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Editorden

Dergimizin bu sayisi, 19-20 Aralik 2024 tarihinde TOBB Ekonomi ve Teknoloji
Universitesi’yle birlikte diizenledigimiz ikinci kongrede sunulan ve daha sonra hakem
stirecinden gecen makalelerden olusmaktadir.

flk makalemiz Hacettepe Universitesinden Erdal Tiirkkan tarafindan yazilan “Cagdas
Optimalist Piyasa Ekonomisi ve Tiirkiye” bashgini tasimaktadir. Tirkkan, 6zgiin
calismasinda c¢agdas piyasa ekonomisinin Ozelliklerinden ve optimumun gerektirdigi
etkinlik ve etkililik kosullarindan yola ¢ikarak bu piyasanin Pareto optimumundan
farkls, bir oyuncu dagilimi optimizasyonu saglama performansina sahip olup olmadig:
irdelenmektedir. Makalede ayrica Tiirkiyenin durumu, optimalist piyasa ekonomisinin
politika bulgular: ve iktisat egitimi agisindan 6nemi ele alinmaktadir.

Ikinci makalemiz “Yenilenebilir Enerji ve Iklim Degisikliginin Bityiime Uzerindeki Etkileri:
E7 Ulkeleri” baghgini tasimaktadir. Makale Medine Acar, Riimeysa Buket Oner ve Ayse
Nur Cirak tarafindan kaleme alinmistir. Calismada yenilenebilir enerji tiilketiminin ve
iklim degisikliginin bitytime lizerindeki etkilerini, E-7 iilkeleri 6rneginde 2008-2021 yillar:
arast donem igin test edilmektedir. Caligma sonucunda E-7 iilkeleri i¢in siirdiiriilebilir bir
ekonomik biiytime politika onerisi de gelistirilmistir.

Bu sayimmuzdaki ti¢iincti makale “Finansal Krizler ve Ekonomi” baghigini tagimaktadir.
Calismanin sahibi Bolu Abant Izzet Baysal Universitesinden Ali Emrah Sahin ve Kirsehir
Ahi Evran Universitesinden Arzu Berberdir. Yazarlar, calismasinda finansal krizlerin
nedenleri, etkileri ve sonuglar1 iizerinde odaklanmustir.

Dérdiincii ve son makalemiz Mihriban Bildir tarafindan kaleme alinan “Kiiresel {klim
Degisikligiyle Miicadele Politikalar1 Cergevesinde Niikleer Yakit Bagimliligr'dir. Yazar
caligmasinda niikleer yakit ticareti ve politikalar1 mevcut veriler 1s1ginda incelenerek
politika onerileri gelistirmektedir. Enerji kaynakli ekonomik ve siyasal tartigmalarin
arttign bir donemde iilkemizin de niikleer enerji tiretme konusunda ¢alisma yaptig:
diistiniildiigiinde makale giincel tartismalara da 151k tutacak niteliktedir.

Gelecek sayida gortismek umuduyla...

Omer Faruk Colak
Sorumlu Editor



Executive Summary

This issue of the Efil Journal of Economic Research consists of articles presented at the
Second Efil Conference on Economics and Society, organized in collaboration with TOBB
University of Economics and Technology on December 19-20, 2024, and subsequently
subjected to the peer review process.

The first article written by Erdal Tiirkkan from Hacettepe University is “Contemporary
Optimalist Market Economy and Turkiye”. Tiirkkan, starting from the characteristics of the
contemporary market economy and the efficiency and effectiveness conditions required
by the optimum, questiones whether this market has the performance of providing a new
player allocation optimisation different from the Pareto optimum. The paper also briefly
analyses Tiirkiye’s situation, the policy implications of an optimalistic market economy and
the requirements for economics education.

The second article is “The Impact of Renewable Energy and Climate Change on Growth:
E7 Countries” written by Medine Acar, Riimeysa Buket Oner ve Ayse Nur Cirak. The aim
of this study is to test the effects of renewable energy consumption and climate change on
growth in the case of E-7 countries for the period between 2008 and 2021. In this article,
a sustainable economic growth policy proposal has been developed for the E-7 countries.

The third article in this issue is titled “Financial Crises and the Economy” The study is
authored by Ali Emrah Sahin from Bolu Abant Izzet Baysal University and Arzu Berber
from Kirsehir Ahi Evran University. In their work, the authors focus on the causes, effects,
and consequences of financial crises.

The last article of this issue is written by Mihribah Bildir, “Nuclear Fuel Dependency Within
the Framework of Policies to Combat Global Climate Change”. In this study, nuclear fuel
trade and policies are examined in the light of current data and policy recommendations
are created. Considering that our country is also working on nuclear energy production
at a time when energy-related economic and political debates are increasing, the article is
highly relevant and sheds light on current discussions.

We look forward to seeing you in the next issue.

Omer Faruk Colak
Editor in Chief
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Contemporary Optimalist Market Economy and
Turkiye

Erdal Tiirkkan, Prof. Dr., Hacettepe Universitesi, SBE, erdalturkkan@hotmail.com,
ORC-ID: 0009-0007-8151-3316.

Abstract

In this paper, starting from the characteristics of the contemporary market economy
and the efficiency and effectiveness conditions required by the optimum, it is questioned
whether this market has the performance of providing a new player allocation optimisa-
tion different from the Pareto optimum. This new optimisation is related to the welfare
gains that would result from the distribution of the spheres of influence of the four main
players - the market, the State, the firm and the outside world - according to the absolute
and relative advantages of each player. In this framework, the superiorities and failures
of each player in solving old and new economic problems, how they have evolved and
under which factors they have been realised are questioned, the efficiency and effective-
ness conditions required by the optimisation are defined and the dynamics that ensure
the realisation of these conditions are discussed. The paper also briefly analyses Tiirkiye’s
situation, the policy implications of an optimalistic market economy and the requirements
for economics education.

Keywords: Contemporary Market Economy, Optimalist Market Economy, Efficiency, Effectiveness,
Players Distribution Optimality, Economics Education

JEL Codes: D30, G14, H75, L1.

Cagdas Optimalist Piyasa Ekonomisi ve Turkiye

Oz

Bu makalede, ¢agdas piyasa ekonomisinin 6zelliklerinden ve optimumun gerektirdigi
etkinlik ve etkililik kosullarindan hareket edilerek, bu piyasanin Pareto optimumundan
farkls, bir oyuncu dagilim1 optimizasyonu saglama performansina sahip olup olmadi-
g1 sorgulanmaktadir. Bu yeni optimizasyon, piyasa, devlet, firma ve dis diinyadan olusan
dort temel oyuncunun etki alanlarimin dagiliminin her bir oyuncunun mutlak ve nispi
uistinlitklerine gore gerceklesmesinin yaratacag refah artiglariyla iliskilidir. Bu ¢ergevede,
her bir oyuncunun eski ve yeni ekonomik sorunlar1 ¢é6zmede sahip oldugu iistiinliik ve
yetersizliklerinin neler oldugu, nasil gelistigi ve bunlarin hangi faktorlerin etkisi altin-
da gerceklestigi sorgulanmis, optimizasyonun gerektirdigi etkinlik ve etkililik kogullar:
tanimlanarak bu kogullarin gerceklesmesini saglayan dinamikler ele alinmistir. Tebligde

kisaca Tirkiyenin durumu, optimalist piyasa ekonomisinin politika implikasyonlar: ve ik-
tisat egitimi acisindan gerekleri de ortaya konulmaya ¢alistimigtir.

Anahtar Kelimeler: Cagdas Piyasa Ekonomisi, Optimalist Piyasa Ekonomisi, Etkinlik, Etkililik,
Oyuncu Dagilimi Optimumu, Ekonomi Egitimi.

JEL Kodlari: D30, G14, H75, L1.
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Efil Journal of Economic Research, 8(1), 10-31.

Introduction

The aim of this paper is to clarify and discuss the concept of contemporary optimalist
market economy, which has become increasingly apparent with its visible and invisible
features; to determine which problems Tiirkiye is facing in the process of transition to an
optimalist market economy; to discuss the implications of the optimalist market phenom-
enon in terms of economic policies and education.

The market economy has undergone significant developments over time. Firstly, the
single-player market economy, which plays a guiding and regulatory role, has been re-
placed by a four-player market economy. These are the market, the State, the firm and
the outside world. Second, there have been significant improvements in the guiding and
regulating and problem-solving performance of all four players over time. Thirdly, there
have been significant changes in the areas of guiding and regulation of all players over
time. Again, there have been welfare-enhancing improvements (optimisation) in the dis-
tribution of guiding-regulation areas (spheres of influence) among the players over time.
Fifthly, the process of change in the distribution of guiding -regulating areas among the 4
players based on absolute and relative problem-solving performance (efficiency-effective-
ness) is ongoing. The modern market economy has emerged and taken shape, especially in
developed countries, as a result of a long maturation process, and this process is far from
complete. Tiirkiye is a country that is moving towards a modern market economy, but is
experiencing significant setbacks and problems.

This paper is based on the author’s book titled Contemporary Optimalist Market Econ-
omy published at the end of 2024. Apart from being a summary of this book, the paper
includes new explanations on the relationship between the concept of players distribution
optimality and Pareto optima, as well as its implications for Turkish practices, economic
policy and economics education.

In this paper, firstly, the developments regarding the problem solving methods and per-
formance of the four players in the contemporary market economy will be discussed, then
the superiorities and failures of the four main players will be analysed, in the third section,
the definition of the optimum in determining the spheres of influence of the players will
be defined, in the fourth section, how the optimum can be realised will be questioned, in
the fifth section, the question of whether the conditions of the optimum can be realised
in the distribution of players in Turkey will be discussed, and finally, in the sixth section,

11
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the implications of the contemporary market economy in terms of economic policies and
economics education will be briefly mentioned.

1. Improvements in Problem Solving Methods and
Performance of Four Players in the Contemporary
Market Economy

In the modern market economy, there have been significant improvements both in the
problem-solving methods of the four players and in the performance of these players.

1.1. Developments in Problem Solving Methods

One of the developments observed in the contemporary market economy is the diver-
sification and aggravation of economic problems. In this framework, some new problems
have emerged in addition to the classical economic problems. In parallel with the develop-
ment and diversification of problem-solving methods over time, there have been signifi-
cant developments in the problem-solving areas of the four guiding-regulating players. In
this framework, progress has been made both in solving classical economic problems and
in tackling new economic problems (Tiirkkan, 2024: 25-36).

Classical economic problems can be addressed within the framework of efficient use of
resources, full utilisation of resources and development of resources. New economic prob-
lems, on the other hand, are gaining greater importance every day. It is possible to sum-
marise these problems under various headings: The problem of gaining the ability to cope
with climate change and environmental problems which includes important sub-headings
such as taking measures against global warming, coping with the problem of pollution ca-
used by rapid urbanisation, increase in the number of goods and services, reducing carbon
emissions with renewable energy and gaining energy independence, and the ability to get
rid of harmful wastes. Among the new economic problems, the problem of keeping pace
with globalisation remains important. In this context, issues such as gaining regulatory
competitiveness to attract capital, gaining the ability to make maximum use of economies
of scale, gaining the ability to supply advantageous inputs and goods, gaining voluminous
production and marketing (export) ability (competitiveness) come to the fore. One of the
new economic challenges is adaptation to the scientific and technological revolution. One
of the important dimensions of this problem is adaptation to artificial intelligence, digitali-
sation and industry 6.0 processes. Another dimension is the utilisation of new technologies
that enable the production of high value-added products. The creation of institutions enab-
ling inclusive economic and social development is another dimension of the new economic
challenges. To these challenges should be added the development of automatic stabilisers
and protection against systemic and pandemic risks.

Table 1 summarises the methods of solving economic problems in the contemporary
market economy and the methods by which the four players can solve problems. Undou-
btedly, there are some methods that play a decisive role for each player (Tiirkkan, 2024:
47-56). For example, price determination is the dominant problem solving method of the
market. However, this method is also used by the State, the firm and the outside world.

12
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Table 1. Problem Solving Methods in the Contemporary Market Economy

Methods Market State Firm External World
. . Determinant and | Determinant and | Determinant and
Price Main . . . . . .
R . influential influential influential
determination determinant . . .
determinant determinant determinant
P On digital Restrictions and I.nte.rnal Restrictions and
Quantification s restrictions and s
platforms prohibitions - prohibitions
prohibitions
Without Main Effective
Rule-making | sanctions at the . Internal rules determinant in
determinant
external rules

micro level

Dlg}tal Open to practice | Main practitioner | Main practitioner | Open to practice
techniques
Good In organised Government Main imple- | International organ-
governance markets agencies menter isations
Competition In related In Public Within itself In International
markets Procurement markets
Tax imposition- i,
Tax - Subsidy Tax shifting Tax Shifting h".l"f??; ImSI)) ObSlF:fIZl.n
Subsidizing ShILNg, Subsidizing
Use of force None Main None Limited
determinant
Supervision Micro-level Main Internal audit Limited
determinant
Prohibition None Main Internal prohibi- Limited
determinant tions
Reconciliation | At the micro level At macro and At micro level Atinternational
micro level level
Suppliers,
. Non-standard Public Inter-country
Bargaining oods markets rocurement customers,
8 P Company-Country
employees
Horizontal and Public-private Firm.Fi Inter-country,
. . . irm-Firme
Co-operation vertlcgl . Public-public Inter-company-
co-operation in Publi ¢ | Firm-State
ket ublic-externa .
markets world Global org.-country
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Proyldlpg High High Int.erngl Attrgctlf)n,
motivation motivation motivation
Informing Through price Through regula- Internfil regula- | Priceand e_xternal
tions tions regulations
Others Other Other Other Other

Source: Tiirkkan (2024 : 47-48).
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In order for the above-mentioned problem solving methods to be implemented and
effective, certain fundamental freedoms must be realised with minimum restrictions.
These freedoms include freedom of property, freedom of contract, freedom of enterprise,
freedom of thought and expression, freedom of association, freedom of movement and
settlement. The fulfilment of the requirements of fair competition in the economy and po-
litics (Tiirkkan, 2016b) also constitutes one of the basic conditions for the implementation
and effectiveness of problem-solving methods. In the modern market economy, there have
been significant developments in these areas.

1.2. Improvements in Player Performance

Over time, there have been significant improvements in the problem-solving perfor-
mance of the modern market economy (Tiirkkan, 2024: 25-36). Firstly, significant increa-
ses have been realised in the ability to use resources effectively by solving market failures.
Secondly, significant improvements have been achieved in the ability to full employment
of resources through institutional capacity increases and automatic stabilisers. There have
also been significant improvements in the ability to develop resources through institutio-
nal capacity building, globalised markets and the scientific and technological revolution.
The ability to improve absolute income distribution has been enhanced through institu-
tional capacity building, trade unions, political organisations, etc. In gaining the ability
to cope with environmental and climate change problems, factors such as institutional
capacity increases and the development of renewable energy have been effective. Signifi-
cant progress has also been achieved in terms of acquiring the ability to cope with global
competition through institutional capacity building, opening up to foreign markets and
the establishment of the WTO. In terms of developing the ability to adapt to the scientific
and technological revolution, factors such as institutional capacity building, protection of
industrial property and competition have been effective. Likewise, the ability to combat
systemic and pandemic risks has been enhanced through new institutional capacity buil-
ding. Finally, new institutional capacity building has been effective in increasing the ability
to respond to different beliefs and ideologies.

Performance improvements were observed in all four guiding and regulating players
(Tirkkan, 2024: 194-212).

-There have been significant performance improvements in markets, driven by globa-
lisation, effective competition, supervision, digitalisation, deepening, diversification, mi-
nimum necessary regulations, changes in predictability conditions, various organisations
and deregulations.

-Increases in the performance of the State were mainly driven by the separation of
powers, independent and effective judiciary, improvement in legitimate executive and le-
gislative powers determined by fair political competition, strong oversight, accountability,
transparency, democratisation, digitalisation, specialisation, decentralisation, deregulati-
on, privatisation, predictable, flexible and inclusive approaches.

-At firm level, there has been a significant performance increase in the ability to solve
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problems due to factors such as the global dimension of companies, improvements in the
competitive environment, effective horizontal (participatory) organisations, digitalisation,
professional management, going public and the development of social responsibility un-
derstanding.

-In the performance of the external world, significant increases and improvements have
occurred due to factors such as the development of global organisations (IMF, World Bank,
G20, G7, WTO), the formation of strong liberalisation and integration movements (such
as EU, BRICS, NAFTA), increased system homogeneity, increased interdependence, digi-
talisation, strong communication and communication infrastructure.

A closer examination of the sources of the increases in the problem-solving performan-
ce of the contemporary market economy reveals the interactions summarised in Figure 1.

Figure 1. Sources of Improvements in Problem Solving Performance

Superiorities

Developments

Imnstitutional

and

Technological RS

Developments Developments
that Increase Enabling More
the Effective

Players

in Problem
Seolving
Performance

and Reduce the
Failures of
Existing Players

T T

Developments in Methods of Solving Economic
Problems

2. Superiorities and Failures of the Four Key Players

Determining that each of the four main players, who have a significant influence on re-
source allocation, has certain superiorities and failures is important for the determination
of the optimalist characteristic of the contemporary market economy. It is also important
to identify the factors that determine the superiorities and failures of each player. Beca-
use as these factors change, the superiorities and failures are also subject to change. In a
competitive environment, there is a tendency for the sphere of influence of each player to
be formed where the superiority is greater than the failure in absolute and relative terms.
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2.1. Superiorities and Failures of the Market

Markets have various superiorities and failures (Tiirkkan, 2024: 58-72.). It is possible to
summarise them under the headings shown in Table 2.1.

Table 2.1. Market Superiorities and Market Failures

Market Superiorities Market Failures

1)Good valuation machine DInability to produce collective goods

2) Producing a price system that reflects | 2) Failures in semi-collective goods

shortages

3) Ensuring consumer sovereignty 3) Sensitive goods vulnerability

4) Creating competition 4) Failure to perceive positive externali-
ties

5) Fair reward and punishment 5) Inability to perceive negative external-
ities

6)Encouraging innovations 6) Failure to consider social externalities

7)Freedom of choice 7) Destroying competition through car-
telisation

8) Rapid resource mobilisation 8) Destroying competition through mo-
nopolisation

9) Number superiority 9) Creating asymmetric information

10) Working at low cost 10) Disruptions in times of crisis

11Economic democracy and welfare max- | 11) Probability of systemic risk

imisation

12)Other 12)Other

Source: Tiirkkan (2024: 58).

The question of which factors are decisive in the emergence of these superiorities and
failures becomes important here. In this regard, it can be said that the nature of goods and
services, the size and depth of the market, the presence and nature of non-market inter-
ventions, the competitive nature of the market, the level of digitalisation and economic
freedoms are effective (Tiirkkan, 2024: 52-72.).

2.2. Supetiority and Failures of the State

The advantages and shortcomings of the State can be summarised as shown in Table 2.2
(Tarkkan, 2024: 79-93).

It can be said that the existence of independent and effective regulatory, supervisory
and balancing institutions, the degree of compliance with the principles of separation of
powers and the rule of law, the level of decentralisation, the quality of goods and services
and the level of digitalisation are effective in determining the superiority and failure of the
State (Tiirkkan, 2024: 93-95).
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Table 2.2 Superiorities and Failures of the State

Superiorities of the State

Failures of the State

1) Monopoly on taxation and power to
provide free services

1) Priority of vote and power maximis-
ation

2) Power to make rules and impose sanc-
tions

2) High probability of negative selection

3)Macro intervention power

3)Danger of power maximisation and
abuse of power

4)Power to do and make

4)Security approach

5) Ability to change, redirect and adapt
itself to new conditions

5) Centralisation

6) Ability to gain legitimacy

6) Tendency to corruption

7)Predictability

7)Asymmetric information

8) Continuity

8) Cumbersomeness and bureaucracy

9) Visibility and accessibility

9) Danger of discrimination

10) Trust and money creation

10) Tendency to create a monopoly

11) Global interlocutor

11) Tendency to create barriers to entry

12)Other

12)Other

Source: Tiirkkan (2024: 79).

2.3. Superiorities and Failures of the Firm

The glaring advantages and shortcomings of the company can be summarised as shown

in Table 2.3 (Tirkkan, 2024: 97-106).

Among the factors that determine the superiority and failures of the firm, the nature of
goods and services, the constraints created by public regulations and the ecosystem, firm
size, the level of globalisation of the firm and the relevant market, the level of digitalisati-
on, and the level of competition in the relevant market come to the fore (Tiirkkan, 2024:

106-110).

Table 2.3 Superiorities and Failures of the Firm

Superiorities of the Firm

Failures of the Firm

1)Strong motivation and vision ownership

1)Working under public constraint

2)Taking and managing risks with new initia-

tives

2)Principal-agent problem and irrational
behaviours

3) Sensitivity to competition and ability to

compete

3) Non-competitive behaviours

4)Ability to co-operate

4)Negative economies of scale

5) Ability to join forces

5) Continuity problem
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rapid adaptability

6) Information-based problem solving and

and moral hazard

7) High sensitivity fast response

er

8)Innovation

8)Working under ecosystem constraint

9)Possibilities of positive economies of scale,
economies of network and economies of scope

9)Openness to unfair competition

10) Chance to operate at the global level

10) Resilience to internal and external
shocks

11)Chance to change bad management

11)Openness to internal and external
unfair competition

12) Other

12) Other

Source: Tiirkkan (2024 : 97).

2.4. Supetriorities and Failures of the External World

The advantages and inadequacies of the external world can be summarised in Table 2.4

(Tirkkan, 2024: 111-120.).

Table 2.4 Superiorities and Failures of the External World

Superiorities of the External World

Failures of the External World

1)Unlimited market

1)Power asymmetry

2) Unlimited input options

2) Information asymmetry

3) Unlimited capital

3) Heterogeneous structure

4) Possibility of wide technology transfer

4) Systemic risks

5) Creating actual and potential competi-
tive pressure

5) Pandemic risks

6) Creating regulatory competition pres-
sure

6) Geopolitical risks

7) Advantageous global division of labour

7) Lack of regulatory authority

8) Possibility to improve global income
distribution

8) High transport costs

9) Global solidarity in difficult situations

9) Discriminatory relations

10) Unlimited consumer goods option

10) Uncontrolled migration

11) Global positive externalities

11) Global negative externalities

12)Other

12) Other

Source: Tiirkkan (2024: 111).
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Among the factors that determine the superiorities and failures of the external world,
factors such as the quality of goods and services, geopolitical and systemic risks, the level
of globalisation of markets, the level of power asymmetry and homogenisation between
countries, digitalisation, communication and transport infrastructure, inter-country in-
tegration and the level of global institutionalisation gain importance (Tiirkkan, 2024: 120-
125).

2.5. Factors Affecting the Superiorities and Failures of Guiding and
Regulating Players in General

In the development process of the modern market economy, many factors have been
influential in shaping the superiorities and failures of the four players in general (Tiirkkan,
2024: 125-130). Firstly, the nature of the guiding and regulation area (goods and services)
(Collective goods - private goods, semi-collective goods/ , Real sector - financial sector
distinction / Tradable - non tradable distinction etc.) has been the most important deter-
minant. Secondly, the level of development of the relevant countries (per capita income,
Human Development Index) has an impact on the superiorities and failures of the gui-
ders and regulators in various ways. Third, the level of development of freedoms and fair
competition has the potential to influence superiority and failures in various ways. The
level and form of external integration of each country, the level and form of technological
development, the level of digitalisation, the level of competitive pressure, the geopolitical,
pandemic and natural risks that each country faces, the presence of chronic structural
problems (current account deficit, lack of infrastructure, etc.) and the political regime (se-
paration of powers, level of centralisation, etc.) are also important factors that generally
affect the superiority and inefficiency of players (Tiirkkan, 2024: 125-130).

3. Definition of the Optimum in Determining the Spheres of
Influence of Players

In the contemporary market economy, two optima can be mentioned. The first one is
the Pareto optimum defined by the welfare theory. This optimum, which is achieved by
the realisation of certain marginal conditions in production, exchange, and effort is re-
lated to the efficient allocation of resources (Tiirkkan, 1996: 276-305). This optimum is
realised when it is not possible to increase the welfare level of even one person by making
any change in resource allocation. This optimum, which is theoretically characterised as
the first best, can be reached by the market mechanism or by the establishment of a price
system by a central authority that also ensures the realisation of marginal conditions. If
some of the marginal conditions cannot be fulfilled, a second best optimum can be reached
(Tirkkan, 1984; Tiirkkan, 1996: 305-308).

There is a second type of optimum in the contemporary market economy. The main
indicator of the attainment of this optimum is that it is not possible to increase the wel-
fare level of the society to a noticeable extent by making any change in the sphere of
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influence of the four basic guiders or regulators that are effective in resource allocation
(Turkkan, 2024: 173). This second optimum for a more efficient and effective allocation of
players increases the chances of realising the Pareto optimum and facilitates the achieve-
ment of the second best optimum even if the first optimum cannot be achieved. Because
in this way, the biggest deviations are eliminated (Tiirkkan, 1984: 163; Tiirkkan, 2001: 103;
Tiirkkan, 1996: 305-308). The basic assumption on which this optimum is based is that
there is an optimal sphere of influence for each player according to the absolute and rela-
tive superiorities and failures of the players in the contemporary market economy. For this
optimum to be realised, three conditions must be fulfilled.

3.1. Three Conditions of Optimum

In every economy, tens of thousands of goods, services and fields of activity need to be
guided and regulated by a certain player (market, state, firm and the outside world). In
order to reach the optimum, these guidance and regulations must meet the conditions of
efficiency and effectiveness (Tiirkkan, 2024: 174-177).

1)Efficiency Condition: The Superiority (Ss) / Failure(Fs) ratio of each selected player
in each guiding and regulating area must be greater than one. Ss/Fs >1

2)Effectiveness Condition: In each guiding and regulating area, the selected player’s
Superiority (Ss) / Failure (Fs) ratio must be higher than the best alternative player’s Supe-
riority (Sa) / Failure (Fa) ratio. Ss/Fs > Sa/Fa

If the selected player does not fulfil the efficiency and effectiveness condition, a subs-
titution will be necessary. However, in this case, a third condition of optimisation comes
into play.

3) The absolute magnitude of the relative Superiority-Failure advantage must be higher
than the switching cost. Relative absolute advantage should be RAA > Switching Cost
(SO).

The realisation of the first two conditions for efficiency and effectiveness can be descri-
bed with the help of Figure 3.1.1 below.

It is also possible to define the same optima with the help of Figure 3.1.2. Here, at the
point where the marginal social benefit (MSB) and marginal social cost (MSC) of the gu-
idance and regulation made by a certain guider and regulator player in a certain area are
equalised, the optimal level of influence of this player is determined.
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Figure 3.1.1 Efficiency and Effectiveness Condition for Determining Optimal Impact
Areas

Efficiency: Ability of selected guider-regulator
doing his job well : Superiority Ss/Failure Fs >1

4 3)Wasted | 1)High
effort: Efficient I performance:
Efficiency but not Efficient and
effective | effective
e i
2)Low 4)Lost
performance:Not I opportunities:
efficient and | |Effective but
effective y |not efficient >
| f | Effectiviness

Effectiviness: Superiortyrof selected guider-
regulator over its alternative ( Ss/Fs> Sa/Fa)

Source: Tiirkkan (2024: 174).

Figure 3.1.2 Optimal Level of Influence for Market, State, Firm, External World
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Source: Tiirkkan (2024: 162).

Thus, the player who realises the highest MSB with the lowest MSC will be the main
player. It is also possible to show the absolute and relative superiority of different players
in the realisation of the two conditions of the optimum together on the same figure. Figure
3.1.3 compares the superiority and failure of the market, the state, the firm and the outside
world in terms of guidance and regulation performance in a given area. At the end of this
comparison, hypothetically the player M at the top of the 45 degree line will be chosen.
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Figure 3.1.3 Combined Assessment of Absolute and Relative Superiority of Guiders-Re-
gulators in a Certain Field
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Source: Tiirkkan (2024: 176).

3.2. Impact Areas and Exceedances

Since the change of spheres of influence is slow in practice, each guiding and regula-
ting player oversteps the other’s sphere of influence (Tiirkkan, 2024: 167-172) (See Figure
3.2.1). These exceedances apply to all players.

Figure 3.2.1 Optimal Sphere of Influence Exceedances

Exceedance
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Optimal Domain of the Optimal Domain of the
Market Firm
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Exceedance

Exceedance

Exceedance Exceedance

N4

Dptimal Domain of
exceedance | the External Word

Exceedance l,:}

Exceedance

Optimal Domain o
State

Source: Tiirkkan (2024 : 167).
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The point to be underlined here is that the level of social welfare is sensitive to the mini-
mum level of these exceedances. Figure 3.2.2 expresses this sensitivity.

Figure 3.2.2 Exceedance Rates and. Social Welfare Level

Em:Maximum exceedance rate
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Source: Tiirkkan (2024 : 172).

Sphere of influence exceedances may also occur between the elements that make up
some player. Their correction may affect the performance of the relevant player and other
players (Tiirkkan, 2024: 170-172).

3.3. Impact Areas and Exceedances

In order to realise the third condition of optimality, the exceedance rates have to be
corrected in accordance with the optimality conditions. For this purpose, it is important to
determine the point where the marginal social benefit of correcting exceedances (CMSB)
and the marginal social cost of correcting exceedances (CMSC) are equalised. Figure 3.3.1
shows the optimal correction or exceedance level.

The correction process should continue until the Marginal Social Benefit of Correc-
ting Exceedances, including the cost of change, is CMSB = CMSC Marginal Social Cost of
Correcting Exceedances. However, there are some important difficulties in achieving zero
excess rate or absolute effectiveness and fulfilling the effectiveness condition (Tiirkkan,
2024: 168-170). The first of these is that in some cases the cost of change is very high. The
second important difficulty may be encountered in eliminating the failures of some gui-
ders and regulators that cannot be changed for various reasons. Another difficulty is the
superiority-failure uncertainty. On the other hand, there are also uncertainties created by
co-guiding-regulating, in which the state, the market, the firm and the outside world may
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Figure 3.3.1 Optimal Correction or Optimal Exceedance Level
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Source: Tiirkkan (2024: 177).

have varying degrees of influence in a given area. Exceedances in the form of gap-filling
may not be easy to recognise. Finally, sphere of influence exceedance within each guiding
& regulating player may turn a good player into an undesirable player (Tiirkkan, 2024:
170-172.).

4. Realisation of the Optimum

Undoubtedly, the most important question in terms of the optimal distribution of pla-
yers’ spheres of influence is how to realise this optimum, how to reduce exceedance rates
or, more accurately, how to approach this optimum.

4.1. Dynamics Effective in Reducing Exceedance Rates

As aresult of each player creating different dynamics with the influence of the following
factors, it is possible to approach the optimum exceedance rates (Tiirkkan, 2024: 180-186.).
Firstly, it can be said that competition in the markets will be effective in this respect. With
the dynamics of competition, firms will try to make a more rational choice in the division
of labour between their own sphere of influence and the sphere of influence of the mar-
ket. The competition process will push inefficient firms out of the market and prepare the
ground for new entries. Competition processes may also play a role in the rationalisati-
on of State spheres of influence. For example, the privatisation of non-competitive firms
may be brought to the agenda with public pressure. Again, competition proc