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REGIONALISM AND EMERGING MARKETS:
An Analysis of Turkey's Trade with the BSEC and the EU
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Abstract

As the influence of regional economic blocs in world trade continues to grow,
many countries, particularly from emerging markets, feel the pressure to join these
regional agreements. The belief is that by joining them, the access to the member
countries will bring economic opportunity — in terms of export opportunities and
inward investment and help create political stability. Some countries, such as
Turkey, are already members of more than one such preferential trading agreement
and have the opportunity to join others, This paper reviews the relative importance
of the European Union and the Black Sea Economic Cooperation organisation from
the point of view of Turkey’s trade with both blocs. The marketing and strategic
implications of this for Turkish businesses are discussed.

Background

Political and economic changes taking place for the last decade in the
world have created a “new world order”. Here the second curve is said to
belong to promising future emerging markets.! However, the author believes
that the transition will be slow since the first curve, i.e. countries with
advanced economies, possess much of the revenues, most of the capital, and
a disproportionate share of the consumption. But the second curve has the
potential for growth because they are large in size, are committed to growth
on a world scale, and are increasing their volume of international trade. But
these countries have a long way to go, because in order to become a real
second curve country, their income inequalities should be eliminated and the
middle class should expand, accompanied by a rise in standard of living for
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all.” The most rapid growth is expected to take place in countries moving
away from socialist restrictions, among which Russia and others are
expected to add significant millions to the rolls of the middle class.’

For many emerging markets, membership in a regional cooperation
agreement has often meant the prospect for rapid economic development and
heightened income and employment opportunities for their citizens. In this
era of free trade initiated by the economically developed countries and
supported by the World Trade Organization, many of these emerging
economies are faced with increasing uncertainty about the ability of their
industries and companies to compete successfully with world-class global
competitors. This has become a reality particularly since their governments
no longer heavily subsidize them nor are they cushioned any longer from
foreign competition by the high walls of protectionism. As a result, and
fearful of not being able to withstand the onslaught from higher quality,
often cheaper, and better engineered products from developed-country
exporters, many have been to try to attain membership into developed-
country unions hoping that the inward investment from companies from
member countries will enable their own companies to “catch-up” much
faster technologically. There is also the hope that membership in these blocs
will also allow access to markets where their exports can be sent unimpeded.
The experience of economically weaker European countries such as Greece,
Portugal, and Spain shows that their entry into the EU enabled their
economies to expand much more quickly. This also helps to explain the
eagerness of many of the Central and Eastern European countries to join the
EU or Latin American countries to join NAFTA. The benefits of economic
integration include: larger potential markets for members, lower prices and
better quality products due to cross-border competition, and lower
distribution costs of selling to neighboring countries.* Economic cooperation
and mutual dependence can also lead to closer political ties, thus minimizing
the threat of conflict in many unstable parts of the world. Akman and
Dartan® have suggested that in the absence of effective and immediate
multilateral solutions, countries may prefer regional integration in order to
address their common concerns.

For emerging markets however, the process of achieving the entry criteria
set by organizations such as the EU, and eventually being admitted as a full-
fledged member, can take some time. As a result, another, perhaps a
temporary and intermediate step for many, has been for them to form
regional economic groups with their neighbors.
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Despite this apparently strong rationale of the benefits of such
agreements®, the examples of successful ones in the developing world are
few. Political instability and distrust combined with economic stagnation are
the major reasons why many of these agreements in the developing
countries, such as the South Asian Association for Regional Cooperation
(SAARC) and ECOWAS, have struggled.

Interestingly, many countries already belong, or have the opportunity to
belong, to more than one regional economic and/or political grouping. For
example, India, a SAARC member, has recently been making overtures to
the Association of South Eastern Asian Nations (ASEAN), some of whose
members are also members of the Asia Pacific Economic Cooperation
(APEC) organization. Turkey, a member of the Black Sea Economic
Cooperation (BSEC) organization, is also a member of the Organization of
the Islamic Conference (OIC) and has a customs union agreement with the
EU. It has also clearly indicated its desire to become a full EU member.

This paper investigates the impact of Turkey’s membership in the BSEC
on its trade with member countries and how these trade patterns have
changed since Turkey joined. This data is compared with Turkey’s EU trade
over the same period, in order to provide a comparison between an
organization to which it already belongs on the one hand, and one it seeks to
join, on the other. In addition to reporting export and import growth
statistics, the paper also assesses Turkey’s trade dependence on each of these
two regional blocs.

This investigation may be particularly timely since many in Turkey feel
that the EU is uncertain as to whether it wants Turkey as a member and
several influential voices within the country have been arguing that the
country also needs to examine the possibility of closer ties with other large
neighbors such as Russia and Iran instead of focusing exclusively on EU
membership. While the support for EU entry is very strong in Turkey, many
feel that there is nothing to be lost by developing and expanding trade
relationships with these other countries while waiting for the EU to decide
on the timetable for Turkey’s entry.
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Black Sea Economic Cooperation Organization

BSEC was established on June 25, 1992 with the aim establishing a free
trade area in the region with free movement of goods, and services, and in
the long run, capital and labor.” The basics of the establishment of BSEC
have not been properly defined in a consensus by neither the member nor
third party countries. Hence it should viewed as a limited attempt at
regionalization.® In this sense it does not aspire to create a political and legal
structure like the EU. The 11 member states of Albania, Armenia,
Azerbaijan, Bulgaria, Georgia, Greece, Moldova, Romania, Russia, Ukraine
and Turkey signed the Istanbul Declaration thus establishing the legal
framework of this regional economic integration organisation. For the free
trade aim to be realised, political stability in the region should be created
with governments assuring certain incentives and guarantees to businesses to
assure a healthy investment climate.” The BSEC sees the private sector as
playing a major role in the development of the member economies and
therefore aims to provide an environment conducive for business.'® The
region is of global economic and strategic importance. Economically, in
2000, BSEC countries had more than 5.0 percent of total world trade
amounting to US $300 billion. Strategically, over 5.0 percent of the world
population lives in the BSEC countries and many of them, such as Turkey,
are geo-politically important given their proximity to Europe, the Middle
East and Asia. BSEC members are also rich in strategic resources such as
oil, coal and natural gas."!

The BSEC is structured to cooperate on different platforms and levels
including: governmental, parliamentary, private enterprise, financial, and
educational.'? In order to facilitate this cooperation, different bodies have
been set up such as the Council of Ministers to aid inter-governmental
exchange and the BSEC Business Council, which is made up of business
representatives from private companies from the member states. The Black
Sea Trade and Development Bank (BSTDB), established in 1999, provides
banking and financial assistance whereas research centers and academic and
university networks enable cooperation at the academic level.

Balkir™ stated that one of the principal aims of the BSEC’s creation was
to establish peace, security and harmony in the region. She also stated that
the enhancement of economic, technological, and social development among
member states and other countries was an important goal. Integration of
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. . . . 14
efforts in terms of economy, science, technology and environmental issues
was also a priority.

Advantages of BSEC

The economic benefits of BSEC can be grouped as follows:" speeding up
the economic improvement and ease of transition to the market economy,
establishment of a healthy market environment with increased competition,
technology transfer, attraction of foreign investment, and an increase in the
competition power in the member countries.

There are several potential benefits for Turkey also through its
membership in the BSEC': there are significant trade complementarities in
Turkey’s exports (agricultural products, fisheries, training and consulting,
apparel, technology etc.) and imports (e.g., natural gas from Russia). Turkey
would also benefit from closer cooperation with its neighbours, with some of
whom it already shares historical, cultural, and economic ties. Besides,
Turkish and other investors should see the opportunities in BSEC as stepping
stone to accessing other markets in the region.'” Beyond the benefits relevant
for Turkey, other member states, particularly the smaller former Soviet
republics (e.g., Armenia, Azerbaijan, Georgia, Moldova, Ukraine) and other
previously isolated economies (e.g., Albania, Bulgaria, Romania), will also
benefit from being part of the BSEC, as they will enjoy freer access to larger
export markets.

In Turkey’s case, the BSEC may represent a near-term alternative if its
integration attempts with the EU take longer than expected. The BSEC
market will also help offset the trade losses it suffered as a result of the post-
Gulf War trade embargo on Iraq. Prior to this 1991 conflict, Iraq was one of
Turkey’s larger trading partners.

Of course, any investment climate can be negatively affected as long as
local norms and values are neglected. Hence, regional factors should be
considered for business negotiations and also at the marketing mix strategy
development level."®

A shared economic system helps societies to form cultural universals.”
Provided that these factors are taken into account, the existence of pan-
regional segments and the homogenisation of tastes among consumers in the
member can be taken advantage of in creating scale economies in production
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and marketing. Also, given that some of the needs of these segments will be
similar, imports from Turkey, with their lower production and distribution
costs (when compared to EU suppliers), can be a viable alternative for other
BSEC member countries.

Barriers to Closer Cooperation

At the time of the establishment of the BSEC, Dartan® had identified
several potential problems that may inhibit the effective functioning of the
BSEC. These can be broken down into entry and operational barriers. The
major entry barriers were: lack of permanent secretariat, political
disagreements among some member countries (e.g., Georgia-Russia,
Armenia-Azerbaijan, Greece-Turkey), hard currency availability, lack of
legal infrastructure, discouraging foreign investment regulations, insufficient
market data and weak environmental regulations. (The last two can also be
seen as operational barriers). The key operational barriers were: lack of
market knowledge, lack of advanced production technologies,
unemployment due to need for skilled labor, and high levels of inflation.
Also, as BSEC members such as Bulgaria, Romania, and Turkey attempt to
join the EU, their commitment to the BSEC may weaken.

Ericson?' pointed out that the major structural problems of economic
transition in the region were: difficulties in adapting to the market economy
in terms of liberalization, privatization and restructuring attempts, lack of
strong currency, difficulty in transitioning from the centrally-planned
systems and inefficient resource use. He sees the transition to a private
enterprise based free-market economy as a major challenge for many
countries used to much more direct control by the state. Finally, in the case
of Russia particularly and perhaps elsewhere as well, corruption and
organized crime present significant barriers. Transparency International, a
Berlin-based organization, ranked Russia as the fifth most corrupt country on
their list. However, many emerging market countries are beginning to pass
anti-corruption laws and take other measures to stop bribery and other
corrupt practices.”? Hence, the challenges arising from the absence of a
healthy political system will be eliminated in the medium term and should
thus make these markets more attractive to operate in.

While many of these barriers can appear to discourage firms from
entering these markets, most are a natural outcome of the emerging market
structure based on their dual economies and are common problems in the
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transition economies. These transition economies are the former Eastern
Bloc countries and members of the former Soviet Union.” In all these
countries, a new global middle class is slowly emerging. However, in most
cases these markets are not comparable to countries like China, India and
Indonesia in terms of geographic size or population.* The former Soviet
Union countries around the Caspian Sea are undergoing economic and
political transition to market economies and are therefore seen as starting
emerging markets.” Despite their prevailing challenges, they may well also
provide promising opportunities. However, these opportunities should be
evaluated with caution based on detailed analyses of macroeconomic data.
By being a member of the EU customs union, Turkey is bound by EU rules
regarding trade with non-EU members although Turkey has no power to
influence these rules in Brussels.”®

Current Situation

Many of the barriers identified by Dartan’’ have been addressed while
some of the others still prevail. As mentioned earlier, the BSEC has
established several agencies and institutions that should facilitate
cooperation among the member countries. These include the BSTDB
established in 1999, the International Center for Black Sea Studies (ICBSS),
a think tank set up in Athens in 1998 to carry out research in the fields of
economics, industry and technology, and the BSEC Statistical Data and
Economic Information Coordination Center operating in coordination with
the Turkish State Statistical Institute. There is also now a Black Sea
Universities Network (established in 1997 and involving 53 universities of
the region) that will foster closer academic ties as well.?

Impact of BSEC Membership on Turkish Trade

One useful way to assess the impact of BSEC for Turkey is to examine
how its imports and exports have changed during its membership in the
BSEC. Tables 1 and 2 provide this data for Turkey for the period 1991-
2001. The change in Turkey’s intra-BSEC trade, compared to the change in
Turkey’s trade overall, is a good proxy measure of the degree to which the
BSEC agreement has drawn Turkey closer to its fellow members.

As can be seen from Table 1, the percentage increase in Turkey’s exports
to and imports from BSEC, since its formation in 1992, is generally higher
than the percentage increase in total exports and total imports on a yearly
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basis. The change from 1991 to 1992 appears to be disproportionately high
both for BSEC export and imports due to the fact that 1992 data incorporates
trade figures for all the member states whereas the 1991 data for BSEC was
available for and limited to only four member countries. The impact was
primarily observed for Turkish exports after 1993. This can be a result of the
close ties developing within the region, stimulated also by the privatization
and economic liberalization attempts started in most of the member
countries. With the exception of the 1997-99 period, Turkey’s exports to the
region grew faster than the overall growth in its exports. Figures for 2000
and 2001 indicate that the 1997-99 trend appears to have been reversed.
Similarly, the growth in Turkey’s imports from the region is generally higher
than its overall import growth and in years where BSEC imports have
declined, the decrease has been less than the decrease in total imports. This
reflects that since its establishment, the share of BSEC in Turkey’s total
international trade has been increasing, indicating that the region has become
an attractive market for business operations.

Among the member states, Russia is Turkey’s largest trading partner with
3% of Turkey’s overall exports going to that country. Exports to Russia
increased by 13.8% in 1993 and showed increases of 64.3%, 50.9%, 22.1%,
and 36.0% for each year from 1993 to 1997 respectively. The dramatic
decrease in BSEC exports between 1997 and 1999 may be a result of the
economic crises Russia was going through, particularly in 1998 and 1999. In
that period, Turkish exports to Russia decreased by 34% in 1998 and 56% in
1999. In 2001 however, exports to Russia increased by 43.3% over 2000. A
similar pattern can be seen for Turkish imports from BSEC where imports
from Russia decreased by 32.2% in 1994 and marginally in 1998. It should
be pointed out that Turkey’s 1994 economic crisis might also have
contributed to decreases in BSEC and total imports in 1994 and its current
economic crisis may account for the severe import decline in 2001.%

As stated by Karatas,® Armenia, Azerbaijan, Bulgaria, Georgia,
Moldova, Romania, Russia, and Ukraine started their privatization attempts
in 1992. Bulgaria reformed its banking system, and reforms in the Russia
also included the introduction of the value-added tax, restructuring of the
exchange rate system, and the liberalization of prices. These reforms have
had a positive impact on Turkey’s trade relations with these countries.
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r Table 1: Percentage Change in Turkey-BSEC Trade (1991-2001) J

1992° | 1993 [1994 | 1995 1996 | 1997 1998 | 1999 | 2000 |2001

Exports 189.9 |[3.6 74 482 |[19.8 |302 -144 |-329 }9.1 13.1
To BSEC (18.9)

Total Exports | 8.3 43 180 |[195 |73 13.1 27 -14 |45 123

Tmports 3189 {587 |-21.7 |458 | -34 |155 31 [-12 565 |-164
From BSEC | (36.9)

Total Imports | 8.7 287 1-209 |348 182 {113 -54 -114 [340 |-225

Source: compiled based on data from www.foreigntrade.gov.tr; www.die.gov.tr;
yildirimf @foreigntrade.gov.tr
* 1991 data for Turkish trade was only available for the following members of
BSEC: Albania, Bulgaria, Greece and Romania. Therefore, numbers in parentheses
in the tables have been calculated for these 4 countries only. To make appropriate
comparisons for 1992, data is provided both for these 4 countries and all the BSEC
members as well.

Table 2 reflects the share of BSEC trade in total trade of Turkey. From
1993 to 1997, there was a steady annual increase in exports to the region as a
percentage of total Turkish exports. Department of Foreign Trade data show
an increase in Russia’s share of Turkey’s BSEC exports from 43.7% in 1992
to 54% in 1997. However in 1998 this share dropped to 41.6%, a level lower
than in 1992 and dropped even further in 1999 (to 27.1%) and 2000 (to
27.2‘?;) and this may explain the lower reliance on the BSEC in 1999 and
20007".
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Table 2: Turkey’s BSEC Trade as a Percentage of Total Trade
(1991-2001)

1991 | 1992* | 1993 (1994 [1995 |1996 1997 (1998 |1999 |2000 (2001

Exports |(2.55) [6.82 |677 |9.04 |11.21 |12.51 |1440 [12.00 |817 |853 |8.50
To BSEC (2.82)

Imports |(1.98) |7.62 [9.40 |9.31 1120 | 886 [9.20 |943 10.53 | 12.29 | 13.80
From (2.53)
BSEC

Source: compiled based on data from www.foreigntrade.gov.tr; www.die.gov.tr;
yildirimf@foreigntrade.gov.tr

Also, imports from the BSEC countries improved after the establishment
of the organisation. Turkey’s principal import from Russia is natural gas.
During Russia’s economic crises, imports from Russia were still at a high
level because this natural resource is now used in Turkey both in homes and
in the industry. Thus, for each year between 1994 and 2000, imports from
Russia account for approximately half of Turkey’s BSEC imports. This may
explain why Turkey’s import share from BSEC has continued to grow.

The European Union

Economic necessities and political requirements in Europe after World
War II were forcing European countries to find a solution in a world where
they now had to cope with the dominance of USA and the then Soviet
Union. They had learned throughout the war that physical boundaries of the
states do not assure protection, but can rather be reasons for weakening and
collapse.*®> So, six European countries, Germany, Italy, France, Belgium,
Netherlands, and Luxembourg, started in 1950’s with attempts to form a
common market. On March 25, 1957 they signed the treaty in Rome which
was the start for the formation of the European Economic Community EEC
in 1958.” The stepwise elimination of protectionist measures restricting
trade, unification of the financial, economic and social programs of the
member countries, assurance of parallalities in monetary policies, assurance
of free movement of labor, development of healthy competitive
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environment, development of an investment fund to assure improvement in
neglected areas of member countries were the basic aims articulated at the
creation of the European Economic Community.** '

The primary concern was to establish economic cooperation among the
member states to form a common market, and in the future, a political
integration. For that, the establishment of a customs union to assure free
movement of goods among the member states was foreseen. In the period
1958 to 1968, developments related to the customs union were finalized.® In
1970’s England, Denmark and Ireland, in 1980’s Portugal, Spain and
Greece, and in 1990’s Austria, Finland and Sweden joined the
commmunity.”®

Turkey’s relations with European Union (EU) - then the European
Economic Community (EEC) - go back to the 1963 Ankara Agreement
enacted in 1964. With this agreement, Turkey had become an associate
member of the EEC. The aim was to have Turkey as a full member in the
long run.”’ In March 1995, the Turkish and the European Foreign Ministers
decided to implement the final phase of the Ankara Agreement to establish a
customs union with Turkey. After more than 30 years, on January 1%, 1996,
the customs union-related negotiations were finalized. The customs union
between Turkey and the EU countries involves the elimination of all customs
duties and the abolishment of all quantitative restrictions. The free
movement covers industrial and processed goods, and excludes unprocessed
agricultural goods.”® The changes taking place for Turkey should not only
be considered to be limited to changes in the structure of the economy and
trade. It should be expected that these changes also have an impact on the
political, legal, and administrative structure as well as the social foundation
of the country.®

The customs union is based on two main issues: abolishment of the
customs for intratrade of the member countries and application of a common
customs and trade policy toward countries outside the community.*® The
dynamics of the customs union can be stated as follows: economies of scale,
increased competition, improvements in terms of trade, and increased
economic growth. By July 1968, the original six members had completed the
elimination of tariff and quota restrictions among themselves, and also
common external tariffs to countries outside the system were set. Although
these tariff and quota changes have an effect on trade, empirical
investigation of the economic consequences of the EC customs union is
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extremely difficult and problematic because it is virtually not possible to
separate the impact of these from those of many other factors affecting trade
flows. But several studies completed in the second half of 1970’s reflected
the fact that customs union had significantly altered the trade flows and was
on the whole creating higher level of trade, particularly in manufacturing.*'

In practice, the customs union was far from being complete. There are
factors other than tariffs and quotas which act as serious impediments to
trade. As stated by Lintner & Mazey,*” non-tariff barriers to trade such as
national preferences in public procurement, national preferences in private
purchasing, differences in indirect taxation, monopolies and restrictive
practices, differences in technical regulations and standards, frontier
formalities, state subsidies for selected domestic sectors in each country,
differing trade and aid policies towards third countries are the factors which
directly displace trade rather than distort prices. So, as stated by Greider,®
although the original notion of the “common market” uniting Europe was to
create economies of scale for the European producers and European
governments seemed to be ideologically committed to the free trade, through
the EU they try to apply a purposive system of selective protection and
subsidy that relies on market leverage.

Advantages of EU Relations for Turkey

Turkey, along with many other Central and Eastern European nations, has
sought EU membership for some time now. There are several strong and
compelling reasons for this. As mentioned earlier, the examples of other
countries that have joined are very encouraging. EU membership has meant
rapid economic development for many of the weaker economies of Southern
Europe after they joined. They were the recipients of development funds
and infrastructure investment from the wealthier members. Their citizens
were able to gain immediate access to employment opportunities in other
parts of Europe and the free movement of labor enhanced the speed of -
knowledge transfer. Their domestic industries benefited from unfettered
access to markets across the continent and new manufacturing and
technology investments flowed in due to their attractiveness as lower cost
bases of production. Also, unlike many of the other attempts at regionalism,
the economic stability and political maturity of the EU countries has been a
big factor in the success of the union. For Turkey, the economic and
political stability of the EU compared to the BSEC for example, makes it a
much more attractive organization to join in the near term. Many of
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Turkey’s largest trading partners, such as Germany, UK, Italy, and France
are EU members.

The changes taking place bring new challenges for Turkey and create a
new atmosphere between Turkey and EU. It is important to note that Turkey
is the only country in the customs$ union without EU membership. The
benefits of the customs union for Turkey were expected to be several. For
business, higher productivity based on competition, competitiveness with
global products, and partnerships with foreign investors. For consumers,
access to better quality products, price advantages based on competition,
access to higher creativity of manufacturers, and availability of higher
technology products.* But for all these benefits to accrue, Turkey had to
achieve full compliance with the common regulations for imports and
exports and the foreign trade regime, and sign similar agreements with
countries with which EU had concluded voluntary restraint agreements.*’
Beside;%, full adaptation was to be assured in terms of intellectual property
rights.

Obstacles in Turkey- EU Relations

While opinion polls in Turkey consistently show that percentage of the
population that objects to EU membership is a minority, many in the country
share some of the concerns about the EU. While few seriously question the
economic benefits that will accrue from EU membership, there is some
concern over whether the EU really wants Turkey to join. After all, Turkey
would be the only non-Christian member and its membership would extend
the EU’s borders to politically unstable countries in the Middle East and
Central Asia. Also, were it to join, Turkey would become the second largest
member (after Germany) of the EU in terms of population and in 15 years,
the largest, and thus could wield considerable political power in Strasbourg
and Brussels.

A significant Turkish concern is the possible loss of sovereignty that may
result as the EU countries will insist that certain legal and political changes
be made in Turkey. Some, such as the reduction in the size of the state sector
and fiscal controls, may be economically necessary although they can lead to
short term political problems. Others such as changes in the law on the
death penalty and Turkish support for Northern Cyprus are much more
vexing. There is also the possibility that Turkish firms may not be able to
compete successfully against major European multinationals were its borders
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completely opened although Turkey has gone some way in that direction
since it entered into a customs union agreement with the EU in 1995.

Although the Turkish private sector has accepted the customs union, there
is a deep concern about the likely negative impact on some industries,
especially on those at the infant industry stage, due to the removal of existing
protection against imports of European Union origin. Large companies with
their mass production and variety of wide-scale marketing functions can
easily adapt themselves to the competitive structure and to the integration
required for EU through the customs union. But problems occur for mid- and
small-scale companies. The companies at a low productivity level are either
forced to leave the market or to take serious corrective measures.*’

Another obstacle to consider is that the EU restrictions on imports from
non-member countries have to be applied by Turkey as well, as a
consequence of its customs union membership.

Impact of the EU on Turkish Trade

The data presented in Table 3 show an interesting pattern in Turkey-EU
trade. Turkey’s exports overall have grown faster than exports to the EU for
7 of the past 10 years. 1995 was the year with the highest percentage
increase in both overall and EU exports. It is interesting to note that with the
exception of 1995, and in 1998 to a lesser extent, there have not been any
dramatic changes in exports to EU unlike exports to the BSEC. This may be
due to the fact that EU member countries do not have the economic volatility
seen in Russia and other BSEC members. Also the EU markets are more or
less saturated and intra-regional trade among the full members is more
emphasized compared to trade with a non-member like Turkey, although
Turkey is part of the customs union.
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Table 3: Percentage Change in Turkey-EU Trade (1991-2001) j

1992 (1993 11994 1995 (1996 1997 | 1998 | 1999 (2000 |2001

Exports 8.0 -4.3 13.6 28.3 43 6.1 10.2 6.3 1.1 10.8
To EU

Total Exports 83 43 18.0 195 (73 13.1 2.7 -14 |45 123

Imports 7.7 302 (213 |545 372 (75 =32 -11.1 | 243 |[-32.1
From EU

Total Imports 8.7 287 j-209 |[3438 182 113 -5.4 -114 340 |-225

Source: compiled based on data from www.foreigntrade.gov.tr; www.die.gov.tr

In terms of imports, for 5 of the 10 years represented, EU imports have
grown more, or decreased less, than Turkey’s overall imports. Interestingly,
the biggest spurt in imports also occurred in 1995-96, the period of customs
union entry. It may be argued that the EU benefited more from than Turkey
from Turkish membership in the customs union since Turkish imports from
the EU increased by 37.2% whereas exports only rose by 4.3% in 1996, the
first year of Turkey’s customs union membership. The fact that the value of
Turkish imports (US $16.9 from the EU and US $35.7 billion overall) was
much larger in 1995 than exports (US $11.1 billion to the EU and US $21.6
overall) makes the 1996 import increase even more dramatic.

The data in Table 4 can serve as a proxy for the importance of the EU to
Turkey. A little over half of Turkey’s exports go to the EU and a little less
than half its imports come from the EU. EU import dependence peaked in
1996 with an almost 6 percentage point increase over 1995 and has
decreased each year since. The figures for 2001 indicate that while overall
imports declined in 2001, probably due to the economic crisis in Turkey,
imports from the EU decreased even more sharply (Table 3). This may
explain why the EU accounted for less than 45% of Turkey’s imports in
2001, a decrease of over 4 percentage points over 2000. It is also interesting
to note that the EU share of total Turkish exports and imports have declined
each of the past 3 years.
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Table 4: Turkey’s EU Trade as a Percentage of Total Trade (1991-2001) l

1991 | 1992 (1993 [1994 (1995 [1996 (1997 | 1998 (1999 |2000 | 2001

Exports {54.05 | 53.92 {49.51 [47.69 |51.20 |49.73 |46.64 | 50.04 }53.97 |52.24 }51.56
To EU

Imports |47.02 | 46.59 [47.14 [46.91 |47.22 |53.04 [51.22 | 5243 |52.62 |48.82 |44.75
From EU

Source: compiled based on data from www.foreigntrade.gov.tr; www.die.gov.tr;
yildirimf @foreigntrade.gov.tr

Table 5 summarizes the percentage point change in the BSEC and EU
share of Turkey’s trade (1991 data were excluded because data was available
only for four BSEC members and the first year of complete data availability
was 1992. Therefore 1993 data represents the change in the share of each
region over 1992). As can be seen from this table, for 6 of the 9 periods,
Turkey’s exports to the BSEC and the EU moved in opposite directions. The
most dramatic was 1999, where while the BSEC share of Turkey’s exports
declined by almost 4 percentage points over 1998, the EU’s share increased
correspondingly. For two of the periods, 1993 and 2001, the BSEC share
remained almost the same while the EU share went down. - Only in 1995 did
the share of Turkish exports to the BSEC and the EU change in the same
direction. :

Table 5: Percentage Point Change in the Share of Turkey’s Trade

(1993-2001)
1993 (1994 1995 (1996 |1997 | 1998 1999 2000 2001
Exports -.05 227 2.17 1.30 1.89 -2.40 -3.83 .36 -03
To BSEC
Exports 441 |-1.82 |3.51 -147 |-3.09 | 340 393 -1.73 -.68
To EU
Imports 1.78 -.09 1.89 |-234 |.34 23 1.10 1.76 1.51
From
BSEC
Imports .55 =23 31 582 |-1.82 | 1.21 .19 -3.80 -4.07
From EU

Source: compiled based on data from www.foreigntrade.gov.tr; www.die.gov.tr
Import shares indicate a slightly different picture. As pointed out earlier, EU
imports have been declining and it can be seen from Table 5 that in 2000 and 2001,
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share of imports from EU have declined sharply while imports from the
BSEC have increased.

Implications of Regionalism for Turkish Business

The data presented in this paper has some interesting implications for
Turkish businesses.

The higher growth rate of Turkey’s BSEC trade when compared with its
trade with the EU, albeit over a much smaller base, is a positive sign of risk
diversification. As a nation, over 65% of Turkish exports in 2001 went to
OECD countries (with 52% to the EU alone,”® whereas only 8.5% went to
the BSEC (Table 2). Seven of Turkey’s ten largest export markets are EU
countries (the others are the US, Russia and Israel). Increasing exports to the
BSEC therefore would help diversify risks for Turkish businesses that are
heavily reliant on EU buyers. It should be borne in mind however, that
exporting to BSEC countries other than Russia is also important. Russia is
currently Turkey’s sixth largest export market and accounts for a significant
portion of Turkey’s BSEC exports. This can be risky given the potential
economic instability in Russia and the drop in BSEC export share from over
14% in 1997 to less than 9% in 2001 provides some evidence of this
instability. The import data also appear to indicate a reduced dependence on
the EU. While the EU, and Germany in particular, is Turkey’s primary
source of imports, the BSEC is gaining ground and Russia was the second
largest import source (after Germany) in 2001. BSEC’s share of Turkey’s
total imports has risen to almost 14% whereas the EU’s has dropped to
below 45% from its high of 53% in 1996. Imports from Russia may be more
risky however because much of these imports are of natural gas, a product
which has become a necessity due to the government policy of encouraging
cleaner fuels. However, this policy may create a dependence on Russia as
long as other alternatives supply sources such as Tiirkmenistan are not
developed.

While EU membership is still, and arguably should be, Turkey’s ultimate
aim in terms of regional membership, the importance of the export
opportunities in the BSEC should not be minimized. For many small and
medium sized enterprises (SMEs) from Turkey, the highly competitive and
saturated EU markets with their strong domestic companies may be hard to
enter. On the other hand, underserved markets in the BSEC may represent
attractive business opportunities since the entry costs, in terms of brand
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building and other marketing activities, may not be that high due to the
absence of the major multinationals. Turkish companies who invest in these
markets early will undoubtedly enjoy first-mover advantages that may help
insulate them from the ravages of multinational competition when it does
arrive. Bilgin* suggests that these advantages could be in areas such as
building corporate and product brand images, thereby creating loyalty in the
long run. For SMEs, it will be easier to make Turkish brands known since
advertising costs in BSEC countries will not be so high as to be unaffordable
as in most of the EU, channel relationships and distribution arrangements
will be in place and the companies will already be established before the
arrival of major global competitors. For smaller Turkish businesses and new
entrants to global markets, the BSEC can be a less demanding learning
ground. The intense competition in the EU market may present too steep a
learning curve for smaller companies. By entering and competing
successfully in the generally smaller BSEC countries, they can hone the
skills necessary to make them strong global players. The region can also
serve as a jumping-off point to expand the global reach of Turkish firms to
Central Asia and beyond.

Of course in order to benefit from the opportunities in these regional
blocs, the mode of entry decision is crucial. Exporters will have to start
giving serious thoughts to more committed forms of doing business such as
licensing, franchising, and foreign direct investment. Clearly, the freer trade
within the bloc will create economies of scale opportunities for Turkish
companies. This becomes particularly relevant as regional segments are
identified and companies Turkish companies are able to market standardised
products to these segments.

It is important to emphasize that even though Turkey’s sights are set on
EU membership, it should not foreclose its other options. As mentioned
earlier, the timetable for EU entry is uncertain and as the data from this study
suggests, there is nothing to be lost by increasing trade with the BSEC. If
anything, being active in the BSEC may help Turkish SMEs become more
globally oriented as they will learn from their interaction and strategy
creation in a developing international market environment. Market
experience from an emerging area will contribute to the formation of
regional strategies that will fit the individual, and regional where
appropriate, country expectations. The experience of operating in several
countries simultaneously in the BSEC will help Turkish firms to grow into
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true multinationals and even global firms as long as they can synthesise their
learning.

Limitations and Directions for Future Research

The study confined itself to the examination of trade data. While export
and import data does provide a valuable insight into the pattern of a
country’s trade, examination of investment data will also be useful. This
will enable stronger conclusions to be drawn regarding the level of
dependence. Clearly, since investing in a foreign market is riskier than
merely exporting to it, investment data may provide a more accurate signal
of commitment to a country and the perceptions of risk. Also, it was argued
earlier that the benefits of regionalization include the closer political ties it
creates between member countries. Much of this benefit will accrue from
cross-border investment more than trade since the presence of investments in
another country is more of a deterfent to conflict.

While this study investigated the change in Turkey’s trade with the BSEC
and the EU, future studies may wish to examine how Turkey’s trade patterns
have changed with the other multilateral groupings of which it is a member,
such as the Organization of the Islamic Conference or even with individual
countries such as the United States or Japan. All these opportunities for risk
diversification should be examined as each presents their unique
opportunities. Iraq was one of Turkey’s larger trading partners before the
1991 Gulf War and resulting trade embargo on that country. Turkey has
undoubtedly suffered as a result but the impact of such events can be
minimized if a country is not too reliant on one region or country.

This study reflects a macro perspective for international business
operations and addresses the issue of market selection in terms of market
salience. Further research should focus on market entry and operational
strategies at micro-marketing level. Studies on barriers to market entry for
selected countries of the BSEC, where the trade volume of Turkey reflects a
significant share, would help investors to overcome problems prior to
developing operational strategies. While this study looked at macro-level
trade statistics, future analyses should examine industry sector data and
individual country data so that firms can identify areas of opportunity more
clearly. For instance, much of the import from Russia is natural gas and
while some BSEC members such as Russia and Azerbaijan are very
important because of their natural resource endowments, their significance to
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Turkey can decline if these products are sourced instead from non-BSEC
countries located in the Caspian Sea and the Persian Gulf. So future studies
may want to examine more closely that type of products that are being
traded, and whether these have easily available alternative supply sources,
before any firm conclusions can be drawn on national dependence. The same
is true for Turkish exports if the target countries can switch to other suppliers
within the regional bloc or even indeed from outside the bloc. The nature of
the preferential trading rules within the bloc will be a key determinant of the
degree to which intra-bloc trade flourishes at the expense of trade from
outside the bloc.

Conclusion

The establishment of BSEC was especially important for the region
because of its filling a niche after the disintegration of the Soviet Union. The
data suggests strongly that the BSEC region has become a very important
one for Turkish trade and its relative importance has increased over the
years. Over the same period of time, Turkey’s reliance on the EU has
diminished somewhat. For many emerging markets such as Turkey, while
membership in developed-country blocs is the goal, there are other
opportunities in emerging market agreements, such as the BSEC, that can be
taken advantage of. At the firm level, BSEC membership will allow Turkish
business, particularly the SMEs and those newer to global business, to hone
their global skills and this will enable them to become viable competitors
when they finally join EU. It will also give them access to less competitive
markets where they may be able to establish themselves more easily than in
the saturated markets of the West. At the national level, it can reduce the
country’s dependence on one regional market and thereby help diversify its
trade risk and also create more opportunities.
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