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ABSTRACT

DIRECT FOREIGN INVESTMENT IN TURKISH MANUFACTURING
INDUSTRY

Koldas, Tevfik
Ph.D., Department of Economics

Supervisor: Prof. Dr. Fikret Senses

July 2005, 282 pages

This study deals with direct foreign investment (DFI) in Turkish manufacturing
industry with two main objectives: First, the reasons of the failure of Turkish
economy in attracting sufficiently high levels of DFI is analysed as compared to the
experiences other developing countries that have been successful on this count.
Second, the impact of DFI in Turkish manufacturing industry is analysed in terms of
export, employment, and technology contribution as well as the comparative
behaviour of domestic and DFI firms. In addition to various data sets, the study
utilized the results collected from two separate surveys that were implemented to
domestic and DFI firms operating in Turkish manufacturing industry. Firstly, it
turned out that the failure of Turkish economy in attracting high inflows of DFI
cannot be attributed to investment climate problems, as the experiences of other
developing countries have shown. Secondly, there does not seem to be a significant
difference between the performances of domestic and DFI firms. While DFI seemed
to contribute positively to exports, insufficient contribution of DFI on employment
and negative balance of payments effects as well as the lack of its contribution in
terms of research and development and innovative activities were also notable. Then,
the study argues that rather than focusing solely on improvements in investment
climate and liberalizing eagerly the development regime, it seems more appropriate

to have a broad development strategy, in which both domestic investment and DFI

v



are handled in an integrated approach, within the framework of appropriate

industrial, trade and technology policies.

Keywords: Direct Foreign Investment, Investment Climate, Manufacturing Industry.



0z

TURKIYE IMALAT SANAYIINDE DOGRUDAN YABANCI YATIRIMLAR

Koldas, Tevfik
Doktora, iktisat Boliimii

Tez Yoneticisi: Prof. Dr. Fikret Senses
Temmuz 2005, 282 sayfa

Calismada, iki temel soru gercevesinde Tiirkiye imalat sanayiinde dogrudan
yabanci yatirnmlar (DYY) konusu irdelenmektedir: ilk olarak, DYY konusunda
basarili olmus gelismekte olan iilkelerin deneyimleri 1s1¢inda Tiirkiye’nin yeterli
diizeyde DYY ¢ekememesinin nedenleri ¢oziimlenmektedir. Ikinci olarak, DYY *nin
Tiirkiye imalat sanayiine etkisi, ihracat, isttihdam ve teknoloji katkisi yaninda, yerli
ve yabanct sermayeli firmalarin karsilagtirmali analizi dogrultusunda tartisilmaktadir.
Calismada cesitli veri setlerine ek olarak, Tiirkiye imalat sanayiinde faaliyet gosteren
yerli ve yabanci sermayeli sirketlere uygulanan anket sonuglart kullanilmagtir.

Diger gelismekte olan iilkelerin deneyimleri, Tiirkiye’nin dogrudan yabanci
yatinmlar konusundaki basarisiz performansimi yatirim ortamina iliskin sorunlara
atfetmenin dogru olmayacagimi gostermektedir. Ote yandan, yerli ve yabanci
sermayeli firmalarin perfromanslar1 arasinda anlamli bir fark gozlenmemektedir.
Dogrudan yabanci yatirimlarin, ihracata olumlu katkilarinin yaninda, istihdama
yetersiz katkis1 ve 6demeler dengesine olumsuz etkileri ile arastirma-gelistirme ve
yenilik faaliyetleri bakimindan yeterli katkida bulunmadiklar1 da vurgulanmalidir.
Sadece yatirim ortamini iyilestirmeye ve ekonomi politikalarimi hizla ve kapsamli
bicimde serbestlestirmeye odaklanmaktan ¢ok, uygun sanayi, teknoloji ve ticaret
politikalar1 cergevesinde yerli ve yabanci sermayeli yatrimlarin biitiinsel bir
yaklasimla ele alindig1, daha genis bir gelisme stratejisine sahip olmanin daha dogru

olacagi sonucuna varilmaktadir.

Anahtar Kelimeler: Dogrudan Yabanci Yatirimlar, Yatirrm Ortami, Imalat Sanayii
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CHAPTER 1

INTRODUCTION

As compared with countries at comparable levels of development, direct
foreign investment (DFI) inflows to Turkey have not reached high proportions.
Measured as percentage of GDP, while inflows of DFI to Turkey have increased
during 1980-90 period (from almost nil to 0.5 %), a stagnation at around 0.4 % of
GDP is observed especially after 1990. Despite all the advantages that Turkey
allegedly has in this respect, the expected increase in DFI in the post-1980 period has
not been realised. This failure has not been analysed in the literature yet. Moreover,
comprehensive and detailed studies of DFI performance in Turkey in terms of
investment motives of DFI firms and impact of DFI on the Turkish economy are
lacking, particularly for 1990s.

This study has two main objectives: Firstly, it analyses the reasons for the
failure of Turkey in attracting sufficiently high levels of DFI as compared to other
developing countries, which have been successful on this count. To this aim,
investment climates, DFI regimes, macroeconomic and competitiveness indicators of
15 developing countries are compared with that of Turkey. Moreover, the role of
privatization and regional integration in DFI inflows as well as the obstacles
perceived as hindering DFI inflows in Turkey are analysed.

Secondly, the impact of DFI inflows on Turkish manufacturing industry is
analysed in order to find an answer to the question of whether DFI inflows can help
Turkey to overcome its structural problems and attain its industrialisation and
development objectives by expanding and deepening its export base and upgrade its
existing technological capabilities. The answer to this question is searched along the
following lines: First, an up-to-date pattern of DFI in comparison with domestic
investment pattern is presented. Second, the motivations of DFI firms in investing in
Turkey are analysed. Third, the significance of mergers and acquisitions as well as
privatisation in DFI inflows is discussed. Fourth, export, employment and

technological performances of DFI and domestic firms as well as their responses to
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the Customs Union and the economic crises are compared. Fifth, the standard
definition of DFI is challenged. And lastly, the pattern of outward DFI from Turkey
is analysed.

The study reaches the important conclusion that, investment climate does not
turn out to be a significant explanatory variable in attracting high amounts of DFI
inflows. In other words, the failure of Turkey in attracting high levels of DFI inflows
cannot be attributed to the problems of Turkish investment climate. Moreover, there
does not seem to be a significant difference between performances of DFI and
domestic firms, in particular in terms export orientation and technological and
innovative activities. Indeed, insufficient contribution of DFI on employment and
negative balance of payments effects of DFI are also notable. Based on these results,
it is argued in the study that DFI policy need not be a part of a neo-liberal package.
Rather, DFI policies should be subsumed by a development strategy, in particular a
selective and strategic industrial policy, complemented with appropriate trade and
technology policies, in order to be beneficial for developing countries (Chang,
2003:248).

1.1 DFI Policies as Part of the Neo-Liberal Agenda

In the last 130 years, the pendulum of capitalism swang from one globalisation
to the other, in the middle being the “short-twentieth-century”, the term coined by
Hobsbawm (1994). The first globalisation era was between 1870 and 1913. After the
two world wars and the “golden age of capitalism”, and the age of “developmental
state”, the second era of globalisation was set in stage: from the end of 1970s to date.

According to the dominant discourse of globalism, the backswing of the
pendulum in the early 1980s was a return to “happy days”. That is, as was the case
during the 1870-1913 period, “the freedom of capital under the guidance of profit
opportunities” guarantees growth for everybody all over the world. The days
between 1870 and 1913 were “happy”, because countries got closer to each other

both in terms of economies and cultures in a peaceful environment.



Moreover, economic growth was rapid and incomes converged.'

The globalisation of capitalism during the 1870-1913 period was not without
its tensions among the leading developed countries of the time, due to the struggle to
conquer the rest of the world. Thus, the very process of globalisation itself may have
contributed to the outbreak of the First World War and the end of the first era of
globalisation.

The end of the first globalisation era meant to be a qualitative transformation in
the characteristics of the capitalist system. The experience of two world wars and the
Great Depression in-between, the Soviet Revolution, and the emergence of new
socialist states as well as former colonies as independent nation-states, were all
instrumental in reducing the supremacy of capital against labour after the Second
World War. The 1950-70 period was named as the “Golden Age of Capitalism”,
because almost all countries experienced high and sustainable growth, with apparent
improvements in the quality of life and in the rights of working-class in the
framework of welfare states (Chang, 2003:18-19; Milanovic, 2002:25).

In this era of “civilised” capitalism, a certain degree of compromise between
capital and labour was achieved under the leadership of the territorial nation state.
Development policies were based on national explanations and pursued national
objectives, and industrialisation was the primary goal of developing countries. The
goal of industrialisation was pursued by deliberate state action under the policies of
import-substituting policies (See, infer alia, Rodrik (2003), Rodrik (2001), Senses
and Taymaz (2003) and Yeldan (2002)).

The tensions of the golden age started to be manifested through the end of the
1960s. On the one hand, growth rates in the developed countries started to decline.
Firms in these countries experienced a profit squeeze, requiring them to seek new
profit opportunities. The rise in wages within nation states to boost domestic demand
could have opened one such avenue. As this would have presented a further threat to
profitability due to rising labour costs, internationalisation of capital emerged as the

only viable route for capital to expand their business.

' On the basis of three empirical studies of the time, Milanovic (2002:7-13) has shown that there is no
evidence of income convergence among the countries in that era, on the contrary, there is income
divergence. Moreover, as colonialism was the driving force behind the spread of capitalism in that
period, Milanovic (2002) has rightly argued that the world was not as peaceful a place as it is alleged
to be.
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On the other hand, due to high interest rates, fiscal imbalances, foreign
exchange shortages and large amounts of external debt, the import-substituting
industrialisation process in the developing countries came to a halt. For the problems
of developed as well as developing countries, the blame was put on the welfare state
policies and the active role of state in the economy. This paved the way for the
pendulum swing back to the increased supremacy of capital against labour. All of the
problems were alleged to arise because of the hindrance of capital to achieve its
profit-maximising objectives. Thus, as in the 1870-1913 period, the free movement
of capital was expected to solve every problem (See Milanovic, 2002:25; Yeldan,
2002:3).

If the first era of globalisation in the 1870-1913 period was a period of
liberalism, the second era of globalisation after the 1970s has been marked by neo-
liberalism. Neo-liberalism is a package of policies designed to remove all barriers in
front of capital domestically and internationally. On the domestic front, the state
should be rolled back through budget cuts, privatisation of state enterprises and
deregulation in labour and financial markets. On the international front, the
restrictions on international flows of trade, finance and technology should be
removed (Chang, 2003:247). Actually, neo-liberalism is a broader agenda

13

. that aims to call into question any and all
collective structures that could serve as an obstacle to the logic
of the pure market: the nation, whose space to maneuver
continually decreases; work groups, for example through the
individualisation of salaries and of careers as a function of
individual competences, with the consequent atomisation of
workers; collectives for the defence of the rights of workers,
unions, associations, cooperatives; even the family, which
loses part of its control over consumption through the
constitution of markets by age groups” (Bourdieu, 1998: 1).

The reflection of neo-liberalism in development economics turned out to be a
heavy refutation of state intervention through industrial policy and financial
repression, leaving the relative prices such as interest rates and exchange rates free,
lifting trade and capital controls. Leaving the market to work out its dynamics freely
without any intervention from state was argued to be the driving force of rapid and
equitable growth (Onis and Senses, 2003:1-3).

Actually, direct foreign investment (DFI) is taken to be an integral part of neo-

liberal package, which recommends an across-the-board liberalization for all
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developing countries to achieve their development goals. Full liberalization along the
lines of Washington Consensus® and Augmented Washington Consensus® (Rodrik,
2001:2,25 and 2003:4,43) will bring all the benefits to the domestic economies in
terms of economic growth. However, as Milanovic (2002:14) shows, worldwide
growth rates during 1978-98 were all lower than in 1960-78. Moreover, Rodrik
(2001 and 2003) shows that China, India and East Asian Countries owe their growth
and development success not to liberal policies as dictated by neo-liberalism, but on
the contrary, to the implementation of heterodox policies.

In this study, we single out direct foreign investment (DFI) by transnational
corporations (TNCs) from the general policy prescriptions of the neo-liberal agenda.
We prefer to focus on DFI rather than on short-term portfolio investment and other
sources of international financing within the framework of international capital
flows, because DFI is more important in terms of development objectives as TNCs
have longer-term interests in the host countries in which they invest. In particular,
TNCs are supposed to promote the integration of developing countries to the world
economy, and enhance efficiency and growth in these countries. All in all, TNCs are
seen as “indispensable and unstoppable” agents of development, which developing
countries have to accommodate (Chang, 2003:248). If DFI and the activities of TNCs
are indispensable realities of the second era of globalisation, but across-the-board
liberalization could not realise its promises, then we must think of alternative policies

for “development with TNCs” in the age of globalisation.

1.2 The Definition of DFI and TNCs as the Main Agents of DFI

1.2.1 The Definition of DFI

According to IMF (1993) and OECD (1992), DFI is that category of
investment in which a resident entity in one country obtains a lasting interest in an
enterprise resident in another country. A lasting interest implies, on the one hand, a

long-term relationship between the investor and the enterprise, and on the other hand,

2 Washington Consensus emphasizes fiscal discipline, trade and financial liberalization, privatization
and deregulation.

’ The original Washington Consensus was “augmented” by corporate governance, adherence to
international financial codes and standards, independent central banks and inflation targeting, and
targeted poverty reduction.
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a significant degree of influence by the investor on the management of the enterprise.
The criterion that distinguishes DFI from other types of investment is the 10 per cent
rule. Thus, when a resident in one economy owns 10 per cent or more of the
ordinary shares or voting power of an enterprise resident in another economy, that
investment is counted as DFI*. DFI is divided into equity capital, reinvested earnings,

and other capital (UNCTAD, 1999:4).

1.2.2 TNCs as the Main Agents of DFI°

Exporting

The initial stage of the internationalisation of production is the export of goods
produced in the home country. However, as the firms become concerned about their
competitiveness in export markets due to several reasons (e.g. real appreciation of
exchange rates), and about the actual and anticipated trade barriers, they enter a
different stage where they want to enter directly to the markets abroad. Of course, in
the process of exporting, the firms gain information and experience about the
markets in the foreign country, and use this information and experience in engaging

in DFI in that country.

Licensing

At this stage, as the first alternative, the firms may sell their licenses to a
foreign firm in order to utilise the process or product technologies of that foreign
firm. However, if the technology is complex and the source firm does not want to
make its technology available to its competitors, then licensing would not be a

preferred option. Perhaps, licensing would be preferred for old technologies only.

DFI

If licensing is not preferable for a firm, but still it has concerns about
profitability, market growth, cost levels, and wants to exploit economies of scale, it
will start to produce in a foreign country. At this stage, the firm becomes a

multinational enterprise (MNE) by engaging in DFI activities. As the

* A survey conducted by the IMF and OECD show that about three-fourths of the 96 OECD and non-
OECD respondent countries applies this rule. However, in Turkey no such rule applies. In Turkey any
positive amount of foreign investment is counted as DFI.

> This section is based on Moosa (2002:6,12-13).
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internationalisation of the activities of the firm increases and the distinction between
home and abroad becomes blurred, MNE is transformed into a transnational

corporation (TNC).

1.3 The Global DFI Inflows®

Acceleration in DFI Inflows

Global DFI flows accelerated especially in the second half of the 1980s,
outpacing a number of other global economic flows. In the second half of 1990s, the
acceleration attained record highs. While the growth rate of DFI inflows was twice as
much as the growth rate of GDP (at current prices) in 1986-90, it was four times of
GDP growth in 1991-1995 and 30 times in 1996-2000. In 2000, the growth rate of
DFI inflows was 10 times of GDP growth rate at current prices. Likewise, DFI
inflows grew 1.7 times as fast as gross fixed capital formation in 1986-1990, five
times as fast in 1991-1995, and sixteen-and-a-half times as fast in 1996-2000. The
growth of DFI flows as compared to the growth rates of exports of goods and non-
factor services, and technology payments as measured by royalties and license fees
were also very impressive in these periods. In the three sub-periods above,
respectively, DFI flows grew 1.8 times, two-and-a-half times, and eleven times as
fast as exports of goods and non-factor services. Likewise, they grew, respectively,
almost at the same rate, one-and-a-half times, and five times as fast as technology

payments in the same three subperiods.

Recent Slowdown in DFI Inflows

As a result of high growth in DFI inflows during the 1986-2000 period, the
world DFI stock reached USD 6 trillion in 2000, from USD 3 trillion in 1995, USD
972 billion in 1985, and USD 693 billion in 1980. However, beginning from 2001,
the world witnessed a slowdown in global DFI inflows. The growth rate of DFI
inflows turned out to be negative in 2001, 2002 and 2003: The figures for these three
years were -41.1%, -17.0% and -17.6%, respectively. These rates of decline were
very similar to, albeit somewhat less than, the negative growth rates in cross-border

mergers and acquisitions (M&A’s) which fell by 48.1%, 37.7%, and 19.7%,

® Unless otherwise stated, the figures are taken from World Investment Report 2004, which presents
the most up-to-date statistics that are available.
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respectively. As M&A’s have been one of the most important driving forces of
global DFI inflows, their slowdown has also pulled down the growth rates of DFI
inflows.

The sharp decline in 2001, and the continuation thereof, was mainly the result
of the slowdown in the world’s largest three economies, namely the US, EU and
Japan (UNCTAD 2002: xvi). The decline in the growth rates of cross-border M&A’s
was a consequence of the recession in developed economies. Looking at this process
at a finer level of detail, the negative growth rates of DFI inflows are mainly due to
the decline in DFI inflows to developed countries. Although the growth of DFI flows
to developing countries were also negative in 2001 and 2002, albeit at much lower
rates than those to developed countries, they actually grew in 2003 as opposed to the

decline in flows to developed countries.

Prospects

It is expected that DFI will grow positively in 2005 (see UNCTAD 2004:
xvi,31-34). The optimism regarding the prospects for global DFI inflows rests on a
worldwide economic recovery, increasing share prices, and increasing cross-border
M&A’s. Reinvested earnings stemming from higher profits have already picked up
in 2003, and equity and intra-company loans have picked up in 2004. Apparently,
reinvested earnings, equity and intra-company loans form the three components of
DFI inflows.

According to the results of UNCTAD surveys, DFI is expected to rebound
particularly in Asia and the Pacific (China and India) and the Central and Eastern
Europe (especially in Poland)’ (UNCTAD 2004:33). Conventional practices in the
preferred mode of DFI is expected to continue in the coming years. Namely,
greenfield investment is preferred in developing countries and cross-border M&A’s

are preferred in developed countries (UNCTAD 2004:32). Although a shift towards

" 1t is interesting that these three countries, China, India and Poland were ranked highest in the
forecasts of locations expected to attract the highest DFI in the coming two-years (2005 and 2006). It
is interesting, because China and India did not implement an across-the-board liberalization but
“liberalised their economies only partially and gradually”. And, Poland turned out to be a successful
example of transition from socialism to capitalism probably due to the relatively short-time period of
socialism, which did not destroy the memory of capitalist institutions completely. On the one hand,
these countries are successful examples of partial and gradual liberalization. On the other hand, they
show the importance of designing a development strategy based on the specific needs of one country
and tailored to the peculiar characteristics of existing institutions in that country. (See Rodrik, 2001:
13, 24-26).
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services (e.g. transport, banking, insurance, and management), in terms of sectoral
preferences of DFI inflows, is expected in the coming years, DFI is also expected to
continue to flow to some manufacturing industries (e.g. food and beverages, motor

vehicles, and electrical and electronic products) (UNCTAD 2004:33).

Global Distribution of DFI Inflows

DFI flows are not equally distributed globally. Developed countries,
accounting for 80 % of global inflows in 2000, remained to be the prime destination
of DFI until 2000. However, as the DFI inflows declined in 2001-2003 due to the
recession in developed economies, the share of developed countries in world DFI
inflows also decreased gradually to 66 % in 2003. On the other hand, developed
countries remain as the prime source of DFI outflows with their share in total
outflows increasing from 91 % in 2000 to 93 % in 2003. Within the developed
countries, the Triad —the EU, the United States and Japan- accounted for 65 % of
world inflows and 83 % of outflows in 2000-2003. Cross-border mergers and
acquisitions, which are mainly concentrated in the developed countries, represent the

main stimulus behind the large share of the Triad in DFI inflows.

Developing Countries

The inflows of DFI to the developing countries remained well below those to
the developed world. Although the absolute volume of DFI flows to developing
countries has continued to increase, their share in world flows showed a volatile
pattern. The share of developing countries reached a maximum of 39 % in 1997, then
showed a steady decline to 19 % in 2000, rebounding to 27 % in 2001, falling back
to 23 % in 2002 and again rising to 31 % in 2003.

There are three upswings in the share of developing countries: 1980-85, 1990-
97, and 2001-2003. For the period 1985-90, UNCTAD (1992:3) argues that despite a
declining share, the rate of growth of DFI flows to developing countries was more
than twice the rate of growth of domestic output, investment and technology imports
of these countries. Then, we can talk about a continuous surge of DFI flows to
developing countries from the early 1980s to the late 1990s. The foreign acquisition

of domestic firms in the process of privatisation, and their increased economic and



financial integration are the main factors behind the surge of DFI inflows into the

developing countries (UNCTAD, 1998:vii).

1.4 The Determinants of DFI

Motivations of TNCs

In the DFI literature, the motivation that makes a firm multinational (or
transnational) is based on the eclectic theory of Dunning (1988). According to this
theory, a firm should have ownership, location, and internalisation advantages to
become a multinational (transnational) one. Thus, a firm must own or control a
unique mobile asset that renders an advantage to the firm vis-a-vis the other firms.
This mobile asset may be an efficient management which can identify and invest in
profitable job opportunities; complex technology and product differentiation;
advanced marketing, advertising and distribution techniques; privileged access to
raw materials due to market control, transportational or processing advantages;
ability to exploit economies of scale; and having bargaining and political power vis-
a-vis host countries’ governments. Secondly, it must be cost-efficient for the firm to
exploit this asset abroad instead of, or in addition to, in the home country of the firm
itself. And thirdly, rather than contracting out to a foreign firm, the firm must find it
profitable to exploit the asset itself (Hanson, 2001:10; Lim, 2001:10-11; Moosa,
2002: 31; Tatoglu and Glaister, 2001:10).

Host Country Determinants

De Mello (1997:4) groups the factors determining DFI flows into developing
countries under three headings: Institutional features, economic factors and policy
incentives. The institutional features of the host country attracting DFI are the degree
of political stability and government intervention; the existence of property rights
legislation determining the legal rights of foreign firms and limitations on foreign
ownership; the property and profit tax system; and the extent and severity of
bureaucratic procedures. The openness, the trade and investment regime, and the
adequacy of basic infrastructure of the host country constitute the economic factors.
Among the policy incentives designed to attract DFI are fiscal incentives (tax rebates
and exemptions), financial incentives (subsidised loans and grants), and non-

financial incentives (basic infrastructure provision) are the most prominent.
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Similarly, UNCTAD (1998:91) classifies the host country determinants of DFI
under three headings: Policy framework, economic determinants, and business
facilitation. Policy framework includes economic, political and social stability, rules
and standards regarding the entry and operation of foreign affiliates, international
agreements on DFI, and competition, merger, privatisation, tax, and trade policies.
Business facilitation refers to the policies that promote investment such as
investment-facilitating services, incentives, administrative efficiency, quality of life,
and after-investment services.

Regarding the economic determinants, UNCTAD (1998:91) goes to a further
disaggregation in that it links the determinants of DFI in the host countries to the
motives of transnational corporations (TNCs). If a TNC is a market seeking one, then
the size, growth and the structure of the host market, access to the regional and
global markets, and the structure of consumer preferences in the host country are
important determinants for such a TNC to invest in the host country.

If a TNC is a resource or asset seeking one, then the important determinants
turn out to be availability of raw materials, low-cost unskilled labour, technological,
innovatory and other created assets, and physical infrastructure.

As a third case, a TNC may be an efficiency-seeking one. In this case, in
addition to the costs of resources mentioned in the second case, transport,
communication and intermediate input costs, labour productivity, and membership of
a regional integration agreement conducive to the establishment of regional corporate
networks become the important determinants of DFI.

From the perspective of TNCs, while market size, economies of scale, and
relative factor prices are the main determinants of the location of production;
inflation in the host country deters DFI inflows by increasing the user cost of capital.
Exchange rates, on the other hand, affect the relocation decisions of TNCs in so far
as they affect the investor firm’s expected cash flows, expected profitability and the
attractiveness of domestic assets to foreign investors. Foreign investors would prefer
relatively weak domestic currencies relative to their own currencies (de Mello,
1997:5).

On the other hand, the experience of developing countries implementing an
open-door policy with DFI is not very promising. Based on the empirical studies, it

can be argued that growth is a prerequisite for DFI attraction, not that DFI is a
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prerequisite for growth. Then, in order to attract more DFI, host countries should first
attain a sustainable growth rate, and DFI policies should be a part of broader
industrial strategy (Chang, 2003: 264).

In order for DFI to be a win-win situation, it is not enough for host countries to
simply implement the above-cited host country determinants. As recent theoretical
developments and empirical studies show, developing countries should rely on an
industrial strategy emphasising the establishment and improvement of local
capabilities, be it managerial, organisational and technological. DFI should be used
in a selective and strategic manner only to accelerate this process (Chang, 2003:

256).

1.5 Host Country Expectations

Complementing Domestic Savings

In the first step, DFI is a component of capital flows to developing countries
that may contribute to fill the financing gap needed to complement domestic savings
(UNCTAD, 1999:22). Other than this financial contribution, DFI can contribute to
the development of host countries through four elements (UNCTAD, 1992: 8-14):
Capital formation, technology transfer, human resources development, and export

promotion.

Source of Capital

TNCs are a major source of capital and a major channel for transferring capital
across borders. The contribution of TNCs to development as a source of direct
capital formation will be important especially if they invest in high technology
manufacturing sectors. In so far as the local producers are developed sufficiently,
TNCs may promote domestic production through linkage affects (UNCTAD,
1992:8).

Technology

TNCs being the major actors in the development of technologies, they can
contribute to the development process through technology transfer, by engaging in
local R&D activities, stimulating technology development by local R&D institutions,

and by their spillover effects to the enterprises in the host countries (UNCTAD,
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1992:9).

Exports

It is also widely accepted that TNCs improve the export performance of the
developing countries and thereby enhance growth in the host countries (UNCTAD,
1992:10). However, it may well be the case that export oriented economies attract
DFI rather than DFI promotes exports (Singh and Jun, 1995:2). Based on Granger-
causality tests, Singh and Jun (1995:21) find that export orientation is a significant
determinant of DFI flows for high-DFI countries.

1.6 How Can Developing Countries Benefit From DFI?

Manufacturing Sector

As it is stated above, developing countries will benefit from DFI in so far as
DFI promotes growth and development in these countries. Having in mind that the
manufacturing industry plays an important role in economic development for it
serves as a “hub” for the generation and diffusion of new technologies to the rest of
the economy (Taymaz, 1999:2), DFI in the manufacturing sector should be the
primary aim of the host countries. As Lall (2000:3) argues, in the context of the
pattern of world trade over the past two decades, manufactured products grew four
times faster than primary products, and within manufactured products, growth was
driven by technology. High technology exports were the fastest growing group and
resource based products the slowest. Lall (2000:3) argues further that in high
technology exports, TNCs played the dominant role.

Technology and skills

Although DFI is primarily a source of funding in an environment of
insufficient domestic savings for the developing countries, and it is less volatile than
other types of capital flows, in order that developing countries benefit more from
DFI, it should be seen as a medium for acquiring technology, skills, organisational
and managerial techniques, and access to international markets (Nourbaksh, Paloni
and Youssef, 2001:1593). Shatz (2001:5) suggests that DFI inflows will be beneficial

to the host countries in so far they bring new technologies and management
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techniques, increased international linkages and expanded export opportunities, and

greater domestic competition and product variety.

Spillovers

Theoretically, these arguments rest on the endogenous growth models.
According to these models, DFI enhances growth as it leads to productivity
spillovers, human capital augmentation and technological change in developing
economies, since it promotes the use of more advanced technologies by domestic
firms and provides specific productivity-increasing labour training and skill
formation. While DFI is growth enhancing as it leads to new capital accumulation, it
also leads to productivity gains as new technologies give way to spillovers to
domestic firms. Even without physical capital accumulation, DFI can lead to
knowledge transfers to the domestic economy in the form of leasing, licensing and
start-up agreements, management contracts and joint ventures. These knowledge
transfers will be meaningful and beneficial as the relationships with the foreign
investors lead to labour training, skill acquisition and diffusion, and acquisition of
new management practices in the recipient economy (de Mello, 1997:9-15).

The pattern and distribution of global DFI flows have not been favorable for
developing countries until now, however. This is due to the differences in the level of
concentrations in the industries with different technology levels. Thus, the more
advanced the level of technology in an industry, the higher the level of concentration
tends to be. Consequently, DFI in high-technology and medium-high technology
industries (biotechnology, semiconductors, and TV and radio receivers) tend to
agglomerate in selected locations in the world. On the other hand, food and
beverages industry is more evenly spread among host countries. In short, regarding
the volume of DFI flows, while more skill- and technology-intensive functions are
allocated to industrially more advanced regions, less industrialised locations are only

assigned simpler tasks like assembly and packaging UNCTAD (2001:xvi).
Emerging Determinants

According to UNCTAD (2001:xvii), while the traditional determinants of DFI

location like large markets, possession of natural resources and access to low-cost or

14



semi-skilled labour remain relevant, they are diminishing in importance®. Policy
liberalization, technical progress and managerial and organisational factors, instead,
become increasingly relevant for the locational decisions of DFI, particularly for the
most dynamic industries. That is, as trade barriers are being removed, and trade blocs
and regional links are formed across nations, the markets become more demanding
and competition intensifies. Thus, as technological content of processes and products
increases, industries become more dynamic and new determinants of DFI emerge
(UNCTAD, 2001: 5). Policy liberalization in the areas of trade and investment gives
TNCs greater freedom to specialise and search for competitive locations. Technical
progress refers to the ability of host countries to provide the complementary skills,
infrastructure, suppliers and institutions to operate technologies efficiently and
flexibly. Regarding the third factor, new organisational factors such as stronger
emphasis on flatter hierarchies and especially networking allow a more efficient
management of global operations, encouraging a greater relocation of functions at
various points in the value chain from design and innovation to marketing and

servicing (UNCTAD, 2001:xviii).

Backward Linkages

From this perspective, then, in order to attract DFI and benefit from it in the
development process, it is lo longer sufficient to simply open up the economy to the
external world. While the host countries should design policies to target foreign
investors at the level of industries and firms to meet their specific locational needs at
the activity and cluster level in the light of the country’s developmental priorities,
they should also promote the backward linkages with foreign affiliates in order to
ensure the diffusion of skills, knowledge and technology to the domestic firms

(UNCTAD, 2001:xix-xxi).

¥ The importance of low-cost labor is, however, still on the top of the list as it is obvious from the fact
that Japanese electronics manufacturers are investing in China where engineers are paid one-quarter as
much as of their Japanese colleagues (Ken Belson, “Japan's pride and joy gets a "Made in China'
label”, New York Times, Feb.17, 2004).
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1.7 Specific Research Questions

1) Effects of Policy Framework on DFI

Before analysing the economic impact of DFI on Turkish manufacturing
industry, it is asked in the study whether the low level of DFI inflows to Turkey has
something to do with the investment climate’ including the foreign investment
regime of Turkey. For this purpose, fifteen countries have been selected as top
recipients of DFI among developing countries from Latin America, Asia, and
Europe. These countries are Argentina, Brazil, Venezuela, Chile, Mexico, China,
India, Hong Kong, Singapore, South Korea, Malaysia, Thailand, Poland, Czech
Republic and Hungary. The experience of these countries are briefly discussed in
terms of investment climate, DFI regimes, and various macroeconomic, development
and competitiveness indicators. Then the DFI policy framework of Turkey is
analysed qualitatively in terms of its openness as compared to these countries.

The following questions are asked:

Do these countries attract high DFI inflows just because they have a stable
macroeconomic environment and a sound investment climate? Is the legislative
framework of DFT in these countries without any “restrictions”?

Do these selected countries have any measures directed specifically towards
the operations of TNCs within their territories? Do they impose any specific
performance criteria on foreign investors and if so how does this practice affect the
volume of DFI inflows? Does the level of DFI inflows to developing countries
successful in attracting DFI have something to do with the labour costs and
macroeconomic, development and competitiveness indicators of these countries? Or
do these successful countries have some kind of trade and industrial strategies
directed towards development objectives to which DFI policies were subordinated?

What is the role of privatization and regional economic integration in the
success of these countries in attracting high volumes of DFI?

Is the underperformance of Turkey in terms of attracting DFI due to absence of
a sound investment climate and a stable macroeconomic environment or due to the
lack of trade and industrial policies in the post-1980 period delineating a broad

development strategy? It will be investigated whether the lack of an integrated

? See Chapter 3 for the definition of and the discussion on investment climate.
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industrial, trade and technology policies in Turkey forms an obstacle in attracting

DFI inflows and in new investment decisions of domestic firms.

2) Analysis of Export, Employment and Technology Performances of DFI
Firms

As the first step in tackling the more specific research questions under this
heading, a detailed analysis of DFI exports will be conducted in comparison with
domestic exports. The distribution of exports in each category by country, region,
sector, broad economic categories (BEC), and OECD technology classification will
be examined.'’ It will be investigated whether there is a regular pattern between the
country of origin of DFI firms and the destination of their exports. In doing this, the
aim of the study is to try to detect whether foreign firms use Turkey as a jump-base
for their exports, and if so to which markets.

In addition to exports, DFI and domestic firms will be compared and contrasted
along the following lines:

e  employment generation performance,

. education level of workers,

e  training schemes for workers

o the share of unionised and part-time workers in total
employment,

e wages and labour productivity.

In analysing export and employment performances of DFI firms, the criterion
employed in conventional definitions of DFI, that is the 10% rule, will also be
challenged. That is, it will be investigated how the performance of DFI firms change
as the foreign share, and hence the definition of DFI, changes.

DFI and domestic firms will be compared and contrasted in terms of their type
of technology transfer, R&D expenditures, the number of patents they own, and their
degree of technological cooperation with universities and public institutions. In
addition, the interaction between domestic and DFI firms will be investigated in the

field of innovation: Are there any kind of innovations that domestic firms implement

10 Examining the distribution of exports in all these respects and also comparing and contrasting DFI
exports with domestic exports, this study analyses export performance at a much finer level of detail
than Gover (2004).
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by observing DFI firms? Finally, the ways that domestic firms are affected as the

number of DFI firms in their industry increases will be investigated.

3) Up-to-date Pattern of DFI in Turkey

Under this heading DFI inflows will be analysed with respect to their pace,
type and sectoral distribution of investment, and geographical distribution of the
home countries. The pattern of DFI inflows into Turkey will be assessed in
comparison with the pattern of domestic investment. In analyzing DFI inflows by
type, it is aimed to isolate mergers and acquisitions from the overall DFI inflows. In
this context, the contribution of privatization of state economic enterprises to DFI

inflows will also be discussed.

4) DFI Outflows from Turkey

The main concern here will be to investigate DFI outflows from Turkey, a
subject not much explored except for Erdilek (2003). The distribution of outward
DFI from Turkey will be analysed by sector, country, and motivations of investors.
By analyzing the motivations of domestic firms engaged in DFI abroad, it is hoped to
obtain further clues about the lack of DFI inflows into Turkey. By delving into this
subject, information will be obtained on net DFI inflows based on the comparison of
inward and outward flows, which yield interesting results. For example, 58.0% of
DFI inflows in 2003 were actually due to real estate purchases of foreigners in
Turkey. Excluding real estate-related DFI inflows, outward DFI from Turkey in this

particular year exceeded DFI inflows.

1.8 The Data and Methodology
This study employs data sets from different sources, which are grouped below

under six main headings.

DFI Authorisations of GDFI

The first data set is the database of the General Directorate of Foreign
Investment (GDFI) of the Undersecretariat of Treasury on authorised DFI, providing
information on the distribution of DFI by sector and type and country of origin of

investment. By utilising this data set, it will be possible to decompose DFI
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authorisations in Turkey according to the types of DFI: new, expansion, capital
increase and portfolio investment. Utilising the data on portfolio investment
authorisations, and the list of firms acquired by foreigners with a majority ownership
in 2001 and 2002, it will also be possible to depict a picture of mergers and

acquisitions in Turkey.

Foreign Trade Statistics of Foreign Firms

The second data set is on foreign trade statistics of foreign firms in Turkish
manufacturing industry, available from the General Directorate of Foreign
Investment (GDFI) of the Undersecretariat of the Treasury. This data set includes

distribution of foreign trade by sector and country.

Data Set of Istanbul Chamber of Industry

The data set on largest 500 firms (1993-2003) published by the Istanbul
Chamber of Industry (ICI) provides firm-level information on capital share (public,
private and foreign), sector classification (ISIC Rev.3), sales from production, sales
revenue, net assets, equity capital, gross value-added, income, exports, and
employment.

The firms included in the ICI data set are fairly representative of Turkish
manufacturing industry. They account for around 58 percent of total manufactured

value added, and 50 percent of total manufactured exports.

Manufacturing Database of State Institute of Statistics (SIS)

The SIS data set contains data for the manufacturing industry classified at the
level of 3-digit ISIC (Rev.2) for the 1992-2001 period. It includes data on the
number of firms, employment, wages, hours worked, value added, and imported
machinery and equipment for each sub-sector of the manufacturing industry. The
data is also categorized with respect to foreign share and presented in 10 %
increments of foreign share. That is, for each sub-sector, the firms are aggregated
with respect to their foreign shares as 0-10 %, 10-20 %, 20-30%, and so on up to 90-
100%.
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Survey Results

Finally, two surveys are prepared, one for DFI firms and one for domestic
firms operating in Turkish manufacturing industry. The survey for DFI firms
included 42 questions in 9 parts. The survey for domestic firms included 46
questions in 10 parts. The surveys are given in Appendix A2 at the end of the study.

The questions included in the questionnaires broadly fall under the following
categories 1) The motivations of TNCs in investing in Turkey. 2) The determinants
of DFI in Turkey as perceived by existing DFI firms in Turkey. 3) The problems of
the investment climate in Turkey as perceived by DFI as well as domestic firms. 4)
The existence of any positive spillovers from DFI to domestic firms. 5) The mode of
technology acquisition, R&D expenditures, the number of patents owned, and
technological cooperation with universities and public institutions. 6) Number of
workers and their level of educational attainment, and the share of unionized and
part-time workers. 7) Volume of exports and the motivation to export. 8) The
responses of DFI and domestic firms to economic crises, Customs Union with the
European Union, and prospects for full EU membership.

80 responses from DFI firms and 60 responses from domestic firms are
obtained. The response rates for DFI and domestic firms are, respectively, 17.5% and
11.0%. The qualitative assessment based on the data sets as supplemented by survey
results derived from two questionnaires will constitutes the main methodology of the

study.

1.9 The Sequence of Presentation

Following this introduction, in Chapter 2 a brief review of the existing
literature on the subject matter of the thesis will be given. The chapter will focus on
investigating the ways and means of increasing the benefits from DFI from the point
of view of developing countries. Special emphasis will be on the impact of DFI on
technology, productivity, and export spillovers, the labour market, and the interaction
between DFI and domestic investment and growth. The last part of the chapter will
be devoted to a brief review of the previous studies on Turkish DFI experience.

In Chapter 3, Turkish investment climate and openness of the DFI regime will

be analysed in comparison with a number of 15 selected countries. The comparison
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is on the basis of business environment, DFI regimes, macroeconomic, development
and competitiveness indicators, and the role of privatization and regional integration.

Using the most recent data available, Chapter 4 will provide a detailed
examination of the pattern of DFI in Turkey and compare it to the pattern of
domestic investment. Moreover, in this chapter, the significance of mergers and
acquisitions and the privatization process for DFI inflows to Turkey, as well as the
pattern of outward DFI from Turkey will be analysed.

Chapter 5 will be on export and employment contribution of DFI firms as
compared to the performances of domestic firms.

In Chapter 6, the results of the two surveys will be analysed.

The last chapter will present the conclusions of the study.
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CHAPTER 2

A BRIEF SURVEY OF EMPIRICAL STUDIES ON THE EFFECTS OF
DIRECT FOREIGN INVESTMENT ON HOST COUNTRIES

2.1 Introduction

From the point of view of developing countries, direct foreign investment (DFT)
is increasingly seen as a source of economic development and modernisation. It is
believed that DFI will accelerate the development process by increasing the sources
of finance for investment. On the other hand, transnational corporations (TNCs) will
bring in new technology, knowledge, expertise and advanced modes of organisation
to the host countries. This new technology and stocks of knowledge and new
organisational behaviour will spill over to domestic firms through various channels
which will be elaborated below, and thus raise the productivity of domestic firms and
enhance the competitive environment of the host economies.

DFI is also seen beneficial for the developing countries to increase their export
base. For the TNCs have better knowledge of tastes in foreign countries and have
well-established distribution channels worldwide. Foreign affiliates in developing
countries will export more easily than their domestic counterparts. If domestic firms
somehow manage to learn from their behaviour, there will be a spillover effect in
exporting to increase the overall exports of the host countries.

For direct foreign investment to contribute to the growth of the host countries,
it should be the case that DFI crowds in domestic investment. Thus, the formation of
backward and forward linkages from foreign affiliates to the domestic firms in the
host countries is a key concept in the developmental role of DFI''.

The contribution of DFI on human capital formation in the host countries
(especially the developing ones) is another key concept cited as one of the merits of

DFI. While foreign affiliates design and implement training programs for their

"' See UNCTAD (2001) for the elaboration of issues on backward and forward linkages.
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counterparts, it turns out that for DFI to contribute to growth and development,
host countries should have some minimum level of human capital development to
absorb the technologies of foreign affiliates.

These issues mentioned above do not unify in a comprehensive theory of DFI,
but rather empirical studies have tried to shed light on the validity of the alleged
benefits in the developing country context.

In this chapter, a rather selective group of studies are surveyed to find
answers to the following questions: Are there any spillover benefits from foreign
investment to domestic firms in terms of technology, productivity and export
increases? Does DFI contribute to growth in developing countries and how? Does
DFI crowd in or crowd out domestic investment? What is the effect of DFI on skill
upgrading, employment and wages? The purpose of asking these questions is to
review the empirical results to assess whether DFI can be the source of economic
development and modernisation. On the other hand, previous studies on the DFI
experience of Turkey are surveyed in the last part of the chapter, in order to
emphasise the significance of the present study.

The chapter is organised as follows: Section 2 will discuss the technology,
productivity and export spillovers from foreign firms to domestic ones. The
relationship of DFI with domestic investment and growth will be discussed in
Section 3. Section 4 will briefly review the effects of DFI on the labour market.
Section 5 will provide an overview of the previous studies on Turkish DFI
experience. The last section will conclude and discuss the policy implications

derived from studies covered in this chapter.

2. 2 Host Country Spillovers from DFI

2.2.1 Technology and Productivity Spillovers

Theoretical Background

The existing literature on the spillover benefits from DFI owe much to the
theorising efforts of DFI based on the theories of industrial organisation and
endogenous growth. Thus, the effects of DFI on the host countries are accepted to be
indirect in the way of externalities like transfer and diffusion of technology and
knowledge, and the impact of DFI on the market structure and competition in the

host countries (Blomstrém and Kokko, 1996:1-2).

23



Actually, host countries can acquire technology from foreign firms in various
ways. A country can import higher-quality intermediate goods from technologically
superior countries, and use this technology in its own production processes through
reverse engineering and imitation. However, the way that this type of technology
transfer maximises the benefits for a country is intra-industry trade, which is
prevalent among developed countries. In the case of developing countries, on the
other hand, it is the case where inter-industry trade with the developed countries is
the prevalent trade mode. Thus, there is less scope for developing countries to
acquire technology through trade (OECD, 2002: 96).

Another way of technology transfer for the developing countries is licensing
agreements. However, licensing is not much preferable for the TNCs in that they face
the risk of their technology being captured by firms in developing countries. So,
TNCs generally make licensing agreements for their older technology, which does
not make much sense for the technological improvement of the developing countries.
As regards the most recent technologies, TNCs usually make license agreements to
get knowledge of the local markets before making investments, thus, they license
temporarily (OECD, 2002: 96-97). Another important reason that makes licensing
less attractive for TNCs is the fact that the markets for technology are imperfect.
That is, it is difficult to price any technology because of the public-good
characteristics of knowledge (Blomstrom and Kokko, 1996: 8)

Given these caveats of the other modes of technology transfer, the remaining
channel is DFI with externality benefits that cannot be provided by trade or licensing
(OECD, 2002; Blomstrom and Kokko, 1996).

TNCs, possessing the highest R&D stock in the world economy and operating
with highest technology, bring some amount of proprietary technology with them
when establishing affiliates in the host countries. Having these ownership
advantages, TNCs force local firms to increase their productivity levels through
fierce competition, which generates spillovers that will help the diffusion of TNC
technology to the host country firms (Blomstrom and Kokko, 1996: 7).

The technology of TNCs spill over local domestic firms through following
channels: (i) imitation of the technology by the domestic firms, (ii) through severe
competition so that domestic firms are forced to use the existing technology more

efficiently, (iii) as the competition forces the domestic firms to search for new, more
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efficient technologies (Blomstrom and Kokko, 1996:7). These three channels can be
grouped under the heading of horizontal linkages (OECD, 2002: 98).

Besides the horizontal linkages, TNCs may transfer technology to their
vendors or to the buyers of their products, which can be called as vertical linkages.
Furthermore, the employees or managers previously working for the affiliates of the
TNCs in the host country can switch to work for local firms or establish their own
businesses. In this way of labour migration, the technology diffuses to the host
country firms. Lastly, TNCs may create units to perform R&D activities in the host
countries, which increases the knowledge stock of the host countries and help the
diffusion of advanced technologies (OECD, 2002: 98).

Blomstrom, Globerman and Kokko (2000) analyse the determinants of host
country spillovers from DFT in terms of interactions of forces underlying the supply
of and demand for spillovers. The supply of spillovers is made by TNCs by making
their technology available for local domestic firms. On the other hand, demand for
spillovers by the local domestic firms is determined by the absorptive capacity of the
host country.

As regards the determinants of supply, TNCs may benefit from economies of
scale by enlarging their R&D activities to their affiliates in the host countries. As a
second benefit, host country governments may reward TNCs some commercial
advantages, which outweigh the commercial value of their appropriable technology.
On the other hand, the value of the underlying technology and the lack of intellectual
property rights protection in the host countries will appear as costs for the TNCs. As
a mirror image on the side of the host countries, the value of the underlying
technology will appear as a benefit, which determines the demand for spillovers

(Blomstrom, Globerman and Kokko, 1996:5-11).

Empirical Evidence

Before continuing with the empirical evidence on the technology spillovers of
DFI on the host countries, we first mention a study, which emphasises the role of
R&D spillovers in general on economic growth. Coe and Helpman (1995) argue that
both domestic and foreign R&D activities affect the total factor productivity (TFP) of
a country in their sample which consists of 21 OECD countries plus Israel for the

1971-90 period. Utilising the data on TFP, domestic stocks of R&D, and foreign
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stocks of R&D constructed by weighting the R&D stocks of the trade partners of
each country by their trade shares, they estimate equations that are cointegrated. The
following results emerge from their study: A country's TFP depends on both its own
R&D capital stock and R&D capital stock of its trade partners. The more open a
country is to international trade, the more beneficial may be foreign R&D to
domestic productivity. In larger countries, the elasticity of TFP with respect to
domestic R&D is larger, while it is the opposite case for smaller countries. In terms
of both domestic output and international spillovers, the rate of return on R&D
capital stock is very high.

The results of Coe and Helpman (1995) are important in emphasising the role
of R&D in growth process, since DFI is seen as the source of technology and
knowledge spillovers from TNCs which are the centers of R&D activities on the
world-scale.

Kathuria (1998) disaggregates the spillovers from foreign affiliates into two:
one from the mere existence of foreign firms in the domestic market, and the other
from the disembodied technology imports. The study aims to test the hypothesis that
the productivity of domestic firms increases with the amount of foreign firms
operating in the market and with the increases in the disembodied technology
imports.

Utilising a data set of 368 medium and large sized firms from Indian
manufacturing sector for the 1975-76 to 1988-89 period, Kathuria (1998) estimates
stochastic production frontiers to test the effects of both types of spillovers on multi
factor productivity of firms, controlling for firm-specific variables.

When the estimations are done for the sample of non-DFI firms, the variable
for the knowledge spillovers from sectoral presence of foreign firms turns out to be
positive and significant where the variable for imported disembodied technology
does not (Kathuria, 1998:15).

In order to get further insights on the sectoral differences; Kathuria (1998)

reestimates the equations for scientific and non-scientific groups of non-DFI firms'?.

'2 Scientific group consists of firms in drugs and pharmaceuticals, chemicals, electronics industries
etc. whereas non-scientific group consists of firms in automobiles, non-electrical machinery, metal
products etc. (Kathuria, 1998:15).
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Irrespective of the two subgroups, there exists knowledge spillovers to
domestic firms from the presence of foreign firms in their sectors. As regards the
effect of disembodied technology imports, only the firms investing in R&D in non-
scientific subgroup can benefit, implying a threshold of R&D expenditures to benefit
from knowledge spillovers emanating from the available stock of foreign technology
imports (Kathuria, 1998:16).

However, when the technological gap variable (GAP)" is included in the
analysis in order to account for the catching-up hypothesis, the significance of the
knowledge spillover variable vanishes for the non-scientific subgroup indicating that
the increased productivity of the firms in this subgroup cannot be attributed to any
knowledge spillovers, but rather to increased capacity utilisation, disembodied
technology imports, and the firm’s outward orientation. Thus, positive spillovers
from the presence of foreign firms is only valid for firms in the scientific group,
irrespective of their distance from the technology frontier (Kathuria, 1998:18-20).

In a study by Aitken and Harrison (1999), the existence of technology
spillovers from foreign firms to domestic ones is tested for Venezuelan
manufacturing firms. Along with this question, the authors also try to find the extent
of any higher levels of productivity in joint ventures and wholly owned subsidiaries
than their domestic counterparts.

Utilising annual survey data of over 4000 Venezuelan firms, the authors
regressed the output for a plant on the input vector, foreign share in the plant, foreign
share in the plant’s sector and on the interaction of foreign share terms.

The sign of foreign share in the plant turns out to be positive and significant
indicating productivity gains from foreign equity participation. However, in contrast
with the results of Kathuria (1998) mentioned above, Aitken and Harrison (1999)
find out that domestic firms in sectors with more foreign ownership are significantly
less productive than the firms in those sectors with smaller foreign presence. Thus,
Aitken and Harrison (1999) point out to negative productivity spillovers from DFI in
Venezuela. Moreover, they find the interaction term positive and significant,
indicating that positive spillovers from DFI is only valid for firms with foreign equity

participation. However, when they control for firm size, it turns out that this result is

'3 GAP variable is defined as the difference between productivity of most productive firm in the sector
and the own productivity of the firm (Kathuria, 1998:18).
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robust only for small firms. As regards the large plants, they argue that foreign
investors apparently invest in more productive plants.

In addition to the contradicting results of these two firm-level studies, the
studies using sectoral data are also far from supporting the existence of productivity
spillovers from DFI. For example, Kim and Hwang (2000) estimate a relationship
between total factor productivity growth and the growth of sectoral stocks of DFI and
royalties (as a proxy for imported technology) using data from Korean manufacturing
subsectors. They conclude that the aggregate data do not show that DFI has a
positive effect on productivity (Kim and Hwang, 2000:277).

Similarly, Konings (2000) finds no spillover effects from foreign firms to
domestic ones, using firm-level data for Poland, Bulgaria and Romania. Indeed, he
finds negative spillovers in Bulgaria and Romania, and no spillovers in Poland. As
regards the comparative performance of foreign firms with respect to their domestic
counterparts, he argues that only in Poland foreign firms perform better. This result
may be due to the more advanced nature of Poland in the transition process as
compared to Bulgaria and Romania, indicating that perhaps some more time in the
transition process is required to reap the full benefits of foreign investment.

Although taking into account a partial productivity concept (ie. labour
productivity), Kokko, Zejan and Tansini (2001) bring in further insights to the
subject of spillovers by comparing the periods of import substitution (IS) and export
orientation (EO) in Uruguay manufacturing sector. For this comparison they use the
output share of the foreign firms established before and after 1973, the year of switch
in the trade regime of Uruguay from import-substitution to export-orientation.

When the equation is estimated for the whole sample and the whole period,
there appear to be significant positive productivity spillovers from the aggregate
population of foreign firms. However, there appears to be large differences between
the effects of foreign plants established in the IS and EO periods. For the IS period,
the estimated coefficient of foreign share variable is positive and significant while
for the EO period, it is significantly negative.

The authors argue that this interesting result may be due to the differences of
technologies that foreign firms bring with them in different trade regimes. Thus, in
the IS period, it can be expected that TNCs enter into domestic economies with

technologies that are missing or weakly developed in the local industry. Hence, they
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may exert more competitive pressures on domestic firms, creating more room for
spillovers. On the other hand, export oriented TNCs deploy their strengths in
international markets and distributional channels to utilise the competitive assets of
the host countries, rather than bringing with them advanced technologies. Thus, the
spillovers, if any, result from exporting activities rather than technology.

The reason that the empirical studies cannot find an exclusive positive spillover
effect from the existence of foreign firms in domestic industries may be due to the
requirement of some threshold of technology or human capital for the domestic firms
to be able to absorb the technology spilled over by foreign firms. As the United
Kingdom is one of the top R&D producers in the world and it receives substantial
inflows of DFI, it is apparent to expect that the domestic UK firms have sufficient
absorptive capacity to benefit from such spillovers.

Haskel, Pereira and Slaughter (2002) study the existence of productivity
spillovers from DFI using plant-level panel data covering UK manufacturing from
1973 through 1992. They regress domestic plant-level output on domestic plant-level
inputs, measures of foreign presence in the plant’s industry and region, and other
control regressors. The coefficient estimates of foreign presence are taken as
evidence of spillovers from DFI to firm-level total factor productivity.

The estimations using the full sample show that there is positive and significant
correlation between the TFP of a domestic plant and the foreign affiliate share of
activity in that plant’s industry. The foreign affiliate share of activity in the plant’s
region does not turn out to be significant. The positive correlation between TFP and
industrial foreign presence, however, turns out to be valid for smaller, less
technologically advanced and less skill intensive plants. This indicates that spillovers
mainly accrue to technologically lagging firms, not to leading ones. When a variable
controlling for this technological gap is included in the estimations, the spillover
effect may vanish, though. But the authors did not perform such an estimation.

To recapitulate, empirical studies are far from being conclusive in finding
spillovers to domestic firms from foreign presence in an industry. The very existence
of such spillovers depends on the specific experience of different countries as well as

the methods of estimation that various authors employ.
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2.2.2 Export Performance of Foreign Affiliates and Export Spillovers

Theoretical Background

Among the ownership advantages of TNCs are their differential access to factor
markets, international market linkages, well-functioning distribution channels, and
different technological and organisational capabilities (Athukorala et al., 1995:112).
Because of these advantages TNCs are generally accepted to have competitive
advantage in exporting as compared to domestically owned firms. Moreover, as the
TNCs provide information to the domestic producers about foreign tastes, foreign
markets, foreign consumers, and the channels that the goods can be distributed
internationally, there will be spillovers from TNC exporting to the export behaviour

of domestic firms (Aitken et al., 1997:104).

Empirical Evidence

Using the firm-level data from Sri Lanka manufacturing sector for 1981,
Athukorala et al. (1995) have estimated a two-equation model in order to test
whether TNC affiliates are more export oriented than their domestic counterparts.
There are two equations in the model, because the export decision is thought to be a
two-step procedure: to export or not, and if yes, how much.

The two dependent variables are export decision (a binary variable as 0 for
exporting, 1 for non-exporting firms) and the level of exports (the ratio of exports to
total sales). Both equations comprise the same set of independent variables. These
are capital intensity, firm size, anti-export incentive bias, and the dummies for the
origin of the firm (whether it is an affiliate of a developed country TNC, or a Third
World TNC, or domestic) and a dummy if the firm is in the garment industry or not.

The results of Athukorala et al. (1995) provide interesting insights as regards
the role of different multinationals in the export performance of host countries. While
there are no significant differences between domestic firms and the affiliates of
developed country TNCs once controlled for other characteristics, the affiliates of
Third World TNCs perform significantly better (Athukorala et al., 1995:120).
According to the authors, this differentiation between TNCs in terms of export
performance is due to the fact that Third World TNCs are equipped with
technologies that are more appropriate to the conditions prevalent in developing

countries. Thus, the familiarity of Third World TNCs with developing countries
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place them in an advantageous position as compared to the developed country TNCs
(Athukorala et al, 1995: 114, 120).

As the affiliates of TNCs may be more export oriented than local domestic
firms, there may also be spillovers from export activity to the domestic firms. These
spillovers may arise from two sources. Firstly, the overall export volume of a country
may generate spillovers. Secondly, only the export activities of TNCs may generate
spillovers to the domestic firms. Thus, a domestic firm is more likely to export either
the larger the export volume of the host country or the larger the concentration of
TNC exports in the host country (Aitken et al. 1997:104,1006).

Using panel data of 2104 Mexican manufacturing plants over the period 1986-
1990 (the period following Mexico’s trade liberalization in 1985), Aitken et al (1997)
estimate a simultaneous equation model of quantities domestically sold and exported,
where the independent variables are vector of cost variables, prices for domestic
sales and exports, the volume of total export activity, and the export activity of TNCs
in the regional industry to which a firm belongs (Aitken et al, 1997:106-108).

The authors find out that the probability of exporting is positively correlated
with the local concentration of TNC activity, but uncorrelated with the local
concentration of overall export activity (Aitken et al, 1997:115). This result is
achieved after controlling for the other variables that determine exports, thus the
authors conclude foreign firms act as catalysts for domestic exporters (Aitken et al,
1997:128).

Another piece of evidence of export spillovers comes from Kokko, Zejan and
Tansini (2001) in their study of Uruguay. The binary variable of export behaviour of
domestic firms (1 if the domestic firm is an exporter, 0 otherwise) is regressed on the
share of foreign firms in the industry controlling for sectoral export volume, capital
intensity, labour quality, age and size of the firm.

The results of Kokko, Zejan and Tansini (2001) provide support to export
spillovers to domestic firms from foreign presence once controlled for the other
variables. A further insight appearing in their study is that, export spillovers are
generated from TNCs that are established in the export oriented period, and they

benefit mainly the domestic firms, which are also established in this period.
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These empirical studies can be taken as conclusive in underscoring the
beneficial role of foreign affiliates in stimulating the exports of domestic firms unlike

the studies testing the existence of productivity spillovers.

2.3 DFI, Domestic Investment and Growth

In general, the effect of DFI on the growth of host economies is expected to
work through total factor productivity increases, ie. the spillover effects elaborated
above in section 2.2.1. However, there are two additional channels through which
DFI can have an impact on growth and industrial development in host countries. The
first one of these is the impact of DFI on domestic investment. If DFI crowds in
domestic investment, the total investment in the host country will increase more than
the mere sum of foreign and domestic investment. On the other hand, there are fears
that DFI may actually crowd out domestic investment and overall investment level
may actually decrease.

The second channel works through the backward and forward linkages that
foreign affiliates establish with the domestic firms. If these linkages can be found
and improved properly, there will be benefits for industrial development in host
countries. In this section, we will review the studies that test these arguments
empirically.

Borenzstein, Gregorio and Lee (1998) is a comprehensive study testing the
effect of DFI on economic growth and domestic investment in that they employ DFI
flows from industrial countries to 69 developing countries over the 1970-89 period.

They regress the GDP growth rate of a country on the following variables: DFI
measured as a ratio to GDP, the stock of human capital, the interaction of DFI with
the stock of human capital, initial GDP per capita, and the other variables that affect
economic growth (government consumption, black market premium on foreign
exchange, a measure of political rights, a proxy for financial development, the
inflation rate, and a measure of quality of institutions).

The main result that emerges from this study is that DFI has a positive overall
impact on economic growth. When DFI variable is interacted with the stock of
human capital it turns out that the countries which have above average secondary
school attainment benefit positively from DFI, where DFI affects growth negatively

in countries with very low stock of human capital (Borenzstein, de Gregorio, Lee,
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1998:125). The role of human capital stock acting as a threshold for DFI to
contribute positively to economic growth indicates the importance of the absorptive
capacity of the host countries (Borenzstein, de Gregorio, Lee, 1998:126).

The authors also estimate the effect of DFI on domestic investment. Although
they find a positive impact of DFI on domestic investment indicating a crowding-in
effect, their results are not robust to various specifications. Thus, they conclude that
the growth effect of DFI mainly derives from efficiency gains rather than an overall
higher level of induced investment (Borenzstein, de Gregorio, Lee, 1998:128).

Carkovic and Levine (2002), on the other hand, criticise the studies which find
a positive impact of DFI on growth including the one cited above, arguing that they
“do not fully control for simultaneity bias, country-specific effects, and the routine
use of lagged dependent variables in growth regressions” (Carkovic and Levine,
2002 : 2).

Using GMM panel estimation technique, Carkovic and Levine (2002)
reestimate the relationship of DFI and economic growth with the data sets of World
Bank and the IMF for the 1960-95 period for 72 countries. The estimation is done
after controlling for other growth determinants and the potential biases induced by
endogeneity, country-specific effects, and the inclusion of initial income as a
regressor. It is also examined whether the growth-effects of DFI depend on the level
of educational attainment, and the level of economic and financial development of
the recipient country, (Carkovic and Levine, 2002: 2,8).

The results of Carkovic and Levine (2002:9) show that DFI does not have an
independent effect on economic growth of host countries. Moreover, in contrast with
the results of Borenzstein, de Gregorio and Lee (1998), the lack of an impact of DFI
on economic growth does not depend on the stock of human capital (Carkovic and
Levine, 2002:10). Moreover, they find that this lack of impact on growth does not
depend on per capita income, financial development, trade openness, and total factor
productivity, either (Carkovic and Levine, 2002:10-11).

Carkovic and Levine does not argue that DFI is irrelevant for long-run
economic growth, but it can be argued that their results do not support special tax
breaks and subsidies to attract foreign capital. Rather, sound economic policies will

both contribute to growth and attract DFI (Carkovic and Levine, 2002:4).
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Apart from these cross-country studies, Chan (2000) tests whether DFI
Granger-causes GDP growth in a single country framework, using two-digit
manufacturing sector panel data over the 1973-94 period for Taiwan. Chan
(2000:360-361) finds that, after controlling for human capital, fixed capital formation
and exports, although DFI Granger causes neither exports nor fixed investment, DFI
Granger causes GDP growth. His conclusion is that the effect of DFI on economic
growth does not work through capital accumulation but through technology
spillovers that increase TFP growth. However, the differences of results with the
aforementioned studies most probably stem from the methodological differences.

Turning to the relationship of DFI with domestic investment, it should be born
in mind that DFI is more likely to stimulate domestic investment only if DFI is
deployed to the areas where domestic producers do not have the knowledge required
to undertake those activities. That is, DFI will increase the overall investment level in
the host countries as foreign investors introduce new goods together with the
technologies and human capital to accompany such goods, without displacing the
domestic investors (Agosin and Mayer, 2000:3).

Moreover, Agosin and Mayer (2000:4) argue that the positive contribution of
DFI on domestic investment will depend on their respective sectoral distributions.
Thus, DFI will be more beneficial when it has a substantially different sectoral
distribution than the existing sectoral distribution of the capital stock in the host
countries. This difference in the sectoral distribution also implies the difference in
the technology that TNCs bring into the host countries.

With these premises in the background, Agosin and Mayer (2000) estimate
seemingly unrelated regressions for 32 countries (12 in Africa, 8 in Asia, and 12 in
Latin America) for the period 1970-96. The ratio of total investment to GDP is
regressed on the lagged values of DFI/GDP ratio, lagged values of total investment
to GDP ratio, and the lagged values of GDP growth for each of the three regions.

It turns out that, for the period 1970-96 as a whole, there is crowding out in
Latin America and crowding-in in Asia. In Africa DFI increases investment one-for-
one. The strong crowding-in effect in Asia may be attributed to heavy aggregate
investment effort in this region in the period of study (Agosin and Mayer, 2000:10).

All in all, we are far from concluding that DFI crowds in domestic investment.
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As we have mentioned in the introduction, DFI will be beneficial to the host
economy as it brings in scarce capital. However, if foreign affiliate firms borrow
heavily from domestic markets, this will exacerbate the credit constraints of domestic
firms, and thus will lead to ‘financial crowding-out’ (Harrison and McMillan,
2001:2).

Using firm-level data from the Ivory Coast, comprising 399 firms over the
1974-87 period, Harrison and McMillan (2001) test the effect of DFI on the credit
constraints of domestic firms. That is, they shed light on the issue whether DFI eases
or exacerbates the credit constraints of domestic firms.

The most important reason that the lenders prefer foreign firms to the domestic
ones may be the higher profitability of foreign firms. However, even after controlling
for profitability, Harrison and McMillan (2001) find out that the long-term
borrowing of foreign affiliates from domestic markets exacerbates the credit
constraints of domestic firms and does crowd them out of the market.

The interesting contribution of Harrison and McMillan (2001) is that, contrary
to expectations, foreign firms may heavily borrow from domestic financial markets.
The policy makers should be cautious in attracting DFI in order not to exacerbate the
credit constraints of domestic firms.

As we have mentioned in introducing this section, DFI contributed to the
industrial development of host countries as long as they establish linkages with
domestic enterprises. Altomonte and Resmini (2001) test the existence of these
linkages using a theoretical model developed by Markusen and Venables (1999). In
the model, basically there are three firms (multinational, domestic, and foreign -ie.
only exporting to local markets) and two sectors (consumption and intermediates).
As TNCs enter into consumption industry and demand more intermediate goods,
there will be a backward linkage to intermediates sector. On the other hand, the
existence of DFI in the intermediates sector will decrease the prices in this sector
thereby increasing the demand of consumption goods for intermediates — forward
linkage effect. If these linkage effects do actually exist, DFI may act as a catalyst for
industrial development of host countries (Altomonte and Resmini, 2001:6).

Using a panel data over 16 regions and 10 manufacturing industries over the
1995-98 period for Poland, Altomonte and Resmini (2001) estimate the above-

mentioned model in a two-equation framework.

35



The results of Altomonte and Resmini (2001) indicate that TNCs can act as a
catalyst for industrial development. As the concentration of TNCs increases in the
consumption goods industry, this has a significant positive effect on the level of sales
of domestic firms in the intermediate goods sector (backward linkage effect). The
reverse (forward linkage effect) is also true for the performance of domestic firms in
the consumption goods industry.

Of course, the findings may be case- and model-specific. Further empirical
studies are required to test the existence of backward and forward linkages, which

are essential for industrial development of host countries.

2.4 Labour Market Implications of DFI

If DFI crowds in domestic investment and establishes strong backward and
forward linkages with domestic enterprises, it will positively contribute to
employment growth in the host countries. This employment growth effect will be
more pronounced if DFI takes the form especially of greenfield investments.

However, the more emphasised contribution of DFI on the labour market is in
terms of human capital enhancement. The general level of educational attainment of
the labour force in the host countries seems to be a prerequisite for the TNCs to enter
with new investments. On the other hand, this education level needs to be
complemented with sufficient level of economic and technological development in
order for human capital spillovers from foreign presence to materialise (OECD,
2002:109-111).

By enterprise training programs, TNCs may raise the skills of their employees
more than their domestic counterparts, and thus contribute to human capital
enhancement in host countries. Of course, these training programs should be
appropriate in terms of the needs of host country industries in that the domestic firms
will benefit from the skills created as the workers migrate to other enterprises or
create their own business. Additionally, DFI may contribute to preventing brain-
drain from host countries as the skilled employees have the advantage to stay in their
countries working for incoming TNCs rather than migrating abroad (OECD, 2002:
112-115).

Slaughter (2002) provides recent empirical evidence on DFI-skill upgrading

link using a panel of manufacturing sector disaggregated into seven industries for 16
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countries over the 1982-90 period. The DFI presence in host countries is measured
by the share of total employment in an industry accounted for by the US affiliates.
The skill intensity of each industry is measured by its share of total wage bill
accounted for by non-production workers (which are assumed to be more skilled than
production workers). Regressions of wage-bill shares are estimated on TNC presence
controlling for capital and/or output per worker across time, countries and industries
(Slaughter, 2002:22-24).

The main empirical finding of Slaughter (2002) is that there is a robust positive
correlation between skill upgrading and the presence of US affiliates in developing
countries. On the demand side, foreign affiliates increase the demand for more-
skilled workers as they utilise their firm-specific knowledge assets and invest in
physical capital. On the supply side, TNCs contribute to the increase in the supply of
more skilled workers through enterprise training programs, and interactions with the
education policies in the host countries (Slaughter, 2002:25-26).

The positive effect of TNCs on labour demand in host countries will also
increase wages. Moreover, if there are productivity spillovers from TNCs, the overall
wage level in host countries may rise. On the other hand, as the capital is
internationally mobile and labour is not, DFI may increase the bargaining power of
capital relative to labour, thus lowering wages (Braunstein and Epstein, 2002:16).

Braunstein and Epstein (2002) analyse the impact of DFI on wages and
employment using panel data from Chinese provinces for the 1986-99 period. As
regards the impact of DFI on wages, the authors regress the average annual
provincial wage rate on total investment, DFI, total foreign trade (imports + exports),
total available labour force, productivity, and the ratio of state sector output to all
industrial output (as a proxy for liberalization).

The empirical findings of Braunstein and Epstein (2002) indicate that there is a
robust positive and significant impact of DFI on wages. However, this impact of DFI
on wages is much smaller than the impact of domestic investment and trade on
wages. Furthermore, the authors argue that, while foreign affiliates pay higher wages
than state firms, these higher wages are unevenly distributed among workers of
different educational levels. Thus, when noncash benefits like housing are included,
less educated workers earn less in foreign affiliates than in state enterprises, and

more educated workers earn more (Braunstein and Epstein, 2002:19-20).
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As regards the impact of DFI on employment, Braunstein and Epstein (2002)
regress the total number of remunerated jobs at year-end in a particular province on
per capita output, investment, DFI, total foreign trade, and the liberalization measure.
In contrast to the case of wages, it turns out that DFI has no independent effect on
employment creation. The only impact of DFI on employment may come from trade
channel as DFI raises exports which, in turn, effects employment positively
(Braunstein and Epstein, 2002: 23).

To recapitulate, DFI does not seem to have a direct impact on employment, but
does pay higher wages, albeit not distributed very evenly. However, there may be
spillovers to human capital enhancement in host countries as TNCs demand more

skilled workers and contribute to skill upgrading through various training programs.

2.5 Previous Studies on Turkish DFI Experience

2.5.1 On the pre-1980 period

There is not much research investigating the effects of DFI on the Turkish
economy. The most prominent studies covering the pre-1980 period are Tuncer
(1968), Uras (1979), Alpar (1980) and Erdilek (1982).

Tuncer (1968) analyses the pattern of DFI in Turkey for the 1956-64 period. He
argues that DFI would be beneficial in the development process in so far as it
alleviates the savings gap and foreign exchange gap of the domestic economy, on the
one hand, and it brings in advanced technologies and increases employment, on the
other.

Analysing the contribution of foreign investments authorised under Law 6224
to the domestic economy, Tuncer (1968) finds that the share of DFI in total
investments is not high (7.7% of private manufacturing investment in 1963-65), the
share of value-added produced by foreign investors is low compared to the local
firms (2.8 % of total and 5.7% of private manufacturing value-added in the 1961-64
period), and the taxes paid by foreign affiliates are low (about 4% of total corporate
tax receipts). On the other hand, foreign firms are more profitable than the domestic
ones; they have higher credit-to-capital ratio, and higher capital stock per worker.

Tuncer (1968) further argues that, while the technological contribution of

foreign investments to the Turkish economy is far from being significant, there is a
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negative impact on balance of payments as a significant portion of the profits are
repatriated.

Tuncer (1968) concludes that DFI in Turkey does not help much to the
development process; it should be domestic savings that should be counted on.

Uras (1979) was based on the surveys of direct foreign investment in Turkish
manufacturing industry conducted in 1973, 1975 and 1976 by the Ministry of Trade.
Uras (1979) reached the following conclusions:

- The volume of direct foreign investments in Turkey was very
low.

- DFI was inward-oriented as a result of the protectionist trade
regime and oligopolistic market structures.

- Foreign firms were heavily dependent on imported inputs and
they could export only 3% of their production.

- As the foreign investors turned their operations towards areas
other than the ones approved due to the vagueness in the legislation, and
they were not monitored and not punished, the attitude of authorities to
foreign investment became unfavourable.

- Turkey cannot benefit from DFI to solve its balance of
payments problems. Rather, DFI should be directed to the projects that
cannot be completed by the utilisation of domestic resources. Export
orientation and transfer of technology and managerial skills should be the
objects of DFI promotion.

Alpar (1980) was also not very optimistic about DFI in Turkey. He argues that
DFI has a negative impact on the Turkish economy from two channels: The first one
is the pressure on the balance of payments as the outgoing transfers exceed the
inflows; and the other one is that Turkish economy becomes increasingly dependent
to TNCs in terms of technology. Alpar (1980) argues that unless appropriate policies
are designed and implemented to make DFI highly beneficial to the economic
development of Turkey, Turkish economy will be under the influence of foreign
corporations and will become highly sensitive to external economic conjunctures.
This will restrict the Turkish industrialisation with factors that are not under the

control of the domestic authorities.
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Erdilek (1982) was based on a survey of 46 DFI firms in Turkey by way of
extensive interviews and a questionnaire. Investigating the microeconomic causes
and effects of DFI in Turkish manufacturing for the 1970-77 period on the basis of
data compiled on ownership, financial and production structures, employment, sales,
import and export activities of DFI firms, Erdilek reached the following conclusions
(Erdilek, 1982: 231):

The primary motive for the foreign firms was to meet domestic demand as they
were guaranteed oligopolistic, closed, sellers’ markets by the government. They were
pressured by the local government to increase the local content without any real
concern for efficiency and international competitiveness. DFI firms were not
motivated for reducing unit costs.

Describing this poor performance of DFI firms as a failure story of Turkey,
Erdilek (1982: 228) has argued that this was the result of allocative inefficiencies
created under the import substitution regime which, significantly reduced the role of
the market mechanism and isolated the economy from the forces of international

competition.

2.5.2 On the post-1980 period

Turkey switched to outward orientation in early 1980 and significant measures
were taken to liberalise the economy both in domestic markets and in foreign trade
through the implementation of stabilisation and structural adjustment program, based
on orthodox policy instruments (Boratav and Yeldan, 2001: 4); liberalising
commodity markets to increase exports as a first step. Several measures were also
taken to make the DFI policy environment more favourable. In addition to these legal
and institutional changes, country- and location-specific advantages of Turkey in
attracting DFI have often been cited as contributory factors (e.g see Erdilek, 1986).
These advantages are:

- The existence of a substantial industrial and infrastructural base and a large

domestic market,

- proximity to the key markets for exports,

- natural endowments in tourism.

Erdilek (1986) has discussed the problems and prospects of Turkey’s new
open-door policy towards DFI in the post-1980 period, emphasising that new DFI
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policy would not be effective unless necessary measures were taken to make the
national economy much more open and outward looking coupled with political
stability. Moreover, Turkish DFI policy should be more liberal as compared to other
developing countries, and DFI should be promoted in a// sectors of the economy to
reap the full advantages of foreign capital and technology.

Kirim (1986) analysed the comparative performance of TNCs and local firms
in terms of technological choices, marketing practices, products, prices, and the
relative export performance in the Turkish pharmaceutical industry. He used three
different data sets: The first of these was the 1983 survey of Istanbul Chamber of
Industry (ICI) for 500 largest industrial firms of Turkey. The second one was the
results of a questionnaire designed to get information from the firms in the
pharmaceutical industry on technology choice, R&D intensity, import intensity of
production, and export propensities. The third data set was the results of a survey
undertaken by TPMA (Turkish Pharmaceuticals Manufacturers’ Association). His
sample size is 13 for the study of technological choice (the pharmaceutical industry
firms whose data were available in 500 largest industrial firms of ICI in 1983), and
24 for others (surveyed firms). However, since all the large firms in the industry
were included, the sample was considered as fairly representative of the industry.

He found no discernible differences between TNCs and domestic firms in terms
of the mentioned practices, once the size and scale differences of the firms were
controlled for. Basically, both local and DFI firms in Turkish pharmaceutical
industry were following similar competitive strategies that were almost identical to
the conventions of the pharmaceutical industry at the global level (Kirim, 1986:516).
Moreover, as regards to product differentiation, domestic firms turned out to be more
aggressive then their DFI counterparts. Although Kirim (1986) found statistically
significant difference in the emphasis domestic and DFI firms placed in particular
therapeutic areas, he found out no discernible difference in the appropriateness of
drugs that the firms produce and market. He argued that both domestic and DFI drug
producers heavily relied on “the production of those drugs which do not provide
cures for the major causes of mortality in the country” (Kirim, 1986:517). As a last
point, although the general export performance of the industry was poor, domestic
firms turned out to be better performers in terms of exporting than their DFI

counterparts.
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Demirbag et al (1995) designed and implemented a survey of 47 multinational
parent firms which have joint ventures in Turkish manufacturing industry. They
found that “to acquire a direct share in the local market”, “to establish a local entity”
and “to ensure good-quality production” were some of the most frequently cited
motives of foreign investors (cited in Tatoglu and Gleister, 2001:35).

Taymaz (1999) found that, in the 1980-93 period, the presence of DFI as
measured by the market share of foreign establishments, does not have any effect on
the employment generation of Turkish manufacturing industry.

Aslanoglu (2000) represents the first attempt to measure the spillover effects of
DFI in Turkish manufacturing industry. Employing the Istanbul Chamber of Industry
data set for the largest 500 industrial firms of Turkey for 1988 and 1993, Aslanoglu
(2000) estimates 5 different equations in an effort to settle the following issues: (i)
The spillover effects of the presence of DFI firms on the productivity and
competitiveness of domestic firms (ii)) The impact of technology gap between
domestic and DFI firms on the productivity and market growth of domestic firms (iii)
The impact of initial technology gap on the change in technology gap over time.

The findings of Aslanoglu (2000: 1117-1127) have indicated that there was no
significant productivity spillovers from DFI firms to domestic firms. However, this
study has also found that, as the share of DFI firms in an industry rises, the intensity
of competition and efficiency of the firms increase. Another important finding of this
study is that the smaller the initial technology gap between domestic and DFTI firms,
the higher the growth of domestic firms’ market share, indicating the competitive
process between DFI and domestic firms.

Tatoglu and Gleister (2001) examine foreign investment in Turkey from a
managerial perspective. They analyse the main facets of Western foreign equity
venture formation activities in all sectors of the Turkish economy in terms of
location-specific influences, strategic motives, ownership, location, and
internalisation determinants, partner selection criteria, control and performance
(Tatoglu and Gleister, 2001:6). They do not deal with the microeconomic and
macroeconomic impact of DFI and its effect on the long-run growth of the economy.

A study on technological development and innovation process in Turkish
manufacturing industries by Taymaz (2001) has found that DFI firms had a higher

technical efficiency level than their domestic counterparts. However, DFI was
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increasingly attracted by those sectors in which Turkey already had a competitive
advantage. In other words, DFI was increasingly attracted to those sectors which had
a lower import ratio indicating that these sectors were not technologically dynamic.
Thus DFI did not have a positive impact on technological development process of
Turkish manufacturing industry. Moreover, based on the innovation survey results of
1995-97, held by the State Institute of Statistics, he found that labour productivity in
DFI firms was lower than that of domestic firms. On the other hand, DFI firms had
higher export intensity than domestic firms. For the 1993-97 period, DFI firms had a
higher tendency of employment generation than domestic firms.

Erdilek (2003) analysed outward investments of three largest industrial groups
in Turkey based on the information in their web sites, arguing that outward DFI from
Turkey is partly a reaction to some of the problems of investment climate in Turkey.

Gover (2004) analysed export and import performances of DFI firms in Turkey
in terms of country and sectoral distribution and with respect to OECD technology
classification for the 1996-2002 period.

Ozler and Taymaz (2004) shed light on the effects of DFI on Turkish economy
through the analysis of entry, exit and survival characteristics of DFI and Turkish
firms. Their data source is the State Institute of Statistics (SIS) Longitudinal
Database that covers all public and private establishments employing more than 25
people for the 1983-1996 period.

Ozler and Taymaz (2004) test 7 hypothesis regarding the size of the DFI and
domestic firms at the stage of entry, the survival probabilities of DFI and domestic
firms, and several factors that affect the survival probabilities of DFI and domestic
firms (Ozler and Taymaz, 2004:5-9), reaching the following conclusions:

Firstly, at the stage of entry, DFI firms are characterised by being more capital
intensive, more profitable, and more export-oriented, paying higher wages, and
having better access to formal sources of funding than their domestic counterparts.
Secondly, although DFI firms have a higher probability of survival than domestic
firms, this is not because of foreign ownership or foreign presence in their industry.
DFI firms are less likely to go bankrupt than domestic firms, because of their initial
size and other firm characteristics such as growth rate of the firm, quality of labour

force, cost of external funding and profitability. On the other hand, DFI firms seem
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to achieve higher growth rates in their early years even after controlling for other
firm characteristics (Ozler and Taymaz, 2004:12-19).

Lenger (2004) compared the technological and innovative capability of DFI
and domestic firms in Turkish manufacturing industry and analysed the extent of
spillovers from DFI to domestic firms utilizing the data set of SIS for the 1983-2000
period and the SIS Innovation Surveys of 1995-97 and 1998-2000. He has found that
DFI firms have higher labour productivity and pay higher wages than their domestic
counterparts. Moreover, DFI firms turned out to be more innovative in high-tech
industries, to have higher research and development expenditures and tend to have
more technological cooperation with domestic technology-related organizations
(Lenger, 2004:144). However, he has found no evidence for positive spillovers from
DFI to domestic firms, and no evidence of positive impact of backward linkages
(Lenger, 2004:146). But, Lenger (2004:93-94) has found some evidence of
knowledge spillovers from DFI to domestic firms through labour mobility.

Yilmaz and Ozler (2004) estimated the productivity spillovers of DFI firms for
the 1990-1996 period by employing the same data set of SIS as Ozler and Taymaz
(2004). First of all, even after controlling for the plant level characteristics other than
ownership, and accounting for size, region, year and industry effects, the study finds
that DFI firms have higher total productivity (TFP) levels then their domestic
counterparts (Yilmaz and Ozler, 2004:16). On the other hand, this significantly
higher TFP level for DFI firms is observed only in DFI firms where foreigners hold a
majority share.

Secondly, Yilmaz and Ozler (2004:17-18) have estimated the industry-based
horizontal productivity spillovers. Using the output shares of DFI firms as a measure
of horizontal linkages, the study finds that there are significant horizontal spillovers
from DFI firms to domestic firms operating in the same industry. Interestingly, this
spillover effect is larger for DFI firms with minority foreign share than DFI firms
with majority foreign share.

Thirdly, the study has estimated the existence of wvertical productivity
spillovers. Although it turns out that there are significant productivity spillovers from
DFI firms to domestic firms through backward and forward linkages, the backward
linkage measure becomes insignificant when horizontal linkage measure is also

included in the regressions. Moreover, when other chemicals (ISIC 352) sector is
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dropped out of the sample, forward linkage measure becomes statistically
insignificant.

Lastly, turning from industry-based measures to product-based measures,
Yimaz and Ozler (2004:19-20) find no statistically significant productivity
spillovers through forward and horizontal linkages. The backward linkage measure
indicates the existence of statistically significant productivity spillovers when used
alone or together with forward linkage measure. However, its impact is quite small

economically.

2.6 Conclusion

In this chapter, we have briefly surveyed the impact of DFI on host countries in
terms of productivity and export spillovers, interactions with domestic investment,
linkages, growth, and labour market implications.

In line with the lack of a comprehensive theory of DFI showing the impacts on
host countries, the empirical studies on the subject do not lead to conclusive results
either. As regards productivity spillovers, various firm-level studies for different
countries reach contradicting results. Sectoral studies in general do not find positive
spillovers. Even if they do, they are criticised for not accounting for the fact that
TNCs prefer more productive sectors.

The studies that we have surveyed, however, do find positive spillovers from
foreign presence as regards to the export performance of domestic firms. It seems
that more than bringing in new technologies and upgrading the technological base of
host countries, TNCs usually deploy their well-established distribution channels and
marketing knowledge and experience in the host countries. This facilitates for
domestic firms to enter in world markets for exports.

The results on the impact of DFI on growth are also blurred. Cross-country
studies reach again contradicting results, emanating mainly from the differences in
the methodologies they employ. The studies that find a positive impact of DFI on
growth argue that this impact works not through the increase in accumulation, but
through the increase in total factor productivity. But, the lack of conclusive evidence
on productivity spillovers casts doubt on the robustness of this productivity channel

of growth impact. The export growth channel seems more appropriate.
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While in some countries DFI crowds in domestic investment, crowding out
comes out as a prevalent outcome in others. In addition to this, when TNCs finance
themselves by borrowing from domestic markets, the credit constraints of domestic
firms are aggravated leading to crowding out. The apparent argument that DFI will
be most beneficial for host countries when backward and forward linkages are
established is supported for Poland. However, further empirical studies are required
to reach more conclusive results on this issue.

Turning to the labour market, the empirical studies show that TNCs contribute
to skill upgrading of employees in host countries, as they demand skilled labour and
they emphasise enterprise training more than their domestic counterparts. It is also
true that TNCs pay higher wages; however, this does not automatically lead to an
increase in the wage-level of all employees in host countries. The empirical studies
do not find a positive contribution of DFI to employment, either. As far as the studies
on Turkish DFI experience indicate, the impact of DFI on Turkish economy is not
promising either.

The empirical findings reviewed in this chapter show that the benefits of DFI
do not accrue automatically. That is, one should not expect that the technological
base of host countries will be upgraded, productivity will increase, more investment
will be made, higher growth rates will be achieved with more employment, just after
DFI comes in.

The specific context of a country will determine the impact of DFI inflows.
However, as OECD (2002:25) argues, the level of general education and health, the
technological level of host countries, insufficient openness to trade, weak
competition and inadequate regulatory frameworks are the general factors that hold
back a country from reaping the full benefits of DFI. Thus, in order to attract more
DFI, host countries should take the necessary measures first. It is apparent that DFI
may contribute to growth in the long run, but for this to be realised, the measures to

attain a minimum level of development should already be taken.
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CHAPTER 3

INVESTMENT CLIMATE OF TURKEY IN INTERNATIONAL
PERSPECTIVE

3.1 Introduction

The ultimate goal of economic policies is to maximise the welfare of
individuals in a society. Regarding the developing countries, this objective turns out
to be linked to industrialisation and development in order to catch up with the
developed countries. Until the late 1970s, during the golden age of capitalism, this
objective was pursued under the leadership of the state utilising a set of trade and
industrial policies embedded in a broad development strategy. DFI policies were also
a part of this broad development strategy. The legislative framework of DFI was
designed such that the inflows of DFI and the activities of TNCs in the host countries
were often tailored to development objectives. In other words, the governments in
developing countries designed the legislative framework and implemented policies
within a broad development strategy in order to maximise the benefits from and
minimise the costs of DFI. The interesting thing is that, this was exactly the case for
the developed countries as well. That is, the activities of TNCs in developed
countries were also tailored to specific needs of these developed countries. Because
the DFI inflows and TNC activities were steered through development objectives, the
relevant legislative frameworks were called “restrictive”, in retrospect.

As discussed in detail in Chapter 1, as capital increased its supremacy in the
1980s, much of the blame for the turbulence of the 1970s was put on the
government’s role in the economy, and hence on trade and industrialization policies.
On the one hand, trade and industrialization policies were condemned for
misallocating resources in the economy. Hence they were restricted through

structural adjustment agreements with the World Bank and more recently agreements

47



within the framework of GATT, especially with TRIMs agreement.'* Local content
requirements, trade balancing measures and foreign exchange balancing
requirements are examples of previous policies that were to be eliminated under the
TRIMs agreement, after a transition period by all developing countries accepting the
rules of the WTO. On the other hand, as development objectives such as
industrialization faded out of the agenda, a new term came on stage: “Investment
Climate”."

Investment Climate was coined to define all features of an environment,
including legislative framework, business environment, and in fact macroeconomic
environment, favourable for the private sector, which is envisaged as the sole engine
of economic growth and development.16 A favourable environment in this sense is
the one in which all frictions for the investment and profit-making decisions of the
private sector are removed by the government. Within this framework, the
development objectives of the state were considered to be redundant. Moreover, the
policy tools for attaining these development objectives were taken out of the hands of
governments. Thus, it is argued, when a favourable investment and business
environment is created for the private sector, be it domestic or foreign, the growth
and development process becomes automatic. Thus, there is no need for an active
policy design for the government to achieve high growth rates and catch up with the
developed countries. It will only suffice to stick to the aim of creating and
maintaining a sound investment climate as well as a stable macroeconomic and
political environment. The importance of this process as far as our study is concerned
is that DFI policies were also embedded in investment climate discussions.

The pre-occupation of development agenda by investment climate discussions
has just coincided with the process of globalisation beginning from early 1980s, and

especially with the upsurge of DFI flows during the 1990-2000 period. Thus, as

'* Trade Related Investment Measures (TRIMs) agreement was put in effect on January 1%, 1995 as
part of the Uruguay Round negotiations of the World Trade Organization. See the web page of WTO
for a summary of TRIMs : http:/www.wto.org.

'S We can date the introduction of the term “Investment Climate” from the establishment of Foreign
Investment Advisory Service (FIAS) in 1985 as a joint service of International Finance Corporation
and the World Bank. Since its establishment, FIAS assisted more than 125 countries to achieve a
“sound investment climate”. See http://www.fias.net .

' See WDR (2005) and http://www.worldbank.org/investmentclimate for further information.
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agenda a sound investment climate characterised by a stable macroeconomic
environment has emerged as the major factor for attracting DFI and benefiting from
it. The resolution of investment disputes through international arbitration turned out
to be another area where the ability of territorial nation-states to conduct independent
policies in this sphere was impaired. All of these measures were part and parcel of
the neo-liberal agenda, which Turkey has pursued very eagerly since early 1980.

In this chapter, the countries that have attracted the highest portion of DFI
inflows among developing countries in the post-1980 period are selected and the
following questions are asked: Do these countries attract high DFI inflows just
because they have a sound investment climate and a stable macroeconomic
environment? Are the legislative frameworks of DFI in these countries without any
restrictions? Do they have any measures directed specifically towards the operations
of TNCs within their territories? Do they have any performance requirements to
benefit from DFI inflows and how do these measures relate to the volume of DFI
inflows? Are developed countries really different from developing countries in this
respect, i.e. are developing countries backward just because, in contrast to the
developed countries, they have many regulations and restrictions on private
corporations in general and TNCs in particular? Does the level of DFI inflows to
developing countries have something to do with the labour costs and
macroeconomic, development and competitiveness indicators of these countries?
Other than providing and maintaining a sound investment climate and a stable
macroeconomic environment, do these high DFI attracting countries have any kind
of special trade and industrial policies directed towards development objectives to
which DFI policies were subordinated? In summary, are there special factors
responsible for their good performance in attracting high DFI inflows?

How can the situation of Turkey be linked to the picture that will emerge out of
the answers to the questions above? Is the underperformance of Turkey in terms of
attracting DFI due to absence of a sound investment climate and a stable
macroeconomic environment or due to the lack of trade and industrial policies in the
post-1980 period delineating a broad development strategy?

This chapter is organised as follows: The selected set of countries and the
justification for their selection is given in Section 3.2. Section 3.3 discusses the

investment climate of high performers of DFI utilising the data sets of World Bank.
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Section 3.4 discusses DFI regimes in a comparative perspective. Macroeconomic,
development and competitiveness indicators of the selected countries are given in
Section 3.5 and Section 3.6. Section 3.7 discusses the role of regional integration and
privatization in attracting high amounts of DFI inflows by the selected countries. 3.8

discusses the DFI position of Turkey in historical perspective. Section 3.9 concludes.

3.2 DFI Inflows to Developing Countries: The High Performers

Table 3.1 gives the global DFI inflows and the shares of developed and
developing countries in DFI inflows for the 1980-2003 period. While global DFI
inflows increased more than 10-fold from 1980 to 2003, attaining its peak with USD
1,388 billion in 2000, DFI inflows to developing countries increased more than 20
times in the same period. By the help of this increase, the share of developing
countries in global DFI inflows increased from 15.4% in 1980 to 34.5% in 2003.
However, the bulk of DFI inflows still go to developed countries, which have a share

of 65.5% as of 2003.

Table 3.1 DFI Inflows: Global and by Group of Countries (1980-2003)

DFI Inflows {million USD) 1980 1990 1995 2000 2001 2002 2003
World 54,986 208,646 335734 1,387 953 817574 678751 559,576
Developed countries 46,5300 171,108 204426 1,107,987 571,483 489907 366,573
Developing countries 2,456 37,537 131,308 279,967 246,081 188,844 153,003
Shares in DFI Inflows (%0) 1980 1990 1995 2000 2001 2002 2003
World 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Developed countries 84.6 82.0 60.9 798 699 722 63.5
Developing countries 15.4 18.0 391 202 301 27.8 34.5

Source: UNCTAD On-line Database.

Among the developing countries, 15 countries that are the high-performers in
terms of attracting DFI inflows are selected (See Table 3.2 below). Among the 15 top
destinations of DFI are China, Hong Kong (China), Singapore, Republic of Korea,
Malaysia, Thailand and India from Asia; Argentina, Brazil, Mexico, Venezuela and

Chile from Latin America; and Czech Republic, Poland and Hungary from Eastern
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Europe. These 15 countries were selected as high-performers, because in almost
every year after 1995, at least 12 of them appeared as one of the top 15 countries in
terms of attracting the highest DFI inflows among developing countries. 2000 is the
year when the inflows of DFI attained their peak globally and also in the developing
world. That is why; the countries were classified according to their shares in 2000 in
Table 3.2. In 2000, these 15 countries attracted 80.1% of DFI inflows to the
developing countries. In the rest of the chapter, the answers to the questions stated in
the introduction section of this chapter are searched within the framework of these

countries.

Table 3.2 DFI Inflows to High Performing Countries and Turkey (1980-2003)

DFI Inflows (million TTSD)) 1980 1990 1995 2000 2001 2002 2003
Hong Kong, China 710 3,275 6,213 61,938 23,775 9,682 13,561
China o7 3487 37521 40,715 46,878 527743 53,505
Brazl 1,510 98% 4,405 32,778 22,457 16,5500 10,144
Singapore 1,236 5,575 11,5%1] 17,217 15,038 57200 11,40%
Mexico 2,080 2,633 9,655 16,586 26,776 14,745 10,783
Argentina 678 1,836 5,608 10,418 2,166 785 478
Poland 10 8% 3,659 8,341 5713 4,131 4,225
Korea, Republic of 17 758 1,24% 8,572 3,683 2,%41 3,752
Czech Republic 0 72 2,568 4,584 5,639 8,483 2,583
Chile 287 661 2,956 4,860 4,200 1,888 2,982
Venezuela 30 451 885 4,701 3,683 T8 2,531
Malaysia 834 2,611 5,815 3,788 554 3,203 2,474
Thailand 185 2,575 2,070 3,350 3,813 1,068 1,802
Hungary 1 311 5,103 2,764 3,936 2,845 2,470
India 79 237 2,151 2,319 3,403 3,449 4,265
Turkey 18 684 885 982 3,266 1.038 575
Share in Developing

Countires' Total Excluding 97.9 68.1 773 80.1 69.8 683 65.8
Turkey (%o)

Source: UNCTAD On-line Database.

3.3 Investment Climates of the High Performers and Turkey
The following words of a Senior Vice President and Chief Economist of the
World Bank, are a good summary, of what is meant by a good investment climate,

from the point of view of the World Bank:
51



“The first pillar of a strategy for development is the
creation of a good investment climate — one that encourages
firms, both large and small, to increase productivity. The
private sector is not only the engine of the aggregate growth, it
is also the main provider of economic activity and opportunity
for poor people. 17

The last part of the quote, that is seeing private sector as the main provider of
the opportunity for poor people is of course rather naive. It is naive, because this
approach ignores the fact that an uncontrolled rapid growth process in the leadership
of the private sector has led to massive poverty in the first era of globalisation in the
19" century. On the other hand, this approach has a unifying attitude of the variety of
experiences of different countries and ignores the role of different political factors in
providing or preventing opportunities for poor people (See Senses (2001:281-292)).
However, the concept of investment climate has become the main subject of
development in the mainstream economics under the leadership of the World Bank.
This is so much so that the most recent World Development Report of the World
Bank published in 2004 is titled “A Better Investment Climate for Everyone”. In
WDR (2005:2), the first pillar of the development strategy of World Bank is defined
as improving the investment climate.

Investment climate is, then, an enabling environment for private enterprise to
facilitate private investment and business operations, which are allegedly the main
engines of economic growth and development. This enabling environment consists
of:

- “a sound macroeconomic framework, a sound legal,
judicial and regulatory framework that promotes competition
between private enterprises, a good governance without
administrative barriers and bureaucratic inefficiencies, and an
improved access to financial and infrastructure services™'™.

In other words, a good investment climate is a transparent regime in which the
rights of investors regarding property and ownership; the regulations as regards to
tax, incentives and competition, are clearly defined and not expected to be changed

in a short period of time. Moreover, there are no administrative barriers or

corruption in governance structures. Besides, there should be macroeconomic

' http://www.worldbank.org/html/fpd/privatesector/ic

'8 http://www.worldbank.org/html/fpd/privatesector/ic
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stability, a developed financial system, improved infrastructure facilities and a
skilled labour force to make the business environment facilitate private investments,
both domestic and foreign.

The World Bank has been undertaking firm-level Investment Climate and
Business Environment Surveys in developing countries. In this section, based on the
results of these surveys, the investment climates of the selected will be compared. It
will be investigated whether the ordering of the countries in terms of attracting DFI
really has a relation with their respective investment climates and business
environments. As the primary concern of this study is why Turkey has not received

higher DFI inflows, these countries will also be compared with Turkey.

3.3.1 The Results of World Bank Doing Business Surveys

First, the results of Doing Business Surveys of the World Bank will be
discussed. In these surveys, in order to make the results comparable across countries,
the typical business is assumed to be a 100% domestically and privately owned (no
foreign or state ownership) limited liability company, employing 50 employees,
located in a peri-urban area of the most populous city, and operating in general
commercial activities. The survey measures seven factors of investment climate:
Starting a business, registering property, enforcing contracts, protecting investors,
getting credit, hiring and firing, and closing a business.

‘Starting a business’ measures the cost and time incurred to start a business and
the required amount of minimum paid-in capital.

‘Registering a property’ measures the cost and time incurred to transfer the
rights of a property from the seller to the buyer when a business purchases land or a
building.

‘Enforcing contracts’ measures the efficiency of judicial system in the
collection of overdue debt in terms of time and cost incurred and the number of
procedures involved.

‘Protecting investors’ captures the protection of investors through a disclosure
index. On a 0-7 scale, the disclosure index measures whether laws and regulations
require reporting family ownership, indirect ownership, beneficial ownership,

disclosing information on voting agreements between shareholders, audit committees
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reporting to the board of directors, use of external auditors, and whether ownership
and financial information is publicly available.

‘Getting credit’ measures the efficiency of credit information sharing and the
legal rights of borrowers and lenders.

‘Hiring and firing’ measures the regulations on hiring and firing of workers and
the rigidity of working hours.

‘Closing a business’ measures the cost and time of insolvency procedures
involving domestic enterprises.

Actually, the figures for Turkey are fairly below the average (ie. Turkey
performs better than the average of the countries in the sample) for starting a
business, registering a property, enforcing contracts, and closing a business except
for the cost of starting a business and registering a property and the number of
procedures in registering a property. That is, it does not take much time in Turkey to
start a business, register a property, close a business and enforce the contracts. It is
only that it seems a little bit more costly to start a business and register a property in
Turkey. However, the cost of starting a business is also higher than average in
Hungary, India, Poland and Malaysia. Regarding the length of time of registering a
property, it is much higher in the Czech Republic, Republic of Korea and Mexico.
Thus, these aspects of investment climate in Turkey do not seem to be much of a
problem in terms of attracting DFI (See Table 3.3).

Turning to the indicators on protecting investors, hiring and firing difficulties,
and getting credit, Turkey performs rather poorly (See Table 13.4 below). For
example, regarding the protection of investors, Turkey attains 2 points out of 7 in the
disclosure index, of which higher values show a transparent legal regime which
protects investors’ rights. If Venezuela is left aside, investors protection seems to be
a serious problem in attracting DFI, since the grades of the rest of the countries are
above 4 out of 7.

As regards to hiring and firing procedures, Turkish labour market seems rather
rigid. However, it is also the case in Brazil and Mexico in terms of all of the five
indicators of hiring and firing. India is also above average in terms of difficulty of
firing index, rigidity of employment index, and firing costs. Venezuela is above the

average except for difficulty of firing index.
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Table 3.3 Investment Climate Indicators I: DFI High Performers and Turkey

Starting a Business Registering a Property | Enforcing Contracts | Closing a Business
@ | @ 3) @ 0y @) 3 @H | 2| &[] B3 &)}
Argentina 15,0 | 32,0 15,7 8,1 5 44 3.8 33 | 520 15 2,8 18 235
Brazil 17,0 1520 | 117 0,0 14 42 2 25 | 566 | 155 10 8 0,2
Chile 80 | 270 10,0 0,0 3 31 14 28 | 305 | 104 | 56 18 19,3
China 12,0 41,0 14,5 (11042 3 32 3.1 25 | 241 | 255 | 24 18 352
Czech Republic 10,0 | 40,0 10,8 44,5 4 122 3 22 | 300 8.6 9,2 18 16,8
Hong Kong, China | 5,0 | 11,0 34 0,0 3 56 2 16 | 211 | 128 [ 11 8 82,3
Hungary 60 | 520 | 229 86,4 4 79 6.8 21 365 8.1 2 22 30.8
India 11,0 850 | 485 0.0 & 67 13,9 40 | 425 | 43.1 10 8 12,5
Korea, Rep. 12,0 22,0 17,7 | 3320 4 143 2,2 29 75 54 1,5 4 81,1
Malaysia 90 | 300 | 251 0,0 5 74 5.3 31 300 | 202 | 23 18 354
Mexico 3,0 | 580 16,7 15,5 7 204 16 37 | 421 20 1,8 18 64,5
Poland 10,0 31,0 | 206 | 2379 3 9 15 41 | 1000 | 87 14 18 68,2
Singapore .0 8.0 1,2 0,0 2 2 6.3 23 69 9 0.8 1 813
Thailand 3,0 | 330 6,7 0,0 8 9 33 26 | 380 [ 134 | 28 38 42
Turkey 3,0 8.0 264 0,0 7 11 6.3 22 | 330 ) 125 | 28 8 25,7
¥ 1 13,0 116,0 | 150 0.0 8 34 1.3 41 | 445 | 287 4 38 4.8
Average 10,0] 469 167 | 1143 | 56 59,9 4.3 288 3727 161 | 38 | 164 | 396
Standard Deviation| 3.2 | 40,0 113 | 2813 | 29 55,3 34 78 2167 37 32 | 105 230

Notes: (1): Number of procedures.
(2): Time (days)
(3): Cost measured as % GNI per capita in starting a business, as % of property per capita in
registering a property, as % of debt in enforcing contracts, and as % of estate in closing a business.
(4): Minimum paid in capital required as % GNI per capita.
(5): Recovery rate as cents on the dollar.

Source: World Bank Doing Business Surveys

Table 3.4 Investment Climate Indicators II: DFI High Performers and Turkey

Ph':;';“:;g Hiring and Firing Getting Credit

Disclosure |PEECWY of | Rigidity of [ Difficulty | Rigidityof | Firing | Costio | Legal | Credit

Index Hiring Hours of Firing | Employmeni | Cosis Create Rights | Inform.

Index Index Index Index (weeks) | Collateral |  Index Index
Argentina 5 4 20 an B o4 a3 3 [
Brazil 5 67 80 70 72 165 1.4 2 1
Chile 6 17 20 20 19 51 53 4 6
China 4 11 40 40 30 o0 0 2 3
Czech Republic i 4 20 a0 28 ¥ 04 i 5
Hong Kong, China [ 1] 1] 1] 1] 13 02 10 4
Hungary 5 11 80 a0 40 34 13,5 5 3
India 4 33 20 o0 42 rE 113 4 0
Korea, Rep. f 11 Al 30 34 o0 81 f 5
Malaysi 5 0 a 10 3 74 32 g i
Mexico 5 &7 &l a0 72 23 a7 2 [
Poland 4 11 Al a0 34 25 1,2 2 4
Singapore 5 0 0 0 0 4 03 10 4
Thailand f &7 40 20 42 47 1,1 5 5
Turkey 2 4 20 40 55 112 19,9 1 4
Yenezuela 1 78 20 10 36 23 7 4 4
Average 47 L6 430 331 65 66,6 i3 46 4.4
Standard Deviation 1.4 27,4 31,4 28,0 22,9 42,1 o0 28 16

Source: World Bank Doing Business Surveys

Regarding the problems of getting credit, Turkey performs poorly in terms of

collateral cost and legal rights index. However, Turkey is again not alone in these
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problems. In terms of the cost of creating capital, Argentina, Brazil, Mexico,
Hungary and India also perform poorly. In terms of the legal rights index, Argentina,
Brazil, Mexico, China and Poland are among the poor performers.

Considering all of the seven aspects of investment climate, only Chile,
Singapore and Hong Kong perform well in terms of all the criteria. The rest of the
countries perform well in some but poorly in others. Singapore and Hong Kong can
be left aside for they are city-states, which enable them to solve the bureaucratic and
legal problems more easily. Likewise, Chile is not among the top receivers of DFI as
far as the 15 countries in our list are concerned. Then, it can be argued that the rest of
the 12 countries attract the highest DFI although they do not have a “perfect”
investment climate as long as the criteria of the Doing Business Surveys are

considered.

3.3.2 The Results of World Bank Investment Climate Surveys

The results of Investment Climate Surveys are available for only Brazil, China,
Czech Republic, Hungary, India, Malaysia, and Poland among the selected countries
(WDR, 2005:246-247). Investment Climate Surveys have indicators about regulation
and tax administration, finance, electricity, labour, policy uncertainty, corruption,
courts and crime. The indicators show whether the firms surveyed see each indicator
as a major constraint in performing their businesses or not. As the data are the
averages of responses, it is not true to rank the countries according to these results
for significant variations are observed across the firms within a country, as WDR
(2005:247) clearly notes. With this caution in mind, the figures for Turkey are
compared with DFI high performers and the average of the sample (Table 3.5).
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Table 3.5 Investment Climate Indicators III: DFI High Performers and

Category Brazil | China (;Z:;h Hungary | India | Malaysia | Poland | Turkey S:::;le
Tax rate as major constraint (%s) 84.5 36.8 256 30.2 279 217 647 381 41.2
Tax administration as major constraint (%a) 66.1 267 19.8 137 264 133 41.0 331 300
Licensing as major constraint (%) 29.8 213 0.2 33 134 108 135 5.8 135
ram o h"rie) dealing with officals (% of 94| 190 55 87| 153 102 123 80| 111
Average days to clear customs {days) 128 7.9 4.4 4.3 6.7 36 31 37 5.9
Finance as major constraint (%o} 717 223 231 20.2 122 17.8 42.6 232 30.0
Electricity as major constraint (%) 203 287 53 1.2 289 14.8 5.8 173 15.4
Firms reporting outages (%o) 40.1 380! na na 692 40,6 1853 na 41.3
Skills as major constraint (%o) 396 307 9.1 125 125 25.0 12.2 12.8 153
Lahbour regulations as major constraint (%o) 56.9 207 3.5 7.3 167 14.5 252 87 192
Policy uncertainty as major constraint {%o) 759 329 202 211 209 224 581 538 383
Unpredictable interpretation of regulations (%) 66.0 337 56.0 427 64.1 na 68.0 40.6 53.0
Clorruption as major constraint (%) 67.2 273 12.5 2.8 374 14.5 276 237 274
Report bribes are paid (%o) 51.0 55.0 555 604 na na 524 71.8 577
Courts as major constraint (%) 328 na 11.1 4.5 na na 270 115 17.5
Lack confidence courts uphold propery rights (%) 39.6 17.5 471 403 294 191 46.2 331 34.0
Crime as major constraint (%o} 522 20.0 14.3 4.9 156 11.4 24.9 12.8 185
Average losses from crime (%o of sales) 227 104 334 336| na 191 316 5.8 224

Note: n.a. indicates data is not available.

Source: World Development Report (2005:246-247)

Among the 18 indicators selected, Turkey is above average only in tax
administration, electricity outrages, policy uncertainty, and bribes, which are seen as
major constraints in conducting business. Actually, in tax administration indicator,
Turkey, with 33.1%, is fairly close to the sample average of 30.0%. However, the
firms that report that policy is seen as a major constraint, and that bribes are paid in
conducting a business in Turkey are above the average of our sample. On the other
hand, the percentage of firms in Brazil and Poland reporting that tax administration
and political uncertainty are major constraints are higher than both the figure of
Turkey and the average. The percentage of firms reporting that bribes are paid in
conducting a business in Hungary is higher than in Turkey. Moreover, while Turkey
is above average in 4 out of 18 criteria, Brazil is above average in 15 out of 18;
Poland is above average in 12 out of 18; and China is above average in 7 out of 18;
and India is above average in 6 out of 18. Only Malaysia seems to be performing
well regarding these criteria of the investment climate, reporting only skill shortage
as a major constraint.

Thus, every country has problems regarding their investment climate but these

problems do not seem to be of much importance for the activities of TNCs. Then,
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there must be something more to attract DFI than a favourable investment climate for
the private sector. This merits a detailed discussion of the DFI regimes of the

countries concerned.

3.4 DFI Regimes

The DFI regime is one of the most important factors that determines the
position of host countries vis-a-vis foreign investors. That is, a foreign investment
regime that will facilitate the developmental objectives will be designed if the host
country has more bargaining power vis-a-vis TNCs. However, if the host country
does not have a bargaining power in terms of, inter alia, a sound macroeconomic
framework, a developed infrastructure, and well-educated and highly skilled work
force, the regime for foreign investment has to be highly liberal in order to attract
DFL

In the 1960s and 1970s when import-substituting industrialisation was the
prevalent development model, DFI in most developing countries was directed to
domestic markets, especially the extracting industries. Furthermore, the availability
of debt financing to developing countries from international donors decreased the
role of DFT as a source of finance. As a result, due to their locational advantages, the
developing countries were in a strong position to restrict and direct foreign
enterprises to make inward investments tailored to their developmental needs. The
restrictions included equity restrictions, exclusion of foreign enterprises from broad
sectors of the economy, and expropriation of foreign assets (Wint, 1992:1516).

This balance of power between the host countries and the TNCs in the
developing world shifted against host countries in the 1980s due to several factors.
First, with the debt crisis of the late 1970s and the early 1980s, the debt financing
from international donors almost stopped. This required developing countries to find
alternative ways of complementing their deficiency in capital. Second, the TNCs
have become more integrated globally, and international investment moved towards
export-oriented investment and away from extraction industries and domestic
markets. Third, the development paradigm for the developing countries shifted from
import substituting planned economies to export-oriented and market-based

economies. As a result of these changes, the bargaining power of host countries vis-
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a-vis the foreign investors decreased considerably which forced host countries to
liberalise their investment regimes (Wint, 1992:1516-1517).

Wint (1992) studied the changes in foreign investment legislation in the
1980-89 period in a sample of 10 developing countries. 8 of the 10 countries studied,
the Dominican Republic, Kenya, South Korea, Ghana, Mexico, the Philippines,
Thailand, and Turkey, adopted more favourable policies toward foreign investment
during the 1980s. The other two countries, Singapore and Brazil, maintained their
very favourable policies toward foreign investment (Wint, 1992:1518).

The new legislation was similar in their liberalization attempts, comprising
issues like an official welcome to all kinds of foreign investment to all sectors of the
economy except the ones listed in negative lists. Equity restrictions were also
abolished (Wint, 1992:1519).

More recently, each year in the 1991-2003 period, 62 countries on average
have made changes in their DFI legislations. In this period, the average number of
changes in legislation annually is 145, of which 136 were more favourable to DFI
(WIR, 2004:8).

The liberalizations in DFI legislations were in fact an integral part of a general
shift in the development paradigm towards a liberal international economic order.
Under the auspices of International Monetary Fund and the World Bank, the new
paradigm of development comprised a heavy commitment to free markets both
domestic and external, private property and individual incentives, and a
circumscribed role for government (Gore, 2000:791-794; Taylor, 1997:146-147).

The key question to be dealt with is whether the top receivers have fairly
liberal regimes towards DFI or not. The DFI regime of Turkey will be evaluated in
international perspective against the background of this question. Based on the
categorizations in Japanese Bank for International Cooperation (JBIC) (2002) and in

investment climate assessments of US Embassies in various countries, DFI regimes
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of the selected countries are evaluated based on the following 6 categories':
Screening, national treatment, negative list, performance requirements, investment
incentives and dispute settlement.

Screening refers to registration and/or approval procedures for DFI. National
treatment refers to the commitment of host country to treat foreign affiliated
enterprises operating in its territory no less favourably than domestic enterprises in
similar situations (OECD, 2004:5). Negative list is the list of sectors that are
restricted for DFI. Performance requirements refer to the measures imposed by host
governments on foreign investors, requiring them to meet certain targets in their
operations in the host countries (UNCTAD, 2003:2). Dispute settlement pertains to

openness to international arbitration practices for foreign investors.

3.4.1 Screening

In Hong Kong, the formalities for company incorporation and business
registration are minimal, and foreign and domestic companies register under the
same rules. Similarly, in Argentina, no approvals or paperwork of any kind are
required to materialise foreign investments as with no requirements for registration
of foreign investment. In Poland, Czech Republic and Hungary, there are no
permission or prior approval requirements except for the sectors in the negative list.

Registration requirements for DFI are in force only in Brazil, Chile and
Venezuela. Foreign investments in Brazil are required to register with the
Department of Foreign Capital of the Central Bank of Brazil within 30 days of

entering the country, to provide for the return of capital and the remittance of profits.

' Unless otherwise stated, the country information in Section 3.4 are collected from the following
sources:

Hong Kong: US Consulate General Hong Kong’s 1999 Investment Climate Report,
http://www.usconsulate.org.hk/ep/hkicr99.htm; Singapore: Investment Climate Report, July 2002,
http://www.usembassysinbgapore.org.sg/ep/2002/Incli2002.html; Malaysia: Kiat (1999) and
http://www.thailawforum/.com/articles/lawandinvestment1.html; China: China(2002); Republic of
Korea: http://english.mofe.go.kr/library;

Thailand: http://www.thailawforum.com/articles/lawaninvestment5.html; India: JBIC(2002);
Argentina: http://alca/ftaa.iadb.org/eng/invest/ ARG~1.HTM;

Brazil: http://alca-ftaa.iadb.org/eng/invest/  BRA~1.HTM;
Mexico: http://alca-ftaa.iadb.org/eng/invest MEX~1.HTM;
Chile: http://alca-ftaa.iadb.org/eng/invest/CHI~1.HTM;
Venezuela: http://alca-ftaa.iadb.org/eng/invest/ VEN~1.HTM;
Poland: UNIDO (2000); Czech Republic: Czechlnvest (2002);

Hungary: http://www.buyusa.gov/hungary/en/ccg_investment_climate.html.
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In Chile, foreign capital must register with the Foreign Investment Committee of the
Central Bank of Chile. In Venezuela, foreign investments must be registered with the
Superintendency of Foreign Investment.

Singapore also has a fairly liberal DFI regime. However, the distinguished
feature of Singapore is the leading role of the government in planning the economy
with the objective of economic development relying heavily on industrial policy. The
industrial policy of Singapore is based on climbing the technology ladder by
attracting foreign investment to sectors with a high value-added component. As the
public sector in Singapore is an active investor as well as a catalyst for development
in a market environment, foreign investments are screened for tax incentives within
the framework of industrial policy.

Malaysia has a more restrictive foreign investment regime. Each foreign
investment project is evaluated against the guidelines set forth in the Industrial
Master Plan and by the Foreign Investment Committee. The approval of the project
depends on export orientation, local equity participation, source of financing and the
potential for technological diffusion®.

China turns out to be an interesting case in that, despite the fact that foreign
investment is subject to examination and approval of Chinese authorities requiring
foreign investment to be beneficial for Chinese economy®’, this country is the top
receiver of foreign investment among developing countries>. The application
procedure for foreign investment in China is full of formalities. Prior to filling an
application form, a detailed report is submitted to the local government. If the report
is answered affirmatively within 30 days, an application form is submitted to the
approval committee together with many other documents. The approval committee
responds within 90 days.

When the application for the establishment of an enterprise with foreign capital

is approved, the foreign investor shall, within 30 days from the date of receiving the

2% See http://www.state.gov/www/about_state/business/com_guides/2001/malaysia_ccg2001.pdf for
the guidelines for project evaluation in Malaysia.

I As it will be shown below, this type of wording was highly criticised in the Turkish case (see
Erdilek (1982:13-15)) on grounds that it may cause to discretionary practices in approving DFI. Thus,
this requirement is abolished with the new law of foreign investment in Turkey, which came into force
in June 2003.

*2 Annual average DFI growth rate in China for 1986-2000 is above 30 %; and it is 15 % in 2001 and
12.5 % in 2002 (UNCTAD, 2002: 10; and UNCTAD on-line DFI database).
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certificate of approval, apply to the administrative department for industry and
commerce for registration in order to obtain a business licence.

An enterprise with foreign capital shall make investments in China within the
period approved by the authorities in charge of examination and approval. If it fails
to do so, the administrative department for industry and commerce shall have the
power to cancel its business license. The administrative department for industry and
commerce shall inspect and supervise the situation of an enterprise with foreign
capital. The screening procedures in China have been analysed in more detail,
because it is a good example of the fact that if foreign investors observe profitable
opportunities in a host country, bureaucratic procedures do not hinder them from
investing in that country.

In the Republic of Korea, foreign investors first apply to the Ministry of
Commerce, Industry and Energy to undertake an investment. The Ministry answers
the application within a stipulated time period. There is a one-stop service for DFI in
Korea in order to decrease the burden of administrative procedures. Korea
Investment Service Center provides various supports for foreign investors including
application procedures, feasibility studies, consulting, matching the potential Korean
firms with mergers and acquisitions partners.

The DFI regime of Thailand is delineated by the Investment Promotion Act of
1977 and the Alien Business Act of 1972. In the 1977 Act, the Board of Investment
(BOI) is given a wide range of discretionary powers to encourage investment in the
areas considered to be most beneficial for Thailand’s economic and social
development. The Thai government encourages DFI particularly in the industries
where Thai expertise is lacking, industries in remote areas, and industries that are
important and beneficial to the country’s economic and social development and to
national security. In the pre-1980 period, a significant volume of DFI was attracted to
import-substitution industries. After 1980, as improving the foreign exchange
position of the country has gained prominence, DFI activities were directed to
labour-intensive export industries. In the 1990s, the policy shifted towards industrial
deepening and broadening. As the imports of capital goods, intermediate goods and
raw materials increased with the increase of DFI in export industries in the 1980s, the
government attempted to encourage the use of domestic inputs, particularly in export

industries. Then, DFI was actively encouraged in high value-added and high
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technology industries. Two important objectives of the government were to improve
industrial linkages and industrial decentralisation. The second objective was
achieved through incentives to both local and foreign investors to conduct their
business in remoter areas of Thailand.

In India, the approvals are granted by the Foreign Investment Promotion Board
under the Ministry of Commerce and Industry. For the foreign investments
exceeding USD 171 million, the approvals are granted by the Cabinet Committee on
Foreign Investment.

In Mexico, General Directorate of Foreign Investment and National Foreign
Investment Registry are the institutions that regulate, screen, review, approve and
authorise foreign investments. The general policy on foreign investment in Mexico is
also formulated by these institutions. In the approval process, foreign investment
projects are screened for their impact on employment and worker training,
contribution to technology, compliance with the environmental provisions in the
relevant ecological ordinances, and the contribution to increasing the

competitiveness of the country.

3.4.2 National Treatment

In Hong Kong, Republic of Korea, Thailand, Argentina, Brazil, Mexico,
Venezuela, Chile, Poland, Czech Republic and Hungary, there is no distinction
between foreign and domestic investors. In Singapore, foreign banks operating in
retail banking sector are not granted national treatment.

Malaysia, on the other hand, does not grant national treatment to foreign
investors due to the country’s bumiputras policy. That is, Malaysia has a national
social policy objective to redistribute wealth in favour of ethnic Malays and other
indigenous people known as bumiputras. According to this policy, a residual equity
in a foreign affiliate should be reserved for bumiputras. Only when this residual
equity is not taken up by bumiputras, it can be allocated to non—bumiputras2 I,

In India, the sectors where foreign and domestic investors are not treated on
equal terms are banking, insurance, civil aviation and airport infrastructure,
telecommunications, petroleum, drugs and pharmaceuticals, and trading. In China,

national treatment is denied in practice in almost all service and most industrial

2 www.iisd.org/pdf/2004/investment _ country report_malaysia.pdf.
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sectors. However, in the context in its accession to the World Trade Organisation
(WTO), China has committed itself to granting unconditional national treatment

under the Dec.11 2001 GATT signature, until December 11, 2007.

3.4.3 Negative List

Argentina has probably the most liberal foreign investment regime in the
world. There are no sector restrictions — investments are allowed even in sensitive
areas like oil, mass media (broadcasting, cable, newspapers and magazines), nuclear
power generation and nuclear mineral mining.

The only restriction in Hong Kong is the limitation of foreign ownership in the
broadcasting sector to 49%. In Singapore, broadcasting, cable and newspaper sectors
are effectively closed to foreign investors. Moreover, there are significant restrictions
for foreign banks operating in retail banking sector. In Chile, there are also no sector
restrictions except for public land located within 10 kilometres of the border,
coastwise maritime, river and lake transportation, fishing and fish farming, television
broadcasting, and air transport activities.

In Malaysia, there are no sector restrictions for foreign investment except those
that produce supporting parts and components. These include plastic packaging
material; plastic compound/masterbatch; plastic injection moulded components and
parts for the electrical, electronics and telecommunications industry; paper packaging
products; metal fabrication and electroplating; metal stamping; wire harness,
printing, steel service centre; and foundry products. Foreign equity ownership is
limited in the following sectors: commercial banking (30%), insurance companies
(51%), telecommunications (61%), and shipping companies (70%).

In China, foreign investment is not allowed in telecommunications, news,
media and television. In the other sectors, foreign investment is required to be
beneficial to the Chinese economy.

In the Republic of Korea, foreign investment is restricted only when national
security, civil order, national sanitation, environmental preservation, social morals
and customs are threatened.

In Thailand, if a foreign investment produces for the domestic market, then at
least 51% of the shares must be owned by the locals. This requirement is not valid if

the enterprise is located in Zone III, which is a special industrial zone with various
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exemptions to promote industrial development in the remote areas of Thailand.
Moreover, if the enterprise exports at least 50% of its products, majority foreign
share is allowed; if exports are more than 80% of the sales, 100% foreign ownership
is allowed. In agriculture, animal husbandry, fishing, mining, mineral exploration or
services industries, foreign ownership is limited to 49%. However, if the initial
investment exceeds 1 million Baht, initial foreign ownership may be 100% provided
that the Thai nationals own at least 51% of the shares in a five-year period. In
commercial banking, finance and security business, life insurance, vessel operating,
and recruitment agency sectors, there are conditions of majority ownership and
management for nationals. Generally, foreigners are not allowed to own land unless
promoted by the Board of Investment.

In India, there is a ceiling of 24% foreign ownership in small-scale
manufacturing. Moreover, strategic defence industries as well as agriculture, rail and
postal services, housing and real estate are closed to foreign investment.

In Brazil, foreign investment is prohibited in health care, broadcasting, and
services for the safeguarding and transport of valuables. Foreign investment in air
transportation and freight agency services, mineral exploration, oil prospecting and
refining, agriculture and forestry, maritime, river, and lake transport and coastwise
shipping, insurance and telecommunications require prior authorization from the
relevant ministries. Foreign investment is restricted to no more than 20% of capital
stock with voting rights in highway freight transport.

There are more sectoral restrictions for foreign investors in Mexico. The
following areas are reserved exclusively for the State of Mexico, and hence closed to
foreign investment: Oil and hydrocarbons, with the exception of natural gas; basic
petrochemicals; electricity; nuclear energy production; radioactive minerals;
telegraphy and postal services; satellite communication; issuing banknotes and
minting coins; and control, supervision, and surveillance of ports, airports, and
heliports.

Apart from the areas of activity exclusively reserved for the state, there are also
activities reserved for Mexican nationals only. These are broadcasting and other
radio and television services, other than cable television; national land transportation
of passengers, and cargo, not including messenger and package delivery services;

retailing of gasoline and distribution of liquid petroleum gas; credit unions;
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development banking institutions; and provision of professional and technical
services, expressly indicated in the applicable legal provisions.

There are also activities where foreign investment is limited. Foreign
investment cannot exceed 10% in production cooperatives; 25% in national air
transportation; air-taxi transportation and specialised air transportation; 30% in
companies controlling financial groups, multiple banking credit institutions,
brokerage houses, and stock market specialists; 49% in insurance institutions,
general deposit warehouses, trust companies, exchange bureaus, financial leasing
agencies, financial factoring enterprises, manufacturing and marketing of explosives,
firearms, cartridges and munitions, printing and publication of newspapers for
exclusive circulation within the national territory, cable television, basic telephone
services, freshwater fishing, coastal fishing, and fishing in the exclusive economic
zone, excluding fish farming, integrated port management, port services piloting
ships for internal navigation operations, services related to the railway sector,
supplies of fuel and lubricants for ships, aircraft and rolling stock. However, with the
approval of the Foreign Investment Commission, foreign investment may constitute
more than 49% of capital in the following areas: port services to ships conducting
their internal navigation operations; shipping companies that use ships exclusively
for traffic on the high seas; management of air terminals; private pre-school, primary,
secondary, mid-higher, and combined education services; legal services, credit
information firms; securities rating institutions; insurance agents; cellular phones;
construction of pipelines for oil and oil derivatives; and drilling oil and gas wells.

In Venezuela, there are no sectoral restrictions for foreign investment except
for the sectors reserved exclusively for the state and the sectors where there are share
restrictions for foreign investors. Firearms and explosives, petroleum and petroleum
derivatives, natural gas and hydrocarbons, mining, postal and telegraph services, rail
transport services, port and waterway operations, air traffic control service and
navigation aid services are exclusively reserved for the state. There are nationality
requirements for the following sectors: Radio and television (80%), customs and tax
services (100%), dairy products (60%), maritime transport (80%), air transport
(100%), specialised air services (51%), vacation camps (100% or foreigners with 5-
year uninterrupted residence in Venezuela), security and defence (100%), bus

terminal services (100%), professional services (100%).
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In Poland, there are certain sectors that an investor, both domestic and foreign,
requires the approval of the relevant authorities. These sectors are mineral extraction,
processing of and trading in precious metals, production of spirit and bottling of
vodka, manufacturing of tobacco products, air transport, trading in arms and
explosives. In broadcasting, foreign share cannot exceed 33% of the capital, and the
majority members of the executive and supervisory boards must be Polish citizens.
Foreign investment is not allowed in games of chance and mutual betting.

In the Czech Republic, all sectors are open to foreign investment without prior
approval. The only exceptions are licensing requirements for broadcasting, and
registration requirement for satellite and mass media, and screening process for
foreign investment projects in petrochemical, telecommunication and brewery
industries.

In Hungary, nearly all sectors are open to foreign investment up to 100% with
no requirement of prior approval process. Only in some defence-related industries
and the national airline Malev, there are foreign share restrictions. Foreign-owned
enterprises operating in Hungary can own real estate, with the exception of

agricultural land.

3.4.4 Employment Restrictions

In Malaysia, the employment of foreign personnel is regulated through
imposing an annual levy on foreign workers to ensure that foreign labour is
employed only when necessary. The employment of Malay workers in proportions
reflecting the ethnic composition of Malaysia is encouraged. Indeed, until the 1990s,
employment and training requirements for Malaysian nationals were mandatory.

The Labour Law of Brazil requires that two thirds of the employees in a
foreign investment must be nationals. A larger number of foreign employees are
permitted only when the number of national specialists is insufficient.

In Mexico, employers in every enterprise must ensure that at least 90% of
employees are Mexican. In addition, workers in technical and professional fields
must be Mexican. Employers may hire foreign workers not exceeding 10% of the
staff with the particular specialisation when no Mexicans can be found with that
specialisation. However, this provision is not applicable to directors, board members

or general managers.
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In Chile, at least 85% of the employees of a particular enterprise must be
Chilean nationals, with the exception of companies employing less than 25
employees. Similarly, in Venezuela, the foreign employees in a company that

employ at least 10 or more workers cannot exceed 10 % of the total workforce.

3.4.5 Performance Requirements

There are no performance requirements for DFI in Hong Kong, Argentina,
Chile and Hungary. In Singapore, Malaysia, Poland and Czech Republic,
performance requirements are linked to investment incentives. For example, in
Poland, investors are eligible to have incentives if their investment exceeds a certain
amount, if they generate new employment in a certain time period, and if investment
introduces new or environment-friendly technology. In the Czech Republic, investors
are granted incentives if they invest in high-tech industries or some percentage of
their investment is in high-tech machinery. Incentives are also granted for
employment generation, employee training and exports exceeding a certain level.

In China, there are export, local content, technology transfer and local worker
requirements. The incidence of local content requirements and other performance
requirements are very high as compared to the other developing countries. For
example, according to a study by the European Round Table of private industries
cited in UNCTAD (2003: 14-15), on a 0-6 scale, the incidence of performance
requirements were 4 in 1992. This fell to only 3.5 in 1999.

There are local content and other performance requirements in the Republic of
Korea (UNCTAD, 2003:13). As in China and the Republic of Korea, there are also
local content requirements as well as other performance requirements in Thailand in
the automotive industry and in other industries. The incidence of performance
requirements in Thailand is among the highest in the countries in the sample of
countries considered here (UNCTAD, 2003:13 and 17).

India was inclined to use more mandatory requirements. Local content
requirements, export obligations, dividend balancing or foreign exchange neutrality
were obligatory, but they were phased out in 2000. Thus, there is also a tendency in

India to link performance requirements to incentive schemes.
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In Venezuela, there are performance (local content) requirements only for the
automotive sector. In Brazil and Mexico, there are local content requirements in

other industries as well as the automotive industry (UNCTAD, 2003:13).

3.4.6 Investment Incentives

In Hong Kong, there are no direct incentives for foreign investors®’. In
Argentina and Venezuela, there are no incentives specifically designed for foreign
investors. Investment incentives are equal for both domestic and foreign investors.

On the other hand, in Singapore, investors, and especially the foreign ones, are
directed to knowledge-based industries through a set of investment incentives. These
incentives take the form of tax incentives and apply to domestic as well as foreign
investors. The eligibility criteria are that the investment should contribute to the goal
of making Singapore a knowledge-based economy. The company’s track record, the
amount of investment, and the contribution of investment to the above-mentioned
goal become important in determining whether investments are eligible for tax
incentives or not.

In Malaysia, without discriminating among foreign and domestic investors,
various incentive schemes are available, usually linked to performance criteria, such
as export targets, local content and technology transfer. Non-fiscal export incentives
consist of an export credit re-financing facility, an infrastructure allowance, and
various investment allowances®. In addition, exporting firms and firms located in the
Multimedia Super Corridor face no restrictions on recruitment of expatriates, are
exempt from all capital controls and can apply to government funding for R&D.

In China, there are tax rebates and tax benefits for foreign investors based on
the amount of investment and the years of operation’®. The export commodities

produced by a foreign-capital enterprise, except those whose exportation is restricted

* http://www.actetsme.org/hong/ipihong.htm
% See http://www.mida.gov.my/policy/chapter3.html

28 http://www.jxedz.com/en/invest_02.asp
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by China, shall be granted a tax reduction, tax exemption or tax refund in accordance
with the relevant provisions of the tax law of China

As mentioned before, the Thai government encourages DFI particularly in the
industries where Thai expertise is lacking, industries in remote areas, and industries
that are important and beneficial to the country’s economic and social development
and to national security. Investment incentives in Thailand include tax holidays, tariff
exemptions and various non-tax privileges like guarantees, special privileges,
services, etc.”’

In the Republic of Korea, various tax exemptions and reductions are in effect
for foreign investors. In target industries for DFI, corporate and income taxes are
exempted or reduced. There are also exemptions from local taxes from 8 to 15 years
at the discretion of local or provincial governments. Moreover, there are tax
exemptions or reductions for small and medium sized industries.”® In India, the states
offer various incentives to attract DFI in the form of various tax concessions, capital
and interest subsidies, and reduced power tariff.”

In Brazil, the federal government is responsible in particular for the incentive
schemes designed for the automotive industry. The states are also involved in
incentives for automotive and other industries. However, incentives offered by the
states are more concerned with regional development. Although, there is no formal
distinction between domestic and foreign investors in the allocation of incentives, in
practice, there is a tendency to favour foreign investors than domestic investors, to
attract DFI. The incentives include tax holidays and exemptions, provision and
preparation of project site and buildings, along with the infrastructure, and equity
participation of the state in a project (Christiansen et al, 2003:15-17).

In Mexico, there are certain fiscal incentives for foreign investors in particular
within the framework of export promotion. These incentives include tax-free
temporary imports, simpler customs procedures, and tax refunds for exporters.

In Chile, although there are no major incentives for foreign or domestic

investors, there may be certain VAT exemptions on capital goods forming part of a

%7 For more details of incentives in Thailand, see
http://strategis.ic.gc.ca/epic/internet/inimrri.nsf/en/gr122375¢.html

*% For details, see http://www.austrade.or kr/services/i_incentives.html.

% http://www.tidco.com/india_policies/fdi_policy/readyreckoner.asp.
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foreign investment approved by the government. Foreign investment projects of over
USD 50 million for developing industrial or extractive activities may also benefit
from some incentives like the possibility of having long contracts for up to 20 years,
fixed tax arrangements, and authorisation to hold abroad foreign exchange from
export earnings. Moreover, foreign investors have the option to resort to a fixed tax
regime in which case they are subject to an unchanged rate of 42% (instead of the
regular regime of 35%) for a maximum period of 20 years. Investors opting for this
benefit have a one-time opportunity to voluntarily withdraw and be governed by the
regular regime. In addition, profits remitted abroad are charged an additional tax of
35%. This rate also applies to withdrawn or distributed profits. Reinvested profits are
not taxable.

In Poland, foreign investors are entitled to investment grants under certain
eligibility criteria based on the amount of investment, and employment creation and
technology prospects of the project. Investment grants include covering up to a
percentage of investment outlays, employment grants, training grants and grants for
infrastructure development.

In the Czech Republic, there are investment incentives for DFI linked to
performance criteria. Tax-relief on corporate tax, job-creation and re-training grants,
and provision of low-cost land are the incentives offered to investors with the
eligibility criteria aimed to channel foreign investments into high-tech manufacturing
sectors and to areas where unemployment is high. In order to be eligible for the
incentives, the investment must be made into manufacturing, either into high-tech
sectors listed in the Investment Incentives Act or into other manufacturing sectors
provided that the production line consists of machinery listed on a government
approved list of high-tech machinery. Moreover, subsidies are also offered for R&D,
knowledge and technology-based projects that aim to improve human capital and
knowledge stock and technological level of the Czech Republic. Investment in new
machinery and technology is further encouraged through 10-15% deductions of the
cost of new machinery or technology from corporate tax base provided that the
investors must be the first owners. Machinery and equipment which are not
domestically produced and exceeding the value of CZK 10 million can be imported
duty free, provided that they are not older than 1 year and they will be used by the

same investor at least for 4 years. Switching from coal or oil to gas, electricity or
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other alternative sources of energy makes the investors eligible for a 5-year real
estate tax relief. If DFI firms create new employment in regions where
unemployment is high, they receive CZK 80,000 per employee.

In Hungary, there are investment incentives available to both domestic and
foreign investors. Based on the volume of investment and the number of jobs created,
Hungarian government grants S5-year or ten-year tax holidays. There are also
Research and Development incentives and some investment allowances to promote

DFI.

3.4.7 International Arbitration

International arbitration attributes the settlement of disputes among foreign
investors and the government to an international arbitration council rather than to
national jurisdiction (Altintas, 1998:1). The primary advantage of international
arbitration is its conﬁdentialitym. That is, as the only participants in the arbitration
process are the parties in dispute, it is easier to preserve reputation and maintain
confidentiality in arbitration mechanism than settlement in courts. Secondly, the
parties involved can customise the arbitration process to suit their needs so that the
decision process can be more flexible to save time and cost of the parties. Thirdly,
the investors prefer international arbitration because it is a peaceful process. That is,
as the continuation of commercial relations is the basic principle of international
arbitration, the process is generally ended with compromise.

The lack of international arbitration was seen as the primary obstacle in the
implementations of privatisation program and build-operate-transfer (BOT) projects
in Turkey®'. Thus, in 1999, the necessary amendments were made in the Constitution
to recognise the decisions made in international arbitration. Then, international
arbitration was regulated by Law 4686 enacted on June 21, 2001. And the new
Foreign Investment Law No. 4875, which came into force in June 2003, refers to that
law in dispute settlement with foreign investors.

The advantages of international arbitration mentioned above are more inclined

to favour private investors than the governments of host countries. For example, the

3 See Balci (1999:4-5) and Ernst and Young (2002:18-19) for the advantages of international
arbitration.

31 See Letter of Intent (1999) and Altintag (1998:1).
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governments may not be able to regulate foreign investments to promote backward
and forward linkages in the domestic economies and to impose restrictions on
investors for environmental, safety and health concerns’>. Therefore, the host
countries were generally reluctant participants in international arbitration until the
1990s.

For example, although China enacted its arbitration law in 1995, the percentage
of commercial disputes settled with resort to international arbitration was less than
20% in the 1990s. Moreover, the arbitration law of China has no mechanism for the
enforcement of arbitral awards, which makes the actual enforcement of these awards
“virtually impossible”* (Kusuma-Atmadja, 2004:18).

In Thailand, the Working of Aliens act prohibits foreigners to take part as
arbitrators in dispute settlement. The impossibility of foreign lawyers to take part in
the arbitration process makes international arbitration unattractive for foreign
investors in Thailand (Kusuma-Atmadja, 2004:15).

Latin American countries were historically reluctant to accept international
arbitration practices. With the exception of Chile, the use of both domestic and
international arbitration was very rare in Latin America (Kleinheisterkamp,
2002:668). For example, Brazil had long been very reluctant to offer greater rights to
foreign investors and permit investment disputes to go to international arbitration
(Investment Watch, 2003). Although Argentina, Chile, Mexico and Venezuela,
among others, ratified the New York Convention as of November 2000, Brazil was
not among these countries. Brazil has also not ratified Washington Convention,
unlike Argentina, Chile and Venezuela (Frutos-Peterson, 2000; Investment Watch,

2003). Although Brazil, Mexico and Venezuela have their own arbitration

32 See Durbin (1997) for a discussion of these issues within the framework of Multilateral Agreement
on Investment.

33 Due to burdensome, time consuming and frustrating procedures to enforce an arbitral award in
China, the results are often unsuccessful (Kusuma-Atmadja, 2004:18).
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legislations, none of them ‘“has gone as far as to recognise arbitration as a method of

dispute settlement in their national Constitutions” (Frutos-Peterson, 2000).

3.5 Macroeconomic Indicators

As far as the macroeconomic indicators are concerned, a common regular
pattern does not emerge among the top DFI-receiving countries (Table 3.6a and
3.6b). The population of countries range from 4.3 million in Singapore to 1,288.4
million in China. In terms of population size, Turkey ranks fifth among 15 countries,
following Mexico. GDP ranges from 72 billion USD in Chile to 1,400 billion USD
in China. The annual average growth rate of GDP in 1990-2003 period ranges from
0.5% for Venezuela to 9.5% for China. Per capita gross national income, adjusted for
purchasing power parity or not, also has a large variance. There is also considerable
variation among countries in terms of the share in GDP of household final
consumption expenditure, government final consumption expenditure and gross fixed
capital formation. External balance in goods and services and domestic credit
provided by the banking sector also vary considerably among countries. However, all
countries in the sample, except for India, China and Argentina turn out to have very
low share of agricultural value added in GDP. Turkey follows these three countries
in the relatively high share of agricultural value added in GDP. The share of
industrial value added in GDP is also among the lowest in Turkey, just after Brazil
and Hong Kong, China. Moreover, except for Brazil, Venezuela and Turkey,
inflation, based on the implicit GDP deflator for 1990-2003 is rather low.

As far as labour cost per hour is concerned, the average of the sample was 3
USD in 2002. If Hong Kong, Singapore and Republic of Korea are left aside, as their
labour cost per hour is fairly above the rest of the countries in the sample, the
average is USD 1.9. This is still higher than the labour cost per hour in Turkey,
which stood at USD 1.4. Thus, labour cost does not seem to be a problem that should
hinder DFI inflows to Turkey.

Actually, it may be the case that low labour costs may be accompanied by low
labour productivity; hence “efficiency wage” may not be low™. Efficiency wage is a
unit-free concept, which is equal to labour cost divided by labour productivity, which

turns out to be the ratio of total labour cost to value added. In order to take labour

3% Chunlai (1997:31) makes a similar argument on this point.
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productivity into account, “efficiency wage” is calculated for each country in the
sample for the 1995-99 period, based on the data in World Development Indicators
(WDI) (2000:58-60). The comparison of efficiency wages in high DFI performers
and in Turkey shows that efficiency wage in Turkey is one of the lowest among the
countries in our sample. Thus, even corrected for labour productivity, labour cost
does not turn out to be a factor that should hinder DFI inflows to Turkey.

To recapitulate, the indicators for Turkey do not go much further than the
values in the sample. Since the values for Turkey fairly lie within the boundaries of
the indicators of countries in our sample, it seems that DFI inflows cannot be easily

related to the given macroeconomic indicators.

Table 3.6a Macroeconomic Indicators: DFI High Performers and Turkey

Value added as % of GDFP
Population GDP f;]\:r)glj per capita pe:l:'ﬁlta
o {million GNL Agriculture | Industry | Services
(million) USD) annual (USD) (PFP)
grovwth) (USD)
1990-
2003 2003 2003 2003 2003 2003 2003 2003
Argentina 384 129,735 2.3 3,650 10,920 11 35 54
Brazil 176.6| 492 338| 26 2,710 7,480 3 21 73
Chile 15.8 F2A16] 56 4,350 9,210 9 34 57
China 1288.4|1,403,852] 55 1,100 4,980 15 53 32
Czech Republic 10.2 85438 14 6,740 15,650 4 40 57
Hong Kong, Ching 6.8 158,586 37 25,430 28,810 0 12 38
Hungary 10.1 22,805 24 6,230 13,780 4 31 65
India 1064.4| 593966 58 430 2,280 23 26 52
Korea, Republic o 47.9] 605331 55 12,020 17,930 3 35 62
Malaysia 24.8] 103,161] 58 3,780 3,940 9 49 42
Mexico 102.3] 626,080 30 6,230 8,950 4 26 70
Poland 38.2| 209,563 47 5,270 11,450 3 31 66
Singapore 4.3 91,342 6.3 21,230 24,180 0 35 65
Thailand 62| 143,163 37 2,190 7450 9 41 50
Venezuela 255 84,793 05 2,493 4,740 3 43 54
Turkey 707 237972 31 2,790 5,690 13 22 65

Source: World Development Indicators (2005)
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Table 3.6b Macroeconomic Indicators: DFI High Performers and Turkey

Household Gelneral Gross External GDP implicit | Domestic credit

final cons. | =77 . final capital balance of deflator Avg. provided by Labour cost Efficiency

expenditure w::;“r formation gunds. and annual %o banking sector per;l]l;ur Wage

% of GDP e;‘,npi'f‘ GD; % of GDP o;"l]’;”é;)sp growth % of GDP (USD)

2003 2003 2003 2003 1990-2003 2002 2002 1995-99

Argentina 63 11 15 11 4.9 62.4 1.4 0.z
Braazl 58 20 20 P 118.% 63.0 2.6 0.z
Chile 63 11 22 3 7 73.9 2.0 0.2
China 44 13 42 1 4.9 168.4 0.8 0.3
Czech Republic 53 21 28 -2 9.2 45.8 27 0.4
Hong Kong, China 57 11 23 9 1.8 144.5 5.0 0.7
Hungary 67 11 24 -2 16.4 53.8 2.5 0.5
India 65 13 24 -2 6.8 585 0.7 0.4
Korea, Republic of 55 13 2% 3 4.8 101.% g2 0.3
Malaysia 46 14 22 18 34 154.2 .2 0.3
Mexico 69 13 20 -2 16.5 38 1.8 0.3
Poland 70 16 1% -5 17.7 358 2.9 0.2
Singapore 41 12 13 33 0.6 §3.5 7.8 0.5
Thailand 62 ] 23 3 4 116 1.1 0.1
¥ 1 70 6 12 12 3%.5 15 2.5 0.2
Turkey [ 67 | 14 [ 2z [ == 3.7 59.1 1.4 0.z

Source: World Development Indicators (2005)
Labour cost per hour from Economist Intelligence Unit:
WWW.economist.com/countries.
Efficiency wage is calculated as labour cost per worker divided by value
added per worker, using data in WDI (2000:58-60).

3.6 Competitiveness Indicators

World Economic Forum (2002) includes detailed survey results from 75
countries for 140 variables on the following subjects: Macroeconomic environment,
technological innovation and diffusion, information and communications technology,
general infrastructure, public institutions (contracts, law and corruption), domestic
competition, cluster development, company operations and strategy, and
environmental policy. We have selected 17 out of these 140 variables, for which
Turkey performs as the poorest’ among our sample countries. These variables cover
the following subjects: Macroeconomic environment (recession expectations for the
next year, soundness of banks, expected exchange rate volatility over the next two
years, venture capital availability), technological innovation and diffusion
(technological sophistication, firm-level innovation, government prioritisation of
information and communications technologies (ICT), government success in ICT),
public institutions (the burden of administrative regulations, tax evasion), cluster

development (product and process development in collaboration with local suppliers,

3% Poorest in the sense that the value of Turkey is the lowest in the sample.
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customers and research institutions), company operations and strategy (capacity for
innovation, reliance on professional management, efficacy of corporate boards, and
internet effects on business). The variable, average years of schooling for adults, was
added to this set, and results for all 17 variables are presented in Table 3.7 below.

For all the variables in Table 3.7, except for burden of regulation, the value for
Turkey is more than one standard deviation below the sample average excluding
Turkey. Moreover, for firm-level innovation, DFI and technology transfer,
government prioritisation of information and communications technology, electricity
prices, and extent of product and process collaboration, the value for Turkey is more
than two standard deviations below the sample average excluding Turkey.

It turns out that the main problem of Turkey seems to be the lack of sufficient
technological capacity and low level of education of the adults. Macroeconomic
instability and high-energy costs come out as the next problematic factors in the

ordering, and then comes administrative burdens and tax evasion.
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Table 3.7 Competitiveness Indicators: DFI High Performers and Turkey

Hong
Variable D Brazil| Chile|China|_CZ*® | Kong India [Korea | Malaysia |Mexico | ¥ | Singapore | Thailand | Venezuela| 32™Pl¢
Republic ‘¢ o1 a Mean

Turkey

[Average years of
S: i of adults as of 8.8 49 | 75 | 64 9,5 94 9,1 51 | 108 68 7,2 98 8,6 6,5 6,6 7.8
2001

The likelihood of your
country's economy being
Rec: n in a recession next year is
Expectations (1=highly likely, 7=not
likely) [Question asked in
February-April 2001]

3,9 60 | 47 | 55 4.9 5.7 6,3 48 | 39 4,6 4,7 50 5.2 4,1 43 49

Banks in your country are
(1=insolvent and may
require government
bailout, 7=generally
healthy with sound
balance sheets)

Soundness of Banks

Over the next two years,
your country’s exchange
Expected Exchange |rate will be (1=very
Rate Volatility volatile, 7=very stable)
[Question asked in
February-April 2001]

Entrepreneurs with
innovative but risky
Venture Capital  |projects can generally find
Availability venture capital in your
country (1=not true,
T=true)

Your country’s position in
technology (1=generally
lags behind most 3.6 41 |46 | 37| 47 |50 45 |45 49 3.8 35 | 3.9 5.9 3.8 3.5 43
countries, 7= is among the
world's leaders)

Technological
Sophistication

33

In your business,
continuous innovation
plays a major role in 5.5 55 |56 53 5.7 56| 50 |sal s 5.8 54 | 55 6.2 438 5.2 54
generating revenue (1=not
true, 7=true)

Foreign direct investment
FDI and in your country (1=brings
Technology little new technology, 7=is| 5.2 57 | 54| 48 60 |56 | 62 |53 49 6.1 56 | 58 6.3 5.3 54 56
Transfer an important source of
new

Firm-Level
Innovation

Information and
communications
technologies are an overall
|government priority
(1=strongly disagree,
F=strongly agree)

Government
Prioritization of

Government programs

Government promoting the use of ICT
Success in ICT are (1=not very 3.6 45 |41 | 45| 37 [49| 43 |49 438 42 3.8 | 33 6.0 3.9 3.7 43
Promotion successful, 7=highly

The price of electricity per
ilowatt-hour in your
country compared to
international standards is
(1=much higher, 7=among
the world's lowest)

Electricity Prices 46 43 | 44 | 39 49 45 43 31| 45 48 3,9 4.6 3,7 45 33 42

Administrative regulations
Burden of in your country are
Regulation (1=burdensome, 7=not
burdensome)

Tax evasion in your
Tax Evasion country is (1=rampant, 2,0 24 |53 (30| 26 61| 34 |27]33 4.6 20 | 30 63 3,1 23 3,5
7=minimal)

Product and process
development in your
country is conducted
(1=within companies or
with foreign suppliers,
7=in collaboration with
local suppliers, customers
& research institutions)

Extent of Product
and Process
Collaboration

Companies obtain
technology (1=exclusively
Capacity for from foreign companies.

i 7=by pioneering their own
new products or

2.8 36 | 3.6 | 45 33 3.7 33 3.6 | 44 2.7 3.1 38 42 2,9 2.9 35

2.8

2,5

Senior management.
Reliance on positions in your country
Professional (1=are often held by 4,7 53 | 49 | 46 4.5 4.9 51 |46 | 39 5,0 4.2 4.6 5.8 4,0 4,1 47
Management relatives, 7=go only to
skilled professionals)
Corporate boards in your
country are (1=controlled
by management, 4.0 35 | 45 | 33 32 39 | 47 |35 35 3.7 3.5 4.7 438 3.9 33 3.9
7=powerful and represent
outside shareholders)

Efficacy of
Corporate Boards

To what extent has the
Internet improved your
firm's ability to coordinate
Internet Effects on |with customers and
Business suppliers to reduce
inventory costs (1=no
change, 7=huge
improvement)

Sources:

(1) Average years of schooling of adults for all countries except for Czech Republic: World
Bank EdStats http://devtata.worldbank.org/edstats/cdl.asp

(2) For Czech Republic, average years of schooling (as of 2000) from Human Development
Report 2001
http://www.undp.org/hdr2001/indicator/cty f CZE.html

(3) The rest of the variables from World Economic Forum (2002)
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3.7 The Role of Privatisation and Regional Integration in DFI Inflows

The wave of privatisation of state owned enterprises in the 1990s, especially in
Latin America and Central and Eastern Europe, has been an integral part of DFI
inflows to countries in these regions. For example, privatisation-related DFI inflows
accounted for 40.9% of total DFI inflows to Argentina between 1990 and 1997
(Pereiro, 1999:14); and 38.7% of total DFI inflows to Brazil between 1991 and
1999°°. On the other hand, the ratio of privatisation related DFI inflows to total DFI
inflows was around 90% in the Czech Republic in the 1991-92 period, and around
50% in Poland in 1992 and Hungary in 1993 (Schwartz and Haggard, 1997:2).

In the 1988-93 period alone, Latin American countries accounted for one-
fourth of worldwide privatisations (Megginson, 2000). However, as the privatisation
of state owned enterprises is a one-off process, DFI inflows also came down in recent
years after attaining their peak in 2000, especially in Argentina, Brazil, Chile and
Venezuela. In a press release on 13 June 2004, UNCTAD attributes this decrease to
the normalization process in DFI inflows to the region®’. According to UNCTAD,
following the year 2000, DFI inflows to the Latin American countries returned to
their patterns preceding the boom of 1990s, which was driven by privatisation,
especially in the services sector.

Apart from the impact of privatisation on DFI inflows, another critical factor in
attracting DFI inflows has been regional integration agreements (RIAs). In the last 15
years, the world has witnessed the increased role of RIAs like MERCOSUR,
NAFTA, ASEAN, EU, and APEC. Of course, the effects of a regional integration on
DFI inflows will depend on both the characteristics of the RIA, on the one hand, and
the characteristics of DFI, like being horizontal or vertical, export-oriented or
domestic market oriented, on the other hand’®. However, RIAs are often formed with
the following expectations: The growth rates of countries forming RIAs will increase
through the formation of larger markets, increasing competition, more efficient
resource allocation, and various externalities (Blomstrom and Kokko, 1997:2).

Moreover, as the trade and investment restrictions are reduced or totally removed by

3% Author’s calculation based on Macedo (2000:11) and UNCTAD on line database.

37 See http://www.unctadxi.org/templates/Press 542.aspx.

3% See Blomstrom and Kokko (1997) and Yeyati, Stein and Daude (2003) for an elaboration on these
issues.
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RIAs, DFI inflows to these countries are expected to increase (Blomstrom and
Kokko, 1997:3).

In this chapter, examples of MERCOSUR and NAFTA are given as gaces
where DFI inflows to the member countries increased substantially after the
formation of these RIAs. MERCOSUR was officially created in 1995 among
Argentina, Brazil, Uruguay and Paraguay in order to form a customs union. While
annual DFI inflows to these countries were around USD 1.6 billion in 1984-89, they
increased to around USD 40 billion in 1997-99, where Argentina and Brazil took the
lead in these inflows (Chudnovsky and Lopez, 2004:637-8). Of course, this increase
in DFI inflows to the region cannot be solely attributed to the creation of
MERCOSUR. Some part of DFI inflows were due to privatisations and some were
due to modernisation or expansion investments of existing DFI firms in the region.
Moreover, some amount of these investments would have happened anyway in the
absence of MERCOSUR. Nevertheless, the role of MERCOSUR could not be denied
in attracting DFI inflow to the region.

First of all, MERCOSUR helped the member countries to be seen as important
economic actors in the world. Secondly, it offered a liberalised and expanded market
to international investors increasing their confidence in the region that investment
and trade liberalization would be permanent. Thus, the existing TNCs re-organised
their production on a regional basis in MERCOSUR and new TNCs entered, as they
saw MERCOSUR as an export base to the other Latin American countries and to the
rest of the world (Reid, 2002:3-4).

North American Free Trade Agreement (NAFTA) was formed in 1992 among
the United States, Canada and Mexico. This RIA has had a substantial impact on DFI
inflows to Mexico. As shown in Table 3.2, DFI inflows to this country increased
from USD 2.6 billion in 1990, to USD 9.7 billion in 1995, USD 16.6 billion in 2000
and USD 26.8 billion in 2001. The impact of NAFTA on DFI inflows to Mexico can
be attributed to the following factors: First of all, with NAFTA, TNCs had the
impression that the changes in the institutional framework and the ongoing
liberalization in Mexico that coincided with the formation of NAFTA would be
permanent. Secondly, Mexico offered a vast number of commercial opportunities for
the investors in United States and Canada with its abundant supply of cheap labour in

a liberalised economic environment. As investors outside the NAFTA region have
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also perceived these commercial opportunities, DFI inflows to Mexico have

increased substantially (Blomstrom and Kokko, 1997:41).

3.8 The Investment Climate and DFI Regime of Turkey in Historical
Perspective

3.8.1 The Background

The history of legislation of DFI in the Turkish economy goes back to the late
1940s when the liberalization attempts took off, as Turkey became a member of the
World Bank and the IMF, in 1947. According to Kazgan (1999:97), the willingness
of powerful classes to open the Turkish economy to foreign capital along with the
elimination of statist economic order then in force was first and overtly declared in
an economics congress organised by the Association of Traders in Istanbul, in 1948.
In this congress, the gradual elimination of statism, and opening the Turkish
economy to foreign capital in order to ease the foreign exchange constraint in
development were set as the pre-conditions for development of Turkey. This view of
development through liberal economic policies and by the contribution of foreign
capital were also reflected in the reports on Turkey by the United States government
in 1946 and the World Bank in 1949 (Kazgan, 1999:97). According to these reports,
Turkey should give priority to agriculture, eliminate state activities in the economy,
and encourage foreign capital.

In the liberal environment of the early 1950s, the first law on DFI (Law No.
5583) was enacted in Turkey on March 1, 1950. According to Erdilek (1982:11), this
law was not designed specifically to promote foreign investment in Turkey, but it can
only be taken as a starting point for the encouragement of foreign capital. It
guaranteed the capital and profit transfers of foreign investors under certain
unspecified conditions.

After the Democrat Party came to power in May 1950, liberalization attempts
were accelerated, and a new law superseding Law 5583 was enacted, with the
objective of promoting DFI. The following provisions of Law 5821, enacted on
August 1, 1951, needs to be noted (Erdilek, 1982:11-12):

(1) All sectors of the economy except agriculture and commerce were opened
to DFI subject to examination by an inter-ministerial committee, chaired by the

Governor of the Central Bank, and authorisation by the Council of Ministers.
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(2) DFI was allowed to enter in three forms: foreign exchange; plant and
equipment, construction materials, spare parts, etc.; intangible rights such as patents,
know-how and trademarks.

(3) Remittances of interest and dividends abroad by foreign investors were
restricted to 10% only. Full repatriation of capital was allowed after 3 years for those
in the form of foreign exchange, and after 5 years for those in the form of intangible
rights.

(4) The foreign and local investors were treated equally in all sectors of the
economy open to foreign investment.

(5) Some of the existing restrictions on the employment of foreigners in Turkey
by foreign investors were relaxed.

(6) The application procedures for DFI were specified.

Although Law 5821 was enacted for promoting DFI in Turkey, the
expectations were not realised. This failure of realisation of the expectations was
attributed to the restrictive character of the law, probably to those restrictions on
capital transfers and profit repatriations. Thus, a more liberal law was prepared with
the aid of an American expert, C. B. Randall, following an invitation from the

Turkish government (Erdilek, 1982:12).

3.8.2 Law No. 6224

Law No. 6224, enacted on January 18, 1954, superseded Law No. 5821. Law
No. 6224 was perceived as fairly liberal both then and now, and it contained the
following noteworthy provisions (GDFI, 1999:17-23):

(1) All sectors of the economy where Turkish private enterprise can operate are
open to foreign investors provided that foreign investment project is beneficial to the
economic development of the country. However, the foreign capital imported into
Turkey cannot acquire the majority share of institutions, which act as a monopoly
within the country.

(2) In addition to the forms of entrance cited in Law No. 5821, portions of
profit converted into and integrated with investment capital are also accepted as
imports of foreign capital. Additionally, the value of the imported capital as well as
the necessity and appropriateness for the approved enterprise are determined by

experts to be appointed by the Committee for the Encouragement of Foreign Capital,
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which is chaired by the Governor of the Central Bank, and consists of the
Undersecretary of the Treasury, General Director of Internal Trade, General Director
of Industry, Head of Department of Research and Planning of Ministry of State
Administrations and the General Secretary of the Union of Chambers of Commerce
and Industry and Commodity Exchanges.

(3) Subject to the decision of the Committee and in accordance with the tax
laws in force, the share of profits accruing in favour of principal foreign capital
investors may be added, in whole or in part, to the principal foreign capital or
reinvested in another enterprise qualified as foreign investment.

(4) Subject to the permission of the Ministry of Finance, net profits calculated
in accordance with tax laws, sales of proceeds from foreign capital invested and
interest payments, may be transferred abroad and capital may be repatriated. If
deemed necessary, Ministry of Finance or the Committee may order an examination
of the accounting books and tax declarations of DFI firms in order to determine the
amount available for transfer or whether the sales of capital are in accordance with
general goodwill.

(5) Foreign investors may employ foreigners without being subject to the
restrictions on employment of foreigners in Turkey. Foreign employees working for
the said foreign enterprises may freely remit their earnings abroad.

(6) The Committee screens the applications of foreign investment within 15
days of their submission. The parties may raise their appeals against the decision of
the Committee within 30 days of the announcement of decision to themselves. The
appeals shall be directed to the Ministry of Finance, the Ministry of Economy and
Commerce, and Ministry of State Administrations. The decisions of these organs are
final.

(7) Foreign capital and foreign enterprises are entitled to the same rights,
exemptions, privileges and facilities recognised for domestic capital and domestic

enterprises engaged in comparable fields of business.

3.8.3 The Criticisms of Law No. 6224
Law No. 6224, being a fairly liberal one when compared with the investment
regimes of some of the top DFI-receiving countries, could not realise the expected

surge in the inflows of foreign investment in Turkey. According to Erdilek (1982),
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the fundamental reason of the Law No. 6224 not being successful is the vagueness of
the Law. That is, although being liberal in its wording, it has lent itself to wide-
ranging interpretations in its implementation by the bureaucracy. For example, it was
stated in the Law that a foreign investment project to be approved should be
beneficial to the Turkish economy. But, Erdilek (1982:13) argues that this condition
was open to any kind of interpretation for it does not define the conditions of being
beneficial to the Turkish economy. Erdilek (1982:13) asks that “according to which
criteria and to what extent” should the DFI project be beneficial? Erdilek (1982:13)
argues that a DFI project could be easily accepted or rejected on subjective grounds,
as there was no objective yardstick in the law on which approval decisions that the
DFI project was beneficial or not could be based. In other words, the law did not
provide an overtly stated code of implementation. As a result, the foreign investors
were uncomfortable with the arbitrariness in the implementation of the Law (Erdilek,
1982:14).

The complaints of foreign investors were based on the following points: They
accused the bureaucracy of “not allowing the capitalisation of intangible rights,
reducing and even stopping royalty payments, and discriminating against DFI firms
in the implementation of investment credit incentive measures” (Erdilek, 1982:14).
Against these accusations, the bureaucracy was defending itself that their position
was not an ideological offence to foreign investment, but on the contrary, they were
just trying to maximise the benefits of DFI accruing to Turkey. According to Erdilek
(1982:14), the bureaucracy was taking one of the provisions of the Law No. 6224, ie.
to be beneficial to the Turkish economy, as superior to the rest of the provisions of
the Law.

Another important criticism of the pre-1980 DFI regime of Turkey was the
absence of a central and unified authority to deal with the problems of foreign
investors. According to Erdilek (1982:15), the government authority was split among
the Ministry of Commerce, the State Planning Organisation, the Ministry of Finance,
and the Ministry of Industry and Technology, without there being any coordination
and cooperation among them. It was argued that this lack of a central authority
prevented the effective implementation of DFI policies, as there was neither a unified
regulatory framework nor a unified enforcement of the existing regulations (Erdilek,

1982:17). Moreover, this split character of the bureaucracy was one of the reasons
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for the delays in the approval process (Erdilek, 1982:22-23). Actually, the DFI
approval, capital increase, and any kind of change in the line of activity of the
foreign enterprise, all required the decision of the Council of Ministers in the pre-
1980 period, which made the implementation of the Law practically difficult (SPO,
1990:4). Moreover, DFI in the Law No. 6224 was interpreted as only greenfield
investments, and DFI projects solely for trading purposes were not approved (SPO,
1990:4).

Among the complaints of the foreign investors in Turkey were the export
commitment and local content requirements”. Moreover, Turkish authorities
demanded changes on the financing of DFI projects in order to minimise the
dependence of DFI projects on domestic credits (Erdilek, 1982:22). Although Erdilek
(1982) cites these factors as the major obstacles™ to the activities of DFI firms in
Turkey, they were among the policies of all top DFI-receiving countries, as seen in
Section 3.4. It is reasonable to ask DFI firms to decrease their domestic credit
requirements to prevent DFI to crowd-out domestic investment. On the other hand,
export commitment and local content requirements were policies designed and
implemented worldwide in order to maximise the benefits of DFI accruing to the host
countries.

Another policy criticised by DFI firms was that, government officials were
inclined not to allow DFI firms to import used machinery and equipment and to
include them as a foreign participation in the equity of the DFI firm (Erdilek,
1982:70-71). Government officials defended their position claiming that used
machinery and equipment would be overvalued to overstate the parent firm’s equity
participation. Moreover, importing used machinery and equipment would weaken the
competitive level of DFI firms and of Turkey through the utilisation of obsolete
technologies. On the other hand, DFI firms evaluated the position of government
officials as dogmatic and unreasonable. They claimed that they were losing the
chance of obtaining still up-to-date foreign used machinery that would have had long

physical and economic lives in their operations.

3% See Erdilek (1982:188-193) for the respective positions of DFI firms and government officials on
local content and export requirements imposed on DFI firms.

0 Erdilek (1982:22) states that “most of the DFI firms interviewed complained that the Turkish
government had become too rigid and unreasonable in its demand on export commitment and local
content requirements”.
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The Turkish government also requested the existing DFI firms to increase their
local share, or decrease their foreign share, to put it differently. However, this request
also turned out to be a major criticism of the DFI regime in Turkey (Erdilek,
1982:22). This policy resembles the case of Thailand where DFI projects exceeding 1
million baht in some agricultural sectors were allowed 100% foreign ownership
provided that foreign share would be decreased to 49% in five years. The problem in
the Turkish case is probably due to the lack of any sectoral and/or time specification
f the requirement.

High unit labour costs of the 1960s and 1970s, and the strength of the labour
class vis-a-vis the employers in Turkey were cited among important factors
explaining the unrealisation of the expectations from Law No. 6224. Erdilek
(1982:18) argues that “especially for the export-oriented DFI, seeking the relatively
low unit costs of a disciplined and docile labour force without the right to strike, as in
South Korea and Taiwan, Turkey was totally unattractive”. High labour costs in
Turkey, as compared to South Korea and Taiwan, in that time should not be seen as a
problem hindering DFI inflows, as the volume of DFI in Turkey was not very

different from that of South Korea or Taiwan in that time.*!

3.8.4 Institutional Changes in the Post-1980 Period

As part of the liberalization attempts in Turkey starting in 1980, foreign
investment regime has also undergone some important changes. First of all, in order
to unify the authority for foreign investment, which had been split and diffused
earlier among several bodies, Foreign Investment Office (FIO) within the Prime
Ministry was formed on January 14, 1980. In the same year, FIO was transferred to
SPO from the Prime Ministry (Erdilek, 1982:239).

In addition, to unify the functions of granting incentives to industrial projects
in a single authority, Encouragement and Implementation Department was created
within the SPO (Erdilek, 1982:239).

Thirdly, a basic decree was enacted in 1980, which set forth the following
conditions for DFI in Turkey (Erdilek, 1982:240):

4l See Table 3.2 above.
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1) The basic conditions set in the first article of Law No. 6224, which
stated that foreign investment should be beneficial to the Turkish economy and
should not acquire majority share in monopoly institutions, were maintained.

2) The total fixed capital of any enterprise in which foreign capital could
participate had to be between USD 2 million and USD 50 million.

3) The equity participation of DFI had to be between 10% and 49%.

4) The DFI project had to fall within one of the specified sectors in
agriculture, mining or manufacturing. For several sectors, there were export
requirements ranging from 25% for trucks (transport vehicles sector) to 60%
for furniture (forestry products sector). In aircraft and helicopters, diesel
engines, machine tools, steam or water or gas turbines, electrical machinery,
and electronics sectors, DFI project had to be a joint venture with a State
Economic Enterprise.

5) Any DFI application would receive a preferential treatment if its DFI
sources included one of the following:

(i) International institutions such as the International Finance
Corporation and the Islamic Bank,

(i) The Middle Eastern Countries of Saudi Arabia, Libya,
Iran, Iraq, Kuwait, United Arab Emirates, Bahrain, and Qatar,

(ii1) Turkish citizens employed abroad by foreign firms
(the collective equity share had to be at least 25% for preferential
treatment).

If the DFI application contained one of these sources, minimum or maximum

equity share, financial size and areas of activity conditions would be relaxed.

The performance requirements became more flexible just after the

liberalization measures taken in the early 1980 (Erdilek, 1986:188). The opposition

of the SPO to the imports of used machinery and equipment was removed for export-

oriented firms in January 1981 (Erdilek, 1982:71). From 1983 on, foreign technology

imports were treated more flexibly for all DFI firms. There were also major revisions

at the end of 1983. DFI was allowed to all commercial and services sectors. Foreign

portfolio equity investment in Turkish firms was made easier. The restrictions on

employment of foreign personnel in DFI firms were reduced (Erdilek, 1986:175).
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As another institutional change, free trade zones were formed in 1985, with the
objective of encouraging export-oriented DFI in Turkey by granting numerous
exemptions to foreign firms located in these areas. Foreign firms were exempted
from the provisions of foreign investment regime applied to foreign firms outside of
these zones. They also benefited from 100% exemption from corporate and income
taxes for an unlimited period, and exemption from Turkish labour law for 10 years
(Onis, 1994:96; Balasubramanyam, 1996:124).

As a result of liberalization attempts in the early 1980s, the discriminatory
measures in export requirements and tax policies, and minimum equity participation
by Turkish nationals were all eliminated. In this way, 100% ownership by foreign
investors in all sectors of the economy became feasible in 1986. In the same year, the
Foreign Investment Department of SPO was authorised to approve foreign
investment projects up to USD 50 million. The projects exceeding this figure were
subject to approval by the Council of Ministers (Onis, 1994: 97).

Another measure implemented to attract foreign investment in Turkey was the
Built-Operate-Transfer (BOT) scheme designed to give public sector infrastructural
investments with high capital and technology requirement to foreign investors. The
current law on BOT Model is Law 3996 dated June 13, 1994, with several
subsequent amendments. This law guides the principles of appointing foreign
investors to build, operate, and transfer bridges, tunnels, dams, irrigation channels,
potable and non-potable water purifying plants, sewerage systems, communication
systems, mines, factories, environmental pollution protection systems, motorways
and railways, car parks, seaports and airports, and similar investments.

After the investor earns the investment’s value including the profit accrued,
and the credit used for investment, it will transfer the investment and services to the
relevant administration at no cost, in well-kept and working condition. The total
period of the BOT contract cannot exceed 49 years. However, the BOT model could
not realise the expected inflow of DFI after 1980. One of the reasons of this failure
was argued to be the lack of international arbitration, as discussed above in Section
3.4.7, which was also seen as the main obstacle in front of privatisation operations
involving foreign buyers (See Letter of Intent, 1999: para.13).

Some adjustments were also made in tax and foreign exchange regulations in

the 1980s. In the pre-1980 period there were extra 20% tax obligations on the income
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of foreign shareholders. This tax, involving unequal treatment of foreign investors
with domestic investors, was argued to deter DFI and was abolished in 1985. In the
same year, incomes of foreign sharcholders were included in the framework of
investment allowance scheme. In 1988, that part of the income of foreign
shareholders, accruing from the sales of shares, accounted by foreign exchange
differences was exempted from tax obligations. In 1989, non-resident investors were
entitled to purchase the stocks of domestic firms traded in the stock exchange in
Turkey (SPO, 1990:5-6).

In the 1983-86 period, 233 license and technical support agreements were
signed. In the 1987-89 period, the number of these agreements signed was 220. In
1987, Turkey became a member of International Centre for Settlement of Investment
Disputes (ICSID) and Multilateral Investment Guarantee Agency (MIGA) (SPO,
1987:5 and SPO, 1990:6,9).

3.8.5 DFI Regime in the 1990s

The main principles of the Turkish DFI regime in the 1990s were as follows:
There is equal treatment of foreign and domestic investors. There is no restriction in
the percentage of foreign shares nor in the employment of foreign personnel. The
transfers of capital abroad and profit repatriations are totally free. The expectations
from DFI are formulated more explicitly: DFI was expected to contribute to value-
added, employment, exports, capital accumulation, and advanced production and
management techniques (Foreign Investment Report, 1990-92:2).

Foreign Investment Directorate was reorganised as the General Directorate of
Foreign Investment under the Undersecretariat of Foreign Trade in 1991. 174 license,
technical assistance and management agreements were signed during the 1990-92
period. The New York Convention and Geneva Convention were signed in 1991. By
these conventions, the decisions of international arbitrators were recognised.

In 1995, foreign investors were allowed to deposit their capital brought from
abroad as foreign exchange without being required to convert them into domestic
currency. Moreover, the approval requirement for the license, know-how, and
technical assistance and management agreements were removed in 1995. In the early

1990s, the automotive sector was given priority in the allocation of incentives, and
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DFI was encouraged in this sector. The investment of Toyota in Turkey took place

during this period.

3.8.6 More Recent Developments

Although there were some institutional changes through various communiques
and decrees in the implementation of the Law No. 6224 through 1980s and 1990s,
the basic Law No. 6224 was not changed. After the economic crisis of 2001, the need
for restructuring the Turkish economy has emerged. This restructuring would be
implemented through improving the “investment climate” of Turkey. In the Letter of
Intent, submitted to the IMF by the Turkish government on January 18, 2002, it was
stated that “to increase the role of the private sector in the economy, privatisation of
the state enterprises will be accelerated, business environment will be improved and
direct foreign investments will be encouraged.”

As an initial step towards the improvement of the Turkish investment climate,
Foreign Investment Advisory Service (FIAS) of the World Bank conducted a study
on the administrative barriers to investment in Turkey and published a report in June
2001 (see FIAS, 2001). Based on FIAS (2001), a decree on “The Reform Program
for Improving the Investment Climate in Turkey” was accepted by the Council of
Ministers in December 2001. According to this reform program, “Coordination
Committee for the Improvement of Investment Climate (YOIKK, Turkish acronym)”
began its work in March 2002 (Akin, 2004:6).

YOIKK is an advisory committee to the Council of Ministers for making
necessary changes to achieve a “better investment climate” in Turkey. YOIKK is
chaired by the Minister of State and has 10 technical committees on the key reform
areas (Akin, 2004:8).

Mainly based on the reports of FIAS, and through the studies of YOIKK, the
new law on direct foreign investment in Turkey was prepared and enacted on June 5,
2003. The main motivation of the new law is that, the underperformance of Turkey
in terms of attracting DFI is believed to be due to the inability of governments to see
DFI as the primary constituent of development strategy. In the general motives of the
new law, DFI is seen as playing the key role in development finance and decreasing
the debt-burden of developing countries. It is argued that, in order to maximise the

benefits (in terms of technology, employment, know-how, managerial skills,
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marketing and export possibilities) of DFI, a rational balance has to be set up
between the interests of foreign investors and the host country, and strategic policies
should be designed towards this aim. In other words, it is argued that the reason that
Turkey was not successful in attracting DFI was due to subordination of investor
interests under the interests of the host country. Hence, the balance of interests
should be adjusted*. 1t is argued in the general motivations of the Law 4875 that,
although the previous Law No. 6224 was liberal, it was not able to cover the newly
emerged concepts and practices regarding DFI and it was deficient in preventing the
interest and rights of foreign investors in an international setting.

The new Law 4875 has the following striking amendments on the previous
law: a) Article 1 of Law No.6224 is abolished completely. That is, the
requirements for foreign investments to be beneficial to Turkish economy and that
foreign investors cannot acquire majority shares of institutions that consist of
monopoly in Turkey are no longer valid.

b) The permission/approval system for foreign investment is abolished
and it is replaced with a notification system.

c) The equity purchases outside the stock exchange and more than 10%
ownership of equities quoted in the stock exchange are also defined as direct
foreign investment.

d) The definition of foreign investor is extended to include the Turkish
workers residing abroad as well as once Turkish citizens that have another
citizenship now and want to invest in Turkey.

e) The minimum capital requirement of USD 50,000 is abolished.

With the Law 4875, foreign investors are no more required to obtain any
approvals form GDFI. A DFI firm is subject to equal requirements in establishing a
business as with a Turkish private firm. According to Turkish Trade Legislation, the
minimum capital requirement is TL 5 billion for a limited liability company, and TL
50 billion for a joint stock company, regardless of the company being domestic or
foreign. The requirement for the approval of GDFI on the following areas was
abolished: The assessment of in kind capital brought in by foreign investors, the
changes in foreign participation, the transfers of shares among domestic and foreign

shareholders, the transfers of shares among foreign shareholders, the agreements of

2 See the general motivations of Law 4875: www.tbmm.gov.tr.
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license, know-how, technical support, and franchising. As the approval process is
abolished, foreign investors are only required to submit data to the Undersecretariat
of Treasury for statistical purposes.

In addition to foreign nationals, Turkish citizens resident abroad are also
accepted as foreign investors. The concept of foreign investment is expanded to
include corporate securities other than government bonds; the profit, revenue, cash
receivables, and other financial rights related to investment that are earned
domestically and re-invested; and the rights related to natural resources.

Another important adjustment in the foreign investment regime is that
foreigners would have the same rights as with the locals in the acquisition of land
and real estate”. Moreover, the foreign share can be more than 50% in the
enterprises having monopoly situation.

As a more recent development, on March 15™, 2004, the inaugural meeting of
the Investment Advisory Council for Turkey was held in Istanbul, and was chaired
by the Prime Minister of Turkey. The meeting brought together the chief executives
of 19 international companies, the country’s four leading business associations™, the
World Bank Group and the International Monetary Fund.

The following priority issues were raised at the meeting by the members of the
Council: Removal of bureaucratic barriers, improvement of taxation system and
incentives, access to land for foreign investors, further improvement in infrastructure
and education and support for small and medium sized enterprises (IAC, 2005b: 1).

Since then, many actions have been taken on these issues raised at the meeting.
Among these actions, the most important are as follows: To reduce bureaucratic red
tape in the mining sector, the pre-licensing requirement was abolished by a legal
amendment in June 2004. Moreover, the taxation on mining production was reduced
by 50%. The time required to obtain an Environmental Impact Assessment Report
has been reduced to 33 days from the earlier 6-7 months. A new law has been drafted
to implement a one-stop shop for start-up permits. The corporate tax rate has been

lowered by 3 percentage points to 30%, effective from January 1%, 2005. With a new

* However, this regulation was cancelled by the Constitutional Court, as published in the Official
Gazette on April 26, 2005.

# Union of Chambers of Commerce and Industry-TOBB, Association of Turkish Industralists and
Businessmen-TUSIAD, Association of Foreign Investment-YASED, and Assembly of Turkish
Exporters-TIM.
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legislation that went into effect on July 31%, 2004, taxpayers were allowed to deduct
40% of in-house R&D expenses directed exclusively at new technologies and
knowledge from their income declared in the annual financial statements®.

Apart from these issues, a law on the working-permits of foreigners in Turkey
was enacted on February 27™ 2003. By this Law No. 4817, the working permit
procedures are centralized at the Ministry of Labour. Previously, foreigners were
required to apply to the representatives of Turkey in foreign countries for working
visas. The eligible applicants were granted a working visa after a mandatory waiting
period of 35 days. By the new Law, this mandatory waiting period has been
decreased to 20 days, and visa and permit procedures were unified. Moreover,
working permits are now granted after coordination among the related ministries is
achieved.

The Ministry of Labour grants working permits to foreigners by considering
the structure of unemployment in Turkey, the justification of the application, the
contribution of the foreigner to be permitted to the firm under consideration and to
Turkey, the references of the applicant, the considerations of related institutions in
Turkey, and the characteristics of the firm to hire the foreigner*’. The Law states that
an application for working permit or extension thereof, will be refused in the case of
availability of a person in Turkish nationality having equal qualifications for the
work applied within 4 weeks. However, this clause is not valid for the employees to
be employed in DFI firms to be established as per Law No0.4875 (the new foreign
investment law). Moreover, Law 4817 preserves the occupations stated in other laws
as forbidden to foreigners.

As the basic limit for capital required to establish a DFI firm in Turkey is
abolished by Law No. 4875, it is stated that the number of applications to start up a
business increased substantially since 2003, especially from citizens of Turkic
Republics, Iraq and Syria. Between 2003 and early 2005, about 8600 foreigners
applied for working permits to the Ministry of Labour and about 3000 of these

applications were refused. It is argued that applications for working permits should

> See IAC (2005a) for the details of the measures taken on the issues raised in the inaugural meeting
of YOIKK.

46 See hitp://www.ozelokullardernegi.org.tr/yabanci-izinleri.doc for the details of Law No. 4817.
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be scrutinised further from security and employment viewpoints (Tamer, 2005a and
2005b).

As the most recent development, the Law No. 5317, enacted on March 15th,
2005, removed the restrictions for DFI in national radio and television companies”’.
By this law, foreign investment is allowed to have shares in national broadcasting
companies without any limit. The only restriction is that, the number of national
radio and televisions with more than 50% foreign share cannot exceed 25% of total
radio and televisions broadcasting nationally. On the other hand, foreign investment
in radios and televisions broadcasting locally or regionally are not allowed by the
Law. This last legislation is a very liberal attempt, because broadcasting is restricted
for foreign investment in most of the countries in our sample as seen in Section 3.4.3.
In Singapore, China, Brazil, and Mexico broadcasting is closed to foreign investors.
In the Czech Republic, foreign investment in broadcasting is subject to licensing
requirements. In Hong Kong, Venezuela and Poland, there are upper-limits for
foreign shares. Foreign shares cannot exceed 49% in Hong Kong, 33% in Poland,

and 80% in Venezuela.

3.9 Conclusion

In this chapter, investment climates and DFI regimes of DFI high-performers
and Turkey were examined. The most important conclusion that derives from the
experiences of DFI high performers is that policies are not uniform and there is
considerable variation across countries in terms of investment climate and DFI
regime. On the one hand, all countries except Hong Kong, Singapore and Chile have
problems in one way or the other in their investment climates according to World
Bank surveys. That is Turkey is not alone in not having a “perfect” investment
climate. Thus, it cannot be stated that DFI high performers exclusively have a sound
investment climate. Hence, the inability of Turkey in attracting sufficiently high DFI
inflows cannot be easily attributed to the problems of the investment climate in
Turkey.

On the other hand, there is also considerable variation among the legislative

frameworks for DFI in different countries. While some countries have fairly liberal

*7 This Law was not approved by the President at the time of writing, and was returned back to the
National Assembly on March 31, 2005.
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DFI regimes, there are various restrictions in others to tailor DFI policy for their
developmental needs. Singapore, Thailand and Malaysia are distinguished with their
industrial strategies in which DFI policies are embedded. In China, there are various
bureaucratic procedures in the screening stage. Moreover, there are sectoral
restrictions for DFI in most of the countries. In some countries there are performance
requirements for DFI, in others these performance requirements are linked to
incentives for DFI. In particular in the Czech Republic and Poland, DFI incentives
are linked to performance criteria to maximise the benefits from DFI accruing to
these countries by improving high technology and high value added industries. Last
but not least, international arbitration is not practised exclusively by the high
performers. In China, Thailand, and Latin America, international arbitration is a
topic, which is not viewed very sympathetically.

Macroeconomic indicators of high performing countries are also not uniform.
Moreover, there is not a significant difference between Turkey and high performing
countries in terms of macroeconomic indicators and labour costs. However,
regarding competitiveness indicators of the World Economic Forum, Turkey seems
to be performing poorly in terms of technological capacity, educational attainment of
the labour force, macroeconomic stability, energy costs and tax evasion. Although
being below the average of the sample in terms of competitiveness indicators, it
cannot be argued that Turkey is alone in performing poorly in terms of these
indicators.

It turns out that, a country having best characteristics cannot be singled out, as
far as investment climate, DFI regime, and macroeconomic and competitiveness
indicators are concerned, in terms of attracting DFI inflows. There is a variety of
country experiences on these issues, and we cannot obtain a benchmark country to
assess the problems of Turkey for not being able to attract a sufficient level of DFI
inflows. However, the role of privatisation and regional integration in DFI inflows,
especially for Latin American and Eastern European countries, cannot be
underestimated. A substantial portion of DFI inflows to these countries was attracted
through privatisations of state economic enterprises, especially in the services sector.
On the other hand, regional integrations like MERCOSUR and NAFTA seem to have

contributed to high DFI inflows to Latin American countries. It can be the case that
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DFI inflows to these countries increased more than the initial effect of privatisation
and regional integration by the help of agglomeration effect of DFI projects.

Against this background, the investment climate and legislative and
institutional DFI framework of Turkey was analysed in historical perspective. Turkey
has been increasingly liberalising its DFI regime. However, unlike the experiences of
other countries, Turkey neither formed a broad industrial strategy and embedded its
DFI policy in this strategy, nor designed an incentive structure linked to performance
criteria to make Turkey a knowledge-based, high technology country. As the variety
of experiences of high performer countries has shown, a liberal DFI regime and a
frictionless investment climate do not emerge as the sole factors attracting DFI
inflows. Rather, countries seem to have their own institutional structure in which
they design specific policies for DFI according to their specific needs. Thus, instead
of liberalizing eagerly her DFI regime, it seems better for Turkey to subsume DFI
policies in a broader set of development strategy based on industrial, trade and

technology policies.
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CHAPTER 4

DFI INFLOWS TO AND OUTFLOWS FROM TURKEY

4.1 Introduction

In this chapter, DFTI statistics in Turkey as regards to inflows and outflows will
be examined. First, the data sources will be described in Section 4.2. In Section 4.3,
the performance of Turkey will be assessed as regards to DFI inflows in comparison
with the domestic investment performance of Turkey. Then, the DFI inflows will be
analysed with respect to their pace and evolution, type of investment, sectoral
distribution, and geographical distribution of the home countries. In analysing the
types of DFI inflows, emphasis will be on the mergers and acquisitions from the
general inflows of DFI in Turkey in Section 4.4. In Section 4.5 the contribution of
privatization to DFI inflows will be analysed. Then, DFI outflows from Turkey will
be discussed, and the net contribution of DFI flows to Turkish economy will be

assessed in Section 4.6. Section 4.7 concludes this chapter.

4.2 Data Sources

4.2.1 The Data on DFI Approvals

There are two kinds of DFI data in Turkey regarding inflows. One comes from
the General Directorate of Foreign Investment (GDFI) of the Undersecretariat of
Treasury. As GDFI has been the authority for DFI approvals under Law 6224, it has
compiled and published the approval data for DFI inflows*. On the other hand, the
data on the realizations of DFI inflows is compiled by the Statistics Department of
the Central Bank of Turkey, and the realization data is published under balance of
payments statistics.

The GDFI data set available on the web site of the Undersecretariat of the

Treasury includes information on DFI approvals from 1980 to June 2003. Firstly, the

8 As Law No.4875 was enacted on June 17, 2003, approval procedures by the GDFI were abolished.
Therefore, approval statistics will not be published from June 30, 2003.
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data set gives the annual cumulative number of DFI firms*’ in Turkey, amount of
annual and monthly approvals, and annual actual inflows of DFI. Secondly, the data
set presents annual DFI approvals based on sectoral distribution of approvals with
respect to agriculture, manufacturing, mining and services. Thirdly, the home
country distribution of DFI approvals is given annually for 1991-2003, as well as the
cumulative figure for 1980-90. Fourthly, with respect to sectors and home countries,
the amount of present foreign capital, the share of that sector or country in total
foreign capital, total capital of the companies in that sector or from that country, and
the share of foreign capital in total capital are given in the same data set.

Moreover, in the annual foreign investment reports of GDFI, data is available
on the sectoral distribution of the types of DFI approvals. DFI approvals are
classified in four groupsso. New investment, expansion investment, capital increase
and participation investment. New investment pertains to greenfield investment’',
while expansion and capital investment are those kinds of investments pertaining to
the investments of existing DFI firms. On the other hand, participation investment is
the approved amount of foreign capital pertaining to a foreign investor buying shares
of an existing foreign or domestic company. Based on this classification, we have

data on types of investments for the 1983-2003 period.

4.2.2 The Data on Realized Inflows

The data on DFI realizations are available for the 1963-2003 period. However,
the CBRT publishes disaggregated data of realized DFI inflows on a sectoral basis
only after 1992. Thus, while total realized DFI inflows are available for 1963-1991,
realized DFI inflows disaggregated with respect to agriculture, mining,

manufacturing and services are only available for the 1992-2003 period™.

> A DFI firm is defined in Turkey as having any positive amount of foreign capital.
%% Definitions are taken from GDFI (2002:11).

3! Greenfield investment is that kind of DFI in which a foreign investor adds additional new
productive capacity to the economy by making a totally new investment.

52 The data on realized inflows for the period 1963-1979 is available from GDFI (1987:10).
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4.2.3 The Data on DFI Outflows

The data on the outflows of DFI from Turkey is available on the web site of the
Undersecretariat of the Treasury. This data set includes DFI outflows from 1998 to
June 30, 2004. The figures for the pre-1998 period are given cumulatively. Annually
for 1998-2004 and cumulatively for the period before 1998, the number of firms and
the exported amount of capital are given for each country of destination. On the other
hand, the sectoral distribution of outward DFI, with respect to banking, other
financial services, insurance, manufacturing, mining, energy, construction, tourism,
trade, transport, telecommunications, and other sectors, is given only for the

cumulative figures for each country of destination.

4.2.4 The Data on Privatization

The unpublished data of the Privatization Administration of the Prime Ministry
includes the figures of privatization to foreign investors™. The data set includes the
name of the public enterprise privatised, the date of privatization, the percentage of
public shares sold, the name of the foreign company / persons that purchased the

enterprise, and the amount of privatization in Turkish lira and US dollars.

4.2.5 The Data on Mergers and Acquisitions by Foreign Investors

Actually, there is no published data on mergers and acquisitions by foreign
investors in Turkey. However, there is unpublished data of GDFI, which includes
those firms in which foreign investors acquired majority share in 2001 and 2002.
Obviously, this data set does not cover all mergers and acquisitions by foreign
investors, as it covers only those firms in which majority ownership (more than 50%)
was taken over by foreign investors. In other words, it is not possible to make a
comprehensive analysis on foreign mergers and acquisitions. But, it is still possible
to shed some light on the subject matter with this limited data set. In this data set,
along with the name of company and foreign investor, there is data on the sector of
the company, country of the foreign investor, and the amount and share of foreign

capital.

33 We thank Tiilay Aktas of the Privatisation Administration for providing us the data.
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4.3 The Evolution of DFI Inflows in Comparison with the Domestic
Investment Performance

4.3.1 The General Picture

The actual inflows of DFI to Turkey in comparison with formal approvals have
historically been rather low. As of 2003, although USD 35,203 million DFI was
approved, only USD 20,240 million was actually realized. In other words, only
51.5% of DFI approvals were realized. On the other hand, while there were only 78
DFI firms in 1980, the number of DFI firms was 6,511 as of June 30, 2003.
However, the bulk of the DFI firms in Turkey are small companies with very little
capital, established for trade purposesS4. For example, there were 1,458 DFI firms in
Turkish manufacturing industry as of 2001. However, according to SIS data set, the
number of DFI firms in Turkish manufacturing industry, employing more than 10
employees in the same year was only 439°>. As seen from Figure 4.1, there is an
inverse relationship between annual number of DFI firms approved, and annual
actual DFI inflows. In other words, actual DFI inflows pertain to only a small
number of firms. The rest of the firms are small personal firms, which cannot be

counted as international investors.

>* Ariman (2000:130 and 133) makes a similar point.

%3 One should keep in mind that SIS and GDFI data sets are not directly comparable. Firstly, SIS
compiles data on establishment level whereas GDFI data is at firm-level. Secondly, SIS data may not
cover all DFI establishments in Turkish manufacturing industry. However, having in mind that the
majority of firms in Turkish manufacturing industry are single establishment firms, and assuming that
errors of omission in the SIS data set would be not so high, there still remains a difference, albeit less
that that observed at first sight, between the number of firms in GDFI and SIS data sets.
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Figure 4.1 Annual Actual DFI Inflows and Annual Number of DFI Firms Approved
Source: GDFI and CBRT.

Annual average of DFI flows were only USD 8.6 million for 1954-79 (SPO,

1987:10). Figure 4.2 shows the evolution of DFI approvals and actual inflows for
1980-2003.
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Source: GDFI and CBRT.
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As seen from Figure 4.2, one can divide the 1980-2003 period into three sub-
periods. While DFI realizations were constant at around USD 372 million during
1980-87, it jumped to an average of USD 819 million in 1989-1999. In the post-2000
period, there is a jump in 2001 to USD 3,044 million thanks to the investment of Is-
Tim Telecommunication Services Inc. of amount USD 2,023 million, of which USD
1,4 billion is the credit provided by the foreign partner. Actually, until 2001, the
short and long term credits supplied by the foreign investors to DFI firms were only
counted as DFI inflows as long as that credit was added to the capital of the firm,
otherwise it was recorded as an increase in external debt, rather than as DFI.
Therefore, with this new practice, which will continue from 2001 on, DFI
realizations were more than the amount of DFI approvals in 2001. In 2003, DFI
realizations exceeded DFI approvals due to the fact that DFI approvals cover only the
first six months of 2003. Moreover, USD 987 million of the realizations in 2003 is
due to real estate investments of foreigners, which is recorded as DFI (CBRT, 2004).
When this amount of real estate investments is subtracted from the 2003 total, the
actual inflows of DFI in 2003 drops to USD 715 million.

Another interesting year is 1996, where the discrepancy between approvals and
realizations is significant. The high level of DFI approvals in 1996 is due to a
construction project undertaken by French investors for the Istanbul Metropolitan
Municipality to the amount of USD 2.4 billion. However, the project was abandoned
and that amount of DFI could not be realized (GDFI, 1997).

When the years 1996, 2001 and 2003 are left aside, on the average, 44.9% of
approvals were realized. There are several reasons for the discrepancy between
figures for approvals and realizations. Withdrawal of the foreign investors from the
initial project is one reason as cited above. Secondly, the realization of an investment
takes several years, that is the foreign investor realizes his/her investment within a
time period, which is apparently more than one year. Thus, the realization will be
less than the approved amount in the year when the investment is approved. Thirdly,
while approvals were recorded by GDFI based on the information submitted by DFI
firms, realisations are recorded by the CBRT based on balance of payments statistics.
Hence, the discrepancy between approvals and realizations may be due to the lack of
a perfect coordination between these institutions, a matter, which is being improved

by coordinated studies by the related institutions. Fourthly, approvals, and in
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particular approvals for capital expansion, included capital-in-kind, undistributed
profits, and revaluation funds for fixed assets, which did not lead to actual inflows of

foreign capital from abroad’® (See Onaner, 2000:44).

4.3.2 DFI and Domestic Investment Performance

While DFI inflows as a proportion of total gross fixed capital formation
(GFCF) increased from 0.3% during 1963-79 to 0.8% during 1980-88, further to
2.1% during1989-1999, and 6.5% during 2000-2002. Actually, this increase in the
ratio of DFI inflows to total GFCF is due to the continuous decline in the annual
average growth rate of GFCF in Turkey. While annual average increase of GFCF in
Turkey was 15.4% in 1963-79, it fell to 4.7% in 1980-88 before slightly increasing to

5.1% in 1989-99. In the 2000-2002 period, average annual growth rate of
GFCF was even negative with -11.4%.

The low performance of DFI inflows in Turkey may have something to do with
this gradual decline in the rate of growth of total GFCF in Turkey. As seen from
Figure 4.3, there is a close relationship between the pace of private and public GFCF
and DFI inflows”’. ismihan, Metin-Ozcan and Tansel (2002:17-18) found evidence
to the complementarity between public and private investment in short and medium
run by applying impulse response analysis for the period 1963-99. The
complementarity is valid until the late 1980s. But after the late 1980s, chronic and
increasing macroeconomic instability seems to ‘“shatter or even reverse the
complementarity between public and private investment in the long run™®. On the
other hand, Attar and Temel (2002:118) found that although a crowding out effect of
public investments was observed in the current period, government investment had
positive spillover effects on private investment in the following period.

Although DFI inflows increased sharply in 1980, thanks to the liberalization

policies implemented in the same year, the stable DFI inflows until 1988 seems to be

%% The author thanks Tugrul Gover of GDFI for reminding this last point.

" In Figure 4.3, we converted the values for total GFCF and public GFCF at current Turkish liras to
USD using the average annual exchange rate of USD/TL.

Metin-Ozcan, Voyvoda and Yeldan (1999) is another study that found evidence to the
complementarity between public and private investments.
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due to the continuous decrease in total GFCF in 1979-1985. The gradual increase in
DFI inflows in 1987-1992 goes alongside with the continuous increase in total GFCF
in 1985-1993. The volatility in 1994-2002 in total GFCF due to the crises of 1994,
1999 and 2001, led also to the volatility of DFI inflows during the same period. The
correlation between realized FDI inflows and one-period lagged public investment is
0.67°°. It seems that public GFCF and DFI inflows may also be complementary.
Calderon et al (2002:13-14) found that in developing countries, domestic investment
and economic growth precedes and have a positive impact on greenfield DFI. On the
other hand, DFI inflows do not seem to have an effect on domestic investment or
growth in developing countries. Calderon et al (2002:15) argue that it seems to be the
case that a rise in domestic investment may send a positive signal to foreign investors
as the emergence of profitable opportunities in the economy. Thus, the
complementarity of public and private investments on the one hand, and the
precedence of domestic investments in relation to DFI in developing countries on the
other hand, lead us to argue that the low performance of DFI inflows in Turkey may

be attributed to the low performance of public and domestic private investment.
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Figure 4.3 DFI Inflows and Public and Private Gross Fixed Capital Formation:
1983-2002

Source: SPO, GDFI, CBRT, and author’s calculations.

%% The correlation is significant at 1% (two-tailed test).
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4.3.3 The Sectoral Distribution

Figure 4.4 depicts the sectoral distribution of actual DFI inflows for 1980-
2003. The data for sectoral distribution of actual DFI inflows is derived as follows:
For the period 1992-2003, the sectoral distribution is available from the balance of
payments statistics. However, for 2002 and 2003, foreign capital inflows in the form
of credit provided by foreign partners was classified as other capital (net) and not
distributed among sectors. These figures were distributed for 2002 and 2003 based
on the shares of respective sectors in total inflows in 2002 and 2003, and the DFI
flows to real estate sector were included in services for 2003. On the other hand, the
total DFI inflows in 1980-1991 were distributed into sectors, based on the sectoral
shares of DFI approvals during that period.

The following interesting results emerge from Figure 4.4. Firstly, the bulk of
DFI inflows goes to services and manufacturing industry. These two sectors make
97.6% of DFI inflows on average. Although very small in share, DFI inflows to
agriculture were concentrated in the 1984-1990 period, and DFI inflows to mining
are concentrated in the 1990-1999 period. The shares of manufacturing and services
in DFI inflows are symmetrical. While there is a decreasing trend in the share of
manufacturing, there is an increasing trend in the share of services. While the share
of manufacturing in DFI inflows decreased from 77.5% in 1980-83 to 29.9% in
2000-2003, the share of services increased from 21.9% in 1980-83 to 69.6% in 2000-
2003. This tendency of decrease in manufacturing share and increase in services
share in DFI flows is in parallel with fixed capital investment preferences in Turkey
and DFI inflows in the world®’. The share of global DFI stock in services increased
from only a quarter in the early 1970s to about 60% in 2002. The share of
manufacturing decreased from 42% to 34% during the same period. This period also
witnessed the rise of the importance of services in GDP of developed and developing
economies. As most of the services are not tradable, the principal way of bringing
services to foreign markets have been through DFI. Thus, DFI in services accelerated
as more countries liberalised their DFI regimes regarding services sector (UNCTAD,

2004b:xx-xxi). The rise of the fixed investments in services sector in Turkey

5 See Figure 4.5 below for Turkey and UNCTAD (2004:xvii-xxii) for the global trends.
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especially after 1980 was due to the increase in the relative prices of non-tradable
sector vis-a-vis tradable sectors as a consequence of trade liberalization®'.

In Figure 4.5, it is observed that GFCF in manufacturing in Turkey declined
continuously between 1975 and 1990, while GFCF in services increased
continuously in the same period. While manufacturing GFCF showed a volatile
pattern around a constant trend after 1990, the services GFCF was in a decreasing
trend, while still having a much higher share than manufacturing. Especially after
1995, there was an increase in the shares of energy and transportation investments.

When the cumulative approval figures of 1983-2003 period are analysed in
terms of subsectors, one can see that automotive industry; food, chemicals, cement,
and transport related industries are the top five sectors in manufacturing that attracted
the highest DFI inflows. These 5 sectors attracted 57% of a total of 18,2 billion USD
of DFI during 1983-2003. Then came machinery, electronics, iron and steel, textile
and apparel, industrial chemicals, tire, and tobacco, and other manufacturing. With
these 8 additional subsectors, the leading 13 sectors have attracted 89% of the

cumulative inflows to the manufacturing industry during 1983-2003.
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Figure 4.4 Sectoral Distribution of Actual DFI Inflows
Source: GDFI and CBRT.

8! See Yentiirk (2003a; 2003b) for the analysis of the pattern of investment in Turkey within the
framework of tradable sectors vs. non-tradable sectors.
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4.3.3.1 Distribution by Manufacturing Activity

The sectoral distribution of DFI inflows in manufacturing has actually
diversified since 1983. While 90% of inflows in manufacturing have gone to only 6
subsectors in 1983, it went to 14 subsectors of manufacturing in 2003. On the other
hand, while there were only 14 subsectors of manufacturing approved for DFI in
1983, this number increased to 27 in 2003.

As it was mentioned above in Section 4.2.1, the majority of DFI firms
operating in Turkey are very small firms. The number of DFI firms operating in
manufacturing industry was 1,458 in 2001. However, according to SIS statistics, the
number of DFI firms operating in manufacturing industry decrease to 439 in 2001.
As it is mentioned in footnote 8 above, although GDFI and SIS data are not directly
comparable, there still seems to be considerable difference between these two
datasets in terms of the number of DFI firms, which can be taken as an indicator of
the fact that large DFI firms account for only a small share in total number of DFI
firms. In Table 4.1 below, the number of DFI firms operating in Turkey is presented
by manufacturing activity as of June 30, 2003 and in 2001 according to GDFI
statistics and compared with the number of DFI firms according to SIS and ICI

statistics in 2001. The reason that the number of DFI firms among the 500 largest
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industrial firms of Turkey in 2001 is also presented is that these 500 largest industrial
firms accounted for 53,1% of total manufacturing value added in 2001°%%. Thus, it is
aimed to show that the number of DFI firms operating in Turkish manufacturing
industry and producing high value added are actually very few in number as
compared to total number of DFI firms.

1,667 of the existing 6,511 DFI firms in Turkey as of June 30, 2003 were
operating in manufacturing industry, which made 25.6% of the total number of DFI
firms, according to GDFI statistics®. This ratio was 25.0% in 2001. However, those
DFI firms employing more than 10 persons accounted for only 7.5% of all DFI firms
in 2001%. Moreover, only 120 of 1,458 DFI firms were among the 500 largest
industrial firms in 2001. Thus, it turns out that only 8.2% of DFI firms operating in
manufacturing industry produce high amounts of value added. One can argue from
this result that those DFI firms employing less than 10 persons, which account for the
majority of DFI firms, also produce very low levels of value added. Keeping in mind
that 500 largest firms accounted for 85.2% of DFI exports in 2001, one can also
argue that the majority of DFI firms operating in manufacturing industry are
producing mainly for the domestic market. In terms of individual manufacturing
industries, the highest number of DFI firms are in wearing apparel (322), electrical
machinery (383), transport equipment, (384) food manufacturing (311-312) other
chemical products (352), and other manufacturing industries (390). However, the
largest DFI firms turn out to be in transport equipment, food manufacturing, other
chemical products, electrical machinery, textiles, non-electrical machinery, other
non-metallic mineral products, and iron and steel. In particular, wearing apparel, and
other manufacturing industries account for the majority of DFI firms with low
employment and low value added. On the other hand, although there are very few
DFI firms as compared to total number of DFI firms in printing, tobacco, furniture,
rubber, petroleum and coal products, and beverage industries, they turn out to be

large DFI firms.

62 The ratio of value added produced by 500 largest industrial firms to total manufacturing value
added was 45.3% in 1995, 53.1% in 2001 and 61.1% in 2003 (Tirkan, 2005:10).

% We should remind that GDFI statistics treat all firms with any foreign participation as DFI firms.

%% This should be interpreted in the light of the argument made above in footnote 55.
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The above observation is also supported by the figures in Table 4.2. In Table
4.2, the distribution of present stock of foreign capital is given by manufacturing
activity. It turns out that, transport equipment, other chemical products, food
manufacturing, electrical machinery, tobacco products and wearing apparel
accounted for 78.0 % of present stock of foreign capital in Turkish manufacturing
industry as of June 30, 2003. Actually, 59.4% of present stock of foreign capital in
Turkish manufacturing industry is accounted for by only three sectors namely
transport equipment, other chemical products, and food manufacturing. It can safely
be argued that, although the number of DFI firms operating in Turkish manufacturing
industry is very high and diversified by sector, large DFI firms with large
contributions to employment, exports and value added are concentrated in only a

handful of manufacturing activities.

Table 4.1 The Number of DFI Firms by Manufacturing Activity

ISIC Code Manufacturing Activity GDFI (2003) | GDFI (2001) SIS (2001) ICT (2001)
322 ‘Wearing Apparel 224 201 22 1
383 Electrical Machinery 215 183 44 11
384 Transport Equipment 169 153 41 21

311-312 Food Manufacturing 168 146 56 19
352 Other Chemical Products 142 131 46 17
390 COther Manufacturing Industries 132 123 7
356 Plastics 32 &7 23
321 Textiles 74 &4 28 7
351 Industrial Chemicals &7 56 13 z
382 Non Electrical Machinery 53 43 25 7
323 Leather and Leather Products 46 29 0
381 Fabricated Metal Products 46 41 36 2
372 Non-Ferrous Metals 30 25 3
342 Printing 22 12 1 1
361 Ceramics, Clay and Cement Products 22 21 1
341 Paper 21 14 14 3
369 Other Non-Metallic Minerals 21 17 27 7
371 Iron and Steel 20 15 8 [
331 Forestry Products 19 19 2
385 Measuring, Controlling, Optical Equipment 15 15 6 -
314 Tobacco Products 14 12 & 4
362 Glassware 14 13 6 -
332 Furnitures 13 9 3 1
355 Rubber 12 10 3 3

353-354 Other Petroleum and Coal Products 11 10 g9 4
324 Footwear 10 10 0 -
313 Beverage Industries 5 12 5 2

3 TOTAL 1,667 1,458 439 120
Notes:

GDFI (2003): The number of DFI firms as of June 30, 2003 based on GDFI Database.

GDFI (2001): The number of DFI firms as of December 31, 2001 based on GDFI Database.

SIS (2001): The number of DFI firms employing more than 10 persons as of 2001 based on
SIS database.

ICI (2001): The number of DFI firms in the Largest 500 Industrial Firms of Turkey in 2001
published by Istanbul Chamber of Industry.

Sources: GDFI, SIS and ICI Database.
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Table 4.2 The Present Foreign Capital by Manufacturing Activity as of
June 30, 2003

ISIC Code Manufacturing Activity k]
384 Transpott Eeuipment 22.4
352 Other Chemical Products 22.3

311-312 Food Manufacturing 147
383 Electrical Machinery 10.2
314 Tobacce Products 44
322 Wearing Apparel 4.0
371 Iron and Steel 34
355 Rubber 34
390 Other Manufacturing Industries 2.8
369 Other Mon-Metallic Minerals 26
356 Plastics 2.1
351 Industrial Chernicals 2.0

353-354 Other Petroleum and Coal Products 19

361-362 Manufacture of pottery, china, earthenware an 0.6

341-342 Paper and printing 06
321 Textiles 0.5
313 Beverage Industries 0.5
372 Mon-Ferrous Metals 04
382 Ion Electrical Machinety 0.4
381 Fabricated Metal Products 0.2
385 Measuring, Controlling, Cptical Equipment 0z

323-324 Leather and Leather Products 01

331-332 Forestry Products 01

3 MANUFACTURING TOTAL 100.0

Source: GDFI Database.

4.3.3.2 Distribution by Service Activity

Turning to service activities, it is observed in Table 4.3 below that 69.7% of
DFI firms in Turkey are actually operating in service activities. Moreover, wholesale
and retail trade account for more than half of DFI firms operating in service
activities. Actually, 37,9% of total DFI firms are operating in wholesale and retail
trade in Turkey. Together with wholesale and retail trade, hotels and restaurants, and
other service activities, n.e.s. account for 82.6% of DFI firms operating in service
activities. In Table 4.4, average labour productivity and wage levels for the 1998-
2001 period are presented for these three service activities in which DFI firms are
concentrated. The corresponding figures for manufacturing industry are also
presented for comparison purposes. It turns out that, these three service activities in
which DFI firms are concentrated have very low levels of labour productivity and
pay very low wages as compared to manufacturing industry during 1998-2001

period.
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Table 4.3 The Number of Firms by Service Activity as of June 30, 2003

“Wholesale and retail trade 2470
Hotels and restaurants 635
Other Services, ne.s. 639
Transportation 310
Construction 200
Lctivites of Financial Intertnediaries 147
Health Services 43
Cormmunication 45
Eesearch and Development Activities 15
Cinema & Entertainment Facilities 12
SERVICES 4,541
MMemo:

MANUFACTURING TOTAL 1,667
AGRICULTURE 151
MINIG 101
ENERGY 51
GRAND TOTAL 6,511

Source: GDFI Database.

Table 4.4 Average Labour Productivity and Wages in Selected Service
Activities: 1998-2001 (million TL at 1994 prices)

. .. Lahour e

Service Activity Productivitiy (*) Wages (**)
Wholesale and retail trade 742 66
Hotels and restaurants 321 54
(ther services, n.e.s 237 76
Memo:

[Manufacturing Industry | 943 [ 150 |

Notes:

(*) Labour productivity is calculated as value added per employee.
(**) Payments made to wage earners divided by the number of employees.

Source: Author’s calculations from SIS Database and SIS (2003).

As seen from Table 4.5, the bulk of present stock of foreign capital in service
industries is accounted by financial intermediary activities and communication
services as of June 30, 2003. These two service industries account for 55.0% of
present foreign capital .in service industries. The above mentioned three service
activities, namely wholesale and retail trade, hotels and restaurants, and other social

services n.e.s., which are low wage, low productivity service activities, account for
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40.4% of present foreign capital in service activities. It turns out that, both in terms
of number of firms and the stock of capital, DFI in Turkish services activities is

concentrated in low productivity, low wage activities.

Table 4.5 The present Foreign Capital by Service Activity as of June 2003

Service Activity %o
Actraties of Fnancial Interme dianies 36.1
Cotarnumc ation 189
Other Services, n.e.s. 167
Wholesale and retatl trade 131
Hetels and restaurants 10.&
Services Felated with Transportation 2.0
Cotstruction 12
Health Services 12
Eesearch and Development Achivities 0.1
Cinema & Entertanment Facilities 01
Services Total 100.0

Source: GDFI Database.

4.3.4 Types of DFI Inflows

The bulk of DFI inflows to Turkey are attracted by the existing DFI firms. In
other words, totally new (greenfield) investments make only a small portion of total
DFI approvals, especially in the manufacturing sector. In the 1983-2003 period, only
33.1% of cumulative DFI approvals were new investment. 44.5% of cumulative DFI
approvals were capital increase and expansion investment of the existing DFI firms
in the same period. The participation investment by DFI firms was 22.4% of the
cumulative DFI approvals in 1983-2003. As regards the manufacturing sector, the
performance of DFI inflows in terms of new investments was even worse. Only
21.4% of cumulative DFI approvals to manufacturing industry in the 1983-2003
period consisted of new investment, while 53.8% involved capital increase and
expansion investment of existing DFI firms, and 24.8% was participation investment.
On the other hand, the share of new DFI approvals increased to 48.8% for services
during the same period. For services, the share of capital increase and participation

investment was 30.9% and 20.3%, respectively. Since new DFI investment involves
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newly created capital assets, it will contribute to economic growth through increased
physical assets in the economy. Expansion and modernisation investments may also
pertain to creation of new physical assets, and thus they can be also counted as
productive investments. However, capital increase and participation investments
pertain to the increase of foreign capital in existing firms. Thus, these two types of
investments will contribute to growth, if at all, through productivity increases (See
Calderon et al. (2002:3)).

Assuming that the same ratios of investment types are valid for the actual
inflows, and that the share of manufacturing in DFI approvals is valid for the share of
manufacturing in actual DFI inflows, we can estimate that only 4,4 billion USD of
new (including expansion) DFI was actually realized in the manufacturing sector
during the whole of the 1980-2003 period. In other words, the contribution of DFI
through creation of new physical assets in Turkish manufacturing industry was less
than a quarter of total cumulative DFI inflows in the 1980-2003 period. Moreover, in
manufacturing industry, it is not the case that the top recipient sectors of DFI
approvals are the top receivers of new DFI. In fact, the situation is just the reverse.
That is, the sectors having small shares in DFI approvals have higher shares in new
DFI approvals. The Spearman’s rank correlation between the ordering of subsectors
according to total DFI approvals and according to new DFI approvals is only —0.2
and is not significant at conventional levels. In other words, top-recipient
manufacturing activities are receiving DFI for the existing firms, while new DFI goes
in small amounts to those manufacturing activities, which account for low levels of
DFI stock in Turkish manufacturing industry.

Figure 4.6 shows the trend values of the types of DFI for manufacturing and
services, as percentage shares in total, obtained by Hodrick-Prescott filtering method.
In the figure, the variables read as follows:

MNEW _HP: Trend value of new DFI in manufacturing.

SNEW_HP: Trend value of new DFI in services.

MECI HP: Trend value of expansion and capital increase DFI in
manufacturing.

SECI_HP: Trend value of expansion and capital increase DFI in services.

MPART _ HP: Trend value of participation DFI in manufacturing.

SPART HP: Trend value of participation DFI in services.
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As seen from Figure 4.7, new DFI in both manufacturing and services have a
constant decreasing trend in 1983-2002. On the other hand, capital increase and
participation DFI in both manufacturing and services have an increasing trend. In
particular, capital increase and expansion DFI for manufacturing, and participation
DFI in services have increasing trends with increasing slopes. That is, the increase in
cumulative DFI in manufacturing is driven by DFI inflows for the existing
manufacturing firms. On the other hand, DFI increase in services is driven by
mergers and acquisitions by foreign investors. Although having a decreasing slope,
the increase in the trend of participation DFI in manufacturing, and capital increase
DFI in services are also important.

As it was seen in Figure 4.6 below, the share of services in DFI inflows has a
rising trend in contrast to the share of manufacturing activities. It turns out that this
rising trend in the share of services is due to the rising trend of DFI inflows attracted
by existing DFI firms through capital increase and expansion, and by existing
domestic firms through participation DFI. That is, the increasing share of services in
DFI inflows does not indicate an increase of newly created physical assets through
DFI inflows. On the contrary, it indicates that DFI in services is attracted by already
existing DFI firms® or by domestic firms in which DFI firms participate through
mergers or acquisitions.

This situation is also valid for manufacturing activities. In manufacturing, it is
also the case that DFI inflows do not contribute much to the creation of new physical
assets. In fact, as with services, DFI inflows that create new physical assets have a
decreasing trend. In manufacturing industry too, the bulk of DFI inflows are
attracted, with an increasing trend, by existing DFI or domestic firms, through capital
increase, expansion® or participation. As the contribution of DFI inflows to the
creation of new physical assets is very low and have a decreasing trend in both
manufacturing and services, DFI will be beneficial to Turkish economy only if DFI

brings in new technology, better management and organisational techniques and

5 Expansion DFI in services may pertain to creation of new physical assets through modernisation
and investment, though.

% As in the case of services, expansion DFI in manufacturing can also be productive physical
investment due to modernisation or capacity increasing activities.
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access to new export markets to the existing firms®’.
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57 See Hausman and Fernandez-Arias (2000:13).
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Figure 4.7 shows Hodrick—Prescott trend values for the share of manufacturing
in gross fixed capital formation, and in new DFI approvals. The constant decrease in
the share of new DFI approvals in total DFI approvals for manufacturing is in line
with the decreasing trend of the share of manufacturing in gross fixed capital
formation in Turkish economy during 1983-2002. Thus, the decreasing trend of new
DFI approvals is in line with the investment preferences in Turkish economy in the
post-1980 economy. As domestic investors do not see profitable opportunities in
manufacturing industry, and hence do not add much to the physical capital stock,
foreign investors behave in a similar fashion. In other words, it is not meaningful that
greenfield DFI inflows will be attracted to the manufacturing industry, in which

domestic investors do not undertake much new investment.

4.3.5 The Geographical Distribution of DFI Approvals with respect to
Home Countries

The first eight countries having the highest share in cumulative DFI approvals
in 1980-2003 accounted for 80.9% of the total DFI stock in Turkey as of June 30,
2003. These first eight home countries are the Netherlands, Germany, the United
Kingdom, the United States, Switzerland, France, Italy, and Japan. Actually, these 8
countries are among the major trade partners of Turkey representing the highest
shares in Turkish imports and exports. Their average shares in total imports and
exports of Turkey were, respectively, 51.3% and 50.8% in the 1996-2002 period.

In terms of number of firms, these eight countries accounted for 48.5% of total
DFI firms as of June 30, 2003. Expressed differently, about 100 countries that
account for only 19.1% of DFI stock in Turkey own 51.5% of DFI firms operating in
Turkey. That is, more than one half of DFI firms account for less than one-fifth of
DFI stock and are fairly diversified in terms of home countries. On the other hand,
the other half of DFI stock is accounted by one half of DFI firms only from 8

countries.

4.4 The Role of Foreign Mergers and Acquisitions in DFI Inflows to
Turkey

In this section, the amount of participation DFI will be utilised from the DFI

approval data given in the GDFI annual reports. Participation DFI is that type of DFI
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in which a foreign company or legal person participates in an existing company in
Turkey. In other words, one can read participation DFI figures as the amount of
mergers and acquisitions (M&A) by foreign investors of the firms operating in
Turkey, whether they are domestic or DFI firms.

Figure 4.8 gives the evolution of the amounts of participation DFI in services
and manufacturing for the 1983-2002 period. One can observe that participation DFI
has an increasing trend after 1987. In particular, a sharp increase for services is
observed after 1996. For manufacturing, one can argue that participation DFI rose
sharply in 1988-89, 1992, 1995 and 2000. It is interesting to note that 1989, 1991,
1994 and 1999 represent years of troughs in the post-1985 Turkish economy. Thus,
in trough years or just in the year following a trough, there is a sharp increase in
participation DFI in manufacturing. On the other hand, for services, the years in
which there was a sharp increase were 1990, 1996 and 2001. There seems to be a lag
of one year between the sharp increase in participation DFI in manufacturing and
participation DFI in services. Moreover, not only do participation approvals register
a sharp increase for manufacturing and services in the years mentioned above, but
also participation investments become diversified in terms of manufacturing and
service activities in these years68. Then, both the increased amount and sectoral
diversification of participation DFI approvals in crisis periods may be an indication
of “fire-sale” DFI as Krugman (2001) has argued to be the case after the Asian crisis.
Krugman (2001:2) argued that, following the collapse in asset prices in the aftermath
of the Asian crisis, financial situation of firms were worsened in all industries. Thus,
mergers and acquisitions of Asian firms by foreign investors were not just a
reflection of managerial and technological advantage of foreigners to operate those
firms vis-a-vis domestic owners. Instead, it was the case that the value of Asian firms
declined so much that it was very profitable for foreigners to buy them at “fire-sale”
prices.

Hausmann and Fernandez-Arias (2000:17-18) put forward a similar argument
to explain the sale of domestic enterprises to foreign investors in turbulent times.
That is, under crisis conditions domestic firms may find it difficult to finance

themselves, not only because they are in a bad condition, but also because the credit

5% Sectoral diversification is measured in terms of an increase in the specialisation index, defined as
¥ s; where s; is the sectoral share of participation approval.
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rating of the country is low due to high debt stock of the government. Then, in
turbulent times when access to finance seems to be difficult for domestic owners for
the foreseeable future, domestic owners will have a lower net present value for the
future cash flows of the firm due to either lower growth projections of cash flows or
to a higher discount factor. On the other hand, foreign investors know that they do
not have to rely on inefficient domestic markets or volatile international markets to
finance themselves, and they will have a higher net present value for future cash
flows of the firm under consideration. Thus, in crisis times, it is meaningful to expect
that local capital constrained domestic owners will sell their firms, or parts of the
shares of their firms, to foreign investors with better access to capital. In such
situations, it will be highly probable that domestic firms will be sold to foreigners
under their market values, hence the term “fire-sale” DFI.

One can argue that after years of recession in the Turkish economy, “fire-sale”
DFI increases in both manufacturing and services, as domestic firms are financially
constrained in crisis periods, and they are sold to foreign investors below their
market values.

Figure 4.9 shows the annual share of participation DFI in total DFI in
manufacturing and services. While the share of participation DFI in manufacturing
DFI was only 7.7% annually in the 1983-87 period, it jumped to 27.5% and 37.8% in
1988 and 1989, respectively. In the 1990-2000 period, this share in manufacturing
showed a gradual increase from 8.0% to 53.0%. In 2001 and 2002, it fell back to
18.6% and 22.3%, respectively.

On the other hand, the share of participation DFI in services had an average
value of 7.7% until 1996, except for a sharp increase in 1990 to 22.1%. However, in
1997-2002 period, the average share of participation DFI in services jumped to
33.8%, with its maximum reached in 2001 with 44.1%. It is apparent that
participation DFI in services became much more significant than in manufacturing in
recent years, except for 2000. This rise in the shares of services in participation DFI
approvals is in line with the rise of M&A activity in nontradable sectors in Mexico
following the Tequila Crisis in 1994 and the Asian Crisis in 1997. At times of crisis,
when domestic demand is compressed and firms face finance difficulties, tradeable
sectors have an advantage to shift their sales to export markets to compensate for

crisis-led difficulties. However, the collapse of local demand together with credit
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rationing in financial markets force those firms in non-tradable sectors to liquidation
and bankruptcy more easily than their counterparts in tradable sectors. That is why
M&As in services sector increases more than in manufacturing in crises periods69.
That seems to be what happened in the Turkish economy in the post-1990 period
when the frequency of economic crisis has increased.

Now the analysis of participation DFI in 2001 and 2002 is in order, utilizing
the unpublished data set of GDFI. The unpublished data set of GDFI for 2001 and
2002 contains the data on those firms whose majority shares have shifted to
foreigners by participation DFI in these two years. In 2001, in 112 firms majority
owners became foreigners. Of these 112 firms, 78 were in services, 32 were in
manufacturing, one in agriculture and one in the energy sector. The total amount of
approved DFI for these 112 firms was USD 509.4 million. 78.9% of this amount
(USD 401.9 million) went to services for 78 firms (69.6% of total number of firms in

the list), 21.1% to manufacturing (USD 107.4 million) for 32 firms (28.6% of
the total number of firms in the list). Actually, the bulk of participation DFI
approvals in services came from the sale of Demirbank to the British HSBC Bank for
USD 350 million. Leaving this amount aside, the average amount of DFI approval
for one firm in services was only USD 665 thousand. On the other hand, in
manufacturing, the average amount of DFI approval per one firm was USD 3.4
million. The bulk of participation DFI in manufacturing in 2001 was in paper and
printing (3 firms) and electrical machinery (2 firms) (See Table 4.6).

In terms of home countries, Germany, Netherlands and United Kingdom are
the top three countries with 15, 14 and 10 firms, respectively. These three countries
represented 34.8% of all firms in the list. In manufacturing, 43.8% of firms were
owned, with majority shares by Germany, Netherlands, France and Greece. In
services 61.5% of the firms were owned with majority by Germany, Netherlands,
United Kingdom, United States, Iran, Russian Federation, and Azerbaijan (See Table
4.7).

In 2002, the number of firms whose majority share has shifted to foreigners
was a little lower with 89. Of these 89 firms, 75 were in services, 11 were in
manufacturing, 2 in mining, and one in agriculture. Total DFI approval for these 89

firms was USD 305 million, of which USD 206.6 million was in services, and

%9 See Kamaly (2003:6-7) for arguments along these lines.
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USD 98.4 million was in manufacturing. While the number of firms was 20.5% less
compared to 2001, the amount of approved DFI decreased by 40.1%. The bulk of
participation DFI approvals in 2002 were in banking and other financial services
(4 firms) and food manufacturing (3 firms). On the other hand, the majority of firms
were wholesale and retail trade firms (53 firms) (See Table 4.8). Turning to the
distribution of home countries in participation DFI in 2002, Netherlands, United

Kingdom and Germany were again the top three countries as in 2001 (See Table 4.9).
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Figure 4.8 Participation DFI Approvals in Manufacturing and Services
Source: GDFI Annual Reports and SPO Main Economic Indicators.
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Figure 4.9 Annual Share of Participation DFI Approvals in Total DFI in

Manufacturing and Services
Source: GDFI Annual Reports
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Table 4.6 Sectoral Distribution of the DFI Firms Whose Majority Ownership

Has Shifted to Foreigners in 2001

sc10R NMBEROFFIOS | oy | camal 050)
Agriculture 1 1000 55,17
Fishery 1 100.0 B0
Energy 1 80,0 56,251
Electricity 1 80.0 56,251
Manufacturing Industry 3 577 107,350,307
Food 5 951 1,388,931
Textiles, Apparel and Knitted Products ] 64 4 350,865
Leather and Leather Products 2 47 106,738
Paper and Printing 3 154 64,352,555
Cerment 1 521 4,053,375
Chermicals 1 135 2,157,375
Industrial Chemical Products 4 517 383,226
Other Chermcal Procucts 1 100.0 164,384
Plastics 1 835 86,032
Mackinery 1 50.0 100,000
Electrical Machinery 2 500 26,023,084
Electronics 2 0.5 125,395
Transport Related Industries 1 500 54412
Other Mamifactuning 2 500 5872877
Services 7 915 401,896,326
Trade 33 AR 3412153
Banleing and Other Fnanctal Services 1 100.0 330,000,000
Hotels 16 4.2 271310516
Bestaurants and Cafes 3 33.9 274,111
Construction 10 88.3 12993012
IMatttine Transpott 1 51.0 1,821,429
Lir transport 1 50,0 54,545
Private education 1 50.0 102,541
Health sermces 1 90.0 48,846
Cther services (A dvertisement) 1 718 41,776
Other social services 8 573 5,336,997
Total 112 8.5 509,358,356

Source: GDFI Database
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Table 4.7 Home Country Distribution of the Firms Whose Majority Ownership Has
Shifted to Foreigners in 2001

NUMBER OF FIRMS

Manufacturing| Services Energy Agriculture Total
1 15

COUNTRY

—
=]

Germany 4
Netherlands
United Kingdom
United States
Iran

Russian Federation

Ll T S T Y

Azerbaijan

France

Greece

Iraq

Israel 1
United Arab Emirates 1
China 1
South Korea

Luxembourg 1

b [ = | b [ = (S | | = [ = | (Lh | [ Oy | B[O

Jordan
Austria 1
Bulgaria
Gibraltar 1
Algeria 1

—

Denmark 1

Georgia 1
India 1
Spain 1

Sweden 1
Switzerland
Ttaly

Mixed
Kyrgyzstan
Libya
Liechtenstein

Lebenon
Malta
Egypt
Panama 1

et il i el e el

Romania 1
Saudi Arabia 1
Syria 1
Thailand 1
Turkmenistan 1
TOTAL 32 78 1 1 112

el e el e L R L L R L L R L L L N L L L R e T L R B O T I T O O O - 7 T B Y |

Source: GDFI Database.
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Table 4.8 Sectoral Distribution of the DFI Firms Whose Majority Ownership
Has Shifted to Foreigners in 2002

SECTOR NUMBER O¥ MRS | b CToATION SHARE | CAPITAT GISD)
Agriculture 1 86,0 16.222
Fishery 1 86,0 16.222
Mining 2 62,1 112.033
Dfining 2 62,1 112,033
DMManufacturing Industry 11 74,6 98.352.887
Food 3 51,3 92.658.285
Tezxtiles, Apparel and Emited Products 2 837 2.154.057
Leather and Leather Products 1 60,0 55901
Iren and Steel 1 50,0 75758
Dachinery 1 7.2 52.380
Electronics 2 96,2 3311475
Transport Ecuiprment 1 725 45.031
Services 75 52,5 206.570.197
Wholesale and Retal Trade 53 74,8 11.763.000
Banling and Other Fmancial Services 4 5l 151.773.368
Hotels 6 89,6 647.378
Construction 1 533 54,983
Cther Transport 3 20,6 311.604
Other Activities 3 82,1 512.495
Other social services 5 776 1.507 36%
Total 89 53,9 305.051.339

Source: GDFI Database

Table 4.9 Home Country Distribution of the Firms Whose Majority Ownership
Has Shifted to Foreigners in 2002

COUNTRY

NUMBER OF FIRNMS

Dvianufaciaring

Services

Energy

Agriculinre

MNetherlands

0

Tnited Kingdom

Grermany

United States

Iraq

Italy

Tran

Israel

Sreece

wWirgin Islands

Spain

Jordan

Austria

Azerbaijan

Ireland

Switzerland

Mdixed

Luxembourg

(SRR SRR R AR PR R A S LRV N R R )

Belgium

Bulgaria

China

Palestine

Guermnsey Islands

South Korea

Sweden

Mdauritus

R

Syria

L LA A A A A A N Y S A A ]

TOTAT.

11

~)
L]

o
0

Source: GDFI Database
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4.5 The Contribution of Privatisation to DFI Inflows

The total amount of DFI inflows through privatisation is rather low in Turkey.
In the 1988-2004 period, the total amount of privatisation to foreign investors is only
USD 1.4 billion. This amount is 7.3% of total DFI inflows in the 1988-2003 period,
and 6.9% of DFI inflows in the post-1980 period as a whole. The detail of
privatisation to foreign investors is given in Table 4.10.

Only in three years, namely in 1994, 1998 and 2000, the share of privatisation
in DFI inflows became significant. In 1994, due to the sale of 16.7% public sector
share in TOFAS Tiirk Otomobil Fabrikalar1 A.S., the share of privatisation income in
DFI inflows in that year reached 40.5%. In 1998, the share of privatisation income in
DFI inflows was 40.2%, due to the sale of 7.4% public sector share in Tiirkiye s
Bankast A.S. In 2000, although small as compared to 1994 and 1998, the share of
privatisation income in DFI inflows was 16.0%, due to the sale of 6.8% public sector
share in TUPRAS (See Figure 4.10). Actually, these three privatisations make 70.4%
of total privatisation income from foreign investors during the 1988-2004 period.

As we have above mentioned in Chapter 3, privatisation-related DFI inflows
accounted for about 40% of total DFI inflows in the 1990s in Argentina and Brazil,
about 90% in the Czech Republic in the early 1990s, and about 50% in Poland and
Hungary again in the early 1990s. Thus, as compared to these international

experiences, DFI inflows related to privatisation in Turkey turned out to be very low.
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Figure 4.10 Privatization to Foreign Investors and DFI Inflows: 1988-2003
Source: Privatization Administration, GDFI and CBRT.
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Table 4.10 Privatisation to Foreign Investors: 1988-2004

Puble Sold  Method of
Name of Enterprise Share (%) Date of Sale Share  Sale Puchasmg Company Revenne (§)

ANSAN Aukara Mestubat San. Tic. A.S. B33 18111988 8833 Block Sale Alartc Industries Ltd [ TSA 12,250,000
MEDA Mesrubat Daditun ve Ticaret A5, BB00 18111983 8800 Block Sale Alantic Industies Ltd /TSA 730,000
1988 Total 13,000 000
USAS Ugals Servist AS. 10000 11081989 70,00 Block Sl 543 Service Partner A3 Denmark 14,450,000
Afyon Cimento Sanayn TAS. 960 03.09.1989 5100 Block Sale Canents Frangass 5.4 { France 13,000,000
Ankara Cimento Sanayii TA.S. 9930 08.09.1989 99 30 Block Sale Cients Francas S & / France 33,000,000
Ballkesir Cnento Sanayn TAS. %30 03.09.1989 98,30 Block Sale Canents Frangass 5.4 { France 13,000,000
Sike Cimento Sanayi TAS. %60 03.09.1989 99 60 Block Sale Canents Frangass 5.4 { France 11,000,000
Trakya (Pmarhisar) Cimento San. TALS. 990 08.09.19%9 99 90 Block Sale Ciments Frangass S & / France 15,000,000
1989 Total 119,430 00
Tofag Oto Ticaret A.§. W02 22021991 16.00 Block Sale Fiat Ao Sp A [Tty 13203441
Tikkablo A.§. B 17051991 38.00 Block S Mokia t Tovize - Fimish Fund [ Filand. 11,000,000
(ines Sigorta A.S. 000 01071981 30,00 Block Sale Gan International { France 18,900,000
1991 Total 4310341
TFRACAZAS. 433 2701198 4933 Block Sile Cotnpagnie des Gaz de Petrole / France 64,066,776
MEYSU Meyve Suyu ve Guda Sanayi A, 915 16.07.19%2 2200 Block Sale H BEIL - T SEABADOU/ Germany 81410
1992 Tatal 64 348 188
NETAS Northem Flekt. Telekom. A, 4900 01.03.1993 20,00 Block Sale WL Northern Telecom Ltd/ UK 16,000,000
TELETAS Telekom. End. Tic. AS. 4000 19081983 18.00 Block Sale ALCATEL Holdwg BV Netherlands 11,002 400
ARG-ETI Flekirik Eudiistrisi A§. /96 10121993 1111 Block 3ale AEG Aktiengeselschatt | Germany 1199541
1993 Total 4920194

Internafiona]
TOEAS Tink Otomobil Fabrtkalan A.. B3 0703.19% 16.67 public offermg Foreign Tnstiutional Investors 330,000,000
ARG-ETI Flektrik Enditstrisi A.§. 21.06,19%4 2783 Block Sale AEG Aktiengeselscheft / Germany 5871330
1994 Total 35871330
TESTAS T. Elektvonk San. Tic. AS. 121995 Aydn plaats Tatwan Firstohen Aydn Elektronde San A3 1,150,000
1995 Total 1,150,000
(TNKTR. (ko K Metal San. A5, 980 2205.19% 98,80 Block Sale F MM Eaysen Maden Metal Tie. A5 14,000,000
1996 Total 14000000

[ntemational
Tiuwkiye I Bankasi A.S. 23 1305.19% 740 public offerng Foreign Instiutional lovestors 391,949,083
1998 Tatal 391,049.083
BASF Tik Kimya Samai ve Tie. A, 30997 15111999 39995 Block St BASF AG/BASF Handels Exp. { Genmany 1137811
1999 Total 1137811

Internationa]
TUFRAS T. Petral Rafinerileni 4.5, 10000 07.04.2000 6,77 public offerng Foretgn Instiutional Tnvestors 265491985
AVMAR Yag Saayi AS§. 1106 31.08.2000 11.06 Block Sale TNILEVER San. ve Tic, Tick A3, 905,000
Tovos Gitbre ve Kimya Endiistrisi A.S. 448 09102000 14 48 Block 3ale TEKFEN Sanayt Vatwm A . §,300,000
2000 Total 274,39 985

[ntemational
Petrol Ofist A.S. 10000 13.03.2002 330 public offering Foreign Instiutional lovestors 38,391914
2002 Tatal 38891914
(B Caveli Bak Isletmeleri A.5. 4500 2309.2004 45.00 Block il et Madenutd A 5. 49250000
2004 Total 49250000

Grand Total  1,402,250,704

Source: Privatization Administration.
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4.6 Outward DFI Flows From Turkey

4.6.1 A Comparison of Outward and Inward DFI

As of June 30, 2004, the total stock of outward DFI from Turkey was USD 6.5
billion”. While the cumulative stock as of December 31, 1997 was only USD 1.8
billion, the total amount of outward DFTI in the last six and a half years reached USD
4.7 billion. Thus, if we assume that the cumulative stock as of 1997 spans at least the
period since 1980, it turns out that there is a sharp increase in the amount of outward
DFI flows in recent years. That is, while 17 years’ average was USD 103.3 million,
the six and a half years’ average was USD 723.1 million. Annual DFI outflows seem
to have increased 7-fold in 1998-2003 as compared to 1980-1997. On the other hand,
the annual averages for inward DFI during the 1980-1997 and 1998-2003 periods
were USD 594 million, and USD 1.594 million, respectively. Thus, in the same
respective periods, the annual average DFI inflows have risen only 2.7 times. While
outward DFI stock was 20.3% of inward DFI stock as of 1997, it increased to 34.2%
as of 2004.

Table 4.11 gives DFI outflows, inflows and net DFI flows in Turkey in the
1997-2004 period. While inward DFI stock was USD 18,885 million as of 2004, the
net inflows were actually USD 12,429.1 million. In 1999, DFI outflows were
actually 82.6% of DFI inflows. In 2000, this ratio was 69.6%. The ratio of DFI
outflows to DFI inflows, being in the range of 40-50% in 1998, 2001 and 2002,
dropped to 23.4% in 2003, and further to 11.9% in 2004”". However, keeping in
mind the fact that 58.0% (USD 987 million) of DFI inflows in 2003 was actually due
to real estate purchases of foreigners in Turkey, outward DFI from Turkey actually
exceeded DFI inflows to Turkey in this particular year, excluding real estate-related

DFI inflows: The ratio of DFI outflows to DFI inflows (excluding real estate

" This figure is from the website of the Undersecretariat of Treasury. In the balance of payments
statistics of CBRT, however, the cumulative outward DFI as of 2003 is only USD 4.2 billion, and the
discrepancy continues in the annual figures, too. While Statistics Department of CBRT compiles the
outward DFI data based on bank receipts, the General Directorate of Banking and Exchange of the
Undersecretariat of Treasury, in addition to bank receipts, relies on the information notices submitted
directly by firms making outward investments as well customs data for information on exports of
capital in kind. Thus, the discrepancy is due to the fact that bank receipts due not cover all the
information on outward DFI, as some parts of outward DFI may seem to be just remittance transfers
in banks’ records.

" The figures for 2004 are as of June 30, 2004.
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purchases) was 125.6%. Moreover, the real estate DFI inflows in the first half of
2004 were USD 668 million. Thus, excluding this amount, net DFI inflows in the
first half of 2004 actually turn out to be again negative (USD -19.4 million).

Table 4.11 Outward, Inward and Net DFI Flows for Turkey: 1997-2004

OUTWARD DFIL

INWARD DFIL

NET DFI INFLOWS

1997 (%)

1,756.1

8,644.0

6,887.9

1993

3963

953.0

5567

1999

6718

813.0

141.2

2000

1.187.9

1,707.0

5181

2001

14587

3,288.0

18293

2002

4286

1,042.0

542.4

2003

3981

1,702.0

1.303.9

2004 (**)

87.4

736.0

648.6

TOTAL

64559

18,385.0

12,429.1

Notes:

(*) The stock figure as of December 31, 1997.
(*) As of June 20, 2003.

Sources: Under secretariat of Treasury and the CBRT.

Both inward and outward DFI flows have reached their maximum levels in
2001. The average annual rate of increase from 1998 to 2001 is 0.5% for both
outward and inward DFI. On the other hand, from 2001 to 2003, while the average
annual rate of decrease for outward DFI is 0.5%, it is only 0.3% for inward DFI. In
other words, while outward DFI increased more quickly than inward DFI in the
1998-2001 period, it also decreased more quickly in the 2001-2003 period. However,
the rates of changes are not much different from each other, and Figure 4.11 shows
that outward and inward DFI tend to move in the same directions in the 1998-2004

period.
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Figure 4.11 Outward and Inward DFI Flows

Source: Undersecretariat of Treasury and CBRT.

4.6.2 Country Distribution of Outward DFI

As of June 30, 2004, there are 1,398 Turkish firms in 79 countries engaged in
DFI. Table 4.12 gives the top 26 countries together with the existing number of
Turkish DFI firms and their capital. The countries are ranked according to the
number of Turkish DFI firms operating in each country. The first 26 countries
represent 88.4% of the firms, and 94.5% of Turkish outward DFI stock. The
remaining 53 countries represent only 11.6% of the firms, and 5.5% of the outward
DFI stock. In each one of the top-4 countries, namely Germany, Turkish Republic of
Northern Cyprus, Romania and Azerbaijan, there are more than 100 Turkish DFI
firms. The next 6 countries have between 50-99 firms each; and the next 16 countries
have between 10-49 firms each. In the last 53 countries, there are less than 10
Turkish DFT firms.

Actually, just two countries, namely Netherlands and Azerbaijan, have 49.3%
of total outward DFI stock, although they account only for 13.7% of the total number
of firms. When we add the United Kingdom, Germany, Kazakhstan and Luxembourg
to these countries, the percentage of total outward DFI stock increases to 75.6% and
the number of firms to 33.8%. In other words, the bulk of the outward DFI goes to
only a small number of countries through a small number of firms. The remaining

24.4% of outward DFI stock is dispersed to 74 countries.
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Table 4.13 gives the distribution of outward and inward DFI stocks with
respect to selected regions and countries. First of all, the Netherlands turns out to be
the country having the highest share in outward DFI stock as it was the case in the
inward DFI stock of Turkey. As a group, EU-15 countries also rank top both in the
outward and inward DFI stock, with shares of 56.3% and 69.0%, respectively.
Among the EU-15 countries, while Germany and the United Kingdom rank second
and third both in inward and outward DFI stocks, the situation is different for Italy
and France. While these two countries have a total share of 12.0% in inward DFI
stock, their share in outward DFI stock is only 1.5%. This difference in the shares of
countries in inward and outward DFI is also valid for the USA, Japan and
Switzerland. The total share of these three countries in inward DFI stock is 19.0%,

but their share in outward DFI stock is only 4.1%.

Table 4.12 Country Distribution of Outward DFI Stock as of June 30, 2004

Serrmarny 135 4592
TEM Cyprus 135 =21
Fomamnia 121 131
A merbaijan 114 1.041
IMetherlands FT 2,141
Fussian Federaticon 7o 168
TI= Fo 172
K azalchstan Fo 45=
TITE 55 525
TTzbeloistan 57 20
Bulgara <= 58
Switzerland =1 25
TTeraine =3 =
France =1 83
Turlomenistan 25 57
Ireland 1= =3
Luzembours 1= j=la=
Eelgiim 1é& 52
SFeotroia 1& =1
Ttalw 1&a =2
K urow=stan 1% =2
Tdalta 1=z 26
EBahrain 11 =5
Foland 11 =1
Egvpt 10 7
Wirgin Islands 10 11=
Femaining 535 countries 16 =57
Total 1,398 6,456

Source: Undersecretariat of Treasury.
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Table 4.13 Country and Regional Distribution of Outward and Inward DFI Stock

Percentage Distirbution of
COUNTRY Stock oy | Seacher (%5

ETT - 15 56.3 &2.0
CONBIOITWEATTH OF INDEPENDENT STATES 27.6 0.4
T34 28 77
MIDDLE EAST 2.5 2.4
ROIATTTA 2.0 0.1
SWITZEELATTD 1.3 7.1
CZECH REPTTELIC 1.3 0.0
BUTLGARTA 0% 01
MNOERTH AFRICA 0.8 0z
HUMGAERTY 0.7 0.0
POLAND 0.1 0.0
OTHEFE ISLANWTIC COTINTTEIES 0.1 0.1
SOTUTHEAST ASTAT COTTNTRIES 01 02
JAPATY 0.0 4.1
OTHER. COTUNTEIES 335 B.&

TOTATL 100.0 100.0

Notes:

(*) As of June 30, 2004.
(**) As of June 30, 2003.

Source: Undersecretariat of Treasury

Another striking difference in this context can be observed from the
Commonwealth of Independent States (CIS). While the share of these countries is
only 0.4% in inward DFI stock, their share in outward DFI stock is 27.4%. Among
the countries in the CIS, the bulk of outward DFI goes to Azerbaijan (16.1%),
Kazakhstan (6.7%) and Russian Federation (2.6%). Then come Turkmenistan
(0.9%), Georgia (0.5%), Kyrgyzstan (0.4%), Uzbekistan (0.3%) and Ukraine (0.1%).
This case of discrepancy between inward and outward DFI stocks is also valid for
Romania, Czech Republic, Bulgaria, Poland and North African Countries. While this
group of countries have a share of only 0.5% in inward DFI stock, their share in
outward DFI stock is 5.7%.

To recapitulate, leaving aside the Netherlands, Germany and United Kingdom
with the highest shares both in inward and outward DFI stocks, outward DFI from
Turkey is directed more towards Turkic states of the CIS, Eastern European and

North African countries.
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4.6.3 Sectoral Distribution of Outward DFI Stock

Figure 4.13 shows the sectoral distribution of outward DFI stock as of June 30,
2004. The first 5 sectors are manufacturing, banking, energy, other financial services
and trade. Then come telecommunications, tourism and construction. Although
manufacturing seems to be the sector representing the highest amount of outward
DFI, financial services turn out to be the top sector if we aggregate banking, other
financial services and insurance under this heading, accounting for 37.3% of outward
DFT stock.

The share of manufacturing, energy and trade are 22.0%, 20.2% and 13.5%,
respectively. Thus, 93.0% of outward DFI stock is in financial services,
manufacturing, energy and trade.

The most diversified sector in terms of country distribution is trade. There are
outward DFI firms operating in 58 countries. However, 78.9% of outward DFI in
trade is only in 8 countries: United Kingdom, Netherlands and Luxembourg are the
first three countries attracting 47.9% of investment in trade from Turkey. Then come
the Czech Republic, the USA, Belgium, Russian Federation and Virgin Islands in
that order. The high shares of Luxembourg and Virgin Islands raise the question of

capital flight due to tax evasion considerations.

1,600

1423

1379

1,400

1,200 -

1,000 |

800

million USD

600

400 -

200 -

92 84
26 26 8 3

U_Q o & %‘3. & & & __045 .év
ﬁf ST "Oﬁoofy £ LSS

Figure 4.12 Sectoral Distribution of Outward DFT as of June 30, 2004

Source: Undersecretariat of Treasury.
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The most concentrated sectors in terms of host countries are mining, energy,
telecom and transportation with 7, 8, 13 and 17 countries, respectively. 96.6% of
energy investments go to Azerbaijan and Kazakhstan, where Azerbaijan attracts
74.6% of total energy DFI from Turkey on its own. Mining investments are
concentrated mainly in four countries: Romania, Turkmenistan, South Africa and
Azerbaijan. These four countries attract 99.7% of total mining investment from
Turkey. Telecom DFI is concentrated in Netherlands (30.8%), France (27.5%), and
Azerbaijan (11.2%), with Jordan, Georgia, Kazakhstan, and Monaco following these
countries, attracting together 28.5% of total telecom outward DFI from Turkey. On
the other hand, transportation DFI from Turkey is concentrated in Kazakhstan,
Malta, Liberia and France, representing 82.5% of the total.

The second most diversified sector in terms of the destination of Turkish
outward DFI is manufacturing with 45 countries. Financial services, construction and
tourism lie in between, in terms of country diversification, with 29, 25, and 21
countries, respectively. In manufacturing, Netherlands on its own accounts for 52.0%
of outward DFI stock. The United Kingdom follows the Netherlands by attracting
14.8% of total manufacturing outward DFI. Romania comes third, but its share is
only 5.0%. These three countries represent 71.8% of manufacturing outward DFI
from Turkey. Following these three countries are the USA, Germany, Turkmenistan,
Russian Federation, Hungary, Azerbaijan, and Kyrgyzstan, attracting together a total
of 21.4% of manufacturing DFI from Turkey with the remaining 33 countries
account for only 6.8% of the total.

With regards to financial services, the Netherlands attracts 49.8% of outward
DFI from Turkey. Actually, the share of the Netherlands is 85.1% in other financial
services and 28.3% in banking. Germany comes second in financial services with a
share of 16.3%. Then come the UK, Luxembourg, Russian Federation, TRN Cyprus,
Virgin Islands, the USA, and Switzerland with a total share of 23.6%. The other 20
countries have a share of only 10.3% in financial services.

Construction DFI is mainly attracted by Germany (25.5%), Switzerland
(15.6%), Luxembourg (13.9%) and Libya (11.2%). After these countries come
Russian Federation (8.9%), the USA (6.9%), Saudi Arabia (4.8%), and Romania
(3.5%). The remaining 17 countries attract 9.7% of construction DFI from Turkey.

On the other hand, tourism investment mainly goes to two countries: Kazakhstan
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(41.5%) and Germany (17.0%). The following seven countries are Virgin Islands
(7.6%), Romania (7.6%), Netherlands (5.9%), TRN Cyprus (5.9%), France (4%), the
United Kingdom (3.2%), and Turkmenistan (3.0%). The other 12 countries represent
4.1% of tourism DFI from Turkey. The country distribution of outward DFI stock

with respect to main sectors is given in Table 4.13.
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Table 4.14 Country Distribution of Outward DFI Stock in Main Sectors

TRADE

MANUTACTURING

BANKING, OTHER FIN. SER. AND
INSURANCE

DBANKING

CONSTRUCTION

TOURISM

TRANSTORTATION

COUNTHY

SHAHE (%)

COUNTHY SHARE (%)

COUNTHY

SHARE (%)

COUNTHY

SHARE (%)

COUNTHY

SHARE (%)

COUNTHY

SHARE (%)

COUNLTRY

SHAHE (%)

Source: Undersecretariat of Treasury.

ENGLAND 15.5[EDHERL ANDS 52 0[EDHERLAWDS 45.8|GERILALTY 28.3| GEELLANTY 25 5|K AZARSTALT 41.5[KAZARSTAN 385
NEDHERLANDS 14.4|EMGLANT 14.8|GEEMANY 16,3 NEDHERLANDS 2% 5| SWITZERL AW 15.6|GEERMANY 17.0[nLALTA 19.2]
LUXEMBOURG 14.0|RCBLANLA. 5.0[ENGLANT: 4.3 |EMSLANT 2.1|[LUXEMB CURS 13.5|[VIRGIT ISLAND'S 7.6|LIBERLA. 141
CZECH REPUBLIC s6(US A 3.5 LUKEMBCURS 4.8|LUNEMB CURS 6.5[LIBYA 11.2[RCBLANTIA 7.6|FRAITCE 10.7]
5.7|GERRAANY 2.9[RUSSLAN FED 3 1[RUSSIAN FED 5.4[RUSSIAN FED 2.9 NEDHERLANDS selUs.a 6.2
5.4 | TUREMENISTAN 2.9 TRIT. CYPRUS 3.0[TRIT. CYPRUS As(usa 6.9 TRIT. CYPRUS 5.9 |GEERLANY 2.7
5.2 RUSSLADN FEL. 2.9 WIRGLD ISLADIDS 2rlus.a A6|SAUDLARABLA A.8|FRANCE 1.0|GREECE 2.1
5.1 HUNGARY 2xlus.a 2.6 SWILZERLAND 58 ROBLAMNLA 5.5 EMGLANL 5.2 BELGLUM 2.0
2H[KALAKSTAN 28| SWILZERLAND 25BAHRAIN 2H[LRELAND 2.5 TURKMENISLAN s0[raLy 1]
27| AZERBATIAN 2.0[BAHRATN 1.6|AUSTRLA 2.5[VIRGI ISLANDS 2.1[BELGIUIL 1.2[TRIN. CYPRUS 0.8
2.3|KYRGYSTAN 1.2|AUSTRLA 1.5|AZARSTAN 2.3|[KAZARSTAN 20[U.S.A 1.0[ENCLAND 0.5
1.9| ARGENTINA 0.8KAZARSTAN 1.4|DULCARIA 1.7 | TURKMENISTAN 1.2|CZECII REPUDLIC 0.3|SWITZERLAND 0.5
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4.7 Conclusion

DFI inflows to Turkey have been very low both historically and as compared to
other developing countries.” As of 2003, the DFI stock in Turkey is USD 20.2
billion. The number of firms that can be counted as international investors are
actually very low in Turkey. For example, although there are 6,511 DFI firms
operating in Turkey as of June 30, 2003, 37.9% of these firms are trade firms.
Moreover, 70% of DFI firms in Turkish manufacturing industry are very small
companies, employing less than 10 persons, contributing very little to the economy,
and probably established only to get residence permits from Turkey for their owners.

The bulk of DFI inflows to Turkey are directed to services and manufacturing
industry. Manufacturing has a decreasing trend in attracting DFI, while services has
an increasing trend. Moreover, in the last one-and-a-half years, between January 1,
2003 and June 30, 2004, 54.2% of total DFI inflows consist of real estate investment.
In contrast to other developing countries like Argentina, privatisation has not played
a significant role in DFI inflows.

In the 1983-2003 period, we observe a close relationship between DFI inflows
and gross fixed capital formation (GFCF) in Turkey in terms of both total and public
investment figures. In other words, historical evolution of DFI closely resembles the
evolution of both total GFCF and public GFCF in Turkey. The complementarity of
public and private investments in Turkish economy at least until the late 1980s on the
one hand, and the fact that domestic investments in fact precede DFI in developing
countries as stated by Calderon et al (2002:13-14) on the other hand, lead us to argue
that the low performance of DFI inflows in Turkey may be attributed to the low level
of public and domestic private investment. The shift in the sectoral distribution of
DFI from manufacturing to services mirrors itself in a parallel shift of sectoral
distribution of GFCF in the post-1980 period.

The bulk of DFI inflows are attracted by the existing DFI firms in Turkey. In
other words, totally new (greenfield) investments make only a small portion of total
DFI approvals, especially in the manufacturing sector. Totally new DFI in both
manufacturing and services has a steadily decreasing trend in the 1983-2002 period.

On the other hand, capital increase and participation DFI in both manufacturing and

72 See Table 3.2 in Chapter 3 for a comparison of DFI inflows to Turkey with those to top-recipient
developing countries in the 1980-2003 period.
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services have an increasing trend. The steady decrease in the share of new DFI
approvals for manufacturing in total DFI approvals is in parallel with the decreasing
trend of the share of manufacturing in gross fixed capital formation in Turkey
during the 1983-2002 period.

With regards to the home country distribution of DFI inflows, the first eight
home countries are France, the Netherlands, Germany, the United States, the United
Kingdom, Switzerland, Italy, and Japan, which constitute 82.1% of the cumulative
total DFI approvals. Actually, these 8 countries are among the top-12 exporters to
Turkey, and their average share in total imports of Turkey was 51.3% during the
1996-2003 period. 69.0% of DFI firms operating in Turkey are from EU-15
countries. Among EU-15 countries, Netherlands, Germany, the UK, France, Italy,
Luxembourg, and Belgium have the highest share in the existing DFI stock in
Turkey. After EU-15 countries come the USA, Switzerland and Japan with a total
share of 19.0%.

When the data on the number of firms and foreign capital are considered
together, it turns out that the developed countries like France, Italy, Switzerland, and
especially Japan operate in Turkey with a relatively few DFI firms, with high
amounts of foreign capital. On the other hand, there are many DFI firms in Turkey,
originating from countries such as Iran, Russian Federation, Iraq, Syria, China,
Azerbaijan, Austria, Saudi Arabia, Belgium, Greece, Israel, and Jordan. However,
these DFI firms operate with small amounts of foreign capital.

As far as mergers and acquisitions through DFI are concerned, the participation
DFI has an increasing trend after 1987. In particular, a sharp increase for services is
observed after 1996. For manufacturing, we can argue that participation DFI jumped
in 1988-89, 1992, 1995 and 2000. It is interesting to note that 1989, 1991, 1994 and
1999 are years of troughs in the post-1985 Turkish economy. Thus, in trough years
or just in the year following a trough, participation DFI in manufacturing registers a
sharp increase. On the other hand, for services, the years in which there was a big
increase are 1990, 1996 and 2001. There seems to be a lag of one year between the
sharp increase in participation DFI in manufacturing and participation DFI in
services. We can argue that after the recession years in the Turkish economy, “fire-

sale” DFI increases in both manufacturing and services.
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As of June 30, 2004, the total stock of outward DFI from Turkey was USD 6.5
million. While outward DFI stock was 20.3% of inward DFI stock as of 1997, it
increased to 34.2% as of 2004. Leaving the Netherlands, Germany and United
Kingdom aside, which have the highest shares in both inward and outward DFI
stocks, outward DFI from Turkey is directed more towards Turkic states of the CIS,
Eastern Europe, and Northern Africa countries. The first five sectors in outward DFI
are manufacturing, banking, energy, other financial services and trade, followed by
telecommunications, tourism and construction. The last three sectors, on the other
hand, are other sectors n.e.s, transportation and insurance.

The outward and inward DFI tend to move in the same direction during the
1998-2004 period, for which we have comparable data for both outward and inward
DFI flows. Moreover, keeping in mind the fact that 58.0% of DFI inflows in 2003
was actually for real estate purchases by foreigners, outward DFI from Turkey
exceeds DFI inflows to Turkey (excluding real estate-related DFI inflows) in this
particular year. Indeed, excluding the real estate purchases of foreigners in the first
half of 2004, net DFI inflows actually turn out to be negative, also in the first half of
2004.
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CHAPTER 5

EXPORT STRUCTURE AND LABOUR MARKET PERFORMANCE
OF DFI FIRMS IN TURKEY

5.1 Introduction

A detailed analysis of export structure and labour market performance of DFI
firms in comparison with domestic firms in Turkish economy has so far been absent
in the literature. In this chapter, the behaviour of DFI firms in Turkish economy will
be analysed in terms of their contribution to exports and employment. As regards to
exports, a detailed analysis of DFI exports will be conducted in comparison with
domestic exports. The distribution of DFI and domestic exports will be analysed with
respect to regional and sectoral distributions, broad economic categories and OECD
technology classification. It will be investigated whether there is a regular pattern
between the country of origin of DFI firms and the destination of their exports. In
doing this, it is aimed to detect whether foreign firms use Turkey as a jump-base for
their exports, and if so to which markets.

In addition to exports, DFI and domestic firms will be compared and contrasted
on the basis of their employment generation performance, wages and labour
productivity. In analysing export structure and labour market performances of DFI
firms, the criterion employed in conventional definitions of DFI, that is the 10% rule,
will also be challenged. That is, it will be investigated how the performance of DFI
firms change as the foreign share, and hence the definition of DFI, changes.
However, unless otherwise noted, the standard definition will be employed in
defining a ‘DFI firm’.

Three different data sets will be employed in this chapter. The first data set
includes annual export figures (in US Dollars) of all DFI firms operating in Turkey
for the 1996-2002 period”. Recall that there is no percentage rule for the definition

of DFI in Turkey, thus any positive percentage of foreign share suffices for that firm

7 The data set is confined to 1996-2002, because it was prepared specially and confidentially for a
specialist’s thesis in GDFI in 2003. The present author has managed to obtain only the aggregated
version of the data set, and thus did not have the chance to extend the period of analysis.
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to be accepted as DFI. Hence, export figures of DFI firms include a wide range of
firms from 100% foreign ownership to only a small positive percentage of foreign
participation. Thus, when the figures of DFI and domestics firms are compared, one
actually compares purely domestic firms with those firms that have any positive
share of foreign capital. Moreover, in the GDFI database, it is the ownership of the
exporter, not of the producer, that identifies a firm as DFI or domestic. That is, for
example, when a DFI manufacturer sells its produce to a domestic firm rather than
exporting it directly, and when this amount is exported by a domestic export firm, it
is treated as domestic export rather than DFI export in the GDFI database. Of course,
the converse situation is also valid. Then, analysis of DFI exports should be
interpreted with this caution in mind.

Although the data set is from the GDFI database, it is a separate database,
which is not integrated yet to the general database of GDFI. Therefore, until the
integration of databases is completed by GDFI, the relationship between foreign
share and foreign trade volume shall wait to be answered. However, this problem is
solved partly, by utilising the Istanbul Chamber of Industry (ICI) data sets covering
500 largest industrial firms in Turkey. Utilising ICI data sets in this respect is
justified, because most DFI exports are accounted by approximately 106 DFI firms in
the 500 largest firms of Turkey”. For example, while the largest 81 DFI firms
accounted for 61.5% of total DFI exports in 1996, the share of largest 124 DFI firms
in total DFI exports was 83.8% in 2002. As the largest DFI firms can be taken as
fairly representative of total DFI population in Turkey in terms of exports, the figures
of these firms in the ICI data sets will be employed to analyse the relationship
between foreign share and exports. However, this is a partial solution to the problem,
because one can only analyse the relationship between foreign share and DFI exports
in terms of the total export figures. That is, it is not possible to decompose the DFI
exports into regional, sectoral, technology or broad economic classifications with
respect to different levels of foreign share.

Regarding the analysis of labour market performance, the SIS database will be
utilised for the manufacturing industry for the 1992-2001 period, which is

categorised in terms of both the sub-sectors of the manufacturing industry and 10

7 The present author has defined a DFI firm in the ICI data set according to the 10% rule.
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percentage points increments in foreign share””. However, as the number of firms in
a foreign share category for a specific sub-sector falls below three, the data for that
category is not given. Moreover, if a specific sub-sector is divided only in two
foreign share categories, and the number of firms is less than three for one category,
the data for the rest of the firms are also not available. Due to these confidentiality
restrictions, more aggregated data in terms of sectors had to be used in order to
analyse the employment performance at a finer level of detail of foreign share
categories. Thus, 5 sub-sectors of the manufacturing industry were chosen in 2-digit
ISIC Rev.2 classification, which have the most continuous data series for the 1992-
2001 period. The employment performance of DFI firms are analysed as compared to
domestic firms in food, beverages and tobacco (31), textiles (32), chemicals,
petroleum products, plastics and rubber (35), non-metallic mineral products (36),
engineering industries (38), and the total manufacturing industry (3). With respect to
each foreign share category, the performances of DFI firms and domestic firms are
compared in terms of employment, wages and labour productivity.

This chapter is organised as follows: Section 2 analyses DFI exports in terms
of regional and sectoral distribution, broad economic categories, and OECD
technology classification. DFI exports are also compared with the most dynamic
products in world trade. Section 3 analyses employment performance of DFI and
domestic firms in terms of net employment generation, labour productivity and

wages. The last section concludes.

5.2 The Export Structure of DFI and Domestic Firms

5.2.1 The General Picture

Exports by DFI and domestic firms in the 1996-2002 period are presented in
Table 5.1. The total volume of exports of Turkish economy rose from 23.2 billion
USD in 1996 to 36.1 billion USD in 2002, representing an increase of 55.3%. In the
same period, while domestic exports increased by 43.3% from 19.4 billion USD to
27.7 billion USD, DFI exports more than doubled, rising from USD 3.7 billion to
USD 8.3 billion. While annual average increase in domestic exports was 5.3% in the
1996-2002 period, the annual average increase in DFI exports was 11.6% in the same

period. Thus, from 1996 to 2002, the share of DFI exports in total exports rose from

7> That is, the data set is given in terms of foreign share categories as 0-10%, 10-20%, ..., 90-100%.
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16.7% to 23.1%. The average share of DFI exports in total exports was 19.0%
during the 1996-2002 period. Thus, DFI firms account for around one-fifth of total

exports of the Turkish economy.

Table 5.1 Exports by Domestic and DFI Firms in Turkey: 1996-2002

a - »

LARGEST DFI SHARE | LARGEST DFL

{(Million USD) DOMESTIC DFI DFI FIRMS IN TOTAL SHARE IN

(%) TOTAL (%)
1996 19,356 3,869 2,380 16.7 10.2
1997 22,368 3,893 2,119 14.8 8.1
1998 23,033 3,941 3,077 14.6 11.4
1999 21,443 5,145 4,034 19.4 15.2
2000 22,267 5,508 2,312 19.8 8.3
2001 24,294 7,040 5,996 22.5 19.1
2002 27,739 8,320 6,973 231 19.3
Average (%) 19.0 168

Annual Average Increase (%) 53 11.6 16.6

Note: Largest DFI Firms stand for DFI firms in the list of ICI 500 Largest Industrial Firms of Turkey

Source: Author’s calculations from GDFI Database, ICI data sets, and Undersecretariat of Foreign
Trade.

The DFI firms included among the 500 largest industrial firms of Turkey
accounted for the majority of DFI exports. In the 1996-2002 period, there were on
average 106 DFI firms in this category, which accounted for 74.8% of total DFI
exports in the same period. While 81 largest DFI firms accounted for 61.5% of total
DFI exports in 1996, 124 largest DFI firms accounted for 83.8% of total DFI exports
in 20027°. As seen in Table 5.1, the export volume of the largest DFI firms almost
tripled in the same period.

According to SIS data, the average number of DFI firms operating in the
manufacturing sector during the 1996-2001 period was 364 which indicates that only
a quarter of total DFI firms operating in Turkish manufacturing industry accounted
for three quarters of total DFI exports in this period. In other words, approximately

75% of DFI firms operating in Turkey have very low shares in exports, producing

7% The figures are calculated by the author using ICI data set.
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mainly for the domestic market. This result is valid under the 10% rule. That is,
when the definition of DFI firm is changed, the results change drastically, further
pulling down the contribution of DFI exports to total exports as well as the
percentage of export oriented DFI firms.

It is obvious that, if the 10% rule is employed to define a DFI firm, 90% of the
DFI firms still owned by domestic shareholders. So, it may be more rational to count
that firm as domestic rather than DFI, although the 10% rule is an internationally
accepted definition. Then, the overall performance of DFI firms will change
according to how a DFI firm is defined. Table 5.2 presents the average contribution
of the exports of the largest DFI firms, weighted by export volumes, to total DFI
exports in Turkey with respect to different DFI firm definitions. As seen in Table 5.1
above, the average share of the largest DFI firms’ exports in total exports for the
1996-2002 period, weighted by annual export volumes, was 15.1% according to the
conventional definition. However, if a DFI firm is defined as having foreign shares
of more than or equal to 50%, the weighted average contribution of the largest DFI
firms to total exports declines to 10.4%. Moreover, if a DFI firm is defined as having
more than or equal to 90% foreign share, the weighted average contribution of the
largest DFI firms to total exports decreases further to 3.7%. Thus, export
performance of DFI firms is sensitive to how a DFI firm is defined, and it is actually

overestimated by a wide margin under the 10% rule.

Table 5.2 Weighted Average Share of Largest DFI Firm Exports in Total DFI
Exports According to Different DFI Definitions: 1996-2002

FOREIGN SHARE (%) LARGE:;?E (S;I)ARE =
10+ 15.1
20+ 14.5
30+ 13.7
40+ 12.0
50+ 104
60+ 6.1
70+ 52
80+ 49
90+ 3.7
100 2.7

Source: Author’s calculations from ICI data sets of the Largest 500 Industrial Firms of Turkey,
1996-2002 and Undersecretariat of Foreign Trade.
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The export orientation of a DFI firm is also sensitive to how a DFI firm is
defined. Figure 5.1 presents the percentage of export oriented firms in the largest 500
industrial firms of Turkey, categorised with respect to 10% increments in foreign
share. A firm is defined as export oriented if the ratio of exports to sales is more than
or equal to 25%. In Figure 5.1, it is observed that the percentage of export oriented
firms is highest for those DFI firms having foreign share between 10-20%. 65.3% of
DFI firms with foreign share in the range of 10-20% are export oriented, while only
42.2% of domestic firms according to the conventional definition are export-
oriented. However, as foreign share increases, a decreasing trend is observed in the
percentage of export oriented firms. In other words, as foreign share increases in a

DFI firm, greater number of firms becomes oriented towards the domestic market.
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Figure 5.1 Average percentage of Export Oriented Firms with respect to
Foreign Shares in Largest DFI Firms: 1996-2002

Source: ICI Data Sets, 1996-2002

5.2.2 Regional Distribution of DFI and Domestic Exports

In this section, the regional distribution of DFI exports will be analysed, and it
will be compared with the regional distribution of domestic exports. Answers will be
searched for the following questions: Do DFI exports significantly differ from
domestic exports in terms of regional distribution? Do DFI firms prefer developed

markets or developing markets to export? Are DFI exports concentrated in a number
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of countries or are they diversified to a large number of countries? Do DFI firms
concentrate in a region in their export markets? In other words, do DFI firms prefer
to export to the Turkic Republics, the Middle East, Africa or Far East by using
Turkey as an export base to any or all of these markets?

First, the percentage share of each country is calculated in the DFI exports and
total exports, respectively, for the 1996-2002 period. Then the arithmetic averages of
these percentage shares are calculated for seven years, for DFI exports and for total
exports, respectively. Then, the average percentage share of each country is
calculated in domestic exports for each year using the following formula:

D; = Ti*Fi* C4q*(1/ Fi-1), where

D; = Percentage share of country i in domestic exports,

T; = Percentage share of country i in total exports,

F;= Contribution of DFI exports to total exports for country i,

Cq= The inverse of the ratio of domestic exports to total exports.

For comparison purposes, 92 countries have been selected, which cover 94.5%
of DFI exports, and 99.3% of total exports’’. The lower figure for DFI coverage is
due to the fact that 4% (on average) of DFI exports are directed to the free trade
zones of Turkey which provide significant tax advantages for DFI firms (see Gover
(2002:63-64)). For each of these 92 countries, the above formula was applied to
calculate the share of each country for domestic exports.

In Table 5.3, the distribution of domestic and DFI exports is presented in 11
regions. That is, 92 countries have been aggregated into 11 regions’. The column
titled 0 in Table 5.3 gives the regional distribution of DFI stock in Turkey as of June
2003. Then, for each year in the 1996-2002 period, there are three columns titled 1, 2
and 3, which present respectively, the regional distribution of domestic exports,
regional distribution of DFI exports, and the contribution of DFI exports to total
exports in each region. The last three columns give the average figures for the period.
The share of free trade zones in DFI exports is also shown separately in Table 5.3.

The regional distribution of DFI and domestic exports is almost the same in

terms of average figures. Spearman’s rank correlation between average regional

" The discrepancy is due to the difference in the number of countries covered in each sample. For DFI
exports, the average number of countries covered is 166, while for total exports it is 96.

78 The regional classification of countries is given in Appendix A.
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distributions of DFI and domestic firms is 92.7% and significant at 1%. Moreover,
Spearman’s rank correlation is exclusively significant for every year in the 1996-
2002 period. In other words, the geographical distribution of DFI exports almost
exactly mimics the geographical distribution of domestic exports, and it is not the
case that DFI exports penetrate those markets where domestic exports cannot.

15 European Union countries account for 53.5% of both domestic and DFI
exports. Then comes Central and Eastern Europe as the biggest market for both
domestic and DFI exports (11.4% and 11.2%, respectively). The only big difference
between domestic and DFI exports is in the share of North America (the US and
Canada). While the share of the US in domestic exports increased from 8.0% in 1996
to 12.1% in 2002, it decreased in DFI exports from 4.2% to 3.8% during the same
period. Partly due to this change, the average share of North America in domestic
exports is 11.4% as opposed to 5.1% for DFI exports. The rest of the regions in Table
5.3 have almost the same shares in both domestic and DFI exports, perhaps except
for South, East and South East Asia. The share of South, East and South East Asia is
larger for DFI exports (5.3%) as compared to domestic exports (3.2%).

The contribution of DFI exports to total exports is highest for Latin America
(29.0%) and lowest for North America (9.8%). Keeping in mind that the weighted
average contribution of DFI firms to total exports is 19.6%, DFI firms’ contribution
to total exports is above average in the case of Latin America, South, East and South
East Asia and Other African countries. However, since these regions have very low
shares in DFI exports, one cannot talk about a significant regional diversification of
DFI exports. Moreover, the Turkic Republics of the Central Asia are not a relatively
preferable destination for DFI exports. This result is contrary to the widespread
expectations in Turkey that DFI firms would use Turkey as a jump base to export to
Central Asia by utilising the close cultural relationships of Turkey with that region. If
DFI firms are already using Turkey as a jump base for exports, it seems that they
only jump to European Union, Central and Eastern Europe, and West Asia, the
regions that are indeed the main export markets for domestic firms.

In order to test for whether there is a shift in regional distributions for domestic
and DFI exports during 1996-2002, the first 3-year (1996-1998) average shares of
each region is compared to the last 3-year (2000-2002) average shares. Regarding

domestic exports, there is a slight increase in the share of EU-15 from 52.4% in the
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first sub-period to 54.0% in the second sub-period. There is also an increase in the
share of North America in domestic exports from 9.1% in the first sub-period to
13.7% in the second sub-period. These increases in the shares of EU-15 and North
America in domestic exports are against the decreases in the shares of Central and
Eastern Europe (from 13.4% in the first sub-period to 10.3% in the second sub-
period), Central Asia (from 4.1% in the first sub-period to 2.7% in the second sub-
period), North Africa (from 5.0% in the first sub-period to 4.1% in the second
period), and West Asia (from 8.1% in the first sub-period to 7.6% in the second sub-
period). Thus, there is a shift in domestic exports to EU-15 and North America from
Central and Eastern Europe, Central Asia, West Asia and North Africa. On the other
hand, regarding DFI exports, there is a strong shift to EU-15 and a slight shift to
other developed countries from the rest of the regions. While the share of EU-15 in
DFI exports was 45.1% in the first sub-period, it increased to 54.0% in the second
sub-period. The share of Other Developed Countries increased form 1.8% in the first
sub-period to 2.5% in the second sub-period. Against these increases, the largest
decreases came from the shares of Central and Eastern Europe (from 14.8% to
9.4%), South, East and South East Asia (from 7.8% to 3.4%), West Asia (from 9.7%
to 6.5%) and Central Asia (from 3.7% to 1.7%). The decrease in the shares of Russia
and Singapore in DFI exports are effective in these steep decreases of Central and
Eastern Europe and South, East and South East Asia in DFI exports. Thus, the shift
to EU-15 countries is sharper for DFI exports than for domestic exports during the
1996-2002 period.

Turning to the relation between regional distribution of DFI exports and
regional distribution of DFI stock, no significant correlation is obtained between
these variables in terms of Spearman’s rank correlation. Although EU-15 countries
have the largest share in both DFI exports and DFI stock, the rest of the regions do
not follow a parallel pattern for DFI exports and DFI stock. While EU-15, Other
Western European countries, North America and Other Developed Countries account
for 89.3% of existing DFI stock in Turkey, their share in DFI exports is only 62.0%.
One can argue that multinationals from developed countries invest in Turkey in order
to export to EU-15, Central and Eastern Europe, West Asia, East Asia, North
America and North Africa.
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Table 5.3 Regional Distribution of Domestic and DFI Exports: 1996-2002
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Other Africa 09 1 03 [ 02 | 72 ) 03 |04 |4 0 )03 P03 0y R 0a )07 [ aE ] 03 ) 08 [T 04| 03 | 4] 03| 06| 2D
North Aftira 02 | 47 | 33 | 8| 40 | 4T T 62 ) A2 | A 3T 44 [ 1A 43 ) 43 [ A8 ) 42 ) 33 | R 3B | 44 Uh | 4T | 42| 18)
Central Asia 1 X O 3 O T A 1 I O A A O (/2 A T O T 8 O X ) VA O IR
Liatin America 0 04 | 07 | 270 | 03 | 0% | M8 | 05 | 08 | A8 |05 ) 08 | 43 06 | 07 | B/E | 0T |0y | WE | 04 ) LT 40 05 08 | 280
Free Trade Zones 13 30 48 56 42 45 49 40
Notes:

) Regional distribution of DFI stock in Turkey as of June, 2003.

(N Regional distribution of domestic exports.

2) Regional distribution of DFI exports.

3) Contribution of DFI exports to total exports.

Source: Author’s calculations from GDFI database and the Undersecretariat of Foreign Trade.



5.2.3 Sectoral Distribution of DFI and Domestic Exports

In this section the sectoral distribution of DFI exports classified as SITC Rev.3
will be analysed. As the export data of DFI firms in Turkey is provided on the basis
of 5 digit SITC Rev.3 classification from the GDFI database, the data has been re-
classified to compare DFI exports with total exports of the Turkish economy.

Table 5.4 has three columns for each year: The first column shows the share of
each sector in domestic exports. The second column shows the share of each sector
in DFI exports. The third column shows the share of DFI exports in total exports for
each sector.

As regards to three broad categories, which are agricultural products, mining
products, and manufactures, the average distribution of both domestic and DFI
exports are very similar in the 1996-2002 period. Agricultural products accounted for
16.8% of domestic exports and 16.6% of DFI exports; mining products accounted for
4.4% of domestic exports and 2.5% of DFI exports; and manufactures accounted for
78.5% of domestic exports and 80.8% of DFI exports. From 1996 to 2002, the share
of agricultural products decreased and the share of manufactures increased in both
domestic and DFI exports. The share of mining products, however, increased in
domestic exports but decreased in DFI exports. The switch from agricultural
products to manufactures from 1996 to 2002 is sharper in DFI exports than in
domestic exports. As a result of this shift of DFI exports to manufactures, the share
of DFI manufactured exports to total manufactured exports increased from 15.0% in
1996-1998 to 23.1% in 2000-2002.

While the average distribution with respect to broad sectors is almost the same
for domestic and DFI firms, there are significant differences in average distribution
with respect to sub-sectors. Regarding agricultural products, for example, while food
and live animals have higher share in domestic exports, tobacco and tobacco
manufactures have higher share in DFI exports. As regards to manufactures, while
textiles and clothing, iron and steel, non-metallic mineral manufactures,
manufactures of metals, office machines and telecommunications equipment and
other consumer goods have higher shares in domestic exports, automotive products
and other transport equipment, electrical machinery and apparatus, and chemicals

have higher shares in DFI exports than in domestic exports.
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Table 5.4 Sectoral Distribution of Domestic and DFI Exports: 1996-2002

SECTOR 1996 1997 1998 1999 2000 2001 2002 AVERAGE
o loeoloeolololelolele ol [ o[lolelolele |l ovolelse|olole
1- AGRICULTURAL PRODUCTS 21.0] 23]  180]  204] 23d4] 166] 184] 209 163] 170 154] 17.8] 140] 135] 193] 148 105 174] 119 91 187 168] 166 177
2 MINING PRODUCTS 4.4 3.6 139 3.7 43 168 3.9 34 132 4.5 21 100 43 1.6 7.5 43 1.0 5.3 5.0 13 74 4.4 25| 10.6
3 MANUFACTURES 7458 734 i64]  758]  ma| 142|777 758]  43] 782 s2.8]  203] 309  849] 206  80.0] 883 242] 825  80.0] 244 785 808 192
i-Iron and steel (67) 83 85| 171 8.7 75 130 7.1 46 9.9 6.8 53 157 73 45| 132 87 53 150 89 42| 124 8.0 57 138
ji-Chemicals 41 18 364 38 151] 406 335 169 450 38 126 #45 38 139 w4 335 138] 333 36] 124 508 37| s 483
(57, 58, 62) Plastics and Rubber € 1.e.5. 0.7 80| 695 05 104] 786 04 120] 826 0.5 93] 86 06 98] 0.0 06 98] 826 0.7 88] 798 0.6 97 7192
(54) Pharmaceutical products 03 09 357 03 13 41 0.3 14] 467 04 09] 353 03 13| w7 03 13]  e02 03 09 437 03 11 w46
(51, 52, 53, 55, 56, 59) Other chemicals 31 28] 155 3.1 335 166 2.8 335 174 29 24] 168 29 29] 1009 26 7] B0 26 28] M3 2.9 200 191
ii-Other semi-manufactures 62 41 118 62 55 134 6.4 59 136 69 45| 134 7.5 45 130 7.6 48] 155 8.1 47 148 7.0 48 137
(61) Leather, leather n.e.s. and dressed fursking 02 01 45 03 01 43 0.3 00 21 02 0.0 25 02 0.0 13 02 0.0 07 02 0.0 13 02 0.0 24
(63) Cotk and wood 02 02 185 02 0l 100 0.2 0l 82 0.2 0.1 9.0 02 0l 134 02 0l 142 03 0l 135 02 0l 124
(64) Paper and pap d and articles of paper-pulp, of paper 06 04 127 06 08 208 0.5 09 24 05 07] s 06 07| 07 10] 294 0.8 11 290 06 08 23
(66) Non-metallic mineral nes. 32 21] 114 33 27 13 3.3 21 0.8 3.6 7] 101 41 18] 100 40 9] 122 42 18] 112 37 20 111
(661) Lime, cement and fabticated ion matetials 0.8 18] 318 09 22 308 0.9 17l B9 1.0 14 24 13 15| mg 13 16| 250 16 14 205 11 16| 156
(664, 665) Gilass and glassware 13 01 16 14 02 24 14 02 30 14 02 37 16 02 33 15 02 43 14 02 49 14 02 33
(66-(661664-+665)) Others 11 0.2 33 10 02 41 10 02 33 12 0.1 2.1 12 0.1 17 11 0.1 27 12 0.1 34 11 0.2 29
(69) of mefals, n.e.s. 20 13 116 19 18] 144 22 28 181 24 20| 165 24 18] 158 24 7] 172 27 17] 180 23 19] 156
iv- Machinery and transport equip 92 w3  407] 10a] 2m6] o[ 121  330[ s8] 17| 493]  s504]  134]  s02]  482] 139  s3e] 527 142]  s64]  s544]  120]  433] 445
(781, 782, 783, 784, 7132, 7783, 79, 785, 786, 7131, 7133, 7138, 7139)

products and Other transport equipment 27 153] 527 32 121] 399 335 141] 409 26] 355 769 30| 356 747 31 402 790 16 #4283 28] 282] 648
(75,76, 776) Office machines and telecommunications equipment 13 18] 211 19 15| 122 3.4 27 120 35 14 8.8 43 12 6.6 40 11 7.6 55 0.8 44 34 15] 104
Other machinery 64 167 344 69 169 209 71 193] 30 01| 162 300 04 200 6] 107 188 313 00|  183] 352 83| 173 ms
(71-713) Power generafing machinery 0.3 08 35 0.3 13] 460 0.5 13 B3 04 0] 39 04 1] 412 0.5 12] 415 0.4 10] 464 0.4 L1l 400
(72,73, 74) Other non-electrical machinery 22 22] 169 23 26] 165 25 27 160 29 24] 169 30 30 198 32 25 184 32 28 209 27 26 179
(77- (776+7783) ) Flectrical machinery and aparafus 26] 16 467 24 10]  #43 23] 121 46 24 00] 418 27 02| 460 31 36| 442 36 75| 388 27 0.8] 450
v- Textiles (65) 131 5.0 71 141 48 56| 146 51 57 153 36 54 155 47 70| 149 47 84| 139 5.0 98 145 4.7 7.0
vi- Clothing (84) 26 9.2 58] 284 8.8 si| 204 78 43 22 50 40 283 5.1 42 263 39 41] 280 39 40] 285 62 45
(848.1, 848.3) Auticles of apparel, clothing access. 17 03 36 18 03 30 15 03 2.9 14 02 2.9 L5 02 2.8 15 0.1 22 14 0.1 24 15 0.2 28
(84-(848.1, 848.3)) Other clothing apparels 7.8 8.8 60| 266 8.5 52| 29 75 44 s 49 40/ 2638 49 43 s 37 42| 268 38 41| 269 6.0 46
vii - Other consumer goods (81, 82, 83, 85, 87, 88, 89 (-891)) 42 200 121 44 1.9 6.8 4.5 23 7.9 45 21] 100 52 2.1 2.9 52 22| 108 5.8 23] 108 48 2.2 96
(81) Prefabticated buildings; sanitary plumbing, heating and lighting fixtures 07 02 46 06 02 6.5 0.6 03 67 07 02 7.0 07 03 9.1 07 03 0.8 05 151 07 03 86
(82) Furniture and parts thereof 0.4 03] 154 03 03 143 0.4 03] 161 03 07] 9 06 08|  ns 06 07] M9 0.8 08 21 03 06 200
(83) Travel goods, handbags and similar containers 02 0l 139 02 00 41 0.2 00 2.9 0.1 0.1 86 02 0.0 16 02 0.0 16 02 0.0 16 02 0.0 49
(85) Footwear 06 11l 280 09 03 48 0.8 02 46 05 0.0 19 05 0.0 24 05 02 92 05 0.1 438 06 03 79
(87) Professional, scientific and controlli and apparatus 0.1 03] 296 0.1 03] 296 0.2 04 297 0.2 02] 261 02 02|  ns 02 02| 206 0.2 02| 268 0.2 03] 265
(88, 89-(891)) Other 1 articles 23 0.8 69 23 07 48 24 09 60 26 09 7.8 31 07 56 31 0.8 73 34 0.8 67 27 0.8 64
4- OTHER PRODUCTS (9+891) 0.1 03] 349 0.1 02 236 0.1 01 161 0.2 0.0 0.1 03 0.0 0.2 03 02] 186 0.6 0.6 223 0.2 02 166
TOTAL 100.0) 100.0) 167 1000 100.0] 148) 100.0] 100.0] 146 100.0] 1000 194 100.0] 100.0] 198 100.0] 100.0] 22.5) 100.0] 100.0] 231 1000 100.0] 187

Notes: SITC codes of sectors are in parenthesis.

(1) Distribution of domestic exports.

(2) Distribution of DFI exports.

(3) Contribution of DFI exports to total exports.
Source: Author’s calculations from GDFI database and the Undersecretariat of Foreign Trade.




The sharp rise in the share of DFI manufactured exports in total exports is due
to the increase in the share of DFI exports in chemicals and automotive products and
other transport equipment. While the share of automotive products and other
transport equipment in domestic exports decreased from 3.6% in 1996-1998 to 2.6%
in 2000-2002, the share of this sector in DFI exports increased sharply from 13.9% in
1996-1998 to 40.0% in 2000-2002. As a result, the share of DFI exports in total
exports of this sector increased from 44.5% in 1996-1998 to 81.0% in 2000-2002.
The average number of domestic firms and DFI firms in ISIC 384-Transport
Equipment sector were, respectively, 422 and 31 in the 1996-1998 period. The
average number of domestic firms in this industry increased to 440, and the average
number of DFI firms increased to 43 in the 2000-2002 period79. Thus, the majority of
exports in the automotive products and other transport equipment are accounted for
by DFI firms, which are very few in number as compared to domestic firms. It turns
out that, the number of domestic firms in this sector, which are producing mainly for
the domestic market, is very high as compared to DFI firms.

It also does not seem to be the case that these domestic firms operate as
suppliers to exporting DFI firms. In a speech on September 16, 2004, the general
secretary of the Association of Transport Equipment Parts Industrialists (TAYSAD)
reported that “the products of domestic secondary industries are not used much in
exported automotive products. In the exports of automotive industry, imported
materials are heavily used. Moreover, in exported automobiles, imported parts are
used. The trade deficit of spare parts and components industry is estimated to
represent 14% of total foreign trade deficit of Turkey in 20047%. That is, while the
majority of domestic firms in automotive industry cannot export directly to the world
markets, they also cannot sell their products to automotive exporting DFI firms. In
other words, anecdotal evidence indicates that backward linkages do not seem to
have been established and operating from DFI to domestic firms, at least for the
sector under consideration.

While the share of DFI exports rose in automotive products, an opposite

development has occurred in office machines and telecommunications equipment.

7 The numbers of firms are taken from SIS Longitudinal Database of Manufacturing Industry, 1991-
2002.

%0 See http://www.ntvmsnbe.com/news/287112.asp?0m=-29B.
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The share of this sector in domestic exports rose from 2.2% in 1996-1998 to 4.6% in
2000-2002, while it decreased from 2.0% to 1.1% in DFI exports. As a result, the
share of DFI exports in total exports for office machines and telecommunications
equipment decreased from 15.1% to 6.2% in the same period.

The sectors, which have exclusively higher than average DFI share in total
manufactured exports in the 1996-2002 period are the following: Plastics and rubber
manufactures, pharmaceutical products, automotive products and other transport
equipment, power generating machinery, and electrical machinery and apparatus. On
the other hand, in office machines and telecommunications equipment, leather and
leather manufactures, textiles and clothing, footwear, travel goods, handbags and
similar containers, and other manufactured articles, the share of DFI exports in total
manufactured exports is exclusively lower than the average throughout the
1996-2002 period. In paper and paper products, the share of DFI exports are higher
than average throughout the 1997-2002 period; and in lime, cement and fabricated
construction materials, the share of DFI exports are higher than average throughout
1996-2001. On the other hand, in iron and steel and cork and wood manufactures, the
share of DFI exports in total exports is lower than the average throughout 1997-2002;
and in manufacture of metals, the share of DFI exports is lower than the average
throughout the 1996-2002 period except for 1998. There is a shift in the share of DFI
exports in total exports only in two sectors: other non-metallic minerals and
prefabricated buildings. While until 1999, the share of DFI exports in total exports
was higher than average in other non-metallic minerals, it turned the other way round
since 1999. For prefabricated buildings, this shift occurred in 2000.

From this analysis, one can argue that the structure of manufactured exports as
classified by domestic versus DFI firms and in terms of sub-sectors is quite rigid, at
least as far as the period of analysis is concerned. That is, one cannot observe a
structural change in the export behaviour of DFI firms except in only one sector:
furniture products. DFI firms are increasing their share in total exports in those

sectors in which they have had a significant share from the beginning of the period.

5.2.4 Comparison of the Most Dynamic Products in World Exports with
DFI Exports
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In this section, the most dynamic export products in world trade are compared
with the most dynamic products in DFI exports from Turkey. Export dynamism is
defined in Akyliz (2003:3-4) as having the highest average annual growth rate in
world exports. Akyiiz (2003:51-55) gives the list of 225 products, which have the
highest average annual growth rate in world exports between 1980 and 1998, in three
digit SITC categories. The first 20 of these products were taken and compared with
the first 20 products in DFI exports in Turkey, which had the highest average annual
growth rate in the 1996-2002 periodgl. Tables 5.5 and 5.6, respectively, give the most
dynamic products in world exports and in Turkish DFI exports. Together with the
average growth rates in world exports and Turkish DFI exports, the ranks in world
exports and Turkish DFI exports are also given in the tables. By comparing the
respective ranks of products in world exports and Turkish DFI exports, it is aimed to
examine whether the exports of DFI firms in Turkey are in line with the most

dynamic exports products in world trade.

Table 5.5 The Most Dynamic Products in World Exports

Average Annual i‘::iel?:t: “].:l
SITC Rank in World Rank in Growth Rate in Turdsh DFT
Rev.3 CATEGORY Exports Turkish DFT | World Exports Fxpports Exports
Code Exports (198(:;01998) 19952002}
%

776 |Thermienic, cold and photo-cathede walves, tubes and parts 1 a0 16,3 173

752 |Automatic data processing machines and units thereof 2 152 15,0 38

759 [Parts and accessories suitable for office machines and autematic data processing machines 3 190 JEX 295

871 |Optical instruments and apparatus 4 200 14,1 -14.3

553 |Petfimery, cosmeticsand tollet preperations 5 108 13,3 131

261 |Silk [ na 132 na

846  |Undergarments, knitted or crocheted 7 204 131 -175

893 |Articles of materals m fiwit preserves and fimt preparations 8 69 13,1 236

771 [Electric power machinery, and parts thereof a 146 129 4.8

898 |Musical mstruments, parts and accessories 10 216 126 -28,1

612 |Manufactures of leather or of composition leather, n.e.s. 11 206 124 -18,0

11 [Non-alcoholic beverages, ne.s 12 221 122 -3

872 |bMedical mstruments and apphances 13 130 121 74

773 |Equpment for distributing electnicity 14 158 12,0 -0,7

764 [Telecommunications equipment and parts 15 173 119 -4.0

844 |Undergarments of textile fabrics 16 191 11,9 -99

048 |Cereal preperations and preperations of flour or starch of fruits or vegetables 17 182 119 -3

655 |Enitted or crocheted fabrics 18 102 117 149

541 |Medicmal and pharmaceutical products 19 209 116 -18.0

778 |Electnical machnery and apparatus, n.e.s 20 T2 11,5 22,5

Source: Akyiiz (2003:51-55) and author’s calculations from GDFI database.

81 Here it is assumed that the ranking of the most dynamic products in 1980-1998 was also valid for
1996-2002.
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Table 5.6 The Most Dynamic Products in Turkish DFI Exports

2‘;21‘1?91:22 ui:l Average Annual

SITC Rank in Rank in Turkish DFT Growth Rate in

l(ljei:lj CATEGORY Tu.]ti“:]dsh DFI World Expports Exparts ‘World Exports

ode Xports Exports (1996-2002) (198(:;1993)

o °
593 |Explosives, igniters, and fuses and capsules thereof 1 na 236,83 na
896 |Works of art, collectors' pieces and antiques 2 153 151,8 6,0
722 |Tractors fitted or not with power take-offs 3 196 1216 3,0
782 |Motor vehicles for transport of goods materials 4 157 1135 5.7
511 |Hydrocarbons, ne.s., and their halogenated or dervatives 5 180 102,8 4.4
674 |Universals, plates and sheets, of iron or steel [ 136 941 6.8
761 |Television receivers 7 29 any? 10,7
266 |Synthetic fibres suitable for spinming 8 177 82,8 4.4
024  [Cheese and curd g 123 8z.6 7.3
231  |MNatural rubber 10 na 73,1 na
422 |Fized vegetable fats and oils, crude, refined or fractionated, other than "soft" 11 na 754 na
047 [Other cereal meals and flours 12 189 75,2 3.6
061 [Sugar and honey 13 200 664 2,6
785 |Motorcycles, motor scooters and invalid carriages 14 ag 61,6 8,3
731 |Machine tocls working by remowing metal or other material 15 na 61,5 na
712 |Steam and other vapour power units, steam engines 16 181 57.9 42
675 |Flat-rolled products of alloy steel 17 na 57,2 na
513 |Carboxylic acids, and their anhydrides, halides, and derivatives 18 a4 55,9 24
223 |Od-seeds and aleaginous fruit, whaole or broken (non-defatted flours and merals) 19 188 55,5 37
811 |Prefabricated buildings 20 na 85,2 na

Source: Akyiiz (2003:51-55) and author’s calculations from GDFI database.

In Table 5.6, it is observed that the most dynamic products in world exports
have very low ranking in Turkish DFI exports, although some products in DFI
exports have higher annual average growth rates than those in world exports. In
terms of SITC codes, products 776, 893, 655 and 778 have higher annual average
growth rates in DFI exports than in world exports. However, 11 of the most dynamic
20 products in world exports have even negative average annual growth rates in
exports of DFI firms in Turkey. These products are SITC 759, 871, 846, 898, 612,
111, 773, 764, 844, 048 and 541. The closest categories in Turkish DFI exports to the
most dynamic products in world exports are articles of materials in fruit preserves
and fruit preparations, electrical machinery and apparatus, and thermionic, cold and
photo-cathode valves, tubes and parts. Moreover, it is observed in Table 5.6 that, 6 of
the most dynamic 20 products in Turkish DFI exports are not included in the ranking
of the most dynamic 225 products in world exports®>. Only 3 products among the
most dynamic 20 products in Turkish DFI exports can enter the list of the most

dynamic 100 products in world exports. These are television receivers (29th in world

82 These products are shown as “na” (i.e. not available) in the column for the rank in world exports in
Table 5.6.
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exports), carboxylic acids, and their anhydrides, alides, and derivatives (94th in world
exports), and motorcycles, motor scooters and invalid carriages (98" in world
exports). The rest of the most dynamic 20 products in Turkish DFI exports lie
somewhere between 100™ and 200™ among the most dynamic products in world
exports. Thus, it turns out that the most dynamic products in Turkish DFI exports are

far from being in line with the most dynamic products in world exports.

5.2.5 Distribution of DFI and Domestic Exports with respect to Broad
Economic Categories

The DFI export data from GDFI database have been re-classified into Broad
Economic Categories (BEC) of the System of National Accounts (SNA) of the
United Nations (UN), using the correspondence table of UN from SITC Rev.3 to
BEC Rev.3. as given by the State Institute of Statistics (SIS). Subtracting the DFI
exports classified in BEC from total export figures published in BEC, the export
figures were obtained for domestic firms in BEC.

Table 5.7 has three columns for each year. The first column gives the
distribution of domestic exports according to BEC, the second column gives the
same distribution for DFI exports, and the last column gives the share of DFI exports
in total exports for each category. It was preferred to report the figures for passenger
cars, motor spirit and goods not elsewhere specified (n.e.s) under the heading of
“Others”, for they cannot be clearly identified as capital, consumption, or
intermediate goods. Since there seemed to be a discrepancy in the figures for the
passenger car exports of DFI firms in the GDFI data set as compared to the total
exports of passenger cars in SIS data set, it is assumed that all exports of passenger
cars are made by DFI firms. This assumption is justified by the fact that all major car
manufacturers in Turkey are DFI firms. When the average figures for the period of
1996-2002 are compared, one observes that, capital goods, intermediate goods and
passenger cars have a higher share in DFI exports than in domestic exports.
Domestic exports are more focused to consumption goods. When the figures are
examined in further detail, it turns out that higher share of capital goods and
intermediate goods in DFI exports is almost due to industrial transport equipment
and parts and accessories of transport equipment. Industrial transport equipment,

parts and accessories of transport equipment, and passenger cars make 37.1% of DFI
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exports on average. On the other hand, the higher share of consumer goods in
domestic exports is due to semi-durable consumer goods (footwear, jackets, dresses,
skirts, etc., 23.5%), non-durable consumer goods (medicaments, perfumery,
cosmetics, soap, cleaning and polishing preparations, books, newspapers etc., 12.8%)
and durable consumer goods (refrigerators, washing machines, furniture, and musical
instruments etc., 7.8%), which together represent 44.1% of domestic exports.

While the share of consumption goods in domestic exports is almost constant at
around 56% throughout the 1996-2002 period, its share in DFI exports decreased
from 30.5% in 1996-1998 to 19.1% in 2000-2002. The categories that have a
significant role in this decrease are primary and processed food and beverages for
household consumption, and semi-durable consumer goods. However, the
contribution of DFI exports of consumption goods to total exports of consumption
goods did not change much throughout the period: it only decreased from 8.9% in
1996-1998 to 8.8% in 2000-2002. This is due to the significant increase in DFI
exports of passenger cars and industrial transport equipment, whereas both DFI and
domestic exports of consumption goods increased only modestly by 10% from 1996-
1998 to 2000-2002. While DFI exports of passenger cars increased almost nine-fold
from 1996-1998 to 2000-2002; DFI exports of industrial transport equipment
increased almost three-fold during the same period.

As in the case of consumption goods, the share of intermediate goods in
domestic exports was constant at around 40% throughout the 1996-2002 period. On
the other hand, the share of intermediate goods in DFI exports decreased from 55.7%
in 1996-1998 to 45.5% in 2000-2002. The decrease in the share of primary and
processed industrial supplies was effective in this decrease. Within intermediate
goods, DFI exports switched from these categories to parts and accessories of
transport equipment from 1996-1998 to 2000-2002.

The decrease in the shares of consumer goods and intermediate goods in DFI
exports was compensated by the increases in the shares of industrial transport
equipment and especially passenger cars. The share of industrial transport equipment
increased from 4.4% in 1996-1998 to 9.5% in 2000-2002. In passenger cars, the
increase was very sharp: The share of passenger cars in DFI exports rose from 4.0%
in 1996-1998 to 21.8% in 2000-2002. As noted in Chapter 3, beginning from the

early 1990s, new investments in the automotive industry was encouraged to
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Table 5.7 Domestic and DFI Exports Classified as Broad Economic Categories, 1996-2002

1996 1997 1998 1999 2000 2001 2002 1996-2002 AVERAGE
EXPORT CATEGORY

o Q) @) (O] @) 3 @ @ @) 43} @ @) o Q) @) (O] @) 3 @ @ @) 43} @ @)
Capital Goods 36 105 36.7] 4.1 8.8 271 4.1 9.5 282 6.3 8.5 244 6.5 125 322 72 12.5 335 51 158 479 53 112 329
41| Capital goods (except transport equipment) 24 50 280 25 51 262 27 54 254 30 4.1 245 33 45 249 38 38 223 34 41 267 30 4.6 256
521|Industrial Transport Equipment 12 55 482 16 37 285 14 4.0 332 33 4.4 243 32 80 383 34 27 4238 17 116 66.6 23 66 403
Intermediate Goods 398 523 208 394 56.9 201 385 579 205 39.7) 454 216 402 475 226 414 47.5 248 403 415 236 399 499 120
111|Frimary food and beverages, mainly for industry 0.5 13 36.5 0.6 1.4] 256 1.4 07 7.4 1.2] 02 4.2 11 0.1 22 0% 0.1 36 0.4 0.1 4.6 0.9 0.6 126
121|Processed food and beverages, mainly for industry 2.1 0% 82 24 07 30 15 035 32 11 04 83 1.0 0% 185 08 0.5 166 08 035 163 1.4 06 112
21|Primary industrial supplies not elsewhere specified 50 71 222 40 9.2 287 36 3.0 302 37 70 310 32 54 282 31 29 214 31 15 128 37 60 251
22|Processed industrial supplies, not elsewhere specified 284 296 172 295 282 143 282 253 133 293 200 4.1 306 216 149 323 225 163 314 156 158 299 2338 152
31|Primary fuels and lubricants 0.0 00 22 00 0.0 05 0o 0.0 34 0.0 00 03 0.0 00 0.1 00 0.0 00 0o 0.0 00 0.0 00 03
322|Processed fuels and lubricants (other than motor spirit) 14 01 1.0 08 0.1 14 11 0.2 26 1.4 02 259 13 01 18 17 0.2 3.0 16 0.2 43 1.3 01 2.4
42|Parts and accessories of capital goods (except transport equipment) 1.4 23 25.1 13 2.8 273 16 4.5 32.3 1.8] 235 5.2 1.8 2.7 26.3 18 2.6 252 18 4 28.1 1.7] 28 26
53|Parts and accessories of transpert equipment 1.2 110 64.0 0% 14.5 733 12 17.8 724 1.1 151 76.9 11 16.2 783 0.3 18.6 86.7 12 17.2 812 1.1 159 76.1
Consumption Goods 56.1 315 10.1 56.4 31.0] 8.7 573 292 3.0 56.4| 213 8.3 55.1 20.1 83 536 17.8 8.8 556 192 9.4 55.8| 243 88
112|Primary food and t rages, mainly for b hold 76 50 mn7 75 55 13 69 48 106 67 31 10.1 55 23 94 62 21 89 54 17 85 6.5 35 10.1
122 |Processed food and beverages, mainly for household consumption 65 92 220 64 7.5 17.0 53 68 178 51 48 1183 4.1 40 182 4.6 4.0 200 26 6.0 408 50 60 222
522|MNon-industrial transport equipment 01 0z 274 03 0.1 51 04 02 97 0.1 01 298 01 0z 407 01 03 4738 01 02 477 02 0z 297
61|Durable consumer goods, not elswhere specified 49 12 46 56 1.4 4.1 73 19 42 77 19 56 91 17 44 28 1.6] 50 115 2.0 51 7.8 17 47
62| Semi-durable consumer goods, not elswhere specified 24.0 10.2 7.8 234 8.5 6.0 24.0 8.6 57 23.9] 57 54 234 5.4 54 224 4.4 54 235 4.9 59 23.5] 6.3 6.0
63|Mon-durable consumer goods, not elswhere specified 13.0 57 2.0 131 7.9 2.5 13.4 7.0 82 13.0 57 85 129 6.6 11.2 115 55 121 12.6 4.4 9.4 128 6.1 87
Other 0.1 58 948 0.1 3.3 839 0.1 34 896 0.3 24.7 90.9 03 19.9 91.3 0.2 22.1 943 13 235 778 0.3 14.7 89.0
51|Passenger Cars 0.0 55 100.0 00 32 100.0 0o 33 100.0 0.0 247 100.0 0.0 19.9 100.0 00 221 100.0 0o 235 100.0 0.0 146 100.0
321|Motor Spirit 0.0 00 00 00 0.0 01 0o 0.0 00 0.1 00 0o 0.0 00 00 01 0.0 00 08 0.0 00 0.1 00 0o
T|Goods not elsewhere specified 0.0 03 54.9 01 02 279 01 01 234 03 00 0.1 02 00 03 0z 0.0 39 05 0.0 16 02 01 16.0
TOTAL 100.0 100.0 16.7| 100.0 100.0| 148 100.0 100.0 14.6 100.0| 100.0 194 100.0 100.0 198 100.0 100.0| 225 100.0 100.0 231 100.0| 100.0 18.7]

Notes: (1) Distribution of domestic exports.

(2) Distribution of DFI exports.

(3) Contribution of DFI exports to total exports.
Source: Author’s calculations from GDFI database and the Undersecretariat of Foreign Trade.




produce new and up-top-date models. The automotive industry was designated as the
preferential industry in giving investment incentives, and the importation of
technology as well as DFI was facilitated and supported beginning from the early
1990s. For example, the inve-stment of Toyota in Turkey was realized in this period.
All these measures directed at the automotive industry have coincided with the
accelerated demand in Turkey and in the world for automobiles in the early 1990s,
which brought increased investments made in terms of capacity expansion,
modernization and research and development in both main and secondary industries
(ICT 2002:5). Thus, as DFI firms in the passenger cars category invested in Turkey
for exporting purposes throughout the 1990s, the level of exports increased sharply
from 1999 onwards.

The interesting result is that, although DFI exports demonstrate a structural
change from consumption goods towards intermediate and capital goods with the
help of the increase in the exports of automotive industry, the structure of domestic
exports was virtually rigid throughout the period. Domestic exports were rooted in
consumption and intermediate goods, and there was only a slight increase in the
share of capital goods from 3.6% in 1996-1998 to 5.1% in 2000-2002. It can be
argued that there were no spillovers from DFI exports to domestic exports, in terms
of a switch to higher-value added exports, during the period. However, this argument
depends on how a DFI firm is defined. Since the DFI export figures from GDFI
database include all firms with any positive foreign share, they also include domestic
firms if a DFI firm is re-defined as having more than 10% or even more than 50%
foreign share. Then, one can perhaps talk about a structural shift also in domestic
exports. Moreover, as will be seen below, there is a tendency in domestic exports in

shifting through to the upper levels of the technology ladder.

5.2.6 Structure of DFI and Domestic Exports with respect to OECD
Technology Classification
In this section, the structure of DFI exports is analysed using OECD
technology classification, and compared with the structure of domestic exports. In
OECD technology classification, manufacturing industries are classified as high,

medium-high, medium-low and low technology industries according to two, three
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and four-digit ISIC Rev.3 codes. Actually, four-digit ISIC code is used only for
pharmaceuticals (2423), which is treated as high-technology, and three-digit codes
are used for other transport industry, sub-sectors of which are distributed among
high, medium-high, and medium-low technologies. Using the UN correspondence
table from SITC Rev.3 to ISIC Rev.3, it was possible to obtain two, three and four-
digit ISIC codes for DFI exports and the exact OECD technology classification.
However, the total export figures that were obtained from SIS were only in two-digit
ISIC Rev.3 codes. To make a comparison between domestic and DFI data possible,
three- and four-digit ISIC Rev.3 sectors were excluded. Thus, pharmaceuticals
industry was included in the chemicals industry, and all other transport industries
were aggregated into one single sector and was shown separately as “other transport”
(See Table 5.8). This “other transport” industry makes on average 2.3% of domestic
exports and 1.9% of DFI exports. On the other hand, as it was done in the previous
sections, all exports of motor vehicles, trailers and semi-trailers were assumed to
come from DFI firms.

Talking about the average figures for the 1996-2002 period, it is observed that
the bulk of domestic exports come from low-technology industries (60.6%), and
48.6% of domestic exports is textiles, textile products, leather and footwear.
Medium-low and low technology industries together make 81.0% of domestic
exports on. On the other hand, the bulk of DFI exports come from medium-high
technologies (52.3%), and 32.7% of DFI exports are motor vehicles, trailers, and
semi-trailers. For DFI exports, the medium-high and high technology exports
(54.2%) are more than medium-low and low technology exports (43.9%).

In DFI exports, the share of high and medium-high technology industries
increased from 47.6% in 1996-1998 to 60.4% in 2000-2002; where the share of
medium-low and low technology industries decreased from 51.3% in 1996-1998 to
37.0% in 2000-2002. In this structural change, the increase in the share of motor
vehicles, trailers and semi-trailers from 24.4% to 39.8% was prominent. Another
factor contributing to this structural change was the decrease in the shares of food
products, beverages and tobacco from 11.8% to 6.7%; and of textiles from 14.2% to

8.4%. However, as regards to high-technology industries, there was not much
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Table 5.8 Domestic and DFI Exports According to OECD Technology Classification

Category ISIC Rev. 3 1996 1997 1998 1999 2000 2001 2002 AVERAGE
L T O 2 - 2 € ¢ 2 O € ¢ 0 ) - ) . J O IO ) T . € O ) I T ) I B O I I ) I I €}
High and medium-high-technology industries 14,8) 472 42,3| 14,6| 456 373 16,0 50,0/ 37,8 16,6] 556 442| 179 56,1 S1,00 17,6] 61,1] 504 19,6 63,9 3504 167 542| 448
High-technology industries 19 23| 219 2,5 2,1 138 4,3 33| 13,0 42 19 7.3 5,0 1,6 8,3 4,7 1.4 54 6.3 1,2 5.4 4,1 2,00 107
Office, accounting and computing machinery 30 01| 02| 364 01| 02| 311 o1| 03| 316 03 03 105 03 01| 11.1] 02/ 01| 187 01| 01| 187 02| 02| 226
Radio, television and communications equipment 32 1,5 1,7 199 2,1 14| 11,2 3.8 24| 11,1 3,7 1.4 6,3 4.5 12 74 4,2 1,1 4,0 59 0,8 4,0 3,7 1.4 9.1
Medical, precision and optical instruments 33 02 04 280 02| 04| 254 03| 05 246/ 03] 03 180 03| 03| 182 03 02| 254 03] 03| 254/ 03 03] 236
Medium-high-technolegy industries 12,9 44,9| 44,4| 12,2| 43,5 40,6 11,8 46,7 43,6/ 12,3| 53,7 S51,7| 12,9 54,5 sS81| 12,9 59,7 595 13,3] 62,7 59,5 12,6/ 52,3| Sl.1
Electrical machinery and apparatus, n.e.s. 31 20/ 11,5\ 569 1.6 114 570 15 118 610 14 92| s67| 1.8 91| 539 22| 85/ s0s5| 20/ 67 505 18 98 552
Motor vehicles, trailers and semi-trailers 34 0,0 257 100,0] 00| 224| 100,00 00| 253|100,0] 00| 357 100,0| 00 342| 1000 00 402| 100,0] 00| 451| 100,0] 00| 32,7 100,0
Chemicals 24 6,5 46 140 59 57| 156 53| 54| 164| 54| 42 229 53] 63| 302 47 68 294 44| 58| 294 54| 55 226
Machinery and equipment, n.e.sc. 29 4,5 32| 14,0 4,6 3,9 14,0 4,9 42| 14,2 5.5 46| 17,7 5.8 49 17,5 6,1 43| 189 6,9 51| 18,9 3,5 43| 164
Medium-low and low-technology industries 844 519 12.4| 837 53.4| 108 823 486 103 799 424 112 789 392| 124| 786 372| 121| 788 346 12,1 81,0 439 116
Medium-low-technology industries 20,5 21,6| 195 199 254 195 189 233| 194| 188 216 200 200 198 221 218 205 202 228 184 202| 204 21,5 201
Coke, refined petroleum products and nuclear fuel 23 1,6 0,1 0,8 0,9 0,0 1,0 1,2 0,1 2,0 1,6 0,2 1,2 1,5 0,1 2,5 1,8 0,2 2.6 2,6 0,2 2,6 1,6 0,1 1.8
Rubber and plastic products 25 1,2 82| 61,3 1,1 1L,0] 657 1,0 124 703 0,9 10,8 70,0 1,2 10,7 73,9 1,1} 10,5 69,1 1.3 94| 69,1 1,1 104 6835
Other non-metallic mineral products 26 4,2 23| 11,0 42 3,00 11,8 43 23 9,6 4.5 21 9.8 5.0 2,1 11,7 4,9 2,2 10,9 5.1 2,01 10,9 4.6 23] 108
Basic metals 27 114 97| 164| 11,7] 93| 131 101| 56 98 94| 63 11,1| 99 49 136 114 60 126 11,1 51| 12,6 107 67 127
Fabricated metal products, except machinery and equipment 28 2,1 13| 12,5 2,0 2,0| 16,6 24 29 193 2,4 2,3 168 2,5 2,0 17,6 2,5 1,8 164 2,7 17| 164 2,4 2,00 165
Low-technology industries 64,00 30,3 9.8 63,8 280 7,7 634 253 72| 6L1] 208 7,7 58,9 19,5 8,1 56,7 16,6 8,3 56,00 162 8,3 60,6 224 82
Manufacturing, n.e.c. and recycling 36-37 1.9 0,6 71 1,9 0,7 6.4 22 08 6,7 2,7 1.1 83 33 12 8,9 33 1.1 82 3.7 1,1 8,2 2,7 0,9 7.7
‘Wood, pulp, paper, paper products, printing and publishing 20-22 1,2 1,1 16,7 1,2 1,2| 16,6 1,1 13| 192 1,1 1,3| 20,0 1,1 1,1 225 1,4 1,3| 229 14 13| 229 1,2 1,2| 20,1
Food products, beverages and tobacco 15-16 108 134 222| 11,0 11,9) 17.1| 88 10| 183 7.6 86 242 63| 80| 227 66 64| 258 51| 56 258 80 91| 223
Textiles, textile products, leather and footwear 17-19 50,1 152 6,5 498| 142 52| 514 131 47| 49,7 9.8 46| 482 93 4,90 455 7.8 53] 458 82 5,3 48,6 11,1 52
Other transport 35 0,7 09| 222 1,6 1.1 11.1 1.6 1,5 148 3,5 2,00 27,0 32 47 11,3 38 1.6/ 234 1.6 1.5 234 23 1.9/ 190
Total manufacturing 1537 | 100,0| 100,0| 187| 100,0| 100,0| 16,0) 100,0| 100,0| 16,3 100,0| 100,0| 20,2| 100,0| 100,0| 23,1 100,0| 100,0| 23,8 100,0| 100,0| 23,8 100,0| 100,0| 203
Notes:

(1) Distribution of domestic exports.

(2) Distribution of DFI exports.

(3) Contribution of DFI exports to total exports.

Source: Author’s calculations from GDFI database and the Undersecretariat of Foreign Trade.




change in the structure of DFI exports. The share of high-technology DFI exports to
total high-technology exports decreased from 16.2% in 1996-1998 to 6.4% in 2000-
2002. This decrease in the share of high-technology products was due to the decrease
in the shares of office, accounting and computing machinery from 33.0% to 16.2%,
and of radio, television and communications equipment from 14.0% to 5.1%".
Actually the average share of high-technology industries in domestic exports is
higher than that in DFI exports, especially thanks to radio, television and
communications equipment, which accounted for 3.7% of domestic exports and 1.4%
of DFI exports during the 1996-2002 period. The share of this sector in domestic
exports increased from 2.5% in 1996-1998 to 4.9% in 2000-2002. Moreover, the
contribution of DFI exports in the to total exports of this sector decreased from
14.0% to 5.1% during the same period.

The share of electrical machinery not elsewhere specified in DFI exports has
also decreased from 11.6% in 1996-1998 to 8.1% in 2000-2002. The contribution of
DFI exports to total exports in this sector has decreased from 58.3% to 51.6%.
Another sector, the share of which decreased in DFI exports, is basic metals, which
saw a fall in its share from 8.2% to 5.3%. In this sector, the contribution of DFI
exports to total exports decreased from 13.1% to 12.9%. It turns out that, automotive
industry seems to be the only sector, which steadily increased its share in DFI
exports during this period. Although the contribution of DFI exports to total exports
was also very high in rubber and plastic products (which increased from 65.8% to
70.7%), the share of this industry in DFI exports remained low at around 10.4%
during this period.

In the case of domestic exports, one observes a movement towards upper levels
of the technology ladder during the 1996-2002 period. While the share of low-
technology exports decreased from 63.7% in 1996-1998 to 57.2% in 2000-2002,
thanks to the decrease in food products, beverages and tobacco and textiles; the
shares of medium-low, medium-high and high technology industries increased from

19.8% to 21.5%, from 12.3% to 13.0%, and from 2.9% to 5.4%, respectively. The

% However, it should be kept in mind that this decrease in the shares of high technology DFI exports
may be due to the fact that GDFI data set is compiled on the basis of the identity of exporting firm,
not the manufacturing firm. That is, it may well be the case that high technology DFI manufacturers
sell their products first to domestic exporting firms, which is shown as domestic export in the GDFI
data set.
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following sectors were effective in this increase: Radio, television and
communications equipment, machinery and equipment not elsewhere specified, coke

and refined petroleum products, and other non-metallic mineral products.

5.2.7 Regional Distribution of DFI Exports with respect to ISIC Rev.3
Classification

After examining the distribution of DFI and domestic exports with respect to
OECD technology classification in the previous section, now it is time to the analyse
the regional distribution of DFI exports with respect to ISIC Rev.3. ISIC Rev.3
classification includes OECD technology classification as well as agricultural
products, mining products and other transport categories. It is aimed to show whether
there is a specific pattern in the regional distribution of DFI exports with respect to
these categories. In Table 5.9, the regional distribution of categories is presented. For
each category, the regional shares add up to 100%™,

In Table 5.9, one observes that for most of the categories, the highest
percentage of DFI exports were directed to EU-15 countries. DFI exports to EU-15
countries accounted for 68.8% of medium-high technology industries, 53.0% of low
technology industries, 48.0% of medium-low technology industries, and 33.9% of
high-technology industries, on average during the 1996-2002 period. Moreover,
EU-15 countries accounted for 67.9% of exports of other mining and quarrying,
48.6% of exports of agricultural, hunting and other related activities, and 32.9% of
mining of metal ores. Only for the DFI exports of other transports, North America
had the highest share with 48.2%.

In some of the industries, however, EU-15 countries lose their leadership as
being the prime destination for DFI exports. For example, Central Asia has the
highest share in radio, television, and communications equipment (32.3%), Central
and Eastern Europe has the highest shares in coke and refined petroleum products
(30.1%) and wood, pulp and related products (22.2%), and South, East and South-
East Asia has the highest share in basic metals (47.3%).

% In Table 5.9, the percentage figures are the averages of the 1996-2002 period. The figures for the
total differ from those in Table 5.3, because only 92 countries are included and free trade zones are
not included in Table 5.9, while in Table 5.3, regions were defined to include only 92 countries.
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Regarding the geographical distribution of individual categories, the most
diversified category is mining of metal ores. 83.5% of this sector is diversified into 6
different regions (EU-15, Central and Eastern Europe, West Asia, Central Asia,
South, East and SouthEast Asia , Other Developed Countries and Other Western
Europe). Then come wood, pulp, paper, paper products, printing and publishing;
coke and refined petroleum products; chemicals; and radio, television and
communications equipment. Approximately 80% of DFI exports of these sectors are
diversified to 4 regions (EU-15, Central and Eastern Europe, West Asia and Central
Asia). On the other hand, manufacturing n.e.s., motor vehicles, trailers, and semi-
trailers, and electrical machinery and apparatus, n.e.s are the categories that are most
concentrated in terms of regional distribution. For these three categories,
approximately three-quarters of DFI exports are directed only to EU-15 countries.

So far, DFI exports have been analysed in comparison with domestic exports
and their contribution to total Turkish exports. Now employment structure and labour
market performance of DFI firms in Turkish manufacturing industry will be analysed

in comparison with the performance of domestic firms.

Table 5.9 The Distribution of DFI Exports in ISIC Rev. 5.3 Categories with
respect to Regions (Average Percentages of 1996-2002)

1SIC SOUTH! OTHER | OTHERN
CATEGORY Rev.3 | EU-15 | CEE V:Esi;l' EAST ATMUEE(': . :?}:;: CE:;EAL DEVELOPED | WESTERN 2:;5:': AI;QEI’:I " TOTAL

Code ASIA COUNTRIES | EUROPE
A griculture, Hunting and Related Service Actuties 100 | 486 | 80 | 61 39 08 32 07 33 36 01 10 1000
Mining of Metel Ores 03 | 329 |23 00 | 152 15 00 02 148 129 02 00 100.0
Other Minng and Quarrying 4 | 679 | TR | 29 57 48 42 02 21 14 10 12 1000
High-technology industries 39 | 172 15| 61 30 15 241 12 08 03 06 1000
Office, accounting and computing machmery| 430 | 648 | 59 | 150 34 17 04 54 04 20 01 00 1000
Radlo, television and communications equipmert| 432 | 239 | 186 | 113 70 33 16 323 13 05 01 02 1000
Medical, precision and optical instruments| 433 | 548 | 173 | 104 38 24 20 389 13 08 03 24 100,0
Mediun-high technology industries 688 | 112 | 47 23 15 52 23 15 09 05 12 1000
Electrical machinery and apparatus, nes| 431 | 725 | 389 | 74 6,2 16 21 2.1 10 02 04 21 100,0
Motor vehicles, trailers and semi-trailers| 434 | 742 | 111 28 11 11 6,1 06 11 05 03 10 1000
Chemicals | 424 | 312 | 260 | 08 | 32 15 46 16 4% 49 03 05 1000
Machinery and ecquipment nes| 429 | 708 | 74 | 52 20 37 41 28 13 04 12 10 1000
Mediun-low-technology industries 480 | 62 | 101 | 168 56 65 10 38 22 13 03 1000
Coke, refined petroleum products and mclear ficl| 423 | 188 | 301 | 173 37 06 53 152 29 58 01 03 100,0
Rubber and plastic products| 425 | 672 | 76 | 84 16 29 39 08 33 17 15 11 100,0
Other non-metallic mineral products| 426 | 466 | 40 | 65 02 261 34 09 16 18 20 02 100,0
Basiomerls| 427 | 197 | 18 | M9 | 43 33 68 02 24 30 08 08 100.0
Fabricated metal products, except machinery and equipment| 428 | 468 | 145 | 72 27 42 120 38 36 28 14 11 1000
Low-technology industries 530 | 148 | 160 | 14 38 31 34 22 11 09 03 1000
Food produsts, beverages and tobaceo| 415416 | 405 | 135 | 260 23 24 47 42 17 17 05 04 1000
Testles, textile products, leather and footwear| 417419| 655 | 161 | 65 07 53 19 08 17 08 05 01 1000
Wood, pulp, paper, paper products, printing and publishmg| 420422 | 215 | 222 | 14 08 03 13 204 113 03 76 00 1000
Manofacturing, n.¢.5. and recyelng 436-437| 79,1 | 53 | 26 06 50 24 17 14 03 04 11 1000
Other transport 435 1% 1| 02 00 482 25 00 01 12 00 00 1000
TOTAL 586 | 109 | 80 52 50 45 24 23 18 07 09 1000

Source: Author’s calculations from GDFI database.
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5.3 The Labour Market Performance of DFI Firms and Domestic Firms
in Turkish Manufacturing Industry
In this section, the employment performance of DFI firms in Turkish
manufacturing industry will be analysed in comparison to the performance of
domestic firms, which is another hitherto unexplored subject in the literature.
Employment performances of DFI and domestic firms will be discussed in two sub-
sections. In 5.3.1, employment generation of DFI and domestic firms in Turkish
manufacturing industry in the 1992-2001 period will be analysed. In 5.3.2, DFI and

domestic firms will be compared in terms of labour productivity and wages.

5.3.1 Employment Generation

In 1992, the total number of workers in wage-employment in Turkish
manufacturing industry was 979,098, with domestic and DFI firms accounting for,
respectively, 90.2% and 9.8% of the total. From 1992 to 2001, a total of 116,520 new
wage-employment was generated and total wage-employment in Turkish
manufacturing industry reached 1,095,618 in 2001. In between these two years, the
composition of total employment has shifted slightly towards DFI firms®. In 2001,
while the share of domestic firms fell to 88.3%, the share of DFI firms increased to
11.7%. However, as was the case in exports, the share of DFI employment is also
sensitive to the definition of the DFI firm. While the above figures were valid under
the standard definition, when a DFI firm is defined as having foreign share above
50%, the share of DFI employment falls to 4.9% in 1992 and 6.0% in 2001.
Moreover, if a DFI firm is defined as having above 90% foreign share, DFI
employment share falls further to 1.8% in 1992 and to 4.4% in 2001.

Figure 5.2 presents the contribution to total employment generation in 1992-
2001 by firms in each foreign share category. 72.3% of new wage-employment in
1992-2001 period was generated by domestic firms (in which foreign share is less
than 10%), and 26.1% was generated by DFI firms in which foreign share is more
than or equal to 90% (90+ DFI firms). As seen in Figure 5.2, the contribution of DFI
firms having foreign share between 20% and 70% is negligible. The employment

level in DFI firms with foreign share in the range of 10-20% even decreased in this

85 At the time of writing, the SIS data set was available for 1992-2001. Although 2001 is a crisis year,
in order to utilise all available information, it was preferred not to exclude 2001 from the analysis.
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period. DFI firms having foreign share between 70-90%, on the other hand,
accounted for 4.7% of new employment generation in the 1992-2001 period.

Figure 5.3 shows the evolution of the employment level in Turkish
manufacturing industry with respect to domestic firms and DFI firms as well as total
manufacturing industry. As 90+ DFI firms accounted for 26.1% of total employment

generation in the 1992-2001 period, they were shown separately in Figure 5.3.
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Figure 5.2 Employment Generation with respect to Foreign Share: 1992-2001
Source: Author’s calculations from SIS database.
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Figure 5.3 Employment Level in Turkish Manufacturing Industry: 1992-2001

Source: Author’s calculations from SIS database.

One can identify three sub-periods as regards to the level of total employment:

1992-1994, 1994-1998 and 1998-2001. The first sub-period ends with the financial
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crisis in 1994, and the third sub-period ends with the financial crisis in 2001. The
second sub-period coincides with the growth path of Turkish economy based on
short-term capital inflows. Thus, total employment increases in the 1994-1998
period, and decreases in 1992-1994 and 1998-2001.

Average annual growth rates of total employment in these three sub-periods are
-1.6%, 5.2% and -2.3%, respectively86. One can observe from the figure that
domestic employment mimics the behaviour of total employment. The simple
correlation between total employment and employment in domestic firms is 0.995
and significant at 1%. Average annual growth figures for domestic employment are,
respectively, -1.8%, 5.3% and -2.8%, for the three sub-periods. On the other hand,
DFI employment rises continuously, especially after 1996. The growth figures for
DFI employment are, respectively, 0.6%, 4.4% and 1.4%. Moreover, there is a
continuous increase in the employment of 90+ DFI firms throughout the 1992-2001
period. The growth rates of employment in 90+ DFI firms are, respectively, 10.3%,
6.8% and 10.0%.

The increase in DFI employment is, as can be expected, highly correlated with
the increases in the number of DFI firms. While the total number of firms in the
manufacturing industry increased by 110 from 11,201 to 11,311 in the 1992-2001
period, the number of DFI firms increased by 184 from 228 to 412 and the number of
domestic firms decreased by 74 from 10,973 to 10,899. 56.0% of the increase in the
number of DFI firms was accounted for by 90+ DFI firms, as the number of 90+ DFI
firms increased by 103 from 66 to 169. While Pearson correlation coefficients
between the number of firms and employment generation are 0.870 and 0.843,
respectively, for total and domestic firms; they are 0.944 and 0.959 for DFI and 90+
DFI firms, respectively,”’. While the share of 90+ DFI firms was 28.9% in total
number of DFI firms in 1992, this share increased to 41.0% in 2001.

Table 5.10 gives the percentage distribution of DFI employment with respect to
foreign share categories in the 1992-2001 period. While DFI firms with foreign share
between 10-50% and 50-100% had equal shares in total DFI employment in 1992,
there has been a shift towards DFI firms with 50-100% foreign share during the

% As the first and third sub-periods end with crises, it is plausible that annual average growth in
employment should be negative.

87 All correlations are significant at 1% (two-tailed test).
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1993-2001 period. While the share of DFI firms with 50-100% foreign share in total
DFI employment increased from 50.0% in 1992 to 66.1% in 2001, and the share of
DFI firms with 10-50% foreign share decreased from 50.0% to 33.9%. This shift
towards DFI firms with majority foreign ownership in terms of employment is
almost totally accounted for by the increase in the share of 90+ DFI firms in total

DFI employment from 18.3% in 1992 to 37.3% in 2001.

Table 5.10 Distribution of DFI Employment in Turkish Manufacturing Industry
with respect to Foreign Share Categories: 1992-2001

FOREIGIN SHARE CATEGORY (%)

10-20 20-30 30-40 40-50 50-60 60-70 70-80 80-90 90-100 | TOTAL
1992 123 76 12.3 172 19.8 4.4 1.7 58 18.3 100.0
1993 9.é 10.2 10.2 187 215 0.9 £3 4.6 18.0 1000
1994 8.5 107 148 85 20.6 36 4.8 33 24.1 1000
1995 83 69 14.6 8.2 16.2 a1 8.4 27 267 100.0
1996 72 50 11.1 6.8 173 94 8.8 4.3 281 100.0
1997 18 7.0 112 8.0 18.6 a8 74 1.0 281 1000
1998 85 7.2 8.9 125 158 104 5.2 4.5 270 1000
1999 9.3 76 8.6 112 20.3 57 5.9 4.1 272 1000
2000 63 92 75 121 17.2 4.8 28 6.6 335 100.0
2001 63 6.0 87 130 151 39 33 6.5 373 100.0

Source: Author’s calculations from SIS database.

As seen from Figure 5.4, the majority of employment generation is accounted
by domestic firms in sector 32 (textiles and apparel). Then comes sector 38
(engineering industries) in which employment generation is accounted for by
domestic and 90+ DFI firms. In sectors 31 (food and beverages) and 36 (non-metallic
mineral products), employment generation of domestic firms 1is negative.
Employment generation in sector 35 (chemicals) is positive for domestic firms, 90+
DFI firms and DFI firms with foreign share between 80-90% and 20-30%. It should
be noted that 4 for 90+ DFI firms employment generation is positive for all sectors

(Figure 5.4).
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Figure 5.4 Sectoral Employment Generation with respect to Foreign Share
Categories: 1992-2001

Source: Author’s calculations from SIS database.

5.3.2 Labour Productivity

In this section, the level of and changes in labour productivity and wages in
Turkish manufacturing industry in the 1992-2001 period are discussed with respect
to different foreign share categories. Hourly labour productivity is defined as value
added per man-hour worked. Value added is measured at 1994 prices, deflated by the
Wholesale Price Index (WPI). As seen from Table 5.11 below, hourly labour
productivity in domestic firms is exclusively below manufacturing industry average
in the 1992-2001 period. Especially after 1994, DFI firms in all foreign share
categories have higher hourly labour productivity levels than domestic firms.
Moreover, Spearman rank correlation between foreign share and hourly labour
productivity is significantly positive in the 1994-2001 period (Table 5.12). That is, in
the 1994-2001 period, hourly labour productivity rises as foreign share rises in DFI
firms.

Constructing an index of (hourly) labour productivity (1992=100), it is
observed that, in all foreign share categories but 60-90%, the level of labour
productivity falls during 1992-2001 period (Table 5.13). Average annual growth in
hourly labour productivity in domestic firms and total manufacturing industry is
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positive during 1992-1994 and negative during 1994-1998 and 1998-2001. As
regards to DFI firms, however, the result is mixed. While the trend is similar for
those DFI firms with foreign share between 10-20% and 30-70% (ie. positive during
1992-1994 and negative during 1994-2001), it is exclusively negative for those DFI
firms with foreign share between 20-30% and 90-100%. On the other hand, for DFI
firms with foreign share 70-80%, it is positive during 1992-1994 and 1998-2001. For
DFI firms with foreign share between 80-90%, it is positive during 1992-1994 and
1994-1998. It should be noted that, none of the DFI firms in any foreign share
category has exclusively positive annual average growth in labour productivity

during the three sub-periods in the 1992-2001 period (Table 5.13).

Table 5.11 Hourly Labour Productivity with respect to Foreign Share
Categories: 1992-2001

Foreign Share Category (%)| 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
0-10 0,45 0,50 048 0,45 041 0,45 0,45 0,46 0,41 0,34
10-20 0,67 1,18 0,75 0,80 0,68 0,62 0,67 0,36 0,43 0,41
20-30 0,75 0,34 072 0,76 045 0,54 0,63 0,78 0,60 0,51
30-40 1,09 1,37 1,27 1,22 1,08 0,98 0,56 0,57 0,60 0,44
40-50 0,92 1,08 1,15 0,78 1,28 1,36 1,35 1,25 1,36 0,64
50-60 1,20 1,77 1,53 1,73 1,37 1,54 1,17 1,21 1,24 0,77
60-70 0,62 0,79 131 1,09 1,21 0,96 1,00 1,18 1,17 0,97
70-80 1,07 1,38 1,61 2,16 1,70 1,29 1,50 1,11 4,99 2,32
50-90 0,70 0,80 077 0,52 1,28 570 1,14 1,61 1,20 1,03
90-100 1,95 2,54 1,83 2,02 1,59 1,87 1,56 1,25 1,58 1,12
TOTAL ACTURING 0,50 0,59 055 0,54 0,49 0,52 0,51 0,53 0,50 0,40

Source: Author’s calculations from SIS database.

Table 5.12 Spearman’s Rank Correlation between Foreign Share and Hourly

Labour Productivity
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Correlation Coefficient 0,503 0418 | 0782%*| 0.733% [ DB81%*| 0.842%* | 0 BO6** | (.855%* | [ 827%* | 0 952%*
Sig. (2-tailed) 0,138 0,229 0,008 0,016 0,001 0,002 0,005 0,002 0,003 0,000
Nnumber of Ohservations 10 10 10 10 10 10 10 10 10 10
Notes:

** Correlation is significant at 1% level (2-tailed test).
* Correlation is significant at 5% level (2-tailed test).
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Table 5.13 Labour Productivity Index and Average Annual Growth in Labour
Productivity: 1992-2001

ANNUAL AVERAGE GROWTH IV
Foreign Share Category (%) HOURLY LABOUR PRODUCTIVITY INDEX (1992=100) HOURLY LABOUR
PRODUCTIVITY (%)
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 [[1992-1994| 1994-1998 | 1998-2001
0-10 100 111 107 101 93 m 100 102 92 75 23 -1.4 -6.8
10-20 100 178 113 120 102 93 101 54 64 62 4.0 =21 -11.5
20-30 100 112 96 102 &0 7z 34 104 a1 68 -l.2 -2.6 -5l
30-40 100 126 117 113 100 9 52 53 55 40 55 -15.1 -6.1
40-50 100 118 126 a5 135 148 148 137 148 70 78 33 -17.1
50-60 100 143 128 145 115 129 g7 101 104 65 85 =53 -9.7
60-70 100 128 211 175 195 155 161 181 188 156 282 =33 -07
70-80 100 128 151 202 159 121 140 104 468 217 147 -1.4 11.5
530-90 100 114 110 132 184 17 163 231 172 147 3z 3z -25
90-100 100 130 94 104 102 96 80 100 a1 57 -2.1 =32 -8.1
mACTURING 100 117 110 107 98 104 101 106 99 9 33 -1.7 -6.0

Source: Author’s calculations from SIS database.

Regarding sectoral labour productivity, one observes that DFI firms have
higher productivity levels than their domestic counterparts also at the sectoral level,
but the magnitude of difference between domestic and DFI productivity levels differ
with respect to sectors and the definition of DFI (see Table 5.14 below). Labour
productivity is highest in chemicals sector (35) for both domestic and DFI firms, and
it increases as foreign share increase in this sector. Moreover, the difference between
the levels of labour productivity in domestic and DFI firms is also highest in this
sector, at least during the 1992-1999 period. On the other hand, in textiles (32) for
example, labour productivity levels for different definitions of DFI firm are very
close to each other and to domestic firms. One interesting point to note is that,
although DFI firms have higher productivity levels when DFI is defined as foreign
share exceeding 10% or 50%, productivity level decreases for DFI firms having more
than 90% foreign share. These DFI firms in the textiles sector have even lower
productivity levels then their domestic counterparts. In engineering industries (38),
DFI firms with more than 90% foreign share have exclusively lower labour
productivity levels than DFI firms with foreign share more than 10% or more than
50% during 1992-2001. This is also the case in food, beverages and tobacco industry
(31) in most of the years during 1992-2001. In other words, it seems that increase in
the foreign share does not always and in every sector guarantee an increase in labour

productivity.
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Table 5.14 Sectoral Labour Productivity in Ownership Categories

SECTORS
Crwnership Category 31 32 3s 36 38
1992 Domestic 0,5 0,2 1.4 0,4 0,4
More than 10%% foreign share 1,0 03 53 0,6 07
More than 50% foreign share 1.2 03 5.6 0,6 0,8
More than 90%% foreign share 1.3 0,1 5,8 n.a. 0,6
1993 Domestic 0,5 0,z 1.6 0,5 0,4
More than 10%% foreign share 14 0.5 R 1.6 1.1
More than 50%b foreign share 1.8 07 4.3 1.6 1.3
More than 90%% foreign share 1.7 0.2 77 1.9 0%
1994 Domestic 0.4 03 1.6 0,6 0.4
MMore than 10%% foreign share 1.2 0.5 3.5 1.0 1.0
MMore than 50%% foreign share 1.6 0.6 3.9 1.0 1.1
MMore than 90%% foreign share 1.5 0,1 9.6 1.1 0,8
1995 Domestic 0.4 0.2 1.5 0.6 0.4
More than 10%% foreign share 1.7 03 4.2 1.3 0%
More than 50%% foreign share 2.2 03 4.5 1.3 1.1
More than 90%% foreign share 14 0.2 7.3 14 0.8
1996 Domestic 0.4 0.2 1,3 0.6 0.4
More than 10%b foreign share 1.1 03 3.5 0.9 1.0
More than 50%b foreign share 14 03 3.8 0.9 1.1
More than 90%% foreign share 1.2 0.2 7.0 n.a 1.0
1997 Domestic 0.4 0,2 1,5 0,5 0.4
More than 10%% foreign share 1.2 03 3.3 1.5 1.2
More than 50%b foreign share 1.6 0.4 27 1.5 1.4
More than 90%% foreign share 1.3 0,1 6.4 2.0 1.0
1998 Domestic 0,4 0,2 1,7 0,5 0,4
More than 10%% foreign share 1.2 0= 2.7 1.2 1.0
More than 50%b foreign share 1.6 0.3 =0 1.3 1.1
More than 90%% foreign share 1.7 0.2 5,0 1.3 0.9
1999 Domestic 0.5 0z 1.5 0,5 0.4
More than 10%% foreign share 1.2 0.3 =2 1.3 1.0
More than 50%% foreign share 1.5 0.3 R 1.3 1.1
More than 90%% foreign share 1.4 0.3 &0 2,6 0.6
2000 Domestic 05 0.z 1.2 0.5 0.4
More than 10%% foreign share 0.8 04 2,1 1.2 1.2
More than 50%% foreign share 1.2 03 2,3 1.2 1.2
More than 90%% foreign share 1.2 0.2 26 1.7 1.1
2001 Domestic 0.4 0.z 09 0.4 0z
More than 10%% foreign share 1.2 04 1.2 1.2 0.8
More than 50%% foreign share 2.1 0.5 1.4 09 09
More than 90%% foreign share 1.4 0.2 1.7 1.1 07

Source: Author’s calculations from SIS database.
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5.3.3 Wages

As in the case of labour productivity, hourly real wages88 are also higher in
DFI firms. As shown in Table 5.15, Spearman rank correlation between foreign share
and hourly real wages is significant at 5% for most of the years in the 1992-2001

period.

Table 5.15 Spearman’s Rank Correlation between Foreign Share and Hourly

Wages
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Correlation Coefficient 0,512 | 0.634* | 0,584 | 0.701* | 0.646* | 0.738% | 0.681% | 0.659% | 0.681% | 0.744*
Sig. (2-tailed) 0,130 0,049 0,077 0,024 0,043 0,015 0,030 0,024 0,030 0,014
HNnumber of Observations 10 10 10 10 10 10 10 10 10 10

Note: * Correlation is significant at 5% level (2-tailed test).

Regarding total wage earnings, it is observed in Figure 5.5 below that annual
average increase in total wage earnings tends to be higher, the higher the foreign
share in DFI firms. In particular for +90 DFI firms, average annual change in total
wage earnings is positive for all sectors under consideration for the 1992-2001
period. On the other hand, it is negative in all sectors for domestic firms as well as
for total manufacturing industry.

One can decompose the change in wage earnings into employment effect and
wage effect. That is, total wage earnings in an industry may decrease due to the
decrease in employment, due to the decrease in wages, or both. When this
decomposition formula® is applied to Turkish manufacturing industry for the 1992-
2001 period, for domestic firms and total manufacturing industry, wage effect
dominates the employment effect and pulls down wage earnings in the 1992-2001
period. In other words, although employment increased in domestic firms and in total

manufacturing industry in the 1992-2001 period, wages decreased so much that total

% Hourly real wages are calculated by deflating nominal wages by the Consumer Price Index
(1994=100).

% Total wage earnings are decomposed according to the following formula: AWE = E, (W, — W,) +
W, (E; — Ey), where AWE is the change in wage earnings, E; and W; are employment and wage levels
in year i (i =0 for the initial year of the period, and i = 1 for the final year of the period).
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wage earnings have also come down. On the other hand, for DFI firms having
foreign share above 60%, employment effect dominates the wage effect, and total
wage earnings rise in the 1992-2001 period. That is to say, although wages also
decreased in DFI firms, they did not decrease as much as that in domestic firms, and
the increase in employment of DFI firms, which was lower than employment

increase in domestic firms, nevertheless pulled up the wage earnings in DFI firms.
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Figure 5.5 Average Annual Change in Wage Earnings with respect to Foreign
Share Categories: 1992-2001

Source: Author’s calculations from SIS database.

In Figure 5.6, hourly productivity and real wage indexes are presented with
respect to domestic and DFI firms as well as total manufacturing industry. Indexes
for +90 DFI firms and +50 DFI firms are also presented in separate panels in Figure
5.6. In both domestic and DFI firms, both indexes fell from 1992 to 2001. Only in
50+ DFI firms, labour productivity index was higher in 2001 than its 1992 level.
Although real wage index was lower in 2001 than its 1992 level in both domestic and
DFI firms, the decrease was less in DFI firms. While real wage index fell from 100
in 1992 to 50 in 2001 for domestic firms, it decreased to 57 for DFI firms (as defined
by foreign share more than or equal to 10%), to 59 for 50+ DFI firms and to 60 for
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90+ DFI firms. For 90+ firms, in particular, real wage index was above the labour
productivity index in 2001. Moreover, the difference between labour productivity
index and real wage index was smallest in 90+ DFI firms during the 1992-2001
period.

It was also the case that the average share of wages in value added was
smallest in 90+ DFI firms in the 1992-2001 period. As Alfaro and Rodriguez-Clare
(2004:116) note, if DFI firms that have higher productivity levels pay wages at
market levels, the majority share of value added will be captured by DFI firms
themselves, and national welfare will not be improved much. On the other hand, if
they pay higher-than-average wages, some of their higher productivity will be shared
by nationals, and this will contribute to national welfare. Although DFI firms pay
higher wages than their domestic counterparts in Turkish manufacturing industry, the
share of wage payments in value added is lower in DFI firms than their domestic
counterparts. The average wage share in value added during 1992-2001 was 19.6%
for domestic firms and 18.0% for DFI firms with foreign share exceeding 10%. The
share of wage payments in value added decreased further in DFI firms with foreign
share exceeding 90%. The average share of wage payments in value added for these
DFI firms was only 11.5%. In other words, although DFI firms paid higher wages
than their domestic counterparts in Turkish manufacturing industry, their
contribution to national welfare was less than expected given their relatively higher

productivity levels.
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Figure 5.6 Hourly Labour Productivity and Real Wage indexes in Turkish
Manufacturing Industry: 1992-2001

Source: Author’s calculations from SIS Database.

5.4 Conclusion
In this chapter, export and employment structures of DFI and domestic firms in
Turkish economy were analysed. On average, DFI firms account for one-fifth of

Turkish exports. Actually, the bulk of DFI exports are accounted for by the largest
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DFI firms in Turkey, that is by DFI firms among the largest 500 industrial firms in
Turkey. In other words, about 75% of DFI firms operating in Turkish manufacturing
industry are producing mainly for the domestic market.

The export performance of DFI firms is very sensitive to how a DFI firm is
defined. When the definition of a DFI firm changes from any positive foreign share
to majority foreign share the contribution of DFI firms to total exports decreases by
more than 50%. That is, GDFI database actually overestimates the contribution of
DFI firms to Turkish exports. Moreover, export orientation of DFI firms is also
sensitive to the definition of DFI. In the 500 largest industrial firms of Turkey, while
the number of export oriented firms among those DFI firms with foreign share less
than 50% is higher than the number of export oriented firms among domestic firms,
there is a tendency for the number of export oriented firms to decrease as foreign
share increases.

As far as the regional distribution of exports is concerned, there is a significant
positive correlation between DFI and domestic exports. That is, the largest share of
both domestic and DFI exports is directed to EU-15 and Central and Eastern
European countries, and West Asia. Contrary to the expectations that DFI firms will
use Turkey as a jump base for their exports to Turkic Republics of Central Asia,
Central Asian countries have very low shares in DFI exports.

Although manufacturing exports account for the largest share in both domestic
and DFI exports, there are significant differences for individual manufacturing
industries. While textiles and clothing, iron and steel, non-metallic mineral products,
manufactures of metals, office machines and telecommunications equipment, and
other consumer goods have higher shares in domestic exports; automotive products
and other transport equipment, electrical machinery and apparatus, and chemicals
have higher shares in DFI exports. In particular, DFI exports of automotive products
and other transport equipment revealed a sharp rise in the 1996-2002 period, thanks
to the policies that encouraged DFI in this sector in the early 1990s. The share of DFI
exports in total exports of this sector increased from 13.9% in 1996-1998 to 40.0% in
2000-2002. However, one should mention that the structure of both DFI and
domestic exports in Turkish manufacturing industry was quite rigid during the 1996-

2002 period. That is, one cannot observe a structural change in the export behaviour
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of DFI firms. DFI firms were increasing their share in total exports in those sectors
where they have already had a significant share at the beginning of the period.

It is also the case that the most dynamic DFI exports in Turkish manufacturing
industry are far from being in line with the most dynamic export products in world
trade. The categories in Turkish DFI exports that come closest to the most dynamic
products in world exports are articles of materials in fruit and fruit preparations (rank
8™ in world exports but 69" in DFI exports), electrical machinery and apparatus
(rank 20™ in world exports but 72" in DFI exports), and thermionic, cold and photo-
cathode valves, tubes and parts (rank 1* in world exports but 90™ in DFI exports).
Moreover, only three products among the most dynamic 20 products in Turkish DFI
exports can enter the list of the most dynamic 100 products in world exports. These
products are television receivers, carboxylic acids and their anhydrides, halides and
derivatives, and motorcycles, motor scooters and invalid carriages.

In terms of broad economic categories, while domestic exports are more
focused on consumption goods, the share of intermediate and capital goods exports
are higher in DFI exports. Moreover, DFI exports demonstrated a structural shift
from consumption goods towards intermediate and capital goods with the help of the
increase in the exports of automotive industry. However, domestic exports were
rooted in consumption and intermediate goods and this structure did not change
much during the 1996-2002 period. There were no spillovers from DFI exports to
domestic exports, in terms of a switch to higher value added exports during the 1996-
2002 period. However, this argument depends on how a DFI firm is defined. Since
the DFI export figures from GDFI database include all firms with any positive
foreign share, they also include domestic firms if a DFI firm is re-defined as having
more than 10% or even more than 50% foreign share. Then, one can perhaps talk
about a structural shift also in domestic exports.

Although the bulk of domestic exports came from medium-low and low
technology exports, and the bulk of DFI exports came from medium-high technology
exports, a shift in domestic exports through the upper levels of the technology ladder
during 1996-2002 is observed. That is the share of low-technology domestic exports

decreased and the share of medium-high and high technology domestic exports
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increased during this period. It is even the case that the share of high technology
exports in domestic exports was higher than that in DFI exports.

While the prime destination of DFI exports was EU-15 countries, the ranking
of the other regions changed for different technology categories. Central Asia was
the second prime destination for high-technology exports due to exports of radio,
television, and communications equipment; Central and Eastern European was the
second prime destination for medium-high technology exports due to exports of
chemicals; South, East and South-East Asia was the second prime destination for
medium-low technology exports due to exports of basic metals; and Central and
Eastern Europe and West Asia were the second and third prime destinations for low-
technology exports.

As compared to exports, the contribution of DFI firms to total employment in
Turkish manufacturing industry was even lower. The average contribution of DFI
employment in manufacturing employment was only 9.7% in the 1992-2001 period.
Moreover, employment performance of DFI firms was also sensitive to the definition
of DFI as was the case in exports. When a DFI firm is defined as having foreign
share above 50%, the share of DFI employment falls to 4.9% in 1992 and 6.0% in
2001. And if a DFI firm is defined as having above 90% foreign share, DFI
employment share falls further to 1.8% in 1992 and to 4.4% in 2001.

Although DFI firms accounted for very low levels of total employment during
1992-2001, they accounted for a significant share in employment generation from
1992 to 2001. Slightly more than a quarter of employment generation during 1992-
2001 was accounted for by DFI firms having more than 90% foreign share. The
contribution of employment generation of those DFI firms with foreign share
between 20% and 70% was, on the other hand, negligible. This significantly high
share of DFI firms with more than 90% foreign share in employment generation was
due to the increase in the number of firms in this category during the same period.
Because of this high contribution to employment generation, by 2001, DFI firms
with more than 90% foreign share accounted for 37.3% of DFI employment in
Turkish manufacturing industry. Moreover, DFI firms with more than 90% foreign
share generated employment in all sectors in the 1992-2002 period, with engineering

industries (ISIC 38) having the highest share.
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Labour productivity and wages were also higher in DFI firms than in domestic
firms, and labour productivity and wages rise as foreign share rises. However, DFI
firms were also affected from the cyclical changes in the Turkish economy, in 2001
labour productivity and wages in DFI firms were below their 1992 levels, as in the
case in domestic firms. On the other hand, the decrease in labour productivity and
wages in DFI firms was lower than that in domestic firms. It should also be noted
that, while employment generation was highest in DFI firms with more than 90%
foreign share, the share of wages in value added was lowest in these very firms.
Moreover, this share was exclusively lowest during the 1992-2001 period, and it was
lower than that in domestic firms and that of the manufacturing industry average. In
other words, for DFI firms having more than or equal to 90% foreign share, the

contribution to national welfare was significantly less than it could have been.
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CHAPTER 6

ANALYSIS OF THE SURVEY RESULTS

6.1 Introduction

This chapter is devoted to the analysis of the results of the surveys that have
been implemented to DFI and domestic firms in Turkish manufacturing industry. As
it has been done throughout this study, the problem of DFI is tackled in conjunction
with the general investment performance of Turkish manufacturing industry. Thus,
the performance and behaviour of DFI and domestic firms are evaluated in relation to
each other.

There are four main objectives in implementing the surveys. The first one is to
analyse the motivation of DFI firms in investing in Turkish manufacturing industry.
Symmetrically, the motivation of Turkish domestic firms in investing abroad will
also be analysed. Secondly, a qualitative analysis of the contribution of foreign
mergers and acquisitions (M&A’s) in Turkish manufacturing industry will be made.
That is, it will be analysed whether DFI firms bring about any changes in domestic
firms after they merge or acquire, in order to see whether these M&A’s contribute to
the efficiency of the existing firms through the implementation of better managerial
and organisational techniques. Thirdly, the M&A’s and DFI in general will be
analysed from the point of view of domestic firms. That is, on the one hand, light
will be shed on the reasons behind domestic firms’ decisions to sell all or some part
of their shares to foreign firms. On the other hand, the effects of the operations of
DFI firms on domestic firms operating in the same industry will be analysed.
Moreover, it will be analysed whether there are, if any, innovations that domestic
firms implement by observing the operations of DFI firms in their industry. Fourthly,
DFI and domestic firms will be compared and contrasted in terms of their evaluations
of Turkish investment climate, employment performance, technology acquisition,

exports, imports, and their responses to the establishment of customs union between

179



Turkey and the European Union (EU), and the financial crises Turkey has
experienced during the past ten years or so.

The organisation of this chapter is as follows: The structure, design and
implementation of the survey will be discussed in Section 2. Section 3 will be about
the distribution of the respondents with respect to sub-sectors of the manufacturing
industry, year of establishment and the home country distribution of DFI respondents
and type of their initial investments. In Section 4, the expectations of DFI firms in
investing in Turkish manufacturing industry will be discussed and compared with the
expectations of domestic firms in investing abroad. Section 5 will discuss M&A’s
from the point of view of DFI and domestic firms as well as the effects of DFI on
domestic firms. In Section 6, DFI and domestic firms will be compared and
contrasted in terms of their evaluation of investment climate, employment,
technology, exports and imports, and their responses to crises. Section 7 will

conclude this chapter.

6.2 Survey Design

Two surveys have been prepared, one for DFI firms and one for domestic firms
operating in Turkish manufacturing industry. The survey for DFI firms included 42
questions in 9 parts, and the survey for domestic firms included 46 questions in 10
parts. There were questions that were common to both surveys as well as questions
designed for DFI and domestic firms separately. The common questions were on
general information about the firm, investment motivations, investment climate,
production, employment, technology, foreign trade and crises. The survey for DFI
firms included questions on the structure of foreign shares, number of foreigners in
the board of directors, type of investment, additional investments after the initial
investment and the changes made in domestic firms if the investment is in the form
of merger or acquisition. The survey for domestic firms included questions on the
effects of DFI on domestic firms, the conditions that domestic firms seek before they
merge with or sell their firms to foreign investors, and the motivations to invest
abroad. Most of the questions were structured as closed-end with an open-ended

option at the end of each question.
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The surveys were first implemented to two DFI and two domestic firms as a
pilot study in order to make a pre-test of the surveys. Adjustments were made in the
ordering and wording of questions after these pre-test implementations in order to
further clarify the questions and to increase the response rate to the surveys.

As the second step in the implementation of the surveys, the questionnaires
were transferred to a web page hosted by the Middle East Technical University. The
web page had an introductory page including the links to DFI and domestic firm
questionnaires. A link to an English introductory page and to the English version of
DFI questionnaire from thereof was also available. After filling in the surveys, the
respondents were expected to click the submit button at the end of the web page, and
the results were e-mailed to the e-mail address of the author. The respondents
received a thank you page indicating that their answers were e-mailed after they click
the submit button. Automatic thank you e-mail was also sent to the mail address of
the respondents. Introductory pages are given in Appendix B.

Cover letters to DFI and domestic firms have been sent through e-mail™. The
e-mail addresses of 458 DFI firms operating in Turkish manufacturing industry were
obtained from the Central Bank of Turkey. These 458 manufacturing DFI firms were
already including the largest DFI firms operating in Turkish manufacturing industry
as listed in the first largest 500 industrial firms of Turkey by the Istanbul Chamber of
Industry (ICI). The e-mail addresses of domestic firms were obtained from the first
largest 500 and second largest 500 industrial firm lists of ICI. 545 valid e-mail
addresses pertaining to domestic manufacturing firms were obtained from the ICI
database. To each of these 458 DFI firms and 545 domestic firms, cover letters have
been sent by e-mail 4 times consecutively at different time periods between February
2005-April 2005. 80 responses from DFI firms and 60 responses from domestic firms
have been obtained. The response rates for DFI and domestic firms are, respectively,

17.5% and 11.0%.

6.3 Description of the Respondents
Both DFI and domestic respondents are concentrated in the Marmara region.

The shares of DFI and domestic respondents from this region are, respectively,

% A sample of the cover letter is given in Appendix C.
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72.5% and 53.3%. While 20% of DFI respondents are from the Agean region, and
the remaining 7.5% are from the Mediterranean and the Mid-Anatolian regions, the
remaining domestic respondents are more diversified geographically. 20% of
domestic respondents are from the Mid-Anatolian region, 11.7% of them are from
the Agean region, and 15% are from the Black Sea, Mediterranean, SouthEast and
East Anatolian regions.

While 30% of DFI respondent firms were established before 1980, this ratio
increased to 54.2% for domestic respondent firms. The percentages of DFI firms
established in the 1980-89 and 1990-99 periods were, respectively, 25% and 40%.
On the other hand, 22.0% of domestic respondent firms were established in the 1980-
89 period, and 16.9% of them were established in the 1990-99 period. The
percentages of DFI and domestic firm respondents established after 2000 were 5.0%
and 6.8%, respectively.

Defining the firm size in terms of the level of employment, domestic
respondents turned out to be larger than DFI respondents. While 50.0% of domestic
respondents employed between 250 and 1000 employees, this ratio decreased to
31.6% for DFI firms. The percentage of domestic respondents that employed less
than 250 employees was 38.3%, and this ratio increased to 55.7% for DFI
respondents. The percentage of DFI and domestic respondents that employed more
than 1000 employees are 12.7% and 11.7%, respectively.

55.3% of DFI respondents and 40.5% of domestic respondents turned out to be
export oriented, with export orientation defined as the ratio of exports in total sales
exceeding 25%. When export orientation is re-defined as the share of exports in total
sales exceeding 50%, 25.0% of DFI respondents and 25.7% of domestic respondents
turned out to be export-oriented.

Table 6.1 gives the distribution of DFI and domestic respondents by
manufacturing activity. As was the case in the sectoral distribution of DFI firms in
Turkey by manufacturing activity as of June 30, 2003 (See Table IV.1 in Chapter
IV), the largest number of DFI firms are in chemicals, transport equipment, electrical
machinery, food and textiles. Spearman’s rank correlation between the sectoral
distribution of DFI respondents and that of DFI firms in Turkish manufacturing

industry as of June 2003 equals 68.5% and is significant at 1% (two-tailed test). On
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the other hand, Spearman’s rank correlation between the sectoral distribution of
domestic respondents and the sectoral distribution of domestic manufacturing firms
in 500 largest firms of Turkey in 2002 is 83.4% . That is, the sectoral distribution of
the respondents to the surveys fairly represent the sectoral distribution of DFI and
domestic firms operating in Turkish manufacturing industry as far as the population

of the study is concerned.

Table 6.1 The Number of Respondents by Manufacturing Activity

Frequency %%
ISIC Code Manufacturing Activity DFI Domestic DFI |Domestic
311-312 Food Manufactunng 7 7 8,8 11,7
313 Beverage Industries 2 1 2,5 17
314 Tobacco Products 1 - 1,3 -
321-322 Teztles and Wearmng Apparel ] 11 10,0 18,3
331 Forestry Products 1 2 1,2 3.3
332 Furnitures - 1 - 1.7
341 Paper 7 4 2.8 67
351-352 Chemicals 18 4 22,5 6,7
353-354 Other Petroleum and Coal Products 1 - 13 -
361 Cerarnics, Clay and Cement Products 1 - 1,3 -
369 Other Mon-Idetalic hinerals 1 5 1,3 2.3
371 Tron and Steel 2 4 2,5 6,7
EX) Mon-Ferrous hdetals 1 - 13 -
381 Fabricated hietal Products 2 1 2.5 17
382 MNon Electrical Machmery 1 4 1,3 6.7
383 Electrical Machinery 8 5 10,0 8.3
384 Transport Bquipment 17 11 21,3 18,3
390 Other Manufactunng Industries 2 - 2,5 -
Total 20 60 100,0 100,0

Home country distribution of DFI respondents is given in Figure 6.1. 41.3% of
DFI respondents have the Netherlands and Germany as their home countries. The
USA, France, the UK and Italy follow these two countries. These six countries
account for 71.3% of DFI respondents. Home country distribution of DFI
respondents fairly represents the home country distribution of DFI firms operating in
Turkish manufacturing industry as of June 2003. The Netherlands and Germany
account for 41.2% of total DFI firms operating in Turkish manufacturing industry,
while the Netherlands, Germany, the USA, France, the UK and Italy together

account for 76.8% of total DFI firms operating in Turkish manufacturing industry as

! Two-tailed test is significant at 1%.
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of June 2003. Spearman’s rank correlation between home country distribution of DFI
respondents and home country distribution of DFI firms operating in Turkish
manufacturing industry as of June 2003 is 81.2% and is significant at 1%. In 74 of 80
DFI respondents, foreign partner is from one country only, in 6 of the respondents,

foreign partners are from two different countries.

20

18
18

16 171 15

14 -l

12 -l

10 |-

Number of Firms, %

0
AR N & & &S T &
5 T Ty SIS «f*&f’ “’oé;ws‘s’\ &

< S
& <%
é*y j éﬁb & F

Figure 6.1 Home Country Distribution of DFI Respondents (%)

Table 6.2 gives the distribution of DFI respondents with respect to foreign
share categories. Only one DFI respondent has a foreign share that equals 10%, and
40.5% of DFI respondents are 100% foreign. 79.7% of DFI respondents have 50% or
more foreign shares. That is, most of the DFI respondents have majority foreign
shares. When the distribution of DFI respondents and the distribution of DFI firms
operating in Turkish manufacturing industry in 2001°* are compared with respect to
foreign share categories, it is found that Spearman’s rank correlation equals 91.6%
and is significant at 1%. Thus, the representativeness of DFI firms in terms of foreign
share categories is also fairly high.

The average number of foreigners in the board of directors of DFI respondents
is 2.7. Three of the respondents did not give information on the number of foreigners
in the board of directors, and 4 of them mentioned that they do not have any foreign

directors in their board of directors. 10 of the remaining 73 respondents have 1

22001 is the last available year in SIS database for the distribution of DFI firms operating in Turkish
manufacturing industry with respect to foreign share categories.
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foreign member in their board, and the rest have at least two foreigners in their board
of directors. The number of foreign members in the board of directors ranges from 1

to 9.

Table 6.2 Distribution of DFI Respondents by Foreign Share

Foreign Share (%) HNumber of Firms %o
10 1 1,3
10-20 E 3.8
20-30 3 3.8
30-40 4 3,1
40-50 5 6,3
50-60 15 150
60-70 2 2,5
70-80 - -
80-90 2 2,5
90-100 12 15,2
100 32 40,5
Total 79 100,0
Missing 1

Table 6.3 gives the number of firms classified with respect to the year of
establishment of DFI respondents and the type of initial investment they have made.
12.5% of DFI respondents (10 firms) were established before 1980. More than half
of the DFI respondents (66.3%) were established in the 1980-93 and 1996-2000
periods. 21.3% were established in the post-crises adjustment periods of 1994-95 and
2001-2003.

Regarding initial investment types of DFI respondents, it is observed that while
55.6% of DFI respondents that were established before 1980 and 44.4% of those
established during 1980-89 involved greenfield investment, this ratio fell down
gradually in the post-1989 period to 21.2% in 1990-93 and to 28.6% in 1996-2000. It
fell down further in the post-crises adjustment periods to 11.1% in 1994-1995 and to
12.5% in 2001-2003. On the other hand, while only 22.2% of the DFI respondents
established before 1980 reported that their initial investment was an M&A, this ratio
increased gradually in the post-1980 period to 44.4% in 1980-89, 42.9% in 1990-93
and 38.1% in 1996-2000. It is interesting to note that, the ratio of mergers and

acquisitions jumped in the crisis and post-crisis adjustment periods of 1994-1995 and
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2001-2003, to 55.6% and 87.5%, respectively. The share of joint ventures as an
initial DFI type also increased during the 1990-2000 period.

Table 6.3 Initial Investment Types of DFI Respondents with respect to

Years of Establishment

Panel A. Number of Firms

Initial Investment Type pre-1980 1980-89 1990-1993 1994-1995 1996-2000 2001-2003
Greenfield 5 3 3 1 £ 1
Acquisition ol 2 1 4 3
Merger 2 & & 4 4 4
Joint Venture 2 2 ] 3 7

Total 9 18 14 9 21 8
Total (%)* 114 22,8 17,7 114 26,6 10,1
Panel B. Percentage Distribution of Initial Investment Types

Greenfield 55,6 44.4 214 11,1 286 12,5
M&EA 22,2 44.4 42,9 55,6 381 87,5
Joint Venture 222 11,1 357 333 333

Total 100,0 100,0 100,0 100,0 100,0 100,0

6.4 Investment Motivations for Inward and Outward DFI

6.4.1 Investment Motivations for Inward DFI

Figure 6.2 presents the motivations of DFI respondents in investing in Turkey.
60.8% of the respondents reported that they invested in Turkey because of lower
labour costs. This outcome is in compliance with the result that was reached in
Chapter 3%, where it has been shown that hourly labour costs in Turkey, even
adjusted for productivity, is fairly below the average of hourly labour costs in the
sample of developing countries selected as high DFI performers. Thus, low labour
costs in Turkey turn out to be the most important motivation factor for DFI firms.
The next motivation factor for DFI firms to invest in Turkish manufacturing industry
is the high growth potential of the Turkish economy and increasing demand for the
products of DFI firms, with an equal response rate (60.8%). To use Turkey as a jump
base to export to third countries emerge as the third important motivation factor for
DFI firms to invest in Turkey with a response rate of 48.1%. Taking these last two

market-related factors together, it is apparent that the large Turkish domestic market

% See Table3.7.
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and access to the markets of neighbouring countries turn out to be important
motivation factors for market-seeking DFI.

These three motivational factors in attracting DFI in Turkey are followed by
three ownership advantages of DFI firms. In other words, DFI respondents report
that they invest in Turkey because they have product, technology or process variety,
which do not exist in Turkey. The response rates for these three ownership
advantages are, respectively, 40.5%, 31.6%, and 24.1%. The remaining four
motivation factors for DFI firms in investing in Turkey are the availability of low
raw material costs (17.7%), tariff-jumping (17.7%), low transportation and
communication costs (12.7%) and low energy costs (10.1%).

To recapitulate, one can argue that DFI firms invest in Turkey primarily to take
advantage of low labour costs in the availability of a large domestic market as well as
to use Turkey as a jump-base for their exports. Then come their ownership
advantages as pertaining to product, technology, and process variety. Low-cost raw
materials, transportation, communication and energy costs, and tariff jumping turn

out to be less important factors for DFI firms to invest in Turkey.
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Figure 6.2 Motivations of DFI Firms in Investing in Turkey (%)
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The ordering of motivations to invest does not change much due to the type of
initial investment. Table 6.4 presents the response rates of investment motivations
classified according to initial type of investments: Greenfield, joint venture and
mergers and acquisitions (M&A). It is observed that the first three motivational
factors, viz. low labour costs, high growth potential and to use Turkey as a bridge for
exports, are relevant for all three-types of initial investment. In other words,
regardless of the DFI firm being established as a greenfield investment, joint venture
or through M&A, motivation of the DFI firms were fairly similar, except for slight
differences in response rates. For example 75.0% of DFI firms established as
greenfield investment responded that low labour costs in Turkey was the primary
factor to invest in Turkey. However, this rate decreases to 55.6% if the firm was
established as an M&A and to 52.6% if it was established as a joint venture. For
those DFI firms established either as a joint venture or an M&A, high growth
potential of Turkey and increasing demand for their products seem to be a more
important factor than low labour costs in Turkey. While tariff-jumping DFI™ is not a
very important factor for joint venture and M&A investments, surprisingly, it turns

out to be the fifth important factor for greenfield investments.

Table 6.4 Motivation to Invest by Initial Investment Type

Initial Investment Type

Motivation Factor Greenfield | Joint Venture |[M&A | x2(1)
Lower labor costs in Turkey 75.0 52.6 55.6 | 2.977
High-growth potential of Turkey and increasing demand for parent firm's products 58.3 63.2 61.1 | 0.107
To use Turkey as a bridge to export to third countries 41.7 36.8 58.3 | 2.873
Parent firm owns product variety non-existing in Turkey 41.7 26.3 47.2 | 2.275
Parent firm owns a technology non-existing in Turkey 29.2 15.8 41.7 | 3.948
Parent firm owns process variety non-existing in Turkey 20.8 15.8 30.6 | 1.680
The availability of low-cost raw materials from Turkey and her neighbours 12.5 15.8 22.2 | 0.998
Tariff jumping by direct investment in Turkey rather than exporting to Turkey 333 53 13.9 | 6.397 *
Lower communication and transportation costs in Turkey 16.7 53 13.9 | 1.338
Lower energy costs in Turkey 16.7 0.0 11.1 | 3.307

Note: ***p<0.01; **p<0.05; *p<0.1

* Actually tariffs are no more important as an obstacle for international investments in a liberal
international trade environment. However, this relatively high response rate by greenfield investors is
probably due to the fact that 5 out of the 8 respondents that reported tariff-jumping DFI as a
motivational factor were established between 1980-1991, when tariff rates were relatively higher than
at present.
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The difference between the ordering of motivations is not statistically
significant for pre-1980 and post-1980 investments. There are only slight differences.
For example, while high-growth in domestic market and to use Turkey as an export
base to third countries were more important than low labour costs for those DFI
firms established before 1980, low labour costs ranked as first above these two
factors for those firms established after 1980. Moreover, availability of low cost raw
materials reported to be a more important factor for those DFI firms established after

1980 than for those established before 1980.

Table 6.5 Motivation to Invest by Year of Investment

Year of Invesimeni
Motivation Factor pre-1980 post-1980 | z2(1)
Lower labor costs in Turkey 50,0 65.5 1,674
High-growth potential of Turkey and increasing demand for parent firm's products 70,8 56,4 1,467
To use Turkey as a bridge to export to third countries 58,3 43,6 1,446
Parent firm owns product variety non-existing in Turkey 37.5 41.8 0,129
Parent firm owns a technology non-existing in Turkey 41,7 27.3 1,600
Parent firm owns process variety non-existing in Turkey 29,2 21,8 0,129
The availability of low-cost raw materials from Turkey and her neighbours 4,2 23,6 4,344 *
Tariff jumping by direct investment in Turkey rather than exporting to Turkey 12,5 20,0 0,645
Lower communication and transportation costs in Turkey 12,5 12,7 0,001
Lower energy costs in Turkey 12,5 9.1 0,213

Note: ***p<0.01; **p<0.05; *p<0.1

11 DFI respondents made also specific comments about why they have
engaged in a DFI project in Turkey. 6 of these 11 comments emphasised the high-
growth potential of Turkey and increasing demand for their products. 2 of them
reported that their parent firm has chosen to be closer to automotive producers. One
respondent reported that they have chosen to merge to a foreign firm to grow instead
of making new investments. Another respondent reported that the investment bank of
the parent firm found it profitable to invest in Turkey. Lastly, one of the respondents

reported that they acquired a domestic firm as it was an offer below its market value.

6.4.2 Investment Motivations for Qutward DFI
17 of the 60 domestic respondents, which represent 28.3% of the total, reported
that they have investments abroad. Of the 43 respondents that reported that they do

189



not have investments abroad, 13 reported that they plan to engage in outward DFI in
the near future. Table 6.6 presents the outward DFI of domestic respondents by
country and manufacturing activity. The total figure in Table 6.6 is greater than 17,
because 4 domestic respondents have DFI in more than one country. Three

respondents did not report their host countries.

Table 6.6 Outward DFI of domestic Respondents by Country and
Manufacturing Activity

Country Manufacturing Activity Number of Firms
Bulgana Tezhles (2), Wood products 3
Eussian Federation Chermicals (2), Wood Products 3
Romania Transport Equipment, Wood Products 2
The MNetherlands Mon-Metalhc Mineral Products 1
Germany Chermicals 1
Traly Wood Products 1
Spam Non-Metalic WMineral Products 1
Egypt Chemicals 1
Azerbaijan Food Manufacturing 1
Eazalchstan Food Manufacturing 1
Bosnia-Herzergovina Wood Products 1
Ulraine Electrical hMachinery 1
Argentina Food Manufacturing 1
Tunisia Chemicals 1
Trag Food Manufacturing 1

Total

o]
=

8 of the 19 outward DFI firms are in Bulgaria, Russian Federation, and
Romania. The remaining 11 outward DFI firms are distributed among 12 countries as
seen in Table 6.6 above. The majority of outward DFI is from chemicals and wood
products (5 firms each). Then comes food manufacturing with 4 firms. In textiles and
non-metallic mineral products, there are two firms; and in electrical machinery and

transport equipment, there is one firm each.
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Figure 6.3 Motivations of Domestic Firms in Investing Abroad (%)

Similar to the motivations of DFI respondents in investing in Turkey, high
growth potential of the host country and increasing demand for the firm’s products
turn out to be the most important factors for domestic firms to invest abroad. Again
similar to DFI respondents, using host country as a jump base for exports to another
country is another important motivation factor in investing abroad. However, for
domestic firms investing abroad, low labour costs in the host country rank lower in
the list of investment motivations, contrary to DFI respondents. Figure 6.3 present
the motivations of domestic firms in investing abroad.

For domestic firms, tax advantages and low energy costs are more important
factors than low labour costs to invest abroad. Given that low energy costs were not
reported as an important factor to invest in Turkey by DFI respondents, one can
argue that energy costs are in fact higher in Turkey, compared to other countries.
High profit expectations from the domestic market of the host country turn out to be
as important as low labour costs in that country. Moreover, similar to DFI
respondents, domestic firms do not see tariff jumping as an important factor to invest

abroad, which is not surprising in an era of liberal foreign trade regimes.
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6.5 Foreign Mergers and Acquisitions and the Relations between DFI
and Domestic Firms
In this section, four interrelated issues will be analysed regarding the relations
between DFI and domestic firms. The first of these issues is whether DFI firms cause
any changes in the domestic firms after mergers and acquisitions. The second one
pertains to the reasons, if any, for domestic firms to search for foreign partnerships.
Thirdly, the effects of DFI on domestic firms will be analysed. Fourthly, the question
whether domestic firms implement any innovations in their firms by observing the

operations of DFI firms in Turkey is tackled.

6.5.1 The Changes Made in Domestic Firms through Foreign Mergers

and Acquisitions

In this section, it is asked whether the merger or acquisition of a domestic firm
by a foreign investor is only a transfer of ownership or there are any changes made
by the DFI firm that merges with or acquires the domestic firm so that the domestic
firm may become more efficient. Data is not available to compare the efficiency of
the domestic firm before and after the M&A , but one can obtain some clues on this
count according to the kinds of changes made.

Figure 6.4 presents the changes made in the domestic firms after the merger or
acquisition by DFI firms, as percentages reported by DFI respondents. 48.6% of DFI
respondents that merged with or acquired a domestic firm reported that the
organisation chart of the firm was changed. One can infer from this result that, if
foreign firms have better organisational techniques than their domestic counterparts,
the organisations of domestic firms will be improved after the merger and
acquisition. However, it should be emphasised that this improvement is valid only
under the assumption that DFI firms have implemented better organisational
techniques that did not exist before in the domestic firms.

43.2% of DFI respondents reported that they replaced the existing machinery
and equipment with new ones and they employed more engineers and technical
personnel. Moreover, 37.8% reported that managers were changed, 32.4% reported
that buildings were renovated, and 18.9% reported that engineers and technical

personnel were replaced with new ones. From these results, it can be inferred that
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foreign M&A is not just a transfer of ownership from domestic to foreign investors.
It seems that measures are taken by the new foreign owners to increase the efficiency
of the existing firms by implementing better managerial and organisational
techniques, by renovating the buildings, by replacing the existing machinery and
equipment by new, perhaps better ones, and by increasing engineers and technical
personnel.

On the other hand, 16.2% of DFI respondents reported that employment was
decreased after the merger or acquisition. Then it turns out that, along with the
implementation of better managerial and organisational techniques, laying off
workers and decreasing the employment of the existing firms is another important
policy preferred by foreign investors in mergers and acquisitions. Thus, although
M&A’s may contribute to increased efficiency of the existing domestic firms, it
seems that they have negative consequences in terms of the level of employment.
13.5% of DFI respondents reported that no changes were made in the firm at all in
the existing domestic firms after the M&A. Lastly but not surprisingly, one DFI
respondent from food manufacturing reported that the firm was acquired by a DFI
firm in 2003, because it was sold below its market value. This example stands as an

anecdotal evidence of fire sale DFI at times of deep economic crisis.
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6.5.2 Domestic Firms in Search of Foreign Partnerships

It is asked to domestic firms whether they consider merging with or acquiring a
DFI firm in the near future. 25 of the 60 domestic respondents answered this question
positively. Then, further by e-mail, the reasons behind their answer that they want to
merge with or acquire a DFI firm were asked to these 25 domestic respondents. 10 of
these 25 respondents responded to e-mails. Of these 10 domestic respondents, 9
reported that they want to merge with a DFI firm in order to increase their exports by
opening up to new world markets. One respondent reported that they planned to
acquire a foreign firm in a foreign country, which is central to their export markets.
In this way, they also plan to increase their exports by opening up to new regions,
similar to the other respondents.

It turns out that domestic firms are faced with serious difficulties in competing
in world markets for exporting their products. These difficulties seem to be due to
technological insufficiencies, financial problems and the general image of Turkey in
world markets. By merging with foreign firms, which have high competence in
world markets, domestic firms expect to overcome these problems. They think that,
with foreign partners, they will have better access to credit as they will overcome the
country risk, and they will better utilise their engineers and technical personnel to
improve their technological base by complementing their resources with that of DFI
firms and increasing the scale of their R&D operations. It can be argued that the lack
of a technology and trade policy in Turkey, embedded in a broad development
strategy forces domestic firms to search for foreign partnerships in order to compete

in world markets.

6.5.3 The Effects of DFI Firms on Domestic Firms

It was asked to domestic firms how they were affected from the increase in the
number of DFI firms operating in their sectors. Figure 6.5 presents the results, as
percentages of domestic respondents. 62.7% of domestic respondents reported that
they make new technology investments as competition increases through the increase
in the number of DFI firms in their sector. 43.1% of domestic respondents reported
that their productivity increases as competition increases. 35.3% reported that their

productivity increases as they implement innovations that they observe from the
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operations of DFI firms. From these three results, it can be inferred that competition
increases in the market as the number DFI firms increase. This rise in competition
forces domestic firms to increase their productivity levels. Domestic firms prefer to
make new technology investments and implement the innovations they observe in
DFI firms to increase their productivity and be able to compete with DFI firms.
However, there are also negative effects for domestic firms of this rise in competition
among DFI and domestic firms. 31.4% of domestic firms reported that their market
share decreases as the number of DFI firms in their sector increases. That is, it seems
that at least one-third of domestic firms find it hard to compete with DFI firms.
21.6% of domestic respondents reported that, as the number of DFI firms
increases in their sector, the level of wages in their sector increases, and 17.6% of
them reported that they face difficulties in employing skilled labour. These two
results can be taken as an indicator of the fact that DFI firms are more inclined to
hire skilled labour and pay higher wages. On the other hand, employment by
domestic firms of workers, who have previous work experience in DFI firms does
not seem to be a common practice in Turkish manufacturing industry. Only 3.9% of
domestic respondents reported that they employ workers who have had previous
working experience in a DFI firm. Thus, the channel of knowledge spillovers
through mobility of workers does not seem to be working in the Turkish case™.
Financial crowding out of domestic firms by DFI firms does not seem to be an
important problem either. Only 5.9% of domestic respondents reported that they face
difficulties in finding new finance opportunities as the number of DFI firms increases
in their sectors. That is, the vast majority of domestic firms do not seem to face any
difficulties in getting new finance as the number of DFI firms increases. One
domestic respondent operating in transport equipment industry has reported that DFI
firms operating in the same industry are provided cheap materials by their parent
firms abroad, and hence there is unfair competition between DFI firms and their

domestic counterparts. As a last point, it should be noted that 13.7% of domestic

% This result contradicts the result reached by Lenger (2004:147) who has argued that mobility of
workers is an important channel of spillovers from DFI. The difference in the two results may be due
to the fact that whereas Lenger (2004) measures mobility effect indirectly in an aggregate way for 4-
digit industries, the result in this study reflects the direct answers of DFI firms (cf. Lenger, 2004:93).
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respondents reported that the increase in the number of DFI firms operating in their

sector does not have any effects on their operations.
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Figure 6.5 The Effects of DFI on Domestic Firms (%)

6.5.4 Innovations Implemented by Domestic Firms by Observing DFI
Firms

Domestic firms were asked whether they implement any innovations that they
observe in the operations of DFI firms, and if they do so, they were asked to mention
the area of innovation among production, management, accounting, information
systems, sales and distribution, or any other area they would like to mention. 31.0%
of domestic respondents reported that they have implemented innovations in their
firms that they observed from the operations of DFI firms”. Of these domestic firms
that have responded positively to the question, 77.8% reported that their innovations
were related to production. They reported that they increased their investments in
design and engineering, they invested in new technologies, they established quality
management systems, and they started to implement lean production techniques’”.

55.6% reported that they applied innovations in the sphere of management.

They have implemented enterprise resource planning (ERP) software, ISO 9000

% Out of 58 responses, 18 responded positively and 40 responded negatively.

°7 Lean production, also known as Toyota Production System, is defined as producing more and just-
in-time with minimizing waste, that is using less time, space, inventory, labour and money.
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quality management techniques, and again lean production techniques. One of the
respondents has reported that they have implemented the work flow plans along with
the quality and service applications of a DFI firm operating in the Turkish
manufacturing industry.

44.4% reported that they have implemented innovations in information systems
and automation. Among the examples mentioned, there were ERP applications,
utilisation of latest technology machinery and equipment, and fully-automated
machinery. 22.2% reported that they have applied innovations in marketing, and
sales and distribution, through implementing customer-focused policies, supplying
customers on time, and providing after sales services and spare parts. 11.1% reported
that they have implemented quality management techniques and increased the
efficiency of their organisation.

It can be inferred from these results that inflows of DFI in Turkish
manufacturing industry increase the level of competition. It seems that at least one-
third of domestic firms in the sample are forced by the operations of DFI firms to
increase the level of their technology and to take measures to operate more

efficiently.

6.6 Comparison of DFI and Domestic Firms
In this section, DFI and domestic firms will be compared and contrasted in
terms of their evaluations of Turkish investment climate, their employment,

technology, export and import behaviour and their responses to economic crises.

6.6.1 Evaluation of the Investment Climate

DFI firms were asked to evaluate the given factors on a 1-4 scale” in terms of
their importance as an obstacle in hindering DFI inflows to Turkey. On the other
hand, domestic firms were asked to evaluate the same factors, this time in terms of
their importance as an obstacle in hindering domestic investment. Table 6.7 presents
the results.

According to the results given in Table 6.7, the lack of an industrial strategy,

technology policy and trade policy in Turkey stands out as important obstacles in

%8 1: Does not hinder at all, 2: Hinders a little, 3: Highly Hinders, 4: Definitely hinders.
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front of both DFI inflows and domestic investments. The averages of DFI and
domestic responses do not differ significantly for these three factors. Moreover, the
lack of a policy that determines priority sectors for DFI, and the fact that DFI policy
is not a part of a broader development strategy turn out to be major obstacles for DFI
in contrast to domestic investments. DFI respondents have reported that these two
factors highly hinder DFI inflows to Turkey, while domestic respondents do not see
them as important obstacles for domestic investments, and the results are significant
at 1%.

Not surprisingly, post-1980 open-door policies for DFI do not seem to
constitute an obstacle for DFI inflows, but it is not an important obstacle for
domestic firms, either. On the other hand, the existence of complex procedures for
starting up a business turn out to be a major obstacle for DFI firms, in contrast to
domestic firms. It is either the case that DFI firms are more sensitive to the
bureaucracy involved in start-up procedures or they are treated differently from
domestic firms.

While inadequate infrastructure facilities, high tax rates, tax legislation,
customs regulation and import regime, high interest rates and low growth
expectations seem to be important obstacles equally for both DFI and domestic
investment; insufficient domestic demand, overvaluation of domestic currency, high
labour costs and high energy costs seem to be more important obstacles in hindering
domestic investments than DFI inflows. Moreover, it seems that DFI inflows are
more sensitive to inflation, laws, rules and regulations, political instability and
uncertainty, and corruption than domestic investments.

When the frequency of answers are analysed in terms of modes, it is observed
that while only high tax rates definitely hinder domestic investments, tax legislation,
laws, rules and regulations, political instability and uncertainty, and corruption are
reported to definitely hinder DFI inflows. The lack of a technology policy,
infrastructure facilities and high energy costs turn out to be obstacles, strongly
hindering both DFI inflows and domestic investments. The obstacles that are
reported to strongly hinder DFI inflows are reported to be the lack of priority sectors,
the fact that DFI policy is not a part of a broader development strategy, start-up

procedures, inflation rate, high tax rates and customs legislation and the import
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regime. On the other hand, the lack of industrial and trade policies, insufficient
domestic demand, high interest rates, tax legislation, laws and regulations and
political instability and uncertainty are reported by domestic respondents to be highly

hindering domestic investments.

Table 6.7 Obstacles perceived as Hindering DFI Inflows and Domestic

Investment
DFI Firms Domestic Firms
N Mean Mode| N Mean MMode
Turkey does not have an industrial strategy T8 2.5 2 5% 2.6 3
Turkey does not have a technology policy 78 2,5 3 59 24 3
Turkey does not have an international trade policy T7 24 Z 57 2.5 3
Priority sectors to attract DFI are not determined TG 2.7 3 54 2,2 2 [
Foreign investment policy is not a part of broader development strategy 77 2,7 3 55 2.1 1 |
Post-1980 open-door policies to direct foreign investment 76 2,0 2 55 1% 1
Procedures for starting up a business 73 2.6 3 57 2,0 1 |**
Infrastructure facilities (Electricity, Water, Telephone, Roads, Land) Th 2,6 3 57 27 3
Inflation rate 20 2,8 3 59 2,3 2|
Overvaluation of Turkish Lira 76 24 2 57 2,8 2
Insufficient domestic demand 76 24 2 57 2,8 3
Low growth expectations 76 2.2 2 56 2,3 2
High interest rates 77 2.7 2 5% 2.7 3
High lahour costs T8 2.2 2 5% 2.7 A R
High energy costs T7 2,6 3 57 32 3 |
High tax rates T8 3.1 3 9% 33 4
Tax legislation 77 3.2 4 57 30 3
Customs Legislation and Imports Regime ¥l 2,9 3 56 2.8 2
Laws, Legislations and Regulations 77 30 4 57 2.6 3 0*
Political instability and uncertainty 78 3z 4 58 2,8 ER b
Corruption 78 30 4 58 2,7 2 |*

Notes:

The averages were on a 1-4 scale: 1-does not hinder at all; 2-hinders a little;
3-highly hinders; 4-definitely hinders.

N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

It turns out from the responses of DFI and domestic firms that, in order to
remove the obstacles in front of both DFI inflows and domestic investments, the
policies that will be designed to improve the investment climate for both foreign and
domestic investors should be embedded in a broader development strategy. Priority
sectors should be determined to increase DFI inflows to Turkey. The broader
development strategy that will stand as a framework for investment climate
improvements should include industrial, trade and technology policies as important
elements of the broader development strategy.

In order to analyse the factors affecting new investment decisions of DFI and

domestic firms in Turkish manufacturing industry, the respondents were asked to
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evaluate the effects of the factors presented in Table 6.8 below on their new
investment decisions in Turkey, on a 1-3 scale. The factors were expected to have a
positive or negative effect or no affect at all on new investment decisions. Table 6.8

presents the results.

Table 6.8 The Factors Affecting New Investment Decisions of DFI and

Domestic Firms

DFI Firms Domestic Firms
N Mean | Mode N Mean | Mode
Liheralizations in foreign investiment regime in the post-1980 period 69 2,5 3 53 2,0 3 ek
Liberalization of capital flows in 1989 69 6 3 58 21 3 i
1994 crisis 71 1.2 2 55 18 2
Customs Union 73 2.4 3 ] 2.2 3
2001 Crisis 73 1.2 2 57 19 2
The lack of industrial strategy in Turkey T2 1.8 2 58 1,7 2
The lack of international trade strategy in Turkey T2 1.7 2 58 1,7 2
The lack of technology policy in Turkey T2 1.7 2 58 1,7 2
New Foreign Investment Law No, 4875 enacted on 5.6.2003 65 21 3 55 1,5 1 kA

Notes:
The averages were on a 1-3 scale: 1- not affected; 2-negatively affected; 3-positively affected.
N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

Although the mode of both DFI and domestic firms’ answers is 3 (ie. positively
affected) for the liberalization in DFI regime in the post-1980 period and the
liberalization of capital flows in 1989, the means of the answers of DFI respondents
are significantly higher than that of domestic respondents. That is, while the mean of
these answers is 2.5 and 2.6 for DFI firms (ie. they can be taken as close to 3), they
are 2.0 and 2.1 for domestic firms, and the differences between DFI and domestic
firms are significant at 1%. Thus, one can conclude that, on statistically significant
grounds, the liberalization attempts in the post-1980 period have, in terms of both
DFI regime and capital flows, affected the new investment decisions of DFI firms
positively but that of domestic firms negatively. On the other hand, the new Foreign
Investment Law No. 4875 enacted in June 2003 affected the new investment
decisions of DFI firms positively, which is not surprising, and it did not have any
effect at all on the new investment decisions of domestic firms.

As expected, the new investment decisions of both DFI and domestic firms

were negatively affected by the economic crises in 1994 and 2001. On the other
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hand, customs union with the EU that came into force early in 1996 positively
affected positively the new investment decisions of both DFI and domestic firms.

Both DFI and domestic firms reported that the lack of industrial, trade and
technology policies in Turkey affected their new investment decisions negatively.
This result, as emphasised above in evaluating the results presented in Table 6.7,
supports our main hypothesis that DFI policy should be an integral part of a broader
development strategy in which industrial, trade and technology policies stand out as
important facets of the development strategy. Thus, on the basis of the survey results
it can be argued that DFI and domestic investment should be considered as mutually
reinforcing each other and a broader development strategy is required to increase the
level of both DFI inflows and domestic investment.

As the last question of this section, the survey respondents were asked to
compare the current investment climate in Turkey with other developing countries on

a 1-3 scale as worse, similar or better. The results are presented in Table 6.9.

Table 6.9 Current Investment Climate in Turkey as Compared to Other

Developing Countries

DFI Firms Domestic Firms
N Mean Mode N Mean Mode
Bureaucratic procedures in starting a husiness 76 1,9 2 58 1,8 1
Tax legislation 75 1,6 1 58 14 1 i
Customs Legislation 74 1,8 2 58 1.6 1
Industrial standards and certificates 73 2,1 2 58 1,9 2
Investment incentives 73 1,8 1 55 1,7 1
Export incentives 73 1,8 2 a8 1,5 1 =
Procedures related to land registration and ownership 73 1.6 2 a5 1.7 A
Infrastructure facilities (Electricity roads,water,telephone,land) 74 1.9 2 59 1,6 1 *

Notes: The averages were on a 1-3 scale: 1- worse; 2-similar; 3-better.
N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

The averages of the answers of both DFI and domestic firms are very close to
2, that is it seems that both DFI and domestic firms regard the current investment
climate in Turkey as similar to that of other developing countries. However, when
the modes of answers are analysed, it turns out that both the DFI and domestic
respondents report that tax legislation and investment incentives are worse in Turkey
than in other developing countries. On the other hand, while DFI respondents report

that export incentives and infrastructural facilities are similar in Turkey to that in
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other developing countries, domestic respondents report that these two factors are
worse in Turkey. Industrial standards and certificates, and procedures related to land
registration and ownership are reported as similar to other developing countries by
both the DFI and domestic firms.

It turns out that, according to the perceptions of DFI and domestic firms which
have participated in the survey, the current investment climate in Turkey does not
differ significantly from the case of other developing countries. This result supports
earlier argument presented in Chapter 3. That is, the inability of Turkey in attracting
sufficient DFI inflows as compared to high-performing developing countries should
not be sought in the lack of an enabling investment climate. On the contrary, it
should be sought on the lack of industrial, trade and technology policies, which
should be part of a broader development strategy that also identifies the priority

sectors for DFI inflows.

6.6.2 Employment Performance

In this section, the performance of DFI and domestic firms are compared and
contrasted in terms of employment generation, the distribution of employment with
respect to the level of education, and the shares of part-time and unionised
employment in total employment. As the indicator of employment generation, annual
average growth of employment has been calculated, with respect to different
employment categories, for DFI and domestic firms, as exponential growth of
employment from its initial to its current level. As Table 6.10 below shows, there is
no significant difference in the annual average increase in employment, in any of the
categories, between DFI and domestic firms.

Table 6.11 presents the distribution of employment in DFI and domestic
respondents with respect to education categories. The shares of graduates and
undergraduates are significantly higher in DFI firms as compared to domestic firms.
There is no significant difference in the shares of employees with other education
categories. It seems that DFI firms are inclined to employ workers with higher levels
of education. This result may be one of the factors behind the higher level of labour

productivity in DFI firms as has been indicated in Chapter 5.
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Table 6.10 Annual Average Increase in Employment of DFI and Domestic

Firm Respondents

DFI Firms Domestic Firms
Employment Category N Mean N Mean
MManagers 51 7.2 41 74
Engineers 44 2.9 33 9.5
Technical Personnel 43 8.5 36 5,6
Clerks 47 9.8 37 7.9
Workers 47 8.6 40 9.2
Total Employment 58 11,0 43 11,2

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

Table 6.11 Distribution of Employment in DFI and Domestic Respondents by

Education Categories

DYFI Firms Domestic Firms
Education Category N Mean N Mean
Graduate 69 30 53 1,5 ok
Undergraduate 68 242 54 11,1 Ak
Two-year high school 69 4.9 54 5,3
Vocational school 68 203 54 243
High school £9 187 54 19,8
Junior high school &9 127 54 154
Primary school £9 16,2 54 2273 *

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

Table 6.12 presents the percentages of DFI and domestic firms that organise
special training programs for their employees. Only 3.8% of DFI firms and 5.0% of
domestic firms have indicated that they do not organise any training programs for
their employees. It is observed that there are no statistically significant differences
between DFI and domestic firms in terms of training programs. However, for
different employment categories, the proportion of DFI respondents that indicate that
they organise training programs seems to be slightly higher than that of domestic
firms. For example, while 81.3% of DFI firms reported that they organise training
programs for their managers, this ratio decreases to 73.3% for domestic firms. The
percentage of DFI firms is also slightly higher for engineers and workers.

The shares of unionised and part-time employment in DFI and domestic firms

are presented in Table 6.13. While 64.1% of DFI firms reported that their workers
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are unionised, this ratio increases to 71.1% for domestic firms. The average ratio of
unionised workers in total employment in DFI and domestic firms are, respectively,

28.7% and 25.0%. However, the difference is not statistically significant.

Table 6.12 Percentage of DFI and Domestic Respondents that Arrange

Training Programs for Different Employment Categories

Tahle 6.12 Percentages of DFI and Domestic Respondents that Arrange Education Programs for Different Employment Categories (%a)

DFI Firms Domestic Firms

Employment Category N %o N %0

MManagers 30 81,3 40 73.3
Engineers 30 325 60 20,0
Technical Personnel 80 83,8 &0 25,0
Clerks 80 715 60 68,3
Workers 30 76,3 60 75,0
No education prorgam is arranged 80 3,8 60 5,0

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

Table 6.13 The Share of Unionised and Part-Time Workers in Total

Employment
DFI Firms Domestic Firms
N1 nN2 Mean N1 nN2 Mean
Unionized Workers £ 41 28,7 45 £ 25,0
Part-Time Workers 54 20 0,5 42 20 0,1

Notes:
N1: Number of responses; N2: Number of non-zero responses.
Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

The situation for part-time employment is the reverse of unionised
employment. That is, while 37.0% of DFI firms reported that they employ part-time
workers, this ratio increased to 47.6% for domestic firms. However, although
statistically not significant, the share of part-time workers in total employment seems

to be higher (0.5%) than in domestic firms (0.1%).

6.6.3 Exports and Imports of DFI and Domestic Firms

DFI firms are expected to bring about easier market access to world markets
for domestic firms, and as seen above in Section 6.5.2, the motivation for domestic
firms to merge with DFI firms is to increase their penetration to world markets. Thus,

when export orientation of DFI and domestic firms are compared, it can be expected
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that the ratio of exports to net sales may be higher for DFI firms than domestic firms.
However, as Table 6.14 presents, the ratio of exports to net sales is 36.3% for DFI
firms, and 37.7% for domestic firms. The difference between these two figures is not
statistically significant at conventional levels of significance. Thus, DFI and
domestic firms are equally export oriented. Contrary to the expectations, DFI
respondents do not seem to have any superiority over domestic firms in terms of
export orientation.

Unlike exports, import dependence of DFI respondents is significantly higher
than that of domestic respondents. While the ratio of imports to net sales is 27.5% for
domestic respondents, this ratio increases to 38.3% for DFI respondents. This import
dependence is especially higher in terms of intermediate inputs. The share of
imported raw materials in total raw material costs of DFI and domestic firms are,
respectively, 44.0% and 37.9%. This difference between the two groups of
respondents is not statistically significant. On the other hand, the ratio of imported
intermediate inputs in total intermediate input costs is 50.5% for DFI firms and
32.3% for domestic firms; this difference is significant at 5%. This higher import
dependence of DFI firms, especially for intermediate inputs, may indicate the lack of
backward linkages expected to be established from DFI firms to domestic suppliers.
It also draws attention to the fact that the increase of DFI firms operating in Turkish
manufacturing industry may have negative consequences on the Turkish balance of

payments.

Table 6.14 Average Ratio of Exports and Imports to Net Sales

DYFI Firms Domestic Firms
N Mean N Mean
Exports / Net Sales 76 36,3 54 7.7
Imports / et Sales &4 383 45 205 wkE
Imported Raw Materials / Raw MMaterial Inputs 59 440 39 39
Imported Intermediates / Intermediate Inputs 35 50,5 23 32,3 ek

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

The respondents have been asked how their ratio of exports to net sales
changed since the date of establishment of the firm. 74.0% of DFI respondents and
77.6% of domestic respondents reported that their export share today was higher than
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in the initial year of investment. Only 10.4% of DFI firms and 12.1% of domestic
firms have reported that their export share have decreased. Moreover, 15.6% of DFI
firms and 10.3% of domestic respondents reported that the ratio of their exports to
net sales did not change much since the beginning (see Table 6.15). Although there
are small differences in the percentages of DFI and domestic firms, none of the

differences are significant at conventional levels of significance.

Table 6.15 Change in the Ratio of Exports in Net Sales of DFI and Domestic

Firms
DFI Firms Domestic Firms
N % N %
Increase a7 74.0 45 TiE
Decrease 3 10,4 7 12,1
Mo change 12 15,6 & 10,3

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

The reasons behind increase in exports are presented below in Table 6.16”.
Although the responses of DFI and domestic firms are not statistically significantly
different from each other, there are slight differences in the ranking of reasons for
DFI and domestic firms. While export incentives seem to be the most important
reason for the increase of export share of DFI firms (48.5%), Customs Union with
the EU turn out to be the most important reason for the increase in domestic firms’
export share (54.3%).

The economic crisis in 2001 turn out to be the second most important reason
behind the increase in export share for both DFI (45.5%) and domestic firms
(48.6%), while Customs Union and export incentives are ranked as the third most
important reason for the increase of exports in DFI and domestic firms, respectively.
Exchange rate policies follow these three reasons for both DFI and domestic firms.
While 30.3% of DFI respondents reported that liberalization of capital movements in
1989 contributed positively to the increase of their ratio of exports to net sales, this
ratio decreased to 17.1% for domestic firms. Interestingly, the former crises of

1990/1991 and 1994 do not seem to have been effective in the increase of export

%9 Although 57 DFI and 45 domestic firms reported the their exports have increased, only 33 of DFI
and 35 of domestic firms answered the question on the reasons of export increase.
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share of DFI and domestic firms. This represents a sharp contrast with the effects of
the 2001 crisis. It also indicates that the 2001 crisis was much deeper than the
previous ones in terms of the contraction of domestic demand, which forced all
firms, whether they are DFI and domestic, to increase the share of exports in net

sales to survive.

Table 6.16 The Reasons Behind the Increase in Exports of DFI and Domestic

Firms

DFI Firms Domestic Firms

N % N %
Exchange rate policies X 394 35 40,0
Expott incentives 33 485 35 40.0
Liberalization of capital movetnents in 1959 33 3073 35 17.1
1990719971 Gulf Crisis 33 15,2 35 114
1994 Crisiz 33 21,2 35 200
1996 Customs Union 33 424 35 543
2001 Crisiz 33 455 35 48,6

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

As the customs union has turned out to be one of the most important reasons
behind the increase in the export share of DFI and domestic firms, now the effects of
customs union on the two groups are analysed. Several interesting results emerge
from their responses, presented in Table 6.17. First of all, the majority of both the
DFI and domestic firms report that the competition in the domestic market has
intensified after the customs union. Secondly, a significant proportion of DFI
respondents (69.6%) have reported that they have taken measures to increase their
productivity. Moreover, half of domestic respondents reported that they have
changed their production technology. These two ratios are significantly lower for
DFI respondents and the difference between DFI and domestic firms are statistically
significant. Both DFI and domestic respondents have also reported that their export
markets were diversified, the share of exports in net sales and imported input usage
have increased, and their demand for skilled labour increased after the customs union
in 1996. Unlike domestic respondents, one-third of DFI respondents reported that,
they have decided to increase their investments in Turkey after the customs union as

their attitude to the Turkish economy became more positive.
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To recapitulate, competition in the domestic market seems to have intensified
following the customs union, and this has forced domestic firms to take measures to
increase their productivity and to change their production technology. DFI firms
seem also to have taken the same measures, albeit to a lesser extent than the domestic
firms. Although a significant percentage of both DFI and domestic firms reported
that their export share increased and export markets became more diversified, the
number of DFI and domestic firms that reported that their usage of imported inputs
has increased is also significant. The increased demand for skilled labour seems to be
another important effect of the customs union on both the DFI and domestic firms.
Last but not least, the perceptions of DFI firms about Turkey seem to have been

positively affected by the customs union.

6.6.4 Technology Performance

Technology performance of DFI and domestic firms is compared in terms of
the ownership, if any, of product and process patents and whether they have engaged
in technical cooperation with universities and public institutions. Table 6.18 presents
the percentages of DFI and domestic firms that reported that they have product and

100
process patents

and has technological cooperation with universities and public
institutions. Average ratio of research and development (R&D) expenditures to net

sales is also given in Table 6.18.

Table 6.17 The Effects of Customs Union on DFI and Domestic Firms

DFI Firms Domestic Firms

N Yo N e

The share of exports i net sales increased 60 41,7 596 41,1
Imported imnput usage creased &0 40,0 o6 46,4
Competition in domestic market intensified &0 55.0 56 607

Have talen measures to increase productivity 60 46,7 56 696 #k
Have changed production technology &0 33,3 56 40,0 *
Export markets were diversified 60 450 596 482
Demand for qualified labor increased &0 30,0 56 =75

Wision of Turleey has posthively changed 60 31,7 56 16,1 ¥
Decided to increase mwestments i Turkeey &0 31,7 56 17,9 #*

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

19 A cross check from the Turkish Patent Institute regarding the patent ownership of the firms in the
sample would be interesting, but it could not be handled due to costly procedures of the Institute.
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Table 6.18 Technology Performance of DFI and Domestic Firms

DFI Firms Domestic Firms

N %o N %o
Product Patents 72 194 95 327 *
Process Patents 70 5,7 53 13,2
Technical Cooperation 75 3.3 56 42,9
R&D Expenditures 53 2,0 43 2,6

Note: N: The number of responses. Two-tailed t-test: ***p<0.01; **p<0.05; *p<0.1.

In terms of all four criteria in the above table, DFI firms are inferior to
domestic firms. 32.7% of domestic firms as opposed to only 19.4% of DFI firms
reported that they have patented products, and the difference is statistically
significant at 10%. Although statistically not significant, the percentage of domestic
firms that reported that they have patented processes (13.2%) is also higher than DFI
firms (5.2%). Moreover, a higher percentage of domestic firms reported that they

have technical cooperation with universities and public institutions'®".

The ratio of
R&D expenditures to net sales is also higher for domestic firms (2.6%) than for DFI
firms (2.0%), although statistically not significant.

Taking patented products and processes and R&D expenditures as the
indicators for innovative and technological performance, it can be argued that DFI
firms operating in the Turkish manufacturing industry do not have a superior
innovative performance than their domestic counterparts. Indeed, they seem to be
inferior to domestic firms in terms of innovative performance. As one DFI
respondent mentioned, DFI firms generally do not have local R&D facilities, and
their R&D operations are generally centred at their headquarters in home countries.
Neither do DFI firms seem to engage in technological cooperation with universities

and public institutions as much as domestic firms. It can be inferred from all these

results that, whether DFI firms are technologically superior than their domestic parts

' Based on SIS Innovation Surveys, Lenger (2004) has found that DFI firms have significantly
higher patent applications than their domestic counterparts, but only in medium and high technology
industries. In low technology industries, he has found no significant difference between DFI and
domestic firms. Moreover, he has also found that DFI firms tend to establish more cooperative
relations in terms of technology with domestic institutions than their domestic counterparts (Lenger
2004:144). This difference may be due to the differences in the samples of the two studies, but the raw
data of the SIS Innovation Surveys were not available to the present author, thus a comparison of the
two samples could not be made.
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or not, they do not seem to contribute to technological and innovative performance of
Turkish manufacturing industry through R&D facilities, innovative work and

technological cooperation as much as their domestic counterparts.

6.6.5 Response to Crises

DFI and domestic firms were asked to reveal their responses to seven major
events causing dislocations in the Turkish economy since 1990, namely the 1990/91
Gulf Crisis, 1994 financial crisis, 1997 East Asian crisis, 1998 Russian crisis, 1999
Marmara earthquake, 2001 financial crisis, and more recently the war in Iraq in
2003. The questions were of the closed-ended type including thirteen response
categories, and an open ended option where the firms could provide more specific
answers. The responses of DFI and domestic firms as percentages of the total are
given in Table 6.19.

Several interesting results emerge from Table 6.19. First of all, the responses of
DFI and domestic firms to various crises do not differ significantly. The different
responses are statistically significant in only a few cases. Secondly, the responses
that were cited by a high percentage by both DFI and domestic firms are that, in
crises times, capacity utilisation ratio decreases, input costs increase, liquidity
problems emerge, employment is decreased, domestic sales decrease, the share of
exports in net sales increases, borrowing costs increase, and new investments are
abandoned. These responses are common for both DFI and domestics firms in almost
all of the events under consideration, although their ranking may change for different
events. Thirdly, cutting wages, starting to export, pausing production, acquiring or
merging with a new firm in Turkey turn out to be the least cited responses in all
events by both the DFI and domestic firms, except for the increase in the percentage
of both DFI and domestic firms reporting that wages were cut in the 2001 financial
crisis. Fourthly, among all seven events, 1994 and 2001 financial crises, and
especially the 2001 crisis, seem to be the most severe, affecting DFI and domestic
firms to the same degree. The war in Iraq does not seem to have had much effect on
DFI and domestic firms.

Until the 2001 crisis, and especially in 1994 crisis, the percentage of domestic

firms reporting that input costs increased, borrowing costs increased, domestic sales
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decreased and the share of exports increased is higher than that of DFI firms.
However, about 60% of both DFI and domestic firms reported that their input and
borrowing costs increased and domestic sales decreased during the 2001 crisis. But
still, the percentage of domestic firms that reported that they started exporting or
their export share in net sales increased in response to the 2001 crisis is significantly
higher than that of DFI firms. Domestic firms seem to have been affected more from
the increase in input costs and the decrease in domestic sales than DFI firms. As
mentioned before, one of the domestic firms reported that it was adversely affected
from the competition with DFI firms, because DFI firms are provided with cheap
inputs from their foreign affiliates, which puts them in an advantageous position in
competing with domestic firms. This may be one of the reasons explaining the
percentage of domestic firms reporting that their input costs increase and domestic

sales decrease in crisis times being higher than that of DFI firms.
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Table 6.19 Responses of DFI and Domestic Firms to Crises

Utilization ratio decreased

Input costs increased

There were liquidity problems
Employment was decreased
Wages were cut

Started to export

Damastic sales decreased

The share of exports in net sales increased
Borrowing costs increased

Nenw investments were ahandoned
Production was paused

Acquired a new firm in Turkey

Participated in a new firm in Turkey

199091 Gulf Crisis 1994 Financial Crisis 1997 East Asian Crisis 1998 Russian Crisis 1999 Earthquake 2001 Financial Crisis 2003 War in Iraq

S Mg 2517 $HI 536 0742 230 280 0250 B3 30 037 BB 393 0418 s00 482 0,041 133 114 0115
M2 464 1967 438 679 THEE R 28R 04| 0,039 4 50 0097 164 196 0222 623 696 0712 4 28 0006
BA 37 07 E 482 1406 189 304 2297 189 186 0011 122 214 2021) 483 554 0463 68 107 0,645
00 198 0957 43 37199 122 1| 0852 34 161 4020% ) 34 18] 1129 288 3035|1101 34 54 0,000
54 T 0,167 81 143 0261 00 T 5454 00 36| 260 14 00] 0763 135  19.6( 0854 14 38 0697
135 196 0384 135 250 2794 * 85 164 1,291 54107 1,263 41 B9 1312 135 260 4517% | &1 16]1) 1330
33 607 T3 B 607 IR 149 25,0 2,108 176 214 0,306 405 50124 622 623 0,002 122 232 L77*
162 268 2164 43 393 330 68 28| 8823%| 48 143 2,008 135 214) 14200 270]  518] 8320%* 54 214) 7383
S Mg 2517 E%] IS TR IST T I 57| 0,308 M3 1097 162 250) 1537 554)  589] 0,161 95 19 2
A3l ALY 4 0 375 1619 149 196 0,518 122 107 0,06 108 123 0089 3L1 518 oM 122 179 0828
21 T 1428 41 89 1312 14 18 0,040 00 18 1332 6,3 540 0108 27 161 735w 27 00 1537
00 0,0 00 18 1332 14 0.0] 0,763 0,0 00 0,0 0,0 00 0,0 0,0 18] 1332
00 36 2,684 14 00 0,763 14 0.0 0,763 00 00 00 00 00 00 00 00

Note: Number of responses is 56 for domestic firms and 74 for DFI firms. ***p<0.01; **p<0.05; *p<0.1.




6.7 Conclusion

Several interesting results have emerged from the analysis of the survey results.
First of all, the share of greenfield investments in total DFI decreased especially in
the post-1990 period, and the share of mergers and acquisitions increased. In
particular, mergers and acquisitions increased sharply in the post-crisis adjustment
periods of 1994-1995 and 2001-2003.

Secondly, low labour costs and large domestic market as well as using Turkey
as a jump base for exporting to third countries turned out to be the most important
motivational factors for DFI firms to invest in Turkey. Then came some ownership
advantages of DFI firms like product and process variety and technology, which do
not exist in Turkey. These motivational factors for investing in Turkey did not differ
significantly with respect to the type of initial investment or whether the investment
was made before or after 1980. The low-cost raw materials, transportation,
communication and energy costs, and tariff jumping turn out to be less important
factors for DFI firms to invest in Turkey.

Regarding the motivations of domestic firms for investing abroad, high growth
potential of host countries and using those countries as an export base turned out to
be the most important factors similar to the case of DFI in Turkey. However, low
labour costs fell back in the ranking of motivations for outward investment in
contrast to that of inward investments. Tax advantages and low energy costs of the
host countries turned out to be more important factors to invest abroad than labour
costs.

High tax rates and high energy costs also turned out to be important obstacles
hindering both DFI and domestic investments, along with tax legislation, customs
regulation and import regime'®?, high interest rates, and low growth expectations.
While insufficient domestic demand, overvaluation of domestic currency, and high
labour and energy costs turned out to be more important obstacles for domestic
investments, foreign investors seemed to be more sensitive to inflation rate, laws,
rules and regulations, political instability and uncertainty, and corruption. Most
importantly, the lack of industrial, trade and technology policies, the lack of a policy
that determines the priority sectors for DFI, and the fact that DFI policy is not a part

192° Although Turkey has a very liberal import regime, both DFI and domestic firms complained the
bureaucratic burdens in the customs and import regime.
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of a broader development strategy turned out to be major obstacles for DFI inflows
as well as for domestic investments.

Both DFI and domestic respondents have indicated that the lack of industrial,
trade and technology policies in Turkey affected their new investment decisions
negatively. Moreover, domestic firms cited that increased market access is their
primary motive in searching for foreign partnerships in the form of mergers and
acquisitions, which can be taken as another indicator of the lack of appropriate trade
policy in Turkey. On the other hand, both DFI and domestic firms have evaluated the
current investment climate in Turkey as similar to (ie. not significantly different
from) that of developing countries in general. All these results imply that the
inability of Turkey in attracting sufficient DFI inflows as compared to high-
performing developing countries should not be sought in the lack of an enabling
investment climate. On the contrary, it should be sought in the lack of industrial,
trade and technology policies, which should be part of a broader development
strategy that also identifies the priority sectors for DFI inflows.

DFI firms that merge with or acquire a domestic firm generally change the
organisational and managerial structure of the existing firms. This can be taken as an
indicator of the transfer of better managerial and organisational techniques to the
existing firms, however they also decrease employment of the existing firms. Hence,
although there may be an improvement in terms of productivity and efficiency after
M&A'’s, there are also negative consequences in terms of employment. On the other
hand, DFI is instrumental in increasing competition in domestic market while
domestic firms are forced to take measures to increase their efficiency through
making new technology investments. However, domestic firms also complain of
losing their market shares as the number of DFI firms operating in their sectors
increases.

There is no significant difference between DFI and domestic firms in terms of
employment generation. Neither do the shares of unionised and part-time workers in
the two groups of firms differ significantly. Both DFI and domestic firms have
training programs for their employees. The only statistically significant difference
between DFI and domestic firms in terms of employment is that DFI firms are more

inclined to employ better-educated workers than domestic firms.
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As regards to the ratio of exports to net sales, there is no statistically significant
difference between DFI and domestic firms. Both DFI and domestic firms mentioned
that their export share have increased since their establishment. The reasons for the
increase in the export share were similar for the DFI and domestic firms, namely the
customs union with the EU, the 2001 crisis, exchange rate policies and export
incentives. On the other hand, DFI firms seem to have significantly higher import
dependence than domestic firms, especially for intermediate inputs. This indicates
negative consequences for the balance of payments as the number of DFI firms in
Turkish manufacturing industry increases.

As regards to the effects of the customs union, both DFI and domestic firms
have reported that competition in the domestic market has intensified, the share of
exports in net sales increased, export markets were diversified, imported input usage
increased, and demand for skilled labour increased. The intensified competition
seems to have forced domestic firms to take productivity increasing and technology
improving measures to a greater extent than DFI firms. On the other hand, DFI firms
have reported that their vision of Turkey changed positively and they have decided to
increase their investments following the customs union.

As another important result, DFI firms seem to be inferior to domestic firms in
terms of innovative and research and development activities. DFI firms in general do
not perform R&D activities locally, their reported product and process patents are
lower than that of domestic firms, and a lower percentage of DFI firms have
technological cooperation with universities and public institutions. Then, DFI firms
do not seem to be contributing much to technological and innovative performance of
Turkish manufacturing industry through R&D facilities, innovative work and
technological cooperation.

DFI and domestic firms seem to have been affected from economic crises to a
similar extent. That is, both DFI and domestic firms have reported that their capacity
utilisation rates decreased, input costs increased, liquidity problems emerged,
employment was decreased, domestic sales decreased, the share of exports in net
sales and borrowing costs increased, and new investments were abandoned in crisis
times. Among all the seven events considered, the 1994 and 2001 financial crises,

and especially the 2001 crisis, seem to have been the most severe, affecting the DFI
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and domestic firms equally. Domestic firms seem to have been affected more from

the increase in input costs and decrease in domestic sales than DFI firms.
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CHAPTER VII

CONCLUSION

The activities of transnational corporations (TNCs) and direct foreign
investment (DFI) gained worldwide importance especially after the 1970s. As
development policies were substituted by a neo-liberal agenda, which included DFI
as an integral part of it, developing countries have been increasingly focused on
attracting DFL. In this study, DFI was singled out from the general prescriptions of
the neo-liberal agenda, and argued that DFI policies need not be a part of it. Rather,
DFI policies should be subsumed by a general development strategy, in particular a
selective and strategic industrial policy, complemented with appropriate trade and
technology policies, in order to be beneficial for developing countries.

The empirical studies that have been surveyed in this study have shown that the
benefits of DFI are not realized automatically. That is, inflows of DFI do not
guarantee technological improvement, economy wide increase in productivity, higher
growth rates, more employment, and higher wages. The impact of DFI inflows on
host countries is actually a function of the specific characteristics of the host country.
Host countries should have a minimum level of human capital and technological
capacity as well as a competitive environment within a well-defined regulatory
framework in order to maximise the benefits of DFI. It is apparent that DFI may
contribute to growth in the long run, but for this to be realised, the other policies
necessary for development should be in place before DFI can be expected to make an
impact.

Against this background, this study has tackled two main questions: Firstly,
what were the reasons for the failure of Turkey in attracting sufficiently high levels
of DFI as compared to other developing countries, which have been successful on
this count? Secondly, it is asked whether DFI inflows can help Turkey to overcome
its structural problems and attain its industrialisation and development objectives by
expanding and deepening its export base and upgrade its existing technological

capabilities.
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As regards to the first question, investment climates and DFI regimes of 15
developing countries with outstanding DFI performances have been compared with
those of Turkey. Regarding the second question, the pattern of DFI in Turkish
economy was first analysed in comparison with the pattern of domestic investment.
Secondly, the significance of mergers and acquisitions as well as privatisation in DFI
inflows into Turkey was discussed. Thirdly, the export, employment and
technological performances of DFI and domestic firms, as well as their responses to
the Customs Union between Turkey and the European Union (EU), and to the
economic crises that the Turkish economy faced in the past ten years or so have been
compared. Finally, the pattern of outward DFI from Turkey was analysed. In
attempting to find satisfactory answers to these questions, the study has drawn upon
various data sets as well as the results of two surveys that have been implemented to

DFI and domestic firms operating in the Turkish manufacturing industry.

Investment Climate and DFI Regime

The examination of high DFI performing countries has indicated that policies
were not uniform and there was considerable variation among countries in terms of
investment climate. It turned out that the failure of Turkey in attracting sufficiently
high DFI inflows cannot be easily attributed to its investment climate, as all countries
have shortcomings in their investment climates in one way or another.

There was also considerable variation among DFI regimes of the countries in
the sample. While some countries have fairly liberal DFI regimes, there are various
restrictions in others to tailor DFI policy for their developmental needs. In Singapore,
Thailand and Malaysia, DFI policy is a part of a broader industrial strategy. In China,
there are certain strict bureaucratic procedures at the screening stage. Moreover,
there are sectoral restrictions for DFI in most of the countries. In some countries
there are performance requirements for DFI, in others these performance
requirements are linked to incentives for DFI. In particular in the Czech Republic
and Poland, DFI incentives are linked to performance criteria to maximise host
country benefits from DFI, especially by steering DFI firms to high value added and
high-tech industries. Last but not least, the high DFI performers do not practise
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international arbitration exclusively. Indeed, the attitudes of China, Thailand, and
Latin America are not very favourable to international arbitration.

Turkey has been increasingly liberalising its DFI regime. However, unlike the
experiences of Singapore, Republic of Korea, Thailand and even China, Turkey has
not formed a broad industrial strategy and embedded its DFI policy in this strategy.
Neither has it designed an incentive structure closely linked to performance criteria
to make Turkey a knowledge-based, high technology country, contrary to the
experiences of Czech Republic and Poland. As the variety of experiences of high
performer countries have shown, a liberal DFI regime and a neo-liberal investment
climate do not emerge as the sole factors attracting DFI inflows. Rather, countries
seem to have their own institutional structure in which they design specific policies
for DFI according to their needs. The low level of educational attainment of the
labour force and technological capacity in Turkey as compared to the other countries
in the sample seemed to be important factors in the weak performance of Turkey in
attracting DFI, which seems to be another indicator of the need to have priorities in
development before DFI inflows can be attracted.

As the survey results have indicated, the lack of industrial, trade and
technology policies, the lack of a policy that determines the priority sectors for DFI,
and the fact that DFI policy is not a part of a broader development strategy turned out
to be major obstacles confronting DFI and domestic investments alike. Both DFI and
domestic respondents have stated that the lack of industrial, trade and technology
policies in Turkey affected their new investment decisions negatively. Moreover,
domestic firms have cited that increased market access is their primary motive in
searching for foreign partnerships in the form of mergers and acquisitions, which can
be taken as another indicator of the lack of an appropriate trade policy in Turkey. On
the other hand, both DFI and domestic firms have evaluated the current investment
climate in Turkey as not significantly different from that of developing countries.
These results together imply that the inability of Turkey in attracting sufficient DFI
inflows as compared to high DFI performing developing countries should not be
sought in the lack of an enabling investment climate as often propagated by Bretton

Woods institutions. On the contrary, it should be sought in the lack of industrial,
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trade and technology policies, which should be part of a broader development

strategy that also defines the priority sectors for DFI inflows.

DFI and Domestic Investment Pattern

DFTI inflows to Turkey have been very low both historically and as compared to
other developing countries. Moreover, the number of firms that can be counted as
international investors are actually very low in Turkey. The bulk of DFI inflows in
Turkey has come to services and manufacturing industry. Manufacturing has a
decreasing trend in attracting DFI, while services has an increasing trend. In fact,
between January 1, 2003 and April 30, 2005, almost half of the total DFI inflows
consisted of unproductive real estate investments.

Historical evolution of DFI in the post-1980 period bears a close resemblance
to the evolution of both total and public gross fixed capital formation in Turkey.
Given that (i) public and private investments in Turkish economy were
complementary at least until the late 1980s, (ii)) domestic investments actually
precede DFI in developing countries, and (iii) the shift in the sectoral distribution of
DFI from manufacturing to services is a mirror image of the shift of sectoral
distribution of gross fixed capital formation in the post-1980 period, it can be argued
that the low performance of DFI inflows in Turkey is related to the low performance
of public and domestic private investment.

As regards to motivations of DFI firms in investing in Turkey, low labour
costs, a large domestic market and using Turkey as a jump base for exports to third
countries have turned out to be the most important ones. Then came some ownership
advantages of DFI firms like product, process and technology variety, which did not
exist in Turkey. Low-cost raw materials, transportation, communication and energy
costs, and tariff jumping have turned out to be less important factors for DFI firms to
invest in Turkey. These motivational factors for investing in Turkey did not differ
significantly with respect to the type of initial investment or whether the investment
was made before or after 1980. It turned out that DFI in Turkey is of the market
seeking kind and also attracted by low cost labour.

The motivations of domestic firms in investing abroad were also not different

from that of inward DFI. High growth potential of host countries and using those
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countries as an export base turned out to be the most important factors for outward
DFI. Tax advantages and low energy costs of the host countries turned out to be
more important factors to invest abroad than labour costs. The motivational factors
for both inward and outward DFI indicate that while labour is relatively cheap in
Turkey, energy costs and taxes turn out to be obstacles for both domestic investment

and DFI.

Mergers and Acquisitions

Greenfield investments have constituted only a small portion of total DFI
approvals in Turkish economy, especially in the manufacturing sector, and they had a
constant decreasing trend in the 1983-2002 period. This constant decrease in the
trend of the share of manufacturing greenfield DFI approvals in total manufacturing
DFI approvals was in line with the decreasing trend of the share of manufacturing
gross fixed capital formation in Turkish economy during the same period. On the
other hand, capital increase and participation DFI in both manufacturing and services
had an increasing trend, with jumps in participation approvals especially following
the trough years of the Turkish economy. Moreover, the survey results have
indicated that mergers and acquisitions jumped in the post-crisis adjustment periods
of 1994-1995 and 2001-2003. Thus, it can be argued that after the recession years in
the Turkish economy, some kind of “fire-sale” DFI increases in both manufacturing
and services.

DFI firms that merge with or acquire a domestic firm generally change the
organisational and managerial structure of the existing firms. This can be taken as an
indicator of implementing better managerial and organisational techniques to the
existing firms, however the new owners also decrease employment of the existing
firms. Hence, although there may be an improvement in terms of productivity and
efficiency after mergers and acquisitions, there are also negative consequences in
terms of the level of employment. On the other hand, competition in domestic market
seems to increase following DFI, and domestic firms are forced to take measures to
increase their efficiency through making new technology investments. However,
domestic firms also complain of losing their market shares as the number of DFI

firms in their sector increases.
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Structure of Exports

The results based on the database of the General Directorate of Foreign
Investment (GDFI), which defines any firm with any positive foreign share as DFI
firm, have shown that DFI firms have on average accounted for one-fifth of Turkish
exports. However, the export performance of DFI firms is very sensitive to how a
DFI firm is defined. When the definition of a DFI firm changed from, for example,
any positive foreign share to majority foreign share, the contribution of DFI firms to
total exports decreased by more than 50%. That is, GDFI database actually
overestimated the contribution of DFI firms to Turkish exports. Actually, the bulk of
DFI exports were accounted for by the largest DFI firms in Turkey, that is by DFI
firms placed among the largest 500 industrial firms. In other words, about three-
quarters of DFI firms operating in Turkish manufacturing industry were producing
mainly for the domestic market. Moreover, export orientation of DFI firms was also
sensitive to the definition of DFI. In the largest 500 industrial firms of Turkey, there
was a tendency of the number of export-oriented firms to decrease as foreign share
increased.

As regards to the regional distribution of exports, it has been observed that
there was a significant positive correlation between DFI and domestic exports. That
is, the largest share of both domestic and DFI exports were directed to EU-15 and
Central and Eastern European countries, and West Asia. Contrary to the expectations
that DFI firms would use Turkey as a jump base for their exports to Turkic Republics
of Central Asia, Central Asian countries have had very low shares in DFI exports.

In terms of broad economic categories, DFI exports were more focused on
intermediate and capital goods, while domestic exports were more focused on
consumption goods. Actually, the shares of intermediate and capital goods in DFI
exports increased gradually with the help of the increase in the exports of automotive
industry. However, domestic exports were rooted more in consumption and less in
intermediate goods and this structure did not change much during the 1996-2002
period. It should also kept in mind that, as DFI export figures from GDFI database
include all firms with any positive foreign share, they also include domestic firms if a
DFI firm is re-defined as having more than 10% or even more than 50% foreign

share.
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Although the bulk of domestic exports consisted of medium-low and low
technology exports, and the bulk of DFI exports constituted medium-high technology
exports, a shift has been observed in domestic exports towards the upper levels of the
technology ladder during 1996-2002. That is the share of low-technology domestic
exports decreased and the share of medium-high and high technology domestic
exports increased during this period. It was even the case that the share of high
technology exports in domestic exports was higher than that in DFI exports.
However, this last result should be evaluated with caution, because it is the identity
of exporting firm, not that of manufacturing firm, which is the basis of the data in
GDFI database. The most dynamic DFI exports in Turkish manufacturing industry
were far from being in line with the most dynamic export products in world trade.
Only three products among the most dynamic 20 products in Turkish DFI exports
could enter the list of the most dynamic 100 products in world exports.

The survey results have indicated that there was no statistically significant
difference between DFI and domestic firms in terms of export orientation, measured
as regards to the ratio of exports to net sales. Moreover, both DFI and domestic firms
have indicated that their exports have increased since the date of their establishment.
The factors behind the increase in exports were similar for DFI and domestic firms,
namely Customs Union with the EU, 2001 crisis, exchange rate policies and export
incentives. On the other hand, DFI firms seemed to have significantly higher import
dependence than domestic firms, especially for intermediate inputs. This points to the
possible negative consequences of the increase in the number of DFI firms in Turkish
manufacturing industry on the Turkish balance of payments. It can also be taken as
an indication of the lack of backward linkages between DFI firms and domestic
suppliers.

As regards the effects of the Customs Union between Turkey and the EU, both
DFI and domestic firms have reported that competition in the domestic market has
intensified, the share of exports in net sales has increased, export markets were
diversified, imported input usage and the demand for skilled labour have increased.
The intensified competition seems to force domestic firms to take productivity-

increasing and technology-improving measures more than DFI firms. On the other
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hand, DFI firms have reported that their vision of Turkey has changed positively and

they have decided to increase their investments following the Customs Union.

Structure of Employment

As compared to exports, the contribution of DFI firms to total employment in
Turkish manufacturing industry was even lower. The contribution of DFI firms to
manufacturing employment was on average only 9.7% in the 1992-2001 period.
Moreover, employment performance of DFI firms was also sensitive to the definition
of DFI as was the case in exports. When a DFI firm is defined as having a foreign
share above 50%, the share of DFI employment in total manufacturing employment
falls to 4.9% in 1992 and 6.0% in 2001. And if a DFI firm is defined as having above
90% foreign share, DFI employment share falls further to 1.8% in 1992 and 4.4% in
2001.

Although DFI firms have accounted for very low levels of total employment
during the 1992-2001 period, they have accounted for a significant share in
employment generation from 1992 to 2001. Slightly more than a quarter of
employment generation during 1992-2001 was accounted for by DFI firms having
more than 90% foreign share. The contribution of employment generation of those
DFI firms with a foreign share between 20% and 70% was, on the other hand,
negligible. This significantly high contribution of DFI firms with more than 90%
foreign share to employment generation was due to the increase in the number of
firms in this category in the same period. Because of this high contribution to
employment generation, DFI firms with more than 90% foreign share accounted for
37.3% of DFI employment in Turkish manufacturing industry by 2001. Moreover,
DFI firms with more than 90% foreign share have generated employment in all
sectors in the 1992-2002 period, with engineering industries having the highest share.

On the other hand, the survey results have indicated that there was no
significant difference between DFI and domestic firms in terms of employment
generation. Neither did the shares of unionised and part-time workers in total
employment differ significantly between the two groups of firms. Both DFI and
domestic firms have training programs for their employees. One major statistically

significant difference between DFI and domestic firms in terms of employment was
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that DFI firms were more inclined to employ better-educated employees than
domestic firms. Labour productivity and wages were also higher in DFI firms than in
domestic firms, and both of these indicators showed a clear tendency to rise as
foreign share rises. However, DFI firms were also affected from the cyclical changes
in the Turkish economy. For example, in 2001 labour productivity and wages in DFI
firms were below their 1992 levels, as in the case of domestic firms. On the other
hand, the decrease in labour productivity and wages in DFI firms was lower than that
in domestic firms during 1992-2001. It should also be noted that, while employment
generation was highest in DFI firms with more than 90% foreign share, the share of

wages in value added was lowest in this category of DFI firms.

Technology Performance

The survey results have indicated that DFI firms are inferior to domestic firms
in terms of innovative and research and development activities. DFI firms in general
do not perform R&D activities locally, their reported product and process patents are
lower than that of domestic firms, and a lower percentage of DFI firms have
technological cooperation with universities and public institutions. Likewise, DFI
firms do not seem to be contributing to technological and innovative performance of
Turkish manufacturing industry through R&D facilities, innovative work and
technological cooperation. Under these circumstances, it is not rational to expect DFI
to contribute to the technological base of Turkish economy without any deliberate

action through appropriate economic policies.

Response to Economic Crises

The effect of economic crises on DFI and domestic firms seem to have been
rather similar. That is, both DFI and domestic firms have reported that during crises
capacity utilisation rates decreased, input costs increased, liquidity problems
emerged, employment was decreased, domestic sales decreased, the share of exports
in net sales and borrowing costs increased, and new investments were abandoned.
Among the seven major events that Turkey was confronted with in the past decade,
the 1994 and especially the 2001 financial crisis seemed to be the most severe,

affecting DFI and domestic firms in a similar fashion. Domestic firms seem to have
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been affected more from the increase in input costs and decrease in domestic sales
than DFI firms. This may be due to the provision of DFI firms with cheaper inputs
from their foreign affiliates, an opportunity which does not avail itself for domestic

firms.

The Need for a Development Strategy

The failure of Turkish economy in attracting high amounts of DFI inflows do
not seem to be easily attributed to the problems of investment climate (as often
claimed by the Bretton Woods institutions). Neither can the DFI regime of Turkey be
blamed for not being sufficiently liberal. On the contrary, Turkey has a fairly liberal
regime as compared to other developing countries, and every country has its own
investment climate problems in one way or another. The survey respondents have
also indicated that investment climate of Turkey does not significantly differ from
that of other developing countries. They have also mentioned that the lack of
industrial, trade and technology policies embedded in a development strategy turn
out to be the major obstacles confronting both DFI and domestic investments.
Moreover, there does not seem to be a significant difference between the
performances of DFI and domestic firms. While DFI seemed to contribute positively
to exports, adverse effects of DFI on employment and balance of payments as well as
the lack of its contribution in terms of research and development and innovative
activities should not be underestimated. Then, rather than focusing solely on
improvements in investment climate and liberalizing eagerly economic policy
framework, it seems more appropriate to have a broad development strategy, in
which both domestic investment and DFI should be handled in an integrated
approach, within the framework of appropriate industrial, trade and technology
policies. This approach seems to be more appropriate not just for maximising DFI
inflows but also in order to reap the full benefits that may accrue from DFI.

A broad development strategy is meant to be the strategy that will facilitate the
transformation of society into being an advanced one through identifying and
removing obstacles as well as identifying the catalysts for change in order to provide
a sustainable increase in the living, health and education standards (Stiglitz, 1998:

3,15). On the one hand, continuous productivity increases in the manufacturing
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sector is needed in order to maintain the level of income without running into
balance of payments problems, as agriculture and services sectors are laggard in
terms of productivity (Chang, 1989:58). On the other hand, industry and trade
structures increasingly become more complex and technology based activities
through the rapid increase in technical change (Lall, 2004: 3). Moreover, as the
examples of Singapore, Czech Republic and Poland show, TNCs are preferring those
locations where they can complement their mobile assets with a skilled labour force
as well as with competitive institutions (see also Lall, 2004:4). Thus, there is a need
for an industrial policy to create technological dynamism, generating new areas of
comparative advantage as well as diversifying the economy in terms of goods
produced and exported (Chang, 1989:79; Rodrik, 2004: 7,21). Then, one of the key
objectives of this development strategy will be to identify the areas of dynamic
comparative advantage for the country through the utilisation of appropriate
industrial policies.

Industrial policy should facilitate the mobility of capital and labour from
declining to emerging industries. But, rather than targeting specific sectors, specific
activities, like a new or a particular kind of technology, or a new good or service
should be targeted (Rodrik, 2004:14). In targeting specific activities, support policies
should be complemented with appropriate performance criteria as well as an a priori
identification of an exit strategy from support policy. These performance criteria can
be based on productivity as well as export success (Rodrik, 2004:11-22). On the
other hand, national technology policies should be designed such that enterprises in
the domestic economy will be able to manage the process of learning and improving
upon the acquisition of new technologies (Lall, 2004:11).

It is true that within the framework of WTO agreements, it is highly difficult to
design industrial, trade and technology policies. However, in order to achieve the
objectives of development strategy, one should “reclaim development” and find the
ways of designing appropriate policies by learning (see Chang 2002, 2003 and Chang
and Glabel, 2004). For example, there is still room for selective policies under the
TRIMs agreement of WTO, such as skill formation, technology support, innovation
financing, infrastructure development for information technologies, and all general

subsidies, unless they do not affect trade performance (Lall, 2004:27).
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APPENDIX A

Table A.1 Regional Classification of Countries
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Table A.1 (cont’d) Regional Classification of Countries
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APPENDIX B

0
ORTA DOGU TEKNIK UNIVERSITESI

IKTISAT BOLUMU

TURKIYE IMALAT SANAYIINDE DOGRUDAN YABANCI SERMAYE YATIRIMLARI

DOKTORA TEZ1 IGiN ANKET CALISMASI
2005

TO CONTINUE IN ENGLISH, PLEASE CLICK HERE.

Tirkiye Imalat Sanayiinde Dodrudan ¥abanci Sermaye Yatinmlan konulu doktora tezi icin yapilan bu anket galismas), adi gegen teze
oldufu kadar, kanunun Torkive akademik gevrelerinde daha iyvi anlagiimasina da dnemli katkilar sadlayacaktir.

Anketimizi doldurmaniz igin en fazla 15-20 dakikamzi ayirmaniz yeterli olacaktir, Verecediniz tim bilgiler kesinlikle gizli tutulacaktr,
Galigmarmzin sonuglannda sirketinizin kimligini ortaya gikaracak herhangi bir bilgive yer verilmeyscektir,

« Girketinizin yabanci sermaye payi %10 ve daha iizerinde ise BURADAN DEYAM EDiNiZ.
« Girketiniz % 100 yerli sermayeli ise veya yabanci sermaye payiniz %10'un altinda ise BURADAN DEVAM EDINiZ
Katilminiz igin simdiden gok tesekkiir ederiz.

Prof. Dr. Fikret Senses, ODTU iktisat Balumi Odretim Uyesi
Tewvfik Koldag, Turkiye Cumhuriyet Merkez Bankasi, Muhasebe Genel Mudlrligi Uzman Yardimeisi

iletigim: tevfik.koldas@tomb.gov.tr
Tel: 0312 310 36 46 / 2762
Faks: 0 312 311 58 66

Figure B.1 Introductory Page of the Survey (Turkish version)

Q)
MIDDLE EAST TECHNICAL UNIVERSITY

DEPARTMENT OF ECONOMICS

FOREIGN DIRECT INVESTMENT IN TURKISH MANUFACTURING INDUSTRY

Ph.D. DISSERTATION SURVEY STUDY

This survey study undetaken for the Ph.D. dissertation on Direct Foreign investment in Turkish Manufacturing Industry will contribute to
the dissertation as well to an enhanced understanding of the subject in Turkish academic circles,

It will take no more than 10-15 minutes to fill out the form. all the information you will submit will be kept confidential. Our study will
not include any kind of information that will help to identify you or your company.

» To fill out our survey form please CLICK HERE.
Thank you in advance for your participation.

Prof. Dr. Fikret §enses, METU Department of Economics
Tevfik Koldas, Gentral Bank of Turkey

Contact: tevfik.koldas@tcmb.gov.tr
Tel: 0 312 310 36 46 f 2762
Faks: D 312 311 58 66

Figure B.2 Introductory Page of the Survey (English version)
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APPENDIX C

C1. TURKISH COVER LETTER

SAYIN YETKILI,

ODTU iktisat Boliimii’'nde hazirlamakta oldugumuz doktora tezi igin Tiirkiye
imalat sanayiinde faaliyet gosteren sirketler {izerine bir anket ¢alismasi yapiyoruz ve
sizin yardiminiza ihtiyacimiz var.

Calismamizin amaci, Tiirkiye imalat Sanayiinde Dogrudan Yabanci Sermaye
Yatiromlar1 konusunun Tirkiye akademik cevrelerinde daha iyi anlasilmasina
katkida bulunmaktir.

Anketimizi doldurmaniz i¢in en fazla 10-15 dakikanizi ayirmaniz yeterli olacaktir.
Vereceginiz tiim bilgiler kesinlikle gizli tutulacaktir. Calismamizin sonuglarinda
sirketinizin kimligini ortaya ¢ikaracak herhangi bir bilgiye yer verilmeyecektir.

Anketimizde isim, e-posta, sirket ad1 ve sektor bilgilerini istememizin nedeni kimlere
ulagabildigimizi anlayabilmemiz i¢indir. Caligmamizin bitiminde, ankete katilan
sirketlere bulgularimizin bir 6zetini génderecegiz.

Anketimizi doldurmak i¢in liitfen asagidaki linki tiklayiniz:
http://www.metu.edu.tr/home/wwwdfi

Yanitiniz1 en kisa zamanda yollarsaniz ¢ok memnun oluruz.
Yardiminiz i¢in tesekkiir ederiz.
Saygilarimizla,

Prof. Dr. Fikret Senses ODTU iktisat Boliimii Ogretim iiyesi

Tevfik Koldas Tiirkiye Cumhuriyet Merkez Bankasi
Muhasebe Genel Miidiirliigii Uzman Yardimcisi
ODTU iktisat Béliimii Doktora Ogrencisi

Irtibat : Tevfik Koldas
Tiirkiye Cumhuriyet Merkez Bankasi

Muhasebe Genel Miidiirliigi
Istiklal Cad. No:10 06100

Ulus / Ankara

Tel: 031231036 46 /2762

Faks: 0312 311 58 66

e-posta: tevfik.koldas@tcmb.gov.tr
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APPENDIX C

C2. ENGLISH COVER LETTER

DEAR SIR / MADAME,

We are doing a survey study on manufacturing firms for our Ph.D. Dissertation study
to be submitted to the Economics Department of Middle East Technical
University, and we need your help.

The objective of our study is to contribute to the subject of Direct Foreign
Investment in Turkish Manufacturing Industry.

It will not take for you more than 10 or 15 minutes to fill out our survey form.

All information you will submit will be kept strictly confidential. Our study will not
include any information unveiling you or your company.

Please procede with the following link to fill our survey:
http://www.metu.edu.tr/home/wwwdfi

We are looking forward to seeing your answers as soon as possible.
Thanks in advance for your participation.

Prof. Dr. Fikret Senses METU Department of Economics
Tevfik Koldas Central Bank of Turkey, Accounting Department

Contact : Tevfik Koldas
Tiirkiye Cumhuriyet Merkez Bankasi
Muhasebe Genel Miidiirliigi
Istiklal Cad. No:10 06100
Ulus / Ankara
Tel: 031231036 46 /2762
Faks: 0312 311 58 66
e-posta: tevfik.koldas@tcmb.gov.tr
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APPENDIX D

D1. DOMESTIC FIRM SURVEY FORM

Company Title :
Industry
Respondent’s
Name

Phone

E-mail address :

A. GENERAL INFORMATION

1. The establishment year of your firm: .....................

2. a) Please mention the initial shareholder structure of your firm:
Domestic private % ........ooenni

Domestic public % .................

Foreign private %  .................

Foreign public %  ................

2. b) Please mention the current shareholder structure of your firm:
Domestic private % .......c.onennn.

Domestic public % .................

Foreign private %  .................

Foreign public %  ..................

3. What were your motivations in making your initial investment?
[ ] A. To make high profits in domestic market,
[ ] B. To make high profits from exports
[ ]C. High growth potential of Turkish economy
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[ ]1D. Low labour costs in Turkey

[ ]1E. Other (Please Specify) ....oovuiiiiiiiiiiii i,

B. RELATIONS WITH DFI FIRMS

4. Do you plan to merge with, acquire or sell your firm to a DFI firm?

[ 1A. Yes [ 1B. No

5. If your answer to previous question is yes, please check the appropriate
option below:
[ ] A. Merge with a DFI firm
[ ]B. Acquire a DFI firm
[ ]1C. Sell your firm to a DFI firm

6. Do you receive any paid or unpaid technical assistance from DFI firms?

[ TA. Yes (Paid ......... / Unpaid ........ ) [ 1B. No

7. Do you make sales to DFI firms?
(If yes, please mention the percentage of sales to DFI firms in total sales.)
[ JA.Yes  ......... % [ 1B. No

8. Are there any innovations that you have implemented by observing the
operations of DFI firms in Turkey in order to increase your
competitiveness?

[ 1A. Yes [ 1B. No

9. If your answer is yes to previous question, please exemplify the type of
innovation that you have implemented.

PRODUCTION ...ttt e

MANAGEMENT ... e

ACCOUNTING ..t e,

INFORMATION SYSTEMS ...,



AUTOMATION .ot
MARKETING ..ot e
SALESAND DISTRIBUTION ......oitiiiiiiiiiiieee e,
OTHER (Please SPecify) ....oouiiuiiiiiiiii e

10. How is your firm affected as the number of DFI firms operating in
your industry increase? Please check all that apply.
[ ] A. Our market share decreases
[ 1 B. We face difficulties in employing skilled labour
[ ] C. We increase the quality of our labour force by employing those who
have previous work experience in DFI firms
[ 1 D. The level of wages in our industry rises
[ ] E. Our productivity increases as competition increases
[ 1 F. We increase our productivity by implementing innovations that we
observe in DFI firms
[ ] G. We invest in new technologies as competition increases
[ 1 H. We face difficulties in finding new finance
[ ]1I. We are not affected at all
[ ]J. Other (Please specify) ....o.ovuiiniiiiiiiiiii e

C. OUTWARD INVESTMENTS
11. Do you have investments abroad?

[ 1A. Yes [ 1B. No

12. If you have investments abroad, please mention the country and city of

the investments.

13. If you do not have investments abroad, do you plan to make
investment abroad?

[ 1A Yes [ ] B. No
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14. If you have or plan to make investments abroad, please mention your
reason. Please check all that apply.
[ ] A. Low labour costs in the country that we have invested / plan to invest
[ ] B. Low energy costs in the country that we have invested / plan to invest
[ ] C. High earning expectations from the domestic market of the country that
we have invested / plan to invest
[ ] D. Tariff jumping by direct investment instead of exporting
[ ] E. High growth potential of the country that have invested / plan to invest
and increasing demand for our products
[ 1F. To use the country that we have invested / plan to invest as an export
base
[ ] G. Tax advantages in the country that we have invested / plan to invest
[ ] H. Higher labour productivity in the country that we have invested / plan to
invest

[ ] L. Other (Please Specify)

D. INVESTMENT DECISION

15. Do you think the fact Turkey has been given a date to start
negotiations with the European Union will positively affect foreign

direct investment inflows to Turkey?

[ 1A. Yes [ 1 B. No

16. To what extent do you think the following factors hinder foreign direct

investment inflows to Turkish manufacturing industry?

DOES NOT
HINDER
AT ALL

HINDERS HIGHLY | DEFINITELY
ALITTLE | HINDERS HINDERS

Turkey does not have an industrial

strategy [1]

[1]

Turkey does not have a technology

policy

[] []
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Turkey does not have an
international trade policy

Priority sectors to attract FDI are
not determined

Foreign nivestment policy is not a
part of broader development
strategy

Post-1980 open-door policies to
foreign direct investment

Procedures for starting a business

Infrastructure facilities (electricity,
water, telephone, roads, land)

Inflation rate

Overvaluation of Turkish Lira

Insufficient domestic demand

Low growth expectations

High interest rates

High labour costs

High energy costs

High tax rates

Tax legislation

Customs Legislation and
Imports Regime

Laws, Rules and Regulations

Political instability and uncertainty

Corruption

Other (Please Specify)
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E. INVESTMENT CLIMATE

17. How did the factors below affect yur new investment decisions in
Turkey?

NOT

POSITIVELY | NEGATIVELY AFFECTED

Liberalizations in foreign investment
regime in the post-1980 period [1 [

Liberalization of capital flows in [ []
1989

1994 crisis [1] [1]

Customs Union [1] [1]

2001 Crisis [1] [1]

There being no industrial strategy

in Turkey [ [

There being no international trade

strategy in Turkey [ []

There being no technology policy

in Turkey [ [

New Foreign Investment Law [] []
No. 4875 enacted on 5.6.2003

Other (Please specify)

18. Please evaluate the current investment climate in Turkey as compared
to other developing countries.

BETTER SIMILAR

Bureaucratic procedures in
starting a business []

Tax legislation [1

Customs Legislation [1

Industrial standards and certificates [1

Investment incentives []
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Export incentives

Procedures related to land
registration and ownership

Infrastructure facilities (electricity,
roads, water, telephone, land)

Other (Please specify)

19. What types of incentives have your firm utilized since initial
investment? Please check all that apply.

[ ] A. Customs allowance

[ ] C. Investment allowance

[ 1 D. VAT allowance

[ ] E. Accelerated depreciation

[ ]1F. None

[ ] G. Other (Please Specify) ......coouiiuiiiiiiiiii e

F. PRODUCTION

20. What type of products do you produce? Please check all that apply.
[ ] A. Durable consumption good

[ ] B. Non-durable consumption good

[ ] C. Intermediate good

[ ] D. Capital good

[ ]1E. Other (Please Specify) .....c.ovuiiiiiiiiiii e

21. Which ones below are your competitors? Please check all that apply.
[ 1 A. Turkish private firms

[ ] B. Turkish public firms

[ ]C. Imports

[ ]1D. Foreign capital firms operating in Turkey

[ 1 E. Other (Please Specify) .....c.ovvriiiiiiiiii e,
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G. EMPLOYMENT

22. a) How many persons do you currently employ in your firm? Please
specify the number of employees with respect to categories.

Manager: ...

Engineer: ...........

Technical personnel: ...........

Clerk: ...

Worker: .l

Total:

22. b) What was your initial employment? Please specify the number of
employees with respect to categories.

Manager: ...........

Engineer: ...

Technical personnel: ...........

Clerk:

Worker:

Total: ...

23. Please specify the educational level of your employees as number or
percentage in total.

Graduate:

Undergraduate: ~ ..........

Two year high school: ...........

Vocational school: ...

High school: ...

Junior high school: ...

Primary school: ...
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24. For which level of employees do you have training programs?
Please check all that apply.

[ 1 A. Manager

[ ] B. Engineer

[ ] C. Technical personnel

[ ]D. Clerk

[ 1E. Worker

[ ] F. None

25. Please specify the percentage of unionised workers in your total
employment. ................

26. Please specify the percentage of part-time employees in your total
employment. .................

H. TECHNOLOGY

27. Which of the following methods do you utilize to acquire your
technology? Please check all that apply.
[ ] A. Technology transfer from abroad by license agreements
[ ] B. Produce our own technology by employing foreign experts
[ ] C. Producing our own technology in our own R&D department

[ 1 D. Other (Please specify): ......c.ovieiiiiiiiiiiiiiieieeeeeee,

28. Did you develop and have the patent of a new product? Please specify

the number of patents, if any.

[ 1A. Yes TP ) [ 1 B. No

29. Did you develop and have the patent of a new process? Please specify

the number of patents, if any.

[ 1A. Yes PP ) [ 1 B. No
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30. Do you have technological cooperation with universities and/or public
institutions?

[ 1A. Yes [ 1 B. No

31. Please specify the percentage of your R&D expenditures in your total
2003 sales. ..................

I. FOREIGN TRADE

32. Please specify the percentage of your exports in your total 2003 sales.
33. How has the percentage of your exports in net sales changed since
start-up?

[ ] A. Increased [ ] B. Decreased [ ] C. Not changed

34. If the percentage of exports increased in your net sales, which of the
following were effective in this? Please all that apply.

[ 1 A. Exchange rate policies

[ ] B. Export incentives

[ ] C. Liberalization of capital movements in 1989

[ 1D. 1990/1991 Gulf Crisis

[ 1E. 1994 Crisis

[ 1F. 1996 Customs Union

[ ]1G. 2001 Crisis

[ ] H. Other (Please Specify) ......covviriiiiiiiiiiiiiiiiiiii e,

35. How were you affected from Customs Union in effect since 1996?
Please check all that apply.
[ 1 A. The share of exports in our net sales increased
[ ] B. Our imported input usage increased
[ ] C. Competition in domestic market intensified
[ 1 D. We have taken measures to increase our productivity

[ 1 E. We have changed our production technology
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[ ]F. Our export markets were diversified

[ 1 G. Our demand for qualified labour increased

[ ] H. Our vision of Turkey has positively changed

[ ] L. We decided to increase our investments in Turkey

[ 17J. Other (Please Specify) ..o.vvvriiiniiiii i,

36. Do you import your raw materials or procure from Turkey? Please
specify the ratio of imported raw materials in your 2003 raw material
costs.

[ 1A. Import(....... %) [ ] B. Procure from Turkey

37. Do you import your intermediate goods or procure from Turkey?
Please specify the ratio of imported intermediate inputs in your 2003
intermediate input costs.

[ 1A. Import(....... %) [ ] B. Procure from Turkey

38. Please specify the ratio of your imports in your total 2003 sales.

J. CRISES

39. How were you affected from 1990/1991 Gulf Crisis? Please check all
that apply.

[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased

[ ] L. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production
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[ 1 L. Acquired a new firm in Turkey
[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) ......ooiiiiiiiiiiiiii e

40. How were you affected from 1994 Crisis? Please check all that apply.
[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ 1 G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] 1. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) ......c.oviiiiiiiiiiiiii e

41. How were you affected from 1997 Asian Crisis? Please check all that
apply.

[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ 1 G. Domestic sales decreased

[ ] H. The share of exports in net sales increased

[ ] 1. Borrowing costs increased

[ ]17J. New investments were abandoned
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[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) ........oviiiiiiiiiiiiii e

42. How were you affected from 1998 Russian Crisis? Please check all that
apply.

[ ] A. Utilization ratio decreased

[ 1 B. Input costs increased

[ ] C. There were liquidity problems

[ ] D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased

[ ] L. Borrowing costs increased

[ 1J. New investments were abandoned

[ ] K. Paused production

[ 1L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) .....cvvviriiiiiiiii i,

43. How were you affected from 1999 Marmara Earthquake? Please check
all that apply.

[ ] A. Utilization ratio decreased

[ 1 B. Input costs increased

[ ] C. There were liquidity problems

[ ] D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
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[ ] 1. Borrowing costs increased

[ 1J. New investments were abandoned

[ ] K. Paused production

[ 1L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) .....ouvviriiiiiiiiii e

44. How were you affected from 2001 Crisis? Please check all that apply.
[ ] A. Utilization ratio decreased

[ 1 B. Input costs increased

[ ] C. There were liquidity problems

[ ] D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ 1 G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] 1. Borrowing costs increased

[ 1J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please Specify) .....ccevviriiiiiiii i

45. How were you affected from War in Iraq since 2003? Please check all
that apply.
[ ] A. Utilization ratio decreased
[ ] B. Input costs increased
[ ] C. There were liquidity problems
[ 1 D. Employment was decreased
[ ] E. Wages were cut
[ ]F. Started to export

[ 1 G. Domestic sales decreased
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[ ] H. The share of exports in net sales increased
[ ] 1. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please specify) ........ccoeviiiiiiiiiiiiiiiiiiinn.

46. You can enter below your comments and considerations regarding our

survey and our subject matter. Your opinions will be appreciated.

Thank you very much for participating in our survey!
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APPENDIX D

D2. DFI FIRM SURVEY FORM

Company Title :
Industry
Respondent’s
Name

Phone

E-mail address :

A. GENERAL INFORMATION

1. The establishment year of your firm: .....................

2. a) Please mention the initial shareholder structure of your firm:
Domestic private % .......ceonennn.

Domestic public % .................

Foreign private %  .................

Foreign public %  ................

2. b) Please mention the current shareholder structure of your firm:
Domestic private % .......cooenne

Domestic public % .................

Foreign private %  .................

Foreign public %  ..................

3.When did you invested for the first time in your firm? .....................
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4. Please mention the country/countries of your foreign partner(s) and
their respective shares in percentages:

Country : .....covvvviiininn... Percentage share: .....................
Country : ....ocovvvviiiiinnn.. Percentage share: .....................
Country : ...oooiiiiiiiinn, Percentage share: .....................

6. What were your motivations in investing in Turkey? Please check all
that apply.

[ 1 A. Lower labour costs in Turkey

[ ] B. Lower energy costs in Turkey

[ ] C. Lower communication and transportation costs in Turkey

[ 1D. To use Turkey as a bridge to export to third countries

[ 1 E. The availability of low-cost raw materials from Turkey and her

neighbours

[ ] F. Tariff jumping by direct investment in Turkey rather than exporting to
Turkey

[ 1 G. High-growth potential of Turkey and increasing demand for your
products

[ ] H. That your parent firm owns a technology non-existing in Turkey

[ ] L. That your parent firm owns product variety non-existing in Turkey

[ 1J. That your parent firm owns process variety non-existing in Turkey

[ ] K. Other (Please specify):  ..ooooiiiiiiiiiiiiiiiiiiea

7. Please specify the type of your initial investment.
[ 1 A. Greenfield investment
[ ] B. Joint venture
[ ] C. Acquiring an existing domestic firm
[ ] D. Participating in an existing domestic firm
(Percentage share ............... )

[ ] E. Other (Please specify): ....cooiiiiiiiiiiiiiiiiiieieene



8. If you have checked C or D in the previous question, what kind of
changes have you made in the firm you have acquired / participated?
Please check all that apply.

[ ] A. Machinery and equipment were replaced with new ones

[ ] B. Buildings were renovated

[ ] C. Employment was decreased

[ ] D. Engineers and technical personnel were replaced with new ones
[ ] E. More engineers and technical personnel were employed

[ ] F. Managers were changed

[ ] G. Chart of organisation of the firm was changed

[ ] H. No changes were made

[ ]I Other (Please specify): ......cceviiiiiiiiiiiiiiiiiiiiieieans

E. ADDITIONAL INVESTMENTS

9. Did you make new investments in Turkey after the initial investment?

[ 1A Yes [ ]B. No

10. Please specify the type of new investment that your firm made after the
initial investment. Please check all that apply.

[ 1 A. Greenfield (New)

[ ] B. Expansion

[ ] C. Capital Increase

[ ] D. Participation

[ ] E. Other (Please specify): ......ooovviiiiiiiiiiiiiiiiiieie e

F. INVESTMENT DECISION

11. Do you think the fact Turkey has been given a date to start
negotiations with the European Union will positively affect foreign
direct investment inflows to Turkey?

[ 1A. Yes [ ] B. No
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12. To what extent do you think the following factors hinder foreign direct

investment inflows to Turkish manufacturing industry?

DOES NOT
HINDER
AT ALL

HINDERS HIGHLY | DEFINITELY
ALITTLE | HINDERS HINDERS

Turkey does not have an industrial
strategy [ [1]

Turkey does not have a technology

policy [] []

Turkey does not have an
international trade policy

[] []

Priority sectors to attract FDI are
not determined

[] []

Foreign nivestment policy is not a
part of broader development [] []
strategy

Post-1980 open-door policies to
foreign direct investment

[] []

Procedures for starting a business [1 [1

Infrastructure facilities (electricity,
water, telephone, roads, land)

[1] [1]

Inflation rate [1 [1]

Overvaluation of Turkish Lira [1] [1]

Insufficient domestic demand [1] [1]

Low growth expectations [1] [1]

High interest rates [1 [1]

High labour costs [1] [1]

High energy costs [1] [1]

High tax rates [1] [1]

Tax legislation [1] [1]

Customs Legislation and
Imports Regime

[] []

Laws, Rules and Regulations [1] [1]
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Political instability and uncertainty

Corruption

Other (Please Specify)

D. INVESTMENT CLIMATE

13. How did the factors below affect your new investment decisions in
Turkey?

NOT

POSITIVELY | NEGATIVELY AFFECTED

Liberalizations in foreign inves
regime in the post-1980 period [1] [] [1]

Liberalization of capital flows in [1] [1 [1
1989

1994 crisis [1] [1] []

Customs Union [1] [1 [1

2001 Crisis [1 [1] [1]

There being no industrial strategy

in Turkey [ [ [

There being no international trade

strategy in Turkey [1 [1] [1]

There being no technology policy

in Turkey [ [ [

New Foreign Investment Law [] [] []
No. 4875 enacted on 5.6.2003

Other (Please specify)
[1] [1] [1]
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14. Please evaluate the current investment climate in Turkey as compared

to other developing countries.

BETTER SIMILAR

Bureaucratic procedures in
starting a business [1] [1]

Tax legislation [1 [1]

Customs Legislation [1] [1]

Industrial standards and certificates [1 [1

Investment incentives [1] [1]

Export incentives [1] [1]

Procedures related to land
registration and ownership

[1 []

Infrastructure facilities (electricity,
roads, water, telephone, land)

[1 []

Other (Please specify)
[1] [1]

15. What types of incentives have your firm utilized since initial
investment? Please check all that apply.

[ ] A. Customs allowance

[ ] C. Investment allowance

[ 1 D. VAT allowance

[ 1 E. Accelerated depreciation

[ ] F. None

[ ] G. Other (Please Specify) ......ooriiriiiiiiiii e

E. PRODUCTION

16. What type of products do you produce? Please check all that apply.
[ 1 A. Durable consumption good
[ ] B. Non-durable consumption good
[ ] C. Intermediate good
[ ]1D. Capital good
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[ 1 E. Other (Please Specify) .....c.ovvriviiiiiiiiiii e,

17. Which ones below are your competitors? Please check all that apply.
[ 1 A. Turkish private firms

[ ] B. Turkish public firms

[ ] C. Imports

[ ]1D. Foreign capital firms operating in Turkey

[ ]1E. Other (Please Specify) .....c.ovuiiiiiiiiiii i,

F. EMPLOYMENT

18. a) How many persons do you currently employ in your firm? Please
specify the number of employees with respect to categories.

Manager: ...

Engineer: ...........

Technical personnel: ...........

Clerk: ..

Worker: Ll

Total:

18. b) What was your initial employment? Please specify the number of
employees with respect to categories.

Manager: ...

Engineer: ...

Technical personnel: ...........

Clerk:

Worker: L

Total: ...l

19. Please specify the educational level of your employees as number or
percentage in total.

Graduvate: ...



Undergraduate: ~ ...........
Two year high school: ...........
Vocational school: ...
High school: ...
Junior high school: ...

Primary school: ...

20. For which level of employees do you have training programs?
Please check all that apply.

[ ] A. Manager

[ ] B. Engineer

[ ] C. Technical personnel

[ ]D. Clerk

[ 1 E. Worker

[ ] F. None

21. Please specify the percentage of unionised workers in your total

employment. ................

22. Please specify the percentage of part-time employees in your tota

I employment. ................

G. TECHNOLOGY

23. Which of the following methods do you utilize to acquire your
technology? Please check all that apply.
[ 1 A. Technology transfer from the parent firm abroad
[ ] B. Technology transfer from abroad by license agreements
[ ] C. Produce our own technology by employing foreign experts
[ ] D. Producing our own technology in our own R&D department

[ ]1E. Other (Please specify): .....o.vviriiiiiiiiiii i
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24. Did you develop and have the patent of a new product? Please specify
the number of patents, if any.

[ 1A.Yes (oo ) [ 1B. No

25. Did you develop and have the patent of a new process? Please specify

the number of patents, if any.

[ 1A.Yes  (......) [ 1B. No

26. Do you have technological cooperation with universities and/or public
institutions?

[ 1A. Yes [ ]B. No

27. Please specify the percentage of your R&D expenditures in your total
2003 sales. ..................

H. FOREIGN TRADE

28. Please specify the percentage of your exports in your total 2003 sales.
29. How has the percentage of your exports in net sales changed since
start-up?

[ ] A. Increased [ ] B. Decreased [ ] C. Not changed

30. If the percentage of exports increased in your net sales, which of the
following were effective in this? Please all that apply.

[ 1 A. Exchange rate policies

[ ] B. Export incentives

[ ] C. Liberalization of capital movements in 1989

[ 1D. 1990/1991 Gulf Crisis

[ 1E. 1994 Crisis

[ 1F. 1996 Customs Union

[ ]1G. 2001 Crisis

[ ] H. Other (Please Specify) .....ccevviriiiiiiiiiiiiiiiieiieieeeee,



31. How were you affected from Customs Union in effect since 1996?
Please check all that apply.
[ ] A. The share of exports in our net sales increased
[ ] B. Our imported input usage increased
[ ] C. Competition in domestic market intensified
[ 1 D. We have taken measures to increase our productivity
[ 1 E. We have changed our production technology
[ ]F. Our export markets were diversified
[ 1 G. Our demand for qualified labour increased
[ ] H. Our vision of Turkey has positively changed
[ ] L. We decided to increase our investments in Turkey

[ ]J. Other (Please specify) ......oouvveiiiiiiiiiii i,

32. Do you import your raw materials or procure from Turkey? Please
specify the ratio of imported raw materials in your 2003 raw material

costs.

[ 1A. Import(....... %) [ ] B. Procure from Turkey

33. Do you import your intermediate goods or procure from Turkey?
Please specify the ratio of imported intermediate inputs in your 2003

intermediate input costs.

[ 1A. Import(....... %) [ ] B. Procure from Turkey

34. Please specify the ratio of your imports in your total 2003 sales.

I. CRISES

35. How were you affected from 1990/1991 Gulf Crisis? Please check all
that apply.
[ ] A. Utilization ratio decreased
[ ] B. Input costs increased

[ ] C. There were liquidity problems
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[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ] F. Started to export

[ 1 G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] 1. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ ] N. Other (Please specify)

36. How were you affected from 1994 Crisis? Please check all that apply.
[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] L. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please specify)
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37. How were you affected from 1997 Asian Crisis? Please check all that
apply.

[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] L. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ ] N. Other (Please specify)

38. How were you affected from 1998 Russian Crisis? Please check all that
apply.

[ ] A. Utilization ratio decreased

[ 1 B. Input costs increased

[ ] C. There were liquidity problems

[ ] D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased

[ ] L. Borrowing costs increased

[ 1J. New investments were abandoned

[ ] K. Paused production

[ 1L. Acquired a new firm in Turkey
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[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please specity)

39. How were you affected from 1999 Marmara Earthquake? Please check
all that apply.

[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased
[ ] L. Borrowing costs increased

[ ]17J. New investments were abandoned

[ ] K. Paused production

[ 1 L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey

[ 1 N. Other (Please specify)

40. How were you affected from 2001 Crisis? Please check all that apply.
[ ] A. Utilization ratio decreased

[ ] B. Input costs increased

[ ] C. There were liquidity problems

[ 1 D. Employment was decreased

[ ] E. Wages were cut

[ ]F. Started to export

[ ] G. Domestic sales decreased

[ ] H. The share of exports in net sales increased

[ ] L. Borrowing costs increased
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[ 1J. New investments were abandoned

[ ] K. Paused production

[ 1L. Acquired a new firm in Turkey

[ ] M. Participated in a new firm in Turkey
[ 1 N. Other (Please specify)

41. How were you affected from War in Iraq since 2003? Please check all
that apply.
[ ] A. Utilization ratio decreased
[ ] B. Input costs increased
[ ] C. There were liquidity problems
[ 1 D. Employment was decreased
[ ] E. Wages were cut
[ ]F. Started to export
[ 1 G. Domestic sales decreased
[ ] H. The share of exports in net sales increased
[ ] 1. Borrowing costs increased
[ ]17J. New investments were abandoned
[ ] K. Paused production
[ 1 L. Acquired a new firm in Turkey
[ ] M. Participated in a new firm in Turkey

[ ] N. Other (Please specify)

42. You can enter below your comments and considerations regarding our

survey and our subject matter. Your opinions will be appreciated.

Thank you very much for participating in our survey!
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APPENDIX E
TURKISH SUMMARY

Cok uluslu sirketlerin faaliyetleri ve dogrudan yabanci yatirim (DYY) konusu
ozellikle 1970’lerden sonra diinya ¢apinda dnem kazanmistir. Ayrilmaz bir pargasini
dogrudan yabanci yatinmlarin olusturdugu neo-liberal bir giindem gelisme
stratejilerinin yerini aldikca, gelismekte olan iilkeler giderek daha fazla DYY
cekmeye odaklanmiglardir. Bu calismada, gelismekte olan iilkelere fayda
saglayabilmesi i¢in, DY'Y nin neo-liberal politikalar ¢er¢evesinde degil, sanayi, dis
ticaret ve teknoloji politikalar1 ile desteklenmis genel bir gelisme stratejisi
cercevesinde ele alinmasi gerektigi savunulmaktadir.

Literatiirdeki ampirik sonuglar, DYY’nin yararlarmin kendiliginden
gerceklesmedigini gostermektedir. Bagka bir deyisle, tek basina DYY akimlari, ev
sahibi lilkedeki teknolojik ilerlemeyi, verimlilik artisini, yiliksek biiylime oranlarini,
istthdam ve ticret artisin1 garanti etmemektedir. DY'Y’den beklenen yararlarin ortaya
¢tkmasi ve bunlarin azamilestirilmesi, ev sahibi iilkenin, asgari diizeyde beseri
sermaye ve teknolojik kapasiteye sahip olmak gibi, belirli gelismislik sartlarini
yerine getirmesine baghdir.

Bu calismada iki temel soruya yanit aranmistir: Birinci olarak, DYY ¢ekmede
basarili olmus gelismekte olan {ilkelerle karsilastirildiginda, Tiirkiye’nin yeterince
DYY ¢ekememis olmasinin nedenleri arastirilmstir. ikinci olarak, bir taraftan ihracat
yapisinin genislemesi ve derinlesmesi, diger taraftan mevcut teknoloji kapasitesinin
dontistiirilmesi ve iyilestirilmesi yoluyla, Tiirkiye’nin yapisal sorunlarini asarak
sanayilesme ve gelisme amaglarim1 gergeklestirebilmesinde DYY’ nin ne olgiide
faydal1 olabilecegi arastirilmistir.

[k soruya iliskin, DYY c¢ekme konusunda basarili olmus 15 gelismekte olan

iilke'®, yatirim ortami ve yabanci sermaye rejimleri bakimindan Tiirkiye ile

1% Karsilastirma amaciyla secilen 15 gelismekte olan iilke sunlardir: Arjantin, Brezilya, Meksika, Sili,
Venezuela, Cin, Hong Kong, Singapur, Tayland, Giiney Kore, Malezya, Hindistan, Polonya, Cek
Cumbhuriyeti, Macaristan.
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karsilastirilmustir. Tkinci soruyla ilgili olarak, oncelikle Tiirkiye’deki mevcut DYY ile
yurt ici yatirim deseni karsilastirilmistir. Ayrica, DYY akimlari i¢inde birlesme ve
devralmalar ile Ozellestirmenin Onemi arastirilmis; yerli ve yabanci sermayeli
sirketlerin karsilastirmali ihracat, istihdam ve teknoloji yapilart ¢6ziimlenmis; yine
yerli ve yabanci sermayeli sirketlerin Avrupa Birligi ile kurulan Giimriik Birligi’ne
ve Tirkiye’nin son on yillik donemde yasadigi ekonomik krizlere tepkileri
tartistlmistir. Bunlarin disinda, yerli firmalarin yurt disinda yaptiklar1 yatrimlar da
aragtirllmistir. Bu sorulara cevap aranirken, imalat sanayiinde faaliyet gosteren yerli
ve yabanci sermayeli sirketlere anket uygulanmis, ¢esitli veri setlerinin yaninda bu

anket sonuglar1 da kullanilmistir.

Yatiruim Ortami ve Yabancit Sermaye Rejimi

Yiiksek miktarda DYY c¢ekmis gelismekte olan iilkelerin karsilastirmasi, DY'Y
politikalarinin  tiirdes olmadiginm1 ve iilkeler arasinda uygulama farkliliklari
bulundugunu gostermektedir. Hicbir iilkede milkemmel bir yatirim ortami
bulunmamasi ve her iilkenin yatirim ortaminda c¢esitli derecelerde sorunlarin
gorilmesi, Tirkiye’nin yeterli miktarda DYY c¢ekememesinde yatirim ortaminin
aciklayict bir degisken olmadigini gostermektedir.

Segilen iilkeler, yabanci sermaye rejimi bakimindan da farklilik
gostermektedir. Baz iilkeler oldukga liberal bir yabanci sermaye rejimine sahipken,
bir kisim iilkelerde kendi gelisme amaglarina uygun bicimde ¢esitli kisitlamalar
mevcuttur. Singapur, Tayland ve Malezya’da yabanci sermaye rejimi daha genel bir
sanayilesme stratejisinin parcasidir. Cin’de yabanci sermaye izinleri belirli
biirokratik prosediirlere baglanmistir. Cogu iilkede, sektorel kisitlamalar soz
konusudur. Bazi iilkelerde DYY i¢in belirlenmis performans 6lgiitleri bulunurken,
digerlerinde yabanci sermaye yatirimlarina verilen tesvikler belirli performans
dlgiitlerine baglanmistir. Ozellikle Cek Cumbhuriyeti ve Polonya’da, DYY’den en
fazla fayday1 elde etmek i¢in, katma degeri yiiksek, yiiksek teknoloji sanayilerine
gelecek DYY firmalarina, performans dlgiitlerine baglanmis tesvikler verilmektedir.
Bunlarin disinda, uluslararas1 tahkimin yiiksek DYY c¢eken tilkelerin hepsinde
ayrimsiz bicimde uygulanan bir rejim olmadig1 goriilmiistiir. Ozellikle, Cin, Tayland

ve Latin Amerika’da uluslararasi tahkime ¢ok sicak bakilmamaktadir.
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Tirkiye’de yabanci sermaye rejimi gittikce serbestlestirilmektedir. Ancak,
diger iilke deneyimlerinin aksine, Tiirkiye’nin yabanci sermaye rejimi daha genel bir
geligsme stratejisinin parcast olmadig1 gibi, bilgiye dayali bir yiiksek teknoloji iilkesi
olma yolunda, performans Olgiitlerine bagli bir tesvik mekanizmasi da
kurulamamistir. Incelenen iilke deneyimleri gostermektedir ki, yiiksek diizeyde DYY
cekebilmenin en 6nemli kosulu liberal bir yabanci sermaye rejimi ile neo-liberal bir
yatirim ortamina sahip olmak degildir. Aksine, her iilkenin kendi kurumsal yapisina
dayanarak, kendi ihtiyaglarmi karsilamak iizere 6zgiil yabanci sermaye politikalari
olusturdugu goézlenmistir. Secilen diger iilkelerle karsilastirildiginda Tiirkiye nin
yeterli miktarda DYY c¢ekememesi, Tirkiye’de isgiiciinlin egitim diizeyinin
diisiikliigiine ve teknoloji kapasitesinin yeterince gelismemis olmasina baglanabilir.
Bu sonug da gostermektedir ki, DY'Y akimlarii ¢ekebilmek i¢in, belirli gelismislik
sartlarinin yerine getirilmis olmas1 gerekmektedir.

Calismada uygulanan anket sonuglar1 da gostermistir ki, Tiirkiye nin sanayi,
dis ticaret ve teknoloji politikalarina sahip olmamasi, DYY i¢in Oncelikli sektdrlerin
belirlenmemis olmasi ve yabancit sermaye rejiminin daha genel bir gelisme
stratejisinin parcasi olmamasi, hem yerli yatirimlarin hem DYY’nin 6niindeki en
onemli engelleri olusturmaktadir. Hem yerli hem de yabanci sermayeli sirketlerden
anket katilimcilar, Tiirkiye’ nin sanayi, dis ticaret ve teknoloji politikalarina sahip
olmamasinin yeni yatirim kararlarini olumsuz yonde etkiledigini belirtmislerdir.
Buna ek olarak, yerli sirketlerin sirketlerini yabancilara satma veya yabancilarla
birlesme tutumlarinin en 6nemli nedeninin yeni pazarlara erisme giidiisii oldugu
belirtilmistir. Bu da gostermektedir ki, Tiirkiye’nin yerli sirketlere uluslararasi
piyasalarda rekabet giicli saglayacak uygun bir ticaret politikasi bulunmamaktadir.
Diger taraftan, hem yerli hem de yabanci sermayeli anket katilimcilari, Tiirkiye nin
mevcut yatirrm ortaminin diger gelismekte olan iilkelerinkinden anlamli derecede
farkli olmadigin1 belirtmislerdir. Biitiin bu sonuglar gostermektedir ki, Tiirkiye nin
DYY c¢ekmedeki basarisizligi, Bretton Woods kuruluslarinin telkin ettigi gibi,
elverisli bir yatirim ortaminin eksikliginden kaynaklanmamaktadir. Tam tersine, bu
basarisizligin nedeni, DYY i¢in oncelikli sektorleri de belirleyen genis bir gelisme
stratejisinin parcasi olmasi gereken sanayi, dis ticaret ve teknoloji politikalarinin

eksikliginde aranmalidir.
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DYY ve Yurtici Yatirum Deseni

Tirkiye’ye gelen DYY akimlari, hem tarihsel olarak hem de diger gelismekte
olan iilkelerle karsilastirlliginda, ¢ok diisiik diizeylerde seyretmistir. Tiirkiye’de
uluslarast yatrimer sayilabilecek firma sayisi da ¢ok azdir. DYY akimlarimin biiytik
bir kism1 hizmetler ve imalat sanayii sektdrlerine gelmistir. Hizmetlerin pay1 giderek
artmakta, imalat sanayiinin pay1 da diismektedir. Ozellikle belirtilmelidir ki, 1 Ocak
2003 ve 30 Nisan 2005 tarihleri arasinda gelen DYY akimlarimin yartya yakini,
tiretken bir 6zelligi bulunmayan gayrimenkul yatirimlaridir.

1980 sonrasinda DYY akimlarmin gelisimi ile toplam yurtici ve kamu
yatirimlarinin gelisimi birbirlerine ¢ok benzemektedir. En azindan 1980lerin sonuna
kadar Tirkiye’de kamu yatrimlar ile 6zel yatirimlarin birbirini tamamlayict bir iliski
icinde oldugu, gelismekte olan iilkelerde yurti¢i yatirnmlarin DYY’yi Onceledigi,
DYY akimlarinda imalat sanayiinden hizmetlere dogru yasanan sektorel kaymanin
Tirkiye’de 1980 sonrasi sabit sermaye yatirimlarinda gézlenen sektorel kaymanin
birebir yansimast oldugu gergekleri goz oOniinde bulunduruldugunda, Tiirkiye’nin
zaylf DYY performansi, imalat sanayiindeki kamu yatirimlart ve 6zel yurtici
yatirimlarin zayif performansina baglanabilir.

Tirkiye imalat sanayiine yatirim yapan yabanci sermayeli firmalarin yatirim
saikleri arasinda, iggiicii maliyetlerinin diigiik olmasi, yurti¢i piyasanin biiytikligi ve
Tiirkiye’nin tli¢iincii iilkelere ihracat i¢in kopriibast konumunda bulunmasi ilk siralar
almistir. Tiirkiye’de bulunmayan iiriin, siire¢ ve teknoloji ¢esitliligine sahip olmak bu
saikleri izlemektedir. Ucuz hammadde bulma olanagi, diisiik ulastirma, iletisim ve
enerji maliyetleri ve giimriik tarifelerinden kurtulma, daha az 6nemli saikler olarak
ortaya ¢ikmistir. Yatirim saiklerindeki bu siralama, yabanci yatirimin tiiriine ve
yapilis yilina gore degismemektedir. Ozetle, Tiirkiye’deki DYY nin pazar arayan
tiirden oldugu ve diisiik isgiicli maliyetlerini cazip buldugu soylenebilir.

Yurtdigina yatirim yapan yerli firmalarin yatirim saikleri de yabanci sermayeli
firmalarinkinden farkli degildir: Ev sahibi iilkelerin biiyiime potansiyeli ve bu
tilkeleri ihracatta kopriibasi olarak kullanmak yurt dis1 yatirimlarin en 6nemli
saikleridir. Yurt dig1 yatirnmlarda, vergi avantajlar1 ile diisiik enerji maliyetlerinin,
diisiik isgiicii maliyetlerinden daha 6nemli oldugu belirtilmistir. Hem Tiirkiye’ye

yatrim yapan yabanci sermayeli firmalarin, hem de yurt digina yatirim yapan yerli
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firmalarin yatirim saikleri gostermektedir ki, Tiirkiye’de isgilicli maliyetleri ucuzken,
vergilerin yiiksekligi ve enerji maliyetleri hem yerli hem yabanc1 yatirimlarin 6niinde

onemli engeller olarak algilanmaktadir.

Birlesme ve Devralmalar

Tirkiye’de, ozellikle imalat sanayiinde DYY izinleri i¢inde, yeni (greenfield)
yatrimlarin payinin ¢ok diisiik kaldig1 goriilmektedir. Ustelik, 1983-2002 déneminde
yeni yatirmlarin pay1 azalis egilimi gostermektedir. imalat sanayii i¢in verilen toplam
DYY izinleri igerisinde yeni yatrim izinlerinin bu azalma egilimi, s6z konusu
donemde toplam sabit sermaye yatirimlari i¢inde imalat sanayiinin payinin azalma
egilimiyle kosutluk gostermektedir. Diger taraftan, sermaye artis1 ve istirak
yatirimlari i¢in verilen DYY izinleri hem imalat sanayii hem de hizmetler sektdriinde
artma egiliminde olup, Ozellikle iktisadi konjonktiiriin dip noktalarin1 izleyen
donemlerde, istirak izinlerinin sigrama yaptig1 gézlenmektedir. Anket sonuglar1 da
gostermistir ki, kriz sonrasi intibak donemleri olan 1994-1995 ve 2001-2003
donemlerinde yabanci sermayeli birlesme ve devralmalar artmistir. Bu sonug,
ozellikle kriz donemlerinde, yerli sirketlerin “batan geminin mallar1” gibi yabanci
sermaye saldirisina ugradiklariin bir isareti olarak degerlendirilebilir.

Yerli sirketlerle birlesen veya yerli sirketleri satin alan yabanci sermayeli
sitketler, oncelikle birlestikleri/satin aldiklar1 sirketlerin Orglitsel ve idari yapisini
degistirdiklerini vurgularken, istihdami azaltttiklarmi da belirtmislerdir. Oyleyse,
yabanci sermayeli birlesme ve devralmalardan sonra etkinlik ve verimlilik artiglar
olabilecegi gibi, isttihdama muhtemel olumsuz yansimalar da gozardi edilmemelidir.
Diger taraftan, yabanci sermayeli sirket sayisinin artmasi, yurtici piyasadaki rekabeti
artirmakta, yerli sirketleri yeni teknoloji yatirimlar1 yaparak etkinliklerini artirmaya
zorlamaktadir. Ancak, yerli sirketler, yabanci sermayeli sirket sayisi arttikca pazar

paylarim yitirdikleri hususunda da sikayetlerini dile getirmislerdir.

Thracat Yapist
Herhangi pozitif yabanci sermaye payina sahip her sirketi yabanci sermayeli
kabul eden Yabanci Sermaye Genel Miidiirliigii (YSGM) verilerine gore, yabanci

sermayli sirketler Tiirkiye ihracatinin ortalama beste birini gergeklestirmektedir.
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Ancak, yabanci sermayeli sirketlerin ihracati, yabanci sermayeli sirketin nasil
tanimlandigmma baghdir. Ornegin, tanim herhangi pozitif yabanci sermaye orani
yerine ¢ogunlugu yabanci sermayeli olarak degistirildiginde, yukaridaki oran yaridan
fazla azalmaktadir. Oyleyse, YSGM verilerine gore toplam ihracattaki DYY payi
oldugundan fazla goriinmektedir. Aslinda, Tiirkiye imalat sanayindeki yabanci
sermayeli sirketlerin toplam ihracatinin biiylik bir kismi, Tiirkiye’nin en biiyiik
birinci 500 sirketi arasinda faaliyet gosteren yabanci sermayeli sirketler tarafindan
gerceklestirilmektedir. Bagka bir deyisle, Tiirkiye imalat sanayiinde faaliyet gdsteren
yabanci sermayeli sirketlerin ortalama dortte iigliik kismi, esasen i¢ piyasaya doniik
{iretim yapmaktadir. Ihracat yonelimi de yabanci sermayeli sirketin tanimima duyarl
bir husustur. Tiirkiye’nin birinci 500 biiyilik sanayi sirketi arasinda, yabanci sermaye
pay1 arttikc¢a ihracata doniik sirket sayisinin azalma egiliminde oldugu goézlenmistir.

Thracatin cografi dagilimi incelendiginde, yerli ve yabanci sermayeli sirketlerin
ithracat1 arasinda anlamli bir pozitif bagint1 gézlenmistir. Hem yerli hem de yabanci
sermayeli sirketlerin ihracatinda AB-15 iilkeleri, Merkez ve Dogu Avrupa ile Bati
Asya ilk li¢ siray1 almaktadir. Yabanci sermayeli sirketlerin Tiirki Cumhuriyetlere
ithracat i¢in Tirkiye’ye yatirim yapacaklar1 beklentisinin aksine, bu tilkelerin yabanci
sermayeli sirketlerin ihracati i¢indeki pay1 ¢ok diisiik kalmstir.

Yabanci sermayeli sirketlerin ihracatinin ara mali ve sermaye malinda
yogunlasgtigi, yerli sirketlerin ihracatinin ise agirlikli olarak tiikketim mallarindan
olustugu gozlenmistir. Yabanci sermayeli sirketlerin ihracatinda ara mali ve sermaye
mali payimdaki artisi, aslinda otomotiv sanayii ihracatindaki artigla agiklamak
miimkiindiir. Yerli sirketlerin ihracatt daha ¢ok orta-diisiik ve diisiik teknoloji
mallarinda, yabancit sermayeli sireketlerin ihracati da orta-yliksek teknoloji
mallarinda yogunlagsmis olsa da, 1996-2002 doneminde yerli sirket ihracatinin
teknoloji basamaginda ilerlemekte oldugu da gozlenmistir. Bu dénemde, yerli
sirketlerin yaptig1 diisiik tekmolojili ihracatin payr azalma egilimindeyken, orta-
yiiksek ve yiiksek teknolojili ihracatin payr artmustir. Ustelik, yiiksek teknolojili
thracatin payi, yerli sirket ihracatinda yabanci sermayeli sirket ihracatindakinden
daha fazladir. Ancak bu sonu¢ degerlendirilirken, YSGM veri setinde iiretici

firmanin degil ihracat¢i1 firmanin kimliginin esas alindig1 unutulmamalidir.
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Anket sonuglari, ihracatin net satiglar icindeki pay1 olarak oOlgiilen ihracat
yonelimi bakimindan, yerli ve yabanci sermayeli sirketler arasinda anlamli bir fark
olmadigin1 gdstermistir. Hem yerli hem de yabanci sermayeli sirketler kurulduklari
tarihten bu yana ihracatlarini artirdiklarini belirtmislerdir. Avrupa Birligi (AB) ile
kurulan Giimriik Birligi, 2001 krizi, doviz kuru politikalar1 ve ihracat tesvikleri yerli
ve yabanci sermayeli sirketlerin ihracat artiglarinin arkasindaki ortak nedenlerdir.
Diger taraftan, yabanci sermaye sirketlerin ithalata bagimliligi, yerli sirketlere goére
anlamli derecede yiiksektir. Bu yiiksek oran, bir taraftan yabanci semayeli sirket
sayisindaki artisin 0demeler dengesi lizerinde olumsuz etkilerine isaret ederken,
diger taraftan yabanci sermayeli sirketlerle yerli ara mali treticileri arasinda geri
baglantilarin kurulamamis oldugunu gostermektedir.

AB ile kurulan Giimriik Birliginin etkileri incelendiginde, yerli ve yabanci
sermayeli sirketler, yurt i¢i piyasada rekabetin arttigini, net satislar iginde ihracatin
paymin ylkseldigini, ihracat pazarlarinin genisledigini, daha fazla ithal girdi
kullandiklarmi ve vasifli iggiliciine taleplerinin arttigini belirtmislerdir. Artan
rekabetin, yerli firmalari, yabanci firmalardan daha fazla verimlilik artirict ve
teknoloji gelistirici onlemler almaya zorladig1 gbézlenmistir. Diger taraftan, yabanci
sermayeli sirketler, Glimriik Birligi’nin ardindan Tiirkiye’ye daha olumlu bakmaya
basgladiklarin1 ve Tiirkiye’deki mevcut yatirimlarimi artirmaya karar verdiklerini

belirtmislerdir.

Istihdam Yapisi, Isgiicii Verimliligi ve Ucretler

Ihracat ile karsilastirildiginda, yabanci sermayeli sirketlerin Tiirkiye imalat
sanayiinin toplam istihdamina katkis1 daha diistiktiir. 1992-2001 déneminde imalat
sanayii istihdami i¢inde yabanci sermaye pay1 % 10’un iizerindeki sirketlerin pay1
ortalama % 9,7°dir. Ihracatta odugu gibi, yabanci1 sermayeli sirketlerin istihdama
katkis1 da yabanci sermaye sirket tanimina duyarhidir. Yabanci sermayeli sirket,
% 50’nin lizerinde yabanci sermaye payiyla tanimlandiginda, imalat sanayii toplam
istthdamindaki payr 1992°de % 4,9’a ve 2001’de % 6’ya diismektedir. % 90’1n
lizerinde yabanci sermaye payiyla tanimlandiginda ise s6z konusu oran, 1992°de
% 1,8’¢ ve 2001°de % 4,4’e¢ diismektedir. 1992-2001 doneminde, toplam imalat

sanayii istthdami icinde yabanci sermayeli sirketlerinin payminin ¢ok diisiik
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seyretmesine ragmen, s6z konusu on yil boyunca yaratilan toplam istihdamin dortte
birinden fazlasi, yabanci sermaye payr % 90’ iizerindeki sirketlerce
gerceklestirilmistir. Cogunluk hissesi yabancilara ait bu sirketlerin anlamli istthdam
katkisi, ayn1 donemde bu kapsamdaki sirket sayisinin artmasina baghdir.

Ote yandan, anket sonuglarina gore, yabanci sermayeli ve yerli sirketler
arasinda istthdam yaratma bakimindan anlamli bir fark bulunmamistir. Yabanci
sermayeli ve yerli sirketlerdeki sendikali ve yari-zamanli is¢ilerin oranlar1 da anlamli
bir farklilik gostermemektedir. Hem yerli hem de yabanci sermayeli sirketler,
calisanlar i¢in egitim programlar1 diizenlemektedir. Yabanci sermayeli sirketlerle
yerli sirketler arasinda anlamli bulunan en onemli farklilik, yabanci sermayeli
sirketlerin daha iyi egitilmis isgiicii istihdam etme egilimleridir. Isgiicii verimliligi ve
ticretler yabanci sermayeli sirketlerde daha yiiksek oldugu gibi, yabanci sermaye pay1

arttikca da artma egilimindedir.

Teknoloji Performansi

Caligmada uygulanan anket sonuglarina gore, Tiirkiye imalat sanayiinde
faaliyet gOsteren yabanci sermayeli sirketler, yenilik ve arastirma/gelistirme
faaliyetleri bakimindan, yerli sirketlerden daha iistiin degildir. Yabanci sermayeli
sitketler genellikle yerel arastirma/gelistirme faaliyetlerinde bulunmamakta olup,
iirtin ve slire¢ patenti aldiklarin1 ve iiniversiteler ve kamu kuruluslariyla teknolojik
igbirligi ytriittiikklerini belirtenlerin orani, yerli sirketlerden daha diisiiktiir. Bu
kosullar altinda, amaca yonelik politikalar olusturulmadik¢a, DYY akimlarinin
kendiliginden Tiirkiye ekonomisine teknolojik katkida bulunacagi beklentisi rasyonel

bir beklenti olmaktan uzaktir.

Iktisadi Krizlerin Etkisi

Tirkiye ekonomisinde son on yilda yasanan krizlerin yerli ve yabanci
sermayeli sirketleri benzer sekilde etkiledigi gozlenmistir. Hem yerli hem yabanci
sermayeli sirketlerden anket katilimcilari, kriz donemlerine kapasite kullanim
oranlarinin diistiiglinti, girdi maliyetlerinin arttigini, likidite sikisikligr yasandigini,
istthdamin azaltildigini, yurti¢i satislarin diistiiglinii, net satiglar iginde ihracatin

paymin arttigini, bor¢lanma maliyetlerinin yiikseldigini ve yeni yatirimlardan
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vazgecildigini belirtmislerdir. Yabanci sermayeli sirketlerle karsilastirildiginda, yerli
sirketlerin, girdi maliyetlerindeki artigtan ve yurti¢i satiglarin diismesinden daha fazla
etkilendigi goriilmiistiir. Bu durum, yabanci sermayeli sirketlerin yurtdisindaki ana

firmadan daha ucuz girdi saglamalarina bagh olabilir.

Gelisme Stratejisinin Gerekliligi

Caligmanin ~ bulgularina  gore, Tirkiye’nin  yeterince DYY akim
cekememesindeki basarisizligi (Bretton Woods kuruluslarinin siklikla dile getirdigi
gibi) yatirim ortaminin sorunlariyla agiklamak c¢ok kolayci bir yaklasim olacaktir.
Diger taraftan Tirkiye’yi yeterince liberal bir yabanci sermaye rejimine sahip
olmamakla su¢lamak da miimkiin goriinmemektedir. Tam tersine, diger gelismekte
olan tllkelerle karsilastirildiginda Tiirkiye’nin oldukga liberal bir yabanci sermaye
rejimi vardir. Ustelik, her iilkenin yatirrm ortaminda belirli sorunlar mevcuttur.
Anket katilimcilar1 da, Tiirkiye’nin yatirirm ortammin diger gelismekte olan
tilkelerden anlamli derecede farkli olmadigini belirtmislerdir. Ayrica, Tiirkiye nin
genel bir gelisme stratejisiyle cevrelenmis sanayi, dis ticaret ve teknoloji
politikalarina sahip olmayisi, hem yerli hem yabanci sermayeli sirketlerce dnemli
yatirim engelleri arasinda sayilmistir. Yerli ve yabanci sermayeli sirketlerin
perfromanslari arasinda anlamli bir fark bulunamadigi da unutulmamalidir. Yabanct
sermayeli sirketler ihracata olumlu bir katkida bulunurken, istihdam katkilari
nispeten 6nemsiz kalmistir. Ote yandan ddemeler dengesine olumsuz etkileri ile
yenilik ve arastirma/gelistirme alanlarinda yeterli katkilarinin bulunmayisinin
iizerinde ciddiyetle durulmalidir. Oyleyse, sadece yatirnm ortamimi iyilestirmeye
odaklanmak ve ekonomi politikalarin1 daha da serbestlestirmek yerine, genel bir
geligsme stratejisi i¢inde, yerli ve yabanci yatirimlarin birlikte ele alindigi, sanayi, dis
ticaret ve teknoloji politikalar1 olusturmak daha dogru goériinmektedir. Boyle bir
yaklagim, hem DYY akimlarini artirmak, hem de bu akimlardan azami faydayi
saglamak i¢in daha uygun olacaktir.

Genel bir gelisme stratejisi ile, yasam, saglik ve egitim standartlarinda
stirdiiriilebilir bir ilerleme saglayarak toplumu daha gelismis bir asamaya gotiirecek
bir strateji kastedilmektedir (Stiglitz, 1998:3, 15). Bir yandan, tarim ve hizmetlerin

durgun bir verimlilik diizeyine sahip oldugu g6z oniinde bulunduruldugunda,
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O0demeler dengesinde sorun yasamadan gelir diizeyini korumanin yolu imalat
sanayiinde stirekli verimlilik artiglar1 saglamaktan ge¢mektedir (Chang, 1989:58).
Diger yandan, hizli teknolojik degisimler, sanayi ve teknolojinin yapisini
karmagiklagtirmakta ve teknolojiye dayali faaliyetlerin dnemini artirmaktadir (Lall,
2004:3). Bunlarin disinda, Singapur, Cek Cumbhuriyeti ve Polonya 6rneklerinin de
gosterdigi gibi, cok uluslu sirketler, yatirnm yapmak i¢in kendi tasinabilir varliklarini
vasifl isglicii ve rekabetci kurumlarla birlestirebilecekleri yerleri tercih etmektedirler
(ayrica bkz. Lall, 2004:4). Oyleyse, ekonominin teknolojik dinamizmini artirmak,
yeni karsilagtirmali {stiinliik alanlar1 yaratmak, iiretilen ve ihra¢ edilen iirlinlerde
cesitliligi saglamak i¢in bir sanayi politikasina ihtiya¢ vardir (Chang, 1989:79;
Rodrik, 2004:7,21). Genel gelisme stratejisinin temel amaglarindan birisi, uygun
sanayi politikalar1 araciligiyla, iilke ekonomisinin dinamik karsilastirmali tistiinliik
alanlarini tespit etmek olacaktir.

Sanayi politikasi, Onemini kaybeden sektorlerden yeni gelismekte olan
sektorlere isglicii ve sermaye akigini kolaylastirmalidir. Ancak, belirli sektorlerden
daha ¢ok, yeni veya belirli bir tiir teknoloji, yeni bir iirlin ya da yeni bir hizmet gibi
Ozgiil faaliyetler hedeflenmeli ve desteklenmelidir (Rodrik, 2004:14). Bu o6zgiil
faaliyetler hedeflenirken, destekleme politikalar1 uygun performans oOlgiitleri ile
tamamlanmali ve destekten hangi kosullarda vazgegilecegi dnceden belirlenmelidir.
Verimlilik ve ihracat artiglari, performans oOlgiitleri olarak kullanilabilir (Rodrik,
2004:11-22). Diger taraftan, isletmelerin yeni teknolojileri edinirken yasayacaklari
o0grenme ve kendilerini gelistirme siireclerini yonetebilmeleri i¢in, ulusal teknoloji
politikalarina ihtiya¢ duyulmaktadir (Lall, 2004:11).

Giiniimiizdeki Diinya Ticaret Orgiitii (DTO) anlasmalar1 cergevesine, sanayi,
dis ticaret ve teknoloji politikalar1 olusturmanin zorluklar1 da ortadadir. Ancak,
gelisme stratejisinin amaglarina ulasabilmek i¢in, gelismeyi iktisat giindeminde ilk
siraya almak ve 6grenerek/deneyerek dogru politikalari olusturmanin yolunu bulmak
zorunlulugu vardir (bkz. Chang 2002 ve 2003). Ornegin, DTO’niin TRIMs anlasmasi
altinda, ticaret perfomansini etkilemedigi siirece, isgiiciiniin niteligini gelistirme,
teknoloji destegi, yenilik finansmani, bilisim teknolojileri i¢in altyap1 gelistirme gibi

secici politikalar uygulamak hala miimkiindiir (Lall, 2004:27).
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