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Spatial Distribution of Investment Incentives and the
Impact of New Incentive System for Less Developed
Regions in Turkey*

Onur SUNGUR?

Abstract: Regional policy has been on the agenda of Turkey since the First Five-Year
Development Plan (1963-1967), and so far, Turkey has put into practice to overcome
regional disparities, one of the most important is regional-sectoral incentives. Thus, the
incentive system, which has undergone many changes until today, has been revised and
updated in 2012. Although this incentive system has been put into practice for
increasing the investment in eastern provinces/regions, development gap between
eastern and western regions still stands. The main purpose of this study is to investigate
the success of the new incentive system and to determine whether the new investment
incentive system is effective in shifting investments from developed regions to
backward regions in Turkey. In the study, the regional distribution of investment
incentives during 2001-2016 and the effect of new investment incentive system to
change the distribution of investments in favor of less developed provinces/regions will
be examined. By using investment incentives data, regional distribution of investments
will be revealed with the help of map-graph technique. The study found that both the
share of incentive certificates and the share of the investment amount have increased
during the period of 2001-2016 in the less developed provinces. From this point of view,
it is possible to say that the new investment incentive system has a positive impact on
increasing the share of incentives in these provinces.
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Introduction

Regional development has been a major concern for both policymakers and scholars
from various disciplines since it has always been difficult to define a single remedy for
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it. Regional disparities, as in every country, represent one of the basic problem areas in
Turkey and this issue has always been addressed in the state development plans (Gezici
and Hewings, 2004: 114; Lagendijk et al. 2009: 386). Although the regional policy has
always been given importance in all development plans for more than 50 years, regional
imbalances still exist as a major problem in Turkey. Especially, the difference between
Eastern and Western regions in terms of regional development is explicit (Savas-
Yavuzgehre, 2016: 358) and requires the policies to eliminate or minimize those
differences (Toktas et al., 2013: 671).

Regional disparities have always been an important debate in Turkey since the
establishment of the Republic in 1923. Regional policy has been on the agenda of
Turkey since the First Five-Year Development Plan (1963-1967), and this can be seen
from all Development Plans (DPT, 1962; 1967; 1972; 1978; 1985; 1990; 1996; 2000;
2007; Kalkinma Bakanligi, 2013). So far, many policies have been put into practice to
overcome regional disparities. Various development tools/programs have been used as
basic tools to speed up regional development and to eliminate regional imbalances. The
main tools are integrated regional development plans (IRDPs), investment incentives,
priority development areas (PDAS) policies, organized industrial estates (OIEs), Small
Industry Sites (SISs) and rural development projects (RDPs) (Ozaslan et al., 2006: 3).
One of the most important policy programs is state aids for investments (investment
incentives) program.

In this context, the main purpose of this study is to investigate the success of the
incentive system in Turkey. In the study, the regional distribution of investment
incentives and the effect of investment incentive system to change the distribution of
investments according to regions will be examined for the period of 2001-2016 (the
latest and up to date investment incentive data at the provincial level). The “success”
and the “effectiveness” of the new investment incentive scheme will be examined with a
shift of investment incentives from developed regions to less developed regions and a
change (an increase) in the share of less developed regions in total investment
incentives. The main research questions of this paper are:

—  What is the regional/spatial distribution of investment incentives during 2001—
20167

— Is the new investment incentive system in 2012 effective to shift investments to
the less developed provinces/regions?

The method used in the study is mainly descriptive and statistical analysis of Turkish
Investment Incentives Data. To analyze the spatial and regional distribution of
investment incentives and the share of total investment incentives at the regional level,
provincial level data was aggregated at the regional level according to Turkey’s
Regional Investment Incentives Scheme definition. After the aggregation process, by
using investment incentives data, regional distribution of investments was revealed with
the help of map-graph technique to show geographical distribution and the change of
investment incentives in Turkey in the period of 2001-2016. The maps were generated
both using investment amounts and investment incentive certificates.

At this point, there is a point to mention. The purpose of this study is not to reveal the
effect of investment incentives on factors such as production, employment, exports and
per capita GDP. The purpose of the study is to determine whether the new investment
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incentive system is effective in shifting investments from developed regions to
backward regions. In addition, the factors affecting investments such as inflation,
exchange rate, political (in)stability are not the subject of this study. This study does not
aim to examine the factors that change of the investment incentives in the given period;
it aims to examine the change of investment incentives at the regional level.

Literature Review: Investment Incentives and Regional Development

The effects of investment incentives on regional development has been discussed in
various studies both theoretically and empirically for many years (Wanhill, 1986; Faini
and Schiantarelli, 1987; Goolsbee, 1998; Driehuis and van den Noord, 1998; Schalk and
Untiedt, 2000; Glaeser and Edward, 2001; Gabe and Kraybill, 2002; Harris and Trainor,
2005; Bondonio and Greenbaum, 2006; Porsse et al., 2007; Van Parys and James, 2010).
Studies on investment incentives generally focus many aspects such as on employment
(Krmenec, 1990; Bondonio, 2004; Bondonio and Greenbaum, 2006), welfare (Fehr,
1996), regional economic growth (Bondonio and Greenbaum, 2007) or technological
change (Gibbs, 1984).

Incentive schemes are one of the most frequently used tools for regional development,
in both developed and developing countries (For example see: Jenkins, 1982; Manasan,
1988; Amin et al., 1994; Besley, 1995; Feltenstein and Shahb, 1995; Schalk and Untiedt,
2000; Bronzini and de Blasio, 2006). Likewise, state aids and incentives have been
applied in Turkey for many years in order to eliminate regional imbalances and to
develop backward regions. Nevertheless, despite comprehensive incentive policies,
desired results have not been achieved in the elimination of regional imbalances.
Although this new incentive system has been put into practice to increase the
investment in eastern provinces/regions, a development gap between eastern and
western regions still exists.

There are various studies examining the effects of investment incentives in Turkey.
Many of them focus on the employment effects of investment incentives (see Kaynar,
2001; Akan and Arslan, 2008). In addition, there are various studies investigating the
effects of investment incentives on fixed investments, migration, regional economic
growth, and regional development (Ay, 2005; Giilmez and Yalman, 2010; Sahin and
Uysal, 2011; Yayar and Demir, 2012; Yavan, 2012a; 2012b; Selim et al., 2014; Dayar
and Sandalci, 2016; Recepoglu and Deger, 2016).

Ay (2005) analyzed the effects of investment incentives on total fixed capital
investments for the period of 1980-2003. In the study, to analyze the relationship
between investment incentives and total fixed capital investments regression analysis
was used. As a result of the regression analysis, it was found that investment incentive
applications increase total fixed capital investments. According to the findings, a 1%
change in investment incentives increases total fixed capital investments by 1.04%.

Akan and Arslan (2008) examined the relationship between investment incentives and
employment in the Southeastern Anatolia region during the 1980-2006 period. In the
study, investment incentives and employment data were used and the econometric
method was applied. As a result of the analysis, it is concluded that there is a linear
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relationship between incentive investments and employment in the Eastern Anatolia
region.

Sahin and Uysal (2011) analyzed the changes in the regional distribution of investment
subsidies in Turkey in the framework of regional development. In the study, the authors
used the shift-share technique for the period of 2002-2009. As a result of the study, it
was found that the share of total incentives in relatively backward regions is not
sufficient, either in terms of investment or employment created in these regions.
According to the authors, it is difficult to say that the incentive system is in this sense
compatible with the regional development goals.

Yavan (2012) examined the impact of investment incentives on regional economic
growth. In the study, regression analysis was performed using a data set covering 81
provinces. As a result of the analysis, it was concluded that the incentives have a
meaningful and positive effect on regional economic growth.

Karaalp (2014) investigated the effects of both public investments and the firm-based
investment incentives on the private sector employment for the period of 2002—-2011. In
the study, a panel data analysis was used by employing data over 10 years. As a result
of the study, it was concluded that both public investments and incentive investment
have a positive impact on employment.

Selim et al. (2014) examined the effect of the investment incentive certificates and fixed
investments on employment using a panel regression model for the period of 2001-2012.
According to analysis results, the effect on employment of the investment incentives
and fixed investments is statistically significant and positive.

Dayar and Sandalci (2016) examined the impact of public investments and investment
incentives on migration in the TR33 Region. In this context, population structure,
urban-rural population ratio, sectoral structure, employment, public investments,
investment incentives, and migration data have been analyzed by using tables. As a
result of the study, it is concluded that public investments and investment incentives
have limited effects removing regional migration.

Recepoglu and Deger (2016) investigated the effects of regional investment incentives
on regional economic growth in Level-2 Regions for the period of 2004-2011. As an
analysis technique, panel data cointegration and causality analysis were used. As a
result of the analyses, it was found that there are statistically significant and positive
effects of regional investment incentives on regional economic growth in the long term.

In addition to the aforementioned studies, there are also several studies found that
investment incentives have no or little effect on regional development. These studies
generally have concluded that incentives are ineffective, weak or negligible effects
(Ingram and Pearson, 1981; Cohen and Legeoff, 1987; Borello, 1995; Fisher and Peters,
1998; Goss and Phillips, 1999; Peters and Fisher, 2004; Ayele, 2006).

Fisher and Peters (1998) found that incentives have a very weak or negligible impact on
employment. Similarly, Peters and Fisher (2004) conclude that theoretical, empirical,
and practical perspectives suggest that “economic development incentives have little or
no impact on firm location and investment decisions”. Goss and Phillips (1999) pointed
out that there was no consistent relationship between incentives and unemployment and
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the performance of local economic development. They found that while the incentives
increase the economic growth in the regions with low unemployment, it does not show
the same effect in the regions where unemployment is high. Ayele (2006), in her
research on the effect of investment incentives on SMEs in Ethiopia, stated that
incentives are a very weak policy instrument for regional development and domestic
SMEs. Finally, in the study by Cohen and Legoff (1987), it was stated that none of the
studies on incentives in their literature review, could reveal a clear and concrete
situation about the performance of regional incentives (Yavan, 2012a: 77). There are
also various studies found that investment incentives have little or no effect in Turkey
(Karagay-Cakmak and Erden, 2004; Erden and Karagay-Cakmak, 2005; Eser, 2011).

Regional Policy in Turkey and the New Investment Incentive System

Turkey has a quite different regional structure and consists of different regions with
different economic, social and cultural characteristics (Karaalp, 2014: 79). Especially
there is a huge difference between Eastern and Western part of Turkey in terms of
economic and social indicators such as per capita income, education, employment,
unemployment, salaries etc. (Ogal and Yildirim, 2008; Celebioglu and Dall’erba, 2009;
Filiztekin, 2009; Yildirim et al., 2009). For example, according to the data of the year
2014, while the most developed province Istanbul has $19.957 per capita GDP, Agri, on
the other hand, has $3.880 per capita GDP. While Turkey has an index value of 100 in
terms of per capita GDP, the index value is 165 for Istanbul province and 32 for Agri
province in 2014. Similarly, according to the 2014 GDP data for provinces, while
Istanbul produces 623 Billion Turkish Liras (TL) GDP, Bayburt has only 1.2 Billion TL
GDP (TUIK, 2016). This situation is not much different at the regional level. Although
the eastern half of the country constitutes 37 percent of the population, its share of GDP
is only 22 percent. In contrast, the western part of the country, with 63 percent of the
population, has a share of 78 percent of GDP. GDP per capita ratio is 60 for eastern
Turkey and 123 for western Turkey (Reeves, 2005: 2).

Figure 1. GDP per capita by Provinces (2014, US Dollar)
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Source: Prepared by the author using the data “GDP per capita by Provinces 2004-2014"
(TUIK, 2016).
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Figure 2. Well-Being Index by Provinces (2015)
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Source: Prepared by the author using Well-Being Index for Provinces Data (TUIK, 2015).

Despite the enforcement of regional development policies at different times through the
history of the Turkish Republic, the economic differences between the regions have
never disappeared (Turgut, 2014: 40). There are still huge differences among regions
and provinces in Turkey. Especially, there is an excessive agglomeration of people and
industry in the Western part of Turkey. As a result of this, the Eastern part of Turkey is
much less developed than the Western part and the disparities are high between them
(Onder et al., 2007) which is often called as “East-West Divide”. The population,
income, GDP per capita, industry, employment, and financial indicators and socio-
economic development indicators are too different between East and West. For example,
Figure 1 and Figure 2 show the distribution of two main indicators, GDP per capita and
socio-economic development index of provinces, using the Well-Being Index for
Provinces Data (TUIK, 2015).

Because of the huge regional differences, regional policy has been an important issue
since the foundation of the Republic of Turkey (Karaalp, 2014: 79). Reducing the gap
between rich West and the poor East in terms of income and standard of living is an
important issue in both politics and economic policymaking in Turkey. As mentioned
before, various development tools/programs have been used as basic tools to speed up
regional development and to eliminate regional disparities. One of the most important
policy programs is state aids for investments (investment incentives) program. In
addition to government investments which can be considered as external shocks to
stimulate underdeveloped regions (Button, 1998), investment incentives may also be
used to influence investment decisions of at a regional level (Ginevi¢ius and Simelyte,
2011). Investment incentives have been used to promote private investment and
economic development in the least developed provinces (Aldan and Gaygisiz, 2006: 1).
The incentive system, which has undergone many changes until today, has been revised
and updated in 2012 with the Decree No: 2012/3305.

The New Investment Incentive System of Turkey, which was introduced in April 2012,
has been in force since June 15, 2012, with the Decree on “Government Subsidies for
Investments” (No. 2012/3305). This Decree replaced the previous investment incentive
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scheme, which had come into force in 2009 with Decree No: 2009/15199. The
procedures and principles for the implementation of the New Decree were given in
detail in the Regulation no. 2012/1, which was published in the Official Gazette in July
2012 (Ministry of Economy, 2017a).

The Decree aims to steer savings into high value-added investments, to boost
production and employment, to encourage large-scale and strategic investments with
high R&D content for increased international competitiveness, to increase direct foreign
investments. It also aims to reduce regional development disparities and to promote
investments for clustering and environment protection and for production and export-
oriented growth strategy in line with the projected targets in Development Plans and
Annual Programs as well as international agreements (WTO, 2015).

The new investment incentives program has four main investment incentives schemes
and nine support measures. Investment Schemes are categorized as four main schemes:
general, regional, large and strategic investments. The support measures provided for
each incentive scheme are summarized in the Table 1 below.

Table 1. Investment Incentive Schemes and Support Measures

Support Measures General Regional Large Scale Strategic
Investment  Investment  Investment  Investment

VAT Exemption ° ° L °
Customs Duty Exemption o o . °

Tax Deduction o . o
Social Security Premium Support o i 4
Income Tax Withholding Support ° o L L4
Interest Support b

Land Allocation o L L4

VAT Refund o

Source: Ministry of Economy, 2014,

In the scope of General Incentive Scheme, the VAT and customs duty exemptions and
income tax withholding support are available for investments regardless of region or
type of investment (CAB, 2012). The amount of minimum fixed investment is 1 million
TL in Region 1 & 2 and 500 thousand TL in other Regions 3, 4, 5 and 6 (See Figure 3
for Regions). The Large Scale Investment Incentive Scheme supports investment
projects of different sizes in 12 industries/fields with a minimum fixed investment
amount of 50 million TL. The Strategic Investment Incentive Scheme supports
investment projects in all provinces of Turkey regardless of the region to increase the
manufacturing of products with high import dependency (WTO, 2015).

31



Review of Economic Perspectives

Figure 3. Regions Defined Under the Regional Investment Incentives Scheme

[l Region 6

Source: Ministry of Economy, 2014.
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With the new incentive system, the amount of support provided to investments in the
least developed regions has been increased (T.C. Ekonomi Bakanligi, 2012: 7). The
main difference of the new incentive system from other systems is that while incentives
were not prioritized in the previous incentive systems, the new incentive system it is
determined that in which sectors would receive investment support in the provinces
(Kiling Savrul and Dogru, 2013: 5). Another difference in the new incentive system is
the differentiation of support rates between regions, the choice of the sector and the size
of the investment (Acar ve Caglar, 2012: 10). For example; Social Security Premium
Support is implemented for 10 years in the sixth region for strategic investments and for
seven years in other regions (RG, 2012: 7). Support rates and durations for regions are

presented in the table below.

Table 2. Supports Rates and Durations for Regional Investments

Support Measures Region-1 | Region-2 | Region-3 | Region-4 | Region-5 | Region-6
VAT Exemption v v v v v v
Customs Duty Exemption v v v v v v
Tax Deduction in OIZ* 20% 25% 30% 40% 50% 55%
(Investment

Contribution Rate) | out OIZ* 15% 20% 25% 30% 40% 50%
Social Security in O1Z* 3 years 5 years 6 years 7years | 10years | 12years
Premium Support | outOlz* | 2years | 3years | 5years | 6years | 7years | 10years
Income Tax Withholding Support - - 10 years
Interest Support (TL Credits) - 3points | 4points | Spoints | 7 points
Land Allocation v v 4 v v v

* OlZ: Organized Industrial Zone
Source: Ministry of Economy, 2012.
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The main objective of the regional investment incentives schemes is to reduce the
differences in development between the provinces by increasing their production and
export potentials. For this purpose, all provinces are divided into 6 regions according to
their socio-economic development levels as seen in Figure 3 (Ministry of Economy,
2014). The terms and rates of supports within the regional investment incentives scheme
are differentiated in these regions. In addition, the industries to be supported through
incentives in each province are determined and differentiated based on the competitive
potential of the province (Ministry of Economy, 2013).

In the following table (Table 2), six different regions and the classification of provinces
for each region are presented. According to this, there are eight provinces in Region 1
(the most developed provinces of Turkey), 13 provinces in Region 2, 12 provinces in
Region 3, 17 provinces in Region 4 and 15 provinces in Region 5. Lastly, in Region 6,
there are less developed 15 provinces of Turkey.

Table 3. Regions and Covered Provinces

1st Region 2nd Region 3rd Region 4th Region 5th Region 6th Region
Ankara Adana Balikesir Afyonkarahisar Adiyaman Agri
Antalya Aydin Bilecik Amasya Aksaray Ardahan
Bursa Bolu Burdur Artvin Bayburt Batman
Eskisehir Canakkale Gaziantep Bartin Gankir Bingdl
istanbul Denizli Karabik Gorum Erzurum Bitlis
izmir Edirne Karaman Dizce Giresun Diyarbakir
Kocaeli Isparta Manisa Elazi§ Giimlghane Hakkari
Mugla Kayseri Mersin Erzincan Kahramanmaras 1gdir
Kirklareli Samsun Hatay Kilis Kars
Konya Trabzon Kastamonu Nigde Mardin
Sakarya Usak Kirikkale Ordu Mus
Tekirdag Zonguldak Kirsehir Osmaniye Siirt
Yalova Kiitahya Sinop Sanlurfa
Malatya Tokat Sirnak
Nevsehir Tunceli Van
Rize Yozgat
Sivas

8 Provinces 13 Provinces 12 Provinces 17 Provinces 16 Provinces 15 Provinces

Source: Ministry of Economy, 2016.

Data and Methodology

In this section of the study, the regional distribution of investment incentives is
presented from 2001to 2016. Data is acquired from the Ministry of Economy, the
General Directorate of Incentive Implementation and Foreign Investment (Ministry of
Economy, 2017b) and regional distribution of investments is presented by map-graph
using investment incentives data. The maps are generated both using investment
amounts and investment incentive certificates. The data consists of both domestic and
foreign investments and only includes private investments.

From 2001to 2016, 53,932 Investment Incentive Certificates were granted in Turkey,
with a sum of 680,593 Million TL fixed investment. Thanks to these investments, a total

33



of 2,076,072 employment opportunities have been generated in Turkey during the last
16 years (it shows the total person employed due to investments). The distribution of
investment incentive certificates, investment amount and employment by provinces in
Turkey is presented in the Table 3.

Table 4. Total Investment Incentive Certificates, Investment Amount and Employment,
2001-2016

Number of Certificates Investment Amount (Millions Employment (Person)
TL)

Provinces 2001- 2005- 2009- 2013- 2001- 2005- 2009- 2013- 2001- 2005- 2009- 2013-

04 08 12 16 04 08 12 16 04 08 12 16
Adana 187 194 313 355 639 1414 21057 10209 19.785 14.685 10.674 9.804
Adiyaman 30 51 107 207 223 303 1189 1461 1660 1869 2769 7.106
Afyon 62 17 196 296 7 197 1485 2272 1892 2363 5388 4512
Agri 12 12 53 58 570 14 190 398 310 120 2514 1604
Aksaray 28 65 96 208 129 228 1316 2735 1200 3249 4950 5345
Amasya 26 53 73 79 40 107 492 833 1416 1103 1.848 1.790
Ankara 535 504 532 865 2762 3.386 4.907 16280 23173 23.748 20.871 36.352
Antalya 407 434 498 561 2.801 3427 5847 10217 41778 32919 32408 32611
Ardahan 2 7 15 10 1 16 554 64 50 49 347 240
Artvin 17 26 36 29 209 333 1.370 494 331 353 526 387
Aydin 139 117 174 244 335 560 2.099 4920 4.955 9385 5854 7.399
Balikesir 128 174 199 249 257 2032 2865 3222 5724 4413 5513 5585
Bartin 16 12 25 35 27 1M1 239 5106 1.032 1.088 662  2.668
Batman 24 28 86 318 97 222 183 911 876 850  3.839 25906
Bayburt 6 7 13 15 6 48 89 77 133 1M1 210 183
Bilecik 86 50 58 113 274 473 1552 820 6874 3.073 3475 1879
Bingol 9 11 47 60 3 64 116 1425 232 192 1.052 2848
Bitlis 4 21 64 90 3 14 168 631 45 298 1716 4.150
Bolu 86 36 52 77 307 101 1177 1216 5515 6526 2685 4.267
Burdur 34 42 89 119 93 65 316 609 2054 1135 1.347 1333
Bursa 808 544 637 790 2859 3700 8624 12778 38288 38.078 20.820 23.750
Ganakkale 63 96 77 89 901 1.659 1483 3256 2427 4357 2015 2998
Gankiri 24 33 55 90 37 32 850 2239 1269 1.058 3273 4.931
Gorum 53 73 76 114 209 117 680 956  3.342 2865 1.308 2.895
Denizli 353 231 22 314 575 490 3359 2839 12976 5763 6.194 4.708
Diyarbakir 70 75 233 390 184 196 872 1.873 3430 1.632 6.353 15.943
Diizce 73 113 109 158 634 429 957 1343 5336 6.561 5894 4.922
Edime 24 39 49 49 67 131 306 618  1.889 895 961  1.024
Elazi§ 47 60 138 139 75 233 1719 1322 1261 1989 2651 2128
Erzincan 19 40 78 61 38 54 1186 3.070 430 770 2125 1.227
Erzurum 41 69 97 120 93 421 753 1.097 1497 1222 2278 1.712
Eskisehir 142 135 144 233 701 580 2323 4823 8337 5269 8193 5385
Gaziantep 446 370 612 684 1.829 1.066 5794 8419 18782 11298 20578 15431
Giresun 17 49 83 101 36 245 585 700 404 705 2457 3.552
Glmighane 10 19 47 37 K 111 466 198 379 484 795 451
Hakkari 8 12 22 30 15 59 118 152 157 218 493  1.075
Hatay 170 115 209 232 1670 706 4198 7574 4541 275 6229 7.655
1gdir 16 9 33 41 28 22 70 218 355 200 768  1.551
Isparta 50 88 91 143 107 132 850 1783 1415 1.950 1983 3.039
istanbul 2805 2.012 1533 2.003 10446 18.352 33.940 53965 98.981 76575 65395 87.533
zmir 712 561 617 818 2767 2745 19213 10.969 34399 17.844 19.368 26.769
K.marag 148 202 216 416 707 1416 3472 5170 9234 10.031 6429 8632
Karabiik 23 11 23 55 42 61 200 782 1579 112 1131 1.185
Karaman 39 52 88 123 311 162 705 2380 2917 2223 2813 3433
Kars 11 16 39 39 6 138 306 262 210 265 866 2172
Kastamonu 27 58 92 94 43 73 741 886 709 1606 3833 3.179
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Kayseri 216 171 285 424 814 711 2043 4391 11290 5737 9.09 7.285

Kirikkale 19 35 34 79 19 1M1 265 1.838 661 570 569  1.929
Kirklareli 81 63 87 101 574 289 1018 4630 4934 1789 2608 3.543
Kirgehir 12 29 42 63 7 106  1.049 2019 205 704 1652 1.865
Kilis 4 13 35 43 4 19 95 1.110 78 21 557  1.331
Kocaeli 371 365 455 515 2557 3.343 13223 15373 19.393 20.135 19407 17.154
Konya 332 423 653 813 472 746 2932 7275 10489 10418 14.840 14.730
Kitahya 48 78 116 170 157 340 1.009 2093 1469 2273 5302 5.698
Malatya 98 96 186 161 238 159  1.096 3177 5748 4984 8012 4517
Manisa 225 230 352 460 1.226 1233 4.695 9455 12989 11574 15336 16.949
Mardin 37 58 175 231 132 82 1469 3.388 495 1401 5751 13.158
Mersin 201 243 285 418 581 872 2540 15223 4306 4.228 6.909 10.588
Mugla 189 126 205 351 982 773 1901 4630 11392 5422 8799 9.397
Mus 7 17 69 65 4 93 1126 256 65 400 1670 3.136
Nevsehir 35 58 80 140 29 92 281 702 1293 1419 1589 1.888
Nigde 38 61 83 196 79 133 447 1148 2473 1846 1.874  2.607
Ordu 39 1056 111 112 39 282 696 1224 1235 2390 5539 4.801
Osmaniye 20 76 84 121 19 117 1252 1879 360  3.181 2241 3241
Rize 24 27 45 50 66 414 379 323 1406 468 947 908
Sakarya 132 185 157 210 1287 95 2463 6.086 9.807 6418 8155 8.830
Samsun 83 114 189 154 312 273 3.054 2616 2788 3397 6.118 4.619
Siirt 12 21 30 61 59 590 345 1142 752 800 1186  3.121
Sinop 13 16 54 43 12 367 169 221 253 314 2086 1.932
Sivas 74 106 161 191 83 314 852 1941 3017 3.013 3627 4447
Sanlurfa 60 64 236 401 199 159  1.089 2289 2852 1958 9377 24.120
Sirnak 27 22 36 59 138 45 120 805 606 227 615  2.551
Tekirdag 429 323 331 430 1919 1975 4671 0858 26074 16204 12149 11.868
Tokat 44 69 103 110 42 318 452 1266 1841 1906 2176 7.607
Trabzon 65 108 132 114 92 367  1.441 912 1829 1653 4115 2388
Tunceli 3 8 20 23 2 103 61 70 45 85 371 281
Usak 68 69 90 144 161 341 628 697 2895 1889 2066 1.073
Van 19 40 148 124 14 170 678  1.040 594  1.082 4585 3.941
Yalova 28 61 55 122 69 475 1111 4196 731 4352 2391 11.567
Yozgat 30 41 73 105 24 79 230 1.090 1242 994 1145 3.265

Zonguldak 71 108 69 74 723 2808 554 2345 4212 5507 1591 2317
TOTAL 11191 10642 13612 18229 46564 66700 196420 310280 523398 433204 478292 611901

Source: Ministry of Economy Investment Incentive Statistics, 2016.

Results and Discussion

In this section, the spatial distribution of investment incentives according to the
provinces and its development through the period 2001-2016 is analyzed and presented
using a map-graph technique.

The examined period (2001-2016) was divided into four equal four-year time intervals
(2001-2004, 2005-2008, 2009-2012 and 2013-2016) to analyze the spatial and
regional distribution of investment incentives and to show geographical distribution and
the change of investment incentives in the given period. Moreover, this partition was
made to show the effect of the new investment incentive system, which was introduced
in April 2012 and has been in force since June 15, 2012. It is expected that the effect of
a new investment incentive system to shift the investments from developed regions to
less developed regions would be visible starting from the year 2013.

First, as can be seen in the Table 3, the most incentive certificates in the period of 2001-
2016 were granted to Istanbul province with the number of 8,353 investment certificates.
This is followed by Bursa with 2,779 certificates, Izmir with 2,708 certificates, Ankara
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with 2,436 certificates and Konya with 2,221 certificates. The least incentive certificates
are given to Ardahan with 34 certificates, Bayburt with 41 certificates, Tunceli with 54
certificates, Hakkari with 77 certificates and Bartin with 88 certificates. Istanbul has the
highest share of incentives with 15.47%, while the least share belongs to Ardahan with
0.06%. It can be seen that the investment incentives are concentrated in five provinces —
Istanbul, Bursa, {zmir, Ankara, and Konya. These provinces receive more than one-third
of the total investment incentives (34.25%) in Turkey. The first 10 provinces receive
more than half of the total investment incentives (50.3%), while the remaining 71
provinces receive the remaining share. The bottom 10 provinces -Karabiik, Artvin, Kars,
Igdir, Kilis, Bartin, Hakkari, Tunceli, Bayburt, and Ardahan- receive only 1.51% of all
the investment incentives certificates.

From 2001to 2016, a total of 619,964 Million TL fixed investment has been made in the
provinces thanks to the investment incentive. When four-year periods taken into
consideration, the effect of the latest investment incentive program can be seen clearly.
The sum of fixed investment amount is 45,564 Million TL for the period of 2001-04,
66,700 Million TL for the period of 2005-08, 196,420 Million TL for the period of
2009-12 and 310,280 Million TL for the period of 2013-16. This corresponds to an
increase of 58 percent in the period of 2013-2016 compared with the previous period.

Since 2001, the province with the highest investment amount has been Istanbul with a
total of 116,703 Million TL (18.8 percent). It is followed by Izmir with 35,694 Million
TL, Kocaeli with 34,496 Million TL, Adana with 33,319 Million TL and Bursa with
27,961 Million TL respectively. The provinces with lowest investment amount are
Ardahan with 635 Million TL, Hakkari with 344 Million TL, Igdir with 338 Million TL,
Tunceli with 236 Million TL and the last one Bayburt with 220 million TL.

The examination of the change of investment amount by provinces reveals some
interesting results. Within 16 years, there has been a huge increase in the total amount
of investment in some provinces such as Bingdl, Kirsehir, Kilis, Bartin, and Osmaniye.
Generally, it can be seen that the investment has been increased in each province, except
Agri. Agr is the only province where investments have been decreased. In addition,
total investments have been decreased in 14 provinces (Adana, Ardahan, Artvin,
Bayburt, Bilecik, Denizli, Elaz1g, Giimiishane, izmir, Kars, Mus, Rize, Samsun, and
Trabzon) in the period of 2013-16 compared with the previous period 2009-12.

Figure 4 shows the distribution of investment incentive certificates by provinces for the
period 2001-2016. According to this, Istanbul has the most intense color on the map
hence it receives about 16% of all investment incentive certificates. In addition, it is
clearly seen that the investment incentives mostly agglomerated in western and southern
provinces (Bursa, Kocaeli, Izmir, Ankara, Konya, Antalya and Mersin).
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Source: Prepared by the author using inistry of Economy Investment Incentive Statisticé.

Similar results can be seen in the map showing the distribution of investment amounts
by provinces in Figure 5. This map graph shows the distribution of the total amount of
fixed investments between 2001 and 2016. The western provinces of Turkey have the
largest share of the total investment amount as in the distribution of investment
incentive certificates. These provinces are Istanbul, Bursa, Izmir, Ankara, and Konya. It
is noteworthy that the concentration of investments in the Black Sea, Eastern Anatolia,
and Southeastern Anatolia regions is relatively low.

- 1 s

Source: Prepared by the author using Ministry of Economy Investment Incentive Statistics.
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The Figure 6 illustrates the change in the share of the investment incentive certificates
of the provinces in the period 2001-2016. The red colored provinces indicate the
decreasing share of the province in total investment incentive certificates, whereas green
colored provinces indicate the increasing share of the province in total investment
incentive certificates. According to this, although western provinces have a high share
of total incentives, the share of these provinces in incentives is steadily declining.
Among these provinces, Istanbul, izmir, Kocaeli, Bursa,Ankara, and Antalya are in the
Region-1, namely most developed provinces of Turkey.

Figure 6. The Change in the Share of Investment Incentive Certificates of Provinces

[ 0 = Decrease in the Share of Province RN
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Source: Prepared by the author using Ministry of Economy Investment 'Ih-centive Statistics.

From 2001 to 2016, when the distribution of the share of investment amount of
provinces is evaluated (see Figure 7), it is seen that the share of western provinces in the
total investments has been gradually decreasing (red colored). The decrease in the share
of Istanbul, Bursa, Kocaeli, Sakarya, Izmir, Denizli, Mugla, Antalya and Ankara is
noteworthy. On the contrary, it is seen that the share of Eastern provinces in total
investments is increasing, especially in the provinces such as Bitlis, Bingdl, Bayburt,
Mus, Hakkari, Siirt, Tunceli, and Diyarbakir (green colored).
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Figure 7. The Change in the Share of Investment Incentive Amount of Provinces
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Source: Prepared by the author using Ministry of Economy Investment Alhcentive Statistics.

The Figure 8 shows the rate of change in the share of investment incentives of provinces.
The provinces that are seen with the largest increase in the share of investment
incentives are also the less developed provinces, namely Batman, Bingdl, Bitlis, Mus,
Sanliurfa, and Van. Adiyaman, Aksaray, Kilis, and Tunceli also have the largest
increase in the share of investment incentives. The share of investment incentives in the
aforementioned provinces has increased by more than two times (200% or higher). It
can be seen that the increase in the share of investment incentives declines from
Western provinces to Eastern provinces.

Figure 8. The Rate of Change of Investment Incentive Shares of Provinces
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Source: Prepared by author using Ministry of Economy Investment Incentive Statistics.

The share of provinces in terms of both investment incentive certificates and the
investment amount and the change in the share from 2001 to 2016 for Region-1 and
Region-6 provinces is presented in the following Table 5. According to this, while the
share of Istanbul's investment incentive certificates was 24.7% in the period 2001-2004,
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it decreased to 18.8% in the period 2005-2008, 11.2% in the period 2009-2012 and
lastly 10.9% in the period 2013-2016. Similarly, the share in the amount of total
investment was 20.2% from 2001 to 2004 and 15.1% for the period of 2013-2016. The
same decrease can be seen in the other Region-1 provinces, Antalya, Bursa, Izmir, and
Kocaeli. On the other hand, it is clearly seen that the share in the investment incentives
certificates has increased for all Region-6 provinces (15 provinces).

Table 5. Comparison of the Change of the Shares of Region-1 and Region-6 Provinces

SHARE OF INCENTIVE CERTIFICATE SHARE OF INVESTMENT AMOUNT
Regi_on-1 2001- | 2005- | 2009- | 2013- Change 2001- | 2005- | 2009- | 2013- Change
Provinces 04 08 12 16 04 08 12 16
Ankara 4.7 47 3.9 47 54 48 24 46 4
Antalya 3.6 4.1 3.6 3.1 ¥ 54 49 2.9 2.9 ¥
Bursa 7.1 5.1 4.7 43 $ 55 5.3 43 3.6 4
Eskisehir 1.3 1.3 1.1 1.3 14 0.8 1.1 14
istanbul 247 | 188 | 11.2 | 109 $ 202 | 26.2 | 16.8 | 15.1 4
izmir 6.3 52 45 | 45 ¥ 54 3.9 9.5 3.1 4
Kocaeli 3.3 34 3.3 2.8 4 5.0 4.8 6.5 43 4
Mugla 1.7 1.2 15 1.9 1.9 1.1 0.9 1.3 4
TOTAL 52.7 | 438 | 33.8 | 33.5 ¥ 50.2 | 51.8 | 444 | 36.3 ¥
SHARE OF INCENTIVE CERTIFICATE SHARE OF INVESTMENT AMOUNT
Regi_on-6 2001- | 2005- | 2009- | 2013- Change 2001- | 2005- | 2009- | 2013- Change
Provinces 04 08 12 16 04 08 12 16
Adri 0.1 0.1 0.4 0.3 1.1 0.0 0.1 0.1 L
Ardahan 0.0 01 0.1 0.1 0.0 0.0 0.3 0.0
Batman 0.2 0.3 0.6 1.7 0.2 0.3 0.1 0.3
Bingol 0.1 0.1 0.3 0.3 0.0 0.1 0.1 04
Bitlis 0.0 0.2 0.5 0.5 0.0 0.0 0.1 0.2
Diyarbakir 0.6 0.7 1.7 2.1 04 0.3 04 0.5
Hakkari 0.1 0.1 0.2 0.2 0.0 0.1 0.1 0.0
1gdir 0.1 0.1 0.2 0.2 0.1 0.0 0.0 0.1
Kars 0.1 0.1 0.3 0.2 0.0 0.2 0.2 0.1
Mardin 0.3 0.5 1.3 1.3 0.3 0.1 0.7 1.0
Mus 0.1 0.2 0.5 04 0.0 0.1 0.6 0.1
Siirt 0.1 0.2 0.2 0.3 0.1 0.8 0.2 0.3
Sanliurfa 0.5 0.6 1.7 2.2 04 0.2 0.5 0.6
Sirnak 0.2 0.2 0.3 0.3 0.3 0.1 0.1 0.2 4
Van 0.2 04 1.1 0.7 0.0 0.2 0.3 0.3
TOTAL 2.7 3.9 94 | 10.8 29 2.5 3.8 4.2

Source: Prepared by the author using Ministry of Economy Investment Incentive Statistics.
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For example, while the share in the investment incentive certificates of Batman was 0.2%
in 2001-2004, this ratio increased to 1.7% in 2013-2016. The share of the investment
amount also rose from 0.3% in 2001-2004 to 1% in 2013-2016. The share of
Diyarbakir province in the incentive certificates increased from 0.6% in the 2001-2004
period to 2.1% in the 2013-2016 period, and the share of Mardin province increased
from 0.3% in the 2001-2004 period to 1.3% in 2013-2016 period. The total share of
these provinces in the investment incentive certificates has increased from 2.7 percent
from 2001 to 2004 to 10.8 percent for the period of 2013—2016, which means four times
increase.

Lastly, in the Figure 9 and Figure 10, the change of the share of Regions in terms of
both investment incentive certificates and investment amount can be seen. As clearly
seen in the table, while the share of Region-1 provinces has dropped seriously, the share
of Region-6 provinces has been increasing. On the other hand, while the shares of
Region-2 and Region-3 provinces are constant, the shares of Region-4, 5 and 6 have
been increasing. According to this, it is possible to say that the new investment
incentive program is effective in shifting the investments from Region-1 to Region 4-5-
6.

Figure 9. The Distribution of Investment Incentive Certificates by Regions
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Source: Prepared by the author using Ministry of Economy Investment Incentive Statistics.
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Figure 10. The Distribution of Investment Incentive Amount by Regions
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Source: Prepared by the author using Ministry of Economy Investment Incentive Statistics.

Conclusion

Although Turkey's economy has made significant progress in recent years in terms of
structural transformation and integration with international markets, the regional
imbalance still continues to be an important problem.

The level of development relatively decreases in general as one goes from the West to
the East of the country. A general evaluation would indicate that the provinces that are
in the Western part of the line connecting Zonguldak to Gaziantep are generally
included in the developed provinces group. Relatively less developed provinces are
located in the Eastern part of this line. Nevertheless, the development that starts in the
West and extends to the periphery speeds up homogeneity tendencies throughout the
country (Ozaslan et al., 2006: 27-28).

As a result of this study, it is seen that both the share of investment incentive certificates
and the share of the fixed investment amount in the Region-1 provinces have decreased.
On the other hand, in Region-6 provinces, which include the less developed provinces,
both the share of incentive certificates and the share of the investment amount have
increased during the period of 2001-2016. From this point of view, it is seen that the
new investment incentive system has a positive impact on increasing the share of
incentives in these provinces.

In the long period, with the incentives and investments made in backward
provinces/regions, the gap between the West and East has been decreasing. Of course,
in addition to the new incentive system, there are various factors could affect regional
disparities and could influence the increase in investment amount in less developed
regions. However, the inference of the study is that the new investment incentive is
seemed efficient to shift investments to the less developed regions. This finding is
consistent with other studies. For example, Gerni et al. (2015) investigated the effects of
investment incentives on regional convergence and they found that investment
incentives eliminate the development differences by creating results that are more
efficient.
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It is seen that the difference between the province where GDP per capita is highest and
the province where GDP per capita is lowest is gradually decreasing in Turkey. For
example, while Konya had the highest GDP per capita with 4,757 $ and Agr1 had only
316 $ per capita GDP in 1987, means 15 times difference between the provinces with
lowest and highest per capita GDP, this figure was 10.4 times in 2001. In 2014, the
province where GDP per capita is highest is Istanbul with 19,957 $ and the provinces
with the lowest GDP per capita is Agr1 with 3,880 $, it is seen that the difference
between provinces decreased to 5.1 times (TUIK, 2015). However, this progress is not
enough to overcome the main problems caused by regional disparities. There is still a
need for mobilizing the private sector investment to the less developed provinces to
reduce regional disparities and inter-regional migration.

The regional disparities remain as a major problem in Turkey and the investment
incentives is one of the most frequently used tools in Turkey to eliminate regional
imbalances. However, the effectiveness and success of the new investment incentive
system have not well studied statistically and econometrically. Further research could
focus on the effect of new investment incentives shifting the investments to less
developed regions, using various indicators such as GDP, GDP per capita, employment,
production at provincial (or regional) level with statistical/econometric models such as
panel data, regression analysis, shift-share analysis etc. With these studies, whether
Turkish investment inventive system is effective to decrease or to eliminate regional
imbalances would be revealed and would be helpful for policymakers to formulate more
effective investment incentive system in Turkey.

Disclosure statement: No potential conflict of interest was reported by the author.
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