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Abstract

This paper examines Turkey's experience with fareidirect
investment (FDI), with special emphasis on two tieddy neglected
issues: export and employment performance of Fbhdi It draws
attention to the weak and volatile FDI performaitélurkey and links
this with the pattern of domestic investment. lamines the composition
and geographical distribution of FDI exports in gamson with exports
by domestic firms. Its comparison of FDI firms widbmestic firms on the
basis of labour market indicators indicates thae DI firms are
characterized by relatively higher wages and prtiditic and somewhat
better employment performance but lower share afesdn value added.
The paper concludes that the high expectationscleth to the
developmental role of FDI under the current ecomopdlices in Turkey
are not yet warranted.

* The views expressed in this study do not necdggaflect the views of the Central
Bank of Turkey.

! This study is based on Chapters 4 and 5 of dddioeais of Kolda (2005) prepared
under the supervision of Fikrenses. The authors wish to thank the two anonymous
referees for their constructive comments on aniezavkersion of the paper, without
implicating them in any way with the shortcomindgdhe paper that may remain.
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1. Introduction

Although Turkey had a fairly liberal legislativeafnework
towards foreign direct investment (FDI) from thalga950s, most
observers hold the view that FDI environment unblerkey’s state-
led, protectionist import-substituting industriaimon until 1980 was
in practice highly restrictivé Liberalization of the FDI environment
was one of the major pillars of Turkey's transitiom a neoliberal
policy framework since 1980, which was instrumemntalemoving all
major hurdles in the way of an open door policy F@1 for virtually
all sectors of the economy. It was hoped that,cthenge of attitude
towards FDI in the domestic policy framework togativith Turkey’s
locational advantages as a “bridge between EuropeAsia” would
boost FDI inflows into Turkey.These expectations were reinforced
after the emergence of the independent Turkic stadkowing the
disintegration of the Soviet Union and the readitra of relations
with the European Union with the perspective of fukembership.
With public investment in manufacturing decliningasply and with
private investors not showing much enthusiasmlitanfithe gap, high
hopes were attached to FDI as a major source @stment in this
sector. The sharp turnaround in FDI policies in plost-1980 period
notwithstanding, FDI inflows to Turkey have notwever, reached
high proportions, as compared also with countriesc@nparable
levels of development. Moreover, what little FDUrkey managed to
attract has been concentrated outside manufacturingervices and
real estate.

Other than filling the financing gap needed for péementing
domestic savings (UNCTAD, 1999:22), FDI can conttéto the
development of host countries through four eleméghtBICTAD,
1992:8-14): Capital formation, technology transtemman resources
development, and export promotion. Keeping in mitdt the
manufacturing industry plays an important role ircommic
development for it serves as a “hub” for the geti@naand diffusion
of new technologies to the rest of the economy KfTa; 1999:2), FDI
in the manufacturing sector should be the primany af the host
countries. It is precisely in this context that tpeesent paper
investigates whether FDI inflows can help Turkeytaiat its

2 See for example, Erdilek (1982).
® See Oni (1994) for a detailed account of FDI polices amdfgrmance covering the
first decade of neoliberal policies in Turkey.
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industrialization and development objectives by aaging and
deepening its export base and creating new emplotyapportunities.

Although FDI has constituted one of the cornerssasfeT urkish
economic policy in the neoliberal period in fiveayglan documents
as well as policy declarations at the highest lewdlas been subject
to little academic scrutiny. The academic intestthe subject has,
by and large, been confined to productivity spiéos; technological
and innovative capacity and survival charactesst¢ FDI firmg.
Moreover, Turkan (2005) has discussed the importance of Hisf
in Turkish manufacturing industry in terms of sédet economic
aggregates, utilizing the data sets on the 50G&iropdustrial firms
published by the Istanbul Chamber of Industfgxport and
employment performance of FDI firms, however, ameonag subjects
that have remained largely unexplored, possiblectinhg the lack of
available statistical information. Only Goéver (200Has analyzed
exports by FDI firms, based on the General Direttorof Foreign
Investment (GFDI) database, in terms of their gettoand
geographical distribution and with respect to OE®@&hnology
classification for the 1996-2002 period. FDI penfiance in Turkey in
relation to labour market indicators, on the otlmnd, has not
received any systematic attention.

This study aims at redressing this imbalance budog on
these neglected issues and gisawvides an up-to-date account of the
recent trends in FDI inflows into Turkey drawing on the GFDI
database on FDI exports as Gover (2004), it ext@mlsinalysis by
comparing the pattern of FDI expdrigith exports by domestic firms.
Utilizing the most recent State Institute of Stats (SIS) data set
available, it also examines the performance of filds® in terms of
labour market indicators such as employment, wadabpur

4 Aslanglu (2000), Taymaz (2001), Ozler and Taymaz (2004)maz and Ozler
(2004) and Lenger (2005) are the most prominemtistuwon these subjects.

The standard definition of a FDI firm is basedtiba 10% rule, which states that when
a resident in one country owns 10 percent or méréne ordinary shares of voting
power of an enterprise resident in another couthtay investment is counted as FDI.
However, in Turkey no such rule applies. That isTurkey any positive amount of
foreign investment is counted as FDI. Hence, inahalysis of the export pattern of
FDI firms, the standard definition does not appiyplying that the contribution of
FDI exports to total exports is actually overestieda

In the SIS data set, information on FDI firms veasilable with respect to different
foreign share categories ranging from 10% to 100% 0% increments. Thus, we
were able to compare the performance of FDI firmsdifferent foreign share
categories. As in the case of export performalad®mur market performance of FDI
firms will change drastically as the definitionfeDl firm changes.
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productivity, and share of wages in value addedamparison with
domestic firms for the 1992-2001 period. It linkoop FDI

performance with domestic investment performance eoncludes
that FDI, on the basis of export and employmentoperance as well
as its overall trends has so far failed to genetag expected
developmental impact on the Turkish economy.

The plan of the paper is as follows. Section 2 gmes a
statistical overview of the pattern and sectorahgosition of FDI
inflows, emphasizing the relationship between FDH alomestic
investment. Section 3 investigates FDI export perénce in
comparison with domestic exports. Section 4 examirfeDI
performance on the basis of selected labour mankétators. Section
5 summarizes and concludes.

2. FDI and domestic investment performance

This section provides a statistical overview of ABflows to
explore the extent to which the recent trends ih iGBows in Turkey
fulfill the expectations of Turkish planners andippmakers in terms
of the volume and composition of these inflowdulther investigates
whether FDI and domestic investment follow a simgath.

2.1. Statistical overview of FDI inflows

In terms of actual FDI inflows, one can divide th@80-2005
period into three sub-periods. While FDI inflowsreeonstant at an
average level of around USD 372 million during 1930 they
jumped to an average of USD 819 million in 1988999 the post-
2000 period, there was a sharp increase in 200US® 3,266
million®. Although the cumulative amount of FDI realizagoturing
the 2003-2005 period was USD 5,8&(lion, USD 2,994 million of
this was due to real estate investments of foreggmwehich is recorded
as FDI (CBRT, 2005a). The percentage share of es@te FDI in
actual FDI inflows was 56.3% in 2003, 49.1% in 2084d 48.5% as
of the second quarter of 2005 (CBRT, 2005a). Filbws increased
from USD 1,364, in the second quarter of 2005 t®WBS742 in the
third quarter. However, USD 1,048 of this increaspresented the
sale of Dgbank (a domestic private bank) to Fortis (a fordignk of

” Unless otherwise stated, all figures given i fiaper come from Kolg42005).

8 The figures for 2005 are as of June 2005.

° Investment byis-Tim Telecommunication Services Inc. amounting t80J2,023
million, of which USD 1,4 billion represented theedit provided by the foreign
partner, accounted for a major portion of this éase in 2001.
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Netherlands-Belgium origin) in June 2005, while USP2 million
was again due to real estate investmé&ntds more than one half of
the actual FDI inflows in the last three years waceounted for by
unproductive real estate investments, one can yhaefer to this
recent performance as a “FDI boom”.

Figure 1
Sectoral Distribution of Actual FDI Inflows: 198@@5 (percent)
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Source GFDI Foreign Investment Statistiosw.hazine.gov.rand (CBRT, 2005a).

During the period 1980-2005, the bulk of FDI inflewvere
directed to services and manufacturing sectors lwltin average
represented 97.6% of FDI inflows (Figure 1). Therdasing trend in
the share of manufacturing was accompanied by sesmonding
increasing trend in the share of servitda terms of both the number
of firms and the stock of capital, FDI in servicesconcentrated
heavily in low productivity and low wage activitieg/holesale and
retail trade, hotels and restaurants, and otheralsservices, for
example, accounted for 40.4% of foreign capitatlstm services as
of June 30, 2003

10" SeeRadikal(2005); CBRT (2005a; 2005b).

™ The trends in FDI inflows to Turkey were also #amto global trends in FDI. See
UNCTAD (2004:xvii-xxii) for details.

2 This refers to the latest date for which data eeailable at the time of writing. See
Koldas (2005:111-112).



414 Tevfik KOLDAS — FikretSENSES

2.2. FDI inflows and domestic investment

The above trends in FDI inflows bear a close resende to the
pattern of domestic fixed capital investment inKay (Figure 2). The
rise in fixed investment in services, especiallyeafl980, can be
attributed to the increase in relative prices in4@adable sectors vis-
a-vis tradable sectors following trade liberaliaati. Gross Fixed
Capital Formation (GFCF) in manufacturing declineteadily
between 1975 and 1990, as GFCF in services inaeasginuously
in the same period (Figure 2). After 1990, as GHCRanufacturing
has shown a volatile pattern around a constantrdre GFCF in
services has indicated a decreasing trend, whilatenaing its much
higher share than manufacturing. There was anaseren the share of
investment in energy and transportation, especaigr 1995.

Figure 2
Sectoral Distribution of Gross Fixed Capital Forimat 1983-2002
(percent)
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Source SPO (State Planning Organization) Main Econométdators \ww.dpt.gov.tj and
CBRT Electronic Data Delivery System (www.tcmb.dov.

The slow pace of FDI inflows in Turkey may be lidkeith the
gradual decline in the rate of growth of domestleGE. There is a
close relationship between the pace of domestiaf@iand public

3 See Yentiirk (2003a; 2003b) for the analysis ef pattern of investment in Turkey
within the framework of tradable and non-tradalgletsrs.
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GFCF and FDI inflow (Figure 3).ismihanet al. (2002:17-18) have
provided evidence supporting the complementaritiwben public

and private investment in short and medium run fgghyang impulse

response analysis for the period 1963-:99kewise, Attar and Temel
(2002:118) have found that although a crowding eftect of public

investments was observed in the current periodj@uivestment had
positive spillover effects on private investment time following

period.

Although FDI inflows increased sharply in 1980, rika to the
liberalization policies implemented in the samery#fae stagnation in
FDI inflows until 1988 was accompanied by the comtius decrease
in total GFCF during the period 1979-1985 (Figuje I8 a similar
fashion, the gradual increase in FDI inflows durit@87-1992 was
associated with the steady increase in total GR@ing 1985-1993.
The volatility in total GFCF during 1994-2002, esfting in large
measure the effects of economic crises in 19949 Ef 2001, was
again accompanied by the volatility of FDI inflow$his close
similarity between the paths of domestic investnagmdt FDI points in
the direction of their complementarity. Both publand private
components of domestic investment seem highly tziee with FDI.
The correlation between realized FDI inflows ane @eriod lagged
domestic private investment is 0.71, while the elation between
realized FDI inflows and one-period lagged publiwvestment is
0.67°.

Calderonet al. (2002:13-15) have found that in developing
countries FDI inflows do not have an effect on detieeinvestment or
growth. Instead, domestic investment and economoevily precede
and have a positive impact on greenfield FDI. Tasgue that a rise in
domestic investment may send a positive signabteidgn investors
for the emergence of profitable opportunities ie #conomy. The
close association between domestic investment BrhihRhe Turkish
case provides some justification for the view ttegt reasons behind
the slow pace of FDI inflows may be related with goor investment
performance in the domestic economy.

1 In Figure 3, the values for total GFCF and pulECF in current Turkish liras were

converted to USD using the average annual exchagef USD/TL.

Metin-Ozcanet al (1999) also provide evidence to support the cemphtarity
between public and private investments.

Simple correlations were calculated utilizing te#a from SPO, GFDI and CBRT and
are significant at 1% (two-tailed test).

15

16
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Figure 3
FDI Inflows and Public and Private Gross Fixed @gtormation:
1983-2002
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Source Calculated from SPO Main Economic Indicators (wdpt.gov.tr), GFDI
Database, and CBRT Electronic Data Delivery Systeww{.tcmb.gov.t}.

Existing FDI firms were responsible for the bulkkdI inflows
to Turkey. In other words, totally new (greenfield)vestments
constitute only a small portion of total FDI appats; especially in the
manufacturing sector. Moreover, both in serviced mranufacturing,
the share of totally new FDI has a decreasing treide the shares
of expansion, capital increase and participationl Fiave an
increasing trend in the 1983-2003 period (Figute 4)

Since greenfield FDI involves newly created capéasets, it
will contribute to economic growth through incredgghysical assets
in the economy. Expansion and modernization investsxmay also
involve the creation of new physical assets, and they can also be
counted as productive investments. However, adatapcrease and
participation investments pertain to the increaséoeign capital in
existing firms, their contribution to growth wilt dest be confined to
an increase in productivity As the contribution of FDI inflows to the
creation of new physical assets is very low andehavdecreasing

7 See Calderoat al (2002:3).
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trend in both manufacturing and services, FDI Wil beneficial to
Turkish economy only if it brings in new technologypetter
management and organizational techniques and atzessv export
markets for existing firnis

Figure 4
The Distribution of FDI Approvals by Type of Investnt, 1983-2002
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2 HP Filter-Trend Values.

Source GFDI Annual Reports.

Figure 5 shows Hodrick—Prescott trend values fer share of
manufacturing in gross fixed capital formation aimd new FDI
approvals. The constant decrease in the share bfapprovals for
totally new investment in total FDI approvals foamufacturing is in
line with the decreasing trend of the share of rfesturing in gross
fixed capital formation in the Turkish economy chgi1983-2002.
This is a reflection of investment preferences ukish economy in

8 See Hausmann and Fernandez-Arias (2000:13).
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the post-1980 period. As domestic investors do se¢ many
profitable opportunities in manufacturing industand hence do not
add much to the physical capital stock, foreigresters behave in a
similar fashion. This may explain the lack of grigeld FDI in the
manufacturing industry.

Figure 5
Share of Manufacturing in Total Investments anBn Approvals,
1983-2002 (percerit)
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As far as mergers and acquisitions through FDIcarecerned,
participation FDI has an increasing trend after 7L9gBigure 6). In
particular, a sharp increase for services is olesemafter 1996. For
manufacturing, participation FDI registered a lrigrease in 1988-89,
1992, 1995 and 2000. As 1989, 1991, 1994 and 1298 all years of
trough; it is interesting to note that in troughag® or in years that
immediately follow a trough, participation FDI in amufacturing
registers a sharp increag®r serviceson the other hand, the years in
which there was a big increase in participatiorestinent are 1990,
1996 and 2001, pointing to a lag of one year betwde sharp
increase in participation FDI in manufacturing gratticipation FDI
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in services. It seems that soon after a recessioersale” FDI
increases in both manufacturing and servites.

3. Comparative structure of FDI and domestic exgort

In this section, FDI and domestic exports will bealgzed with
respect to their geographical and sectoral didiohe and OECD
technology classification to test whether FDI firc@ntribute to the
commodity and market diversification and technatagjupgrading of
Turkish exports. We shall also investigate whethere is a regular
pattern between the country of origin of FDI fireasd the destination
of their exports. In doing this, we aim to detedtether foreign firms
use Turkey as a jump-base for their exports, andoifto which
markets.

3.1. The general pictute

Turkish exports rose from USD 23.2 billion in 1986 USD
36.1 billion in 2002, representing an increase ®f3%. During the
same period, while domestic exports increased3$%, from USD
19.4 billion to 27.7 USD billion, FDI exports motban doubled,
rising from USD 3.7 billion to USD 8.3 billion. Ithe period 1996-
2002, the average annual increase in domestic exp@s 5.3% as
opposed to 11.6% for exports by FDI firms. As aulgeghe share of
FDI exports in total exports rose from 16.7% in @99 23.1% in
2002, averaging 19.0% for the 1996-2002 period aghale. Thus,
FDI firms have accounted for around one-fifth datexports.

The FDI firms included among the 500 largest indakfirms
of Turkey accounted for the majority of FDI exporis the period
1996-2002, the 106 FDI firms, on average, inclugethis category
accounted for 74.8% of total FDI exports. Whilel&dgest FDI firms
accounted for 61.5% of total FDI exports in 19984 largest FDI
firms accounted for 83.8% of total FDI exports B02.

¥ From the outbreak of the crisis at the beginniig2001 until March 2002, for
example, a total of 45 firms sold more than 50 eetc31 firms 50 percent, and
another 58 firms less than 50 percent of their eshao foreign buyers. Segenses
(2003: 118).

2 EDI export figures are from the database of GalrRirectorate of Foreign Investment
and cover the 1996-2002 period. Domestic expourég are from the Undersecretariat
of Foreign Trade. See Kolgl§2005:138-143).

2L These figures were calculated by using the Ista@hamber of Industry (ICl) data set.
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Figure 6
Participation FDI Approvals in Manufacturing and\8ees, 1983-2002
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Source GFDI Annual Reports.

According to SIS Longitudinal Data Set, which isagable for
the period 1992-2001, the average number of Fidipperating in
the manufacturing sector during the period 1996120@s 364 which
indicate that only around one third of total FDinfs operating in
Turkish manufacturing industry accounted for thgegrters of total
FDI exports in this period. In other words, approately 75% of FDI
firms operating in Turkey produce mainly for thendestic market
with very low export shares.

The geographical distribution of FDI and domestipaats is
almost the same in terms of average figir@&ble 1). Spearman’s
rank correlation between average geographicaliliigions of FDI
and domestic firms is 0.927 and significant at 1Btoreover,
Spearman’s rank correlation is exclusively sigmifit for every year
in the 1996-2002 peridd In other words, the geographical
distribution of FDI exports almost exactly mimidsetgeographical
distribution of domestic exports, and itnst the case that FDI exports
penetrate those markets that domestic exports tanno

22 At the time of writing 2002 was the latest yearwhich data was available.
2 gpearman’s rank correlations were calculatedzimi the data in Table 5.3 in Kolgla
(2005:147).
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Table 1
Geographical Distribution of FDI and Domestic Exgsor

1996-2002 Average (percent)

1996-2002 Average (%)

Region 0) ) )
EU-15 69,0 53,5 53,5
Central and Eastern Europe 0,6 11,4 11,2
West Asia 2,3 7.8 7.9
East Asia 0,9 3,2 5,3
North America 7,8 11,4 51
North Africa 0,2 47 4.2
Free Trade Zones na na 4,0
Central Asia 0,2 3,3 2,5
Other Developed Countries 4.6 3,2 2,1
Other Western Europe 7.9 1.6 15
Latin America and Other Africa 0,9 1,0 1,4

(0) Geographical distribution of FDI stock in Tuykas of June 2003.
(1) Geographical distribution of domestic exports.

(2) Geographical distribution of FDI exports.

na = not available

Source:Koldas (2005:147).

The Turkic Republics of Central Asia do not seembww a
preferable destination for FDI exports. This resslcontrary to the
widespread expectations in Turkey that FDI firmsuldouse Turkey
as a jump base for exporting to these countriestlliging the close
cultural ties of Turkey with that region. If FDIrfns are using Turkey
as a jump base for exports, this seems to apply tonéxports to the
European Union, Central and Eastern Europe, and YA&a, which
also constitute the main export markets for dorodstns.

Sectoral distribution of FDI and domestic expodsthe period
1996-2002 is given in Table 2. As regards to theeghbroad
categories, representing agricultural products,imgirproducts, and
manufactures, there was a great deal of similaetyveen the average
distribution of domestic and FDI exports.

The sharp rise in the share of FDI manufacturedegpn total
exports (from 15.0% in 1996-1998 to 25.1% in 20002 was due to
the increase in the share of FDI exports in chelsiiaad automotive
products and other transport equiprfentVhile the share of
automotive products and other transport equipmentdomestic
exports decreased from an average of 3.6% in 1998-10 2.6% in

24 The figures are from Table 5.4 in Kojd@005:149).
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2000-2002, the share of this sector in FDI exportseased sharply
from 13.9% in 1996-1998 to 40.0% in 2000-2002.

It seems that the structure of manufactured ex@srtslassified
by domestic versus FDI firms and in terms of suttems is quite
rigid, at least as far as the period of analysoiscerned. That is, one
cannot observe a structural change in the expdrawer of FDI
firms. FDI firms are increasing their share in tataports in those
sectors in which they have had a significant sfiama the beginning
of the period.

The average figures for the period of 1996-2004cate that
capital goods, intermediate goods and passengsrheae a higher
share in FDI exports than in domestic exports wtidenestic exports
are more focused on consumption goods (Table 3erWhe figures
are examined in further detail, however, it turng that the higher
share of capital goods and intermediate goods iheéxports is due
mostly to industrial transport equipment and parid accessories of
transport equipment, especially passenger cars.

Table 4 presents the distribution of FDI and domestports on
the basis of OECD technology classification. Theadar the 1996-
2002 period indicate that a massive 60pétcent of domestic
exports on average originate from low-technologgustries with
48.6% alone representing textiles, textile produdesather and
footwear. Medium-low and low technology industriesgether,
account for 81.0% of domestic exports. On the otrerd, most of
FDI exports (52.3%) come from medium-high technmeg with
motor vehicles, trailers, and semi-trailers repnéag 32.7% of the
total.

4. Main labour market indicators of FDI firehs

The investigation in this section of FDI performanadn
comparison with domestic firms on the basis of tabonarket
indicators also sheds light on the developmentakich of FDI in the
Turkish context.

4.1. Employment Creation by FDI firms

In 1992, the total number of workers in wage-empiewt in the
manufacturing sector was 979,098, with ddmeasnd FDI firms

% The scope of discussion in this section is guitgdiata availability at the time of
writing. The figures come from SIS Longitudinal Baase, 1992-2001.
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Table 2
Sectoral Distribution of FDI and Domestic Exports:

1996-2002 Average (percent)
1996-2002 Average (%)

Sector ) ?)
1- Agricultural Products 16,8 16,6
2- Mining Products 4.4 2,5
3- Manufactures 78,5 80,8
Iron and steel 8,0 57
Chemicals 3,7 13,8
Other semi-manufactures 7,0 4.8
Machinery and transport equipment 12,1 43,3
Textiles 14,5 4,7
Clothing 28,5 6,2
Other consumer goods 4.8 2,2
4- Other Products 0,2 0,2
Total 100,0 100,0

(1) Sectoral distribution of domestic exports.
(2) Sectoral distribution of FDI exports.
Source:Koldas (2005:149).

Table 3
Domestic and FDI Exports Classified as Broad Ecand@@ategories:
1996-2002 Average (percent)

1996-2002 Average (%)

Category ) 2

1-Capital Goods 53 11,2

Industrial Transport Equipment 2,3 6,6
2-Intermediate Goods 39,9 49,9

Processed mdu_s@rlal supplies, not 299 238

elsewhere specified

Parts and accessories of transport equipmentl,1 15,9
3-Consumption Goods 55,8 24,3
4-Other 0,3 14,7

Passenger Cars 0,0 14,6

Total 100,0 100,0

(1) Distribution of domestic exports.
(2) Distribution of FDI exports.
Source:Koldas (2005:156).
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Table 4.
Domestic and FDI Exports According to OECD Techgglo
Classification: 1996-2002 Average (percent)

1996-2002 Average (%)

Category

1) 2)
High-technology industries 41 2,0
Medium-high-technology industries 12,6 52,3
Medium-low-technology industries 20,4 21,5
Low-technology industries 60,6 22,4
Other transport 2,3 1,9
Total manufacturing 100,0 100,0

(1) Distribution of domestic exports.
(2) Distribution of FDI exports.
Source:Koldas (2005:159).

accounting for, respectively, 90.2% and 9.8% ofttital. From 1992
to 2001, a total of only 116,520 new jobs were m@araising the
level of total wage-employment in the manufacturisgctor to
1,095,618 in 2001. In between these two years,ctmposition of
total employment shifted slightly towards FDI firfadn 2001, the
share of domestic firms fell to 88.3%, as the shaird=DI firms
increased to 11.7%.

Figure 7 presents the contribution to total emplegim
generation by firms in each foreign share categorthe 1992-2001
period. 72.3% of new wage-employment in this pem@s generated
by domestic firms (in which foreign share is lekart 10%), and
26.1% was generated by FDI firms in which foreidgrare is more
than or equal to 90% (90+ FDI firms). The contribatof FDI firms
having a foreign share between 20% and 70% wadgitdgl The
employment level in FDI firms with a foreign shamethe range of 10-
20% even decreased in this period.

As expected, the increase in FDI employment is liigh
correlated with the increases in the number of filbis. During the
1992-2001 period, as the number of FDI firms insesaby 184 from
228 to 412, the number of domestic firms decredsgd’4 from
10,973 to 10,899. More than half (56.0%)tloé increase in the

% |n interpreting the results, one should note #@A1, which was the latest year for
which data was available at the time of writing sveayear of deep economic crisis in
Turkey.
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Figure 7
Employment Generation with Respect to Foreign SGategories:
1992-2001
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Source Calculated from SIS database.

number of FDI firms was accounted by 90+ FDI firmms;reasing
from 66 to 169. The share of 90+ FDI firms in totaimber of FDI
firms increased from 28.9% in 1992 to 41.0% in 200Mhile Pearson
correlation coefficients between the number of §ramd employment
generation are 0.870 and 0.843, respectively, dal tand domestic
firms; they are 0.944 and 0.959 for FDI and 90+ HDims,
respectively’.

Most of the employment was generated by domestiasfiin
textiles and apparel (32)(Figure 8). Then comes engineering
industries (38) in which both domestic and 90+ HRidins were
responsible for employment generation. In food aederages (31)
and non-metallic mineral products (36), employm@antdomestic
firms actually fell, pointing to a negative contrtion to employment
generation. Employment generation in chemicals &% positive for
domestic firms, 90+ FDI firms and FDI firms with réagn share
between 80-90% and 20-30%. It should be noted fthra®0+ FDI
firms employment generation was positive for atitees (Figure 8).

27 All correlations are significant at 1% (two-talleest).
% Figures in brackets refer to I1SIC code numbers.
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Figure 8

Sectoral Employment Generation with respect to igar8harecategories:
1992-2001
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4.2. Labour productivity and wages

In this section, the level of and changes in labmaductivity
and wages in Turkish manufacturing sector in th8218001 period
are discussed with respect to different foreignesicategories. Labour
productivity is defined as value added per man-hearked. Value
added is measured in 1994 prices, deflated by thel&¥ale Price
Index (WPI).

Labour productivity in domestic firms is exclusiyddelow the
manufacturing industry average for this periodpdesally after 1994,
FDI firms in all foreign share categories have lighlabour
productivity levels than domestic firms. Moreov&pearman rank
correlation between foreign share and labour pripdtic is
significantly positive in the period 1994-2001; ths&, labour
productivity in FDI firms rises as foreign sharses

FDI firms have higher productivity levels than theélomestic
counterparts also at the sectoral level. The diffee between FDI and
domestic firms, however, differs with respect toctees and is
sensitive to how a FDI firm is defined. Labour puotivity is highest
in chemicals (35) for both domestic and FDI firragd it increases as
foreign share increases in this sector. The diffeeebetween FDI and
domestic firms is also highest in this sector,eaist during the 1992-
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1999 period. In contrast, in textiles (32), the elsv of labour
productivity for different definitions of FDI firmare very close to
each other and to levels in domestic firms. Oneredting point to
note is that, in textiles (32), although FDI firnfsave higher
productivity levels when the FDI firm is defined &sreign share
exceeding 10% or 50%, productivity level decreamesFDI firms
having more than 90% foreign share. These FDI finnthe textiles
sector have even lower productivity levels thenirthg#omestic
counterparts. In engineering industries (38), ABh$ with more than
90% foreign share have exclusively lower labourdpugivity levels
than FDI firms with foreign share more than 10%nwre than 50%
during 1992-2001. This is also the case in fooelyebages and
tobacco industry (31) in most of the years durie§2:2001. In other
words, it seems that increase in the foreign staes not always and
in every sector guarantee an increase in labowugtivity.

As in the case of labour productivity, hourly reehge® are
also higher in FDI firms. Spearman rank correlati@iween foreign
share and hourly real wages is significant at 5¢nfost of the years
in the period 1992-2001. However, it was also tlsecthat the
average share of wages in value added was smiall@gt FDI firms
during this period.

As Alfaro and Rodriguez-Clare (2004:116) note, BIHirms
that have higher productivity levels pay wages atkat levels, most
of the value added will be captured by FDI firmeriselves, and
national welfare will not improve much. On the athand, if they pay
higher-than-average wages, some of their highedymtovity will be
shared by nationals, and this will contribute tdioval welfare.
Although FDI firms pay higher wages than their dstiee
counterparts in Turkish manufacturing industry, gfere of wage
payments in value added is lower in FDI firms ttihair domestic
counterparts. The average wage share in value addedg 1992-
2001 was 19.6% for domestic firms and 18.0% for FBhs with
foreign share exceeding 10%. The share of wage @atgrin value
added decreased further in FDI firms with a forestpare exceeding
90%. The average share of wage payments in valdedafbr these
FDI firms was only 11.5%. In other words, althougl firms paid
higher wages than their domestic counterpartsy t@mtribution to
national welfare was less than expected in lieuhefir relatively
higher productivity levels.

% Hourly real wages are calculated by deflating mainwages by the Consumer Price
Index (1994: 100).
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5. Concluding remarks

The examination of the pattern of FDI in Turkey shswn that
Turkey’s increasingly open door policy towards Fice 1980 has
not brought about the expected results in ternth®fsize of inflows
as well as their technology content and sectoral geographical
distribution. The increasing share of service gscim total FDI
inflows indicates that FDI cannot serve as a pamdoecompensate
the severe neglect of industrialization during tpesiod. Moreover,
the contribution of FDI through the creation of npWwysical assets
(greenfield investments) in the manufacturing seetas very low.
Almost one half of the actual FDI inflows in thestdhree years were
due to unproductive real estate investments withtigieation
investment and fire sales to foreigners duringssioms and economic
crises playing a major role in the rest. The evolutbof investment
flows in the post-1980 period provides some evidetacsupport the
view that FDI and domestic investment are closelated with each
other, raising the possibility that they are cheaazed by a high
degree of complementarity.

The above picture is largely confirmed when thetigbouation of
FDI in two spheres, exports and employment, arenexed at a finer
level of detail. While FDI firms account for arourmhe-fifth of
Turkish exports, the bulk of FDI exports are acdednfor by the
largest FDI firms with about 75% of FDI firms in m#acturing
industry producing mainly for the domestic markas far as the
geographical distribution of exports is concerrtadye is a significant
positive correlation between FDI and domestic etgpgrroviding no
evidence in support of the expectation that FOhé&rwill use Turkey
as a jump base for their exports to Turkic RepshhcAsia.

As domestic exports were rooted in consumption and
intermediate goods with little structural changerimy the period
1996-2002, the most apparent shift in the struabfiféDI exports has
involved the sharp increase in the share of automatdustry. There
was no evidence, however, for FDI firms making eayg in the
direction of technology intensive exports, with tekare of high
technology exports in FDI exports even lagging beéhtdomestic
exports.

The contribution of FDI firms to total manufactugin
employment was even lower than to exports, accogriitir only 9.7%
of the total in the period 1992-2001. They havewdéwer, played a
significant role in employment generation with Blig more than a
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quarter of employment created during this periodoanted by FDI
firms having more than 90% foreign share.

Not only are labour productivity and wages higheFDI firms
than in domestic firms, both labour productivitydawages of FDI
firms rise as their foreign share rises. Howev@&| frms, especially
those with the highest foreign share and highesttribution to
employment generation, were also characterizedhieylow wage
share in value added, with obvious social welfarplications.

A full assessment of FDI experience would coveridewange
of topics ranging from its effects on domestic teag to the balance
of payments? Our admittedly partial examination of Turkey's FDI
experience has shown that the high hopes attach&®l as one of
the main pillars of the neoliberal economic pokcare not justified.
The contribution of FDI to exports and employmergation has not
reached very high proportions. When the standatérnational
definition of a FDI firm based on the 10% rule aoged to increase
foreign share, one would expect a further declmiie contribution of
FDI to both exports and employment. Another fadtonote in this
context is the fact that Turkey's liberal stancevacds foreign
investment has in recent years led to a sharpaseren outward FDI
from Turkey, reaching a. total of USD 5.3 billiomrthg the period
1998-2004.

At a more general level the paper supports the vibat
providing wide-ranging incentives to FDI firms affeno guarantees
for attracting sizable FDI inflows, let alone forogress in the
direction of attracting the relatively more devetmntal type of
investment. The drafting of the main componenta sficcessful FDI
policy is beyond the scope of this paper. It seemsyever, on the
basis of FDI experience in Turkey as outlined asskased here, and
observations from other developing countfigfie recognition of the
fact that there is no blueprint for overall succes&DI performance
as well as the importance of an integrated apprdaclklomestic
investment and FDI as an integral part of a broagebpment
strategy would make a good start.

%0 Boratav (2005), for instance, draws attentiorhtolialance of payments effects arising
from FDI imports and royalty payments as well a® jmsses resulting from
privatization-related FDI.

. This information is from the web-site of the Urskretariat of Treasury (www.
hazine.gov.tr).

%2 gee, for example, Chang (2004).
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Ozet

Turkiye’'nin son yillardaki yabanci sermaye deneyiinfacat ve istihdam
etkileri ve dier bazi temel 6zellikler

Bu c¢alsma Turkiye'nin dgrudan yabanci sermaye deneyiminigtaayabanci sermayeli
firmalarin ihracat ve istihdam Uzerindeki etkilgibi gérece ihmal edilngi konular olmak
Uzere, temel ozellikleri agisindan incelemeyi amagktadir. Turkiye'ye ydnelen yabanci
sermaye akimlarinin temegigmleri ve sektorel dgihmi bu akimlarin, beklentilerin aksine
henliz ¢ok ©6nemli boyutlara gkemadgini, yillar itibariyle dalgalangini, énemli dlgtide
yabancilara gayrimenkul sg@hdan kaynaklangini gostermekte ve bu akimlarla yerli
yatinmlarin temel glimleri arasindaki benzegle isaret etmektedir. Yabanci sermayeli
firmalarin ihracatinin toplam ihracatin yapisiylerek mal bilgimi gerekse cgrafl dasilim
acisindan blyuk bir benzerlik gostegide ve bu firmalarin katkilarinin biyik élciide otutia
sanayinden kaynaklargina dikkat cekilmektedir. Yabanci sermayeli firaxala emek
verimliliginin ve ortalama Ucretlerin daha yiiksek, katmgedeacinde Ucret payinin ise daha
disiik oldusu vurgulanmaktadir. Ote yandan ihracat ve istihdadligkin sonuglarin yabanci
sermayeli firma tanimina son derece duyarli gloha karet edilmektedir. Bu gerlendirmeler
isiginda 1980 yilindan bu yana Tuirkiye iktisat politd@na hakim olan neoliberal baki
acisinin temel tdarindan birisini olgturan yabanci sermaye akimlarinin sanagike, istihdam
ve ihracat agisindan hentiz yeterli bir kalkinmasetlaratamady sonucuna variimaktadir.



