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Overview:

The objective of this paper is to provide an overview of the regulatory transformation process of the Turkish Downstream Oil Industry from a state governed regulated market to a liberal market, review the market response to this fundamental structural transformation and impacts of the regulatory interventions on the market dynamics. 

The paper reviews a period of 15 years, a period in which the Turkish Oil Market has gone through a fundamental regulatory restructuring process with an aim to move from a state governed industry to a free liberal market. During this period, several Laws and Regulations have been implemented, an Independent Regulatory Authority was established to lead this process, the pump prices price were left to the dynamics of market forces, structural reforms have been implemented and the Competition Authority has provided guidence to increase market competition. This comprehensive and complicated restructuring and liberalisation process was essentially a multidimensional transformation  process of the Turkish Downstream Oil Industry, with the Government’s initial intention of full liberalisation. During the initial years of this transformation process, there were strong signs from the government directed towards fully liberalised downstream oil and LPG market and the market had responded by strong and sustained growth, improved quality and safety implementations, increased investments and financial transactions as well as  large scale merge and acquisations. The market practically doubled in financial volume, an average of 5.5% annual growth have been sustained and issues around illegal fuels have been reduced substaintially in addition to entry of  high technology marketing tools.  The next five- six years of this transformation process however, marked with interventions from both the Regulatory Authority and the Competition Board, which was responded by the market as substantially reduced investments, lower levels of profits  and therefore  a fairly low level of financial transactions taking place in the market in addition to exit of some major international of oil companies. The most recent part, i.e. the last several years of this transformation represents again a period of relaxation and more liberalisation. 

From these perspectives the paper demonstrates a good example of how an oil market responds to the regulatory transformation processes in the form of  market liberalisation. In this regard, the Turkish Downstream Oil Industry depicts an interesting period, which practically reflects all the classic stages of a market transformation process. The paper also povides data on the growth parameters of the oil market, pricing dynamics and comparative assessments with European Markets with a historical perspective of regulatory transformation processes. 

Methodology: 
 
In order to provide an overall picture of the regulatory transformation process from state owned and state operated market to a liberal or to a regulated structure the Authors have collected various of data, including market volume, daily pricing, number of operators, level of competition, major merge and acquisation processes and tried to overlay these indicators to a sreious of regulatory implementations. The mapping of these indicators with the regulatory transformation process yield emprical but acceptable indicators of how markets responding to these developments. In this context, the volume of annual consumptions of oil and oil products, estimations around the size of oil and tax smuggling, constituents of pricing in different segments of the market and level of competition have been the main indicators used to assess the impact of the regulatory transformation processes. 

Results: 



Turkish Downstream Oil Industry has gone through a fundamental restructuring starting from state governed market  towards liberal market, with the introduction of Oil Market Law in December 2003. The law aimed to  liberalize the downstream oil and LPG industries oıf Turkey, through free pricing and by removing trade limitations between the players. In addition an Independent Regulatory Authoritiy was established to implement a new registry and licensing system, monitor the market and introduce necessary technical standards. 

Combined with strong political commitment from the Government, the Turkish Downstream Fuels Market has grown from 17 mtons  to a level of  25 mtons between the years 2003 and 2016, with an average of 5.5% annual growth. The market has been florished by USD 20 billion$ financial transactions (investments, merge and acquisations as well as privitizations)  including $ 5.0 billion direct international investments during the initial 5 years of the liberalization process.

The strong winds of full liberalisation and free market dynamics commitments has yield significant investments in the downstream oil and LPG market during 2003- 2009, where significant large scale investments were made, new players merge and acquisiations, advanced level of marketing tools and new products, with full alignement with  EU specifications. Howere, this transformation process and positive trends in market dynamics have slowed down mainly due to interventions. 

The price caps enforced and margin limitations combined with 5 years of contract limitations have caused significant loss of profit of the major players, which then reflected back lack of investments, exits from the market and a status quo in the level of  competition, i.e. although the interventions were made to increase the level of competition, the outcome was not parallel with the intentions.


Conclusions:


1- The Turkish Oil Market transformation process from state governed market to a liberal market, which then has been interrupted with regulatory interventions and therefore, the downstream Turkish oil market is now identified as a regulated market
2- [bookmark: _GoBack]The Turkish Oil Market has shown strong growth during the initial years of the transformation process. The growth and level of competition has slowed down due to interventions as well as slow down in the growth of Turkish economy. However and overaall the market is still enjoying a growth level of more than GDP growth.
3- The pricing structure in the market is parallel with the Mediterrenean Oil Markets, in accordance with the Law. The price elements at the refinery level reflects this behaviour, however at the pump level the tax element and differences in the market structures may deviate, although the trends are again in line with the Mediterrenean Oil Markets
4- The Turkish Downstream Oil Market had florished with significant levels of investments and financial transactions in the form of merge and acquisations, especially during the regulatory environment is moving towards a free liberal market. However, due to political shifts towards regulated market combined with interventions the level of investments have been reduced significantly. In addition some of the major oil companies have decided to exit the market since the level of returns and risks are not sufficient to sustain their commercial operations. 
