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ABSTRACT

Understanding of the economic processes shaping regional economies is in a constant
state of change. These processes are important to understand for policy making as
governments seek to improve the economic well-being of citizens. Existing empirical
research in this field has focussed on regions in economically advanced and
technologically innovative economies. As a consequence, the broader picture of the
dynamics of regional development in less developed countries, particularly its social
and political origins and the overall changes in regional inequality, have remained
elusive and less clear. The purpose of this thesis has been to develop an understanding
of the local and regional dynamics of economic development in the context of the
transitioning and emerging economy of Turkey. The approach has been to unpack a
series of local and regional development theories and, from the drivers identified, to
develop an econometric model calibrated for the Turkish context using available and
appropriate proxy measures. Document analysis supported by interviews with groups
of policy makers has been intertwined with the results of the model. The results of the
study explain that implications of the current local and regional economic
development theories are a Curate’s Egg — good in parts — because these theories are

only partially relevant in the Turkish context.

Key words: Local and regional economic development, drivers of Turkish economy,

theoretically informed empirical modelling
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1 UNDERSTANDING THE RISE OF EMERGING ECONOMIES

1.1 Introduction

“There has been an enormous increase in inquiries from our customers
regarding Turkey. Information requests about Turkey’s potential, market
dynamics and investment environment from all over the world show that Turkey
blinks strongly on global investor radars” (PwC Global CEO Dennis Nally,

2011h).

A national economy consists of many local and regional economies. Each local and
regional economy may have different drivers and economic structures. Understanding
these drivers and structures is a fundamental challenge that confronts politicians,
policy makers, academics, researchers and practitioners. However, this task is
increasingly problematic in the face of rapid global economic change that has been
further complicated by the impact of recession and volatility in fuel, energy and
mineral costs. A number of studies have emphasized the dynamics of local and
regional growth by identifying underlying internal and external forces and modelling
their interactions (Brookfield, 1975; Lucas, 1988; Martin and Sunley, 1998; Plummer
and Taylor, 2001a; 2001b; Coe et al., 2004, Taylor and Ersoy, 2011). Real world
situations that have been analysed empirically, however, have principally focussed on

economically advanced and technologically innovative economies (Ersoy and Taylor,

! Celebrating its 30th year in Turkey, Dennis Nally, the global CEO of international auditing and
consultancy services provider PricewaterhouseCoopers (PwC), delivered a speech on Turkey,
16.09.2011, Istanbul.



2011). As a result, there has been more research undertaken on developed countries
rather than developing economies (see Jordaan, 2008a, 2008b for Mexican regions)
and hence the broader picture of the dynamics of regional development remains
elusive and less clear in less developed national economies. However, the regional
dynamics in emerging economies are different to that of more developed economies.
The analysis of emerging and developed economies reflect trends in a series of
drivers, including the structural composition and the geographical profile of economic
growth (financialization, de-industrialization and the off-shoring of manufacturing),
the structure of demand (infrastructural investment-driven, export-oriented and credit
driven consumer demand), national and international systems of regulation (financial
liberalization, rules governing the mobility of capital and developmental state
projects) and the specific geographical, social and institutional foundations of
economic development (Dunford and Yeung, 2011). The reality is that economies
change rapidly and some countries that have been considered less developed are
growing fast in ways that have never been anticipated. These counties show great
potential to develop and there is a need to understand the regional dimensions of this

growth.

The purpose of this thesis is to explain the dynamics of Turkey’s local and regional
economies. It seeks to identify and understand, empirically, the drivers of local and
regional development in Turkey by developing a theoretically informed econometric
analysis in the context of an emerging market economy. The analysis is founded on
seven theories of local and regional economic development. These are growth poles

(Perroux, 1955), product cycles (Vernon, 1966), flexible specialization (Scott and



Storper, 1992), learning regions (Braczyk et al., 1998; Lundvall, 1992; Maillat, 1996;
Maskell et al., 1998), competitive advantage (Porter, 1990); enterprise segmentation
models (Taylor and Thrift, 1982, 1983; Dicken and Thrift, 1992); and the creative
class (Florida, 2002). These theories have dominated discussions on local and regional
economic development since the 1950s. From these theories, eight hypothesised
drivers of regional growth are identified for the Turkish context which link
technology, knowledge, businesses, institutions, human capital, corporations, markets
and specialization. This thesis tests the seven theories and eight drivers to measure
and assess their implementations but using a numeric model based approach. The
reason why these theories and drivers are nested in a single numeric model is because
the theoretical prepositions contained in the individual theoretical models are either
ambiguous or lack clarity of expression. While each model provides little explanation
individually, a numeric model offers an explanation to the possible form of the
functional relationship between eight drivers and local economic performance. This
shifts the focus away from case studies to on quantitative based approaches that could
influence policy development and building. This is an important step for policy
makers because quantitative methods generate quick and easy access to baseline
information which is crucial in the decision making process. Not only has this form of
analysis not been undertaken in Turkey, but the theories themselves have had a major
impact on Turkish regional planning. The following sections define the challenges for
this study, briefly explain Turkish policy development and set out the objectives. This

chapter concludes with an account of the structure of this thesis.



1.2 The Problem

Turkey, with a population of more than 77 million and a 1.2% annual population
growth rate in 2011, has a very dynamic economy. It is a complex mix of modern
industry and commerce along with a traditional agriculture sector. The state is an
owner of basic industry, banking, transport, and communication, but there is also a
strong and rapidly growing private sector. Textiles and clothing account for one-third
of industrial employment and they are very competitive in international markets.
Productivity is increasing within the national economy and the style of Turkey’s
economic growth has been compared to China and India (Rodrik, 2010). At the same
time, Turkey is positioning itself and preparing for entry into the European Union. To
meet Turkey’s national economic goals it is, therefore, important that regional
economic policies help to support, harness and enhance the economic growth
potential of its constituent regional economies (Taylor and Ersoy, 2011). Those
economies, at the provincial level, have a range of different starting points, from the

most developed in the largest urban centres to the more rural and regional areas.

To adapt to the process of change, regional development in Turkey has undergone
major transformations. During this transformation, policies have been formulated to
enhance regional economic development. Although there have been local influences,
the majority of policy interventions have been brought in and adopted from policies
and ideas formulated in developed economies (Taylor and Ersoy, 2011). Moreover,
although recent reforms, particularly fiscal discipline, the introduction of inflation

targeting and the overhaul of financial sector regulations, together with political



stability and the opening of EU accession negotiations has improved Turkey’s
confidence in the ability to manage the economy; the economy is still a work in
progress. Inflation is not wholly defeated and today unemployment is still in double
figures. This raises a number of concerns about policies concerning local and regional
economic development. For instance, Turkey has pursued financial liberalization
policies since 1980. However, the redistribution of the resources has encouraged the
rural-urban disparity and reflected on inequalities in salaries and migration from east
to west (Onder and Ozyildirim, 2010). This study is situated within broader global
debates on understanding local and regional economic development in emerging
economies and the contribution this makes to economic growth in Turkey, the impact
of theories of local and regional development, and the importance of the relationship

between empirical analysis and policy practices in Turkey.

The study, therefore, has to examine the characteristics of local and regional
economic development in Turkey. This involves (1) an evaluation of the scope,
attributes and theories of local and regional development; (2) an analysis of current
economic growth in Turkey; (3) an identification of proxy measures in the Turkish
economy; (4) an estimation of an econometric model; and (5) an exploration of the
role of the state and regional government policies. The next section explores some

aspects of the evolution of Turkey’s economy.



1.3 Local and Regional Economic Development in Turkey: Policy and Practices

Turkey is formally composed of 81 provinces used as administrative units. There are
seven regions (Marmara region, Aegean region, Black Sea region, Central Anatolia
region, Mediterranean region, Eastern Anatolia region and Southeastern Anatolia
region) which have been defined according to geographical characteristics and
economic performances of their provinces (Figure 1.1 and Table 1.1). For example,
the provinces located in the eastern parts of Turkey are known to be lagging behind in
economic and social terms. Studies point out that the geographical location of
provinces influences the level of income and education in the favour of the western
regions (Celebioglu and Dall’erba, 2009; Gezici and Hewings, 2004). Similarly they
show that inequalities in salaries and migration from east to west increase the rate of
urbanization (Elveren and Galbraith, 2008; Kirdar and Saracoglu, 2007) which is one

of the main problems of Turkey’s seven regions.

Black Sea GEORGIA
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Figure 1.1: Turkey’s Geographical Regions



Population | Urbanization | Population Density
(x1000) Rate (%) Growth (%) | (per/km2)
Marmara 1737 79 27 241
Aegean 894 61 16 10
Central Anatolia 1161 69 16 63
Mediterranean 871 59 21 98
Black Sea 844 49 4 73
Southeastern Anatolia 661 62 25 88
Eastern Anatolia 614 53 14 42
Turkey 6780 65 18 88

Table 1.1: Distribution and population of Turkish regions

Throughout the years, the policies and practices of Turkish local and regional
economic development have changed to balance the divergence between the western
and eastern regions of Turkey. However, Turkish regional imbalances have been the
subject of Turkish reality for many years. For instance, Ertugal (2005) explained that
redistribution policies did not necessarily achieve the aim of increasing cohesion
across Turkish regions. Gezici and Hewings (2004) point out the importance of
functional regions of Turkey and conclude that the regions that receive most of the
funds did not grow faster than the more developed regions of the West. To explore the
dynamics and structures of Turkish regions, it is crucial to understand the changes and

characteristics of the policies and practices of Turkish local and regional economic

development.




The Turkish economy has experienced two different stages since the foundation of the
Republic in 1923. The industrialization process of the pre-1980s period was based on
import-substitution policies. After the 1980s, policies were developed to renew
economic growth on the basis of an export oriented strategy. With the combination of
an export push and foreign capital inflows, new reforms have been conducted in many
areas. The whole development process can be categorized into two different periods:

the pre-1980 period and post 1980 period. These periods are now explored in turn.

1.3.1 The pre-1980 Period

The emergence of the Republic of Turkey came from the country’s disengagement
from the shackles of the Ottoman Empire and the creation of a new political, social
and economic unit. Therefore, the Turkish government adopted policies to promote
the political, social and economic transformation of society. The central principle
underlying Turkey’s economic development efforts after the proclamation of the
Republic (1923) was founded on a mixed economy based on the combination of
democratic and secular policy. Although the state was thought to play a leadership
role in the decision making mechanism, it receded into the background as private
enterprises developed and became the dominant economic actors. Therefore the post-
1923 republican era had been a period in which the respective weights of “public” and
“private” changed drastically. To consider the current national and regional economic
development policies, it is important to understand how previous economic policies

and priorities have changed. These changes reflect the shift from a heavily regulated



and inward oriented economy to a more liberal economy increasingly exposed to the

discipline of the world markets.

The economic restructuring of Turkey began after the earth shaking effects of the
World War | and the Great Depression in 1929. Unfortunately, state involvement in
economic activities was rather limited due to post-war agreements and the socio
cultural structure of Turkey. For example, the Turkish government adopted some
policies in the Izmir Economic Congress (1923) such as supporting and promoting
private enterprises in cases where private enterprises were not powerful enough to
develop by themselves. Also some economy related provisions in the Lausanne Treaty
(1924) considerably restricted the area in which the government could operate. In
addition to these agreements, it was stated that the weakness of Turkish
entrepreneurial resources during the early days of Republic was the result of social
and cultural conditions inherited from the period of the Ottoman regime (Alexander,
1960). At this time, the majority of finance and existing small industries were in the
hands of Greeks and Armenians. The decline of foreign minorities? which occurred in
the 1920s meant that the country was deprived of its main sources of entrepreneurial
skills and capital. Turkey has a peasant dominated population and the Turks of the
Ottoman Empire were contemptuous of business and of those who engaged in it;
business was thus controlled by foreign ethnic and religious minorities (Kerwin,
1951). Although there were attempts to promote private enterprises such as the law
for ‘The Encouragement of Industry’ (Tegvik-i Sanayi) in 1927, private enterprises

were not very successful because of the lack of necessary technological skills and

% There was an exchange of populations with Greece in the 1920s,



capital. Therefore, government was the leading actor in the production of goods and
services. The state emerged as the principle entrepreneur and a number of key State
Economic Enterprises (Kamu Iktisadi Tesebbiisleri) were founded. Private enterprise
began to develop alongside state industry and a process of private capital
accumulation started to manifest itself through contracts with the state (Onis, 1996).
During this period (1933-45), the Turkish economy was heavily controlled by the
state and this was the beginning of a new Turkish policy which was based on ‘etatism’
(devletcilik). Etatism was adopted as an economic policy following the Great
Depression of 1929. The Turkish state had the power to intervene for economic
progress and the creation of a national economy through railway building, banking
and state-led industrial investments. Beside the Sakir Kesebir Plan, the Ismet Inonii
Program, the 1933- 1937 and the 1938-1942 Industrial Plans; the Vocational
Education Plans and the Sevket Siireyya Plan were the main plans of this period. Also
this was the period in which the capital levy (Varl:ik Vergisi) was introduced in 1942
on minority groups and affected many of their members. This levy was an instrument
in the further Turkofication of economic life by enabling Turks to buy up the

businesses and property of members of minority groups at low prices (Issawi, 1955).

Between the end of World War Il and the 1960s, some attempts were made to
encourage liberalization. With the transition of parliamentary democracy in 1950, new
economic ideas such as trade liberalization, agriculture and infrastructure
development and the encouragement of foreign capital emerged. Privatization
appeared as an item for the first time on the policy agenda. This ideological shift

could be explained by the alterations in party representations of Parliament at that
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time. Between 1940 and 1954, the proportion of the military declined from 18 per
cent of the total number of members of Parliament to 5 per cent, while other
professions such as engineers, lawyers, doctors increased from 31 per cent to 55 per
cent®. The economic role of the state was transformed from a leadership position to a
complementary or supportive role marked by a progressive shift of focus to the
subsidized provision of intermediary goods and key infrastructure activities (Onis,
1996). However, the uncontrolled expansion in the Turkish economy created Turkey’s
first major macroeconomic crisis during the post war period. The Turkish Military
intervened in this situation in the early 1960s by introducing a 20-year-programme
called Import Substitutions Industrialization (I1SI). That was the end of the new liberal
economy at that time. The division of labour between the public and private sector, on
the other hand, still continued under ISI and during that period Turkey was able to
achieve higher rates of economic growth. This period was also very important in
terms of planning. In 1963 the Turkish government decided to develop regional
economic policy through the creation of five year development plans (FYDP) created

by the State Planning Organization (SPO) which was established in 1961.

In 1964, the Association Agreement (Ankara Agreement) was negotiated and
approved between Turkey and the European Union (EU — formerly the European
Community) and this was supplemented and specified by an Additional Protocol in

1972*. However, the implementation of the Ankara Agreement did not commence

® From the biographical album of the members of the Grand National Assembly, TBMM, Ankara, 1940
and 1954.

* For the text of the Ankara Agreement see Official Journal of the EC no. 217, 29 December 1964; for
the text of the Additional Protocol, ibid, no. 293. 27 December 1972. Whereas the Ankara Agreement
sets the framework and guiding principles of the relations, the Additional Protocol regulates the details
of the establishments of the customs union.
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until the early 1990s°. The EU had abolished all customs duties and non-tariff barriers
(NTBs) for Turkish manufactures by 1973. The only important exception was in trade
in textiles and clothing which later came under the EC textile policy in the framework
of the Multi-Fiber Agreement (Kramer, 1996). That is the reason why textile and

clothing industries developed much later in Turkey.

By the time the oil shock and the Cyprus crisis hit Turkey in the 1970s, a new
stabilization program had been introduced under the auspices of the IMF and the
World Bank abandoned ISI. The EC contributed to the opening of the Turkish
economy to European competition. Neither the EU nor Turkey undertook strong
efforts to make the Ankara Agreement and the Additional Protocol succeed®. When
the EC did not respond positively to Turkey’s demands, the Turkish government had
to propose a five year moratorium on the association to reassess the whole
undertaking. It was realized that the gradual opening of the Turkish economy to
European competition ran contrary to the established policy of planned national
economic development by way of import substitution (Kramer, 1996). When the EC
started to grant some trade concessions to other countries, especially in the framework
of its “global Mediterranean policy” established after 1975, Turkey saw itself

deprived of the expected benefits from the EC’s trade liberalization measures of

® For the Turkish review of the issue, see Mukerrem Hic, “The Evolution of Turkish-EEC Relations
and Prospects of an Early Application for Membership: A general Survey”, in Dis Politika/Foreign
Policy 9 nos. 1-2 (1981): 49-80.

® For the detailed information, see Heinz Kramer, “Turkey and the European Union: A Multi-
Dimensional Relationship With Hazy Perspectives” in Mastny V. and Nation, R.C.,eds., Turkey
Betwen East and West: New Challenges for a rising Regional Power, Westview Press.
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1973’. So Turkey started to fulfil the requirements of its own obligations for trade

liberalization.

1.3.2 The post-1980 Period

After the 1980s, government policies have been intended to renew economic growth
on the basis of an export oriented strategy. With the combination of an export push
and foreign capital inflows, new reforms were implemented in many areas such as
trade policy. The new economic policy, therefore, shifted from a heavily regulated
and controlled mixed economy to the neoliberal idea of a “free market economy”. In
addition, there was a shift of public investment from manufacturing to infrastructural
activities such as transport, communications and energy due to the complementary
role of private sector activities in the post 1980 period. These changes met with the
approval by the EC and this has resulted in Turkey’s application for membership to
the EC on 14 April 1987%. To improve EC-Turkey relations, the Commission
presented a comprehensive package of measures in the fields of trade relations,
economic and industrial cooperation and financial aid® which were not implemented
until November 1992. The new changes were reflected in regional plans that
identified potential sectors for the acceleration of development and the effective use

of local resources (see DPT, 1985).

" A short introduction of EC-Turkey is given by Heinz Andresen, “The European Communities’
Mediterranean Policy”, in Okyar and Aktan, Economic Relations, pp. 60-71.

® For more details, see Eralp, “Turkey and the European Community in Changing Post-War
International System”, Turkey and Europe, pp. 31-36.

° For details, see Commission of the European Community, Commission Communication to the
Council Concerning Relations with Turkey and a Proposal for a Council Decision about a Fourth
Financial Protocol, Brussels, 12 June 1990 [SEC (90) 1017 final]
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While the 1980s were associated with the establishment of the neoliberal idea, the
1990s were defined in terms of ups and downs in the Turkish economic history. First
of all, the Gulf crisis damaged Turkey’s economic relations with Iraq. In 1994,
Turkey was hit with another crisis because of the mismanagement of a program to
reduce interest rates. On the other hand, the geographical position of Turkey (see
Figure 1.2) has become more important especially after the second Gulf War (1990-
1991) and the demise of the Soviet Union (December, 1991). The emergence of five
independent Turkic Republics (Kazakhstan, Kyrgyzstan, Uzbekistan, Turkmenistan
and Azerbaijan) let Turkey interact with these Turkic states in the 1990s. Common
linguistic, cultural ties as well as historical memory and myths relating to the origin of
the Turkish people provided a strong incentive for the Turkish state and public to
cultivate relations with the new Turkic Republics. Turkey rapidly established
diplomatic relations and increased economic and cultural cooperation in the Caucasus

and Central Asia (Onder, 2008).

TURKIYR

Figure 1.2: Geographical position of Turkey
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Large oil reserves in the Caspian Sea and the idea of transporting Caspian oil to
Turkey and then to Europe increased Turkey’s strategic and political importance in
the world. This was acknowledged by a declaration of the European Council, at the
biannual summit meeting of the EC’s heads of state and government, at its Lisbon
Meeting in June 1992, which stated that “the Turkish role in the present European
political situation is of the greatest importance'®”. Therefore the Turkish government
and the EC agreed to create an intensive dialogue focusing on economic and industrial
cooperation by 1995. Therefore the EU-Turkish customs union came into effect on
31st December 1995. This was an important step in Turkey’s liberalization of foreign

trade.

It is estimated that the bilateral liberalisation of industrial tariffs alone has benefited
Turkey at around 1% of GDP and further liberalization towards third countries and
adoption of free trade areas would create an additional 0.5-1 % GDP in the Turkish
economy’*. Moreover, the customs union helped the transformation of Turkish
industry by introducing stronger competition and accentuating the need for gaining a
competitive edge, which has led to improvements in productivity™®. In this way,
competition policy entered Turkey’s agenda and the application of competition rules
in Turkey became an important element for the country’s trade integration with the
EU. In the 6" Five Year Plan (1990-1994), EU regional policies started to emerge in
Turkish regional policy agenda. In addition to EU-oriented trade liberalization,

Turkey undertook multilateral tariff cuts and the removal of other trade barriers

10 «Conclusions of the Presidency” Agency Europe no. 5760, 28 June 1992, p.5.

1 See G. Harrison, T. Rutherford and D. Tarr (1996). The Economic Implications for Turkey of a
Customs Union with the European Union, Policy Research Working Paper, No. 1599, World Bank,
Washington D.C.

12 See M. Bryane, Turkish Policy Quarterly, Vol. 3 No:4, 2004.
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following the conclusion of the GATT-Uruguay trade round*® and the creation of the
WTO in 1994. As a result of the new Turkish structural adjustment, which was
oriented away from import substitution to exportation, Turkey was able to promote an

effective export policy for Turkish industry to open up to international markets.

However, Turkey’s commitments under the WTO’s agreements following the
Uruguay trade round, as well as under the EU customs union agreement, restricted the
Turkish state’s ability to provide direct support to high-tech exports (Onder, 2008).
Therefore, Turkish manufacturing exports consisted of relatively low technology
goods. In declaring 1996 “the year of the SMEs”, the Prime Minister aimed at
exploiting their export potential. Industrial policy was being modified to subsidize the
R&D and marketing activities of SMEs and Eximbank was instructed to allocate a
greater share of credits to these firms. This issue was explained with the new policy
towards SMEs in the National Plan** as SMEs are adaptable to economic change and
innovations and they have a high capacity to create employment. Although the Plan
does not provide a comprehensive framework to support SMEs, it can be reasonably
claimed that the issue will be on the agenda of the Turkish government because World
Trade Organization (WTO) regulations forbid all industrial support policies with the
exception of those for the promotion of SMEs, local development and R&D activities.
Therefore, support for the SME sector has become one of the main policy tools
available to the Turkish government to support its industries. After the mid-1990s,
Turkey started to develop relations with non-EU and Asian countries. Russia was

especially important, due to Turkey’s increased gas imports. Asia was crucial, due to

3 For more information, see the website of WTO and GATT Uruguay round.
1 the 7" Five Year Plan (1996-2000)
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cheap Chinese textile exports to Asian countries. However, the Asian and Russian
crises after 1997 damaged many sectors such as construction and leather. The
government introduced a 3 year macroeconomic program with the support of the IMF
to encourage the formulation of a more stable environment for the economic growth at

the end of 1999, but this program collapsed in February 2001.

Turkey had to implement another stabilization program under the auspices of the IMF
and the World Bank to ‘empower the Turkish economy’. Therefore in April 2001, a
new economic programme was introduced which contained new measures addressing
exports, SMEs and the financial problems of companies. Improving innovation
systems and encouraging new entrepreneurs became significant elements in the policy
agenda. The “Industrial Policy for Turkey'” document was prepared in 2003 on the
basis of the 8" Five Year Development Plan and the Government Programme as a
medium term policy paper to develop a general framework for industrial policy.
Innovations, investments and exports were highlighted and positioned in the new
industrial policy. Technology Development Zones (Law No. 4691) came into force on
July 6, 2001 to regulate the support of R&D activities as sources of innovations in
production. Also, in 2004, the ‘cluster’ concept emerged in ‘SME Strategy and Action

Plan’ for the first time in a policy document.

In addition to internal policies, two Accession Partnership Documents® were accepted
by the European Commission during this period. In the documents, the EU asked

Turkey to develop the classification of the Nomenclature of Territorial Units for

!> Industrial Policy for Turkey (Towards EU Membership), TR Prime Ministry State Planning Institute,
August 2003, http://ekutup.dtp.gov.tr/sanayi/tr 2003ab.pdf
1® The first one was accepted on March 8, 2001 and the second one was accepted on May 19, 2003.
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Statistics (NUTS) as a basis for the introduction of Regional Development Agencies
(RDASs). The EU also demanded that Turkey develop a national policy of economic
and social cohesion aimed at reducing regional differences and adopt a legal
framework that would facilitate the implementation of EU regional policy (European
Commission, 2003a). A new division of regions at the NUTS-II level was accepted®’
in 2006 as an example of the transformation of the governance structure and RDAS
were defined as semi governmental agencies by the central government within the

same legislation.

The Turkish economy grew considerably between 2002 and 2006 due to structural
reforms in parallel with macroeconomic policies as well as the positive circumstances
in international markets®®. In addition, ongoing tight monetary and fiscal policies did
not have any restrictive impact on economic growth. On the contrary, it contributed
significantly to economic growth with the help of improving public balances and
sustainable price stability™®. Productivity increases were one of the remarkable

indicators of structural change in the Turkish economy in the period of 2002-2006.

Productivity per worker in production increased since 2002 and became an important
factor supporting GDP growth. In the first half of 2007, however, the uncertainty in
domestic markets due to the general elections held in 2007 and increasing real interest

rates in 2006 had negative effects on the economy?’. EU accession became

7 The legislation was passed on 25 January 2006, The Law on the Establishment, Coordination and the
Tasks of Development Agencies, Laws No. 5449
'8 According to DPT “Ekonomik ve Sosyal Gostergeler 1950-2006” (2008), FDI increased eight times
in 2005 compared to the previous year and doubled in 2006 in comparison to 2005.
Zz Turkish Pre-Accession Economic Programme, Macroeconomic Outlook, 2007

Ibid.
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increasingly problematic and the alternative of a “privileged partnership” idea was
proposed by Nicolas Sarkozy, the President of France in 2007 which was also

supported by German Chancellor Angela Merkel.

In the final Plan period?! (2007-2013), the focus is on the development of the regional
and spatial development framework at the national level and regional development
strategies and plans are anticipated to be prepared in cooperation with Regional
Development Agencies (RDAs). Cluster policies, Organized Industrial Zones®, the
concept of ‘attraction centres’”, ‘competitiveness’®* have emerged as the main policy
ideas during this period.. At the core of these policies, reducing regional divergence
has remained as the main concern. For instance, in 2009, the State Support for
Investment Decree® stated that public investment would be provided according to
regional and sectoral priorities. The following Medium Term Programs (MTPSs)
(2010-2012 MTP and 2011-2013 MTP) and the Strategic Document of Turkish

Industry 2011-2014%° have highlighted the importance of local dynamics and the

endogenous potential of regions.

2! the 9" Five Year Plan (2007-2013)

22 The Organized Industrial Zones Place Selection Regulation was published in Official Gazette No:
26759 on 17.01.2008. The Regulation came into force on 28.06.1997 for the first time and revised on
21.05.2001according to the OlZs Law 4562.

23 previous policy documents: 2007, 2008, 2009, 2010 State Planning Institute Institutional Financial
Condition and Expectation Reports, the 60" Government Action Plan (10.01.2008), GAP Action Plan
(2008-2012), 2008-2010 Preparation of Capital Investment Plan, 2007-2013 State Planning Institute
Strategic Cohesion Framework, 2007-2009 Medium Term Program. For the detailed information see
Sertesen, S. (2008), Bolgesel Gelismede “Yeni’ Bir Politika Araci: Cazibe Merkezleri, Degerlendirme
Notu, TEPAV.

% The Program was prepared by the State Planning Insitute and published in Official Gazette No:
26920 on 25.06.2008.

%% The State Support for Investment Decree was published in Official Gazette No: 15199 on 14.07.2009
%8 The Document was published by the Turkish Republic Ministry of Industry and Trade in December,
2010.
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1.4 Aims and Objectives

This study seeks to understand, empirically, the drivers of local and regional
development in Turkey. This is a difficult task. Processes such as globalization,
Europeanization and regionalization facilitate and accelerate the implementation of
externally developed policies in a country like Turkey (Taylor and Ersoy, 2011). This
raises important questions in relation to adopting policies and practices of ‘successful’
nations and implementing those policies in a totally different national context. In fact,
those policy ideas have only partial relevance in the developed country context
(Plummer and Taylor, 2010) potentially making them even less relevant in developing
economies. For instance, although Turkey is one of the fastest growing economies in
the world, the nature of inequalities in salaries, the dependence on agriculture and
weakness of industrial sector, the geographical differentiation in the education level,
the migration flows from east to west, ethnic terrorism, populist and misguided
government policies and the lack of private investment (see Celebioglu and Dall’erba,
2009) make Turkey a very distinctive and complex case to investigate and to apply
those external policies and practices. What matters is the composition of growth and
the distribution of income and wealth (Storper, 2011) that is not the case across
Turkish regions. There is an urgent need, therefore, to better understand the relevance
of current local and regional economic development theories and the drivers they

identify in other emerging economies. In that respect, the objectives of this study are:

e to understand theories of local and regional development,

e to analyse current economic growth in Turkey,
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e to identify proxy measures to empirically evaluate theories of local and
regional development,
e to estimate an econometric model to test those proxy measures, and

e to evaluate the role of Turkish government and regional government policies.

To overcome the conceptual and analytical gaps between empiricism and theory,
theoretically informed empirical analysis is developed in this study. This
methodology contributes to the debate on the nature of local and regional economic
development in Turkey by explicitly relating context, substance and process. The
analysis conceptualizes a set of local and regional economic development theories and
derives variables that link technology, knowledge, businesses, institutions, human
capital, corporations, markets and specialization. These factors are identified by
developing hypotheses which can be empirically investigated and that are informed by

existing theory. They are then explored in an econometric model.

Modelling plays an important role in the empirical analysis. The modelling strategy is
embedded in econometrics which can be defined as the application of statistical
methods to economic data. An econometric analysis begins with the formulation of a
mathematical model that is grounded in economic theory. The model is then specified
in a form that can be tested with data using selected techniques. This study explores a
set of local and regional development theories and proxy measures. It employs both
quantitative and qualitative methods to empirically test a set of hypotheses derived
from the local and regional economic development literature. Each theory of local and

regional economic development is different, but each includes different permutations
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and combinations of similar variables that are currently thought likely to enhance
local economic capacities to create growth and enable regions to cope with change.
The purpose of the modelling is to understand which of the theories or elements of

those theories provide the fullest explanation of regional growth in Turkey.

1.5 Structure of the Thesis

This section introduces the guiding themes and heuristics of the thesis. Chapter 4
develops and explores the methodological implications of the thesis; theoretically
informed empirical analysis is adapted as a methodology. This methodology involves
both an econometric model and qualitative research. The econometric model is based
on a selection of ‘proxy’ measures. Details of the model design and implementation
are presented close to the analysis (Chapter 6) because they are closely inter-twined.
Qualitative research was undertaken after the results of the model were established by
using documentary analysis supported by focus group discussions (Chapter 7). The
main reason why quantitative analysis is followed by qualitative analysis is that the
internal logic of quantitative analysis in this research rests upon the validity of the
qualitative analysis invoked in causal mechanism. This enables the quantitative
analysis be open to revision and reassess in connection with the nature of the drivers

of Turkish local and regional development being investigated.

After the introduction, the thesis developed the argument in two different ways (see

Figure 1.3). Chapter 2 provides an analysis of regional development in Turkey. First,

transformations in regional policy are discussed over three different periods:
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Figure 1.3 Structure of the thesis

traditional regional policies (1945-1970), transition period (1970-1990) and the new
regionalism paradigm (1990 and onwards). Second, regional policies are discussed
with reference to the Five Year Development Plans that have played a crucial role in

Turkish economic development since 1963. Third, accession to the European Union is
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explored and the Europeanization process of Turkey is examined. Finally, regional

development in Turkey is examined by a discussion of current practices.

Chapter 3 is about the theoretical rationale for the thesis. It considers the theoretical
context against which seven sets of theoretical propositions on the nature of the
mechanisms that promote local economic performance are reviewed. These
prepositions are: growth poles (Perroux, 1955), product cycles (Vernon, 1966),
flexible specialization (Scott and Storper, 1992), learning regions (Braczyk et al.,
1998; Lundvall, 1992; Maillat, 1996; Maskell et al., 1998), competitive advantage
(Porter, 1990); enterprise segmentation models (Taylor and Thrift, 1982, 1983;
Dicken and Thrift, 1992); and the creative class (Florida, 2002). These theoretical
models are explored in the chapter as they are (except the creative class model) the
foundation for a paper by Plummer and Taylor (2001a; 2001b) or Taylor and
Plummer (2003; 2010) that examined local economic development in Australia. The
theories, however, are those that have dominated discussions on local economic

development since the 1950s.

It is important to note that the arguments in Chapter 2 and 3 are not sequential.
Therefore, these chapters should be read in parallel. Chapter 2 investigates the
emergence of policies within Turkey and identifies the impact of theoretical thinking
in policy circles. Chapter 3 explains theoretical thinking on the forces of local and

regional economic development across national economies.
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After explaining the methodology in Chapter 4, Chapter 5 begins another sequential
process. To develop an analysis of whether those theoretically defined drivers steer
the Turkish economy, it is crucial to develop models and test them. Therefore Chapter
5 is about linking Turkey’s policy initiatives to theoretical thinking regarding the
drivers of regional growth and change to test, ultimately, the relevance of existing
theory to the reality of regional economic growth in Turkey. A set of proxy variables
is identified to test the seven theories. The variables are identified to highlight the

issues that are emphasized in each theory.

Chapter 6 develops an understanding of the local and regional dynamics of economic
development in Turkey by constructing an econometric model. The chapter is in two
parts. In the first part, the reasons for using such a model are discussed to help clarify
and integrate the various theoretical concepts that have been discussed in Chapter 3
into the model building process. The chapter then explores the core concepts of the
model that are used in the current study and relates them back to the seven theories. A
set of econometric models is developed to explore the validity of a range of
theoretical propositions in explaining the trajectories of regional economic change in
Turkey. This chapter explains empirically, the drivers of local and regional
development in Turkey and how they can be used to develop a theoretically informed

econometric analysis in the context of an emerging market economy.

Chapter 7 follows the discussions in the previous chapter by reviewing policy

documents and interviews with policy makers through focus groups to develop an

understanding of the current policy agenda in Turkey. The chapter also explores how
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policy approaches match the empirical modelling explored in Chapter 6. Therefore,
this chapter shows whether there is a mismatch between the econometric analysis and

what happens on the ground in current policy and planning activity.

Chapter 8 draws conclusions on regional economic development and regional growth
in Turkey and reflects on the guiding heuristics outlined above. This chapter
summarizes the main contributions of this study, and highlights the strengths and
constraints of the key concepts and frameworks used. The second section of the
chapter re-examines the aims and the objectives of the thesis, discusses the main
contributions that it makes and how they add to the field of knowledge; the third
section reflects on the study, highlighting the difficulties encountered during the
course of the research and proposes avenues for future research, and the final section

concludes the thesis.

This introduction has outlined the key issues which underpin this thesis. This thesis
explores and unpacks the nature of the processes shaping regional economic growth in
Turkey using econometric modelling. It seeks to understand the drivers of local and
regional development in Turkey and how they can be used to develop a theoretically
informed econometric analysis in the context of an emerging market economy. The
details of the actual technicalities are explored in later stages of the thesis where the
analysis is presented. The next chapter explains theoretical thinking on the forces of

local and regional economic development across Turkey
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2 ECONOMIC DEVELOPMENT IN TURKEY

2.1 Introduction

“I ask myself this: which European country grew at 11% at the start of this
year? Which European country will be the second fastest growing economy in
the world by 2017? Which country in Europe has more young people than any
of the 27 countries of the European Union? Which country in Europe is our
number one manufacturer of televisions and second only to China in the world
in construction and in contracting? Tabii ki Tiirkive [Of Course Turkey]”

(David Cameron, 2011%").

Seven sets of theoretical models on the nature of the mechanisms that promote local
economic performance are explained in the previous chapter. These theoretical
models that were developed in advanced countries have been used in Turkey by
influencing policies directly or indirectly. However, this understanding of the
contemporary situation needs to be challenged because the regional dynamics in
emerging economies are different to that of more developed economies. The analysis
of emerging and developed economies reflect trends in a series of drivers, including
the structural composition and the geographical profile of economic growth
(financialization, de-industrialization and the off-shoring of manufacturing), the
structure of demand (infrastructural investment-driven, export-oriented and credit

driven consumer demand), national and international systems of regulation (financial

2" Number 10 Press Release, ‘PM’s speech in Turkey, 27 July 2011.
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liberalization, rules governing the mobility of capital and developmental state
projects) and the specific geographical, social and institutional foundations of
economic development (Dunford and Yeung, 2011). In that sense, it is important to
get an overview of Turkish economic development in terms of the structural
composition and the geographical profile, the structure of demand, regulation, and the

specific characteristics of growth.

This chapter provides an analysis of regional development in Turkey. First,
transformations in regional policy are discussed over three different periods:
traditional regional policies (1945-1970), the transition period (1970-1990) and the
new regionalism paradigm (1990 and onwards). Second, regional policies are
discussed with reference to the Five Year Development Plans in Turkey. This section
divides Turkey’s evolving regional policy into two different stages, i.e. before and
after the planned development period. The significance of this differentiation is to
understand the shift of the structure of demand and the specific characteristic of
growth over the years. Nine Regional Development Plans is briefly explained to
highlight this shift in regional policy. Third, accession to the European Union is
discussed and the Europeanization process of Turkey is explored to understand
national and international systems of regulation. Finally, regional development in

Turkey is examined by a discussion of current practices.
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2.2 Transformation in Regional Policy

After the 1950s, regional development programs aimed at promoting and diffusing
growth became a major concern of nations (Scott and Storper, 1990). Nations started
to consider regional policy in their policy agendas to adapt the socio-economic
transformation of societies. During this period, regional policies shifted towards
understanding the new dynamics of the economy and this amounted to the emergence

of new approaches in national and regional policy.

The conception of region in Turkey dates back to 1982 when article no. 126 in the
1982 Constitution decrees that “a central administrative institution comprising more
than one province can be established”. Before that article, central administration was
composed of central administrative institutions in Ankara and provincial
administration. That article provided the legal basis for Turkish regional institutions.
Sobaci (2009) explains that the concept of region and regional governance established
for two reasons. First reason is to enhance administrative structure and increase
security. The “General Inspection Institutions”, the “State of Emergency Regional
Mayorship” and the “Regional Governorship” are given examples of regional
governments for administrative and security purposes. Second is to reduce regional
disparities. “Free Zones” and the “Southeastern Anatolian Project Institution” are

some examples of regional governments for economic purposes.

However, the idea of region and regional government has not had a positive image in

Turkey due to the unitary structure and the traditional centralist conception of Turkey
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(Mengi, 2001). This situation applied to the Regional Development Agencies when
they first attempted to establish as they were confronted with fierce political and
bureaucratic resistance (Sobaci, 2009). Therefore, the existing regional structure has
served primarily to implement centrally orchestrated policies. Nevertheless, the
context for regional policy changed radically with the intensification of the
relationship between Turkey and the EU, fostered by the possibility of full

membership.

The emergence of new approaches in regional policy can be explained in three
different stages in Turkey. The first period is called the period of traditional regional
policies (1945-1970) in which the state had a direct influence on the development
process. The welfare state was the dominant ideology at this time. The second period
is called the transition period (1970-1990) in which the state started to lose power and
the dynamics of endogenous development gained attention. The last period is called
the new regional paradigm (1990 to present) in which the dynamics of global

competitiveness, innovation and knowledge have been at the heart of the economy.

2.2.1 Traditional Policies (1945-1970)

After the Second World War, infrastructure provision was the main concern addressed
by Turkish regional policy. Agricultural production started to lose its importance and
problems in the traditional heavy industries led to increasing unemployment rates in
the regions. This was followed by massive immigration flows to city centres.

Increasing density in the centres was becoming a major problem and attempts at
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solving this problem involved providing infrastructure which was mainly provided by
the state. Since the nation state was the main actor in the development process, it was
expected that it should manage the economy, be responsible for the inequalities and
be in charge of the allocation of resources (Tekeli, 2004). Therefore, the policies in
this period were mainly structured according to state interventions. In addition to
balancing sectoral and income differentiation in national politics, regional inequalities

were one of the priorities (Eraydin, 2002b).

To decrease inequalities between regions by increasing living standards and providing
infrastructure and employment, areas with slow economic development, low income
level and high unemployment were identified. The main policies that were formulated

for those regions included (Bachtler and Yuill, 2001, p.8):

1) Financial incentives in the form of grants, loans, tax concessions, depreciation

allowances, employment premiums, removal cost allowances, transport subsidies,

labour-training aids and rent subsidies;

2) Infrastructure investment, especially in rural and sparsely populated areas;

3) The use of investment targets or other social obligations on the part of state-owned

or state-controlled industries; and

4) The diversion of development from congested areas through development controls

on manufacturing industry or the relocation of private and public sector offices.
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During this period, Perroux’s (1955) growth pole policy intervention was influential
in the policy agenda of nation states and led to the channelling of investment to the
areas that had the potential to grow or articulate growth. Therefore, selection of the
investment areas was the main policy concern to decrease the financial cost, use
resources efficiently and increase the profitability of investments (Eraydin, 2004).
This limited the diversification of industrial policies during this period. Central

government remained as the main decision maker in regional development.

2.2.2 Transition Period (1970-1990)

The economic crisis that was related to the two oil crises of the 1970s raised questions
regarding the impact of state interventions. Centralist regional policies started to lose
their importance and the nation state could no longer maintain their regional policies
due to a lack of resources (Eraydin, 2002). Therefore, the policy focus shifted towards
privatisation, deregulation and the liberalisation of markets. Regional policy moved
progressively down the policy agenda, downgrading the policy goals of reducing
disparities and promoting regional convergence (Bachtler and Yuill, 2001).
Nevertheless, this period also encouraged regions that were competitive and had
learning capacity. In this respect, a new regionalism based on endogenous
development was encouraged during this period. So there was a move from the region
to the local which had its own characteristics, accumulation and endogenous potential

and this was implemented as a new policy (Eraydin, 2002).
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In the 1980s, this transformation became more significant in the sense that the region
was identified as a combination of local potential, networks and institutions. With this
new transformation, regions started to be defined in accordance with various networks
in the world (Eraydin, 2004). Since central government started to lose its power on
regional and industrial policy, regional and local aspects became crucial in regional
development. Therefore, economic development policies started to be considered at
the local level by empowering the localities. This encouraged the participation of local
governments in the decision making process and to develop their own solutions when
they faced problems. That kind of orientation highlighted the importance of

endogenous development, entrepreneurship and the SMEs.

SMEs were considered to be actors in local economic development and this new
SMEs focus was partly driven by the impact of the 1970s recession on larger firms.
While large firms were affected by the recession, ‘new industrial centres’ with more
flexible production systems responded to the crisis quickly (Eraydin, 2004). This
created the need to understand the dynamics of regional development in which
endogenous development was encouraged and regional resources were utilized to
facilitate development. This concept of endogenous development emphasised the
importance of externalities in a region’s knowledge base and agglomeration (Eraydin,
2004). Endogenous regional development considered regions as economic units that
were undiscovered and places with available resources. Based on the characteristics of
endogenous development, regional policies aimed to utilize the available resources to
facilitate development. Alongside applying those policies, developing institutional

capacity and gathering actors to develop strategies and policies for regional
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development became important. Financial incentives and infrastructure provision

were still important.

2.2.3 New Regionalism Paradigm (1990-present)

After the 1980s, globalization weakened the border concept of nations and regional
competitiveness became crucial in economic development. However, the
globalization process did not always bring success to regions. Some regions could not
adapt to changing economic conditions and this resulted in huge regional inequalities.
While some regions enjoyed the competitiveness of their region thanks to their
regional potential, some regions started to lag behind the national economy. To be
able to cope with the difficulties of regional competitiveness, new strategies and
precautions were defined by the nations, the OECD and the EU. The competitiveness
of economies is attributed to the ability to innovate, particularly within the context of
environments that were considered to facilitate learning, interaction and networking
between enterprisers. Technological and organisational changes altered the way in
which companies organised their activities, both internally and with suppliers and
customers (Bachtler and Yuill, 2001). The progressive removal of trade barriers and
other constraints on the free movement of labour and capital lead to an accelerated
internationalisation of economic activity through foreign investment, trade and inter
firm links, such as acquisitions and mergers. This period highlighted local knowledge,

institutional level and relationship between local units.
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1950-1970 1970-1990 1990+
Origin of External
) Endogenous growth | Endogenous growth
regional growth demand
Dynamics of Capital ) Technology,
) ) Human capital _ _
regional growth accumulation innovation
) ) Path dependency,
Comparative Location, scale ) Path dependency,
] agglomeration
advantage economies, _ networks
economies
Regional ] ] ] ]
New industrial spaces | Innovative region,
development Growth pole ) ]
) (clusters) learning region
theories
Nation state as a
Centralist Decentralization of part of
Governance ) o
nation state the power globalisation,
NGOs
Direct Supply oriented Supra nation
] investments, investments, networks, local
Policy tools ] ] ]
infrastructure infrastructure network, national
provision provision innovation systems

Table 2.1 Evolution of Turkey’s regional policy (Source: Adopted after Tekeli, 2004)

The changes in Turkey’s regional policy are summarized in Table 2.1. In terms of
regional growth, endogenous development replaced external demand and it became
part of regional growth after the 1970s. There was a shift in dynamics of regional
growth from capital accumulation to human capital between the 1950s and the 1990s
which was then dominated by technology and innovation. Path dependency and
networks became important elements of Turkey’s comparative advantage. The

centralist nation State was no longer powerful in regional policy. Decentralization of
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power became crucial. In terms of the policy tools that have been utilized in Turkey’s
regional policy, it was realized that direct investment was no longer valid for regional
development. To increase the comparative advantage of the nation state, clusters and
innovative regions emerged. To be able to access the wider parts of the global
production chain, networks became crucial and they have been located at the heart of

policy tools.

2.3 Turkey’s Protean Regional Policy and National Development Plans

The economic structure of Turkey commenced with the Economic Congress in Izmir
in 1923 before the Republic of Turkey was officially proclaimed on October 29, 1923.
Through this Congress, the principles and objectives of the national economy were
specified, having a major role in the socio-economic and political formation of the
Republic of Turkey. The following years, the State took an active and permanent part
in economic affairs. It took the initiative in vital segments of economic activity and
promoted private enterprise (Okyar, 1965). However, private enterprises were not
very successful mainly because of the lack of necessary technological skills and
capital. To increase the Gross National Product (GNP) and the number of new
employment opportunities, planning programs were formulated. To enhance
administrative structure and reduce economic disparities across the nation, the
conception of region and regional governance emerged in the national economy
(Sobaci, 2009). With the intensification of the relationship between Turkey and the
EU, regional policy situated at the heart of Turkish national and regional economy.

The current part of the thesis explains Turkey’s regional policy into two different
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periods. The first period focuses on developments in Turkish regional policy before
the planning period started. This period lasts until the establishment of the State
Planning Institute (SPO) in 1963. The second period explains developments in
regional policy by referring to national development plans that have been aimed to
provide priorities and development goals during the planned period. There have been
nine five year development plans since the establishment of the SPO. It is important to
divide the description of Turkey’s evolving regional policy into before and after the
planned development period because after the planned period, regional planning
emerged as a sub-planning category (Tekeli, 1997). Therefore, it remains crucial to
understand the devolution of national planning and the emergence of regional

policies.

2.3.1 Before the Planned Development Period (Until 1963)

The Republic of Turkey was officially proclaimed on 29th October, 1923 and the first
planning interventions took place in the 1930s. Porokhovsky (1981) highlighted the
timing of these planning practices as both the former Soviet Union and Turkey started
to prepare the practices during the same period. This was explained by the Prime

Minister ismet Indnii (1998) as;

“... | have thought of the matter of the Plan, as one of the main aims of my trip
to Russia in 1932. How do Russians find the financial sources for the plan, what
results have they had from the plan up to now, what are their current

circumstances, and considering our own needs and circumstances what results
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and precautions can we assume? This was my main aim on my Russian trip.
And in fact, | returned from Soviet Russia convinced that we needed to consider

the plan as a serious precaution suited to our needs” (/ndnii, 1998)

After his visit, a group of experts®® came to Turkey to start the preparation of the plan.
The First Five Year Industrial Plan (1934-1938) was prepared in 1932. However,
rather than focusing on the Turkish economy in general, the Plan was restricted to
decisions oriented towards industries in Turkey (Mihci, 2001). The Second Five Year
Industrial Plan was more comprehensive and detailed. ‘Self-sufficiency’ and utilizing
natural resources were the main principles and the focus was on developing heavy
industries in Turkey (Gunce, 1967; Olcen, 1982; Kepenek and Yenturk, 2000).
Different from the first Plan, the technical assistance and financial support were
provided by England (Gunce, 1967). In 1936, eighteen million pound was borrowed
from England to built Karabuk Iron and Steel Works to help start the Industrial
Revolution of Turkey. However, the second plan was partially implemented and had
to be abandoned at the beginning of the World War I1. These plans provided guidance
for the big scale development projects such as infrastructure, mining and

manufacturing.

By the time the Democrat Party came into power in 1950, the recommended growth
strategy was formulated around promoting private enterprise and developing
agriculture. However, agricultural production could not meet the population increase

and the cost of living increased by 150 per cent between 1953 and 1958 (Simpson,

%8 The group was led by Professor Alexander Orlov who was a Soviet economist.
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1965). As a result, the government devalued the currency and agreed with the OEEC
and the IMF to secure the new rate by running a balanced budget. However, inflation
continued to increase and this culminated in a military coup in May 1960. From the
planning perspective, Turkey’s first planning experiences were not very successful
mainly because they were not comprehensive (Aydemir, 1969; Mihci 2001). After the
return of a civil parliament system, economic policy and planning started to be taken
more seriously. Regional planning emerged as a sub-planning category (Tekeli, 1997).
With the establishment of the State Planning Organisation (SPO) in 1960, the

planning period of Turkey started.

2.3.2 Planned Periods and Five Year Development Plans

With the First FYDP, regional penetration of economic development and regional
economic integration aimed to be encouraged through balanced urbanization. The
policy idea of ‘growth poles’ (Perroux, 1950) was highly influential and regional
development was formulated in accordance with the impact of large economic units.
The 2™ FYDP focused on population problems that resulted from rapid urbanization.
This was associated with an increase in the importance of provincial planning and de
facto regional development through various investment activities. Promotion of
developed infrastructure and service provision became effective in the sense that
small initial changes were amplified over time to become substantial changes
(Myrdal, 1957). The importance of effective development policies and institutions
started to become relevant for economic development (Hirschman, 1958). Rapid

urbanization and development started to create regional inequalities. This meant that
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the development of less developed regions was included as an aim in the 3 FYDP.
‘Priority Development Areas’ were defined to target investments into underdeveloped
regions. The number of administrations (provinces) increased from 22 to 49 during
the same period. The enlargement, however, restrained the efficient utilization of
public resources (Dag, 1995). Therefore, locational choice of firms started to be
considered as a long term competitive device to solve the problems of ‘polarization’
(Lloyd and Dicken, 1972). The same issue became more relevant in the 4™ FYDP.
The aim of the Plan was to mobilize resources towards regional problems through
strengthening the relationships between sectors and regions. The Southeastern
Development Project (GAP) was implemented as a spatial organization to support

sectoral and provincial relationships in the region (GAP, 2011).

After the 1980s, there was a big shift in the regional planning approach in Turkey.
This was reflected in the FYDPs. The Plans started to consider the ‘free market
economy’ as a main driver in regional policy as well as a way of integration into the
globalization process (Senses, 1983; Ozturk and Aslanoglu, 1995; Arslan, 1997,
Turel, 1997; Sezen, 1999; Tokgoz, 2001). In the 5" FYDP, economic liberalism and
the power of markets (Friedman, 1962) started to emerge as regional economic
thinking began to be influenced by Reagan and Thatcher. 16 functional regions were
designed based on the urban settlement hierarchy to balance regional development via
rationalizing resource management. With increasing external influences through the
IMF, EU accession, the Customs Union between Turkey and the EU, spatial
dimension of regional planning became more apparent in the 6" FYDP. Regional and

sub-regional planning was practised and industrial zones were introduced to increase

40



the flexibility of the production system (Brusco, 1982; Piore and Sabel, 1984, 1989;
Scott, 1988). The spatial dimension of the policies were emphasized in the 7" FYDP
with the focus on SMEs. Sectoral specialization and integration of SMEs (Beccatini,
1991; Scott and Storper, 1992; Camagni, 1991) were highlighted in addition to an
emerging concept, competitiveness (Porter, 1990). The competitiveness idea was
more influential during the 8" FYDP as the cluster concept emerged® for the first
time in a policy document. Regional plans were formulated for the integration of
sectoral priorities and their spatial dimensions. The ‘local’ started to become more
focused. Local entrepreneurship as well as mobilization of local resources was
considered under ‘strategic regional planning’. Within the harmonization of the EU
regional policies, technology and human capital were given more attention due to
their increasing importance in the local economy (Maillat, 1995, 1996; Morgan, 1996;
Maskell et al., 1998). Finally, the 9" FYDP aimed at spatial polarization of public
investment and service provision; developing and increasing institutional capacity;
and endogenous development. ‘Attraction centres’ were built and leading sectors were
identified to increase regional productivity and enhance competitiveness and
employment. New concepts such as learning regions, innovation systems (Lundvall,
1992) and knowledge creation (Florida, 2002) emerged as ways of enhancing national

and regional development.

Table 2.2 summarizes the Five Years Development Plans in Turkey in terms of aims,
objectives, evidence of impact and current resources of regional economic thinking.

The transformation of the Plans shows how policy ideas have been brought into or

 SME Strategy and Action Plan, 2004
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The 1% Fear Year Plan | 1963 - 1967 | Providing and improving infrastructures
The 2" Fear Year Plan| 1968 - 1972 Introduction of “Development Poles”
' Introduction of “Priority Development
The 3" Fear Year Plan | 1973 - 1978
Areas”
The 4™ Fear Year Plan | 1979 - 1983 | Activating local resources and potential
The 5" Fear Year Plan | 1985 - 1989 Introduction of “Functional Regions”
" Effects of EU Regional Policies in
The 6 Fear Year Plan | 1990 - 1994 _ _
Regional Planning
) The Rise of Sectoral Preferences and
The 7" Fear Year Plan | 1996 - 2000 _ )
Spatial Analysis
" Competitiveness, Productivity of the
The 8™ Fear Year Plan | 2001 - 2005
Industry
" Economically More Stable “Information
The 9™ Fear Year Plan | 2007 - 2013

Society”

Table 2.2: The historical order of Five Year Plans with their important characteristics
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appeared in Turkey to shape regional policy (Table 2.2). It emphasizes that this sort of
acquisition of thinking has been translated into the policy framework in Turkey. In
other words, Turkey has been developing policies that have been devised using ideas
on how developed regional economies function. Especially, after the 4™ FYDP, the
Plans have tried to emulate regional economic thinking that has become significant.
The details of the each Plan and how they accommodated the legacies of the
preceding FYDPs are explained in Chapter 7. The important issue here is to
understand the relevancy of Turkish regional policies. Because as it has been
mentioned before, the existing regional structure has served primarily to implement
centrally orchestrated policies. This raises some questions regarding the role of
localities such as: Are there local policy influences? Are these policies all
translations? Have the local policy influences been marginalised? Or do local policy
influences not exist or do they exist but have been overwritten by foreign ideas or
external expectations? The following section categorizes the main policy influences

that have been observed in the FYDPs: growth pole, flexible production and clusters.

2.3.2.1 Growth Poles

One of the main questions that many policy makers ask in regional development in
both developed and developing economies is whether it is appropriate to support
regional centres as a way to develop lagging hinterland regions. This is a very
important question to understand because large sums of money are devoted to those
regions without knowing whether the effects are positive or negative (Tervo, 2009).

The strategy and theory of growth poles has been used in Turkish policy to facilitate

43



the cumulative nature of the growth process and develop lagging regions in the
country. When the “planned development period” of Turkey started with the 1% FYDP
(1963-1967), the policy was used to support large economic units in the country.
Following the first one, the 2™ FYDP (1968-1972) also aimed to provide and improve
infrastructure for the regions via allocation of income and public services, as well as

encouraging investments in less developed regions®.

Influenced by Perroux (1955), who viewed growth within a grouping of industries
around a central core of other industries, both Plans aimed at creating ‘growth poles’
in various regions to develop firms and industries in these regions. Infrastructure and
investments were concentrated on those regions as an attempt to encourage economic
activities and thereby raise levels of welfare within (Parr, 1999). However, this sort of
thinking should be practised carefully to facilitate economic development. Sertesen
(2011) raises some concerns about the policy idea of growth including, first, the
ideology of this paradigm. Since underdevelopment results from a lack of resources
(both human and capital), the state is expected to provide those resources to
encourage development in underdeveloped regions. However, this raises some
problems about the sustainability of the economic development. The second concern
is the appropriateness of the policy idea in these regions. If a majority of the
underdeveloped regions are dependent on agricultural production, they are expected to
have policies on agricultural modernization rather than implementing big scale

industrial projects.

% For the detailed information, see “Bolgesel Gelisme Ozel Ihtisas Komisyonu Raporu”, Sekizinci Bes
Yillik Kalkinma Plani, DPT, Nisan 2000.
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Although the policy idea of growth poles has been dismantled partly because of its

complexity and the changing role of the state after 1980s, some ideas have alluded to

Region Provinces

East Anatolia Region Malatya, Elazig, Erzurum, Van, Kars

Southeastern Anatolia Region | Gaziantep, Diyarbakir, Sanliurfa, Batman

Black Sea Region Samsun, Trabzon, Kastamonu
Middle Anatolia Region Kayseri, Sivas
Mediterranean Region Kahramanmaras

Table 2.3: Growth Centres (Provinces) in Turkey (Source: SPO, 2007, p.39)

the growth pole policy in the following years. With the 9" FYDP (2007-2013), the
concept of ‘attraction centres’ was proposed in the Plan®. The idea was to identify
some centres®” that have potential to grow and provide services to their hinterlands;
and then develop their accessibility, physical and social infrastructure. Following the
9™ FYDP, the policy idea of attraction centres is also mentioned in other policy
documents*. Moreover, this idea is also used to channel the spatial distribution of EU
funds in Turkey (SPO, 2007). To this end, 15 provinces (Table 2.3) are identified as

growth centres to allocate the spatial distribution of EU funds.

1 9" FYDP, p. 92.

%2 The provinces are: Diyarbakir, Sanliurfa, Elazig, Malatya, Kayseri, Sivas, Erzurum, Gaziantep,
Konya, Samsun, Trabzon and Van.

%2007, 2008, 2009, 2010 State Planning Institute Institutional Financial Condition and Expectation
Reports, the 60" Government Action Plan (10.01.2008), GAP Action Plan (2008-2012), 2008-2010
Preparation of Capital Investment Plan, 2007-2013 State Planning Institute Strategic Cohesion
Framework, 2007-2009 Medium Term Program
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2.3.2.2 Towards Flexible Production

After the 1980s, the importance of flexible production and specialization were at the
heart of local economic success in developed economies (Brusco, 1982; Sabel, 1989;
Piore and Sabel, 1984; Becattini, 1991; Storper, 1993). The policy ideas of flexible
production and specialization were reflected in the 4™ FYDP (1979-1983) as
economic integration would succeed with the exchange of goods and services within
multiple sectors and regions®. With the 1982 Constitution, the whole country was
divided into provinces and provinces into sub groups “for the purpose of providing
effective and cohesive public services”®. Public investment in infrastructures and
financial incentives were the two main components of Turkey’s regional policy
strategy. In this sense, the Turkish approach was not different compared to the EU
(Celebioglu and Dall’erba, 2009; Dall’erba and Le Gallo, 2008; Molle, 2007) and the
US (Drabenstott, 2006; VVadali, 2008) during the same era. The policies were intended
to renew economic growth on the basis of an export oriented strategy. The influence
of export base theory (Arslan and Wijnbergen, 1993) led to the decentralization of
industrial activities from the metropolitan cities and the industrial expansion of the
provinces adjacent to the metropolitan regions (Gezici and Hewings, 2004). With the
combination of an export push and foreign capital inflows, new reforms were
conducted in Turkish policy. The new economic policy shifted from a heavily
regulated and controlled mixed economy to the neoliberal idea of “free market
economy”. In addition, there was a shift of public investment from manufacturing to

infrastructural activities such as transport, communications and energy due to the

% For the detailed information, see “Bolgesel Gelisme Ozel Ihtisas Komisyonu Raporu”, Sekizinci Bes
Yillik Kalkinma Plani, DPT, Nisan 2000.
% Article no. 126, 1982 Constitution
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complementary role of private sector activities in the post 1980 period. With the 5"
FYDP (1985-1989), the new changes were reflected in the regional plans by
specification of potential sectors for the acceleration of development and the effective
use of local resources. To achieve this end, 16 regions were formed within the concept
of “Staging of Settlement Centres in Turkey”®. Businesses were provided various
financial incentives to set up their businesses in less developed regions. Also the
concept of ‘Specialized Industrial Zones’ was introduced with the 5™ FYDP. This was
followed by the emergence of Agricultural Based Industrial Zones in 2008. In the 9™
FYDP (2007-2013), the policy idea of supporting clusters was encouraged to support
innovation, increase productivity and employment and increase collaboration; and

national and international competitiveness.

2.3.2.3 From Industrial Zones to Clustering

After the 7" FYDP (1996-2000), regional development policies started to become
more focused. For the first time in the planning period of Turkey, industries were
intended to be differentiated across the nation depending on the characteristics of the
regions. Organized Industrial Zones (O1Zs) Law 4562°" came into force to support
foundation and administrative process of the OIlZs. Supporting Research and
Development (RD) activities and university-industry collaboration were encouraged
in more developed regions. Technology started to emerge as a crucial element in
development. Governments started to encourage technology oriented projects in

Turkey by providing various incentives.

% |n 1982, the State Planning Institute undertook a study by taking into consideration the mutual goods,
service, human and news flow prediction
%" The Law was published in Official Gazette No: 24021 on 15.04.2000
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After the recession in February 2001, Turkey implemented another stabilization
programme under the auspices of the IMF and the World Bank to ‘empower Turkish
economy’. In April 2001, a new economic programme was introduced which
contained new measures to address exports, SMEs and financial problems of
companies. In the 8th Five Year Plan (2001-2005), this idea was intended to increase
the competitiveness and productivity of industry, to generate new employment
opportunities and to promote and maintain sustainable growth within an outward
oriented structure in accordance with the framework of market principles and in
compliance with international agreements. Technology Development Zones Law No.
4691 came into force on July 6, 2001 to regulate the support of R&D activities as
sources of innovations in production. Also, in 2004, the ‘cluster’ concept emerged for
the first time in a policy document in the ‘SME Strategy and Action Plan’. In addition
to internal policies, two Accession Partnership Documents®® were accepted by the
European Commission during this period. In the documents, the EU asked Turkey to
form the classification of the Nomenclature of Territorial Units for Statistics (NUTS)
as a basis of Regional Development Agencies (RDAs). The EU also demanded that
Turkey must develop a national policy of economic and social cohesion aimed at
reducing regional differences and the adoption of a legal framework that would
facilitate the implementation of EU regional policy (Commission, 2003). A new
division of regions at the NUTS-II level was accepted® in 2006 as an example of the
transformation of the governance structure. In the same legislation, RDAs were

defined as semi departmental agencies by the central government.

% The first Accession Partnership Document was accepted on March 8, 2001 and the second one was
accepted on May 19, 2003.

% The legislation was passed on 25 January 2006, The Law on the Establishment, Coordination and the
Tasks of Development Agencies, Laws No. 5449
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In the final 9th FYDP (2007-2013), rather than increasing the competitiveness of less
developed regions as in the previous Plans, the aim was to increase the
competitiveness of all regions and decrease regional inequalities. To this end, a
regional and spatial development framework is proposed to be developed at the
national level and regional development strategies and plans are anticipated to be
prepared in cooperation with the RDAs. Physical infrastructure requirements of
enterprises as well as network creation and clustering initiatives are supported. As
well as stated in the 2007-2009 SME Strategy and Action Plan, the policy idea of
supporting clusters was encouraged in the 9" FYDP. OIZs are considered as the
places where an environment for clustering is created. Therefore, determining the
principles regarding the place selection of OIZs was revised“’. Support for clustering
under the leadership of driving sectors was ensured within a strengthened social
network. In this framework, the creation of mechanisms which supported local
clusters and collaboration among the agents were encouraged. The concept of
‘attraction centres’ was once again®’ emphasized as a supporting mechanism for the
clustering idea during this period. Also the 2009-2011 Medium Term Program (MTP)
which was prepared according to the 9" FYDP encouraged clustering policies that

supported innovation, increased productivity and employment and increased

0 The Organized Industrial Zones Place Selection Regulation was published in Official Gazette No:
26759 on 17.01.2008. The Regulation came into force on 28.06.1997 for the first time and revised on
21.05.2001according to the OlZs Law 4562.

*! Previous policy documents: 2007, 2008, 2009, 2010 State Planning Institute Institutional Financial
Condition and Expectation Reports, the 60" Government Action Plan (10.01.2008), GAP Action Plan
(2008-2012), 2008-2010 Preparation of Capital Investment Plan, 2007-2013 State Planning Institute
Strategic Cohesion Framework, 2007-2009 Medium Term Program. For the detailed information see
Sertesen, S. (2008), Bolgesel Gelismede “Yeni’ Bir Politika Araci: Cazibe Merkezleri, Degerlendirme
Notu, TEPAV.
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collaboration and national and international competitiveness*. In fact, in 2009, the
State Support for Investment Decree®® stated that public investment would be
provided according to regional and sectoral priorities. The following MTPs (2010-
2012 MTP and 2011-2013 MTP) also mention clustering policies to facilitate
development based on local dynamics and endogenous potential of regions as well as
the Strategic Document of Turkish Industry 2011-2014 (through the EU

Membership)**.

2.4 The Structure of the Turkish Economy

Located at the intersection of Europe, the Middle East, the Balkans and the former
Soviet Union, the Turkish economy has undergone profound structural changes since
the establishment of modern Turkey in 1923. The geo-strategic position has enabled
Turkey’s economic performance to rely heavily on an export-oriented growth strategy
and this has resulted in a massive economic transformation from an agricultural based
closed economy to a competitive, market oriented economy. The share of agriculture
in GNP fell from 67 per cent in 1927 to 42 per cent in 1961, while that of industry
rose from 10 per cent to 23 per cent®. The transformation in the sectoral structure
continued throughout the years. In 1968, the share of agriculture in GDP was 33.3 per

cent, while that of industry was 17.2 per cent and services 49.5 per cent (Table 2.4).

*2 The Program was prepared by the State Planning Insitute and published in Official Gazette No:
26920 on 25.06.2008.

*% The State Support for Investment Decree was published in Official Gazette No: 15199 on 14.07.2009
** The Document was published by the Turkish Republic Ministry of Industry and Trade in December,
2010.

*® First Five Year Development Plan
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By the end of 2010, the share of agriculture was only 8.7 per cent, while that of

industry increased to 28.3 and services increased to 63.1.

A. Major Indicators, 2010

Population 75.2m; GDP $ 656bn;
Unemployment rate 11.4%; GDP per capita $8.880
B. Sectoral 1968 1978 1988 1998 2010
Structure % % % % % % %
(_ ) (_ ) (_ ) (_ ) (_ ) o) in | @)in | @) in (_ ) (_ )
in in in in in in in
emp. | GDP | emp.
GDP | emp. | GDP | emp. | GDP GDP | emp.
Agriculture | 35.4 | 72.1 | 22.2 | 61.7 | 15.8 | 49.9 14.8 45.1 8.7 26
Industry | 195 | 0.9 | 295 | 126 | 36.7 | 153 | 342 | 152 | 283 | 25
Services 451 | 27 | 483 | 25.7 | 475 | 34.8 51 39.7 | 63.1 | 49
C. Growth Rate (%) of GDP in
) 1998/99 | 1999/2000 | 2000/2005 | 2005/2010
current prices (1998 base)

GDP (Purchaser’s price) 49 59.3 289 70.2
Agriculture 24.8 42.5 261 49.5
Manufacturing 36.3 46.2 234 52.3

GDP per capita ($) -9.9 5.7 70 43.5

Table: 2.4 Turkey: Basic data (Source: TUIK, 2011 and Author’s calculations)

This structural change has been reflected in the percentage of employment as well.

72.1 per cent of the population was employed in the agricultural sector in 1968, while

industry and services constituted 27.9 per cent of the employment. By the end of

2010, the total number of people working in industry and services almost tripled. 25

per cent of the population was employed in industry and 49 per cent of the population

was employed in services, while the workforce of agriculture decreased to 26 per cent.
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Figure 2.1: Labour productivity gaps in Turkey, 2008 (Source: Rodrik, 2010)

GDP (Purchaser’s price) increased by 20.2 per cent between 2005 and 2010, while
GDP per capita accelerated to 43.5 per cent. Similarly, growth rate (%) of GDP in
agriculture increased 49.5 per cent during the same period, while that of
manufacturing increased 52.3 per cent. However, although the share of employment
and GDP growth rates of agriculture and manufacturing sectors are close to each
other, there is a huge disparity between productivity levels. Rodrik (2010) observed
the productivity gaps in the Turkish economy by comparing value added per
employee across different sectors (Figure 2.1). The analysis shows that average
productivity in manufacturing is 3.04 times that of agriculture. Moreover, the average
productivity of the agriculture sector remains the lowest amongst other sectors. This
highlights the effects of structural change in the labour market on productivity levels.

However, unfortunately, productivity gaps exist within the same sectors in Turkey.
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Rank Companies Profit (TL)
1 [Tipras-Tiirkiye Petrol Rafinerileri A.S. 27.732.867.295
2 |EUAS Elektrik Uretim A.S. Genel Miidiirliigii 6.249.112.724
3 |Ford Otomotiv Sanayi A.S. 6.006.491.811
4 [Eregli Demir ve Celik Fabrikalar1 T.A.S. 5.014.572.054
5 |Oyak-Renault Otomobil Fabrikalar1 A.S. 4.710.974.763
6 |Tofas Tiirk Otomobil Fabrikast A.S. 4.184.361.976
7 |Argelik A.S. 4.068.892.569
8 [i¢das Celik Enerji Tersane ve Ulasim San. A.S. 3.828.300.738
9 [Habas Sinai ve T1bbi Gazlar Istihsal Endiistrisi A.S. 3.476.676.147
10 |Aygaz A.S. 3.279.709.953

Table 2.5: Top industrial enterprises (Source: 1SO, 2009)

Large companies have higher productivity levels than other companies and of course
the smaller ones. The Istanbul Chamber of Industry46 (ISO) produces a list of the
“Top 500 industrial enterprises™ every year. Although the top 10 companies represent
almost 28 percent of total production or sales in 2008, the share of five Koc¢*’
companies among the top 10 is around 45 percent (Table 2.5). What is more striking
is that Tupras (Turkey’s largest industrial enterprise based on crude oil processing)
alone represents almost 40 per cent of the top 10 companies' sales. Tiipras is four-and-

a-half times larger than the second biggest firm. Another observation is that Kog

*® The data can be accessed through the website www.iso.org.tr

*" Koc Holding is Turkey’s dominant industrial conglomerate. Koc Holding has five companies in the
Top 10 Companies list: Tupras-Turkiye Petrol Refinerileri, Ford Otomotiv Sanayi AS, Tofas Turk
Otomobil Fabrikasi, Arcelik and Aygaz.
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companies compete with each other at the top of the industrial rankings. The figures
are some serious signs of a rising concentration, or oligopoly structure, in Turkish

industry.

Another characteristic of the Turkish economy exists within the spatial distribution of
income in the county. The most populated cities in Turkey are located in the western
part of the country such as Istanbul (more than 12 million), Ankara (circa 5 million),
Izmir (circa 4 million) and Bursa (circa 3 million). The uneven distribution of wealth
in Turkey, mostly in favour of the Western part of the country, remains one of the
major concerns in the regional economic development. Studies have been undertaken
to explain problems of regional inequality and heterogeneity (Celebioglu and
Dall’erba, 2009; Gezici and Hewings, 2004; Ozturk, 2002; Tansel and Gungor, 2000;
Ates et al., 2000). They point out that the geographical location of provinces
influences the level of income and education, creating spatial inequalities between the
eastern and western parts of Turkey. Another literature focuses on inequalities in
salaries and migration from east to west (Elveren and Galbraith, 2008; Kirdar and
Saracoglu, 2007). They show that inequalities in salaries and migration have increased
the rate of urbanization in Turkey. These problems raise serious concerns about the

effectiveness and efficiency of the Turkish economy and Turkish regional policy.

2.4.1 The Economy During the Last Decade (2000 and onwards)

Recent policy reforms, particularly fiscal discipline, inflation targeting and the

overhaul of financial sector oversight, together with political stability and the seat of

54



EU accession negotiations, improved confidence in the management of the economy.
Turkey’s economic legislation has been increasing aligned with the main policies and
standards of the EU. Current economic policy envisages increasing the role of the
private sector in the economy”. Public sector reforms are aimed at the decrease of
borrowing requirements and channelling excess funds to the more efficient private
sector. However, the economy is still a work in progress. Inflation is a big problem
and unemployment remains high at 11.4% in 2010 (Figure 2.2). This raises some
questions regarding the dynamics of the Turkish economy and policy approaches

formulated to facilitate economic development.

For example, Ersoy (2013) argues that not only the spatial organization of company
headquarters remains important in urban systems but also they are linked to the
dynamics of local and regional economies within developing countries. In the case of
Turkey, Istanbul and Ankara dominate the corporate landscape, although the smaller
cities of Adana, Bursa, Gaziantep occupy important niches. He demonstrates that
there are clear variations in the sectoral agglomeration of companies across the

Turkish urban system

“8 9™ Five Year Development Plan
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Figure 2.2: Unemployment rate in Turkey (Source: TUIK, 2011)

The last crisis was in 2008-09 at the time the financial crisis took place in the USA

and Europe. This was different from previous crises in the sense that there was no

attempt to reduce the current account deficit in Turkey (Uygur, 2010). Instead,

adjustments came with a decrease in private demand, lower import prices and the

realignment of the real exchange rate. However, what made this crisis different to the

previous one was the adverse affects on the real economy (Rodrik, 2010). In the first

quarter of 2009, GDP fell by 14.3 % and unemployment rate rose to 14.2 %. Studies

show that the current austerity measures would not be sufficient to consider, given the

present unemployment rates and under the effects of global financial crises (Rodnik,

2010; Uygur, 2010). The latest crisis had an impact on total imports, exports and the

trade balance (Figure 2.3).
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Figure 2.3: Total imports, exports and trade balance, BIn US$ by year
(Source: UN Comtrade, 2011)

After years of continuous growth, total exports reached 132 bin US$ in 2008 (Table
2.6). However, after the crisis, the value of Turkish exports dropped by 22.6 per cent
in 2009 and amounted to 102.1 bln US$ while that of imports declined by 30.2 per
cent to 140.0 bin US$. Likewise, the trade deficit decreased from 70 bln US$ to 38.8

bln US$ in 2009.

In 2009, although the value of exports of machinery and transport equipment
decreased by 26.4 per cent in comparison to the previous year, it had the highest share
of Turkey’s exports with 28.2 per cent. This was followed by manufactured goods
classified mainly as material (28%) and miscellaneous manufactured articles (17%).

Similarly, the average growth rates of their export values decreased by 29.5 and 15.8

57



classified elsewhere in the SITC

Avg. Growth rates (%) | 2009
Classification 2009
2005-2009 | 2008-2009 | share
Total 102 138.5 8.6 -22.6 100.0
Food and live animals + Beverages
10 059.3 8.5 0.1 9.8
and tobacco
Crude materials, inedible, except
fuels + Animals and vegetable oils, 2 650.6 11.1 -22.8 2.6
fats and waxes
Mineral fuels, lubricants and related
3901.1 10.2 -48.2 3.8
materials
Chemicals and related products 4 836.7 14.6 -14.6 4.7
Manufactured goods classified
28 600.8 8.8 -29.5 28.0
chiefly by material
Machinery and transport equipment | 28 803.5 7.6 -26.4 28.2
Miscellaneous manufactured articles | 17 377.7 2.1 -15.8 17.0
Commodities and transactions not
5908.9 52.0 18.5 5.8

Table 2.6: Export values in million US$ (growth and shares)

(Source: UN Comtrade, 2011)

per cent relatively in comparison to the previous year. Although much of what is

described here reflects the slowdown of the global economy since the 2008 financial

crisis, the average growth rates of exports for some classifications accelerated rapidly
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specifically in Turkey between 2005 and 2009. Chemicals and related products
constituted 4.7 per cent of the export values in 2009 but growth rate of their export
grew 14.6 per cent, on average, between 2005 and 2009. Similarly, crude materials,
inedible, except fuels; and animal and vegetable oils, fats and waxes constituted only
2.6 per cent of export values in 2009. However, the average growth rates of the same
classification increased 11.1 per cent between 2005 and 2009. The average growth
rates in export values show that some of these classifications have great potential in
terms of export. They highlight some of the emerging sectors in the Turkish economy

while emphasizing the need for structural change in the Turkish market economy.
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Figure 2.4: Industry value added*, 2001-2009 (Source: World Bank, 2011)

** Industry corresponds to ISIC divisions 10-45 and includes manufacturing (ISIC divisions 15-37). It
comprises values added in mining, manufacturing, construction, electricity, water, and gas (it does not
include services).
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Figure 2.5: Manufacturing value added, 2001-2009 (Source: World Bank, 2011)

Fortunately, although the effects on the real economy were deeper, Turkey has been
able to maintain its comparative advantage in industrial and manufacturing net
output™. Figure 2.4 and 2.5 depict the comparative outcomes in industrial value added
and manufacturing value added amongst Brazil, China, Germany and Spain. Although
there was a decrease in both values between 2007 and 2009 in Turkey, the average
growth rates between 2001 and 2009 were 28.8 and 19.4 per cent respectively. These
values were higher than that of some other countries. For example, the average growth
rate of GDP in manufacturing value added was 27.8 per cent in Brazil, while that of

industry value added was 17 per cent between 2001 and 2009. Although the average

%% value added is the net output of a sector after adding up all outputs and subtracting intermediate
inputs.
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growth rate of GDP in manufacturing was 0.2 per cent higher in Spain, that of

industry value added was 15.6 per cent during the same period.

2.4.2 Europeanization of Turkey®!

Turkey is a unitary and centralized country under the terms of the Constitution.
Provinces, municipalities, metropolitan areas and village administrations make up the
different forms of local government of Turkey. It has been more than five decades
since Turkey’s Europeanization process started. In 1957, the Treaty of Rome
Agreement was signed and in 1959, Turkey applied for associate membership of the
EU. With the Ankara Agreement in 1963, Turkey’s first relationship with Europe was
established. In 1987, Turkey applied for full membership to the EU and joined for the
Customs Union (CU) in 1996. In fact, Turkey was (and still is) the only country
amongst the member states and the candidate states that established a CU agreement
with the EU. This was a strong indicator of the efforts of trying to integrate the
Turkish economy until that of the EU in 1996. In 2004 (December the 17"), Turkey
was recognized as the country which had fulfilled at least the initial requirements to
start negotiations with the EU and ten months after in October 2005, the actual

negotiation period was started.

Negotiations are opened on the basis that Turkey sufficiently meets the political

criteria set by the Copenhagen European Council in 1993, for the most part later

*! This section of the thesis is written in accordance to a lecture delivered by His Excellency Mr Yigit
Alpogan (Ambassador of the Republic of Turkey to the Great Britain and Northern Ireland since July
2007) and a private interview with him (undertaken by Aksel Ersoy) on May 11", 2010 at the
University of Birmingham. That lecture and the interview was then published in Political Reflection,
Vol 1, No:3, Sep. 2010.
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enshrined in Article 6(1) of the Treaty on EU and proclaimed in the Charter of
Fundamental Rights. The EU expects Turkey to sustain the process of reform and to
work towards further improvement in respect of the principles of liberty, democracy,
the rule of law and respect for human rights and fundamental freedoms, including
relevant European case law; to consolidate and broaden legislation and
implementation measures specifically in relation to the zero tolerance policy in the
fight against torture and ill-treatment and the implementation of provisions relating to
freedom of expression, freedom of religion, women's rights, ILO standards including
trade union rights, and minority rights. To ensure the irreversibility of progress in
these areas and its full and effective implementation, notably with regard to
fundamental freedoms and to full respect of human rights, progress is closely
monitored by the Commission, which is invited to continue to report regularly on it to
the Council, addressing all points of concern identified in the Commission's 2004

report and recommendation as well as its annual regular report.

As agreed at the European Council in December 2004, these negotiations are based on
Article 49 of the Treaty on EU. The shared objective of the negotiations is Turkey’s
accession to the EU. These negotiations are an open-ended process, the outcome of
which cannot be guaranteed beforehand. While having full regard to all Copenhagen
criteria, including the absorption capacity of the Union, if Turkey is not in a position
to assume in full all the obligations of membership it must be ensured that Turkey is
fully anchored in the European structures through the strongest possible bond. Of the

35 policy chapters®, Turkey has completed one, 13 remain under discussion while 18

52 Chapters: Free movement of goods (open); Freedom of movement for workers; Right of establishment
and freedom to provide services; Free movement of capital (open); Public procurement; Company law;
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have been frozen because of opposition by EU member states including Cyprus and

France.

After Turkey officially joined in the Helsinki summit of EU leaders as a candidate
country in 1999, important changes have taken place in Turkey’s governance
structure. The Constitution has been amended and this has brought about a re-
examination of administrative structures in Turkey. There is a commitment to create a
fully democratic government system to meet EU criteria which involve the further
modernization of the public administrative system. Issues have been discussed in the
comprehensive public administration reform package and they have been partially

adopted.

In terms of economic outlook, the structural reforms, hastened by Turkey’s EU
accession process, have paved the way for comprehensive changes in a number of
areas. The main objectives of these efforts were to increase the role of the private
sector in the Turkish economy, to enhance the efficiency and resilience of the

financial sector, and to place the social security system on a more solid foundation.

Intellectual property law (open); Competition policy; Financial services; Information society and media
(open); Agriculture and rural development; Food safety, veterinary and phytosanitary policy; Fisheries;
Transport policy; Energy; Taxation; Economic and monetary policy; Statistics; Social policy and
employment; Enterprise and industrial policy (open); Trans-European networks; Regional policy and
coordination of structural instruments; Judiciary and fundamental rights; Justice, freedom and security;
Science and research (closed); Education and culture (open); Environment; Consumer and health protection
(open); Customs union (open); External relations (open); Foreign, security and defence policy (open);
Financial control (open); Financial and budgetary provisions (open); Institutions (open); and Other issues

®3 The law on Public Financial Management and Control (PFMC) was passed in 2003, but the
implementation of some provisions was postponed until 2006. The Law on Special Provincial
Administrations was passed in June 2004 and then vetoed by the president, but then finally passed in 2005.
The Constitutional Court is reviewing some of its provisions. The Law on Municipalities was passed in
July 2004 and vetoed by the President. It was approved in June 2005. The Constitutional Court is
reviewing some of its provisions.. The Law on Metropolitan Municipalities was passed in June 2004 and
secondary legislation is in preparation and the Law on Association of Local Governments was passed in
July 2005. A number o f laws are still pending including the Law on Public Administration Principles or
Framework Law, the Law on Civil Service, the Law on Regional Development Agencies and the Law on
the Turkish Court of Auditors

63



According to the Investment Report of Turkey (2011), as these reforms have
strengthened the macroeconomic fundamentals of the country, inflation drastically
decreased to 6.4 percent by the end of 2010, down from 30 per cent in 2002, while the
EU-defined general government nominal debt stock fell to 41.6 per cent from 74 per
cent in a period of eight years between 2002 and 2010. Hence, Turkey has been
meeting the “60 per cent-EU Maastricht criteria” for the public debt stock since 2004.

As GDP levels more than tripled to USD 736 billion in 2010, up from USD 231
billion in 2002, GDP per capita soared to USD 10,079, up from USD 3,500 in the
given period (TUIK, 2011). The visible improvements in the Turkish economy have
also boosted foreign trade, while exports reached USD 114 billion by the end of 2010,
up from USD 36 billion in 2002. Similarly, tourism revenues, which were around
USD 8.5 hillion in 2002, exceeded USD 20 billion in 2010. Significant improvements
in such a short period of time have registered Turkey on the world economic scale as
an exceptional emerging economy, the 16th largest economy in the world and the 6th
largest economy when compared with the EU countries, according to GDP figures (at

PPP) in 2010 (Invest in Turkey, 2011).
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Figure 2.6: 2010 Real GDP Growth (%) (Source: IMF, 2011)

Prior to the recent global recession which hit all economies throughout the world, the
Turkish economy sustained strong economic growth for 27 quarters consecutively
(2005-2011), making it one of the fastest growing economies in Europe (Invest in
Turkey, 2010). However, the global financial crisis has considerably challenged the
macroeconomic and financial stability of many economies by adversely affecting
financing facilities and external demand, thus causing a significant slowdown in all

global economic activities.

While the financial markets in Turkey proved resilient to the crisis, the decrease in

external demand and slowing international capital flows have had a negative impact
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on the economy, thus causing an economic contraction in 2009. However, the
perceived positive developments in the economy showed signs of a fast recovery
beginning as early as the last quarter of 2009, with an impressive 5.9 per cent
economic growth rate, hence making Turkey one of the fastest recovering economies
in the world. Durmus Yilmaz, The Governor of the Central Bank of the Republic of
Turkey, explained this fast recovery in terms of Turkey’s risk premium indicators.

Yilmaz (2011) states that:

“...risks regarding the debt sustainability of peripheral euro area countries
remained vigorous and continued to dominate the financial
markets...[However] Turkey’s risk premium indicators performed better than
many other countries and remained below pre-crisis levels. This positive
development is attributable to country-specific favourable conditions such as
upgrades by credit rating agencies, reduced political uncertainty in the
aftermath of the referendum period and the revised Medium Term Program

signalling further fiscal discipline” (Yilmaz, 2011).

Turkey’s robust economic growth continued in 2010 as well, having reached 12 per
cent, 10.3 per cent, 5.2 per cent and 9.2 per cent in the first, second and third quarters
of 2010 respectively, thus achieving an overall growth rate of 8.9 per cent throughout
2010 (Invest in Turkey, 2010). Turkey, with such a robust economic performance,
stood out as the fastest growing economy in Europe and one of the fastest growing

economies in the world (Figure 2.7).
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Figure 2.7: Annual Average Real GDP Growth (%) Forecast in OECD Countries

2011-2017 (OECD, 2011)

The European Commission monitors Turkey's progress in all areas, making use of all
available instruments, including on-site expert reviews by or on behalf of the
Commission. The Commission informs the Council of Turkey's progress in any given
area when presenting draft EU Common Positions. The Council takes this assessment
into account when deciding on further steps relating to the negotiations on that
chapter. In addition to the information the EU may require for the negotiations on
each chapter and which is to be provided by Turkey to the Conference, Turkey will be
required to continue to provide regularly detailed, written information on progress in
the alignment with and implementation of the acquis, even after provisional closure of

a chapter. In the case of provisionally closed chapters, the Commission may
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recommend the re-opening of negotiations, in particular where Turkey has failed to

meet important benchmarks or to implement its commitments.

2.5 Regional Development Experience in Turkey

Turkey’s regional development experience can be categorized under two periods:
before the EU candidacy and after the EU arrangements. During these two periods,
while some regions enjoyed the competitiveness of their region thanks to their
regional potential, some regions started to lag behind the national economy. To be
able to cope with the difficulties of competitiveness of the regions, new strategies and
initiatives have been defined by the Turkish governments and the EU throughout

these periods.

2.5.1 Before the EU candidacy

Since globalization was pushing the limits of the border concept of the nations,
regional competitiveness became crucial in Turkish economic development. However,
some regions could not adapt to the changing economic conditions within
globalization and this led to regional inequalities in Turkey. Although there were not
many systematic forms of regional governance before the EU candidacy, there were
some initiatives to support regional development in this period. One example was the

launching of the Southeastern Anatolian Project (GAP) which was started in 1989.
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The Southeastern and Eastern (SE&E) parts of Turkey used to be underdeveloped
regions of Turkey for many years due to populist and misguided policies applied by
the Turkish governments (Ozturk, 2002). The clear difference in economic
development between the Western and Eastern parts of Turkey has caused a
significant economic crisis in the East for many years. That is why the Southeastern
Anatolia Project has a very important position in developing the region. The
Southeastern Anatolia Project is a multi-sector and integrated regional development
project in the context of sustainable development. Its basic objectives include the
improvement of living standards and income levels of people so as to eliminate
regional development disparities 