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I. Executive Summary  

A good investment climate provides opportunities and incentives for companies ðfrom 
micro -enterprises to multinationals ðto invest productively, create jobs, and expand. It 
thus plays a central role in growth and poverty reduction. Private companiesðfrom 
farmers and micro-entrepreneurs to local manufacturing companies and multinational 
enterprisesðare at the heart of the development process. 
Driven by the quest for profits, they invest in new ideas 
and new facilities that strengthen the foundation of 
economic growth and prosperity. They provide more 
than 90% of jobs, creating opportunities for people to 
apply their talents and improve their socio -economic 
situations. They provide the goods and services needed 
to sustain life and improve living standards. They are 
also the main source of tax revenues, contributing to 
public funding for health, education, and other services. 
Companies are thus critical actors in the quest for growth 
and poverty reduction.  

Given the importance of a good investment climate to economic growth, the fir st step in 
improving the investment climate is to assess what aspects are good and what aspects of 
that climate can be improved.  For this reason, the World Bank Group has undertaken 
numerous investment climate assessments across the world. Investment Climate 
Assessments, as they are called, identify key constraints to growth in an economy and 
pinpoint areas for reform. The audience for these assessments are governments--
whether national or regional whom have been receptive to these assessments. More 
governments are recognizing that their policies and behaviors play a critical role in 
shaping the investment climates of their economies, and they are making changes. 
Investment climate improvements have driven growth and resulted in dramatic 
reductions in pover ty. Many governments are taking on the investment climate reform 
agenda, but progress remains slow and uneven. Governments still saddle firms and 
entrepreneurs with unnecessary costs, create substantial uncertainty and risk, and erect 
unjustified barriers to competition.  Governments that saddle the business operations in 
their jurisdiction in this way, lower growth, reduce investments and stunt job creation. 
In sum, the Investment Climate Assessment is designed to indicate how the investment 
climate affects firm performance.  

In the case of Turkey, the most recent Investment Climate Assessment, published by the 
World Bank Group in 2010, revealed wide variation in the quality of the investment 
climate, or business environment, across regions. The report highlighted how the 
performance of companies operating in the many regions of Turkey are affected by the 
varying quality of the investment climate that characterizes each region. Authorities  in 
Turkey arrived at similar conclusions regarding the importance of regional investment 
climates in the performance of companies, and have made regional development a 
fundamental policy priority. The Tenth National Development Plan identifies 25 priority 
transform ation programs. One them titled  the business and investment climate 
improvement program  includes a component at the regional level titled: Improvement 
of the Governance of the Business and Investment Environment. This component 
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details the specific objective of ñthe development of a regular monitoring and evaluation 
mechanism by developing indicators at national and regional levels, with regards to the 
business and investment environment.ò Indeed, formulation of effective strategies at the 
regional level requires information on the strengths and weaknesses of each region in 
terms of various aspects of the business environment, including adequate infrastructure, 
access to finance, access to labor skills, ability to access and adopt technology and 
administrati ve barriers at the local level. 

To update these findings and to inform these new policy efforts, new data on companies 
was collected to understand how companies across the regions of Turkey regions were 
coping with the regional investment climate in which they operate. So, the new data 
analyzed in these reports bring a fresh perspective on the investment climate at the 
regional level. Each R-ICA is the result of analysis from two sources of data. The first 
source are data gathered through the Enterprise Survey tool of the World Bank Group. 
While the World Bank Group has conducted Enterprise Survey in Turkey before, this 
round of the surveys included an unprecedented 6,000 companies in each province in 
Turkey. The Enterprise Survey produced results that are statistically significant at the 
NUTS-2 level. The second source of data is the Entrepreneurship Information System 
compiled by the Ministry of Science, Industry and Technology  of Turkey. Bringing 
together nine different data sets, the EIS provides the company census for the analysis 
undertaken. 

Additional data sources on provincial investments from the Ministry of Economy and 
the Regional Development Annual Plans prepared by each Development Agency were 
used for their respective regions. 

Bringing together d ifferent sources of data, the R-ICA Reports are the first ever effort in 
assessing the regional investment climate in Turkey using a common methodology. The 
Enterprise Survey in particular will not only give regions the opportunity to compare 
themselves with other regions in Turkey and with overall national performance, but will 
also allow them to compare themselves internationally with other regions in the World. 
The objective of the reports is twofold. The first is to provide insight into the constraints 
of each region for decision makers, and to private and public individuals in the field of 
development. The second is to provide a baseline for both central and regional agencies 
in assessing the investment climate upon which they can continue to measure and 
assess the conditions in which the private sector operates. Indeed, this will help improve 
evidence-based policy making in the years to come. 

Indeed, R-ICAs will contribute to already ongoing work of the Government of Turkey 
and the Ministry of Developme nt, in particular, regarding regional development. T he 
Regional Development National Strategy, prepared by the Ministry of Development,  sets 
the goals, vision, objectives and principles of regional development. The vision of the 
Strategy is, ñA Turkey that is socioeconomically and spatially integrated, and that is 
developed in a more balanced manner with all its regions with high levels of 
competitiveness and welfare.ò Objectives include reduction in regional development 
disparities, enhancing the competiti veness of regions, strengthen economic and social 
integration and to ensure more balanced settlement across the country.  To better target 
programs, the regions have been divided into settlement categories and each settlement 
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category has distinct objectives.    Horizontal objectives across these settlement 
categories are: 

Å Improving the Governance of Regional Development and Strengthening 
Institutional Capacity  

Å Developing Cross-border and Inter -regional Cooperation 

Å Aligning Public Investment and Subsi dy Practices with Regional 
Development Objectives 

Å Supporting Sustainable Environment and Green Economy 

Å Improving the Transportation Network and Accessibility  

Therefore, as mentioned, the data collected and R-ICA reports primarily aid the already 
ongoing efforts of the Government in regional development. 

This report is organized as follows: Section 2 provides an overview of the regional 
characteristics, drawing information from the Annual Regional Development Plan as 
well as the provincial investment dat a of the Ministry of Economy. Section 3 presents 
the analysis undertaken using the findings of the Enterprise Survey. Having reported 
findings from a sample of companies in Section 3, Section 4 includes analysis 
undertaken using the census data from the Enterprise Information System. This 
analysis, under the title of productivity and competitiveness, looks into five different 
areas: market concentration, emerging and high performing sectors, regional 
productivity, productivity and dynamics, and trade.  
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1. Overview of Findings  

Divided into two subsections, t his first section of the Regional Investment Climate 
Assessment Report provides an overview of the findings of the analysis done under 
sections 3 and 4.  

The subsection named ñChallenges and Opportunities in the Business Environmentò 
focuses on a subset of findings  that are covered in section 3 with data collected directly 
from private enterprises via the Enterprise Survey tool of the World Bank Group . In t his 
subsection, strengths and weaknesses peculiar to the sub-region in terms of various 
aspects of the business environment are emphasized and comparisons between the 
analytical outputs  reported for the sub-region and the country averages are provided. 
The identification of challenges and opportunities in the business environment will 
facilitate the formulation of effective strategies to improve the quality of investment 
climate in the sub-region. 

The second subsection named ñProductivity and Competitivenessò includes a selection 
of conclusions drawn in section 4 and derived from data obtained from the 
Entrepreneurship Information System of the Ministry of Science, Industry and 
Technology. In this subsection, the distinguished characteristics of the sub-regionôs 
performance in the following areas are reported: market concentration, emerging and 
high performing sectors, regional productivity, productivity and dynamics, and trade. 
The systematic analysis of the local economy at the sector and firm level will offer 
insights on the sub-regionôs local market structure and competitive environment, new 
and emerging economic dynamism, past and current productivity  trends and economic 
efficiency, productivity growth , and trade openness and sources of export growth. 

While the particular sections include a more detailed presentation of the findings and 
extensive discussion, this section aims to provide highlights.  

  

1.1 Challenges and Opportunities in the Business Environment 

As mentioned in section I , the R-ES looks at the business environment in which firms 
operate, identifying the challenges and opportunities they face for sustained private 
sector growth and job creation, and covers the following topics: physical and 
communications infrastructure, access to finance, business ï government relations, 
crime and informality, labor market and firmsô perception of the business environment.  

When asked for their perceptions on various business environment elements, business 
owners and top managers in Ķstanbul cited tax rates (30%), access to finance (25%) and 
informal competition (16%) as the top three obstacles to their operations.  

There are differences in the frequency of citation of top obstacles between 
manufacturing and services firms. Tax rates are cited to be the most important obstacle 
most frequently by manufacturing firms while services cite tax rates less frequently. 
Access to finance is the most frequent obstacle cited by services firm and is cited roughly 
twice as often by services firms compared to manufacturing firms (16 percent vs 31 
percent). Both services and manufacturing firms cite informal competition as the top 
obstacle they face with similar frequency. 
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Finally, tax rates were chosen as their top obstacle by more micro firms (32 percent), 
small firms (29 percent) and medium firms (25 percent) than any other obstacle. Tax 
rates are a distant second-place obstacle for large firms who cite tax rates 16 percent of 
the time while indicating that an  inadequately educated workforce is the top obstacle 
they face 40 percent of the time. Access to finance is frequently cited among the top 
obstacles facing everyone but the largest firms. 

Efficiency in the operation of private businesses requires a reliable supply of water, 
which seems not to be a significant problem in Turkey where the majority of firms 
report w episodes of insufficient water supply in a typical month. Firms in Istanbul are 
in line with the whole country as they experience on average the same infrequent issues 
with insufficient water supply as in the whole of the country. On average, firms in 
Istanbul experience the same frequency of power outages as the country average, 1.0 
times in a typical month as opposed to 0.9 for Turkey. 

Only around 66 percent of firms in Istanbul have access to internet, which is slightly 
above the country average. Private firms in Istanbul are also similar to average firms in 
the entire country in terms of the rate of owning websites, with only 30 percent doing 
so. When it comes to the use of more advanced services provided by the Internet, such 
as online sales platform, the percentage of enterprises that seize the opportunities 
presented by internet is considerably lower. Only 6 percent of firms in Turkey and 4 
percent of firms in Istanbul use online sales platforms.  

90 percent of firms have checking or savings account, much higher than the average for 
Turkey (62 percent). In terms of having loans from banks however Istanbul performs 
similar the country average with  25 percent of firms having a loan.  The breakdown of 
use of bank accounts and loans by manufacturing vs. services firms shows that while 
manufacturing firms in Istanbul slightly outperform services firms in terms of having 
bank accounts, services firms are more likely to have bank loans.  Private firms in 
Turkey heavily rely on their own sources to finance either working capital or investment. 
Firms in Istanbul are very similar to an average firm in Turkey. More precisely, on 
average 90 percent of finances for working capital and 83 percent of finances for 
investment come from internal sources in Istanbul, as compared to 86 percent and 73 
percent in Turkey as a whole, respectively for working capital and investment. 

Almost 22 percent of firms in Istanbul ar e identified to be fully credit constrained, 
almost 4 percentage points more than the average for Turkey. Istanbul slightly trails the 
Turkey average for credit unconstrained firms, with 68 percent firms so categorized in 
Istanbul as opposed to 72 percent in Turkey. Firms in Istanbul appear to have some 
success in accessing credit, but do not appear to benefit from obvious financing 
advantages of operating in the largest city in Turkey. Firms in TR10 appear to be more 
successful in accessing credit. On average 5 percent of firms in Turkey and 6 percent in 
the region reported creating new physical facility over the last two years.  

With respect to relations with Government, managers of firms in Istanbul spend on 
average around 3 percent of their time for the purposes of fulfilling government 
regulations which is much lower than the average for Turkey. In Istanbul senior 
management of micro, small and medium firms spend on average much less time than 
their counterparts around the country to ensure their complia nce with government 
regulations. In contrast, the managers of large firms spend the same amount of time on 
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compliance as large firms in the rest of Turkey. Istanbul outperforms the average for 
Turkey in making regulations easier to comply with, particularl y for smaller firms.  

Institutions in Istanbul provide services to enterprises seeking permits at a somewhat 
slower pace than the average for Turkey. For instance, an import license takes on 
average 13 days to process in Istanbul, while the process takes around 8 days on average 
in Turkey. Both expanded bribery incidence and expanded bribery depth indexes show a 
low and comparable level in Istanbul as related to the country average. 

Incidents of theft and vandalism in Istanbul appear to be of the same scale as in the rest 
of the country as the firms that did experience crime report losses of about 5.5 percent 
in both Istanbul and Turkey as a whole.  

In TR10, 57 percent of firms face informal competition in Istanbul, considerably higher 
than reported in Turkey  as a whole. Of the firms that experience these effects, the 
overwhelming majority (84 percent) in Istanbul and 65 percent in Turkey identify tax 
avoidance by their informal competitors as the most damaging practice. Fewer than 10 
percent of the firms in I stanbul that experience informal competition are most damaged 
by hiring of informal labor by informal firms, while 5 percent report fraudulent product 
certifications as being the most damaging practice.  

In Istanbul, large firms, the ones employing one hun dred or more workers, are 
responsible for the largest share of employment (31 percent). Medium and small firms 
contribute to 21 percent and 30 percent of total employment, respectively, while micro 
firms employing less than 5 workers generate a 19 percent of employment. In terms of 
the age, contribution to employment declines by age. Young firms, those that have been 
in operation for less than 10 years, and firms in operation between 10 and 30 years are 
contributing 40 percent and 48 percent of total employ ment, respectively. While firms 
in operation for more than 30 years generate 13 percent of employment. Manufacturing 
firms are by far the biggest employers in Istanbul, absorbing 58 percent of employment.  

Firms in Istanbul experienced on average 4 percent growth in labor productivity, less 
than half the country average. Importantly, micro firms, those employing from 0 to 4 
workers, have experienced the largest labor productivity growth, 7 percent in Istanbul, 
but only about half the country average of 13 percent for micro firms. Small firms 
experienced essentially zero productivity growth while medium and large firms actually 
experienced negative productivity growth in Istanbul.  

28 percent of private enterprises in Istanbul had vacancies in the two years prior to the 
survey, a slightly higher percentage compared to the average for the whole country (21 
percent). About 10 percent of them used PES to fill those vacancies, with a success rate 
of almost four to one. Firms in Istanbul reflect similar struggles to  other firms in Turkey 
when filling vacancies for either manager or non-managerial positions. Finally, women 
account for 14 percent of temporary or seasonal workers in both Istanbul and Turkey as 
well.  

 

1.2 Productivity and Competitiveness 

A few large firms with high turnover appear to play a significant role in the local 
economy. Throughout the whole period of analysis, the median turnover is eight to 
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seven times lower than the average level. Yet, firms with high turnover do not dominate 
the market, as suggested by the low levels of Herfindahl-Hirschman Index (HHI). This 
is well below 0.15 during the entire period analyzed, 2006-2014.  

A historical perspective of aggregate data suggests a sizeable contribution from gazelles 
to the local economy. Since 2009 gazelles have contributed at most to 10.4% of total 
turnover (2014) and 11.2% of total employment (2011). To put things in perspective, the 
relevance of gazelles in sub-region TR10 is far stronger than that of the gazelles in the 
median region in Turkey . 

The analysis of EIS data offers a number of measures with respect to productivity . In 
terms of value added per worker, the situation in TR10 did not improve over time, 
hovering between 12,934 and 14,796 TL per worker. Overall average aggregate 
productivity has risen since 2007. The steady rise of overall productivity suggests that 
that service sectors are more likely responsible for the lack of productivity 
improvements. The sources of overall productivity growth suggest that the increase 
came mainly from more productive firms increasing their market share. Over the period 
considered, it is more frequently observed that net entrants lower aggregate 
productivity, suggesting that either less productive firms enter the market or more 
productive enterprises cease their operations. 

Over the years covered by the data available, the regionôs trade openness with 
international markets has declined steadily but trade with regional markets has 
increased in its importance. The technology intensity of the region has shifted from 
medium-low tech products to low tech products. A larger proportion of the regionôs 
exports is medium-low tech and low tech products. Over 70% of exports are medium-
low tech and low tech products over the years, with low tech products increasing its 
share of exports since 2013. The exports of high tech products has remained low at 5% 
over the years.  

Most of the export growth is attributed to the increase of existing products to existing 
markets but the region has also been successful in diversifying its product mix  in 
existing markets. 93% of the export growth is explained by increase of existing products 
to existing markets but there has also been a fall and extinction in the exports of existing 
products that caused a 19% decrease in exports. As a result, existing products explained 
a net effect of 74% increase in the regionôs export growth. The region is also successful in 
product diversification in existing markets, which accounts 17.5% of the export growth. 
Finally, 8.6% of the export growth is coming from exporting new products to existing 
markets. The firms in the region have above than average survival rates in the export 
markets compared to all firms  in Turkey . Firms in the region are more likely to remain 
exporting are those that are exporting resource intensive products and exporting to the 
EU and MENA region. The exporters of resource intensive products show better survival 
performance than exporters of low skill, and high skill technology intensive products, 
but not the  medium-skill and technology-intensive products. 

Firm size and age is a good predictor of export status: older and larger firms are more 
likely to have the resources and experience to export internationally and regionally. This 
relationship between export status and age is evident for international and regional 
exporters in the region, where older firms are more likely to export, but less evident for 
firm size. While older firms are more likely to export in TR10, small firms make up a 
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larger proport ion of the exporters. The share of exporters and sellers to other regions 
increase with the age of the firms: firms that are older than 6 years old export more, 
internationally and regionally. As the firms grow older, they may have established close 
international or interregional links over time.  

Finally, goods that are intended for export are cleared through customs in 4.6 days on 
average in Istanbul which is very similar to the country average of 4.5 days. Imports take 
little longer to go through a similar proce ss, 8.4 days on average in Istanbul as opposed 
to 6.8 days in Turkey. 
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2. Regional Overview 
2.1 General Description and Socio-economic Structure 

TR10 sub-region consists of the largest province of Turkey, Istanbul (TR100). Located in 
Northern Marmara on a surface area of 5.343 km2, Istanbul is divided into 39 districts 
and 40 municipalities including the Metropolitan Municipality. As of 201 5, the sub-
region had a total population of 14.66 million (approximately 20% of Turkeyôs 
population ) divided evenly between males and females (50.2% and 49.8% respectively), 
with an average household size of 3.5. 

 

Istanbul tops Turkey on measures of socio-economic development. Istanbul ranks 1st of 
26 sub-regions in the 2011 Socio-Economic Development Index (SEGE) measured by 
the Ministry of Development. Gross Value Added (GVA) per capita was TL 23,247 ($ 
13,865) in 2011.The regionôs population is educated: Istanbul hosts more than 3 million 
students from primary school to universities. Out of these 3 million students, 663 
thousand study in higher education programs of 53 universities.  (IDA, 2015). 
Additionally, Ista nbul attracts high levels of immigration (2.2 million people migrated to 
Istanbul in 2011) and more than 75% of migrants are aged 15 to 64. Labor force 
participation rate is 52.7% with 46.4% and 11.9% employment and unemployment rate 
respectively. Poverty rates are 10.5% and 17% when benchmarked to 50% and 60% of 
median income respectively.  

Province Number  Province  SEGE 2011 Rank  SEGE 2011 Index  

TR100 Ķstanbul 1 4.5154 

The region is the largest economy, and biggest exporter of Turkey. Istanbulôs economy is 
dominated by a wide range of service industries. The key economic sectors in TR10 are 

Figure 1 Geographical position of TR10 sub-region  

Figure 2 SEGE 2011 ranking for cities in the sub-region  
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logistics, real estate, high value services, finance & insurance and tourism & culture. 
Jewels (20.6%), Iron and Steel (9.5%), Textiles and Accessories (9.1%) capture the 
biggest share of exports. 

In terms of competitiveness, Ķstanbul ranks the 1st among 81 provinces in the 
Competitiveness Index compiled by the Centre for Economics and Foreign Policy 
Studies (EDAM) in 2014. Istanbul ranks the 1st in Market Size, Macroeconomic 
Environment, Financial Deepness and Physical Infrastructure sub -indexes. Istanbulôs 
worst rank is in Social Capital sub-index (18th).  

While this report focuses on the formal economy, trends in the informal sector are 
worth noting. 1 Over the 2006 to 2013 period, overall informality (measured in terms of 
labor force) fell from 32.3% to 16.5%.  Non-agricultural informality fell from 32.2% to 
16.2%. In the agricultural sector, informality has further increased from 50 to 74%, but, 
given the dominance of industry and service sectors for that region, the increase in the 
informal activities in the agricultural sector has had an almost negligible effect on 
overall informalit y (TurkStat ). 

2.2 Incentive and Fixed Investment 

The schemes and rates of the current investment incentive system, which came into 
force by the Council of Ministers Decree dated June 15, 2012 and numbered 2012/3305, 
vary depending on the location, scale, importance and subject of the investment project. 
According to the system, investors benefit from the measures totally or partially under 
four main incentive schemes (general, regional, large scale and strategic investments) 
and nine incentive instruments (VAT exemption, customs duty exemption, tax 
deduction, social security premium support -employeeôs share and employerôs share, 
interest support, land allocation and income tax withholding support). While the 
previous investment incentive regime set the locational incentives on the basis of NUTS-
2 regions, the new regime shifted to the province-based system (NUTS-3). Accordingly, 
81 provinces were ranked and categorized under six regions according to their socio-
economic development levels.  

  

Istanbul is the province of TR10 region, and is part of the 1st region in the new 
classification, respectively. 

In the period between 2009 and 2015, 3,283 investment incentive certificates were 
issued for TR10 region. While 3.106 of them were issued for domestic companies and 
the remaining 177 were issued for foreign capital companies. In spite of global turmoil, 
in 2010, the number of investment incentive certificates increased by 24% and the 
amount of projected fixed investment almost quadrupled when compared to the 
previous year.  

                                                 

1 The Turkish Statistical Institute (T¦ĶK) and the Ministry of Labor and Social Security report the size of 
the informal labor force by both region and sectors over the years, based on household surveys. The 
Entrepreneur Information System provides additional details about t he distribution of labor force and 
sectors within each region as well as the level of employment per enterprise. Combining these sources of 
information allows to assess the size of the informal economy. 
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Figure 3 In vestment incentive certificates in TR 10 

 

Source: Ministry of Economy, provisional data 

 

Similar to the other regionsô statistics, 95% of the total number of investment incentive 
certificates were issued for the companies with domestic capital during 2009-2015 
period.  

Although the number of certificates issued for the investment projects of t he companies 
with foreign capital companies was in line with country average in TR10 region, their 
projected fixed investments were higher. Their share in total projected amount of fixed 
investment was around 30% (TL 31.4 billion) and in 2015, the projected fixed 
investment amount of companies with foreign capital even surpassed that of domestic 
companies by TL 12.5 billion. 
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Figure 4 Projected fixed investment amount in TR 10 

 

Source: Ministry of Economy, provisional data 

  

Total amount of projected fixed investment in TR10 region was around TL 106 billion of 
which TL 74.6 billion by companies with domestic capital and the remaining by 
companies with foreign capital.  

2.3 Regional Development Strategic Priorities  

While it is one of the most competitive region in Turkey, Istanbul seeks to enhance its 
global competitive power. The key economic sectors in TR10 are logistics, real estate, 
high value services, finance & insurance and tourism & culture. Foreign trade volumes 
in the logistics sector have been increasing, reaching 208 billion dollars in 2013. In the 
real estate market Istanbul has been the leading center of attraction: in 2014, 225 
thousand houses sold in Istanbul, outscoring the second ranked city, Ankara, at 132 
thousand (IDA, 2 015). High value services in Istanbul include consultancy, legal and 
administrative services and advertising. These services offer great potential for the 
development and competitiveness of the region. The finance and insurance sector has 
also been among the priority sectors as the city aims to become a regional and global 
financial center. With this aim, the Istanbul Financial Center Initiative was established 
to promote Istanbul as a financial center and provide support services for foreign 
projects. The Istanbul Stock Exchange (Borsa Istanbul) has been the heart of the 
countryôs financial market. Tourism and culture has also been among the top priority 
sectors in the region. From 2002 to 2012, the number of tourists visiting Ist anbul grew 
at a 12 % average annual growth rate.2 

                                                 
2
 Provincial Directorate of Culture and Tourism, 2013  
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Istanbul Development Agency (IDA) prepares the regionôs Regional Development Plan.3  
The first plan was prepared for the 2010 - 2013 period. It aimed at sustainable regional 
development as well as efficient and effective use of resources (IDA, 2010).  

The Regional Development Plan for 2014-2023 proposes guidelines for a sustainable 
regional development.4  It provides a framework for the development and enhancement 
of i) the economy, ii) society and iii) the environment (IDA, 2014). The development 
axes and supporting strategic priorities are described in Annex 1.

                                                 
3
 In 2006, the Law No 5449 legislated the establishment, duties and authorities of Development Agencies 

under the coordination of State Planning Organization in 26 NUTS -2 regions. The main purposes of the 
RDAs were defined as improving collaboration between the public and private sectors, local 
administrations, universities and civil society organizations; ensuring the proper and efficient use of 
resources; accelerating regional development in line with the national development plans by mobilizing 
local potentials; ensuring sustainability; and mitigating inter/intra -regional disparities. In accordance 
with the law, Istanbul Development Agency (IDA) was established in 2008, and became active with the 
recruitment of staff in 2009.  

4 All regional development p lans for the 2014-2023 period were harmonized to define the regional 
development strategy consistent with Turkey 2023 vision.  
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3. Challenges and Opportunities in the Business Environment  

A key ingredient of any assessment of the private sector is updated representative data 
collected directly from the main economic agents of this sector: enterprises. For the 
purpose of this assessment the Regional Enterprise Survey (R-ES) was developed to 
directly collect data from private enterprises. The R-ES combines financial information 
from enterprises with their own assessment of the constraints they face as well as their 
experience navigating the business environment.  The data was collected with the 
purpose of this assessment and therefore it included firms of all sizes, including micro 
firms, and firms in all sectors of activity excluding agriculture and mining and 
quarrying. An additional source of information on the private sector of Turkey is 
administrative data which is more extensive regarding financial data. It la cks, however, 
information on the business environment and it tends to be older and is only available 
for firms larger than 10 employees. Given the greater richness on financial information, 
this administrative data is used in the third section of this repo rt to get more accurate 
indicators of firm performance.  

This second section relies exclusively on the R-ES data collected by the World Bank 
Group as a key source of information on the regional differences of the business 
environment in Turkey. Face-to-face interviews were conducted between August 2015 
and June 2016 with 6,006 top managers and business owners in the manufacturing and 
service sectors across all regions in Turkey. The R-ES provides a rich source of 
information about firms and the environment i n which they operate, identifying the 
constraints they face and the opportunities for promoting sustained private sector 
growth and job creation. Topics include infrastructure, access to finance, workforce 
composition, corruption, crime, business -government relationship, and competition 5. 
The R-ES follows the Enterprise Survey (ES) global methodology of the World Bank. 
Data are representative of Turkeyôs non-agricultural, non -extractive, formal private 
sector and are fully comparable across NUTS2 regions and with other ES data allowing 
benchmarking of indicators. Annex 3 shows the characteristics of the firms surveyed in 
Turkey, along with details of the standard ES methodology.  

3.1 Physical and Communications Infrastructure 

A well-developed physical and communications infrastructure, including  electricity, gas, 
alternative sources of energy, water, and internet is central to competitiveness and the 
growth of an economy. Quality infrastructure efficiently connects firms to markets for 
inputs, products, and technologies. It reduces the cost of production and enhances the 
competitiveness of firms in domestic and international markets. The R -ES captures the 
experiences of businesses with the existing infrastructure for energy, water supply, and 
telecommunications in addition to information on the de velopment of institutions that 
provide and maintain these public services. 

                                                 
5
 This section of the report focuses only on a subset of topics that are covered by the R-ES. Additional indicators are 

presented in Annex 4, which also includes a break down by firmsô size along with regional and country averages.  
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Efficiency in the operation of private businesses requires a reliable supply of electricity. 
Inadequate electricity provision can increase costs, disrupt production, and reduce 
prof itability. Figure 5 shows the extent to which firms face failures in electricity 
provision and their effect on sales. Failures in electricity provision  are measured by the 
number and duration of power outages in a typical month, while the cost of poor 
electricity provision is measured by the percentage of sales lost by firms experiencing 
power outages. On average, firms in Istanbul experience the same frequency of power 
outages as the country average, 1.0 times in a typical month as opposed to 0.9 for 
Turkey. Moreover, when power outages occur, they tend to be the same duration in 
Istanbul as the Turkey average (middle panel of Figure 5). Despite similar frequency and 
duration, firms in Istanbul report slightly higher losses in term of sales due to electricity 
outages than the average for the entire country.  

Figure 5: Reliability of electricity provision and related losses   

To have a sense of how private firms might compensate for the poor provision of 
electricity, the R-ES asked business owners and managers whether or not they own or 
share generators and the extent to which they rely on electricity from generators. Figure 
6 reports their responses.      
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Figure 6: Use of generators as a source of electricity  

The use of generators as a source of electricity is not common in Turkey: on average 
fewer than 1 out of 10 firms in the manufacturing or services sectors own or share a 
generator. When they own or share a generator, firms derive on average a quarter of 
their electricity from it. Results for Istanbul varies by sector. Manufacturing firms in 
Istanbul are slightly more likely to own or share generators than an average 
manufacturing firm in the entire country (11.3 percent vs. 8.2 percent). They also rely on 
generators for their electricity somew hat more than an average manufacturing firm  in 
Turkey. In the service sector, a similar percentage of firms own generators in Istanbul 
and in the whole country but services firms in Istanbul derive a higher proportion of 
electricity from generators as compared to the average for the whole country. 

The energy production and distribution 
landscape is seeing transformation as 
sources such as natural gas, solar, and 
wind power complement, replace and 
displace other power sources and 
change the way energy distribution is 
managed. The R-ES investigates the use 
of these energy options, by asking firms 
whether or not they have submitted an 
application to obtain a natural gas 
connection over the last two years; and 
whether or not they own or share a solar 
array or other alternative sources of 
energy.  

As Figure 7 illustrates, 3 percent of 

Figure 7: Natural gas and the use of alternative sources of 
energy 
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firms in Turkey have attempted to obtain a natural gas connection in the past two years, 
while only 1 percent of firms in Istanbul did. At the same time, firms in Istanbul are not 
investing in alternative sources of energy with greater enthusiasm than the rest of the 
country. In particular, very few firms in Istanbul reported owning or sharing a solar 
array or other alternative source of energy as compared to the already small 1 percent 
share for Turkey as a whole.  

For many manufacturing industries, water is also 
an important input in the production process as 
interruptions in water provision can have harmful 
effects on firmsô operations.  Figure 8 reports the 
average number of water insufficiencies 
experienced by manufacturing firms in a typical 
month in Istanbul and in the whole country. The 
reliability of water supply seems not to be a 
significant problem in Turkey where the majority 
of firms rep ort 0 episodes of insufficient water 
supply in a typical month. Overall the average 
number of insufficiencies in Turkey is well under 
one outage per month. Firms in Istanbul are in 
line with the whole country as they experience on 
average the same infrequent issues with 

insufficient water supply as in the whole of the country.  

The availability of quality institutions capable of providing swift access to infrastructure 
for private enterprises is key for the development of a prosperous private sector. Delays 
in obtaining access to vital infrastructure impose additional costs on firms and may act 
as barriers to entry and investment. Figure 9 displays the speed of infrastructure 
services provision by quantifying the number of days that it takes to obtain an electricity 
and water connection.  

Institutions that govern 
access to electricity in 
Istanbul are slightly slower 
than those in Turkey to grant 
that access to private firms 
upon application. Enterprises 
in Istanbul have to wait on 
average 3.4 days to connect 
to electricity grid while an 
average firm in Turkey  waits 
2.6 days. Connection to water 
pipes takes the same time in 

Istanbul as in the whole country (2.9 days).  

Access to digital technology, in general, and the internet specifically, has opened up vast 
opportunities for businesses. However, not every firm in Turkey has tapped into its full 
potential. Figure 10 shows the percentage of firms that have internet connections, that 

Figure 8: Reliab ility of water supply  

  
* only for manufacturing firms   

Figure 9: Days to obtain electrical or water connection   
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own their own websites, and that use on-li ne sales platforms. Only around 66 percent of 
firms in Istanbul have access to internet, which is slightly above the country average. 
Private firms in Istanbul are also similar to average firms in the entire country in terms 
of the rate of owning websites, with only 30 percent doing so. When it comes to the use 
of more advanced services provided by the Internet, such as online sales platform, the 
percentage of enterprises that seize the opportunities presented by internet is 
considerably lower. Only 6 percent of firms in Turkey and 4 percent of firms in Istanbul 
use online sales platforms. As the right panel of Figure 10 illustrates, as expected owning 
a website in Istanbul increases with firmsô size.  

Figure 10: Access to internet, web presence and use of online 
sales platform  

Similar to energy or transport, the internet has become an essential part of a countryôs 
infrastructure and a factor of production in almost any activity in a modern economy. 
The internet enables firms to participate in global trade, thus leading to more inclusion; 
it makes existing capital more productive, thus raising efficiency; and by stim ulating 
competition, it encourages innovation. Providing reliable internet service is therefore a 
key element to boosting firmsô productivity and growth. Reliability of digital 
infrastructure is measured by the R-ES as the percentage of firms that experienced 
internet outages from the internet provider and the frequency as well as duration of 
those outages. 

Figure 11 displays these measures for Istanbul and Turkey. While firms in Istanbul 
experience internet outages with an average frequency similar to that of Turkey as a 
whole ð 4 times in a typical month (middle panel) ðthese outages affect fewer firms in 
Istanbul. Only 9 percent of the businesses in Istanbul experience outages, while 16 
percent do so in Turkey. In addition, outages last far half as long in Istanbul averaging at 
1.3 hours as compared to the average of 2.6 hours for Turkey.  
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Figure 11: Reliability of internet    

3.2 Access to Finance  

Well-developed financial markets provide payment services, mobilize deposits, and 
facilitate funding for the purchase of fixed assets (e.g. buildings, land, machinery, and 
equipment) as well as working capital. They also contribute to firmsô decisions to invest 
in creating new facilities. Efficient financial markets reduce the reliance on internal 
funds or informal sources, such as moneylenders as well as family and friends, by 
connecting firms that are creditworthy to a broad range of lenders and investors. 

Figure 12 shows two indicators on the use of financial services by private firms: the 
percentage of firms with a checking or savings account and the percentage of firms with 
a bank loan from both private and public banks. The former indicator measures the use 
of deposit mobilization services which may help firms to manage their liquidity and 
payments. The second indicator measures the use of credit services. Availability of credit 
permits funding projects that otherwise would be constrained by each firmôs limited 
pool of funds. As the left panel of Figure 12 demonstrates in Istanbul 90 percent of firms 
have checking or savings account, much higher than the average for Turkey (62 
percent). In terms of having loans from banks however Istanbul performs similar the 
country average with 25 percent of firms having a loan.  The breakdown of use of bank 
accounts and loans by manufacturing vs. services firms (the right panel of Figure 12) 
shows that while manufacturing firms in Istanbul slightly outperform services firms in 
terms of having bank accounts, services firms are more likely to have bank loans. In 
particular, 94 percent of manufacturing firms in Istanbul hold checking or savings 
account, while only 88 percent of services firms do. In contrast, 19 percent of 
manufacturing vs 29 percent of services firms have bank loans. Similar pattern are 
observed in Turkey as a whole.  
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Figure 12: Use of financial services  

The R-ES provides indicators on the sources of firm financing and on the characteristics 
of their financial transactions. Figure 13 compares the various sources used to finance 
investments (purchases of fixed assets, the left panel) and working capital (the right 
panel). Investments and working capital can be financed by internal sources, banks, 
supplier credit, or other sources, including non -bank financial institutions or personal 
networks. Excessive reliance on internal funds may indicate potentially inefficient 
financia l intermediation.  

As Figure 13 illustrates, private firms in Turkey heavily rely on their own sources to 
finance either working capital or investment.  Firms in Istanbul are very similar to an 
average firm in Turkey. More precisely, on average 90 percent of finances for working 
capital and 83 percent of finances for investment come from internal sources in 
Istanbul, as compared to 86 percent and 73 percent in Turkey as a whole, respectively 
for working capital and investment.  

Figure 13: Sources of financing of investment and working capital  
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In addition to collecting information on how firms finance their investments and 
working capital, the R-ES asked top managers and business owners several detailed 
questions regarding their credit needs, their applications for loans, and the outcomes of 
these applications. Using this information, a composite indicator can be constructed 
that measures the degree of credit constraint experienced by firms. In particular, firms 
can be categorized as follows: fully credit-constrained (FCC), partially credit -
constrained (PCC), and not credit-constrained firms (NCC) (see Kuntchev, Ramalho, 
Rodr²guez-Meza, and Yang, 2013 for further details and analysis). Figure 14 reports 
results for Istanbul and Turkey. The Annex presents the results disaggregated by size.  

FCC firms are those that find it challenging to obtain credit. More precisely, they have 
no source of external financing and typically fall into one of two c ategories: firms that 
applied for a loan and were rejected; or firms that did not apply for a loan because terms 
and conditions were unfavorable. Unfavorable terms and conditions include complex 
application procedures, unfavorable interest rates, high coll ateral requirements, 
insufficient loan amounts and maturities, and a firmôs perception that the loan would 
not be approved.   

PCC firms also have challenges in obtaining credit but are successful, to some extent, in 
raising external financing. Partially co nstrained firms include firms that have both 
external finance and have applied for a loan that was either partially approved or 
rejected; and firms that have external finance but did not apply for a loan from a 
financial institution due to unfavorable term s and conditions.  

NCC firm are those that did not have difficulties accessing credit or do not need credit. 
Three types of firms fall into this category: firms that have sufficient capital and did not 
need any form of external finance; firms that applied for a loan and whose application 
was approved in full; and firms that obtained sufficient capital from other external 
sources and therefore did not need to apply for a loan.  

As Figure 14 illustrates, almost 22 percent of firms in Istanbul are identified to be fully 
credit constrained, almost 4 percentage points more than the average for Turkey. 
Istanbul slightly trails the Turkey average for credit unco nstrained firms, with 68 
percent firms so categorized in Istanbul as opposed to 72 percent in Turkey. Firms in 
Istanbul appear to have some success in accessing credit, but do not appear to benefit 
from obvious financing advantages of operating in the largest city in Turkey.  
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Figure 14: Credit constraints   

 

Apart from helping understand the extent of 
frictions that firms encounter in the process of 
finding access to finance, the R-ES investigates 
the level of firmsô investments in creating new 
physical facilities. Figure 15 illustrates that on 
average 5 percent of firms in Turkey reported 
creating new physical facility over the last two 
years. Istanbul experienced similar rates of 
such activities; 6 percent of firms in this region 
has reported creation of a new facility over this 
time frame.  

3.3 Business-Government Relations 

Good economic governance in areas such as 
regulations, business licensing, and taxation is 
a fundamental pillar of a favorable business environment. Registered firms pay taxes 
and are supposed to comply with regulations. Permits and licenses are usually required 
for businesses to operate, to build a new facility, and to import directly, among other 
activities. Ideally, these regulations and permits safeguard the general publicôs interest 
while remaining transparent and imposing minimal burden on the private sector.  

The R-ES provides quantitative measures of regulations such as business licensing and 
taxation. Figure 16 illustrates the ñtime taxò imposed by regulations, which is measured 
as the percentage of time spent by senior management dealing with regulatory 
compliance. The left panel of Figure 16 shows that managers of firms in Istanbul spend 
on average around 3 percent of their time for the purposes of fulfilling government 
regulations which is much lower than the average for Turkey.  

Figure 15: Firms creating new physical facility  
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Figure 16: Time spent on dealing with requirements of government regulations   

Figure 16 also shows the breakdown of time tax by firm sizes. In Istanbul senior 
management of micro, small and medium firms spend on average much less time than 
their counterparts around the country t o ensure their compliance with government 
regulations. In contrast, the managers of large firms spend the same amount of time on 
compliance as large firms in the rest of Turkey. Istanbul outperforms the average for 
Turkey in making regulations easier to comply with, particularly for smaller firms. 
Complying with regulations can be costly for businesses. Excessive or inefficient 
regulations can discourage private sector activity and foreign direct investment.  

Figure 17 focuses on the 
efficiency of business licensing 
and permit services. The 
indicators measure the time 
required to obtain an import 
license, a construction permit, 
and an operating license. Delays 
in obtaining licenses can be 
costly to entrepreneurs as they 
add uncertainty and additional 
costs to much needed business 
operations. As Figure 17 shows 
institutions in Istanbul provide 
services to enterprises seeking 
permits at a somewhat slower 
pace than the average for 
Turkey. For instance, an import license takes on average 13 days to process in Istanbul, 
while the process takes around 8 days on average in Turkey.  

Interactions between businesses and government carry the potential for corruption as 
government officials are in a position to selectively deny businesses essential services for 
their operation. Corruption creates an unfavorable busine ss environment by 

Figure 17: Number of da ys to obtain permits     
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undermining operational efficiency and raising the costs and risks associated with 
running a private firm. Inefficient regulations constrain firmsô operations as they 
present opportunities for soliciting bribes, where firms are required t o make informal 
payments to public officials to get things done. In many economies bribes are common 
and quite high and they add to the bureaucratic costs in obtaining required permits and 
licenses.  

The standard ES captures several individual transactions where bribes may be solicited 
and uses them to build two composite indexes of corruption, bribery incidence and 
bribery depth. The R-ES covers a broader set of transactions and builds expanded 
versions of the two composite indexes. The expanded bribery incidence, in the left panel 
of Figure 18, reflects the percentage of firms reporting at least one bribe or informal 
payment request across twelve different transactions. These include, for instance, 
processes of obtaining a construction permit or import license, securing a government 
contract, or while meeting with tax officials. 6 These types of transactions are common 
instances where opportunities for br ibery occur. The expanded bribery depth (right 
panel in Figure 18) measures the percentage of transactions where firms reported the 
request of a gift or informal payment. Consequently, expanded bribery depth gives a 
sense of how widespread corruption is while expanded bribery incidence of how 
prevalent it is. Indicators disaggregated by size are presented in the tables of the Annex. 
Both expanded bribery incidence and expanded bribery depth indexes show a low and 
comparable level in Istanbul as related to the country average. Bribe requests were 
reported by an average of 1.1 percent of firms in Istanbul (2.4 percent in the whole 
country) and for an average of 1.0 percent of transaction (1.6 percent average for 
Turkey).  

Figure 18: Expanded bribery incidence and depth   

                                                 

6
 The following transactions are included in the index: obtaining construction, import, or operating licenses or 

permits; obtaining work permits for foreign employees; obtaining connections for natural gas, electricity, or water; 

clearing goods through customs during export or imports; applying to lease land or buildings from the government; 

during meeting with or inspections by government officials; in the process of securing a government contract. 
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Corruption seems to be particularly 
pervasive in some types of transactions. 
Figure 19 shows the share of firms that 
reported an expectation to give gifts or 
informal payments during specific 
transactions: in the process of 
obtaining construction permits, during 
securing the government contract, and 
during meetings with tax officials. 
While bribery is almost never reported 
in the process of obtaining construction 
permits, and in meetings with tax 
officials in Istanbul, the average for 
Turkey is higher, 2 percent, and 15 
percent, respectively. A higher 
percentage of firms, both in Istanbul 
and in the whole country, reports 
bribes in obtaining government 

contracts (25 percent and 36 percent, respectively). 

 

3.4 Crime and Informality  

Firms can become the target of theft, robbery, vandalism, or arson. Protecting 
themselves against crime imposes costs as firms are forced to divert resources from 
productive uses to cover security costs. Moreover, both foreign and domestic investors 
perceive crime as an indication of social instability, an element that decreases a localityôs 
attractiveness for business. All these factors make incidence of crime an important 
determinant of the business environment. The R-ES examines the presence and cost of 
crime by asking firms about their costs of security (if any) and losses due to crime (if 
any), both measured as a percentage of annual sales.  

As illustrated on Figure 20, firms in Istanbul are slightly less likely to be paying for 
security than is the average for Turkey, with 11 percent of businesses incuring this cost 
in Istanbul as opposed to 13 percent in Turkey. Firms that do pay for security pay on 
average the same in Istanbul as in Turkey in general, with both around 3 percent of 
sales. Despite the prevalence of security measures in Istanbul, like the rest of Turkey, 
many businesses experience losses due to theft and vandalism ï 6 percent of firms in 
Istanbul compared to 5 percent in Turkey. Additionally, these incidents of theft and 
vandalism in Istanbul appear to be of the same scale as in the rest of the country as the 
firms that did experience crime report losses of about 5.5 percent in both Istanbul and 
Turkey as a whole.  

Figure 19: Share of firms reporting corruption in specific 
transactions    
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Figure 20: Security costs and firmsô losses due to crime  

When firms are formally registered, they are required to abide by rules and regulations, 
which are commonly set by governments. Paying taxes is usually the most tangible 
consequence of becoming part of the formal private sector. Some firms try to avoid such 
consequences by not registering their business and thereby remaining in the informal 
sector. A large informal sector may represent a challenge to competing formal firms as 
informal firms are able to engage in practices that can give them an unfair advantage 
over formal firms.  

To understand the effects of the informal sector on the business environment the R-ES 
examines whether or not firms experience competition from unregistered or informal 
businesses, and if so, what are the practices of informal competitors that owners and 
managers consider most damaging to the normal operations of their firms. As Figure 21 
shows, 57 percent of firms face informal competition in Istanbul, considerably higher 
than reported in Turkey as a whole. Of the firms that experience these effects, the 
overwhelming majority (84 percent) in Istanbul and 65 percent in Turkey identify tax 
avoidance by their informal competitors as  the most damaging practice (right panel). 
Fewer than 10 percent of the firms in Istanbul that experience informal competition are 
most damaged by hiring of informal labor by informal firms, while 5 percent report 
fraudulent product certifications as being  the most damaging practice.  

Figure 21: Damaging practices of informal competitors    
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3.5 Labor Market  

The R-ES collects information about firmsô workforce, such as the number of permanent 
full -time employees, the number of temporary employees, the distribution of employees 
by gender, and the managerôs experience working in the sector. The R-ES also identifies 
the gender of the firmôs owner or top manager. In addition, the R-ES allows 
measurement of the labor productivity and collects information on labor market 
dynamics including the number of vacancies, the means that firms use to fill them, along 
with det ails of their successes in doing so.  

Figure 22 illustrates the contribution to employment by firms of different sizes, ages, 
and sectors. In Istanbul, large firms, the ones employing one hundred or more workers, 
are responsible for the largest share of employment (31 percent). Medium and small 
firms contribute to 21 percent and 30 percent of total employment, respectively, while 
micro firms employing le ss than 5 workers generate a 19 percent of employment. In 
terms of the age, contribution to employment declines by age. Young firms, those that 
have been in operation for less than 10 years, and firms in operation between 10 and 30 
years are contributing 40 percent and 48 percent of total employment, respectively. 
While firms in operation for more than 30 years generate 13 percent of employment. 
Manufacturing firms are by far the biggest employers in Istanbul, absorbing 58 percent 
of employment.  

Figure 22: Share of employment by size, age, and sector    

Labor productivity growth, the annual rate of growth of real sales per worker, is a very 
important measure of firm performance as it is used as a proxy for how efficiently a firm  
uses its labor inputs. The R-ES enables tracking the annual growth of labor productivity 
over the course of the last two years of firmsô operations (Figure 23).7 Firms in Istanbul 

                                                 
7
 Note that this measure of productivity differs from the measures presented in next section of this report. While next 

section investigates total factor productivity (TFP) and value added per worker, R-ES looks into the revenue per 

worker and its dynamics. Furthermore, as already mentioned, R-ES enables measurement of labor productivity and 
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experienced on average 4 percent growth in labor productivity, less than half the 
country average. Importantly, micro firms, those employing from 0 to 4 workers, have 
experienced the largest labor productivity growth, 7 percent in Istanbul, but only about 
half the country average of 13 percent for micro firms. Small firms experienced 
essentially zero productivity growth while medium and large firms actually experienced 
negative productivity growth in Istanbul.  

Figure 23: Annual labor productivity growth   

The composition of the workforce, in terms of permanent vs. temporary and in terms of 
gender is also an interesting element to consider. Figure 24 reports the prevalence of 
temporary work, along with the gender composition of both permanent and temporary 
workers. While the use of temporary or seasonal contracts enables businesses to quickly 
adjust to a dynamic business environment, it entails challenges in terms of job security 
for employees, depending on the employment protection laws and regulations. 
Differences in employment protection between temporary and permanent employees 
can create a dual labor market, where permanent employees enjoy high levels of job 
security and better career prospects, while temporary employees are largely 
marginalized.  

As Figure 24 demonstrates, on average, 6 percent of firms in both Turkey and Istanbul 
hire temporary or seasonal workers. Women account for 14 percent of temporary or 
seasonal workers in both Istanbul and Turkey as well. Female participation in the 
private sector workforce is moderate in most of Turkey among permanent workers. On 
the other hand, Istanbul shows that 50 percent of permanent full -time workers are 
female compared to 36 percent in Turkey as a whole. Women employees are more 
common in firms with a female top manager than in firms run by a male  top manager 
but, male managed firms in Istanbul drive the 50 percent figure shown above (Figure 
25). In particular, firms managed by a male top manager have on average 48 percent of 
permanent full -time employees that are female in Istanbul, with the corresponding 
average for Turkey being 33 percent. In contrast, firms with a female manager have on 

                                                                                                                                                             
its growth for micro firms, those employing 4 or less workers, which as Figure 22 demonstrates is a substantial 

source of employment, both in Istanbul and Turkey in general. 



 

26 

 

6% 6% 

0%

5%

10%

15%

20%

25%

30%

Firms with seasonal workers

TR10 Turkey

50% 

14% 

36% 

14% 

0%

10%

20%

30%

40%

50%

60%

Females among permanent

workers

Females among seasonal

workers

average 64 percent of permanent full-time workers that are female in Istanbul, with 
Turkey as a whole averaging at 64 percent. 

Figure 24: Gender composition of workers, and seasonality of employment  

Creating the conditions to unlock womenôs skills and expand their opportunities in the 
private sector is desirable for boosting shared prosperity and for promoting womenôs 
economic empowerment. Besides female participation in the workforce, the R-ES 
provides two additional measures of female participation in the private sector: the 
percentage of firms run by a female top manager and the percentage of firms with 
female ownership. In Istanbul 8 percent of firms are managed by a female top manager 
as compared to 10 percent in Turkey (Figure 25). Gender inequality is similarly 
noticeable in the share of firms owned by females. Only 12 percent of firms in Turkey 
have majority female ownership while the number in Istanbul is even lower at 10 
percent. The smallest firms, those with less than 5 employees, have the highest rate of 
female ownership, but even in this more favorable group only 13 percent of firms have 
majority female ownership. The services sector is usually considered as more friendly to 
women in terms of their employment as well as participation in management and 
ownership, but only marginally so in Istanbul: 8 percent of manufacturing and 11 
percent of services firms have majority female ownership.  
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Figure 25: Gender of the manager and workforce and female ownership  

An important determinant of the efficiency of the labor market is the availability of 
vacancies and the ease of filling them. Providing government services for the purposes 
of facilitating  the process of matching between businesses and individuals via public 
employment agencies has a potential of increasing competitiveness of the entire 
economy. The R-ES asks firms whether they had vacancies in the last two years, whether 
they used public employment services (PES) to fill those vacancies, and whether their 
efforts were successful. Figure 26 presents this information.  

As the left panel in Figure 26 illustrates, 28 percent of private enterprises in Istanbul 
had vacancies in the two years prior to the survey, a slightly higher percentage 
compared to the average for the whole country (21 percent). About 10 percent of them 
used PES to fill those vacancies, with a success rate of almost four to one. Overall in 
Turkey a bigger percentage of firms use the public employment services ï around 20 
percent, and more successfully (almost one to one).   

 

Figure 26: Job vacancies and the use of PES to fill them   
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To investigate the source of labor market frictions, the R-ES inquiries about the 
problems that firms experienced in the process of hiring two different types of workers: 
(i) managers or senior-level professionals; and (ii) non-production technicians, 
associate professionals, and sales workers. As Figure 27 shows, firms in Istanbul reflect 
similar struggles to other firms in Turkey when filling vacancies for either manager or 
non-managerial positions8. Seventeen percent of the firms in Istanbul that tried to hire a 
manager or other senior-level professional receive very few or no applications vs. an 
average of 30 percent of firms in Turkey. Attracting applicants to lower level vacancies 
seems somewhat more difficult: 42 percent of firms in Ista nbul compared to an average 
of 37 percent of firms in Turkey receive too few or no applicants for these positions.  

In Istanbul, requests for higher than affordable wages is the most frequently 
experienced problem in the process of hiring managers or senior level professionals: 59 
percent of Istanbul firms undergoing this process faced applicants that demanded 
untenable wages. Applicants without the required skills was also cited as a problem 
when hiring managers and professionals in Istanbul. The request for higher than 
affordable wages is reported as the most frequent problem when hiring people for non-
managerial positions (53 percent of firms in Istanbul and 49 percent on average in 
Turkey). With a lower percentage of firms being dissatisfied by the applicantsô skills (30 
percent in Istanbul and 39 percent in Turkey).   

While it is unsurprising that better working conditions and higher pay improve the 
chances of finding highly qualified and motivated professionals at any level, Figure 27 
suggests that firms in Istanbul exhibit a rather stark mismatch between the demands of 
job applicants and the resources of employers: 76 percent of firms trying to hire a 
senior-level professional were turned down by desirable applicants for the reasons of 
low pay or less than desirable working conditions. Similarly for non -senior level 
position, 66 percent of firms in Istanbul were asked for more wages or better working 
conditions than they could afford.  

                                                 
8
 The analysis of the problems that firms experienced in the process of hiring managers or senior-level professionals 

and non-production technicians, associate professionals, and sales workers is based on a limited number of 

observations, based on having firms tried to hire workers in those categories. Nonetheless, results are presented as 

they may provide useful insights about skills mismatch. However, results need to be interpreted with some caution. 
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Figure 27: Problems in hiring for managerial and non -managerial positions   

 

3.6 CƛǊƳǎΩ tŜǊŎŜǇǘƛƻƴ ƻŦ ǘƘŜ .ǳǎƛƴŜǎǎ 9ƴǾƛǊƻƴƳŜƴǘ  

Most indicators in the R -ES are derived from survey questions that ask businesses for 
their actual experiences in dealing with the business environment. For example, ñHow 
many days did it take to get a permit?ò or ñHow many hours did the power outage last?ò 
The R-ES also includes a small number of survey questions asking business owners or 
top managers for their subjective opinions regarding the importance of various business 
environment elements.  

For deeper understanding of business perceptions, the R-ES asks respondents to choose 
the specific element of the business environment that is the biggest obstacle to their 
operations. The business owners or top managers are asked to select the most important 
item from a list of 15 business environment obstacles. Figure 28 shows the frequency at 
which the various items are indicated as the top obstacle to the operations of businesses. 
For illustrative purposes, only the 10 most frequently chosen obstacles are presented.  

As Figure 28 demonstrates, the most cited biggest obstacle to operation for firms in 
Istanbul and for an average firm in Turkey is tax rates: 30 percent of firms in Istanbul 
and 32 percent in Turkey report tax rates as being the biggest obstacle to their 
operation. Access to finance is the second most frequently cited biggest obstacles in 
Istanbul, reported as the most binding obstacle to operation by 25 percent of firms as 
compared to a lower 19 percent in Turkey. The third most cited obstacle in Istanbul is 
informal competition (16 percent of firms). Firms in Istanbul report obstacles in rough ly 
the same order and magnitude as firms in Turkey as a whole.  
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Services Manufacturing  

 Figure 28: Top ten business environment constraints  

 

Figure 29 shows the top three obstacles by manufacturing and services firms separately. 
As firms from different sectors perform different operations, they may experience the 
business environment differ ently.  

As Figure 29 shows, tax 
rates are cited to be the 
most important 
obstacle most 
frequently by 
manufacturing firms 
while services cite tax 
rates less frequently. 
Access to finance is the 
most frequent obstacle 
cited by services firm 
and is cited roughly 
twice as often by 
services firms 
compared to 

manufacturing firms (16 percent vs 31 percent). Both services and manufacturing firms 
cite informal competition as the top obstacle they face with similar frequenc y. 

Figure 30 displays the top three obstacles by firms of various sizes, namely, micro (with 
1-4 employees), small (5-19 employees), medium (20-99 employees), and large (100+ 
employees). In many economies, the perceptions of managers of large firms are very 
different from the perceptions of managers of smaller firms. This may be related to the 
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35% 

17% 16% 

0%

5%

10%

15%

20%

25%

30%

35%

40%

Tax rates Informal

competitors

Access to

finance

31% 

28% 

15% 

0%

5%

10%

15%

20%

25%

30%

35%

Access to

finance

Tax rates Informal

competitors



 

31 

 

Small (5-19 employees) Micro  (1-4 employees) 

Medium (20-99 employees) Large (100+ employees) 

capacity to navigate business environment obstacles: larger firms may have more 
options when facing obstacles but at the same time they may be more visible and more 
exposed to failures of the business environment.  

Tax rates were chosen 
as their top obstacle by 
more micro firms (32 
percent), small firms 
(29 percent) and 
medium firms (25 
percent) than any other 
obstacle. Tax rates are 
a distant second-place 
obstacle for large firms 
who cite tax rates 16 
percent of the time 
while indicating that an 
inadequately educated 
workforce is the top 
obstacle they face 40 
percent of the time. 
Access to finance is 
frequently  cited among 
the top obstacles facing 
everyone but the 
largest firms. 

Some obstacles do 
repeat in the rankings 
of obstacles across the 

sizes of firms. In particular, informal competitors are frequently named as problematic 
by micro and small firms.   

 

 

Figure 30: Top three business environment constraints by size  
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4. Productivity and Competitiveness 
This and the following sections draw on data from the 2006 -2014 Entrepreneurship 
Information System (EIS). This database is compiled and administered by the Ministry 
of Science, Industry, and Technology. The EIS enables a systematic analysis of the 
regional economy at the sector and firm-level. This database also allows a static as well 
as a dynamic perspective on the main economic drivers. The dataset includes 
information for most segments of the economy. However, it omits information on the 
banking sector, as well as on firms that either make purchases for less than 160,000 TL 
or have annual sales below 220,000 TL.9  

4.1 Market Concentration 

Competition motivates firms to improve what they do. Those that do improve grow 
growth and contribute to the economic development of the country and its regions.  A 
good investment climate encourages firms to invest by removing unjustified costs, risks 
and barriers to competition.  Because of the pressure to respond to competition firms 
innovate and improve their productivity, ensuring that the benefits of productivity 
improvements are shared with work ers and consumers. Firms prefer to face less 
competition, not more. But barriers to competition that benefit some firms deny 
opportunities and raise costs for other firms and for consumers. They can also dull the 
incentives for protected firms to innovate and increase their productivity. High costs 
and risks can act as barriers to entry. Governments also influence barriers more directly 
through their regulation of market entry and exit and their response to ant icompetitive 
behavior by firms.  

The degree of market concentration offers insights on how much competition exists in 
the regional economy. Ceteris paribus, higher levels of market concentration suggest 
that firms may be able to exert market power. When a firm is allowed to exert its market 
power, it can thwart competition  and impede development through an inefficient 
allocation of resources. Because of the importance of competition to the growth and 
development of a region, several complementary measures of concentration are taken 
into account to shed light on this issue (Annex 5).  

At first glance, a few large firms with high turnover appear to play a significant role in 
the local economy. Throughout the whole period of analysis, the median turnover is 
eight to seven times lower than the average level. Yet, firms with high turnover do not 
dominate the market, as suggested by the low levels of Herfindahl-Hirschman Index 
(HHI). This is well below 0.15 during the entire period analyzed, 2006 -2014. Markets 
tend to be classified as (i) un-concentrated if the Herfindahl -Hirschman Index (HHI) is 
below 0.15, (ii) moderately concentrated if HHI is between 0.15 and 0.25 and (iii) highly 
concentrated if HHI is above 0.25.  
In historical perspective, the importance of large firms with high turnover has almost 
steadily increased since 2006. The global crisis left its mark on the economy, affecting 
mostly sales rather than employment. The distribution of firmsô earnings changed in 

                                                 
9 Besides, firms without at least one employee registered to the Social Security Information are also 
excluded from the analysis, as they lack employment information.   
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2009, as firms with higher turnover acquired larger market shares. Conversely, the 
distrib ution of employment was mostly not unchanged. 

Using sector-level firm -size distribution as an approximation of competition, certain 
sectors stand out as particularly prominent. For example,  very large firms appear to play 
a substantial role the market for financial and insurance services. The sector shows the 
highest average turnover (21.5 million TL). It is characterized by limited variability in 
the composition of its  firms, suggesting that several firms tend to be big earners. 
Management of consulting activities has the second highest average turnover (at a far 
distant from the top, 9.48 million TL), but smaller firms seem able to secure their niche 
markets. Manufacturing of wearing apparel has the highest average employment level 
(more than 20 people per firm). The sector shows substantial variation in its 
composition, with small firms able to coexist next to large ones. This heterogeneity in 
the employment composition within each industry is shared by all the top 5 sectors in 
the region.  

A graphic representation of the firm -size distribution provides a synthesis of the degree 
of competition that likely exists at the sector level. This representation also provides a 
look at the relationship between above average turnover in a given industry and whether 
there are a few or a number of highly productive firms. Figure 31 plots a measure of 
dispersion (skewness) against a measure of centrality (average) for each region-industry 
group.10 The red lines correspond to the axes. The left panel of Figure 31 displays 
turnover, while the ri ght panel represents employment. In either case, the dots shows 
the lack of a common pattern across sectors. With respect to turnover, the differences in 
firmsô distribution are particularly stark in the case of mining support services and 

                                                 

10 As the sectorial distribution of turnover and employment do not tend to be symmetric, it is preferable to 
refer to the skewness rather than standard deviation for a proxy of dispersion. For an industry -neutral 
interpretation of the results, the values are transformed relative to the mean value of the corresponding 

indicator for each industry across all Turkey regions. 

Figure 31 Degree of competition in a given sector  

  

Source: Entrepreneur Information System  
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manufacturing of  beverages. Most of the firms operating in the former sector tend to 
generate high turnover. Conversely, only few strong performer are present in the latter. 
Regarding employment, the insurance and financial services industries tend to be large 
employers, while manufacturing of wood is mostly populated by small firms and few 
selected large ones.  

4.2 Emerging and High Performance Sectors 

Next, documenting the presence of high performing firms complements findings about 
the local market structure and competition , and provides indications about new and 
emerging economic dynamism. Using the OECD definition for gazelles, high performers 
are defined as young, high-growth firms. Gazelles are firms up to five years old with 
average annualized growth in turnover greater than 20% per annum, over a three-year 
period.  

Young, high-growth firms can be notable contributors to employment. According to a 
recent survey of nearly 50,000 firms in 104 countries, SMEs provide as much as two-
thirds of all employment, with small firms  contributing more to employment in low -
income countries than high -income countries. Cross-country research also suggests that 
small and young SMEs are the net job creators in many countries. Recent research 
(Haltiwanger 2010; Zarutskie 2013) finds that st artups account for a significant portion 
of job and productivity growth and younger firms disproportionately hire young 
employees. These findings suggest that policymakers should be promoting start-ups and 
fast growing young firms (gazelles) to achieve strong employment outcomes 

To sustain job growth, productivity growth for SMEs will be important. Research shows 
that growth and productivity among SMEs varies widely from country to country. While 
over a life cycle of 40 years, an average firm in the U.S. grows by 7 times its initial size, it 
grows only 2 times its initial size in India. Such a difference in growth and productivity 
translates into missed opportunities in increasing the GDP per capita in countries where 
SMEs face growth constraints. Both business environment (the regulatory environment 
that governs the cost of doing business) and firm-specific factors (entrepreneurship, 
skills, access to credit and markets) tend to affect the life-cycle growth profiles of firms 
in different countries.  

The issue of how young, growing firms contribute to economic development is 
particularly important for Turkey as it exhibits the highest start-up ratio among 16 
OECD countries.11 This is good given that start-ups are net job creators and particularly 
so in Turkey with respect to comparator countries. Furthermore, should start -ups 
survive and manage to grow their contribution to overall growth increases. However, 
start-ups in Turkey exhibit below average survival rates and post entry growth rates 
which points  to a missed opportunity.  

 

 

                                                 

11 Austria, Belgium, Brazil, Costa Rica, Denmark, Finland, Hungary, Italy, Luxembourg, The  

Netherlands, Norway, New Zealand, Portugal, Spain, Sweden and Turkey 
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In this sub-region, 
gazelles are most 
likely to be present in 
sectors like extraction 
of oil and gas, public 
administration and 

defense, 
manufacturing of 
tobacco products 
(Figure 32). They are 
also present, but to a 
lesser extent, in 

computer 
programming and 
related consultancy as 
well as in social work 
activities without 

accommodation.  
Conversely, high 
performers are least 

likely to be in wholesale and retail trade as well as construction. Industries that provide 
sizeable contribution to the regionôs turnover and employment are not likely to 
encourage the development of champions. 

Figure 32 Top 5 most and least likely sectors with gazelles 

 

Source: Entrepreneur Information System  

Figure 33 Share of gazelles in regionôs total turnover and total employment 
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A historical 
perspective of 

aggregate data suggests a sizeable contribution from gazelles to the local economy. Since 
2009 gazelles have contributed at most to 10.4% of total turnover (2014) and 11.2% of 
total employment (2011). Over the years, their share in total employment has remained 
constant, while their share in total turnover has mildly increased. To put things in 
perspective, the relevance of gazelles in sub-region TR10 is far stronger than that of the 
gazelles in the median region in Turkey . 

4.3 Regional Productivity 

Productivity is one of the main drivers of long -term economic growth. The ability to 
improve local standards of living over time depends almost entirely on raising the level 
of output per worker (Krugman, 1994). A wide array of measures is available to capture 
the multiple dimensions of productivity. Annex 6 provides a detailed analytical 
description of the various instruments used. Irrespective of the indicators used, a good 
understanding of past and current productivity trends provides insights on the 
efficiency of the local economy and the ability of local firms to compete.  

Value added per 
worker offers a basic 
but effective summary 
of the degree of labor 
productivity across all 
sectors in the 
economy. The 
situation in TR10 did 
not improve over 
time, hovering 
between 12,934 and 
14,796 TL per worker. 
The evidence on gross 
output per worker 
yields similar results.  
For a more complete 
picture of regional 
productivity, total 
factor productivity 
(TFP) or aggregate 

productivity, takes into account not only labor but also capital inputs. However, it is 
important to acknowledge that the measure is applicable only to the manufacturing 
sector. TFP rises steadily over the period of analysis suggesting that service sectors are 
more likely responsible for the lack of productivity improvements.  

4.4 Productivity and Dynamics 

A more disaggregated and dynamic analysis of productivity provides additional insights 
on how firms reallocate resources, improve efficiency, enter and exit the market. 

Source: Entrepreneur Information System  

Figure 34 Regional averages of selected productivity measures 

 

Source: Entrepreneur Information System  
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Understanding how productivity across firms drives the reallocation of output, workers 
and capital from worse to better performing firms is key to shedding light on the 
implications for aggregate, regional productivity growth.  

Against this backdrop and drawing on the methodology originally suggested by Foster, 
Haltiwanger and Krizan (2001), firm -level data is decomposed into the following four 
components of productivity growth: (i) productivity gains that stem from changes within 
existing firms (the ñwithinò effect) where firms become better at what they do, (ii) gains 
in aggregate productivity that stem from higher relative growth of firms with higher 
productivity -levels (the ñbetweenò effect), (iii) gains in aggregate productivity that stem  
from the reallocation of resources across existing firms, when high-productivity -growth  
firms gain market share (the ñcovarianceò effect) and take it away from lower 
performing firms whether the market is growing or not, and (iv) firm turnover, when t he 
entry of new, more-productive firms and the obsolete firms exit (the ñnet entryò effect).12 

Results for TR10 
show that limited 
average aggregate 

productivity 
improvements over 
time is mainly 
explained by a 
positive ñcovariateò 
component. This 
suggests that firms 
with above regional 
average productivity 
growth have gained 
more weight in the 
economy. Over the 
period considered, it 
is more frequently 
observed that net 
entrants lower 

aggregate 
productivity, 

suggesting that 
either less productive firms enter the market or more productive enterprises cease their 
operations. Annex 8 provides a more complete, technical discussion of how these 
measures of productivity dynamics were compiled.  

                                                 

12 Interested readers may refer to Annex 7 for additional technical details. 

Figure 35 Aggregate productivity (TFP) growth decomposition  

 

Source: Entrepreneur Information System  

Figure 36 Top and bottom 3 sectors in terms of the allocative efficiency of value 
added per worker  
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What these dynamics 
show are the 
underlying sources of 
productivity growth.  
In a healthy economy, 
firms are continuously 
looking for ways to 
reduce costs.  In this 
quest, some succeed 
and some do not. 
When a firm succeeds, 
a healthy economy 
will a llow that firm to 
grow and draw 
resources away from 
those firms that did 
not succeed in being 
more productive.  The 
movement of the 

factors of production and market share to successful firms and away from less successful 
ones is often referred to allocative efficiency of an economy or sector. Therefore, 
allocative efficiency is an important benchmark in the functioning of an economy or 
sector. Because of this importance, the following analysis compares allocative efficiency 
across sectors in the region.  

Air transport shows the highest allocative efficiency, appearing as the sector with the 
most efficient allocation of resources. On the other side of the spectrum, resources do 
not appear efficiently allocated in remediation activities and other waste management 
services. 

 

Source: Entrepreneur Information System 
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BOX 1. EMPLOYMENT: F EATURES FROM THE ENT REPRENEUR 

INFORMATION SYSTEM  

Wholesale and retail trade, manufacturing of apparel, construction of buildings, and food services are the top five 

sectors for employment. Financial and insurance services show the highest value added and gross output per 

worker, almost twice as high as the regional average. This sector has also the highest unit labor cost, and the 

second highest average wage per worker. This suggests that supplying financial and insurance products requires 

qualified productive staff able to command high wages.  

Sectors may differ not 

only in terms of their 

contribution to 

employment creation but 

also with respect to the 

degree of competitiveness 

of their respective labor 

markets. Figure 37 helps 

to shed light on the latter. 

It plots a measure of labor 

productivity (value added 

per worker) against wage, 

taking into account the 

level of employment in 

each sector. Scatters dots 

tend to be closer to the 45Á 

(green) line indicating that 

sectors lean towards being 

competitive. Notable 

exceptions are air 

transport where workers 

command a salary above 

their average value added, 

and financial or 

telecommunication 

services where the 

opposite happens.  

Further analysis is needed 

to assess whether 

employment is moving 

towards less or more productive sectors. To this end, labor productivity growth is decomposed in two main 

factors: (i) the contribution to productivity growth from within-sector productivity increase and (ii) the 

contribution from structural change, i.e. the reallocation of labor from low to high productivity sectors (Annex 9)  

Figure 37 Correlation between wage and value added (2014)  

 
Source: Entrepreneur Information System 

Note: bubble size proportional to employment, monetary values are in TL. 

Figure 38 Sources of labor productivity growth 



 

40 

 

Figure 38 shows different 

sources of labor 

productivity change for 

each year. Value added 

per worker declined from 

2006 to 2014, even though 

it recovered from the 

deepest fall in 2009 and 

2011. Throughout the 

period under exam, the 

structural change 

component in the regionôs 

economy is negligible in 

size, while the within 

component has played a 

more substantial role. This 

implies that labor 

productivity growth 

episodes where driven 

mostly by labor 

reallocation from low to 

high productivity firms within the same sector. 

 
Source: Entrepreneur Information System 
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