privatization is one of the most favorable ways of privatization 

especially among Eastern and South-Eastern economies and mainly among the former 

centrally planned ones. The basic idea of this method is that if the assets are “publicly 

owned”, then people implicitly already own them in an inefficient collective form, 

therefore, if we make their rights tradable, then, the assets will effectively have been 

privatized (Ricketts M., 2003, p. 468). In other words, rights to the assets are 

distributed throughout the population on the basis of some equitable principle and 

individual trading is then allowed to proceed freely. 

The main reason of becoming this way of privatization the most popular one 

among the Eastern countries is that the enterprises used to considered as public ones 

had been confiscated by the state. Henceforth, vouchers were used extensively in 

cases where the restructuring of entire economies were being attempted, where 

extreme disruption made the valuation of assets very speculative and uncertain, where 

capital markets were relatively unsophisticated and undeveloped, and where political 

interest groups were powerful (Ricketts M., 2003, p. 468).  

On the contrary, in the mixed economies the assets had been acquired by the 

public sector and the owners had been compensated. Thereupon, the public debt 

issued at that time should be redeemed when the process is reversed at privatization 

(Ricketts M., 2003, p. 468). Besides that, in cases where the privatized public firms 

were profitable for the public sector these profits would have been lost if the assets 

were simply given away or they would have been regained only through the tax rise. 
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However, the privatization process is not finished on simply selecting the 

appropriate ways of changing the status of a publicly owned firm. It simultaneously 

includes a wider context of policies that affects the organizational structures and the 

organizational reforms. The next part is trying to depict that correlation.  

ii. Privatization process and Policy dilemmas       

According to Austrian economics the main objective of privatization is to create 

exchangeable private property rights in hitherto state-owned assets so that people 

have the incentive to discover how to use them most effectively and to permit the 

most competent owners to gain control (Ricketts M., 2003, p. 469 & Tvaronaviciene 

M. & Kalasinskaite Kr., 2005, p. 53). That means that it is a matter of general policy 

and not only economic policy of how the state can reform the existing economic 

system-in the case of western economies- or to transit to a such economic system-in 

the case of former centrally planned economies- in order to promote competition
6
. 

And at that point the contribution of the public choice view, by the compunctions 

publicly expressed, is crucial.  The public choice pressures, the corporate governance 

arrangements and the establishment of particular structures for the privatized 

industries played a significant role for the determination of the nature of privatization 

policy (Ronald G., 2000, p. 229-230).  

The public choice view says that in general, governments did not confine 

themselves to establishing new rules of the game but actively encouraged particular 

outcomes by all means (Ricketts M., 2003, p.470). For example, an initial 

consideration of public choice theory was to make the privatization program 

politically impossible to reverse in the future. The governments followed a specific 

way of privatizing some industries setting aside the question of which would be the 

most effective and successful way of privatization, in order to achieve a fully 

competitive market and focused primarily on just making it irreversable. Furthermore, 

another public choice consideration is when the privatization occurs in employee 

interest groups. In case that these groups have on their hands a satisfying portion of 

assets they will try to avoid the pressures of the new owners who will ask to operate 

more cost-effectively than before. Therefore, the management and employee groups 

are feeling less threatened from privatization when they get more power through the 

way selected for privatization (Ricketts M., 2003, p. 470). Finally besides all the 

above, privatization still needs some organizational reform and for that reason it is 

worth to mention the importance of the argument of transaction costs
7
 regarding the 

normative of Hobbes and Coase theorem
8
. 

                                                           
6
 The Competitive paradigm is considered as the best and the most effective situation for an industry 

since in competitive equilibrium the pareto optimality is achieved. That means that a benevolent and 

fully informed social planner could not replace the competitive allocation of goods with another 

feasible allocation that would increase all consumers’ welfare.   

 
7
 According to Carl Dahlman, in economics, a transaction cost is a cost incurred in making an 

economic exchange and it can be divided in three broad categories: 1. Search and information costs 
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In western economies by the time that the privatization program set into force the 

situation was much better relatively to eastern economies. This is due to the fact that 

these countries had a really well-structured banking system, highly developed capital 

markets and a long-established framework of company law. All these helped the 

process of privatization by bringing the best outcomes and on the same time by 

reducing the transaction and ownership costs. In a world of negligible transaction 

costs it really would not much matter in what form public sector assets were 

privatized since once property rights in the assets are exchangeable, they would at low 

cost rapidly be assigned to those who valued them most highly (Ricketts M., 2003, p. 

472). Nevertheless, if the above hypothesis is in force we have no means of 

explaining the scope and ownership of enterprise. So, given that transaction costs are 

not negligible and represent a central organizational problem, decisions about the way 

firms should be structured at privatization are likely to be important and might be 

expected to influence the whole way privatized firms adjust their organization over 

time (Ricketts M., 2003, p. 472). 

In contrast, the mass privatization program occurred in former centrally planned 

economies was quite more complex relatively to the western ones. The biggest 

problem was not just to implement the privatization but how to fully transit from one 

economic system to another and how to transform into functioning market systems in 

a really short period of time. Definitely, this is something that can hardly be planned. 

As it is broadly known a centrally planned economy lacks of a market system, 

commercial and corporate law, law of property and contract, institutions, confidence 

of contracting parties etc.. Moreover, there are no autonomous enterprises since the 

planning administration defines how and how much to produce from whom to buy, 

how much to buy and to whom to sell. The allocation of goods is realized again by the 

state and all these mean that transaction costs become higher (Ronald G., 2000, p. 6 & 

Ahuja G. & Majumdar S. K., 1998, p.110). Furthermore, the whole mentality of these 

countries focused their interest on large rather than small enterprises and on those 

belonging to heavy industries rather than services (Ronald G., 2000, p. 6). So what 

they needed to do was to apply a specific plan by introducing numerous new things all 

of them simultaneously in a period of time where exogenous changes in technology, 

in the terms of trade, on the prices of important inputs and the global demand were 

constantly changing (Ricketts M., 2003, p. 479). They had to create a whole new legal 

framework, to find a way to identify the property rights, to create a corporate structure 

                                                                                                                                                                      
which are the costs such as those incurred in determining that the required good is available on the 

market, which has the lowest price etc. 2. Bargaining costs which are the costs required to come to an 

acceptable agreement with the other party to the transaction, and 3. Policy and enforcement costs which 

are the costs of making sure the other party sticks to the terms of the contract, and taking appropriate 

action if this turns out not to be the case (Dahlman C. J., 1979, p. 150).  

 
8
 Coase supported the idea that the government should establish appropriate legal rules and procedures 

to reduce costs of transacting in property rights. Hobbes focused on the fact that the government should 

establish property rights so that a perfect market is simulated and the outcomes produced would be 

chosen in absence of transaction costs (Coase R. H., 1960,  p. 28)      
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and allocate the shares and finally sell the shares in an environment which lack behind 

of foreign investments, purchasing power and entrepreneurial knowledge.  

Turkey which is the case study of the present thesis never belonged to centrally 

planned economies so it did not face all these discrepancies when it decided to apply 

its own privatization program. Nevertheless, Turkey shared some common 

characteristics with the above countries and it acted in a similar way with them. The 

next section will describe in details how the privatization program was implemented 

in Turkey and how the privatization of the tobacco industry was realized.  
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B. THE PRIVATIZATION PROCESS IN TURKEY: THE CASE OF 

TOBACCO INDUSTRY 

 

1. The privatization process in Turkey 

As it is already mentioned, the privatization process is part of a wider concept 

known as New Public Management which aims to improve efficiency, management 

techniques and the competitive position of the companies by the introduction of a set 

of activities (Gonzalo J. A., Pina V., Torres L., 2003, p. 178 & Ertuna Öz., 1998, p. 

3). When the Turkish Republic established in 1924 the major objective was to expand 

its economy. Therefore, the establishment of state-owned companies appeared not as 

a choice but as a necessity. That was the predominant policy until 1950. However, 

after 1950, and between 1960 and 1980, the governments of Turkey attempted to re-

institute liberal economic policies relying more on private initiative, transforming on 

that way Turkey to a “mixed economy” where both public and private sectors 

contributed to economic development (Ertuna Öz., 1998, p. 4).  

 Nevertheless, during 1970s the operating losses of the public enterprises in 

Turkey increased sharply and they resorted to Central government’s budget to cover 

their deficits which in turn led to rising inflation and ensuring crisis at the end of 

1970s (World Bank, 1990, p. 5). Moreover, the government revenues after mid-1970s 

and the early years of 1980s were not able to keep pace with expenditure increases; 

the total public sector’s deficit
9
 also increased significantly compared to the general 

economy’s total output (World Bank, 1990, p. 4). Therefore, Turkey addressed to the 

norms of the liberal economic policies in order to institute competitive free market 

economy (Karataş C., 2001, p. 94). As being one of the most crucial tools in the free 

market economy, privatization began in Turkey in 1984 (www.oib.gov.tr). During 

that time the state-owned companies were producing 11.5% of the value added in the 

economy (Ertuna Öz., 1998, p. 5).   

The privatization process has been encouraged by international institutions 

such as World Bank and International Monetary Fund (IMF) under the form of 

external pressures-if a country wants to receive grants to finance its economic 

adjustment programs it has to comply with our conditions (Gonzalo J. A., Pina V., 

Torres L., 2003, p.178). Notwithstanding external actors were crucial in the Turkish 

case it would be wrong to explain the process solely on that basis. Treating 

privatization only as a technical instrument to achieve productive efficiency we fail to 

consider it as a political choice that redistributes costs and benefits among diverse 

groups in society (Balkan Şahin S., 2010, p. 484). The Turkish state-owned 

companies were burdened with high redundant labor and they were located in a very 

weak financial position. A study made on the 500 biggest firms in Turkey over 1983-

                                                           
9
 It is worth to mention that the overall deficit to Growth National Product (GNP) ratio moved up from 

4,9% in 1981 to 6,5% in 1984 and 7,8% in 1987 (Karataş C., 2001, p.94) 

http://www.oib.gov.tr/
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1993 indicated that the productivity of the publicly owned firms was on average 21% 

lower relatively to the productivity of the private companies and effectively, there was 

an ample room for achieving efficiency (Ertuna Öz., 1998, p. 6).    

From 1984 onwards, the newly elected 

Motherland Party (ANAP) which formed the government 

under the leadership of Mr. Turgut Özal pursued liberal 

economic policy and switched to the market economy 

system especially to tackle the notorious structural 

problems of public enterprises and to reconsider the role 

of the public sector with the aim of reducing both the 

level and scope of public spending (Karataş C., 2001 p. 

94). Besides that, Turkey during that period decided to 

radically break with the thrust of economic policies 

pursued by switching from inward oriented import substitution to outward oriented 

export promotion (Balkan Şahin S., 2010, p. 485). In 1986 a Privatization Master Plan 

identified 14 objectives with respect to the Turkish economy. The most important 

were (Karataş C., 2001, p. 95): 

1. To transfer the decision making process in almost half of the economy 

from the public to private sector to ensure a more effective play of market 

forces, 

2. To promote competition, improve efficiency and increase the productivity 

of public enterprises, 

3. To develop a viable capital market and facilitate a wider distribution of 

state-ownership, 

4. To reduce the financial burden of the state-owned enterprises on the 

general budget, 

5. To assist in reducing the size of the public sector with its monopolistic 

tendencies and, 

6. To raise revenue for the Treasury. 

In 2003 the researchers Gonzalo, Pina and Torres published a survey entitled 

‘Objectives, Techniques and Valuation of state-owned companies in privatization 

processes”. In that survey Turkey starting from 1980s to the mid-1990s, ranked the 

six major reasons of proceeding to privatization. Thus, Turkey aspired, the reduction 

of state activity, the improvement of business efficiency, the obtainment of funds, the 

reduction of state debt/deficit, the enlargement of the stock exchange capacity and the 

building up of a share-owning democracy (Gonzalo J. A., Pina V., Torres L., 2003, p. 

182).   

During that first stage of privatization 1988-1991 a variety of activities, state-

owned corporations and public participations had been partially or totally transferred 

to the private sector. The next table indicates the privatized firms in Turkey between 

1988 and 1992. 

Turgut Özal, Prime 

Minister of Turkey 1983-

1989 
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Table 2: Privatized State-Owned Enterprises in Turkey 1988-1992  

Corporation or 

Holding 

Divestment 

Date 

Percent (%) 

Sold 

Divestment Mode 

Teletas 

(Switcboard) 

Feb 1988 22.0 Public Offer 

Afyon cement May 1989 51.0 Block Sale 

Ankara cement May 1989 99.3 Block Sale 

Balikesir cement May 1989 98.3 Block Sale 

Pinarhisar cement May 1989 99.9 Block Sale 

Soke cement May 1989 99.6 Block Sale 

USAS (airport 

catering) 

Feb 1989 70 Block Sale 

ERDEMIR (steel-

iron) 

April 1990 2.93 Public Offer 

Kepez electric 

(electricity) 

April 1990 8.14 Public Offer 

Cukurova electric 

(electricity) 

April 1990 5.45 Public Offer 

Arcelik (electrical 

appliances) 

April 1990 5.83 Public Offer 

Bolu cement April 1990 10.38 Public Offer 

Celit-Halat (steel-

cables) 

April 1990 13.25 Public Offer 

Konya cement Oct 1990 31.13 Public Offer 

Mardin cement Nov 1990 25.50 Public Offer 

Turkish airlines Nov 1990 1.55 Public Offer 

Adana cement Feb 1991 17.16 Public Offer 

Migros (chain 

store) 

Feb 1991 36.50 Public Offer 

Afyon cement March 1991 39.80 Block Sale 

Petkim (petro-

chemicals) 

June 1990 7.83 Public Offer 

Nigde cement May 1991 2.51 Block Sale 

Tupras (refinery) May 1991 1.64 Public Offer 

Petrol ofisi (petrol) May 1991 4.00 Public Offer 

Gima-food chain June 1991 4.15 Public Offer 

Tofas-auto trade June 1991 1.36 Block Sale 

Tofas-Turk 

autoplant 

June 1991 0.85 Public Offer 

SOURCE: Karataş Cevat, (2001), “Privatization in Turkey: Implementation, Politics of Privatization 

and Performance Results”, in Journal of International Development, Vol. 13, p. 96. 

 The first thing that the above table shows us is that the majority of the 

formerly state-owned enterprises were not transferred to the private sector as a whole 

but partially. That means that the government probably was ready to open the market 

to competition but it was not ready to fully abolish its rights on these firms. The 

second thing is that the selected way of privatization was either through the method of 
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public offer or the block sale. These two methods are thoroughly described in the next 

diagram (diagram 1). 

Since the beginning of the privatization process until now there is one more 

way widely preferred by the Turkish government, that of flotation and sales for 

“assets and premises” of the public enterprises and subsidiaries. As Cevat Karataş 

notices, “from 1984 since 2001 the block sales method has dominated a fairly large 

number of privatization processes which have in turn led to widespread concern 

about corruption and undervaluation of enterprises” (Karataş C., 2001, p. 97). The 

next diagram indicates with the most complete way the privatization methods used in 

Turkey from the beginning of the privatization process until 2010. 

Diagram 1: The Privatization Methods in Turkey 

SOURCE: Republic of Turkey, Prime Ministry, Privatization Administration www.oib.gov.tr  

http://www.oib.gov.tr/
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 Right after 1991 the new government 

that came in power was headed by Mr. Ahmet 

Mesut Yilmaz the leader of the Motherland 

Party who served the Republic of Turkey as 

Prime Minister for three times (1991-1996). 

Yilmaz’s government declared the reduction of 

the rate of inflation to 60%, the effective control 

of the public deficits, the introduction of radical tax reform would and the expectation 

that the sales proceeds from privatization would reach at least $4 billion by the end of 

1997 (Karataş C., 2001, p. 103). For all the aforementioned targets and more 

specifically for the facilitation of the privatization process Yilmaz’s government 

included to the privatization list very large and profitable public enterprises such as 

the electricity distribution sector. Table 3 provides us the list with the industries that 

were transferred to the private sector, the percentage that was sold and the sales 

proceeds that the public sector gained through their privatization.   

Table 3: Selected Largest Privatized Enterprises and Public Participations in 

Turkey during 1992-1997 

Block Sale Type of 

industry 

Date Percentage 

Sold (%) 

Sales 

Proceeds 

(million $) 

Lalapasa  

Cement 

Cement June 1996 100.00 125.0 

Kumas 

Magnesium 

Magnesium Sept 1995 99.70 108.2 

Sumerbank Public bank Oct 1995 100.00 103.4 

Denizli 

Cement 

Cement Dec 1992 100.00 70.1 

Anadolu Bank Public bank May 1997 100.00 69.5 

Denizbank Public bank May 1997 100.00 66.0 

Ipragaz Natural gas 

(LPG) 

Jan 1992 51.00 64.0 

Iskenderun 

Cement 

Cement Dec 1992 100.00 61.5 

Ladik Cement Cement April 1993 100.00 57.5 

S. Urfa 

Cement 

Cement April 1993 100.00 57.4 

G. Antep 

Cement 

Cement Dec 1992 99.70 52.6 

Adiyaman 

Cement 

Cement Aug 1995 100.00 52.5 

Ergani 

Cement 

Cement April 1997 100.00 46.7 

Havas AS Airport service April 1995 60.00 36.0 

Petlas AS Aircraft tyres May 1997 99.90 35.7 

Gunes Insurance Jan 1991 30.00 18.9 

Mesut Yilmaz, Prime Minister of 

Turkey, 1991-1996 
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Insurance 

Filyos Tiles 

Co. 

Tiles/ceramics May 1997 100.00 18.1 

Cinkur Zink 

Plant 

Zinc-lead May 1996 98.80 14.0 

Bozuyuk 

Ceramics AS 

Ceramics Oct 1997 100.00 12.0 

Turk Cables 

AS 

Steel-iron wire April 1991 38.00 11.0 

Ray 

Insurance AS 

Insurance May 1992 49.60 10.3 

Konya Sugar 

Plants AS 

Sugar Feb 1995 24.00 9.8 

Turc-Tractor 

AS 

Tractor 

agricultural 

machinery 

Sept 1992 33.70 7.6 

AEG-Eti 

electric co. 

Electrical 

appliances 

June 1994 38.90 5.8 

Sekerbank Joint-bank Feb 1993 10.00 3.5 

Eskisehir 

animal feed 

Animal feed May 1989 45.00 1.0 

Fruko-Tamek 

AS 

Fruit juice Jan 1995 15.60 1.7 

Meysu Fruit 

Juice AS 

Fruit juice July 1992 96.10 1.2 

(Sub-Total)    1.121.0 

Other 

Entreprises 

   376.3 

General Total    1.497.3 
SOURCE: Karataş Cevat, (2001), “Privatization in Turkey: Implementation, Politics of Privatization 

and Performance Results”, in Journal of International Development, Vol. 13, p. 98. 

 The general total of the sales proceeds was countered to almost $1.297.3 

million and given the sale proceeds of the previous period-as we will see later on- the 

initial projection of Yilmaz’s government who was talking about at least $4 billion 

was confirmed. Due to that fact in 1998 it was decided that some of the larger state-

owned companies and several of the national ports which were not operating 

efficiently should also be nominated for partial or full privatization
10

. 

 The elections of 2003 brought in the government of Turkey Mr. Recep Tayyip 

Erdoğan with its Justice and Development Party (AKP). AKP constituted an 

influential agent of the historic bloc that was crucial in the organization of the consent 

                                                           
10

 The companies that were further included to the list of privatization were: Erdemir steel-iron 

industry, Petkim (petro-chemicals), Tupras (petroleum refinery), Turkish sugar enterprises, state-owned 

tobacco-cigarette monopoly, Seka (pulpand paper enterprise), Turkish fertilizer industry, ports attached 

to the Turkish Railways Authority, Turkish Airlines and General Directorate of Agricultural 

Establishments (Karataş C., 2001, p. 107) 
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for privatization and accelerated the pace of privatization. In the “Emergency Action 

Plan” of 2003 presented by Erdoğan’s Government, it was stated the commitment for 

privatization of the state-owned companies and it was clarified that the role of state 

would be restricted in basic fields such as education, health, justice and security
11

 

(Balkan Şahin S., 2010, p. 489). For the government it was the only way to ensure 

competition, achieve sustainability and on the same time deal the problem of 

unemployment and productivity. Therefore, on 18
th

 May 2003 under the “Turkish 

Privatization Strategy Plan” more than 70% of all privatization concluded in Turkey 

since the beginning of the process in the mid-1980s (Balkan Şahin S., 2010, p. 489). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
11

 The Turkish government preferred to abolish its capacities on producing goods and services and 

focus on how to regulate on the most efficient way, the industries of the Turkish market. 
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2. Overall Assessment of the Privatization Process in Turkey 

In order to evaluate the whole privatization process in Turkey we have to take into 

account several factors. Because of the complexity of the issue and due to the fact that 

it influences socio-economically and politically the society it is really hard to come to 

a conclusion. Under the auspices of the economic theory and the empirical economists 

the best ways to assess the privatization are: a. the net value of the assets of the 

economy to be sold and b. the valuation methods based on discounted profits and cash 

flows (Gonzalo A. J., Pina V., Torres L., 2003, p. 188-189). However, the 

uncertainties and estimations that are necessary to forecast profits and future cash 

flows reduce the reliability of these methods.  

 Since 1985 state shares in 270 companies, 103 establishments, 22 incomplete 

plants, 8 toll motorways, 2 Bosporus bridges, 1 service unit and 524 real estates and 6 

ports have been into the privatization portfolio, with the total proceed from the 

privatization implementations to be recorded as $38.6 billion (Burcu Ay., 2010, p. 1 

& Ertuna Öz., 1998, p. 8 & www.oib.gov.tr). Nevertheless, it is necessary to 

distinguish between two completely different periods in the privatization process of 

Turkey. The first one is referring almost up to 2000 when the privatization process 

was slow and the second one after the 2000 when it was accelerated (Öniş Z., 2011, p. 

708). This can be clear if we consider that the privatization revenue generated 

between 1986 and 2002 was $8 billion but the same measure reached to almost $28.5 

billion between 2002 and 2009 (Balkan Şahin S., 2010, p. 490). 

During the first phase Turkey could have achieved much more in privatization 

considering the size of state-owned companies. The foreign direct investments (FDI) 

appeared to be low. In the period 1988-2004 the total amount of foreign investment in 

privatization was only $1.4 billion which accounted for 7.3% of the total FDI inflows, 

however, in 2005 and afterwards more than 70% of the total FDI flows coming to 

Turkey-almost $19.7 billion- was related to privatization transactions
12

 (Balkan Şahin 

S., 2010, p. 486 & www.oib.gov.tr). Furthermore, in terms of the rest macroeconomic 

indicators Turkey improved its performance in almost all the sectors. It significantly 

reduced the inflation rate from the one period to the other, the total value of external 

debt and the rates of economic growth. For instance, in 1993 the external debt 

obligations increased to 53.3% of GNP and 47.5% in 1998 when the average score 

from 2000 to 2010 was around 7.41% (Karataş C., 2001, p. 112 & www.imf.org). In 

all the above we have to add the political instability in the internal and external 

environment of Turkey. Right after 2002 it seems that the political environment is 

much more reliable and secure relatively to the previous period.  

As a result, it is safe enough to claim that the macroeconomic environment 

which is dominated with high rates of inflation, mounting public deficit, excessive 

                                                           
12

 It is worth to mention that in 2006 FDI inflows increased further to 4.9% of GDP more than 85% of 

which were equity investment in financial services (40%), communication (30%), wholesale and retail 

trade (9%) and chemicals (3%) (Balkan Şahin S., 2010, p. 486).  

http://www.oib.gov.tr/
http://www.oib.gov.tr/
http://www.imf.org/
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external debt and political instability in the internal and external environment of a 

country or a region can be significant obstacles for an effective implementation of a 

privatization program. Nevertheless, as far as the Turkish privatization case concerns, 

besides the macroeconomic indicators, the legal and institutional framework of the 

country, including the role of several actors and the high corruption had a negative 

impact during the first phase of transferring to the private sector publicly owned 

enterprises. Moreover, up to a point these factors undermined the success of the 

program during the second phase. 

i.  Legal and Institutional framework Constraints 

During the period of 1984-1992 Özal’s Government tried to enforce rapidly 

the privatization program without changing the Turkish constitution and without 

introducing the respective laws. Many of the privatization cases were challenged 

before the Constitutional Court and privatization decisions had been reversed (Eroğlu 

M. & Erkan F., 2009, p. 107), strengthening on that way the opponents of 

privatization as a principle. For example, the Turkish Constitution states that the state-

owned enterprises are audited by the High Audit Council attached to Prime Ministry 

and it also requires these companies to be run by governmental civil servants 

forbidding on that way all the necessary tools that are needed in order to be successful 

in a competitive market environment (Ertuna Öz., 1998, p. 15).   

The first law with regards to privatization was passed in 1984. It was 

establishing the Mass Housing and the Public Participation Administration to 

implement decisions reached by Public Participation High Council. In 1986 it was 

modified by empowering Council of Ministers to decide the privatization of state-

owned companies and in 1994 a new law empowering council of ministers to pass 

governmental decrees in effect of law (Atiyas İz., 2009, p. 5-6). However, this law 

was challenged in the Constitutional Court and it was cancelled. On 24
th

 November 

1994 the current privatization law No. 4046 was enacted simplifying the privatization 

procedures (Atiyas İz., 2009, p. 6). 

The privatization law in essence regulates the principles of privatization 

namely; to improve productivity in the economy and to reduce public expenditures. 

This Law (www.oib.gov.tr):  

1. Expands the scope of assets to be privatized, 

2. Provides adequate framework, funds and appropriate mechanisms to speed 

up the privatization and restructuring processes, 

3. Establishes a social safety net for workers who lose their jobs as a result of 

privatization, 

http://www.oib.gov.tr/
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4. Establishes the Privatization High Council and the Privatization 

Administration
13

 to facilitate the decision making process in the 

privatization endeavor.  

Under the Privatization Law No. 4046, the privatization process is carried out by two 

bodies: 

A. Privatization High Council (PHC): it is the ultimate decision-making body 

for privatization in Turkey. The Council headed by the Prime Minister is 

composed of four ministers: a state Minister, Minister in charge of 

Privatization, Minister of Finance and Minister of Industry and Commerce
14

 

(Ertuna Öz., 1998, p. 17). PHC nominates the organizations for privatization 

through taking state-owned economic enterprises in and out of the 

privatization portfolio. It is responsible for the methodology and timing of the 

privatization procedures and it approves the final transfer procedure of the 

organization to real people or/and legal entities (www.oib.gov.tr).  

B. Privatization Administration (PA): it is the executive body for the 

privatization process. The Privatization Administration is a legal public entity 

with an exclusive budget reporting directly to the Prime Minister. PA’s major 

duties include the execution of PHC’s decisions, advising the PHC in matters 

related to the transfer of state-owned enterprises into or out of privatization 

portfolio and restructuring the rehabilitation of state-owned companies in 

order to prepare them for privatization (www.oib.gov.tr).  

Moreover, privatization of some specific sectors is undertaken by different 

governmental bodies. On the one hand, the value assessment commissions are 

established before each tender according to the law. They also apply at least three 

value assessment methodologies using various criteria regarding the organization such 

as its industrial, commercial, social futures, service distinction etc. (www.oib.gov.tr).  

On the other hand, tender commissions are established before each tender and they 

may decide to employ one or more of the tender methods
15

. 

It is true that it took Turkey several times to establish the appropriate legal system 

that would promote competition and would avoid the manipulation of the industrial 

sectors, but, what we have to remember is that sometimes it is better to dedicate a bit 

more time in order to formulate the legal framework before starting the privatization 

process. At the end of the day, the legal system proves to be a crucial factor for the 

acceleration and the success of the privatization process. The next diagram explains 

                                                           
13

 Public Participation Administration was renamed Privatization Administration (PA).  

 
14

 The composition of PHC evidently shows that the Government is directly involved in the 

privatization process (Burcu Ay., 2010, p. 1). 

 
15

 1. Sealed Bid, 2. Negotiation, 3. Public Auction, 4. Sealed Bid Among Designated Bidders. Each one 

of these methods has been described previously with the respective graph provided by the official site 

of the Turkish government. 

http://www.oib.gov.tr/
http://www.oib.gov.tr/
http://www.oib.gov.tr/
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the privatization procedure that a company has to follow, according to the Law No. 

4046. 

Diagram 2: The Privatization Procedure after the Introduction of the Law 

No.4046. 

 

SOURCE: Republic of Turkey, Prime Ministry, Privatization Administration www.oib.gov.tr 

ii. The Role of Several Actors 

http://www.oib.gov.tr/


MASTER THESIS 2013                                                                                     FEY CHRISTOU 

 
27 

 

Apparently the privatization process has been influenced by key stakeholders, for 

instance, politicians, bureaucrats, public sector workers and local business interests. It 

is clear that the privatization programs were subjected to strong opposition by 

entrenched vested interests, notably senior bureaucrats in government departments 

and state-owned enterprises as well as from the Worker’s Union who has expressed 

serious concerns for the possibility of mass retrenchments (Karataş C., 2001, p. 109). 

On the same time during the period 2001-2003 when Turkey went through severe 

economic and financial crises, IMF and World Band urged and guided the 

establishment of various independent regulatory agencies (IRAs) with the objective to 

promote and finally achieve the integration of the privatization process in the 

economy (Zenginobuz Ün., 2008, p. 500). 

With regards to labor unions and the privatization process, the workers’ 

displacement constituted the main counter argument against the privatization.  The 

workers of the state-owned enterprises, the Trade Unions and the deputies of the 

Turkish Republican Party contributed to the retard of the enforcement of the 

privatization program. It is unfortunate that we do not have good and reliable 

estimates of labor redundancies from the very beginning of the process. However, in 

1985 non-financial state-owned enterprises were employing 635 thousand employees 

which was about 4.14% of the total labor force in Turkey and until 1991 this number 

remained almost constant around 630 thousand (Ertuna Öz., 1998, p. 18).  Only, in 

1997 there was a reduction of around 463 thousand employees. 

Nevertheless, after the 2000, the impact of unemployment in privatization has not 

been seriously taken into account in order to meet the demands of the employees since 

employees should be either: a. compensated in the case of job losses, b. receive 

priorities in buying the shares of privatized companies, or c. be subjected to retraining 

for alternative employment in other sectors (Karataş C., 2001, p. 118). The great 

exception of the above remark should be the cases of the rural areas where the 

research for employment becomes a really hard task. 

During that process, the media had a really crucial role for the promotion of the 

aims and the consequences of the privatization program. The media presented the 

state-owned enterprises as loss-making and badly managed enterprises that should be 

privatized in order to increase productivity in the economy, encourage competition 

and facilitate economic integration with EU (Balkan Şahin S., 2010, p. 489). In other 

words, privatization was elevated to the position of a scientific fact where any 

alternative or opposing discourse was excluded or represented in a distorted manner 

leading on that way the presentation of privatization as a necessary, appropriate, 

suitable, and inevitable policy tool for the liberalization of the economy and 

contributing to the ascendancy of this policy to a hegemonic position in Turkey 

(Balkan Şahin S., 2010, p. 489). 

iii. Corruption in the Turkish system 
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One of the key problems in the Turkish privatization process was the lack of 

transparency in making specific deals. It was argued that the Turkish public sector 

lacked efficiency and transparency due to high rigidity and the red tape in 

bureaucratic organizations and a lack of competition hindered technological progress 

and economic growth (Balkan Şahin S., 2010, p. 488). 

Sales have often been made to dubious purchasing firms such as ruling party 

politicians and/or industrials who are strongly supporting the political party in power 

(Karataş C., 2001, p. 110). Moreover, it is often claimed that special privileges e.g. 

monopoly rights, concessionary financing terms and protection from imports have 

been granted to newly privatized enterprises with the period between 1995 and 1998 

to be presented as the period when widespread allegations were made about the lack 

of transparency and corruption in the management of the privatization process 

(Karataş C., 2001, p. 110). 

Notwithstanding Turkey has ratified the anti-bribery convention and implemented 

legislation that makes bribery of foreign and domestic officials illegal, many foreign 

firms doing business in that country perceive corruption of some government officials 

and politicians to be a serious problem. The next table proves that there is an 

improvement of the perceived corruption in Turkey from 1985 to 2010 but there are 

still a lot of things to be done in order to get significantly improved. In a scale from 1 

to 10 where 1 is the most transparent economy and 10 the most corrupt, Turkey has an 

average score of 3.76 (www.transparency.org).  

Table 4: Corruption Perception Index in Turkey 1985-2010 

Year Corruption Perception Index 

1985 4.06 

1992 4.05 

1995 4.10 

1996 3.54 

1997 3.21 

1998 3.40 

1999 3.60 

2000 3.80 

2001 3.60 

2002 3.20 

2003 3.10 

2004 3.20 

2005 3.50 

2006 3.80 

2007 4.10 

2008 4.60 

2009 4.40 

2010 4.40 
SOURCE: Transparency International Reports www.transparency.org. 

http://www.transparency.org/
http://www.transparency.org/
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3. The case of the Privatization of the Tobacco Industry in Turkey. 

The privatization of tobacco industry in Turkey is a very important paradigm of 

how the process of privatization works especially after the introduction of the 

necessary legal framework-Law No.4046 in 1994- and after the emergence of Mr. 

Erdoğan as the Prime Minister of the country. Tobacco is one of the most talked and 

debated agricultural products not only in Turkey but worldwide. More particularly the 

production and the distribution of tobacco products constituted a state monopoly. 

Especially if we consider that Turkey is among the top ten tobacco powers in the 

world, we can imagine the magnitude of the above sector for the domestic economy. 

If we want to be more accurate Turkey nowadays produces 4% of global production 

of 7 million tons placing it at the fifth position of the greater producers in the world, 

after China, India, United States of America and Brazil.  

To begin with, tobacco arrived in the Ottoman Empire in the early 17
th

 century 

mainly on ships from Great Britain and Venice (www.tobaccojournal.com). During 

the years of Ottoman Empire there were no restrictions about farming, producing and 

consuming tobacco except of the cases of the imported tobacco that was under a 

customs duty until 1633. Officially, Turkey took tobacco sector under governmental 

control in 1923 right after the establishment of the contemporary state of the Republic 

of Turkey. It remained on its hands even partially until 2008 when it was finally 

privatized. The tobacco plants’ growers were concentrated in the Aegean region with 

Izmir 330 km south of Istanbul as the major metropolis-a city which is the third 

largest one in terms of population (www.tobaccojournal.com). Moreover, the 

province of Bittis in Southeastern Europe and several others regions around Turkey 

including the Black Sea and Marmarian regions are significant producers of tobacco 

products, with Istanbul presenting as the hard core of the production center.  

It is useful to notice that during the 

initial stage of privatization in Turkey, 

tobacco companies were not included in 

the privatization list. Furthermore, the 

publicly owned tobacco enterprise 

named TEKEL was the only player in 

the tobacco industry of Turkey. 

Nevertheless, in 1984 the Turkish 

government leaded by Mr. Özal decided 

to allow foreign tobacco companies to 

export their products in Turkey as a first 

step to the liberalization of the economy and the establishment of market competition. 

However, even at that stage TEKEL still hold the exclusive right to import, price and 

distribute domestic and foreign tobacco products. TEKEL used to produce unil 2008 

the following cigarettes: TEKEL 2000, TEKEL 2001, Samsun, Maltepe, Yeni 

Harman, Meltem, Ballica, Bafra, Bitlis, Birinci (International Union Against 

Tobacco Factory- Rezan Has Museum 

http://www.tobaccojournal.com/
http://www.tobaccojournal.com/
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Tuberculosis and Lung Disease, 2010, p. 18). The situation reversed in 1991 when for 

the first time the Turkish authorities allowed to some other tobacco companies to 

price and distribute their own cigarettes in the country. As a consequence, by 1993 

two private cigarette factories were established and started their production in the 

country under the form of joint ventures; these were RJ Reynolds and Philip Morris 

(www.fao.org). RJ Reynolds a Japan Tobacco international, produces for the Turkish 

market Camel, Winston, Salem, Magna, Monte Carlo and Aspen brands, while, Philip 

Morris produces Marlboro, Parliament, L&M and Chesterfield (International Union 

Against Tuberculosis and Lung Disease, 2010, p. 18).  

As the below table highlights the introduction of these two joint ventures after 

1990s reduced the market share of the state owned TEKEL specializing in the 

cigarette production from 100% to almost 78% and increased the tobacco 

manufacture share to 62%
16

. 

Table 5: Tobacco and Cigarette Manufacture Establishments 

Year Tobacco Manufacture Cigarette Manufacture 

Total 

No. 

Of which public 

(%) 

Total No. Of which 

public (%) 

1971 60 48.3 Na 100.00 

1975 55 52.7 Na 100.00 

1980 47 59.6 9 100.00 

1985 50 54.0 8 100.00 

1990 50 50.0 8 100.00 

1995 38 63.2 9 77.8 

1997 37 62.2 9 77.8 

1999 Na na 9 77.8 
  SOURCE: Food and Agriculture Organization of United States of America www.fao.org.  

Nevertheless, even after the introduction of the two new players in the tobacco 

production the state monopoly did not significantly reduce. In other words, until the 

end of 1990s the tobacco industry was an oligopolistic market with TEKEL as the 

biggest shares holder of the market. It is worth to notice that TEKEL did not include 

solely cigarette but it was also active in the beverage and alcohol market
17

. For 

instance, TEKEL during that time hold 75% of the cigarette market and 95% of the 

alcohol market with its total contribution in the GNP reaching approximately 3% and 

                                                           
16

  At this point it is worth to clarify that the tobacco manufacturing industry/sector is not identical to 

the cigarette production. The difference is that in the first case we are referring to the leaf of tobacco 

and how it is exploited by the growers and effectively by the government. In the second case we are 

referring to a specific product of tobacco manufacturing sector, the cigarette. These two industries are 

highly correlated to each other but they are not the same. The cigarette industry is a narrower one and 

is specified only to the final product of cigarette. On the contrast the tobacco manufacturing is a wider 

one and it encompasses all the forms of exploitation of the leaf of tobacco at the agricultural and 

industrial level. 

  
17

 The alcoholic and beverage component was sold in 2003 to a national consortium MEY (Öniş Z., 

2011, p. 719). 

http://www.fao.org/
http://www.fao.org/
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in the tax and fund income provided by Treasury almost 5% (Koçtürk O.M. & Cebeci 

A.N., 2005, p. 168). The next table shows the share of TEKEL and the private sector 

in the tobacco industry between the years 1995-2002. The table distinguishes between 

the percentage of the tobacco purchasing and the share in exports for both TEKEL 

and the private sector. The turning point of 2001 is the most crucial one for the 

decision of the privatization of the company because the decline from 72.50% to 44% 

was a shock for the government. 

Table 6: The share of TEKEL and private sector in the Tobacco Market 

Year Tobacco Purchasing (%) The share in Export (%) 

TEKEL Private 

Sector 

Total TEKEL Private 

Sector 

Total 

1995 59.90 40.10 100.00 58.00 42.00 100.00 

1996 52.30 47.70 100.00 53.90 46.10 100.00 

1997 54.60 45.40 100.00 51.70 48.30 100.00 

1998 68.00 32.00 100.00 39.10 60.90 100.00 

1999 73.60 26.40 100.00 30.10 69.90 100.00 

2000 72.50 27.50 100.00 33.40 66.60 100.00 

2001 44.00 56.00 100.00 - - - 

2002 38.20 61.80 100.00 - - - 
SOURCE: Koçtürk O. M. and Cebeci A. N., (2005), “Contracting Tobacco Growing in Turkey” in 

Journal of Agriculture and Rural Development in the Tropics and Subtropics, Vol. 106, No. 2, p. 170. 

Additionally, in terms of employment, in 1997 almost 2% of all those employed in 

manufacturing industries were in tobacco manufacturing. Between 1971 and 1980 this 

number was increased reaching a peak of nearly 53.000 in 1980, then fell to 22.600 in 

1997 (www.fao.org). In other words, the public sector’s share in employment in 

tobacco manufacturing increased from 80% in 1971 to 95% in 1980 in order to be 

reduced again to nearly 71% in 1997 (www.fao.org). This is crucial especially if we 

take into account that in 1997 the wages paid in the tobacco processing industry 

represented 2.5% of all wages in manufacturing, something which means that from 

$34 million in 1970s they increased to $214 million in 1980 and they reduced to $167 

million in 1997 (www.fao.org). Table 7 indicates the employment in tobacco 

manufacturing between 1971 and 1997. 

Table 7: Employment in Tobacco Manufacturing 

Year Tobacco Manufacture 

Total 

Employed 

No. 

Of which Public (%) 

1971 32.296 80.40 

1975 38.480 87.30 

1980 52.807 95.00 

1985 43.289 89.70 

1990 32.143 84.10 

http://www.fao.org/
http://www.fao.org/
http://www.fao.org/
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1995 24.131 79.00 

1997 22.605 70.90 
SOURCE: Food and Agriculture Organization of United States of America (www.fao.org). 

In 2000, the economic situation in Turkey faced a serious backslid. In 2001 

Turkey faced a stock market crash since it was relieved for the two last decades on 

foreign investment and broadly to foreign capital-as it used to do during the 1990s- 

for economic growth (Choudhury M. Al., 1996, p. 12). The lack of productivity, the 

stagnation with respect to the technological developments, the enormous budget 

deficits and the continuing high inflation rate (it reached 3000% in 2001) had as a 

result a financial crisis (World Bank, 2010, p. 1, www.worldbank.org). In the first 

eight months of 2001, 14.874 jobs were lost, the dollar raised to 1.500.000 Turkish 

liras and income inequality had risen from its already high level (www.oib.gov.tr).  

For all the above the Turkish government of that period addressed to the International 

Monetary Fund and the World Bank and these two international economic 

organization approved a loan of $1.010 billion from which the $250 million were 

referring to the support of the objectives of the Government’s Privatization Program, 

the mitigation of the negative social and economic impact of the privatization of the 

state-owned enterprises and the monitoring of the social impact of the Economic 

Reform Program (WB, 2006, p. 2 & Öniş Z, 2011, p. 720). Nevertheless, the 

privatization of TEKEL-the state-owned tobacco company- accomplished the 

privatization objective after the enforcement of the second privatization loan provided 

by IMF and World Bank in 2006 and lasted until 2010 (World Bank, 2010, p. 2, 

www.worldbank.org).    

After the election of AKP when Mr. Recep Tayyip 

Erdoğan came in power several changes took place for the 

acceleration of the privatization process. The tobacco state-

owned company TEKEL was included in the privatization 

list and the government announced that no subsidies will be 

made from the year 2002, concluding to a decrease of 25-

35% in the number of producers of tobacco. There were 

550.000 growers in 1995 and the number increased in 1998 

but in 2001 it decreased to 478.000 and finally in 2002 it 

came down to 403.000 (Koçtürk O.M. & Cebeci A. M., 

2005, p. 169).  

The first reform occurred in 2002 with the new law No. 4733 which totally 

changed the marketing system in tobacco, making it more transparent and less 

dependent on the public sector. More specifically, before 2002 it could be assumed 

that there was not a market in tobacco production where both private sector and the 

state could determine the value of tobacco, depending on its quality and quantity. The 

direct subsidies to the growers were determining in a great deal the final price of the 

tobacco. The remaining tobacco was bought by the state which in most cases it was of 

Recep Tayyip Erdoğan, 

Prime Minister of 

Turkey, 2002-today 

http://www.fao.org/
http://www.worldbank.org/
http://www.oib.gov.tr/
http://www.worldbank.org/
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lesser quality and untreatable. The next diagram describes the marketing channel 

before contracting tobacco growing in Turkey. 

Diagram 3: The Marketing Channel before Contracting Tobacco Growing in 

Turkey.

 

SOURCE: Koçtürk O. M. and Cebeci A. N., (2005), “Contracting Tobacco Growing in Turkey” in 

Journal of Agriculture and Rural Development in the Tropics and Subtropics, Vol. 106, No. 2, p. 170. 

After the new act No. 4733 and the abolishment of the subsidies, the producers 

have been obliged to sell their products through contract farming and auction system. 

The contract farming system means that the producers sign the contract 

issued/prepared either with TEKEL or private sector and there is no intervention to 

the prices. The auction system refers to the case where the higher bidder wins. On that 

way the Turkish government hoped to a more liberalized and competitive tobacco 

market. Graph 4 explains the marketing channel after the introduction of law No. 

4733 in tobacco growing in Turkey. 

Graph4: The Marketing Channel after Contracting Tobacco Growing in 

Turkey

 

SOURCE: Koçtürk O. M. and Cebeci A. N., (2005), “Contracting Tobacco Growing in Turkey” in 

Journal of Agriculture and Rural Development in the Tropics and Subtropics, Vol. 106, No. 2, p. 171. 
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 The introduction of this new law was negatively welcomed by the growers 

who understood that they abolished a severe advantage with regards to their income 

and the power they had in their hands in order to exercise governmental pressure. This 

act in conjunction with the announcement of the privatization of TEKEL which by the 

way still had the greatest market share even after the introduction of this new law 

provoked great social reactions. For instance, even in 2003 the Philip Morris’s 

company which is allied with one of the biggest Turkish conglomeraters, Sabanci 

Holding, hold 33% volume share of cigarettes in the tobacco industry and it was 

number two after TEKEL which remained first with a volume share that exceeded 

50%.  

 Until 2003 the major players in the tobacco industry of Turkey were three: 

TEKEL, PHILSA (the joint venture of Philip Morris and Sabanci Holding) and Japan 

Tobacco International (JTI). During that year it was attempted for the first time the 

privatization of TEKEL. The initial method that was selected was through tender 

offer. Japan Tobacco International outbid all of its rivals with a $1.15 billion offer. 

However, the Privatization Administration decided that the offer was far from 

satisfying expectations and it cancelled the sale (www.todayzaman.com). After that 

failed attempt the Turkish Government started to restructure the company to increase 

its efficiency and effectively, its potential price. For that purpose, some of its offices 

along with various marketing and distribution directorates were shut down after being 

determined to be without practical value (www.todayzaman.com). As a consequence, 

the amount of tobacco in the company’s inventory was decreased and TEKEL, which 

had long shown losses in its financial statements, began to turn a profit. 

 In 2004 a new foreign company entered the tobacco market, named British 

American Tobacco (BAT) which helped to further diminish the market share of 

TEKEL below 50%. More specifically, as the below table shows in 2004 TEKEL 

hold 48%, PHILSA 38%, JTI 11% and BAT 4%.   

Table 8: Market Shares of Major Producers in the Turkish Cigarette Market, 

2001-2008 

Firm 2001 2002 2003 2004 2005 2006 2007 2008 

TEKEL/BAT
18

 69% 61% 57% 48% 39% 38% 31% 35% 

PHILSA 21% 28% 33% 38% 42% 40% 39% 41% 

JTI 10% 12% 11% 11% 8% 10% 14% 18% 

BAT - - - 4% 8% 7% 7% - 

European - - - - 2% 3% 7% 4% 

Imperial - - - - 0.01% 2% 2% 3% 

Gallaher - - - - - 0% 0.3% - 
SOURCE: International Union Against Tuberculosis and Lund Disease, (2010), The Economics of 

Tobacco and Tobacco Taxation in Turkey, p. 16. 

                                                           
18

 TEKEL was acquired by BAT in 2008. 

 

http://www.todayzaman.com/
http://www.todayzaman.com/


MASTER THESIS 2013                                                                                     FEY CHRISTOU 

 
35 

 

 In 2005, the Turkish government tried for the second time to promote the 

privatization of TEKEL through the same method. It is indicative the fact that during 

2005 two attempts for the privatization of the company took place none of which 

brought the desirable results. During the first tender Japan Tobacco International 

Company and British and American Tobacco Company participated by offering $1.5 

billion, nevertheless, that try was cancelled again by the Public Administration since 

these bids fell short of the government’s expectations. The second attempt took place 

in April 2005 but the results were even more disappointing given the complete 

absence of any bid. 

 Finally, in 2008 the privatization of TEKEL occurred with British American 

Tobacco (BAT) acquiring the formerly state-owned enterprise with a bid of $1.72 

billion. The Privatization Administration announced the tender for TEKEL Sigara 

Sinayi on 26
th

 October 2007 and it was awarded to BAT which agreed to pay this 

money in cash for the assets (www.bat.com). After the acquaintance of TEKEL by 

BAT, the latter increased its market share from 7% to 35% and it became the second
19

 

biggest market share holder in the tobacco industry of Turkey.  

 The assets bought by BAT principally comprise (www.bat.com):  

1. The rights to all TEKEL’s cigarette brands which in 2007 accounted from 

some 32 billion cigarettes sold-approximately 29% of the market, 

2. Six factories with manufacturing already consolidated onto three sites, one 

which is on a short lease. 

3. Around 2 years’ stock of tobacco leaf. 

BAT estimates that the assets being acquired generated earnings before interest, 

tax, depreciation and amortization of $151 million in 2007 with the aspiration of 

becoming the 8
th

 largest cigarette market worldwide, as Paul Adam’s, BAT’s Chief 

Executive formally stated (www.bat.com). On that way the privatization process of 

the Turkish state-owned tobacco enterprise was concluded and it constituted the 

largest asset sale conducted through privatization in Turkey. 

However, it is crucial before this second part of the dissertation finishes, to assess 

the final outcome of this particular privatized company. In order to do that we have to 

understand which were the real incentives and the purposes of the government when it 

proclaimed the privatization of TEKEL and at the end of the day, how many of them 

were achieved.  

To begin with, by the time that TEKEL was included to the privatization list, the 

Turkish economy was passing through a severe financial crisis and the International 

Monetary Fund and the World Bank provided Turkey a high loan. A part of the loan 

was addressed to the privatization implementation program therefore, it is quite clear 

                                                           
19

 PHILSA is the dominant cigarette player in the Turkish market since 2004.    

http://www.bat.com/
http://www.bat.com/
http://www.bat.com/


MASTER THESIS 2013                                                                                     FEY CHRISTOU 

 
36 

 

that the primary objective of the Turkish government was to improve the economic 

conditions of the country.  

The wages of the employees working in TEKEL constituted an important burden 

for the state budget. After that, the subsidies which were addressing to the growers in 

conjunction with high inflation rates, the huge public debt and the growing public 

deficit worsen the situation. Additionally, despite the fact that TEKEL was one of the 

most profitable Turkish enterprises after 1997 and especially after 2000 it could not 

cover its own expenses. 

 As a result, the privatization of TEKEL helped the Turkish state to gain $1.72 

billion; to dispose the extra worry of the wages of all these people working in that 

sector of the economy; and through the introduction of the new act No.4733 where the 

state does not involve in the determination of the prices, it contributed in a decisive 

way to the liberalization of the market.  Notwithstanding the liberalization of the 

industry was fulfilled, the introduction of the competition in the market was failed. Of 

course, someone can argue that tobacco industry moved from a state monopoly to a 

market where 5 players changed the form of the industry. But, how can we talk about 

a competitive market when 3 enterprises hold 94% of the market share of the tobacco 

industry? This does not resemble to a competitive market but to an oligopolistic one. 

It is true that from 2005 a private company holds bigger market share relatively to the 

public one-this fact must not be undermined-but in any case, according to the findings 

either the Turkish Government was not interested on establishing a competitive 

market or it failed to do so. Last but not least we must not forget that the whole 

process took too much time-around 8 years-to be completed and during that time 

almost all the balances of power in international and national level, in economic and 

political terms had dramatically changed. 

 Hence, the success of the privatization of TEKEL is under discussion even today. 

In support to the above mentioned controversy, the next section will cover the modern 

challenges that the tobacco industry faces. It includes the social consequences with 

the emphasis on the rise of the unemployment rates after the acquaintance of TEKEL 

by a private company, the environmental responsibilities and the role of the public 

health in the Turkish society.  
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C. THE CONTEMPORARY TOBACCO INDUSTRY: TRENDS & 

PROSPECTS 

Tobacco industry in every country and particularly in Turkey had a great 

economic importance for the Turkish authorities. Nevertheless, the social and 

environmental impact of this industry must not be omitted since in some cases it 

appears capable of changing the structure of the market itself. As a result, in the 

present section I will try to highlight in brief the three main challenges that the 

tobacco industry of Turkey faces during the last years and how it overcomes them. 

The first two are dealing with the social impact of tobacco enterprises in terms first of 

employment/unemployment and secondly in terms of public health. The last challenge 

appears with respect to environment and how the government is handling its own 

responsibilities. 

i. Employment in the Tobacco Industry. 

The employees of the global tobacco industry are estimated to hundreds of 

thousands of people. However, it is needed to distinguish between the tobacco 

growers and the people working on tobacco-processing. During the last decades all 

the researches have shown that the technological developments have sharply reduced 

the number of people needed per unit of production, in contrast with the workers of 

tobacco growing sector which continues to be a high labor-intensive activity 

(International Labor Office, 2002, p. 25). Apparently in both sections we have to 

admit that there is a significant reduction of the working force relatively to 1980s 

when the tobacco industry was flourishing, despite the fact that on the same time the 

production of tobacco had increased. This is due to the fact that after 1997 the 

majority of countries, under the auspices of establishing a liberalized economy and 

enforcing privatization programs, proceeded to a better administration of these 

enterprises with the purpose to increase their efficiency and reduce their deficits. They 

merged companies, they closed plants and establishments, they reduced the 

employees and the production was concentrated to fewer sites (International Labor 

Office, 2002, p. 27). 

Turkey is part of the above rule. The state-owned tobacco enterprise named 

TEKEL was a state monopoly in the Turkish tobacco market. It remained the greatest 

enterprise in the market until 2004 and in 2008 it was acquired by the British 

American Tobacco (BAT) company for $1.72 billion. Notwithstanding the 

accomplishment of the privatization objective (despite the reaction and the strikes of 

the workers in the formerly state-owned enterprise), the government announced that 

around 12.000 workers in the tobacco-processing sector would be laid off by 2010. In 

some other cases, the government proposed to these workers jobs in other public 

sector establishments paying roughly half their earlier wages, but more importantly 

with no job security or social rights (Sungur Savran-Socialist Project, 2010 & Öniş Z, 

(2011,p. 722). The workers tried to resist by addressing to the courts and by 

organizing strikes against the decision of the government. Their strikes and their mass 
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organization led to the concentration of over than 70.000 people on 24
th

 January 2010 

in Ankara to demonstrate against the governmental decision (Gülden Özcan-Socialist 

Project, 2010). However, at the end the decision delivered by the justice was in favor 

of the government. As far as the farmer growers of tobacco refers to, they had already 

suffered from the reduction of their income after the abolishment of the subsidies in 

2002 and a large number of these people had abandoned the aforementioned sector for 

a job with better perspectives.  

The significance of the social impact of the unemployment is not referring 

only to the additional burden of a society to handle a huge amount of unemployed 

persons but it has also to do with two more parameters. The first one is as it has 

already been stated in the previous section of the present thesis that the employees 

working on the rural area faced greater difficulty relatively to the workers of the urban 

areas to find new jobs. The tobacco industry was the main sector of their employment 

and there was a complete absence of the appropriate conditions and the necessary 

infrastructure for development, economic growth and restoration of theirs job loss. In 

support of the aforementioned difficulty, the second one is the fact that the layoffs in 

the tobacco industry influenced the most the female working force. The female 

working force is generally facing the issue of inequality of working opportunities and 

payment equity, relatively to men even in Europe Union (www.europa.eu). By the 

time of the inclusion of TEKEL in the privatization list female workers were already 

much more severely affected when compared to men (Gunluk-Senesen C. & Akduran 

Oz, p. 10). That occurred because even during the first phase of modernizing the 

state-owned tobacco industry of TEKEL with the purpose of increasing efficiency, the 

low skilled female workers were the first to lay off. Later on, they were the first who 

participated in the third solution provided by the state-after “voluntary” leave with 

compensation payments and early retirement. They completed the lists for transferring 

to other TEKEL establishments subject to availability of vacancies with respect to 

personal preferences (Gunluk-Senesen C. & Akduran Oz., p. 4&10). At the end, the 

majority of these people were again faced with layoffs after the privatization of 

TEKEL by the acquaintance of BAT and the closure of many of the former TEKEL’s 

establishments in the country.    

ii. Public Health 

Despite the economic benefits of the tobacco industry, in terms of public health 

the treatment of smoking-related illnesses is costly, since cigarette smoking causes 

cancer. In 2000, tobacco caused 4 million deaths and if that smoking pattern persists 

by 2030 tobacco will kill 10 million people annually and 7 million of these deaths will 

be in developing countries (Yurekli Ay. & Beyer J., 2003, p. 169). More specifically, 

in 2008 31.3% of the Turkish adults and 15 years older, smoked cigarettes daily or 

less frequently with 27.4% of them smoking daily (International Labor Office, 2002, 

p. 5). Almost half of adult Turkish males (47.9%), while about one in six adult 

women (15.2%) smoke. This rate has increased around 40% between a ten years 

http://www.europa.eu/
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period from 10.9% in 1998/1999 to 15.23% in 2008 (International Labor Office, 

2002, p. 5). In a comparison between the women in rural and urban areas, the latter 

ones smoke much more relatively to the previous ones with a difference reaching 

10%.  

Henceforth, governments face some conflicting pressures between public health 

and economic benefits (Kinman B. Fr. & Vinten G., 1995, p.59). How do they cope? 

The majority of times they introduce legislation in order to discourage the 

consumption of cigarettes which among others includes high taxation to cigarettes and 

the increase of their final price.  

According to the official site of World Health Organization, Turkey introduced 

the first restrictions with regards to public health in 1996. In 2002, a new body was 

needed to regulate the tobacco market. Thus, in accordance with the World Health 

Organization the Turkish Government established an independent organization named 

Tobacco Regulatory Authority. The objective of the organization was to regulate 

tobacco and alcoholic beverages market, taking into account the economics of the 

country, as well as public health concerns, and also protecting the social values of the 

community (www.who.int). In 2004 Turkey officially ratified the Framework 

Convention on Tobacco Control with the obligation to “protect present and future 

generations from the devastating health, social, environmental and economic 

consequences of tobacco consumption and exposure to tobacco smoke by providing a 

framework for tobacco control measures to be implemented by the Parties at the 

national, regional and international levels in order to reduce continually and 

substantially the prevalence of tobacco use and exposure to tobacco smoke” 

(www.who.int). The ratification of the Convention followed the announcement in 

2006 of the National Tobacco Control Program and The Action Plan. It was prepared 

by civil servants from the relevant ministries, university academics and 

representatives of several nongovernmental organizations. The Action Plan covered 

axes referring to information, education and awareness-raising about tobacco-related 

health hazards, smoking cessation, pricing and taxation, prevention of exposure to 

second-hand tobacco smoke, advertising, promotion and sponsorship, product control 

and information for consumers, illegal trade, accessibility by young people, tobacco 

production and alternative policies, monitoring and evaluation of tobacco use 

(www.who.int). The Action Plan led the government in 2008 to the formal 

introduction of the amendment of the 1996 law by including all the remarks and 

provisions that already had been stated.  

However, BAT continued to undermine public health policies as part of a strategy 

to create an unregulated market perfect for investment. BAT lobbied for the right to 

import foreign cigarettes; they lobbied for lower import taxation; they lobbied the 

government for lower taxes on cigarettes; they pressured TEKEL for control over 

pricing domestically produced cigarettes and at the end BAT and PM lobbied to stop 

http://www.who.int/
http://www.who.int/
http://www.who.int/
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the implementation of the advertising ban (www.tobaccojournal.com & Gilmore An. 

B. Fooks G. & McKee M., 2011, p. 7).    

After the privatization of TEKEL and the full release of the Turkish government 

from the market we hope that the implementation of the restrictions will become 

tougher and they will work on the limitation of the cigarette consumption by the 

population. Nevertheless, the most important issue that the Turkish government has to 

deal with is the youth smokers which have significantly increased during the last 

years.   The main reasons that force youths on smoking are their familial environment 

where one of the members of the family is a constant smoker, the little knowledge 

about the consequences of smoking, the influence by their friends and their teachers 

since the majority of teachers smoke in schools and finally because it is commonly 

accepted that smoking makes you more popular to the contrary gender and among 

your friends (Yuksel H. & Corbett K.K., 2005, p. 360).  

iii. Environmental Responsibilities 

Every economic activity has an impact on the environment and nowadays, the 

environmental problems are some of the most important ones. Environmental rights 

subject, known as third generation rights or corporation rights, is to protect the 

environment and to develop it (Akyildiz F., 2006, p. 142). According to the modern 

type of national structure the state has the responsibility to “protect and develop the 

environment”, something which means that the public service has to preserve 

environment from pollution and natural’s possession destruction as the result of the 

activities of international capital and global companies.  

The activities of multinational companies from the very beginning of the 

privatization process until today had sacrificed environment for the sake of neo-liberal 

policies. The sacrifice has been occurred by overexploiting the natural resources and 

the first raw materials provided by ground in order to overproduce. After that, many 

of the companies never thought of restoring the damage they had caused by grabbing 

the products of the nature. On the contrary, especially during the previous decades 

they used to further destroy the environment by polluting it with excessive carbon 

dioxide transmissions and soil poising. 

 After 2000 the Turkish authorities have introduced some acts for the protection of 

the environment nevertheless, these acts leave full of space to the multinational 

companies to undermine them and act against them (Akyildiz F., 2006, p. 147). 

Turkey, after the abolishment of the state-owned companies not only in tobacco 

industry but in the whole economy has to focus on its regulatory responsibilities. By 

presenting itself as an actor outside the market which the only thing that desires is to 

achieve efficiency without breaking the social coherence and without destroying the 

environment, it has the chance to enforce policies that will be the most suitable ones 

for the above combined objective. 

http://www.tobaccojournal.com/
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In support to the aforementioned, it is crucial to notice that the introduction of a 

strict legislation is not the key for the solution of the problem. What it is required, is 

to be able to enforce this legislation and not in a peremptory manner but in a discreet 

and balanced one. After all, at the end of the day, the government will be the one that 

again will be called upon to meet the future challenges and the menaces that will be 

emerged by human’s environmental abuse.   
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CONCLUSIONS 

To sum up, it is quite difficult to assess the privatization process in Turkey 

from the very beginning of the process until today. It would be much more helpful 

either to focus on each sector or distinguish between two periods of time. The first 

one is referring to 1984 until 2000 and the second one from 2000 until today.  

The reasons that the Turkish authorities decided to proceed to privatization 

were identical to the ones which made the rest countries in all over the world to do the 

same thing: the need to reduce the deficit and the public debt in a framework of 

financial difficulties; the better adaptation of private companies to consumer 

preferences in quality and prices; the inefficiency of monopolies; the lack of 

management and accounting control over state-owned companies by the state; the 

transferring of the decision-making process in the market of goods and services from 

the public to the private sector; the encouragement of a popular capitalism; the 

reduction of state activity and the enlargement of stock exchange capacity. During the 

first phase, the adjustment to the privatization program was slow and inactive in some 

cases proving that the Turkish authorities were not ready to abolish the full power and 

control exercised on the publicly owned enterprises to the private investors. The 

situation changed dramatically after the financial “crash” at the end of 1990s when the 

Turkish government signed a high loan with IMF and the World Bank for the 

promotion of the privatizations and the readiness of the economy and society to 

welcome them. At that period the process was accelerated and the Turkish state 

gained the triple billions relatively to the previous years. Definitely, the reforms in the 

institutional and legal framework in conjunction with the domestic actors and the 

reduction of corruption in the country helped the accomplishment of the privatization 

objective. 

The case of the privatization of the tobacco industry is a very representative 

one since it constituted a state monopoly and until the end of 1990s it was never 

enlisted to the privatization list. Moreover, the tobacco industry until 1990s was 

dominated by the state-owned company named TEKEL and the number of employees 

working for TEKEL was exaggerating the real needs of the company by undermining 

its efficiency. The privatization of TEKEL started right after the signing of the loan 

with IMF and the World Bank by promoting the restructure of the enterprise, 

including the laid off of the redundant workers and the closure of several inactive 

factories. On the same time the liberalization of the market was achieved by allowing 

the entry to new companies in order to take action in the industry. The share market of 

TEKEL significantly reduced after 2004 and finally after three failed attempts of 

privatization it was acquired by British American Tobacco company (BAT) in 2008 

for $1.72 billion. The privatization of TEKEL is considered as a successful one 

mainly according to economic criteria. Nevertheless, the main disadvantages that I 

can depict are those in real terms. Firstly, it failed to establish competition in the 

industry since the top three enterprises hold even today, the 95% of the total market 
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share and secondly, it took almost 10 years in order to be concluded. On the above it 

is worth to add that after the first high privatization loan provided by IMF and World 

Bank in 1999, the Turkish government received also a second loan from the same 

providers and for the same purposes. It lasted until 2010 and the privatization of 

TEKEL was accomplished during that one. Therefore, how successful is the 

privatization of a state-owned company when it occurs 10 years later than it was 

initially planned and after the enhancement of two high loans from international 

economic organizations who exercised their owns pressures for the accomplishment 

of the goal?           

Finally, the impact of the tobacco industry on the society and on the 

environment especially in terms of unemployment, public health and environmental 

responsibilities underlines the significance of the above industry not only in Turkey 

but broadly in all over the world. The unemployment occurred from the restructure of 

TEKEL affected mostly women and the workers of the rural areas; the public health 

constituted a sector where the Turkish authorities should have shown a much more 

decisive attitude in order to prevent their people from cancers and finally in terms of 

environmental responsibilities the Turkish government has to act for the preservation 

of its own land.   
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