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Abstract

This is the first study on the impact of privatization on dismissed workers in Turkey.
Dismissed workers in the cement and petrochemicals sectors are interviewed about their
pre- and post-dismissal labor market experiences: The results of the interviews are
summarized in this paper. One of the main conclusions is that there were significant
earnings loses. Second. welfare losses were higher than those indicated by the earnings
losses since the post-dismissal jobs lacked formal arrangements and social benefits. This
implies that for most workers the dismissals were a movement from the formal into the
informal sector of the economy. The nonmonetary aspects of the losses were captured by
two questions that required workers™ subjective evaluations of their pre- and post-
dismissal welfare. The results suggest that the private sector jobs lacked the attractive
monetary and nonmonetary conditions of state employment.
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represent the views of the World Bank. its Executive Directors, or the countries they
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interviews and handled data entry skillfully. Senol Haciefendioglu, Biilent As¢igil and other
students from Middle East Technical University, Dokuz Eyliil University and Kocaeli
University also helped in implementing the interviews. Mustala Yontem from the cement
workers” trade union (Cimse-Is) Ankara office and local representatives of Cimse-is were
instrumental in securing the names and addresses of'the dismissed workers. Any errors are my
responsibility.
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1. Introduction

This is the first study on the impact of privatization on dismissed workers in
Turkey. Dismissed workers in the cement and petrochemicals sectors are
interviewed about their pre- and post-dismissal labor market experiences. The
results of the interviews are summarized in this paper.® One of the main
conclusions is that there were significant earnings losses. Second. welfare losses
were higher than those indicated by the earnings losses since the post-dismissal
jobs lacked formal arrangements and social benefits. This implies that for most
workers the dismissals were a movement from the formal into the informal
sector of the economy. The nonmonetary aspects of the losses were captured
by two questions that required workers’ subjective evaluations of their pre- and
post-dismissal welfare. The results suggest that the private sector jobs lacked
the attractive monetary and nonmonetary conditions of state employment.

The organization of this paper is as follows. Section 2 gives the history of
the State Owned Enterprises and privatization in Turkey. Both the legal
structure of privatization and the recent law of privatization as they relate to
worker dismissals are discussed in Section 3. The major characteristics of the
Turkish labor market are summarized in Section 4. Section 5 and 6 discuss the
historical development of the cement and the petrochemicals sectors,
respectively, and include the issues of productivity and profitability during the
pre- and post-privatization periods. Information about the data collection
process --a process based on interviews with dismissed workers-- is given in
Section 7. The major characteristics of the interviewed workers are discussed
in Section 8. Section 9 examines the way the workers used their severance
payments. Finally the concluding remarks appear in Section 10.

2. State-owned enterprises and privatization

The history of the State Owned Enterprises (SOEs) in Turkey goes back to
the early 1930s. The government developed plans at that time that emphasized
primarily the production of producer goods and heavy industry, but also some
consumer goods such as textiles and sugar. The aim was to establish large and
basic industries; the motivation developed out of desire for economic autarky,
etatistideology and social factors in the rather difficult environment of the Great
Depression and the post-Independence War period. To this end, the government
established several banks which were charged with developing factories.
workshops and participating in the semiprivate enterprises in the areas of

* An analysis of the pre- and post- dismissal carnings ol the workers with earning functions
estimates are provided in Tansel (1998).
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consumer goods, mining, industry, agriculture, transportation and
communications.

The government, which took power in 1950, promised gradual transfer of
the SOEs into private hands and denationalized the commercial shipping
industry. The planned development and import substitution strategy of the
1960s led to an expansion of the SOEs. The role of the state in economic life
was questioned during the crisis period of the late 1970s in Turkey as it was in
other parts of the world. One of the aims of the Structural Adjustment and
Stabilization Program of January 24, 1980 was to reduce the economic activities
of the state. This led to a substantial decline in public investment during the
post-1980 period, specifically in manufacturing. During this period,
privatization was on the agenda of the governments and gained further
momentum with the establishment of the Public Participation Administration
(PPA), which was charged not only with administering the privatization
process, but also with the reorganization and reform of the SOEs. The transfer
of ownership was not difficult for the profitable SOEs.” The ones needing
reorganization were given the status of ““under consideration for privatization.™

Employment in the SOEs fluctuated at times, showing a jump during the
periods following general elections, such as in the post election year of 1984,
and declining in 1989 when two major firms were given the status: “under
consideration for privatization . Although the public employment share in
Turkey’s total employment is not very high (9.8 % in the civil service and 3.2
% in SOEs in 1993) it nonetheless accounts for a large share of wage earners
(about 30 % in 1993) (OECD, 1996). In fact, the employment shares of the
SOEs in some sectors, such as in mining, transportation and communications
were rather high (Artan, 1991 :55).4

Overstaffing at the SOEs has been a concern throughout their history. In
1980-81 those positions which were vacated either from retirement or
resignations were abolished altogether. In 1990-91, 70 % of these positions
and, in 1992 only 20 % of such positions were refilled (Senses, 1993: 24).

The SOE employees enjoy social security and health benefits, and the latter
also extend to close family members. The fact that very few workers voluntarily
quit in the SOEs compared to the private sector (OECD, 1996) suggests that
SOEs provide an attractive package of earnings, social benefits, job security and

Teletas. -a telecommunication firm. was the first to be privatized in February. 1988, This was
followed by the privatization of another telecommunications firm. Netas and several cement
factorics.

The regional distribution of the SOLs™ employment share may be an indication of the
government’s view ol the SOEs as instruments ol regional development.  In 1989 the
employment share of the SOLs in regional employment were highest at the Black Sea and
East-South Last regions: 32.6 and 22.3 % respectively (Artan. 1991:56).
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work effort.

3. The legal framework for privatization and downsizings

The first attempts to provide a legal framework for privatization were
undertaken in the 1980s. Law No. 2983, which was promulgated in 1984, did
not contain explicit expressions about the sale of SOEs, but it did provide a
basis for either the sale of the shares of SOEs or the rent of their operation
rights. Law No. 3291, promulgated in 1986, gave the cabinet responsibility
over decisions about privatization of the SOEs. Finally, Decree No. 414,
promulgated in April 1990, made PPA responsible for the implementation of
the privatization decisions.

To speed up the privatization process, a unified legal and procedural
framework was deemed necessary. To thisend, several decrees were issued and
Law No. 3987 was promulgated in May 1994. This law, however, was
declared void by the constitutional court, as were the decrees. One of those,
Decree No. 513, which related to the reorganization and privatization of the
Turkish Electricity Company (TEK), was issued and accepted on August 1993.
The constitutional court opposed the decree and TEK's privatization process
was halted. Finally, on November 27, 1994, Law No. 4046 was promulgated.
The committee which prepared it considered the constitutional court rulings
regarding the previous decrees and laws. It also sought input from the political
parties and from the trade unions so as to achieve a consensus on the new law.

Until the promulgation of Law No. 4046, the Labor Law was used to dismiss
workers from the privatized organizations. According to Article 13 ofthe Labor
Law, an open ended contract could be terminated through a written notification
of the employer. The notice period varies from two to eight weeks depending
on the length of employment. The employer is liable to pay notice
compensation in the amount of a worker’s last basic wage, plus all wage
supplements for the notice period if the notice period is not complied with. The
workers interviewed for this study were dismissed according to the Article 13
of the Labor Law. They stated that they did not use the notice period but were
given the notice compensation. Furthermore, there were workers who stated that
they were abusively dismissed for either being active in the unions or for their
open support of a political party. Nonetheless, they have not applied to the
courts because the proof of burden rests with the worker and it is an expensive
and time consuming process.

A worker dismissed according to Article 13 is entitled to severance
compensation. Since there is no unemployment insurance scheme in Turkey,
severance compensation is of utmost importance. It is the lump-sum payment
given to a worker whose contract is terminated and who has at least a year of
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continuous service in that employment. Each year of employment at an
establishment is rewarded with thirty days of pay in the severance
compensation. The time period exceeding one year is computed on a prorated
basis. The last daily gross wage to which wage supplements of a continuous
nature are added, is the basis for severance. A ceiling to the severance
compensation was introduced firstin 1975, later lifted and reintroduced in 1982.
Its computational formula has also changed over time. According to the current
formula, the severance compensation ceiling, which changes four times a year,
cannot exceed the retirement bonus of the highest ranking civil servant, that is,
the under-secretary to the prime minister (Sural, 1995).

Law No. 4046, the recent tool for privatization is unique because it covers
both casual and permanent workers, as well as contracted personnel and civil
servants. Since the contracted personnel and civil servants cannot be dismissed
as workers, Law 4046 stipulates their transfer to other public establishments
when layoffs are necessary.” [f they ask for their retirement within two months,
those contracted personnel and civil servants who are entitled to retirements
would receive their lump sum retirement pay plus 30 % extra. The 30 % bonus
and the retirement bonus are to be covered by the Privatization Fund.

Law 4046 stipulates loss of job compensation for casual and permanent
workers. According to Article 21 of this law, workers will receive both loss of
job compensation and the severance pay (and notice pay if applicable)
according to Article 13. The loss of job compensation will terminate when the
worker is either placed at a job or he/she finds a job regardless of its nature or
earnings.° Compensation will be paid for at least three months, but not
exceeding eight months. Loss of job compensation is a kind of unemployment
insurance. However, it may be likened to a welfare payment since no premium
payments are required.

Privatization Law No. 4046 also stipulates that dismissed workers will be
provided help in finding a new job and will receive education and/or training.
This will be provided by the Labor Placement Office and financed by the
privatization fund. Finally, the Law stipulates, that those dismissed workers
who earn retirement by the date of termination of their contract cannot receive
loss of job compensation.’

According to the Article No. 25, twenty thousand positions of 10th degree are created for this
purpose.

If"the duration of employment is at least 550 days. 90 days of payment will be given. If the
duration of employment is at least 1100 days. 120 days of payment will be given. If the
duration of employment is at least 1650 days. 180 days payment will be given. Finally. if the
duration of employment is at least 2200 days. 240 days of payment will be given.
According to Article 60 of the Social Security Law, a worker is entitled to retirement payment
under one of three conditions: 1. The worker must reach 55 years of age (50 for women) and
must pay at least 5000 days of premium: 2. The worker must reach 55 ycars of age (30 for
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4. The labor market

Strong supply side pressures due to rapid population growth, high rates of
unemployment, large wage segmentation along various lines and declining
participation rates are the main characteristics of the Turkish labor market.
Unemployment is particularly evident in urban markets because of both high
rates of rural to urban migration and the capital-intensive nature of the
industrialization process, particularly, before the 1980s (Senses. 1996). As a
result, high unemployment is one of Turkey’s major social and economic
problems. Although the official 1994 unemployment rate was 8.2 %, itis
generally considered to be higher (Mehran and Ozel, 1992).

Table 1
Some Indicators of the Turkish Labor Market by Age and Sex, October1994
Age: 12-24 25-34 55+
Urban Participation Rate:
IFemale 15.1 17.7 4.1
Male 46.2 85.2 33.8
Urban Unemployment Rate:
Female 24.6 13.4 2.7
Male 17.1 6.3 5.3

Source: SIS (1996: 103. 133).

In urban areas, wage earners (both regular and casual) account for about
three- fifths of the urban labor force, in rural areas, by contrast, unpaid family
workers and self-employment predominate. Widespread employment in small
scale establishments is another feature of the Turkish labor market. About 56
% of urban employment is in establishments with less than ten workers, about
37 % of urban employment is in establishments with less than four workers
(SIS, 1996). The non-agricultural informal sector is estimated to constitute 21
% of the total employment (OECD, 1996). Information about the informal
sector is scanty.

Labor force participation rates in Turkey have been declining over time. The
overall participation rate, for the population 15 and over, declined from 72 %
in 1960 (Bulutay. 1995: 260) to 50.7 % in 1994 (SIS, 1996:17). Rapid
urbanization and increasing school enrollment rates at all levels explain this
decline. Nonetheless, urban female participation rate is markedly lower than
that of the male participation rate (Table 1).

women). be covered for at least 15 years by the Social Security Organization and pay
premiums for at least 3600 days: 3. The worker must be covered at least 25 years (20 for
women) by the Social Sccurity Organization and pay premiums for at least 5000 days.
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The Turkish labor market can be considered to be segmented along the lines
of agricultural versus industrial sector. formal versus informal sector. public
versus private sector, and small versus large establishments. There are thus
large wage differentials for labor with the same qualifications in different
sectors. In particular, the wages between agriculture and industry differ widely,
as do wages between small and large establishments (Tansel, 1996). Finally,
there is segmentation of the labor market between public versus private
establishments (Bulutay, 1995).

5. Citosan and the cement industry

In 1923, the Turkish Republic inherited Istanbul’s Darica Cement
Factory,which had been established in 1911. In 1926, Ankara Cimento was the
first public cement plant established in the Turkish Republic. In the following
years, the Istanbul, Kartal and Sivas plants and several private cement factories
were founded. In 1953, the state-owned cement plants were brought under a
single administration, called the Turkish Cement Industry (CISAN), which
undertook construction of 15 new plants. CISAN established plants in different
provinces in order to meet regional demand. CISAN’s name was changed to
CITOSAN (Turkish Cement and Earth Industry) in 1984. By 1993, annual
cement production had increased to 31.4 million tons in Turkey (SPO, 1993).

The privatization master plan prepared by Morgan Guaranty (1986)
recommended the sale of Citosan starting with the profitable plants located in
the west of the country. With the decision of the Public Participation
Administration and Law No. 54. Citosan was brought “under consideration for
privatization™ on April 30, 1987. Five plants under Citosan were sold in 1989
to a French concern, Société Ciment Frangaise (SCF). Three of these plants,
Ankara. Balikesir and Séke. are included in the present study. SCF is the third
largest cement producer in the world and in 1992 it was number one in
ploductlon in Europe. The five plants were sold for a total of 105 million US
dollars®. The Denizli plant, which started production at the end of 1987, had a
large  capacity, employed energy-saving technology and was also
environmentally clean. The Denizli plant was sold to Modern Cimento, a
domestic concern on April 12. 1992 for 70.1 million US dollars. Similarly, the
Iskenderun plant, which is a clinker g grinding plant, was sold to Oyak-Sabanci
a domestic joint concern in 1992. The Konya plant was a joint ownership
between public, domestic and foreign private concerns. Privatization was
achieved with the sale of the 31 % of the 40 % state shares to the public in
October 1990 for a total of 17.7 million US dollars. Finally, the Nigde plant of

The Soke plant was sold by SCI to Bati Cimento. a domestic concern. in September ol 1993
for a total of 25 million US dollars.
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Citosan was privatized in two steps. First, 12.7 % of state shares were sold to
the public in May 1991. Then, in 1992 the remaining state share was sold as a
block to Oyak-Sabanci group, a joint domestic concern, for a total of 22.5
million US dollars.”

Table 2
Cement Plants, Sale Dates, Total and Subcontracted Employment
Plant Name and Sale Date Employment Number of Workers
Location 1988 1995 Interviewed
Ankara 1989 407 (0) 257 (71) 78
Balikesir 1989 399 (0) 172 (0) 94
Denizli 1992 305 (0) 243 (85) 56
Iskenderun 1992 200 (0) 185 (86) 59
Konya 1990 349 (0) 347 (165) 110
Nigde 1991/92 +19(0) 251 (99) 69
Soke 1989 289 (22) 235 (139) 98

Notes: The numbers of subcontracted workers arc given in the parenthesis.
Source: Sale dates. Privatization Administration (1993).
Employment: Saygtli (1996).

There have been several studies on efficiency, productivity and ownership
in the cement industry. Zaim and Cakmak (1994) and Cakmak and Zaim (1991
1992) found no significant relationship between plant efficiency and ownership.
They concluded that the transfer of ownership should not be expected to
increase efficiency unless supported by government policies to increase
competitiveness in the sector. Although Saygili (1995) found lower average
technical efficiency in the public sector cement plants than in private ones, he
also found that ownership change in the privatized plants did not significantly
improve efficiency, which differed widely among the regions. Geographical
location, local market share and local cement demand, rather than ownership,
were found to determine efficiency. For example, performance of public sector
and jointly-owned plants in the west of the country were better than those of
private plants on the average. On the other hand. Suigmez and Yildirim (1993),
Tallant (1993) and Saygili (1995) found higher labor productivity in the private
cement plants than in the public ones. Karatas (1995) also found marked
improvements in labor productivity after privatization for the five Citosan plants

By 1995. 21 cement plants were privatized. Sixteen of them were public plants (14 of them
were block sold: 2 of them were partly offered shares to public and were partly block sold).
Five of the 21 plants had joint public-private ownership and all of these were privatized by
offering shares to the public (Privatization Administration. 1995). By 1995. Citosan held only
7 plants. most of them located in Eastern and Southeastern Turkey. During June and July of
1996. the Elazig. Giimiishane. Kars. Lalapasa and Van plants were also privatized by block
sales with a total proceeds of 203.4 million dollars (Cumhuriyet. 1996).
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sold to SCF. Karatas and Saygih both pointed out that this was due to a decline
in employment --a policy pursued by the new management. Karatas also found
that although each of the five plants had high financial profitability (except
Ankara) before privatization, the post-privatization profitability of the Ankara
and Balikesir plants were negative. '’

High profitability in the cement sector is partly due to market power. In fact,
protectionist policies were in effect until 1984. In 1983, the nominal and
effective protection rates were estimated to be about 58 and 44 % respectively
(Togan and Olgun, 1989). More recently, the right to fix the cement price,
subject to ministerial approval, was granted to the Cement Producers’ and
Employers’ Union. This union is an effective organization, which conducts the
collective bargaining agreements with Cimse-Is, the main trade union of
workers in the cement sector. Control over prices was completely lifted in
1986, when producer plants were allowed to determine their own prices and
since this date, cement prices exhibit differentials by both plant or region. Even
today, however, it is difficult to claim that prices are determined under
competitive conditions, precisely because the Cement Producers’ and
Employers’ Union remains effective in price determination. Furthermore, there
was, in the early 1990s, some state subsidies covering transportation costs in
some public plants."

The majority of cement sector workers are members of the Cimse-Is trade
union which is affiliated with the Tiirk-Is confederation. Cimse-is maintains an
anti-privatization platform. Their official reports note the decline by half in the
unionization rate in the cement sector after privatization.

6. Petkim and the petrochemicals industry

Petkim Petrochemicals A.§. was established on April 3, 1965. It has two
complexes: Aliaga and Yarimca. The Yarimca complex, which is the older of
the two, started operations in 1970. Over time, new units were added due to the
rapid growth in demand. With the experience and know-how of the Yarimca
complex, it was relatively easy to establish the Aliaga plant in 1984. These
plants produce all varieties of chemicals extracted from petroleum, mainly for
domestic demand. Nonetheless, the exports-to-sales ratio was 16.9 % in 1991,

" Two authors (Tallant, 1993; Saygili. 1995) pointed out that at the outset the relatively more

profitable public and jointly-owned cement plants were privatized. Privatization thus
proceeded from the most profitable to the least profitable plants.

Forexample. SCF increased the price of cement by almost 170 % from mid-1991 to mid-1992.
To case the supply in the Ankara region. Citosan transported cement from its Gorum and
Ladik plants (not yet privatized at that date) with transportation subsidies reaching 40.000 TL
per ton (Bakar er al.. 1993).
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which made Petkim the largest exporting firm of Turkey --one with foreign
sales of 840 million US dollars in 1991. Petkim had a total of 7.899 employees
in both plants before assuming the status of “under consideration for
privatization” in 1987. Because of this status, approximately one thousand
employees were dismissed in 1993 and 1994.

Table 3
Petkim Sale Details
Complex Share Employment Numbers of
Name Sale Date 1990 1995 Workers
Interviewed
Aliaga 1995* 83
7297 (0) 7504 (1350)
Yarimca 1995%* 601

Notes: * The date some shares and real estate were sold.
The number of subcontracted workers are given in the parenthesis.
Source: Petkim (1995a: 1995b).

In 1990, 8 % of Petkim’s shares were sold to 76,119 individual buyers for
a total of 150 million US dollar. Of these shares. the employees of Petkim
bought approximately 6 %. Since that date, Petkim shares are being offered for
sale in the major foreign stock exchange markets. Throughout its history,
Petkim has been a profitable SOE. Its profitability increased from 4.38 % in
1983 to 7.23 % in 1986 at constant prices. Around the time of privatization,
Petkim’s profitability showed remarkable increases with the rate of profitrising
0 28.65 % in 1989 and 13.52 % in 1990 (Karatas, 1995: 252). Nonetheless, it
is more likely that these improvements were due to the rehabilitation undertaken
rather than partial privatization. In terms of labor productivity Petkim achieved
substantial improvements during 1989 and 1990. However, Karatas attributes
these to the rising gross value added achieved during this period and to the
monopoly market power of Petkim.

The majority of Petkim workers are members of the Petrol-Is trade union,
which is affiliated with the Turk-Is confederation. Petrol-Is wants to halt the
privatization of Petkim and actively lobbies against privatization efforts.

7. Data

I collected the data analyzed in this paper via interviews with dismissed
individual workers. The interviews took place during the period of May through
December in 1995. A total of 564 former workers of the cement factories in
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Ankara, Balikesir, Denizli, Iskenderun. Nigde and Soke were interviewed in
cach of these cities and their environs (Table 2). A total of 684 former workers
of the Aliaga complex and of the Yarimca complex of Petkim in izmir. izmit
and environs were interviewed (Table 3).

With the help of the cement workers’ union (Cimse-Is), some of the cement
plants agreed to provide a list of all the workers dismissed since privatization.
In'some cases, the local chapter of the union provided partial lists. By contrast,
the privatized cement plants located in the north and the southeast of the country
refused to cooperate. Using these lists, it was possible, to interview, on average
63 % of the workers in the lists. Some of the workers had moved, some died
and some refused to interview. When the cost of going to the new town was
reasonable and when there were two or more workers to be interviewed, I
attempted to track down the migrated workers. Since many of these addresses
were in rural areas, the sample may underrepresent those workers who moved
and took up farming after dismissal.

Information collected during the interviews is summarized in the appendix
table. The next section will examine the main characteristics of the workers
~ . . 2
referring to this table.'”

8. Main characteristics of workers

8.1 Education

As seen in Appendix Table 1, there were twice as many Petkim as cement
workers with a regular or vocational high school education or above. In
addition, Petkim workers had one and one-half years more mean years of
schooling than the cement workers.'> ' Workers in our sample seem to have

12 . . . N . . . .
A total of 1.248 workers were interviewed. Two of the workers were dismissed from their

jobs for disciplinary reasons. and one worker left to emigrate. These three workers were
dropped. leaving a total of 1.245 observations on which most of the tables are based in this
paper. 859 workers were retired. While 240 of these retirees continued to work. 619 of them
(about 50 %) were no longer cconomically active. However. about 49 % of these nonactive
retirces stated that they were looking for a job and would work if they found a suitable one.
Of the 619 nonactive retirees, about 21 % were cement workers and about 79 % were Petkim
workers. The 240 working retirees and the 344 working (nonretirees) provided a total of 584
(about 47 % of the total subjects) currently working. Five of these did not report their current
earnings and were therefore dropped from the sample, leaving a total of 579 currently working
people on which the tables are based. Together with the 42 unemployed this gave a total of
626 people in the sample labor force.

Except in the Denizli and Soke plants a majority of the cement workers were primary school
graduates. In Denizli. about 52, and in Soke, about 41 % of the workers were regular or
vocational high school graduates. Furthermore, about 7 % ol the Denizli plant cmployees






