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COMPETING REGIONAL DEVELOPMENT DISCOURSES: CONCEPTU AL
FOUNDATIONS, AND THE RECENT EVIDENCE

Hiseyin Cicek, Ayda Eraydif

Abstract

Over the last few decades, the regional developmscburses and theories have changed
substantially, parallel to changes in the econoregimes in world. The shift from the
traditional regional development theories, whicltuged on industrialisation efforts via
large-scale enterprises and transfer of centraégouent funds to disadvantaged regions, to
regional development based upon endogenous cdpabidind potential of innovation and
knowledge creation.

This paper provides an overview of the theoretitatature on regional economic growth

and examines its conceptual foundations, major ebimgp paradigms, and aims to discuss
and evaluate the explanatory power of differenbtbgcal frameworks to explain the growth

of regions in Turkey in the recent period. In ortieachieve this aim, after deciphering and
concretising various classical and contemporariore economic and territorial models, the
paper introduces the studies on the evaluatiomreetmain types of approaches to regional
development namely external state support, devedoprbased upon local dynamics and
knowledge based economy in the Turkish regionalipaial context.

Using the panel data on 81 provinces and annuatdgyfrom 2005 to 2008, the research
evaluates the regional models with more explanapmwer compared to the others. The
findings are important to discuss effect of the tearporary theories that emphasize the
endogenous factors.

1. Introduction

The regional development discourses and theorige bhanged substantially, parallel to
changes in the economic regimes in world. The shifhainly from the traditional regional
development theories to regional development bagsmh endogenous capabilities and
potential of innovation necessitating knowledgeatioa.

This paper aims to discuss and evaluate the explgn@ower of different theoretical
frameworks to explain the growth of regions in Teyklin this context, paper firstly provides
an overview of the theoretical literature on regioaconomic growth and examines major
competing paradigms. Later, regional developmetfitips of Turkey are encapsulated. After
giving hypothesis of the paper in the fourth settim the fifth section empirical model
design is explicated. Main characteristics of uaga used in the econometric analysis are
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briefly explained in the next section. Model resufire explained in the seventh section.
Finally main findings of the paper are summarizethe conclusion section.

2. Development Theories

Regional development theories were built up by @ation and representation of current
socio-economic environment; assumptions on societyyidual and market; objectives and
policy tools. Regional development paradigms hawaved parallel to the changes in these
concepts. Three paradigms define the regional dpuant history spanning from post-war
years towards the contemporary world (Eraydin, 20@#eli and Pinarcigu, 2004).

The first paradigm that had been the basis of tmeortes and policies in regional
development up to the 1970s crisis was parallebtmnal economic development discourses
dominated by planned development idea in the Kagnewelfare state period. The 1970
crisis became the turn of the policies that em@eaismarket dynamics and competitiveness
as the source of growth. In this era, local produmctlynamics and to achieve competitive
advantages by the use of local capabilities werdedmed. The increasing forces of
globalization in 1990s caused to birth of the thgaradigm, which has been developed
around knowledge economy concept.

The context of regional development approachesishaliso defined by mode of regulation,
regime of accumulation and mode of production nedfperiods are summarized in Figure 1.
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Figure 1 General Characteristics of Three RegiondDevelopment Periods

2.1 External State Support

The 1930 crisis and Second World War led to Kearesielfare state policies, which aimed
to bring regulations to the existing capitalist teyss, especially the ones related to the
redistribution of resources. It offered a plannexyelopmentalist perspective and defined
state as the main actor of development. In thidogerit was believed that regional
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development can be initiated by external supportchaeisms, which facilitate the
development process by creating infrastructure ading productive units rather than
regional internal dynamics. Therefore, it was adytat local resources can be activated and
supported by transfer of resources by the staten&tnation state and measures for public
resource transfers for development were the maanacheristics of the first period.

The regional development theories of this periodeha high level of abstraction (Eraydin,

2002). They reflect the economic principles and emlmto define basic factors of

development, such as external economies and meitipffects. Regional growth, in this

period, was defined as externally driven (extedehand, redistributive decision of the state,
external decisions of transnational companies).tdfacof regional development were

outlined as large scale investments, economies aafles agglomeration economics,

externalities and capital accumulation-investmeyriaginics, vertically integrated economy,
and traded interdependencies (Eraydin, 2004).

The dynamics of regional economy were theorizegrawth pole theory and economic base
theory. Besides, some theoretical efforts were geduon defining regularities of spatial
organization and emphasising locational choice lprabof production units as well as
service enterprises. Economic base theory defiask Isector as the source of development
of regional economies that induce multiplier effext the other sectors and the total
economy. According to this theory, selling locgtypduced goods and services to consumers
outside of the region create economic developntgtaugh and Maggio, 1994). Therefore, it
accepts regional growth as a function of increasexport demand. Likewise, growth pole
theory argues that economic development strategulgdhfocus investment on a specific
sector—that is the growth pole, or sectors, taatet propulsive development (Stimson, et.
al., 2006). In Perroux’s (1950) original formulatja growth pole is referred to as a core that
is able to facilitate linkages between firms andustries. In essence, growth in this model is
dependent on three sets of processes: large fkmasyledge creation and transfer, and new
technology (Plummer and Taylor, 2001). Perroux (Q)9&lso viewed management -by
government, large enterprises, or entrepreneurfieasain driver of regional growth. The
growth pole concept has been intensively revisetengled and complemented with other
modern economic geographical concepts. The litexatuas consequently enriched by
concepts as industrial complexes, formations, itrdsdistricts and clusters (Harrison,
1992).

2.2 Local Production Dynamics

1970 crisis which caused to eventful changes imegcuc regimes in the world brought new
regional development approach based on local ptmatudynamics. The economic crisis was
considered as the end of Fordism and the emerg#rihe new form of industrial production

organization. There have been several attemptshéorize the dynamics of territorial

development. As some SMEs and SME clusters wesedfiscted in the crisis, were able to
recover in a very short period and began to grdweseé efforts were focused on post
rationalization of successful SME concentrated ard@erefore, the theoretical attempts of
this period focused on the endogenous nature aftgrevhich became the new nodes of
growth in the period of new production organisatsystem. Flexible production system was



AESOP /&

AESOP 26'" Annual Congress » 11-15 July 2012 « METU, Ankara [X N PR

the response to the problems of Fordist type ofigpcton and industrial districts and clusters
were identified as the means of achieving and ramiimg local economic success. Several
theoretical debates are introduced that discusseddatialisation of flexible production.

Flexible-production theory blends elements of ragah theory, institutionalist economics,
evolutionary economics, and transaction costs dawgto Plummer and Taylor (2001). As a
model of local economic development, flexibility de is technologically driven and hinges
on the local integration of firms through the exup@ of goods and information. This
integration enables to achieve local external ecoes of scale and scope and minimizing
transaction costs. Flexible production theory @sgphasizes trust and reciprocity, the role of
small and medium-sized firms on innovation, roleR&D for developing differentiated and
localized products.

Industrial district and cluster theories, on theéheot hand, were formulated around
geographical proximity, external economies, aggi@ten economies and interaction
concepts. Industrial district theory and clusteeatty foreground collective pool of

knowledge, local skilled labor potential, inforntatiexchange facilitated by various forms of
social capital, especially the cultural norms aifstr local cooperation and reciprocity,
production for the same end market, regional prodn®rganizations and locally embedded
relations (Eraydin, 2004). Informal links througboperative and competitive relationships,
broad product range and high specialization, l@amgaction cost, creativity and social and
economic reform, creative environments also defiasdthe assets of industrial districts
(Belussi, 1999). Therefore, historical and sociorexnic factors become so important to
understand new industrial districts (Mouleart ae#i&, 2003).

In these theories regional development was perdeage dependent on internal potentials.
Local potential was the core of the regional depelent literature in the 1970s and 1980s.
Elements of development were defined as humanatalmtal integration of firms, exchange

of knowledge and experiences, social capital, tamst reciprocity, geographical proximity,

external economies, agglomeration.

2.3 Knowledge Based Economy

While in a highly competitive, borderless enviromh&nowledge economy become more
noticeable due to increasing globalisation and petdn, regional development is redefined
in this context. Achieving the capabilities of knedge based development became the core
of theories of regional growth, while the importaraf local production dynamics lost their
dominance. Knowledge, learning and innovation dhige significance in this period and
growth dynamics of regional economy were theorirethnovative milieu, learning regions
and regional innovation systems.

Innovative milieu theory offers the space as sowteénnovation and development. The
innovative milieu theory is based on relation bedtweactors and their environment; it
interprets spatial characteristics to developmenth& source of innovative processes and
synergies. In innovative milieu theory, innovaticaarsd innovative actions are the result of a
collective, dynamic process of numerous players imilieu. The theory also defines the
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importance of other factors such as, innovatioeradd infrastructure, social homogeneity,
governance, identity, network synergy, promotedkdges, knowledge transformation and
learning. Therefore, innovative milieu theory unher directly the innovative capacity of the
different members of the milieu, which depends loa ¢apacity of learning and thus cultural
factors, including social capital, trust and cogpee organization.

Similarly, learning regions are considered as gpoirtant debate on regional development in
which the main actors (politicians, policy-makechiambers of commerce, trade unions,
higher education institutes, public research estiaivlents and companies) are strongly, but
flexibly connected to each other and are open tmthtraregional and interregional learning

processes. Learning regions build their advanthgeugh creation, dissemination, use and
improvement of knowledge which requires knowledggation institutions and infrastructure

(physical, communication and production), intraocegil and interregional networks and

social capital. They also necessitate skilled hurcapital to use knowledge, continuous
education and training for achieving a high leviegkilled human capital.

Moreover, elements of innovative milieu, learnirgggions and system of innovation were
formulated in such a way to define a regional iratmn system. Regional innovation system
paradigm argues that collective learning and caiper actions are important to enable
regional development. Main factors highlighted Ihe tregional innovation system are
innovation and innovation policy; knowledge, leagniand training system; interaction
between actors (firms, R&D institutions, universsti etc.); employment; labor division; soft
infrastructure; universities; small and large firrastrepreneurs; trust and regional budget.

2.4 Determinants of Growth Defined by Different RegiondDevelopment Models

As the brief summary of the theoretical debatesegional development, the determinants of
growth/development differentiate substantially iffeslent development discourses. In the
first period, regional development was acceptesteém out of external dynamics rather than
internal dynamics of the region. External intervems can activate internal potentials and led
to development. In this period, investments an@mtiges of state, large scale infrastructure
and manufacturing projects sectoral agglomeratwege defined as the major means of
development.

Regions with local production dynamics have gaimeportance in the second period when
redistributive role of state decreased due to <ridi the state and deregulatory measures
adopted. Local skilled labor, entrepreneurshipal@ooperation, R&D, small and medium
sized firms, knowledge transformation through iation of businesses, political decision-
makers, institutions and the workforce were undediin the theories of endogenous growth.

Knowledge economy is much more emphasized in tleentedecade Different than the
theories centered on intangible factors parallel growing emphasis on endogenous
potentials, contemporary theories see disseminatidmowledge, learning, innovation and
innovative environment as the sources of regiomaletbpment. Table 1 summarizes the
components of development defined by the differegional development paradigms.
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Table 1 Development Factors by Regional DevelopmeRaradigms
Explanatory factors External Local Knowledge
State Production based

Support Dynamics development

Export *

Basic sector x

Agglomeration in a specific sector x

Linkages between firms and industries x

Large firms x

State support %

Local skilled labor *

Entrepreneurship *

Local cooperation *

R&D N

Small and medium sized firms *

Knowledge transformation and learning * N

Interaction of businesses, political decision-

makers, institutions and the workforce * *

Social capital x N

Capacity of learning N

Innovation N

Innovative environment N

Continuous education N

* Denotes that the variable is an significant fadtoa given theory

3. Regional Development Policies of Turkey

Turkey has prepared plans to stimulate social, @oan and cultural development since the
beginning of 1960s. National development plans ofk€y gave a special importance to
regional inequalities and developed regional dguwalent policies compatible with
concurrent regional development paradigms. Theogdoetween 1960 and 1980 was state-
led policies period for regional policy. State widi® main actor and policy tools were
developed in this context.

The 1960s designated a new Constitution and “ther@d period”. In fact, it was an attempt
to rationalise the growth process and put it inszigline in order to avoid the ups and downs
in the economy as it was experienced in the eapgiod. The same idea was applied to
regional questions. In order to improve the capegiof different regions, which is believed

to contribute to the economic development, differegional plans were prepared beginning
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from 1958. In the First Five Year Development Riasument “Regional planning” has been
described a&the plan that defines the natural resources anditlefficient use, which helps

the proper use of land and determines and schedhkegublic activities that are needed”.

The regional development Projects are preparedEfmst Marmara, Antalya, Cukurova,

Zonguldak and Keban regions during the 1960s. Agdiktribution of regional development
projects showed, most of the planned regions withererelatively prosperous ones or the
regions with certain potential for development.

In this period new planning system and institutima@ion of national development planning

endorsed several studies on regional differencdgransettlement hierarchy. Moreover, as a
reaction to the strong emphasis on economic dexwetop the debates on the National
Physical Planning attracted very wide attentione Thscussions on the National Physical
Plans indicated the need to blend national econafjectives with the ones related to the
spatial organisation of productive activities ahé urban settlement system (Tekeli, 1971,
Erder, 1969). Although the discussions relatedsfmtialization of development plans” took

place in the official documents, there happenetk léfforts to institutionalise this aspect of

planning. Instead, a group of experts in the SRi&mning Organisation were assigned to
evaluate the regional issues in planning. The ctrdé the regional policies and regional

plans prepared in that period were consistent thighimport substitution policy that became
the basis of industrialisation in the 1960s. Thenplmainly tried to define the industries that
can have comparative advantage in the domesticoetprand put limited emphasis on

export promotion.

Although there was no change in the economic ppli®70s denoted important changes in
regional policies. Firstly, the emphasis on pulkctor investments was faded in favour of
private entrepreneurship. The regional developmenseen as‘a cooperative effort of
defining natural resources of regions and supp@grtine most advantageous fields of activity
in these areds This new perspective and the lack of administetcapacity and
institutionalisation to implement regional plansanethe end of regional planning. Instead,
incentive schemes were defined as the major toolrdaching the regional objective of
convergence. Even in the plan documents prepareStdteg Planning Organisation, it was
refrained to use the wordegion” , whereas several studies conducted in order trmete
areas eligible for assistance. The huge rate datioh, lack of foreign reserves and
increasing unemployment during the 1977-80 periedforced a radical change in the
economic and industrialisation model. Import substn model, which dominated the
economic policies for more than twenty years, hasnbabandoned in favour of export
oriented growth. In fact, 1980s became the turrpomt of economic policies in Turkey,
from protectionist attitudes dominated Turkish emoic policy prior to this period (Kazgan,
1985, Boratav, 1988) to increasing reliance on iiafidrces.

Under the new economic relations, although encamagt incentives still accepted the main
tool of regional policy, Southeast Anatolia Devetagmnt Plan became the core of attention. In
this period, it is also possible to observe indregattention on “local”, which reflected itself
on local administrative system, municipalities dochl conditions. Reforms, in the form of
delegation of power the local bodies stayed urfsatery and limited change in the
centralised character of the state was succeeddule \Whe newly emerging conditions
created the new models of regional and local umstibalisation and decision systems in
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many countries, these issues stayed untouched rikeyluThe state defined several fiscal
rearrangements as parts of export oriented devaopprogram. During 1990-93 period new
regulations related to floating exchange rate amibility of capital were brought, which
aimed to integrate Turkey to the global economyweler, as seen in many places in the
world, this integration deteriorated the capacitythe earlier mechanisms and necessitated
new fiscal management policies, which was not takemaccount by the governments at that
period. As a result, the distortion in the balan€gublic finance and the wrong policies to
deal with increasing interest rates caused thes@fs1994.

1994 financial crisis had important consequence®itd the economy. It caused the decline
in income per capita and led to important degradait less developed regions, especially in
Black Sea Coast and Eastern Anatolia. As expethiedperiod after 1994 financial crisis has
been again devoted stabilisation policies and ne$dior recovery. The aim was to change the
high rate of inflation conditions and to increas@vgte sector investments especially in
productive sectors. The change in the strategy tadoby business enterprises was vital,
since during the1990s instead of investment prieaterprise directed most of their savings
to treasury bonds, which increased the domestitlaaien of the state. That is why the new
economic policies have been mainly directed toter@anew economic environment via
controlling both the interest rates and the rateirdfation. This situation caused the
dominance of short-term needs in the economic igslic€conomic problems and decline in
income per capita, however, brought the regionacrépancies back into the agenda.
Beginning from 1998 the regional plans have beepamed for Eastern Black Sea and
Eastern Anatolia Regions. These regions, whichbietiind in the development process, have
relatively few resources. That is why although ¢hems strong concern to use local potential
for development, still the plans followed the ttaxhal approach and gave a strong emphasis
on public investment programs. However, there heenhincreasing awareness that public
resources were limited and all infrastructure amatipctive activities cannot be realised by
the public sector. These contradictions stimulatesl discussions on “how to define the
regional policies to promote growth in regions withited capacities in the contemporary
economic system, where state has limited finan@aburces and has limited capacity to
manoeuvre the global forces”.

The liberalisation of the economy and the dereguiabf the financial markets during the
1980s increased the importance of external faaars brought volatility to the economy.
Fewer restrictions on the flow of goods provided daise in exports, but also increased the
amount of imports, which brought negative impacistoe balance of payments. During the
1990s the economy faced several financial criség;iwhad a negative effect on the financial
and production sectors. Different to the earliesremic crises, the crises of 1999 and 2001
meant job losses in specific activities that emptbyhighly skilled personnel, such as
banking, as well as financial problems in some potidn sectors.

In this period it became clear that the pragmatiatgons introduced in the 1980s were not
enough to meet the increasing needs of deregulatitime global market. The liberalisation
of the economy and integration to the global markeécessitated new administrative
reforms, which were mainly imposed by the Intemadl Monetary Fund (IMF) and the
European Union. In fact, the rules imposed by theduring the membership negotiations
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were mostly related to social and political issuasluding governance. During the 1990s,
besides important changes in the economic systaimdanregulation related to trade and
finance systems in the previous decade, severairiant changes were introduced in Turkey
in order to comply with the rules of EU and otheternational institutions, which affected

also the existing structure of urban governancéfsin and Duyguluer, 2004).

In 1999, Turkey has gained candidate status foEti@pean Union in the Helsinki Summit
and internal political developments have led tg st efforts for integration with the
European Union (Filiztekin, 2008). Besides, 200sisrthat Turkey experienced pointed out
the need of significant policy change. Thereforera001 significant changes occurred in
regional policy which is developed in cohesion wik) regional policies. In the Eighth
Development Plan (2001-2005) and Ninth Developmefgn (2007-2013), substantial
changes occurred in the regional policies. In tla@g the global economy is taken as a new
social reality which involves both opportunitiedahreats for national development.

Moreover, the agenda imposed by the internatiamstltutions enforced the decentralisation
of public administration, which has become a keyegoment priority in Turkey since the
early 2000s. New laws were adopted to create neshamsms to transfer major spending
powers to Special Provincial Administrations, Meiwbtan Municipalities and other
Municipalities. Secondly, the new regulations reued the new roles for metropolitan
governments in the provision of services. The neles assigned to local governments
covered education, health and protection of cultaral natural resources, which meant an
increased role for the metropolitan municipalitegainst central government institutions.
Third, the new legislation that was adopted in 200&reased the resources of local
governments. Lastly, the Regional Development Agencare defined as a part of
decentralisation of administrative mechanism, algho still the dominance of central
government is important in decision mechanismshef agencies established at NUTS I
level.

The Turkish experience is important, since it shomes difficulties in formulating regional
policies not only in the past but also in the camgerary period, which is increasingly
defined by global pressures. It indicates that @&swquite hard to follow the consistent
regional policies during the development based aomport substitution type of
industrialisation due to the fluctuations of theomamy, although the state has felt an
obligation to give assistance to relatively lesseli@ped regions. However, the shift from
state led development to neo-liberal economic pmdiat the national level caused a change
in classical regional policies to export promotiassistance to regions. The new policy
helped the regions with certain capacities and @emnze and motivated them to use all their
accumulated competence in order to gain compettxantage in international markets, but
did not contribute the ones with limited capacitiee policies in the recent decade, although
aware of the new conditions defined by the know#edgonomy, it is difficult to say that the
efforts to develop the innovative basis of the magiare substantial. Most of the regions do
not have the capacity to be integrated to the kadgé economy.

In sum, special importance was given to regionaletigpment and the elimination of
interregional development disparities in nationdang. In order to ensure regional
development and eliminating interregional dispasiti instruments such as regional
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development plans investment incentives and PyidRiegions for Development policies,
organized industrial zone and small industrial tesend rural development projects have
been used in Turkey.

4. Hypothesis of the Study

Recent theories highlight technology and innovatikomowledge and learning, cooperation
and competition, network and linkages, cultures sk, social capital and governance. On
the other hand, state support which are recograsetol of early period, are still employed
to reduce regional inequalities.

Although substantial amount of development factoese been proposed by theories and
models, neither success of theories nor succetsesé factors is comprehensively discussed
yet.

Therefore, hypothesis of this study is definedtatessupport has still significant contribution
to regional development.

5. Empirical Model Design

Various theoretical framework and empirical anaty$mve emerged in growth arena as
discussed. Substantial amount of factors have pemposed by theories and models. Recent
theories highlight technology and innovation, knedge and learning, cooperation and
competition, network and linkages, cultures andtirsocial capital and governance. It seems
recently that there is consensus on factors oforegi development, neither success of
theories nor success of these factors is not cdmepsavely discussed yet.

Therefore, an empirical study was designed toreggbnal development paradigms/ theories.
This test also enables us to identify and expl&ie telationship between factors and
development.

After defining factors for each theory, factors@hated and factors make sense and specific
to the theory are kept. Sets of measurable vagadte proxies are developed for each model
to try to encapsulate the processes they recogsizeiving growth.

Defining and choosing proxies that (best) expratangible factors and limits of available or
attainable data are two main constraint of the ystiithin this condition, proxies are
developed to measure the variables drawn from éwew of theories. 18 proxies are
developed in preliminary analysis of three regiagrawth paradigms.

In order to select proxies that reflects factoraitye factors and indicators identified in
empirical studies defined and annual data avaitglddr relevant NUTS 3 regions and for the
period of 1980-2010 was checked. Practical linotaion consistent data availability are the
main decisive in selection of factors. As theraasime series data for selected factors, study
is done for 2005-2008 period.

10
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In order to control unobserved heterogeneity, datgroxies are collected to get panel data
rather than cross-sectional data. The period oéi@me is from 2005-2008. Collected data is
standardized by using variables (i.e. populatianpleyment and area) depending on the
nature of proxy.
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Figure 2 NUTS 3 Regions of Turkey

It was aimed to use general-to-specific modellitrgtegy to evaluate the models of local
economic growth, but overlapping period of avakabthta is very limited to form a general
(over parameterized model). Therefore general-&zifip modelling method is not used. For
each theory, static model is established for pdatd and tested. Empirical model design and
analysis has been conducted using Oxmetrix 6.0&.fa¢tors and proxies are listed in Table
2.

11
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Table 2 Highlighted Factors by Theories and Proxiet/sed
Factors Proxies
Growth GDP per capita growth
Export Export per capita

Basic sector

Share of employment in agriculturdusgtry and
service sectors*

Agglomeration in a specific sector

Share of sedtwSDP*

Large firms

Share of firms in top 100 highest taybpulation

Public investment

Public investments per capita

State support

Existence of regional developmenmt pla

State support

Development priority provinces

Incentives

Per capita incentives to private seicigstments

Local skilled labor

Share of vocational graduate*

Entrepreneurs Number of established trade compaeie$0 000
persons
Local cooperation Number of established companiesnd

cooperatives per 10 000 persons

R&D

Academicians per person

Small and medium sized firms

Number of SMEs
operation credits

recgjviinvestment and

Innovation

Number of registered patent

Knowledge transformation and learning

Number ekth per person

Capacity of learning

Student teacher ratio

Innovative environment

Number of technology deveiept zone

Social capital

Number of established foundationspeeson

Continuous education

External economies arise from existence
shared infrastructure, services, information

dfumber of OIZ Plot

*

Interpolated using available data.

[

.

a

GDP per capita growth is used as dependent vari&{deGDP data at NUTS 3 level is
available until 2001, for 2005-2008 the data isyamlailable for NUTS 2 level GDP values
are distributed to NUTS 3 level using electricipneumptions.

6. Main Characteristics of Variables Used in the Econmetric Analysis

GDP and GDP per capita values are the basic imdgateflecting the economic
development. Although GDP per capita at Turkey qrenkd significant growth, GDP per

12
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capita is very low comparing with EU and OECD coiest GDP per capita in purchasing
power standards of Turkey is about 48 % of EU-20,(Z011). Similarly GDP per capita in
purchasing power parity of Turkey is approximatély% of OECD countries (OECD, 2011).

Analysing GDP per capita at NUTS 3 level for theige: of 2005-2008 shows that, increase
in GDP and so GDP per capita at Turkey scale 3 &ddid at NUTS 3 scale. Geographical
representation of GDP per capita pattern at NUT&dlons shows gradually decreasing

pattern from west to east in Turkey. Figure 3 sh@968 GDP per capita by NUTS 3
regions.
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Figure 3  GDP Per Capita by NUTS 3 Regions, 2008

Average annual GDP per capita growth rate (2008209 NUTS 3 regions is illustrated in
Figure 4.
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Figure 4  GDP per capita Growth by NUTS 3 Regions, 2 005-2008
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In Turkey, public investment, particularly publiofiastructure and social investment, is
recognized as the most important determinant ofitalapaccumulation, therefore
development.

A historical exploration in Turkey public investntgone of the turning points is observed in
the early 1980s. During this period, with the stafrtthe transition from inward-looking
import substitution to export-oriented and outwhroking structure, structure of public
investment policies and priority sectors in pubilhwestments have begun to change. In
general, the rule is left to national or globalvate equity actors. Private sector aiming
financial profitability directed to investments ihgs high levels of return. Public sector aimed
social profitability and began to intensify arebattare seen unprofitable by private sector,
particularly infrastructure investment.

;
—

Figure 5  Total Public Investment per Capita by NUTS 3 Regions, 2005-2008

Figure 5 illustrate total public investment per itapby NUTS 3 regions. Ongoing or
completed large cost public projects are very irtgodrin the distribution of investment to
NUTS 3 regions.

Patents, as indicators of innovation plays sigaificrole in economic performance and thus
development. Patents per person significantly haeeeased in 2005-2008 period. This
development pattern can be explained by implemientabf patent laws, policies and

incentives aiming to encourage technological dgualents increase in the number of
universities and share of university graduates.

Even though the increase in registered patent aseck in the recent decade, Turkey’s
registered patent is still very low compared to &tdl OECD averages. This situation can be
explained by low innovation performance, low inwesht on science and technology and
modest R&D expenditures.

Historical development pattern of patent numbersational level is also valid at NUTS 3
level but still there are NUTS 3 regions which haneregistered patent yet. Geographical
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distribution (Figure 6) shows that patents are eatrated on industrialized areas, lowest
patent per capita ratio belongs to East and Soash Anatolian NUTS 3 regions.
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Figure 6  Total Registered Patent per Million Inhabi  tants by NUTS 3 Regions, 2005-2008

Number of established trade companies and coopesas the reflection of entrepreneurship
capacity. Number of established trade companieatainal scale is increased in the analyzed
period, but after 2006, growth ratio started tordase sharply.

Number of established trade companies per inhabstamws more homogenous distribution
on geography but south east Anatolia regions oawvedt values (Figure 7).

Figure 7 Established Trade Companies per 10 000 Inh  abitant by NUTS 3 Regions, 2010

15



AESOP /&

AESOP 26'" Annual Congress » 11-15 July 2012 « METU, Ankara [X N PR

7. Model Results

From the GDP growth relativities for 2005-2008, theneral model specification is as
shown in Table 3. In the general model specificgtithe set of explanatory variables
accounts for 32,6 % of the variability in GDP grbwilativities between regions the
period of analysis.

Table 3 General Model Specifications
Coefficient Std.Error | t-value t-prob
Export -2.99966e-005 0,0009 -0,0325 0,9740

Share of employment in
agriculture sector
Share of employment in industry

13,1705 5,7810 2,2800 0,0240

12,8216 5,7670 2,2200 0,0270

sector

i‘gger of employment in service 13,2870 58330 2,2800  0,0240
Share of services in GDP 0,6556 0,1274 5,1400 0,0000
Share of industry in GDP 0,5488 0,0925 5,9300 0,0000
Share of agriculture in GDP 0,4098 0,1080 3,8000 0,0000
Number of large firms 0,1784 1,4900 0,1200 0,9050
Total public expenditure -0,0004 0,0023 -0,1740 0,8620
Regional plan -1,4062 2,3880 -0,5890 0,5560
Priority regions in development -2,1452 2,3780  -0,9020 0,3680
Total incentives investment 0,0010 0,0012 0,9040 0,3670

Share of vocational school

graduate 1,4597 1,1970 1,2200 0,2240

Number of established trage
companies
Number of established companjes
and cooperatives

0,0454 0,0271 1,6800 0,0950

-0,1229 0,0677, -1,8200 0,0700

Academicians per person -0,0251 0,0483 -0,5200 0,6030
il;llt\jemsti;rentoz]:mdsol\él)(lfrsatiorr(1e %?(Iavérllg 0,7082 0,0936 17,5700 0,0000
Number of registered patent 0,1374 0,3037 0,4520 0,6510
Number of thesis 0,0105 0,0062 1,6800 0,0940
Total student teacher ratio 1,4045 0,3417 4,1100 0,0000
g'é‘\gf’oegmem ;(‘;nes technology -2,9678 22610 -1,3100  0,1900
E;ﬂrr?gaetrion of  established 0,0147 0,0621  0,2360  0,8140
Plot of OIZ 0,0003 0,0004 0,6000 0,5490
Constant -1358,320(¢ 580,2000 -2,3400 0,0200
RA2 0.3264279

no. of observations 292, no. of parameters 24
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From the set of regionally specific structural ahtes eleven of them are statistically
significant. Share of employment in three main @egtshare of three main sectors in GDP
and number of trade companies, number of compamexooperatives, number of SMES,
number of thesis and student teacher ratio ardfisigmnt to explain GDP growth rates.

Those regions with higher capacity of learning a&asured by student teacher ratio have
higher estimated GDP growth relativities. Similarl{hose regions with a better,
knowledge transformation and learning as measuyetumber of thesis are predicted to
have higher GDP growth rates. Besides, those regwith a better entrepreneurship
tradition, as measured by number of establishedet@mpanies are predicted to have
higher GDP growth rates. More controversially, #hosegions with higher local
cooperation, as measured by the established coagpand cooperatives, are predicted to
have lower GDP growth rates.

Thus, while capacity of learning, knowledge transfation and learning, small and
medium sized firms and entrepreneurship generat® @wth in the Turkey context,
levels of local cooperation is counterproductive.

The remaining variables are not individually sigraht. It is surprising that the variable
intended to capture external state support; pubtgenditures and incentives to private
sector investments and other regional developmefityp tools —priority regions in
development, regional plan are not statistical@yngicant and do not explain GDP growth
in the general model. This is not consistent witin theoretical expectations. Similarly,
number of large firms and export do not explain Gip&wth in the general model.

Besides, local skilled labor as measured by shdreocational graduate, R&D as
measured by number of academicians, innovation essanred by number of registered
patent, innovative environment (as measured by eumbtechnology development zone,
social capital as measured by number of establifthweadations and external economies
arise from existence of shared infrastructure,isesy information measured by number of
organized industrial zone plot are statisticaltyngicant.

Similar to the general model, in the external ssateport model only share of three main
sectors in GDP which are representing agglomera@ams to be significant in terms of
explaining the GDP growth. Other factors highlightey the early paradigm and theories
are not statistically significant (Table 4).

Although state support was emphasized in the fissadigm, state support and incentives
have been seen as significant policy tool in mamyntries since first paradigm. European
Union and Turkey employ this tool. State suppopresented by total public expenditure,
regional plan, priority regions in development @othl incentives investment have no effect
on GDP growth according to model results, whicfuge interesting.

From the set of variables representing local prodocdynamics only two of them are
statistically significant. Number of SMEs as measuby number of SMEs receiving
investment and operation credits and knowledgestoamation and learning as measured by
number of thesis explain GDP growth rates.
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Table 4 External State Support Model Specifications

Coefficient | Std.Error |t-value t-prob
Export 0,0003 0,0008 0,3580 0,7200
gggger of employment in agricultyre 27918 57500 0.4860 0.6280
Share of employment in industry sector  2,5681 5,7630 0,4460 0,6560
Share of employment in service sectar 2,8526 5,7850 0,4930 0,6220
Share of services in GDP 0,6288 0,1350 4,6600 0,0000
Share of industry in GDP 0,5582 0,1071 5,2100 0,0000
Share of agriculture in GDP 0,4897 0,1189 4,1200 0,0000
Number of large firms -0,5014 1,1220 -0,4470 0,6550
Total public expenditure -0,0017 0,0026] -0,6570 0,5120
Regional plan 1,0588 2,5700 0,4120 0,6810
Priority regions in development -1,7909 2,6650 -0,6720 0,5020
Total incentives investment 0,0018 0,0015 1,1400 0,2550
Constant -290,310Q0 577,000 -0,5030 0,6150
R"2 0.08726124
no. of observations 292 no. of parameters 13

Those regions with higher number of SMEs have higls¢imated GDP growth relativities.
Similarly, those regions with a better knowledgensformation and learning are predicted to

have higher GDP growth rates.

Table 5 Local Production Dynamics Model Specificati  ons

Coefficient | Std.Error |t-value t-prob
Share of vocational school graduate 0,1447 0,9959 0,1450 0,8850
Number of established trade companjes -0,0108 0,0325 -0,3330 0,7400
CN:(;?JZ?;tisgsestabllshed companies and -0,0550 00504  -1,0900 0.2760
Academicians per person -0,0827 0,0516 -1,6000 0,1100
gl’l:(;n(;?érg{i ;Mc'fg eening nvestment 47164 0,1005  7,1300 0,000
Number of thesis 0,0143 0,0062 2,2900 0,0230
Number of established foundation -0,0357 0,0462 -0,7740 0,4400
Constant 30,8007 4,6870 6,5700 0,0000
R"2 0.1666479
no. of observations 292 no. of parameters 8
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It is quite interesting that local skilled labonteepreneurship, local cooperation and R&D
that are highly stressed by second paradigm atestitally insignificant according to the
model result.

Three of knowledge based development variablessaaigstically significant. Knowledge
transformation and learning as measured by numbetheasis, capacity of learning as
measured by student teacher ratio and innovatiwera@mment measure by number of
technology development zone explain GDP growtlsrate

Those regions with higher capacity of knowledgadfarmation and learning, and innovative
environment have higher GDP growth.

On the other hand social capital measured by numbestablished foundations per person

and innovation measured by number of registerednpawhich are core of last regional
development paradigm are not statistically sigaific

Table 6 Knowledge Based Development Model Specifica  tions

Coefficient | Std.Error |t-value t-prob

Number of thesis 0.0124520 | 0.005588 | 2,23 0,027
Number of established foundation |0,0578082 |0,03926 |1,47 0,142
Total student teacher ratio 1,04768 0,3009 3,48 0,001
IZ\I(;Jr:gt;er of technology developmse 0{’:,70836 1.64 2,26 0,024
Number of registered patent 0,503669 |0,3453 1,46 0,146
Constant 11,7509 |5,459 2,15 0,032
R"2 0.06756094

no. of observations 324 no. of parameters 6

8. Conclusion

We have attempted in this paper to test empiricdlfferent theoretical frameworks of

regional growth for explanatory power of regionabwgth in Turkey. The transformation in

the regional development paradigm can be obsermedurkey’s regional development

policies and practices. Therefore, it was intenttetest for 1980-2010 period, but available
data limited the study for the period 2005-2008.

Like many countries, available data to be usedragigs for the factors is insufficient in
Turkey. Therefore much of the proxies are gen®althe other hand, available time period
of collected data is another barrier for such sty example GDP data at NUTS 3 level is
available until 2001. GDP data at NUTS 3 levelafcalated by using GDP data at NUTS 2
level by using electricity consumptions. Althoudjlistissue is the weakness of the study, the
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result of the study seems to be significant to uliscexplanatory power of theoretical
frameworks of regional growth.

Eighteen broad dimensions representing the hypa#edrivers of regional growth have
been derived from the paradigms and theoreticaletlsod\ general model was developed
within which the dimensions derived for the compgttheoretical paradigms/ models were
nested. The results of the empirical modeling pecare conspicuous. While there are
significant contributions of factors of local pradion dynamics and knowledge based
economy in the general model, contributions of eets highlighted by state supported
development is much more limited.

Agglomeration in a specific sector, number of snadtl medium sized firms, knowledge

transformation and learning and capacity of leayname the factors that are statistically
significant at least two models.

Table 7 Significant Variables by Models

Explanatory factors General External Local Knowledge
Model State Production based
Support Dynamics development
Export

Basic sector

Agglomeration in a specific sector N N

Linkages between firms and industries

Large firms

State support

Local skilled labor

Entrepreneurship N

Local cooperation N

R&D

Small and medium sized firms N x

Knowledge transformation and learning x % %

Interaction of businesses, political decision-

makers, institutions and the workforce

Social capital

Capacity of learning x x

Innovation

Innovative environment

Continuous education

* Denotes that the variable is statistically sigraht in a given model
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The study shows that while public expenditures sru@ntives to private sectors that are
central to state supported development surprisidglyot have impact on regional growth in
Turkey, local production dynamics and knowledgeebagconomy models offer partial
explanations of regional growth. Hence, there ispaoadigm fully explaining regional

growth.
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