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Abstract

The objective of this paper is to examine the relation between the government regulations, especially allocation of financial incentives and establishment and type of activities of SMEs (Small and Medium Size Enterprise). The first hypothesis is: “investment incentives yield clustering of industries in regions of Turkey”. The second hypothesis is: “investment incentives lead utilization of financial resources of every region, help to decrease the unequal distribution of income between the regions and contribute to the development of low-income regions”. Coordinated market economy hypothesis is verified according to the models and estimators demonstrated for the case of Turkey over the time period 1980-2006. We augment our results with a survey of the entrepreneurs in these firms about their perception about the role of governmental incentives and regulations. We conclude that the economic policy applications involving regulations (such as financial resource allocations) will improve the resource utilization in developing and undeveloped regions of Turkey.
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1. Introduction
Economists, for a long time, have been studying the factors that affect the formation of organizations and investigating cultural and institutional differences using new theoretical and methodological approaches. With this paper, we want to contribute to the literature with a macroeconomic analysis perspective and we are going to focus on the specific example of Turkey. We discuss the effects of the government’s development plans on the establishment of SMEs (Small or Medium Size Enterprises) using econometric and statistical techniques. We will focus on two different market settings for our analysis: the free market economy and the coordinated market economy*. Because in Turkey State of Planning Organization contributed to the establishment and proceeding of SME’s. In the recent years the structure of SME’s is formed according to free market economy arguments.

As Zysman (1983: 57) states, the traditional government intervention approach to the economy can be explained by timing of industrialization thesis. Transferring supporting funds for developing regions (such as foreign exchange allocation) to real economy depends on the efficiency of inter-regional capital mobility. Supporting funds given to private businesses change from region to region because there are differences on opportunity costs between regions. This difference in supporting funds creates an important effect on the expected return of the entrepreneurs. In this regard, firstly the entrepreneur who contributes to the real economy wants to benefit from the regional financing sources together with his/her limited capital. After that he/she may also want to benefit from governmental financial supports and use any other possible market financing incentives efficiently. Thus, the insufficiency of regional markets to create funds can be overcome and social welfare may be increased through such kind of a government intervention (Castles and Mitchell, 1992: 8-10). In the first phases of industrialization it has been observed that such financial incentives, such as foreign exchange allocation, were transferred to the real sector economy. So, governmental policies accelerating industrialization through financial incentives have become traditionally more favored (Vitols, 2001: 1-2).

Main focus of this paper is the effects of environmental factors and governmental regulations on the establishment of organizations. We approach to the topic adopting some basic hypothesis that explains the mutual relations between the institutional and environmental factors in the market and the establishment of organizations, their types and their geographical agglomeration. For our specific Turkey example, our purpose is to show the affects on medium-run economic policies represented in the governmental development plans of Turkey on the establishment and progress of SMEs. Moreover, we examine the application results of these economic policies which are intended from the start to be beneficial to SMEs. 

In this paper we adopt and test two basic hypotheses prevailing in the literature for our specific application to Turkey. The first hypothesis is: “Investment incentives cause regional agglomerations of industries in Turkey.” The second hypothesis is: “Investment incentives

a) lead to regional resources to be used in the region (though partially) 

b) help to decrease the inequality of income distribution between regions 

c) contribute to improvement of the investment climate in low-income regions as a result.”

To be able to analyze these two hypotheses, we benefit from intuitionalist’s view that emphasizes the importance of institutional structures on national development and international competition should be stated*. In addition, “organizational ecology”, “institutional theories” and “organizational economies” are the most important approaches that have been examined in the literature. For example: “Transaction Cost Economics” from Williamson (1975); “Institutional Theory” from Meyer and Rowan (1977); “Population Ecology” from Hannan and Freeman (1977); and “The External Control of Organizations- The Resource Dependence Perspective” from Pfeffer and Salancik (1978) are the most popular publications that discuss organizational models. 

Institutional theory is an approach that contains different concepts rather than a single theory. Together with institutional approaches which are valued by Meyer and Rowan’s (1977) studies, new approaches analyzing the reasons that make organizations act similarly are getting more important. “The New Institutionalism” proposed by Di Maggio and Powell (1991) try to explain how organizations become similar in their organizational structures, in their way of operating and even in their strategies because of the normative pressures originating from the legislation and the other institutions that make up the organizations’ environment. Also Di Maggio and Powell (1992) explain that there are two main factors that cause such kind of similarities between organizations. These are the competitive pressure and the institutional pressure. These influences force organizations to act similarly in time through regulative, normative and imitative mechanisms. Any external pressure (mostly originating from the government) that drives the organizations to act in a similar manner may be called a regulative factor. Obligation to have a waste treatment facility, obligation to fulfill clauses of the incentive certificates and obligation to obey economic regulations may be some examples of these regulative factors. According to Hinings and Slack (1994), the concept of isomorphism may be realized by small organizations when they have a tendency to adopt bigger and powerful organizations’ organizational structures as the best alternative. The uncertainty prevailing in the business environment is one of the reasons for that isomorphism. In markets with significant uncertainty due to political or economical instability, organizations try to adopt successful organizations’ models and try to operate similar to them. Furthermore, lack of choice among existing organizational structure options causes similarity. The businesses may be required to obtain a system certificate (HACCP, ISO, TQM) in order to sustain operations, to become a member of non-governmental organizations (businessmen’s association, official chambers) and to have general acceptance by the public. Such kind of system certificates yield to normative similarity among the organizations.

Ecological approach which is established in the mid-70s has some important different aspects than most of the other organizational approaches. Hannan and Freeman (1977) defines organizational ecology as “an approach related to organizations’ macro-sociology which is founded upon environmental and evolutional models of change in order to understand the forces that shape the organizational structure over time”. Organizational Ecology makes use of biological analogy and statistical analysis to understand the conditions under which organizations emerge, grow, and die. The definition of organizational theory ecology draws attention to three processes: emergence of organizations (as well as their types and processes), natural selection of the organizations and survival (permanence) of organizations. From an analytical point of view, organizational ecology can be analyzed in four components: individual, organization, population and community. Hannan and Freeman (1977) uses the term “population” to define organizations as a whole not the individual members. The organizational populations show similarity in some points. Hence, organizational ecology approach differs from other ecological models because it chooses population as the basic unit of analysis. Organizational ecology draws attention to the fact that organizational environment shapes the organization’s survival efforts instead of the decision processes of establishing and applying a strategy. Surviving organizations are the ones that respond to environments’ requests and therefore, they result in having similar organizational characteristics. 

The institutional and the environmental factors are two important motives that drive an entrepreneur’s behavior at a micro level. Similarly, Gartner (1985) points out that there are four important factors in establishing a new business: individual, organization, process and environment. Factors like entrepreneur’s experience, availability of risk capital, technical capability of labor, legal and administrative regulations, proximity to universities (industry-university collaboration), life standards, high vocational and industrial differences, availability of strong agricultural and industrial basis, attitudes and behaviors of regional community, easy transportation possibilities, availability of infrastructures and availability of land are effective in the development of organizations.

Evaluating the theoretical framework, we can assert that the industry clusters that concentrate on different economical regions requires reassignment of funding resources (government intervention) (Nelson, 1995: 175-180). In this context, we can explain the reassignment of funding by a governmental institution in a country (in Turkey State Planning Organization) for specific industries and priority regions in development by the intervention approach.

In this paper, we evaluate our results considering some policies that are found in the Five Year Development Plans of Turkey after 1980 (the 5th and 6th Five Year Plans) and in the Bill of Government Incentives in SMEs Investments (Bill Number 2000/1822). These policies are mostly shaped by the coordinated market economy form. We focus our consideration on the following policies. 

a) “Low-interest loans given to SMEs will be increased as much as allowed by the budgetary constraints and a system which enables project based loan applications to be accepted without any need for mortgage will be developed.” 

b) “Research and development actions for SMEs will be supported.”

After giving some brief information about the topic, in the next part we are going to provide econometric and statistical models using some data. We will analyze and interpret data findings of the models in the third part and in the conclusion we will provide general inferences from our study. 

2. Model and Data Sources 

In our paper, we use various econometric and statistical techniques to test the hypotheses in the context. In statistical measures, we acquired data of 46,775 SME’s (that corresponds to a population) from KOSGEB’s (Administration of Development and Support of Small and Medium Sized Enterprises) User Status Definition Form. This database is a official database that has been formed by KOSGEB using survey method so as to support SME’s. This database is the most comprehensive one for Turkish SME’s. Therefore, 9333 firms operating in the Organized Industrial Regions (OIR) are chosen as the sample from 46775 SME’s. We prefer to study OIR firms because they have been established and operating according to private legal regulations. This consideration is important for the purpose of that paper. Besides, we ourselves conducted 3024 surveys to firms operating in OIR. In this survey, firm owners’ attitude towards institutionalism and its regulatory sides are questioned. The database above (46775, 9333 and 3024) is based on NACE (Nomenclature des Activités dans les Communautés Européennes) classification which grounds on manufacturing industry. As the results of the econometric model are meaningful for manufacturing industry, in the paper this sector is analyzed in detail.

We have developed the variables of primary database by considering the incentives, the type of activities that depends on NACE and Kostova’s three dimensional institutional profile measuring attitudes. There is an enormous literature in this area: Busenitz, Gómez and Spencer (2000), Mueller and Thomas (1997), Hofstede (1980), Lee and Peterson (2000), Zahra (1999) etc. We based on public arrangements explaining clustering. Kostova (1997) introduced the concept of dimensional country institutional profile to explain how a country’s government policies (constituting a regulatory dimension), widely shared social knowledge (a cognitive dimension), and value systems (a normative dimension) affect domestic business activity. Five expressions that have been used to measure regulatory dimension by Kostova (1997) are transformed into eleven expressions in “country institutional profile variable”. Reliability tests are also performed. Descriptive statistical analysis techniques are used for 9333 firms. In this experiment, a crosstab test is used in order to capture the activities and the incentives of the subjects. This test is performed in every specific region and in country as a whole.

Secondary variables for years 1980-2006 that are used in the econometric analysis are provided by the Treasury. Two basic models are established in the econometric part: resource allocation model and a model that analyze the use of incentives for different priority regions for development. 

While forming these models, it is known that in perfect competition theory, economic policy leads neutral results in terms of industrial clustering and regions (first best theorem). Models below are based on 1980-2006 period in Turkey and analyze the way of change in the composition (resource allocation between industries/provinces). Generally in the assumption of economies oriented by public arrangements in developing countries, as resources are reallocated, the way of resource allocation is towards region having low opportunity cost rather than region having high opportunity cost (second best theorem). Besides exchange demand of entrepreneurs differs across regions due to the inadequacy of capital accumulation. It is expected that incentives given to a developing region leads important results. So, when a developing and a developed region are compared if an incentive policy is not enforced the price of capital is same everywhere (equals each other). If an incentive policy is enforced in a public arrangement, the price of the factor differs according to regions and industries. For instance, an entrepreneur that desires to use a fixed investment (capital) per one unit exchange will benefit from the incentive policy by exchange allocation and the productivity of capital will increase. 

Development of the institutional infrastructure is explained by the effect of technological infrastructure considering the competitiveness of countries. One of the key factors in that process is the demand structure that specifies the market structure. In this setting, total investment elements (like fixed investment, floating capital, exchange rate allocation, etc.) are explained by supply-side cost structure. Meanwhile, the demand-side purchasing power is represented by per capita income for different settlement units (cities) (Dosi, Pavitt and Soete, 1990: 35-39).
Panel data method which involves 5 cross-sections (energy, services, manufacture, mining and agriculture) and 27 years (1980-2006 period) are adopted to establish the resource allocation model. Model 1 is as follows:

Yit = αit + EXCHit + D1it + D2it + D3it + D4it + D5it + eit

i=1…5 industries and t=1980…2006

Opportunity cost variable (dependent proxy variable Y) is set as amount of fixed investments divided by the number of incentives. This variable is formed considering the hypothesis that says; “the return of fixed cost per incentive will be equalized depending on the market economy”. In this respect, this variable represents cross-industry average opportunity cost. If the opportunity cost is below the average than Y=0 and if it is above the average than Y=1. The probability of resource allocation to industries and regions by each entrepreneur is assumed to be occurring according to the coordinated market approach. The probability of capital accumulation in developed and developing regions can be explained by the financial resources of each of these regions and the opportunity return between the regions. EXCH variable expresses the supporting fund that the entrepreneur acquired from the government for every incentive. D1=for energy 1, for others 0; D2=for services 1, for others 0; D3=for manufacturing 1, for others 0; D4=for mining 1, for others 0; and D5=for agriculture 1, for others 0 are the dummy variables that are constructed to define the industries. 

The development plans affect the behavior of the entrepreneurs towards production of goods and services. Through “the opportunity cost of goods” concept, they promote the establishment of SMEs and strengthen them. Industrial opportunity cost concept plays an important role on the decisions of the entrepreneurs regarding their demands for government incentives on regional or country scale. Hence, the opportunity cost variable (the proxy) is determined for fixed investments per incentive in industrial scale between the years 1980-2006. Here it is very important for entrepreneurs to estimate the course of resource allocation to the industry in which they are going to invest. For example, considering a specific domestic or a foreign market structure as a given constraint, the entrepreneurs should able to anticipate opportunity returns of industrial production processes or industrial opportunity costs. So, they can transfer their funds to the industry with a certain level of confidence. All solution parameters and inquiries regarding the analysis of the investments (fixed investments), the production capacity (employment) and the market structure of these industries are important from the industrial analysis and the group dynamics point of view. Therefore, the resource allocation model determines the course of industrial clustering and provides guidelines for entrepreneurs. 

For “the use of incentives in priority regions for development” model, the cross section stock data of 2006 are used. Model 2 is as below:

PROVi = βi + PCIi + TOTINVi + EMPi + ei

i=1…81 Provinces of Turkey

The dependent variable PROV in this notation is the dummy variable that is ranked as 0 if the province is a priority region for development and ranked as 1 if it is a developed region. PCI is the national income per capita. TOTINV represents the average investment per incentive and EMP represents the employment capacity (number of employees) that is realized with the incentive. This model explains the tendency to use resources in each sector. Together with the combination of entrepreneurs’ resources and the government incentive policies, this resource utilization process aims at overcoming the financial disparities between the regions (residential areas). 

Log-linear, logit, and probit models extend the principles of generalized linear models (like regression) in order to handle the case of dichotomous and categorical variables better. The logit model is a statistical method that enables the classification according to the probability rules. The forecasted values of dependent variable are calculated as probability values and the tabulated or raw data is analyzed. In other words, discrete variables in these models turn into continuous form considering the probability distribution (Grene, 1987: Ch.9). The binary forecasters analyzing the dummy data are produced by the logit method in two different models of this study. 

4. Empirical Results

Considering the priori assumptions placed in the theoretical framework and MODEL1; from Table 1, we can conclude that the first hypothesis of the study is found to be consistent with the theory in evaluating the industrial resource allocation. We can see that, an increase of 1 % in the EXCH increases the probability of alternative cost by 6.21E-07 (1.0000014). Also, the resource allocation to all industries increases the probability of decrease in alternative cost in all industries. However, this decrease in these industries, except the manufacturing and the service, is not found out to be statistically significant. Therefore, the resource allocation is directed towards the manufacturing and service industries considering industrial clustering. The statistically insignificant coefficients of the energy and mining industries can be explained as most of the investments in these industries belong to governments. However, the reason for the insignificant coefficient of agriculture industry may be the low-yield property of the industry.

TABLE 1: Resource Allocation Model (MODEL1)

	Basic Variables

 (Industry Clusters)
	Dependent Variable: Alternative cost variable Y 

(sabit yatırım / teşvik adedi)

	
	Coefficient
	z-Statistics and Prob.

	C
	-0.747066 
	-1.824 (0.0681)

	EXCH
	6.21E-07
	2.6213 (.0088)

	D1 (Energy) 
	---
	---

	D2 (Service)
	-1.196690
	-1.810 (0.0703)

	D3 (Manufacturing)
	-1.991903
	-2.147 (0.0318)

	D4 (Mining)
	-0.572101
	-0.929 (0.3524)

	D5 (Agriculture)
	-0.162822
	-0.278 (0.7810)

	Dep Y=0

Dep Y=1
	96

39

	Log likelihood

Hannan-Quinn

McFadden R-sq.
	-75.66324

1.262298

0.067679


Evaluating the variables for each industry from MODEL2 in Table 2, we find that the forecasters are consistent with the above industrial clustering.

Table 2: Utilization of Incentives According to Priority Regions for Development Model (MODEL2)

	Basic

Variables 
	 Dependent Variable: PROV = 0 Developing, PROV = 1 Developed

	
	Energy
	Service
	Manufacturing
	Mining
	Agriculture

	C
	-5.05
	-3.23 (0.00)
	-5.36
	-4.37 (0.00)
	-5.39
	-4.54 (0.00)
	-3.98
	-4.38 (0.00)
	-6.19
	-4.45 (0.00)

	PCI
	3.88E06
	3.23 (0.00)
	2.08E06
	3.56 (0.00)
	1.85E06
	3.09 (0.00)
	2.43E06
	3.95 (0.00)
	3.51E07
	3.97 (0.00)

	TOTINV
	-9.07E08
	-2.31 (0.02)
	2.42E07
	0.71 (0.47)
	4.02E07
	1.65 (0.09)
	-6.86E08
	-0.30 (0.76)
	4.86E07
	1.62 (0.10)

	EMP
	2.92E03
	1.39 (0.16)
	2.07E04
	2.92 (0.00)
	5.14E05
	2.62 (0.00)
	5.44E05
	0.56 (0.57)
	2.99E04
	1.07 (0.28)

	Dep PROV=0

Dep PROV=1
	37

28
	50

31
	50

31
	47

31
	47

31

	Loglikelihood

Hannan Quin

McFaddenR-sq.
	-16.63377

0.687681

0.625614
	-26.70360

0.805555

0.504531
	-25.53490

0.776698

0.526216
	-32.42573

0.982374

0.381339
	-25.29335

0.799493

0.517420


Considering the results, for instance, 1 % increase in income per capita increases the developing region’s probability of becoming a developed region by 1.85E-06 (1.000004). Also 1 % increase in total investment per incentive increases the developing region’s probability of development by 4.02E-07 (1.0000009). In addition, 1 % increase in employment increases the developing region’s probability of development by 5.14E-05 (1.0001184). The insignificance of service industry’s TOTINV variable (total investment/number of incentives) can be considered as consistent with the framework (expectations) of the study. The government incentives allocated to the service industry are generally tourism related incentives. These incentives have been predominantly given to the developed regions of Turkey because of suitable weather conditions for tourism. 

The econometric models were found to be significant for the manufacturing industry. These results have been evaluated according to the NACE classification with micro-scaled descriptive statistics for 9333 firms in specific regions and in the whole country. Also for 3024 firms, they are evaluated with attitude scale results. 

Considering the general features of sampling, we can see that from Table 3, Eastern Anatolia (20.9%) and Black Sea (19.2%) Regions have the biggest shares in the allocation of incentives depending on the number of firms. The distribution of number of firms in regional OIRs in sub-categories of Table 3 also supports these findings.

Table 3: Characteristic of the Sample (Depending on the Number of Incentive Certificate)

	 
	KOSGEB-All

N=46775
	KOSGEB-OIR

N=9333
	OIR

N=3024

	
	Incentive Certificate
	Incentive Certificate
	Incentive Certificate

	
	Exist
	Non-exist
	Exist
	Non-exist
	Exist
	Non-exist

	Mediterranean
	289
	4313
	62
	242
	21
	93

	
	6,3%
	93,7%
	20,4%
	79,6%
	18,4%
	81,6%

	Aegean
	435
	5633
	109
	759
	34
	138

	
	7,2%
	92,8%
	12,6%
	87,4%
	19,8%
	80,2%

	Marmara
	1157
	18349
	291
	2696
	242
	1375

	
	5,9%
	94,1%
	9,7%
	90,3%
	15,0%
	85,0%

	Central Anatolia
	782
	7686
	392
	3213
	122
	725

	
	9,2%
	90,8%
	10,9%
	89,1%
	14,4%
	85,6%

	East Anatolia
	235
	891
	78
	188
	14
	36

	
	20,9%
	79,1%
	29,3%
	70,7%
	28,0%
	72,0%

	South-East Anatolia
	224
	2486
	86
	398
	50
	98

	
	8,3%
	91,7%
	17,8%
	82,2%
	33,8%
	66,2%

	Black Sea
	498
	2092
	119
	223
	14
	72

	
	19,2%
	80,8%
	34,8%
	65,2%
	16,3%
	83,7%

	Not responded
	1705
	477
	0

	Total Firms
	3620
	41450
	1137
	7719
	497
	2537


However, as a result in the Survey study, it has been observed that the share of the Black Sea region for OIRs decreases and the share of the South Eastern Anatolia region increases. On the other hand it is important to note for the Marmara and Central Anatolia regions that, despite the high number of firms, the number of incentive certificates is relatively low with respect to the other regions. There may be two possible reasons for that situation; the restrictive incentive allocation policies towards those regions and local people’s inherent entrepreneurship and their own resources in these regions. Still we should keep in my mind that these two regions are in the category of developed regions. 

The regional distribution of economic activities related to manufacturing is demonstrated in Table 4 according to the NACE classification. 

Table 4: Regional Distribution of Economic Activities* N=8670
	
	Mediterranean
	Aegean
	Marmara
	Central Anatolia 
	East Anatolia 
	South-East Anatolia 
	Black Sea

	15
	6,63
	15,94
	18,05
	22,99
	11,42
	16,08
	8,89

	16
	0,00
	21,43
	35,71
	0,00
	21,43
	14,29
	7,14

	17
	4,70
	14,35
	44,96
	10,00
	2,87
	20,17
	2,96

	18
	4,65
	11,63
	68,99
	6,20
	0,00
	5,43
	3,10

	19
	0,00
	5,26
	88,60
	3,51
	0,88
	1,75
	0,00

	20
	15,00
	8,33
	21,67
	36,67
	3,33
	3,33
	11,67

	21
	1,68
	8,38
	26,26
	52,51
	3,91
	4,47
	2,79

	22
	0,00
	6,15
	41,54
	50,77
	0,00
	1,54
	0,00

	23
	4,76
	9,52
	28,57
	23,81
	19,05
	9,52
	4,76

	24
	5,83
	11,41
	33,50
	37,86
	2,67
	7,04
	1,70

	25
	2,13
	10,67
	39,54
	37,13
	2,70
	3,41
	4,41

	26
	6,25
	22,60
	14,90
	35,34
	9,62
	3,85
	7,45

	27
	2,14
	4,17
	25,48
	63,81
	0,95
	1,07
	2,38

	28
	5,79
	7,73
	29,42
	50,52
	2,08
	1,34
	3,12

	29
	1,28
	7,52
	25,51
	63,28
	0,68
	0,38
	1,35

	30
	0,00
	20,00
	33,33
	33,33
	0,00
	6,67
	6,67

	31
	0,50
	9,50
	35,50
	49,50
	1,00
	1,75
	2,25

	32
	0,00
	14,29
	50,00
	28,57
	0,00
	7,14
	0,00

	33
	0,00
	3,70
	14,81
	76,54
	0,00
	0,00
	4,94

	34
	2,40
	10,80
	36,40
	46,00
	1,20
	2,00
	1,20

	35
	2,63
	10,53
	44,74
	42,11
	0,00
	0,00
	0,00

	36
	2,23
	4,04
	40,64
	44,04
	2,34
	0,43
	6,28

	37
	0,00
	13,04
	43,48
	43,48
	0,00
	0,00
	0,00

	72
	0,00
	14,29
	38,10
	47,62
	0,00
	0,00
	0,00


* Definition of Economic Activity According to NACE Classification is presented in Appendix A.
In the Mediterranean region, economic activities mostly focus on wood and cork processing. They focus on weaving straws, wattles and other similar materials to produce end products (except furniture). In the Aegean region economic activities mostly focus on mineral products that are non-metallic. In the Marmara region, leather processing is heavily observed in order to produce handbags, luggage, shoe and harnesses. However, we should keep in mind that Marmara region is the most developed region of the whole country and this region usually have relative leadership in all activity fields. In the Central Anatolia region medical device production and heavy metal industry are the main constituents of economic activities. In addition, textile production is an important economic activity in South-East Anatolia. This can be explained by region’s availability for cotton plantation, tax exemptions and governmental incentives to support regional development. In order to justify the results, activity fields originating from incentive certificates are examined in Table 5.

Table 5: Distribution of Economic Activities* According to Incentive Certificates N=8670
	
	Mediterranean
	Aegean
	Marmara
	Central Anatolia 
	East Anatolia 
	South-East Anatolia
	Black Sea

	15
	16,95
	12,04
	4,50
	6,15
	34,21
	22,35
	17,31

	16
	0,00
	0,00
	0,35
	0,00
	1,32
	0,00
	0,00

	17
	13,56
	10,19
	24,91
	5,13
	9,21
	38,82
	11,54

	18
	1,69
	0,93
	2,77
	0,00
	0,00
	0,00
	2,88

	19
	0,00
	0,00
	2,42
	0,51
	0,00
	0,00
	0,00

	20
	8,47
	0,00
	1,04
	1,28
	1,32
	2,35
	7,69

	21
	1,69
	2,78
	1,04
	2,82
	2,63
	0,00
	1,92

	22
	0,00
	0,00
	0,69
	0,51
	0,00
	0,00
	0,00

	23
	1,69
	0,93
	0,00
	0,26
	3,95
	0,00
	0,00

	24
	3,39
	6,48
	3,11
	3,85
	1,32
	11,76
	2,88

	25
	0,00
	12,96
	9,34
	6,41
	7,89
	5,88
	7,69

	26
	13,56
	9,26
	2,77
	4,36
	14,47
	7,06
	11,54

	27
	3,39
	5,56
	6,23
	13,33
	1,32
	2,35
	4,81

	28
	16,95
	6,48
	11,07
	10,51
	6,58
	1,18
	2,88

	29
	1,69
	14,81
	10,38
	18,97
	5,26
	1,18
	0,96

	30
	0,00
	0,00
	0,35
	0,00
	0,00
	0,00
	0,00

	31
	1,69
	5,56
	7,27
	7,69
	1,32
	3,53
	4,81

	32
	0,00
	0,00
	0,69
	0,00
	0,00
	1,18
	0,00

	33
	0,00
	0,93
	0,35
	1,03
	0,00
	0,00
	2,88

	34
	1,69
	2,78
	4,84
	3,59
	1,32
	2,35
	0,00

	35
	0,00
	0,93
	0,35
	0,77
	0,00
	0,00
	0,00

	36
	13,56
	5,56
	5,19
	12,05
	7,89
	0,00
	20,19

	37
	0,00
	0,93
	0,35
	0,26
	0,00
	0,00
	0,00

	72
	0,00
	0,93
	0,00
	0,51
	0,00
	0,00
	0,00

	Total
	100
	100
	100
	100
	100
	100
	100


* Definition of Economic Activity According to NACE Classification is presented in Appendix A.
From the table it can be observed that, for the activity field with No. 17, South-East Anatolia region has the biggest share. Also it can be observed that in the activity fields with No. 16,19,23,30,32,33,35,37,72, little governmental incentives are available for each region. An independence test is performed in order to understand the relation between receiving an incentive certificate and tendency to invest in a specific industry. Results are presented in Table 6. In other words, H0 is constructed on “there is no difference among groups” principle. If the p value of the test result turns out be less than the significance level proposed at the beginning, H0 will be rejected. So, the hypothesis claiming that “there exists a difference between the groups” will be accepted. From another point of view, the equality of the counted and expected values shows that the cases are independent from each other. On the contrary, any result that is not equal to the cell value shows that the cases are dependent. As seen from Table 6, there exist differences between the expected and counted values considering received incentive certificates in all the regions. For instance, for the activity field with No. 20, the number of enterprises increases with the number of incentive certificates. However, for the activity field with No. 21, the number of enterprises is below the expected value. Again, for the activity fields with No. 21, 30, 32, 37 and 72, there is also independence but it should be noticed that the expected values are less than 5. Furthermore, if the results obtained from Table 6 is evaluated for those who don’t have incentive certificates, it is seen that other factors are required to be integrated to explain the entrepreneurship behavior. Therefore, attitude estimations are included in this study in order to test the perception differences for government regulations in the establishment of corporations. 
Table 6: Independence Test (crosstabs) Results

	
	ECONOMIC ACTIVITY (All Regions)
	Total

	
	20
	27
	22
	31
	29
	72
	30
	19
	35
	15
	18
	21
	24
	23
	28
	26
	36
	34
	25
	32
	17
	33
	16
	37
	 

	Incentive Certificate
	 
	Count
	6
	32
	5
	13
	39
	0
	2
	8
	4
	19
	1
	4
	25
	1
	31
	21
	32
	10
	33
	1
	36
	9
	2
	0
	477

	
	
	Expected Count
	6
	45
	4
	21
	71
	1
	1
	6
	2
	37
	7
	9
	22
	1
	41
	22
	50
	13
	38
	2
	61
	5
	1
	1
	477

	
	
	% within certificate
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	1

	
	
	% of Total
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	
	
	Std. Residual
	0
	-2
	1
	-2
	-4
	-1
	1
	1
	1
	-3
	-2
	-2
	1
	0
	-2
	0
	-3
	-1
	-1
	0
	-3
	2
	1
	-1
	 

	
	
	Adjusted Residual
	0
	-2
	1
	-2
	-4
	-1
	1
	1
	1
	-3
	-2
	-2
	1
	0
	-2
	0
	-3
	-1
	-1
	0
	-3
	2
	1
	-1
	 

	
	1
	Count
	24
	86
	4
	67
	139
	3
	2
	11
	6
	123
	14
	22
	47
	6
	99
	72
	103
	35
	85
	4
	163
	10
	3
	3
	1137

	
	
	Expected Count
	15
	106
	9
	50
	168
	3
	2
	15
	5
	89
	16
	22
	53
	3
	98
	53
	118
	32
	90
	4
	144
	11
	2
	3
	1137

	
	
	% within certificate
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	1

	
	
	% of Total
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	
	
	Std. Residual
	2
	-2
	-2
	2
	-2
	0
	0
	-1
	0
	4
	0
	0
	-1
	2
	0
	3
	-1
	1
	0
	0
	2
	0
	1
	0
	 

	
	
	Adjusted Residual
	2
	-2
	-2
	3
	-3
	0
	0
	-1
	0
	4
	-1
	0
	-1
	2
	0
	3
	-2
	1
	-1
	0
	2
	0
	1
	0
	 

	
	2
	Count
	96
	754
	61
	333
	1202
	18
	14
	106
	33
	586
	116
	157
	365
	15
	674
	344
	837
	215
	618
	25
	987
	72
	12
	21
	7719

	
	
	Expected Count
	104
	721
	58
	342
	1141
	17
	15
	103
	36
	602
	108
	151
	361
	18
	665
	361
	804
	215
	609
	25
	981
	75
	14
	20
	7719

	
	
	% within certificate
	0,0
	0,1
	0,0
	0,0
	0,2
	0,0
	0,0
	0,0
	0,0
	0,1
	0,0
	0,0
	0,0
	0,0
	0,1
	0,0
	0,1
	0,0
	0,1
	0,0
	0,1
	0,0
	0,0
	0,0
	1,0

	
	
	% of Total
	0,0
	0,1
	0,0
	0,0
	0,1
	0,0
	0,0
	0,0
	0,0
	0,1
	0,0
	0,0
	0,0
	0,0
	0,1
	0,0
	0,1
	0,0
	0,1
	0,0
	0,1
	0,0
	0,0
	0,0
	0,8

	
	
	Std. Residual
	-1
	1
	0
	0
	2
	0
	0
	0
	0
	-1
	1
	0
	0
	-1
	0
	-1
	1
	0
	0
	0
	0
	0
	-1
	0
	 

	
	
	Adjusted Residual
	-2
	3
	1
	-1
	5
	0
	-1
	1
	-1
	-2
	2
	1
	0
	-2
	1
	-2
	3
	0
	1
	0
	1
	-1
	-1
	1
	 

	Total
	Count
	126
	872
	70
	413
	1380
	21
	18
	125
	43
	728
	131
	183
	437
	22
	804
	437
	972
	260
	736
	30
	1186
	91
	17
	24
	9333

	
	Expected Count
	126
	872
	70
	413
	1380
	21
	18
	125
	43
	728
	131
	183
	437
	22
	804
	437
	972
	260
	736
	30
	1186
	91
	17
	24
	9333

	
	% within certificate
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	1

	
	% of Total
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	1

	

	1 represents those take certificate and 2 represents those take no certificate.

	Chi-Square Tests 

	 
	Value
	Df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	1881,32
	48
	0

	Likelihood Ratio
	745,628
	48
	7,05E-126 

	N of Valid Cases
	9333
	
	 

	A

15 cells (20,0%) have expected count less than 5. The minimum expected count is ,87.


We developed the corporate view scale on the basis of Kostova’s (1997) three dimensional country institutional profile in order to measure corporate view perception. The five expressions used by Kostova (1997) to measure the used regulatory dimension are transformed into 11 statements and the reliability analysis is performed. In this context the alpha value of 11 statements is 0.9597 (n=2991). Five-fold likert scale is employed in the questionnaire to measure the statements related to the regulatory dimension. The scale is from 1 to 5 (1-strongly disagree and 5-strongly agree). In Table 7, brief descriptions of content of the statements in the questionnaire are given. 

Table 7: Corporate View Perception (Regulatory dimension)

	Item No
	Statement Explanations

	1
	….helps to establish their corporations

	2
	.... legal necessity, ,….. grants facility by minimizing regulation

	3
	……appropriate……..provides special incentives

	4
	……helps business development

	5
	……extend any aid to restart business even there is a failure

	6
	……grants any facility to start business 

	7
	……grants any facility to gain information about the legislation related with the established business 

	8
	……retrieves the loss when they establish a new corporation and lose money

	9
	……helps all to benefit from opportunities provided to others when they want to establish a new corporation 

	10
	….endeavors to decrease the instability and uncertainty for those establishing new corporations 

	11
	….grants any facility in the technological transfers necessary to establish a new corporation 


Two analyses are performed to understand the attitude perception of the government’s regulatory dimension. In the first analysis all attitude statements are combined in one general variable. Then the perception of this dimension is tested by t-test on regional basis. 

As mentioned below in the Table 8 below, the effects of governmental regulations on incentive policies are not statistically significant.

Table 8: t- test General Regulation Macro Attitude Perception According to Regions 

	
Regions
	 
	Incentive 

Certificate
	N
	Mean
	Std. Deviation
	Std. Error Mean

	Mediterranean
	Government
	1
	21
	2,5758
	1,05169
	,22950

	 
	
	2
	92
	2,6472
	,94387
	,09841

	Eastern Anatolia
	Government
	1
	14
	2,3182
	,81604
	,21810

	 
	
	2
	35
	2,3558
	,88453
	,14951

	Aegean
	Government
	1
	34
	2,7674
	,96058
	,16474

	 
	
	2
	135
	2,5657
	1,02880
	,08854

	Southeast Anatolia
	Government
	1
	50
	2,3655
	,98744
	,13964

	 
	
	2
	97
	2,4189
	,95838
	,09731

	Central Anatolia
	Government
	1
	117
	2,3963
	,91397
	,08450

	 
	
	2
	717
	2,4194
	,97630
	,03646

	Black Sea
	Government
	1
	14
	2,0195
	,85962
	,22974

	 
	
	2
	71
	2,4507
	,97179
	,11533

	Marmara
	Government
	1
	240
	2,4580
	,99281
	,06409

	 
	
	2
	1354
	2,4570
	1,00779
	,02739


1 represents those take certificate and 2 represents those take no certificate. Sig. 0.05
Table 9: Perception of government’s role for those taking certificates and for those taking no certificates according to the regions.

	AEGEAN

	Items
	N 
	Mean
	F 
	F sig
	T
	sig

	9
	34

138


	2,97

2,51
	.991
	.321
	1,959

2,054
	.05

.04

	10
	34

138
	3.03

2.56
	3,177
	.076
	1.936

2.062
	.05

.04

	BLACK SEA

	Items
	N 
	Mean
	F 
	F sig
	T
	sig

	4
	14

72
	1,86

2,56
	.732
	,395
	-1,956

-2,240
	.05

.03

	5
	14

72
	1,64

2,35
	2,778
	,099
	-1,989

-2,436
	.05

.02

	6
	14

72
	1.86

2,46
	1.090
	,300
	-1,890

-2,257
	.06

.03

	7
	14

72
	1,93

2,64
	1,79
	,184
	-2,039

-2,491
	.04

.02


Significance level .05

Despite its 19.2 % share in the allocation of government incentives, it is interesting to observe the negative perception judgment of the Black Sea region on the sub-scale basis. On the other hand, the perception judgment in the whole scale may be evaluated as a criticism. Firms generally have direct aid demands and it is believed that the government’s regulatory tools are not successful to achieve their goals. The existing difference related to the justice perception is important for policy making and implementing. In addition, negative results in the whole country scale imply that the people do not perceive that there is equal opportunity about the utilization of resources in the macro economic frame. Especially when the negative results are evaluated together with our field observations, it can be claimed that the entrepreneurs in the developing regions have high expectations from their governments. It is possible to explain the attitude and perception results here by the expectation of high government incentives and investment allowances. 
4. Conclusion

This paper studies the effect of government regulations and incentives on the formation and structure of small and medium sized enterprises. Two econometric models are developed and tested and the Coordinated Market Economies hypothesis is verified in the context of estimators obtained from the case of Turkey. According to Model1, the way of resource allocation is towards manufacturing industry (according to statistically significance level) but a relatively low coefficient is obtained. This result gives weak support to the hypothesis of oriented economies. Because the common effect of exchange allocation to resource allocation with all industries is found statistically insignificant. According to Model2 when the contribution of incentives to resource allocation across provinces is analyzed, the coefficient of PCI is statistically significant. But the coefficients of EMP and TOTINV variables are statistically insignificant. As a result incentives affect resource allocation across provinces positively. 

As mentioned above, it is interesting to observe that there is no perception difference towards government’s regulatory dimension between those who receive incentive certificates and those who do not. In addition, evaluating the mean values in regional basis (mean 2.43), it is observed that entrepreneurs do not favor government regulations. Especially when the negative results are evaluated together with our field observations, it can be claimed that the entrepreneurs in the developing countries have high expectations from their governments. It is possible to explain the attitude and perception results here by the expectation of high government incentives and investment allowances. 

In conclusion, it is possible to say that the economic policy applications involving regulations (like financial resource allocations) will improve the resource utilization in developing and undeveloped regions of Turkey. Moreover, it may be possible to decrease the income inequality between the regions by changing the course of interregional industrial clustering. In fact, by the estimators obtained from the SME subject experiences in Turkey, we find empirical evidence that verify the fundamental hypothesis of the study and our results are compatible with the Coordinated Market Economies thesis stated in the theoretical framework. 

Finally, we can explain the relative differences between the above results of survey research and the results of econometric models as follows: While survey findings are based on a specific time in 2006, econometric results are based on time series including 27 years. For example, estimators in Model 2 are provided from stock variables of 27 years. Survey findings reflect the behaviour and attitude of entrepreneurs in the year win which the survey conducted. Therefore with this study, we suggest to use the econometric model findings for economic predictions and economic policy making considerations.
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Appendix A: NACE (Nomenclature des Activités dans les Communautés Européennes)

15
Manufacturing food products and beverages

16
Manufacturing tobacco products

17
Manufacturing textiles

18
Manufacturing wearing apparel; dressing and dyeing of fur

19
Tanning and dressing of leather; manufacturing luggage, handbags, saddlery, harness and footwear

20
Manufacturing wood and of products of wood and cork, except furniture; manufacture of articles of straw and plaiting materials

21
Manufacturing pulp, paper and paper products

22
Publishing, printing and reproduction of recorded media

23
Manufacturing coke, refined petroleum products and nuclear fuel

24
Manufacturing chemicals and chemical products

25
Manufacturing rubber and plastic products

26
Manufacturing other non-metallic mineral products

27
Manufacturing basic metals

28
Manufacturing fabricated metal products, except machinery and equipment

29
Manufacturing machinery and equipment n.e.c.

30
Manufacturing office machinery and computers

31
Manufacturing electrical machinery and apparatus n.e.c.

32
Manufacturing radio, television and communication equipment and apparatus

33
Manufacturing medical, precision and optical instruments, watches and clocks

34
Manufacturing motor vehicles, trailers and semi-trailers

35
Manufacturing other transport equipment

36
Manufacturing furniture; manufacturing n.e.c.

37
Recycling

72
Computer and related activities
* In the idealistic free market economy, government intervention to resource allocation is undesirable. In this form, the organizational structure of market economy arises naturally in parallel to the institutional structures in that market. “Free contracts”, “private ownership”, “free entry and exit to markets” and “competitive market mechanism” are basic elements of institutional structure in a free market economy. On the other hand, in a coordinated market economy, government intervention is desirable for efficiency concerns in production, consumption and distribution. In this form, market imperfections are emphasized. The institutional structure of the coordinated economy involves “limited and widespread ownership”, “social government order” and “principals of democratic planning” (Hall and Soskice, 2001: 90).


* This approach continues in a new form known as second-generation intuitionalists. The institutional structure is examined in three different approaches in the literature (Hall and Soskice, 2001: 2-4). The first approach is the interventionist approach, the second is the neo-corporatism approach that leads various social groups to participate in the democratic process collectively and the third is the social production systems approach that concerns about the institutional structure in sectoral basis (Schmitter and Lehmbruch, 1979: 33).
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