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The myth of specialization for
economic development

® Should cities, regions and countries specialize?
=> According to the conventional wisdom yes!
Em The true answer is: People and firms should

specialize; cities, regions and countries should
diversify

=> Dentist and lawyer; Boeing and Carqill

® In the process of economic development, cities,
states, and countries do not specialize; they diversify
> Istanbul vs. Sirnak
= Marmara Region vs. Southeast Anatolia
=> United States vs. Colombia



What Make Cities Competitive? |

Is the economic world made out of...

m Physical capital
® Human capital
m Labor

m Output (GDP)

m If this Is the way of understanding the world
then 85% of growth Is explained by
=> .... hone-of-the-above

m Total Factor Productivity = a measure of our
ignorance (Abramovits, 1958)

® Maybe it Is not that good a way to parse what
the world I1s made out of
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Output per capita Physical Capital pc  Human Capital pc

Y=F(K,H)
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Why are some countries/cities

poor and others rich?

B The traditional answer emphasizes factor
accumulation and “aggregate” productivity

m Countries/cities are rich because they work with
more:
=>Physical Capital (accumulated through investment)
=>Human Capital (years of schooling)

® ..and have more “total factor productivity”

®m ..which lets them get more output per capita

m Policy implications:
> More education and health
= More savings to finance investment (and micro-finance)

=>More property rights to assure investors
=>More “productivity”
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You need more than cap|t5| -

and labor to make a product
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An alternative view of
economic development

B Some countries make few things, while others
make many

= Germany vs. Pakistan

B Some products are made by many countries, other
products are made by few countries
= Engine vs. shirt

m Countries that make few products, make products
made by many countries

m Countries that make many products, also make
products made by few other countries
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Capabilities Products
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Diversified countries produce non-
ubiquitous products
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Economic complexity is associated with
higher per capita income
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Economic complexity iIs a good predictor of
future economic growth across the countries
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The relationship between diversity and
ubiquity holds for the Turkish cities
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More diversified cities have higher
GDP per capita

Diversity vs GDP per capita
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BN B D I
Average years of schooling of the labor force

and city population size are positively
assocliated with the level of diversity

_ Model 1 \Y[eYo [<] 0% Model 3 Model 4

Constant -4.27 -13.1 -12.77%** -12.84***
(-2.35) (-13.8) (-11.8) (-10.8)
Average years 4.87*** 3.97*** 3.91*%** 3.99***
of schooling (5.37) (9.82) (9.47) (8.71)
Population size 0.81*** 0.76*** 0.75***
(17.43) (11.7) (9.7)
Population 0.063** 0.07
density (1.8) (0.74)
Distance to 0.009
harbour (0.27)

R? 0.28 0.86 0.86 0.85

Source: TEPAV Calculations
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BN B D I
Average years of schooling of the labor force

and city population size are positively
assoclated with the ubiquity of the production

_ Model 1 \Y[eYo [<] 0% Model 3 Model 4

Constant 6.74*** 9.44*** 8.84*** 8.61***
(11.86) (28.46) (25.7) (21.64)

Average years -1.73*** -1.46*** -1.37*** -1.25%**
of schooling (-6.12) (-10.38) (-10.38) (-7.32)

Population size -2.45%** -0.18*** -0.19***
(-15.2) (-8.28) (-8.36)

Population -0.095*** -0.09**
density (-3.79) (-3.49)
Distance to 0.0008
harbour (1.13)

R? 0.34 0.85 0.87 0.85

Source: TEPAV Calculations
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Large enterprises have started to
concentrate more in Anatolian Tigers

Number of companies in the 1SO-1000 list
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Anatolian Tigers are hosting the

fastest growing companies too

CITY 2013 2014
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The fast growth companies perceive investment
climate constraints as more binding

Investment climate constraints as perceived by the fast growth companies

Finding and retaining qualified employees *44 75

Increased competition 20 65

regional

national
national Economic/political uncertainty

national Government regulations and red tape
Managing cash flow/maintaining cash position

national Access to finance

Maintaining profit margins
Finding new customers
Improving marketing
regional Securing space for expansion

national Retaining existing customers

regional Infrastructure problems
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What makesErowth difficult? The
chicken and egg problem

B You cannot make new products because
you lack the capabillities

® You don’'t want to accumulate the

capabllities because the products that need
them are not being made

= Because of other missing capabillities

®m How to deal with this problem? By moving
towards “nearby” products

=>» Products that require similar set of capabilities
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One size fits all industrial policy won'’t
work in all of Turkey’s cities

Parsimonious industrial )
policy ItI ain’t broke
—Hda Help jump short distances to Ample space to move
| e other products @ MER in all directions
&L AFY
® KOC
@S
1_.")’ @ ANK @® KON Wﬁi" $|5A® BAT
5 o Tek ® KA mop ® MAR %
o . ® COR 5 OB.E@
= o) ® DUz ® HAT @ OSM
o -] ®BUR o .=
= — SAZ @ P OEN % ERZR @ ERZN
> A @ KIRe N® OR RS
c @® USA i
o ecni o ARG s
= PYAL ® BOL ® IGD _
S @M @ TUN
8 ® ¥ Rrr ® KARB
e @ ZON @® HAK i
) . @ BIN
n o ] ®SIR @AGR
cU =
LL] Strategic bets BAY
Little space to improve quality and
few nearby trees Competitiveness policy @® ARD
Improve the conditions of the sectors that
already exist
0
= ! I I I I I
10 15 20 25 30 35

Level of economic complexity (ubiquity)



What Make Cities Competitive? |

Need for a diverse set of policy tools to address
the developmental challenges of Turkey’s cities

® The current Investment Incentive Scheme has
regional and sectoral focus but

=> It is still just one policy tool

m Establishment of Regional Development Agencies
IS an Important step In the right direction but

= Governance issues and the problems with the
formation of the regional groupings persist
®m Regional Development National Strategy
Document adds a spatial dimension to
development planning but

=>» Shyness in classifying the cities/regions
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Conclusion

m Need to start differently about the economic
development at the city level
= One size fits all policy won’t work

m [ ocal actors should become more involved
In development policy making processes
=> Provision of public inputs

B Competitive and fast growth companies are
key to make their cities wealthier
= Focus on management quality issues
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