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BACKGROUND: Turkey is confronted by major issues in enhandisigompetitiveness to benefit from
globalization and prepare for the progressive egoodntegration with the European Union (EUThe
State-owned Enterprises (SOEs) have been a drdlgeoproductivity of the Turkish economy for years,
and the government has been implementing a boldtgration problem particularly over the last three
years. Privatization runs against public perceystim Turkey which are frequently negative. Addmeg
public perception and the real social costs of wmgkmade redundant as a result of privatization are
important elements in ensuring an effective andasuable privatization program. The Government and
the Bank are in broad agreement on the diagnosissaategies for economic adjustment and structural
reform with a focus that includes privatization atosure of most of the remaining SOEs.

In addition to enhancing competitiveness, privdittwaof SOEs will make a sizeable contribution tattb
fiscal management and the reconfiguration of thaipsector. The sale proceeds of privatized gmnises

will be used in the management of Turkey's pubkbtdwhich currently amounts to some 51% of GDP.
On the reconfiguration of the public sector, remgvthe state’s role in the management of large and
strategic enterprises such as Turkish Airlines anck Telecom will enable the state to focus moreten
core roles of economic management, service deli@adyappropriate market regulation.

PROJECT OBJECTIVE: The development objective of the PSSP2 is to supjmer Government’s
Privatization Program, through mitigating the negasocial and economic impact of the privatizatadn
SOEs, and in the process, improve the effectivenédabor redeployment services and small business
incubators.

PROJECT DESCRIPTION: The PSSP2 will achieve this through three clpselated components,
namely: (i) Job Loss Compensation (JLC) to assmkers made redundant as a result of the privatizat
process; (ii) Labor Redeployment Services (LRShetp affected workers find alternative employment
(including the development of small business intoitsd; and (iii) Project Management, to ensurectiie
implementation and monitoring.

(a) JLC: This component is ameliorating the temporary tiggasocial and economic impact of job loss
compensation on workers displaced during privatmabf SOEs. This component finances severance and
related payments, as regulated by law, to workisgdated by job loss due to the privatization ofESO It

is expected that a total of 29,000 workers willeige these benefits at a total cost of Euro 420anil
Limited local technical assistance (TA) will be dde assist in the implementation of JLC.

(b) LRS: The objective of this component is to provideolaledeployment services to workers who have
been displaced by the privatization of SOEs, iniclgdsecondary layoffs, to assist them in rapidly re
entering the labor market. The component will fioa a variety of LRS, including job counseling,
placement services, and labor retraining, throtnghTurkish Employment Agency (ISKUR), and business



advisory services and small business incubatougir the Small and Medium Industry Development
Agency (KOSGEB). LRS will be delivered to workeis 21 SOEs being privatized, including
approximately 11,000 unemployed workers through-caritractors to ISKUR and KOSGEB. Seven new
small business incubators are being establishedddition to the six ongoing, financed under th&PS
Small amounts of TA, training and goods will beypded to ISKUR and KOSGEB to assist in program
implementation and build up their capacity. Agmam of case study evaluations will be undertakehe
effectiveness of LRS to improve service delivemptighout the life of the PSSP2.

(c) Management: The objective of this component is to manage tB8F2 effectively as a whole. The
component will also finance limited TA and minorogls to: (i) coordinate project execution, and manag
the resources of the project; (ii) procure all Béinenced goods and services for implementing agsnc
(iii) operate the financial management system atingrto the Bank’s financial management requiresient
(iv) act as liaison between the technical agenaresthe World Bank; and (v) ensure that annualtauae
completed in keeping with Bank standards.

IMPLEMENTING AND MONITORING: The primary implementing agency will be the Prization
Administration (PA) under the Prime Minister's @#i. Technical implementation of the JLC and LRS
components of the project will be managed by arteeth Labor Adjustment Group (LAG) within the PA.
Administrative operations will be handled by a Bobj Coordination Unit (PCU) with Financial and
Procurement/Reporting Departments within the PAe TAG and PCU Departments will be headed by
civil servants. The Financial Department HeachatRCU, who will serve as Coordinator of the PCUll, w
be the primary point of liaison with the Bank. Tiedowing summarizes implementation for each sefer
component.

JLC: The PA will identify SOEs qualifying for Bank famcing of JLC based on Investment Criteria

agreed with the Bank, and will notify the Bank ceming the name of the enterprise and approximate
number of qualifying workers prior to making severa payments. The PA will verify that the SOEs

involved meet the agreed criteria, and that agneextedures have been followed in calculating the
payments (additions and subtractions to the ihtegreed list of 21 SOEs are to be agreed witlBiuak).

LRS: This component will be coordinated by the LAG hiiit the PA, in close cooperation with ISKUR
and KOSGEB. The LAG will be responsible for: (igw#loping and maintaining the administrative
framework for the LRS; (ii) taking the lead roley tooperation with representatives from two lead
agencies, unions, SOE management, and communitieriedo organize in-plant labor redeployment
assessment and planning sessions for workers;i@ndréviding ongoing monitoring of the deliveryf o
labor redeployment services being administerechbytwo lead agencies. Actual delivery of LRS id&o
contracted to local services providers in keepirtip the POM and LRS Field Implementation Manual as
agreed with the Bank.

RESULTS ON THE GROUND: As of September 2007, a total of over 5,0@frkers have received
JLC support. An additional 2,500 workers haveeiesd LRS, resulting in the placement of about @,00
workers. Three new small business incubators anefanctioning.

BENEFITS: The primary benefits are to: (a) improve the prauity of former SOEs, through shedding
of excess labor; (b) ensure that workers displdmgdSOE restructuring do not fall into poverty, by
provision of temporary income support; and (c) ekigethe return of workers displaced by privatiaati
and the economic reform program back into the labarket, by provision of labor redeployment sersice

PROJECT STATUS: The project was approved by the Board on June Q@5 2nd became effective in
January 2006. Project implementation is now prsgjre well as it follows directly the same formatthe
successful PSSP which was completed in Decembér. 200



