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ABSTRACT

A SURVEY ON FOREIGN COMPANIES IN TURKEY

BY

d i l e k  SAĞLIK

SUPERVISOR: ASSOC. PROF. GÖKHAN CAPOGLU

This study investigates the reasons behind the foreign 

companies growing interest in Turkey, and discusses different 

market entry strategies such as exporting, direct investment, 

franchising,and joint ventures. An analysis of the advantages and 

disadvantages of the Turkish market from the foreign companies 

point of view is followed by an analysis of the reasons that led 

to a particular choice of an entry strategy. The study made use 

of a questionnaire which was answered by 21 foreign companies, 19 

of them located in Ankara. The results indicate that some policy 

changes towards foreign companies are necessary.



ÖZET

TÜRKİYE'DE YABANCI KURULUŞLAR ÜZERİNE BİR ARAŞTIRMA

d i l e k  SAĞLIK

Yüksek Lisans Tezi, isletme Enstitüsü

Tez Yöneticisi: Doc. Dr. Gökhan CAPOGLU 

Bu calisma, yabanci kuruluşların Türkiye'ye artan 

ilgilerini arastirmakta, ithalat, direct yatirim, franchising, 

ve ortak yatirim gibi uluslararasi pazarlara giriş stratejilerini 

incelemektedir. Yabanci isletmeler gözüyle Türkiye pazarinin 

avantaj ve dezavantajlarinin analizinden sonra secilen giriş 

stratejisinin nedenleri arastirilmistir. Bu calisma 19'u

Ankara'da bulunan, 21 kuruluşla yapilan anketler yardimiyla 

hazirlanmistir. Sonuçlar yabanci kuruluşlara karsi uygulanan 

politikaların bazilarinin değiştirilmesinin gerektiğini

göstermektedir.
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1“ I N T R O D U C T I O N

F o r e i g n  ca p i t a l  in fl ow s b e t w e e n  1 9 8 0 - 1 9 8 7  t o t a l e d 

a p p r o x i m a t e 1y 210 m i l l i o n  dollarsj an am o u n t  ten times h i g h e r  

than fo re ig n i n v e s t m e n t  in the p r e c e d i n g  25 years- T h e s e  

s i g n i f i c a n t  i n f l o w s  of fo reign c a pi ta l w e r e  the r e su lt of the 

e c o n o m i c  1i b e r a  1iz a t i o n  m e a s u r e s  taken in J a n u a r y  1980-

iiany s t u d i e s  on fo reign capital ab ou nd , h o w e v e r  none h a v e 

e x a m i n e d  the r e a s o n s  behind the f o r e i g n  c o m p a n i e s  p r e f e r e n c e  for 

T u r k e y  nor ha ve they drawn their a t t e n t i o n  to their s p e c i f i c  

e n t r y  s t r a t e g i e s .

As a re sult, this s t u d y  will first e x a m i n e  the d i f f e r e n t  

e n t r y  s t r a t e g i e s ,  then will c o n c e n t r a t e  on the fore ig n c o m p a n i e s  

e n t r y  s t r a t e g i e s  in Turkey- Next, a d e s c r i p t i o n  of the r e s e a r c h  

m e t h o d o l o g y  will be give n f o ll ow ed by an a n a l y s i s  of the r e s u l t s  

o b t a i n e d  -



2 - B A S I C  C O N C E P T S  ABOUT E N T R Y  S T R A T E G I E S  TO I N T E R N A T I O N A L  M A R K E T S

2 . 1 - G O I N G  A B R O A D

To go abroad " is a wonder fu l d r e a m  as it is risky.

D e s p i t e  the risk involved, there are lots of r e a s o n s  that 

f o r c e  c o m p a n i e s  to go abroad;

i) To in crease m a r k e t  share,

ii) To use excess p r o d u c t i o n  capacity,

iii) To re d u c e  seasonal fl uctuations,

iv) To re d u c e  a v e r a g e  m a n u f a c t u r i n g  unit c o st by i n c r e a s i n g  

s a l e s  volume,

v) To ex t e n d  pr oduct life cycle, 

vi ) To d i v e r s i f y  the risk of o n ly wo rk i n g  in the d o m e s t i c  

m a r k e t ,

vii) To learn the d i f f e r e n t  p r o c e s s i n g  t e c h n i q u e s  w h i c h  a r e  used 

a b r o a d ,

viii) To fo ll ow c o m p e t i t o r s  who go abroad,

ix) To e x p a n d  the co m p a n y ,

X) lo in cr ea se the r e t u r n  on invest me nt ,

xi) To learn the po w e r  of the c o m p a n y  in the i n t e r n a t i o n a 1 

m a r k e t s ,

xii) lo s e a r c h  the m a r k e t  o p p o r t u n i t i e s ,

xiii) S a t u r a t i o n  of the d o m e s t i c  market,

xiv) To c a r r y  out t e ch ni ca l and m a r k e t  tests of n e w  p r o d u c t s  

a n d / o r  s e r v i c e s

xv) To look for less c o m p e t i t i v e  m a r k e t s  ab ro a d ,

x v i ) To look for the o p p o r t u n i t y  of c h e a p e r  labor and raw 

m a t e r i a  1 ,



xvii) To m i n i m i z e  the risk of bad e c o n o m i c  s i t u a t i o n  at home 

m a r k e t ,

xviii) To ga in m o r e  p o w e r  by en tering i n t e r n a t i o n a 1 markets,

xix) To lower t a x e s  and some g o v e r n m e n t a l  be n e f i t s  overseas

(Stanton, 1984).

2 . 2 - E N T R Y  S T R A T E G I E S ,  A D V A N T A G E S  AND D I S A D V A N T A G E S

O n ce a c o m p a n y  d e c i d e s  to go i n t e r n a t i o n a 1 , it must ch oo se 

an en tr y s t r a t e g y .  In th is case, a c o m p a n y  s h o u l d  a n a l y z e  its 

ability, its m a r k e t  p o t e n t i a l ,  the d i f f e r e n t  ty p e s  of in ve st me nt 

a v a i l a b l e  and the ty pe of m a n a g e m e n t  e f fo rt r e q u i r e d .

Th er e a r e  a v a r i e t y  of foreign ma rk et e n t r y  st ra t e g i e s .

2 . 2 . 1 - E X P O R T I N G

In e x p o r t i n g ,  a p r o d u c t  is produced d o m e s t i c a l l y  w h i c h  is 

then sent to the f o r e i g n  mark et . It is the e a s i e s t ,  mo st flex ib le 

and most c o m m o n  a p p r o a c h  a d o p te d by c o m p a n i e s  going abroad 

(Negandhi, 1987).

E x p o r t e r s  ar e faced w i th two d i f f e r e n t  m e t h o d s  d i r e c t  and 

i n d i r e c t  e x p o r t i n g  as s h o w n  in Fig.l.

D i r e c t  e x p o r t i n g  o c c u r s  when an e x p o r t e r  or a m a n u f a c t u r e r  

s e l l s  d i r e c t l y  to a f o r e i g n  market, w h e r e a s  in indirect 

e x p o r t i n g ,  i n t e r m e d i a r i e s  p u r c h a s e  the p r o d u c t s  from do me st ic 

m a r k e t  and d i s t r i b u t e  t h em overseas.

The a d v a n t a g e s  of d i r e c t  ex p o r t i n g  in c o m p a r i s o n  w i t h  the 

i n d i r e c t  e x p o r t i n g  a r e  ;



F I G U R E  1
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i) Co ntrol of fo re ig n market,

ii) G e t t i n g  a c c u r a t e  f e e d b a c k  from the fo re ig n market,

iii) B e t t e r  p r o t e c t i o n  of i n t a n g i b l e  proper ti es ,

iv) Be tt er lear ni ng of the foreign c o u n t r y ' s  im p o r t 

p r o c e d u r e  and ot her r e g u l a t i o n s  (West, 1987).

2 . 2 . 2 - F R A N C H I S I N G

Fr an ch i s i n g ,  w h i c h  is a form of licensing, is an a n o t h e r  

m a r k e t  e n t r y  strategy. It is the right g r a n t e d  by an o r g a n i z a t i o n  

to a n o t h e r  to sell a p r o d u c t  or s e r v i c e  in a p a r t i c u l a r  area. In 

this st rategy, the f r a n c h i s o r  pr o v i d e s  the s y st em s, m a n a g e m e n t  

s e r v i c e s  and s t a n d a r d  p r o d u c t s  a n d / o r  se rvices- The f r a n c h i s e e  

w o r k s  u n d e r  the trade n a m e  of f r a n c h i s o r  and p r o v i d e s  his 

k n o w l e d g e  and capital. In r e t u r n  of the c o m b i n a t i o n  of skills, 

the f r a n c h i s o r  gets fees, r u n n i n g  ro ya l t i e s  and c o n t r o l s  the 

f r a n c h i s e e  (West, 1987).

F r a n c h i s i n g  is a v e r t i c a l  m a r k e t  i n t e g r a t i o n  that has 

b e c o m e  m o r e  and more p o p u l a r  in i n t e r n a t i o n a 1 m a r k e t i n g .  D e s p i t e  

its d i s a d v a n r a g e s , it has m a n y  a d v a n t a g e s  too.

The d i s a d v a n t a g e s  are ;

i) No full control over the fr an ch is ee ,

ii) G o v e r n m e n t  r e g u l a t i o n s  on f r a n c h i s i n g  a g r e e m e n t s ,

iii) L i m i t a t i o n s  on f r a n c h i s o r ' s  profit,

iv) G e n e r a l l y  a high level of initial i n v e st me nt .

ihe a d v a n t a g e s  are;

i) E n t e r i n g  in a f o r e i g n  m a r k e t  w i t h o u t  major i n v e st me nt ,

ii) S t a n d a r d i z e d  m a r k e t i n g  method,



iii) Low p o l i t i c a l  risk,

iv) Ma k i n g  the n a m e  p o p u l a r  in i n t e r n a t i o n a 1 ma rkets,

v) F r a n c h i s o r  g e t s  m a x i m u m  control o v e r  p r o d u c t  (Root,

1987).

2.2.3. D I R E C T  I N V E S T M E N T

Direct i n v e s t m e n t  is the u l t i m a t e  f o r m  of g o i n g  abroad, in 

that the c o m p a n y  e s t a b l i s h e s  its own a s s e m b l y  or m a n u f a c t u r i n g  

f a c i l i t i e s  o v e r s e a s .  It is the most risky e n t e r i n g  stra te gy , in 

p a r t i c u l a r  for the firms g o i n g  abroad for the fi rs t time, howe ve r 

it is also the m o s t  p r o f i t a b l e  one, si nce by a d o p t i n g  this kind 

of e n t e r i n g  s t r a t e g y ,  a c o m p a n y  may build a s t r o n g e r  image in a 

f o r e i g n  c o u n t r y  and get in t o  a c l os er r e l a t i o n  w i t h  co ns um er s, 

su p p l i e r s ,  m i d d l e m e n  and g o v e r n m e n t  of the host c o u n t r y  and can 

r e a c h  full co n t r o l  a b r o a d  (N e g a n d h i ,1987).

2 . 2 . 4 ~ J O I N T - V E N T U R E

A j o i n t - v e n t u r e  o c c u r s  when a f o r e i g n  i n v e s t o r  joins 

w i t h  a local i n v e s t o r  to c r e a t e  a local b u s i n e s s  in the foreign 

coun tr y. A j o i n t - v e n t u r e  ca n be d e s i r e d  for e c o n o m i c  or political 

reasons. For e x a m p l e ,  a f o r e i g n  firm may h a ve lack of ma na ge ri al 

and financial r e s o u r c e s  to take the risk of w o r k i n g  alone. A joint- 

v e n t u r e  i n c l ud es ; li ce n s i n g ,  c o n t r a c t  m a n u f a c t u r i n g ,  c o n t r a c t 

m a n a g e m e n t  and e q u i t y - v e n t u r e  (Kotler, 1988).

2 . 2 . 4 . 1 - L I C E N S I N G

L i c e n s i n g  is an a g r e e m e n t  be tw ee n two pa rt ie s, one ga in s



k n o w h o w  a n d / o r  m a r k e t i n g  r i g h t s  from the o t h e r  in re t u r n  for a 

payment. For e x a m p l e ,  a f o r e i g n  firm gains the well known prod uc t 

a n d / o r  the n a m e  w i t h o u t  i n v e s t i n g  in R e s e a r c h  and De ve lo p m e n t . 

T h e r e f o r e  the l i c e n s o r  g o e s  a b ro ad w i th a li tt le risk (Stanton, 

1984).

A l t h o u g h  l i c e n s i n g  has many a d v a n t a g e s ,  it has so me 

d i s a d v a n t a g e s  t o o .

A d v a n t a g e s  of lice ns in g;

i) G e t t i n g  a h i gh rate of return for a li t t l e  in vestment,

ii) In the c a s e  of high tariff b a r r i e r s  or e x p o r t  quotas, 

i n s t ea d of t r a n s f e r r i n g  a ph ys ic al product, the m a n u f a c t u r e r  can 

t r a n s f e r  i n t a n g i b l e  a s s e t s  and s e rv ic es w h i c h  are not s u b j e c t  to 

i m po rt r e g u l a t i o n s ,

iii) If e x p o r t a t i o n  has no a d v a n t a g e  b e c a u s e  of c o m p e t i t i o n  

or high i m p o s i t i o n  of q u o t a s  or tariffs, l i c e n s i n g  will be m o r e  

a t t r a c t i v e  for a m a n u f a c t u r e r ,

iv) If t h e r e  is a c o n t i n u o u s  d e p r e c i a t i o n  of the target, 

c o u n t r i e s  c u r r e n c y ,  l i c e n s i n g  is better than e x p o r t i n g ,

v) In l i c e n s i n g ,  t r a n s p o r t a t i o n  p r o b l e m s  ar e non ex istent,

v i ) The risk of l i c e n s i n g  is lower than e q u i t y  venture,

vii) In a g o v e r n m e n t a l  change, the w o r s t  thing that co ul d 

h a pp en would be the m a n u f a c t u r e r  loosing his l i c e n s i n g  in co me at 

the most,

viii) If t h e r e  ar e  i m p o r t  and i n v e s t m e n t  r e s t r i c t i o n s  in the 

t a r g e t  c o u n t r y  , l i c e n s i n g  may seem as the o n l y  e n t e r i n g  

st ra te gy ,

ix) As an i n t e r n a l  factor, for c o m p a n i e s  w h o s e  end pr od uc t



İ5 a s e r v i c e ,  licensing or f r a n c h i s i n g  may be the best way to go 

a b r o a d ,

x) If a product r e q u i r e s  phys ic al a d a p t a t i o n  for the 

f o r e i g n  m a r k e t ,  licensing ma y  be a d v a n t a g e o u s  as the cost of the 

a d a p t a t i o n  can be given by the licensee,

xi) In a low or u n c e r t a i n  sa l e s  po te nt ia l, li ce ns in g is m u c h  

b e t t e r  than e q u i t y  i n v e s t m e n t  or d i r e c t  export.

D i s a d v a n t a g e s  of li ce ns in g;

i) L i c e n s i n g  can be u s e d  as an e n t r y  mode, if the c o m p a n y ' s  

tr ad e m a r k ,  n a m e  or t e c h n o l o g y  is a t t r a c t i v e  for f o r e i g n  market,

ii) L i c e n s o r  has no c o n t r o l  o v er the f o r e i g n  m a r k e t i n g  

s t r a t e g i e s .  A l t h o u g h  the l i c e n s o r  d e p e n d s  on the l i c e n s e e ' s  

d e c i s i o n s ,  l i ce ns or can o v e r c o m e  this d i s a d v a n t a g e  by c l o s e r  

c o o p e r a t i o n ,

iii) L i c e n s i n g  income is l i m i t e d  to the l i ce ns in g a g r e e m e n t  

d u r a t i o n  (5-10 years),

iv) L i c e n s i n g  may c r e a t e  a c o m p e t i t o r  for the m a n u f a c t u r e r ,

v) C o m m e r c i a l  risk can be hi gh as the li ce ns ee ma y b e c o m e  a 

c o m p e t i t o r  for a licensor in the w o r l d  mark et s. A l i ce ns er can 

m i n i m i z e  this risk by f o r c i n g  the l i c e n s e e  to sell in his own 

co un try,

v i ) Th e legal side of l i c e n s i n g  is costly, time c o n s u m i n g  and 

s u c c e s s  is u n c e r t a i n ,

vii) S i n c e  the licensee u s e s  the t e c h n o l o g y  and trade mark of 

l i c e n s e r  and se ll s in his c o u n t r y ,  a l i ce ns er can not use an 

a l t e r n a t i v e  e n t r y  mode over t h i s  a g r e e m e n t  (West, Root, 19B7).
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2 . 2 . 4 . 2 -  M A N A G E h E N T  C O N T R A C T

A m a n a g e m e n t  c o nt ra ct is an a g r e e m e n t  betw ee n one c o m p a n y  

and a n o t h e r  to m a n a g e  a hotel, a hosp it al or ot he r o r g a n i z a t i o n  

in r e tu rn for a fee. In this case, a s e r v i c e  is ex po rt ed . A 

m a n a g e m e n t  c o n t r a c t  is most useful wh en there is no m a n a g e m e n t  

e x p e r t i s e  in the foreign market.

M a n a g e m e n t  c o n t r a c t s  have their a d v a n t a g e s  and 

d i s a d v a n t a g e s .

A d v a n t a g e s  of m a n a g e m e n t  cont ra ct ;

i) M a n a g e m e n t  c o n t r a c t i n g  is a low risk en tr y m o d e  for 

i n t e r n a t i o n a 1 m a r k e t s ,

ii) M i n i m u m  i n v e s t m e n t  w i t h  good return,

iii) O p p o r t u n i t y  for u n d e r s t a n d i n g  o v e r s e a s  markets.

D i s a d v a n t a g e s  of m a n a g e m e n t  c o n t r a c t ;

i) M a n a g e m e n t  c o n t r a c t s  are o f t e n  sh or t term,

ii) M a n a g e m e n t  c o n t r a c t s  do not a l l o w  a c o m p a n y  to f o rm a 

m a r k e t  p o si ti on ,

iii) P r e v e n t s  the c o m p a n y  from s e t t i n g  up its o p e r a t i o n s  for 

a longer p e r i o d  of time,

iv) It is of te n d i f f i c u l t  to e s t a b l i s h  the o p e r a t i o n  (West,

1987).

2 . 2 . 4 .3- C O N T R A C T  M A N U F A C T U R I N G

C o n t r a c t  m a n u f a c t u r i n g  is an e n t r y  m a r k e t  s t r a t e g y  b e t w e e n  

l i c e n s i n g  and d i r e c t  i n v e st me nt . In c o n t r a c t  m a n u f a c t u r i n g  a 

c o m p a n y  u s e s  the m a n u f a c t u r i n g  f a c i l i t i e s  of a foreign f i rm to



p r o d u c e  p r o d u c t s  and m a r k e t s  these p r o d u c t s  in the coun tr y of 

p r o d u c t i o n  or el s e w h e r e .  This s t r a t e g y  is pr e f e r r e d  when t h er e 

is an e x p o r t  e n t r y  ba rr ie r or the t a rg et market is too 

small (West, 1987).

C o n t r a c t  m a n u f a c t u r i n g  has ma ny a d va nt ag es and 

d i s a d v a n t a g e s .

A d v a n t a g e s  of c o n t r a c t  m a n u f a c t u r i n g ;

i) C o n t r a c t  m a n u f a c t a r i n g  e n a b l e s  the firm to o v e r c o m e  

tariff b a r r i e r s ,

ii) A l l o w s  a fa st er st a r t  w i t h  less risk,

iii) A l l o w s  the firm to have s o m e  cont ro l ov er marketing,

iv) T h e r e  is no problem of local ow n e r s h i p ,

v) E n a b l e s  the firm to ad ap t the p r o d u c t  for local m a r k e t  

co nd i t i o n s ,

v i ) R e d u c e s  t r a n s p o r t â t ion cost,

vii) D i v e r s i f i e s  the a f f e c t  of f l u c t u a t i n g  demand,

viii) M i n i m i z e s  the i n v e s t m e n t  level.

D i s a d v a n t a g e s  of c o n t r a c t  m a n u f a c t u r i n g ;

i) D i f f i c u l t  to find a s u i t a b l e  local m a n u f a c t u r e r  a n d / o r  

i n c r e a s e  q u a l i t y  a n d / o r  v o l u m e  level of this local m a n u f a c t u r e r ,

ii) R e d u c t i o n  in the p o te nt ia l profit,

iii) R i sk of c r e a t i n g  a f u t u r e  c o m p e t i t o r ,

iv) L e s s  c o n t r o l  over p r o c e s s  of local firm (West, 1987).

2 . 2 . 4 . 4 - E Q U I T Y  J O I N T - V E N T U R E

In the e q u i t y  j o i n t - v e n t u r e ,  a c o m p a n y  jo in s with a f o r e i g n
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fi r m  in the fo reign c o u n t r y  to e s t a b l i s h  a bu si ness. E q u i t y  

j o i n t - v e n t u r e  is d e s i r e d  w h e n  an i n t e r n a t i o n a 1 c o m p a n y  has 

li mi t e d  physical, m a n a g e r i a l ,  financial r e s o u r c e s  a n d / o r  if the 

f o r e i g n  g o v e r n m e n t  a l l o w s  e q u i t y  j o i n t - v e n t u r e  i n v e s t m e n t  en t r y  

s t r a t e g y  only. J o in t v e n t u r e s  can be c l a s s i f i e d  as mino ri ty , 

m a j o r i t y  or 50-50 v e n t ur es .

T h e s e  are many a d v a n t a g e s  and d i s a d v a n t a g e s  of j o i n t - e q u i t y  

v e n t u r e s .

A d v a n t a g e s  of jo in t e q u i t y  venture;

i) By joint e q u i t y  e n t r y  mode, legal p r o b l e m s  can be 

s o l v e d ,

ii) Partial or total c o n t r o l  over the process,

iii) Not a c o m p l e t e  financial, m a n a g e r i a l ,  phys ic al 

i n v e s t m e n t  is needed,

iv) Risk r e d u c t i o n  w i t h  r e s p e c t  to the d i r e c t  in ve stment,

v) C l o s e r  fami 1 i a r i z a t i o n  w i t h  the fo r e i g n  market,

vi ) Easy a c c e s s  to raw m a t e r i a l s  wi th the he lp of a local 

p a r t n e r .

D i s a d v a n t a g e s  of j o i n t  e q u i t y  venture;

i) If the i n t e r n a t i o n a 1 c o m p a n y  has less co ntrol (lower 

than 507. share) it will be d i f f i c u l t  for the c o m p a n y  to ca rr y out 

its s t r a t e g y  in the f o r e i g n  c o u n t r y .  It will be m o r e  d i f f i c u l t  

w h e n  local p a r t n e r s  i n t e r e s t s  c o n f l i c t  w i t h  the i n t e r n a t i o n a 1 

c o m p a n y ,

ii) P r e v e n t i n g  the p a r t n e r s h i p  rati o is not easy,

iii) Jo in t e q u i t y  v e n t u r e  is like a m a r r i a g e ,  it is not e a sy
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to d i v o r c e ,

iv) T h e r e  may be a c o n f l i c t  d e c i d i n g  on how to use the 

pr ofit- The i n t e r n a t i o n a 1 c o m p a n y  may w a n t  to r e i n v e s t  wh ile the 

o t h e r  p a r t n e r  may take out th e s e  e a r n i n g  (West, 1987)-
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3 - F O R E I G N  C O M P A N I E S  IN T U R K E Y

3 . 1 -  C U R R E N T  S I T U A T I O N  OF F O R E I G N  C O M P A N I E S  IN T U R K E Y

The 1i b e r a 1iz a t i o n  of the T u r k i s h  e c o n o m y  b r o u g h t  about by 

the J a n u a r y  1980 d e c i s i o n s ,  e n a b l e d  the T u r k i s h  e c o n o m y  to 

a c h i e v e  high g r o w t h  r a t e s  in m a n y  sectors, and this in turn 

a t t r a c t e d  so me f o r e i g n  c o m p a n i e s  a t t e n t i o n  to Tu rk ey .

The fore ig n c a p i t a l  i n f l o w s  betw ee n 1 9 8 0 - 1 9 8 7  in c r e a s e d 

sigrii f icant ly r e a c h i n g  21 0  m i l l i o n  dol 1 ars ( Y A S E D  N0:2 3) . By the 

end of 1990, the n u m b e r  of f o re ig n capital c o m p a n i e s  re ac he d two 

thousa nd . T a b l e  1 sh ow s the d i s t r i b u t i o n  of f o r e i g n  i n v e s t m e n t  in 

T u r k e y  by s e c t o r  by the end of 1990. M a n u f a c t u r i n g  and s e r v i c e s  

a r e  the main r e c e i v e s  of f o r e i g n  in ve st m e n t s .  W h i l e  t r a n s p o r t 

e q u i p m e n t s  and r e l a t i v e  i n d u s t r i e s  are taking the la rg es t p o r t i o n 

in m a n u f a c t u r i n g , t o u r i s m  has the g r e a t e s t  s h a r e  in service. 

M i n i n g  and a g r i c u l t u r e  are no t  popular.

T a b l e  1 a l s o  s h o w s  the d i s t r i b u t i o n  of f o r e i g n  i n v e s t m e n t 

in T u r k e y  by c o u n t r y  of or igin. By the end of 1 9 9 0 , UK is the 

p r i n c i p a l  c o u n t r y  w i t h  1 b . 87. of the total fo re ig n capital 

i n v e s t e d  f o l l o w e d  by S w i t z e r l a n d ,  USA, F R G . As r e g a r d s  foreign 

i n v e s t m e n t  in T u r k i s h  citi es , Istanbul r a n k s  fi rs t both in 

f o re ig n ca pital and in the n u m b e r  of fo re ig n firms, foll ow ed by 

A n k a r a .

3 . 2 -  IM PO RT S OF T U R K E Y

The lifting of s o me im p o r t  r e s t r i c t i o n s  in T u r k e y  aimed at 

i n c r e a s i n g  c o m p e t i t i o n ,  p u t t i n g  an end to the p r o t e c t i o n  of
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TABLE 1

D I S T R I B U T I O N  OF F 0 R E I 6 N  I N V E S T M E N T  
AT THE E N D  OF 1990

IN T U R K E Y

A) BY C O U N T R Y  OF O R I G I N

N u m b e r  of F o r e i g n  ca pi ta l '/, Share of Total
C O U N T R Y Fi rms (B il l i o n  T L ) F o r e i g n  Capital

UK 148 6 0 9 . 2 15.8
S w i t z e r  land 132 4 3 2 . 8 1 1 . 2
US A 144 4 3 0 . 6 1 1 . 1
PR O 307 3 9 0 . 0 1 0. 1
J a p a n 29 3 6 5 . 3 9.4
N e t h e r  1a n d s 72 2 9 1 . 3 7.5
It al y 50 289.1 7.4
F r a n c e 81 2 5 7 . 7 6.7
S a u d i  A r a b i a 46 9 2 .8 2.4
S i n g a p o r e 4 6 4 .4 1.7
T O T A L 1813 3 8 6 7 . 5

B) BY S E C T O R

N u m b e r F o r e i g n 7. S h a r e  of
S E C T O R of firms Capi t a 1 

Bill ion TL
Total F o r e i g n 
Capi t a 1

M A N U F A C T U R I N G 508 2 0 1 8 . 3 52.1
C h e m i c a 1s 4 15.1 0.4
E l e c t r o n i c s 27 2 4 4 . 3 6.3
F o o d & B e v e r a g e s  65 
T r a n s p o r t  
FqLn’p m e n t  and

2 0 1 . 9 5.2

R e l a t e d  Indust. 28 4 5 3. 7 11.7
I r o n & S t e e  1 11 134. 6 3.5
T e x t i l e s 85 107.6 2. 8
P a p e r 10 37 .6 1 . 0
F e r t i l i z e r 2 1 1 . 1 0.3
O t h e r s 265 8 0 8 . 5 20.7
S E R V I C E S 1224 1 7 2 8 . 6 44.7
Ban k ing 33 34 6. 7 9.0
T our i sm 162 521.4 13.5
T r a d e 680 294.4 7.6
S h i p p i n g 9 16.0 0.4

A G R I C U L T U R E 52 81.1 2. 1

M I N I N G 29 39.6 1 .1

T O T A L 1813 3 8 6 7 . 5 100.0

S O U R C E : S P 0 ,  M A I N  E C O N O M I C  I N D I C A T O R S ,  1991
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d o m e s t i c  firms, and e n c o u r a g i n g  i n t e g r a t i o n  to the w o r l d  economy.

H o we ve r, the a d o p t i o n  of th ese m e a s u r e  did no t prev en t 

i m p o r t s  of low q u a l i t y  p r o d uc ts . To c o u n t e r a c t  th is trend, 

b e s i d e s  the a n t i d a m p i n g  r e g u l a t i o n s ,  the " q ua li ty " c o n c e p t  be ca me 

a c a u s e  for im po rt limitation. T h is new r e g u l a t i o n  w a s  f i rs tl y 

a p p l i e d  to the ir on - s t e e l .  A c c o r d i n g  to this r e g u l a t i o n ,  an 

i m p o r t e r  is r e q u i r e d  to get a c e r t i f i c a t e  s h o w i n g  that the 

i m p o r t e d  good is of a s t a n d a r d  and of high q u a l i t y .  T h e  aim is to 

i m p l e m e n t  s t a n d a r d ! z a t i o n , i n s t e a d  of r e g u l a t i n g  t a x e s  and funds 

in i m p o r t i n g  (Pan or am a No:3, 1991).

In i m po rt in g, th er e are no r e g u l a t i o n s  for i m p o r t s  to be 

pa ck a g e d ,  labeled and invo ic ed . But on the o t h e r  hand, w e i g h i n g  

s c a l e s  s h ou ld be c a l i b r a t e d  and SI unit s y s t e m  s h o u l d  be used.

T A B L E  2

I M PO RT S OF T U R K E Y  BY M A J O R  C O U N T R I E S  
(CIF, M I L L I O N  US $)

1987 1988 1989 1990

F R G 2 1 0 8 . 8 2 0 5 4 . 3 2175.4 3 4 9 6 , 8
US A 1365.4 1 5 1 9 . 5 2094.4 2 2 8 1 . 6
I TALY 1 0 7 6 . 2 10 0 5 . 7 1070.9 1727.1
F R A N C E 6 0 9 . 3 8 2 8 . 8 74 4.9 13 40 .4
U S S R 3 0 7 . 0 4 4 2 . 6 62 5 . 0 12 47 .4
J A P A N 8 5 9 . 9 5 5 4 . 8 529.9 11 19 .7
UK 6 9 7. 4 739.1 727.7 10 1 3 . 7
S . A R A B I A 168.1 2 2 8 . 6 21 2. 0 7 2 3 . 6
EE C 5 6 6 7 . 8 5 8 9 4 . 2 6 0 5 5 . 3 9 3 2 8 . 3
O E C D 9 0 3 0 . 9 9 2 3 7 . 2 9913.1 1 4 2 2 5 . 0
T O T A L 1 4 1 5 7 . 8 1 4 3 3 5 . 4 15792.1 2 2 3 0 2 . 3

NOTE: C o u n t r i e s  are ranked a c c o r d i n g  to the 1 9 9 0  f i g u r e s  
SO UR CE : SI Sj SP O, Ma i n  E c o n o m i c  In dicators, 1991.

In a d d i t i o n  there are s o m e  r e g u l a t i o n s  for im p o r t s  of

te c h n i c a l ,  e d u c a t i o n a l  and m i l i t a r y  pr od u c t s .
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IM PORTS OF T U R K E Y  BY M A J O R  C O M M O D I T Y  G R O U P S  AN D BY SE CTORS

TABLE 3

R A W & S E M I F I N I S H E D
M A T E R I A L S

(CIF, M I L L I O N US $)

1987 1988 19 89 1990

3 8 1 6 . 6 3 9 8 9 . 0 3 8 4 5 . 1 59 28 .5

9 1 7 7 . 7 92 3 6 . 4 1 0 5 5 8- 1 1 3 4 8 9 . 0
1 1 6 1 . 2 1 1 1 0 . 0 1 3 8 8 . 9 2 8 8 4 . 8

1 4 1 5 5 . 8 1 4 33 5. 4 1 5 7 9 2 . 1 2 2 3 0 2 . 3

78 2. 3 499.3 1 0 4 1 . 2 13 18 .6
30 34 .1 2 8 6 1 . 3 2 9 0 2 . 4 3 9 8 9 . 3
2711.1 2 4 3 4 . 3 2 4 5 5 . 6 3 5 1 8 . 7

10341.4 1 0 9 7 4 . 8 1 1 8 4 8 . 4 1 6 99 4. 4

TOTAL

A G R I C U L T U R E  
M I N I N G & Q U A R R Y I N G  
C R U D E  P E T R O L E U M  
I N DU ST RY

SOURCE: SIS, S P O  Main E c o n o m i c  Indi ca to rs , 1991.

N e v e r t h e l e s s , a c c o r d i n g  to the s i x t h  fi ve y e ar plan, (1989- 

1994) t h er e will be a r e d u c t i o n  in c u s t o m s  d u t i e s  for impo rt s of 

metal go od s, c h e m i c a l s ,  s p a r e  p a r t s  of cars, e l e c t r o n i c  

a p p l i a n c e s  ( E x p o r t e r ' s  E n c y c l o p e d i a , 1990).

3 . 3 - F R A N C H I S I N G

A few y e a r s  ago, m o s t  of the f o r e i g n  c o u n t r i e s  a s s o c i a t e d  

w i th T u r k i s h  c o m p a n i e s  t h r o u g h  l i c e n s i n g  or e q u i t y  j o i n t - v e n t u r e , 

today f r a n c h i s i n g  has b e c o m e  a p o p u l a r  e n t e r i n g  s t r a t e g y  for 

Turkey. T u r k i s h  b u s i n e s s m e n  are m o r e  o p e n - m i n d e d  now c o m p a r e d  to 

the last d e c a d e  and they are e a g e r  to a d o p t  ne w m a n a g e r i a l  

t e c h n i q u e s  s u c h  as f r a n c h i s i n g .  E x a m p l e s  of fr an ch is in g w e r e

first s e en in the fast food in du s t r y :  Me D o n a l d ' s ,  Pizza Hut,

We nd y' s. Th i s  s y s t e m  then e x p a n d e d  to o t h e r  i n d u s t r i e s ,for

e x a m p l e  the f a m o u s  A m e r i c a n  e l e c t r o n i c  p r i n t i n g h o u s e ,

A 1p h a g r a p h i c s . H o l d i n g s  ar e a l s o  u s i n g  this technique, for

e x a m p l e  C a n k u r t a r a n  H o l d i n g  (with C a n a d i a n  s h o e s  c o mp an y Bata).
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The tr e n d  c o n t i n u e d  w i t h  the A m e r i c a n  i c e - c r e a m  c o m p a n y  B a s k i n s -  

R o b b i n s  and the E n g l i s h  b e a u t y  p r o d u c t s  company, N e c t a r  ( P a n o r a m a  

N 0 :6 , 1991). As the i n t e r e s t  in fo re i g n  c o m p a n i e s  is great, m o s t

of the T u r k i s h  e n t r e p r e n e u r s  w a n t  to use the f r a n c h i s i n g  syst em . 

E s p e c i a l l y  yo un g, a m b i t i o u s  e n t r e p r e n e u r s  s e a r c h i n g  for n e w  

m a n a g e m e n t  t e c h n i q u e s  and w h o  ha ve e n o u g h  c o u r a g e  to ad a p t  n e w  

ways. F a v o r i t e s  of T u r k i s h  e n t r e p r e n e u r s  are p o p u l a r  A m e r i c a n  

c o m p a n i e s ,  then English, G e r m a n  and F r e n c h  ones.

I n c r e a s i n g  c o ns um er d e m a n d  for ne w and better p r o d u c t s  and 

s e r v i c e s ,  and g o v e r n m e n t a l  s u p p o r t  for the f r a n c h i s i n g  m e t h o d  (no 

r e s t r i c t i o n s  on the t r a n s f e r  of pr of i t s  and lo ya l t i e s )  will 

u n d o u b t e d l y  c r e a t e  a d d i t i o n a l  f r a n c h i s i n g  ac ti vi ti es . In Tu rkey, 

p e o p l e  g e n e r a l l y  trust f o r e i g n  c o m p a n i e s  and their p r o d u c t s  and 

s e r v i c e s  w h i c h  is an a d d i t i o n a l  e n c o u r a g i n g  factor for f o r e i g n  

f r a n c h i s o r  c o m p a n i e s  ( E x p o r t e r ' s  E n c y c l o p e d i a ,  1990).

3 . 4 - D I R E C T  IN VE S T M E N T

Until the BO'S th e r e  wa s lack of c o m p e t i t i o n  b e c a u s e  of 

the p r e v e n t i o n  of imports. L i c e n s i n g  was the on ly c h a n c e  to reacfi 

the T u r k i s h  m a r k e t  wi thou t t a k i n g  the risks w h i c h  can be fa ced 

in e q u i t y  j o i n t  v e n t u r e  or d i r e c t  inve st me nt .

H o w e v e r ,  since 1980, laws and r e g u l a t i o n s  ha ve been 

s i m p l i f i e d  for the b e n e f i t  of fo r e i g n  comp an ie s. By 1986, r e c e n t  

l e g i s l a t i o n  a u t h o r i z e d  the e s t a b l i s m e n t  of free t r a d e  a r e a s  and 

T u r k e y  wa s  for the first t i m e  o p e n e d  to fo re igners. Today, t h er e 

is no l i m i t a t i o n  on the m a g n i t u d e  of fo r e i g n  i n v e s t m e n t  and they 

can a l s o  hold 1007. of the c o m p a n y .  Besi de s, all i n d u s t r i e s  in 

T u r k e y  ar e o p e n  to f o r e i g n  i n v e s t o r s  and the g o v e r n m e n t  is still

17



' TA BLE 4 

IN CE NT IV ES

A . I N V E S T M E N T  P H A S E
1 .C u s t o m s  e x e m p t i o n (for i m ­
po r t s  of i n v e s t m e n t  good)

2 -  Low in t e r e s t  d o m e s t i c  and 
f o r e i g n  i n v e s t m e n t  c r e d i t

3 -  E x e m p t i o n s  from v a r i o u s  
taxes, d u t i e s  and fees

4 -  R e s o u r c e  a l l o c a t i o n  s u p p o r t  
fund

B . O P E R A T I N G  P H A S E
11 - I n ve st me nt i n c e n t i v e  a l l o w a n c e

12 -Funds for w o r k i n g  ca pi ta l

13-Low i n t e r e s t  c r e d i t

14.E x e m p t i o n  f r om the real e s t a t e  
tax

5 , I n c e n t i v e  p r e m i u m  on i n v e s t -  15 -A c c e 1 e r a t e d  d e p r e c i a t i o n  and
m e n t  g o o d s  a v a i l a b l e  in the 
d o m e s t i c  m a r k e t

a l l o w a n c e  for r e v a l u a t i o n

16 -A l l o w a n c e  for i m p o r t s  of used 
plants

17.E x e m p t i o n  fr om taxes, d u t i e s  
and fees in m e d i u m  and long term 
e x po rt c r e d i t s

6 . E x e m p t i o n  from c o n s t r u c t i o n  
fees

7 .  V a l u e  added tax (VAT) 
p o s t p o n e m e n t

8 -A ll o c a t i o n  of f o r e i g n  ex- 
c h a n g e

9 . F i n a n c i a l  1 e a s i n g  

1 0 -Other i n c e n t i v e s

C - I N C E N T I V E S  A P P L I C A B L E  TO B O T H  IN V E S T M E N T  A N D  O P E R A T I N G  P H A S E S
1 8 . S t a t e  a l l o c a t i o n  of land and u n d e r t a k i n g  of i n f r a s t r u e t u r a  1 
i n v e s t m e n t

1 9 -  Tax r e d u c t i o n  to w a g e s  of w o r k e r s  in r e g i o n s  of special 
i m p o r t a n c e  or w i t h  p r i o r i t y  in d e v e l o p m e n t

2 0- E x e m p t i o n  from taxes, d u t i e s  and fees in h o u s i n g  c o n s t r u c t i o n  
and in r e gi on s w i t h  p r i o r i t y  in d e v e l o p m e n t

2 1 . Use of cr ed it in c a s h  and in kind

2 2 . Lo w  i n te re st c r e d i t s  for tour is ti c and a g r i c u l t u r a l
i n v e s t m e n t s  from s t a t e  funds (Tourism D e v e l o p m e n t  Fund) or from 
s p e c i a l i z e d  banks

2 3 .  W h a r f a g e  e x e m p t i o n (a c c o r d i n g  to D e c r e e  N o - 8 5 / 9 5 6 9 ,  da t e d  J u n e 
8, 1985)
5ou?^ce: F o r e i g n  Ca pi ta l L e g i s l a t i o n  in T u r k e y  Y A S E D  S e p t e m b e r  
1988 N o : 2 3
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F O R E I G N  D I R E C T  [MVEST ME NT 
$ h I L L  I ON

TABLE ^

Realization

Au thori za t ion

New Capi t a 1 Equi tyof wh ic h 
M a nu fa ct ur in g E x t e n s i o n

T0TA1_ Per cent of I n v e s t m e n t s  In cr ea se Par t ici pa tion Inflow
total

PER C E N T  or TOTAL

Inflow as per 

O u tf lo w Net cent of

au thori ration

19B1 338 73.2 36.7 15.1 16.9 31,4 . 141 46 95 41.7

1982' 167 59.3 45.5 12.6 28.7 13.2 103 40 55 61.7

1983 103 06.7 22.4 42.0 29.2 5.S 87 "41 46 94.5

1984 271 60.5 63.4 10.3 21.7 4.4 162 49 113 59.8

235 61.0- 62.3 3.8 23.9 9,0 158 59 99 67.5

1986 364 53.5 67.3 6.6 17.9 8.5 170 45 125 46.7

1987 53 7 51.1 50.7 5.2 33.2 11.2 171 65 106 31.9

1988 825 50.7 38.9 9.2 33.2 10.7 337 33 354 46.9

1989 1471 61.3 37.1 0.9 25.8 28.3 738 75 663 50.2

GGURCE: SPO, Main Economic I n d i c a t o r s , 1990.
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w o r k i n g  on p r o g r a m s  to e n c o u r a g e  f o r e i g n  capital in o r d e r  to 

p r o m o t e  e c o n o m i c  de ve lo p m e n t .

T a b l e  4 s h ow s (a) the i n c e n t i v e s  a p p l i c a b l e  to the 

i n v e s t m e n t  and o p e r a t i n g  p h a s e s  s e p a r a t e l y  (b) the i n c e n t i v e s  

a p p l i c a b l e  to both phases. B o t h  d o m e s t i c  and foreign c o m p a n i e s  

b e n e f i t  f r om th ese i n c e n t i v e s  ( E x p o r t e r ' s  En c y c l o p e d i a ,  1990).

D e s p i t e  the i n c e nt iv es , f o r e i g n  d i re ct i n v e s t m e n t  

a p p l i c a t i o n s  and in fl ow s ha ve i n c r e a s e d  in the past two years, 

m a i n l y  b e c a u s e  of the 1i b e r a 1i 2at i o n  of ca pital m o v e m e n t s  (Table 

5) .

3 . 5 - J O I N T - V E N T U R E

L i c e n s i n g  a g r e e m e n t s  in T u r k e y  are limited to 10 years, 

ho we ve r, t h e y  can be e x t e n d e d  for a longer period. This type of 

e n t e r i n g  s t r a t e g y  be n e f i t s  f r om u n r e s t r i c t e d  p r o d u c t i o n  and 

e x p o r t s .  In ad di t i o n ,  t e c h n o l o g y  t r a n s f e r  be tw ee n the p a r t n e r s  is 

e n c o u r a g e d .  F i n a l l y  the l i c e n s i n g  fee is d e t e r m i n e d  by the 

p a r t i e s  i n v o l v e d  and not by a n y  T u r k i s h  r e g u l a t i o n  ( E x p o r t e r ' s 

E n c y c 1o p e d i a , 1990).

For e q u i t y  v e n t u r e  there is no l i m i ta ti on , foreign c o m p a n i e s  

can p a r t i c i p a t e  in st at e o w n e d  e n t e r p r i s e s .

C o n t r a c t  m a n a g e m e n t  is v e r y  c o m m o n  in Tu rk ey as f o r e i g n  

c o m p a n i e s  ar e be t t e r  in t e c h n o l o g y  and knowhow. C o n t r a c t  

m a n a g e m e n t  is m o s t l y  found in hotel m a n a g e m e n t .

B e c a u s e  of T u r k e y ' s  lack of t e c h n o l o g y  co m p a r e d  w i t h  o t h e r  

f o r e i g n  c o u n t r i e s  e s p e c i a l l y  W e s t e r n  c o u n t r i e s  and Japan, 

c o n t r a c t  m a n u f a c t u r i n g  is not p r e f e r r e d .

2 0



The main o b j e c t i v e  of this study is to e x p l o r e  the 

p e r c e p t i o n s  of f o r e i g n  c o m p a n i e s  towards T u r k e y  by f o c u s i n g  on 

two points:

(1) the a d v a n t a g e s  and d i s a d v a n t a g e s  of the T u r k i s h  ma rk et 

in the ey e ' s  of f o r e i g n  c o m p a n i e s

(2) the r e a s o n s  b e h i n d  the fo reign c o m p a n i e s  entry 

s t r a t e g i e s  to Turkey.

4 . 1 - D A T A  C O L L E C T I O N  P R O C E D U R E

Data is c o l l e c t e d  with the u t i l i z a t i o n  of a

q u e s t i o n n a i r e  ( A p p e n d i x )  d e s i g n e d  s p e c i f i c a l l y  to m e e t  the 

o b j e c t i v e s  of this r e s e a r c h  study. The main target for this st udy 

is the foreign c o m p a n i e s  in A n ka ra which is the s e c o n d  city in 

w h i c h  foreign c o m p a n i e s  are m o s t l y  i n te re st ed a f t e r  Istanbul. A 

list of foreign c o m p a n i e s  was ob ta in ed from the S t a t e  P l an ni ng 

O r g a n i z a t i o n . 40 c o m p a n i e s  w e re chosen r a n d o m l y  from this list

M.rtK ing sure that t h ey b e l o n g e d  to d i f f e r e n t  sectors. Howe^-'erj 

o n ly the t e l e p h o n e  n u m b e r s  of 24 c o m p a n i e s  co ul d be o b t a i n e d  from 

Oil. Out of these, o n l y  21 (2 of them in Istanbul) could be

c o n t a c t e d  for an i n t e r v i e w  s i n c e  the other three w e r e  closed. The 

q u e s t i o n n a i r e  us ed is d i v i d e d  into three parts: The first part is

c o n c e r n e d  w i th the s e c t o r s ,  the second part d e a l s  w i t h  the size 

of the c o m p a n i e s  in q u e s t i o n  wh il e the third part, c o m p o s e d  of 

m u l t i p l e  c h o i c e  q u e s t i o n s ,  c o n c e n t r a t e s  on the e n t r y  s t r a t e g i e s  

a d o p t e d .

4-RESEARCH DESIGN AND METHODOLOGV
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The r e s u l t s  are based on the a n s w e r s  given by 21 co mp an ie s.

5 . 1 - S E C T O R

The q u e s t i o n n a i r e  asked fore ig n c o m p a n i e s  w h i c h  s e ct or they 

w e r e  w o r k i n g  in. N e a r l y  71.47. of them wo r k e d  in s e r v i c e s  and the 

rest: in m a n u f  ac tur ing (28.577.). D i s t r i b u t i o n  a c c o r d i n g  to the

s e c t o r s  is as follows;

-5 in t o u r i s m  

-2 in s o f t  d r i n k s  industry 

-1 in h o u s i n g  c o n s t r u c t i o n  

-1 in p e t r o l e u m  

-5 in e x p o r t

-1 in f o r e i g n  language e d u c a t i o n

-1 in c o n s t r u c t i o n  of hi gh wa y

-1 in a i r p o r t  o p e r a t i o n

-1 in f a s t - f o o d

-1 in pu bl ic r e l a t i o n s

-1 in b o i l e r  m a n u f a c t u r i n g

-I in b a n k i n g

5 . 2 - S I Z E

5-RESEARCH FINDINGS

S o m e  of the c o m p a n i e s  a n s w e r e d  the q u e s t i o n s  by gi v i n g  the 

n u m b e r  of w o r k e r s ,  w h il e o t h e r s  said they did not know, or 

s i m p l y  ta l k e d  a b ou t the sh ar e of foreign p a rt ne rs hi p. To 

i l l u s t r a t e ,  a c o m p a n y  involved in t o u r i s m  g a v e  figures in terms 

of bed c a p a c i t y  (280 beds) w h i l e  o t h e r s  in the sa m e  s e c t o r  g a v e  

f i g u r e s  in te r m s  of room c a p a c i t y  ( 3 11 /3 02 rooms).



F O R E I G N  C O M P A N I E S
E N T R Y  S T R A T E G I E S  A C C O R D I N G  TO THE S E C T O R S

TABLE 6

E x p o r t i n g  F r an c hi s i n q  Di re ct
I n ve st me nt

Joint V e n t u r e

Licen. C o n t . M n g m t  C.Manu. E-

E x p o r t  
trad ing 
c o m p a n i e s

F a st food

T o u r i s m (h o t e l )

S o ft Drink

Construction

B o i 1er M a n u f .

Bank ing

P u b l i c  R e l a t i o n s  

F o r e i g n  L a n . Edn 

A i r p o r t  O p e r a t i o n  

A i r 1 i e 

P e t r o 1eum

*

T A BL E 7

F O R E I G N  C O M P A N I E S  E N T R Y  S T R A T E G I E S  TO T U R K E Y  (7.)

E X P O R T I N G  F R A N C H I S I N G  D I R E C T  J O I N T - V E N T U R E

I N V E S T M E N T  L I C E N S I N G  C O N T . M A N A G .  E- V

23.8 4 . 7 6 19 4.76 19 28-57



A ho u s i n g  c o n s t r u c t i o n  c o m p a n y  has a c a p a c i t y  of 1000 

h o u s e s / y e a r .  On e of the soft dr i n k  c o m p a n i e s  has a li ce n s i n g  

a g r e e m e n t  w i t h  e i g h t  bottling c o m p a n i e s .  A c o n s t r u c t i o n  c o m p a n y  

has 150 w o rk er s, 130 of them Tu rk is h. A boiler m a n u f a c t u r i n g  

c o m p a n y  has a capital of $ 500 00 0  s h a r e d  by C a n a d i a n  and T u r k i s h  

p a r t n e r s .  A m e r i c a n s  have 307. s h a r e  in bank.

5 . 3 - E N T R Y  S T R A T E G Y

W h i l e  23.87. of the p a r t i c i p a n t s  are i n t e r e s t e d  in 

e x p o r t i n g ,  4.767. of them are w o r k i n g  w i t h  fr a n c h i s i n g  and 4.767. 

of them have a licensing a g r e e m e n t .  C o n t r a c t  m a n a g e m e n t  e n t r y 

s t r a t e g y  c o u n t  for 197.« A l t h o u g h  equi ty-ven ture has 28.577., 

d i r e c t  i n v e s t m e n t  has 197.. An eq ui ty-ven ture ( ai r port o p e r a t i o n )  

and a d i r e c t  i n v e s t m e n t  (f oreign lang ua ge e d u c a t i o n  c o ur se s) 

h a v e  been w a i t i n g  for t^)e new g o v e r n m e n t ' s  a t t i t u d e s  to fore ig n 

c o m p a n i e s  b e f o r e  st a r t i n g  the o p e r a t i o n  (Table 7).

T a b l e  8 c l e a r l y  e n u m e r a t e s  the reas on s behind e a c h  e n t r y 

s t r a t e g y  a d o p t e d  for the T u r k i s h  ma rket.

C h o o s i n g  one entry s t r a t e g y  d o e s  not n e c e s s a r i l y  mean that 

it can not be r e pl ac ed by a n o t h e r  strategy. For e x am pl e, one of 

the ho tels, S h e r at on , had s t a r t e d  w i t h  c o nt ra ct m a n a g e m e n t ,  after 

r e a l i z i n g  the high ma r k e t  p o t e n t i a l  they r e - e n t e r e d  w i t h  an 

eq u i ty -v en ture strate gy . In the soft drink busine^ss on e  of the 

c o m p a n i e s ,Co c a - C o l  a , had been u s i n g  a licensing a g r e e m e n t .  But 

r e a l i z a t i o n  of the ma rk et p o t e n t i a l  and failure of its Turkish^ 

pa r t n e r ,  fo rc ed this c o m p a n y  to c h a n g e  to di re ct i n v e s t m e n t .  A 

b o i l e r  m a n u f a c t u r i n g  c o m p a n y  u s e d  all j o i n t - v e n t u r e  a g r e e m e n t  

t y pe s ( l ic en si ng , c o n t r a c t  m a n u f a c t u r i n g , c o n t r a c t  m a n a g e m e n t ,
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e q u i t y - v e n t u r e )  to e n t e r  in t o  the m a r k e t  and it is qu ite ha ppy 

w i t h  its T u r k i s h  partner. B e c a u s e  of the h i g h  m a r k e t  potential, 

the c o m p a n y  is t h i n k i n g  of buying a b o i l e r  m a n u f a c t u r i n g  fi rm 

w h i c h  would be o w n e d  t o t a l l y  by itself.

TABLE 8

RE A S O N S  B E H I N D  F O R E I G N  C O M P A N I E S  E N T R Y  S T R A T E G I E S  TO TURKEY

A ) E X P O R T I N G

1) Foreign e x p o r t  c o m p a n i e s  are still t r y i n g  to learn T u r k i s h  

m a r k e t ,

2 )  C o m p a n i e s  do  not have fi nancial r e s o u r c e s  to e n a b l e  them to 

ch o o s e  o t h e r  e n t r y  s t r a t e g i e s ,

3 )  M o d e r a t e  s a l e s  po te n t i a l .

B ) F R A N C H I S I N G

1)  Better e n t e r i n g  s t r a t e g y  than l i c e n s i n g  by m o r e  control of 

f r a n c h i s e e  w h e n  the p r o d u c t  is st a n d a r d ,  no p r o d u c t  a d ap ta ti on is 

n e e d e d ,

2 )  No g o v e r n m e n t  r e g u l a t i o n s  on f r a n c h i s i n g  a g r e e m e n t s ,

3 )  Learn the m a r k e t  c h a r a c t e r i s t i c s  w i t h o u t  ma jo r in ve st me nt 

u n l i k e  d i r e c t  i n v e s t m e n t  or e q u i t y  v e n t u r e ,

4 )  Lower p o l i t i c a l  risk is taken than e q u i t y  v e n t u r e  or d i r e c t  

i n v e s t m e n t ,

5)  M o d e r a t e  s a l e s  p o te nt ia l.

C ) D I R E C T  I N V E S T M E N T

l)High s a l e s  p o t e n t i a l ,
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2)Direct investment is a more attractive strategy now compared to 

the period before 1980 because of simplified laws and 

regulations.

D IJQJHT VENTURE 

D-l-LICENSTNO

1) Moderate sales potential,

2) Less political risk may be faced in comparison to direct 

investment or equity venture,

3) Little investment is needed,

4) Better than exporting as transportation cost is high in 

exporting,

5) Although ten year is a limit for licensing agreements, there is 

no restrictive rule not to extend this period.

D.2.CQNTRACT MANUFACTURING

1) If it is possible to find a Turkish company which has good 

quality production and/or volume level, contract management is 

better than direct investment as less risk is taken,

2) No major initial investment,

3) Moderate sales potential.

D.3.CONTRACT MANAGEMENT

1 ) Understanding of the Turkish market by taking less risk 

compared to direct investment,

2) Best entering strategy especially in hotel management,

3) Turkish companies need know-how and managerial techniques,
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4)Moderate sales potential.

D.4.EQUITY VENTURE

1) Best entry mode for projects done for the State. In this case, 

the Turkish company becomes a mediator between the foreign 

company and the Turkish State,

2) Using financial resources of Turkish companies while having a 

major share (greater than 50 %) is the best equity venture,

3) Easy access to raw materials, low salary workers and facility 

to learn market characteristics with the help of the Turkish 

comp an y,

4) High sales potential,

5) Reduction of risk compared to direct investment.

5.4-CHARACTERISTICS OF THE TURKISH MARKET FROM THE FOREIGN 

COMPANIES POINT OF VIEW

The percentages in total in Table 9 is lower than 100% 

because some of the questions were not answered.

Therefore, only 90.48% of the respondents find that Turkey 

has a high sales potential. This statement takes into 

consideration not only the Turkish market but also the neighbors 

of Turkey. 76.2% of the foreign companies head offices are 

situated in their country of origin, and this can be explained by 

the fact that most foreign companies are of American origin. When 

considering exportation, they find geographical distance a major 

disadvantage because of high transportation cost. However, when 

considering other entry strategies, geographical distance is not
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taken into account since the telecommunication network is 

sufficiently advanced in Turkey and it is easy to contact the 

head offices. Nearly half of them (47.6%) find a large cultural 

distance between themselves and the Turkish people,nevertheless 

this is not viewed as a problem for them because they find 

Turkish people friendly and more modern than other Eastern 

countries.

57.14% of the participants mentioned that production cost 

was low in Turkey. Besides the low salaries, it was also stated 

that productivity was low. In addition they pointed out that the 

price of electricity was high.

While 38% of foreign companies consider Turkish imports 

policy as liberal, 4.8% of them find it restrictive. It should 

be noted that import liberalization policy is still going 

on. Also 33.3% of the foreigners believe that the incentives in 

the operating and in the investment phases are quite good.

Persistent high inflation does not discourage foreign 

oüïiipanies since they receive their payments in foreign currency. 

In particular, companies selling industrial equipment feel that 

it does not affect them at all. However, inflation does affect 

companies selling consumer goods since it decreases the consumers 

purchasing power. Moverover, high unemployment also contributes 

to the reduction in purchasing power.

The continuous depreciation of the Turkish currency 

creates problems in accounting. Sometimes, foreign companies 

apparently making profits in terms of Turkish money, lose when 

the amount is converted into dollars.
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DEFINITION OF TURKISH MARKET FACTORS

TABLE 9

BY THE FOREIGN COMPANIES (%)

High Moderate Low

Sales potential 90.48 9.52

Competition 61.9 19 19.3

Production cost 19 57.14

Geographical 
d istance 76.2 23.8

Cultural 
d i s t an c e 47.6 19

Political
risk 52.4 14.3 33.3

Good No
affect

Bad

Incentives 
in operating 
and in investment 
phase 33.3

Exchange rate 
depreciation 9.52 28.6

High
inf]at ion 19 57.1

Quality of 
Turkish labor 52.4 4.76

Marketing
infrastructure 42.86 4.76

Unemployment
rate 28.57

Tax 9.52 9.52

Liberal Restrictive

Import
policy 38 4.76

Investment
policy 38
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A major problem for foreign companies is political risk. 

52.4% of the respondents consider Turkey has high political risk, 

this ratio is 14.35% for the ones who consider the risk moderate 

and 33.3% that think it is low. Most of the respondents agree 

that in Turkey, a government policy is changed everytime, the 

cabinet changes. For instance, regulations change as the cabinet 

changes. In addition, they complain of the slow moving 

bureaucracy and red-tape. However, against all these negative 

images, they also mention that Turkey is much better than most 

countries as there is no revolution and they are optimistic about 

the future.

52.4% of foreign companies defined the quality of Turkish 

labor as good. However they point out that it is difficult to

find people who speak English very well. This seems to be a major

problem in the tourism sector because they have to train the 

workers to improve their language which means additional costs.

Foreign companies who choose joint-venture or franchising 

as an entry strategy into the Turkish market realize that the 

partner is an important factor to deal with local matters such as 

state requirements. Although the delay of timely payments for

state work is hardly considered as a disadvantage , foreign

companies are reluctant to work for the Turkish State preferring 

projects financed by the World Bank (Table 10).

Another factor is fierce competition among foreign 

companies which forces some of them to seize overseas 

opportunities offered and as a result foreign companies in Turkey 

try to adapt to the Turkish political system and high
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inflationary environment. They have come to Turkey with a vision 

of future opportunities within Turkey on the one hand and with 

its neighbors on the other hand. Another negative factor is 

terrorism in South Eastern Anatolia which reduces Turkey's 

prestige. Foreign companies also see Turkey as a risky country 

because of this terrorism. Especially companies working in the 

petroleum industry in the Southeastern part of Turkey.

Today, most of the foreign companies do not know Turkey and 

even some Western companies define Turkey as "THE BEST OF THE 

MIDDLE EAST".

5.5-ADVANTAGES AND DISADVANTAGES OF TURKEY ACCORDING TO THE 

SECTORS AND ENTRY STRATEGIES

Table 11 shows the advantages of the Turkish market from 

the foreign companies point of view. The major advantage without 

any doubt is a high sales potential both for companies working in 

the service sector and for companies working in the manufacturing 

sector. The second most important advantage is finding a 

trustworthy partner followed by low production cost in 

manufacturing and liberal import policy in services.

Low production costs in manufacturing concern low labor 

wages, other production costs are high (electricity, low 

productivity ) .

Table 12 shows the advantages of the Turkish market from 

the point of view of entry strategies. As before, sales potential 

is the major advantage for every foreign company entry strategy 

to Turkey. Besides, the sales potential, there are other
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advantages which are placed in a different order of importance 

because of the different entry strategy adopted.

Although the disadvantages of Turkish market change 

according to the entry strategies, high inflation, political risk 

and difficulty of finding a trustworthy partner are the major 

ones (Table 13).

TABLE 10

RANKED DISADVANTAGES OF TURKISH MARKET 
ACCORDING TO THE FOREIGN COMPANIES

A)WHICH ARE WORKING IN SERVICE SECTOR (%)

1 2 3 4 5 No resp

Political risk 20 33.3 46.7

High inflation 13.3 33.3 53.4

Language training 
of employees 26.6 73.4

High taxes 33.3 66.7

Conflict between 
state organizations 6.6 93.4

Difficulty of finding 
a thrustworthy partner 6.6 6.6 33.3 46.5

Exchange rate 
depreciation 40 60

Low GNP 6.6 93.4

Tough competition 13.3 86.7

Large geographical 
distance 26.6 73.4

Not so much 
liberal policy 26.6 26.6 46.8
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B)WHICH ARE WORKING IN MANUFACTURING (%)

5 No response

Political risk 33.3

High inflation 16.6

Difficulty of 
finding a 
trustworthy
partner 16.6

Exchange rate 
depreciation

High taxes

High cost of 
electricity

Terrorism in 
Southeast of 
Turkey 16.6

Low GNP

Tough competition

Untimely payment 
of state jobs

Low productivity 16.6

33.3

33.3 16.6

16.6 16.6

33.3 

16.6

33.3

16.6 16.6

50

33.4

33.5

83.4

66.7

83.4

66.7

83.4

66.8 

50

66.8

83.4

^♦Ranked from most preferred to least preferred
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A) WHICH ARE WORKING IN SERVICE SECTOR (%)

TABLE 11

RANKED ADVANTAGES OF TURKISH MARKET

ACCORDING TO THE FOREIGN COMPANIES

1 2 3 4 No resi

Sales potential 86.7 13.3

Liberal import 
policy 33.3 66.7

Good marketing 
infrastructure 33.3 66.7

Quality of labor 26.6 23.8 9.52 40

Trustworthy partner 13.3 26.6 13.3 46.8

B)WHICH ARE WORKING IN MANUFACTURING (%)

1 2 3 4 give
no answer

Sales potential 83.4 16.6

Trustworthy partner 16.6 33.4 50

Quality of labor 16.6 33.3 50.1

Good marketing 
infrastructure

Incentives in operating 
in investment phase

Low production cost

33.3

16.6

33.3 16.6

66.6

83.4

50.1

♦ Ranked from most preferred to least preferred
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TABLE 12

A)EXPQ.RTJNG

D H o d e r a t e  sales potential,

2) Liberal import policy,

3) Good marketing infrastructure.

ENFRANCHISING

1) Moderate sales potential,

2) No telecommunication problem,

3) Lots of fields not exploited before.

O DIRECT INVESTMENT

1) High sales potential,

2) Low labor cost,

3) Liberal investment policy,

4 )  Incentives offered in operating and in investment,

5) No telecommunication problem.

DNJOINT-VENTURE 

D.l.LICENSING

1) Moderate sales potential,

2) No telecommunication problem.

D . 2.CONTRACT MANUFACTURING

1) Moderate sales potential,

2) Quality of labor is good,

3) No telecommunication problem.

D.3.CONTRACT MANAGEMENT

l)Moderate sales potential,

RANKED ADVANTAGES OF THE TURKISH MARKET
ACCORDING TO ENTRY STRATEGIES
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VENTURE

2) No telecommunication problem,

3) Quality of labor is good.

1) High sales potential,

2) Quality of labor is good.

=t"Ranked from most preferred to least preferred

In ranking the disadvantages of the Turkish market 

according to sectors, the most important ones are political risk 

and high inflation (Table 10). By comparing parts s. and b. in 

table 10 we observe that manufacturers are mostly concerned with 

political risk.

Political risk is created more from the frequent change in 

governments rather than from any fear of revolutions. However, 

for companies working in Southeastern Anatolia, terrorism is a 

constant threat and the Curdish problem a cause for concern. 

High inflation is seen as a major problem because it prevents 

companies to forecast the future accurately, in particular for 

long run agreements.

The third disadvantage is the geographical distance 

especially for exporting companies as this is seen as an 

additional cost.

36



A^EXPORTING

1 ) Geographical distance,

2) Non liberalization in some products.

TAB.LE 12.

RANKED DISADVANTAGES OF THE TURKISH MARKET

ACCORDING TO ENTRY STRATEGIES

ENFRANCHISING

1) High inflation,

2) Difficulty of finding a trustworthy partner,

3) Exchange rate depreciation,

4) Fear of changing franchising regulation 

government.

CNDIRECT INVESTMENT

1) High political risk,

2) High inflation,

3) Conflict between state organizations,

4) Terrorism in Southeast of Turkey,

5) High cost of electricity,

6 )Bureaucracy,

7) English language training of employees,

8) High taxes.

DNJOINT VENTUEE 

D.l.LICENSING

1) High inflation,

2) Difficulty of finding a trustworthy partner,

3) Low GNP,

with changing
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4) High unemployment rate,

5 ) Competition,

6) High cost of electricity,

7) High taxes,

8) Exchange rate depreciation.

D.2 .CONTRACT MANUFACTURING

1) Difficulty of finding a trustworthy partner,

2) Low technology is used in Turkey,

3) Low productivity of Turkish labor.

D.3.CONTRACT MANAGEMENT

1) Difficulty of finding a trustworthy partner,

2) Language training of employees.

D.4.EQUITY VENTURE

1) Political risk,

2) Difficulty of finding a trustworthy partner,

3) No timely payment of state organizations,

4) Exchange rate depreciation,

5 ) Competition,

6) Low standard of reporting, auditing and security analysis of 

Turkish firms.

¡♦Ranked from most preferred to least preferred
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6-SUMHARY AND CONCLUSIONS

The examination of the advantages and disadvantages of the

Turkish market from the foreign companies point of view and the

reasons behind foreign companies entry strategies showed that 
♦

71.4% of the foreign companies interviewed worked in the
*

service sector whereas 28.57% worked in manufacturing. The major 

factor attracting foreign companies to Turkey is the huge 

potential market, in many fields; not only the domestic market, 

but also the neighbors of Turkey ( Bulgaria, Greece, Iran, Iraq,

USSR and Syria ). Although the respondents state that 

productivity is lower than all Western countries, low labor cost 

still attracts foreigners. The changing image of Turkey since 

1980, the liberalization of import policy and Turkey's efforts to 

enter the EC have all contributed to attract foreign companies.

Another point that arises in this study that, foreign

companies suffer from political risk and high inflation.

Political risk is mainly affecting the companies that want to be

involved in direct investment or joint-venture in Turkey.

Also the terrorism Southeastern Turkey creates an additional risk

for these entry strategies, especially for the companies that

work in this region. Although high inflation does not affect the

conipanies that work in foreign currency, high inflation adversely

affects the companies which earn TL in addition to deteriorating

the consumers purchasing power. Foreign companies are still

reluctant to work for the Turkish State because of delayed

payments. They prefer World Bank financed projects especially

big projects like construction of highway. In addition they have

* figures differ from Table 1 because the study deals with companie; 
located mostly in Ankara.
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difficulties in finding Turkish companies that have the 

managerial knowhow they require. Furthermore English is a problem 

for the foreign companies as it is not easy to find one who 

speaks English well.

By solving the telecommunication problem Turkey got extra 

credit in the eyes of foreign companies. Another point that is 

important for foreign companies is to find a trustworthy, a 

Turkish partner for franchising or joint ventures.

Based on the results of this study, to attract foreign 

companies, especially direct investment or joint-ventures, the 

image of Turkey should be changed. The main disadvantages, 

political instability and high inflation rates, should be 

reduced. In addition, measures should be taken towards 

eliminating continuous changes in regulations and a slow moving 

bureaucracy.

Although foreign companies define the incentives and 

investment policy of Turkey as good, they do not view it as an 

advantage of the Turkish market. Governments, instead of trying 

to attract foreign companies by more incentives, should be more 

consistent in their policies.

Untimely payments of state works and disagreement between 

state organizations on giving authority to foreign companies are 

all discouraging factors. For instance, although permission was 

granted by the State Planning Organization to a language 

institute, the permission was later refused by the Ministry of 

Education. Unnecessary conflicts of this kind should be avoided 

by the introduction of appropriate measures.

Turkish entrepreneurs who are looking for foreign partners
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to expand their companies and expertise should not search for 

foreign capital when they are short of financial resources. 

Otherwise this can cause any unbalanced bargaining which will 

benefit the foreign company. Turkish companies have to consider 

foreign companies as a route to globalization, and as a necessary 

step to get know-how at a low cost. The Turkish market is still 

attracting foreign companies but foreigners do not have much 

knowledge about this country. To understand the Turkish market, 

and the business environment, they rely on the Turkish partner 

who is not only a guide but a mediator between the State and 

themselves. That is why the Turkish companies should be 

trustworthy partners. By using the foreign company experiences, 

the Turkish firms can prepare themselves for global competition, 

through acquiring managerial knowhow and recent technological 

developments.
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APPENDIX



IMPORTANT : THANK YOU FOR YOUR PARTICIPATION. IN PART B WHILE 

ANSWERING THE QUESTIONS SHOW THE EFFECT OF THE FACTOR WITH (-) OR 

<+) SIGN. ALSO PLEASE GIVE THE ANSWERS OF 'WHY ' AND 'HOW' 

QUESTIONS THAT YOU HAD SIGNED.

A) Sector

B) Size

C) Which entering strategy did the company choose for Turkish 

market?

1) direct exporting

2 )  indirect exporting

3) franchising

4) direct investment

5) joint venture

(a) contract manufacturing

(b) contract management

(c) iicensirig

(d) equ ity-venture

D) Factors affecting this entry strategy (According to its 

importance, number the factors starting with 1)

(1) low sales potential

(2) moderate sales potential

(3) high sales potential

(4) competition

(5) poor marketing infrastructure

(6) good marketing infrastructure

(7) low production cost

(8) high production cost

(9) restrictive import policies



(10) liberal import policies

(11) restrictive investment policies

(12) liberal investment policies

(13) small geographical distance

(14) large geographical distance

(15) economic climate of Turkey

(16) exchange rate depreciation

(17) small cultural distance

(18) large cultural distance

(19) low political risk

(20) high political risk

(21) tax benefits

(22) incentives in investment phase

(23) incentives in operating phase

(24) high inflation rate

(25) quality of Turkish labor

(26) high unemployment rate


