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ABSTRACT

POLITICS OF INSTITUTIONAL CHANGE HBSIINESS RELATION: A CASE STUDY
IN TURKISH ELECTRICITY SECTOR

YPf PeX aSadz
M.A., Department of International Relations

{ dzZLISNIDA&A2NY ! 3400 t NPTDP 5N t Py

August 2018

Since the early 2000s, the electricg#tgctor in Turkey has witnessed an institutional

change, with the enactment of Electricity Market Law (EML), 2001, and the
declaration of the 2004 Energy Strategy Paper (ESP) published by the Higher
Planning Council. Within this new institutional framewdhe state has been giving

up its monopoly in electricity production and distribution sectors and transferring

its considerable amount of operations to private companies. Although one of the

main reasons of this institutional change in the sector indicdted 9{t A& &aasSo
adzLJLX @3¢ ¢dzNJ SeQad AYUSNRSLISYRSyOS o6Si(6SS
substantially increased. Therefore, this development in Turkish electricity sector
requires further investigation of statbusiness relation in the coext of politics of
institutional change in electricity market. In order to understand and explain the
politics of institutional change in Turkish electricity sector, the thesis employs three

main theories namely rational choice, historical institutiomali@nd constructivism.

Having examined the institutional change process, the thesis concludes that despite

the extent of exogenous factors, there is an endogenous process of path dependent
institutional change within the historical trajectory of stabeisness relation in

Turkey. The perceived understanding of stakeholders in the electricity market about

their selfinterested market activities seem to be inseparable from how they frame

their actions through uncertainty and ideational forces.

Keywords: Engy Sector in Turkey, Patlependence, Politics of Institutional
Change, Role of Ideas, Stdtesiness Relation
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CHAPTER 1

INTRODUCTION

During the 1990s, Turkish privatization process was relatively unsuccessful in the
electricity production sector. However, since the early 2000s, the sector has
witnessed an institutional change, with the enactment of Electricity Market Law
(BML), 2001, and the declaration of the Strategy Paper published by the Higher
Planning Council published in 2004. Within this new institutional framework, the
state has been giving up its monopoly in electricity production and distribution
sectors and trarferring some of these operations to private companies. There were
several motivations for the observed institutional change. First, the state was
technically incapable of meeting projected electricity demand of Turkey. Second,
during the 1990s, Turkey expenced serious economic crises. The state was
economically incapable of meeting the highly needed investment amount into
energy sector so that it could keep its role in the sector. Third, the International
Monetary Fund (IMF) and the European Union (E&Ked for privatization and
liberalization process in the electricity sector through the conditionalities in stand
o0& FaANBSYSyidia IyR ¢dzNJ SeQa FO00SaaArzy LINE
Accordingly, this thesis examines the following research question:
Which factors are more plausible in understanding and explaining the politics of
institutional change in statbdusiness relation in the energy sector, specifically in

electricity generation from natural gas?



| specifically focus on the electticigeneraton from natural gasecause of the
puzzle as follows:

Although one of the main reasons of privatization in electricity sector, indicated in
0KS uwnnn 9ySNHe& {GNFXdS3ae tILISNIo9{tuv A&
between natural gas and eleatity markets has substantially increased.

In 2004, the share of natural gas in generating electricity was 41.3 per cent.
However, it peaked with 49.7 per cent in 2008 and slightly decreased to 47.9 per
cent in 2014. Even today, the share of natural gagenerating electricity is more
than 35 per cent, while it can exceed 45 per cent during high demand times in
winter months.

Thus, despite the new institutions introduced into the energy market after the 2001
economic crisis, persistently high sharenaftural gas in electricity generation is
puzzling and requires further investigan of statebusiness relationn the context

of politics of institutional change in electricity market.

My methodology is case study of Turkish electricity sector and pdatig
electricity generation from natural gas. This sector is important for understanding
and explaining the politics of institutional change in sthtesinesgelation, because
electricity generation from nat@al gas has the biggest share émergy mix n
Turkey. Icollected data from the official documents and conducted several
interviews with private firm, business association representatives in the electricity
sector, and officials in the Ministry of Energy and Natural Resources.

In this study,L FANBROGEE& O2yaARSNI Y2KfAQa GeLkRf:
development. And, it can be argued that both cohesegitalist and multclass

FNFIYSYGSR aGFGS GeLlSa FNB 20aSNIBSR RdzNR



development. This means thdiurkey should have been experiencing a number of
institutional changes, associated with different political coalitions between state
and business in economic development.

| also consider three differenttheoretical perspectivesnamely rational choice,
historical institutionalism, and constructivism in understanding and explaining the
politics of institutional change in stateusiness relationship in TurkejRational
choice scholars think thathe main drive ofinstitutional change is seifterest.
Human beingsas individuals created organizations and institutions to purse their
own selfinterests. Thusinstitutionsare merely seen as instrumental creations of
individuals. Theymake use ofthese institutions toenlarge their own personal
utilities. Therdore, according to rational choice theoriemstitutional change only
takes placavhen it bears more benefits for the actors

Historical institutionalists argue that a historically constructed set of institutional
restrictionsand opportunitiesaffects the behavior of political actors and interest
groups that engage in the policy proce3siey underscorgath dependence and
unintended consequences in institutional constructiokloreover, current studies

in historical institutionalism argue that instituti@l change isaccountableas an
ideationally pathdependent process in which agentsnstructtheir institutional
future from a limited set of ideasAccording to these studiesstitutional change
arisesfrom endogenous sources of instability, and thadegenous mechanisms of
OKFy3aS IINB Y2NB AyFtdzSyidAalt GKIFy SE23Syz
Gradual change more specifically has four different categories, namely

GRAALI I OSYSy (¢ aflFr@SNAY3IAZE ARNATOZE YR



Constructivist scholars gue that it is necessary to develop a better understanding

GKFYy GKIFG 2F YIENI t2f | yintokd&rdo uRidrstamd éd Y2 @S Y

explain politics of institutional change. Even though double movement is still
significant today, it separates the mkaat from society and supplants the institutions

of social protection with more marketonforming institutions. Nevertheless, the
political uses of economic ideas and politics of organized business can be employed
to develop a better theoretical understandj. Ideas allow agents to decrese
uncertainty,suggesta specific solution to a moment of crisis, and empower agents
to resolve the crisisThus new ideasare important componentsn constructing
politics of institutional changeThey briefly argue thatsocial scientistieed to
reconsider thdink between ideas and interests.

Having conducted 15 interviews, and examined the official papers, and secondary
resources, | argue that

Despite the extent of exogenous factors, there is an endogenous process of
path dependent institutional change within the historical trajectory of staisiness
relation in Turkey.

The perceived understanding of stakeholders in the electricity markeit abo
their selfinterested market activities seem to be inseparable from how they frame
their actions through uncertainty and ideational forces
The thesis contains five chapters. Following the introduction chapter, the second
chapter presents the theoretitaframework to examine politics of institutional
change in statdusiness relation and the hypotheses that | consider for my
research question. The third chapter looks into the historical baxkgt in state

business relatiorand an overview of the instiuA 2y € OKFy3S Ay

¢ dz



sector. In light of the role of state in Turkish political economy and institutional
changes in energy sector, the historical background is divided into five periods: 1st
Period (19231930), 2nd Period (1930950), 3rd Pedd (19501960), 4th Period
(19601980), and 5th Period (1982001), respectively. The fourth chapter
demonstrates the main findings of the thesis. It concludbat there is an
endogenous process of path dependent institutional change within the historical
trajedory of statebusiness relationin Turkey. The perceived understanding of
stakeholders in the electricity market about their selferested market activities
seem to be inseparable from how they frame their actions through uncertainty and

ideationd forceswithin the gradual institutional change



CHAPTER 2

THEORETICAL FRAMEWCGRHWKRTHBUSINESS RELATIEND

POLITICS OF INSTITUTIONAL CHANGE

2.1. StateQ Role in Economic Development

The state has always been at the heart of econodewelopment especially in
developing statesThis observation leads scholars to consider the state as the most
significanteconomic actor in peripheral countrieEnergy sector is no exception of
this general rule since theinfra and superstructure of theectorhasa highriskin
and highcostof investment; and the role of private sector is expected to be limited
in the initial stages of economic development. In fatte state inlate-industriaized
developing countriefias beermparticularlyinfluential in energy sectagiventhe lack

of large capitalaccumulation in private sector or bourgeoisie, if amny the early
phases of their industrialization

Neverthelessye can see changing role of stateenergy sectothrough different
periods of industrialization process an@&conomic development indeveloping
countries. In this regard historical context ofstate-business relationn Turkey
matters to understand and explairthe contingent conditions for politics of
institutional change inenergy sector,and especially the case of electricity
generation from natural gasn this section, | look at the rolef stateto describe
characteristicsand various policy toolef different state types, which ihfence
economic development, and specifically industrialization at different levélsere

7 A
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(2004)work since he hasminductive approach to examine different degree of
industrialization among developing countries. He haslepth case studiesof

Nigeria, Brazillndia, and South Korealn light of Y 2 K &tateQyology, | question

0KS adl i Jaken aNE § 62 ghgoprhedt al consider some of the
described characteristics to identify how Turkish state has intervened into politics of
institutional change in the case of electricity sector.

Kohliasserts that in order to compare and analyze state tyjpedevelopmen, one

YSSR G2 O2yaARSNI I ydzYoSNI 2F aALISOATAO OK
degree of centralization of public authority, downward penetration of public
authority, political organization of the mobilized political society, scope of state
intervention in economy, anduality ofthe economicd dzNB | dzONJ Oé ¢ oY 2K f
12). According to Kohli, there are three historical patterns of how state authority is
organized and used in the developing world: neopatrimonial states, cohesive

capitalist stées, and fragmentednulticlass states (Kohli 2004, p. 9).

2.1.1 Neopatrimonial States

All modern states have centralized authority and coercive control over a specific
territory. They also have a wadktablished public arena that can be distinguished
from private interests andheir pursuits. This distinction between the public and
private sphere of activitiess quite weak in several developing country states. Thus,
a number of states emerged with weakly centralized and legitimate authority
structures,selfinterestedleadersnot limited by institutions, and bureaucracies of

poor quality.KohliYF NJ] & GKSaS adlridSa a yS2L9F GNRY2



modern state, public officeholdertend to treat public resources as their personal
LJ- G NR ahy 204, p. 9). As a result, these states are euasiern states-
neither completelynodern nor accurately rationdégal states.

Under neopatrimonial state support, stated development has frequently resulted

in disasterto the extent thatpersonal and/or narrow group interests have usually
undermined state capacity and public god{®hli states that neopatrimonial states
have come to exist in societies with weak private sectdisey, like cohesive
capitalist and fragmentednulticlass states, have also intervened overwhelmingly in
their economies but with destructive resultlisteadof strengthening the private
sector, however, these states have seized scarce economic resources, hindering
efficient allocation of available resourceswards productive investment (Kohli
2004, p. 15)Therefore, inconsistent economic policies, failucebolster domestic
capitalists, pody educatedwork force, and political instability have contributed to
the substantial weakness of the national private sector.

Neopatrimonial states have dealt with economic activities directly or invited foreign
producers to overcome the deficiencies and to meet the public needs. However,
importing goods or attracting foreign investments can be taken as supportive
means only if he state has alternative sourcegKohli 2004, p. 15 These states
depend on foreign resource and expertise as they lack of organizationa skill
sufficient domestic capitaland political capacitfKohli 2004, p. 11)The least
succeeded countries in indtrialization have been the states that have had no clear
public goals and whose leaders reduced the state to a personal interest tool. These
neopatrimonial states have composed of a remarkable part of the periphérg.

main drive for state interventiorhas often been the need to build shewdrm



political support through patronage and/or by personal greed. As a result, Kohli
AYRAOIFIGSa GKIFIG a0KS NBfIFIA2YEAKAL 2F GKS
has just as often been mutually corrupt: gaal instability, inconsistent policies,

and pilfering of public resources for personal and sectional gains have all hur state

led efforts to promote industry andgrowth 0 Y2 Kt A HAannXZ LI mMpOd
According to Kohliin the contemporary developing worl@dphesivecapitalist and
fragmentedmulticlass states are two of the othatealtypical stategKohli 2004, p.

13). In the developing world, modern ratiodabal states have become inclined to

062 YIAY RAYSYaAaAzyay aO2KSaAzy clasg adl
O2 YYRA (i Y(Koyilil 2084, p. 13). The former is committed to working with

capitalists, while the latter rests its power and goals on a more roldtis base.

2.1.2 CohesiveCapitalist States

The cohesiveapitalist states can be called developmental states. In terms of the
political effectivenessand durability, they areopposite to neopatrimonial states

(Kohli 2004, p. 14Kohli argues that in some way or other cohestepitalist states

hawe demonstrated to be the most successful stéd industrialized states in
developing countries (Kohli 2004, p. 11).

The main characteristics of these statage cohesive politics; centralized and

purposive authority structures that often penetratgeep into the society. These

states are inclined to put rapid economic growth and national security in the same
equation.¢ KSe& FT2NHS | 0O0ft2as8S tAy]l oA0GK az20AaSae

capitalist groups with effective political instruments elix competent bureaucracy.



In order to get acceptance from society, ruling authority often use ideological
mobilization, such as nationalism and/or anbmmunism. Cohesiveapitalist
states in developing coumnes, according to Kohli follow repressive amh
authoritarian policies, sharing some organizational and class featuresfagtist
states of interwar Europe (Kohli 2004, p. 15).

Cohesivecapitalist states have by and large turned their countries into stpiieled
corporations, being the fastesh terms of their economic growthrate among
peripheral countries. They have been grovahented and devoted themselves to
high growth by developing trade and industry with wadisigned, stable, properly
implemented interventioist policies Kohli states irhis book, titled State-directed
Developmentthat dspecific policy measuresaried but were generally aimed at
easing supphand-demand constraintfaced by private entrepreneug¢gKohli 2004,
p. 13) ! OO0O2 NRA Yy 3 (2, fof 2xarhple @ra theBupphRsidgcahésive
capitaliststates help to facilitate the availability of capital, labor, technolcyd
even entrepreneurship.On the demand sideii KS SEI YLIX S& F2NJ 02K
interventions includeexpansionist monetary and fiscal policies, atadiffs and
exchangerate policies. If these measures areot sufficient then the stateadopts
newer policiego shift the focus orexport promotion or, mordikely, productiorfor
both domestic and foreign consumption

Cohesivecapitalist statesmake considerable effortsand use an extensive set of
policy toolsto reach economic growth targes, such aswell-functioning tax
collection and public investmentallocation of publicly controlled banks credit
directly to selected private firms and sectors; shifig resourcesfrom agriculture

and urban labor to private industrialistsa inflation abundantsupply of cheap,

10



flexible, and disciplined laboublic invesiment in educationand research and
development; & { | (b&d@iding power and incentives to enable technology

transfer by multingi A 2 y I £ FANXY & Q devalhadedeichangy ¢ates G Y Sy
subsidied exports, andsuppressedvages i 2 O2Y G NARO6dzi S G2 LINRA G
accumulation followingproductivity gainsKohli 2004, p. 13).

In summary, thekey features of cohesiveapitalist states aremphasizedas:& (i K S

top leadership equating rapid economic growth with national security, a highly
centralized and penetrating public authority, statentrolled political society

(though in close alliance with capitalist groups), and a highly interventionist state,

witKk | 322R ljdz f AGe (Kdbi230@ Yph Q)ThusaNdHeslz® NI O & ¢
capitalist stateswe observe statebusiness relationinstitutionalized pragmatically

for capitalistdevelopment rather thanthose relations that are institutionalized

ideologicdly promarket (Kohli 2004, pp. 3-14).

2.1.3 FragmentedMulticlass States

Fragmentedmulticlass state representthe middle position in beween the two

extreme end of state typology namely neopatrimonial and cohesiveapitalist

states interms of their political effectiveness Kohli conceptualizedragmented

multiclass states as real modern statesnlike the conceptualization of
neopatrimonial statesThe main difference ofragmentedmulticlass statefrom

cohesive capitalist statis that publicauthority is prone to be more fragmented and

based on a broader class alliance. HerigmentedY dzf G A Of | a A goaldi I G SQ&

are not narrowly focusedr effectivelydefinedasthose incohesivecapitalist states

11



(Kohli 2004, p. 11)The political leader shad be more worried about political
support than do leadergn other state typesin developing countes Accordingly
not only industrialization and economic growth but alsgriaultural development,
economic redistribution, welfare provision, and maintaining national sovereignty
are significanpolicygoals

Mixed political goals of fragmentetiulticlass states have had several
consequencefor developmentpolicy design andnplementation First, ruling elites
have been less focused amsing state intervention strictly in terms of growth
consequences. Instead, they spread gatladg enabk various groups and individuals
to access statgesourcesfor consumptionoriented short-term benefits. Second,
the relationship between state andusiness has beeremarkably more complex
thanthosein cohesivecapitalist statesThefragmentedmulticlass statefiave been
both cooperative and conflictual towards the private sector. Lasboth policy
making and implementatioprocesses have beenore politicized weakeningtheir
unilateral effectivenesgKohli 2004, p. 14)

The main characteristics of fragmented mudlass states are the following: limited
tax-collecting capacities, various Iplic-spending priorities with numerous purposes
other than growth promotion,efforts to direct credit turning into nepotism
inflation asa liability for political leaders concerned about their legitimacy, and
monetary and fiscal policies for legitimacy(# 2004, p. 14) Further, fragmented

multiclass states have been neither more nor less interventionist than cohesive

Qx

capitalist onesThesestated RS @S 2 LIY S diined hi# dnly & pronidthg f

growth but also at increasing legitimacy and sHaitm welfare provision. They
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have been, however, mostly less effective at easing the stapi#hydemand
limitations.

TKS a0rdS StAdSaQ LISNA2RAO K2auAftS o0SKI @)
domestic and foreign investors reluctant to invedtloreover, because ofriff and
exchange rate policieswhich wereadopted to protect national economy, the
demand for domestic goods has increas€tus,powerful domesticinterest groups
have often been created (Kohli 2004, pp.-18). In short fragmentedmulticlass

and cohesivecapitalist state$oth promoteindustrialization however, fragmented
multiclass states do sltess effectively because their goalere more plural and
their poltical capacities lesgeveloped(Kohli 2004, p. 15)

Withind KS FNIF YSG 2N 2F VYaXK{MRXaS (A8yLI2S @23ye2 YFA2ON.
it can be argued thaboth cohesivecapitalist and multclass fragmented state
types are observedduring different periods ofTurkey @conomic development
This means thafrurkeyshould have been experiencing a number of institutional
changes,associatedwith different formal and informal rules, normand political
coalitions for the role of state in economic developmeriurthermore,according

to Woo-Cumming (1999 state-led developmeninvolves a combination of political,
bureaucratic, and monetary influences that form economic growth, development,
and industrializationThe state employslifferent tools to interveneinto selected
sectorsfor economiadevelopment.

In this study, | consider major sources of state intervention particularly into energy
sector. Among different sources of state intervention, | focus amrdaucracy and
state capacity thatcan be observed in the institutionalized relatgpetween state

and business (Wo&umming 1999, pp. 64, 98urther, | arguethat Turkeyhas
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never been in the category @f b S 2 LJF (i N Y. Batdusetstatesaniithisitype
are inconstantneed of foreign source and expertise as they lack of organizational
skills, suffient domestic capital, and political capacity. They do not hetweclear
public goalsand intervene in private secta@olelyT 2 NJ L2 f AGAOA L yaQ LISN
When | consider statbusiress relationas a process in the historical context of
Turkey® & onéx development, herefore, | exclude interventiontools of
neopatrimonial states from this study.

However,l argue thatTurkeyshowed main characteristics of cohesuapitalist and
fragmentedmulticlassstates in different periods.In order to understand whether
and howTurkeyemploys cohesiveapitalist or fragmentednulticlass policy tools

the context of institutional change ithe energy sectorl concentrateon thesetwo

a i 48§ intérdehfiSrgpdlicy toolsand bureaucracy ahstate capacity amajor

sources of state interventian

The main characteristics and policy tools of these state types can be seen in Table 1.
| focus on tax collection and exemption capabilities, state incentneggjlations,
privatization rates and techniques, public and private investment rates, and pricing
mechanism tools. These selected policy tools would help to examine my
hypotheses. In the light of available data from interviews, legislations, and official
reports, | try to understand and explain how state type of Turtkay shapedtate-
business relationby employing these policy tools in the context of institutional

change in the energy sector.

In the next section, | consider major theoretical approackesinderstand and

explain for the politics of institutional change between within the historical context
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of state and business relations in energy sector, specifically in electricity generation

from natural gas. The politics of institutional change is tieoretical background

for my second and third hypotheses.

Table 1 Main Characteristics and Policy tool comparison of Cohesipéalist & Fragmented
multiclass states (Kohli 2004)

The main characteristics angblicy tools of
Cohesivecapitalist & Fragmentedmulticlass

stal

tes

The main characteristics

Cohesivecapitalist state

Fragmentedmulticlass state

1 follow growth-oriented economic 9 follow not only industrialization and
policies and strictly devoted themselve economic growth but also agricultur
to high growth by developing trade an development, economic redistribution
industry with welldesigned, stable andwelfare provision.
properly implemented interventionis 1 less focused on using state interventi
policies. strictly in  terms of  growth

9 turn their countries into stateguided conseguences.
corporations, being the fasst in terms 1 prone to be more fragmented an
of their economic growth rate among basd on a broadeclass alliance.
peripheral countries. 1 enable various groups and individuals

1 put rapid economic growth an to access state resources for
national security in the same equation consumptionoriented shortterm

f establisht Of 2asS tAy] benefits.
major economic groups, producer 1 both cooperative and conflictug
capitalist groups with effectiveolitical towards the private sector.
instruments. 1 more worried about political support

9 follow repressive and authoritaria 1 policy making and implementian
policies, sharing some organization processes have been more politicizg
and class features with fascist states weakening their unilatera
interwar Europe effectiveness

1 emphasize on ideological mobilizatio I maintain national sovereignty ang
such as nationalism and/or ant significant policy goals.
communism.

The main policy tools
Cohesivecapitalist state Fragmentedmulticlass state
 well-functioning tax collectionand T limited taxcollecting capacities
public investment | various publiespending priorities with

9 allocation of publicly controlled bank numerous purposes other than growt
credit directly to selected private firm promotion
and sectors i efforts to direct credit turning into

9 shifting resources from agriculture an nepotism
urban labor to private industrialists 1 monetary and fiscal policies fa

T adlFriSQa oF NBFEAYAY legitimacy
to enable technolgy transfer by
YdzZt GAYFGA2y I FAN

1 subsidized exports

M contributon 2 LINA @I S

accumulation
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2.2. Politics ofInstitutional Change

| have divided this section into three main parts, articulating the theoretical
backgroundfor competing explanations in thimtuitional change literature There
are three main theoriego understand and explain the politics of institutional
change, namely rational choice, historicaistitutionalist and constructivist

theories.

2.2.1 RationalChoiceArguments forInstitutional Change

Rationalist theoriesexplaining institutional changere grounded in the basic

I dadzYLliA2zya 2F YAONRSO2y2YAO0ao {2 GKSe
primitives. Ifl 3Sy (4 Q LINRReS AkBhé Gefedencd pdiBt, then all Gal
structures and institutions are degradable to individual utility unikeynes states

that the economy is separated from the wider social, political, and cultural context.
The maximization of material sefiterest is directly linked with individuakehavior.

In the capitalist economic system, the private property appears as the key factor. In
this regard, Douglas North reduces the foundation of organizations and institutions,
and therefore, the politics of institutional change to the individual level.

According to North, first, organizations are comprised of political, economic, social,
and educational bodies. And, they are groups of individuals having some common
purpose to achieve objectives. Institutions are the rules of the game in a society,
and are constraints that form human interaction. Both organizations and
institutions are, thus, a creation of human beinghat is, theyevolve and are

altered by human beings; thus, the theory must begin with the individual (North
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1990, pp. 3, 5)Hence, alkocial phenomena and outcomes must be intentional at
the very basic level, and institutions can thereby merely be seen as instrumental
products. Individuals use these products in order to maximize their personal
utilities. Therefore, fromationalisttheoNA S& Q LISNBRLISOGA BST Ay aida
accordance with rapidly shifting contract curves, cost/benefit tradls, and the

like (Blyth 2002, p. 19).

The seminal works that include ideas in explaining are those of Douglass North
(1987, 1990), and odudith Goldstein and Robert O. Keohane (1993). North was
dissatisfied with the incapability of classic economic theories explaining institutional
change. He developed a theory of institutional supply based on the concepts of
transactions, costs, uncertaine ¥ |y R ARS2f23&d CNRBY b2\
rationalist theories mistreated three problems. The first one was explaining
institutional supply from rationalist microfoundations. Essentially, making a rational
choice for institutions from a number of pobk alternatives was impossible.
Hence, institutional design concepts of rationalist theories became questionable.
Second one was the following. Even though institutions are a rational response to
transacting problems, their generation is a collective @cfproblem, which has no
exogenous solution. The last one was the problem of commitment. In other words,
it is not logical that rational egoists abide by institutions, considering that
institutions are only selénforced constraints (Blyth 2002, pp. -23). By
incorporating ideas into a transaction cost theory of institutions, North tried to
produce answers to the questions above. According to North, ideas enable us to
explain how agents defeat collective action problems and produce institutions while

still adhering to individualist micro foundations.
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Building upon the work of North, Goldstein and Keohane develop the distinction
between different types of ideagy I YSf 8 X GLINAY OALX SR 06SftAS
62NI ROASgadé ¢KS@& | NHAZS impokdntlin &defifig G & LIS
institutional change (Blyth 2002, p. 24). Principled beliefs are considered as the
normative bases and justifications for particular decisions. Causal beliefs include
strategies for the achievement of goals, because of sharattiptes. Worldviews

are the whole cognitive framework of an agent and/or cultural combination of
entire groups and classes (Goldstein and Keohane 1993, ggb)63 hus, ideational
analysis of Goldstein and Keohane is more diversified than of North.

Raymad Geuss argues that true interests can be assessed, and therefore acted
upon, merely under optimal condition with perfect information (Geuss 1981, pp.
45-55). The full range of alternatives and their relative costs become apparent to
the agent only undesuch conditions. Moreover, the processing skills of agents are
equivalent with perfect information. Hence, with perfect information, any of two
different agents from the same class, sector, or position would make the same
objective evolution and the samehaice. On the other hand, North argues that
uncertainty is the outcome of the complexity of the problems deriving from
incomplete information between agents (North 1987, p. 25). Therefore, the lack of
information among agents is the fundamental reasondevise institutions. By
doing so, uncertainty can be overcome.

According to rational choice arguments, the impetus of institutional change is self
interest. Organizations and institutions are a creation of human beings. Therefore,
institutions can only beseen as instrumental creations of individuals. They use

these institutions to maximize their own personal utilities. Hence, from the point of
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view of rational choice theories, institutional change only occurs when it bears more
benefits for the actors.

Accordingly, the first hypothesis ofdhhesis is as follows:

The selfinterests of companies and politicians have a dominant role in shaping the

politics of institutional change in electricity generation from natural igakurkey

2.2.2 Historicallnstitutionalism

Historical institutionalism is based on the presumption that a historically
constructed set of institutional limitations and opportunities influescéhe
behavior of political actors and interegroups thatengage in the policy process
(Steinmo, Thelen, and Longstreth 1992; Pierson 199ditrary tosociological and
rational choice institutionalisms,historical institutionalists concentrate on
asymmetrical power relationand the effect of longterm institutional legacies on
policymakingHall and Taylot996).

Historical Institutionafh Y @afie argumenth & G KIF G AyadAlddziAzya
preferences Rierson 1994Thelen 2002)Contrary to the rational choicargument

that the preferences of individuals structure institutionsstorical institutionalists
concentrate onpath dependence and the unintended consequences of institutional
construction Thus, they have a core concern with the way institutional processes

unfold overtime (Pierson 201p. 33.

Historical institutionalisi Kl @S 06SSy ONARGAOFE Ay ONARY3IA

up the possibility that ideas are themselves transformative of institutions. The
assumptions behind this body of theory, however, indicate that ideas tend to be

seen, especially in earlier worlates 1988, pp. 38990; Sikkink 1991, p. 3deas
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were considered toexplain the anomaly of changwithin otherwise a static
approach in the orthodox theories of historical institutionaliswhich concentrate

on path dependence and the unintendednsequences of institutional construction
(Steinmo, Thelen & Longstreth 1992; Hall and Taylor 1996, p.2d&)rding to tis
school, institutional change is explicable as an ideationally-gagiendent process
where agents build their institutional fute from a limited set of ideas. Therefore,
path dependence refers to the restrictions of newly established institutions, which
stems from already established oneBloreover, as institutions have multiple
effects, actors have limited time horizons and imf@tion. Therefore institutions

may lead to unanticipated and unintended consequences (Clemens & Cook 1999;
Pierson 2011, pp. 11518).

Historical institutionalists havegenerally no interest in institutional change
(Clemens &Cook 1999). Their main focus has been on the concept of path
dependence. However, historical nistitutionalism has recentlybegun to offer
comprehensive theoretical accounts of ideas and institutiocla@nge, trying to
explain and understand hownstitutions change over time (Thelen 2003, 2004;
Streeck & Thelen 2005). Streeck and Thedtes that after analyzing several
institutional changes, theylecided to concentrate2 y & 3 NJ R dglwhich OK | y 3 ¢
stems from endogenous sources of instabilMainly they ague that endogenous
mechanisms of change are more influential than exogenous ofesording to
Streeck and Thelenthere are four different categaoes of gradual change:
GRAALI I OSYSyYyiGuzé aflF@SNAy3aAZé AaRNAFGZE |y
removd of old institutional rules and the replacement of the new ones. Layering

refers to the introduction of new regulations without displacing the old ones. Drift
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happens wherethere is no change in formal regulations but where the effect of
existing regulabns changes because of changes in the wider environment.
Conversion appeals to sdtions where regulations stay the sameut are
interpreted and enacted in new ways (Streeck &Thelen 2pp52226).

Mahoney and Thelemeveloped this framework ftiner in order to providean
explanation for whyspecifictypes of changgare prone to occurringn particular
political contexts and in institutions witBpecificfeatures (Mahoney & Thelen pp.
16-21). They think that while both displacement and layeringnclude the
introduction of new formalregulations it is the presence or absence of veto
possibiliies that determines whiclone happens If there are actors in existing
institutions having strong veto power, they are more likely towithstand
displacement, leadig to layering The existence of strong vetprobabilities via
delegation to external agencies wia privatizationproposeshat layeringcould bea
specificallycommon form of gradual change in the energy sedfiglahoney &
Thelen 2010pp. 2325).

Forexample Kernand Howletfd study examines the cases of institutional change in
the energy sector of the Netherlands. Their findings demonstrate that
Netherlands has experienced to manage the energy sektothe existence of
strong vetoprobabilitiesthat shaped gradual chang@gern & Howlett 2009). The
UK on the other hanghaschangedits institutionsin energy sector through layering
over the years starting from 2000%he British experiendenpliesdisplacement of
one regime by another, and having layering characteristics for the support of
decarbonization and energy securipn top of a basic market approagiHelm

2005).
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Drift and conversionpn the contrary include the neglect or reinterpretationof
existing egulationsrather than the introduction of new ones. In the energy sector,
since there ishigh sensitivity levedbout national securityand many institutional
regulations whichinclude commercial relationshipsactors areprone to havinga

low level of discretion in the interpretation or enforcement of ruléb, drift and
conversionasforms of change are less comm(rockwoodet al.2017)

These studies, however, focus on highly industrialized countries that have early
capitalist development. Thus, thease of statédusiness relationin electricity
generation inTurkeyis important given the contingent conditions of economic
development ints historical context aa lateindustrializing developing country.
According to historicahstitutionalism a historically constructed set of institutional
limitations and opportunities influences the behavior of political actors and interest
groups tha engage in the policy process. In contrast to the rational choice
argument,actors are limited in exerting fully their seffterests because especially
path-dependent institutional constrains influence their preferencedistorical
institutionalists emplasize path dependence and the unintended consequences in
institutional construction. Further, new studies in historigadtitutionalismargue
that institutional change is explicable as an ideationally gigpendent process
which agents build their istitutional future from a limited set of ideas. These
studies argue that instuttional change stems from endogenous sources of
instability, and that endogenous mechanisms of change are more influential than

SE23Sy2dza 2y Sazx NBTS BRduag éhangeZmoré Spidificaltizl €

KFra F2dz2NJ RAFFSNByd OFiGdS3aI2NASas ylFYStea
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According toarguments of historical institutionalisnfor politics of institutional
change, the second hypothesis of ttheesis isas follows:
Gradual change which stems from endogenous sources of instabsitapes the

politics of institutional change in electricity generation from natural gasunkey

2.2.3 Constuctivism and Institutional Change

Blyth (2002) argues that Po- Y@ A Q&4 O2y OSLJi 2 T stili @a$a & R 2 dzo
great value in understanding and explaining institutional change (Blyth 2002, p. 3).

In the face of rising power of capitalism and the commodification of labor, labor
mobilized and demanded protectiondim the state against the market, which led to

a largescale institutional change (Blyth 2002, pp4)3 According to Blyth, Polanyi

fell into a fallacy in his thought, because Polanyi is of the opinion that the
countermovement demanding protection througdn institutional change against

the capitalists was the end of double movement. Instead, Blyth underlines that it
would be reasonable to expect capitalists to organize another movement against
those institutions.

bSOSNIKSt Saasz t 2f | ytdlimpoitaniRaazarid e nedliigeily S v
economic institutions can be seen as the latest repetition of it. These institutions
are attempting to separate the market from society and replace the institutions of
social protection with more marketonforminginstitutions. Despite the fact that

double movement as a theory of institutional change has some problems, it is still
important and seems to have had another repetition or a reversal (Blyth 2002, p. 4).
Blyth argues that having experienced the Greapi2ssion, the state and labor

reacted to the collapse of the classical liberal order during the 1930s and 1940s by
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increasing the state intervention over economy. During the 1970s and 1980s
business reacted against this increased intervention in econ®tygh states that

GAY GKAA STF2NIS o0dzaAySaa |yR AdGa LRtEAD
1990s a new neoliberal institutional order had been established in many advanced
capitalist states with remarkable similarities to the regime discredked G KS Mo n :
(Blyth 2002, p. 6). That is to say, high capital mobility, large private capital flows,
marketconforming tools of macroeconomic management, a willingness to live
through balance of payments, view of the rate of employment as dependenh®n t
marketclearing price of labor have been the main features of both classical
liberalism and neoliberalism. According to Blyth, in order to explain both sets of
transformations, it is necessary to develop a better understanding than that of
double movemaet.

The political uses of economic ideas and politics of organized business can be
employed to develop a better theoretical understanding. Thus, focusing on ideas,
specifically economic ones are vitally important components of institutional
construction @d change. Therefore, for Blyth, ideas and interests together are key
elements of institutional change (Blyth 2002, ppl)6

As economic structures are not presented with an instruction sheet, economic ideas
make an institutional explanation by proing a diagnosis as to what a crisis
actually is and when a given situation actually constitutes a crisis. Economic ideas
analyze what went wrong and what ie be done. Thus, Blytstates( K| 0 a0 K S
nature of a crisis is not simply given by its effects, dislocations or casualties, nor are
G6KS I OGAzya 2F |3Syda airyvyLie 3IAPSy o@& i
Instead, a particular set of ideas diagnoses a situation as a crigise Tiéheas are
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also taken as a construction that makes the uncertainty that agents perceive
explicable, manageable, and actionable. Hence, key economic agents must use the
economic ideas during economic crisis times (Blyth 2002, p. 10). Although Polanyi
considered the double movement as a function of agents with structurally given
interests, which react to self LILJF NBy G ONRasSaz tz2flye&arQa
versions of institutionathange missethe importance of uncertainty and ideas in
determining the érm and content of institutional change (Blyth 2002, p. 10).
Economic ideas account for the working of the economy by defining what economy
O2yaitAaiddziSa FyR FNB GLINRLISNXKAYLNRLSNE A
economic ideas let agents decrease unagrty, propose a specific solution to a
moment of crisis, and empower agents to resolve the crisis in question, by
constructing new institutions in accordance with these new ideas (Blyth 2002, p.
MMO® 2KIFEG t2fl yeAQaerBatidaeisis aso@Savayal | YR
making institutional change dynamic, contingent, and political.

According to Blyth, exogenous material changes may help explain why a particular
institutional order becomes unstable; however, they do not explain how the new or
modified order becomes existent. Theoretically, there is no exogenous factor

OF LI ofS 2F SELXIFAYyAYy3d GKS aLISOATAO F2NX&
destabilization of existing institutions can be exogenously driven, moving from such

a position b a new stable institutional order must be seen as an endogenous
LINE OS&aaé¢ o. f BiytK raises impoTtantLddestignd that need to be
especiallyanalyzed suchas howagents redesign and rebuild institutional orders,

and the conditions under whidhese activities take place.
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Moreover, Blyth argues thatthe works ofrational scholarsshow how ideas are

frequently employed to define disconfirming outcomes within existing frameworks

rather than investigatingvhat ideas do by themselveBor exampleBlyth presents

the paradox inNorthQa & @nddRegote handNorth argues that ideas make

collective action, and therefore institutional supply, possible. However, on the other

hand, heassertsthatt A Yy A G A GdziA2y as o6& NBRdzA@diohy GKS |1
YIS ARSI&ax R23AYFazX YR FFERa AYLRNILI YD
1987, pp. 886). As a result, then, ideas produce institutions by enabling agents to
overcome collective action problems. Meanwhile, existing institutions make ideas
L2 6 SNFdzf o0& NBRddzOAYy3I GKS 0O02ada 2F | OlAz2y
YR &0 NHZOGdzNB¢ LI N} R2E | LILISIENBED® LT Ayada
no one can appeal to ideas to create institutions. Notwithstanding that if ideas
createinstitutions, then no one can appeal to institutions to define ideational and

thus institutional change (Blyth 2002, pp.-26).

Blyth also claims thahie work of @ldstein and Keohane is noaipable of resolving

problems of explaining supply and stalyilitCommon ideas can be seen as
substantial in promoting cooperation. However, traditional instruments like side
payments can function to boost cooperation more effectively. Additionally, ideas

can serve as focal points, but it does not mean that ideascanstitutive of focal

points. It is not obvious why a particular idea is chosen as the focal point. Instead of
relying upon institutions to cope with collective action problems, the theorist
depends onideas. Neverthkess, as institutions are themselveslleotive action

problems, they offer no real solution to the problems. Therefore, calling upon ideas

cannot solve the problems either. As a result, ideas can merely be significant when
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they constitute auxiliary hypotheses designed to explain disconfirmirigomes. In
addition, social scientists have to reconsider the nexus between ideas and isterest
Just indoingso, one can develop a theory of institutional change that takes ideas as
genuinely transformative (Blyth 2002, pp.-28).

Regarding the ratiosl choiceargument about uncertainty, lack of information and
therefore the need to design institutionBlyth reminds us thatinformational
asymmetries among agents may lead to situations of moral hazadl ciher
agency problems. While Geug981) I y R b Z1880) Krfuinents assume that
agents are aare of what their interests are, Blyth takes our attention thiaey are

not just so sure how to pursue them given the behavior of othéwcordingly
under conditions of uncertainty, information is nthe problem. The main problem

is that agents are not sure as to what their interests actually are at the very
beginning (Blyth 2002, pp. Z8). If interests are¢he representations of beliefs and
desires, and if agents are muddled about their desir&sSty’ | ISy iaQ Ay d SN
to be unstable, toog especially in situations of high uncertainty. In situations of
institutional instability, the conceptualization of interests change strictly (Blyth
2002, p. 30).

According to Blyth, the role of economdeas is the substantial piece of the puzzle
Ideas may or may not mirror the real world; howevtrey areconstructionsthat
LIN2E BARS dal 3Syida 6AGK 020K | WaOASY(dATAOC
economy and polity, and a vision that spedfibow these elements should be

O 2 vy & (i NBah DE¢p. 14). Furthermore assuming thateconomic change
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oftencreatesd Y Y A 3K i A | y& (KaeghO1924JIhen ¢vénan econanic crisis
occurs with uncertain origins economic ideas become even moremarkable,
because they servas simplifying blueprints that dictatagents what ¢ do and
what future to anticipate Some scholars like Jens Beckert think that uncertainty is
the main feature of situations where agents cannot predict the result of asaecti

and cannot assigprobabilities tothe result (Beckert 1996, p. 804urther, Frank

H. Knightnotes that uncertainty is much more a probability distribution problem
(Knight 2012, p. 53)Uncertain situation is different from a situation of risk. In
situations of risk, the distribution of outcome is known with monitoring previous
instances. However, in situations of uncertainty, every single situation is
unprecedented. That is, it is worthless to monitor previous instangesen the
g2NR 27F & ikrglefaintifoy Sduations of uncertainty, because it is impossible
to form a group of instances. Agents cannot predict what possible outcomes are
likely, and therefore what their actual interests are (Blyth 2002, pp33)L

Building upon these basmssumptions, Blyth establishes five particidaguences
about how institutional change occurs. First, ideas decrease uncertainty in periods
of economic crisis. Second, following tbacertainty reduction, ideas gather the
actors around them and make catlere action and coalition building possible.
Third, after coalition building and collective action process, ideas are used as
weapons to struggle over existimgstitutions. Fourth, following the delegitimation

of existing institutions, new ideas act astitutional blueprints. Fifth, having built a

! oKnightian uncertaintyis a conceptto distinguish true unknowns from more quafidible risks The concept
recognizes dundamental degree of ignorance, a limit to knowledge, and an essential unpredictability of future
events.
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new institutional construction, ideas make institutional stability possible (Blyth

2002, pp. 3436).

Contrary torational choice argumelt G A Y RA@GARdzr £ & R2 y20 Ayl
the basisofad hocg)y SNI f AT I GA2y & RA&AGAEE SR FTNRBY N
(Blyth 2002, p. 32). Rather, complex set of ideas enable agents to order and
interfere in the world by aligning agess® 0Sf ASTAX RS&AANBazI |
developing ideas, therefore, agentiecrease uncertainty to a significant level, by
shrinking possible interpretations of the crisis, and hence courses of action.
Therefore, after accepting ideas as having different casual effects in different
periods as part of a sequence of change, oneeguiain both stability and change

(Blyth 2002, p. 35).

Further, Blyth argues that historical institutionalists treat the institutions as

G2y G2t 23A0Fffe& LINA2N) G2 GKS AYRAQGARdZ f &
AYRAGARdzZ £ &Q thtignially Nidgitaied, BlgttSudderlingsytiEatiitimakes

little sense to appeal to individuals as sources of institutional change (Blyth 2002,

pp. 1920). Although historical institutionalism does not neglect ideas, they pay
insufficient attention to analyzip the independent effect of ideas on outcomes and
institutions (Blyth 1997; Campbell 1998; Schmidt 2010).

Correspondingly, Alexander Wendt argues that one needs to consider what is
desired as a sociological construction rather than a material given, becaur
concentration to the schemas and representations via agents determines their
interests and the roles that such schemas denote (Wendt 1999, p. 124). According

G2 2SyRGZI ¢S o6l yld o6KIG ¢S o6l yd o0SOI dza$s
because of any ¥il 4GS LINRPLISNIASa 2F GKS 2062S00 R
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Therefore, although ideas are much more relevant components to gain insight into
institutions, one needs to understand how people construct their ideas. Social
contextshouldbe considered asne of the most significant elements to form ideas

(Blyth 2002, p. 29).

According to Hall, stateentric and statestructural theories are different from each
20KSNY ¢KS T2 NMMBMYND FEMNE Rl @S KBNRY &2 OA €
is state officals are independent from the influence of interest groups and political

LI NIASa o61Fff mMoppoX LI HTcOP® ¢KS tFGGSN
IANRPdzLJAE LRETAGAOIET LI NOHASEAZ YR 20KSNJ I
emphasize that the streture of past stateactivitiesgenerally influences the nature

of the demands of these actors (Hall 1993, p. 276). Following the differentiation of

the theories, he tries to understand the relationship between ideas and
policymaking and to what extent ideaare important in policy changes. According

to Hall, ideas are central to poymaking. Policy makers follgevocedures within a

framework of ideas and standards (Hall 1993, p. 279). Therefore, Hall states that
policy makers act in accordance with poljggradigms. In this regard, he employs

British financial system as an example, emphasizing how Keynesian ideas
O2yaidNHzZOGSR 0KS LINPOSRdAZNB& 2F GKS . NAGAa&
to locate the different sorts of policy change relative to amther.

Hall (1993) conceptualizeghree types of change, namely First, Second, and Third
hNRSNX» CANEBRG FyR {SO2yR 2NRSNJ OKIy3aS | NB
process which adjusts policy without challenging the overall terms of a givasy pol
paradigm. Third order change, however, is keen on mirroring a very different

process that leads to radical changes in the existing structure of policymaking,
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GKAOK A& aa20AF3GSR gAGK | aLI NF¥RAIY aKA
and £cond order changes do not necessarily lead to the third order change. It can
occur quite differentlyHall 1993, p. 280)

First order change is likely to happen in a gradual process. Second order change and

the development of new policy tools may movester in the direction of strategic

action. The third order change, however, refers to a comprehensive alteration in

the system, called paradigm shift. Hall states that if the existing paradigm is
genuinely not be able to deal witlnusualdevelopments, iwill end up with policy

failures that step by step undermine the authority of the existing paradigm and its
protagonists. Hence, the movement from one paradigm to another in third order
OKIy3aS Aa aftA|1Ste G2 Ayg@gz2t @S @tioswith OO dzy dz
new forms of policy, and policy failures that precipitate a shift in the locus of

I dzGK2NARGE 20SNJ LI2ftAOCe YR AYAUALFGS | GAF
(Hall 1993, p. 280) . The third order change will end only when the protagoniats of

new paradigm secure their positions over existing policymaking and are capable of
readjust the organization and standard operating procedures of the policy process

S0 as to institutionalize the new paradigm (Hall 1993, p. 281).

According to constructist & O K 2 &rguiéntQin order to understand and explain

politics of institutional change, it is necessary to develop a better understanding

than that of double movement concept of Karl Polanyi. Although double movement

is still important today, it sepatas the market from society and replas¢he

institutions of social protection with more markebnforming institutions.

However, the political uses of economic ideas and politics of organized business can

be employed to develop a better theoretical understanding. According to
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constructivist schlars, ideas (world views, desires, and purposes) allow agents to
decrease uncertainty, propose a specific solution to a moment of crisis, and
empower agents to resolve the crisis in question. Therefore, new ideas matter in
constructing politicof institutional change .They argue that social scientists have to
reconsider the nexus between ideas and interests. Just in doing so, one can develop
a theory of institutional change that takes ideas as genuinely transformative. When
even an economic crisis occwrgh uncertain origins, economic ideas become even
more remarkable, because they serve as simplifying blueprints that dictate agents
what to do and what to anticipate in the future.

Thus, the third hypothesis of thé¢hesis is as follows:

Uncertainty ideas, and paradigm shift irpolicymaking shape the politics of

institutional change in electricity generation from natural gasTurkey

2.2.3.1 Ideational Forces and Material Interesta Double Movement: The Casd o

Energy Sectoin Turkey

Il OO2NRAY3I (G2 t2flyeéArs aGKS SO2y2Yeé Aasx |
century the dynamics of modern society was governed Woable movementihe

market expanded continuously but this movement was met by a countermovement
checking the expAd A 2y AY RSTFAYAGS RANBOGAZYyaé¢ ot
expansion peaked around 1914, penetrating all components of market, from
individuals to corporations. In the face of this quick spreading first movement,
namely market expansion, a countern@went was in process. This was a reaction

against harmful effects of the conventional production on society edivésion of
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labor, which was created by the markeAccording to Robert Owen, if market
economy was left to evolve with its own laws, it woglgate great and permanent
evils (Polanyi 1944, p. 130Rolanyi in his book titled "Great Transformation”
explains how economy has been transformed "to protect the society from market
forces' in the case of Britain. He criticizes "invisible hand" conceptdam Smith

YR StlFo2NFiSa GKS AYLR2NIIFIYyOS 2F gKIFIdG KS

Since production is an interacting process between human being and nature; a self
regulating mechanism of barter, exchange makes them subject to supply and
demand which means they under the name of labor, and land must be dealt with
as commodities and goods produced for sale (Polanyi 1944, ppl13B0 Polanyi
RA&FINBSE 6AGK YINI al NEQa dzyRSNRGI YRAY 3
material needs. In facthe argues that interests of society as a whole influence
social change. Therefore, the main component is social recognition, which refers to
relation of a class to a society as a whole (Polanyi 1944, p. 153). The
countermovement asserts that leaving humand land to the market would be the
same with annihilating them. The main function of interventionism was the
protection of natural and human resources in the market namely, the factors of
production: labor and land (Polanyi 1944, p. 131). In this sahsefjrst movement

was the principle of economic liberalism, aiming at the establishment of a self
regulating market, relying on the support of the trading classes, and using largely
laissezZfaire and free trade as its methods. The other one was the mimof social
protection aiming at the conservation of man and nature as well as productive
organization, relying on the varying support of those most immediately affected by

the harmful action of the market. The society was protected from harmful effafcts
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the market by protective legislation, restrictive associations, and other instruments

of intervention.

Thus, according to the Polanyi, two movements shaped the social history in the

19th century in the Great Britain. The former was the establishmérdrganizing

principles of economic liberalism, which assumes human being and natural sources

as a part of material source in economic structure. The latter was a counter
movement, trying to protect society against the negative effects of aggressive
capitdism on society. Howevethe rising challenges in double movement could not

be satisfied in the early 20th century leading the rise of alternative ideologies such

as fascism and socialis(Polanyi 1944, p. 132).As a result, one cannot avoid
consideringthe social context of statsociety relations evolving in the historical

process and under contingent conditions for capitalist development, especially in

late industrialized countries such &srkey

. dzEiNJherbook tittedd { G 0S 'y R . dziThrke a A YRYK Ok & 85 NJ
according to liberal and rational scholars, the economy is a system in which societal
determinants in statebusiness relationship lose their importance, because the main
Y2UA QS 2F (GKS S02y 2-6Wng instiretd ohS/YR AAZEA Ridid K S €Y 20
1994, p. 3). However, supporting Blyth,dzE NI  aGlF GSa GKFG GKAaA
not reflected in the autobiographies of Turkish businesspeoplelzE NI 4 a NB &S|
findings on tate-business relationin the case ofTurkey present that Turkish
businesspeople had no expectations about the capitalist development without a

state intervention. Rather than reduced state intervention, they clearly emphasized

their need on tighter relations with government authorities. Hesearch results

highlight thatthere are divergences between Turkish and Western value systems
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and institutional bases of business life. Turkish businesspeople apparently could not
AYOGSNY I EATS GKS oFaAald @l ftdzSa 2F OF LIAGLE £ A
Thus, stag-business relationn Turkeyare particularly important in understanding

the politics of institutional change since 1990s in the light ebeceurring economic

crisis and ongoing liberation process in the econorfplanyi states that it is the

relation d a class to the society as a whole, which maps out its part in the capitalist
development. Business class is seen as one of the societal actors in the capitalist
development. However, it is a we&lhown fact that in all societies where private
enterprisehas significant role, businesspeople have a privileged position relative to
GKS &adradS YR GKS LkRfAOe LINRPOSaa o. dzE NI
institutional change in energy sector through six distinct eras, which are presented

in the nextchapter,is important for this thesis to question the role of ideational

forces and material interests in understanding and explainingngk in state

business relatioparticularly afterthe 2004 Energy Strategy Paper.

To sum up, withirthe framework ofY 2 Kt A Qa (0 & 13X 2NR&f ST 2ANJ  &SiG 2
development, it can be argued that both coheshoapitalist and multclass

fragmented state types are observed during different period3 wike\2 @conomic
development. This means thdurkeyshould have been experiencing a number of
institutional changes, associated with different political coalitidretween state

and businessn economic developmentRational choice scholars argue that the

main drive of institutional change is satterests of the actors in play. However, the

actors are restricted in exerting their séfiterests in full, because predominantly
path-dependent institutional restrictions affect their preferences. Thusegms to

me that not onlyhistorical institutiondist arguments ofinstitutional change but
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also the role ofuncertainty, paradigm shift, anddeational forcesin gradual
institutional changeshould be consideredsplausible factors in understanding and
explaining the politics of institutional change in gddusiness relation in the energy
sector, specifically in electricity generation from natural gascordingly, one
should understand thesocial contextthat constitutes idedtional forces in state
business relatiomnd how theyhaveshaped therajectory of institutonal change in
the energy sectarin the nextchapter,| present thehistorical background in state

businesgelation and specificallythose inelectricitygenerationsectorin Turkey

2.3. Methodology

In general, case stues areused bysocial constructivists to test material and
ideational variables. However, botlatronal choice theorists ancealists rely upon

case study methods to advance their theoretical argumenisterpretive
researchers also employ case studies to emgagpon the power of discourse or

to bold the use of narratives. Indeed, case studies frequently are used to find out
social processes that make us understand and expREiAR in detail. Furthermore,

case studies provide not only -depth description bti also promote to our
understanding of the world around ugamont 2015, pp. 12526) According to
DS2NHS |yR .SyySiiisz aiKS RSGFEAf SR SEI YAY
to develop or test historical explanations that may be generalizablgitkds NJ S @Sy (i a
(George & Bennett 2005, p. 5). That is to say, an intensive study of a single case may
lead to understand and explain a large class of cases. Therefore, thanks to case

studies, one can achievéhe bigger universe of cases with an assumption.
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Moreover, case studies are helpful for creating new hypotheses. Once one conducts
interviews, s/he frequently faces with new primary data that s/he does not expect.
This may result in proposing alternative causal explanatjbamont 2015, pp. 129

130).

There are fivecommoncase selection criteriamostsimilar case comparison, least
similar case comparison, combining cross case and-towercomparison, deviant
cases, and leadikely. In mostsimilar case comparisons, one should find cases as
similar as pssible. However, one independent variable differs in their outcomes. So
that, s/he can show the difference in independent variable that explains the
difference in outcomes. In leasimilar case comparisons, one should ficakes

that are different in alexcept one independent variable and one shared dependent
variable. Therefore, s/he can display shared independent variable explains shared
outcomes. In combining cross case and etree comparisons, one should find a
combination of cross case and compareK SY & ao0STF2NB FyR | Fi
for greater comparison across fewer cases. In deviant cases, one should find
disconformatory cases. These cases do not fit in theoretical expectations. So that,
s/he can generate new hypotheses and uncover newatées (Lamont 2015, pp.
132-135) In the thesis, however, | select leditely case study, which is the most
common strategy for case selection in case study research.-lieglgtcase study is
useful when one faces with a theoretical claim that seemdhéve explanatory
power (Lamont 2015, p. 132 my thesis, since | question the three different views
hypotheses (rational choice, historical institutionalism, and constructivism) in
understanding and explaining the plausible factors of the politicsnstitutional

change in statdoudness relation Theleastlikely case studyesign helps me to
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explore further the influence of ideational and material forces in electricity

generation sector in Turkey, in which we might claim rationalist account for politics
of institutional change given the importance of siiferested market actorg¢firms)

and hgh volume of investment required Also, | employed a single case study

(relationship between the state and the electricity generation sector in Turkey),
since it provides ndepth thick description of process for the given research

guestion (George & Beettt 2005, p. 9).

2.3.1. Data collection and Sample

| conducted 15 interviews with senior officials to collect primary data from nine
firms in electricity genetion sector, four related public institution$[s), and two
non-governmental organizations (NGOSs).

In order to identify my sample of interviewees firastdmpileda list of firms in the
electricity production sector, which was my population of firms in the electricity
production sector (See Append®). Then, | classified the companies according to
energy resource for electricity generatigngenerating electricity from natural gas,
hydro, and renewables. | also divided these companies into two groups: (i) those
entered into the sector before 2001, dr(ii) those entered after 2001 because the
2001 Electricity Market Law is an important benchmark for liberalization of the
energy market and accompanied institutional changes in the electricity s¢ster
Table 2 in Appendix BpBuch classification and grouping allows me to trace the
process in politics of institutional change before and after the major structural

changes introduced with this law in light of the previous distinct eras in the

38



historical trajetory of statebusiness relation(see Chapter 3). Moreover, | consider

ten firms, which were identified ad N2 F NAy 3 Sy Sy i NBLINByY S dzN
YR 5S@St2LIYSyd t I NI alindtdedHesedirmsizpadifically 1 mn =
because all these companies operatacenergy market in addition to their business
activities in other sectors.

According tothe above criteria for classification of firms, there are 15 firms, four

official public institutions, and two NGOs in my sample §se{Table 2below). |

was ableto interview one senior manager in related divisions or departments from

nine companiespne senior representative divo NGOs, anane senior officials of

three public institutions that accounts for a total of 15 interviews for my primary

data collection.

Within the framework of the theoretical background presented in this chapter and

my competing hypothesis | prepared interview questions to understand and

explain the politics of institutional change in electricity sector in the historical

context of state-business relatioriseeAppendix ¢

% Interview dates can be seen in Table 4 in Appendix B.
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Table 2_Sample List of Interviews
* The companies generating electricity from other resources than natural gas (hydro & renewables)

The Firms that The Firms that Four of Public Institutions (PIs) Non-governmental
entered into the | entered intothe | . dz€ NJ ( Organizations
sector BEFORE| sector AFTER | companies (NGOs)
2001 2001
Firm ¥ Firm 7 Firm 12 Ministry of Energy and Natura Electricity
Resources (MENR) Generators
laa2 OAl N
Firm 2 Firm 8 Firm 13 Energy Market Regulatory Electricity
Authority (EMRA) Distributors
Association (ELDER
Firm 3 Firm 9 Firm 14 General Directorate of Energy Traders
Renewable Energy (YEGEN Association (ETD)
Firm 4 Firm 10 Firm 15 Turkish Electricity Trade Ang Petform
Contracting Corporation
0¢9¢! ¥
Firm 5 Firm 11 Turkish Electricity Union of Chambers
Transmission Corporation | of Turkish Engineers
6¢9T! ¥ and Architects
(TMMOB)
Firm 6 Turkish Electricity Distributior|
/ 2NLI2 NI GA2Y
Energy Exchandstanbul
(EXIST)
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CHAPTER 3

HISTORICAL BACKIERID IN STATBUSINESS RELATIEND
INSTITUTIONAL CHANGHUWNRKEY ENERGY SECTOR

Understanding of the economy and the role of the state in economic development
during the foundation of the Turkish Republic waagt essentiallydifferent from
those of Unionist predecessors ithe late Ottoman Empire (Toprak 2003, p. .35)
Thar sharedprinciplesin economic developmenemphasizedthe creation of a
national bourgeoisig¢hat would be complementary tahe leading roleof statein
economic development of the countryThe 1913 Law, in this regard, was
introduced to encouragéndustrialization Besides nationalist characteristics were
prominent, such ashe termination of the concessions given to forempoups(the
Capitulationd) and the nationalization of foreign enterpriseat the early stageof

the Republic economic development of the country walse mainobjective, which
would shape the nationtbuilding efforts The principles that would lead both
economic development and nation building procesere adopted during th& T Y A NJ

Economic Congressn February 171923 More than one thousand delegates of

merchants, industrialists, farmers, and workeametogethero . dzZE NI mé¢dpn ~ LJ
99). Thedelegates in this national economic congrdsslared their commitmento
the establishment of a private enterprise economy. These princigdgsonstrate

% Capitulation is defined athe privileges given to foreignationsin disadvantage of th® 2 dzy (G NBE Q& OA G Al

Starting from 18 century, the Ottoman Empire granted a series of commercial privileges to Western Powers.

In 1569, 1581, 1597, 1614, 167B8718and 1740 the capitulations were renovated and with 1740, capitulation

the French privilege were highly extended and in Istanbul even foreign post offices were opéhegell

1901) With the Sevresreaty, to Greece and Armenia some capitulations were given. Moreover, it was
accepted that, all the foreign ships were equal to the Turkish onas.c@pitulations were abolished with the

Lausanne Treaty.
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that the new Turkish state was capitalist in its form since it recognized private
property rightso Y 2 ce, pd 1@G1 n

The first electric power production iurkeybegan with a 2kwvater mill inTarsus

a province located in the South part dtirkey in 1902 The power generation was
from hydroelectric plant which belonged to a Swiss and Italian corporate group
6 « t 0 y BrIND amidh dgfgatidefty was availablefor the first time in 1910The
Unionists targeted not only creation of a national bourgeoisie, but also the need for
power generation in industrial and economic developmenior to the Republic.
The first license to generate electricitin T & U | Was gixfen to a Hungarian
comLJr Y& VyI ¥8&edilaprAnefareTukeéy@s St Prodididn O A G &
had already begunnder the control oforeign enterprises. Howevethe economic
ideasof the Unionists favored théermination of the concessions givea foreign
interests and the nationalization of foreign enterpris@$e first period in electricity
market of Turkeybegan throughhis tension between the foreign enterprises and
the economic idas of the Unionists One can analyze the changes and
devdopmentsin electricity marketaccording tdive distinct periods in the historical

trajectory ofstate-business relatiom Turkey

3.1 1% Period (19231930)

In order b promote national economic developmeng number of principles
includingtariff protection of domestic industry and tarifxemptions ér imported
inputs were adopted during theT T YNathdal Economic Congress gathered in

February 1923However, thetrade regimeof the Ottoman eréhad tocontinuewith
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no changes in tariffevelsuntil the end of the decade because of tlrade-related
provisions of the Lausanne Treatgned inJuly 1923

Hence, m the 1920spne of the most importanpolicy tool for tradeand for state
revenues ¢ tariff protection ¢ could not be facilitteed. Thegovernment wasn need
of finding new sources of public revenuélhe 1927 Lawabout industry was
implemented in this period. The law was a new version of the 1913 dlmwut
industry. The 1927 Law was providing several tax exemptions, free allocation of land
and buildings for industrial establishments, credit facilities, and provisions for
domestic purchases. Meanwhilstate monopoliesvere the major source of public
revenue in theseyears.But the inheritedforeign debtfrom the Ottoman Empire
was producing significanpressure on the budgetJnder these circumstances, the
expiration of the limiting clauses of the_ausanne Treatyn 1929, the date
determinedin the treaty, were vial for policymakingAfter 1929 the government
was able torelieve the pressure on the public budget and balancepafyments
0. dzENJ wmep@n = LIIP P

Throughout the 1923929 period,the government followed liberal economic
policies that would supportprivate enterprisedevelopment However, financial
resources of private enterprises amdivate capitalaccumulationwere not enough
to build capitatintensivesectors in whiclstate monopoliesvere dominant Dueto
the lackof know-how andspecific provi®nsof Lausannebout foreign enterprises
the early Republicargovernment maintained the existing mogelhich allowed

both foreign and domestic companiés electricity generationThe state granted

4 According to Economic Clausggicle 64, foreign enterprises were under the protection of allied powers:
GLIK@aAOlf LISNa2yasz O2YLIyASa FyR | aa2 OXTuikeyoyoia 2F (GKS
{G1GS 2N GSNNAG2NE dzy RSNJ G4KS LINRPGSOGAZ2Y 2F 2yS 2F (GKS
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privileges to German MAN and AEG, Italian Marelli,gdnian Ganzsome French

and Belgiunctorporations until19300 « t ( I y hNdis petiopylamestic private
capital also entered into the sectar Kayseriand its vicinity Turkish Electricity
Corporation was founded with a concession agreement thassigned on October

11, 1926.

The major goal in energy policy was to meet energy need from domestic resources,
specifically from hard coalNevertheless electric power plants built by foreign
capital used diesel fuel because of its convenience to gesldanransport, and to

set into operation. The electrification ifurkeywas provided with small local plants
and their distribution network. Gross power across the country became 78 MW in

1930¢ that was 33 MW in 1928 « f G Y PNJ My 0 &

3.2. 2" period (19301950)

The 1929 Great Depression created an economic recession not only in the US and
Europe, but also iffurkey A certain change inreconomicpolicy was expected

because of the expiration dpecificclausesabout trade inthe Lausanne TregtIn

fact, the end of the decade wamarked by two developments thatradically

modified the policy environment and statebusiness relation One of these
developmentswasthe world economic crisis. What is maybe morepiontant than

the direct effect of the GreatDepression orfurkeyQ & S O 2 y @siig doubtls &

about neoclassical principles of liberal market economy sucthesbility of sek

regulating marketsand the optimal allocation of resourceé . dz€ NI p.@& dn X LI
100). Moreover, the Second World Waerupted in 1939, and took six years until

1945.1n this politicaly and economially challenging eralurkeyimplemented the
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1942 Wealth Levyhat caused a crisis of confidente®tween the state and the
business During the 1930s and 40ghe governmentfollowed an economic policy
that the economic activity would not be totally left to the market systei@tate
business relationhave beendeveloping in suchan envirooment. No one was
questioning thenecessity of asubstantial degree o$tate interventionsm ¢ . dz€ NJI
1994, p. 100).

Accordinglythe central role of state in econonwasalsoobserved irthe electrigty
market. The authority of power plant installation and operation as well as electric
power generation and distributiowas given to the municipalitiesvith a municipal

law in 1933. In the same year, the Province B@nk f S NJ wadegtdblisiedrto
provide financial support for investments, including sdirts of investments to
supply electricity.All foreign-capital and privileged partnerships in power plant
were nationalized between the years of 1938 and 1944, wkdgserand its vicinity
Turkish Electricity Corporatioremained in the ownership of domestic business
O«f G YPNI mdppy 0 P

Thus, hisera indicateghat although statist policies were in place, the state was not
complekly against the private capitdin order to develop energy resources of the
country, the following public administrations were established in 1935: Mineral
Research and Explorationstitute (to explore coal and oil resourcegtibank(to

set up and operate mining, and to generate energy); Electrical Power Resources
Survey and Development Administration (to search for water resources and electric
generation possibilities)hefirst 5-year Industry Plan (193B937) was brought into
force, but it could not be implemented until 1963. Gross power across the country

became 407 MW in this ternd « £ G | Y PAthevmabdbof the period Turkey
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shifted to the multiparty democracy. Democrat Rg (DP)won the elections in
1950, being successor thew S LJdzo t A OF y Q@& 2d.3tStQa I 2 MINY Y S
was in power for 24 years. Subsequenttwange in thegovernment the economic

policy changed rapidly.

3.3. 3 Period (19561960)

In termsof statebusiness relationthe 1950s began with faiiendly atmosphee. In

July 1950, the¢/ Sgf & Sadl of A aEBR of Tandrieme/andSEyainang
met with a deégation of leadindousinesspersong order to show thatall major
economic decisiong/ould be takenin collaboration with the businessommunity.

The key conclusion of the meetiegnphasized thaany ecommic lawhinderingthe
developmentof private enterprise could be modifiedhanged, or abolishedlhis

was beyond the expectatiaof the businesgpeoplein Turkey The government
seened quite decisive abouthe encouragement of the privateector,but at the
same time, there should have beanstrict budget policy and monetary restraint to
provideeconomic stabilityHowever, the geernment did not put thisonditionality

into practice.Even though the successive DP governments seemed committed to
liberal market policy their efforts did not reflect this. Theyincreased state
intervention into economyto consolidate their powerSomescholars called this
GUKS LI NR2E 2F ¢dzNJAaK fAOSNIfAAYE O. dzE |
In this seni-liberal economic environmentprivileged foreign corporations were
allowed to get into theelectricity market, while domestic private corporations were
alsoencoulaged tooperate in this marketWorld Bank (WB) suggested privileged

partnershipsin electricity sector Nevertheless, thenew corporationswhich were

46



founded for electriggeneration had noforeign-capitalinvolvementthroughout this
0SNY 6«f Gl yHesémew majpprations were Northwest Anatolia
Electrification Inc. (1952% dz] dzQR SIOGNR O Ly Od 049! I wmMppo
(1955),and KepeZlectric Inc. (1956).
In 1953, significant decisions were taken in the First Energy Consultative Congress.
The mostsubstantial onesvere the following

1) Leading decision on building more powerful cbed power plants and
hydroelectric plants, instead of small local dieBedd power plants

2) Leading decision on providing electrification with nationwide interconnected
regional power plants, instead of unconnected citywide power plants

3) Leading decision on establishirigurkish Electricity Administration (TEK), which
would gatler all the authority on electrification.

4) In 1954, Turkish Petroleum Inc. was founded through tieev Oil Law. Mineral
Research and Exploration Institute transferred its petroleum operatichitstate
owned enterprise The Mining Law, the law no 6309 tie same year, was brought
into force. These new legislations were based on liberal market principles that
treated private and state owneaconomic enterprises (SEES) in energy sector
equally in order todevelop energygeneration. For the same purpose,etistate
continuedthe establishment of institutions and organizations, such as Directorate
DSYSNIf F2NJ {4 Sant @R\ AdZ R O/ 2 I2ENIKSakald SNITNIRS
2014).
%2y AdzZ RI | Fodsll &delf Pladiti wRs also established and connected to

T & 0 I with dzf154kVenergy transmission line in this period, which was the

® Northwest Anatolia Electrification Inc. and Aegean Electric Inc. was out of market in 1971. The state seized
4 9 landKepezZlectric lr. in 2003.
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beginning of interconnected systemt dz] dzMBddepezHydroelectric Power
Plants;{ S KI y> { | N lanBther| hjdha#dctyict pPwer plants, and

¢ dzy ce&dsdil Euel Plant were some of power plants that were established in this
period (Kankal, 2014)Gross power across the country became 1272 MW in this
term.

Despite the new regulations providing an equal levélptay for both private
enterprisesand SEEs in the energy sector, the state's significant role was not
diminished. Theshare of public investmenis electricity sectoaugmented from 38

to 50 % towards the end of this term, and the state increased thel lef its control

and surveillance on private enterprises. In 1958, the country egpeed a severe
economic crisis; anthrge number of small and medium sized enterprises (SMES)
went bankrupt. In response tthe deepening political and economic crisibe
government accepted to implement International Monetary Fund (IMF) stabilization
program and signed the first stadmy agreement of Turkey However, the
agreement was never implemented and ongoing political crisis ended with the 1960

military coup.

3.4. 4" Period (19601980)

Throughout the DP led government yeathe government changedirection in
economic policy frequentlyresulting from the absence of a basszonomic

LIKAf 2a2LIKe 0. dzEN)} wmMdbpnZ LIJDd MHPLD LYy al e
over the authority from the DHAn the nexttwo decadesbetween 1960 and 1980

there were three military interventions two failed military coup attempts two

reform cabinets, eight very shaelived coalition governments, several ministerial
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crisis, and escalating terror and violenespecially in the second half of the 1970s
Furthermore, during thee two decades, Turkish econoewperien@d an economic
restructuring through the adaptation of imporsubstitutingindustrialization (1SI)
strategy. ISI confronted serious economic shortcomings, namely, balance of
payments deficits, severe foreign exchange shortages, low growth rates, inflation
unemployment, @ercapitalization, and an inefficient industrial structuButit was

not enough to cope with all these probleniBarkey 1990, pp. 381). ISl is seen as
nationally planned economic development strategy through which ttaescivil

and military expenditues were used to maintain capital accumuiah. S, the
strategic economic interests of nationedpitaists were secured. HowevglSlwas

not successful in a lot of countries across the world, except a couple of Latin
American states (Clarke 1991, pp58 In Turkey the end ofImport Substitution
Industrialization (ISI) yearprivate firmshad a significanpresence inindustrial
sedors, and the big private enterpriseshad achieveda highly sophisticated
organizationalsucture6 . dzZENJ wmMdbpdpnZ LIP mMono

The social position of big business was being formmethis era There were two
developments. First, the cleavage between big business and the rest of the business
community, consisting of SMEs was becoming increasingly clear. Big
businesspeople seemed to give increasing importance to the-tixmy economic
strategy,as opposed to shomun developments affecting their immediate interests.
They were also increasingly voicing their demandstionencein the formation of
public policy. Second, big businesspeople were separating themselvesfifrom

and other businesgroups in the overall business communigyarting with the early

1960s. Indeed prominent businesspeople began individual visits to government
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authorities to articulate their demands. They did this by passimg Chambers.

I 002 NRA Y 3 hé foundaide€ ddthE Tuckidh Industrialists' and Business
LIS2L) SQa ! aa20AFGA2Yy O6¢«{T! 50 AYy MpTm gl
whereby big businesspeople have dissociated themselves from the rest of the
community in an attempt to assume a qugsiblic function in determining the
economic and social orientation of the courdry 6 . dzENJ} wmdppn I LI®P MO H
One of he most substantial featuseof this term was the shift to a planned
economicdevelopment model. The State Planning Institution was established
September 1960 The state led economic development process b§g-year
development plans in enixed economy.Thus the state for the first time assessed

the energy needs and developedodels for predicting future energy demarna

Turkey Ministry of Energynd Natural ResourcSIENR)and TEKwas established

in 1963 & 1970, respectively under the scope of first and seconeab
development plan.The dominant share of SEEs alectricity production in the

electricity market continued TEK becamehe privileged monopoly to generate,

transmit, distribute, and market electricity « £ 0 F Y PNJ My 0 @

In the aftermath of the ISI strategy and the TEK,Lthe role of statedbecame more

assertive in shaping the investmenis the energy sector, including electricity
gereration and distribution.Nevertheless, the privileged partnerships that were
Sadloft AaKSR SIFNIASNI &SI NE O2Mbrigdvef,dg8R G KSA
OPEC OQil Crisis and 1979 Oil Shock deeply affected Turkish economy. The excessive
increase inTurkeya S E G SNJ | fdemBrStiatéd tiee daNderahjfity of the

economy in balancing its chronic trade deficit. In an attempt to increase domestic

®The TEK law, Law no. 1312 11.09.1982
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energy supply resourcesnd to decrease share of imported fossil fuels in power
generation the country shifted to lowcost open cast mining to generate electricity.
In 1973, the state buit ¥ & A Y FoésidFuel Bawsf Plant, which ha®44 MW
power generation capacity.Similarly, the state increased its investment also in
hydro-power bagd electricity generation capacity. For examplie tfirst four
turbine of 1336MW KebanDam on Euphrates river and its hgeélectric power
plant wasestablished (Kankal, 2014).

Thestate-led plannedeconomicdevelopment policy waabolishedby the ecmomic
stability programin 198Q which isknown asé24 JanuaryDecisions After two years

of military rule and interim government between 1980 and 1983, the Motherland
Party won the elections in 1983; and liberalization of economy has started under

Turgutnealled government.

3.5. 5 Period (19862001)

Turkey @&conomic integrationprocess with international markets accelerated

through unfolding institutional changes in the aftermathd n~ WI y dzt N2 5 S O.
and 6 KS wmMdpyn aAftAldlNEB |/ 2Fdm 1680 deSmitts, then mn =
governments started to follow liberal policies in public investments, including
electricitysector ( Pt YI T g ! a f Differantigoverimensibitiated spiied

legal arrangements tolal NI O G KS LINAOGIF S Ay@gSaiz2Na O

p. 1345).Despite Turkey2 achieved economigrowth rates trade deficits, high

external debts and balance of payments crises became chronic. In order to cope

"The second fouturbine was opened in 1981.
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with these problemsthe governmentcommenceda comprehensive stabilization
and liberalization program in January 1980y A 6 M py £ LI® n dy
The programwas not merely a shortterm stabilization but also a newconomic
development model. There were four magoalsof the 1980 program(i) reducing

the state role in the economy and allowing apgon of the freemarket rules;(ii)
opening the economy to international competition, i.e., trade and financial
liberalization and then reducing the balance of payments deficits by encouraging
exportsand foreign direct investments(iii) realizing economic growth witexport

led development model; and (i\decreasing inflation by following tight monetary
and fiscal policied Y SLISY S| 9 T, SWENNN] HHuMMIM

The programproposedthat exportled modelcould bring about economic growth,
but there wereno measures to improve industrial cost structure antb generate
domesttc production increases to exporRather the programsuggested thatight
monetary and fiscal policiesould educe domestic demand and therefore could
achievesupply surplus to exporin addition,severalmeasuredike tax exemptions
and credit with low interestwere introduced in order to increase exports
Therefore,the expectation wageduction inthe balanceof payments deficitdy
increasing exports, which would also bo@stonomic growthIn order to succeed

in, the government took the following measures starting frafanuary 24, 1980
decision cutbacks on public expenditures, improving tax system, tight control of
money supply and credit, removing most subsidies and price controls on state

enterprises, limiting wage increases, removing restrigioon interest rates,

® The trade liberalization was realized in the beginning of 1980s and then the capitalra was liberalized in
1989.
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devaluationof the Turkishlira and flexible exchange rategrivatization ofstate
enterprisesd mI { PONI1B4AHH nnp = LIP

The 1980 program was designeh line with monetary approach and mostly
focused onthe demandside measures.The programdid not take effective
measures to immve productivity of public expenditures and efficiency of tax
system Hence, there was no sufficiedecreasdan public expendituresnd increase

in tax revenues Budget deficits, external debts, inflation and unemployment
reached high levelwhile economic growth rates deemsed significantly in late

1980s Thus,Turkeyencountereda series of financial and economic crises in 1994,

1999, 2000 and 200duccessivelfmy A 6 M pdDy Y SLI®Yy Shog. . Sy G4 NNJ

In the 1980s, public sector investmentiecreased, and the share of imported
resources in meeting energy demand increased. The hard coal production was
GFr1Sy FTNRBY ¢9YQa OKIFINHS® LYy mMpyoX ySs
encourage the petroleum exploration. In 1984, the monopolyarfkish Electricity
Administrationcame to an end by a law and the privatization in electricity sector as

Sttt a Ay 20KSN) aSOG2NB aildl NISR ¢AGK

Natural gas became prominent ifurkeyda Sy SNH& YA the wodd 6 St f

demand for energy. In fact, by 2008 the natural gas share accounted for4 ®f

the electricity generation, which was the highest raeer observedn Turkey(see
Figure 1)

Meanwhile, eergygenerationled by public investments continued ih980s Until
1993, TEK dominated all generation, transmission and distribution part of Turkish

electricity sector before unbundled wvseparate state institutions iaccordance

°In 1981,managed floating exchange rate system replaced with fixed system and in 1989, the government
liberalized the capital account and made domestic currency convertible.
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with deregulation and liberalization policies. In 1993, upon the decisiorooh¢il

of MinistersTurkish National AssemBfjenacted a law proposing TEK privatization

that divided TEK into two public companies namely Turkish Electricity Generation
YR ¢NIyaYvYAaarzy /[/2YLIlye 6¢95! 0 | yR ¢dz
6¢9! 0 Ly GKS &l YS @S| evacteditds ®dnsdidafe & NB y (i
liberation and privatiation of the electricity marketin 1997, the Build Operate (BO)

model to facilitate further involvement of private sector in electricity generation has
introduced by a new law. However, the Constitutiot@burtand 5 | y P toak| &

several decisions, in 1994 and 1995, which made privatization in the energy sector
GSNE | NRdz2dza 69NR2ERdz HnnTtx LI dpypT mi]P
Under the scope of new economic modekistingpublic enterprises anghower

plants were transferredto private sector byemployingdistinct methods such as

WWYE NI YyaFSNI 2T (TGOR)OQRT dzZA 2 R WAIS KDL & Sa .¢cod fyRa F S
h LIS NI (i SindéSalb of Préper@ @S G Ay HAmhEPOMI bnlfinpI L
However, althoughthere were typical TOOR, BOT, and BO contracts between the

LINA @GS AYAGALF GA @S15839 lysalR, these !contradtsiifailed $ol a 0 ¥
guarantee a structure for the aimed competition in the market (Atilyas & Dutz 2005,

p. 191).Indeed, even thouglhe newly establishegbrivate sectorin energy market
eventuallygained power state-owned enterprisegemained to havea substantial

portion of assets in electripower sectorin Turkey Because of the increasing

energy need andconsumptionrates the government had to bringn foreign

investments with B@QndBOTY2 RSt a o, Pt YIT g ! aftdz Hanntz2

5

The Cabinet Decreo. 93/4789 15.09.1993
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Electricity Generation And Shares (%)
By Energy Resources, TURKEY
(2018)
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FIGURR: Electricity Generation and Shares by Energy Resources J200fkey.
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3.6. The puzzle for my research question

In light of the developments in thifth era (19862001), the institutional changes
after the 2001 economic crisis account for a puzzle that induced my research
further. Although one of the main reasons of privatization in electricity sector,
indicated in the 2004 Energy Strategy Paper (ES&gcigsrity of supply,TurkeyQ a
interdependence between natural gas and electricity markets has substantially
increased. In 2004, the share of natural gas in generating electricity was 41.3 per
cent. However, it peaked with 49.7 per cant2008and slightlydecreased to 47.9

per cent in2014. Even today, the share of natural gas in getiregaelectricity is
more than 35 per cenfsee Figure 1), while ¢dan exceed!5 per centduring high
demand times in winter months

I 002 NRA Yy ahdhiedzi45S h#rddépéndéncyon natural gas for electricity
generationmaytrigger a substantialelectricity crisissimilar tothe one happenedn
Californiain late 19908 6 4 SG Ay 9 h € dzl . Californian Selectrilty oy ¢ p (
generation, transmission and distribution operations were organizsdthree
privall S Y2y 2LRR{ ASa P ides éoSts, @nd dehdteydhliGatiofs were
mainly regulated by the California Publitilities CommissionCPUC), which is an
independent state regulatory agencfince early 1990s, energy prices were 50
percent higher in California thaanywhereelse in the country. That is why, in order

to decrease the prices, the sectors in need of high rate of electityposed
reforms and transition arrangement in electricity generation, transmission, and

distribution sectors in California. Afteseveral years of discussionghe CPUC

1n 1999, almost half of electricity generatitnad been provided from natural gas in California and a sharp increase in rgasral
prices resulted in higheglectricity prices
2 pasific Gas and Electricity (PG&E), Southern California Edison (SCE), and San Diego Gas & Electric Company (SDG&E)
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enacted AB 1890 a restructuring law. The law basically opened the electricity
industry to competition, and deregulated the sector. At the very beginning of the
deregulation in California, the system worked well. However, after for a wirs,

in order to keep the electricity prices higtihe sector companies became reluctant

to build new power plants in spite of the high demand projections. Second, a severe
drought cut the amount of hydropower generation. Third, the power suppliers
outside were not able to supply sufficient power to the state. Last,almeost 60

per centelectricity generation of California wadependent on natural gaBecause

of all the reasons above, natural gasnd therefore electricity market prices
skyrocketed Joskow 2001, p 365-366; 372375).

While there are significant differences between Turkey and California in terms of
political structure of the market, the dependenoca a major energy supply source,
which has the highest share in electricity producti@NB I 4§ S& 'y Wdzyy SOS
and uncertanty of supply. Moreover, the Turkish electricity market is exposed to
the irregularity in natural gas supply. As observed in early 2006, an interruption in
gas supply is a real possibility. In such a case, the government would cut the gas of
industrial uers, coegenerators and power plants. In the case of a more serious
AK2NIF3IST 'y StSOGNRKROKEG@ OpBISTH Eherefodie, A Y SOA
such a dependenogxposesonsiderableaisk and uncertainty of suppfpr Turkey a
energy security (lgk 2017 p. 40§. Moreover, Turkey gelatively high dependere

on importednatural gas supply coulesult incuts for unforeseen reasongind the
electricity market may encounter possible crisignilar to thoseexperienced in
Hnnc | YR HnAnAT2009 4.8858.yThus, eébpkediie new institutions

introduced ino the energy market after the 2001 economic crigisrsistently high
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share of natural gasin electricity generationis puzzling and requires further
investigaion of statebusiness relatio in the context of politics of institutional
change in electricity market.

During the period 198017, electricity production reached 73,665 MW and
installed capacity reached 78.246 MW. Natural gas consumption has been the
fastest growing primary energgource inTurkey ¢ KS  O2 dafuiaNga® &
consumption has started with 0.5 bcm (billion cubic meters) in 1987 and rapidly
reached 16 bcman increase of310 per cent between 1987 and 2001 Gas
consumption is expected to reach 82 bcm in 20Z0rkey has several projects
Fo2dzi yI GdzN¥tf 3IFa dzal 3Ss yR AdGa GNIFyaLkR
The distinct eras between 1923 and 2001 presented in this chdpgdilight that
energy policies ofTurkey have changedmany timesand showed contradictions
from time to time.In the early yearfard coal as a national resource had a major
role in energy production, then petroleum, an imported resource, came to the fore.
Petroleum crises experienced between 1973 and 1979 brought about the
perception of the importance of national energy sourceberEfore, lignite(the
largest reserve irfurkefdd@ R2YSAGAO T2 & dacamesSpfiGayle NEB 3
resource. After 1990sTurkeyrelied on imported energy resources agand since

then natural gas has had increasing proportion in energy production.

Natural gas (NG) is an extremely important source of energynitigate climate
change problemss it reduceggreenhouse ga§GHG)emissionsthus, hasa great
advantage over the use of other fossil fuels. In the 1970s and 1889shoices for
most electriity generators were large coal or nuclear power plants. Due to

environmental, economical, and technological changes, NG has become the fuel of
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choice forelectricity generation.While coal remains the dominant fuel for power
plants around the world, in remt years, natural gas udeas beenincreasingin
power generation in many countries despftectuatingcosts.

NG fired electricity generation is expected to increase dirally over the next 25
years.Gasfired generation was38 per centin 2015 but it is expected that this
value will be slightly overdO per centin 2035 (NGSA 2018)Global electricity
generdion also consists atoal {7 %), nuclearX7 %), and renewable and hydrdg

%) as of2015 gee Figure 2)The data show thalNG has akey role in balancing
among nuclear coal and renewable energy. In other words, M@onsidered as
important in the transition of energy sector from fossil dependency and high CO2

emission to cleaner electricity production.

D[ h. ! [ 9[ 9/ ¢wP/ PC , TURKEY'S ELECTRICITY GENERATION BY
SOURCE (2015) SOURCE (2017)
m coal mgasmnuclear m renewables & hydrom other sources Mcoal Mgas Mnuclear Mrenewables &hydro  Wother sources

0%

FIGURE:ZGlobal Electricity Generation and Shares by EneRggources (2018 ¢ dzNJ SeQa 9t SOGNR OAGe D
Energy Resources (2017)
Sourceinternational Energy Agency, 201% MENR Electricity, 2017
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w2dzZaKf & nwm 22 pravell nalukalSgasaesdilesRatedocated in the Middle
9Fad FYR 9dzNY aAl ® wdzaiAl s LNryzZ FyR viIi
reserves. Russia is the largest exporter of NG in the world and Qatar has become
iKS 62NI RQa f SI RA ysBeT4ble B be® TiasNdiverdificatioi H nmT
of gas resources for gas importing countries, particularly for those who have
relatively higher share of gas in electricity production, remains to be a challenge.
Turkey is especially dependent on one country, Ru$siaimporting natural gas,

GKAOK Kl & OFdzzaSR ¢dz2NJ Seé G2 6S G NRa|l Ay
2015, pp. 573&75; Ipek 2017 p. 175). In short, such a vital sector for not only
development but also national security requires further irtigegtion of state

business relatiomnd politics of institutional change in electricity production.

Table 3: Producers, net exporters, and net importers of natural gas, 2016
Source: IEA Key World Energy Statistics 2017 (2016 Provisional Data_Net exports and net
imports include pipeline gas and LNG)

% of
Producers o T:;f Net exporters bem Net importers bem
Russian Federation 2051 |Japan 116
United States 749 27 Qatar 17| | Germany 79
RussanFederation| 844 ) T8 | fyoray 15| |People'sRep. ofChina | 69
7 [+7
Islamic Rep. of Iran 180 5.3 Canada i Haly 65
Canada R 44 Algeria 54| | Turkey 46
Chatar 165 e Turkmenistan 53| |Korea 44
Peoole’s Reo. of China 137 18 Australia 4 Mexico 3
Norway 121 3 [ndonesia 3| |Francs 43
1Y)
Algeria 21 B | yalaysia 24| | uUnited Kingdom 38
— &
Zaudi Arabia a0 25 Nigeria 7 Spain %
Australia &6 24
Others 142 | |Others 286
Rest of the workd 1163 323
Total BE9 | | Total 1)
World 3613 | 1000
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CHAPTER 4
THE ROLE @INCERTAINTY, IDEAS, AND PARADIGM SHIFT IN
POLITICS OF INSTINAL CHANGE BNECTRICITY PRODUCTION

(2001-2017)

4.1. Major Institutional Changeand Structural Constraintéh Domestic Electricity

Market:

4.1.1.The2001Law on Electricity Market (The Law No. 4628)d The 2004

Strategy PapefReform in Electricity Sector and Privatization Strategy Paper)

In 2001, one of the most significant efforts to liberalize Turkish electricity market

was made when Electricity Market Law (EML) came into farG&e law divided the

Turkish Electricity Gemdl G A2y ¢NI yaYAaaairzy [/ 2YLIl yeQa

9 «! 603aSYSNIGA2Yy 00X ¢9¢! 0pK2ftSalrtsS GN
(transmission and market operator). The government also established a new
dndependent energy market regulating authority (EMIRin 2001 (TOG 2001).

Until the early 2000s, Turkish privatization process was relatively unsuccessful.
However, privatization procespeeded up following the relatdeégislative changes

that the privatizationrevenues a8 { @ N2 O1 SGSR | FGSNIJ vnnn 0. d:
March 2004, the Higher Planning Council published the Strategy Paper concerning
Electricity Market Reform and PrivatizatibhThe paper concentrated on the
significance of domestic capital investments in the electricity secod gave

authority over investment issues tMENRand the State Planning Organization

¥ TheLaw No. 4628 alv onElectricity Market20.02.2001
“The Higher Planning CounbiécisionNo. 2004/3_17.3.2004

61



(Higher Planning Couh@004).Theelectricity marketwas dividedinto 21 regions

where private companies would operate with increasing share, and the government

1 SLIi cashtbentedprset KS | AIKSNI t € FyyAy3a [ 2dzy OAf

therefore, wasone of the most significant decisiofi@r electricity sector inTurkey

The title of the paper is6a WSTF2NY Ay 9f SOGNROAGeE { SO0

Paperb Asthe title suggestedhe HOK SNJ t f | Y Y A Y 3 dethdefordstt Q a
framework for electricity sector andintroduced a rew privatization strategy.
According to thepaper, the main purpose was to provide enough, qualified,
sustained, and affordable electricity to the consumér. order to achieve such
policy goalsTurkeywould continueliberalization ofthe energysector under the
scope ofTurkeya I OO0OS&aaA 2 FUmeiierénpa a (2 GKS

After the release of th004 Strategy Papethe private sectoownershipswiftly
replaced the public asse in eletricity generation (See Figure 3 belpwhus,state
electricity generation and distribution assets were privatizedhe next few years
The mainexpectedbenefits of the reform were (i) decreasing electricity generation
and distributioncosts with usinghe relatedassets efficiently, (i) providing sedyr

of supply, (iii) preventing techecal losses and electricity dkages in distribution
network, (iv) laying renewal and developmehtirden only on private sectognd

(v) gaining favor for the consumer, with providing a fair competition between the

companies in the sector (Higher Planning Council 2004).
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Distribution of Electricity Generation by Public & Private Sectors, Tiirkiye (2018)
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FIGURE:Distribution of Electricity Generation by Public & Private Sectors (20T8ykey
Source:MENR(Document for Energy & Natural Resources Look of Worldi&key Department ofStrategy Development)
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Accordindy, the privatization of electricity generatiomssets woulde realizedafter

the privatization of mostof the distribution assetsand starting upthe Market
Management System(MMS) Also, all public institutions including the State

| 8RNI dzZf AO 22N] & o65{T0 BSNB (G2 UGNI¥yaFSNI i
DSYSNY GA2Y [ 2 YL} ydavnedeandmicvehterpiisé 8 eldctricityi S
generation. A free marketwas to be created which would depend on bilateral
agreements between vendors andonsumersand would be integrated by a
stabilization and reconciliation mechaniSh§The 2004 Strategy PapeHence the

paper was a cornerstone forestructuring Turkish electricity sector. It waa
complementary act fothe privatization and liberalization procetisat started with

BOT, BO, TOQRntractsin the mid-1990s. The paper was explaining the shift, step

by step,towards creation of diberal market strature in electricity generation and
distribution.

In 2005, TurkeyQd Y dzY6 SNJ 2y S AYRAzZAOGNARIE FANY | yF
O2YLI yes ¢«tw! I gl & LINApdvatizdtionSfRldetridity H Ny
distribution networks and electricityproduction began, respectively. The stafe a

share in power generation capacity decreased from almost 47 to 37 per cent from

2004 to 2017, while the private sector share in electricity production increased from

nearly 58 to 83 per cent in the same peri@@e Figure 3 Moreover, all the 21

distribution companies in the electricity sector were privatized in 2013, which
AYONBIFaSR (KS LINAGIGS aSOG2N) aKIFNB Ay Sf

2010,pp.30bnpx . dzEN} HAMNDZ LD MOHU®P

*|n order to reach this goal, The Market Financial Settlement Center (PMUM) was established. TOG No.
25632 03.11.2004
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412.Restrudi dzNA y 3 2 F ¢ dZNk Soadiianaligy Of 2MADarigand

¢ dzNJ| Aéessin Proceds the EU

Turkeywas struggling with successive financial and economic crises in 1990s and
early 2000s (199 1999, 2000 and 2001 crise®ne of the key solutionsonsidered

was toNB RdzO S didi ihtén@®idn and to use state apparatus merelg a
regulatory powerunder the influence of emerging ndiberal ideas in international

and domestic policy circlg®©nis& Sense=2009 p. §. Therefore, the bureauctsa

and technocrats of ministries infurkey were working on privatization and
liberalization processes. Electricity sector was no excepfitius the 2001 crisis
merelyaccelerated the process which bureaucratic agencies had besiacussing
liberalizationin energy sector already by themn 2001, Turkeyhad to appy to
lender of last resort, the IMRo geta loan in order to balance its payment$MF
acceptedi K S ¢ dzNJ A a Kdedshdbdet ¥ Bah inQhe amount 023.7
billion dollrs in return for some policy changesghich are known as conditionality

of structural adjustment programs of the IMFEréel 2009, p. 37).The
conditionalities of the loan progranncluded privatization and liberalization in
electricity sector.

Turkey also became a member of Customnldn in December 1995 and the
European Union (EU) accepted Turkish official candidacy in Helsinki summit in 1999.
Therefore, Turkey already accepted the EU membershgccession process.
According to the Energy Chapt@included inTurkey\d y S32 G AL A2y & G2

acquis for accessionTurkey had to establish the internal energy market by

) K LIG SNJ wmp olicy dbjectivBsyirIdtE the improvement of competitiveness, security of energy supplies and
the protection of the environment. The energy acquis consists of rules and policies, notably regarding competition and
state aids (including in the coal sectorhpetinternal energy market (opening up of the electricity and gas markets,
promotion of renewable energy sources), energy efficiency, nuclear energy and nuclear safety and radiation prbtection
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G2LISYAYy 3 dzlJ 2F GKS St SOGNARAOAGE FyR 3t

1%

a

a2dz2NOSaé¢ o/ KILWSNE 27T tidéciled kolpeid @nin@ernat dzNJ A

electricity market within the framework of dzNJ S€ Qa I R2 Igigis2 y ( 2

410® ¢dzNJ] SeQa LYyONBFaAy3a 9ySNHE 5SYI YR

[j

In the meantime,Turkeypa 2Af |yR 3IFa AYLER2NIAa 6SNB

legislation built up the legal grounds for privatization, and split up vertically

Ay (i S3NI § ®dstate wahtrolled gas pipeline and gdistribution mmpany,

.he¢! Qa Yzyz2LRte KlFa y28 tAYAGSR LINAGL G

cites, buti KS O2Y LI yASa KIR (G2 06dz22 GKSAN 3l a

imports became substantially crucial fourkeya Sy SNH& aSOdzNA (&
electricity disruption. The share of gas supplies in electricity production was

considerably high, wbh was increasing steadily anehching 47, 9 perent in 2014

(see Figure 1). In 2017, according to the MENR official website, the share of natural
gas in éectricity generation mix was more than 25 per cent while coal 2

renewables & hydro 43nd otherresources per cent(see Figure 3)

4.2. Politics of Institutional Change in Electricity Markietthe Cortext of State
Business Relation

4.2.1 Self Interests of Actors and Gradual Change in Politics of Institutional Change
The seltintereds of private sector in electricity generation and new enthusiastic
entrepreneurswilling to enter to the energy markes one factor to question in line

with the rational choice theories to explain institutional change after the 2001
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economic crisis.The compaies having BOT, BO, TOOR, and autoprodlicer
contracts and the companies who intended to invest in the seesskedto the

government to shift toa new institutional structure. For example Firm#2'® stated

that d LINKA @ §S aSO02N) O2YLI yASa RAR y2i Lz
rules of the new structure, but they definitely met with related officials to support

'y R | OO0St SNI Rird#l, 455, andig? 48 spacifiedhat at that time

private @mpany executives set personal meetings with government authorities to

speed up theelectricity market liberalizatioprocess. NG@1?? and #2* indicate

that the private companies in the sector had a considerable effect on the
government and they supported thiberalizationprocess. P#4** confirmed that

GOGKS LINARGIFGS O2YLIyASa 3ISYSNIidAy3a St SOGN
and autoprodicer contracts supported the process, because they had already

f SFNYSR (KS o0dzaAySaar IyR KIFIR aSSy K2g¢ LI
All Pls, Firms, and NGOs agree tlathough the private sector supported the

process they could not exert full influenceuding the legislative change§hey

were not the main impetus of privatization and liberalization processedectricity

market after 2001 and 2004.When | consider the historical backgmd of state

business relationin TurkeyQ & LJ2 £ A (i A Qurkéycab Be2défhedawith the
characteristics of a cohesivecapitalist state given its pragmatic capitalist

RSOSt2LIYSyd adNIdS3e G2 O2 diduddldioadne G2 LI

" Some companies gained the right to generate its own electricity need with autoproducer coritrabes mic1990s
tKSaS O2YLIyASa FNB OFffSR @l dzi 2 LINE RdzOS N&

8 Firm #2,a senior manager interviewed aluly 12, 2018, in Ankara

Y Firm #4,a senior managenterviewed onJuly 13, 2018, in Ankara

*°Firm #5. senior manager interviewed qluly 16, 2018, in Ankara

L Firm #8.a senior manager interviewed qluly 27, 2018, in Ankara

NGO #1a senior representative interviewed auly 12, 2018, in Ankara

2 NGO#2,a senior representative interviewed auly 13, 2018, in Ankara

4P| #4, a senior officer interviewed on July 16, 2018, in Ankara

67



2004 Strategy Papeatescribed the policy actions to be taken sailthe state can
transfer its rights in electricity production and distributitmthe private sectorThe
main goaldn the 2004 Strategy Papeare laying renewal and development burden
only on private sector, providing security of supply, anolvpling afair competition
between the companies in the sectofherefore, the state desired to maintaits
economicand therefore national sovereigntyf-urthermore, in the paper, the state
articulated itsoverall goato continue to liberalize the sector under the scope of the
EUaccessiomrocess.

The other goals of the paper were decreasing electricity generation and distribution
costs by efficient use ofrelated assets andpreventing technical losses and
electricity leakages in distribution network The state aimed at decreasing the
electricity costs tolegitimize the institutional shift from public management to
LINA @I 0S aSO0i2NNa Aygd2f @SYSy (i stayedtd KeS St SC
perceived as a private good with strong public good characteridtiosther words,
gainingpolitical supportfrom the public has always been a concern in politics of
institutional changein TurkeyQ & S O 2lglélogmedt,which is one of the main
characterstics of multiclass fragmented statedn fact, some PI officials, firm
managers, and one NGO representative (B? #827°, #4; Firm #1', #3% NGO #2)
highlighted that the state by itself cannot meatl needs in all sectors, including
education, health, social security, and ener@yerefore, it needs to ally with
private companies. In this regard, energy sector by nature provides proper

conditions for this allianceln Turkey, public authority seemsto be based on a

2P| #1, a senior officer interviewed on July 9, 2018, in Ankara

6p| #2, a senior officer interviewed on July 10, 201 &yrikara

" Firm #1, a senior manager interviewed on July 11, 2018, in Ankara

8 Firm #3, a senior manager interviewed on July 12, 2018, in Ankara
NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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broader class alliancas evinced in the liberalization process of the electricity
market Thus Turkeycan be considered more asfeagmentedmulticlass state
since the economic developmergoals are not narrowly focused or effectively
defined as those igohesivecapitalist stategKohli 2004, p. 11).

According to rational choice arguments, thestitutional change is grocess that
dependsmostly on the selfinterests of actors. However, the institutional change
process in the early 2000s imurkey cannot be solely explained by the self
interests of companies and politicians. First of dllis hard to detectthe selt
interests of politiciansdrom the data | collectedFurthermore, although private
sector supportedully the process, they were not the madriving force behindhe
privatization and liberalization processes in the sector after 2001 and Z00#4ey
had been struggling with successive financial and economic crises in 1990s and early
2000s. The overwhelmg balance of payment problemand economic recession
urged Turkeyto get IMF loan. Theonditionalities in the agreed IMprogram
required a series of policyeforms, including privatization and liberalization in
electricity productionand distributionsectors. This was also one of the conditions
adopting the EU acquis fofurkey&d | OOS & & A Fherefare?2 exag&nbus 9 | @
factorswere quiteimportant inthe institutionalchanges byransferring electricity
production and distribution ownership to pate sector.Thus,| argue thatthe
rational choiceexplanationis insufficient tounderstand and explain the politics of
institutional change in the energy sector.

Within this frameworE & 3 NJ Rdzl f ing@émt ghdlo§enousl seidrcés of
instability argued in the historicalnstitutionalism literature is important Briefly,

they argue that endogenous mechanisms of change are more influential than
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exogenous oneslhis argument seems &xplainthe institutional change process in
electricity sector inTurkey Although the exogenous shock of the 2001 crisis had
contributed tothe restructuringtaken under the influence dhe IMFprogramand

the EUaccession procesgrivatization and liberalization in electricity production
and distribution sectors had already started asan endogenous process. The
governments and public institutions had been debating and working on reforming
the economy and the public sectoNecliberal ideas have been promoted in
different policy circles to remove the state intervemti and to use state apparatus
as a regulatory power. For example, PI¥#2%!, and #4 and Firm #4stated that

the bureaucrats and technocrats of the related ministries were already working on
privatization and liberalization process before the econonaigsis and the
consequent restructuring program. The bureaucrats and gbéticians werequite
aware of technicaincapabilityto meet the projected demand in electricity sector at
that time.

According to historicalinstitutionalists there are four different categories of
ANF Rdzl £ OKIFy3ISY GRA&LI I OSYSy i Bee Cliaptéré S NRA y
2.2.2 Historical Institutionalismp. 25 Displacement means the removal of old
institutional rules and the replacement of the new ones. Layerigfgrs to the
introduction of new regulations without displacing the old on€ke 2001 Electricity
Market Lawreplacedthe old institutional ruleswith new ones and removedthe
stateQ gnonopoly in electricity sector. This development waslear displacement.
However the 2004 Higher Planning Council Decision, éseablishment ofMarket

Financial Settlement Centar 2004, the 2011 Decree Law 64®e 2012Law 6353

¥ p| #1, a senior officer interviewexh July 9, 2018, in Ankara
%1 p| #2, a senior officer interviewed on July 10, 2018, in Ankara
% Firm #4, a senior manager interviewed on July 13, 2018, in Ankara
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Related to Making Amendmentand the 2018 Regulation for Electricity Market
Capaity Mechanismdemonstrates that the state introduced new regulations
without displacing the old onas these specific legislativdomainsof the electricity
sector. Thereforethesefindings evince thatlisplacementype in gradual change of
institutionshas beerreplaced with layeringype starting from 2004

Historical institutionalist scholarsintroduced the gradual change argumertio
provide an explanation for why specific types of chage prone to occurring in
particular political contexts and in institutions with specific featu(8ge Chapter
2.2.2 Historical Institutionalism, pp. 26). They argue that while both
displacement and layering include the introduction of new formal fetions, it is

the presence or absence of veto possibilities that determines which one happens.
Accordindy, if there are actors in existing institutions having strong veto power,
they are more likely to withstand displacement, leading to layeringhe case of
Turkey,veto payerswere the Constitutional Court an@ouncil of State5( y P)o U | &
which took several decisions against the privatization and liberalization electricity
sector in the midl990s (Erdogdu 2007) However, he state neutralized the
involvement of Constitutional Court and5 I y P, dwith- the legislative changes
issued in the2001 Electricity Market Lawvhichwas a displacemenh the gradual
change of institutions in the electricity marketlence in the absence ofveto
powers in thesector, the state hamoved through graduahstitutional change with

layeringsince 2004
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4.2.2.Constructivism andPolitics of Institutional Change

4.2.2.1 Uncertainty, Ideas, and Paradigm Shift in Eledyi&ector in Turkey

According toconstructivist scholars, exogenous material changash as the 2001
economic crisis and subsequent restructuring programs in Tusgsimomy can
help explaiing why a particular institutional order becomes unstabBut they do

not explain how the new omodified order becomes existentike historical
institutionalists, hey argue thatd @ile the destabilizabn of existing institutions
may be exogenously driven, moving from such a position to a new stable
institutional order must e seen as alS Yy R2 3 Sy 2 dzyBlytIRED) $.a8% ¢
Constuctivism agues thatideas are the key element in institutional change.

Ideas produce institutions by enabling agents to overcome collective action
problems.Also, economic ideas let agents decrease uncenaiptopose a specific
solution to a moment of crisis, and empower agents to resolve the crisis in question,
by constructing new institutions in accordance with these new ideas (Blyth 2002, p.
11). Complex set of ideas enable agents to order and interfaréhe world by
FfA3IyAy3a |3SyiaQ oStASTasx RSaANBasz I|yR
agents decrease uncertainty to a significant level, rbgucing the number of
possible interpretations of the crisis, and hence courses of action.

According taconstructivistscholars, wéave to reconsider the nexus between ideas
and interests.When an economic crisis occurs with uncertain origins, economic
ideas become even more remarkabBecauseideasserve as simplifying blueprints
that tell agents what to do and what future to anticipat€hus, Blyth (2002) argues
that only after accepting ideas as having different casual effects in different periods

as part of a sequence of change, one can explain both stability and chalytje
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(2002)establishes five particular sequensabout how institutional change occurs.
First, ideas decrease uncertainty in periods of economic cHsisond, following the
uncertairty reduction, ideas gather the actors around them and make collective
action and coalibn building possible. Third, after coalition building and collective
action process, ideas are used as weapons to struggle over exisstiitions.
Fourth, following the delegitimation of existing institutions, new ideas act as
institutional blueprints Fifth, having built a new institutional construction, ideas
make institutional stability possible (Blyth 2002, pp-3%).

Hall also argues that ideaare central to pdtymaking. Policy makers follow
procedures within a framework of ideas and standarndsich is defined as policy
paradigm(Hall 1993, p. 279). Therefore, policy makers act in accordancetiwth
policy paradigmFurtherHalldescribeghree different types of changésee Chapter
2.2.3 Constructivism and Institutional Change, pp-383R During dy 2 NI I
L2 f A O& Y I | A yhatadjusts pollcN@EHOE &hallenging the overall terms of
the given policygoals and means to achieve themve would not expet any
substantial institutional changelrhe other type of change conceptualized asg th
Third order change, however, is a very different process that leads to radical
changes in the existing structure of policymaking, whictcédled as a LI NI RA 3 Y
AKATOE ol Fff MppoZ LIP HT PO D

In this study, | observe thatdespite the extent ofexogenousfactors such as the
Hanm SO2y2YAO ONR&AA YR initbtioalclatpgd in O2 Y RA
electricity sectoy | argue that the politics of institutional change in this seator
mainly an endogenous proces$he stateled planned economiaevelopment

policy was abolished by the economic stability program in 1980, which is known as
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GHn WFydz-NBE 5SOAaAz2yadéd 2KSy GKS az2idKSNJ
liberalization of economy began unddr dzNH dziiled mdvérdiment. Turkey@
ecanomic ntegration into international markes havebeen acceleratedafter the
institutional changes in economin the 1980%. From 1980 onwardsdifferent
governmentswere committedto follow liberalzation process in theeconomy,

including electricity sector. Thereforgolicymakingand economic thinking had

shifted to dominance ofliberal economic ideagOnis & Senses 2009, p. 11).
Interestingly, TurkeyQ & S E LIS falo®iggGlse pdradigm shifto neoliberal

ideas was a commm trend in politics of institutional change among other
developing countriesBabb2013 pp. 289291;my A 6 H n n-188). LILIP MH

In 1990s, under the scope tiese new nec-liberal economic ideas, existing public
enterprises and power plants were transferred private sector by emplagg

distinct methods, such aSOORBOT BQ and Sale of Propert Q ¢ Kdzaz (G KS
Electricity Market Law and the 20@trategyPaper were the continuation odn
endogenous process led lynew economic moddbased onideas. PIs#13, #2>

and #4%° and Firm#4*° underlined the importance of new ideds indicating that

the bureaucrats and technocrats of ministries were already working on privatization

and liberalization processdsefore the 2001 economic crisisSenior officials from

Public Institutions (PIs) #1, #2, and #4 emphasized that their institutions before the
2001 Law on Electricity Market were working on how to liberalize electricity

production and distribution. In fact, Firm #4 states that

% p| #1,a senior officer interviewed oduly 9, 2018, in Ankara

% p| #2,a senior officeinterviewed onJuly 10, 2018, in Ankara

% p| #4.a senior officer interviewed oduly 16, 2018, in Ankara

% Firm #4, a senior manager interviewed on July 13, 2018, in Ankara
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G L NByis Y®E9, officials at the MENR were talking about a free
YN]SO aeadaSy Ay St SOGNROAGe aSOGu2N® ! &
¢ 95! GSNE y20 STFFAOASY(dH FyR FlLad Sy2dAak
that time. Private sector stz R KI @S G 1Sy | £ SIFIRAy3 NRf S
Within this framework,. £ @ 1 KQ& T4 a&ut haws ilpstingigh@ Shange
occursis important to examine. In the first step, according to Blyth, ideas decrease
uncertainty in periods of economic crisiSince the early 19s, Turkeyhas been
experiencing successive economic criddsst of the interviewees expressed that
there were more uncertainties than risks the early 2000sNo one did not know
what would happen next in electricity sectat that time. However, after the
enactment of the 2001 Electricity Market Law and the declaration of 2004 Strategy
Paper,Turkeystarted to proceed towards specific policy goals, which decreased the
uncertainty level. According to Blytlipllowing the uncertainty redction, ideas
gather the actors around them and make collective action and coalition building
possible.In fact, in the aftermath of th004 Strategy Paper, state institutions and
private enterprisesaligned togetherin the new privatization and liberaliian
processin the energy markeflpek2015 p. 173).The state institutions and private
sector acted in concert to reach a common purpose, which is a new free market in
electricity production and distribution.

Nevertheless, | argue that we do not obsenthe other sequences described in

BlythQa & (i dzRbecaudet oi pathidependende the historical trajetory of
state-business relationin ¢ dzNJ S& Q& LJ2 € A (i A10%4f AccBrdimpyi® Y& 6 .
.feiKQa aSldzsSyO0Sa , #&tdr coaligfon buildindziarnd 2c¢llective OK | y

action process, ideas are used as weapons to struggle over existing institétrahs.
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then, following the delegitimation of existing institutions, new ideas act as
institutional blueprints.Therefore, &er the new nstitutional construction, ideas

make nstitutional stability possible.

The liberalization process in the electricity market between 2001 and 2004 |
RSAONAROSR FTAda Ayd2z2 t SiaSNIsHiftitHafredess totam o 0
comprehensive altertgon in the system. In other words, the 2001 &lecity Market

Law and the2004 Strategy Paper indicate a paradigm shift. Hall (1993) also states

that if the existing paradigm is genuinely not able to deal with anomalous
developments, it will end up wittpolicy failures andgradually undermine the

authority of the existing paradigm and its supporters. Hence, the movement from
2yS LI NFRAIY G2 FYy20KSNI AY GKANR 2NRSNJ O
of anomalies, experimentation with new forms of policy, and policy failtines

precipitate a shift in the locus of authority over policy and initiate a wider contest
0SG6SSYy O2YLISGAY3I LI NFX¥RAIAYEAE Ol FEf mMbpdoX
only when the protagonists of a new paradigm secure their positions over existing
policymaking and are capable of readjust the organization and standard operating
procedures of the policy process so as to institutionalize the new paradigm.

In the case offurkey,the 2004 StrategyPaperset a policygoal thataimed to finish

the market liberalization processn electricity sector until 2010. But this did not
happen.The process wasery slow and contested by time by the ruling political

elite. For examplethe government reducedi KS 9 aw! Qa | dzi K2NR G& f
process. One of the most significant efforts to liberalize Turkish electricity market

was made when EML came into force in 2001. The leading mbghénd the

introduction of thelaw was to satisfy the increasing elecity demand, which could
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not be supplied withithe existing publiownershipof assets in electricity production
and distribution. Terefore a liberal market environment in which local and
international entrepreneurs can compete with each other to melké trequired
electricity needwas anew idea to bring in the necessary institutional changks
order to guaranteecompetition in the market among botlocal and international
firms,0 KS 3I2FSNYYSyid Sail of fedguktbriRagéncygMRa d Ay R
in 2001 (TOG 2001).

At the first draft of the law, the suggestion was that the board of governors of
EMRA was tbe formed by the candidates nominated by the Minister of Energy and
Natural Resources (2 members);thg Council of States(I Yy P)dthie IC@mpetition
Authority, and the Union of Chambers and Commodity Exchangésrkéy(TOBB)

(3 members); and the Board itself (2 members). However, the formation of the
board was completely amended by the Committee of Planning and Budget in
Turkish Nabnal Assemblyn 2001.With the 2001 EMLthe authorityto appointall
board members was given to the Council of Ministers. Also, withldie 5018,
Public Finance Management and Contralv,financial audit authority of EMRA was
given to the Supreme Authg Board of Prime Ministry, as well &srkish Court of
Accounts { | & B,8n120@3.Moreover, with the decree law649, all ministries
gained power to audit the activities of relevant regulatory agenoie2011 So.the
MENR hadyaineda right to supevise all activities of EMRA in 2011. And, with the
article 22 in law 635®f 2012 EMRA transferred all the audit rights of electricity
distribution companies tahe MENRIn short, the authorities and responsibilities of
the EMRAdesigned to guarantee competition in the market was undermidedng

thisprocess.
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In fact, the importance ofnstitutional changeand the current statusegarding the
role of the EMRA as a regulatory agerguyiding statebusiness relationn the
energymarket was clearly highlighted during the interviews. For exantpiten#2%’

a il 4S8 arheEMRALis oae of the most important shareholders in electricity
production and distribution, but it can only mowvaccording tothe framework
determined bythe a 9 b w ® ¢ #5°Estatédli K | The MENR defines strategy and
auditsthe EMRA and the sectolheMENR has a lot of policy tools to control the
sector andthe EMRA is nothing more thamplementingd KS &S LJ}2f A 0& (22
#2, #8%° and #9* confirmed thatthe EMRA cannot make independent decisions.
According to Firn#4*' and #6*, the EMRA has lost its authority during the process.

All Public Institutions (Pls #1 #2* #3* and #4) and NGOs (NGO*#and #2")
agredl that today the EMRA is merely a policy toblthe MENR. According to NGO

#2, the most significant problem in the electricity production and distribution sector

is the lack of a healthy governance mechanism. The private sector should be
represented in the policynaking process. For example, a prevasector
representative should be in the EMRA board of governance. According to NGO #2
representative,this is the only possible way to build a more secure investment

environment.

" Firm #2, a senior manager interviewed on July 12, 2018, in Ankara

* Firm #5, aenior manager interviewed on July 16, 2018, in Ankara

% Firm #8, a senior manager interviewed on July 27, 2018, in Ankara
“OFirm #9, a senior manager interviewed on July 30, 2@il8nkara

*LFirm #4, a senior manager interviewed on July 13, 2018nkara

*2Firm #6, a senior manager interviewed on July 16, 2id8nkara

“3Pp| #1, a senior officer interviewed on July 9, 2018, in Ankara

* Pl #2, a senior officer interviewed on July 10, 2018, in Ankara

*p| 18, a senio officer interviewed on July 12018, in Ankara

*® NGO #1, a senior representative interviewed on July 12, 2018, in Ankara
*"NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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In its current status th&MRA cannot make any amendments in related regulations
without consultingto the MENR.The MENR may vet@proposedchanges, andhe
EMRA has tdollow whateverthe MENR dictatesThe main policy framework is
determined by the MENR, and the EMRA Hhasfunction in this politically
determined policy frameworKThus, the state can easily intervene in the electricity

market, either production or distribution sector.

4.2.2.2 TheParadox of Liberalism as an Endogenous Process of Path Depénden
Institutional Crangewithin the Historical Trajetory of StateBusiness Relatioim
Turkey

In light of the uncertainty and ideas that influenced the paradigm shifturkeyQ a
electricity ctor, which ispresented in previous sectioh, | NHdzS G KIF 0 & {K:
2T f A0 STNiIrkéydoatiNues. Teyfole of state did not gesmallerduring the
2000s which can be considered as path dependent process the historical
trajectory of state business relations zNJ S & 1894 &@4).JAccording to
historical institutionalists, path dependence refers to the restrictions of newly
established institutions, which stems from already established ones. Also, according
to the same school, as institutions have multiple effeets¢d actors havelimited

time horizons and information, institutions may lead to unanticipated and
unintended consequences. During the procesg state undermined the authority

of the EMRA with layering, leading to unanticipated consequenmtéie politics of
institutional change in the electricity markeflthough the main purposkas been

to createa competitiveelectricity market, today the market is beyond beiligeral

nor competitive
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The liberalization prograns in the 1990swas designed in line with monetary
approach; and mostly focused on the demaside measures. However, the
prograns did not take effective measures to improve productivity of public
expenditures and efficiency of tax system. Hence, there was no sufficient decrease
in public expenditures anohcrease in tax revenues. Budget deficits, external debts,
inflation and unemployment reached high level, while economic growth rates
decreased significantly in late 1980s. Thhgtkeyencountered a series of financial

and economic crises in 1994, 199909 and 2001 successively. Especially, starting
from 1990s,the state decided to shifto a new liberal structure with BOT, BO,
TOOR, and autoproducer contracts, transferring its monopigiyts in electricity
production to private sectorAlthough5 Iy P sloiivéd down the process hysng

their veto powers (Erdogdu 2007) later the government neutralized the
involvement of the Constitutional Court arl |- y P itd the electricity market

with the legislative changes issued in the 2001 Electricity Mdré&et In this regard,

the Court and5 | y P @dnl b& seen as one another component of path
dependence. The state was taking first steps of privatization process in Turkish
electricity sector whilethe Court ands | Y Pwetelgé&aring down the process.

BdzE KBD14)presentsthat starting from 2000s, the Justice and Development Party
(JDP) supported ten family companies and groups. Thasmessgroups began to
increasetheir SO2y 2 YA O LI2GSNI NI} LIARf &> gKAOK I NB
Group, EthemSancak, Fettah Tamince, Kiler Group, Kalyon Group, Kuzu Family,
I AKFY YIFYSNE FYyR !'{PYy TLS1® ¢KSAS 02YLI
tourism to construction. Howevegne commonfeature ofthese holdings wathat

they all have business activiian the energy sector. Allen holdings investedn
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energy production and distribution sectors. de& argues that pvatization, public

tenders, and publiprivate partnerships playea key role intheir rapid growth

0. dzENJ HAMMAIZ LIIJP mMno

Meanwhile there were two remarkable developments the context of state-

business relationin electricity sector First, the attempt to build the Market
Management Systertand the establishment ahe EMRA)N electricity sector was

a groundbreaking action. Second, a number of new business groups supported by

the government were increasingheir power and share in selected sectors

Il OO2NRAY3I (2 t2flyeéArs GiKS SO2y2Ff6Ra Aax |
century the dynamics of modern society was governed by a double movement: the
market expanded continuously but this movement was met by a countermovement
OKSO1AYy3a (KS SELIvyaArzy Ay RSTFAYAGS RANBC
book titedd { G S | yR . dziThrke$a 3A yRK OB @ BRENIWI K G |
liberal and rational scholars, the economy is a system in which societal
determinants in statebusiness relationship lose their importance, because the main

motive of the economic systemdésti KS Y 298§ 31 AyaluAiayoda 2F A
MppnI LId o0 @ | 2SOSNE AdzLlILI2NIOAYy3I . feiKQa
NI GA2y I fAGE Aa y2G4 NBFESOGSR Ay GKS | dzii2
research finthgs on statebusiress relationin the case ofTurkey present that

Turkish businesspeople had no expectations about the capitalist development
without a state intervention. Rather than reduced state intervention, they clearly
emphasized their need on tighter relations withovggrnment authorities. Her

research results highlight that there are divergences between Turkish and Western

value systems and institutional bases of business life. Turkish businesspeople
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apparently could not internalize the basic values of capitalist e JY Sy (i ¢ . dzE |
1994, pp. 3, 5)Accordingly cultural values also play an important role in state
odzaiySaa NBflIGA2yaKALIZ & ¢Sttt 283). SO02y2
Regarding specifically energy sector, in f&syer(2015) argues thathe formation
ofthe9aw! RAFFSNE FTNRBY YIye 2 Kebaldeafihe(i SaQ
Turkish administrative and political cultureThe EMRA andother regulatory
authorities should ideally be independent frotine central authority and its audit.
However, inthe case offTurkey the EMRA seems to be one of the law enforcement
agencies of the governments (Sever 2015, p. 203).
Accordingly, | conducted several interviews with the sector playersrder to
understand and explairiurther the politics of institutional change in electricity
sector as pathdependent endogenous procesgthin the historical trajetory of
state-business relatiofin Turkey?®. First, Iquestioned the degree of institutionalized
communicationchannels during the diwy making process between trstate and
businessncluding related businessssociations P1#1%° statedthat

OWe do not make any amendments in regulations without taking opinions of all
stakeholders. In fact, we even take the opinion of ordinary citizens. Whenever we
decide to make new regulations, we publish the draft version on our official website
for one month.So that, everyone can express its opinion about the draft and we
GFr1S Ffft GKS 2LIAYA2ya aSNRAR2dzaf e oé
Sinilarly, PI#2*° described the sameprocessand adds that the private company
representatives come by any tinme their offices explainingvhat they want and

telling their problems face to facé the related bureaucratsFirm representative

*® The interview guestions can be seen in Appendix C.
**P| #1, a senior officer intervieweahduly 9, 2018, in Ankara
0P| #2, a senior officer interviewed on July 10, 2018, in Ankara
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and businesassociationsend their workshop reportsometimes that according to
PI #2' the public officialgake all thesevisits by private firms, their meetings, and
such workshopreports seriously Pl #3°? indicated that private companies make
every effort to communicate with their departments, such as via factce
communication, official letter, workshop reports, and 8§ P3 also confirmed
that bureaucratstake 6 dz& A y S & & demd®ds LIeriu@y However, BA>
pointed out that the bureaucrats of relategublic offices within theministry
preparethe draft version Butit is not easy to amend the drafinceit is goproved
by the Minister and they do not want to annoy the Minister by suggesting some
changes in the regulation in question.
Firm #1>*, #5°°, and #6°° indicated that although they have communicated with
related public institutions several timeakrough different ways, no one has taken
their demands and suggestions seriously. SEhbusiness manageasgue that their
demands and suggestions were not reflected to the regulations. According to Firm
#3°' the effectiveness of NGOs has decreased consideriloly, without having
contact with the Minister and/or the President the companies cannot find any
solution to their problems. Firf#4>® statedthat

G ¢ &range face to face meetings with the Minister, the Prime Minister or the
President to convey our problems. Otherwise, we would not be able to solve them.
Of course, we also use NGOs, but NGOs are not effective tools to solve our

LINRPOf SYa o¢

*Lp| #2, a senior officer interviewed on July 10, 2018, in Ankara

°2p| 8, a senio officer interviewed on July 12018, in Ankara

3P| #4, a senior officénterviewed on July 16, 2018, in Ankara

**Firm #1, a senior manager interviewed on July 11, 2iil8nkara

*° Firm #5, a senior manager interviewed on July 16, 2018, in Ankara
*® Firm #6, a senior manager interviewed on July 16, 2018, in Ankara
> Firm #3, asenior manager interviewed on July 12, 20ib8Ankara

*® Firm #4, a senior manager interviewed on July 13, 2018, in Ankara

83



According taNGO#1>°, official letters or workshop reports do not have an effect on
solving any problem. Sdahe NGO representatives underline that thegquently
visit the MENR andhe EMRAIn orderto find a solutionfor the problems of their
members and in the etricity sector throughfaceto-face communication. Firm
#7°°, #8%1 and #9%2 also poined out that the only way to solve their problems is to
communicate with senior bureaucrats the MENR and/othe EMRA or even the
Minister; otherwise, they would not be able to overcome their problerAgm
representativegjive the Regulation for Electricity Market Capabfigchanism asin
example for such a method They say that after several meetings with senior
officialsthey couldpersuadethe MENR on tts regulation. Furthermore, NG@&2°
statedthat

GGKS Y2al STFSOUAQYS ¢l & (2 Lizi &2dzNJ A
Minister or the President. Otherwise, it is quite hard to get a positive outcome.
However, | cannot say that official letters and workshop reports are completely
useless. Almost for two years, we have been trying to convince the officials about
the Electricity Market Capacity Mechanism, and eventually in January, the
mechanism passed intaw and came into effect in April. However, at the last
minute the government includedh line to the regulation, indicatinghat the
companies generating electricity from domestic resources will be privileged. That is
why, two third of the capacity mecham budget goes to the domestic coal fired
power plants. The natural gas fired power plants can only get one third of the

budgete

NGO #1, a senior representative interviewed on July 12, 2018, in Ankara
® Firm #7, a senior manager interviewed on July 17, 2ibl8nkara

® Firm #8, a senior manager interviewed on July 27, 2018, in Ankara

®2 Eirm #9, a senior manager interviewed on July 30, 2018, in Ankara
NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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According to Firm#6>*, the capacity mechanism passed into law thanks to some
foresighted senior bureaucrats. Firm ¥tonverselysaidthat

G2F O2dzNES 6S OFlyy2i (GF1S SOSNBOKAY3I GF
the MENR orthe EMRA, the officials and board members take our problems
aSNA2dzafe yR ¢S 2FG4Sy FTAYR I O2YLINRBYA&AS:
Therefore, according to miyndings (theamendments in 2003, 2011, and 2012; and
interviews above), the extent of institutionalized communication between the state
and business have improved compared to the findings dz€ NB4).NGOs played
an important role in transferring business demartdgublic institutions in the early
2000s. However, although sector NGOs played a substantial role until the mid
2000s, they have lost their effectiveness with the changing institutional framework
during the process. Furthermore, political elite such ag tMinister and the
President have increased the influence in politics of institutional change, which
undermined the active role of NGOs in the sector.
Second,| tried to understand the risk and uncertainty perceptions and future
expectations of thesector playersegarding theelectricity market developments
and their relation with the stateAccording to NGG@2°® one of the main risks
and/or uncertainties for the sector arises from the state intervention to the system.
Firm#7 states that

G ¢ K I (wangi§ no more change in regulations, because you make a future
plan and accordingly keep workingowever, when sudden a change happens in

regulations, it might turryour plansupsideR 2 g y ® ¢

® Firm #6, a senior managgaterviewed on July 16, 2018, in Ankara
® Firm #7, a senior manager interviewed on July 17, 2018, in Ankara
NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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NGO#1°" pointed out that frequent regulation changes have woont the sector.
Firm#6° confirms bystating thatd O2 y 1 Ay dz2 dzaf & OKIl y3IAy3I NBI
GNHza & f S@St 2F AydSaizNaB | yR #Pedwa SEA:
emphasizd that

a Btrepreneurs anticipatingthat the sector would reach the supply and
demand equilibriuminvested in the sector. And, the state would merely play a
regulatory and control mechanism role in the system. Howgver perfect
competition did not happen. Thus, lack of perfect competitiand lack of a proper
pricing mechanism in the market diminishes the appetite of both existing and future
entrepreneurs. Because of this, investments have come to a stopping point.
Furthermore, electricity demand ofurkeywill continue to increase. Todayhe
country has a supply surplus in electricity, but the system is not sustainable. So, we
canencounter a supply deficit risk within a fiyear periodé
Firm #6 underlined & K & 9 « ! aGgAatt 1SSLA | O2y&aiR
productionand stateghat

At seems that today the sector has a supply surplus, but it will change in the
future. If the existing conditions go on, the companies generating electricity from
natural gas will have to liquidate @hut downtheir power plants. Then, we will
facewith electricity deficit risk
The MENR does notvant to lose this powed NEFSNNAyY 3 (G2 (GKS 9«!
because if the investment costs are reflected to the market price, there will be a rise

in both household and industrial electricity prices, alhimay lead to loss of votes.

® NGO #1, a senior representative interviewed on July 12, 2018, in Ankara
%8 Firm #6, a senior manager interviewed on July 16, 2018, in Ankara
®¥NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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That is why, the government does not want to run the risk of political
consequences.
NGO#2"° also statedthat

émost2 ¥ 9 « ! KFa 06SSy LINAGIGAT SR odzi &)
0KS YFEN]JSGUOU Aa AGNRyYy3I Sy2daAK G2 R2YAYI
investment cost, it can generate and sell electricity in low pri€esthat it is still a
huge barrier toa costbase electricity price formation in the market. Therefore,
even if the natural gas fired plants can afford the operating costs, they are not
capable of covering the investment costs.
According to Firn#7* and#9"?, the state keeps big hydro powerpits in its hand;
AL 9 «! YR ¢9¢! 6{GradS 902y2YA0 9y (S
time ago and they have almost no depreciation expenses. Therefore, they are able
to generate and provide electricity with low prices. In order to sell theadpcts,
the private companies have to cut the prices. However, in this manner, the business
is beyond being profitable. NG£L" confirmedthat

G atay the state seriously intervenes in the market price. That is why, threre
no new investors and existing entrepreneurs are on the edge of bankruptcy. If
Turkish industry continues to develop, | think we will have a security of supply

problem within3p &SI N&E ®¢

"NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
"L Firm #7, a senior manager interviewed July 17, 2018, in Ankara

"2 Firm #9, a senior manager interviewed on July 30, 2018, in Ankara
NGO #1, a senior representative interviewed on July 12, 2018, in Ankara
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According to P#4"* supply security is the key component definstgte-business
relationship in electricity sector. " alsopointed out that natural gas is a vital
item that may put supply security diurkeyin at riskand says that

& Xh€& proportion of natural gas in your energy mix is high, and if you import
almost all of it, your supply security is definitely at risk. In fact, wherkeyshot
the Russian aircraft in 2015, we worried that Russian Federation would cut the
natural gasvalves offurkeyp ¢ KA a ¢g2dzf R KI LILISY ®é
According to P#2°°, even if the proportion of natural gas in electricity generation is
at the level of 35 % annually, in some seasons it rises up to 60 % \&hso. we
consider high import rates of natural gas frdRussia and Iran, this is a remarkable
risk for Turkish energy supply.#lraises similar concerns asthtes that

afLTurkeyhas an important international problem with Russia, it means that
Turkeyis in trouble. In order not to get into troubl&urkeyhas to diversify not only
the resources themselves, but also its supplier and pipeline routes. It has to support
renewables, to build LNG (Liquefied Natural Gas) facilities, and to develop new
pipeline projects like TANAP (Trans Anatolian Natural Gaé Ripg S 0 @ ¢
According to Firn#l’”’, the only vulnerability offurkeyin energy supply is the high
rate of natural gas in energy maxdstates that

GoKSY (GKS gAYGSNI Aa G22 O2t R GKS ! { NI
leading to decrease the pipelinp@essure. As natural gas power plants do not work
in low pressure,Turkeycannot take enough gas from the pipeline at times. The

citizens do not feel it, because the government decreases the production of iron

" Pl #4, a senior officer interviewed on July 16, 2018, in Ankara

"®pI #1, a senior Giter interviewed on July 9, 2018, in Ankara

®p| #2, a senior officer interviewed on July 10, 2018, in Ankara

" Firm #1, a senior manager interviewed on July 11, 2018, in Ankara
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and steel up to 20 %, and transfers requieddctricity to households. | cannot even
GKAY]l 2F 6KIFG 62dAd R KILILISY AF wdzaaiAl RSO,;
Conversely, according to Fir3’®, #5°, #6%°, #8%!, #9%? and NGGH1®3 #2**, the 35
%-share of natural gas in energy mix is necessary for supply security. Indeed, if the
share of natural gas decreasdsjrkeythen gets into trouble about supply security.
Firm#3 statedthat Russia sells almost 30 % of its natural gabutdiey(the second
biggest customer of Russia in natural gas); therefore, if Russia stops selling natural
gas toTurkey its economy cannot afford it. Furthermoriéirm #3 statedhat

af such a thing happenslurkeycan build two or three LNG fired marine
electricity terminal within six months to provide electricity to the country. After
that, Turkeydoes not need natural gas anymore. So, cutting natural gasiddeyis
out of questiong
Firm#5 and NGG#¥1 emphasizedhat there has never been a big problem alto
natural gas sale between Russia andkeyfor more than 30 yearsand there is a
slight chance of &ving difficulty in natural gas sale with Rusgiacording to them
the natural gas sale between Russia ahdrkeyis bound by an international
contract thus, Russia cannot cut natural gas overnight. 67 statedthat

G € Zda switch on natural gas power plants and provide electricity in an
instant, while hydro, solar, and wind power plants depend on seasonal conditions.
Therefore, having natural gas plants are better than to pray for rain, sun and wind.

Butitis better toRA GSNBAFE& &dzZLJLJX ASNB FyR GKS NRdzi$

8 Firm #3, a senior manager interviewed on July 12, 2018, in Ankara

" Firm#5, a senior manager interviewed on July 16, 2018, in Ankara

8 Firm #6, a senior manager interviewed on July 16, 2018, in Ankara

8 Firm #8, a senior manager interviewed on July 27, 2018, in Ankara

8 Eirm #9, a senior manager interviewed on July 30, 2@18nkara

8NGO #1, a senior representative interviewed on July 12, 2018, in Ankara
# NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
% Firm #6, a senior manager interviewed on July 16, 2018, in Ankara
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Further, NGO#2* indicatedthat

dTurkeyhas to have at least 285 % of natural gas in its energy mix. Today, the
subsidy system idurkeyis not fair to the companies generating electricity from
natural gas. Promotions are only for the companies generating electricity from
renewables and local coél.

According to Firn#3®’, the more renewables you have, the higher risk in security of
supplyyou shouldeywhile t statedthat

GFra NBYySglofS NBaA2dzNDOSa RSLISYR 2y aSl as
fair amount of natural gas and coal fired power plants in its hand. Even though,
today, it seems thafurkeyhas enough natural gas fired powplants, in the near
future, considering the rise in Turkish industry, they will not be able to meet
electricity demand in case of seasonal disconformity. First of all, there has been no
investment in natural gas fired power plants for almost five ye#hat is more,
international companies generating electricity from natural gas started to abandon
Turkish electricity market. For example, Australian OMV firm sold its natural gas
fired power plant to a domestic firm.

We are generating electricity from natral gasand we want to have former
subsidies again. Subsidies, today, are only for renewables and domestic coal. There
has not been a natural gas fired power plant investment and project for almost five
years. The existing power plants have financial difficulties. If they lsvatt its
plants, then we will start talking about supply secugty.

According to Firn#3, pricing policy is a substantial part of supply security. However,

if states intervene in pricing mechanism, they put supply security at risk. The cost of

¥ NGO #2, a senior representatiinterviewed on July 13, 2018, in Ankara
8 Firm #3, a senior manager interviewed on July 12, 2018, in Ankara
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electricty production has continuously been going up. For instance, when the
privatization process began, companies took ®andollar. The dollar/TL exchange
rate was 1.8, but today it is 4.8. Hence, in ortteenablethese companie@o pay
for their debt, they have to gairat leastthree times more than beforeBut there is
no such an increase in theompanie§¥evenues By usinghe 9 « ! the ¢/ R¢ ! =
the government intervenes in the pricing mechanism, so electricity price is
determined at a very low levelThe government does not want an increase in
electricity prices, because it will return as loss of votes. However, natural gas fired
power plantsseem to be suffering severely under these market conditions
Firm#1%8 also confirmedhat one of the mostsignificant risks and uncertainties in
the sector is low and uncertain pricesda 4 6§ S&a GKIFG GGKS Ff dzOi «
LI NAdGé SEFOSNDIGS GKS dzA%® sredticipatgdirigedis | OOz
dollar is a considerable risk for the sectbat the entrepreneurs who expected a
competitive andfree electricity marketare about to abandon the market because
of the state intervention. Firn6>° underlined that the system does not work in
accordance with supply and demand mechanism. That is why;dh®panies in the
sector are not able to pay their debts to the banks. Today,ehergy companies
are generally restructuring their debtéccording to NGO #2 the biggest energy
companiesmight be owned by the banks in the futurgiven furtherinformation
about the sectoin highly debtbelow:

dThere is 70 billion worth investment in electricity production sector. And, 40

billion of this is funded by Turkish banking sector. So, this situation is not only risk

8 Firm #1, a senior manager interviewed on July 11, 2018, in Ankara
8 Firm #4, a senior manager interviewed on July 13, 2018, in Ankara
% Eirm#6, a senior manager interviewed on July 16, 2018, in Ankara
LNGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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for electricity producers, but alsask for Turkish banking sector. Today, the annual
profit of electricity producers ifurkeyis 500 million dollar. However, their annual
bank loan payment is 2.9 billion dollar. This 2.4 billion dollar deficit is not
adzA Gl Ayl ot Soé

In sum, according to mfindings we can list the risk and uncertainty perceptions of
the stakeholders namely the public officials, private firm managers and NGO
representatives as follows:

Risks in the electricity sectan Turkey

Supply of Securit® The Collapse of Existing System

Direct intervention of MENR to pricing @K | Yy A &Y G KNRB dzZ3 K 9 « ! 'y
High proportion of natural gas in energy mix

High import rate of natural gas

Financial Crisis

The gap between profits and costs of the sector may bnb@adpout the inadequacy

of the sector companies in paying their loans to Turkish banks.

The sources of uncertainty in the electricity sectior Turkey

Decrease in EMRA power

Increasing influence of policy elites in the sector

Continuously changingegulations

Lack of subsidies for the electricity generation from natural gas
Fluctuations in dollar/TL parity

Unsteady climate conditions

Potential international frictions with the main natural gas exporter states
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Third, | tried to asses the embedded idational forcesbetween the state and
businessin electricity sector in the aftermath of the institutional changes since
2001 | questioned whether the senior officers in private sector perceive their
business activities strictly in the sense of profit maixation or other motivations,
values that may existL I & { S R Is Bhé DNEn@sT tlis séctorlucrative for
@2dzNJ O2YLI yeK LF¥ abhxé 6KIG gAff KILLISY
planZ ¢ KS Ivefeigait® Bliiprising. Excepith #4%, all firms declared their
loyalty to the government,to the President, and the future goals dfurkey
referring to the 2023, 2053nd 2071 visiongor example,he firm#8% states that

G6S NS | 6A3 3INRdzLZ YR ¢S eftbe@t@s. |y dzY
Even if the electricity production sector is not profitable today, we are able to
O2YLISyaldS GKS f2aasSa ¢A0GK 2dz2NJ 2GKSNJ Sy
KILIWISY Ay (KS TweideNES 6S oAt FT2f{ft26 a
Further, Firm#9% explicitlystatedthat

GgS a || gK2fS 2F ¢dzNJAAK &2 @dRoreg KI @S
goals. Therefore, we will play our role to reach these goals. Therefore, gaining profit
isnoti KS FANRG FAY F2NJ 2dzNJ O2Y LI yé d¢
On the other handFirm #3%, #5, #6°® and #7°° indicated that they are in the

business to make money. However, even if the sector is not lucrative any more,

they expressed that they will continue their activities even under the severe

92 Firm #4, a senior manager interviewed on July 13, 2018, in Ankara

% Firm #8, a senior manager interviewed on JulyZDa,8, in Ankara

% The word refers to the President (arising from The President of Repullierkéy. InTurkey generally enthusiastic
supporters2 ¥ wS OS L) ¢ laddIDRLY fOINRREADE VI & d

% Firm #9,
% Firm #3,
" Firm #5,
% Firm #6,
% Firm #7,

a senior manager interviewed on July 30, 2018nkara

a senior manager interviewed on July 12, 2018, in Ankara
a senior manager interviewed on July 16, 2018, in Ankara
a senior manager interviewed on July 16, 2018, in Ankara
a senior manager interviewed July 17, 2018, in Ankara
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conditionsfor the sake ofTurkeyQ vital interest.Thus,they described explicitly the
survival of the energy sector and their beloved country as strategically and
ideationally important valuebeyond purely selinterested profit maximizing
interest
Even though all firms, PIs, and NGOs indicate, openly ordestthe lines, that the
state should decrease its intervention level in the electricity sector, they also
articulate that the state should remain to intervene in the sector up to a point.
Moreover, all the companies stat¢hat they are hopeful for the future of the sector
because according to them bne way or another, the President will find a solution
to overcome the problems in the sector. According to F#2h°° there is no risk
that may affect the existing market conditismegatively. NG@2'°* also statel
that

Gy2¢ . SN¥ G ! tilaweoNthe] Presider<, $ind dh2 §ormer Energy
and Natural Resources Minister) is the Treasury and Finance Minister. And, he is
very well aware of the problems in the sector. Thereforaml hopeful that he will
NEaz2t @S Ffft LINRPoftSya Ay GKS aSOd2NWwé
In short, my findingssuggest that there is an endogenous process of path
dependent institutional change within the historical trajery of statebusiness
relation in Turkey The perceivedinderstanding of stakeholders in the electricity
market about their selinterested market activities seem to beinseparablefrom
how they frame their actions through uncertainty and ideational forces. In other
words, my findings seem to confirm dz€ NJg@réent (19894, 2014)about the

divergencebetween Turkish, and Western value systerasd institutional bases of

100
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Firm #2, a senior manager interviewed on July 12, 2018, in Ankara
NGO #2, a senior representative interviewed on July 13, 2018, in Ankara
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business life. Turkish businepsople apparently could not internalize the basic
values of capitalist development. Therefore, cultural valaied economic interests
seem to continue toplay an important role irthe historical trajectory ofstate-
business relationshipn the case of politics of institutional change in eledtyic

market.
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CHAPTER 5

CONCLUSION

Turkey has showeloth cohesivecapitalist and multOt  aa FNJF IYSY G SR &
characteristics during different periods of Turkestonomic development. That is to

say, Turkey has been experiencing a number of institutional changes, associated
with different political coalitions between state and business in economic
RSOSt2LIYSYyld 6A0GKAY GKS FNIYSE2N] 2F Y2Kf
development.During the institutional change process (288017), Turkey can be
considered more as a fragmentedulticlass tate since the economic development

goals are not narrowly focused or effectively defined as those in coheapialist

states.

Rational choice scholars argue that the main drive of institutional change is self
interests of the actors in playlnstitutions can only be seen as instrumental
creations of individuals. They use these institutions to maximize their own personal
dziAf AGASAaD | fiitekeBtslzAa influéhde2HeEp@iticsicd institutional

change in Turkish electricity sector, it caniet merely taken as the main source of

this change. First, to measure the impact ofdelf § SNBada 2y I Oi2NARQ
feasible in my researchMoreover, although private sector supported fully the
process, they were not the main driveehind the pivatization and liberalization
processes in the sector after 2001 and 2004. Turkey had been struggling with
successive financial and economic crises in 1990s and early 2000s. The
overwhelming balance of payment problems and economic recession urged Turkey

to get IMF loan. The conditionalities in the agreed IMF program required a series of

policy reforms, including privatization and liberalization in electricity production and
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distribution sectors. This was also one of the conditions in adopting the EUsacqui
F2N) ¢dz2N] SeqQa | O00SaaArzy (2 GKS 9! ® ¢KSN
important in the institutional changes by transferring electricity production and
distribution ownership to private sector. Thus, rational choice explanation is not
adequate to uneérstand and explain the politics of institutional change in the
energy sector.

2AU0KAY GKAA FNIYSE2N] X G3aINYRdzrt OKIFy3Sé
instability argued in the historical institutionalism literature is important. Briefly,
they argue thé& endogenous mechanisms of change are more influential than
exogenous onedAlthough the exogenous shock of the 2001 crisis had contributed
to the restructuring taken under the influence of the IMF program and the EU
accession process, privatization andelialization in electricity production and
distribution sectors had already started as an endogenous process. The
governments and public institutions had been debating and working on reforming
the economy and the public sector. Néberal ideas have beepromoted in
different policy circles to remove the state intervention and to use state apparatus
as a regulatory power. For example, PI¥%#2'% and #4° and Firm ##° stated

that the bureaucrats and technocrats of the related ministries were already working
on privatization and liberalization process before the economic crisis and the
consequent restructuring program. The bureaucrats and the politicians were quite
aware of technical incapability to meet the projected demand in electricity sector at

that time.

102
103
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Pl #1, a senior officer interviewed on July 9, 2018, in Ankara

Pl #2, a seniaofficer interviewed on July 10, 2018, in Ankara

Pl #4, a senior officer interviewed on July 16, 2018, in Ankara

Firm #4, a senior manager interviewed on July 13, 2018, in Ankara
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Historical institutionalist scholars also introduced the gradual change argument to
provide an explanation for why specific types of changes are prone to occumring
particular political contexts and in institutions with specific features (See Chapter
2.2.2 Historical Institutionalism, pp. 26). However, conversely to their argument,

the state neutralized the involvement of Constitutional Court &ntl y* P, dvith kthé
legislative changes issued in the 2001 Electricity Market Law, which was a
displacement in the gradual change of institutions in the electricity market. Hence,

in the absence of veto powers in the sector, the state has moved through gradual
institutional change with layering since 2004.

According to constructivist scholars, exogenous material changes, such as the 2001
economic crisis and subsequent restructuring programs irkiSlureconomy can

help explainwhy a particular institutional order becomesistable. But they do not
explain how the new or modified order becomes existent. In Turkey, during the
institutional change process, despite the extent of exogenous factors, such as the
Hnnm SO2y2YAO ONR&aAA | YR (KSiodalaxi@tgginO2y RA
electricity sector, the politics of institutional change in this sector is mainly an
endogenous processThey also argue that we have to reconsider the nexus
between ideas and interests.

Constructivist scholars state that when an economiisis occurs with uncertain
origins, economic ideas become even more remarkable. Because ideas serve as
simplifying blueprints that tell agents what to do and what future to anticipate. In
GKA&a NB3IFNRZI ¢dzNJ SeqQa SO2y 2 Yeis(have hednS 3 NI G )
accelerated after the institutional changes in economy in the 1980s. From 1980

onwards, different governments were committed to follow liberalization process in
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the economy, including electricity sector. Therefore, policymaking and economic
thinking had shifted to dominance of liberal economic ideas. In 1990s, under the

scope of these new neliberal economic ideas, existing public enterprises and

power plants were transferred to private sector by employing distinct methods,

such asTOOR, BOBO,F YR & {FfS 2F t NRPLISNI@®PQQ ¢ Kdza?
Law and the 2004 Strategy Paper were the continuation of an endogenous process

led by a new economic model based mew ideasthat their institutionalization was
acceleratedunder the uncertaity of exogenous shockandeconomic crisis

2 AGKAY GKA& FNIF YSg2NRoout holv @nétifGtddal chahggdS & S |j
occurs is important to examine. Turkey has experienced the first and second steps

Ay ' O0O2NRI yOS 4 A (& Nevertiets® Qcouldfndudservedttelj dzSy O ¢
20KSN) 4S1ljdzSy0Sa RSAONAOSR Ay .feéelikKQa add
the historical trajetory of statebusiness relatiorh y ¢ dzNJ Se@ Qa LJ2f A (A
0. dzZENJ} wmMdpdhnO O

The liberalization process in the electricitparket between 2001 and 2004

O2y F2N¥xa (02 tSGSNI I'IffQa O6mMdphpod RSFAYAD
comprehensive alteration in the system. In other words, the 2001 Electricity Market

Law and the 2004 Strategy Paper indicate a paradigm ishgolicy making in the

energy sector of TurkeyHowever, m the case of Turkey, the 2005trategy Paper

set a policy goal that aimed to finish the market liberalization process in electricity

sector until 2010. But this did not happen. The process was veryasidvwontested

by time by the ruling political elite.

Ly fA3IKG 2F (GKS dzy OSNIlFAydGe FyR ARSIFa (K

St SOGNANOAGE aSOU2NE GGKS LI NXR2E 2F fA06S
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of state did not get smaller ding the 2000s, which can be considered as a path
dependent process in the historical trajectory of state business relatioisurkey

0. dzZEN)} wmMdbdpnT HAMNDUO D

Thus, it seems to me that not only historical institutionalist arguments of
institutional change, bt also the role of uncertainty, paradigm shift, and ideational
forces in gradual institutional change should be considered as plausible factors in
understanding and explaining the politics of institutionabibe in statebusiness
relation in the energy sctor, specifically in electricity generation from natural gas.
Accordinglymy findings underline the importance ebcial context that constitutes
ideational faces in statebusiness relation.In other words, according to my
findings, the 2001 EMandthe 2004 Strategy Pap&rere a followup development

of the privatization and liberalization processes during 1980s and 1990s.

. dz€ NI9Wa 2014)esearch finthgs on statebusiness relationn the case of
Turkey present that Turkish businesspeople haagxpectations about the capitalist
development without a state intervention. Rather than reduced state intervention,
they clearly emphasized their need on tighter relations with government
authorities. Her research results highlight that there are diveogsnbetween
Turkish and Western value systems and institutional bases of business life. Turkish
businesspeoplseem to struggle in their relation with the state

In this regard, my findings demonstrate thdirstly, institutional communication
between sate and business in Turkish electricity sector has developed since the
early 2000s. NGOs as intermediary organizations h&@eemeinfluential actors in

the sector. Theyhave conducted workshops and prepared position papers to

convey the requests of sector to related public institutions. Secondly, within the
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process afterthe 2001 EML development, electricity generation companies have
pursued to reach a fully independent eldactty market. In my interviews, |
observed that the companiesere uncomfortable with the high state intervention

in the sector. Theynged the state for increasin@ a w! Q& | dzi K2 N& (&
want the state to stay away from the pricing mechanism,cllshows us that profit
seeking motivations matter. However, they also articutatheir loyalty to the
current President, anchis strong endorsement fo2023, 2053, and 2071 goals of
Turkey.

Accordinglyas. f @ 4 K 6 H n n H 0suggestedid8as.ha niaterialinterésts

are hard to differentiate.The perceived understanding of stakeholders in the
electricity market about their selhterested market activities seem to be
inseparable from how they frame their actions through uncertainty and ideational
forces. Turkish businessircle apparently could not internalize the basic values of
capitalist development, which were observed earlyindustrialized Western
European states.Moreover, the observed reluctance of businesspeoptepursue
further their interest in light ofthe problems in the electricity sector underlines a
contradiction. Thus my findings throughinterview datademonstratethat counter

social movement matters in the ndieralization process.In other words,

O2yaARSNAY3 t2fl yeAiQa sahudredslielatdginatier? dzo f S

in the liberalization process in Turkish electricity sector. This complements why |
consider Turkey as a fragmenteallticlass state to elucidate further theontext of
dependent relations between state and business overall in Turkish political

economy.In short,cultural values and economic interests seem to continue to play
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an important role in the historical trajectory of statrisiness relationship in the
case of politics of institutional change in electricity market.

Consequentlymy findings support the following argumefdr understanding and
explainingthe politics of institutional change in Turkish electricity sectigspite

the extent of exogenous féars, there is an endogenous process of path dependent
institutional change within the historical trajectory of stabeisiness relation in
Turkey.The perceived understanding of stakeholders in the electricity market about
their selfinterested marketactivities seem to be inseparable from how they frame

their actions through uncertainty and ideational forces.
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