























Moreover, we might say that some firms are bounded (and embedded into) to several global
value chains providing further opportunities for linking other local enterprises that are in any
kind of economic relation with them. Such firms (in theory, they are focal firms) simply adopt
themselves (and those connected with them in supply chains) to new levels of learning and
innovation to achieve the goal of industrial development. As a well known economic and
theoretical fact, such industrial learning is a long and strenuous process that in this ongoing
process, the GVC offers spontaneous technological and economic structures to link local

firms to global networks.

Nevertheless, if we aim to show that the GVC theory is ample to explain industrial
development and innovation in developing countries in the context of increased
globalization and transnational inter-firm linkages, one must give focus on the regional
structures as with the processes of technological capability development and innovation on
the firm-level and with the other contextual factors enhancing on the evolution of this
process. The studies on technological capabilities (TCs) in developing countries perspectives
(see Lall 2001; Pietrobelli, 1998) may also lead to clear understanding for the integration of
the GVC literature and for building up an empirical framework to explain local industrial
developments in developing countries. Drawing upon the evolutionary approach of Nelson &
Winter (1982), the TC literature claims that technological change is the result of purposeful
investments undertaken by firms, and therefore transfer and diffusion of knowledge and

technology are effective only in so far as they also include elements of capability building.

Moreover, GVC literature can fully exploit the theories of innovation and knowledge in a
developing context by explaining the different levels of networking and the degrees of
knowledge transfer that affect the GVC governance structure, and the speed of learning on
the role of local linkages in generating competitive advantages in export industries. Hence, in
terms of the micro-level processes of knowledge transfer, learning and networking, we will
issue a number of facts that need to be addressed in this effort. For example, in order to
elaborate the theory of GVC, one of the most important facts is what occurs at the firm level,

on the mechanisms of learning, networking and innovation, as proposed by the GVC
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approach by drawing attention to some regional development strategies focused on some

key features of knowledge transfer.

In the following sections of this study, we will deal with the issue of new forms of
international organization of more complex production processes arisen from the
development of new knowledge-intensive local networks that certainly have brought us
about a criticism to the concept of GVC as part of a complementary way of knowledge
generation that are highly associated with theoretical economic changes and development

in the local and global economy.

Within this context, we will integrate the concept of production networks from a
methodological and theoretical perspective that is simply based on two dimensions. These

dimensions are:

1. The local and global supplier — buyer linkages among agents in a regional network
theory perspective,
2. Knowledge transfer and learning including organizational and institutional

perspectives in a knowledge theory perspective.

11l- REGIONAL NETWORKS: THE LOCAL LINKAGES AMONG AGENTS

Innovative firms are linked to the outside world by various kinds of connections, in
particular, international linkages with customers and suppliers, as a key requirement for
successful development of innovations (Doloreux and Parto, 2005). Commonly, networks
provide firms a wide range of knowledge sources that not only generates inputs for firms but
also sustains their economic activity. Recent contributions by Bathelt et al. (2003), Malecki
and Oinas (2000), and Henry and Pitch (2004) among others, have pointed out the
importance of local interaction and global connections for understanding the competitive

advantages of innovative firms and regional clusters. (Doloreux and Parto 2005)



The concept of regional innovation systems (RIS) focuses on localized learning processes to
sustain the competitive advantage of regions. In an aim to develop such policy measures, the
RIS framework furnishes firms to develop certain capabilities as well as to improve their
business environment. From this standpoint, it should be said that it is crucial to support the
creation of interactions between different innovative actors such as between firms (supplier-
buyer relations) and universities or research institutes, or between small start-up firms and

larger (customer) firms (Doloreux and Parto 2005).

In industrial supplier-buyer relationships, buyers and suppliers together create core
competencies in different industrial functioning states. It is also denotable that these
competencies may also sustain continuous learning and differing levels of production
efficiency. When these competence powers were combined in a network of firms, the
networking advantage subsidizes firms to access to critical resources that enable the

creation of superior value even in the international marketplace.

To further explain the empirical analysis of network formation and capabilities that influence
performance, we propose that an important dimension on which firms differ is the extent of
inter-firm (production network) specialization. The performance of a firm is directly related
to which the firm and its suppliers make collaborative investments at all. In particular, we
argue that firms may develop some certain competitive advantages when they try to
participate in a production network characterized by a high degree of inter-firm

specialization.

Regarding a brief outlook of historical background of economics and the formation of the
production networks in Turkey, we can say that the Turkish national policies related to
industrial development locations are stimulating the formation of agglomerations of similar-
sector firms. Due to basic networking concerns, SMEs in the manufacturing sector are
encouraged to locate in the appropriately planned “small industrial estates" (KSS) and
"organized industry zones" (OSB). These places are planned and managed according to
different regulations and incentive methods to encourage appropriate firms to locate and

operate in these areas. The basic aim in developing this type of formation in regions is to
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provide firms with an effective business environment that contributes their competitiveness

and eliminates the drawbacks related to infrastructure, bureaucracy etc.

As these locations are the places of agglomeration of firms, they form an environment that
the clusters are likely to emerge (or exist) in by market-induced mechanisms such related to
Marshallian aspects of the study (Ozcan, 1995). Therefore, SMEs in Turkish Economy is
attributed great importance and various technological and financial instruments developed
for the provision of support (Eraydin and Armath, 2005). Since 1996, which was announced
as SMEs year in Turkey, the situation of SMEs in Turkey has been handled by great attention.
The importance of SMEs in addressing the triple challenge of more growth, greater
competitiveness, and more jobs has been brought into ever-sharper focus over the past few
years (Kuruiiziim, 1998). Also, the necessity of effective integration of the Turkish SMEs to
international economic area also stresses the importance of SME support policies and the
need for an effective GVC approach to increase the competitiveness of the Turkish SMEs to
compete globally. Unfortunately, one can say while various public policy instruments are
employed to support Turkish SMEs, still, the desired levels of competitiveness has yet not

achieved (Kuruiizum, 1998) (?).

Moreover, Eraydin and Armath (2005) depicts that the industrial agglomerations, which are
denoted as “Turkish production networks” in this thesis, are formed to be an outcome of the
economic and spatial transformation that has been taking place in Turkey since the
beginning of 1980s. In fact, according to the authors, the 1980s became the turning point of
economic policies in Turkey, from protectionist attitudes which dominated Turkish economic
policy prior to this period to increasing reliance on market forces. While the new program
greatly freed up foreign trade and exchange, in 1984 major structural changes further
liberalized trade by dismantling foreign exchange controls and quotas on imports, and by
revising tariffs. The liberalization initiative has continued by export promotion policies, by
the depreciation of exchange rates and direct subsidies. The efforts of economic

transformation are further supported by several private, semi-public and public institutions.

? See the next section to find details on the Turkish competitiveness levels using Global Competititve Index
(GCI)
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Regionally, the economic transformations, the new competitive environment and the loss of
protectionist policies also enforced the spatial transformation in Turkey. While the areas
with relatively developed manufacturing capacities became the cores of export activities,
hence, the regions with a weak manufacturing basis had obvious difficulties in becoming

linked to the newly-organizing international production networks.

In this respect, a pioneering attempt to identify and analyze industry clusters in Turkey is
done in the context of "Competitive Advantage of Turkey" (CAT) project, in association and
consultancy with the Centre for Middle East Competitive Strategy (Akglingor, 2003). This
project aimed at analyzing the regional concentrations of industries at the mega-level cluster
and network analysis applications. The attempts focused on identifying national cluster
templates by examining buyer-seller relationships across industries through input-output
based analysis. By referring this project, the complementary study by Akgiingor (2003) was
to interpret the on-going project results aiming to investigate further regional
concentrations of cluster templates and to identify high-point industries within the identified
regional clusters. Moreover, in the study, classification of the clusters according to their
potential for decline or growth in each of the geographical regions of Turkey is provided.
While these initial studies provide valuable policy information for the regional development
efforts, as Akglngor (2003) herself notes, the research should be expanded in order to
explore the clusters at the micro level and further explore formal and informal ties across

the industries and institutions.

What is striking during this spatial economic transformation is the increasing importance of
some industrial agglomerations that are located far from the earlier manufacturing cores, in
terms of production and exports. Obviously, these new industrial agglomerations are located

in the different parts of Turkey (see Figure 1) and at the different stages of evolution.
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Figure 1: Selected examples of highly concentrated industries in Turkey.

Source: 0z (2004)

The areas designated in Figure 1 (and more studies) have been prepared especially on the
areas of Denizli (Eraydin 1998, 2002a, Erendil 1998, Ozel¢i, 2002, Armatli-Kéroglu and
Beyhan 2003, Oz, 2004), Bursa (Reyhan 1990, Eraydin 1992, 1995, Ersoy 1993, Saracaoglu
1993) and recently on Ankara (Tekeli 1994, Dede 1999, Erdil and Goksidan, 2006). As an
another focus in this manner, although the clusters experienced in Eraydin and Armatl’s
(2005) work do not represent by the authors as idealized industrial districts (or networks);
parallel to authors’ determinations; the basic characteristics of each production region and
network clearly shows us that each formation have different features, and furthermore, will
help us to discuss further how productions networks can be supported under different
structural aspects of business relations that are strictly important in the formation of

networking patterns of relations for a firm located in these areas (see Table 2).
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Table 2: Structural characteristics of selected clusters in Turkey: Denizli, Bursa and Ankara

Factors/ Conditions
The type of the
manufacturing
cluster

Area of
specialization

The main character
of the cluster

Main observed
benefit

Technical
dynamic Social
capital

Denizli
Industrial district

Textiles, especially
towels and bathrobes

Traditional

Small artisanal, and
highly specialized
family owned firms
located in close
proximity

Co-operation in
production and
marketing for
international
markets

Complementarities

Collaborative action,
trust and reciprocity
Strong social
networks

Bursa
Innovative
manufacturing
cluster

Textiles for home
furnishing

Traditional/Modern
Small Artisanal, and
highly specialized
firms as well as large
multinational
companies co-
operating with these
small enterprises
Collective
competition in
specialized fields

Specialization
increasing shares of
export in engineering
industries,
Adaptation and
product
development for
international
markets

Source: Eraydin and Armatli (2005)

Ankara
High-tech industrial
cluster

Machinery,
electronics, the
defence industry and
software
Modern/High-tech
High-tech firms of
different size

Weak collaborative
environment Market
relations with state
institutions

Adaptation of new
technologies for
national market

Access to qualified
labor

Our view is that such network formation among firms and their suppliers involve more
complex issues. In this study, we may argue that the Turkish subcontracting supplier — buyer

relationships can be portrayed to have three main characteristics.

First, some of the networked relationships are long-term and duration is determined by the
product-life cycles. Each time a new product is designed and manufactured, the large firm
makes a call for the best offer from suppliers. At that stage, suppliers are put into

competition. However, the firm generally continues subcontracting relationships with the
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same suppliers from a product to another, so that the firms can not solely be affected
because of costly and timely renegotiations. Such duration of relationships allows deriving

some of the benefits of vertical integration.

Second, some of the Turkish networked relationships are institutionalized and hierarchical.
Such hierarchy of subcontractors is defined according to the type of product bought by the
large firm. In this case, the subcontractors are autonomously chosen on the basis of quality.
We must also mention that the design can also be jointly designated by the supplier and the
firm itself. In the latter case, the supplier only executes orders from the firms according to its

production definitions, and is highly dependent on the large firm.

Third, the Turkish networked relationships are contractual and characterized by specific
procedures. The generic process (favoring innovation at all) is such that a contractual
supplier is agreed, right before the new product is still in the development phase (with no
specification of quantities to be delivered, nor the prices, etc.) providing flexibility and

adaptation capability to possible changes in the specification of products at any time.

Therefore, the relationship between the networked firm and its suppliers can be
characterized by the coexistence of cooperation and competition. Here, competition among
rivals and other actors in the network prevails in the suppliers' selection phase, but also after
the contract has been signed. Hence, we can say that the performance of suppliers in terms
of quality and costs are indeed assessed and compared with other suppliers in the network.
If the supplier does not perform well, orders are reduced and, in the last resort, the supplier
is supposed to be changed. However, the firm has also interest in cooperating with the
supplier to avoid switching and associated costs (time to learn the specification of the
product and production, time required to set up trust, etc.) which is a very typical case in the
Turkish manufacturing industry. Furthermore, over time, suppliers are expected to share
sensitive strategic data on a timely basis. This is the point where trust is needed. When
suppliers and customers share information about their R&D expenditures, it encourages the

supplier to invest in a customer’s future needs. In Turkey, such contractual mechanisms does

15



rarely work but this is especially critical when suppliers need to contribute on new processes

and share tacit knowledge to make an investment in a new technology.

Consequently, manufacturers in Turkey seek suppliers who can help them to sustain their
own product design capability and managerial skills, in order to continuously collaborate
with, helping to resolve problems and exchanging continuously information in order to
improve the system. (Ulusoy, 2003). The know-how generated by such a relationship is,
according to Asanuma (1989), twofold. On the one hand, it is technical, regarding the

III

product and production system. On the other hand, it is “relational”, due to the incentives

and knowledge creation generated by simultaneous co-operation and competition.

However, the historical development of buyer—supplier relations may also be analyzed
better within the context of the national culture. Hofstede's (1984) measures showed
Turkish culture to be relatively high in power distance and collectivism. Schwartz's (1994)
measures similarly reflected a culture that emphasized tight links with the in-group and
hierarchical roles for maintaining societal order. Turkish organizations are distinguished by
centralized decision-making, highly personalized, strong leadership, and limited delegation
(Ronen, 1986). Turkish managers, likewise, are known for their autocratic and paternalistic

styles (Pasa et al., 2001).

Moreover, sometimes, buyers and suppliers may not sufficiently communicate with each
other about other significant sourcing and production variables as design, faster time to
market, quality, and innovation, which are all crucial to supply-based competitiveness. We
can say that the high degree of state involvement in business activity, be it in the form of
subsidized credits, input supply or output demand, has been detrimental to the Turkish

business environment.
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Table 3: Benefits of a Supply Network: Turkish case

Critical Element

Source of Advantage

Characteristics

Product Design and | Regional cooperation and | Design management are essential
Innovation collaborations between | for enterprises. Synchronously,
supplier and buyers is | enterprises must follow efficient
encouraged in order to | marketing and branding strategy
sustain competitive | through GVCs.
advantages and innovative
aspects; if there are fewer
suppliers, they must have
complementary capabilities
for buyers.
Manufacturing Scale Higher volumes of demand | Enterprises must encourage to
from global customers in a | use commercial capital in order
GVC perspective may enable | to be a part of transnational
manufacturers (and | companies’ supply chain
suppliers) to achieve the
optimal production scale.
Manufacturing Factor | It is convenient to exert | Enterprises must designate core
Costs strategies to dEVE|Op some competencies;and must enter
certain competitiye research and development (R&D)
advar]tages from industrial networks, Global Production
locations (for example, low-
cost producing countries in a Networks (GPN) to reduce costs.
GVCQ).
Design for | Earlier supplier selection | Non-durable consumer goods
Manufacturability increases the level of | play an essential role on

strategic knowledge transfer
in order to create designs
that are faster, easier, and
less costly to manufacture.

transfering knowledge among
GVC.

Lean Flow

Cooperation among a
supplier and a buyer may
simply reduce production
and logistics costs.

Local enterprises must network
among developed countries

Transaction Costs

Fewer transactions with
fewer suppliers and more
common terms of contracts
significantly reduce cost

Transnational corporations seek
for low cost producers and
suppliers
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Up till now, we have tried to argue how the emerging form of production organization does
exist within the Turkish industrial districts in terms of relations with buyers, suppliers and
other local and international producers. Moreover, we examined literally and theoretically
how these ties are encouraged in the process of upgrading of skills, technologies and
products. In order to address these determinations, Table 3 reviews the benefits of a supply

network for the Turkish manufacturing firms under the assumptions as discussed above.

To sum up, we have argued that the presence of raw material suppliers and input
manufacturers within the regional networks was cited to be a key locational advantage by
Turkish manufactures. Moreover, most of the large firms in these districts have also
reported to be relying upon local and global input suppliers. Among some of them, large
firms are vertically integrating the production; in contrast, we may claim that most of the
SMEs in the regional networks (or clusters) remained reliant on the local supplier and
subcontracting networks. Furthermore, in contrast to SMEs, subcontracting and the local
presence of input suppliers is examined in the case of specific literature on lower costs,
generate externalities as playing an important role in the process of diffusing knowledge
throughout the production network. On the other hand, buyers, particularly those
representing international retailers, have an important role in the Turkish industrial districts.
As they have acquired substantial technical expertise in the every related industry, this
provides them the flexibility to be experienced marketing intermediaries (even to become a

source for technical know-how in the production network).

Moreover, we have already denoted that some firms are bounded (and embedded into) to
several global value chains providing further opportunities for linking other local enterprises
that are in any kind of economic relation with them. Such firms are termed to be focal firms
acting as the leading firms in the local innovation network, generating new knowledge and
technologies, spinning out innovative companies, attracting researchers, investments and
research facilities, enhancing others firms R&D activities, stimulating demand for new
knowledge and creating and capturing externalities (Agrawal and Cockburn, 2002; Boari and
Lipparini, 1999; Lazerson and Lorenzoni, 1999; Saxenian, 1991). Parallel to the new stages of

learning and innovation to achieve the goal of industrial development, finally, we may well
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advance the hypothesis that the presence of focal firms in production network substantially
increases spillovers at the local level, by creating technologically-advanced new knowledge
and favoring the absorption and dissemination of external knowledge into the network
parallel to the theory that GVC offers spontaneous technological and economic structures to

link local firms to global networks.

IV- INTERNATIONAL PRODUCTION NETWORKS: TYPES OF KNOWLEDGE AND KNOWLEDGE
SPILLOVERS

Typically, the knowledge base of traditional industries is highly dependent upon local and
tacit forms of knowledge, whereas the knowledge base of firms in high-technology sectors is
more codified allowing firms to establish networks to access distant knowledge sources (Vale
and Calderia 2006). However, in the most of the prominent work done by economics
researchers, the divide local/tacit knowledge and non-local/codified knowledge has been
criticized (Gertler, 2003). There are still reports of poor transactions at the inter-company
level within networks, as well as examples of companies that do not rely only on local
sources to innovate; rather they will often consistently establish distant networks in order to

access new knowledge and combine it with local assets.

As a well known economic fact, firms dispose of capabilities to store and to develop
knowledge through their rules and routines as well as through specific documentation
procedures, as Nelson and Winter (1982) have shown. In recent approaches to the theory of
the firm, enterprises have been considered not only as repositories of knowledge, but also as

processors of knowledge (Amin and Cohendet 2000).

In the development of firms and regions, the significance of tacit knowledge and codified
knowledge has been extensively discussed. Occasionally, a simplified dualism is assumed
where tacit knowledge is considered to be in-replicable, providing regions and firms with a
continuous advantage of innovation and capability building, while codified knowledge is
considered to be clearly available because of its standardization, replicability and

codification properties. Consequently, this kind of knowledge is also assumed to create
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strong regional and global competitiveness powers. Meanwhile, however, more complex
typologies of knowledge transfer and organizational learning along the dimensions of tacit
versus codified (and individual versus collective) knowledge recently been developed (e.g.,

Amin and Cohendet, 1999; Gertler, 2003).

Furthermore, as one of the most important explanations of why innovative activity is
geographically concentrated is that knowledge is a crucial element of innovation (Simmie
2002). Here, knowledge, particularly tacit knowledge, spillovers from individual firms and
institutions to others in the same place. We may also argue that the successful knowledge
transfer happens along in a distance. It is therefore argued that spatial concentrations of

knowledge-rich firms and institutions benefit from knowledge spillovers.

We must also denote that the success of organizational learning depends on the firms’
absorptive capacity, which itself is determined by the firm’s prior related knowledge (see
Kim 1998). Here, the definition of knowledge refers to the recipient firms’ ability to
recognize the value of new knowledge or information, assimilate it, and apply it to
commercial ends. (Daghfous 2004). Above action was theoretically labeled as “absorptive
capacity” by Cohen and Levinthal (1990). In this regard, recent studies showed us that the
knowledge created within firms in an industrial district can be used by other economic
agents, because pieces of that knowledge can be codified and transferred among firms; thus
generating positive externalities and fostering innovative activities (*). Extending this body of
research with a greater attention to the specificities of knowledge flows and their impact at
the firm level (Malerba et al, 2003), knowledge spillovers have been defined as public good

bounded in space (Breschi and Lissoni, 2001).

According to this approach, most of the knowledge flowing is mainly “tacit”, context specific
and difficult to codify, and this is particularly true for innovative ideas. As a consequence, it
can be primarily transmitted through personal contacts and direct inter-firm relationships.
Following the “Marshalllian” concept of industrial districts, it is also argued that such

knowledge flows better among organizations located in the same area (Krugman, 1991).

® See Griliches (1979) for the basic theory
20



Therefore, networked firms have more innovative advantages and opportunities than a
scattered location (Breschi and Lissoni, 2000; Saxenian, 1994), and firms located in regions
characterized by knowledge-agglomeration processes have greater opportunity to access

this knowledge than their distant located competitors.

Consequently, while there were technical limitations that prevented the conventional
approaches from unveiling the underlying complex inter-firm relationships and knowledge
spillovers in detail, first, social network analysis offered a methodological breakthrough to

overcome such limitations (see Nakato 2004).

As a preliminary draft for as to understand the business structure of Turkey, we may depict
that Turkey achieved a lowered ranking of 58th in the business sophistication pillar of the
Global Competitiveness Index (GCl), particularly for the quality and quantity of networks and
supporting industries, below the EU average, and below the states of developing countries
like Estonia, the Czech Republic, and Slovenia in Table 4. According to us, this scheme
strongly suggests that while Turkey does have a large agricultural sector with rather low
productivity, both in relation to the agricultural sector of other recent EU entrants and in
relation to other sectors in the Turkish economy; having sophisticated industrial and service
sectors; we may not argue whether enterprises are operating at high levels of efficiency,
adopting advanced technologies, efficient production processes, nor exploiting economies of
scale with respect to their competitors elsewhere in Europe, compared to the new members
in central and Eastern Europe. In this respect, the larger the scale of exploitation is, in the
developing countries case, we can depict that the social structure among agents (individuals
and/or firms) must create the pre-conditions for innovation by building up relational

networks in the GVCs.

In this manner, we may also argue that Turkish SMEs' business activities are strongly
influenced by the social structure. Accordingly, the networks of relations among them have
certainly developed in the entangled chains of manufacturing processes in an organized and
complex web of geographically bound, subcontracting business networks. As when a

different variety of firms from different sectors were embedded in the Turkish regional
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manufacturing systems, firms develop new inter-organizational relationships for the
spillover of knowledge and technology in the industrial district they facilitate. Some of the
underlying structural and relational patterns may be sorted as Turkish manufacturing firms
are embedded in the regional business networks; trust and informal relations are so

important in the context of business relations.

From the current research, we can clearly define new range of options to make international
comparisons. In the Turkish case, we may depict that there is no common and unidirectional
development pattern which have been followed by the new different competitive challenges
posed by the globalization of markets and technology. As denoted in the previous part, by
the variety of visions on the notion of industrial districts (IDs) in the literature, we may also
depict the existence of some enterprise clusters and agglomerations that have been

recorded worldwide.

Continuously, an examination of the broad characteristics of the Turkish business
environment shows that small and medium-sized enterprises account for more than 90
percent of Turkish firms, but larger firms' contribution to value-added and exports are much
higher (Taymaz, 1997). Big corporations are relatively new phenomenon in Turkey: of the
405 TUSIAD member companies, only 22 were established before 1950 (Bugra, 1994). The
1950s were an important decade for many of the largest Turkish companies, reflecting the
government's shift to more liberal policies. Many of today's leading Turkish construction
firms, for example, were either established or made an important turn in their business

during that decade (Oz, 1999).

Moreover, family-dominated management of firms of all sizes is a common phenomenon in
Turkey as there is a lack of confidence in salaried managerial personnel Educating young
members of the family in top universities, integrating a professional manager into the family
via marriage, and strong relationships established over the years between family members
and professional managers, making the latter 'part of the family', appear to be common
ways of achieving a delicate balance between professionalization and family control (Bugra,

1994).
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According to Bugra (1994), all Turkish business tycoons have certain characteristics in
common, including family support in commercial activities at the start of their life-cycle, the
arbitrary choice of their initial area of activity, heavy engagement in unrelated diversification
as the business grows, and good business relations especially in state circles. Moreover, we
might denote that the high degree of state involvement in business activity (in the form of
subsidized credits input supply or output demand) has been detrimental to the Turkish
business environment. Furthermore, given the key role of government in the economy, we
may argue that good connections in governmental approaches have contributed significantly
to business success. The slow bureaucracy and unexpected changes in key policies, on the

other hand, have caused problems for Turkish business people
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Table 4: Global Competitiveness Index (GCl) — Innovation factors and Business Sophistication
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One another aspect is that the public funding from governmental bodies like TUBITAK (The
Scientific and Technological Research Council of Turkey) and DPT (State Planning
Organization) is to be effectively translated into marketable products and services. We may
also depict that the role of businesses is crucial to strengthen the technological and
innovation performance of establishments that will eventually tend to support knowledge
transfer from other networks of organizations. In theoretical conditions, knowledge transfer
requires the right economic environment to support and stimulate business to link with
suppliers, customers and the research base. These linkages will primarily be created and
financed by industry. But, we would like to mention that there is a key role for Turkish
Government to help managing the business markets in particular activities or regions, and
investing strategically in new strands of science and technology. In this regard, the private
sector must also overlap with university research. As equally, universities and the public
sector must assess the realistic opportunities for the commercial exploitation of their

research, and an understanding of the priorities and needs of the private sector.

V- SUMMARY

In this article, we have presented some clues for the developing countries based on GVC and
GCl index in such a reasoning that entering global value chains may not provide an automatic
move up the capability ladder. The process must start with a fast track recording in regional
networks to acquire new production capabilities. In the Turkish case, we may see relative
explanations for some enterprises to have their capabilities downgraded as a result of their
integration in global value chains. So, it makes sense for latecomers to use all the resources
they can acquire first from regional networks and on the following, from the developed
countries, in return for providing such services as low-cost manufacturing. But, one must not
forget that the services tradeoff can be exploited to the advantage of the developing

countries only if there is a strategic choice to use the links to gain knowledge to learn.

Moreover, innovation activities within global value chains may move along two dimensions
of leverage strategies: services expansion in regional networks and acquisition of

technological capabilities from developed countries.
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Hence, in this generic scheme, we can say that Turkey is favored by its large internal
markets, but also shows the benefits of the recent microeconomic reforms promoting
regional networks and global competition, simultaneously. As also demonstrated by the
variety of product specializations of SMEs in Turkey, we may also argue that the degree of
complexity of organizational and network systems and the scope - variety of inter-firm
Turkish organizations are continuously expanding, in relation to the globalization of
technology and the increasing internationalization and localization of economic activities;
but, not at the desired levels of inclusion to GVCs compared with the GCl business

sophistication statistics.

As the last of our discussions, we may depict that inserting an enterprise or local cluster into
a global value chain is an important step, nevertheless, the small enterprises or clusters does
not have to see its horizons limited. Enterprises must always seek ways of spreading its
involvement across two or more global value chains, as they have to expand its options and
capabilities, simultaneously. Only by this way, we argue that enterprises may leverage skills,

enhance capabilities and reduce the risk of being tied to a single global value chain.
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