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production and the best in quality control. The ability to
manufacturer products quickly in different mixes and
volumes (process flexibility) to feed the worldwide assembly
plants of the OEMs is a significant advantage of Turkish
automotive suppliers [41].

The total exports of Turkish automotive suppliers are
today over $3 billion. These companies supply major
European producers such as GM, VW and Ford. Of the total
automotive exports from Turkey, 69% are destined for the
EU and the leading importing countries are France, Germany,
Italy and UK. Foreign investors are showing increasing

Sharcholders of Toyota Turkey

The head of the pack is Toyota-Turkey. It was
established in 1990 as a joint venture of Toyota and Sabanci
groups. Production started in 1994. After 2000, the company
underwent several changes in the shareholder structure.
Currently, the manufacturing plant is owned by the Toyota
Group (90%) and Mitsui Group (10%). Marketing and sales
are operated by ToyotaSa which is owned by Sabanci Group
(65%), Toyota (25 %) and Mitsui (10%).

“Toyota Turkey, the leading supplier of Toyotas to

Europe, ... has stimulated great developments from a
production and financial point of view,"

Shinichi Sasaki

Toyota Motors Europe

Chairman and CEO

As discussed earlier, during the 2001 crisis, Toyota-
Turkey suffered from low sales numbers. It pushed Toyota to
the edge of almost shutting down its operation in Turkey.
However, Toyota-Turkey made a strategic decision to invest,
which has now turned out to be a big success story! In 2002,
Toyota-Turkey expanded its operations in Turkey and started
exporting cars to Europe. Turkey became the export hub of
Toyota for Europe market. The total investment was around
$700K with 3000 employees in its Adapazari plant.

The current capacity is 150,000 cars annually. In 2004
Toyota became the largest exporter of Turkey at $1.85B,
which is nearly $1 B increase from 2003. In 2005, Toyota-
Turkey is expected to make more than $2 B of exports. The

interests in Turkish automotive suppliers due to the huge
export potential as well as needs of the local market.

C. Companies Reviewed

In our study, we will focus on four major automotive
manufacturers in Turkey to understand the drivers of value
creation. We selected Toyota, Ford and Mercedes as the
automotive manufacturers and Bosch as the automotive
supplier in this sector. Together, they represent various key
foreign players in this sector.

Toyota-Turkey: Best Quality Toyota Factory in the
World
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spectacular growth speaks highly of Toyota Turkey as a
strong player in global auto capacity.
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Ford-Otosan: Best Ford Factory in the World

This company is a partnership of 41% Ford Motor
Company and 41% Koc Group partnership. Ford Otosan
produces light commercial vehicles (vans, minibuses, pick-
ups). The total number of employees is 7,725. Ford-Otosan
produced 243,000 vehicles in 2005, up from 206,615 in 2004,
an increase of nearly 18%. The company has a turnover of
$4.6 billion, of which $2 billion is generated from exports of
162,000 units this year.

“According to Ford performance metric, Ford-
Otosan is the best Ford factory in the world in 2005.
Ford-Otosan has the highest score in Ford’s history [35].”
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Recently, Ford shutdown its plant in Belgium and moved
its Belgium operations to Turkey. Despite shutting down
some plants all over the world, Ford committed to investing
$375 million through 2007 for additional production at its
plants in Turkey. The move will raise the capacity of the
Kocaeli commercial-vehicle plant to 280,000 units annually
in 2007 from the current 240,000 [15].

Mercedes-Benz Turk: Technology Center of Mercedes-
Benz

Mercedes-Benz is a joint venture of DaimlerChrysler and
other local partners. The shareholders of Mercedes-Benz
Turk are DaimlerChrysler (66.91%); Overseas Lending
Corporation (18.09%); Koluman Holding (7.04%); Turk
Silahli Kuvvetlerini Giiglendirme Vakfi (5.00%) and Makina
ve Kimya Endistrisi Kurumu (2.96 %). Turkey is one of
DaimlerChrysler’s main global centres for the manufacture of
city and inter-city buses that are assembled in two factories
(Hosdere and Davutpasa) in Istanbul [16]. In its Aksaray
plant, Mercedes-Benz Turk produces light and heavy duty
trucks. When the Hosdere facility was established in 1999,
DaimlerChrysler called Hosdere “the most modemn bus
factory in the world.” [17].

“Everybody is pointing to Turkey as a model country”
Dr. Till Becker
Chairman and CEO of DaimlerChrysler
Northeast Asia

Bosch-Turkey: Manufacturing Center of Bosch

Bosch has operated in Turkey starting since 1910. There
are roughly 6,000 associates working at the companies 3
manufacturing  sites:  Bursa  (automotive),  Manisa
(thermotechnology), Cerkezkoy (household appliances). In
2004, the Bosch Group generated sales of $750 million in the
Turkish market. Bosch Fren manufactures several brake
systems for the automotive companies, and has a monopoly
with a 90% share of the Turkish automotive brake market.
Bosch also expanded diesel production in Turkey.

IV. APPLIANCE AND ELECTRONICS SECTORS IN
TURKEY: APATHWAY TO SUCCESS IN EUROPE

Turkey is a major manufacturer and exporter of
appliance and electronics in the world. The sector is
dominated by a small number of big firms in Turkey. The
major firms are Vestel, Arcelik and Bosch (BSH-Profilo).
Arcelik spans both sectors and have a total of US$3.1bn sales
in 2004 [19]. Turkish firms are increasing their investment in
research and development.

“Turkey now produces more than half of the
televisions sold in Europe [18].”

In the electronics group, television sets are the most
important item. Most of the televisions are exported to
Europe. Turkey is the largest manufacturer of television sets
in Europe. Exports of television sets have skyrocketed during

the last ten years. The total number of television sets was
under 2 million until 1995. This number shot up to 17. 5
million to in 2004, while 2.5 million were produced for the
domestic market [20]. The sector mostly benefits from low
cost manufacturing, better quality and better custom access to
Europe compared to East Asian competitors.

Export is also dominating the appliance sector. Since the
2001 crisis, the appliance sector exports most of its output. In
the last three years, the domestic market also provided
significant sales gains. The reasons were improved consumer
confidence, delayed consumption, low interest rates and
competition. This resulted in 30-40% annual expansion [22].
In 2005, the sector boosted output by 5.3 pet to 11.28 million
units. Turkey's white goods exports rose 5.73 % to 7.05
million units, while imports fell by 6.24% to 382,057 units
[23].

“Prominent companies in the white goods sector
Electrolux, Whirlpool and Merloni are turning from
Italy to Turkey to obtain parts and supplies... [21]”

Companies Reviewed

In our study, we will focus on Vestel and BSH (Bosch)
in order to understand the value creation in Turkish appliance
and electronics sectors.

Vestel: The largest TV manufacturer of Europe

Vestel is Turkey's largest consumer electronics, digital
technologies and white goods manufacturer, comprised of 17
companies  operating in  technology  development,
manufacturing and marketing. It offers a variety of products
including CRT TV, flat TV, TFT-LCD TV, Hard Disc TV,
TV DVD Combo, plasma TV, Integrated Digital TV, DVB-T
Receiver, DVB-S Set Top Boxes, Analog Satellite Receiver,
DVD Recorder, DVD Player, refrigerator, air conditioner and
washing machine. Vestel exports 96% of its production to
103 countries, leading with EU members [24].

“Vestel's key strategy is supplying high quality
products with internationally competitive prices.”

Vestel’s television and monitor plant at Manisa is one of
the largest in the world, with a capacity of 8 million units per
year. Vestel exported $2.2 billion worth of products in 2005
and expects to reach $2.5 billion in 2006. Vestel has a very
strong research group which develops new technologies.
Vestel responded early to the digital revolution and became
the market leader in digital technologies in Europe. Currently,
Vestel is the market leader in Europe with 18 % in TFT-LCD
and plasma TV’s. They expect to gain 25% of the market in
2005 [25].

BSH (Bosch)

BSH is a joint venture between Bosch and Siemens and
is a multinational group posting annual sales in excess of 6,8
billion euros. BSH is the market leader in Germany, the
number one in Western FEurope and is one of the world’s
leading domestic appliance manufacturers. BSH has invested
half a billion euros ($ 650 m) since its founding in 1992 to
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become the largest foreign capital-based home appliance
producer in Turkey. BSH in 2006 also will invest to expand
production in its existing plants, including the production of
new products, 95 percent of them being designed for the
American market. The plant in Cerkezkoy provides several
examples of quality production and is used as a benchmark
for the firm’s 43 plants worldwide.

“Turkey has proved to be an ideal manufacturing location

for large home appliances. There is a well trained labor

force, capable of producing high quality home appliances,

transport connections with the whole world and a
domestic market experiencing dynamic growth.”

Norbert Klein

CEO, BSH Profilo [26]

V. CONCLUSION: DISCUSSION OF THE RESULTS

A. Factors to Invest in a Country

When international companies decide on their global
footprint in terms of manufacturing/assembly locations, they
consider several factors. The potential to tap local and global
market opportunities from a location undoubtedly plays a big
role in this process. The lure of serving customers in fast
growing local markets is huge. Hence, the domestic market
size, many times is a driving factor in a company’s
investment decision. However, in other situations, companies
see the global potential and invest heavily in a country to tap
the export potential from that location. They also enjoy at the
same time the attractiveness of the location’s low cost
structure relative to their home country. In such situation,
export potential is the driving force behind foreign direct
investment in emerging markets.

Another factor for a country selection is the attraction of
low cost and quality of labor force in a country. Labor costs
include both line workers as well as white collar workers in
engineering and product development. Additional
advantages can be accrued by exploiting both shop floor as
well as engineering capabilities in locations such as India,
China and Turkey. These regions thus become attractive for
serving both local as well as export market. They make best
use of the human assets and provide a favorable labor culture
that promotes advancement and employment opportunities.
Foreign multinationals draw the best talent and can move
their technological capability speedily to these regions.
However there are two aspects that can negate some of the
advantages of these promising locations.

First 1s the trade restrictions and added cost of
transportation, duties that can be levied on the exports from
these cost attractive locations. With spiraling oil prices in
recent years, the transportation costs have recent years grown

6% annually. Therefore, locating investment close to the
export markets especially for the bulky products such as
automobiles is becoming very attractive. Another major
downside is the poor IP protection in some of these locations.
Global companies give special priority to legal regulations of
a country when they consider investing. Imitation of
proprietary technology is one of the major concerns.
According to the World Customs Organization,
counterfeiting is expected to account for 5 to 7 percent of
global merchandise trade, equivalent to lost sales of as much
as US$512 billion last year [27]. At the industry level, phony
car parts cost the automotive companies roughly US$12
billion a year. Imitation of technology especially poses a high
risk in China. In one Chinese city, an estimated 80 percent of
automotive parts are said to be counterfeit. Likewise, the
pharmaceutical industry estimates 10 percent of medicines
circulating in the world market today are counterfeit. Last
year alone, China confiscated 85 million counterfeit
publications, from books and movies to computer discs.
According to the Business Software Alliance, more than 90
percent of PCs in China are using pirated operating systems
[28]. This makes the technology transfer choice to these
locations vulnerable to technology predators. They can
reverse engineer product and process designs, and position
themselves aggressively in both local and export markets.
What makes matters even worse, 1s the intrinsic advantage
local companies have to better exploit labor and other factors
of production than multinationals. The latter often commit
mistakes while getting familiar with the local terrain. They
also end up paying premium wages and have high turnovers
with the multinationals competing with each other for the
best talent.

All the above issues when considered together present
themselves as alternative strategies for companies building
global footprints in emerging markets. According to a recent
study “Imitative Competition: Implications for Strategic
Sourcing and Technology Transfer” by one of the co-authors,
companies can be grouped into three clusters based on their
technology transfer and global sourcing strategies [37]. These
are “Local Content” strategy in which global firm transfers a
low amount of technology and imitators decide not to enter,
“Export Platform” strategy in which a global firm transfer a
high amount of technology, allowing imitator to enter and
capture the emerging market, and finally “Global Platform™
strategy. This is a hybrid of Local Content and Export
Platform strategies. In the light of this framework, we
examine the stand taken by automotive and appliance
manufacturers in Turkey while considering both sourcing and
market opportunities.
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B. Where does Turkey Stand?

Turkey 1s an ideal manufacturing location for both
automotive and appliance sectors. As we discuss in Section 2,
high quality production is achieved to serve a growing
domestic market. Ease of transport connections with the other
markets in Europe also is an added plus. Therefore, combined
with the geographical factors such as proximity to Europe,
Russia, Central Asia and Middle East, Turkey becomes a
smart choice for investors to place their manufacturing assets.
There are several industrial locations in Turkey. Fach
location has a well-established connection with the European
transport network and provides a large network of logistics
companies. This is critical for just-in-time manufacturing and
the delivery of finished products to other markets. Turkey has
also a healthy legal regulation environment to create
investment friendly climate including the European Union
laws for patent regulations, international dispute settlement
and antitrust issues.

GM shut down its plant in Turkey during the crisis.
GM has recently announced plans to reopen its factory in
Turkey.

"We are now sorry that we shut down our factory in

Turkey. Because it is actually now that country's star has

begun to shine... Turkey has a young population and a

hungry market...If we are not successful in Turkey, we
will not be successful in Eastern Europe"

Rick Wagoner

CEOQO, General Motors [29]

The last four years have been a blessing in disguise for
Turkey as a manufacturing hub. The 2001 crisis had a large
negative impact on Turkish economy. Before the crisis, the
domestic market in Turkey was large enough to generate
substantial revenue for companies. However, during the
crisis, Turkey suffered high inflation rates, devaluating
currency and instable interest rates. Appliance and
automotive sectors responded heavily to the shrinking
economy and sales plummeted nearly to zero. While the
government took reformist actions to stabilize the economy,
manufacturers in Turkey desperately started to look for
alternative markets to prop sales and remain profitable.
Devaluating Turkish currency had a positive side effect:
decreasing prices in other currencies. The automotive and
appliance sectors leveraged this opportunity and targeted
exports heavily. For example, Toyota reached an export
amount of $2 billion in three years from zero exports in 2001.
In 2004, when the economy turned back to normal, Toyota
had already combined efficiency with scale and could still
remain profitable despite the more valuable Turkish Lira. A
crisis was converted to an opportunity to build a strong export
platform to the FEuropean market. The global platform
strategy had paid off.

In our analysis, we mainly focus on two major sectors in
Turkey, namely automotive and appliance sectors in light of
post 2001 crisis. Both the sectors generate significant revenue
in local and foreign markets.
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